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 1 

 
Printing Industries of California compiled the Guide to California Sales 
and Use Tax for the Graphic Arts Industry as a service to members of 
its three affiliate associations: Printing Industries of Northern California, 
Printing Industries Association of San Diego, Inc., and Printing 
Industries Association, Inc. of Southern California. 
 
The Guide is designed to inform the graphic arts industry on the 
application of California’s sales and use tax regulations. In order to 
assure the most accurate product, Printing Industries of California 
borrowed extensively from several publications of the California State 
Board of Equalization: Business Law Tax Guide (Volumes I and II), Tax 
Tips for the Graphic Arts Industry, and Tax Tips for Advertising 
Agencies. Moreover, staff at the Board of Equalization thoroughly 
reviewed the Guide and made suggestions for improvement. However, 
this publication is not a publication of the Board of Equalization. If the 
Board of Equalization determines that a particular transaction is subject 
to tax, reliance on the information provided in this Guide will not provide 
a basis for relief from that tax. 
 
The subject matter covered by the Guide is complex and subject to 
change. The Guide essentially provides a brief overview of this complex 
subject matter, and its applicability to a given situation will depend on 
the particular facts and circumstances involved. Therefore, nothing 
included in the Guide implies a recommendation, by Printing Industries 
of California or others associated with the Guide, of any course or 
method of regulatory compliance. Those who intend to take, or refrain 
from taking; any action based on information contained herein should 
first consult with a qualified accountant, attorney or the Board of 
Equalization. 
 
One of the most satisfying tasks of an editor is to acknowledge the help 
of the people who made the publication possible. While space does not 
allow mentioning all who have assisted in this endeavor, certain 
individuals have provided substantial help with 
the manual. 
 
I especially want to thank the staff of the California State Board of 
Equalization whose insightful comments and suggestions have so 
greatly improved the original draft. I also wish to express appreciation to 
Marcos Uribe who assisted in the production of this manual: editing, 
proof reading and technical recommendations, layout and design. 
 
Without their patience and multiple talents, this publication would never 
have come to completion. 
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The Guide to California Sales and Use Tax for the Graphic Arts 
Industry is available from 

Printing Industries of California 
5800 South Eastern Ave., Suite 400 
Los Angeles, CA 90040 
(323) 728-9500 
http://www.piasc.org 
 
Gerald M. Bonetto, Ph.D. (Editor) 
VP Government Affairs 
Printing Industries of California 
© 2011 
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Purpose 

This Guide is not for reading. It is for dipping into, as part of a detective 
process—that of investigating how California’s sales and use tax law 
applies to various components of the graphic arts industry. 
 
The emphasis throughout is on the final product, that being the taxability 
of the wide variety of printing products, such as magazines, labels, 
catalogs, manuals, stationeries, newspapers, packaging, advertising and 
other business-related materials. But there are also often subsidiary 
questions on the taxability of materials used to produce the final printed 
products (e.g., color separations and bindery operations). This is also 
dealt with. 
 
For organizational purposes, the Guide is arranged in eight self-contained 
sections often with cross-references. This makes it easier to extract 
information of varying degrees of depth. Some readers will wish to know 
the application of sales tax to specific materials and supplies (e.g., ink or 
cleanup solvent), or whether labor (e.g., stripping) is taxable. Many will 
have no need for such information.  
They will be able to bring to mind without a moment’s notice the answer to 
these questions. Instead they will be looking for guidance on the taxability 
of a specific operation or transaction (e.g., bindery or interstate commerce 
sales, respectively). The manual is designed also to answer those needs. 
 
Structure 

Tab I (“Executive Summary”) gives an overview of the structure and way 
to use this Guide.  
 
Tab II (“Definitions”) provides definitions of general business activity as 
well as graphic arts operations and services and, wherever possible, 
identifies the applicability of sales and use tax to the particular term. The 
definitions are grouped into four categories to help organize and present 
the subject matter: 
 

• General Business, 

• Printed Products, 

• Operations, and 

• Materials and Supplies. 

 
Tab III (“Typical Questions and Answers”) introduces the material through 
frequently asked questions and answers about operations in the graphic 
arts industry.  
The questions are grouped around the following themes:  

• Exemptions for Specific Types of Printed Material, 
• Exemptions for All Printed Materials, 
• Documentation Requirements to Support Claimed Exemptions, 
 
 
 

EXECUTIVE 
SUMMARY 



 4 

 
• Special Printing Aids, 
• Exempt Services Versus Taxable Sales, and 
• Other Frequently Asked Questions. 

 

Tab IV (“Regulations”) contains the actual regulations which apply to 
graphic arts operations. The regulations are listed in chronological order 
and, with a few exceptions, are presented in full. When a regulation is 
abbreviated, the deleted subject matter is identified in a sentence or two. 

 
Tab V (“Collection of Tax”) discusses the collection, reporting, and over-
reporting of sales and use tax. Also presented, in the form of tables, are 
the sales and use tax rates for each of the 58 counties in the state, and 
the addresses and telephone numbers of State Board of Equalization 
offices throughout the state. 
 
Tab VI (“Special Printing Aids”) address the topic of “special printing 
aids”—that is, reusable printing plates, negatives, screens, dies, and color 
separations. There has been, and continues to be, confusion in the 
graphic arts industry on the applicability of sales and use tax to these 
items. 
 
As specified in the Printing Trade Customs, special printing aids are the 
property of the printer—and therefore sales tax should be paid at the time 
of purchase. In the past decade or so, however, printers have begun to 
pass title to the special printing aids to the customer at the time of their 
use or purchase. 
 
Accordingly, the State Board of Equalization changed its procedure 
regarding the regulation of special printing aids. Now the Board of 
Equalization presumes, without written evidence to the contrary, that title 
to the special printing aids (or material to produce them) passes to the 
customer at the time of purchase and prior to their use. The printer can 
therefore buy the special printing aids for resale; however, the printer must 
be aware that on certain transactions (some sales for resale and all 
exempt sales) tax is still owned, by either the printer or the customer, on 
the special printing aids. 
 
This section should be read in conjunction with Tab VII (“Exempt 
Publications”). Together they will give the printer a guide to the 
applicability of sales and use tax in this area. Every printer and prepress 
firm should know this section inside out.  
Tab VII (“Exempt Publications”) takes up sales for resale and exempt 
publications. These are grouped into four categories: 

• Newspapers and Periodicals, 
• Interstate and Foreign Commerce, 
• Printed Sales Messages, and 
• Resale. 
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Moreover, although the printed material may be exempt from sales tax, if 
the printer has passed title to the special printing aids (or materials to 
produce them), tax applies to the cost of the special printing aids—either 
on the purchase to the printer or by the addition of tax reimbursement to 
the customer. 
 
Tab VIII (“Special Topics”) addresses particular components of the printing 
process. The topics include the application of sales and use tax to the 
following areas:  

• Bookbinders 
• Manufacturing Sales Tax Credit 
• Manufacturing Investment Tax Credit 

 
Method of Use 
 
1. If you have no idea what regulation addresses your concern. . . start 

with the “Definitions” or “Typical Questions and Answers” sections. 
The information therein will lead you to the appropriate, and more in-
depth, discussions in the Guide.  

 
This method should work equally well for someone with little 
knowledge of the application of sales and use tax to graphic arts 
operations and for someone with considerable knowledge confronted 
by a particular situation. 

 
2. If you have an idea what the tax status of a particular product or 

transaction may be and wish to confirm it . . . look up the subject 
matter you have in mind (e.g., delivery charges, printed sales 
messages, special printing aids, etc.) in the “Definitions” section. 
There you will often find the regulation number followed by the 
definition and, if applicable, a description of other relevant entries, any 
of which may shed light on your specific area of uncertainty.  

 
3. If you have a clear idea of what material or operation has gone into 

the making of your printed product but are uncertain how to tax it . . . 
you can begin with the “Definitions” section or go directly to the 
“Regulation” or other pertinent sections. This makes it possible for you 
to choose the degree of information best suited to the specific 
question at hand. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

EXECUTIVE 
SUMMARY 

(Continued) 



 6 

 
Sec. - Sales And Use Tax Law Code: T-Taxable; NT-Not Taxable 
Reg. - Sales And Use Tax Regulations 
 
AMERICAN RED CROSS, SALE TO (Reg. 1614)—NT per federal law. 
 
BAD DEBTS (Reg. 1642)—NT if account is found uncollectible and 
charged off for income tax purposes, provided tax on the original sale was 
actually paid to the state. Subsequent recoveries must be reported and tax 
paid, without deduction for collection expenses incurred. Bad debts 
incurred in repossessions are allowable (NT) to the extent of the 
percentage of the unpaid balance—that is, which represents the 
percentage of the value of the article sold to the entire amount of the 
contract. This amount must be decreased by the value of the repossessed 
article at the date of repossession. Unless it’s for resale, the sale of a 
repossessed article is a taxable sale.  
 
BUSINESS (Sec. 6013)—Defined as including any activity engaged in by 
any person or caused to be engaged in by that person with the object of 
gain, benefit, or advantage, either direct or indirect.  
 
BUSINESS REORGANIZATION (Reg. 1595)—A transfer of tangible 
personal property in a business reorganization may qualify for exemption. 
All or substantially all the property held or used in the course of an activity 
for which a seller’s permit is required must be transferred, and after the 
transfer the real or ultimate ownership of the property must substantially 
unchanged. Stockholders, bondholders, partners or other persons holding 
an interest in the corporation or other entity are regarded as having the 
“real or ultimate ownership” of the property of the corporation or other 
entity. Consult your attorney. 
 
CANCELLED JOB—If there is no sale of tangible personal property, tax 
does not apply. (Note that “sale” for purposes of sales and use tax 
includes fabrication of property furnished by the consumer, even if no 
tangible personal property is furnished by the fabricator.) Generally, if no 
tangible personal property is delivered to a customer and no fabrication of 
customer-furnished tangible personal property is performed, there would 
be no sale and thus no tax would apply to a cancellation charge. If you 
have any questions as to whether your particular cancellation charge is 
taxable, you should ask the branch office of the Board of Equalization in 
which the seller’s permit is located. 
 
CASUAL SALE—See Occasional Sale. 
 
CERTIFICATE (Reg. 1667, 1668)—The seller has the burden of proving 
that a sale is a nontaxable sale for resale or an exempt sale. The taking of 
a timely and valid certificate in good faith when authorized by the Board’s 
regulations will satisfy this burden. For exempt sales of printed sales 
messages, see Regulation 1541.5. For exempt sales of newspapers or 
periodicals, see Regulation 1590. For nontaxable sales for resale, see 
Regulation 1668. 
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CITY, COUNTY OR STATE GOVERNMENTS, SALE TO—T applies to 
sales to city, county or state governments. T does not apply to sales to the 
United States Government. 
C.O.D. FEES (Reg. 1632)—T applies to any C.O.D. fee paid by the 
retailer’s customer on taxable C.O.D. sales except where the C.O.D. fee is 
not included in the invoice and the carrier collects it from the retailer’s 
customer and retains it. 
 
COMMON CARRIER (Reg. 1541.5)—For purposes of the printed sales 
message exemption, defined any person engaged in the business of 
transporting property for hire or compensation and who offers this service 
indiscriminately to the public or to some portion of the public. 
 
DEFECTIVE MERCHANDISE (Reg. 1655)—Amounts credited or 
refunded by sellers to consumers on account of defects in merchandise 
sold may be excluded from the amount on which tax is computed. 
 
DELINQUENT RETURNS (Reg. 1703)—Interest applies to the amount of 
all taxes, except prepayments, payable under Revenue and Taxation 
Code 6471, from the date on which the amount of tax became due and 
payable until the date of payment. On other than a prepayment, a penalty 
of 10 percent of the tax due will be added to any tax not paid within the 
time required by law. In the case of prepayments: any person required to 
make a prepayment who fails to make a prepayment before the last day of 
the monthly period following the quarterly period in which the prepayment 
became due, and who files a timely return and payment for that quarterly 
period, shall pay a penalty of 6 percent of the amount due on the 
prepayment. If the failure to make the prepayment is due to negligence or 
intentional disregard of the law, the penalty shall be 10 percent instead of 
6 percent. In the case of determinations made by the Board of 
Equalization for tax due: in addition to interest on the amount of unpaid 
tax, penalties may also be assessed for failure to file a return (10 percent), 
negligence/ intentional disregard (10 percent), or fraud/intent to evade (25 
percent).  
 
DELIVERY CHARGES (Reg. 1628)—NT applies to “separately stated” 
charges for transportation of property from the retailer’s place of business 
or other point from which shipment is made “directly to the purchaser,” 
provided the transportation is by facilities other than the retailer’s. T when 
transportation is by facilities of the retailer or the property is sold for a 
delivered price unless (a) the transportation charges are separately stated 
on the invoice or separate invoice, (b) are for transportation from the 
retailer’s place of business or other point from which shipment is made 
directly to the purchaser, and (c) the transportation occurs after the sale of 
the property is made to the purchaser. NT applies to separately stated 
charges when the sale occurs before the transportation to the purchaser 
begins. The sale occurs prior to delivery only if title (ownership) passes to 
the purchaser prior to the commencement of the delivery of the property. 
The retailer must establish that such is the case, usually by an explicit title 
passage provision in the contract of sale. Note: the amount of the 
separately stated charge for transportation that is excluded from tax 
cannot exceed the actual cost to the retailer of shipment by facilities other 
than the retailer’s, or if shipment is by the retailer’s facilities, cannot 
exceed a reasonable charge for the transportation. 
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DEMONSTRATION OR DISPLAY (Reg. 1669)—NT applies when a 
purchaser of tangible personal property gives a resale certificate and uses 
the property solely for demonstration or display while holding it for sale in 
the regular course of business. If the property is used for any purpose 
other than or in addition to demonstration or display, such as making 
deliveries, personal use by employees, etc., the purchaser must include, 
in the measure of the tax paid by him, the purchase price of the property. 
T applies to the subsequent retail sale of the property. T applies to sales 
by dealers to their salesmen of tangible personal property to be used for 
demonstration. A dealer who rents property to his salesmen is regarded 
as making a continuous sale of the property and must collect and pay tax 
on the rental receipts unless he has paid tax measured by the purchase 
price of the property rented. 
 
DEPOSIT ON RETURNABLE CONTAINERS (Reg. 1589)—T applies to 
the sale of a returnable container to a person who will then sell the 
container with its contents. A returnable container is a container of a kind 
customarily returned or resold by the buyers of the contents for re-use by 
the packers, bottlers, or sellers of the commodities contained therein. A 
container, title to which is retained by the seller or for which a deposit is 
taken by such seller, is a returnable container. A deposit is an amount 
charged to the purchaser of the contents of the container with the 
understanding that such amount will be repaid when the container or a 
similar container is delivered to the seller. NT applies to a deposit charged 
for the return of a returnable container. 
 
DEPOSIT, SALES AND USE TAX PERMIT (Sec. 6701)—A security 
deposit is generally necessary. Individual companies, however, should 
contact the local office of the Board of Equalization for the specific amount 
required.  
 
EXTENSION OF TIME FOR PAYMENT OF TAX (Reg. 1703)—The Board 
of Equalization may grant an extension of time for payment of tax for up to 
one month provided a request is filed with the Board within or prior to that 
one month period. If the request for extension is granted, interest applies 
from the date on which the tax would have been due and payable, until the 
date of payment. 
 
FILING FEE, Return– None. 
 
GIFTS & PREMIUMS (Reg. 1670)—Persons who make gifts (or 
donations) of property to others are the consumers of that property, and T 
applies to their purchase of such property. 
 
GROSS RECEIPTS (Sec. 6012)—Sales tax is due on a retailer’s gross 
receipts from the retail sale of tangible personal property. “Gross receipts” 
is defined as the total amount of the sale, lease, or rental price, of retail 
sales, whether received in money or otherwise, without any deduction for 
the cost of the property sold, material, labor or service costs, except as 
specifically excluded in section 6012.The following charges are excluded 
from the definition of “gross receipts,” and are thus not taxable:  
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GROSS RECEIPTS, EXCLUSIONS (Sec. 6012)—Continued 

1. Cash discounts allowed and taken on sales. 

2. Subject to specified requirements, the sale price of property when 
the customer returns the property to the seller and the seller 
refunds to the customer the entire sale price, including all the 
“sales tax” collected from the customer. 

3. Charges for labor or services used in installing or applying the 
property sold. Be careful this is installation and not assembly or 
fabrication. 

4. The amount of any tax imposed by the United States upon or with 
respect to retail sales whether imposed upon the retailer or the 
consumer. Manufacturers’ or importers’ excise taxes are generally 
not excluded. 

5. Separately stated transportation charges meeting specified 
conditions. See Delivery Charges. 

INTERSTATE SALE (Reg. 1620)—A sale is exempt from sales tax if, 
pursuant to the contract of sale, the property is required to be shipped and 
is shipped to a point outside this state by the retailer or by mail or carrier. 
The term “carrier” means a person or firm regularly engaged in the 
business of transporting for compensation tangible personal property 
owned by other persons, and includes both common and contract carriers. 
If the purchaser obtains possession or control of the property in California, 
this exemption does not apply. If the sale qualifies for this exemption but 
the property is purchased for use in California (i.e., the purchaser brings it 
back into this state), use tax applies. 

LEASE OF EQUIPMENT (Reg. 1660)—The term “lease” includes rental, 
hire, and license. See Rental or Lease of Machinery. 

MAILING HOUSE (Reg. 1541.5)—Defined as any person engaged in the 
business of stamping, addressing, sealing or otherwise preparing property 
for mailing for compensation.  

MARKETING AIDS (Reg. 1670)—T applies to sales of advertising 
material, display cases, counter display cards, racks, and other similar 
marketing aids to persons acquiring such property for use in selling other 
property to customers.  

MATERIALS FURNISHED BY CONSUMER (Reg. 1526)—T applies to 
charges for producing, fabricating, processing, printing or imprinting of 
tangible personal property for a consideration for consumers who either 
directly or indirectly furnish the materials. 

NEWSPAPERS AND PERIODICALS (Reg. 1590)—T generally applies to 
the sale of newspapers and periodicals but there are exemptions under 
certain circumstances. NT applies to the sale or use of a newspaper or 
periodical that is distributed without charge. NT applies to the sale or use 
of a newspaper or periodical which appears at least four, but not more 
than 60 times each year, which is sold by subscription, and which is 
delivered by mail or common carrier.  
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NT applies to sales of tangible personal property to persons who purchase 
the property for incorporation as a component part of a newspaper or 
periodical which will be sold notwithstanding that the purchaser is not the 
seller of the newspaper or periodical. NT applies to the sale or use of 
newspapers or periodicals which are distributed by Internal Revenue Code 
section 501(c)(3) organizations under the conditions specified in 
Regulation 1590.  

OCCASIONAL SALE (Reg. 1595)—NT if property held or used in the 
course of an activity for which a seller’s permit is not required unless the 
sale is one of a series of sales sufficient in number, scope and character 
to require the holding of a seller’s permit. Firms who have seller’s permits 
should collect sales tax reimbursement (usually itemized simply as “sales 
tax”) on all their retail sales, including the sale of equipment, machinery, 
fixtures or any other item, excluding motor vehicles, whether a gain or loss 
is incurred. Generally, a person who makes three or more sales for 
substantial amounts in a period of 12 months is required to hold a seller’s 
permit. Also, a person who makes a substantial number of sales of small 
amounts must have a permit. Without regard to the number of sales a 
person makes, if the intent of that person’s business is to make sales of 
tangible personal property, the person must hold a permit, and none of his 
or her sales qualify as occasional sales. 

PERMIT, SELLER’S (Reg. 1699)—Every person engaged in the business 
of selling or leasing tangible personal property, of a kind the gross receipts 
from the retail sale of which are required to be included in the measure of 
the sales tax, and only a person actively so engaged, is required to hold a 
permit for each place of business in this state at which transactions 
relating to sales are customarily negotiated with his or her customers.  

PRINTED SALES MESSAGE EXEMPTION (Reg. 1541.5)—NT applies to 
sales of printed sales messages, which are catalogs, letters, circulars, 
brochures and pamphlets printed for the principal purpose of advertising 
or promoting goods or services, provided the printed sales messages are 
mailed or delivered by the seller, the seller’s agent, or a mailing house 
acting as the agent for the purchaser, through the U.S. Postal Service or 
by common carrier, to any other person at no cost to that person who 
becomes the owner of the printed material. The purchaser can not obtain 
possession of the printed sales messages. With respect to any printed 
material which the purchaser does obtain possession, even temporarily, 
the exemption does not apply.  

PROOF, BURDEN OF (Reg. 1668)—The burden of proving that a sale is 
NT as a sale for resale is upon the seller unless the seller timely takes a 
valid resale certificate in good faith from the purchaser. See Resale 
Certificate.  

PUBLISHER (Reg. 1543)—Defined as any person who owns the right to 
reproduce, market and distribute printed literature.   

RATE OF TAX-CALIFORNIA STATE (Sec. various)—Rate of sales and 
use tax is subject to action by the legislature at any time and varies by 
location due to the imposition of local taxes under the Transactions 
(Sales) and Use Tax Law (commonly referred to as district taxes). Refer to 
local office of the Board of Equalization for current information.  
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RECORDS, Failure to Maintain (Reg. 1698)—Failure to maintain and 
keep complete and accurate records will be considered evidence of 
negligence or intent to evade the tax and may result in penalties or other 
appropriate administrative action.  

RECORDS RETENTION (Reg. 1698)—All records pertaining to 
transactions involving sales or use tax liability must be preserved for a 
period of not less than four years unless the Board of Equalization 
authorizes in writing their destruction within a lesser period.  

RELIGIOUS OR CHARITABLE ORGANIZATIONS, Sale to (Reg. 
1570)—Generally, T unless for resale. However, when a qualifying 
charitable organization purchases property for donation, that purchase is 
not subject to tax provided all of the conditions of paragraph (a) of 
Regulation 1570 are met. Nevertheless, even when a charitable 
organization is making donations coming within this exemption, T applies 
to sales to the organization of supplies such as tools and office supplies. 
An organization that qualifies under Regulation 1570 regarding articles 
purchased for donation should supply an appropriate exemption certificate 
to its supplier. Also, see newspapers and periodicals by Internal Revenue 
Code section 501(c)(3) organizations. 

RENTAL OR LEASE OF MACHINERY (Reg. 1660)—T Applies to either 
the cost of the machinery or rental receipts. T applies to the cost, 
however, only if the property is leased in substantially the same form as 
acquired by the lessor and the tax on cost is paid with the timely return for 
the first period in which it is rented. Once tax is paid on cost, the reporting 
basis may not be changed to rental receipts. Conversely, once a lessor 
has failed to make a timely election to pay tax on cost, the lessor must 
report tax on rental receipts, and must continue reporting tax on rental 
receipts as to that specific property. The lessor cannot convert to a cost 
basis at a later date. If a lessor, after leasing the property and collecting 
and paying tax measured by rental receipts, makes any use of the 
property, the lessor must pay tax on the cost of the property, less an 
offsetting, for the amount of tax previously paid to the Board of 
Equalization with respect to rentals of the property (the credit of course 
cannot exceed the tax due on cost). If the lessor subsequently leases that 
property, the lease continues to be taxable on rental receipts, but the 
lessor may take an offsetting credit to the extent that the lessor remitted 
net tax on cost (i.e., the amount remitted after taking a credit for tax 
previously paid on rental receipts). T also applies to sale of the property 
following its use in rental service without any deduction on account of tax 
measured either by the cost of the property or by the rental receipts.  

RESALE CERTIFICATE (Reg. 1668)—The burden of proving that a sale 
of tangible personal property is not at retail is upon the seller unless the 
seller takes a timely and valid certificate in good faith from the purchaser 
that the property is purchased for resale. If taken in good faith from a 
person engaged in selling tangible personal property who, at the time of 
purchase, is the holder of a seller’s permit, the certificate relieves the 
seller from liability for the sales tax and the duty of collecting the use tax. 
The purchaser, however, will owe use tax if the property is used in this 
state or if the purchaser improperly issued the resale certificate. Caution: 
The specific items to be purchased for resale should be spelled-out on the 
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resale card. The word “printing” does not cover “special printing aids” such 
as color separations, dies, etc. 

RETAIL (Sec. 6007)—Defined as a sale of tangible personal property for 
any purpose other than for resale in the regular course of business.  

RETURN, CALIFORNIA SALES AND USE TAX (Secs. 6452, 6455)—
Every seller is required to file a return. The return must be filed quarterly, 
unless the Board of Equalization specifies  otherwise (the most common 
other bases are monthly or annually). For use tax, a return must be filed 
by every seller and by every person who makes ex-tax purchases which 
are subject to the use tax.  

RETURNED MERCHANDISE (Reg. 1655)—NT if, upon return of the 
purchased property by the purchaser to the seller, the seller refunds to the 
purchaser the full sales price thereof (including all amounts collected as 
sales tax) either in cash or credit, and customer does not have to 
purchase property that is more expensive. 

SALES PRICE (Sec. 6011)—When the applicable tax is use tax, it is due 
on the “sales price” of the property, which is defined as the total amount 
for which the property is sold, except as specifically excluded by section 
6011.  

SALES PRICE, EXCLUSIONS (Sec. 6011)—The following charges are 
excluded from the definition of “sales price,” and are thus not taxable: 

1. Cash discounts allowed and taken on sales. 

2. Subject to specified requirements, the amount charged for the purchase 
of property when the customer returns the property to the seller and the 
seller refunds to the customer the entire purchase price, including all the 
“sales tax” or use tax collected from the customer. 

3. Charges received for labor or services used in installing or applying the 
property sold. Be careful this is installation and not assembly or 
fabrication. 

4. The amount of any tax imposed by the United States upon or with 
respect to retail sales whether imposed upon the retailer or the consumer. 
Manufacturers’ or importers’ excise taxes are generally not excluded. 

5. Separately stated transportation charges meeting specified conditions. 
See Delivery Charges. 

SELLER, (Sec. 6011)—”Seller” includes every person engaged in the 
business of selling tangible personal property of a kind the sales of which 
would be taxable if sold at retail. This is true even if the property is never 
sold at retail or is not even in a form suitable for sale at retail. For 
example, a printer is a seller. 

SPECIAL PRINTING AIDS (Reg. 1541)—A special printing aid is a 
reusable manufacturing aid which is used by a printer during the printing 
process and is of unique utility to a particular customer. The term includes 
electrotypes, stereotypes, photoengravings, silk screens, steel dies, 
cutting dies, lithographic plates, artwork, single color and multicolor 
separations, and flats. The term does not include plates made of material 
that would preclude their being used more than one time, such as photo-
direct paper plates or electrostatic paper plates.  
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The term also does not include various chemistries that don’t become a 
part of the finished product, such as film processing chemistry and blanket 
and roller cleanup solvents. The application of tax to the sale and use of 
special printing aids is the most complicated area of this subject matter. 
Please see the detailed discussion in Part II of this Guide.  

TANGIBLE PERSONAL PROPERTY (Sec. 6016)—Defined as personal 
property which may be seen, weighed, measured, felt, or touched, or 
which is in any other manner perceptible to the senses. See also Labor in 
Operations section.  

TRADE IN (Reg. 1654)—The amount on which tax is computed must 
include the amount agreed upon between seller and buyer as the 
allowance for the merchandise traded in. Should the Board of 
Equalization, however, find that the allowance stated in the agreement is 
less than the fair market value, it shall be presumed that fair market value 
is the agreed upon allowance, and that fair market value shall be included 
in the measure of tax.  

ULTIMATELY SUBJECT TO TAX (Reg. 1541)—Regulation 1541 refers 
to the concept of sales “ultimately subject to tax.” However, for ease of 
understanding, the discussion in this guide does not use this terminology 
but instead explains the application of tax to each of the type of 
transaction in which a printer may enter. 

U.S. GOVERNMENT, Sale to (Reg. 1614)—NT if the seller can prove that 
the sale was made directly to United States Government or to its 
unincorporated agencies and instrumentalities. 
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Reg. - Sales And Use Tax Regulations Code: T-Taxable; NT-Not 
Taxable Note: The sale of any item by a printer may qualify as a sale for 
resale if the purchaser will, in fact, resell the property prior to any use, or 
may qualify for a general exemption such as an exempt sale in interstate 
commerce. Below, the notation “T” with respect to property sold by a 
printer simply means that there is no exemption specific to this particular 
type of property (though the printer’s sale may still qualify as a sale for 
resale or for a general exemption such as a sale in interstate commerce if 
the printer proves that such is actually the case).  

BLUEPRINTS (Reg. 1541)—T. 

BOOK JACKETS—T.  

BOXES (Reg. 1589)—See Containers. 

BROCHURES (Reg. 1541.5)—T unless qualifying as a printed sales 
message that is delivered in accordance with the specific provisions for 
exemption. 

CALENDARS (1541.5)—T since calendars are specifically excluded from 
the definition of “printed sales messages.”  

CARTONS (Reg. 1589)—See Containers. 

CATALOGS (Reg. 1541.5)—T unless qualifying as a printed sales 
message that is delivered in accordance with the specific provisions for 
exemption. 

CIRCULARS (Reg. 1541 & 1541.5)—T unless qualifying as a printed 
sales message that is delivered in accordance with the specific provisions 
for exemption.  

CONTAINERS (Reg. 1589)—NT if (1) nonreturnable containers when 
sold without the contents to persons who place the contents in the 
container and sell the contents together with the container; (2) returnable 
containers when sold with the contents in connection with a retail sale of 
the contents, or when resold for refilling; (3) all containers when sold with 
the contents, if the sales price of the contents is not required to be 
included in the measure of the sales tax or the use tax; or (4) containers 
sold with printed sales messages for shipment or delivery, or when sold to 
individuals who place the printed sales message in the container and sell 
the printed sales message together with the container. T applies to all 
other sales of containers except to sales for the purpose of resale to other 
sellers of containers who purchase them for resale without the contents. 

DECALS (Reg. 1541 & 1589)—The purchase of decals is T unless 
qualifying as a label which will be affixed on to a nonreturnable container 
of property to be sold or qualifying as a label which will be affixed to 
returnable containers of such property, provided a new label is affixed to 
the container each time it is refilled. 
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DIAZO TYPE PHOTOCOPIES (Reg. 1541)—bluelines, brownlines, 
tracing reproductions —T. 

DIRECTIONS AND INSTRUCTIONS (Reg. 1589)—The purchase of 
directions or instructions is NT if the purchaser will resell the directions or 
instructions with the subject product, unless the directions or instructions 
contain ads of other products.  

COPY AND ARTWORK (Regulation 1541 and 1540)—T when copy and 
artwork are transferred to the purchaser on computer disk or other 
electronic media. NT if copy and artwork or a combination of both are 
transferred electronically to the purchaser without providing any tangible 
media to the customer (including “just in case” discs). 

DRAWINGS (Reg. 1540)—T. See Art Work in Operations Section. 

ENVELOPES (Reg. 1589 & 1504)—T unless qualifying as containers. 
See Container. Government stamped envelopes, T except for face value 
of stamp, if itemized. 

FUNDRAISING MATERIALS (1541.5)—T since fundraising literature is 
specifically excluded from the definition of printed sales messages. 

GOVERNMENT POSTAGE, Envelopes, Post Cards—T applies on 
finished job, less cost of postage. Postage is NT if separately stated on 
the invoice.  

GREETING CARDS—T. 

HOUSE PUBLICATIONS (Reg. 1590)—NT if distributed wihout charge 
and regularly issued at average specified intervals not exceeding 3 
months (quarterly or more frequently). Each issue must contain news or 
information of general interest to the public, or to some particular 
organization or group of persons. Continuity of literary character or 
similarity of subject matter with some connection between issues is 
required. NOTE: Only those items that become an ingredient or 
component part such as paper or ink should be purchased tax exempt. 

INSERTS (Reg. 1590)—T when not distributed as part of an exempt 
newspaper or periodical. See Periodical. 

INSTRUCTIONS (Reg. 1589)—See Directions. 

LABELS AND NAME PLATES (Reg. 1589)—The purchase of labels or 
name plates is NT if the purchaser affixes them to property to be sold and 
sells them along with and as a part of such property; or, if the purchaser 
affixes them to nonreturnable containers of property to be sold, or to 
returnable containers of such property if a new label is affixed to the 
container each time it is refilled. See Containers. T applies to sales of 
such items as price tags, shipping tags and advertising matter used in 
connection with the sale of property or enclosed with the property sold. 

LETTERS (Reg. 1541.5)—See Brochures. 
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MAGAZINES (Reg. 1590)—See House Publications. 

MANUSCRIPT COPY (Reg. 1540)—NT for preparing author’s changes.  

MIMEOGRAPHING (Reg. 1541)—T.  

MULTIGRAPHING (Reg. 1541)—T. 

MURALS (Reg. 1541)—NT if painted on real property. T if painted on 
materials other than real property. 

NAME PLATES (Reg. 1589)—See Labels and Name Plates. 

NEWSPAPERS (Reg. 1590)—T generally applies to the sale of 
newspapers and periodicals but there are exemptions under certain 
circumstances. NT applies to the sale or use of a newspaper or periodical 
that is distributed without charge. NT applies to the sale or use of a 
newspaper or periodical which appears at least four, but not more than 60 
times each year, which is sold by subscription, and which is delivered by 
mail or common carrier. NT applies to sales of tangible personal property 
to persons who purchase the property for incorporation as a component 
part of a newspaper or periodical which will be sold notwithstanding that 
the purchaser is not the seller of the newspaper or periodical. NT applies 
to the sale or use of newspapers or periodicals which are distributed by 
Internal Revenue Code section 501(c)(3) organizations under the 
conditions specified in Regulation 1590. 

PAMPHLETS (Reg. 1541 & 1541.5)—See Brochures. 

PERIODICALS (Reg. 1590)— Defined as a publication which contains 
news of general interest to the public, or to some particular group of 
persons. Each issue must bear a relationship to prior or subsequent 
issues, and be sufficiently similar in style and format to make it evident 
that it is one of a series. The term does not include printed sales 
messages. See Newspapers.  

POLITICAL CAMPAIGN LITERATURE (1541.5)—T since political 
campaign literature is specifically excluded from the definition of “printed 
sales messages.”  

POSTAL CARDS—T applies on finished job, less cost of postage if 
separately stated. 

POSTERS (Reg. 1541)—T. 

PRICE LISTS (Reg. 1541.5)—T when the price list comprises only a 
listing of items for sales and their prices since it is only for informational 
purposes and is not promotional in nature.  

PRICE TAGS (Reg. 1589)—T unless for resale or otherwise exempt.  

PRINTED SALES MESSAGES (Reg. 1541.5)—NT applies to sales of 
printed sales messages, which are catalogs, letters, circulars, brochures, 
and pamphlets printed for the principal purpose of advertising or 
promoting goods or services, provided the printed sales messages are 
mailed or delivered by the seller, the seller’s agent, or a mailing house 
acting as the agent for the purchaser, through the U.S. Postal Service or  
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by common carrier, to any other person at no cost to that person who 
becomes the owner of the printed material. The purchaser can not obtain 
possession of the printed sales messages. With respect to any printed 
material which the purchaser does obtain possession, even temporarily, 
the exemption does not apply. 

REPRODUCTION PROOFS (Reg. 1541)—NT provided the impression is 
to be used exclusively for reproduction, is a direct impression of 
composed type forms containing type matter only, and is not transferred 
as part of a “pasteup”, “mechanical,” or “assembly.” Do not confuse 
“reproduction proofs” with the “reprints.” 

STANDEES (Reg. 1541.5)—Freestanding cardboard printed material 
(commonly known as “standees”) and hanging mobile cardboard printed 
material commonly place in businesses are printed for the principal 
purpose of advertising or promoting goods or services qualify as “printed 
sales messages.” Thus, their sale is NT if satisfying all the requirements of 
the printed sales message exemption. See Printed Sales Messages. 

STATIONERY—T. 

TABLOIDS (Reg. 1590)—See House Publications. 

TAGS (Reg. 1589)—T. 
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Reg. - Sales And Use Tax Regulations Code: T-Taxable; NT-Not Taxable 
Note: The sale of any item by a printer may qualify as a sale for resale if 
the purchaser will, in fact, resell the property prior to any use, or may 
qualify for a general exemption such as an exempt sale in interstate 
commerce. Below, the notation “T” with respect to property sold by a 
printer simply means that there is no exemption specific to this particular 
type of property (though the printer’s sale may still qualify as a sale for 
resale or for a general exemption such as a sale in interstate commerce if 
the printer proves that such is actually the case).  

ADDRESSING LETTERS (Reg. 1504 & 1541)—NT if separately stated 
on invoice, whether the addressing is done by hand or mechanically.  

ALTERATION, FILM WORK (Reg. 1541)—Alterations of film work for 
$100 or less is NT because it is considered to be repair to restore the 
property to its original condition. Alterations for charges over $100 is 
considered fabrication which is a sale of tangible personal property, the 
charge for which is T unless that sale is otherwise nontaxable.  

ART WORK “Final Art” (Reg. 1540 &1541)—The term “final art” includes 
illustrations, photographs, drawings, paintings, letterings and computer 
generated art. If produced by the printer, T unless for resale and itemized 
separately on invoice. NT if “clip-art” -- that is prepackaged art. On sales 
of artwork for which an advertising agency, commercial artist, or designer 
makes a lumpsum charge that includes both certain nontaxable services 
and finished art, it will be rebuttably presumed that 75 percent of the lump-
sum charge is for the nontaxable services, and that T applies to 25 
percent of the lump-sum charge.  

ART WORK, “Preliminary Art” (Reg. 1540)—NT if prepared for 
acceptance by client before a contract is entered into or approval is given 
for finished art, but T if it becomes physically incorporated into the finished 
art or used as the finished art. Proof of ordering or producing preliminary 
art prior to date of contract or approval should be evidenced by purchase 
orders of buyer or by work orders or other records of the seller.  

BACKING (bindery) (Reg. 1553)—See Bookbinding.  

BINDERY OPERATIONS (Reg. 1541)—T. See immediately below.  

BOOKBINDING (Reg. 1553)—NT if rebinding used books for a single or 
lumpsum charge. Bookbinders are consumers of materials used in 
rebinding used books. If separate charge is made for materials and labor, 
the bookbinder is the retailer of materials which are taxable. 

BRONZING (Reg. 1541)—T. 

COLLATING (Reg. 1541)—T. See Bindery Operations. 

COMPOSITION (Reg. 1541)—NT as composition whether composed by 
hand or machine. See Typography. 

COMPUTER GENERATED ARTWORK (Regulation 1541)—NT when 
the artwork is transferred either through remote telecommunications, such 
as modem, T-1 line, Direct Subscriber Line (DSL), or Integrated Switched 
Digital Network (ISDN) line. T when the artwork is transferred on 
electronic media such as diskettes or compact disks. 

 

 

OPERATIONS 



 19 

CORNERING, ROUND (Reg. 1541)—T. See Bindery Operations. 

CUT—See Engraving. 

CUTTING (Reg. 1541)—T. See Bindery Operations. 

DIE CUTTING (Reg. 1541)—T. 

DIE STAMPING (Reg. 1541)—T. 

EMBOSSING (Reg. 1541)—T. 

ENCLOSING LETTERS (Reg. 1504)—NT if itemized separately on 
invoice. See Stuffing. 

EYELETTING (Reg. 1541)—T. See Bindery Operations.  

FOLDING (Reg. 1541)—T. See Bindery Operations. 

FOLDING LETTERS (Reg. 1541 & 1504)—T unless folding is for purpose 
of mailing. Charges must be stated separately on the invoice and in 
accounting records. 

GALLEY PROOF (Reg. 1541)—See Typography. 

GATHERING (Reg. 1541)—T. See Bindery Operations. 

GRAINING, LITHOGRAPHIC PLATE—T. See Etching. Regraining, the 
removing of image from used plate and preparing it for another image, NT 
if separately stated on invoice.  

GUMMING (Reg. 1541)—T. See Bindery Operations.  

IMPRINTING—T. 

INSERTING—T. See Bindery Operations. NT if for mailing and separately 
stated on invoice. 

LABOR (Reg. 1526)—T if fabrication labor. NT if repair or installation 
labor. NOTE: Most labor in the graphic arts industry is classified as 
fabrication labor and is taxable.  

LAYOUT, COMPREHENSIVES, VISUALIZATIONS, ROUGHS (Reg. 
1540)—NT as preliminary art if separately charged and prepared for 
acceptance before a contract or approval for finished art, but T if the 
preliminary art becomes physically incorporated into the finished art. See 
Art Work, Preliminary Art. Proof of ordering or producing preliminary art 
prior to date of contract or approval shall be evidenced by purchase orders 
of buyer or by work orders or other records of the seller. 

LETTERING (Reg. 1541)—NT if qualifying as Typography. See 
Typography. T if not typography. 

LINOTYPE COMPOSITION (Reg. 1541)—NT if qualifying as Typography 
or Composition. NOTE: Charges for composition would be taxable if sold 
with a finished job or printed material. 
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LITHOGRAPHY PRINTING (Reg. 1541)—T. 

MACHINE COMPOSITION (Reg. 1541)—NT. See Typography. 

MAILING LETTERS (Reg. 1504)—NT if itemized separately on invoice. 
See Addressing Letters. 

MONOTYPE COMPOSITION (Reg. 1541)—NT if qualifyng as 
Typography or Composition. See Typography. 

NUMBERING (Reg. 1541)—T. 

OFFICE SUPPLIES—T. If printer manufactures supplies for own use, use 
tax is due on the cost of any materials used for which the printer did not 
pay tax or tax reimbursement to its vendor. 

PADDING—T. See Bindery Operations.  

PERFORATING (Reg. 1541)—T. See Bindery Operations. 

PHOTOSTAT (Reg. 1528)—T. 

PRINTING (Reg. 1541)—T. 

PROOF (Reproduction) (Reg. 1541)—See Reproduction Proof in 
Product Section. 

REPRINTS—T. 

RETOUCHING ONLY, OF PHOTOGRAPHS, ETC. (Reg. 1540)—T if 
done to improve the quality of the reproductions. NT if it can be clearly 
demonstrated that the retouching is done only for the purpose of repairing 
or restoring a photograph to its original condition. 

ROUNDING & BACKING (Reg. 1540)—T. See Bindery Operations. 

RUBBER STAMPING—T. 

RULING—T. 

SEALING (Reg. 1541)—T. See Bindery Operations. 

SEALING LETTERS (Reg. 1504)—NT if itemized separately on invoice. 

SERVICE, SALES OF—Generally T if service is in connection with a 
taxable sale. NT if the true object of the contract is the service, and the 
transfer of tangible personal property is incidental. CAUTION: If you have 
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any questions as to whether your particular contract involves the sale of 
tangible personal property or instead the transfer of tangible personal 
property incidental to the providing of service, you should ask the branch 
office of the Board of Equalization in which your seller’s permit is located. 

STAMPING—T. 

STITCHING (Reg. 1541)—T. See Bindery Operations. 

 

STRIPPING (Reg. 1526 & 1541)—T as fabrication. 

STUFFING (Reg. 1504 & 1541)—T in bindery operations. NT if stuffing 
letters or packages for mailing operations and separately stated on 
invoice. 

TRIMMING (Reg. 1541)—T. See Bindery Operations. 

TYPESETTING (Reg. 1541)—See Typography. 

TYPOGRAPHY (Reg. 1541)—NT whether the type is set by hand, type 
composing machine, cold type composition, phototypesetting or computer 
typesetting. This is also true for reproduction proofs whether on paper or 
acetate. See Reproduction Proofs in Products Section. The transfer of 
type matter combined with art work, in the form of a paste-up, mechanical, 
assembly, or camera ready copy is taxable without any deduction on 
account of the cost or expense of typography. 

VARNISHING AS PRINTING OPERATION—T. 

WIRE STITCHING (Reg. 1541)—T. See Bindery Operations. 
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Reg. - Sales And Use Tax Regulations Code: T-Taxable; NT-Not Taxable 

Note: A printer’s purchase of property may qualify as a purchase for 
resale if, in fact, the printer will resell the property prior to any use. Under 
such circumstances, the printer’s purchase is not taxable, but tax applies 
to the printer’s resale of that item as part of the finished product, unless 
the printer’s sale of the finished product is for resale or exempt. Below, the 
notation “T” in connection with items purchased by printers indicates that 
the sale of the item to the printer is taxable because printer is regarded as 
purchasing such item for use and not for resale. The notation “NT” with 
respect to property purchased by printers indicates that the sale to the 
printer is a nontaxable sale for resale – whether tax applies to the printer’s 
sale of the finished product which includes that property is not addressed 
below. 

The sale of any item by a printer may qualify as a sale for resale if the 
purchaser will, in fact, resell the property prior to any use, or may qualify 
for a general exemption such as an exempt sale in interstate commerce. 
Below, the notation “T” with respect to property sold by a printer simply 
means that there is no exemption specific to this particular type of property 
(though the printer’s sale may still qualify as a sale for resale or for a 
general exemption such as a sale in interstate commerce if the printer 
proves that such is actually the case).  

ACID—T since used or consumed in printing operations. 

ALCOHOL—T when used as a carrier for ink during printing process. T as 
a cleaning aid. 

AMMONIA—The purchase of ammonia that will be incorporated by Diazo 
machines into the finished product to be sold is NT since the ammonia 
becomes a component part of finished product. 

BLANKETS—T since used or consumed in printing operations. 

BLOCKING WOOD—T unless it becomes a component part of the 
finished product that will be sold, such as backing for engravings, 
electrotypes or stereotypes. 

CARBON PAPER—T unless it becomes a component part of the finished 
product that will be sold such as snap-out business forms. 

CHEMICALS—NT if the chemical is purchased for the primary purpose of 
incorporation as a necessary component part of the finished product (e.g., 
ink that will be incorporated into printed materials to be sold). T if the 
chemicals do not become a component part of finished product (e.g., 
fountain solution and clean-up solvent). 

CLEANUP AIDS—T since used or consumed in printing operations and 
not part of the final product. 

COLOR KEYS (MATCH PRINTS, BLUELINES, COLOR PROOFS)—
These items are considered tangible personal property. T to the printer if 
the printer is the consumer of the proof. NT to the printer if the printer sells 
the proof along with the printing by separately listing, pricing, and taxing 
the client for the proof. 

CUTTING DIES—See Special Printing Aids. 
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DIES—See Special Printing Aids. 

ELECTROTYPE—See Special Printing Aids. 

ENGRAVING—See Special Printing Aids. 

EQUIPMENT—T whether purchased from an in-state or out-of-state 
vendor. T when sold. 

ETCHING—See Special Printing Aids. 

FILM—See Special Printing Aids. 

FLATS—See Special Printing Aids. 

FRAME LUMBER—T. 

INK—NT because it becomes a component part of the finished product, 
rovided the finished product is resold. 

INK THINNER—T since used or consumed in the printing operations. 

LITHOGRAPHIC PLATES—See Special Printing Aids. 

OFFICE SUPPLIES—T since materials are used or consumed by 
purchaser. 

PAPER—NT if it becomes a component part of finished product that will 
be resold. 

PHOTOENGRAVINGS—See Special Printing Aids. 

PHOTOGRAPHS—T since used or consumed in the printing operations. 

PHOTO PAPER—T as manufacturing aid. 

PLATES, metal—See Special Printing Aids. 

PLATES, photo direct paper or electrostatic—T. Since the plates 
cannot be reused, they do not quality as a “special printing aid” and, 
therefore, they cannot be purchased for resale. 

PLATES, repair of—NT if the repair is to bring the plate back to a usable 
condition such as etching a design deeper. T if re-etching a new design on 
an old smoothed plate. 

PLATES, rubber—See Special Printing Aids. 

POSTAGE—NT but must be itemized separately on invoice. 

POWDER, OFFSET—T as manufacturing aid. 

REELING EQUIPMENT—T. 

REGRAINING—NT if for the removing of image from used plate and 
preparing it for another image. Charges should be stated separately on 
invoice. 

REPROCESSING—NT if the reprocessing consists of the reconditioning 
and repair of type metal by the removal of dirt, dross and impurities in 
order to bring the item back to its original state. T if the reprocessing alters 
the original form or state of the substance such as recasting type metal 
into I bars. 
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ROLLERS, PRINTING PRESS—T. When repaired, charges for the 
materials are taxable but charges for the repair labor are NT unless the 
labor is to fabricate parts. 

RULING—T since generally a part of the production (and sale) of tangible 
personal property. 

SILK SCREENS—See Special Printing Aids. 

SINGLE COLOR SEPARATION NEGATIVES—See Special Printing 
Aids. 

SPECIAL PRINTING AIDS—A special printing aid is a reusable 
manufacturing aid which is used by a printer during the printing process 
and is of unique utility to a particular customer. The term includes 
electrotypes, stereotypes, photoengravings, silk screens, steel dies, 
cutting dies, lithographic plates, artwork, single color and multicolor 
separations, and flats. The term does not include plates made of material 
that would preclude their being used more than one time, such as photo-
direct paper plates or electrostatic paper plates. The term also does not 
include various chemistries that don’t become a part of the finished 
product, such as film processing chemistry and blanket and roller cleanup 
solvents. The application fo tax to the sale and use of special printing aids 
is the most complicated area of this subject matter. Please see the 
detailed discussion in under the heading “Special Printing Aids.”  

STEEL DIES—See Special Printing Aids. 

STEREOTYPES—See Special Printing Aids. 

TONER—T unless it becomes component part of the furnished product 
which will be resold. 

ULTIMATELY SUBJECT TO TAX (Reg. 1541)—Regulation 1541 refers 
to the concept of sales “ultimately subject to tax.” However, for ease of 
understanding, the discussion in this Guide does not use this terminology 
but instead explains the application of tax to each of the type of 
transaction in which a printer may enter. 
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A. Pertaining to Exemptions for Specific Types of Printed Material  

1. What exemptions are there for specific types of printed material?  

There are basically two exemptions, one for printed sales messages 
and the other for newspapers and periodicals. 

2. What is required of a seller to support the exemption for printed sales 
messages? 

Any seller claiming an exemption for the sale of printed sales messages 
must obtain and retain both supporting evidence of the qualifying 
delivery of the printed materials and the exemption certificate described 
in Regulation 1541.5. 

3. If the seller has supporting evidence of delivery and the required 
exemption certificate, would he be liable for the sales tax if the printed 
materials sold do not constitute printed sales messages? 

Yes. If printed materials do not constitute printed sales messages, the 
seller will be liable for the sales tax. 

4. Are outer envelopes used to ship printed sales messages taxable 
when sold by the seller of the printed sales messages? 

No. The outer envelopes would constitute exempt nonreturnable 
containers. 

5. When are reply envelopes shipped with printed sales messages not 
subject to tax?  

Reply envelopes are not subject to tax provided all of the following 
conditions are met: 

a. They are sold by the printer together with the sales message and 

b. They are inserted in, glued, stapled or otherwise affixed to the 
printed sales message such that they become a component or 
integral part of the printed sales message and  

c. They are not provided for the primary purpose of securing a return 
payment on a billing or for reasons other than the sale of goods and 
services. 

6. What is a “newspaper”? What constitutes a “periodical”? 

Newspapers–The United States Treasury Department defines the term 
as those publications which are commonly understood to be 
newspapers and which are printed and distributed periodically at daily, 
weekly, or other short intervals for the dissemination of news of a 
general character and of a general interest. 

Periodical–A periodical is defined as a publication that appears at least 
four times per year, but not more than 60 times per year, each issue of 
which contains news of general interest to the public, or to some 
particular group of persons. Each issue must bear a relationship to prior 
or subsequent issues, and be sufficiently similar in style and format to 
make it evident that it is one of a series. The term does not include 
printed sales messages, shopping guides, or other publications of 
which the advertising portion, including product publicity, exceeds 90 
percent of the printed area of the entire issue in more than one-half of 
the issues during any 12-month period.  
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7. When is the sale of a newspaper or periodical exempt from tax? 

a. If the publication fits the criterion of a “periodical,” and is sold by 
subscription and delivered by mail or common carrier, the sale is 
exempt from tax. Periodicals sold other than by subscription are 
taxable. 

b. Exempted from tax are gross receipts from the sale of, and the 
storage, use, or other consumption in this state, of tangible personal 
property which becomes an ingredient or component part of any 
newspaper or periodical that is distributed without charge and 
regularly issued at average intervals not exceeding three months. 

c. In regard to nonprofit organizations: The sale and use of any property 
which becomes an ingredient of a newspaper or a periodical which is 
regularly issued at average intervals not exceeding three months and 
any such newspapers and periodicals are exempted from the sales 
and use tax under any of the following conditions: 

1. Any newspaper or periodical which is published or purchased by 
an organization qualifying for tax exemption under IRS Code 
Section 501(c)(3) and which is distributed to the members of the 
organization in consideration of payment of the membership fees 
or distributed to the organization’s contributors. 

2. Any newspaper or periodical which is published by an organization 
qualifying for tax exemption under IRS Code Section 501(c)(3) 
which does not receive revenue from, or accept, any commercial 
advertising.  

3. Any newspaper or periodical which is distrubuted by a nonprofit 
organization for which both of the following apply: 

• Distribution is to any member of the organization in 
consideration, in whole or in part, of payment of the organization’s 
membership fee; and  

• The cost of printing the newspaper or periodical must be less 
than 10 percent of the membership fee for the period in which the 
newspaper or periodical is distributed. 

8. Does tax apply to purchases of raw materials for exempt newspapers or 
periodicals? For non-exempt newspapers and periodicals? 

No. Purchases by the printer of items such as paper and ink that 
become physically incorporated into these publications are exempt from 
tax, whether or not the sale of the newspaper or periodical is exempt 
from tax. The printer can supply a resale certificate to his or her 
supplier of paper and ink since these articles are to be physically 
incorporated into a product that the printer is reselling. 

9. Does tax apply to handbills, circulars, flyers, order forms, reply 
envelopes, maps or the like when attached to or inserted in and 
distributed with a newspaper or periodical? 

The handbills, circulars, and flyers and the like would be considered 
component parts of the newspaper or periodical, and therefore 
considered to be sold with the newspaper or periodical, the sale of 
which may or may not be subject to tax. The purchase of the handbills, 
circulars, and flyers by the person or group who will either sell or give  
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away the newspaper or periodical in which they are contained may be 
exempt from tax. If the purchase is exempt from tax, the seller of the 
handbills, etc. must obtain from his or her customer an exemption 
certificate such as is described in Regulation 1590. 

10. Should I charge tax on the production of a newspaper or periodical for 
a customer who will be selling the publication or giving it away? If my 
sale is not taxable, what documentation is required? 

The sale may be exempt from tax if your customer will be selling the 
publication, or, under certain circumstances, if the customer will be 
giving the publication away. If the customer is a nonprofit organization 
and fulfills certain requirements, your sale may be exempt from tax. 
(Remember, however, that your charges for special printing aids are 
taxable in all cases.) If your customer claims that your charge for the 
production of a newspaper or periodical is exempt, you will need to 
obtain one of the following exemption certificates, as illustrated in 
Regulation 1590: 

a. Sales of Tangible Personal Property for Incorporation into a 
Newspaper or Periodical for Sale.  

b. Sales of Tangible Personal Property Which Becomes an Ingredient 
or Component Part of Newspapers or Periodicals that Are Distributed 
Without Charge. 

c. Sales of Tangible Personal Property Which Becomes an Ingredient 
or Component Part of Newspapers or Periodicals that Are Distributed 
by Organizations Which Qualify for Tax-Exempt Status Under 
Internal Revenue Code Section 501(c)(3).  

d. Sales of Tangible Personal Property Which Becomes an Ingredient 
or Component Part of Newspapers or Periodicals that Are Distributed 
by Nonprofit Organizations. 

B. Pertaining to Exemptions for All Printed Materials 

1. What are some of the most common types of exemptions which may 
apply to sale of printed materials in general? 

Common exemptions include sales for resale, sales in interstate 
commerce, sales to the U.S. government, and transportation 
charges. 

2. What is the nature of each of these exemptions? 

a. A sale for resale is defined as a sale of property to a person who 
will resell such property in the regular course of business.  

b. A sale in interstate commerce is defined as a sale of property 
which, pursuant to the contract of sale, is required to be shipped 
and is shipped to a point outside this state. Generally, the property 
may not be delivered to the purchaser or their representative in 
this state. 

c. A sale to the U.S. government is defined as a sale of property to 
the United States or its unincorporated agencies and 
instrumentalities. 
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d. Generally, transportation charges are exempt when they are 
separately stated, are for the transportation of property from the 
retailer’s place of business or other point from which shipment is 
made, and the transportation is directly to the purchaser. If 
delivery is by facilities of the retailer or for a delivered price, the 
charge for transportation is subject to tax.  

C. Pertaining to Documentation Requirements to Support Claimed 
Exemptions 

1. What documentation is needed to support claimed exempt sales? 

The type of documentation required to support claimed exempt sales 
depends on the nature of the exemption claimed. Examples of 
supporting documentation include: resale certificates, exemption 
certificates, bills of lading, shipping documents, U.S. government 
contracts, U.S. government purchase orders or remittance advices, 
contracts of sale, and sales invoices. 

2. What is required to support sales for resale? 

A resale certificate must be acquired timely from the purchaser, be 
accepted in good faith, and retained by the seller to support claimed 
exempt sales for resale. A resale certificate must contain all of the 
following essential elements: 

a. Signature of purchaser. 

b. Name and address of purchaser. 

c. Seller’s permit number or notation that no permit is needed. 

d. Statement that the property described is purchased “for resale.” 

e. Date of execution. 

See Regulation 1668, Resale Certificates, for additional information. 

3. Is there any need to update or renew resale certificates on file? 

A resale certificate is valid as long as the essential elements listed 
previously have not changed, or until the purchaser has revoked it in 
writing. When a new certificate is obtained, the old one should also 
be retained as support for prior exempt transactions. 

4. If a customer issues a resale certificate, is the seller expected to 
know whether the property will actually be resold?  

No. The seller will be presumed to have taken a resale certificate in 
good faith in the absence of evidence to the contrary.  

5. What documentation is required to support exempt sales delivered to 
customers located outside California?  

Claimed exempt sales in interstate commerce should be supported 
by bills of lading issued by independent carriers. In the case where 
delivery has been by the retailer’s own facilities, paid bills, expense 
vouchers, receipts, and similar documentation will be required to 
establish shipment out of state. 

6. How can sellers support claimed exempt sales made to the U.S. 
government?  
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7. Exempt sales to the U.S. government may be supported by U.S. 
government contracts, U.S. government purchase orders, or U.S. 
government remittance advices.  

7. What documentation is needed to support the exemption for 
transportation charges? 

Generally, exempt transportation charges are supported by sales 
invoices, sales contracts bills of lading, UPS books, and paid bills. 

D. Pertaining to Special Printing Aids 

1. Is there a distinction between a printing aid and a special printing 
aid? 

Yes. Printing aids are tools used by printers to create printed matter. 
Special printing aids are those printing aids which are of unique utility 
to a particular customer and which are reusable. 

2. Can a printer purchase special printing aids for resale? 

Yes. Two conditions must be satisfied for special printing aids to be 
purchased for resale. They are: 

a. The special printing aids must be resold and 

b. The special printing aids must be resold prior to use. 

3. If the special printing aids are sold, how can a printer show that they 
were sold prior to use to the customer? 

No demonstration is necessary. It is presumed, in absence of 
evidence to the contrary, that the special printing aids were sold prior 
to use. 

4. If the printer does not wish to sell the special printing aids in 
connection with the sale of printed material, how can the printer 
show that they were not sold prior to use to the customer? 

This can be done in one of two ways.  

a. The printer’s intention is clearly expressed in writing as part of the 
contract of sales entered into by both parties prior to the use of 
the special printing aids. 

b. The printer prints on the sales invoice a statement to the effect 
that title to the special printing aids remains his property. The 
statement should read as follows: “The selling price of the printed 
material does not include the transfer of title to the special printing 
aids.” 

The printer would then be the owner and consumer of the special 
printing aids and tax would apply to the cost to the printer of the 
special printing aids.  

5. When are printers considered consumers of special printing aids? 

When they are not resold prior to use. 

E. Pertaining to Exempt Services Versus Taxable Sales 

1. Is the composition of type an exempt service or a taxable sale of 
tangible personal property? 
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In general, the composition of type, whether text type, display type 
or type combined with clip art, is the performance of a service, 
and tax does not apply to charges for such service, unless the 
service is part of the sale of printed matter. If the service is part of 
the sale of printed matter, tax applies to the gross receipts from 
the sale without any deduction for typography 

2. Can a printer purchase special printing aids for resale? 

Yes. Two conditions must be satisfied for special printing aids to 
be purchased for resale. They are: 

a. The special printing aids must be resold and 

b. The special printing aids must be resold prior to use. 

3. If the special printing aids are sold, how can a printer show that 
they were sold prior to use to the customer? 

No demonstration is necessary. It is presumed, in absence of 
evidence to the contrary, that the special printing aids were sold 
prior to use. 

4. If the printer does not wish to sell the special printing aids in 
connection with the sale of printed material, how can the printer 
show that they were not sold prior to use to the customer? 

This can be done in one of two ways. 

a. The printer’s intention is clearly expressed in writing as part of 
the contract of sales entered into by both parties prior to the 
use of the special printing aids. 

b. The printer prints on the sales invoice a statement to the effect 
that title to the special printing aids remains his property. The 
statement should read as follows: “The selling price of the 
printed material does not include the transfer of title to the 
special printing aids.” 

The printer would then be the owner and consumer of the special 
printing aids and tax would apply to the cost to the printer of the 
special printing aids.  

5. When are printers considered consumers of special printing aids? 

When they are not resold prior to use. 

E. Pertaining to Exempt Services Versus Taxable Sales 

1. Is the composition of type an exempt service or a taxable sale of 
tangible personal property? 

In general, the composition of type, whether text type, display type 
or type combined with clip art, is the performance of a service, 
and tax does not apply to charges for such service, unless the 
service is part of the sale of printed matter. If the service is part of 
the sale of printed matter, tax applies to the gross receipts from 
the sale without any deduction for typography. 

2. Does the furnishing of illustrations or “original” artwork (i.e., fine art 
or computer generated art) affect the classification of typography 
as a service? 
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Yes. A transfer of type matter combined with artwork, in the form 
of a paste-up, mechanical, assembly, or camera-ready copy, or of 
a flat (including an assemblage of negatives or positives which 
contain type matter only), or the transfer of photoreductions 
(including film “plates”) of such properties is subject to tax without 
any deduction on account of the cost or expense of typography. 

3. Is the sale of typography by the typesetter still exempt if it does 
not include any graphic art and is in camera ready form? 

Yes. It does not matter if the typography sold happens to be in 
camera-ready form. 

4. Does tax apply to charges for services rendered in preparing 
materials for mailing? 

No. Tax does not apply to charges for services rendered in 
preparing materials for mailing. These services include: 
addressing, enclosing, sealing, collating, affixing labels, blocking 
out, tucking or clasping envelope flaps, metering, affixing stamps, 
edging seal or edging with stamp, addressing permit indicia, and 
sorting, typing and stacking in compliance with postal rules and 
regulations. 

F. Pertaining to Other Frequently Asked Questions 

1. At what point does a sale need to be reported? 

Generally, the time of sale of tangible personal property is when 
title and/or possession of the property is transferred for 
consideration. Sales tax liability is due on an accrual basis. 

2. Are charges to FAX someone’s information taxable? 

No. The true object of the transaction is to rapidly transmit printed 
material, which is an exempt service rather than a sale of tangible 
personal property. 

3. Are handling charges taxable? 

Yes. Handling charges related to the sale of tangible personal 
property are additional gross receipts.  

4. Is labor exempt? 

Installation labor and repair labor are exempt. However, tax 
applies to labor associated with the producing, fabricating, 
processing, printing or imprinting of tangible personal property for 
a consideration for consumers who furnish directly or indirectly the 
materials used in the producing, fabricating, processing, printing 
or imprinting. 
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State of California 
BOARD OF EQUALIZATION 

SALES AND USE TAX REGULATIONS 

Regulation 1501. SERVICE ENTERPRISES GENERALLY  

 
References: Sections 6006, 6015, Revenue and Taxation Code  
Advertising Agencies, Commercial Artists and Designers, see Regulation 
1540  
Installers, Repairers and Reconditioners, see Regulation 1546  
Occasional Sale exemption, application to Service Enterprises, see 
Regulation 1595  
Tax-Paid Purchases Resold, see Regulation 1701  
X-ray Laboratories, see Regulation 1528  
 
Persons engaged in the business of rendering service are consumers, not 
retailers, of the tangible personal property which they use incidentally in 
rendering the service. Tax, accordingly, applies to the sale of the property 
to them. If in addition to rendering service they regularly sell tangible 
personal property to consumers, they are retailers with respect to such 
sales and they must obtain permits, file returns and remit tax measured by 
such sales. If their purchases of tangible personal property are 
predominantly for consumption rather than for resale, they should not give 
resale certificates covering such purchases but should follow the 
procedure prescribed in the regulation governing “Tax-Paid Purchases 
Resold.”  
 
The basic distinction in determining whether a particular transaction 
involves a sale of tangible personal property or the transfer of tangible 
personal property incidental to the performance of a service is one of the 
true object of the contract; that is, is the real object sought by the buyer 
the service per se or the property produced by the service. If the true 
object of the contract is the service per se, the transaction is not subject to 
tax even though some tangible personal property is transferred. For 
example, a firm which performs business advisory, record keeping, payroll 
and tax services for small businesses and furnishes forms, binders, and 
other property to its clients as an incident to the rendition of its services is 
the consumer and not the retailer of such tangible personal property. The 
true object of the contract between the firm and its client is the 
performance of a service and not the furnishing of tangible personal 
property. Similarly, an idea may be expressed in the form of tangible 
personal property and that property may be transferred for a consideration 
from one person to another; however, the person transferring the property 
may still be regarded as the consumer of the property. Thus, the transfer 
to a publisher of an original manuscript by the author thereof for the 
purpose of publication is not subject to taxation. The author is the 
consumer of the paper on which he has recorded the text of his creation. 
However, the tax would apply to the sale of mere copies of an author’s 
works or the sale of manuscripts written by other authors where the 
manuscript itself is of particular value as an item of tangible personal 
property and the purchaser’s primary interest is in the physical property. 
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Tax would also apply to the sale of artistic expressions in the form of 
paintings and sculptures even though the work of art may express an 
original idea since the purchaser desires the tangible object itself; that is, 
since the true object of the contract is the work of art in its physical form.  
 
When a transaction is regarded as a sale of tangible personal property, 
tax applies to the gross receipts from the furnishing thereof, without any 
deduction on account of the work, labor, skill, thought, time spent, or other 
expense of producing the property.  

Examples of service enterprises and regulations pertaining thereto will be 
found in regulations which follow.  
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State of California  

BOARD OF EQUALIZATION 
SALES AND USE TAX REGULATIONS  

REGULATION 1502. COMPUTERS, PROGRAMS, AND DATA 
PROCESSING  

Reference: Sections 995.2, 6006, 6007, 6010, 6010.9, 6011, 6012, 6015, and 6016, Revenue and   Taxation 
Code  

(a) IN GENERAL. “Automatic data processing services” are those 
rendered in performing all or part of a series of data processing operations 
through an interacting assembly of procedures, processes, methods, 
personnel, and computers.  
Automatic data processing services may be provided by manufacturers of 
computers, data processing centers, systems designers, consultants, 
software companies, etc. In addition, there are banks and other businesses 
which own or lease computers and use them primarily for their own 
purposes but occasionally provide services to others. Businesses rendering 
automatic data processing services will be referred to herein as “data 
processing firms.”  
 
(b) DEFINITIONS OF TERMS.  

(1) APPLICATION. The specific job performance by an automatic data 
processing installation. For example, data processing for a payroll may 
be referred to as a payroll application.  

(2) CODING. The list, in computer code, of the successive computer 
instructions representing successive computer operations for solving a 
specific problem.  

(3) COMPUTER. A computer is an electronic device (including word 
processing equipment and testing equipment) or combination of 
components, which is programmable and which includes a processor 
(central processing unit or microprocessor), internal memory, and input 
and output connections. Manufacturing equipment which incorporates a 
computer is a computer for purposes of this regulation. However, the 
term does not include manufacturing equipment which operates under 
the control of mechanical or electronic accessories, the attachment of 
the equipment of which is required for the machine to operate. An 
electronic device otherwise qualifying as a computer remains a 
computer even though it may be used for information processing, data 
acquisition, process control, or for the control of manufacturing 
machinery or equipment.  

(4) CUSTOM COMPUTER PROGRAM AND PROGRAMMING. A 
computer program prepared to the special order of the customer. A 
program prepared to the special order of the customer qualifies as a 
custom program even though it may incorporate preexisting routines, 
utilities, or similar program components.  It includes those services 
represented by separately stated charges for modifications to an 
existing prewritten program which are prepared to the special order of 
the customer.  
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(5) DATA ENTRY (INCLUDING ENCODING). Recording information in 
or on storage media by punching holes or inserting magnetic bits to 
represent letters, digits, and special characters.  

(6) DIGITAL PRE-PRESS INSTRUCTION. The creation of original 
information in electronic form by combining more than one computer 
program into specific instructions or information necessary to prepare 
and link files for electronic transmission for output, within the printing 
industry, to film, plate, or direct to press, which is then transferred on 
electronic media such as tape or compact disc.  

(7) INPUT. The information or data transferred, or to be transferred, 
from storage media into the internal storage of the computer.  

(8) OUTPUT. The information transferred from the internal storage of 
the computer to storage media or tabulated listing.  

(9) PREWRITTEN PROGRAM. A program held or existing for general 
or repeated sale or lease. The term also includes a program developed 
for in-house use which is subsequently offered for sale or lease as a 
product.  

(10) PROGRAM. Program is the complete plan for the solution of a 
problem, i.e., the complete sequence of automatic data processing 
equipment instructions necessary to solve a problem, and includes both 
systems and application programs and subdivisions thereof. 
“Subdivision” includes, without limitation, assemblers, compilers, 
generators, procedures, functions, routines, and utility programs.  
"Problem" means and includes any problem that may be addressed or 
resolved by a program or subdivision; and the "problem" addressed 
need not constitute the full array of a purchaser's or user's problems, 
requirements, and desired features. "Problem" further includes, without 
limitation, any problem associated with: information processing; the 
manipulation or storage of data; the input or output of data; the transfer 
of data or programs, including subdivisions; the translation of programs, 
including subdivisions, into machine code; defining procedures, 
functions, or routines; executing programs or subdivisions that may be 
invoked within a program; and the control of equipment, mechanisms, 
or special purpose hardware. 

(11) PROOF LISTING. A tabulated listing of input.  

(12) SOURCE DOCUMENTS. A document supplied by a customer of a 
data processing firm from which basic data are extracted (e.g., sales 
invoice).  

(13) STORAGE MEDIA. Includes hard disks, floppy disks, diskettes, 
magnetic tape, cards, paper tape, drums and other devices upon which 
information is recorded. 
 

(c) BASIC APPLICATIONS OF TAX.  

(1) The transfer of title, for a consideration, of tangible personal 
property, including property on which or into which information has 
been recorded or incorporated, is a sale subject to tax.  

(2) Charges for producing, fabricating, processing, printing, imprinting, 
or otherwise physically altering, modifying or treating consumer-
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furnished tangible personal property (cards, tapes, disks, etc.), 
including charges for recording or otherwise incorporating information 
on or into such tangible personal property, are generally subject to tax.  

(3) A transfer for a consideration of the title or possession of tangible 
personal property which has been produced, fabricated, or printed to 
the special order of the customer, including property on which or into 
which information has been recorded or incorporated, is generally a 
sale subject to tax. However, if the contract is for the service of 
researching and developing original information for a customer, tax 
does not apply to the charges for the service. The tangible personal 
property used to transmit the original information is merely incidental to 
the service.  

(4) Charges for the transfer of computer-generated output are subject to 
tax where the true object of the contract is the output and not the 
services rendered in producing the output. Examples include artwork, 
graphics, and designs. However, the transfer by the seller of the original 
information created by digital pre-press instruction is not subject to tax if 
the original information is a custom computer program as explained in 
subdivision (f)(2)(F).  

(5) Charges for processing customer-furnished information (sales data, 
payroll data, etc.) are generally not subject to tax. (For explanation and 
specific application of tax, see subdivision (d).)  

(6) Leases of tangible personal property may be subject to tax under 
certain conditions. (See Regulation 1660 for application of tax to 
leases.)  

(7) Charges made for the use of a computer, on a time-sharing basis, 
where access to the computer is by means of remote 
telecommunication are not subject to tax. (See subdivision (i).)  

(8) Generally data processing firms are consumers of all tangible 
personal property, including cards and forms, which they use in 
providing nontaxable services unless a separate charge is made to 
customers for the materials, in which case tax applies to the charge 
made for the materials 
.  

(d) MANIPULATION OF CUSTOMER-FURNISHED INFORMATION AS 
SALE OR SERVICE.  

(1) GENERAL. Generally tax applies to the conversion of customer-
furnished data from one physical form of recordation to another physical 
form of recordation. However, if the contract is for the service of 
developing original information from customer-furnished data, tax does 
not apply to the charges for the service. The tangible personal property 
used to transmit the original information is merely incidental to the 
service.  

(2) DATA ENTRY AND VERIFICATION. This covers situations where a 
data processing firm’s agreement provides only for data entry, data 
verification, and proof listing of data, or any combination of these 
operations. It does not include contracts under which these services are 
performed as steps in processing of customer-furnished information as 
discussed under subdivision (d)(5).  
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Agreements providing solely for data entry and verification, or data 
entry, providing a proof list and/or verifying of data are regarded as 
contracts for the fabrication of storage media and sales of proof lists. 
Charges therefore are taxable, whether the storage media are furnished 
by the customer or by the data processing firm.  
Tax also applies to charges for the imprinting of characters on a 
document to be used as the input medium in an optical character 
recognition system. The tax application is the same regardless of which 
type of storage media is used in the operation.  

(3) ADDRESSING (INCLUDING LABELS) FOR MAILING. Where the 
data processing firm addresses, through the use of its computer or 
otherwise, material to be mailed, with names and addresses furnished 
by the customer or maintained by the data processing firm for the 
customer, tax does not apply to the charge for addressing. Similarly, 
where the data processing firm prepares, through the use of its 
computer or otherwise, labels to be affixed to material to be mailed, with 
names and addresses furnished by the customer or maintained by the 
data processing firm for the customer, tax does not apply to the charge 
for producing the labels, whether or not the data processing firm itself 
affixes the labels to the material to be mailed. (For the sale of mailing 
list by the proprietor of such list, as a sale of tangible personal property 
or as a nontaxable addressing, see Regulation 1504 “Mailing 
Services.”)  

(4) MICROFILMING AND PHOTORECORDING. Tax applies to 
charges for microfilming or photorecording except, as provided in 
subdivision (d)(5), where the microfilming or photorecording is done 
under a contract for the processing of customer-furnished information. 
Tax applies to a contract where data on magnetic tape are converted 
into combinations of alphanumeric printing, curve plotting and/or line 
drawings, and put on microfilm or photorecording paper.  

(5) PROCESSING OF CUSTOMER-FURNISHED INFORMATION.  

(A) “Processing of customer-furnished information” means the 
developing of original information from data furnished by the customer. 
Examples of automatic data processing processes which result in 
original information are summarizing, computing, extracting, sorting, 
and sequencing. Such processes also include the updating of a 
continuous file of information maintained by the customer with the data 
processing firm.  

(B) “Processing of customer-furnished information” does not include: (1) 
an agreement providing solely for the reformatting of data or for the 
preparation of a proof listing or the performance of an edit routine or 
other pre-processing, (2) the using of a computer as a mere printing 
instrument, as in the preparation of personalized computer-printed 
letters, (3) the mere converting of data from one medium to another, (4) 
an agreement under which a person undertakes to prepare artwork, 
drawings, illustrations, or other graphic material unless the provisions of 
subdivision (f)(2)(F) apply regarding digital pre-press instruction and 
custom computer programs. Additionally, graphic material furnished 
incidentally to the performance of a service is not subject to tax. For 
example, graphics furnished in connection with the performance of 
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architectural, engineering, accounting, or similar professional services 
are not subject to tax. With respect to typography, clip art combined 
with text on the same page is considered composed type as explained 
in Regulation 1541.  

 (C) Contracts for the processing of customer-furnished information 
usually provide that the data processing firm will receive the customer’s 
source documents, record data on storage media, make necessary 
corrections, process the information, and then record and transfer the 
output to the customer.  

Where a data processing firm enters into a contract for the processing 
of customer-furnished information, the transfer of the original 
information to the customer is considered to be the rendering of a 
service. Except as described in subdivisions (c)(8) and (d)(5)(E), tax 
does not apply to the charges made under contracts providing for the 
transfer of the original information whether the original information is 
transferred on storage media, microfilm, microfiche, photorecording 
paper, input media for an optical character recognition system, punched 
cards, preprinted forms, or tabulated listing. The breakdown of the total 
charge into separate charges for each operation involved in processing 
the customer-furnished information will not change the application of 
tax.  

(D) The furnishing of computer programs and data by the customer for 
processing under direction and control of the data processing firm will 
not alter the application of tax, notwithstanding that charges are based 
on computer time.  

(E) Taxable Items. Where a data processing firm has entered into a 
contract which is regarded as a service contract under subdivision 
(d)(5)(C) and the data processing firm, pursuant to the contract, 
transfers to its customer tangible property other than property 
containing the original information, such as: duplicate copies of storage 
media; inventory control cards for use by the customer; membership 
cards for distribution by the customer; labels (other than address 
labels); microfiche duplicates; or similar items for use, tax applies to the 
charges made for such items. If no separate charge is made, tax 
applies to that portion of the charge made by the data processing firm 
which the cost of the additional computer time (if any), cost of materials, 
and labor cost to produce the items bear to the total job cost.  

(F) Additional Copies. When additional copies of records, reports, 
tabulation, etc., are provided, tax applies to the charges made for the 
additional copies. “Additional copies” are all copies (other than carbon 
copies), whether the copies are prepared by rerunning the same 
program, by using multiple simultaneous printers, by looping a program 
such that the program is run continuously, by using different programs 
to produce the same output product, or by other means. Where 
additional copies are prepared the tax will be measured by the charge 
made by the data processing firm to the customer. If no separate 
charge is made for the additional copies, tax applies to that portion of 
the gross receipts which the cost of the additional computer time (if 
any), the cost of materials and labor cost to produce the additional 
copies bear to the total job cost. Charges for copies produced by 
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means of photocopying, multi-lithing, or by other means are subject to 
tax.  

(e) TRAINING SERVICES AND MATERIALS. Data processing firms 
provide a number of training services, such as data entry and 
verification, programming, and specialized training in the systems 
design. 

(1) Charges for training services are nontaxable, except as 
provided in subdivision (g) where the training services are provided 
as part of the sale of tangible personal property. The data 
processing firm is the consumer of tangible personal property which 
is used in training others, or provided to trainees without a separate 
charge as a part of the training services.  

(2) Tax applies to charges for training materials, including books, 
furnished to trainees for a charge separate from the charge for 
training services.  

(3) Where a person sells tangible personal property, such as 
computers or programs, and provides training materials to the 
customer without making an additional charge for the training 
materials, this is a sale of the training materials. The selling price of 
the training materials is considered to be included in the sales price 
of the tangible personal property.  
 

(f) COMPUTER PROGRAMS.  
(1) PREWRITTEN (CANNED) PROGRAMS. Prewritten programs 
may be transferred to the customer in the form of storage media or 
by listing the program instructions on coding sheets. In some cases 
they are usable as written; however, in other cases it is necessary 
that the program be modified, adapted, and tested to meet the 
customer’s particular needs. Tax applies to the sale or lease of the 
storage media or coding sheets on which or into which such 
prewritten (canned) programs have been recorded, coded, or 
punched.  

(A) Tax applies whether title to the storage media on which the 
program is recorded, coded, or punched passes to the customer, or 
the program is recorded, coded, or punched on storage media 
furnished by the customer. The temporary transfer of possession of 
a program, for a consideration, for the purpose of direct use or to 
be recorded or punched by the customer, or by the lessor on the 
customer’s premises, is a lease of tangible personal property. The 
tax applies unless the property is leased in substantially the same 
form as acquired by the lessor and the lessor has paid sales tax 
reimbursement or use tax with respect to the property.  

(B) Tax applies to the entire amount charged to the customer. 
Where the consideration consists of license fees, all license fees, 
including site licensing and other end users fees, are includable in 
the measure of tax. Tax does not apply, however, to license fees or 
royalty payments that are made for the right to reproduce or copy a 
program to which a federal copyright attaches in order for the 
program to be published and distributed for a consideration to third 
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parties, even if a tangible copy of the program is transferred 
concurrently with the granting of such right. Any storage media 
used to transmit the program is merely incidental.  

(C) Maintenance contracts sold in connection with the sale or lease 
of prewritten computer programs generally provide that the 
purchaser will be entitled to receive, during the contract period, 
storage media on which prewritten program improvements or error 
corrections have been recorded. The maintenance contract also 
may provide that the purchaser will be entitled to receive, during the 
contract period, telephone or on-site consultation services.  

If the purchase of the maintenance contract is not optional with the 
purchaser, that is, if the purchaser must purchase the maintenance 
contract in order to purchase or lease a prewritten computer 
program, then the charges for the maintenance contract are taxable 
as part of the sale or lease of the prewritten program. Tax applies 
to any charge for consultation services provided in connection with 
a maintenance contract except as provided below.  

For reporting periods commencing on or after January 1, 2003, if 
the purchase of the maintenance contract is optional with the 
purchaser, that is, if the purchaser may purchase the prewritten 
software without also purchasing the maintenance contract, and 
there is a single lump sum charge for the maintenance contract, 50 
percent of the lump sum charge for the maintenance contract is for 
the sale of tangible personal property and tax applies to that 
amount; the remaining 50 percent of the lump sum charge is 
nontaxable charges for repair.  

If no tangible personal property whatsoever is transferred to the 
customer during the period of the maintenance contract, tax does 
not apply to any portion of the charge. Tax does not apply to a 
separately stated charge for consultation services if the purchaser 
is not required to purchase those services in order to purchase or 
lease any tangible personal property, such as a prewritten 
computer program or a maintenance contract.  

(D) The sale or lease of a prewritten program is not a taxable 
transaction if the program is transferred by remote 
telecommunications from the seller’s place of business, to or 
through the purchaser’s computer, and the purchaser does not 
obtain possession of any tangible personal property, such as 
storage media, in the transaction. Likewise, the sale of a prewritten 
program is not a taxable transaction if the program is installed by 
the seller on the customer’s computer except when the seller 
transfers title to or possession of storage media or installation of the 
program is a part of the sale of the computer.  

If the transfer of a prewritten program is a nontaxable transaction, 
then the seller is the consumer of tangible personal property used 
to produce written documentation or manuals (including 
documentation or manuals in machine-readable form) designed to 
facilitate the use of the program and transferred to the purchaser 
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for no additional charge. If a separate charge is made for the 
documentation or manuals, then tax applies to the separate charge.  

(E) The transfer of a prewritten program on storage media is not a 
sale for resale when the storage media, or an exact copy, will be 
used to produce additional copies of the program.  

Charges for testing a prewritten program on the purchaser’s 
computer to insure that such a program operates as required are 
installation charges and are nontaxable.  

(2) CUSTOM PROGRAMS  

(A) Tax does not apply to the sale or lease of a custom computer 
program, other than a basic operational program, regardless of the 
form in which the program is transferred. Nor does the tax apply to 
the transfer of a custom program, or custom programming services 
performed, in connection with the sale or lease of computer 
equipment, whether or not the charges for the custom program or 
programming are separately stated.  

(B) However, charges for custom modifications to prewritten 
programs are nontaxable only if the charges for the modifications 
are separately stated. Otherwise, the charges are taxable as part of 
the sale of the prewritten program.  

When the charges for modification of a prewritten program are not 
separately stated, tax applies to the entire charge made to the 
customer for the modified program unless the modification is so 
significant that the new program qualifies as a custom program. If 
the prewritten program was previously marketed, the new program 
will qualify as a custom program, if the price of the prewritten 
program was 50 percent or less of the price of the new program. If 
the prewritten program was not previously marketed, the new 
program will qualify as a custom program if the charge made to the 
customer for custom programming services, as evidenced in the 
records of the seller, is more than 50 percent of the contract price 
to the customer.  

(C) Charges for any written documentation or manuals designed to 
facilitate the use of a custom computer program by the customer 
are nontaxable, whether separately stated or not. The vendor of the 
custom computer program is the consumer of the written 
documentation or manuals, or of any tangible personal property 
used by the vendor in producing the written documentation or 
manuals.  

(D) A custom computer program includes a program prepared to 
the special order of a customer who will use the program to 
produce and sell or lease copies of the program, and the charge for 
such custom computer program is not subject to tax. Sales or 
leases of the copies, however, are taxable as sales of prewritten 
computer programs.  
(E) A computer program prepared to the special order of a 
customer to operate for the first time in connection with a particular 
basic operating system is a custom computer program even though 
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a different version currently operates in connection with an 
incompatible basic operating system.  

(F) Digital pre-press instruction is a custom computer program 
under section 6010.9 of the Revenue and Taxation Code, the sale 
of which is not subject to tax, provided the digital pre-press 
instruction is prepared to the special order of the purchaser. Digital 
pre-press instruction shall not, however, be regarded as a custom 
computer program if it is a “canned” or prewritten computer 
program which is held or existing for general or repeated sale or 
lease, even if the digital pre-press instruction was initially 
developed on a custom basis or for in-house use. The sale of such 
canned or prewritten digital pre-press instruction in tangible form is 
a sale of tangible personal property, the retail sale of which is 
subject to tax.  

 
(g) SERVICE CHARGES. The following activities are service 
activities. Charges for the performance of such services are 
nontaxable unless the services are performed as a part of the sale 
of tangible personal property.  

(1) Designing and implementing computer systems (e.g., 
determining equipment and personnel required and how they 
will be utilized).  

(2) Designing storage and data retrieval systems (e.g., 
determining what data communications and high-speed 
input-output terminals are required).  

(3) Consulting services (e.g., study of all or part of a data 
processing system).  

(4) Feasibility studies (e.g., studies to determine what benefits 
would be derived if procedures were automated).  

(5) Evaluation of bids (e.g., studies to determine which 
manufacturer’s proposal for computer equipment would be 
most beneficial).  

(6) Providing technical help, analysts, and programmers, 
usually on an hourly basis. 

(7) Training Services.  

(8) Maintenance of equipment. (See Regulation 1546 for 
application of tax to maintenance contracts.)  

(9) Consultation as to use of equipment.  
 
(h) PICK-UP AND DELIVERY CHARGES. If the data processing 
firm’s billing is for nontaxable processing of customer-furnished 
information, the tax will not apply to pick-up and delivery charges. If 
pick-up and delivery charges are made in conjunction with the sale 
of tangible personal property or the processing of customer-
furnished tangible personal property, the tax will apply to the pick-
up charges. Tax will apply to the delivery charges to the extent 
specified in Regulation 1628, “Transportation Charges.”  
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(i) RENTAL OF COMPUTERS. A lease includes a contract by 
which a person secures for a consideration the use of a computer 
which is not on his or her premises, if the person or his or her 
employees, while on the premises where the computer is located 
operate the computer, or direct and control its operation. A lease 
does not include a contract whereby a person secures access by 
means of remote telecommunication to a computer which is not on 
his or her premises, if the person or his or her employees operate 
the computer or direct and control its operation by means of remote 
telecommunication.  
 
(See Regulation 1660 for application of tax to leases.) 
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State of California  

BOARD OF EQUALIZATION 
SALES AND USE TAX REGULATIONS  

 
Regulation 1504. MAILING LISTS AND SERVICES  
 
References: Sections 6006, 6006.3, 6009, 6012, 6015, 6016, and 6379.8, Revenue and 
Taxation Code  

 
(a) TRANSACTIONS IN MAILING LISTS.  

(1) DEFINITION. A “mailing list” as used herein means a 
written or printed list, series, set, group, aggregation, etc., of 
names and addresses of, and occasionally, other information 
concerning persons, such as potential customers or donors, 
which is intended for use in circulating material by mail. Such 
a list may be in the form of a manuscript list, directory, 
Cheshire tape, Dick tape, gummed labels, index cards, or 
other similar means of communication. Operative January 1, 
1994, “mailing list” includes a magnetic tape or similar device 
used to produce written or printed names and addresses by 
electronic or mechanical means.  

(2) APPLICATION OF TAX GENERALLY. Except as 
otherwise provided in (a)(3) below, tax applies to receipts from 
the transfer of title or possession, rental or granting of a 
license for use of mailing lists, to the same extent as to 
receipts from sales or rental of tangible personal property 
generally.  

(3) LIMITED USE. Tax does not apply to charges for the 
transfer or use of mailing lists, where a contract restricts the 
transferee or user to use of the mailing list one time only. The 
charges in such cases are considered to be for information or 
addressing services.  

(4) MAGNETIC TAPES. Where the names and addresses are 
recorded on magnetic tapes or similar devices used to 
produce written or printed names and addresses by electronic 
or mechanical means, charges for the transfer or use of the 
tape or similar device are subject to tax to the same extent as 
receipts from sales or rentals of tangible personal property 
generally regardless of any contractual restrictions on the 
frequency of use. Operative January 1, 1994, such magnetic 
tapes or similar devices are considered a mailing list and 
charges for their transfer and use under (a)(3) above are 
exempt from tax.  

(5) APPLICATION OF TAX TO MATERIALS USED. Persons 
engaged in the business of selling, renting or licensing mailing 
lists are consumers of tangible personal property used in 
producing lists the transfer of which is not subject to tax, and 
tax applies to the sale to them of such property. Tangible 
personal property which becomes a component part of lists, 
the transfer of which is taxable may be purchased for resale.  
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(b) MAILING SERVICES.  

(1) GENERAL. Tax does not apply to charges for services 
rendered in preparing materials for mailing, such as 
addressing, enclosing, sealing, collating, affixing labels, 
blocking out, tucking or clasping envelope flaps, metering, 
affixing stamps, edging seal or edging with stamp, addressing 
permit indicia, and sorting, tying and sacking in compliance 
with postal rules and regulations, nor to charges for the 
handling or wrapping of material left over after preparation of 
material for mailing, which is to be returned to the customer.  

(2) ADDRESSING DEFINED. “Addressing” means the actual 
writing, typewriting, printing, imprinting or affixing of names 
and addresses or addresses only on property to be mailed. 
The mailing may be done by the person doing the addressing 
or by another person. The process may include the 
preparation of Cheshire tapes, Dick tapes, cards, gummed 
labels, etc., to be affixed to, or enclosed in, the property so as 
to serve as addresses for that property and not to be used for 
any other purpose such as reproduction or reference.  

(3) CONSUMERS OF MATERIALS. Persons engaged in the 
business of providing mailing services are consumers of 
materials used in performing those services.  

  
(c) PRINTING RELATED TO MAILING.  

(1) SALES OF PRINTED MATTER. Tax applies to charges for 
printed matter furnished to a customer by a person engaged 
in the business of providing mailing services to the same 
extent as to charges for printed matter generally, even though 
the printed matter is to be mailed. If such matter is printed by 
another person, it may be purchased for resale by giving a 
resale certificate. If the mailing service has reimbursed its 
vendor for tax which the vendor is required to pay to the state 
or has paid use tax with respect to the purchase of such 
matter, a “tax-paid purchases resold” deduction will be 
allowed.  
(2) SEPARATE STATEMENT OF PRINTING CHARGES. 
Charges for printed matter should be separately stated on the 
invoice to the customer. If not separately stated, the amount 
subject to tax will be determined by the by the board based on 
information available to it. 
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State of California  

BOARD OF EQUALIZATION 
SALES AND USE TAX REGULATIONS  

 
Regulation 1526. PRODUCING, FABRICATING AND PROCESSING 
PROPERTY FURNISHED BY CONSUMERS — GENERAL RULES  
 
Reference: Section 6006, Revenue and Taxation Code  
Alterations of new garments, see Regulation 1524 (Section 1524 of Title 18)  
Printing and imprinting, see Regulation 1541 (Section 1541 of Title 18)  
Repairing and reconditioning generally, see Regulation 1546 (Section 1546 of Title 18)  
 
(a) IN GENERAL. Tax applies to charges for producing, fabricating, 
processing, printing, or imprinting of tangible personal property for a 
consideration for consumers who furnish either directly or indirectly the 
materials used in the producing, fabricating, processing, printing or 
imprinting.  

(b) OPERATIONS INCLUDED-REPAIRING AND RECONDITIONING 
DISTINGUISHED. Producing, fabricating, and processing include any 
operation which results in the creation or production of tangible personal 
property or which is a step in a process or series of operations resulting in 
the creation or production of tangible personal property. The terms do not 
include operations which do not result in the creation or production of 
tangible personal property or which do not constitute a step in a process 
or series of operations resulting in the creation or production of tangible 
personal property, but which constitute merely the repair or reconditioning 
of tangible personal property to refit it for the use for which it was originally 
produced.  

(c) OPERATIONS INCLUDED — STRETCH LIMOUSINES. Producing, 
fabricating, and processing include any operation which results in the 
creation or production of a stretch limousine. The following rules apply in 
determining the measure of tax for converting a vehicle into a stretch 
limousine.  

 (1) When a vehicle dealer, at the request of a consumer, has a 
conversion company convert (i.e., stretch) a vehicle into a limousine, the 
tax does not apply to the conversion company’s charge to the dealer, but 
the tax does apply to the entire charge made to the consumer by the 
dealer for the conversion.  

 (2) When a consumer provides the conversion company with a vehicle 
for conversion into a stretch limousine, the tax applies to the entire charge 
made to the consumer by the conversion company.  
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State of California  

STATE BOARD OF EQUALIZATION 
SALES AND USE TAX REGULATION  

 
Regulation 1540. ADVERTISING AGENCIES AND COMMERCIAL 
ARTISTS  
 
Reference: Sections 6006, 6010.3, 6010.30, and 6015, Revenue and Taxation Code  
Preston v. State Board of Equalization (2001) 25 Cal. 4

th
 197, 105 Cal. Rptr. 2

d 
407.  

(a) DEFINITIONS.  
(1)  ADVERTISING. Advertising is commercial communication utilizing 
one or more forms of communication (such as television, print, 
billboards, or the Internet) from or on behalf of an identified person to 
an intended target audience.  

(2) ADVERTISING AGENCIES. Advertising agencies design and 
implement advertising campaigns for purposes of advertising the 
goods, services, or ideas of their clients. As part of that primary 
function, advertising agencies provide their clients with services (such 
as consultation, consumer research, media planning and placement, 
public relations, and other marketing activities), and may also provide 
tangible personal property (such as print advertisements, finished art, 
and video and audio productions).  

(3) COMMERCIAL ARTISTS. Commercial artists, who may 
characterize themselves as commercial artists, commercial 
photographers, or designers, provide services and tangible personal 
property to their clients for use in their clients’ advertising campaigns, 
or for their clients’ other commercial endeavors such as sales of 
copies of finished art (including, e.g., photographic images) provided 
by a commercial artist. Services they provide to their clients include 
the creation and development of ideas, concepts, looks, or messages. 
Electronic artwork they provide may be transferred through remote 
telecommunications such as by modem or over the Internet, or by 
tangible means through electronic media such as compact or floppy 
disc. Tangible personal property they provide may include electronic 
media on which electronic artwork is transferred to the client, hard 
copies of the electronic artwork, hard copies of finished art (which may 
consist of photographic images).  

(4) CONTRACT OF SALE. An agreement to transfer tangible personal 
property for consideration is a contract of sale. The client may, for 
example, issue a purchase order for the purchase of tangible personal 
property. The contract of sale for that tangible personal property 
consists of the terms of the purchase order together with the relevant 
terms of the master agreement (defined in subdivision (a)(10)).  

(5) DIGITAL PRE-PRESS INSTRUCTION. Digital pre-press 
instruction is the creation of original information in electronic form by 
combining more than one computer program into specific instructions 
or information necessary to prepare and link files for electronic 
transmission for output to film, plate, or direct to press, which is then 
transferred on electronic media such as tape or compact disc.  
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(6) ELECTRONIC ARTWORK. Electronic artwork is artwork created 
through the use of computer hardware and software processes which 
results in artwork in a digital format that can be transmitted to others 
via electronic means (that is, transmitted through remote 
telecommunications such as by modem or over the Internet, or by 
electronic media such as compact or floppy disc). Elements of the 
process include the creation of original artwork or photographic 
images, scanning of artwork or photographic images, composition and 
design of text, insertion and manipulation of scanned and original 
electronic artwork, photographic images, and text. Electronic artwork 
does not include artwork that is transferred to clients in a tangible 
form, other than on electronic media, even where such artwork may 
have been manufactured or produced in whole or in part by computer 
hardware and software processes.  

(7) FINISHED ART. Finished art is the final artwork used for actual 
reproduction by photomechanical or other processes, or used for 
display. It includes electronic artwork, illustrations (e.g. drawings, 
diagrams, halftones, or color images), photographic images, 
sculptures, paintings, and handlettering. Blueprints, diagrams, and 
instructions for signage furnished to a client as the result of 
environmental graphic design services are not finished art.  

(8) HARD COPIES. An item is transferred on hard copy when it is 
transferred on any tangible personal property other than in digital 
format on electronic media. For example, finished art transferred on 
canvas or paper is transferred on hard copy while a transfer of 
finished art in digital format on compact or floppy disc is not regarded 
as a transfer on hard copy.  

(9) INTERMEDIATE PRODUCTION AIDS. Intermediate production 
aids include items such as artwork, illustrations, photograph images, 
photo engravings, and other similar materials which are used to 
produce special printing aids or finished art.  

(10) MASTER AGREEMENT. A master agreement is a contract, 
however characterized (such as “agency-client agreement”), entered 
into between an advertising agency or commercial artist and its client 
which specifies the obligations of each party to the master agreement 
with respect to their relationship, whether for a specified time or 
advertising campaign or until one of the parties terminates the 
agreement. A master agreement between an advertising agency and 
its client may specify the obligations of each with respect to the design 
of an advertising campaign for the client, the placement of the 
advertising with print and television media, and for the sale and 
purchase of tangible personal property related to the advertising 
campaign. There may then be additional terms for the purchase of 
specific tangible personal property during the advertising campaign, 
such as in a purchase order, which identifies the specific property that 
will be purchased and sold and the sales price for that property.  

(11) PRELIMINARY ART. Preliminary art is tangible personal property 
which is prepared solely for the purpose of demonstrating an idea or 
message for acceptance by the client before a contract is entered into, 
or before approval is given, for preparation of finished art provided 
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neither title to, nor permanent possession of, such tangible personal 
property passes to the client. Examples of preliminary art include 
roughs, visualizations, layouts, comprehensives, and instant photos.  

(12) SPECIAL PRINTING AIDS. Special printing aids are reusable 
manufacturing aids which are used by a printer during the printing 
process and are of unique utility to a particular client. Special printing 
aids include electrotypes, stereotypes, photoengravings, silk screens, 
steel dies, cutting dies, lithographic plates, film, single or multi color 
separation negatives, and flats.  

(13) THIRD PARTIES. A reference in this regulation to a transfer to a 
client also includes a transfer to a third party on the client’s behalf. For 
example, the discussion in subdivision (b)(2)(B) for transfers of 
finished art by loading into the client’s computer also includes 
transfers of the finished art by loading it into a third party’s computer at 
the instruction of the client.  

 
(b) APPLICATION OF TAX TO ACTIVITIES OF ADVERTISING 
AGENCIES AND COMMERCIAL ARTISTS.  
  

(1) SERVICES.  

 (A) General.  

1. Services performed to convey ideas, concepts, looks, or 
messages to a client may result in a transfer, enhancement, or 
revision of either electronic artwork, hard copies of electronic 
artwork, or copies of manually prepared artwork. If charges for 
such services are separately stated as “design charges,” 
“preliminary art,” “concept development,” or any other 
designation that clearly indicates that the charges are for such 
services and not for finished art, they are nontaxable; however, 
tax applies if: 

(a) the master agreement or other contract provides that the 
advertising agency or commercial artist will pass to the client 
title or the right to permanent possession of the artwork in 
tangible form, such as on electronic media or hard copy, or  

(b) permanent possession of the artwork in tangible form is 
transferred to the client. If the master agreement provides 
that the client owns the concepts embodied in tangible 
personal property that is owned and possessed by the 
advertising agency or commercial artist (e.g., so that such 
concepts cannot be used on behalf of any other person), that 
contract provision does not constitute the passage of title to 
tangible personal property to the client. A requirement that 
an advertising agency or commercial artist retain permanent 
possession of the artwork in tangible form does not itself 
constitute a sale of that property to the client in the absence 
of a provision passing title to such property to the client.  

2. Tangible personal property developed and used during services 
performed to convey ideas, concepts, looks, or messages is 
consumed in the performance of those services. Unless, prior to 
any use, the advertising agency or commercial artist passes title 
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to such property to the client as discussed in the previous 
paragraph, the advertising agency or commercial artist is the 
consumer of such tangible personal property used and tax 
applies to the sale of property to, or to the use of the property by, 
the advertising agency or commercial artist. If the advertising 
agency or commercial artist passes title to, or permanent 
possession of, such tangible personal property to its client, tax 
applies to the sale of the tangible personal property by the 
advertising agency or commercial artist to the client.  

(B) Digital Pre-Press Instruction. Digital pre-press instruction is a 
custom computer program under section 6010.9 of the Revenue and 
Taxation Code, the sale of which is not subject to tax, provided the 
digital pre-press instruction is prepared to the special order of the 
purchaser. Digital pre-press instruction shall not, however, be 
regarded as a custom computer program if it is a “canned” or 
prewritten computer program which is held or existing for general or 
repeated sale or lease, even if the digital pre-press instruction was 
initially developed on a custom basis or for in-house use. The sale of 
such canned or prewritten digital pre-press instruction in tangible form 
is a sale of tangible personal property, the retail sale of which is 
subject to tax.  

(C) Retouching Photographic Images. Retouching a photographic 
image for the purpose of repairing or restoring the photograph to its 
original condition is a repair, the charge for which is not taxable.  

(D) Signage. The creation and providing of single copies of blueprints, 
diagrams, and instructions for signage as a result of environmental 
graphic design is a service the charge for which is not taxable. 
Charges for additional copies are taxable.  

(E) Websites. The design, editing, or hosting of an electronic website 
in which no tangible personal property is transferred to the client is a 
service, the charge for which is not subject to tax.  

(F) Specific Nontaxable Charges. The following and similar fees and 
commissions are not taxable when they are separately stated. 
Whether separately stated or not, these fees and commissions are not 
included in the calculation of “direct labor” for purposes of subdivision 
(b)(3).  

1. Media commissions or fees received for placement of advertising 
whether paid by the medium, by another advertising agency, or 
by the client.  

2. Commissions or fees paid to advertising agencies by suppliers. 
Examples of such commissions are those paid to an advertising 
agency by a premium manufacturer (or distributor) or a direct-by-
mail supplier.  

3. Consultation and concept development fees related to client 
discussion, development of ideas, and other services. If the 
advertising agency transfers to the client tangible personal 
property produced as a result of these services, the transfer is 
incidental to the advertising agency’s providing of the service 
and is not a sale of that tangible personal property; the 
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advertising agency is the consumer of tangible personal property 
transferred to the client incidental to the providing of a service.  

4. Fees for research or account planning that entail consumer 
research and the application of that research to the client’s 
business or industry.  

5. Fees for quality control supervision that entails the proofing and 
review of printing and other products provided by outside 
suppliers.  

6. Charges for the formulation and writing of copy.  

(G) Example. A designer contracts to create and sell printed 
brochures to a law firm. The contract separately states a charge for 
design, for art direction, for preliminary art, and for the printed 
brochures. The designer’s design and art direction services culminate 
in the creation of preliminary art that the designer uses to show the 
designer’s concepts to the law firm. After the law firm approves the 
concepts, the designer finalizes the design of the brochure and 
contracts with a printer to print the brochures. The printer sells the 
printed brochures to the designer for resale, and the designer resells 
the printed brochures to the law firm. The only tangible personal 
property that will be transferred to the law firm (or to anyone on behalf 
of the law firm) are the printed brochures. The law firm will not obtain 
title to, or the right to possession of, any finished art or any other 
tangible personal property. Tax does not apply to the designer’s 
separately stated charges for design, art direction, and preliminary art. 
Tax applies to the designer’s separately stated charge to the law firm 
for the printed brochures.  

(2) FINISHED ART.  

(A) Use of Aids in Creation of Finished Art. If the advertising 
agency or commercial artist uses any intermediate production aids or 
special printing aids in the creation of the finished art, the 
presumptions with respect to passage of title and the calculation of the 
measure of tax on the sale of such aids by the advertising agency or 
commercial artist, is governed by the provisions of Regulation 1541 
applicable to special printing aids.  

(B) Transfers of Electronic Artwork. A transfer of electronic artwork 
in tangible form is a sale. However, a transfer of electronic artwork 
from an advertising agency or commercial artist to the client or to a 
third party on the client’s behalf that is not in tangible form is not a sale 
of tangible personal property, and the charges for the transfer are not 
subject to tax. A transfer of electronic artwork is not in tangible form if 
the file containing the electronic artwork is transferred through remote 
telecommunications (such as by modem or over the Internet), or if the 
file is loaded into the client’s computer by the advertising agency or 
commercial artist, and the client does not obtain title to or possession 
of any tangible personal property, such as electronic media or hard 
copy. If the transfer is not a transfer in tangible form because it is 
loaded onto the client’s computer, the advertising agency or 
commercial artist should document that transfer by a written statement 
signed at the time of loading by the client and by the person who 
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loaded the electronic artwork into the client’s computer with the 
following or similar language: “This electronic artwork was loaded into 
the computer of [client’s name] by [advertising agency’s or commercial 
artist’s name], and [advertising agency’s or commercial artist’s name] 
did not transfer any tangible personal property containing the artwork, 
such as electronic media or hard copies, to [client’s name].” When 
such a statement is signed at the time the file is loaded, it will be 
rebuttably presumed that the transfer of electronic artwork was not 
transferred in tangible form. If there is no such timely completed 
statement, the advertising agency or commercial artist may provide 
other substantive evidence establishing that the artwork was not 
transferred in tangible form.  

(C) Transfers of Finished Art in Tangible Form. The electronic or 
manual preparation of finished art for use in reproduction or display is 
not a service. Unless the transfer is not in tangible form as explained 
in subdivision (b)(2)(B), the transfer of finished art is a sale of tangible 
personal property and tax applies to charges for that finished art, 
including all charges for any rights sold with the finished art, such as 
copyrights or distribution and production rights, except as provided in 
subdivision (b)(2)(D)2.  

1. Combined Charge for Finished Art and Conceptual Services. If 
charges for finished art are combined into a single charge that 
also includes nontaxable charges for conceptual services 
described in subdivision (b)(1)(A), the advertising agency or 
commercial artist may report the measure of tax on the retail sale 
of the finished art as specified in subdivision (b)(3), provided that 
the reported measure of tax must also include the value of 
reproduction rights included with the transfer except those that 
are not taxable as provided in subdivision (b)(2)(D)2.  

2. Lump Sum Billing - 75/25 Presumption. If tax is not reported as 
provided in the previous paragraph, it will be rebuttably 
presumed that 75 percent of the combined charge for the 
finished art and conceptual services is for the nontaxable 
services and that 25 percent of the combined charge is the 
measure of tax on the retail sale of the finished art. However, if 
the sales price to the advertising agency or commercial artist of 
the finished art (or component parts) and any intermediate 
production aids or special printing aids sold to the client for that 
combined charge is more than 25 percent of the combined 
charge to the client, the measure of tax is the sales price of the 
tangible personal property to the advertising agency or 
commercial artist.  

(D) Reproduction Rights Transferred With Finished Art.  

1. Charges for the transfer of possession in tangible form to the 
client or to anyone else on the client’s behalf of finished art for 
purposes of reproduction are included in the measure of tax on 
that sale, including all charges for the right to use that property, 
even though there is no transfer of title to the person reproducing 
the finished art, except as provided in subdivision (b)(2)(D)2.  

2. Any agreement evidenced by a writing (such as a contract, 

REGULATION 1540 
(Continued) 

 



 53 

invoice, or purchase order) that assigns or licenses a copyright 
interest in finished art for the purpose of reproducing and selling 
other property subject to the copyright interest is a technology 
transfer agreement, as explained further in Regulation 1507. Tax 
applies to amounts received for any tangible personal property 
transferred as part of a technology transfer agreement. 
Notwithstanding subdivision (b)(2)(C), tax does not apply to 
temporary transfers of computer storage media containing 
finished art transferred as part of a technology transfer 
agreement. Tax does not apply to amounts received for the 
assignment or licensing of a copyright interest as part of a 
technology transfer agreement. The measure of tax on the sale 
of finished art transferred by an advertising agency or 
commercial artist as part of a technology transfer agreement 
shall be:  

a. The separately stated sales price if the finished art is 
permanently transferred, or the separately stated lease price 
if the finished art is temporarily transferred; provided that the 
separately stated price is reasonable;  

 

b. Where there is no such separately stated price, the separate 
price at which the person holding the copyright interest in the 
finished art has sold or leased that finished art or like 
finished art to an unrelated third party where: 1) the finished 
art was sold or leased without also transferring an interest in 
the copyright; or 2) the finished art was sold or leased in 
another transaction at a stated price satisfying the 
requirements of subdivisions (b)(2)(D)2.a.; or  

c. If there is no such separately stated price under subdivision 
(b)(2)(D)2.a., nor a separate price under subdivision 
(b)(2)(D)2.b., 200 percent of the combined cost of materials 
and labor used to produce or acquire the finished art. “Cost 
of materials” consists of the costs of those materials used or 
incorporated into the finished art, or any tangible personal 
property transferred as part of the technology transfer 
agreement. “Labor” means any charges for labor used to 
create such tangible personal property where the advertising 
agency or commercial artist purchases such labor from a 
third party, or the work is performed by an employee of the 
advertising agency or commercial artist.  

(3)SALES OF OTHER TANGIBLE PERSONAL PROPERTY BY 
ADVERTISING AGENCY OR COMMERCIAL ARTIST. Tax applies to 
the total charge for the retail sale of tangible personal property by an 
advertising agency or commercial artist. If an advertising agency or 
commercial artist combines charges for nontaxable services as 
defined in subdivision (b)(1)(F), such as media placement, with 
charges for tangible personal property for which the advertising 
agency or commercial artist is the retailer, the measure of tax on that 
retail sale of property includes the total of: direct labor; the cost of 
purchased items that become an ingredient or component part of the 
tangible personal property; the cost of any intermediate production 
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aids or special printing aids; and a reasonable markup. Commissions, 
fees, and other charges exclusively related to the production or 
fabrication of tangible personal properly are part of direct labor and 
are thus included in the measure of tax. Such charges include 
retouching of photographic images or other artwork for reproduction, 
provided the retouching is intended to improve the quality of the 
reproduction. An advertising agency or commercial artist must keep 
sufficient records to document the basis for the reported measure of 
tax.  

(4) ITEMS PURCHASED BY AN ADVERTISING AGENCY OR 
COMMERCIAL ARTIST. Except when property is resold prior to any 
use, an advertising agency or commercial artist is the consumer of 
tangible personal property used in the operation of its business. Tax 
applies to the sale of such property to, or to the use of such property 
by, the advertising agency or commercial artist.  

(c) SITUATIONS SPECIFIC TO ADVERTISING AGENCIES.  
(1) ADVERTISING AGENCY ACTING AS AN AGENT FOR ITS 
CLIENT. An agent is one who represents another, called the principal, 
in dealings with third persons. (Civil Code section 2295.) To the extent 
that an advertising agency acts as the agent of its client when 
acquiring tangible personal property, it is neither a purchaser of the 
property with respect to the supplier nor a seller of the property with 
respect to its principal (that is, its client). Because of the unique 
relationship between advertising agencies and their clients, unless an 
advertising agency elects non-agent status under subdivision (c)(2)(A) 
or is otherwise the retailer of the property under subdivision (c)(2)(B) 
or (c)(2)(C), it is rebuttably presumed that the advertising agency acts 
as the agent of its client when acquiring tangible personal property on 
its client’s behalf.  

(A) A supplier of tangible personal property to an advertising 
agency is presumed to have made a retail sale of that property 
unless the supplier takes a timely and valid resale certificate in 
good faith from the advertising agency. Otherwise, the supplier 
has the burden of establishing that the advertising agency 
elected non-agent status under subdivision (c)(2)(A) and resold 
the property or that the advertising agency resold the property as 
the retailer under subdivision (c)(2)(B) or (c)(2)(C).  

(B) When an advertising agency is the agent of its client for the 
purchase of tangible personal property under subdivision (c)(1), 
sales or use tax is due on the purchase price from the supplier to 
the advertising agency. Tax does not apply to the charge made 
by an advertising agency to its client for reimbursement, 
including tax reimbursement, for the amount charged by a 
supplier, nor does tax apply to the advertising agency’s 
separately stated charges for its services directly related to its 
acquisition of such tangible personal property (e.g., when the 
advertising agency makes a separately itemized charge for 
reimbursement of the amount paid to the supplier of the property, 
tax does not apply to a separately itemized “agency fee”). When 
the applicable tax is use tax and the advertising agency does not 
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pay that use tax to the supplier on the client’s behalf, the 
advertising agency is liable for the use tax and must report and 
pay the use tax to the Board. The advertising agency’s liability 
for that use tax is not extinguished unless the client has self-
reported and paid the tax to the Board.  

(C) An advertising agency may not issue a resale certificate when 
purchasing tangible personal property as the agent of its client. 
An advertising agency who issues a resale certificate to a 
supplier is presumed to be purchasing tangible personal property 
from that supplier on its own behalf for resale and not to be 
acting as an agent of its client. However, the advertising agency 
may provide evidence to prove that its issuance of the resale 
certificate was erroneous and that the advertising agency was 
acting as an agent of its client, provided the advertising agency 
has not treated the transaction as its own sale of tangible 
personal property to its client, collecting tax or tax 
reimbursement from its client on that sale. If the resale certificate 
was issued in error, the advertising agency is liable for use tax 
on the cost of tangible personal property purchased under the 
certificate unless the advertising agency has already paid that 
tax to the supplier or to the Board, or the client has self-reported 
and paid the tax to the Board.  

(2) ADVERTISING AGENCY ACTING AS A RETAILER. An 
advertising agency that acts as a retailer of tangible personal property 
may issue a resale certificate for such tangible personal property if the 
property will be resold prior to any use. Absent an agreement that the 
property will be sold prior to use, tax is due on the purchase price of 
tangible personal property that is used prior to being resold to the 
client and, in addition, tax is also due on the sales price of the tangible 
personal property to the client.  

(A) Election of Non-Agent Status. An advertising agency may 
elect non-agent status with respect to sales of tangible personal 
property to its client. This election must be supported by a 
specific written statement in its master agreement with the 
client. Alternatively, a statement may be included on an 
advertising agency’s job order or invoice to its client. 
Statements should include the following or similar language: 
“(Advertising Agency’s name) will not be acting as an agent of 
(client’s name) for purposes of this transaction.”  

An advertising agency that elects non-agent status is a retailer 
with respect to tangible personal property sold to its clients. The 
measure of tax on the advertising agency’s retail sale is the 
separately stated charge for the tangible personal property. If 
there is no such separately stated charge, the measure of tax is 
calculated as provided in subdivision (b).  

(B) Items Produced or Fabricated by an Advertising Agency In-
House. Advertising agencies are retailers of tangible personal 
property they produce or fabricate, e.g., by their own 
employees. Advertising agencies are not agents of their clients 
with respect to the acquisition of materials incorporated into 
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such items of tangible personal property they produce or 
fabricate, but instead are the retailers of such property. The 
measure of tax on their retail sale of that property is the 
separately stated charge for the property sold. If there is no 
such separately stated charge, the measure of tax is calculated 
as provided in subdivision (b).  

(C) Invoice to Client for More Than Cost of Tangible Personal 
Property to Advertising Agency. When an advertising agency 
invoices its client for tangible personal property provided by the 
advertising agency without separately stating the amount paid 
to the supplier for that property, the advertising agency is the 
retailer of the tangible personal property to its client. For 
example, when the advertising agency invoices a single charge 
to its client for tangible personal property that includes the 
amount paid to the supplier for the tangible personal property 
together with a markup, the advertising agency is the retailer of 
that tangible personal property and tax applies to that 
separately stated charge. If the advertising agency makes a 
combined charge to its client that includes the charge for the 
tangible personal property as well as the charge for any 
nontaxable services or reproduction rights under subdivision 
(b), the advertising agency is the retailer of the tangible 
personal property provided and the measure of tax on the sale 
of that tangible personal property is calculated as provided in 
subdivision (b).  

 
(d) TRANSFERS BY AN ARTIST AT A SOCIAL GATHERING. 

The transfer of original drawings, sketches, illustrations, or 
paintings by an artist at a social gathering for entertainment 
purposes is not a sale or use or purchase of tangible personal 
property, and the artist is the consumer of any property so 
transferred, when all the following requirements are satisfied:  

(1) Eighty percent or more of the drawings, sketches, 
illustrations, or paintings are delivered by the artist to a 
person or persons other than the purchaser;  

(2) Eighty percent or more of all of the drawings, sketches, 
illustrations, or paintings are received by a person or 
persons, other than the purchaser, at no cost to the person 
or persons who become the owner of the drawings, 
sketches, illustrations, or paintings;  

(3) The charge for the drawings, sketches, illustrations, or 
paintings is based on a preset fee; and  

(4) The preset fee charged for the drawings, sketches, 
illustrations, or paintings is contingent upon a minimum 
number of at least three drawings, sketches, illustrations, or 
paintings to be produced by the artist at the social 
gathering.  

(e) CHARGES AND TRANSACTIONS GOVERNED BY OTHER 
REGULATIONS.  

(1) AUDIO PRODUCTIONS. Tax applies to charges for an 
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audio production obtained or furnished by an advertising 
agency to its client as provided in Regulation 1527.  

(2) PHOTOGRAPHY. Tax applies to charges for photography 
as provided in Regulation 1528 except when the 
photographic image is furnished by a commercial artist as 
defined in subdivision (a)(3).  

(3) PRINTED SALES MESSAGES. Qualifying sales of printed 
sales messages may qualify for exemption, as explained in 
Regulation 1541.5.  

(4) TYPOGRAPHY. Tax applies to charges for typography or 
composed type obtained from outside suppliers as 
provided in Regulation 1541.  

(5) VIDEO OR FILM PRODUCTIONS. When a video or film 
production obtained or furnished by an advertising agency 
to its client constitutes qualified production services as 
defined in Regulation 1529, tax applies to the charges for 
such qualified production services as provided in 
Regulation 1529.  
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State of California  

BOARD OF EQUALIZATION 
SALES AND USE TAX REGULATION  

Regulation 1541. PRINTING AND RELATED ARTS  

Reference: Sections 6006-6012, Revenue and Taxation Code  

(a) DEFINITIONS.  
(1) CLIP ART. Clip art is prepackaged art (including photographic images) 

which is not produced to the special order of the customer and which is 
commercially available on CD ROM, other electronic media, or by 
computer program for use in digital page layout. Images that are 
enlarged, reduced, or rotated are not considered “produced to the 
special order of the customer.”  

(2) COLOR SEPARATOR. A color separator is a person who engages in 
the process of color separation. The process of color separation divides 
a full color photographic image into four separate components, 
corresponding to the four primary colors used in process color printing. 
The color separator may accomplish this photographically or 
electronically, and the products of this process may be either a negative 
or positive film separation or a separated printing plate.  

(3) COLOR SEPARATION WORKING PRODUCTS. Color separation 
working products consist of property such as photographic film for 
making transparencies, masks, internegatives, interpositives, halftone 
negatives, composite color separation negatives, goldenrod paper and 
mylar plastic used in making flats, tape used in stripping negatives into 
flats, developing chemicals which become a component part of 
negatives and positives, proofing material and ink used in making final 
proofs, progressive proofs, and similar items, which are similar in 
function to special printing aids as defined in subdivision (a)(12).  

(4) DIGITAL PRE-PRESS INSTRUCTION. Digital pre-press instruction is 
the creation of original information in electronic form by combining more 
than one computer program into specific instructions or information 
necessary to prepare and link files for electronic transmission for output 
to film, plate, or direct to press, which is then transferred on electronic 
media such as tape or compact disc.  

(5) FINISHED ART. Finished art is the final artwork used for actual 
reproduction by photomechanical or other processes, or used for 
display. It includes electronic artwork, illustrations (e.g. drawings, 
diagrams, halftones, or color images), photographic images, sculptures, 
paintings, and handlettering.  

(6) INTERMEDIATE PRODUCTION AIDS. Intermediate production aids 
include items such as artwork, illustrations, photographic images, photo 
engravings, and other similar materials which are used to produce 
special printing aids or finished art.  
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(7) MECHANICAL OR PASTE-UP. A mechanical or paste-up (also called 
camera-ready art or camera-ready copy) is produced by preparing copy 
to make it camera-ready with all type and design elements, and then 
pasting the prepared copy on artboard or illustration board in exact 
position along with instructions, either in the margins or on an overlay, 
for the platemaker.  

(8) PRINT BROKER. A print broker is a person who contracts to sell 
printed matter, but who does not actually engage in the printing process 
to produce the printed matter to be sold, instead purchasing the printed 
matter from a printer or from another print broker for resale to the print 
broker’s customer. A person who sells printed matter for which that 
person did not engage in the printing process is acting as a print broker 
even if that person engages in the print process for other contracts.  

(9) PRINTER. A printer is a person engaged in the printing process.  

(10) PRINTING PROCESS. The printing process involves activities related 
to the production of printed matter such as letterpress, flexography, 
gravure, offset lithography, reprography, screen printing, steel-die 
engraving, thermography, laser printing, inkjet printing, and 
photocopying.  

(11) REPRODUCTION PROOF. A reproduction proof is used exclusively 
for reproduction. It consists of either a direct impression of composed 
type forms containing type matter only or type matter combined with clip 
art, or a copy of that direct impression made by any method, including 
the diffusion transfer method.  

(12) SPECIAL PRINTING AIDS. Special printing aids are reusable 
manufacturing aids which are used by a printer during the printing 
process and are of unique utility to a particular customer. Special 
printing aids include electrotypes, stereotypes, photoengravings, silk 
screens, steel dies, cutting dies, lithographic plates, film, single color or 
multicolor separation negatives, and flats. For purposes of this 
regulation, special printing aids includes items defined by subdivision 
(a)(6) as intermediate production aids.  

 
(b) APPLICATION OF TAX.  

(1) SALES BY PRINTERS. The production of printed matter for a 
consumer is a sale of tangible personal property whether the materials 
incorporated into the printed matter are furnished by the consumer or 
the printer. Unless that sale is exempt from tax, tax applies to the total 
gross receipts or sales price of the sale with no deduction on account 
of: the cost of the raw materials or other components; labor or service 
costs of any step in the process of producing, fabricating, processing, 
printing, or imprinting the tangible personal property; or any other 
expenses or services that are a part of the sale. Services that are a part 
of the sale of tangible personal property to consumers include charges 
for overtime, set-up, die cutting, embossing, folding (except as provided 
in subdivision (h)), and other binding operations. Printers may not 
deduct from the gross receipts or sales price from their sales of printed 
matter charges related to their typography work or the cost of 
typography or typesetting to them, nor can they deduct the costs of 
special printing aids for which they are consumers under subdivision 
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(c)(1)(A), whether or not a separate charge is made to the customer for 
the special printing aids. Receipts attributable to such costs are 
includable in the measure of tax.  

Tax applies to a printer’s sale of special printing aids as provided in 
subdivision (c).  

(2) PURCHASES BY PRINTERS. Printers are consumers of tangible 
personal property which is not sold prior to use or physically 
incorporated into the article to be sold. Tax applies to the sale of such 
property to, or to the use of the property by, a printer and also to any 
sale subsequent to its use by the printer. Property ordinarily consumed 
by a printer includes machinery (e.g., printing presses, cameras, digital 
pre-press equipment, and plate makers), office equipment, and printing 
aids. Printers, however, may purchase special printing aids for resale as 
explained in subdivision (c).  

 
(c) SPECIAL PRINTING AIDS. In recognition of the unique utility that 
special printing aids have to the production of printed matter, the practices 
of the industry, and the need to avoid burdening businesses with 
unnecessary paperwork, the presumptions and rules set forth in this 
subdivision apply to a printer’s purchase and sale of special printing aids 
used to produce printed matter sold by the printer.  

(1) PRINTER’S PURCHASE OF SPECIAL PRINTING AIDS.  

(A) When a printer who uses special printing aids to produce printed 
matter does not wish to sell those special printing aids in connection 
with the printer’s sale of the printed matter so produced, the printer 
shall include the following or substantially similar statement in the 
contract or the sales invoice: “Special printing aids are not being sold 
to the customer as part of the sale of the printed matter, and the 
selling price of the printed matter does not include the transfer of title 
to the special printing aids.” When this statement, or a substantially 
similar statement, is included in the contract or sales invoice, the 
printer retains title to the special printing aids and is the consumer 
thereof, without regard to whether the printer separately itemizes a 
charge for the special printing aids. Accordingly, the printer may not 
issue a resale certificate to purchase such special printing aids for 
resale, and tax applies to the cost to the printer of those special 
printing aids.  

(B) Unless the printer includes a statement in the contract or sales 
invoice retaining title to the special printing aids, as described in 
subdivision (c)(1)(A), it shall be irrebuttably presumed that the printer 
resold to the customer the special printing aids purchased or 
produced by the printer for use on the customer’s job, prior to any 
use, along with the printed matter produced with the special printing 
aids, without regard to whether the printer separately itemizes a 
charge for the special printing aids. Accordingly, unless the printer 
includes a statement in the contract or sales invoice retaining title, 
the printer may issue a resale certificate when purchasing such 
special printing aids or their components. If the vendor of the special 
printing aids to the printer does not take a valid and timely resale 
certificate from the printer stating that the special printing aids are for 
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resale, the vendor has the burden of showing that the printer actually 
resold the special printing aids prior to use as provided in this 
subdivision.  

(2) PRINTER’S SALE OF SPECIAL PRINTING AIDS. When the printer is 
regarded as purchasing the special printing aids for resale under 
subdivision (c)(1)(B), the following rules apply to determine the application 
of tax to the printer’s sale of those special printing aids along with the 
printed matter produced with the special printing aids.  

(A) Retail Sales of Special Printing Aids.  

1. Sales to the United States Government. When a printer makes a retail 
sale of special printing aids along with the printed matter produced with 
those special printing aids to the United States Government, the sale of 
the printed matter and the special printing aids to the United States 
Government is exempt from tax as provided in Regulation 1614.  

2. With nontaxable sale of printed matter. When a printer makes a retail 
sale of special printing aids to anyone other than the United States 
Government along with a nontaxable sale of printed matter (such as an 
exempt sale in interstate commerce, an exempt sale of qualifying 
newspapers, periodicals, or printed sales messages, or a nontaxable 
sale for resale), the printer’s sale of the special printing aids is subject 
to sales tax. The printer’s taxable gross receipts or sales price from the 
sale of the special printing aids is deemed to be the sale price of the 
special printing aids, or their components, to the printer without regard 
to whether the printer separately states a charge for the special printing 
aids or, if the printer does so, without regard to the amount of that 
separately stated charge, and tax is due measured by that sale price. If 
the printer has paid California sales tax reimbursement or use tax on 
the sale price of the special printing aids or their components to the 
printer, no additional tax is due.  

3. With taxable sale of printed matter. When a printer makes a retail sale 
of special printing aids along with the taxable retail sale of printed 
matter, tax applies to the entire charge for the printed matter and 
special printing aids, without regard to whether the charge for the 
special printing aids is separately stated. If the printer does not make a 
separate charge for the special printing aids, the charge for the printed 
matter is deemed to include the taxable charge for the special printing 
aids, and no further tax is due on account of the sale of those special 
printing aids.  

(B) Nontaxable Sales of Special Printing Aids for Resale. A person 
purchasing printed matter for resale may also purchase the special printing 
aids used to produce the printed matter for resale if that person will, in fact, 
resell the special printing aids prior to any use. A printer will not be 
regarded as selling special printing aids for resale unless: 1) the printer 
separately states the sale price of the special printing aids in an amount not 
less than the sale price of the special printing aids, or their components, to 
the printer; and 2) the printer accepts a timely and valid resale certificate in 
good faith from the printer’s customer stating that the special printing aids 
are purchased for resale. The term “special printing aids” on a resale 
certificate shall be sufficient to cover all special printing aids as defined in 
subdivision (a)(12), and a printer accepting such a resale certificate in good 
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faith will be regarded as selling the special printing aids for resale provided 
the printer includes the required separately stated price for them. 
Otherwise, the printer will be regarded as selling the special printing aids at 
retail, and will owe tax on that retail sale accordingly. A printer might sell 
special printing aids for resale along with printed matter under 
circumstances where the sale of the printed matter is for resale and also 
qualifies for exemption, such as a sale in interstate commerce where the 
purchaser will then resell the printed matter prior to use. However, since a 
purchaser of special printing aids from a printer would not be regarded as 
purchasing them for resale unless reselling them as part of the sale of the 
printed matter produced with those special printing aids, a printer claiming 
its sale of special printing aids is for resale should take a resale certificate 
for its sale of the printed matter as well, even if the sale of that printed 
matter would also qualify for exemption.  

1. Sales of printed matter to multiple purchasers. A person is not 
purchasing special printing aids for resale when title to the special 
printing aids does not pass to that person’s customer prior to any use. If 
that person’s customer does not obtain the right to exercise dominion 
and control over the special printing aids, the person will not be selling 
the special printing aids to its customer and cannot purchase the 
special printing aids for resale. A person does not purchase special 
printing aids for resale when the printed matter produced with those 
special printing aids is sold to several purchasers. For example, a 
person purchasing newspapers for individual sale cannot purchase 
special printing aids for resale because the individual purchasers of the 
newspaper are not also purchasing the special printing aids. A person 
purchasing posters for sale to the general public is not purchasing 
special printing aids for resale to the general public. A person 
purchasing printed cartons to pack items for individual sale is not 
purchasing the special printing aids used to produce the cartons for 
resale to the ultimate purchasers of the contents of the carton. In 
addition to the fact that the multiple purchasers in each of these cases 
could not at any time be regarded as purchasing the special printing 
aids, the retail purchaser of the end product is not known at the time the 
special printing aids are used, meaning that the special printing aids 
could not in any event be resold to those purchasers prior to use.  

2. Existing obligation to resell special printing aids. A person cannot 
purchase special printing aids for resale when that person does not 
have an existing obligation to resell those particular special printing aids 
since, if the purchaser does not have such an existing obligation to 
resell the special printing aids, the printer will use them on the 
purchaser’s behalf before they could be resold by the purchaser. An 
existing obligation may be represented by a purchase order, invoice, or 
other existing agreement, whether oral or in writing. If the existing 
obligation is an oral agreement, the person purchasing the special 
printing aids for resale must have some means to establish that the 
agreement was in existence no later than the time the special printing 
aids were used in the printing process.  

(C) Split Sales. A printer may use special printing aids to produce printed 
matter where a portion of the sale is taxable and a portion of the sale is not 
taxable, such as the sale of printed sales messages some of which are 
delivered as required for exemption by Regulation 1541.5 and some of 
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which are delivered directly to the purchaser. If a printer makes a sale of 
printed matter where a portion of the sale is taxable and a portion is not 
taxable along with a retail sale of the special printing aids used to produce 
that printed matter, tax is due on the full sale price of the special printing 
aids. If the printer separately states a charge for the special printing aids in 
an amount not less than the sale price of the special printing aids or their 
components to the printer, tax applies to that separate charge. In the 
absence of such a separate charge, the taxable portion of the sale of 
printed matter will be regarded as including the sale of the special printing 
aids provided that the measure of tax on that sale is at least equal to the 
sale price of the special printing aids or their components to the printer. If 
so, no further tax is due for the printer’s sale of the special printing aids. If 
the measure of tax on the sale of the printed matter is less than the sale 
price of the special printing aids or their components to the printer, then the 
printer owes tax on the difference.  

(3) PURCHASES AND SALES OF SPECIAL PRINTING AIDS BY PRINT 
BROKERS.  

(A) Print Broker’s Purchase of Special Printing Aids for Resale. A 
person who purchases special printing aids for resale with printed matter 
but who will not itself use those special printing aids in the printing process 
is a print broker for that purchase and resale. A print broker who will acquire 
title to special printing aids from a printer or other print broker will be 
irrebuttably presumed to have resold the special printing aids to the 
customer, prior to any use, along with the printed matter produced with the 
special printing aids provided the print broker has, at the time of acquisition 
of the special printing aids, an existing obligation with a customer for the 
sale of printed matter and the print broker does not include a statement in 
the contract or sales invoice retaining title to the special printing aids, as 
described in subdivision (c)(1)(A). Accordingly, unless the print broker 
includes a statement in the contract or sales invoice retaining title, the print 
broker may purchase such special printing aids for resale pursuant to its 
existing obligation and issue a resale certificate for both the special printing 
aids and the printed matter. However, without regard to the taking of a 
resale certificate, a printer or print broker is regarded as making a retail sale 
of the special printing aids, and not a sale for resale, unless the printer or 
print broker separately states the charge for those special printing aids, 
which charge cannot be less than the sale price of such printing aids, or 
their components, to the printer.  

(B) Print Broker Issuing Resale Certificate. A print broker who issues a 
resale certificate for the purchase of special printing aids is liable for tax on 
the print broker’s sale price of the special printing aids, even if the print 
broker’s sale of the printed material produced with the special printing aids 
is not subject to tax (such as an exempt sale in interstate commerce, an 
exempt sale of qualifying newspapers, periodicals, or printed sales 
messages, or a nontaxable sale for resale), unless the print broker sells the 
special printing aids to the United States Government or to another print 
broker who issues a timely and valid resale certificate in good faith as 
provided in this subdivision (c).  

(C) Print Broker’s Retail Sales of Special Printing Aids.  

1. Sales to the United States Government. When a print broker who 
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purchases special printing aids under a resale certificate sells those 
special printing aids along with the printed matter produced with 
those special printing aids to the United States Government, the sale 
of the special printing aids to the United States Government is 
exempt from tax as provided in Regulation 1614.  

2. With nontaxable sale of printed matter. When a print broker who 
purchases special printing aids under a resale certificate makes a 
retail sale of special printing aids to anyone other than the United 
States Government along with a sale of printed matter that is not 
taxable (such as an exempt sale in interstate commerce, an exempt 
sale of qualifying newspapers, periodicals, or printed sales 
messages, or a nontaxable sale for resale), that sale of the special 
printing aids is subject to tax. If the print broker separately states a 
charge for the special printing aids that is not less than the printer’s 
separately stated sale price for the special printing aids to the print 
broker, then tax applies to that separately stated sale price. 
Otherwise, tax applies to the print broker’s sale of the special printing 
aids measured by the printer’s separately stated sale price to the 
print broker.  

3. With taxable sale of printed matter. When a print broker who 
purchases special printing aids under a resale certificate makes a 
retail sale of those special printing aids along with the taxable retail 
sale of printed matter, tax applies to the entire charge for the printed 
matter and special printing aids, without regard to whether the 
charge for the special printing aids is separately stated. If the print 
broker does not make a separate charge for the special printing aids, 
the charge for the printed matter is deemed to include the taxable 
charge for the special printing aids, and no further tax is due on 
account of those special printing aids.  

4. Split Sales. A print broker may sell special printing aids to produce 
printed matter the sale of which is partially exempt and partially 
subject to tax, such as the sale of printed sales messages some of 
which are delivered as required for exemption by Regulation 1541.5 
and some of which are delivered directly to the purchaser. If a print 
broker makes a sale of printed matter where a portion of the sale is 
taxable and a portion is not taxable along with a retail sale of the 
special printing aids used to produce that printed matter, tax is due 
on the full sale price of the special printing aids. If the print broker 
separately states a charge for the special printing aids in an amount 
not less than the printer’s separately stated sale price of the special 
printing aids to the print broker, tax applies to that separate charge. 
In the absence of such a separate charge, the taxable portion of the 
sale of printed matter will be regarded as including the sale of the 
special printing aids provided that the measure of tax on that sale is 
at least equal to the printer’s separately stated sale price of the 
special printing aids to the print broker; if so, no further tax is due for 
the print broker’s sale of the special printing aids, but if the measure 
of tax on the sale of the printed matter is less than the printer’s 
separately stated sale price of the special printing aids to the print 
broker, then the print broker owes tax on the difference.  

 
(d) CONCEPTUAL SERVICES.  
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(1) When the printer makes a lump sum charge for a taxable sale of 
printed matter, the full lump sum charge is subject to tax with no 
deduction on account of any conceptual or other services performed 
to produce that printed matter. When the printer itemizes its charges 
for a taxable sale of printed matter, tax applies to the printer’s entire 
charge except as provided below.  

(2) As part of its contract to produce and sell printed matter, a printer 
may also agree to acquire finished art for use in producing the 
printed matter, and the acquisition of that finished art may involve the 
providing of services to convey ideas, concepts, looks, or messages 
to a printer’s customer which result in a transfer, enhancement, or 
revision of either electronic artwork, hard copies of electronic 
artwork, or copies of manually prepared artwork. If the printer states 
a separate charge for such services which are itemized as “design 
charges,” “preliminary art,” “concept development,” or any other 
designation that clearly indicates that the charges are for such 
services and not for finished art, they are nontaxable unless the 
contract of sale provides that the printer will pass to its customer title 
or the right to permanent possession of the artwork in tangible form, 
such as on electronic media or hard copy, or permanent possession 
of the artwork in tangible form is, in fact, transferred to the client. The 
remainder of the printer’s charge is subject to tax.  

(3) If a printer separately itemizes charges for finished art that also 
include charges for conceptual services described in subdivision 
(d)(2), it will be rebuttably presumed that 75 percent of the combined 
charge for the finished art and conceptual services is for the 
nontaxable services. If, however, the printer acquires the finished art 
and conceptual services from a commercial artist (rather than 
producing the finished art itself) and the commercial artist itemizes a 
separate charge for conceptual services that is less than 75 percent 
of the commercial artist’s combined charge for conceptual services 
and finished art, that lesser percentage shall be applied to the 
printer’s combined charge for final art and conceptual services to 
determine the total nontaxable charges for conceptual services. Tax 
applies to the remaining portion of the combined charge for final art 
and conceptual services unless: 1) the printer passes title to the final 
art to its customer; and 2) that transfer qualifies a technology transfer 
agreement under subdivision (b)(2)(D)2 of Regulation 1540, in which 
case tax applies to the charge for finished art in accordance withthat 
provision. A separately itemized charge for special printing aids is 
not a separately itemized charge for finished art and conceptual 
services, and no portion of that charge is excluded from tax as a 
charge for nontaxable conceptual services.  

 
(e) COLOR SEPARATORS. The application of tax to printers as explained 
in this regulation also applies to color separators. Color separators are 
consumers and not retailers of tangible personal property which is not sold 
prior to use or physically incorporated into the article to be sold. Tax applies 
to the sale of such property to, or to the use of such property by, the color 
separator. Examples of such property include filters and screens, trial 
proofing materials, disposable lithographic plates, and developing 
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chemicals which do not become incorporated into the article sold. Color 
separator working products are special printing aids for purposes of this 
regulation, and the provisions of subdivision (c) apply to their purchase and 
sale. Color separators, and persons such as printers when acting as color 
separators, may purchase color separator working products for resale when 
title to such property passes to the customer prior to use by the color 
separator as described in subdivision (c). The term “color separator working 
products” or “special printing aids” on a resale certificate shall be sufficient 
to cover all such products.  
Charges for alterations of film work for $100 or less shall be considered 
charges for restoring property to its original condition and not subject to tax. 
Charges greater than $100 shall be considered charges for fabrication labor 
and subject to tax.  
 
(f) COMPOSED TYPE.  

(1) IN GENERAL. Tax does not apply to the fabrication or transfer by a 
typographer or typesetter of composed type, or reproduction proofs 
of such composed type to printers to use in the preparation of printed 
matter. The composition of type is the performance of a service, and 
tax does not apply to charges for such service, unless that service is 
a part of the sale of printed matter. Tax applies to the gross receipts 
from the sale of printed matter without any deduction for the charge 
for typography. Tax applies to charges for transfers of composed 
type combined with artwork as provided in subdivision (f)(3).  

Typographers and typesetters are the consumers and not retailers of 
materials, such as typesetting machinery, metal forms, galleys, 
proofing paper, and cleaners which are used in the performance of 
their service and are consumers of materials transferred to their 
customers incidental to the performance of nontaxable typography or 
typesetting services, such as clip art that is combined with text on the 
same page.  

Composed type includes type together with lined borders and plain, 
straight, fancy, or curved lines. Composed type also includes charts, 
tables, graphs, and similar methods of providing information.  

(2) PHOTOCOMPOSITION (INCLUDING PHOTOTYPESETTING AND 
COMPUTER TYPESETTING). Tax does not apply to the composing 
of type regardless of whether the type is composed by means of 
such simplified methods as standard typewriter, desktop publishing, 
Varityper or Justowriter; by means of photolettering or headlining 
machines; or by means of a photocomposition (including computer 
photocomposition) method. Tax does not apply to the transfer, 
whether temporary or permanent, of the direct product of the type 
composition service or copy thereof (e.g., typeset matter direct from 
the typesetting machine ready to be cut and pasted up for 
reproduction or computer generated type), if that product contains 
text only or text combined with clip art, whether that product is a 
paper or film (negative or positive) product, provided the product or 
copy is to be used exclusively for reproduction.  

The transfer of camera-ready copy containing text only or text and 
clip art in the form of a paste-up, mechanical, or assembly, or a 
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camera-ready reproduction of such, is the transfer of composed type 
and the charge made by the typographer or typesetter to his or her 
customer is not subject to tax. Tax does not apply to the transfer of a 
direct photoreproduction of type composed by means of a 
photolettering or headlining machine or other similar device.  

Camera-ready copy which is produced through the use of desktop 
publishing software and a personal computer is nontaxable 
composed type provided it does not contain artwork other than clip 
art.  

Transfers of plates and mats for use in the printing process which 
are produced using composed type are subject to tax, and tax 
applies to the entire charge made to the customer including any 
portion of the charge attributable to the type composition service, 
whether that charge is separately stated or not. Transfers of 
engraved printing plates and duplicate plates such as electrotypes, 
plastic plates, rubber plates, and other plates used in letterpress 
printing are subject to tax. Similarly, transfers of exposed 
presensitized, wipe-on, deep-etch, bi-metal and other plates used in 
offset lithography or of exposed plates produced by a photo-direct 
method, do not qualify as transfers of reproduction proofs of 
composed type and are subject to tax. A transfer of gelatin coated 
film to be transferred to fine mesh silk in the silk-screening process is 
subject to tax.  

(3) ARTWORK. Artwork, other than clip art combined with composed 
type on the same page, is not composed type. The term “artwork” 
includes illustrations (e.g., drawings, diagrams, halftones, or color 
images), photographic images, drawings, paintings, handlettering, 
and computer generated artwork. If the basis for billing is on a per 
page basis, the charge for any page with artwork is subject to sales 
tax and the charge for any page with only text, or text and clip art, is 
not subject to tax. If the basis for billing is lump sum, the ratio of 
pages containing artwork to the total number of pages, applied to the 
lump sum charge, represents the retail sale price of the artwork and 
is subject to tax, but in no event shall the retail sale price of the 
artwork be less than the sale price of the artwork, or its components, 
to the typographer.  

However, if ten percent or fewer of the pages contain artwork, the 
true object of the sale shall be deemed to be a sale of typography 
services with an incidental transfer of artwork, and the typographer is 
the consumer of that artwork. Tax applies to the sale price of the 
artwork, or its components, to the typographer. Tax does not apply to 
the sale of the typography service as explained in subdivision (f)(1).  

(4) REPRODUCTION RIGHTS. Notwithstanding subdivision (f)(3), if the 
transfer of artwork qualifies as a technology transfer agreement 
under subdivision (b)(2)(D)2. of Regulation 1540, tax applies to the 
transfer of the artwork in accordance with that provision.  

 
(g) DIGITAL PRE-PRESS INSTRUCTION.  
Digital pre-press instruction is a custom computer program under section 
6010.9 of the Revenue and Taxation Code, the sale of which is not subject 
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to tax, provided the digital pre-press instruction is prepared to the special 
order of the purchaser. Digital pre-press instruction shall not, however, be 
regarded as a custom computer program if it is a “canned” or prewritten 
computer program which is held or existing for general or repeated sale or 
lease, even if the digital pre-press instruction was initially developed on a 
custom basis or for in-house use. The sale of such canned or prewritten 
digital pre-press instruction in tangible form is a sale of tangible personal 
property, the retail sale of which is subject to tax.  
 
(h) MAILING. Tax does not apply to charges for postage or for addressing 
for the purpose of mailing (by hand or by mechanical means), folding for the 
purpose of mailing, enclosing, sealing, preparing for mailing, or mailing 
letters or other printed matters, provided such charges are stated 
separately on invoices and in the accounting records. Tax applies, however, 
to charges for envelopes.  
 
(i) SIGNS, SHOW CARDS, AND POSTERS. Tax applies to retail sales of 
signs, show cards, and posters, and to charges for painting signs, show 
cards, and posters, whether the materials are furnished by the painter or by 
the customer.  
Tax does not apply to charges for painting or lettering on real property. The 
painter or letterer is the consumer of the materials used in such work, and 
tax applies with respect to the sale of such property to, or the use of such 
property by, the painter or letterer. 
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State of California  
BOARD OF EQUALIZATION 

SALES AND USE TAX REGULATION  
 
Regulation 1541.5. PRINTED SALES MESSAGES  
 
Reference: Sections 6006-6012, Revenue and Taxation Code  

(a) DEFINITIONS.  
(1) “PRINTED SALES MESSAGES” means and is limited to catalogs, 

letters, circulars, brochures, and pamphlets printed for the principal 
purpose of advertising or promoting goods or services. The term 
includes such items as department store catalogs, brochures 
advertising automobiles and vacations, circulars advertising 
professional services, and coupon books. The term does not 
include campaign literature and other fund-raising materials, 
stationery, reply envelopes, except as provided for in (b) of this 
regulation, order forms, sales invoices, containers for sample 
merchandise, newspapers or periodicals, calendars, notepads, 
cash register tapes, or directories unless they meet the principal 
purpose of advertising or promoting goods or services.  

(2) “PRINTED TO THE SPECIAL ORDER” means designed and 
prepared according to the specific request of the purchaser. The 
term is also applicable to additional or supplemental orders, when 
the original order was printed to the special order of the purchaser.  

(3) “MAILING HOUSE” means any person engaged in the business of 
stamping, addressing, sealing or otherwise preparing property for 
mailing for compensation.  

(4) “COMMON CARRIER” means any person engaged in the business 
of transporting property for hire or compensation and who offers his 
services indiscriminately to the public or to some portion of the 
public.  

(5) “COST” means any consideration given for the acquisition of the 
property, whether directly or indirectly. Examples of indirect costs 
include subscription fees, franchise fees or any general overhead 
billing.  

(6) “ANY OTHER PERSON” as used herein means any person, other 
than the purchaser or the purchaser’s agent, who takes physical 
delivery of the printed sales messages and who exercises dominion 
and control over the property.  

 (b) APPLICATION OF TAX. Operative January 1, 1987, tax does not apply 
to the sale or use of printed sales messages which are:  

(1) Printed to the special order of the purchaser;  

(2) Mailed or delivered by the seller, the seller’s agent or a mailing 
house acting as the agent for the purchaser, through the United 
States Postal Service or by common carrier;  

(3) Received by any other person at no cost to that person who 
becomes the owner of the printed material.  
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(4) If all of the above conditions in (b) (1) through (b) (3) are not met, 

tax applies to the charges for the printed sales messages to the 
same extent as to charges for printed matter generally.  

(5) To satisfy the common carrier requirement, it is only necessary that 
a common carrier be involved in some stage of the delivery.  

(6) The tax exemption applies regardless of whether or not the 
purchaser of printed sales messages offers for sale the goods or 
services advertised in the printed sales messages.  

(7) Tax does not apply to charges for containers, such as envelopes or 
wrapping paper, when sold with the printed sales messages for 
shipment or delivery, or when sold to persons who place the printed 
sales messages in the container and sell the printed sales 
messages together with the container.  

(8) Generally, tax applies to sales of reply envelopes and order forms. 
However, reply envelopes, order forms, or other printed matter will 
be considered part of the printed sales message when such 
property is inserted in, stapled, glued, or other wise affixed to the 
printed sales message in such a manner that it becomes a 
component or integral part of the printed sales message and is sold 
together with the printed sales message. Accordingly, the total 
charge in such cases is deemed to be for printed sales messages 
and not subject to tax.  

(9) When printed sales messages are attached to reply envelopes and 
the reply envelopes are provided for the primary purpose of 
securement of a return payment on a billing, or business reasons 
other than the promotion of goods or services, tax applies to 
charges for such reply envelopes.  

(10) A purchaser of printed sales messages may act as the agent of the 
seller of the printed sales messages to purchase form a third party 
supplier envelopes or other printed matter which become 
incorporated by the seller into the printed sales message and are 
sold together with the printed sales message. The purchaser must 
clearly establish with respect to any acquisition of printed matter 
that it is acting as agent for the seller of printed sales messages. To 
establish that a particular acquisition was made as an agent, the 
purchaser must (1) clearly disclose to the supplier the name of the 
seller for whom the purchaser is acting as agent, and (2) obtain, 
prior to acquisition, and retain written evidence of agent status with 
the seller of printed sales messages. The purchaser (agent) may 
not charge the seller, exclusive of any agency fee, an amount in 
excess of the amount paid to the third party supplier for the 
purchase of the envelopes or other printed matter (see Regulation 
1540). The sale by the seller (third party supplier) under this agency 
relationship is a sale for resale to the seller of the printed sales 
message. Accordingly, the agent should provide the supplier with a 
resale certificate, purchase order, or other such document 
containing the principal/seller’s name, address, permit number, 
signature of the agent or principal/seller, date of execution, and a 
statement that the property is purchased “for resale.” (see 
Regulation 1668). Unless the resale certificate, purchase order, or 
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other such document is given on behalf of the seller of printed sales 
messages pursuant to the agency agreement, it will be presumed 
that the purchaser is acting on its own behalf. At no time will the 
purchaser of the printed sales messages act as an agent of the 
seller with regards to the delivery of the printed sales messages.  

 

 

(c) SUPPORTING DOCUMENTATION. Any seller claiming an exemption 
for the sale of printed sales messages must obtain and retain supporting 
evidence of the delivery of the property.  

(1) Delivery by the Seller. A seller who mails exempt printed sales 
messages through the United States Postal Service or by common 
carrier, should obtain and retain U.S. Postal receipts or bills of 
lading and obtain and retain a timely exemption certificate, taken in 
good faith, from the purchaser. The exemption certificate should be 
similar to the following [on the next page]:  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

REGULATION 1541.5 
(Continued) 



 72 

Sample  1-Delivery by Seller” Certificate 
 

I hereby certify that the items purchased are printed sales messages and that the 
printed sales messages described herein which I shall purchase from: 

 

will be delivered by the seller or the seller’s agent through the U.S. Postal 
Service or by common carrier at not cost to another person who becomes the 
owner of the printed material. If any of such printed material is delivered other 
than as specified above, I understand that I am required by the Sales and Use 
Tax Law to report and pay tax, measured by the purchase price of such property. 
Description of the property to be purchased: 

 

 

 

 

 

Date:  

 

Purchaser: 

                                                                (Company Name) 

Address: 

 

 

 

Signature: 

    (Signature of Authorized Person) 

 

Title: 

 

Seller’s Permit No of Purchaser (if any): 
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(2) Delivery by Mailing House as Agent for Purchaser  
 

When the seller of printed sales messages delivers the property to a mailing house 
acting as agent for the purchaser, the contract of sale should specify to whom the 
property was delivered, and the seller should obtain and retain a timely exemption 
certificate, taken in good faith from the purchaser, similar to the following: 
 
I hereby certify that the items purchased are printed sales messages and that the 
printed sales messages described herein which I shall purchase from  
 
___________________________________ 
 
will be delivered by the seller to the mailing house designated below, will be delivered 
by the mailing house, acting as my agent, through the United States Postal Service or 
common carrier at no cost to another person who becomes the owner of the printed 
material. If any such printed material is delivered other than as specified above, I 
understand that I am required by the Sales and Use Tax Law to report and pay tax, 
measured by the purchase price of such property. Description of property to be 
purchased: 
 
___________________________________________________________________ 
 
Mailing 
House______________________________________________________________ 

Name 
 

___________________________________________________________________ 
Address 

 
Date:________________________________ 
 
 
Purchaser:__________________________________________________________ 

(Company Name) 
 

Address_____________________________________________________________ 
 

 
Signature:___________________________________________________________ 

(Signature of Authorized Person) 
 
Title:_______________________________________________________________ 
 
 
Seller’s Permit No. of purchaser (if any):___________________________________ 
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(3) A copy of the exemption certificate described in subdivision (c)(1) 
or (c)(2), accepted in good faith, shall relieve the seller from liability 
for the sales tax for the sale of printed sales messages delivered in 
accordance with subdivisions (b)(2), (b)(3), and (b)(10) of this 
regulation. If the seller fails to deliver the printed sales messages in 
such a manner, the seller will not be relieved from liability for the 
sales tax, on the ground that an exemption certificate was obtained 
with respect to the transaction. 

(4) If a purchaser certifies in writing to a seller that the printed matter 
is a printed sales message or that the printed sales messages 
purchased will be delivered in a manner entitling the seller to regard 
the gross receipts from the sale as exempt from the sales tax and it 
is determined that the printed matter is not a printed sales message 
or the purchaser arranges for the delivery of the printed sales 
messages in some other manner, the purchaser shall be liable for 
payment of sales tax as if the purchaser were a retailer making a 
retail sale of the printed matter at the time of such use and the 
sales price of the printed matter to the purchaser shall be deemed 
the gross receipts from such retail sale. 

(5) If a purchaser wishes to designate on each purchase order that the 
property is an exempt printed sales message, the seller should 
obtain a qualified exemption certificate, i.e., one that states “see 
purchase order” in the space provided for a description of the 
property to be purchased. Each purchase order must then specify 
whether the property covered by the order constitutes an exempt 
printed sales message within the provisions of this regulation or 
whether tax applies to the order. If each purchase order does not 
so specify, it will be assumed that the property covered by that 
purchase order is not an exempt printed sales message. If the 
purchase order includes both exempt printed sales messages and 
printed matter subject to tax, the purchase order must specify which 
items are exempt printed sales messages and which items are 
subject to tax. 

(6) When the purchaser and seller of printed sales messages enter 
into an agency agreement for the purchase of envelopes or other 
printed matter, pursuant to subdivision (b)(10), the purchaser must 
clearly disclose to the third party supplier the name of the seller for 
whom the purchaser is acting as an agent prior to, or at the time of 
purchase. This condition will be met by including on all purchase 
orders provided to the third party supplier a statement [see the 
following two pages]: 
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“This order is placed for an on behalf of ________________________ 
                                                                       (printer/principal’s name) 
 
seller’s permit no._____________________________________________ 
(printer/principal’s name) 
 
located at____________________________________________________ 
(address of printer/principal) 
 
for whom____________________________________________________ 
      (purchaser/agent’s name) 
is acting as agent. 
 
The order is for _______________envelopes to be used as containers for  
            (number of envelopes) 
 
printed sales messages. The envelopes are to be delivered to  
 
 
                (mailing house name) 
    
for inclusion of the printed sales message. 
 
Date:__________________         _________________________________ 
 (Signature of Purchaser or Authorized Agent)” 

 
(7) Pursuant to subdivision (b)(10), prior to the acquisition of the 

envelopes or other printed matter, the purchaser and seller of the 
printed sales messages must agree that the purchaser is acting as 
an agent for the seller with respect to the purchase of envelopes or 
other printed matter which become incorporated by the seller into 
the printed sales message sold. This condition will be met by 
including a statement in a letter of agreement or other such 
document similar to the following example: 
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“You are hereby authorized to act as our agent in the procurement on our 
behalf of 
 
___________________________________________________________ 
(number of envelopes) 
 
envelopes purchased for resale under seller’s permit number __________ 

                                                                (printer’s/seller’s permit number) 
 
from _______________________________________________________ 

(third party supplier’s name) 
, 
located at____________________________________________________ 

(address of third party supplier) 
 
for inclusion of printed sales messages to be sold and delivered pursuant to 
Regulation 1541.5. 
 
Date: 19_________________20  ________________________________ 

                                       (Signature of Printer/Seller) 
 
 

(8) The fact that the seller/principal of the printed sales messages may 
not formally reimburse the purchaser/agent with respect to the 
acquisition of envelopes or other printed matter from the third party 
supplier will not invalidate the agency relationship between the 
seller and purchaser of printed sales messages when all other 
provisions of this regulation are met the agency relationship 
between the seller and purchaser of printed sales messages when 
all other provisions of this regulation are met. 

 

(d) Examples of the Application of Tax Under Specific Circumstances. 

(1) A real estate company contracts with a printer to design and 
prepare a brochure describing homes for sale in an area. The 
brochures are delivered by the seller to a mailing house for 
redelivery by common carrier to local merchants at no charge to the 
merchants. The merchants voluntarily display on the store premises 
the brochures which are available to the public free of charge. The 
merchants may dispose of the brochures in any manner they see 
fit. Tax does not apply to the charges for the brochures by the 
printer since the mailing house delivered the brochures by common 
carrier to a person other than the purchaser. 

(2) The same real estate company in Example 1 requests the printer 
to prepare a second distribution of the same brochures in the same 
manner one month later. Tax does not apply to the charges for the 
second distribution, since the original printed matter was prepared 
to the special order of the purchaser and met the other conditions 
of the exemption. 

(3) A manufacturer of automotive oil contracts with a printer to design 
and prepare a brochure describing the unique features of the oil. 
The brochures are delivered by the seller to a mailing house for 
redelivery by the U.S .Postal Service to automotive parts stores at 
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no charge to the stores. The automotive parts stores voluntarily 
display on the store premises the brochures which are available to 
the public free of charge. Although the automobile parts store sells 
the oil, there is no direct or indirect cost to the store for displaying 
the brochures, that is, the wholesale cost is not determined by the 
distribution of the brochures. Tax does not apply to the charges for 
the brochures by the printer since the mailing house delivered the 
brochures by the U.S. Postal Service to a person other than the 
purchaser and all other conditions of the exemption were met. 

(4) A fast-food franchiser contracts with a printer to prepare and 
deliver by a common carrier to the franchisee, coupons for a free 
soft drink. The franchisee distributes the coupons to its patrons at 
the premises. The franchisee pays a flat monthly fee to the 
franchiser for general expenses incurred by the franchiser for 
promotion of the products sold by the franchise. Although no 
specific charge was made by the franchiser to the franchisee, an 
indirect charge was made by way of the monthly fee, and, 
accordingly, tax applies to the charge for the printed matter. 

(5) A company contracts with an advertising agency, who is acting as 
a seller, to prepare and deliver printed sales messages. The 
advertising agency contracts with a third party to do the printing and 
mailing. When the advertising agency separately bills the printed 
material to the company, and all other requirements for exemption 
are met, tax does not apply to the advertising agency’s charges for 
the printed matter, since the seller need not be the actual printer to 
qualify for an exemption from the tax. 

(6) A department store contracts with a printer to prepare sales 
catalogs. The printer delivers the catalogs through the U.S. Postal 
Service to the department store where the catalogs are available at 
no charge to the store’s patrons. Tax applies to the charges made 
by the printer since delivery was made to the purchaser. 

(7) The same department store in Example (6) requests the printer to 
deliver 75 percent of the catalogs through U.S. Postal Service to be 
distributed to individuals at no cost to those individuals. The printer 
delivers 25 percent of the catalogs to the department store and 
separately lists and prices on the invoice to the department store 
the charges for the printing aids used in the preparation of the 
printed sales messages. Tax would not apply to the charges by the 
printer on 75 percent of the printed material; tax would apply to the 
25 percent delivered to the department store and to the entire 
charge for the printing aids. 

(8) An attorney requests a printer to prepare and mail a letter to 
potential clients advertising the attorney’s professional services. 
The printer inserts a reply envelope into the folded letter and places 
both into a larger envelope and mails the material through the U.S. 
Postal Service. The letter qualifies as an exempt sales message. 
The outer envelope is an exempt container sold with the exempt 
printed sales message. The reply envelope is a component or 
integral part of the printed sales message when inserted with the 
letter into the larger envelope and sold with the exempt printed 
sales message. 
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(9) A furniture store requests a printer to prepare and mail billings and 
furniture advertisements to the store’s customers. Both the billings 
and the advertisements are placed by the printer in the same 
envelope and mailed through the U.S. Postal Service. When the 
charges for the advertisement material are separately stated, tax 
does not apply to such charges. Tax does apply to the charges for 
the preparation of the billings and charges for the envelopes 
containing the billings, since the primary use of the envelopes is to 
mail billings and the addition of the printed sales messages is only 
secondary. 

(10) A distributor requests a printer to prepare and mail through the 
U.S. Postal Service sales catalogs and order forms. The distributor 
also contracts with an envelope company to prepare reply 
envelopes to be incorporated into the catalog. The envelope 
company is requested by the distributor to deliver the reply 
envelopes to the printer, who will staple a reply envelope with an 
order form into the center of each catalog. The catalogs are 
subsequently delivered to the recipients free of charge through the 
U.S. Postal Service. Tax does not apply to the charges made by 
the printer for the catalogs or order forms. The order forms were 
sold by the printer along with the sale of the catalogs and became 
component parts of the catalogs. Tax applies to the distributor’s 
purchase of the reply envelopes, since the reply envelopes were 
not component parts of the catalogs at the time they were 
purchased. However, when the distributor purchases the envelopes 
from the envelope company as an agent of the seller of the 
catalogs (in this case the printer), and such agency relationship is 
disclosed at the time of purchase, the reply envelopes will be 
considered sold with the catalogs. Accordingly, tax does not apply 
to the purchase of the envelopes (purchased for resale on behalf of 
the printer) or the printer’s subsequent sale of the reply envelopes. 
In this case, the reply envelopes are sold along with the catalogs 
and become component parts when inserted. 

 
(e) SPECIAL PRINTING AIDS. The exemption provided under this 
regulation is limited to sales of printed sales messages and does not affect 
the application of tax with respect to “special printing aids” or other 
materials used in the preparation of printed sales messages. Tax applies to 
the sale of “special printing aids” as provided in Section 1541(e) of Title 18. 
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State of California  

BOARD OF EQUALIZATION 
SALES AND USE TAX REGULATION  

Regulation 1543. PUBLISHERS.  

Reference: Sections 6006, 6015, 6094, 6244, 6362, 6379.5 and 6396, Revenue and Taxation 
Code.  

(a) DEFINITIONS.  
(1) ART DIRECTOR. An art director prepares general specifications (in 

the form of verbal instructions or rough sketches) for an illustrator or 
photographer.  

(2) AUTHOR. An author creates an original manuscript, whether written 
by hand, on a typewriter or computer, or otherwise, for the purpose 
of publication. For purposes of this regulation, the following persons 
are also authors:  

(A) Copy editor, who reviews a manuscript for grammatical 
consistency and clarity.  

(B) Developmental editor, who consults with the author who created 
an original manuscript for purposes of publication to develop the 
concepts in the manuscript, or who reviews the copy edited 
manuscript and recommends visual concepts.  

(C) Manuscript reviewer, who reviews a manuscript for technical 
accuracy and acceptability to the proposed audience. For 
example, a reviewer may review the manuscript of a book on 
gardening for technical accuracy and suitability of the gardening 
advice for a particular climate.  

(D) Photo researcher, who assists other authors or publishers in 
obtaining permission and rights from third parties to use 
photographic images for purposes of reproduction in the 
publication of a manuscript.  

(E) Translator, who produces a manuscript that is a translation of 
material from a different language.  

(3) DESIGNER. A designer plans and prepares a general layout of 
typographical and illustrative elements for printed literature.  

(4) FINISHED ART. Finished art is the final artwork used for actual 
reproduction by photomechanical or other processes, or used for 
display. It includes electronic art, illustrations (e.g. drawings, 
diagrams, halftones, or color images), photographic images, 
sculptures, paintings, and handlettering.  

(5) ILLUSTRATOR. An illustrator creates an illustration, which is an 
original artwork (including cartoons and comic strips) licensed for the 
purpose of publication.  
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(6) PHOTOGRAPHER. A photographer creates an original 
photographic image through the use of a camera or similar device, 
which photographic image is licensed for the purpose of publication.  

(7) PHOTOSTAT. A photostat (also called a “stat”) is a copy produced 
by photographic means, often used in layout, dummy work, or “for 
position only” on camera-ready art.  

(8) PRELIMINARY ART. Preliminary art is tangible personal property 
which is prepared solely for the purpose of demonstrating an idea or 
message for acceptance by the client before a contract is entered 
into, or before approval is given, for preparation of finished art, 
provided neither title to, nor permanent possession of, such tangible 
personal property passes to the client. Examples of preliminary art 
include roughs, visualizations, layouts, comprehensives, and instant 
photos.  

(9) PRODUCTION FUNCTION. A production function is a segment of 
the process of producing camera-ready art or camera-ready copy, 
and includes the following:  

(A) Alterations, which are changes made to typeset copy or camera-
ready copy.  

(B) Dummy, which is a mock-up or layout of a page showing position 
and overall form, used for approval. A dummy can be assembled 
manually or generated by a computer program. A dummy is never 
physically incorporated into a mechanical or paste-up.  

(C) Formatting, which is a manuscript mark-up, when done 
electronically.  

(D) Manuscript mark-up, which is the application of type 
specifications to a manuscript for typesetting, when done 
manually.  

(E) Mechanical or paste-up (also called camera-ready art or camera-
ready copy), which is produced by preparing copy to make it 
camera-ready with all type and design elements, and then pasting 
the prepared copy on artboard or illustration board in exact 
position along with instructions, either in the margins or on an 
overlay, for the platemaker.  

(F) Production Coordination or Production Direction, which is the 
coordination and scheduling of the various components of a 
project.  

(G) Production Editing, which is editing that maintains editorial 
integrity of the author’s work during the production process.  

(H) Proofreading, which is a reading of typeset copy for correctness 
in comparison with the original manuscript.  

(I) Typesetting, typography, or composition, which is the fabrication 
or production of composed type, or reproduction proofs thereof, 
for use in the preparation of printed matter. Typesetting, 
typography, or composition does not include the fabrication or 
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production of a paste-up, mechanical, or assembly of which a 
reproduction proof is a component part.  

(10) PUBLISHER. A publisher owns, outright or by license, the rights to 
reproduce, market, and distribute printed literature.  

(11) SYNDICATOR. A syndicator receives from authors original 
manuscripts, or reproduction proofs thereof, including columns, 
cartoons, and comic strip drawings, and distributes those 
manuscripts to publishers for publication.  

 
(b) APPLICATION OF TAX.  

(1) AUTHORS.  

(A) The transfer by an author to a publisher or syndicator, for the 
purpose of publication, of an original manuscript or copy thereof, 
including the transfer of an original column, cartoon, or comic strip 
drawing is a service the charge for which is not subject to sales 
tax. If the author transfers the original manuscript or copy thereof 
in tangible form, such as on paper or in machine-readable form 
such as on tape or compact disc, that transfer is incidental to the 
author’s providing of the service, and the author is the consumer 
of any such property. However, the transfer of mere copies of an 
author’s work is a sale of tangible personal property, and tax 
applies accordingly.  

(B) Tax applies to charges for transfers of photographic images and 
illustrations, whether or not the photographic images or 
illustrations are copyrighted. Transfers of photographic images or 
illustrations illustrating text written by the photographer or 
illustrator are not taxable when they are merely incidental to the 
editorial matter.  

(2) SYNDICATORS. The transfer by a syndicator to a publisher of 
impressed mats or proofs of syndicated columns, cartoons, or comic 
strip drawings for the purpose of publication is not subject to tax.  

(3) DESIGNERS AND ART DIRECTORS. Fees paid to a designer or 
art director for his or her ability to design, conceive, or dictate ideas, 
concepts, or specifications are not subject to tax if the designer or art 
director does not transfer to the client or to any other person on behalf 
of the client title or possession of any tangible personal property used to 
convey the ideas.  The designer or art director is the consumer of any 
paper, tape, film, diskette, or other tangible personal property used. Tax 
applies to the sale of such tangible personal property to, or use of such 
tangible personal property by, the designer or art director.   

(4) PRODUCTION FUNCTIONS.  

(A) Tax applies to the gross receipts from the retail sale of camera-
ready art or camera-ready copy. The measure of tax includes 
charges for the performance of all production functions, whether 
the charges are separately stated or not.  
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(B) A contract under which a person performs only the following 
functions (or any combination of the following functions) is not 
subject to tax: manuscript mark-up, formatting, typesetting, 
proofreading, production coordination, and production editing. 
Charges for any of such functions are taxable when they are 
provided as part of the taxable sale of camera-ready copy or 
camera-ready art unless there is no contract for the camera-ready 
copy or camera-ready art until after such functions are completed, 
in which case the charges for such functions are nontaxable.  

(5) CONTRACT TO PERFORM SERVICES AND TO FURNISH 
TANGIBLE PERSONAL PROPERTY. One person may, under a 
single agreement, contract both to perform author, design, or art 
direction services, and to produce camera-ready copy or art. If, 
under the terms of the agreement, the client retains the right to 
approve the manuscript, layout, or general specifications before 
authorizing preparation of camera-ready copy or art, and if the 
author, designer, or art director does not transfer to the client title to 
the layouts or possession of the layouts other than for the purpose of 
review and approval only, then separately stated charges for 
performance of the services are not taxable. In the absence of 
specific contractual language, proof of client approval shall be 
evidenced by contemporaneous notation of receipt of approval in the 
records of the author, designer, or art director. No other proof shall 
be required.  

(6) PRELIMINARY ART. Tax does not apply to separately stated 
charges for preliminary art, except where the preliminary art 
becomes physically incorporated into the finished art, as, for 
example, when the finished art is made by inking directly over a 
pencil sketch or drawing, or the approved layout is used as camera 
copy for reproduction. The charge for preliminary art is separately 
stated if it is billed separately to the client, either on a separate billing 
or separately itemized on the billing for the finished art, provided it is 
clearly identified on the billing as roughs, visualizations, layouts, 
comprehensives, or other preliminary art. Proof of ordering or 
producing the preliminary art, prior to the date of the contract or 
approval for finished art, shall be evidenced by purchase orders of 
the buyer, or by work orders or other records of the seller. No other 
proof shall be required. Tax applies to the total charges made for 
finished art. If there is no separately stated charge for preliminary art, 
then there is no deduction for such services from the taxable 
measure for the sale of the finished art except as provided in 
subdivision (b)(2)(C) of Regulation 1540.  

(7) SALES BY PUBLISHERS. Sales of printed literature are subject to 
tax unless the sale is for resale or is specifically exempted by law, 
e.g., qualifying sales of printed sales messages and sales in 
interstate and foreign commerce.  

(8) TRANSPORTATION CHARGES AND SERVICES RELATED TO 
TRANSPORTATION. Tax applies to charges for the transportation of 
printed matter in connection with a taxable retail sale except as 
provided in Regulation 1628.  
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Separately stated charges for services such as addressing (by hand 
or by mechanical means), folding, enclosing, or sealing directly 
related to the transportation of printed matter to the customer are not 
subject to tax. Tax applies, however, to charges for envelopes 
except as otherwise provided in Regulation 1541.5.  

(9) PURCHASES OF PROPERTY FOR RESALE. Tax applies to the 
purchase of tangible personal property that is consumed in any 
production function and does not become a part of the finished 
product. However, a person may purchase such property for resale if 
that person’s contract of sale with its client explicitly passes title to 
the property to that person’s client prior to its use. Tangible personal 
property so purchased must be separately listed and priced on the 
person’s sales invoice to the client and sales tax applies to that 
charge.  

(10) REPRODUCTION RIGHTS. Notwithstanding anything to the 
contrary in this regulation, if the transfer of a photographic image or 
artwork is made pursuant to a technology transfer agreement under 
subdivision (b)(2)(D)2. of Regulation 1540, tax applies to the transfer 
of the artwork in accordance with that provision.  

 
 
(c) EXAMPLES OF THE APPLICATION OF TAX UNDER SPECIFIC 
CIRCUMSTANCES.  

(1) A firm provides various services to a publisher. In performing a 
contract with the publisher, the firm buys a color separation from a 
third party. The firm does not make a copy of the color separation or 
use it in any way, but resells it to the publisher. The firm may give a 
resale certificate to the third party but tax applies to the sale to the 
publisher.  

(2) The firm in Example (1) uses the color separation before reselling it 
to the publisher. Both the firm and the publisher are consumers, and 
both sales are subject to tax.  

(3) The firm in Example (1) buys both the color separation and a 
photostatic copy of it from the third party who separately states the 
price of each item on the sales invoice. The firm retains the 
photostatic copy but resells the color separation to the publisher 
without using it in any way. Since the third party used the color 
separation to make a copy of it, the sale of the component parts to 
the third party, or the third party’s use of those component parts, is 
subject to tax. The firm may give a resale certificate to the third party 
for the color separation, but tax applies to the third party’s sale of the 
photostatic copy. Tax also applies to the firm’s sale of the color 
separation to the publisher.  

(4) A firm contracts with a publisher to perform a contract in three 
stages, as follows:  

(A) The firm creates an original manuscript of a book. The publisher 
reviews the first draft, comments on it, and approves it. The firm 
then does developmental editing, in which the writer and editors 
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develop the manuscript for sound editorial structure and 
organization. The publisher reviews the resulting second draft, 
comments on it, and approves it. The firm then does copy editing, 
in which editors review the manuscript for grammatical 
consistency and clarity. After this, the firm passes title to the 
manuscript to the publisher for the purpose of publication. Under 
the contract, the firm can proceed with further work only with the 
publisher’s approval.  

Tax does not apply to the sale of the finished manuscript or to any 
of the steps of writing and editing it.  

(B) In the second stage, the publisher returns the accepted 
manuscript to the firm for typesetting into galleys, which the 
publisher reviews and approves. The firm then arranges the 
galleys into page form, which the publisher reviews and approves. 
The firm then produces camera-ready art, which the publisher 
reviews for approval or alterations. The publisher then accepts 
and takes title to the camera-ready art.  

Tax applies to the firm’s gross receipts from the sale of the 
camera-ready art, including formatting, typesetting, proofreading, 
and production coordination, whether separately stated or not. To 
preserve the nontaxable status of the receipts described in 
Example (4)(A), the charges for work done in Example (4)(A) must 
be separately stated from the charges for the sale of the tangible 
personal property in this Example (4)(B).  

(C) In the third stage, the publisher returns the camera-ready art to 
the firm for printing. The firm subcontracts the printing to a printer. 
The firm manages the quality of the printing. A representative of 
the publisher visits the printer to approve the work. At the firm’s 
instruction, the printer ships the completed books to the 
publisher’s warehouse.  

Since the firm will be reselling the books to the publisher without 
using them, the firm may issue a resale certificate to the printer. 
Since the publisher intends to resell the books, the publisher may 
issue a resale certificate to the firm. Tax applies to sales of the 
books by the publisher to consumers unless the sales are 
specifically exempt by statute (e.g., sales in interstate commerce).  

(5) A publisher owns an existing manuscript. The publisher contracts 
with an editorial design firm for developmental editing, copy editing, 
and design specifications. The firm reviews the manuscript and 
makes recommendations to the publisher for developing it into 
publishable form, including recommended layout and a general 
approach to design (e.g., trim size). After the publisher accepts 
these recommendations, a designer (at the firm or a subcontractor) 
prepares sample sketches and dummies to express the idea to the 
publisher. After the publisher approves the sketches and dummies, 
the designer creates type specifications. A developmental editor 
and a copy editor (at the firm or a subcontractor) perform 
development and copy editing services. The edited manuscript, 
dummies, and type specifications are transferred to the publisher.  
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Tax does not apply to the editing services because they are 
author’s services. Tax does not apply to charges for the  dummies 
and type specifications if those charges are separately stated and if 
possession and title is retained by the editorial design firm.  

(6) A publisher has an office in California and an office in New York. 
The publisher’s California office purchases camera-ready art from a 
California production firm with title passing in California. However, 
the production firm, on instructions from the publisher, ships the 
camera-ready art directly to the publisher’s New York office for use 
at the New York office, with no use of the camera-ready art in 
California.  

Tax does not apply to the production firm’s gross receipts from the 
sale of the camera-ready art, because the sale is in interstate 
commerce.  

(7) A commercial artist (such as a commercial photographer or 
illustrator) makes a temporary transfer of finished art (such as a 
photograph or illustration) that qualifies as a technology transfer 
agreement under subdivision (b)(2)(D)2. of Regulation 1540 to a 
publisher for purposes of reproducing the finished art in a children’s 
book. The publisher makes a computer scan of the finished art and 
returns the original finished art to the commercial artist. The 
publisher incorporates the computer scan into layouts which are 
used to reproduce the finished art in the printed children’s books, 
which are then sold. The commercial artist is paid an advance 
against royalties, and is then paid royalties based on retail sales of 
the children’s book. The commercial artist does not make a 
separate charge for the tangible personal property leased to the 
publisher in accordance with subdivision (b)(2)(D)2.a. of Regulation 
1540. As provided in subdivision (b)(2)(D)2.b. of Regulation 1540, if 
the commercial artist has leased like property for a separate price 
to an unrelated third party without also transferring an interest in the 
copyright, or has leased that finished art or like finished art for a 
separate price satisfying the requirements of subdivision 
(b)(2)(D)2.a. of Regulation 1540, then tax applies to that separate 
price. Otherwise, tax applies to the commercial artist’s transfer as 
specified in subdivision (b)(2)(D)2.c. of Regulation 1540. Except for 
the tax due under subdivision (b)(2)(D)2.b. or (b)(2)(D)2.c. of 
Regulation 1540, no further tax is due on the royalties or the 
advance paid to the commercial artist. Tax applies to the retail 
sales of the children’s book unless specifically exempt by statute.  
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State of California  

BOARD OF EQUALIZATION 
SALES AND USE TAX REGULATION  

 
Regulation 1546. INSTALLING, REPAIRING, RECONDITIONING IN 
GENERAL 

References: Sections 6006, 6010, 6011, 6012, 6015, Revenue and Taxation Code. 
Tire Retreading and Recapping, see Regulation 1548. 

Accommodation loans by repairers, see Regulation 1669. 

a) INSTALLATION GENERALLY. Charges for labor or services used in installing or 
applying the property sold are excluded from the measure of the tax. Such labor and 
services do not include the fabrication ofproperty in place. 
 
(b) REPAIRMEN. 

(1) WHEN RETAILERS. If the retail value of the parts and materials 
furnished in connection with repair work is more than 10 percent of the 
total charge, or if the repairman makes a separate charge for such 
property, the repairman is the retailer and tax applies to the fair retail 
selling price of the property.1 

If the retail value of the property is more than 10 percent of the total 
charge, the repairman must segregate on the invoices to his 
customers and in his records the fair retail selling price of the parts 
and materials from the charges for labor of repair, installation, or other 
services performed.2 “Total charge” means the aggregate of the retail 
value of the parts and materials furnished or consumed in making the 
repairs, charges for installation, and charges for labor of repair or 
other services performed in making the repairs, including charges for 
in-plant or on-location handling, disassembly and reassembly. It does 
not include pick-up or delivery charges. 

If the retailer does not make a segregation, the retail selling price of 
the parts and materials will be determined by the Board based on 
information available to it. 

(2) WHEN CONSUMERS. If the retail value of the parts and materials 
furnished in connection with the repair work is 10 percent or less of 
the total charge, as defined in (b)(1) above, and if no separate charge 
is made for such property, the repairman is the consumer of the 
property,3 and tax applies to the sale of the property to him. 

(3) LUMP-SUM MAINTENANCE CONTRACTS. 

(A) In General—Definitions. “Mandatory maintenance contract.” A 
maintenance contract is mandatory within the meaning of this 
regulation when the buyer, as a condition of the sale, is required to 
purchase the maintenance contract from the seller. “Optional 
maintenance contract.” A maintenance contract is optional within the 
meaning of this regulation when the buyer is not required to purchase 
the maintenance contract from the seller, i.e., he is free to contract 
with anyone he chooses. 
 
Parts furnished for repairing such property as motor vehicles, airplanes, bicycles, machinery, 
refrigerators, farm implements, musical instruments, radios, television sets, boats and furniture. 
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Section 9884.8 of the Business and Professions Code provides in part, with respect to automotive 
repair dealers, that “. . . Service work and parts shall be listed separately on the invoice, which shall 
also state separately the subtotal prices for service work and for parts, not including sales tax, and 
shall state separately the sales tax, if any, applicable to each . . .” 
 
Parts furnished for repairing such property as tires (retreading and recapping, see Regulation 1548), 
tubes, clothing, fishing rods, watches, and jewelry (see Regulation 1553). 
(B) Mandatory Maintenance Contracts. If the repair work is performed 
under a mandatory lump sum maintenance contract providing for the 
furnishing of parts, materials, and labor necessary to maintain the property, 
the repairer is regarded as the retailer of the material furnished. Accordingly, if 
the property upon which the maintenance will be performed is sold at retail, 
the measure of tax includes any amount charged for the lump-sum 
maintenance contract, whether or not separately stated. The sale of the parts 
and materials to the repairer furnishing them under such a contract is a sale 
for resale and is not taxable. 
 
(C) Optional Maintenance Contracts. If the repair work is performed under 
an optional lump-sum maintenance contract providing for the furnishing of 
parts, materials, and labor necessary to maintain the property, the repairer is 
regarded as the consumer of the parts and materials furnished. 

 
(4) EXCHANGE OF USED FOR RECONDITIONED SIMILAR PROPERTY. If the 

method of repairing or reconditioning certain tangible personal property 
involves commingling property delivered to a repairman or reconditioner with 
similar property so that the customer receives repaired or reconditioned 
property which may not be the identical property delivered to the repairman or 
reconditioner but which is exactly the same kind of property or derived from 
exactly the same kind of property as that so delivered, tax applies to the 
amount charged by the repairman or reconditioner for the repaired or 
reconditioned property. 

 
(5) REPAIR JOBS COVERED BY INSURANCE. An amount represented as the 

sales price of parts in an accepted bid is the taxable measure required to be 
reported by the repairman unless there is a subsequent modification of the bid 
agreement and the customer or the insurer is informed of the change, 
provided, however, that the sales price of the parts is not less than the cost of 
the parts actually used. The bid agreement may be modified by an invoice or 
a priced repair order given to the customer or the insurer showing the sales 
price of the property actually furnished by the repairman. If a bid is so 
modified and the customer or insurer is notified of the change, the amount 
represented as the sales price of the parts on the modified bid is the amount 
upon which tax must be reported. 

 
When the accepted bid is in writing, the subsequent modification to the bid 
agreement must also be in writing. The customer or the insurer should be 
notified of such modification prior to completion of the sale (e.g., delivery of 
the repaired automobile). 
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State of California  
BOARD OF EQUALIZATION 

SALES AND USE TAX REGULATION  

Regulation 1553. MISCELLANEOUS REPAIR OPERATIONS  

Reference: Section 6006, Revenue and Taxation Code  

(a) BOOKBINDERS. Bookbinders are consumers, rather than retailers, of 
the materials, such as cloth, leather, cardboard, glue, and thread, used in 
rebinding used books for a single or lump-sum charge, and tax applies to 
the sale of such materials to the bookbinder. If, however, the bookbinder 
makes a separate charge for such property at the fair retail selling price, the 
bookbinder is the retailer of the materials and tax applies to the amount of 
the separate charge.  
When bound books are sold at retail, tax applies to the gross receipts 
without any deduction for the cost of binding, even when done by the seller 
of the books. Tax also applies to the entire charge for the initial binding of 
new books furnished to a bookbinder for binding, unless the customer of the 
bookbinder will sell the books in the regular course of business, in which 
case the customer of the bookbinder may furnish a resale certificate to the 
bookbinder.  
Tax applies to the entire charge for binding done in connection with the 
furnishing of a finished product, i.e., a bound book, including a book 
produced with either a hard or soft cover by binding together materials such 
as magazines, newspapers, or business records.  
(b) MOTOR AND TRANSFORMER REWINDING. Tax applies to sales of 
materials and supplies furnished in connection with the rewinding of motors 
and transformers. If a lump-sum price is charged for the materials and 
labor, 50 percent thereof is regarded as the sales price of the supplies and 
materials.  
(c) SHOE REPAIRPERSONS. Persons engaged in repairing shoes are 
retailers of the tangible personal property furnished in connection with the 
repair work and tax applies to the retail selling price of such property. If a 
lump-sum or single charge is made for both materials and labor, 25 percent 
thereof is considered the retail selling price of the materials.  
Tax applies to retail sales by shoe repairpersons of such items as shoes, 
polishes, and laces.  
(d) TENNIS RACKET RESTRINGING AND REPAIRING. Persons 
engaged in repairing and restringing tennis rackets are retailers of the 
strings and other tangible personal property furnished, and tax applies to 
the retail selling price thereof. If a lump-sum charge is made for materials 
and labor, 50 percent thereof is regarded as the retail selling price of the 
materials furnished.  
(e) WATCH AND JEWELRY REPAIR PERSONS. Persons engaged in 
repairing watches and jewelry are consumers of watch, clock and jewelry 
repair parts and materials such as crystals, findings, chain links, gold and 
gems used in repairing watches, clocks, and jewelry. Tax applies with 
respect to the sale to them of such property unless  
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(1) The retail value of the parts and materials furnished in connection 
with repair work is more than 10 percent of the total charge, or  

(2) The repair person makes a separate charge for the repair parts 
and materials.  

Repairers are, however, retailers of wrist watch straps, metal 
bands, watches, clocks, chains, precious stones, gems and other 
tangible personal property which they sell to consumers in the 
regular course of business and tax applies to the gross receipts 
from such retail sales.  
When the retail value of wrist watch straps, metal bands, watches, 
clocks, chains, precious stones, gems and other tangible personal 
property furnished in connection with a repair work is more than 10 
percent of the total charge for the repair, the repair person is the 
retailer of these parts and materials, and must segregate on the 
invoices to customers and in its records the fair retail selling price of 
these parts and materials from the charges for the repair labor 
performed. “Total charge” means the aggregate of the retail value 
of the parts and materials furnished or consumed in making the 
repairs and charges for the labor performed in making the repair. 
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State of California 
BOARD OF EQUALIZATION 

SALES AND USE TAX REGULATIONS 
 
Regulation 1570. CHARITABLE ORGANIZATIONS  
Reference: Sections 6371, 6375, 6375.5, 6408, 6409, 23701d and 23701f, 
Revenue and Taxation Code. 

(a) DEFINITION. For purposes of this regulation, the term "charitable 
organization" means and includes any organization which meets all of the 
following conditions: 

(1) The organization must be formed and operated for charitable 
purposes and must qualify for the "welfare exemption" from property 
taxation provided by section 214 of the Revenue and Taxation Code. 
(2) The organization must be engaged in the relief of poverty and 
distress. 
(3) The organization's sales or donations must be made principally as 
a matter of assistance to purchasers or donees in distressed financial 
condition. 
(4) The property sold or donated must have been made, prepared, 
assembled or manufactured by the organization. 

(A) The welfare exemption referred to in condition (1) is available to 
property owned and operated by a charitable organization under certain 
conditions. Among them is the requirement that the property be used in 
the actual operation of a charitable activity. Property used merely to raise 
funds is not used in a charitable activity even though the funds will be 
devoted to a charitable purpose. An example of a retail location being 
engaged in a charitable activity is a store employing handicapped 
persons as store personnel which devotes its profits to the store 
operation and an associated closed workshop for the handicapped. 

(B) In order to receive the sales tax exemption it is necessary for the 
organization to receive the welfare exemption on the retail location for 
which the seller's permit is held. The welfare exemption must be claimed 
annually with the county assessor on forms provided for this purpose. If 
the organization does not own the store premises, it must receive the 
welfare exemption on its personal property, i.e., furnishing and fixtures. 

(C) Conditions (2) and (3) are fulfilled if the primary purpose of the 
organization is to relieve poverty and distress and to aid purchasers and 
donees by selling its property at reduced prices or donating its property 
so as to be of real assistance to the purchasers and donees. Incidental 
sales to persons other than indigents will not preclude the organization 
from receiving the benefits of Revenue and Taxation Code section 6375. 

(D) Condition (4) is fulfilled when the property is picked up at various 
locations and brought together (assembled) at one or more locations for 
purposes of sale or donation, even though nothing further remains to be 
done to the property to place it in saleable condition. Property is deemed 
"prepared" when it is made ready for sale or donation by such processes 
as cleaning, repairing, or reconditioning. 

(b) SALES BY CHARITABLE ORGANIZATIONS. Sales by a charitable 
organization are exempt from the sales tax and the purchaser is exempt 
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from the use tax provided all of the conditions of paragraph (a) above are 
met. 

(c) SALES TO CHARITABLE ORGANIZATIONS. 

(1) Effective January 1, 1990, neither the sales tax nor the use tax 
apply to tangible personal property purchased by a charitable 
organization for the purpose of donation by the organization provided 
all of the conditions of paragraph (a) above are met. Tax applies, 
however, to sales to the organization of supplies such as tools and 
office supplies and other articles not otherwise exempt. 
(2) Except as provided in (c)(3), tax does not apply to the gross 
receipts from the sale of, and the storage, use, or other consumption 
in this state of new children's clothing that is sold to a nonprofit 
organization for its distribution without charge to elementary 
schoolchildren. For purposes of this subdivision, "nonprofit 
organization" means an organization that meets all of the following 
requirements: 

(A) Is organized and operated for charitable purposes. 
(B) Has exempt status under Revenue and Taxation Code section 
23701d. 
(C) Is engaged in the relief of poverty and distress. 
(D) Distributes new children's clothing principally as a matter of 
assistance to recipients in distressed financial conditions. 

(3) From January 1, 2008, through December 31, 2013, tax does not 
apply to the gross receipts from the sale of, and the storage, use, or 
other consumption in this state of new children's clothing that is sold 
to a nonprofit organization for its distribution without charge to 
individuals under 18 years of age. For purposes of this subdivision, 
"nonprofit organization" means an organization which meets all of the 
following criteria: 

(A) Is organized and operated for charitable purposes. 
(B) Has exempt status under Revenue and Taxation Code section 
23701d or 23701f. 
(C) Furnishes new children's clothing principally as a matter of 
assistance to recipients in distressed financial conditions. 

(4) Any seller claiming an exemption from the sales tax for property 
sold to a charitable organization for subsequent donation may obtain 
from the organization and retain an exemption certificate in 
accordance with the requirements of Section 1667, Title 18, California 
Code of Regulations (Regulation 1667, "Exemption Certificates"). 

(d) SELLER'S PERMITS REQUIRED. Organizations qualifying for 
exemption under Section 6375 are retailers and are required to hold seller's 
permits even though all of their sales are exempt from tax. 

(e) MEDICAL HEALTH INFORMATION LITERATURE. Use tax does not 
apply to the storage, use, or other consumption in this state of medical 
health information literature purchased by any organization formed and 
operated for charitable purposes which qualifies for the exemption provided 
by section 214, the "welfare exemption," which is engaged in the 
dissemination of medical health information; provided that such purchases 
are made from a national office, or another branch of that national office, of 
the same organization. 
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(f) HEALTH AND SAFETY MATERIALS. Use tax does not apply to the 
storage, use, or other consumption in this state of health and safety 
educational materials and insignia routinely sold in connection with health 
and safety and first aid classes, purchased or sold by any national 
organization formed and operated for charitable purposes which qualifies for 
the exemption provided by section 214, the "welfare exemption," which is 
engaged in the dissemination of health and safety information; provided that 
such purchases are made from a national office or another branch or 
chapter of such office of the same organization. 

(g) MEDICAL IDENTIFICATION TAGS. Tax does not apply to the sale of, 
or the storage, use, or other consumption of, medical identification tags 
furnished by an organization exempt from taxes under Revenue and 
Taxation Code section 23701. The term "medical identification tags" 
includes any tag worn by a person for the purpose of alerting other persons 
that the wearer of such tag has a medical disability or allergic reaction to 
certain treatments. 
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State of California 
BOARD OF EQUALIZATION 

SALES AND USE TAX REGULATIONS 

Regulation 1589.  CONTAINERS AND LABELS  

Reference:  Sections 6007, 6008, 6009, 6012, 6364, and 6364.5, Revenue and Taxation Code  

(a) DEFINITIONS. The term “containers” as used herein means the articles 
in or on which tangible personal property is placed for shipment and 
delivery such as wrapping materials, bags, cans, twines, gummed tapes, 
barrels, boxes, bottles, drums, carboys, cartons, sacks, pallets, and 
materials from which such containers are manufactured.  
The term “returnable containers” as used herein means containers of a kind 
customarily returned or resold by the buyers of the contents for re-use by 
the packers, bottlers or sellers of the commodities contained therein. A 
container, title to which is retained by the seller or for which a deposit is 
taken by such seller, is a returnable container.  

A container used for shipment or delivery of food for human consumption is 
not customarily returned by the buyer when:  

1. The container is sold together with the contents;  

2. No deposit is charged on the container;  

3. Title to the container is not retained;  

4. There is no obligation to repurchase the container;  

5. The container is of the type that is fungible; and  

6. The container is repurchased without regard to whether it is the    
 same container originally sold.  

 
Example: A tomato paste processor purchased a new or used container. 
The processor fills the container with tomato paste or other processed food.  
The tomato paste, together with the container, is sold to a spaghetti sauce 
manufacturer.  No deposit is charged on the container, title to the container 
is not retained, and there is no obligation to repurchase the container.  The 
container is of a type that is fungible.  The spaghetti sauce manufacturer 
sells the container to a warehouse or a food processor who in turn sells 
containers that may or may not include the original container to a tomato 
paste processor that may or may not be the original purchaser.  This 
container is not customarily returned by the buyer.  
Examples of returnable containers are:  registered dairy products 
containers, steel drums, certain types of beer and soft drink bottles, wine 
barrels, chemical carboys, and gas cylinders.  
All other containers are “nonreturnable containers.” Examples of 
nonreturnable containers are:  wrapping and packing materials, paper bags, 
twine, cartons, cans, medicine and distilled spirits bottles.  
The term “deposit” as used herein means an amount charged to the 
purchaser of the contents of the container with the understanding that such 
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amount will be repaid when the container or a similar container is delivered 
to the seller. The term “deposit” as used herein does not include amounts 
representing redemption or recycling values of beverage containers 
pursuant to division 12.1 (commencing with Section 14500) of the Public 
Resources Code whether or not such amounts are separately stated to the 
purchaser of the contents of the container.  

(b) APPLICATION OF TAX.  

(1) Containers.  Tax does not apply to the sale of, and the storage, use, 
or other consumption of:  

(A) Nonreturnable containers when sold or leased without the contents 
to persons who place the contents in the container and sell the 
contents together with the container.  

 
(B) Nonreturnable containers when sold without the contents to persons 

who place food products for human consumption in the containers 
for subsequent sale.  

 
(C) Returnable containers when sold with the contents in connection 

with a retail sale of the contents, or when resold for refilling.  In the 
case of a lease of a returnable container that is a continuing sale, 
the lessor’s first lease of the container for filling is taxable for the full 
term of the lease or thirty (30) days whichever is greater.  The 
lessor’s subsequent lease of the container for refilling for sale with 
the contents is not taxable.  

  
(D) All containers when sold or leased with the contents, if the sales 

price of the contents is not required to be included in the measure 
of the sales tax or the use tax.  

(E) Operative April 1, 2000, all containers when sold or leased without 
the contents to persons who place food products for human 
consumption in the containers for shipment, provided the food 
products will be sold. The exemption applies without regard to 
whether the food products are sold in the same container or not, or 
whether the food products are remanufactured or repackaged prior 
to their sale.  

Tax applies to all other sales of containers except sales for the 
purpose of resale to other sellers of containers who purchase them 
for resale without the contents.  
Operative April 1, 1998, tax does not apply to the sale or to the 
storage, use, or other consumption of any container used to collect 
or store human whole blood, plasma, blood products, or blood 
derivatives held for medical purposes, including, but not limited to, 
blood collection units and blood pack units.  
Deposits as defined herein are not taxable.  

(2) LABELS. Tax does not apply to sales of labels or nameplates if:  

(A) The purchaser affixes them to property to be sold and sells them 
along with and as a part of such property, as, for example, sales of 
nameplates of manufacturers or producers which are permanently 
affixed to each unit of products sold, such as automobiles and 
machinery.  
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(B) The purchaser affixes them to nonreturnable containers of property 

to be sold, or to returnable containers of such property if a new 
label is affixed to the container each time it is refilled.  Examples 
are sales of labels to be affixed to fruit boxes, cans, bottles and 
packing cases, to growers, packers, bottlers and others who place 
the contents in the containers.  

(c) PARTICULAR APPLICATIONS.  

(l) Price Tags.  Tax applies to sales of such items as price tags, shipping 
tags and advertising matter used in connection with the sale of 
property or enclosed with the property sold.  

(2) Feed Analysis Tags. Tax does not apply to sales of feed analysis 
tags to be attached to containers of feeds and sold along with the 
container and contents.  

(3) Feed Bags.  Feed bags sold to feed dealers who place feed in the 
bags and sell the feed together with the bags are nonreturnable 
containers,1 and the sale of such bags to feed dealers is not taxable. 
It is immaterial whether the bags are made of burlap, cotton, paper, 
or other material, or whether there is a brand name or dealer’s name 
imprinted on the bags.  

If, however, any feed dealer charges a deposit to customers to 
secure the return of the bags, or otherwise requires his customers to 
return the bags to him, the bags become returnable containers and 
tax applies to the sale of the bags to the feed dealer.  

  
(4) Gift Wrapping. Tax applies to the entire charge for “gift wrapping”, 

(i.e., furnishing the materials and labor required to wrap an item for a 
customer so as to be suitable for use by him as a gift), whether or 
not the person who does the gift wrapping is the seller of the 
contents.  If the person who does the gift wrapping is the seller of the 
contents, the gift wrapping is considered sold together with the 
contents, whether or not a separate charge is made for the gift 
wrapping. The person who does the gift wrapping may purchase the 
materials free of tax for resale.  

 
However, tax does not apply to charges for gift wrapping exempt 
food products sold by the person who does the gift wrapping, unless 
the value of the gift wrapping exceeds the value of the food products. 

 
 

 
 
 
 

State of California  
                                                 

1 The conclusion that feed bags are nonreturnable containers 
resulted from a statewide survey made by the board with the 
cooperation of the California Grain and Feed Association, which 
showed that substantially less than 50 percent of the feed bags 
are returned to the feed dealers by their customers for re-use.  
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BOARD OF EQUALIZATION  
SALES AND USE TAX REGULATIONS  

 
 NEWSPAPERS AND PERIODICALS 
 
References: Sections 6005, 6006, 6007, 6010, 6015, 6361.5, 6362.3, 6362.7, and 6362.8, Revenue and 
Taxation Code  
 
(a) DEFINITIONS 

(1) “NEWSPAPER.” The term “newspaper” as used herein conforms to 
the definition of a newspaper as set forth in a ruling of the United 
States Treasury Department published in the Federal Register, 
December 29, 1960. Under this definition, the term is limited to those 
publications which are commonly understood to be newspapers and 
which are printed and distributed periodically at daily, weekly, or 
other short intervals for the dissemination of news of a general 
character and of a general interest. The term does not include 
handbills, circulars, flyers, or the like, unless distributed as a part of a 
publication which constitutes a newspaper within the meaning of this 
subparagraph. Neither does the term include any publication which is 
issued to supply information on certain subjects of interest to 
particular groups, unless such publication otherwise qualifies as a 
newspaper within the meaning of this subparagraph. For purposes of 
this subparagraph, advertising is not considered to be news of a 
general character and of a general interest. 

(2) “PERIODICAL.” The term “periodical” as used herein is limited to 
those publications which appear at stated intervals, each issue of 
which contains news or information of general interest to the public, 
or to some particular organization or group of persons. Each issue 
must bear a relationship to prior or subsequent issues in respect to 
continuity of literary character or similarity of subject matter, and 
there must be some connection between the different issues of the 
series in the nature of the articles appearing in them.1 Each issue 
must be sufficiently similar in style and format to make it evident that 
it is one of a series. An annual report of a corporation which is 
substantially different in style and format from the corporation’s 
quarterly reports is not part of a series with the quarterly reports.The 
term “periodical” does not include books complete in themselves, 
even those that are issued at stated intervals, for example, books 
sold by the Book-of-the-Month Club or similar organizations, so-
called “pocket books,” a new one of which may be issued once a 
month or some other interval, or so-called “one-shot” magazines that 
have no literary or subject matter connection or continuity between 
prior or subsequent issues. The term does not include catalogs, 
programs, score-cards, handbills, price lists, order forms or maps. 
Neither does it include shopping guides or other publications of 
which the advertising portion, including product publicity, exceeds 90 
percent of the printed area of the entire issue in more than one-half 
of the issues during any 12-month period.  

 (3) “INGREDIENT OR COMPONENT PART OF A NEWSPAPER OR 
PERIODICAL.” The term “ingredient or component part of a 
newspaper or periodical” includes only those items that become 
physically incorporated into the publication and not those which are 
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merely consumed or used in the production of the publication. For 
example, newsprint and ink are ingredients of a newspaper; 
however, a photograph does not become an ingredient or 
component part of a newspaper or periodical merely because the 
image of the photograph is reproduced in the publication. Handbills, 
circulars, flyers, order forms, reply envelopes, maps or the like are 
considered as component parts of a newspaper or periodical when 
attached to or inserted in and distributed with the newspaper or 
periodical.  

 
This definition is based upon Business Statistics Organization Inc. v. Joseph, 299 N.Y. 
443, 87 N.E. 2d 505, and Houghton v.Payne, 194 U.S. 88, 48 L. Ed. 888. 

 
(4) “PUBLISHER.” “Publisher” means and includes any person who owns 

the rights to produce, market, and distribute printed literature and 
information. 

 
(5) “DISTRIBUTOR.” “Distributor” means any person who acquires 

newspapers or periodicals for subsequent distribution to retailers or 
newspaper carriers.  

 
(6) “NEWSPAPER CARRIER.” “Newspaper carrier” means any person 

who acquires newspapers from a publisher or distributor to deliver to 
consumers. The term includes a hawker. A “hawker” is an individual 
who sells single copies of newspapers to passersby on a street 
corner or other trafficked area. “Newspaper carrier” does not include 
persons selling newspapers or periodicals from a fixed place of 
business. 

 
(7) “THIRD PARTY RETAILER.” “Third party retailer” means and 

includes any person who sells at retail subscriptions to newspapers 
and periodicals who is not the publisher of the newspapers or 
periodicals. Typically, third party retailers solicit subscriptions in a 
single offering for a large number of different publications, require 
that payment be made to the account of the third party retailer, and 
undertake to resolve subscription problems. The term includes 
persons commonly known as direct mail, school, paid during service, 
cash, catalog, and telephone agents. 
“Third party retailer” does not include persons who solicit renewals of 
subscription on behalf of individual publishers. 

 
(b) APPLICATION OF TAX. 

(1) IN GENERAL. Effective July 15, 1991, the sale of newspapers and 
periodicals, including sales by third party retailers, is subject to tax 
unless otherwise exempt. Tax does not apply to sales of tangible 
personal property to persons who purchase the property for 
incorporation as a component part of a newspaper or periodical 
which will be sold notwithstanding that the purchaser is not the seller 
of the newspaper or periodical. 

 
See Regulation 1574 (18 CCR 1574) for the application of tax to 
sales through vending machines and Regulation 1628 (18 CCR 
1628) for the application of tax to transportation charges. 
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(2) DISTRIBUTIONS OF NEWSPAPERS AND PERIODICALS 
WITHOUT CHARGE. Effective October 2, 1991, tax does not apply 
to the sale or use of tangible personal property which becomes an 
ingredient or component part of a copy of a newspaper or periodical 
regularly issued at average intervals not exceeding three months 
when that copy of such newspaper or periodical is distributed without 
charge, nor does tax apply to such distribution. Newspapers and 
periodicals distributed on a voluntary pay basis shall be considered 
as distributed without charge. 

 
  Newspapers and periodicals are distributed on a voluntary pay basis 

when payment is requested from the consumer but is not required. 
 
(3) SUBSCRIPTIONS. The sale or use of newspapers and periodicals is 

exempt from tax during the term of a prepaid subscription if the 
purchaser ordered and paid for the subscription prior to July 15, 
1991. 

 
  Effective November 1, 1992, tax does not apply to the sale or use of 

a periodical, including a newspaper, which appears at least four, but 
not more than 60 times each year, which is sold by subscription, and 
which is delivered by mail or common carrier. For example, a daily 
newspaper is not a periodical for the purposes of this subdivision (b) 
(3). Tax does not apply to the sale or use of tangible personal 
property which becomes an ingredient or component part 
of such a periodical.  

 
Sales tax reimbursement collected on the sale of a periodical 
subscription prior to the November 1, 1992 effective date of the 
exemption for the sale of issues delivered on or after November 1, 
1992 constitutes excess tax reimbursement. The retailer must refund 
the tax reimbursement to the customer or pay it to the state in 
accordance with subdivision (b) of Regulation 1700 (18 CCR 1700). 

 
Each delivery of a newspaper or periodical pursuant to a subscription 
sale is a separate sale transaction. When the sale is subject to tax, 
the retailer must report and pay the tax based upon the reporting 
period within which the delivery is made. The subscription price shall 
be prorated over the term of the subscription period. 

 
(4) MEMBERSHIP ORGANIZATIONS. Generally, tax applies to sales of 

newspapers and periodicals by membership organizations. If the 
price is separately stated, tax applies to that amount. If the price is 
not separately stated, the measure of tax is the fair retail selling price 
of the publication. 
The application of tax to distributions of newspapers and periodicals 
by nonprofit organizations is provided at subdivision (b) (5). The 
application of tax to sales of periodicals by subscription is provided at 
subdivision (b) (3). 

 
(5) NONPROFIT ORGANIZATIONS. 

(A) Internal Revenue Code Section 501(c) (3) Organizations. 
Effective November 1, 1991, until October 31, 1992, tax does not 
apply to the sale or use of any newspaper or periodical 

REGULATION 1590 
(Continued) 



 99 

distributed by an organization that qualifies for tax exempt status 
under section 501(c) (3) of the Internal Revenue Code, nor 
tangible personal property which becomes an ingredient or 
component part of any such newspaper or periodical, only as to 
issues distributed under either of the following circumstances 

 
1. The issues are distributed to the organization’s members in 

consideration of the organization’s membership fee; or  
2. The issues are of a newspaper or periodical which neither 

receives revenue from, nor accepts, any commercial 
advertising. 

 
Effective November 1, 1992, the exemption is applicable only as 
to a newspaper or periodical regularly issued at average 
intervals not exceeding three months. For purposes of this 
subdivision, any governmental entity established and 
administered for the purposes provided in 
Internal Revenue Code Section 501(c) (3) shall be considered to 
be an organization that qualifies for tax exempt status under that 
section. 

 
(B) Other Nonprofit Organizations. Effective November 1, 1991, 
tax does not apply to the sale or use of any newspaper or periodical 
distributed by a nonprofit organization, nor tangible personal property 
that becomes an ingredient or component part of or any such 
newspaper or periodical, only as to issues distributed pursuant to 
both of the following requirements: 

 
1. The issues are distributed to the organization’s members in 
consideration, in whole, or in part, of the organization’s 
membership fee; 
 
2. The amount paid or incurred by the nonprofit organization for 
the cost of printing the newspaper or periodical is less than ten 
percent of the membership fee attributable to the period for 
which the newspaper or periodical is distributed, whether the 
publication is printed within or without this state. The cost of 
printing shall be determined as follows. 

 
The cost of printing includes costs of tangible personal property 
purchased to become an ingredient or component part of the 
newspaper or periodical (e.g., ink and paper) and costs of labor to 
print the newspaper or periodical. The cost of printing does not 
include costs not attributable to actual printing, such as costs of 
special printing aids, typography, and preparation of layouts. 
 
If the organization contracts with an outside printer to print the 
newspaper or periodical, the organization shall obtain and retain 
documentation segregating the costs of printing from the printer’s 
other charges. 
 
If the organization is the printer of the newspaper or periodical, the 
cost of printing includes the aggregate of the cost of tangible 
personal property purchased to become an ingredient or component 
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part of the newspaper or periodical; labor of printing, including fringe 
benefits and payroll taxes; and other costs attributable to the actual 
printing of the newspaper or periodical. 
 
If an organization has published the newspaper or periodical for a 
period exceeding twelve months and the method of printing has not 
changed, the organization may elect to consider the cost of printing 
for a reporting period to be equal to the amount paid or incurred for 
the same reporting period for the previous fiscal or calendar year. 
 

(6) NEWSPAPER CARRIERS. A newspaper carrier is not a retailer. The 
publisher or distributor for whom the carrier delivers is the retailer of the 
newspapers delivered. The publisher or distributor shall report and pay 
tax measured by the price charged to the customer by the carrier. 
 
(7) CONSUMPTION OF PROPERTY. Tax applies to the sale to or use 
by a newspaper or periodical publisher of tangible personal property 
consumed in the manufacturing process. Tax does not apply to the cost 
of tangible personal property lost or wasted in the manufacturing process 
when that property was purchased for the purpose of incorporation into a 
newspaper or periodical to be sold or to be distributed in accordance with 
subdivision (b) (2). 
 
(8) FIXED PRICE CONTRACTS. The sale or use of newspapers and 
periodicals is exempt from tax during the term of a prepaid subscription if 
the purchaser ordered and paid for the subscription prior to July 15, 
1991. 
 
(9) SCHOOL CATALOGS AND YEARBOOKS. Public or private schools, 
county offices of education, school districts, or student organizations are 
the consumers of catalogs and year books prepared for or by them, and 
tax does not apply to their receipts from the distribution of the 
publications to students. Tax applies to charges for the preparation of 
such publications made to public or private schools, county offices of 
education, school districts, or student organizations by printers, 
engravers, photographers and the like. 

 
(c) EXEMPTION CERTIFICATES. 

Any seller claiming a transaction as exempt from sales tax pursuant to 
Revenue and Taxation Code sections 6362.7 or 6362.8 should timely 
obtain an exemption certificate in writing from the purchaser. The 
exemption certificate will be considered timely if obtained by the seller at 
any time before the seller bills the purchaser for the property, or any time 
within the seller’s normal billing and payment cycle, or any time at or prior to 
delivery of the property. 
 

(1) CERTIFICATE A. Certificate to be used for purchases of tangible 
personal property for incorporation into newspapers or periodicals for 
sale in accordance with subdivisions (b) (1) or (b) (3), above. 
 
(2) CERTIFICATE B. Certificate to be used for purchases of tangible 
personal property that becomes an ingredient or component part of 
newspapers or periodicals that are distributed without charge in 
accordance with subdivision (b) (2), above. 
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(3) CERTIFICATE C. Certificate to be used for purchases of tangible 
personal property that becomes an ingredient or component part of 
newspapers or periodicals that are distributed by organizations which 
qualify for tax-exempt status under Internal Revenue Code section 501 
(c) (3) in accordance with subdivision (b) (5) (A), above. 
 
(4) CERTIFICATE D. Certificate to be used for purchases of tangible 
personal property that becomes an ingredient or component part of 
newspapers or periodicals that are distributed by nonprofit organizations 
in accordance with subdivision (b) (5) (B), above. 

 
  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

REGULATION 1590 
(Continued) 



 102 

CERTIFICATE A – CALIFORNIA SALES TAX EXEMPTION 
 
Sales of tangible personal property for incorporation into a newspaper or periodical for sale 
 
 
 

(Name of Purchaser) 
 
 

 
(Address of Purchaser) 

 
 
I HEREBY CERTIFY:     That I hold valid seller’s permit     
Initial one of the following:   No. _____________________issued 
      Pursuant to the Sales and Use Tax Law.  
 
 

That I do not hold a seller’s permit issued 
pursuant to the Sales and Use Tax Law. I do not 
sell any tangible personal  property for which a 
permit is required. 
 

I further certify that the tangible personal property described herein which I shall purchase from 
 
 
 

(Name of Vendor) 
 
 
will become a component part of the newspaper or periodical* 
 
 
 
 
 
and sold as a component part of the publication. 
 
I understand that in the event any such property is sold or used other than as specified above or 
used other than for retention, demonstration, or display while holding it for sale in the regular 
course of business, I am required by the Sales and Use Tax Law to report and pay any applicable 
sales or use tax. Description of the property to be purchased: 
 
 
 
 
 
 
Date: _________________________ , 20________ 
 

     
 ________________________________________________________________________ 

(Signature of Purchaser or Authorized Agent) 
  

 
                                                                                                                

________________________________________________________________________ 
(Title) 
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*Insert name and type of newspaper or periodical 
CERTIFICATE B – CALIFORNIA SALES TAX EXEMPTION 

 
Sales of tangible personal property which becomes an ingredient or component part of 
newspapers or periodicals that are distributed without charge 
 
 

(Name of Purchaser) 
 
 

 
(Address of Purchaser) 

 
 
I HEREBY CERTIFY:     That I hold valid seller’s permit     
Initial one of the following:   No. _____________________issued 
      Pursuant to the Sales and Use Tax Law.  
 
 

That I do not hold a seller’s permit issued 
pursuant to the Sales and Use Tax Law. I do not 
sell any tangible personal  property for which a 
permit is required. 
 
 

I further certify that I am engaged in the business of pubishing* 
 
 

(Name of Vendor) 
 
 
which is regularly issued at average intervals not exceeding three months and distributed without 
charge by me. The tangible personal property described herein which I shall purchase from 
 
 
 
will become a component part of the publication listed above. I understand that if I use any of the 
property purchased for any other purpose I am required by the Sales and Use Tax Law to report 
and pay tax, measured by the purchase price of the such property. 
 
Description of property to be purchased: 
 
. 
 
 
 
 
Date: _________________________ , 20________ 
 

     
 ________________________________________________________________________ 

(Signature of Purchaser or Authorized Agent) 
 
                                                                                                              

________________________________________________________________________ 
(Title) 

 
*Insert name and type of newspaper or periodical 
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State of California  

BOARD OF EQUALIZATION 
SALES AND USE TAX REGULATIONS 

  
Regulation 1614. SALES TO THE UNITED STATES AND ITS 
INSTRUMENTALITIES  
 
Reference: Section 6381, 6381.5, Revenue and Taxation Code. Construction contactors generally, see 
Regulation 1521 Motion pictures produced for United States Government, see Regulation 1529 Leases and 
rentals in general, see Regulation 1660 For Banks generally, see Regulation 1567  

 
(a)  GENERALLY. Sales tax does not apply to sales to:  

(1) The United States or its unincorporated agencies and 
instrumentalities.  

(2) Any incorporated agency or instrumentality of the United States 
wholly owned by either the United States, or by a corporation wholly 
owned by the United States.  

(3) The American National Red Cross, its chapters and branches.  

(4) Incorporated federal instrumentalities not wholly owned by the 
United States, unless federal law permits taxing the instrumentality. 
Examples of incorporated federal instrumentalities exempt from tax are 
federal reserve banks, federal credit unions, federal land banks, and 
federal home loan banks.  

Application of the use tax to the storage, use, or other consumption of 
tangible personal property by agencies or instrumentalities of the United 
States is prohibited unless federal law permits taxing the agency or 
instrumentality.  

Where payment for tangible personal property sold or consumed in this 
state is made partly by the United States or its instrumentalities and 
partly by nonexempt persons, the payment is exempt to the extent of 
the United States’ or its instrumentality’s share provided it is made 
directly to the vendor by the United States or its instrumentality. If the 
nonexempt party makes full payment and then seeks reimbursement 
from the United States or its instrumentality, the entire amount is 
taxable even though the United States or its instrumentality may 
reimburse the party in full or in part.  

[The following sections address (b) military exchange services, (c) 
military company and other unit funds, (d) civilian welfare funds, (e) 

selective service system, and (f) medicare programs.] 

(g) SUPPORTING DOCUMENTS. Any seller claiming a transaction as 
exempt from tax under Section 6381 must obtain from the purchaser, and 
retain, a government purchase order or documents demonstrating direct 
payment by the United States to support the claim.  

REGULATION 1614 
SALES TO THE UNITED 
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State of California 

BOARD OF EQUALIZATION 
SALES AND USE TAX REGULATIONS 

 
Regulation 1620. INTERSTATE AND FOREIGN COMMERCE  
 
Reference: Sections 6006, 6008, 6009.1, 6051, 6201, 6247, 6248, 
6352, 6366.2, 6368.5, 6387, 6396 and 6405, Revenue and Taxation 
Code. 

(a) SALES TAX. 

(1) IN GENERAL. When a sale occurs in this state, the sales tax, 
if otherwise applicable, is not rendered inapplicable solely 
because the sale follows a movement of the property into this 
state from a point beyond its borders, or precedes a movement 
of the property from within this state to a point outside its 
borders. Such movements prevent application of the tax only 
when conditions exist under which the taxing of the sale, or the 
gross receipts derived therefrom, is prohibited by the United 
States Constitution or there exists a statutory exemption. If title 
to the property sold passes to the purchaser at a point outside 
this state, or if for any other reason the sale occurs outside this 
state, the sales tax does not apply, regardless of the extent of 
the retailer's participation in California in relation to the 
transaction. The retailer has the burden of proving facts 
establishing his right to exemption. 

(2) SALES FOLLOWING MOVEMENT OF PROPERTY INTO 
STATE FROM POINT OUTSIDE STATE. 

(A) From Other States—When Sales Tax Applies. Sales 
tax applies when the order for the property is sent by the 
purchaser to, or delivery of the property is made by, any local 
branch, office, outlet or other place of business of the retailer 
in this state, or agent or representative operating out of or 
having any connection with, such local branch, office, outlet 
or other place of business and the sale occurs in this state. 
The term "other place of business" as used herein includes 
the homes of district managers, service representatives, and 
other resident employees, who perform substantial services in 
relation to the retailer's functions in the state. It is immaterial 
that the contract of sale requires or contemplates that the 
goods will be shipped to the purchaser from a point outside 
the state. Participation in the transaction in any way by the 
local office, branch, outlet or other place of business is 
sufficient to sustain the tax. 

(B) From Other States—When Sales Tax Does Not Apply. 
Sales tax does not apply when the order is sent by the 
purchaser directly to the retailer at a point outside this state, 
or to an agent of the retailer in this state, and the property is 
shipped to the purchaser, pursuant to the contract of sale, 
from a point outside this state directly to the purchaser in this 
state, or to the retailer's agent in this state for delivery to the 
purchaser in this state, provided there is no participation 
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whatever in the transaction by any local branch, office, outlet 
or other place of business of the retailer or by any agent of 
the retailer having any connection with such branch, office, 
outlet, or place of business. 

(C) Imports. Sales tax applies to sales of property imported 
into this state from another country when the sale occurs after 
the process of importation has ceased, regardless of whether 
the property is in its original package, if the transaction is 
otherwise subject to sales tax under subdivision (a)(2)(A) of 
this regulation. 

(3) SALES PRECEDING MOVEMENT OF GOODS FROM 
WITHIN STATE TO POINTS OUTSIDE STATE. 

(A) To Other States—When Sales Tax Applies. Except as 
otherwise provided in (B) below, sales tax applies when the 
property is delivered to the purchaser or the purchaser's 
representative in this state, whether or not the disclosed or 
undisclosed intention of the purchaser is to transport the 
property to a point outside this state, and whether or not the 
property is actually so transported. It is immaterial that the 
contract of sale may have called for the shipment by the 
retailer of the property to a point outside this state, or that the 
property was made to specifications for out-of-state jobs, that 
prices were quoted including transportation charges to out-of-
state points, or that the goods are delivered to the purchaser 
in this state via a route a portion of which is outside this state. 
Regardless of the documentary evidence held by the retailer 
(see (3)(D) below) to show delivery of the property was made 
to a carrier for shipment to a point outside the state, tax will 
apply if the property is diverted in transit to the purchaser or 
his representative in this state, or for any other reason it is not 
delivered outside this state. 

(B) Shipments Outside the State—When Sales Tax Does 
Not Apply. Sales tax does not apply when the property 
pursuant to the contract of sale, is required to be shipped and 
is shipped to a point outside this state by the retailer, by 
means of: 

1. Facilities operated by the retailer, or 

2. Delivery by the retailer to a carrier, customs broker or 
forwarding agent, whether hired by the purchaser or not, 
for shipment to such out-of-state point. As used herein 
the term "carrier" means a person or firm regularly 
engaged in the business of transporting for compensation 
tangible personal property owned by other persons, and 
includes both common and contract carriers. The term 
"forwarding agent" means a person or firm regularly 
engaged in the business of preparing property for 
shipment or arranging for its shipment. An individual or 
firm not otherwise so engaged does not become a 
"carrier" or "forwarding agent" within the meaning of this 
regulation simply by being designated by a purchaser to 
receive and ship goods to a point outside this state. (This 
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subsection is effective on and after September 19, 1970, 
with respect to deliveries in California to carriers, etc., 
hired by the purchasers for shipment to points outside this 
state that are not in another state or foreign country, e.g., 
to points in the Pacific Ocean.) 

(C) Exports. 

1. When Sales Tax Applies. Except for certain new motor 
vehicles delivered to a foreign country pursuant to 
paragraph (b)(2)(D) of Regulation 1610 (18 CCR 1610), 
sales tax applies when the property is delivered in this 
state to the purchaser or the purchaser's representative 
prior to an irrevocable commitment of the property into 
the process of exportation. It is immaterial that the 
disclosed or undisclosed intention of the purchaser is to 
ship or deliver the property to a foreign country or that the 
property is actually transported to a foreign country. 

Sales of property such as fuel oil and other items 
consumed during a voyage to a foreign country are not 
exempt even though they are transported out of, and are 
not returned to this country. It is immaterial that the ship 
to which the property is delivered is of foreign registry. 

2. When Sales Tax Does Not Apply. Sales tax does not 
apply when the property is sold to a purchaser for 
shipment abroad and is shipped or delivered by the 
retailer to the foreign country. To be exempt as an export 
the property must be intended for a destination in a 
foreign country, it must be irrevocably committed to the 
exportation process at the time of sale, and must actually 
be delivered to the foreign country prior to any use of the 
property. Movement of the property into the process of 
exportation does not begin until the property has been 
shipped, or entered with a common carrier for 
transportation to another country, or has been started 
upon a continuous route or journey which constitutes the 
final and certain movement of the property to its foreign 
destination. 
There has been an irrevocable commitment of the 
property to the exportation process when the property is 
sold to a purchaser for shipment abroad and is shipped or 
delivered by the retailer in a continuous route or journey 
to the foreign country by means of: 

a. Facilities operated by the retailer, 

b. A carrier, forwarding agent, export packer, customs 
broker or other person engaged in the business of 
preparing property for export, or arranging for its export, 
or 

c. A ship, airplane, or other conveyance furnished by the 
purchaser for the purpose of carrying the property in a 
continuous journey to the foreign country, title to and 
control of the property passing to the purchaser upon 
delivery. Delivery by the retailer of property into a facility 
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furnished by the purchaser constitutes an irrevocable 
commitment of the property into the exportation process 
only in those instances where the means of transportation 
and character of the property shipped provide certainty 
that the property is headed for its foreign destination and 
will not be diverted for domestic use. The following are 
examples of deliveries by the retailer into facilities 
furnished by the purchaser which demonstrate an 
irrevocable commitment of the property into the 
exportation process: 

Example 1. Sale of fuel oil delivered into the hold of a 
vessel provided by the purchaser. The fuel is to be 
unloaded at the foreign destination. 

Example 2. Sale of jewelry delivered aboard a scheduled 
airline with a scheduled departure to a foreign destination. 
Example 3. Sale of equipment, designed specifically for 
use in the foreign destination, delivered to a foreign 
purchaser's aircraft. The foreign purchaser has filed a 
flight plan showing that the aircraft will be transporting the 
property on a continuous journey to its foreign 
destination. 
The following are examples of sales which do not 
demonstrate sufficient indicia of an irrevocable 
commitment to the exportation process and do not qualify 
as exports: 
Example 4. Sale of jewelry delivered to a foreign 
purchaser at the retailer's place of business or to the 
purchaser or his representative at the airport prior to 
boarding the plane. The tax applies even though the 
purchaser may hold tickets for the foreign destination. 

Example 5. Sale of a television set delivered into the 
trunk of a passenger vehicle or into the storage area of a 
pickup truck. 

Example 6. Sale of equipment delivered to a foreign 
purchaser's aircraft even though a flight plan had been 
filed showing that the aircraft was to be flown to a foreign 
destination. If the equipment sold had been altered or 
specifically designed for use in the foreign destination, 
then the combined factors of the character of the property 
and the means of transportation would provide certainty 
of export and the sale would qualify as an export as 
described in (3) above. 
Export has not begun where property is transported from 
a point within this state to a warehouse or other collecting 
point in this state even though it is intended that the 
property then be transported, and in fact is transported, to 
another country. Nevertheless, sales of property are 
exempt if transported under the circumstances described 
in 2.b. above to a warehouse or other collecting point of a 
carrier, forwarding agent, export packer, customs broker, 
or other person engaged in the business of preparing 
property for export, or arranging for its export. Property is 
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regarded as transported under the circumstances 
described in 2.b. above, when the property is sold to a 
purchaser for shipment abroad and is shipped or 
delivered to a point in this state to a person who is not the 
purchaser, whether or not that person is a legal entity 
related to the purchaser, who ships or delivers the 
property to a foreign destination as provided in paragraph 
(a)(3)(C)2.b. of this regulation. 

(D) Proof of Exemption. Bills of lading or other documentary 
evidence of the delivery of the property to a carrier, customs 
broker, or forwarding agent for shipment outside this state 
must be retained by the retailer to support deductions taken 
under (B) above. Bills of lading, import documents of a foreign 
country or other documentary evidence of export must be 
obtained and retained by retailers to support deductions taken 
under (C) above. 

(E) Particular Applications. 

1. Property Mailed to Persons in the Armed Forces. Tax 
does not apply to sales of property which is mailed by the 
retailer, pursuant to the contract of sale, to persons in the 
armed forces at points outside the United States, 
notwithstanding the property is addressed in care of the 
postmaster at a point in this state and forwarded by him 
to the addressee. 
When mail is addressed to Army Post Offices (A.P.O.'s) 
or to Fleet Post Offices (F.P.O.'s) in care of the 
postmaster, it will be presumed that it is forwarded 
outside California. The retailer must keep records 
showing the names and addresses as they appear on the 
mailed matter and should keep evidence that the mailing 
was done by him. 

2. Property for Defense Purposes Delivered to Offices of 
the United States. Tax does not apply to sales of property 
shipped to a point outside this state pursuant to the 
contract of sale when the property is marked for export 
and delivered by retailer to the "contracting officer," 
"officer in charge," "port quartermaster," or other officer of 
the United States for transportation and delivery to the 
purchaser at such a point. 

3. Airplanes Delivered to Agencies of the United States. 
Tax does not apply to sales of airplanes and parts and 
equipment for airplanes transported to a point outside this 
state pursuant to the contract of sale when such property 
is delivered to the United States Air Force or any other 
agency or instrumentality of the United States for 
transportation and delivery to the purchaser or someone 
designated by him at that point. 

4. Repairers. When repairers of property in California, in 
fulfillment of their repair contracts with their customers, 
ship the repaired property to points outside this state by 
one of the methods set forth under (a)(3)(B) and (C) 
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above, tax does not apply to the sale by the repairer of 
the repair parts and materials affixed to and becoming a 
component part of the repaired property so shipped. 

(b) USE TAX. 

(1) IN GENERAL. Use tax applies to the use of any property 
purchased for storage, use, or other consumption and stored, 
used, or consumed in this state, the sale of which is exempt from 
sales tax under this regulation. 

(2) EXCEPTIONS. 

(A) Use tax does not apply to the use of property held or 
stored in this state for sale in the regular course of business 
nor to the use of property held for the purposes designated in 
subparagraph (b)(9) below. 

(B) Interstate and Foreign Commerce. 

1. In General. Use tax does not apply to the use of 
property purchased for use and used in interstate or 
foreign commerce prior to its entry into this state, and 
thereafter used continuously in interstate or foreign 
commerce both within and without California and not 
exclusively in California. 

2. Intermodal Cargo Containers. Intermodal cargo 
containers are containers that are used to transport 
freight during a continuous movement of that freight from 
the origin shipper to the destination receiver by the use of 
two or more of the following modes of transportation: 
railroad, vehicle, or vessel. The use of an intermodal 
cargo container in California is exempt from tax if the use 
meets the requirements of subdivision (b)(2)(B)1 of this 
regulation. An intermodal cargo container is regarded as 
first used in interstate or foreign commerce prior to its 
entry into California if the container is loaded with freight 
outside California and then first enters California during a 
continuous movement of that freight from the origin 
shipper to the destination receiver. For purposes of the 
requirements set forth in subdivision (b)(2)(B)1 of this 
regulation, an intermodal cargo container is also regarded 
as first used in interstate or foreign commerce prior to its 
entry into California if all of the following conditions are 
satisfied: 
a. The contract for the sale or lease of the intermodal 
cargo container requires that the container be used in 
interstate or foreign commerce and such sales contract or 
lease contract is entered into prior to the entry of the 
intermodal cargo container into California; 
b. The purchaser or lessee transports the intermodal 
cargo container into California with the specific intent that 
such intermodal cargo container will then be loaded with 
freight for transport in a continuous movement to a 
destination outside California, whether or not the 
purchaser knows which particular freight will be loaded 
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into the intermodal cargo container at the time the 
intermodal cargo container first enters California; and 
c. The intermodal cargo container is, in fact, first loaded 
with freight for transport in a continuous movement to a 
destination outside California, and the intermodal cargo 
container is thereafter used continuously in interstate or 
foreign commerce both within and without California and 
not exclusively in California. 

(C) Use tax does not apply to the use of certain new motor 
vehicles purchased for subsequent delivery to a foreign 
country and so delivered pursuant to paragraph (b)(2)(D) of 
Regulation 1610 (18 CCR 1610). 

(D) Hand-Carried from a Foreign Country. 

1. Prior to January 1, 2008, use tax does not apply to the 
storage, use, or other consumption in this state of the first 
four hundred dollars ($400) of tangible personal property 
purchased in a foreign country by an individual from a 
retailer and personally hand-carried into this state from 
the foreign country within any 30-day period. This 
subdivision shall not apply to property sent or shipped to 
this state. 

2. On and after January 1, 2008, use tax does not apply 
to the storage, use, or other consumption in this state of 
the first eight hundred dollars ($800) of tangible personal 
property purchased in a foreign country by an individual 
from a retailer and personally hand-carried into this state 
from the foreign country within any 30-day period. This 
subdivision shall not apply to property sent or shipped to 
this state. 

(3) PURCHASE FOR USE IN THIS STATE. Property delivered 
outside of California to a purchaser known by the retailer to be a 
resident of California is regarded as having been purchased for 
use in this state unless a statement in writing, signed by the 
purchaser or the purchaser's authorized representative, that the 
property was purchased for use at a designated point or points 
outside this state is retained by the vendor. 
Notwithstanding the filing of such a statement, property 
purchased outside of California which is brought into California is 
regarded as having been purchased for use in this state if the 
first functional use of the property is in California. For purposes 
of this regulation, "functional use" means use for the purposes 
for which the property was designed. Except as provided in 
subdivision (b)(5) of this regulation, when property is first 
functionally used outside of California, the property will 
nevertheless be presumed to have been purchased for use in 
this state if it is brought into California within 90 days after its 
purchase, unless the property is used, stored, or both used and 
stored outside of California one-half or more of the time during 
the six-month period immediately following its entry into this 
state. Except as provided in subdivision (b)(5) of this regulation, 
prior out-of-state use not exceeding 90 days from the date of 
purchase to the date of entry into California is of a temporary 
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nature and is not proof of an intent that the property was 
purchased for use elsewhere. Except as provided in subdivision 
(b)(5) of this regulation, prior out-of-state use in excess of 90 
days from the date of purchase to the date of entry into 
California, exclusive of any time of shipment to California, or time 
of storage for shipment to California, will be accepted as proof of 
an intent that the property was not purchased for use in 
California. 

(4) PURCHASE FOR USE IN THIS STATE—VEHICLES, 
VESSELS AND AIRCRAFT.—90-DAY TEST (PRIOR TO 
OCTOBER 2, 2004, AND FROM JULY 1, 2007, THROUGH 
SEPTEMBER 30, 2008). The provisions of subdivision (b)(4) 
apply prior to October 2, 2004, and from July 1, 2007, through 
September 30, 2008. A vehicle, vessel or aircraft purchased 
outside of California which is brought into California is regarded 
as having been purchased for use in this state if the first 
functional use of the vehicle, vessel or aircraft is in California. 
When the vehicle, vessel or aircraft is first functionally used 
outside of California, the vehicle, vessel or aircraft will 
nevertheless be presumed to have been purchased for use in 
this state if it is brought into California within 90 days after its 
purchase, exclusive of any time of shipment to California or time 
of storage for shipment to California, unless: 

(A) Physically Located Outside California. Use tax will not 
apply if the vehicle, vessel or aircraft is used, stored, or both 
used and stored outside of California one-half or more of the 
time during the six-month period immediately following its 
entry into this state. 

(B) Used in Interstate or Foreign Commerce. 

1. If the property is a vehicle, use tax will not apply if one-
half or more of the miles traveled by the vehicle during 
the six month period immediately following its entry into 
this state are commercial miles traveled in interstate or 
foreign commerce.  

2. If the property is a vessel, use tax will not apply if one-
half or more of the nautical miles traveled by the vessel 
during the six-month period immediately following its 
entry into the state are commercial miles traveled in 
interstate or foreign commerce. 

3. If the property is an aircraft, use tax will not apply if 
one-half or more of the flight time traveled by the aircraft 
during the six-month period immediately following its 
entry into the state is commercial flight time traveled in 
interstate or foreign commerce. 
Such use will be accepted as proof of an intent that the 
property was not purchased for use in California. For 
purposes of subdivision (b)(4), the term "commercial" 
applies to business uses and excludes personal use. 
However, the term "commercial" is not limited to for-profit 
business. 
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(5) PURCHASE FOR USE IN THIS STATE VEHICLES, 
VESSELS, AND AIRCRAFT—12-MONTH TEST (FROM 
OCTOBER 2, 2004, THROUGH JUNE 30, 2007, AND AFTER 
SEPTEMBER 30, 2008). 

(A) Purchased for Use in California. Except as provided in 
subdivision (b)(5)(D) below, the provisions of subdivision 
(b)(5) apply from October 2, 2004, through June 30, 2007 , 
and after September 30, 2008. A vehicle, vessel, or aircraft 
purchased outside of California which is brought into 
California is regarded as having been purchased for use in 
this state if the first functional use of the vehicle, vessel, or 
aircraft is in California. When a vehicle, vessel, or aircraft is 
purchased outside of California, is first functionally used 
outside of California, and is brought into California within 12 
months from the date of its purchase, it is rebuttably 
presumed that the vehicle, vessel, or aircraft was acquired for 
storage, use, or other consumption in this state and is subject 
to use tax if any of the following occur: 

1. The vehicle, vessel, or aircraft was purchased by a 
California resident as defined in section 516 of the 
Vehicle Code, as that section now reads or is hereinafter 
amended. For purposes of subdivision (b)(5), a closely 
held corporation or limited liability company shall also be 
considered a California resident if 50 percent or more of 
the shares or membership interests are held by 
shareholders or members who are residents of California 
as defined in section 516 of the Vehicle Code. 

2. In the case of a vehicle, the vehicle was subject to 
registration under Chapter 1 (commencing with section 
4000) of Division 3 of the Vehicle Code during the first 12 
months of ownership. 

3. In the case of a vessel or aircraft, that vessel or aircraft 
was subject to property tax in this state during the first 12 
months of ownership. 

4. If purchased by a nonresident of California, the 
vehicle, vessel, or aircraft is used or stored in this state 
more than one-half of the time during the first 12 months 
of ownership. 

(B) Evidence Rebutting Presumption. This presumption 
may be controverted by documentary evidence that the 
vehicle, vessel, or aircraft was purchased for use outside of 
this state during the first 12 months of ownership. This 
evidence may include, but is not limited to, evidence of 
registration of that vehicle, vessel, or aircraft, with the proper 
authority, outside of this state. 
Operative September 20, 2006 , through June 30, 2007, and 
after September 30, 2008, in the case of a vehicle, this 
presumption also may be controverted by documentary 
evidence that the vehicle was brought into this state for the 
exclusive purpose of warranty or repair service and was used 
or stored in this state for that purpose for 30 days or less. The 
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30-day period begins when the vehicle enters this state, 
includes any time of travel to and from the warranty or repair 
facility, and ends when the vehicle is returned to a point 
outside the state. The documentary evidence shall include a 
work order stating the dates that the vehicle is in the 
possession of the warranty or repair facility and a statement 
by the owner of the vehicle specifying dates of travel to and 
from the warranty or repair facility. 

(C) Used in Interstate or Foreign Commerce. 

1. If the property is a vehicle, use tax will not apply if one-
half or more of the miles traveled by the vehicle during 
the six-month period immediately following its entry into 
this state are commercial miles traveled in interstate or 
foreign commerce. 

2. If the property is a vessel, use tax will not apply if one-
half or more of the nautical miles traveled by the vessel 
during the six-month period immediately following its 
entry into the state are commercial miles traveled in 
interstate or foreign commerce. 

3. If the property is an aircraft, use tax will not apply if 
one-half or more of the flight time traveled by the aircraft 
during the six-month period immediately following its 
entry into the state is commercial flight time traveled in 
interstate or foreign commerce. 
Such use will be accepted as proof of an intent that the 
property was not purchased for use in California. For 
purposes of subdivision (b)(5)(C), the term "commercial" 
applies to business uses and excludes personal use. 
However, the term "commercial" is not limited to for-profit 
businesses. 

(D) Repair, Retrofit, or Modification of Vessels or Aircraft. 
Notwithstanding subdivision (b)(5)(A) above, aircraft or 

vessels, the purchase and use of which are subject to the 12-
month test described in subdivision (b)(5), that are brought 
into this state exclusively for the purpose of repair, retrofit, or 
modification shall not be deemed to be acquired for storage, 
use, or other consumption in this state if the repair, retrofit, or 
modification is, in the case of a vessel, performed by a repair 
facility that holds an appropriate permit issued by the Board 
and is licensed to do business by the city, county, or city and 
county in which it is located if the city, county, or city and 
county so requires, or, in the case of an aircraft, performed by 
a repair station certified by the Federal Aviation 
Administration or manufacturer’s maintenance facility. 

(E) Binding Purchase Contract. Subdivision (b)(5) does 
not apply to any vehicle, vessel, or aircraft that is either 
purchased, or is the subject of a binding purchase contract 
that is entered into, on or before October 1, 2004, or from July 
1, 2007, through September 30, 2008. 

(6) PURCHASE FOR USE IN THIS STATE—LOCOMOTIVES—
90-DAY TEST. A locomotive purchased outside of California 
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which is brought into California is regarded as having been 
purchased for use in this state if the first functional use of the 
locomotive is in California. When the locomotive is first 
functionally used outside of California, the locomotive will 
nevertheless be presumed to have been purchased for use in 
this state if it is brought into California within 90 days after its 
purchase, exclusive of any time of shipment to California or time 
of storage for shipment to California, unless: 

(A) Physically Located Outside California. Use tax will not 
apply if the locomotive is used, stored, or both used and 
stored outside of California one-half or more of the time 
during the six-month period immediately following its entry 
into this state. 

(B) Used in Interstate or Foreign Commerce. Use tax will 
not apply to transactions involving locomotives if one-half or 
more of the miles traveled by the locomotive during the six-
month period immediately following its entry into California 
are commercial miles traveled in interstate or foreign 
commerce. 
Such use will be accepted as proof of an intent that the 
property was not purchased for use in California. For 
purposes of subdivision (b)(6), the term "commercial" applies 
to business uses and excludes personal use. However, the 
term "commercial" is not limited to for-profit businesses. 

(7) EXAMPLES OF INTERSTATE AND FOREIGN COMMERCE. 
Examples of what constitutes interstate or foreign commerce 
include, but are not limited to the following: 
Example 1. A sightseeing tour bus group (charter) or regularly 
scheduled bus service (per capita) originates in California and 
travels to another state or country for a single day or several 
days, then returns to California where the charter or schedule 
terminates. 

Example 2. A charter bus, vessel or aircraft deadheads under 
contract to another state, picks up the group and operates the 
charter without entering the State of California, drops the group 
in the other state, and deadheads back into the State of 
California. (The charter was quoted round trip.) 

Example 3. A commercial vehicle deadheads to another state or 
country or transports property to another state or country and 
delivers that property within the other state or country or to 
another state or country. The vehicle then returns to California, 
either loaded or empty. 

Example 4. A charter bus group tours under contract to another 
state or country for a day or several days, drops the passengers 
in the other state or country, and then deadheads back under 
contract to its terminal or next assignment. 

Example 5. Property arriving in California via plane, train, or 
vessel from another state or country is picked up by a 
commercial vehicle, vessel or aircraft and transported to another 
state or country for a day or several days. The commercial 
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vehicle, vessel or aircraft then returns to California, either loaded 
or empty. 

Example 6. A sightseeing tour bus group (charter) arriving in 
California via plane, train, or ship from another state or country is 
picked up by bus and tours California for a number of days, goes 
to another state or country for a number of days, and then 
terminates service either in another state, country, or California. 

Example 7. Property arriving in California via plane, train, or 
vessel from another state or country is picked up by a 
commercial vehicle, vessel or aircraft, which may be operating 
wholly within California, and transported for further distribution to 
one or more California locations or to locations in another state 
or country. The vehicle, vessel or aircraft then returns empty to 
pick up another load arriving in California via plane, train, or 
vessel from another state or country. 

Example 8. A commercial vehicle, vessel, aircraft, or regularly 
scheduled bus service operating wholly within California is 
picking up or feeding passengers or property arriving from, or 
destined to, a state or country other than California to another 
form of transportation be it plane, train, ship, or bus. (Example: 
an airport bus service or a bridge carrier for Amtrak.) 

Example 9. Property is transported by a commercial vehicle, 
vessel, aircraft, or locomotive from another state or country to 
California or from California to another state or country. While 
engaged in this transportation, the commercial vehicle, vessel, 
aircraft, or locomotive also transports property from one point in 
California to another. 

Example 10. A commercial vehicle, vessel, aircraft, or locomotive 
is dispatched from one location in California to another location 
in California to pick up property and transport it to another state 
or country. 

Example 11. A commercial vehicle, vessel or aircraft, sightseeing 
tour bus group (charter), or regularly scheduled bus service 
operating in interstate or foreign commerce experiences a 
mechanical failure and is replaced by another vehicle, vessel or 
aircraft. The replacement vehicle, vessel or aircraft is also 
deemed to be operating in interstate or foreign commerce as a 
continuation of the original trip. 

Example 12. A vehicle, vessel, aircraft, or locomotive transports 
persons or property for commercial purposes (a) from California 
to another state or country; (b) from another state or country to 
California; (c) entirely within California, but the vehicle, vessel, 
aircraft, or locomotive picks up persons or property arriving in 
California via train, bus, truck, vessel, or aircraft from another 
state or country and then transports the persons or property in a 
continuous route or journey to one or more California locations or 
to locations in another state or country. 

Example 13. A vessel transports persons or property for 
commercial purposes (a) from a California port to a port in 
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another state or country; or (b) from a port in another state or 
country to a port in California. 

(8) IMPORTS. Use tax applies with respect to purchases of 
property imported into this state from another country when the 
use occurs after the process of importation has ceased and 
when sales tax is not applicable, regardless of whether the 
property is in its original package. 

(9) "STORAGE" AND "USE"—EXCLUSIONS. "Storage" and 
"use" do not include the keeping, retaining or exercising any right 
or power over property for the purpose of subsequently 
transporting it outside the state for use thereafter solely outside 
the state, or for the purpose of being processed, fabricated or 
manufactured, into, attached to, or incorporated into, other 
property to be transported outside the state and thereafter used 
solely outside the state. 
The following examples are illustrative of the meaning of the 
exclusion: 

Example 1. An engine installed in an aircraft which is flown 
directly out of the state for use thereafter solely outside the state 
qualifies for the exclusion. The use of the engine in the 
transporting process does not constitute a use for purposes of 
the exclusion. However, if any other use is made of the aircraft 
during removal from this state, such as carrying passengers or 
property, the exclusion does not apply. 

Example 2. An engine installed in a truck which is transported by 
rail or air directly out of the state for use thereafter solely outside 
the state qualifies for the exclusion. 

Example 3. An engine transported outside the state and installed 
on an aircraft which returns to the state does not qualify for the 
exclusion. It does not matter whether the use of the aircraft in 
California is exclusively interstate or intrastate commerce or 
both. 

Example 4. An engine transported outside the state and installed 
on an aircraft which does not return to the state qualifies for the 
exclusion. 

(c) RAIL FREIGHT CARS. Sales tax does not apply to the sale of, 
and the use tax does not apply to the storage, use or other 
consumption in this state of rail freight cars for use in interstate or 
foreign commerce. 
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State of California 
BOARD OF EQUALIZATION 

SALES AND USE TAX REGULATIONS 
 
Regulation 1628. TRANSPORTATION CHARGES  
 
Reference: Sections 6010.5, 6011, 6012, Revenue and Taxation Code  

 
(a) TRANSPORTATION BY CARRIER. Except as provided in paragraph 
(c) below, in the case of a sale, whether by lease or otherwise, tax does not 
apply to “separately stated” charges for transportation of property from the 
retailer’s place of business or other point from which shipment is made 
“directly to the purchaser,” provided the transportation is by other than 
facilities of the retailer, i.e., by United States mail, independent contract or 
common carrier. The place where the sale occurs, i.e., title passes to the 
customer or the lease begins, is immaterial, except when the property is 
sold for a delivered price or the transportation is by facilities of the retailer, 
as explained in (b) below. The amount of transportation charges excluded 
from the measure of tax shall not exceed the cost of the transportation to 
the retailer.  

Transportation charges will be regarded as “separately stated” only if they 
are separately set forth in the contract for sale or in a document reflecting 
that contract, issued contemporaneously with the sale, such as the retailer’s 
invoice. The fact that the transportation charges can be computed from the 
information contained on the face of the invoice or other document will not 
suffice as a separate statement. If a separately stated charge is made 
designated “postage and handling” or “shipping and handling”, only that 
portion of the charge which represents actual postage or actual shipment 
may be excluded from the measure of tax. Such amounts may be excluded 
from the measure of tax even though such amounts are not affixed to, or 
noted on, the package. A separately stated charge designated “handling” or 
“handling charge” is not a separate statement of transportation charges. 
Tax applies to such charges, notwithstanding the fact that postage or 
shipment charges may or may not be affixed to or noted on the package.  

Property will not be considered delivered “directly to the purchaser” if it is 
shipped to the retailer, to the retailer’s agent or representative, or to anyone 
else acting in the retailer’s behalf. Any separately stated charges by the 
retailer for the transportation of property to, rather than from, the retailer’s 
place of business, or to another point from which the property will then be 
“delivered directly to the purchaser,” are included in the measure of tax. 
Such charges represent incoming freight and are taxable as part of the cost 
of the property sold by the retailer.  
 
(b) TRANSPORTATION BY RETAILER'S FACILITIES OR PROPERTY 
SOLD FOR DELIVERED PRICE.  

(1) DEFINITION. “Delivered Price.” Property is sold for a delivered price 
when the price agreed upon in the contract for sale includes 
whatever cost or charge may be made for transportation of the 
property directly to the purchaser. A sale for a “guaranteed price” 
including a separately stated amount for transportation is a sale for a 
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“delivered price.” Property is not sold for a delivered price when the 
price is agreed upon and to this price is added a separately stated 
amount representing the cost or charge for transportation of the 
property directly to the purchaser and any increase or decrease in 
the actual cost of transportation is borne by or credited to the 
purchaser.  

(2) IN GENERAL. Except as provided in paragraph (c) below, when 
transportation is by facilities of the retailer or the property is sold for a 
delivered price, tax applies to charges for transportation to the 
purchaser, unless (A) the transportation charges are separately 
stated, (B) are for transportation from the retailer’s place of business 
or other point from which shipment is made directly to the purchaser, 
and (C) the transportation occurs after the sale of the property is 
made to the purchaser. When the sale occurs before the 
transportation to the purchaser commences, the tax does not apply 
to separately stated charges for the transportation. The amount that 
may be excluded from the measure of the tax cannot exceed a 
reasonable charge for transportation by facilities of the retailer or the 
cost of transportation by other than facilities of the retailer.  

(3) DETERMINATION OF WHEN SALE OCCURS.  

(A) Security Agreements. When a sale is made pursuant to a 
security agreement in which the retailer retains the title as security 
for the payment of the price, the sale occurs when possession of 
the property is transferred by the retailer to the purchaser or other 
person at the purchaser’s direction.  

(B) Leases. When the sale is by lease, the sale occurs upon the 
transfer of possession or granting of the right of possession of the 
property by the lessor to the lessee or other person at his 
direction.  

(C) Sale on Approval. When the sale is on approval, the sale does 
not occur until the purchaser accepts the property.  

(D) Other Sales. Unless explicitly agreed that title is to pass at a 
prior time, the sale occurs at the time and place at which the 
retailer completes his performance with reference to the physical 
delivery of the property, even though a document of title is to be 
delivered at a different time or place. If the contract requires or 
authorizes the retailer to send the property to the purchaser but 
does not require him to deliver it at destination, the retailer 
completes his performance with reference to the physical delivery 
of the property at the time and place of shipment, e.g., delivery of 
the property to a carrier for delivery by the carrier to the 
purchaser; but if the contract expressly requires delivery at 
destination, including cases where one of the terms of the contract 
is F.O.B. place of destination, the retailer completes his 
performance with reference to the physical delivery of the property 
on tender to the purchaser there. When delivery of the property is 
by facilities of the retailer, title passes when the property is 
delivered to the purchaser at the destination unless there is an 
explicit written agreement executed prior to the delivery that title is 
to pass at some other time.  

(4) PLACE OF SALE. For the purposes of the state Sales and Use Tax 
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Law (but not for the purposes of the Bradley-Burns Uniform Local 
Sales and Use Tax Law nor for the purposes of the Transactions and 
Use Tax Law) the place of the sale or purchase of tangible personal 
property is the place where the property is physically located at the 
time the act constituting the sale or purchase takes place.  

 
(c) TRANSPORTATION OF LANDFILL MATERIAL. Operative January 1, 
1989, tax does not apply to separately stated charges for transportation of 
landfill material, e.g., sand, dirt or gravel, removed from the ground and 
transported from the excavation site to a landfill site specified by the 
purchaser if:  

(1) the amount of transportation charges excluded from the measure of tax 
does not exceed a reasonable charge for transportation by facilities of 
the retailer or the cost of the transportation by other than facilities of the 
retailer, or  

(2) the consideration received is solely for the purpose of transporting the 
material to a specified site and the material is transferred without 
charge. If such transportation charges are in excess of a reasonable 
charge for transportation by facilities of the retailer or in excess of the 
cost of the transportation by other than facilities of the retailer, the 
provisions of this paragraph will not apply.  

For purposes of this paragraph, it is immaterial when title passes to the 
purchaser of the landfill material.  

 
APPENDIX  

 
(a) EXAMPLES OF CONTRACT FOR DELIVERED PRICE.  

(1) The contract for sale provides for the sale of property for $100 per 
unit delivered to the purchaser.  

(2) The contract for sale provides for the sale of property for $100 per 
unit “which includes cost of delivery at $10 per unit.”  

(3) The contract for sale provides for the sale of property for $100 per 
unit delivered, freight prepaid.  

(4) The contract for sale provides for the sale of property for $100 per 
unit freight collect and allowed.  

(5) The contract for sale calls for the sale of property for a guaranteed 
price of $100 consisting of $90 plus $10 freight.  

 
(b) EXAMPLES OF CONTRACTS WHICH ARE NOT FOR A DELIVERED 
PRICE.  

(1) The contract for sale provides for the sale of property for $100 per 
unit freight collect.  

(2) The contract for sale provides for the sale of property for $100 per 
unit actual freight prepaid and added to the sales price.  

 
 (c) EXAMPLES OF APPLICATION OF TAX. All deliveries are by 
independent carrier. All billings are in accordance with the terms of the 
contract.  
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(1) The contract for sale provides for the sale of property for $100 per 
unit delivered to the purchaser with freight prepaid.  

Tax applies to sales price of $100 per unit with no deduction for freight 
charge since the freight charges are not separately stated. The contract 
is for a delivered price and requires delivery to the purchaser. Title does 
not pass to the purchaser prior to delivery.  

 
(2) Contract for sale provides for the sale of property for $100 per unit. 
The retailer is required to ship the property to the purchaser freight 
collect.  

Tax applies to $100 per unit since the responsibility for the payment of 
the freight is upon the purchaser, and the seller makes no charge for 
freight. Since the carrier will bill the purchaser for the actual freight 
charge, there will be a separate statement of the freight. The property is 
not sold for a delivered price.  

(3) The contract for sale provides for the sale of property of $100 per unit 
freight collect and allowed. The measure of tax is $100 per unit less the 
amount of the freight paid to the carrier and shown on the payment 
voucher sent to the retailer by the purchaser.  

The sale is for a delivered price. Separately stated transportation 
charges are excludable from the measure of tax since the transportation 
occurred after the sale of the property. If the contract for sale explicitly 
provided for passage of title upon delivery to the destination, then the 
measure of tax would be $100 per unit since the sale was for a delivered 
price and title did not pass prior to transportation.  

(4) The contract for sale provides for the sale of property for $100 per 
unit plus actual freight of $10 per unit. Any increase or decrease in the 
freight is for the account of the buyer.  

Tax applies to $100 per unit since the contract is not for a delivered price 
and shipment is by independent carrier.  

(5) The contract for sale provides for the sale of property for $100 plus 
freight of $10, and the seller guarantees the price will not exceed $110.  
Tax applies to $100 because the sale is for a delivered price and there is 
no showing that title was to pass upon delivery at the destination. A 
contract will be construed as a shipment contract unless it expressly 
requires delivery at destination point. If the contract for sale explicitly 
provided for passage of title upon delivery to the destination, then the 
measure of tax would be $110 since the sale was for a delivered price 
and title did not pass prior to transportation.  

(6) The contract for sale provides for the sale of property for $100 per 
unit freight equalized with x city. The invoice shows 10 units at $100 per 
unit, $1,000, freight from x city $100, total $1,100.  

Under these circumstances, tax applies to $1,000 since the only 
separate statement of freight is the freight equalized with x city in the 
amount of $100. If the actual freight paid to the carrier for the 
transportation of the property from the retailer’s place of business or 
other point from which shipment is made directly to the purchaser is less 
than $100, the exclusion will be limited to the amount paid to the carrier.  

(7) Assuming the same facts as above, except the invoice shows 10 
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units at $100 per unit, $1,000, freight equalized with x city $100, total 
$1,100. The invoice also shows the notation, “Actual freight prepaid from 
point of shipment to destination is $200.”  
 
The sale is not for a delivered price. On the basis of the above billing, a 
separate statement of freight is made in the amount of $200. 
Accordingly, the measure of tax is $1,100 minus $200, or $900.  
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State of California 
BOARD OF EQUALIZATION  

SALES AND USE TAX REGULATIONS  
 
Regulation 1632. C.O.D. FEES  

Reference: Sections 6011, 6012, Revenue and Taxation Code 
On and after July 1, 1970, tax applies to any C.O.D. fee paid by the 
retailer’s customer on taxable C.O.D. sales except where the C.O.D. fee is 
not included in the invoice and the carrier collects it from the retailer’s 
customer and retains it.  
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
History: Adopted March 24, 1970, effective April 29, 1970.  

 
 
Regulations are issued by the State Board of Equalization to implement, interpret or make 
specific provisions of the California Sales and Use Tax Law and to aid in the administration 
and enforcement of that law. If you are in doubt about how the Sales and Use Tax Law applies 
to your specific activity or transaction, you should write the nearest State Board of Equalization 
office. Requests for advice regarding a specific activity or transaction should be in writing and 
should fully describe the facts and circumstances of the activity or transaction.  
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State of California  
BOARD OF EQUALIZATION 

SALES AND USE TAX REGULATIONS  
 
Regulation 1655. RETURNS, DEFECTS AND REPLACEMENTS  
 
Reference: Sections 6006-6012, and 6012.3, Revenue and Taxation Code; Sections 1793.2-1793.25, Civil 
Code; and Sections 11713.12 and 11713.21, Vehicle Code. 
(a) RETURNED MERCHANDISE.  

(1) IN GENERAL. Except as provided in paragraph (2) of this 
subdivision, the amount upon which tax is computed does not include 
the amount charged for merchandise returned by customers if, (1) the 
full sale price, including that portion designated as "sales tax", is 
refunded either in cash or credit, and (2) the customer, in order to 
obtain the refund or credit, is not required to purchase other property 
at a price greater than the amount charged for the property that is 
returned. Refund or credit of the entire amount is deemed to be given 
when the purchase price, less rehandling and restocking costs, is 
refunded or credited to the customer. The amount withheld for 
rehandling and restocking may not exceed the actual cost of 
rehandling and restocking the returned merchandise. However, in lieu 
of using the actual cost for each transaction, the amount withheld for 
rehandling and restocking may be a percentage of the sales price 
determined by the average cost of rehandling and restocking returned 
merchandise during the previous accounting cycle (generally one 
year). If the seller elects to withhold rehandling and restocking 
amounts based on a percentage of sales price, the seller is bound by 
that election for the entire accounting cycle for which the election is 
made and must apply that percentage in lieu of actual cost during that 
period on all returned merchandise transactions for which rehandling 
and restocking costs are withheld. The amount withheld as rehandling 
and restocking costs may not include compensation for increased 
overhead costs because of the return, for refinishing or restoring the 
property to salable condition where the necessity therefore is 
occasioned by customer usage, or for any expense prior to the "sale" 
(i.e., transfer of title, lease, or possession under a conditional sale 
contract). Sellers must maintain adequate records which may be 
verified by audit, documenting the percentage used. Sellers must 
maintain adequate records which may be verified by audit, 
documenting the percentage used.  

(2) CONTRACT CANCELLATION OPTIONS REQUIRED BY CAR 
BUYER’S BILL OF RIGHTS.  

(A) Contract Cancellation Option. On and after July 1, 2006, the 
terms “gross receipts” and “sales price” do not include the purchase 
price for a contract cancellation option agreement with respect to a 
contract to purchase a used vehicle with a purchase price of less 
than forty thousand dollars ($40,000), which a dealer is required to 
offer to a buyer pursuant to Vehicle Code section 11713.21. The 
purchase price for a contract cancellation option described in this 
subparagraph shall not exceed: 1. Seventy-five dollars ($75) for a 
vehicle with a cash price of five thousand dollars ($5,000) or less; 2. 
One hundred fifty dollars ($150) for a vehicle with a cash price of 
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more than five thousand dollars ($5,000), but not more than ten 
thousand dollars ($10,000); 3. Two hundred fifty dollars ($250) for a 
vehicle with a cash price of more than ten thousand dollars 
($10,000), but not more than thirty thousand dollars ($30,000); or 4. 
One percent of the purchase price for a vehicle with a cash price of 
more than thirty thousand dollars ($30,000), but less than forty 
thousand dollars ($40,000).  

 (B) Restocking Fee. On and after July 1, 2006, the terms “gross 
receipts” and “sales price” do not include the dollar amount of a 
restocking fee the buyer must pay to the dealer to exercise the right 
to cancel a purchase of a used car under a contract cancellation 
option agreement pursuant to Vehicle Code section 11713.21 as 
described in subparagraph (A) of this paragraph. The dollar amount 
of a restocking fee described in this subparagraph shall not exceed:  

1. One hundred seventy-five dollars ($175) if the vehicle’s cash 
price is five thousand dollars ($5,000) or less; 

2. Three hundred fifty dollars ($350) if the vehicle’s cash price is 
more than five thousand dollars ($5,000), but less than ten 
thousand dollars ($10,000); or 

3. Five hundred dollars ($500) if the vehicle’s cash price is ten 
thousand dollars ($10,000) or more.  

(C) Amounts Refunded to Customers. On and after July 1, 2006, 
the terms “gross receipts” and “sales price” do not include that 
portion of the selling price for a used motor vehicle that is refunded 
to the buyer due to the buyer’s exercise of the right to return the 
vehicle for a refund, which is contained in a contract cancellation 
option agreement pursuant to Vehicle Code section 11713.21 as 
described in subparagraph (A) of this paragraph. 

 (b) DEFECTIVE MERCHANDISE.  

(1) IN GENERAL. Amounts credited or refunded by sellers to consumers 
on account of defects in merchandise sold may be excluded from the 
amount on which tax is computed. If, however, defective merchandise 
is accepted as part payment for other merchandise and an additional 
allowance or credit is given on account of its defective condition, only 
the amount allowed or credited on account of defects may be 
excluded from taxable gross receipts. The amount allowed as the 
“trade-in” value must be included in the measure of tax.  

(2) Section (b)(2)(A) through (b)(2)(C) deals with restitution or 
replacement under California Lemon Law. 

 (c) REPLACEMENT PARTS — WARRANTIES.  

(1) IN GENERAL — DEFINITIONS.  

“Mandatory Warranty.” A warranty is mandatory within the meaning of 
this regulation when the buyer, as a condition of the sale, is required to 
purchase the warranty or guaranty contract from the seller. “Optional 
Warranty.” A warranty is optional within the meaning of this regulation 
when the buyer is not required to purchase the warranty or guaranty 
contract from the seller, i.e., the buyer is free to contract with anyone he 
or she chooses.  
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(2) MANDATORY WARRANTIES.  

The sale of tangible personal property includes the furnishing, pursuant 
to the guaranty provisions of the contract of sale, or mandatory warranty, 
of replacement parts or materials, and if the property subject to the 
warranty is sold at retail, the measure of the tax includes any amount 
charged for the guaranty or warranty, whether or not separately stated. 
The sale of the replacement parts and materials to the seller furnishing 
them there under is a sale for resale and not taxable.  

(3) OPTIONAL WARRANTIES.  

The person obligated under an optional warranty contract to furnish 
parts, materials, and labor necessary to maintain the property is the 
consumer of the materials and parts furnished and tax applies to the sale 
of such items to that person. If he or she purchased the property for 
resale or from outside California, without tax paid on the purchase price, 
he or she must report and pay tax upon the cost of such property to him 
or her when he or she appropriates it to the fulfillment of the contract of 
warranty.  

(4) DEDUCTIBLES. A deductible paid by a customer under the terms of 
a mandatory or optional warranty contract is subject to tax measured by 
the amount of the deductible allocable to the sale of tangible personal 
property to the customer. For example, if the itemized sales price of 
tangible personal property (or the fair retail value if not separately 
itemized) provided pursuant to a warranty is 50 percent of the total fair 
retail value of the repairs and the deductible is $100, 50 percent of that 
deductible, $50, would be allocable to the sale of tangible personal 
property and would be subject to tax, whether the warranty were optional 
or mandatory. Unless otherwise stated in the warranty contract, when 
either an optional or a mandatory warranty provides that the customer 
will pay a deductible towards repairs and services provided under the 
warranty, the person providing the warranty contract is liable for any tax 
or tax reimbursement otherwise payable by the customer with respect to 
that deductible. 
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State of California 
BOARD OF EQUALIZATION 

SALES AND USE TAX REGULATIONS 

Regulation 1660. LEASES OF TANGIBLE PERSONAL PROPERTY — IN 
GENERAL  

Reference: Sections 6006, 6006.1, 6006.3, 6006.5, 6009, 6010, 6010.1, 6010.65, 6010.7, 6011, 6012, 
6012.6, 6016.3, 6092.1, 6094, 6094.1, 6243.1,6244, 6244.5, 6379, 6390, 6391, 6407, and 6457, Revenue 
and Taxation Code; and Section 1936, Civil Code  

 
(a) DEFINITIONS  

(1) LEASE. The term “lease” includes rental, hire, and license. It 
includes a contract under which a person secures for a consideration 
the temporary use of tangible personal property which, although not on 
his or her premises, is operated by, or under the direction and control 
of, the person or his or her employees. “Lease,” however, does not 
include a use of tangible personal property for a period of less than one 
day for a charge of less than twenty dollars ($20) when the privilege to 
use the property is restricted to use thereof on the premises or at a 
business location of the grantor of the privilege (see (e) below).  

(2) SALE UNDER A SECURITY AGREEMENT.  

(A) Where a contract designated as a lease binds the “lessee” for a 
fixed term and the “lessee” is to obtain title at the end of the term 
upon completion of the required payments or has the option to 
purchase the property for a nominal amount, the contract will be 
regarded as a sale under a security agreement from its inception 
and not as a lease. The option price will be regarded as nominal if it 
does not exceed $100 or 1 percent of the total contract price, 
whichever is the lesser amount.  

(B) In the case of a contract designated as a lease with any state or 
local government, the governmental agency designated as a lessee 
shall be treated as bound for a fixed term notwithstanding any right 
it may have to terminate the contract to the extent that sufficient 
funds are not appropriated to pay amounts due under the contract. 
Such transactions are subject to tax as sales under a security 
agreement at their inception.  

(3) SALE AND LEASEBACK TRANSACTIONS.  

(A) General. Transactions structured as sales and leasebacks will 
be treated as financing transactions if (1) the “lease” transaction 
would be regarded as a sale at inception under paragraph (a)(2) of 
this regulation, (2) the purchaser-lessor does not claim any 
deduction, credit or exemption with respect to the property for 
federal or state income tax purposes, and (3) the amount which 
would be attributable to interest, had the transaction been 
structured originally as a financing agreement, is not usurious 
under California law. Transactions treated as financing transactions 
are not subject to sales or use tax.  
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(B) Special Application. Transactions structured as sales and 
leasebacks will also be treated as financing transactions if all of the 
following requirements are met:  

1. The initial purchase price of the property has not been 
completely paid by the seller-lessee to the equipment vendor.  

2. The seller-lessee assigns to the purchaser-lessor all of its 
right, title and interest in the purchase order and invoice with 
the equipment vendor.  

3. The purchaser-lessor pays the balance of the original 
purchase obligation to the equipment vendor on behalf of the 
seller-lessee.  

4. The purchaser-lessor does not claim any deduction, credit or 
exemption with respect to the property for federal or state 
income tax purposes.  

5. The amount which would be attributable to interest, had the 
transaction been structured originally as a financing agreement, 
is not usurious under California law.  

6. The seller-lessee has an option to purchase the property at 
the end of the lease term, and the option price is fair market 
value or less.  

(C) Tax Benefit Transactions. Tax does not apply to sale and 
leaseback transactions entered into in accordance with former 
Internal Revenue Code Section 168(f)(8), as enacted by the 
Economic Recovery Tax Act of 1981 (Public Law 97-34).  

(D) Acquisition Sale and Leaseback Transactions. No sales or 
use tax applies to the transfer of title to, or the lease of, tangible 
personal property pursuant to an acquisition sale and leaseback, 
which is a transaction satisfying all of the following conditions:  

1. The seller/lessee has paid California sales tax 
reimbursement or use tax with respect to that person’s 
purchase of the property.  

2. The acquisition sale and leaseback is consummated within 
90 days of the seller/lessee’s first functional use of the property. 
(This 90 day period does not begin to run until the first 
functional use of the property; a period of storage after 
purchase, but before the first functional use, is not used to 
calculate the 90 day period).  

3.The acquisition sale and leaseback transaction is 
consummated on or after January 1, 1991. The sale of the 
property at the end of the lease term is subject to sales or use 
tax. Any lease of the property by the purchaser/lessor to any 
person other than the seller/lessee would be subject to use tax 
measured by rentals payable. A lease to the seller/lessee at the 
end of the original lease term is subject to use tax measured by 
rentals payable unless such lease is pursuant to an election to 
exercise an option to extend the lease term, which option was 
contained in the original lease agreement.  

(b) LEASES AS SALES OR PURCHASES.  
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[Section (b)(1) covers exceptions to “Leases As Sales or Purchases”: 
motion pictures film and video tapes, linen supplies, household furnishings, 
mobile transportation, and property as to which the lessor (or transferor to 

the lessor) has paid sales tax or use tax measured by the purchase price of 
the property.] 

(2) LEASES AS CONTINUING SALES AND PURCHASES. In the case 
of any lease that is a “sale” and “purchase” under subdivision (b)(1) 
above, the granting of possession by the lessor to the lessee, or to 
another person at the direction of the lessee, is a continuing sale in this 
state by the lessor, and the possession of the property by a lessee, or 
by another person at the direction of the lessee, is a continuing 
purchase for use in this state by the lessee, as respects any period of 
time the leased property is situated in this state, irrespective of the time 
or place of delivery of the property to the lessee or such other persons. 
The application of tax to such leases is set forth below.  

(c) GENERAL APPLICATION OF TAX.  

(1) NATURE OF TAX. In the case of a lease that is a “sale” and 
“purchase” the tax is measured by the rentals payable. Generally, the 
applicable tax is a use tax upon the use in this state of the property by 
the lessee. The lessor must collect the tax from the lessee at the time 
rentals are paid by the lessee and give him or her a receipt of the kind 
called for in Regulation 1686 (18 CCR 1686). The lessee is not relieved 
from liability for the tax until he or she is given such a receipt or the tax 
is paid to the state.  

When the lessee is not subject to use tax (for example, insurance 
companies), the sales tax applies. The sales tax is upon the lessor and 
is measured by the rentals payable.  

Neither the sales tax nor the use tax applies to leases to the United 
States and its instrumentalities unless federal law permits taxing the 
instrumentality. For a more complete explanation regarding sales to the 
United States and its instrumentalities see Regulation 1614 (18 CCR 
1614).  

The “rentals” subject to the tax include any payments required by the 
lease, including amounts paid for personal property taxes on the leased 
property, whether assessed directly against the lessee or against the 
lessor, but does not include amounts paid to the lessor for:  

(A) Collection costs, including attorney’s fees, court costs, 
repossession charges, and storage fees; but tax does apply to any 
delinquent rental payments, including those collected by court 
action;  

(B) Insuring, repairing or refurbishing the leased property following 
a default;  

(C) Cost incurred in defending a court action or paying a tort 
judgment arising out of the lessee’s operation of the leased 
property, or any premiums paid on insurance policies covering such 
court actions or tort judgments;  

(D) Cost incurred in disposing of the leased property at expiration 
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or earlier termination of the lease;  

(E) Late charges and interest thereon for failing to pay the rentals 
timely;  

(F) Separately stated optional insurance charges, maintenance or 
warranty contracts;  

(G) Personal property taxes assessed against personal property 
where a bank or financial corporation is the lessor.  

(H) “Customer facility fees” collected pursuant to Civil Code section 
1936, or any other law whereby a local agency operating an airport 
requires a rental car company to collect a facility financing fee from 
its customers. 

(2) PROPERTY LEASED IN FORM ACQUIRED. No sales or use tax is 
due with respect to the rentals charged for tangible personal property 
leased in substantially the same form as acquired by the lessor, or by 
his or her transferor, as to which the lessor or transferor has paid sales 
tax reimbursement or has paid use tax measured by the purchase 
price. If such tax has not been so paid, and the lessor desires to pay tax 
measured by the purchase price, it must be reported and paid timely 
with the return of the lessor for the period during which the property is 
first placed in rental service. A timely return is a return filed within the 
time prescribed by sections 6452 or 6455 of the Revenue and Taxation 
Code, whichever is applicable.  

(3) PROPERTY PURCHASED TAX PAID. In the case of property 
ultimately leased in substantially the same form as acquired, payment 
of tax or tax reimbursement measured by the purchase price at the time 
the property is acquired constituted an irrevocable election not to pay 
tax measured by rental receipts. The lessor may not change his or her 
election by reporting tax on rental receipts and claiming a tax-paid-
purchase-resold deduction.  

(4) PROPERTY ACQUIRED IN EXEMPT TRANSACTIONS.  

(A) A purchaser of tangible personal property acquired in a 
transaction defined as an occasional sale in section 6006.5(a) of 
the Revenue and Taxation Code and leased in substantially the 
same form as acquired by him or her, may elect to pay use tax 
measured by the purchase price of the property in lieu of tax 
measured by rental receipts.  

(B) A purchaser of tangible personal property acquired in a 
transaction which qualifies under section 6006.5(b) of the Revenue 
and Taxation Code and leased in substantially the same form as 
acquired by his or her transferor may elect to pay use tax measured 
by his or her transferor’s purchase price of the property in lieu of tax 
on rental receipts. This provision has application where the 
transferor did not pay tax or tax reimbursement when he or she 
acquired the property.  

For purposes of this provision, the transaction will qualify if the 
property is acquired in a transfer of all or substantially all of the 
tangible personal property held or used by the transferor in all of his 
or her activities requiring the holding of a seller’s permit or permits 
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or in an activity or activities not requiring the holding of a seller’s 
permit or permits and the ownership of the tangible personal 
property is substantially similar after the transfer (see also (b)(1)(E) 
above).  

(C) The election provided for in subdivisions (c)(4)(A) and (c)(4)(B) 
above shall be exercised by the lessor in a timely return filed for the 
period in which the property is first leased by him or her.  

(5) PROPERTY SUBLEASED. Tax does not apply to receipts from 
subleases of tangible personal property which is leased in substantially 
the same form as acquired by the prime lessor where the prime lessor 
has paid sales tax reimbursement or use tax measured by his or her 
purchase price. Also, tax does not apply to subleases of tangible 
personal property if the tax is paid on rental receipts derived under the 
prime lease, or any prior sublease.  

(6) USE OF PROPERTY BY LESSOR. If a lessor, after leasing property 
and collecting and paying use tax, or paying sales tax, measured by 
rental receipts, makes any use of the property in this state, other than 
an incidental use, he or she is liable for use tax measured by the 
purchase price of the property. He or she may, however, apply as a 
credit against the tax so computed, the amount of tax previously paid to 
the Board with respect to rentals of the property. If the credit is less 
than the tax, he or she must pay the difference with his or her return, 
but may apply the amount of such payment against his or her liability for 
tax on subsequent rentals of the property. Effective January 1, 1973, 
through December 31, 1978, any amount collected as tax or tax 
reimbursement by the lessor from the lessee on such subsequent 
rentals will be regarded as excess tax reimbursement to the extent that 
the lessor is permitted by the foregoing provisions to apply the amount 
of his or her payment for use tax against his or her liability for tax on 
subsequent rentals of the property. An incidental use, e.g., a brief loan 
of property which otherwise is leased by the lessor pursuant to leases 
which are continuing sales, subjects the lessor to liability for use tax 
measured by the fair rental value of the property during the period of 
the incidental use. (See Regulation 1669.5(b)(7) (18 CCR 
1669.5(b)(7)).)  

(7) OPTIONS TO PURCHASE. An agreement providing for the lease of 
tangible personal property and granting the lessee an option to 
purchase the property results in a sale when the option is exercised. 
The tax applies to the amount required to be paid by the purchaser 
upon the exercise of the option.  

(8) TAX PAID TO ANOTHER STATE. A lessor who leases property in 
substantially the same form as acquired and who has paid a retail sales 
or use tax, or reimbursement therefor, imposed with respect to that 
property by any other state, political subdivision thereof or the District of 
Columbia prior to leasing the property in this state may credit the 
payment against any use tax imposed on him or her by this state 
because of such lease. However, to be entitled to the credit the lessor 
must make a timely election to measure any tax liability for the property 
by its purchase price, unless the out-of-state tax equals or exceeds the 
tax imposed on him or her by this state. If the out-of-state tax equals or 
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exceeds the tax imposed on him or her by this state, the lessor will be 
deemed to have made a timely election and the rental receipts will not 
be subject to tax provided the property is leased in substantially the 
same form as acquired. If a timely election is not made, no credit will be 
allowed because the tax due will be a use tax measured by rental 
receipts and imposed directly against the lessee, a person other than 
the one who paid the out-of-state tax or tax reimbursement. If the 
lessee is not subject to use tax and the lessor does not make a timely 
election to pay tax measured by his or her purchase price, he or she 
may not credit the amount of the out-of-state tax against the tax due on 
the rental receipts because the tax due is a sales tax rather than a use 
tax.  

A credit otherwise permitted by the foregoing provisions shall not be 
allowed against taxes which are measured by periodic payments made 
under a lease, to the extent that taxes imposed by any other state, 
political subdivision or the District of Columbia were also measured by 
periodic payments made under a lease prior to the lease of the property 
in this state.  

(9) ASSIGNMENT OF LEASES.  

(A) In General — Status of Assigned Leases. The situations 
described in (B), (C), and (D) below involve existing leases which are 
“sales” and “purchases” subject to tax measured by rental payments. 
When such a lease is assigned, whether or not title to the leased 
property is transferred, the rental payments remain subject to tax, 
without any option to measure tax by the purchase price. An assignee-
purchaser who uses the property after termination of the lease is 
subject to use tax measured by the purchase price as provided in 
subdivision (c)(6) above.  

Generally, when an existing lease that is not a “sale” and “purchase” is 
assigned, whether or not title to the leased property is transferred, the 
rental payments are not subject to tax. If title is transferred, tax applies 
measured by the sales price.  

For rules relating to the assignment of leases of mobile transportation 
equipment coming within the exclusions provided in sections 
6006(g)(4) and 6010(e)(4) of the Revenue and Taxation Code, see 
Regulation 1661 (18 CCR 1661).  

(B) Assignment of a Right and Creation of a Security Interest. 
This type of assignment is an assignment by the lessor of the right to 
receive the rental payments together with the creation of a security 
interest in the leased property which is designated as such. The 
assignee has recourse against the assignor.  

The assignee in this situation does not have the rights of a lessor and 
is not obligated to collect or pay the tax measured by the rental 
payments. The lessor remains subject to the obligation of collecting 
and reporting the tax even if he or she does not receive the rental 
payments directly from the lessee. The assignee, however, is 
obligated to remit to the Board any amounts paid to him or her by the 
lessee as tax.  
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If the assignee enforces the security agreement and takes title to the 
property, the assignee as lessor becomes responsible for collecting 
and reporting the tax.  

(C) Assignment of Contract with Transfer of Right, Title, and 
Interest for Security Purposes. This type of assignment is an 
assignment by the lessor of the lease contract together with the 
transfer of the right, title, and interest in the leased property for 
security purposes. After the termination of the lease, the property 
usually reverts to the original lessor. The assignment contract may 
specify that the transfer is for security purposes, or the circumstances 
may otherwise demonstrate it (e.g., a separate agreement that the 
property will be returned to the assignor at the termination of the 
lease). The assignee has recourse against the assignor.  

In this situation, the assignee has assumed the position of a lessor. 
He or she is required to hold a seller’s permit and is obligated to 
collect, report and pay the tax to the Board. The assignor should 
obtain a resale certificate, covering the property in question, from the 
assignee.  

(D) Assignment of Contract and All Right, Title, and Interest. This 
type of assignment is an assignment by the lessor of the lease 
contract together with the transfer of all right, title, and interest in the 
leased property. The assignment is not for security purposes, and the 
assignor does not retain any substantial ownership rights in the 
contract or the property. The assignee has no recourse against the 
assignor.  

In this situation, the assignee has assumed the position of a lessor. 
He or she is required to hold a seller’s permit and is obligated to 
collect, report and pay the tax to the Board. The assignor should 
obtain a resale certificate, covering the property in question, from the 
assignee.  

(d) PARTICULAR APPLICATIONS.  

[Sections (d)(1), (d)(2), and (d)(3) cover the application of sales tax to the 
leases of chemical toilets; video cassettes, videotapes and videodiscs; and 

animals, respectively.] 

(4) COMPOSED TYPE, REPRODUCTION PROOFS, IMPRESSED 
MATS. Tax does not apply to leases of composed type or reproduction 
proofs thereof by a typographer to another person for use in the 
preparation of printed matter or to leases of such reproduction proofs or 
impressed mats to a printer or publisher for use in printing, except when 
the reproduction proof is a component part of a “paste-up,” 
“mechanical” or “assembly.”  

(5) REPAIR PARTS. Sales tax does not apply to sales of repair parts to 
a lessor which are used by him or her in maintaining the leased 
equipment pursuant to a mandatory maintenance contract where the 
rental receipts are subject to tax. Such repair parts are regarded as 
being part of the sale of the leased item and may be purchased for 
resale. The amount paid by the lessee under the mandatory 
maintenance contract is regarded as part of the rental payments.  
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(6) NEON SIGNS. A lease of a neon sign that is personal property is 
subject to the provisions of the Sales and Use Tax Law as any other 
lease of personal property.  

[Section (d)(7) covers the application of sales tax to property affixed to 
reality.] 
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State of California 
BOARD OF EQUALIZATION 

           SALES AND USE TAX REGULATIONS 
  
Regulation 1668. SALES FOR RESALE  
  
References: Sections 6012.8, 6012.9, 6072, 6091–6095, 6241–6245, 6484, 6485, and 7153, Revenue 
and Taxation Code  
 
(a) RESALE CERTIFICATE  
 The burden of proving that a sale of tangible personal property is not at 
retail is upon the seller unless the seller timely takes in good faith a 
certificate from the purchaser that the property is purchased for resale.  If 
timely taken in proper form as set forth in subdivision (b) and in good faith 
from a person who is engaged in the business of selling tangible personal 
property and who holds a California seller’s permit as required by 
Regulation 1699, “Permits,” the certificate relieves the seller from liability 
for the sales tax and the duty of collecting the use tax.  A certificate will be 
considered timely if it is taken at any time before the seller bills the 
purchaser for the property, or any time within the seller’s normal billing 
and payment cycle, or any time at or prior to delivery of the property to the 
purchaser. A resale certificate remains in effect until revoked in writing.  
 
 (b) FORM OF CERTIFICATE.  

(1) Any document, such as a letter or purchase order, timely provided 
by the purchaser to the seller will be regarded as a resale certificate 
with respect to the sale of the property described in the document if it 
contains all of the following essential elements:  

(A) The signature of the purchaser, purchaser’s employee, or 
authorized representative of the purchaser.  

(B) The name and address of the purchaser.  

(C) The number of the seller’s permit held by the purchaser.  If the 
purchaser is not required to hold a permit because the purchaser 
sells only property of a kind the retail sale of which is not taxable, 
e.g., food products for human consumption, or because the 
purchaser makes no sales in this State, the purchaser must include 
on the certificate a sufficient explanation as to the reason the 
purchaser is not required to hold a California seller’s permit in lieu of 
a seller’s permit number.  

(D) A statement that the property described in the document is 
purchased for resale. The document must contain the phrase “for 
resale.” The use of phrases such as “nontaxable,” “exempt,” or 
similar terminology is not acceptable.  The property to be purchased 
under the certificate must be described either by an itemized list of 
the particular property to be purchased for resale, or by a general 
description of the kind of property to be purchased for resale.   

(E) Date of execution of document.  (An otherwise valid resale 
certificate will not be considered invalid solely on the ground that it is 
undated.)   
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(2) A document containing the essential elements described in 
subdivision (b)(1) is the minimum form which will be regarded as a 
resale certificate. However, in order to preclude potential controversy, 
the seller should timely obtain from the purchaser a certificate 
substantially in the form shown in Appendix A of this regulation. If a 
purchaser operates an auto body repair and/or paint business, a 
specific resale certificate in substantially the same form as shown in 
Appendix B of this regulation should be used, rather than the general 
resale certificate shown in Appendix  A. 

(3) Blanket Resale Certificate. If a purchaser issues a general (blanket) 
resale certificate which provides a general description of the items to be 
purchased, and subsequently issues a purchase order which indicates 
that the transaction covered by the purchase order is taxable, the resale 
certificate does not apply with respect to that transaction. However, the 
purchaser will bear the burden of establishing either that the purchase 
order was sent to and received by the seller within the seller’s billing 
cycle or prior to delivery of the property to the purchaser (whichever is 
the later), or that the tax or tax reimbursement was paid to the seller. 
The purchaser may avoid this burden by using the procedures 
described in subdivision (b(4) below. 

(4) Qualified Resale Certificate. If a purchaser wishes to designate on 
each purchase order whether the property being purchased is for 
resale, the seller should obtain a qualified resale certificate, i.e., one 
that states “see purchase order” in the space provided for a description 
of the property to be purchased. Each purchase order must then specify 
whether the property covered by the order is purchased for resale. The 
use of the phrases “for resale,” “resale = yes,” “nontaxable,” “taxable = 
no,” or similar terminology on a purchase order, indicating that tax or 
tax reimbursement should not be added to the sales invoice will be 
regarded as designating that the property described is purchased for 
resale provided the combination of the purchase order and the qualified 
resale certificate contains all the essential elements provided in 
subdivision (b)(1). However, a purchase order where the applicable 
amount of tax is shown as $0 or is left blank will not be accepted as 
designating that the property is purchased for resale, unless the 
purchase order also includes the phrase “for resale” or other 
terminology described above to specify that the property is purchased 
for resale. If each purchase order does not so specify, or is not issued 
timely within the meaning of subdivision (a), it will be presumed that the 
property covered by that purchase order was not purchased for resale 
and that sale or purchase is subject to tax. If the purchase order 
includes both items to be resold and items to be used, the purchase 
order must specify which items are purchased for resale and which 
items are purchased for use. For example, a purchase order issued for 
raw materials for resale and also for tooling used to process the raw 
materials should specify that the raw materials are purchased for resale 
and that the sale of the tooling is subject to tax. 

The seller shall retain copies of the purchase orders along with the 
qualified resale certificates in order to support the sales for resale.  

(5) If the seller does not timely obtain a resale certificate, the fact that 
the purchaser deletes the tax or tax reimbursement from the seller’s 
billing, provides a seller’s permit number to the seller, or informs the 
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seller that the transaction is “not taxable” does not relieve the seller 
from liability for the tax nor from the burden of proving the sale was for 
resale.  

(c) GOOD FAITH. In absence of evidence to the contrary, a seller will be 
presumed to have taken a resale certificate in good faith if the resale 
certificate contains the essential elements as described in subdivision 
(b)(1) and otherwise appears to be valid on its face. If the purchaser 
insists that the purchaser is buying for re (b)(1) and otherwise appears to 
be valid on its face. If the purchaser insists that the purchaser is buying for  

resale property of a kind not normally resold in the purchaser’s business, 
the seller should require a resale certificate containing a statement that 
the specific property is being purchased for resale in the regular course of 
business.  
 
(d IMPROPER USE OF CERTIFICATE. Except when a resale certificate 
is issued in accordance with subdivision (h) or (i):  

(1) A purchaser, including any officer or employee of a corporation, is 
guilty of a misdemeanor punishable as provided in section7153 if the 
purchaser, for the purpose of evading payment to the seller of tax or tax 
reimbursement, gives a resale certificate for property which the 
purchaser knows at the time of purchase will be used rather than 
resold. 
(2) Any person, including any officer or employee of a corporation, who 
gives a resale certificate for property which he or she knows at the time 
of purchase is not to be resold by him or her or the corporation in the 
regular course of business is liable to the state for the amount of tax 
that would be due if he or she had not given such resale certificate. In 
addition to the tax, the person shall be liable to the state for a penalty of 
10 percent of the tax or five hundred dollars ($500) whichever is 
greater, for each purchase made for personal gain or to evade the 
payment of taxes, as provided in sections 6072 and 6094.5.  

(3) In addition to the penalty of 10 percent or five hundred dollars 
($500), whichever is greater, if the person fails to report and pay the 
use tax due on the use of the property purchased improperly with a 
resale certificate, the person may be liable for the 10 percent penalty for 
negligence or the 25 percent penalty for fraud, as provided in sections 
6484 and 6485. 

 
(e) OTHER EVIDENCE TO REBUT PRESUMPTION OF TAXABILITY. A 
sale for resale is not subject to sales tax. A person who purchases 
property for resale and who subsequently uses the property owes tax on 
that use. A resale certificate which is not timely taken is not retroactive 
and will not relieve the seller of the liability for the tax. Consequently, if the 
seller does not timely obtain a resale certificate containing the essential 
elements as described in subdivision (b)(1), the seller will be relieved of 
liability for the tax only where the seller shows that the property:  

  

  

(1) Was in fact resold by the purchaser and was not used by the 
purchaser for any purpose other than retention, demonstration, or 
display while holding it for sale in the regular course of business, or  

REGULATION 1668 
(Continued) 

 



 138 

(2) Is being held for resale by the purchaser and has not been used by 
the purchaser for any purpose other than retention, demonstration, or 
display while holding it for sale in the regular course of business, or  (5) 
If the seller does not timely obtain a resale certificate, the fact that the 
purchaser deletes the tax or tax reimbursement from the seller’s billing, 
provides a seller’s permit number to the seller, or informs the seller that 
the transaction is “not taxable” does not relieve the seller from liability 
for the tax nor from the burden of proving the sale was for resale.  

(3) Was consumed by the purchaser and tax was reported directly to 
the Board by the purchaser on the purchaser’s sales and use tax return, 
or  

(4) Was consumed by the purchaser and tax was paid to the Board by 
the purchaser pursuant to an assessment against or audit of the 
purchaser developed either on an actual basis or test basis. 

 
(f) USE OF XYZ LETTERS. A seller who does not timely obtain a resale 
certificate may use any verifiable method of establishing that it should be 
relieved of liability for tax under subdivision (e). One method that the 
Board authorizes to assist a seller in satisfying its burden that the sale was 
for resale or that tax was paid, is the use of “XYZ letters.” XYZ letters are 
letters in a form approved by the Board which are sent to some or all of 
the seller’s purchasers inquiring as to the purchaser’s disposition of the 
property purchased from the seller. An XYZ letter will include certain 
information and request responses to certain questions, set forth below. 
The XYZ letter may also be further customized by agreement between the 
Board’s staff and the seller to reflect the seller’s particular circumstances.  

(1) An XYZ letter may include the following information: seller’s name 
and permit number, date of invoice(s), invoice number(s), purchase 
order number(s), amount of purchase(s), and a description of the 
property purchased or other identifying information. A copy of the actual 
invoice(s) may be attached to the XYZ letter. The XYZ letter will request 
the purchaser to complete the statement and include the purchaser’s 
name, seller’s permit number and nature of the purchaser’s business. 
The statement shall be signed by the purchaser, purchaser’s employee 
or authorized  representative, and include the printed name of person 
signing the certificate, title, date, telephone number and city. 

(2) An XYZ letter will request that the purchaser, purchaser’s employee 
or authorized representative check one of the boxes provided inquiring 
as to whether the property in question was:  

(A) Purchased for resale and resold in the form of tangible personal 
property, without any use other than retention, demonstration, or 
display while being held for sale in the regular course of business;  

(B) Purchased for resale and presently in resale inventory, without 
having been used for any purpose other than retention, 
demonstration, or display while being held for sale in the regular 
course of business; 

(C) Purchased solely for leasing and was so leased. Tax has been 
paid directly to the Board measured by the purchase price or rental 
receipts (“tangible personal property”); or tax has been paid 
measured by the purchase price or fair retail value (“mobile 
transportation equipment”). 
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(D) Purchased for resale but consumed or used (whether or not 
subsequently resold); or  

(E) Purchased for use. 

(F) When the purchaser answers either (D) or (E) affirmatively (box 
checked), the XYZ letter will inquire further whether  

1. The tax was paid directly to the Board on the purchaser’s Sales 
and Use Tax Return, and if so, in what amount; 

2. The tax was added to the billing of the seller and remitted to the 
seller, and if so, in what amount; 

3. The tax was paid directly to the Board by the purchaser 
pursuant to an assessment against or audit of the purchaser 
developed either on an actual basis or test basis. 

 4. The purchaser confirms that the purchase is a taxable 
transaction and that tax is applicable. 

(3) A response to an XYZ letter is not equivalent to a timely and valid 
resale certificate. A purchaser responding affirmatively to questions 
reflected in paragraphs (A), (B), (C), or (D) of subdivision (f)(2) will be 
regarded as confirming the seller’s belief that a sale was for resale for 
purposes of subdivision (g). However, the Board is not required to 
relieve a seller from liability for sales tax or use tax collection based on 
a response to an XYZ letter. The Board may, in its discretion, verify the 
information provided in the response to the XYZ letter, including making 
additional contact with the purchaser or other persons to determine 
whether the purchase was for resale or for use whether tax was paid by 
the purchaser. When the Board accepts the purchaser’s response to an 
XYZ letter as a valid response, the Board shall relieve the seller of 
liability for sales tax or use tax collection. 

(4) When there is no response to an XYZ letter, the Board staff should 
consider whether it is appropriate to use an alternative method to 
ascertain whether the seller should be relieved of tax under subdivision 
(e) with respect to the questioned or unsupported transaction(s). 

(g) PURCHASER’S LIABILITY FOR TAX. A purchaser who issues a 
resale certificate containing the essential elements as described in 
subdivision (b)(1) and that otherwise appears valid on its face, or who 
otherwise purchases tangible personal property that is accepted by the 
Board as purchased for resale pursuant to subdivision (f) and who 
thereafter makes any storage or use of the property other than retention, 
demonstration, or display while holding it for sale in the regular course of 
business is liable for use tax on the cost of the property. The tax is due at 
the time the property is first stored or used and must be reported and paid 
by the purchaser with the purchaser’s tax  return for the period in which 
the property is first so stored or used. A purchaser cannot retroactively 
rescind or revoke a resale certificate and thereby cause the transaction to 
be subject to sales tax rather than use tax. 

A purchaser who issues a resale certificate for property which the 
purchaser knows at the time of purchase is not to be resold in the regular 
course of business is liable for the sales tax on that purchase measured 
by the gross receipts from the sale to that purchaser. The tax is due as of 
the time the property was sold to the purchaser and must be reported and 
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paid by the purchaser with the purchaser’s tax return for the period in 
which the property was sold to the purchaser. 
 
(d) IMPROPER USE OF CERTIFICATE.  Except when a resale certificate 
is issued in accordance with subdivision (h) or (i):  

(1) A purchaser, including any officer or employee of a corporation, is 
guilty of a misdemeanor punishable as provided in section 7153 if the 
purchaser, for the purpose of evading payment to the seller of tax or tax 
reimbursement, gives a resale certificate for property which the 
purchaser knows at the time of purchase will be used rather than 
resold.   

(2) Any person, including any officer or employee of a corporation, who 
gives a resale certificate for property which he or she knows at the time 
of purchase is not to be resold by him or her or the corporation in the 
regular course of business is liable to the state for the amount of tax 
that would be due if he or she had not given such resale certificate.  In 
addition to the tax, the person shall be liable to the state for a penalty of 
10 percent of the tax or five hundred dollars ($500) whichever is 
greater, for each purchase made for personal gain or to evade the 
payment of taxes, as provided in sections 6072 and 6094.5.  

(3) In addition to the penalty of 10 percent or five hundred dollars 
($500), whichever is greater, if the person fails to report and pay the 
use tax due on the use of the property purchased improperly with a 
resale certificate, the person may be liable for the 10 percent penalty for 
negligence or the 25 percent penalty for fraud, as provided in sections 
6484 and 6485.  

  
(e) OTHER EVIDENCE TO REBUT PRESUMPTION OF TAXABILITY.  A 
sale for resale is not subject to sales tax.  A person who purchases 
property for resale and who subsequently uses the property owes tax on 
that use. A resale certificate which is not timely taken is not retroactive 
and will not relieve the seller of the liability for the tax.  Consequently, if 
the seller does not timely obtain a resale certificate containing the 
essential elements as described in (b)(1), the seller will be relieved of 
liability for the tax only where the seller shows that the property:   
  

(1) Was in fact resold by the purchaser and was not used by the 
purchaser for any purpose other than retention, demonstration, or 
display while holding it for sale in the regular course of business, or   

(2) Is being held for resale by the purchaser and has not been used by 
the purchaser for any purpose other than retention, demonstration, or 
display while holding it for sale in the regular course of business, or   

(3) Was consumed by the purchaser and tax was reported directly to 
the Board by the purchaser on the purchaser’s sales and use tax return, 
or   

(4) Was consumed by the purchaser and tax was paid to the Board by 
the purchaser pursuant to an assessment against or audit of the 
purchaser developed either on an actual basis or test basis.  
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(f) USE OF XYZ LETTERS.  A seller who does not timely obtain a resale 
certificate may use any verifiable method of establishing that it should be 
relieved of liability for tax under subdivision (e).  One method that the 
Board authorizes to assist a seller in satisfying its burden that the sale was 
for resale or that tax was paid, is the use of “XYZ letters.”  XYZ letters are 
letters in a form approved by the Board which are sent to some or all of 
the seller’s purchasers inquiring as to the purchaser’s disposition of the 
property purchased from the seller.  An XYZ letter will include certain 
information and request responses to certain questions, set forth below.  
The XYZ letter may also be further customized by agreement between the 
Board’s staff and the seller to reflect the seller’s particular circumstances.  

(1) An XYZ letter may include the following information:  seller’s name 
and permit number, date of invoice(s), invoice number(s), purchase 
order number(s), amount of purchase(s), and a description of the 
property purchased or other identifying information.  A copy of the 
actual invoice(s) may be attached to the XYZ letter.  The XYZ letter will 
request the purchaser to complete the statement and include the 
purchaser’s name, seller’s permit number and nature of the purchaser’s 
business.  The statement shall be signed by the purchaser, purchaser’s 
employee or authorized representative, and include the printed name of 
person signing the certificate, title, date, telephone number and city.  

(2) An XYZ letter will request that the purchaser, purchaser’s employee 
or authorized representative check one of the boxes provided inquiring 
as to whether the property in question was:  

(A) Purchased for resale and resold in the form of tangible personal 
property, without any use other than retention, demonstration, or 
display while being held for sale in the regular course of business;   

(B) Purchased for resale and presently in resale inventory, without 
having been used for any purpose other than retention, 
demonstration, or display while being held for sale in the regular 
course of business;  

  
(C) Purchased solely for leasing and was so leased.  Tax has been 
paid directly to the Board measured by the purchase price or rental 
receipts (“tangible personal property”); or tax has been paid 
measured by the purchase price or fair rental value (“mobile 
transportation equipment”).  

(D) Purchased for resale but consumed or used (whether or not 
subsequently resold); or  

(E) Purchased for use.  

(F) When the purchaser answers either (D) or (E) affirmatively (box 
checked), the XYZ letter will inquire further whether:  

1. The tax was paid directly to the Board on the purchaser’s Sales 
and Use Tax Return, and if so, in what amount;   

2. The tax was added to the billing of the seller and remitted to the 
seller, and if so, in what amount;   

3. The tax was paid directly to the Board by the purchaser 
pursuant to an assessment against or audit of the purchaser 
developed either on an actual basis or test basis.  
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4. The purchaser confirms that the purchase is a taxable 
transaction and that tax is applicable.  

(3) A response to an XYZ letter is not equivalent to a timely and valid 
resale certificate.  A purchaser responding affirmatively to questions 
reflected in paragraphs (A), (B), (C), or (D) of subdivision (f)(2) will be 
regarded as confirming the seller’s belief that a sale was for resale for 
purposes of subdivision (g).  However, the Board is not required to 
relieve a seller from liability for sales tax or use tax collection based on 
a response to an XYZ letter.  The Board may, in its discretion, verify the 
information provided in the response to the XYZ letter, including making 
additional contact with the purchaser or other persons to determine 
whether the purchase was for resale or for use or whether tax was paid 
by the purchaser.  When the Board accepts the purchaser’s response 
to an XYZ letter as a valid response, the Board shall relieve the seller of 
liability for sales tax or use tax collection.  

(4) When there is no response to an XYZ letter, the Board staff should 
consider whether it is appropriate to use an alternative method to 
ascertain whether the seller should be relieved of tax under subdivision 
(e) with respect to the questioned or unsupported transaction(s).  

 
(g) PURCHASER’S LIABILITY FOR TAX.  A purchaser who issues a 
resale certificate containing the essential elements as described in 
subdivision (b)(1) and that otherwise appears valid on its face, or who 
otherwise purchases tangible personal property that is accepted by the 
Board as purchased for resale pursuant to subdivision (f) and who 
thereafter makes any storage or use of the property other than retention, 
demonstration, or display while holding it for sale in the regular course of 
business is liable for use tax on the cost of the property.  The tax is due at 
the time the property is first stored or used and must be reported and paid 
by the purchaser with the purchaser’s tax return for the period in which the 
property is first so stored or used.  A purchaser cannot retroactively 
rescind or revoke a resale certificate and thereby cause the transaction to 
be subject to sales tax rather than use tax.    

 A purchaser who issues a resale certificate for property which the 
purchaser knows at the time of purchase is not to be resold in the regular 
course of business is liable for the sales tax on that purchase measured 
by the gross receipts from the sale to that purchaser.  The tax is due as of 
the time the property was sold to the purchaser and must be reported and 
paid by the purchaser with the purchaser’s tax return for the period in 
which the property was sold to the purchaser.  
 
(h) MOBILEHOMES. A mobilehome retailer who purchases a new 
mobilehome for sale to a customer for installation for occupancy as a 
residence on a foundation system pursuant to Section 18551 of the Health 
and Safety Code, or for installation for occupancy as a residence pursuant 
to Section 18613 of the Health and Safety Code, and which mobilehome is 
thereafter subject to property taxation, may issue a resale certificate to the 
mobilehome vendor even though the retailer is classified as a consumer of 
the mobilehome by Sections 6012.8 and 6012.9 of the Revenue and 
Taxation Code. Also, effective September 19, 1985, a mobilehome 
retailer, licensed as a mobilehome dealer under Section 18002.6 of the 
Health and Safety Code, who purchases a new mobilehome for sale to a 
customer for installation for occupancy as a residence on a foundation 
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system pursuant to Section 18551 of the Health and Safety Code, may be 
issue a resale certificate to the mobilehome vendor even though the 
mobilehome retailer may have the mobilehome installed on a foundation 
system as an improvement to the realty prior to the retailer’s sale of the 
mobilehome to the customer for occupancy as  a residence. 

Where the mobilehome is acquired by a mobilehome retailer, who is not 
licensed as a dealer pursuant to Section 18002.6 of the Health and Safety 
Code, for affixation by the retailer to a permanent foundation, or for other 
use or consumption (except demonstration or display while holding for 
sale in the regular course of business), prior to sale, the mobilehome 
retailer may not issue a resale certificate.  The mobilehome retailer shall 
notify the vendor that the purchase is for consumption and not for resale.  
When a mobilehome manufacturer or other vendor is informed or has 
knowledge that the purchaser will install the mobilehome on a permanent 
foundation prior to its resale, the manufacturer or other vendor is not 
making a sale for resale.  Such vendor is making a taxable retail sale and 
cannot accept a resale certificate in good faith.  
  
(i) MOBILE TRANSPORTATION EQUIPMENT.  Any person, other than a 
person exempt from use tax, such as under Revenue and Taxation Code 
section 6352, who purchases mobile transportation equipment for the sole 
purpose of leasing that equipment, may issue a resale certificate for the 
limited purpose of reporting use tax based on fair rental value as provided 
in Regulation 1661.  
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APPENDIX A 
               California Resale Certificate 

  
I HEREBY CERTIFY:  
  

 1. I hold valid seller’s permit number: ___________________________________________.   
 
  

 2. I am engaged in the business of selling the following type of tangible personal property: 
_________________________________________________________________________.  
 
 3. This certificate is for the purchase from _______________________ of the item(s) I have 

                                                                                                [Vendor’s name] 
 item(s) I have listed in paragraph 5 below.  

 
 4. I will resell the item(s) listed in paragraph 5, which I am purchasing under this resale certificate 

in the form of tangible personal property in the regular course of my business operations, and I 
will do so prior to making any use of the item(s) other than demonstration and display while 
holding the item(s) for sale in the regular course of my business.  I understand that if I use the 
item(s) purchased under this certificate in any manner other than as just described, I will owe use 
tax based on each item’s purchase price or as otherwise provided by law.  
 
 5. Description of property to be purchased for resale:  
_____________________________________________________________________________
_____________________________________________________________________________
_________________________________________________________________. 
 
 6. I have read and understand the following:  
 
 For Your Information:  A person may be guilty of a misdemeanor under Revenue and Taxation 
Code section 6094.5 if the purchaser knows at the time of purchase that he or she will not resell 
the purchased item prior to any use (other than retention, demonstration, or display while holding 
it for resale) and he or she furnishes a resale certificate to avoid payment to the seller of an 
amount as tax.  Additionally, a person misusing a resale certificate for personal gain or to evade 
the payment of tax is liable, for each purchase, for the tax that would have been due, plus a 
penalty of 10 percent of the tax or $500, whichever is more.  
  

Name of Purchaser  
  
  
Signature of Purchaser, Purchaser’s Employee or Authorized Representative  
  
  
Printed Name of Person Signing  
  
  

Title  

Address of Purchaser  
  
  
Telephone Number  
  
  

Date  
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APPENDIX B  
California Resale Certificate for the Auto Body Repair and Painting Industry 

I HEREBY CERTIFY:  

 1. I hold valid California seller’s permit number: ____________________________________________________________.  

 2. I am engaged in the business of selling the following type of property: ________________________________________.  

 3. This certificate is for the purchase from________________________________________________________________.. 
                                                                                        [Vendor’s name] 
 of the item(s) I have initialed in paragraph 5 below.                                                    

 4. I will resell the following item(s) I am purchasing under this resale certificate in the form of tangible personal property in the 
regular course of my business operations, and I will do so prior to making any use of the item(s) other than demonstration and 
display while holding the item(s) for sale in the regular course of my business.  I understand that if I use the item(s) purchased 
under this certificate in any manner other than as just described, I will owe use tax based on each item’s purchase price or as 
otherwise provided by law.  

 5. I am purchasing for resale under this resale certificate the item(s) indicated by my initials below (not an X or 
similar mark):  

      _____Automobile parts      _____Fisheye eliminator     _____Polishes/Wax    _____Sealers      

      _____Clear Coats              _____Glues/Adhesives        _____Primers 

      _____Electrical Tape         _____Hardeners                   _____Putties 

      _____Fillers      _____Paints         _____ Rust Protectors 

      Other (specify items)___________________________________________________________. 

 6. I have read and understand the following:  
Note:  Auto body repair and paint shops are generally considered consumers of the items listed below regardless of the 
manner in which they bill their customers for repairs and painting. Thus, this certificate generally may not be used to purchase 
these items.  If a person does, in fact, resell any of the following items prior to use, the person may take a deduction on his or 
her sales and use tax return to offset the amount paid as tax (the deduction is taken under “Tax-paid purchases resold”).  If, 
however, a person is purchasing one of these items exclusively for resale in the form of tangible personal property and not for 
consumption during repairs, painting, or the like, this certificate may be used to purchase such item by listing it under “Other” 
above.  

Abrasives             Equipment repair parts          Masks                   Reducers 
Books  Goggles    Metal conditioners                Respirators 
Cans              Hand cleaners   Paint remover                  Rubbing compounds 
Cleaning solvent          Manuals    Plastic bottles                  Rubbing machines 
Color charts             Masking paper   Polishing compounds          Thinners 
Equipment             Masking tape   Polishing machines    Touch-up bottles 
 

7. I have read and understand the following:   
For Your Information:  A person may be guilty of a misdemeanor under Revenue and Taxation Code section 6094.5 if the 
purchaser knows at the time of purchase that he or she will not resell the purchased item prior to any use (other than retention, 
demonstration, or display while holding it for resale) and he or she furnishes a resale certificate to avoid payment to the seller of 
an amount as tax.  Additionally, a person misusing a resale certificate for personal gain or to evade the payment of tax is liable, 
for each purchase, for the tax that would have been due, plus a penalty of 10 percent of the tax or $500, whichever is more.  

  
Name of Purchaser; 
 
Signature of Purchaser, Purchaser’s Employee or Authorized Representative: 
 
  Print Name of Person Signing:     Title: 
 
  Address of Purchaser: 
 
  Telephone Number:      Date: 
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State of California 
BOARD OF EQUALIZATION 

SALES AND USE TAX REGULATIONS 
 
COLLECTION OF USE TAX BY RETAILERS  
 

Reference: Sections 6203, 6204, 6226, and 7051.3, Revenue and 
Taxation Code. 
Section 513(d)(3)(A), Internal Revenue Code (26 USC). 

(a) COLLECTION OF USE TAX BY RETAILERS ENGAGED IN 
BUSINESS IN THIS STATE. Retailers engaged in business in this state as 
defined in section 6203 of the Revenue and Taxation Code and making 
sales of tangible personal property, the storage, use, or other consumption 
of which is subject to the tax must register with the Board and, at the time 
of making the sales, or, if the storage, use or other consumption of the 
tangible personal property is not then taxable, at the time it becomes 
taxable, collect the tax from the purchaser and give the purchaser a receipt 
therefor. 

(b) GENERAL DEFINITION AND REBUTTABLE PRESUMPTION. 

(1) A retailer is engaged in business in this state as defined in section 
6203 of the Revenue and Taxation Code if the retailer has a substantial 
nexus with this state for purposes of the Commerce Clause (art. I, § 8, 
cl. 3) of the United States Constitution or federal law otherwise permits 
this state to impose a use tax collection duty on the retailer. Retailers 
engaged in business in this state include, but are not limited to, retailers 
described in subdivision (c). 

(2) Except as provided in subdivisions (c) and (d), there is a 
presumption that a retailer is engaged in business in this state as 
defined in section 6203 of the Revenue and Taxation Code if the retailer 
has any physical presence in California. A retailer may rebut the 
presumption if the retailer can substantiate that its physical presence is 
so slight that the United States Constitution prohibits this state from 
imposing a use tax collection duty on the retailer. 

(3) A retailer does not have a physical presence in California solely 
because the retailer engages in interstate communications with 
customers in California via common carrier, the United States mail, or 
interstate telecommunication, including, but not limited to, interstate 
telephone calls and emails. The rebuttable presumption in subdivision 
(b)(2) does not apply to a retailer that does not have a physical 
presence in California. 

(c) NONEXHAUSTIVE EXAMPLES OF RETAILERS ENGAGED IN 
BUSINESS IN THIS STATE. 

(1) A retailer is engaged in business in this state as defined in section 
6203 of the Revenue and Taxation Code if: 

(A) The retailer owns or leases real or tangible personal property, 
including, but not limited to, a computer server, in California; or 

(B) The retailer derives rentals from a lease of tangible personal 
property situated in California (under such circumstances the retailer 
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is required to collect the tax at the time rentals are paid by the 
lessee); or. 

(C) The retailer maintains, occupies, or uses, permanently or 
temporarily, directly or indirectly, or through a subsidiary, or agent, by 
whatever name called, an office, place of distribution, sales or sample 
room or place, warehouse or storage place, or other place of business 
in California; or 

(D) The retailer has a representative, agent, salesperson, canvasser, 
independent contractor, solicitor, or any other person operating in 
California on the retailer’s behalf, including a person operating in 
California under the authority of the retailer or its subsidiary, for the 
purpose of selling, delivering, installing, assembling, or the taking of 
orders for any tangible personal property, or otherwise establishing or 
maintaining a market for the retailer’s products. 

(2) A retailer is engaged in business in this state as defined in section 
6203 of the Revenue and Taxation Code if: 

(A) The retailer is a member of a commonly controlled group, as 
defined in Revenue and Taxation Code section 25105; and 

(B) The retailer is a member of a combined reporting group, as 
defined in California Code of Regulations, title 18, section 25106.5, 
subdivision (b)(3), that includes another member of the retailer’s 
commonly controlled group that, pursuant to an agreement with or in 
cooperation with the retailer, performs services in California in 
connection with tangible personal property to be sold by the retailer, 
including, but not limited to, design and development of tangible 
personal property sold by the retailer, or the solicitation of sales of 
tangible personal property on behalf of the retailer. For purposes of 
this paragraph: 
(i) Services are performed in connection with tangible personal 
property to be sold by a retailer if the services help the retailer 
establish or maintain a California market for sales of tangible personal 
property; and 
(ii) Services are performed in cooperation with a retailer if the retailer 
and the member of the retailer’s commonly controlled group 
performing the services are working or acting together for a common 
purpose or benefit. 

(3) A retailer is engaged in business in this state as defined in section 
6203 of the Revenue and Taxation Code if the retailer enters into an 
agreement or agreements under which a person or persons in this 
state, for a consideration that is based upon completed sales of tangible 
personal property, whether referred to as a commission, fee for 
advertising services, or otherwise, directly or indirectly refer potential 
purchasers of tangible personal property to the retailer, whether by an 
Internet-based link or an Internet website, or otherwise, provided that: 

(A) The total cumulative sales price of all of the tangible personal 
property the retailer sold to purchasers in California that were referred 
to the retailer by a person or persons in California pursuant to an 
agreement or agreements described above, in the preceding 12 
months, is in excess of ten thousand dollars ($10,000); and 
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(B) The retailer, within the preceding 12 months, has total cumulative 
sales of tangible personal property to purchasers in California in 
excess of one million dollars ($1,000,000). 
The determination as to whether a retailer has made the requisite 
amount of sales to purchasers in California during the preceding 12-
month period shall be made at the end of each calendar quarter. A 
retailer is not engaged in business in this state pursuant to this 
paragraph if the total cumulative sales price of all of the tangible 
personal property the retailer sold to purchasers in California that 
were referred to the retailer by a person or persons in California 
pursuant to an agreement or agreements described above, in the 
preceding 12 months, is not in excess of ten thousand dollars 
($10,000), or if the retailer’s total cumulative sales of tangible 
personal property to purchasers in California were not in excess of 
one million dollars ($1,000,000) in the preceding 12 months. 
For purposes of this paragraph, the term "retailer" includes an entity 
affiliated with a retailer within the meaning of Internal Revenue Code 
section 1504, which defines the term "affiliated group" for federal 
income tax purposes. 

(4) Paragraph (3) does not apply to an agreement under which a retailer 
purchases advertisements from a person in California, to be delivered 
on television, radio, in print, on the Internet, or by any other medium, 
unless: 

(A) The advertisement revenue paid to the person in California 
consists of commissions or other consideration that is based upon 
completed sales of tangible personal property, and 

(B) The person entering into the agreement with the retailer also 
directly or indirectly solicits potential customers in California through 
the use of flyers, newsletters, telephone calls, electronic mail, blogs, 
microblogs, social networking sites, or other means of direct or 
indirect solicitation specifically targeted at potential customers in this 
state. 

(5) For purposes of paragraph (3): 

(A) A person that is an individual is in this state when the person is 
physically present within the boundaries of California; and 

(B) A person other than an individual is in this state when there is at 
least one individual physically present in California on the person’s 
behalf. 

(6) Paragraph (3) does not apply to a retailer’s agreement with any 
person, unless an individual solicits potential customers under the 
agreement while the individual is physically present within the 
boundaries of California, including, but not limited to, an individual who 
entered into the agreement directly with the retailer, an individual, such 
as an employee, who is performing activities in California directly for a 
person that entered into the agreement with the retailer, and any 
individual who is performing activities in California indirectly for any 
person who entered into the agreement with the retailer, such as an 
independent contractor or subcontractor. 

(7) Paragraph (3) does not apply if a retailer can demonstrate that all of 
the persons with whom the retailer has agreements described in 
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paragraph (3) did not directly or indirectly solicit potential customers for 
the retailer in California. A retailer can demonstrate that an agreement 
is not an agreement described in paragraph (3) if: 

(A) The retailer’s agreement:  

(i) Prohibits persons operating under the agreement from engaging in 
any solicitation activities in California that refer potential customers to 
the retailer including, but not limited to, distributing flyers, coupons, 
newsletters and other printed promotional materials or electronic 
equivalents, verbal soliciting (e.g., in-person referrals), initiating 
telephone calls, and sending e-mails; and 
(ii) If the person in California with whom the retailer has an agreement 
is an organization, such as a club or a non-profit group, the 
agreement provides that the organization will maintain on its website 
information alerting its members to the prohibition against each of the 
solicitation activities described above;  

(B) The person or persons operating under the agreement in 
California certify annually under penalty of perjury that they have not 
engaged in any prohibited solicitation activities in California at any 
time during the previous year, and, if the person in California with 
whom the retailer has an agreement is an organization, the annual 
certification shall also include a statement from the organization 
certifying that its website includes information directed at its members 
alerting them to the prohibition against the solicitation activities 
described above; and 

(C) The retailer accepts the certification or certifications in good faith 
and the retailer does not know or have reason to know that the 
certification or certifications are false or fraudulent. 
A retailer is excused from the requirement to obtain a certification if 
the person from whom the certification is required is dead, lacks the 
capacity to make such certification, or cannot reasonably be located 
by the retailer and there is no evidence to indicate that such person 
did in fact engage in any prohibited solicitation activities in California 
at any time during the previous year. 

(8) For purposes of this subdivision: 

(A) "Advertisement" means a written, verbal, pictorial, graphic, etc. 
announcement of goods or services for sale, employing purchased 
space or time in print or electronic media, which is given to 
communicate such information to the general public. Online 
advertising generated as a result of generic algorithmic functions that 
is anonymous and passive in nature, such as ads tied to Internet 
search engines, banner ads, click-through ads, Cost Per Action ads, 
links to retailers’ websites, and similar online advertising services, are 
advertisements and not solicitations. 

(B) "Individual" means a natural person. 

(C) "Person" means and includes any individual, firm, partnership, 
joint venture, limited liability company, association, social club, 
fraternal organization, corporation, estate, trust, business trust, 
receiver, assignee for the benefit of creditors, trustee, trustee in 
bankruptcy, syndicate, the United States, this state, any county, city 
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and county, municipality, district, or other political subdivision of the 
state, or any other group or combination acting as a unit. 

(D) "Solicit" means to communicate directly or indirectly to a specific 
person or specific persons in California in a manner that is intended to 
and calculated to incite the person or persons to purchase tangible 
personal property from a specific retailer or retailers. 

(E) "Solicitation" means a direct or indirect communication to a 
specific person or specific persons done in a manner that is intended 
to and calculated to incite the person or persons to purchase tangible 
personal property from a specific retailer or retailers.  

(F) "Solicit," "solicitation," "refer," and "referral" do not mean or include 
online advertising generated as a result of generic algorithmic 
functions that is anonymous and passive in nature, such as ads tied 
to Internet search engines, banner ads, click-through ads, Cost Per 
Action ads, links to retailers’ websites, and similar online advertising 
services. 

(9) Examples: 

(A) Corporation X is physically located in California and maintains a 
website at www.corporationx.com. Corporation X enters into 
agreements with one or more hiking gear and accessories retailers 
under which Corporation X maintains click-through advertisements or 
links to each retailer’s website on Corporation X’s website at 
www.corporationx.com and Corporation X’s webpage at 
www.socialnetwork.com/corporationx in return for commissions based 
upon the retailers’ completed sales made to customers who click-
through the ads or links on Corporation X’s website and webpage. 
Corporation X also posts reviews at www.corporationx.com of the 
products sold through the click-through ads and links on its website 
and webpage. However, Corporation X does not engage in any 
solicitation activities in California that refer potential customers to the 
retailer or retailers who have click-through ads or links on its website 
or webpage. Therefore, paragraph (3) does not apply to the 
agreements between Corporation X and the retailer or retailers who 
have ads or links on Corporation X’s website or webpage. 

(B) Same as (A) above, except that Corporation X also enters into an 
agreement under which Advertising Corporation places 
advertisements for www.corporationx.com on other businesses’ 
websites and webpages, and mails or emails advertisements for 
www.corporationx.com to anyone who signs up to receive such 
advertisements. However, Corporation X does not engage in any 
solicitation activities in California that refer potential customers to the 
retailer or retailers who have click-through ads or links on its website 
or webpage and Advertising Corporation’s mailers and emails are 
advertisements, not solicitations. Therefore, paragraph (3) does not 
apply to the agreements between Corporation X and the retailer or 
retailers who have ads or links on Corporation X’s website or 
webpage. 

(C) Same as (B) above, except that an individual representative of 
Corporation X or any other individual acting on behalf of Corporation 
X, including, but not limited to, an employee or independent contractor 
of Corporation X or Advertising Corporation, engages in solicitation 

REGULATION 1684 
(continued) 



 151 

activities, such as soliciting customers in person, soliciting customers 
on the telephone, handing out flyers that are solicitations, or sending 
emails that are solicitations, while physically present in California that 
refer potential California customers to a retailer who has a click-
through ad or link on Corporation X’s website or webpage under 
Corporation X’s agreement with that retailer. Therefore, paragraph (3) 
does apply to Corporation X’s agreement with that retailer and that 
retailer will be required to register with the Board to collect use tax if: 
(i) The total cumulative sales price of all of the tangible personal 
property the retailer sold to purchasers in California that were referred 
to the retailer by a person or persons in California pursuant to an 
agreement or agreements described in paragraph (3), in the 
preceding 12 months, is in excess of ten thousand dollars ($10,000); 
and 

(ii) The retailer’s total cumulative sales of tangible personal property to 
purchasers in California is in excess of one million dollars ($1,000,000) 
in the preceding 12 months. 

(d) EXCEPTIONS. 

(1) Webpages and Internet Service Providers. The use of a computer 
server on the Internet to create or maintain a World Wide Web page or 
site by a retailer will not be considered a factor in determining whether 
the retailer has a substantial nexus with California, unless the computer 
server is located in California and the retailer owns or leases the 
computer server. No Internet Service Provider, On-line Service Provider, 
internetwork communication service provider, or other Internet access 
service provider, or World Wide Web hosting services shall be deemed 
the agent or representative of any out-of-state retailer as a result of the 
service provider maintaining or taking orders via a web page or site on a 
computer server that is physically located in this state. 

(2) Warranty and Repair Services. A retailer is not "engaged in business 
in this state" based solely on its use of a representative or independent 
contractor in this state for purposes of performing warranty or repair 
services with respect to tangible personal property sold by the retailer, 
provided that the ultimate ownership of the representative or 
independent contractor so used and the retailer is not substantially 
similar. For purposes of this paragraph, "ultimate owner" means a stock 
holder, bond holder, partner, or other person holding an ownership 
interest. 

(3) Convention and Trade Show Activities. For purposes of this 
subdivision, the term "convention and trade show activity" means any 
activity of a kind traditionally conducted at conventions, annual meetings, 
or trade shows, including, but not limited to, any activity one of the 
purposes of which is to attract persons in an industry generally (without 
regard to membership in the sponsoring organization) as well as 
members of the public to the show for the purpose of displaying industry 
products or to stimulate interest in, and demand for, industry products or 
services, or to educate persons engaged in the industry in the 
development of new products and services or new rules and regulations 
affecting the industry. 
Except as provided in this paragraph, a retailer is not "engaged in 
business in this state" based solely on the retailer’s convention and trade 
show activities provided that: 
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(A) For the period commencing on January 1, 1998 and ending on 
December 31, 2000, the retailer, including any of his or her 
representatives, agents, salespersons, canvassers, independent 
contractors, or solicitors, does not engage in those convention and 
trade show activities for more than seven days, in whole or in part, in 
this state during any 12-month period and did not derive more than 
ten thousand dollars ($10,000) of gross income from those activities 
in this state during the prior calendar year; 

(B) For the period commencing on January 1, 2001, the retailer, 
including any of his or her representatives, agents, salespersons, 
canvassers, independent contractors, or solicitors, does not engage in 
those convention and trade show activities for more than fifteen days, 
in whole or in part, in this state during any 12-month period and did 
not derive more than one hundred thousand dollars ($100,000) of net 
income from those activities in this state during the prior calendar 
year. 
A retailer coming within the provisions of this subdivision is, however, 
"engaged in business in this state," and is liable for collection of the 
applicable use tax, with respect to any sale of tangible personal 
property occurring at the retailer’s convention and trade show 
activities and with respect to any sale of tangible personal property 
made pursuant to an order taken at or during those convention and 
trade show activities. 

(e) RETAILERS NOT ENGAGED IN BUSINESS IN STATE. Retailers who 
are not engaged in business in this state may apply for a Certificate of 
Registration-Use Tax. Holders of such certificates are required to collect 
tax from purchasers, give receipts therefor, and pay the tax to the Board in 
the same manner as retailers engaged in business in this state. As used in 
this regulation, the term "Certificate of Registration-Use Tax" shall include 
Certificates of Authority to Collect Use Tax issued prior to September 11, 
1957. 

(f) USE TAX DIRECT PAYMENT PERMIT EXEMPTION CERTIFICATES. 
Notwithstanding subdivisions (a) and (d)(3), a retailer who takes a use tax 
direct payment exemption certificate in good faith from a person holding a 
use tax direct payment permit is relieved from the duty of collecting use tax 
from the issuer on the sale for which the certificate is issued. Such 
certificate must comply with the requirements of Regulation 1699.6, Use 
Tax Direct Payment Permits. 

(g) TAX AS DEBT. The tax required to be collected by the retailer and any 
amount unreturned to the customer which is not tax but was collected from 
the customer under the representation that it was tax constitute debts owed 
by the retailer to the state. 

(h) REFUNDS OF EXCESS COLLECTIONS. Whenever the Board 
ascertains that a retailer has collected use tax from a customer in excess 
of the amount required to be collected or has collected from a customer an 
amount which was not tax but was represented by the retailer to the 
customer as being use tax, no refund of such amount shall be made to the 
retailer even though the retailer has paid the amounts so collected to the 
state. Section 6901 of the Revenue and Taxation Code requires that any 
overpayment of use tax be credited or refunded only to the purchaser who 
made the overpayment. 
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(i) AMENDMENTS. Statutes 2011, chapter 313 (Assem. Bill No. 155), 
section 3 re-enacted section 6203 of the Revenue and Taxation Code. 
Chapter 313, section 6, provides that the provisions of section 6203 of the 
Revenue and Taxation Code as re-enacted by chapter 313, section 3, shall 
become operative on September 15, 2012, or January 1, 2013. The 2012 
amendments to this regulation adopted to implement, interpret, and make 
specific the provisions of section 6203 of the Revenue and Taxation Code 
as re-enacted by chapter 313, section 3, shall become operative on the 
same date as section 6203 of the Revenue and Taxation Code as re-
enacted by chapter 313, section 3. Any amendment that implements, 
interprets and makes specific a use tax collection obligation that did not 
exist on June 27, 2011, upon becoming operative, shall not have any 
retroactive effect.  
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State of California  
BOARD OF EQUALIZATION 

SALES AND USE TAX REGULATIONS  
 
PAYMENT OF TAX BY PURCHASERS  

Reference: Sections 6202, 6203, 6367, 6401, and 7051.3 Revenue and Taxation Code  
(a) Purchasers and lessees of tangible personal property, the storage, 
use, or other consumption of which is subject to the use tax, must pay the 
tax:  

(1) To the person from whom such property is purchased or leased, if 
such person holds a seller’s permit or a Certificate of Registration—Use 
Tax.  

(2) Directly to the board if the person from whom the tangible personal 
property is purchased or leased does not hold such a permit or 
certificate.  

Purchasers and lessees should not pay the tax to a person who does 
not hold either a seller’s permit or a Certificate of Registration— Use 
Tax. Purchasers and lessees will be liable for payment of tax to the 
board unless receipts are obtained from sellers holding a seller’s permit 
or a Certificate of Registration—Use Tax.  

 
(b) PAYMENT BY PERSONS HOLDING USE TAX DIRECT PAYMENT 
PERMITS.  
Notwithstanding the provisions of subdivision (a), persons who obtain use 
tax direct payment permits and issue use tax direct payment exemption 
certificates in good faith to the persons from whom tangible personal 
property , the storage, use, or other consumption of which is subject to the 
use tax is purchased, shall not pay the use tax to such persons but shall 
self-assess and pay state and local use tax under Part 1 (commencing 
with Section 6001), Part 1.5 (commencing with Section 7200), and, if 
applicable, Part 1.6 (commencing with Section 7251) directly to the 
Board,. Use tax direct payment permits and exemption certificates must 
comply with the requirements of Regulation 1699.  
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State of California 
BOARD OF EQUALIZATION 

SALES AND USE TAX REGULATIONS 

Regulation 1698. RECORDS  

 (a) DEFINITIONS  

(1) “Database Management System”--a software system that controls, 
relates, retrieves, and provides accessibility to data stored in a 
database.  

(2) “Electronic data interchange” or “EDI technology”--the computer to 
computer exchange of business transactions in a standardized 
structured electronic format.  

(3) “Hardcopy”--any document, record, report or other data maintained 
in a paper format.  

(4) “Machine-sensible record”--a collection of related information in an 
electronic format. Machine-sensible records do not include hardcopy 
records that are created or recorded on paper or stored in or by a 
storage-only imaging system such as microfilm or microfiche.  

(5) “Taxpayer”--every seller or retailer of tangible personal property in 
this state and every person storing, using or otherwise consuming in 
this state tangible personal property purchased from a retailer, and 
every lessor and lessee of tangible personal property for use in this 
state.  
  

(b) GENERAL  

(1) A taxpayer shall maintain and make available for examination on 
request by the board or its authorized representative, all records 
necessary to determine the correct tax liability under the Sales and 
Use Tax Law and all records necessary for the proper completion of 
the sales and use tax return. Such records include but are not limited 
to:  

(A) Normal books of account ordinarily maintained by the average 
prudent businessperson engaged in the activity in question.  

(B) Bills, receipts, invoices, cash register tapes, or other documents 
of original entry supporting the entries in the books of account.  

(C) Schedules or working papers used in connection with the 
preparation of tax returns.  

(2) Machine-sensible records are considered records under Revenue 
and Taxation Code Sections 7053 and 7054.  

(c) MACHINE-SENSIBLE RECORDS.  

(1) General.  

(A) Machine-sensible records used to establish tax compliance 
shall contain sufficient source document (transaction level) 
information so that the details underlying the machine-sensible 
records can be identified and made available to the board upon 
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request. A taxpayer has discretion to discard duplicated records 
and redundant information provided the integrity of the audit trail is 
preserved and the responsibilities under this regulation are met.  

(B) At the time of an examination, the retained records must be 
capable of being retrieved and converted to a standard magnetic 
record format e.g., Extended Binary Coded Decimal Interchange 
Code (EBCDIC) or American Standard Code for Information 
Interchange (ASCII) flat file.  

  

(C) Taxpayers are not required to construct machine-sensible 
records other than those created in the ordinary course of business. 
A taxpayer who does not create the electronic equivalent of a 
traditional paper document in the ordinary course of business is not 
required to construct such a record for tax purposes.  

(2) Electronic Data Interchange Requirements.  

(A) Where a taxpayer uses electronic data interchange (EDI) 
processes and technology, the level of record detail, in combination 
with other records related to the transactions, must be equivalent to 
that contained in an acceptable paper record. For example, the 
retained records should contain such information as vendor name, 
invoice date, product description, quantity purchased, price, amount 
of tax, indication of tax status (e.g., for resale), and shipping detail. 
Codes may be used to identify some or all of the data elements, 
provided the taxpayer maintains a method which allows the board 
to interpret the coded information.  

(B) The taxpayer may capture the information necessary to satisfy 
subdivision (c)(2)(A) at any level within the accounting system and 
need not retain the original EDI transaction records provided the 
audit trail, authenticity, and integrity of the retained records can be 
established. For example, a taxpayer using EDI technology 
receives electronic invoices from its suppliers. The taxpayer 
decides to retain the invoice data from completed and verified EDI 
transactions in its accounts payable system rather than to retain the 
EDI transactions themselves. Since neither the EDI transaction nor 
the accounts payable system capture information from the invoice 
pertaining to product description and vendor name (i.e., they 
contain only codes for that information), the taxpayer must also 
retain other records, such as its vendor master file and product 
code description lists, and make them available to the board. In this 
example, the taxpayer need not retain its EDI transaction for tax 
purposes.  

(3) Electronic Data Processing Systems Requirements. The 
requirements for an electronic data processing (EDP) accounting 
system should be similar to that of a manual accounting system, in 
that an adequately designed accounting system should incorporate 
methods and records that will satisfy the requirements of this 
regulation.  

(4) Business Process Information.  

(A) Upon request of the board, the taxpayer shall provide a 
description of the business process that created the retained 
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records. Such description shall include the relationship between the 
records and the tax documents prepared by the taxpayer and the 
measures employed to ensure the integrity of the records.  

(B) The taxpayer shall be capable of demonstrating:  

1. the functions being performed as they relate to the flow of data 
through the system;  

2. the internal controls used to ensure accurate and reliable 
processing and;  

3. the internal controls used to prevent unauthorized addition, 
alteration, or deletion of retained records.  

(C) The following specific documentation is required for machine 
sensible records retained pursuant to this regulation:  

1. record formats or layouts;  

2. field definitions (including the meaning of all codes used to 
represent information);  

3. file descriptions (e.g., data set name); and  

4. detailed charts of accounts and account descriptions.  

 
(d) MACHINE-SENSIBLE RECORDS MAINTENANCE REQUIRE-
MENTS.  

(1) The taxpayer’s computer hardware or software shall 
accommodate the extraction and conversion of retained machine-
sensible records to a standard magnetic record format as provided in 
subdivision (c)(1)(B).  

(2) The board recommends but does not require that taxpayers refer 
to the National Archives and Record Administration’s (NARA) 
standards for guidance on the maintenance and storage of electronic 
records, such as the labeling of records, the location and security of 
the storage environment, the creation of back-up copies, and the use 
of periodic testing to confirm the continued integrity of the records.  
 

(e) ACCESS TO MACHINE-SENSIBLE RECORDS.  

(1) The manner in which the board is provided access to machine-
sensible records may be satisfied through a variety of means that 
shall take into account a taxpayer’s facts and circumstances through 
consultation with the taxpayer.  

(2) Such access will be provided in one or more the following 
manners:  

(A) The taxpayer may arrange to provide the board with the 
hardware, software, and personnel resources to access the 
machine-sensible records.  

(B) The taxpayer may arrange for a third party to provide the 
hardware, software, and personnel resources necessary to access 
the machine-sensible records.  
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(C) The taxpayer may convert the machine-sensible records to a 
standard record format specified by the board, including copies of 
files, on a magnetic medium that is agreed to by the board.  

(D) The taxpayer and the board may agree on other means of 
providing access to the machine-sensible records.  

 
 (f) TAXPAYER RESPONSIBILITY AND DISCRETIONARY 
AUTHORITY.  

(1) In conjunction with meeting the requirements of subdivision (c), a 
taxpayer may create files solely for the use of the board. For 
example, if a data base management system is used, it is consistent 
with this regulation for the taxpayer to create and retain a file that 
contains the transaction level detail from the data base management 
system and that meets the requirements of subdivision (c). The 
taxpayer should document the process that created the separate file 
to show the relationship between that file and the original records.  

(2) A taxpayer may contract with a third party to provide custodial or 
management services of the records. Such a contract shall not 
relieve the taxpayer of its responsibilities under this regulation.  

 
(g) HARDCOPY RECORDS.  

(1) Except as specifically provided, taxpayers are not relieved of the 
responsibility to retain hardcopy records that are created or received 
in the ordinary course of business as required by existing law and 
regulations. Hardcopy records may be retained on a record keeping 
medium as provided in subdivision (h).  

(2) If hardcopy transaction level documents are not produced or 
received in the ordinary course of transacting business (e.g., when 
the taxpayer uses electronic data interchange technology), such 
hardcopy records need not be created.  

(3) Hardcopy records generated at the time of a transaction using a 
credit or debit card must be retained unless all the details necessary 
to determine correct tax liability relating to the transaction are 
subsequently received and retained by the taxpayer in accordance 
with this regulation. Such details include those listed in subdivision 
(c)(2)(A).  

(4) Computer printouts that are created for validation, control, or 
other temporary purposes need not be retained.  

 
(h) ALTERNATIVE STORAGE MEDIA.  

(1) For purposes of storage and retention, taxpayers may convert 
hardcopy documents received or produced in the normal course of 
business and required to be retained under this regulation to 
storage-only imaging media such as microfilm or microfiche and may 
discard the original hardcopy documents, provided the conditions of 
this subdivision are met. Documents which may be stored on these 
media include, but are not limited to general books of account, 
journals, voucher registers, general and subsidiary ledgers, and 
supporting records of detail, such as sales invoices, purchase 
invoices, exemption certificates, and credit memoranda.  
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(2) Storage-only imaging media such as microfilm and microfiche 
systems shall meet the following requirements.  

(A) Documentation establishing the procedures for converting the 
hardcopy documents to the storage-only imaging system must be 
maintained and made available on request. Such documentation 
shall, at a minimum, contain a sufficient description to allow an 
original document to be followed through the conversion system 
as well as internal procedures established for inspection and 
quality assurance.  

(B) Procedures must be established for the effective identification, 
processing, storage, and preservation of the stored documents 
and for making them available for the period they are required to 
be retained under subdivision (i).  

(C) Upon request by the board, a taxpayer must provide facilities 
and equipment for reading, locating, and reproducing any 
documents maintained on storage-only imaging media.  

(D) When displayed on such equipment or reproduced on paper, 
the documents must exhibit a high degree of legibility and 
readability. For this purpose, legibility is defined as the quality of a 
letter or numeral that enables the observer to identify it positively 
and quickly to the exclusion of all other letters or numerals. 
Readability is defined as the quality of a group of letters or 
numerals being recognizable as words or complete numbers.  

(E) All data on storage-only imaging media must be maintained 
and arranged in a manner that permits the location of any 
particular record.  

(F) There is no substantial evidence that the storage-only imaging 
medium lacks authenticity or integrity.  
 

(i) RECORD RETENTION - TIME PERIOD.  
All records required to be retained under this regulation must be preserved 
for a period of not less than four years unless the State Board of 
Equalization authorizes in writing their destruction within a lesser period.  

(j) RECORD RETENTION LIMITATION AGREEMENTS.  

(1) The board has the authority to enter into or revoke a record 
retention limitation agreement with the taxpayer to modify or waive 
any of the specific requirements in this regulation. A taxpayer’s 
request for an agreement must specify which records (if any) the 
taxpayer proposes not to retain and provide the reasons for not 
retaining such records, as well as, proposing any other terms of the 
requested agreement. The taxpayer shall remain subject to all 
requirements of this regulation that are not modified, waived, or 
superseded by a duly approved record retention limitation 
agreement.  

(A) If a taxpayer seeks to limit its retention of machine-sensible 
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records, the taxpayer may request a record retention limitation 
agreement, which shall;  

1. document understandings reached with the board, which may 
include, but is not limited to, any one or more of the following 
issues:  

a. the conversion of files created on an obsolete computer 
system;  

b. restoration of lost or damaged files and the actions to be 
taken;  

c. use of taxpayer computer resources, and  

2. specifically identify which of the taxpayer’s records the board 
determines are not necessary for retention and which the 
taxpayer may discard, and  

3. authorize variances, if any, from the normal provisions of this 
regulation.  

(B) The board shall consider a taxpayer’s request for a record 
retention limitation agreement and notify the taxpayer of the 
actions to be taken.  

(C) The board’s decision to enter or not to enter into a record 
retention limitation agreement shall not relieve the taxpayer of the 
responsibility to keep adequate and complete records supporting 
entries shown on any tax or information return.  

(2) A taxpayer’s record retention practices shall be subject to 
evaluation by the board when a record retention limitation agreement 
exists. The evaluation may include a review of the taxpayer’s 
relevant data processing and accounting systems with respect to 
EDP systems, including systems using EDI technology.  

(A) The board shall notify the taxpayer of the results of any 
evaluation, including acceptance or disapproval of any proposals 
made by the taxpayer (e.g., to discard certain records) or any 
changes considered necessary to bring the taxpayer’s practices 
into compliance with this regulation.  

(B) Since the evaluation of a taxpayer’s record retention practices 
is not directly related to the determination of tax reporting 
accuracy for a particular period or return, an evaluation made 
under this regulation is not an “examination of records” under 
section 7054 of the Revenue and Taxation Code.  

(C) Unless otherwise specified, an agreement shall not apply to 
accounting and tax systems added subsequent to the completion 
of the record evaluation. All machine-sensible records produced 
by a subsequently added accounting or tax system shall be 
retained by the taxpayer in accordance with this regulation until a 
new evaluation is conducted by the board.  

(D) Unless otherwise specified, an agreement made under this 
subdivision shall not apply to any person, company, corporation, 
or organization that, subsequent to the taxpayer’s signing of a 
record retention limitation agreement, acquires or is acquired by 
the taxpayer. All machine-sensible records produced by the 
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acquired or the acquiring person, company, corporation, or 
organization, shall be retained pursuant to this regulation.  

(3) In addition to the record retention evaluation under subdivision 
(j)(2), the board may conduct tests to establish the authenticity, 
readability, completeness, and integrity of the machine-sensible 
records retained under a record retention limitation agreement. The 
state shall notify the taxpayer of the results of such tests. These tests 
may include the testing of EDI and other procedures and a review of 
the internal controls and security procedures associated with the 
creation and storage of the records.  

(k) FAILURE TO MAINTAIN RECORDS.  

Failure to maintain and keep complete and accurate records will 
be considered evidence of negligence or intent to evade the tax 
and may result in penalties or other appropriate administrative 
action.  
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State of California  
BOARD OF EQUALIZATION 

SALES AND USE TAX REGULATIONS  
 
REIMBURSEMENT FOR SALES TAX 
 
References: Section 6901.5, Revenue and Taxation Code; Section 1656.1, Civil Code 

 
(a) REIMBURSEMENT FOR SALES TAX.  

(1) ADDITION OF SALES TAX REIMBURSEMENT. Whether a retailer 
may add sales tax reimbursement to the sales price of tangible 
personal property sold at retail to a purchaser depends solely upon the 
terms of the agreement of sale.  

(2) PRESUMPTIONS. Certain presumptions concerning the addition of 
sales tax reimbursement are created by Civil Code Section 1656.1. It 
shall be presumed that the parties agreed to the addition of sales tax 
reimbursement to the sales price of tangible personal property sold at 
retail to a purchaser if:  

(A) The agreement of sale expressly provides for such addition of 
sales tax reimbursement;  

(B) Sales tax reimbursement is shown on the sales check or other 
proof of sale; or  

(C) The retailer posts in his premises in a location visible to 
purchasers, or includes on a price tag or in an advertisement or other 
printed material directed to purchasers, a notice to the effect that 
reimbursement for sales tax will be added to the sales price of all 
items or certain items, whichever is applicable.  

It shall be presumed that the property, the gross receipts from the 
sale of which is subject to the sales tax, is sold at a price which 
includes tax reimbursement if the retailer posts in his premises, or 
includes on a price tag or in an advertisement (whichever is 
applicable) one of the following notices:  

1. “All prices of taxable items include sales tax reimbursement 
computed to he nearest mill.”  

2. “The price of this item includes sales tax reimbursement 
computed to the nearest mill.”  

(3) REIMBURSEMENT SCHEDULES. Each retailer who adds to the 
sales price of tangible personal property sold at retail an amount from a 
consumer in reimbursement of the sales tax upon gross receipts shall 
compute the amount of reimbursement by reference to schedules 
prepared by the board pursuant to Civil Code Section 1656.1 or by 
mathematical computation as described below. Schedules are available 
for various applicable rates. Schedules at the current applicable rates 
are set out in full as appendixes to this regulation. Reimbursement on 
sales prices in excess of those shown in the schedules may be 
computed by applying the applicable tax rate to the sales price, 
rounded off to the nearest cent by eliminating any fraction less than 
one-half cent and increasing any fraction of one-half cent or over to the 
next higher cent.  
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(b) EXCESS TAX REIMBURSEMENT.  

(1) DEFINITION. When an amount represented by a person to a 
customer as constituting reimbursement for sales tax is computed upon 
an amount that is not taxable or is in excess of the taxable amount and 
is actually paid by the customer to the person, the amount so paid is 
excess tax reimbursement. Excess tax reimbursement is charged when 
reimbursement is computed on a transaction which is not subject to tax, 
when reimbursement is computed on an amount in excess of the 
amount subject to tax, when reimbursement is computed using a tax 
rate higher than the rate imposed by law, and when mathematical or 
clerical errors result in an overstatement of the reimbursement on a 
billing.  

(2) PROCEDURE UPON ASCERTAINMENT OF EXCESS TAX 
REIMBURSEMENT. Whenever the board ascertains that a person has 
collected excess tax reimbursement, the person will be afforded an 
opportunity to refund the excess collections to the customers from 
whom they were collected. In the event of failure or refusal of the 
person to make such refunds, the board will make a determination 
against the person for the amount of the excess tax reimbursement 
collected and not previously paid to the state, plus applicable interest 
and penalty.  

(3) EVIDENCE SUFFICIENT TO ESTABLISH THAT EXCESS 
AMOUNTS HAVE BEEN OR WILL BE RETURNED TO CUSTOMER.  

(A) If a person already has refunded to each customer amounts 
collected as reimbursement for tax in excess of the tax due, this may 
be evidence by any type of record which can be verified by audit 
such as:  

1.  Receipts or cancelled checks.  

2. Books of account showing that credit has been allowed the 
customer as an offset against an existing indebtedness owed by 
the customer to the person.  

(B) If a person has not already made sales tax reimbursement 
refunds to each customer but desires to do so rather than incur an 
obligation to the state, the person must:  

1. Inform in writing each customer from whom an excess amount 
was collected that the excess amount collected will be refunded to 
the customer or that, at the customer’s option, the customer will 
be credited with such amount, and  

2. The person must obtain and retain for verification by the board 
an acknowledgment from the customer that the customer has 
received notice of the amount of indebtedness of the person to the 
customer.  

(4) OFFSETS. If a person who has collected excess tax reimbursement 
on a transaction fails or refuses to refund it to the customer from whom 
it was collected, the excess tax reimbursement shall be offset against 
any tax liability of the taxpayer on the same transaction. Any excess tax 
reimbursement remaining after the offset must be refunded to the 
customer or paid to the state. The offset can be made when returns are 
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filed, when a determination is issued, or when a refund is claimed. Such 
offsets can be made only on a transaction by transaction basis. Tax 
reimbursement collected on a specific transaction can be used only to 
satisfy a tax liability arising from the same transaction. The “same 
transaction” means all activities involved in the acquisition and 
disposition of the same property. The “same transaction” may involve 
several persons, such as a vendor, a subcontractor, a prime contractor, 
and the final customer; or a vendor, a lessor, and a series of 
sublessors. Tax reimbursement can be offset against the tax liability of 
the taxpayer whether the liability was satisfied by paying sales tax 
reimbursement to a vendor, paying use tax to a vendor, or paying use 
tax to the state.  

An offset of a taxpayer’s own tax liability against tax reimbursement 
collected from a customer can be made only with respect to 
transactions in which possession of the property upon which the 
taxpayer’s tax liability is based is transferred, either permanently or 
temporarily, to the customer, as in the case of construction contracts or 
leases. A taxpayer such as a repairman or printer who uses shop 
supplies or printing aids in performing a job for a customer cannot offset 
the tax liability arising from the use of the supplies or aids against tax 
reimbursement collected from the customer.  

A person who claims that a tax liability on a transaction should be offset 
against tax reimbursement paid to the state by another person has the 
burden of proving that tax reimbursement was in fact paid to the state 
on the same transaction by the other person. In the absence of such 
proof no offset will be allowed.  

The offset allowances explained above are procedural changes 
mandated by statute and apply to all proceedings pending before the 
board on and after September 7, 1982.  

(5) PARTICULAR APPLICATIONS. 
(Examples at 8.25 percent tax rate) 

[The next three sections give examples regarding (b)(5)(A)(1) and (A)(2) 
trading stamps, (b)(5)(B) construction contractors, and (b)(5)(C) lessors of 

mobile transportation equipment.] 

(D) OTHER LESSORS OF TANGIBLE PERSONAL PROPERTY. A 
lessor purchases property and pays sales tax reimbursement to the 
vendor. The property is leased in the same form as acquired and tax 
reimbursement is collected on the rental receipts. Tax 
reimbursement collected on rental receipts must be returned to the 
lessee or paid to the state to the extend that it exceeds the tax 
liability measured by the purchase price. (See Regulation 1660 for 
application of tax or leases, generally.)  

(6) RIGHTS OF CUSTOMERS. The provisions of this regulation with 
respect to offsets do not necessarily limit the rights of customers to 
pursue refunds from persons who collected tax reimbursement from 
them in excess of the amount due.  

[Appendices to Regulation 1700 contains current tax rate charts.] 
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State of California 
BOARD OF EQUALIZATION 

SALES AND USE TAX REGULATIONS 
 
TAX-PAID PURCHASES RESOLD 
Reference: Section 6012(a), Revenue and Taxation Code 
 
 (a) PROCEDURE IN GENERAL. A retailer who resells tangible personal 
property before making any use thereof (other than retention, 
demonstration or display while holding it for sale in the regular course of 
business) may take a deduction of the purchase price of the property if, 
with respect to its purchase, he has reimbursed his vendor for the sales 
tax or has paid the use tax. If such a deduction is taken by the retailer, no 
refund or credit will be allowed to his vendor with respect to the sale of the 
property.  
 The deduction under the caption “Tax-paid purchases resold” must be 
taken on the retailer’s return in which his sale of the property is included. If 
the deduction is not taken in the proper quarter, a claim for refund of tax 
must be filed.  

 (b) CIRCUMSTANCES WARRANTING USE. This procedure should be 
used in any of the following circumstances:  

(1) The retailer when making the purchase intends to use the property 
rather than resell it, but later resells it before making any use thereof.  

(2) The particular property is of a kind not ordinarily sold or stocked by 
the retailer, and not customarily covered by resale certificates given to 
his vendors and is the subject of an unusual sale, such as a sale for the 
accommodation of a customer, employee, etc.  

(3) The particular property is generally for the use of the retailer, but a 
small portion is incidentally resold.  

(4) Through error, sales tax reimbursement or use tax is paid by the 
retailer with respect to the purchase price of the property purchased for 
resale in the regular course of business.  

 (c) PARTICULAR APPLICATION. “STANDBY SERVICE”. Property 
purchased “tax-paid” by a retailer and placed in “Standby Service”, located 
at the place of intended use and committed to that use, is considered used 
sufficiently to preclude a tax-paid purchase deduction when sold, even 
though never physically used there and ultimately removed and sold.  
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State of California  
BOARD OF EQUALIZATION 

SALES AND USE TAX REGULATIONS 
 
APPLICATION OF TRANSACTIONS (SALES) TAX AND USE TAX  

References : Sections 6008, 6009.1, 6203, 6352, 6385, 7202, 7203, 7261, 
7262, 7263, Revenue and Taxation Code.  

(a) TRANSACTIONS (SALES) TAX.  

(1) IN GENERAL. Except as stated below, in any case in which state 
sales tax is applicable, state-administered transactions (sales) tax is 
also applicable, if the place of sale is in a district imposing such a tax. In 
any case in which state sales tax is inapplicable, state administered 
transactions (sales) tax is also inapplicable. Thus, if title to the property 
sold passes to the purchaser at a point outside this state, state-
administered transactions (sales) tax does not apply regardless of 
participation in the transaction by a California retailer. As explained in 
paragraph (b), the use tax may apply. If so and if the retailer is engaged 
in business in the taxing jurisdiction, he is required to collect the use tax 
and pay it to the board when the retailer ships or delivers the property 
sold into the district or participates within the district in making the sale. 
Additionally, on and after January 1, 1988, any retailer of vehicles 
subject to registration pursuant to Chapter1 (commencing with Section 
4000) of Division 3 of the Vehicle Code, aircraft licensed in compliance 
with Section 21411 of the Public Utilities Code, or undocumented 
vessels registered under Division 3.5 (commencing with Section 9840) 
of the Vehicle Code, is a retailer engaged in business in any district 
where a transactions (sales) and use tax is imposed and is required to 
collect the use tax from the purchaser and pay it to the board when the 
vehicle, aircraft or undocumented vessel is registered or licensed in that 
district.  

Gross receipts from sales of tangible personal property subject to the 
transactions (sales) tax shall include delivery charges, when such 
charges are subject to the state sales or use tax.  

(2) EXCEPTIONS. State-administered transactions (sales) tax  
does not apply to gross receipts from sales of tangible personal 
property:  

(A) To certain operators of aircraft common carriers to be used or 
consumed directly and exclusively in the operation of such aircraft 
common carriers and principally outside the county of sale;  

(B) To be used outside the district when the property sold is shipped 
to a point outside the district pursuant to the contract of sale, by 
delivery to such point by the retailer or his agent, or by delivery by 
the retailer to a carrier for shipment to a consignee at such point. If 
the purchaser uses the property in a district imposing transactions 
(sales) and use taxes, the use tax may apply;  
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(C) If the seller is obligated to furnish the property for a fixed price 
pursuant to a contract entered into prior to the operative date of the 
ordinance imposing the transactions (sales) and use taxes; or  

(D) Which are continuing sales of such property under a lease of 
such property, if the lessor is obligated to lease the property for an 
amount fixed by the lease prior to the operative date of the ordinance 
imposing the transactions (sales) and use taxes.  

(b) USE TAX.  

(1) IN GENERAL. State-administered district use tax applies if tangible 
personal property is purchased from a retailer on or after the operative 
date of the district taxing ordinance and the property is purchased for 
use in the district and is actually used there, provided any one of the 
following conditions exist:  

(A) Title to the property purchased passes to the purchaser at a point 
outside this state;  

(B) The place of sale is in this state but not in a district having state-
administered transactions (sales) and use taxes;  

(C) The place of sale is in a district having state-administered 
transactions (sales) and use taxes and there is an exemption of the 
sale of the property from the transactions (sales) tax but there is no 
exemption of the use of the property from the use tax;  

(D) The property is purchased under a valid resale certificate; or  

(E) The place of sale is in a district having state-administered 
transactions (sales) and use taxes, but at a rate lower than the rate 
(or combined rate) in effect in the district (or districts) in which the 
property is purchased for use and actually used. The person liable 
for the use tax is entitled to a credit against the use tax liability equal 
to but not exceeding the transactions (sales) tax or transactions tax 
reimbursement paid to a district or to a retailer in the district where 
the sale occurred. If the taxable use occurs in two or more districts 
whose boundaries are overlapping or coextensive, the amount of the 
credit shall be applied as follows: first, against the use tax liability 
imposed in the district having the earliest enacted state-administered 
transactions (sales) and use tax ordinance; second, against the use 
tax liability imposed in the district having the next earliest state-
administered transactions (sales) and use tax ordinance; and so 
forth, until the amount of the credit is exhausted.  

(2) EXCEPTIONS. State-administered district use tax does not apply to:  

(A) The storing, keeping, retaining, processing, fabricating or 
manufacturing of tangible personal property for subsequent use 
solely outside the state or for subsequent use solely outside any 
district imposing a use tax;  

(B) The storage, use or other consumption of tangible personal 
property, the gross receipts from the sale of which have been subject 
to a transactions (sales) tax by the district in which the tangible 
personal property is stored, used, or consumed;  
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(C) The storage, use or other consumption of tangible personal 
property by certain operators of aircraft common carriers;  

(D) The storage, use or other consumption of tangible personal 
property if the purchaser is obligated to purchase the property for a 
fixed price pursuant to a contract entered into prior to the operative 
date of the ordinance; or  

(E) The possession of, or the exercise of any right or power over, 
tangible personal property under a lease which is a continuing 
purchase of such property for any period of time for which the lessee 
is obligated to lease the property for an amount fixed by a lease prior 
to the operative date of the ordinance.  

(c) LEASES.  

When a lease is a continuing sale or a continuing purchase, the use tax, 
rather than the sales tax, applies unless the lease is to the United States 
or an agency or instrumentality thereof, insurance company, federally 
chartered bank exempt from direct state taxation by federal law (such as a 
federal reserve bank, or federal home loan bank),

1 
or other lessee 

exempted from use tax, and the lessor is required to collect the use tax 
with respect to rentals collected while the property is in the district. If the 
lessee is exempted from use tax, the sales tax may apply. In the absence 
of evidence to the contrary, it shall be assumed that the use of the 
property by the lessee occurs in the taxing district in which the lessor 
delivers, or to which the lessor ships the property to the lessee.  

If a lease is a continuing sale, or a continuing purchase, for the purposes 
of state tax, it shall be a continuing sale, or a continuing purchase, for the 
purposes of the transactions (sales) and use taxes. If a lease is neither a 
continuing sale nor a continuing purchase for the purposes of the state 
tax, it shall be neither a continuing sale nor a continuing purchase for the 
purposes of the transactions (sales) and use taxes.  
If a person purchases property state tax paid prior to the operative date of 
the district transactions (sales) and use tax ordinance and after such date 
leases the property in substantially the same form as acquired, neither the 
transactions (sales) tax nor use tax of the district is applicable to the sales 
price of the property to the lessor or to the rentals.  

(d) WHEN PROPERTY IS DEEMED OBLIGATED PURSUANT TO A 
CONTRACT OR LEASE. 

 For the purposes of this regulation, the sale or lease of tangible personal 
property shall be deemed not to be obligated pursuant to a contract or 
lease for any period of time for which any party to the contract or lease 
has the unconditional right to terminate the contract or lease upon notice, 
whether or not such right is exercised.  
1 

State banks and national banking associations are subject to sales and 
use taxes. 
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State of California 
BOARD OF EQUALIZATION 

SALES AND USE TAX REGULATIONS 
 

COLLECTION OF USE TAX BY RETAILERS 
 
Reference: Section 7262 and 7051.3, Revenue and Taxation Code  

 
(a) IN GENERAL  
Except as provided in subdivision (d) below, any retailer engaged in 
business in a district imposing transactions (sales) and use taxes and 
making sales of tangible personal property, the storage, use or other 
consumption of which is subject to the state-administered district use tax 
imposed by that district is required to register with the board, collect the 
use tax from the purchaser, give receipts therefore, and pay the tax to the 
board. Retailers to whom seller’s permits have been or are issued under 
Section 6067 of the Revenue and Taxation Code and who are engaged in 
business in the district are registered to collect the district use tax.  
Any retailer who is not engaged in business in the district imposing 
transactions (sales) and use taxes may apply for a Certificate of 
Registration—Use Tax. Holders of such certificates are required to collect 
tax from purchasers, give receipts therefore, and pay tax to the board in 
the same manner as retailers engaged in business in the district.  
 
(b) WHEN COLLECTION OF USE TAX IS REQUIRED.  

(1) DELIVERIES INTO THE DISTRICT. A retailer engaged in business 
in the district (except retailers of certain vehicles, aircraft and vessels as 
described in paragraph (c) (4) below) shall not be required to collect 
use tax from the purchaser of tangible personal property unless the 
retailer ships or delivers the property into the district or participates 
within the district in making the sale of the property, including, but not 
limited to soliciting or receiving the order, either directly or indirectly, at 
a place of business of the retailer in the district or through any 
representative, agent, canvasser, solicitor, subsidiary or person in the 
district under authority of the retailer.  

(2) PRESUMPTION OF USE-OUT-OF-DISTRICT DELIVERIES. It shall 
be presumed that tangible personal property (except for certain 
vehicles, aircraft and vessels described in paragraph (c) (4) below) 
delivered outside a district imposing transactions (sales) and use taxes 
to a purchaser known by the retailer to be a resident of a district 
imposing such taxes was purchased from a retailer for storage, use or 
other consumption in the district in which the purchaser resides and 
was stored, used or otherwise consumed in that district. If the retailer is 
engaged in business in that district and participates within the district in 
making the sale of the property, he shall collect the district use tax and 
pay it to the board.  

The presumption may be controverted and the retailer relieved of the 
duty of collecting the use tax if the retailer, in good faith, accepts from 
the purchaser a statement in writing that the property was purchased 
for use at a designated point or points outside a district imposing a use 
tax. The presumption may also be controverted by other evidence 
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satisfactory to the board that the property was not purchased for 
storage, use or other consumption in a district imposing a use tax.  

 (3) VEHICLES, AIRCRAFT AND UNDOCUMENTED VESSELS. 
Retailers of vehicles, aircraft or undocumented vessels described in 
paragraph (c) (4) below are engaged in business in any district 
imposing a state-administered transactions use tax and are required to 
collect the use tax from the purchaser and pay it to the board when 
such vehicles, aircraft or undocumented vessels are registered or 
licensed in that district.  
 

(c) DEFINITION—“RETAILER ENGAGED IN BUSINESS IN DISTRICT.”  

“Retailer engaged in business in the district” includes any of the following:  
(1) Any retailer maintaining, occupying, or using, permanently or 
temporarily, directly or indirectly, or through a subsidiary, or agent, by 
whatever name called, an office, place of distribution, sales or sample 
room or place, warehouse or storage place or other place of business in 
the district.  

(2) Any retailer having any representative, agent, salesman, canvasser 
or solicitor operating in the district under the authority of the retailer or 
its subsidiary for the purpose of selling, delivering, or the taking of 
orders for any tangible personal property.  

(3) As respects a lease, any retailer deriving rentals from a lease of 
tangible personal property situated in the district.  

 (4) On and after January 1, 1988, any retailer of vehicles subject to 
registration pursuant to Chapter 1 (commencing with Section 4000) of 
Division 3 of the Vehicle Code, aircraft licensed in compliance with 
Section 21411 of the Public Utilities Code, or undocumented vessels 
registered under Division 3.5 (commencing with Section 9840) of the 
Vehicle Code.  

 
(d) SALES TO PERSONS HOLDING USE TAX DIRECT PAYMENT 
PERMITS.  
Retailers selling tangible personal property, the storage, use or other 
consumption of which is subject to the use tax, who take in good faith use 
tax direct payment exemption certificates from persons holding use tax 
direct direct payment permits shall be relieved from the duty of collecting 
district use tax. Use tax direct payment permits and exemption certificates 
must comply with the requirements of Regulation 1699.6. This subdivision 
applies only to transfers that are subject to state and local use tax.  
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Introduction 
 
As a retailer and a consumer, printers are required to: 

• Pay sales tax for the products they sell; pay sales tax for the services 
they sell if the service is part of a contract for the sale of a tangible 
personal product. 

• Pay use tax on property acquired without payment of tax, 
and used for purposes other than for resale. 

• File tax returns. 

The general statewide sales and use tax rate is 8.25 percent. 

The total sales and use tax rate in areas in which you are engaged in 
business may be higher than the statewide rate, as many counties have 
implemented additional transactions (sales) and use tax. The table near 
the end of this section lists the appropriate rate for each county area. 
 
Sales Tax 

Retail sales of tangible personal property in California are subject to sales 
tax. Examples of tangible personal property include such items as printing, 
furniture, giftware, toys, antiques, clothing, and so forth.  
 
In addition, some services and labor costs (e.g., stripping) are taxable if 
they result in the creation of tangible personal property. For example, if 
you print a catalog or resume for a specific customer, you are creating 
tangible personal property. Therefore the total amount you charge for the 
catalog or resume (including the charge for labor) would be taxable. 
 
However, labor costs for making repairs (replacing the rollers on a press, 
for example) are not taxable since they do not result in the creation of 
tangible personal property. You are only repairing or reconditioning 
existing property. Likewise, labor charges to install or apply property which 
has been sold is not ordinarily subject to sales tax (Note: the labor charge 
should be stated separately on the bill). 
 
Use Tax 

In some instances, retailers must pay use tax, rather than sales tax, to the 
Board. The use tax is the liability of the purchaser and applies to the 
purchase price of tangible personal property acquired for use in California 
when the transaction is not subject to sales tax. In general, purchases 
subject to use tax include the following: 

(1) purchases made for resale but used for another purpose and  

(2) Purchases made from out-of-state retailers. 
 

Purchases Made for Resale but Used for Another Purpose 

If you use a resale certificate to purchase merchandise that you intend to 
resell, the purchase is not subject to California sales tax. However, if you 
use the merchandise for another purpose before you resell it, the 
purchase generally becomes subject to use tax and must be reported on 
your return. (Using merchandise for display or demonstration purposes 
before resale is not generally considered a use that is subject to use tax.) 
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Purchases Made from Out-Of-State Retailers 
In general, if you purchase tangible personal property from an out-of-state 
retailer without paying California tax and use the property for purposes 
other than for resale, the purchase is subject to use tax and must be 
reported on your return. In some cases, an out-of-state retailer is 
registered to collect and report California use tax. If you have been given a 
receipt indicating you have paid the use tax and if the correct amount of 
tax was collected, you do not need to report the purchase on your return. 
 
Transactions and Use Tax 

Transactions and Use Taxes are additional Sales and Use Taxes imposed 
by counties and countywide special districts to finance transportation and 
other government services. These taxes are administered for the districts 
by the State Board of Equalization and are reported on the regular Sales 
and Use 

 (1) Purchases made for resale but used for another purpose, and  

 (2) Purchases made from out-of-state retailers. 
 
Purchases Made for Resale but Used for Another Purpose 

If you use a resale certificate to purchase merchandise that you intend to 
resell, the purchase is not subject to California sales tax. However, if you 
use the merchandise for another purpose before you resell it, the 
purchase generally becomes subject to use tax and must be reported on 
your return. (Using merchandise for display or demonstration purposes 
before resale is not generally considered a use that is subject to use tax.) 
 
Purchases Made from Out-Of-State Retailers 
In general, if you purchase tangible personal property from an out-of-state 
retailer without paying California tax and use the property for purposes 
other than for resale, the purchase is subject to use tax and must be 
reported on your return. In some cases, an out-of-state retailer is 
registered to collect and report California use tax. If you have been given a 
receipt indicating you have paid the use tax and if the correct amount of 
tax was collected, you do not need to report 
the purchase on your return. 
 
Transactions and Use Tax 
Transactions and Use Taxes are additional Sales and Use Taxes imposed 
by counties and countywide special districts to finance transportation and 
other government services. These taxes are administered for the districts 
by the State Board of Equalization and are reported on the regular Sales 
and Use Tax return. 

(1) Where are these taxes reported on the return? 
Schedule A has been printed on the reverse side of your tax return 
with instructions to assist you in filling it out. 

 (2) Who is responsible for collecting and paying this tax? 
 You are subject to Transactions and Use Tax if: 

• You have a business location or are engaged in business within 
the district or 
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 • You lease, store or consume tangible personal property in the 
district or 

 • You sell or lease vehicles, undocumented vessels or aircraft 
which will be registered in any district. 

(3) What does engaged in business mean? 

You are engaged in business if your are a retailer who: 

• Maintains, occupies or uses any type of office, sales room, 
warehouse or other place of business in the district, even if it is 
used temporarily, indirectly or through an agent or 
• Has any kind of representative operating in the district for the 
purpose of making sales, making deliveries or taking orders or 
• Derives rentals from a lease of tangible personal property located 
in the district. 
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Responsibility for Paying the Correct Amount of Tax to the Board of 
Equalization 

As a seller, you are responsible for paying the correct amount of tax to the 
State Board of Equalization. If you do not pay the correct amount, you 
may be required to pay any taxes that are due, plus penalties and interest 
if applicable. 

Although you are required to pay sales tax directly to the Board of 
Equalization, the law provides that you may be reimbursed for those taxes 
by your customers. It is presumed that the customer agrees to the addition 
of tax if: 

• Sales tax reimbursement is shown on the sales check or other 
proof of sale. 
• The sales agreement specifically calls for the addition of sales tax 
reimbursement. 

• The retailer posts on the business premises in a location visible to 
purchasers, or includes on a price tag or in an advertisement or 
other printed material directed to purchasers, a notice to the effect 
that reimbursement for sales tax will be added to the sales price of 
all items or certain items whichever is applicable. 

If you collect more than the amount of tax due, you must either 
return the excess tax to the customer or pay it to the state. 
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Reporting Taxes 
 
When you obtain your seller’s permit, you will be instructed to file your tax 
return on a monthly, quarterly, or annual basis (the determination is based 
on the volume of sales expected for your business). The Board of 
Equalization will send you a tax return form to complete at the close of 
each reporting period. 

Returns must be filed no later than the last day of the month following the 
reporting period. As an example, if your reporting period is quarterly and 
you are reporting taxes for the period ending March 31, your return must 
be filed no later than April 30. Or, if you report taxes on a monthly basis 
and are reporting sales made in July, you would be required to file your 
return by August 31. 

If you do not receive your tax return form within 15 days after the end of 
the reporting period for your business, you should contact your nearest 
Board of Equalization Office. You must file a tax return; failure to receive a 
return from the Board of Equalization does not excuse you from the 
requirement to file. 
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Resale Card Verification 
 
When accepting resale certificates, a retailer may question whether the 
permit listed on the certificate is current. After all, if it isn’t, or if it is an 
invalid permit, you (the retailer) are ultimately responsible for payment of 
tax owed. This fact should encourage you to verify any new permit--as 
well as those currently on hand. To help ensure that a seller’s permit is 
valid, the Board of Equalization has established an internet website 
verification service. The service is available seven days a week, 24 hours 
a day; it will allow you to verify an unlimited number of permits. 

The address of the internet website service is: 

www.boe.ca.gov 

Once you are at the site, click on the “Seller’s Permit Verification” icon. 
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Keeping Business Records 

Yes, you are required to keep business records so that representatives 
from the Board of Equalization may: 

• Verify the accuracy of sales and use tax returns. 

• Determine if tax is due if a return has not been filed. 

Failure to maintain accurate records may be considered evidence or 
negligence or intent to evade the tax and could result in penalties. 
 
What Records to Keep 

Your records must include: 

• The normal books of account (books of account can include 
information stored on computers). 

• Documents of original entry (for example, bills, receipts, invoices, 
job orders, contracts, or other documents) supporting the entries in the 
books of account. 

• All schedules or working papers used to prepare your tax returns. 
 
What Should My Records Show? 

Your records must show: 

• Gross receipts from all sales or leases of tangible personal 
property–even sales or leases you may consider to be exempt from tax. 

• All deductions claimed in filing returns. 

• The total purchase price of all tangible personal property 
purchased for sale, consumption, or lease. 

 
How Long Do I Keep My Business Records? 

Your must keep sales and use tax records for four (4) years unless the 
Board gives written authorization for their earlier destruction. This applies 
to all records that pertain to transactions involving sales or use tax liability. 
 
In addition, if your records are being audited by the Board, you should 
retain all records for the period being audited until the audit is completed. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

COLLECTION OF 
TAXES  

Keeping Records 
 

 



 178 

 

Tax Districts 

California has many special taxing jurisdictions (districts), which are funded by 
a transactions (sales) and use tax rate that is added to the standard statewide 
rate of 7.25%, effective July 1, 2009. The tax rates for these districts range 
from 0.10% to 1.00% per district. In some areas, there is more than one 
district tax in effect. In others, there is no district tax in effect. 

For current rates go to www.boe.ca.gov.  

 Click on the County and City Tax Rate on the bar on the left. 
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Board of Equalization 

Business Tax Field Offices 
 
 
 
 

CALIFORNIA                         OFFICE                                    AREA    PHONE 
CITIES                                  ADDRESS                                  CODE   NUMBER     
 
Bakersfield    1800 30th Street   (661)    395-2880 
Suite 380 
93301-1922 
 
Culver City    5901 Green Valley Circle  (310)    342-1000 
Suite 200 
90231-6948 
 
El Centro    1550 West Main Street   (760)    352-3431 
92243-2832 
 
Fresno     850 N. Palm Ave. Street            (559)    440-5330 
Suite 205 
93711-5510 
 
Irvine    16715 Von Karman Ave.    (949)    440-3473 
Suite 200 
92606 
 
Norwalk    12440 East Imperial Hwy  (562)    466-1694 
Suite 200 
90651-0409 
 
Oakland    1515 Clay Street   (510)    622-4100 
Suite 303 
94612-1432 
 
Rancho Mirage   35-900 Bob Hope Dr.   (760)    770-4828 
Suite 280 
92270-1768 
 
Redding    2881 Chum Creek Rd.    (530)    224-4729 
Suite B 
96001-1146 
 
Riverside    3737 Main Street   (951)    680-6400 
Suite 1000 
92501-3395 
 
Sacramento    3321 Power Inn Rd.   (916)    227-6700 
Suite 210 
95826-3889 
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CALIFORNIA                         OFFICE                                    AREA    PHONE 
CITIES                                  ADDRESS                                  CODE   NUMBER     
 
Salinas    111 E. Navajo Dr.   (831)    443-3003 
Suite 100 
93906-2452 
 
San Diego     1350 Front Street   (619)    525-4526 
Room 5047 
92101-3698 
 
San Francisco    121 Spear Street    (415)    356-6600 
Suite 460 
94105-1584 
 
San Jose    250 South Second Street  (408)    277-1231 
95113-2706 
 
San Marcos    334 Via Vera Cruz   (760)    510-5850 
Suite 107 
92078-2637 
 
Santa Rosa     50 D Street     (707)    576-2100 
95404-4791 
 
Suisun City    333 Sunset Ave.   (707)    428-2041 
Suite 330 
94585-2003 
 
Van Nuys    15350 Sherman Way   (818)    904-2300 
Suite 250 
91406-4203 
 
Ventura    4820 McGrath Street    (805)   677-2700 
Suite 260 
 
West Covina    1521 Cameron Ave.   (626)    480-7200 
Suite 300 
91793-1500 
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Introduction 
In December 1999 and May 2002, the State Board of Equalization 
approved changes to Sales and Use Tax Regulation 1541 (“Printing and 
Related Arts”). The most significant changes are the application of sales 
tax to special printing aids, computer-generated artwork, and customized 
computer programs. The following discussion focuses on the changes 
relating to special printing aids—subdivision (c).  
What Are Special Printing Aids? 
Regulation 1541, subdivision (a)(1), defines special printing aids as those 
manufacturing aids that are of unique utility to a specific customer and that 
are reusable. The term includes film, electrotypes, stereotypes, 
photoengravings, screens, steel dies, cutting dies, artwork, lithographic 
plates, single or multi-color separation negatives, and flats. 

The term does not include non-reusable plates (e.g., photo-direct paper 
plates or electrostatic paper plates), proofing materials (e.g., bluelines and 
color proofs), or chemistries that are consumed by the printer in the 
manufacturing process (e.g., cleanup solvents and film processing 
developer and fix). 
 
Taxability of Special Printing Aids 
The printer uses special printing aids in California on its own behalf or on 
behalf of another person. Thus tax will apply to the sale or use of the 
special printing aids—the question is who owes the tax. (The only 
exception to this rule is that, if the ultimate purchaser of the special 
printing aids prior to use is the United States, that sale is exempt from 
tax.) Who holds title (ownership) to the special printing aids at the time of 
use—the printer or the customer—is critical in determining the 
responsibility for and amount of sales tax owed. 

The table on the next page shows in summary the application of sales tax 
when the printer and when the customer hold title (ownership) to the 
special printing aids. It serves as a register of the detailed discussion that 
subsequently follows. 
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Printer Retains Title 

Sale of Printer’s       Purchase               Printer’s Sale 
Printed Material       of Printing Aids         (Invoice) to Customer        Example 
 
1. Taxable               Tax         Entire Amount- Tax              1 & 2 
  
2. Resale                      Tax                            Entire Amount- No Tax        3 & 4
  
3. Exempt             Tax                     Entire Amount- No Tax        5 & 6 
 

PRINTER PASSES TITLE TO CUSTOMER 

Sale of Printer’s             Purchase                   Printer’s Sale 

Printed Material           of Printing Aids          (Invoice) to Customer        Example 
 
1. Taxable             Resale               Entire Amount-Tax             7 & 8 
 
2. United States            Resale                   Entire Amount-No Tax      9 & 10 
 
3. Exempt             Resale               Printing Aids-Tax             11 & 12 
               (printer or customer) 
 
4. Resale             Resale               Printing Aids-Tax             13 & 14 
(printing only)                (printer or customer) 
 
5. Resale (printer)          Resale               Entire Amount-No Tax   15 & 16 
(printing/printing aids) 
 
6. Resale (broker)          Resale               Printing Aids-Tax               17 & 18 
(printing/printing aids)    (broker or  
             customer) 
 
7. Resale              Resale               Entire Aount-No Tax    19 & 20 
(printing/printing aids, 
one final purchaser) 
 
8. Resale              Resale                Printing Aids-Tax              21 & 22 
(printing/printing aids,             (printer or customer) 
several final purchasers) 
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I. PRINTER RETAINS TITLE—SUBDIVISIONS (c)(2) & (c)(4) 
When the printer wishes to retain title (ownership) of the special printing 
aids, the printer must make a written declaration to such effect on the 
invoice or signed quotation sheet. The statement should read as follows: 
“The selling price of the printed material does not include the transfer of 
title to the special printing aids.” 

The use of the printing Trade Customs or Conditions of Sale on the 
invoice or signed quotation sheet can substitute for the written declaration 
if it includes a statement (usually Item 6—“Preparatory Material”) that the 
printer owns the special printing aids at the time of use.  
           
A. Taxable Sales 
When the printer retains title (ownership) to the special printing aids, tax 
applies to the cost to the printer of the special printing aids at the time of 
 their purchase. Tax also applies to the sale of the printed material without 
any deduction for the cost of the special printing aids. In other words, if the 
printer includes the cost of the special printing aid on the final invoice, the 
special printing aid is again subject to tax.  

EXAMPLES 

Facts: A printer contracts with a customer to produce 4,000 brochures to 
be delivered to the customer upon completion of the job. The customer 
plans to distribute the brochures to attendees at a trade show promoting 
the sale of farm equipment and services. The cost is $5,000. In the 
contract of sale for the brochures (or in the invoice), the printer retains title 
(ownership) to the special printing aids used on the job. 
 
Application of Tax: The printer is making a taxable sale of the 4,000 
brochures. Since the printer retains title to the special printing aids, the 
printer is the consumer of them and tax applies to the printer’s cost of the 
special printing aids. Tax also applies to the sales price of the brochures 
regardless of whether the charge for the brochures is billed in lump sum or 
the cost of the special printing aids is separately listed and priced. 

1. Taxable Sale—Lump Sum Billing 

 

 

 

 

 

 

 

 

 

 

 

 
  ABC Printing 
  1234 Production Road         Invoice No. 00- 00150 
  Industrial Park, CA 

 
 
  Brochure (Seeds & Soil) 
  4 color, 2 sides, 4 pages,            $5,000.00 
  finish size 81/2 x 11 

          Tax @8.50%                     425.00 
 

  Total Due                                $5,425.00 
 
 
  * The selling price of the printed material does not include the transfer of    
title to the special printing aids. 
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2. Taxable Sale—Itemized Billing 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

B. Resale Sales 

When the printer retains title (ownership) to the special printing 

aids and makes a sale for resale of printed material, tax applies to the cost 
to the printer of the special printing aids (or material to produce them) at 
the time of their purchase. Tax does not apply to the sale of the printed 
material for resale. 
 
EXAMPLES 

Facts: A printer contracts with a customer to produce 10,000 posters to be 
delivered to the customer upon completion of the job. The customer will 
then resell the posters through various retail outlets—where tax 
reimbursement will be added to the price of the posters. The cost is 
$18,000. In the contract of sale for the posters (or in the invoice), the 
printer retains title (ownership) to the special printing aids used on the job. 

Application of Tax: The printer is making a sale for resale of the 10,000 
posters. Since the printer retains title (ownership) to the special printing 
aids, the printer is the consumer of them and tax applies to the printer’s 
cost of the special printing aids. Tax does not apply to the sales price of 
the posters regardless of whether the charge for the posters is billed in 
lump sum or the cost of the special printing aids is separately listed and 
priced. 
 
 
 
 
 
 

 
ABC Printing 
1234 Production Road                             Invoice No. 00-00160 
Industrial Park, CA 
 

 
Brochure (Seeds & Soil) 
4 color, 2 sides, 4 pages,             $4,750.00 
finish size 81/2 x 11          
 2/ 4 color separations                                                                    250.00  
 
                                        Tax @ 8.50%                                         375.00 

            
Total Due                  $5,425.00 
 
 
* The selling price of the printed material does not include the transfer of title 
to the special printing aids. 
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3. Resale Sale—Lump-Sum Billing 
 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
4. Resale Sale—Itemized Billing 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

 

 

 

 

 

 
 ABC Printing 
 1234 Production Road Invoice                                         No. 00-00170 
 Industrial Park, CA 
 
 
  
10,000 Posters (“Reflections”) 
 4 color, 1 side, finish size 24 x 48                                       $18,000.00 
 
 
 Total Due                                                                            $18,000.00 
 
 
 
 *The selling price of the printed material does not include the 
   transfer of title to the special printing aids. 

 
 
ABC Printing 
1234 Production Road Invoice                                           No. 00-00180 
Industrial Park, CA 
 
 
10,000 Posters (“Reflections”) 
4 color, 1 side, finish size 24 x 48                                        $17,000.00 

1/4 color separation                                                                 1,000.00 

 
            Total Due                                                                 $18,000.00 
 
 
*The selling price of the printed material does not include the transfer of title 
to the special printing aids. 
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C. Exempt Sales 

Exempt (nontaxable) sales include sales in interstate commerce, sales to 
the United State, qualifying sales of newspapers and periodicals, and 
sales of printed sales message. When the printer retains title (ownership) 
to the special printing aids, tax applies to the cost to the printer of the 
special printing aids (or material to produce them) at the time of their 
purchase. Tax does not apply to the sale of the printed material. 

EXAMPLES 

Facts: A printer contracts with the owner of a flower shop to produce 4,000 
flyers that the printer will send to a mailing house for distribution to a list of 
prospective clients. The sale of the printed material qualifies as an exempt 
sale of printed sales messages, since it meets the criteria as set forth in 
Regulation 1541.5. The total cost of the job is $3,000. In the contract of 
sale for the flyers (or in the invoice), the printer retains title (ownership) to 
the special printing aids used on the job. 

Application of Tax: The printer is making an exempt sale of the 4,000 
flyers. Since the printer retained title to the special printing aids, the printer 
is the consumer of them and tax applies to the printer’s cost of the special 
printing aids. Tax does not apply to the sales price of the flyers regardless 
of whether the charge for the flyer is billed in lump sum or the cost of the 
special printing aids is separately listed and priced. 

5. Exempt Sale—Lump-sum Billing 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
ABC Printing 
1234 Production Road Invoice                                           No. 00-00190 
Industrial Park, CA 
 
 
 
4,000 Flyers (Flowers for All Occasions) 
(2 color, 2 sides, 4 pages, finish size 81/2 X 11)                     $3,000.00 
 
 
Total Due             $3,000.00 
 
 
 
*The selling price of the printed material does not include the transfer of title 
to the special printing aids. 
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6. Exempt Sale—Itemized Billing 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
II. PRINTER PASSES TITLE TO THE CUSTOMER—
SUBDIVISIONS (c)(1) & (c)(3) 
The printer is presumed to have passed title (ownership) to the special  
printing aids prior to use unless the contract of sale between the printer 
and its customer specifically provides that the printer retains title to the 
special printing aids. This requirement is satisfied if the printer includes the 
statement on its invoice as discussed above. For the remaining 

discussion, and in all the examples that follow, the printer does not 
include a written statement to the contrary, and thus the printer is 
presumed to have passed title to the special printing aids to the customer 
prior to use.  

The printer must be aware, however, that passing title (ownership) to the 
special printing aids does not necessarily mean that the printer’s sale of 
the special printing aids is also for resale. Unless the printer’s customer is 
actually purchasing the special printing aids for resale, the printer will owe 
sales tax on the printer’s selling price of the special printing aids (which is 
deemed to be the printer’s cost of the special printing aids). For example, 
on all exempt (nontaxable) sales and certain resales sales, the printer’s 
sale of the printed material is not subject to sales tax, but the printer’s sale 
of the special printing aids would be subject to tax on the cost of the 
special printing aids (or the material to produce them). The printer must 
report and pay this tax on the printer’s tax return unless the printer paid 
tax or tax reimbursement on that cost when purchasing the special printing 
aids (or the material to produce them); however, the printer may collect 

 
 
  ABC Printing 
  1234 Production Road Invoice                                         No. 00-00200 
  Industrial Park, CA 
 
 
 Color, 2 sides, 4 pages,          $2,750.00 
 finished size 81/2 X 11) 
 
1/ 2 color separation               250.00 
 
 
 Total Due                                                                               $3,000.00 
 
 
*The selling price of the printed material does not include the transfer of title 
to the special printing aids. 
 
 
 

 
 
 
 
 
 

SPECIAL PRINTING 
AIDS  

 
 



 188 

sales tax reimbursement from the customer for the amount of sales tax the 
printer owes. 

Note: Regulation 1541 refers to the concept of sales “ultimately subject to 
tax.” For ease of understanding, however, the discussion below does not 
use this terminology but instead explains the application of tax to each of 
the type of transaction in which a printer may enter. 

A. Taxable Sales by Printer 

Since the printer is presumed to have passed title to the special printing 
aids prior to use, the printer can purchase the special printing aids (or the 
material to produce them) for resale. Sales tax is due on the entire charge 
for the printed material, whether the charge for the special printing aids is 
separately stated or not, and thus the tax on the charge for the printed 
material includes sales tax on the charge for the special printing aids.  
 
EXAMPLES 

Facts: A printer contracts with a trade association to produce 2,000 
membership directories to be delivered to the association’s office. The 
association will then mail a directory to each association member.The total 
cost of the job is $4,000. 

Application of Tax: The printer is making a taxable sale of 2,000 
membership directories and a taxable sale of the special printing aids. 
Since the printer passes title (ownership) to the special printing aids to the 
customer prior to use, the printer can purchase the special printing aids for 
resale. Sales tax applies to the printer’s entire charge for the directories 
and the special printing aids regardless of whether the charges are billed 
in lump sum or if instead the charge for the directories and the charge for 
the special printing aids are separately listed and priced. 
 
7. Taxable Sale by Printer—Lump Sum Billing 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 

 

 

 
  ABC Printing 
  1234 Production Road Invoice                                         No. 00-00210 
  Industrial Park, CA 
 
 
 
 
 Membership Directory 
260 pages, 1/1, 70# matte book, 
spiral wire binding, 65#, size 41/2 X 81/2                              $10,000.00 
 
                                                 Tax @ 8.50%                              750.00 
 
 
Total Due                                                                               $10,850.00 
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8. Taxable Sale by Printer—Itemized Billing 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

B. Sales by Printer to the United States Since the printer is presumed to 
have passed title to the special printing aids to the United States prior to 
use, the printer can purchase the special printing aids (or the material to 
produce them) for resale. Sales to the United States are exempt from 
sales tax. Thus, no tax applies to the sale of the printed material or to the 
sale of the special printing aids to the United States. This is true whether 
the charge for the printed material is billed separately from the charge for 
the special printing aids or they are billed in lump sum. 

EXAMPLES 

Facts: A printer contracts with the United State Army to produce 3,000 
training manuals. The total cost of the job is $12,000.  
 
Application of Tax: The printer is making an exempt sale of the 3,000 
training manuals to the United States Army. Since the printer pass title 
(ownership) to the special printing aids to the United States prior to use, 
the printer can purchase the special printing aids for resale. That resale of 
special printing aids to the United States Army is also exempt from tax 
regardless of whether the charge is billed separately from the charge for 
the training manuals or they are billed in lump sum. 
 
 
 
 
 
 
 
 
 
 
 

 
  ABC Printing 
  1234 Production Road Invoice                                         No. 00-00220 
  Industrial Park, CA 
 
 
 
Membership Directory 
260 pages, 1/1, 70# matte book, 
spiral wire binding, 65#, size 41/2 X 81/2                               $9,7500.00 
white & red foil (cover) 
 
1 die                                                                                              250.00 
 
                                                 Tax @ 8.50%                               750.00 
 
Total Due                                                                                $10,750.00 
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9. Sale by Printer to United States—Lump Sum Billing 

 

 

 

 

 

 

10. Sales by Printer to United States—Itemized Billing 

 

 

 

 

 

 

 

 

 

 

 

C. Other Exempt Sales of Printed Material by Printer 

Since the printer is presumed to have passed title to the special printing 
aids prior to use, the printer can purchase the special printing aids (or the 
material to produce them) for resale. The printer’s sale of the special 
printing aids is at retail and is subject to tax. Tax does not apply to the 
printer’s exempt sale of the printed material. 

EXAMPLES 

Facts: The printer contracts with a customer to produce 10,000 brochures 
to be mailed by the printer to out-of-state businesses. The cost of the job 
is $5,000. 

Application of Tax: The printer makes an exempt sale in interstate 
commerce of 10,000 brochures. The printer sold the special printing aids 
to his customer for use of the special printing aids in this state. The printer 
owes sales tax on that sale based on the cost of the special printing aids 
(or the material to produce them), and the printer may collect sales tax 
reimbursement from the customer if he chooses to do so. If the printer 
paid tax or tax reimbursement to its vendor on the cost of the special 
printing aids (or the material to produce them), no further tax is due. In the 
first example below, the printer bills in lump sum and absorb the tax on the 
sale of the special printing aids without separately collecting 
reimbursement from the customer. In the next example, the printer 
separately itemizes the charge for the special printing aids and charges 

 
  ABC Printing 
  1234 Production Road Invoice                                           No. 00-00230 
  Industrial Park, CA 
 
 
Military Tactics (3,000) 
(2 color, 2 sides, 64 pages, 
finished size 81/2 X 11)           $12,000.00 
 

Total Due            $12,000.00 

 
 
 
 
 
 
 
 

 
   ABC Printing 
   1234 Production Road Invoice                                           No. 00-00240 
   Industrial Park, CA 
 
 
   Military Tactics (3,000) 
 (2 color, 2 sides, 64 pages, 
 finished size 81/2 X 11)          $12,000.00 
 

 Total Due            $12,000.00 
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sales tax reimbursement on the charge. In both examples, the printer 
owes sales tax on the sale of the special printing aids. 
 
11. Exempt Sale of Printed Material—Lump Sum Billing with No Tax 
Reimbursement 
 
 
 
 
 
 

 

 
 
 
 
 
12.Exempt Sale of Printed Material—Itemized Billing with Tax 
Reimbursement 
 
 
 
 
 
 
 
 

 

 

 
 
 
*Note: The printer could also choose to separately list the four color 
separation and not add sales tax reimbursement on the sale to the 
customer. In either event, the printer must report and pay sales tax on the 
selling of the special printing aids (which is deemed to be the printer’s 
cost). 
 
D. Sales by Printer of Only Printed Material for Resale  

When the printer sells printed material for resale, the printer should take a 
resale certificate for the printed material and tax does not apply to the 
printer’s charge for that printed material. The printer should be aware, 
however, that in many circumstances, the purchaser is the end user of the 
special printing aids even though reselling the printed material. When such 
is the case, even though tax does not apply to the printer’s charge for the 
printed material sold for resale, tax does apply to the printer’s charge for 

 
  ABC Printing 
  1234 Production Road Invoice                                         No. 00-00250 
  Industrial Park, CA 
 
10,000 Investment Strategy Booklets 
(4 color, 64 pages, 81/2 X 11)        $15,000.00 
 
Total Due $15,000.00            $15,000.00 
 
 
 

 
 
 
 
 
 

 
   ABC Printing 
   1234 Production Road Invoice                                         No. 00-00260 
 Industrial Park, CA 
 
    
  10,000 Investment Strategy Booklets 
 (4 color, 64 pages, 81/2 X 11)         $14,000.00 
 
 4/ 4 color separations   $1,000.00 
 Tax @ 8.50%           85.00                           1,085.00* 
  
  
Total Due            $15,085.00 
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the special printing aids (whether that charge is separately itemized or 
billed in lump sum). 

A purchaser is not purchasing special printing aids for resale when the 
printed material is being resold to multiple persons-each of the multiple 
purchasers of the final printed material is not also purchasing a share in 
the special printing aids. For example, a newspaper publisher who 
purchases newspapers for distribution to various readers never purchases 
special printing aids for resale since, even if the newspaper is distributed 
to pre-paid subscribers, the publisher is not reselling a single set of special 
printing aids to all of those subscribers. 

Another example when the printer’s customer does not purchase special 
printing aids for resale is when the purchaser does not, at the time of sale 
by the printer, have a contract for the resale of the special printing aids 
(and the printed material). In such cases, there is no basis for regarding 
the special printing aids as resold prior to the printer’s use of them 
because the printer uses them prior to the time the printer’s customer 
could resell them to another person. The common situation where the 
printer’s sale of the special printing aids will be for resale is when the 
printer’s customer is a print broker or advertising agency, because those 
are the persons most likely to have a contract for the resale of the printed 
material prior to contracting with the printer.  
However, just because the customer isa print broker or advertising agency 
does not automatically mean that the printer’s sale of special printing aids 
is for resale. 

The printer and the printer’s customer must be aware of the nuances of 
the different circumstances of the types of sales for resale so as not to 
incur a future tax liability.  

EXAMPLES (Printer Takes Resale Certificate for Printer Material Only) 

Fact: A printer contracts with a customer to produce 5,000 self-promotion 
kits. The printer obtains a resale certificate in good faith from a broker for 
the printed material and the special printing aids. Upon completion, the 
broker delivers the kits to its customer. The cost of the job is $7,500. 

Application of Sale Tax: The printer is making a resale sale of the 5,000 
self-promotion kits. The broker adds sales tax reimbursement to the sale 
price of the kits sold at retail to its customer. Sales tax is due on the sale 
of the special printing aids to the broker, but if the printer paid tax on the 
cost of the special printing aids, no further tax is due. In Example 13, the 
printer would rather lump sum bill the broker and absorb the tax without 
obtaining separate tax reimbursement from the broker. In Example 14, the 
printer separately lists the special printing aids and also separately 
itemizes sales tax reimbursement. 
 
13. Resale Sale—Lump Sum Billing 
 
 
 
 
 
 

 
   ABC Printing 
   1234 Production Road Invoice                                         No. 00-00270 
 Industrial Park, CA 
 
    
 Brochure (World Travel Agency) 

(4 color, 2 sides, 4 pages, 
 finish size 81/2 X 11)             $7,500.00 
 
 Total Due               $7,500.00 
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14. Resale Sale—Itemized Billing 
 
 
 
 
 
 
 
 
 
 
 
 
 
E. Sales by Printer of Both Printed Material and Special Printing Aids for   
Resale 

When the purchaser will resell the special printing aids as part of the 
resale of the printed material, it may issue a resale certificate to the printer 
for both the printed material and the special printing aids. When the printer 
takes such a timely and valid resale certificate in good faith, the printer’s 
sale of the printed material and the printer’s sale of the special printing 
aids are both for resale (not taxable) and it is the printer’s purchaser who 
is liable for tax on its retail sale of the special printing aids. 

For example, at the time the customer contracts with the printer, the 
customer, a print broker, has a contract to resell both the printed material 
and the special printing aids. Thus the broker may properly issue the 
printer a resale certificate for both the printed material and the special 
printing aids and the printer is not liable for any sales tax on the 
transaction. The broker, however, will be liable for tax on its sale of the 
special printing aids (unless its sale is to the United States) and will be 
liable for tax on its sale of the printed material depending on the facts of 
that sale. If the broker is making a taxable sale of the printed material and 
the special printing aids, tax is due on the broker’s full charge. Regardless 
of the manner of billing, the broker’s charge for the special printing aids 
would be regarded as included in the taxable charge for the entire job, and 
no additional tax would be due (similar to Examples 7 & 8 above). 

EXAMPLES (Resale Certificate Taken in Good Faith for Both 

Printed Material & Special Printing Aids for Resale to One Purchaser) 

Fact: A printer contracts with broker for 5,000 self-promotion kits. The 
printer obtains a resale certificate in good faith from a broker for the 
printed material and the special printing aids. Upon completion, the broker 
delivers the kits to the broker’s customer. The printer’s charge for the job 
is $7,500. The broker’s charge to its customer is $9,000. 
 
Application of Sales Tax: The printer is selling the 5,000 self-promotion 
kits and the special printing aids for resale and thus tax does not apply to 
any of the printer’s charge. This is true regardless of whether the special 
printing aids are billed lump sum or are separately listed and priced. Since 

 
   ABC Printing 
   1234 Production Road Invoice                                         No. 00-00280 
 Industrial Park, CA 
 
     Brochure (World Travel Agency) 
     (4 color, 2 sides, 4 pages, 
     finish size 81/2 X 11)                                                              $7,000.00 
      2/ 4 color separations 500.00 

Tax @ 8.50%               42.50                                              542.50 
 

     Total Due                                                                               $7,537.50 
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the broker is selling the printed material at retail and there is no 
exemption, its entire $9,000 charge is taxable. 
 
15. Printer’s Sale for Resale of Both Printed Material and Special Printing  
Aids—Lump Sum Billing 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
16. Printer’s Sale for Resale of Both Printed Material and Special 
 Printing Aids—Itemized Billing 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
17.  Broker Resale of Both Printed Material and Special Printing Aids at 
Retail—Lump Sum Billing 
 
 
 
 
 
 
 
 
 

 
   ABC Printing 
   1234 Production Road Invoice                                         No. 00-00290 
 Industrial Park, CA 
 
     Brochure (World Travel Agency) 
 4 color, 2 sides, 4 pages 
 finish size 81/2 X 11             $7,500.00 
 
 
 Total Due              $7,500.00 
 
 

 
 

 
   ABC Printing 
   1234 Production Road Invoice                                         No. 00-00300 
 Industrial Park, CA 
 

 
Brochure (World Travel Agency) 
4 color, 2 sides, 4 pages 
finish size 81/2 X 11             $7,000.00 
 
4 printing plates                       500.00 
 
Total Due                                                                             $7,500.00 

 
 

 
   ABC Printing 
   1234 Production Road Invoice                                         No. 00-00310 
 Industrial Park, CA 
 

 
Brochure (World Travel Agency) 
4 color, 2 sides, 4 pages, 
finish size 81/2 X 11            $9,000.00 
 

Tax @ 8.50%                                        765.00 
 

Total Due                                                                           $9,675.00 
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18. Broker Resale of Both Printed Material and Special Printing Aids at  
Retail—Itemized Billing 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
EXAMPLES (Resale Certificate Take by Printer in Good Faith for Printed 
Material & Special Printing Aids—ultimate sales involving more than one 
purchaser) 

Facts: A printer contracts with a manufacturer to produce 50,000 boxes. 
The broker has a contract to resell both the printed material and the 
special printing aids to a manufacturer, and thus issues a timely and valid 
resale certificate which the printer takes in good faith. The broker then 
resells the boxes and special printing aids to a manufacturer who uses the 
boxes to package its product which it then resells in the boxes to retailers 
in California. The sales of the product in the boxes by the California 
retailers will be subject to tax in California. The printer’s charge to the 
broker is $37,000. The brokers charge to the manufacturer is $43,000. 

Application of Tax: The printer’s sale of the printed material and the 
special printing aids is for resale. The printer may purchase the special 
printing aids for resale (or the material to produce them), and no tax 
applies to the printer’s sale. However, the broker’s sale of the special 
printing aids is not for resale. Even though the boxed products will 
eventually be sold in taxable sales in California, the manufacturer is only 
reselling the box and product—not the special printing aids used to print 
on the box. None of the retailers purchasing the products in the boxes are 
purchasing a share in the special printing aids, nor are any of the (final) 
purchasers of the boxed product purchasing a share in the special printing 
aids used in the printing process—that is, they do not share ownership of 
the special printing aids. Rather, the manufacturer is the final purchaser of 
the special printing aids, and the sale of the special printing aids to the 
manufacturer is subject to tax. Accordingly, the manufacturer should not 
give the printer a resale certificate for the special printing aids and if the 
broker were to take such a certificate, the broker would not generally be 
regarded as having taken such a certificate in good faith. The broker’s 
sale of the printed material to the manufacturer is an exempt sale of 
nonreturnable containers, but the broker’s sale of the special printing aids 
to the manufacturer is taxable.  
 

 
   ABC Printing 
   1234 Production Road Invoice                                         No. 00-00320 
 Industrial Park, CA 
 

 
Brochure (World Travel Agency) 
4 color, 2 sides, 4 pages 
finish size 81/2 X 11             $8,000.00 
 
Printing plates        $1,000.00 

  Tax @ 7.50% 765.00          1,765,00 
 
Total Due                                                                            $9,675.00  
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19. Printer’s Sale for Resale of Both Printed Material and Special 
 Printing Aids—Lump Sum Billing 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
20. Printer’s Sale for Resale of Both Printed Material and Special Printing 
Aids—Itemized Billing 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In Example 21, the broker would rather lump sum bill the manufacturer 
and absorb the tax without obtaining separate tax reimbursement from the 
manufacturer. In example 22, the broker separately lists the special 
printing aids and also separately itemizes sales tax reimbursement. In 
both examples, the broker owes sales on the sale of the special printing 
aids.  
 
 
 
 
 
 
 

 
   ABC Printing 
   1234 Production Road Invoice                                         No. 00-00330 
 Industrial Park, CA 
 

 
Boxes (Wonder Creams) 
4/0 on 60 pound gloss stock/UV coated 
litho laminated to 1/8 corrugated         $37,000.00 
 
 
Total Due                                                                            $37,00000 

 

 
   ABC Printing 
   1234 Production Road Invoice                                          No. 00-00340 
 Industrial Park, CA 
 

 
Boxes (Wonder Creams) 
4/0 on 60 pound gloss stock/UV coated 
litho laminated to 1/8 corrugated                      $35,000.00 
 
Printing plates   500.00 
1 cutting die                  1,500.00 
 
Total Due              $37,000.00 
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21. Broker Sale of Both Printed Material (resale) and Special Printing 
Aids (taxable)—Lump Sum Billing with No Tax Reimbursement 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
22. Broker Sale of Both Printed Material (resale) and Special Printing Aids 
(taxable)—Itemized Billing with 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
   ABC Printing 
   1234 Production Road Invoice                                          No. 00-00350 
 Industrial Park, CA 
 

 
Boxes (Wonder Creams) 
4/0 on 60 pound gloss stock/UV coated 
litho laminated to 1/8 corrugated          $43,000.00 
 
 
Total Due                $43,000.00 

 

 
   ABC Printing 
   1234 Production Road Invoice                                          No. 00-00360 
 Industrial Park, CA 
 

 
Boxes (Wonder Creams) 
4/0 on 60 pound gloss stock/UV coated 
litho laminated to 1/8 corrugated          $35,000.00 
 
Printing Plates                 500.00 
1 cutting die                1,500.00 

Tax @ 7.50 170.00                              2,170.00 
 
 
Total Due            $37,170.00 
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Introduction 
In general, California sales and use tax is imposed on the retail sale or 
use of tangible personal property in this state. Since the enactment of the 
sales and use tax law in 1933, several exemptions from tax liability have 
been granted for various types of property and certain individuals and 
organizations.  

The discussion below (1) identifies the areas of exemption of specific 
printer materials; and (2) addressed the application (taxability) of special 
printing aids in these exempt transactions. 
 
Types of Exemptions 
 
NEWSPAPERS AND PERIODICALS 

Free distribution newspapers and periodicals regularly issued at average 
intervals not exceeding three months, and component parts and 
ingredients thereof, are exempt from tax. Periodicals sold by subscription 
and delivered by the U.S. mail or common carrier are exempt from tax. In 
addition, newspapers or periodicals published by nonprofit organizations 
may be exempt from tax if certain criteria are meet. See the discussion 
under Newspapers and Periodicals on pages 221-222. 
 
INTERSTATE AND FOREIGN COMMERCE 

Sales of property which pursuant to the contract of sale are shipped in 
interstate or foreign commerce are exempt from tax. This exemption 
conforms to federal provisions that prohibit restrictions on interstate and 
foreign commerce. California’s provisions, however, are more liberal in 
determining qualifications for exemption than some other states that 
impose sales and use tax. See the discussion under Interstate and 
Foreign Commerce on pages 223- 224. 

 
PRINTED SALES MESSAGES 

The sale and use of printed material consisting substantially of sales 
messages for goods and services is exempt from sales and use tax if the 
material is (1) printed to the special order of the purchaser, (2) mailed or 
delivered by the seller, the seller’s agent, or a mailing house, acting as the 
agent for the purchaser, through the United States Postal Service or by 
common carrier, and (3) delivered to any other person at no cost to that 
person who becomes the owner of the printed material. See the 
discussion under Printed Sales Messages on pages 225-227. 

 
SALES FOR RESALE 

Property purchased for subsequent sale in the regular course of business, 
and property purchased that will become a component part of such   
property, is exempt from tax. See the discussion under Sales for Resale 
on pages 228-231. 
 
Special Printing Aids 

The printer (and broker) must be aware of the application of tax on special 
printing aids in exempt transactions. Without a mastery of this subject 

EXEMPT 
PUBLICATIONS  

(OVERVIEW)  
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matter, the printer (and broker) potentially exposes himself to future sales 
and use tax liability. To help clarify this difficult subject, we have repeated, 
through different examples, the discussion of exempt sales in the Section 
entitled “Special Printing Aids,” with one exception, sales to the United 
States. Since sales to the United States are always exempt (including the 
special printing aids), they are not governed by the same strict rules that 
govern other exempt printed material. See the discussion under Special 
Printing Aids on pages 232-245. Producing, fabricating, and processing 
include any operation which results in the creation or production of a 
stretch limousine. The following rules apply in determining the measure of 
tax for converting a vehicle into a stretch limousine.  

(1) When a vehicle dealer, at the request of a consumer, has a 
conversion company convert (i.e., stretch) a vehicle into a limousine, 
the tax does not apply to the conversion company’s charge to the 
dealer, but the tax does apply to the entire charge made to the 
consumer by the dealer for the conversion.  

(2) When a consumer provides the conversion company with a vehicle 
for conversion into a stretch limousine, the tax applies to the entire 
charge made to the consumer by the conversion company.  
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Taxability of Newspapers & Periodicals 
 
Sales of periodicals by subscription may now be exempt from tax. Senate 
Bill 267 (Chpt. 903, Stats. 1992), created a new exemption for certain 
periodicals when sold by subscription and delivered by mail or common 
carrier on or after November 1, 1992.  
For purposes of this exemption, periodical is defined as any publication 
that appears at stated intervals at least four times per year, but not more 
than 60 times per year. In addition, each issue must: 

• Contain news or information of general interest to the public, or to 
some particular organization or group of persons.  

• Bear a relationship to prior or subsequent issues with respect to 
continuity of literary character or similarity of subject matter.  

• Have some connection with the other issues of the series in the nature 
of the articles appearing in them. 

• Be sufficiently similar in style and format to make it evident that it is 
one of a series. 

The term periodical does not include printed sales messages, shopping 
guides, or other publications, the advertising portion of which, including 
product publicity, exceeds 90 percent of the printed 
area of the entire issue in more than one-half of the issues during 
any 12-month period. 

SB 267 also made some changes that affected sales of newspapers and 
periodicals to, and the distribution of them by, nonprofit organizations. The 
sales and use of any property which becomes an ingredient of a 
newspaper or a periodical which is regularly issued at average intervals 
not exceeding three months and any such newspapers and periodicals are 
exempted from the sales and use tax under any of the following 
conditions. 

A. Any newspaper or periodical which is published or purchased by an 
organization qualifying for tax exemption under IRS Code Section 
501(c)(3) and which is distributed to the members of the organization in 
consideration of payment of the membership fees or distributed to the 
organization’s contributors. 

 
B. Any newspaper or periodical which is published by an organization 
qualifying for tax exemption under IRS Code Section 501(c)(3) which 
does not receive revenue from, or accept, any commercial advertising. 

C. Any newspaper or periodical which is distributed by a nonprofit 
organization for which both of the following apply: 

• Distribution is to any member of the organization in consideration, in 
whole or in part, of payment of the organization’s membership fee; 
and 

• The cost of printing the newspaper or periodical must be less than 
10 percent of the membership fee for the period in which the 
newspaper or periodical is distributed. 
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Other sales of periodicals in California, such as sales of daily 
newspapers by subscription or periodicals sold over the counter, were 
not affected by SB 267 and remain subject to tax. 

See Regulation 1590 for a copy of the exemption certificates 
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Property Delivered Out-of-State May Be Exempt from Tax 
The California Sales and Use Tax Law provides that the sales tax is 
imposed upon retailers for the privilege of selling tangible personal 
property in this state. Consequently, a retailer who sells and delivers 
tangible personal property to a purchaser in this state is liable for  
California sales tax on the transaction even if the purchaser resides 
outside the state or intends to or does move the property outside the state. 

However, the sales tax does not apply if, pursuant to the contract of sale, 
a retailer is required to ship and does ship the property to an out-of-state 
point. To qualify for this exemption, the property must be shipped to the 
out-of-state point by: 

• The retailer’s own facilities (for example, the retailer’s own truck) 

• A carrier, custom’s broker, or forwarding agent (including the United 
States mail or parcel post), provided the retailer delivers the property to 
them for shipment. 

It is important to remember that if a retailer sells property to a known 
California resident and then ships the property to an out-of-state point, the 
retailer must collect use tax on the sale unless the purchaser provides the 
retailer with a written statement that the property is being purchased for 
use outside of California. 

Retailers claiming exemptions in interstate commerce must retain bills of 
lading or other documentary evidence which establishes that conditions 
for the exemption have been met. Simply invoicing the property sold to a 
mailing address outside California is not sufficient to make the sale 
exempt in interstate commerce. 

 
Property Exported to Foreign Countries May Be Exempt from Tax 

Retail sales of tangible personal property to purchasers who intend to 
export such property to a foreign country are subject to tax if the property 
is delivered to the purchaser or the purchaser’s representative in this 
state. It is immaterial that the customer is a foreign resident or will take or 
ship the property to a foreign country. 

However, sales tax does not apply when property that is sold to a 
purchaser for shipment abroad is shipped or delivered by the retailer to 
the foreign country. To qualify as an exempt export, the property must be: 

• Intended for a destination in a foreign country 

• Irrevocably committed to the exportation process at the time of sale, 
and 

• Actually be delivered to the foreign country prior to any use of the 
property by the purchaser. 
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Background 
This law (Section 6379.5 of the Revenue & Tax Code) took effect January 
1, 1987. It addressed an unfair competitive advantage held by out-of-state 
printers over their California counterpart. Up until 1987, if a printed sales 
message was purchased by a California business from an in-state location 
(i.e., California printer) and mailed to California addresses, sales tax was 
due on the printed material. However, if the same printed sales material 
was purchased by a California business from an out-of-state location (e.g., 
Arizona or Nevada printer) and mailed to California addresses, no sales 
tax applied. No tax applied because the sale (and production) took place 
out-of-state. Furthermore, the state in which the production took place 
didn’t assess tax because the printed material was placed in interstate 
commerce. 
 
Overview of the Law 
The main section of the law reads as follows: 

There are exempted from the taxes imposed by this part the 
gross receipts from the sale of, and the storage, use, or other 
consumption in this state of catalogs, letters, circulars, brochures, and 
pamphlets consisting substantially of printed sales messages for goods 
and services printed to the special order of the purchaser and mailed or 
delivered by the seller, the seller’s agent, or a mailing house, acting as the 
agent for the purchaser, through the U.S. Postal Service or by common 
carrier to any other person at no cost to that person who becomes the 
owner thereof. 

A printed sales message is exempt from sales tax only if it falls into one of 
the five eligible categories identified in the above quotation. Thus printed 
material might not be exempt from sales tax, under this law, because the 
format does not fall within one of the five exempt categories. Accordingly, 
the following, among other, formats are not exempt from sales tax, 
although they might contain printed sales messages: cash register tapes, 
video standees, campaign literature, school catalogs or class schedules, 
stock prospectus, stationery, containers for sample merchandise, price 
lists, and materials comprises of merely business letterhead and logos 
(e.g., calendar, matchbooks, and notepads, even though imprinted with 
letterhead and logos). 

Tax does not apply to the charge for containers, such as wrapping paper 
and envelopes, sold for shipment, of exempt printed sales messages. Tax 
generally applies to sales of reply envelopes and considered part of the 
printed sales messages by being inserted in,stapled, glued, or otherwise 
affixed to the printed sales messages in such a manner that they becomes 
an integral part of the printed sales message. 
 
Criteria For Sales Tax Exemption 

Two criteria must be met for the sale to be exempt from tax. 

1. The printed sales message must fall into one of the five eligible 
categories (catalogs, letters, circularly, brochures, and pamphlets). 

2. If the printed sales message falls into one of the five eligible 
categories, it must meet three other conditions. The message must be: 
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a. Printed to the special order of the purchaser. 

b. Mailed or delivered by the seller (printer), the sellers agent 
(mailing house), or a mailing house acting as the agent for the 
purchaser, through the U.S. Postal Service or by common carrier. 

c. Received by any other person, other than the purchaser, at no 
cost to that person who becomes the owner of the printed sales 
message. 

 
Exemption Certificates 
At the time of delivery, any printer (seller) who claims an exemption from 
sales tax must obtain supporting evidence as to the delivery of the 
property. The evidence to be obtained depends on the method of delivery, 
that is, whether the sales message is mailed by the printer (seller) or a 
mailing house acting as agent for either the printer (seller) or the 
purchaser. An exemption certificate must be filled out for every sale. 
NOTE: The exemption certificate addresses both the method of delivery 
and certification that the printed material is a printed sales message. A 
signed exemption certificate places the tax liability on the customer if the 
Board of Equalization determines that the printed material does not qualify 
as a printed sales message. Without a signed exemption certificate, the 
printer will be liable for tax reimbursement 
The printer (seller) has two options from which to choose if  he is uncertain 
as to whether the printed material qualifies as a printed sales message. 
He can (1) submit the printed piece to the State Board of Equalization for 
determination. The Board will provide an opinion as to whether the sale of 
the printed material qualifies as exempt from tax; or (2) have the 
purchaser certify in writing, through 
the signed exemption certificate, that the piece is a printed sales 
message. In the latter case, the certificates relieves the printer (seller) 
from liability for the sales tax only if it is taken in good faith—that is, the 
printed material clearly falls into one of the five eligible categories and 
“appears to be” a printed sales message. 
 
See Regulation 1541.5 for copy of exemption certificates. 
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Sales for Resale 
One of the rights granted to holders of seller’s permits is the authority to 
issue resale certificates for merchandise they intend to resell. A seller is 
relieved from the liability for sales tax if a resale certificate is timely 
obtained in good faith from a person who is engaged in the business of 
selling tangible personal property of the type being purchased from the 
seller, and who holds a California seller’s permit at the time of the sale.  

A certificate will be considered timely if it is taken at any time before the 
seller bills the purchaser for the property, or any time within the seller’s 
normal billing and payment cycle, or any time at or prior to delivery of the 
property to the purchaser. Any document, such as a letter or purchase 
order, timely provided by the purchaser to the seller will be regarded as a 
resale certificate with respect to the sale of the property described in the 
document if it contains all of the following essential elements: 

1. The signature of the purchaser. 

2. The name and address of the purchaser. 

3. The seller’s permit number held by the purchaser (if the purchaser is 
required to hold one) or an appropriate notation as to why a seller’s permit 
is not required. 

4. A statement that the property described in the document is purchased 
for resale. The document must contain the words “For Resale.” The use of 
words such as “exempt,” “non-taxable,” or similar language is 
unacceptable. 

5. The date of execution of the document 

NOTE: The description of the property to be purchased must appear on 
the document as either  

1. an itemized list of the particular property to be purchased for resale, or 

2. a general description of the kind of property to be purchased for resale.  

A document containing the essential elements (as outlined on page 230) 
is the MINIMUM FORM which will be regarded as a resale certificate. To 
preclude potential controversy, however, the seller should timely obtain 
from the purchaser a complete certificate which is substantially similar to 
the following form. 

NOTE CAREFULLY: A seller’s permit is not a buyer’s license to purchase 
property for personal or business use at wholesale prices without the 
payment of sales tax. The misuse of a resale certificate for the purpose of 
evading payment of the sales or use tax constitutes a violation of the law. 

Moreover, a business can validate resale numbers on file by (periodically) 
sending the list to a district office of the State Board of Equalization. 

(See Sample Resale Certificate on the following page.) 
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Sample Resale Certificate 
 
I HEREBY CERTIFY:  
  

 1. I hold valid seller’s permit number: ___________________________________________.   
  

 2. I am engaged in the business of selling the following type of tangible personal property: 
_________________________________________________________________________.  
 
 3. This certificate is for the purchase from _______________________ of the item(s) I have 

                                                                                                [Vendor’s name] 
  item(s) I have listed in paragraph 5 below.  

 
 4. I will resell the item(s) listed in paragraph 5, which I am purchasing under this resale 

certificate in the form of tangible personal property in the regular course of my business 
operations, and I will do so prior to making any use of the item(s) other than demonstration and 
display while holding the item(s) for sale in the regular course of my business.  I understand that 
if I use the item(s) purchased under this certificate in any manner other than as just described, I 
will owe use tax based on each item’s purchase price or as otherwise provided by law.  
 
5. Description of property to be purchased for resale:  
____________________________________________________________________________
____________________________________________________________________________
_________________________________________________________________________. 
 
6. I have read and understand the following:  
 
 For Your Information:  A person may be guilty of a misdemeanor under Revenue and 
Taxation Code section 6094.5 if the purchaser knows at the time of purchase that he or she will 
not resell the purchased item prior to any use (other than retention, demonstration, or display 
while holding it for resale) and he or she furnishes a resale certificate to avoid payment to the 
seller of an amount as tax.  Additionally, a person misusing a resale certificate for personal gain 
or to evade the payment of tax is liable, for each purchase, for the tax that would have been 
due, plus a penalty of 10 percent of the tax or $500, whichever is more.  

  
     Name of Purchaser  

  
  

   Signature of Purchaser, Purchaser’s Employee or Authorized Representative  
  
  

     Printed Name of Person Signing  
  
  

e Title 

         Address of Purchaser  
  
  

e  Telephone Number  
  
  

 Date 
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Invalid Resale Cards 
A number of office supply stores are selling preprinted resale certificates 
that are invalid; and, according to the State Board of Equalization, some 
printing companies, in recent sales and use tax audits, have been 
identified as using these invalid certificates. 

Since the cards are copyrighted, we cannot reproduce them here; but we 
can identify where and why they are unacceptable by comparing them to a 
valid resale certificate. 

First, the invalid certificate is generally titled “Blanket Resale Certificate”; 
the valid resale certificate is titled “Resale Certificate.” 

Second, the invalid certificate has five categories that can be purchased 
for resale. The first two are valid: 

1. Resale of tangible personal property. 

2. Resale of items to be incorporated as part of other tangible personal 
property. 

The other three categories are invalid: 

3. To be exported for sale or use outside the United States. 

4. To be sold outside the state. 

5. Other. 

These three categories are not resale. They are covered under different 
Sales and Use Tax Regulations, such as Regulation 1620 (Interstate 
Commerce), in which other documentation is necessary to establish the 
tax exempt status of the sale. Third, the unacceptable resale card asks for 
either/both a “Buyer’s Permit No.” and “Certificate No.” This is incorrect. 
The certificate must ask for the “Seller’s Permit No.” Finally, a certificate 
will be considered valid if it is taken at any time before the seller bills the 
purchaser for the property, or any time within the seller’s normal billing 
and payment cycle, or any time at or prior to delivery of the property to the 
purchaser. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

EXEMPT 
PUBLICATIONS  

(SALES FOR RESALE)  
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RESALE CERTIFICATE 
(Name of Purchaser) 
(Address of Purchaser) 

I HEREBY CERTIFY: That I hold valid seller’s permit No. 
issued pursuant to the Sales and Use Tax Law; that I am engaged in the business of 
selling 
that the tangible personal property described herein which I shall purchase from 
will be resold by me in the form of tangible personal property, provided, however, that 
in the event any of such property is used for any purpose other than retention, 
demonstration, or display while holding it for sale in the regular course of business, it is 
understood that I am required by the Sales and Use Tax Law to report and pay tax, 
measured by the purchase price of such property or other authorized amount. Description 
of property to be purchased: 
Warning: Revenue and Taxation Code section 6094.5 provides that any person who 
gives a resale certificate for property which the person knows at the time of purchase is 
not to be resold prior to any storage or use, other than retention, demonstration, or 
display while holding it for sale in the regular course of business, may be guilty of a 
misdemeanor. Additionally, the purchaser is liable for the amount of tax that would be 
due if the purchaser had not given such resale certificate and a penalty of 10 percent of 
the tax or $500, whichever is greater, will apply for each purchase made for personal 
gain or to evade the payment of taxes. 
Dated: , 200___ 
(Signature of Purchaser or Authorized Agent) 
(Title) 
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Bookbinders 
Bookbinders are consumers of materials used in rebinding used books for 
a single or lump-sum charge, and tax applies to the sale of such materials 
to the bookbinders. If, however, a separate charge for such property is 
made at the fair retail selling price, the bookbinder is the retailer of the 
materials and tax applies to the amount of the separate charge. 
Tax applies to the entire charge for the initial binding of new books 
furnished to a bookbinder for binding unless the customer of the 
bookbinder will sell the books in the regular course of business. If the 
books are to be resold, a resale certificate should be obtained by the 
bookbinder. Tax applies to the entire charge for binding done in 
connection with the furnishing of a finished product such as a bound book 
produced with either a hard or soft cover by binding together materials 
such as magazines, newspapers or business records. When bound books 
are sold at retail, tax applies to the gross receipts without any deduction 
for the cost of binding, even when done by the seller of the books. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

SPECIAL  
TOPICS  

BOOKBINDERS  
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Reimbursement for Sales Tax 
If you (or your customer) believe you have paid more sales or use tax than 
you owe, you may file a claim for refund of the overpaid tax. You may not 
deduct a past overpayment from the amount due with a current or future 
sales and use tax return.  
You can file a claim for refund direct to the Board of Equalization at the 
following address: 
 
Refund Section 
Board of Equalization 
P.O. Box 942879 
Sacramento, CA 94279-0039 
 
You can use the form on the following page to apply for a sales tax refund. 
 
Remember: If the sales tax reimbursement has been paid by a customer, 
the refund belongs to the customer and not you, the retailer. 
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Labor Charges Taxable 
There is a common misunderstanding that labor charges are not subject to 
sales or use tax. However, only charges for repair and installation labor 
are nontaxable. Charges for fabrication and/or assembly labor performed 
for consumers are generally taxable. Fabrication labor consists of any 
operation, including printing, that: 

• Results in the creation of a new piece of tangible personal property. 

• Is a step in the process that results in the creation of tangible personal 
property. 

• Consists of changing the existing form of a piece of property into 
something with a different use. 

Results in the creation of a new piece of tangible personal 

Some examples of taxable fabrication labor include: “stripping” “correction” 
charges, when separately stated on an invoice and the production or 
purchase of “printing aids” (e.g., color separations, dyes, and artwork) 
where the printer does not pay tax on the purchase of either the raw 
material (e.g., film) or final product (e.g., color separation). These later 
items then must be broken out on the invoice and taxed, no matter 
whether the printed product is taxable or not.  
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Delivery Charges 
There is considerable confusion among the printing industry on the 
taxability of transportation and handling charges. Here we attempt to 
clarify these issues. 

 
Sales tax generally does not apply to delivery charges to transport 
property to customers if, and only if: 
 

• The delivery charges are separately stated on the bill of sale or 
invoice, and 

• The property is not delivered by means of the retailer’s facilities (e.g. a 
printer’s own vehicle), but is delivered by common carrier or other 
means (e.g. UPS or Federal Express) results in the creation of a new 
piece of tangible personal. 

Sales and Use Tax Regulation 1628 (Transportation Charges) was 
amended to clarify how tax applies to separately stated charges that 
combine delivery charges with other charges --such as “postage and 
handling” or “shipping and handling.” 

The clarification provides that if the retailer’s books or records indicate 
the actual shipping or postage (delivery) cost, the retailer may exclude 
from tax the portion of the charge that represents those costs--even 
though such amounts are not affixed to the package. 

The regulation also was amended to clarify that a charge designed 
simply as “handling” and “handling charge” is not considered a separate 
statement of a transportation charge and is subject to tax, even if the 
postage or shipping charge is affixed to or noted on the package. 
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