STATE BOARD OF EQUALIZATION
SALES AND USE TAX APPEAL

© 00 ~N o o b~ O w NP

[ T T T N T N R N R N T N S T T~ = S S S T S S T
coO N oo o M W N PP O © 00O N oo o O wWwN -~ O

CALIFORNIA STATE BOARD OF EQUALIZATION
APPEALS DIVISION BOARD HEARING SUMMARY

In the Matter of the Claim for Refund
Under the Sales and Use Tax Law of:

Account Number SR Y OHC 100-250374

RENT-A-CENTER WEST, INC. Case ID 484209
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Claimant Plano, Texas
Type of Business: Rent-to-own retailer

Claim period: 10/01/04 — 12/31/06

Item Claimed Refund

Claimed overpayment of tax $686,449.91

Claimant filed two claims for refund of sales tax paid with respect to amounts it paid to
customers pursuant to a stipulated judgment.

UNRESOLVED ISSUES

Issue 1: Whether the claims for refund were timely filed. We find that the claims are barred by
the statute of limitations for the period October 1, 2004, through December 31, 2005.

Claimant operates a rent-to-own merchandise business providing various products under
flexible rental agreements, some of which provide for an early purchase option. According to
claimant, it reported and remitted the tax on its returns with respect to the early purchase options
exercised by customers.® On November 16, 2006, claimant and its parent corporation, Rent-A-Center,
Inc., entered into a stipulated judgment without the adjudication of any law or fact and without
admitting any liability. The judgment concluded that claimant had violated the Karnette Rental
Purchase Act and, among other things, ordered claimant to offer four forms of restitution to claimants
who had entered into rental/purchase option contracts between November 1, 2004, and November 16,
2006. One of the forms of restitution was based on the difference between the actual amount paid for

the early purchase price (including sales tax) and the amount the consumer would have paid for the

! The Department notes that it has not verified this assertion, and it would need to do so if claimant prevails in this matter.
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early purchase price (including sales tax) based on the original cash price disclosed in the rental
purchase agreement.

Claimant filed two claims for refund on March 25, 2009, one for tax of $61,120.31 paid on
returns for the period October 1, 2004, through March 31, 2005, and the second for tax of $625,329.60
paid on returns for the period April 1, 2005, through December 31, 2006. The Sales and Use Tax
Department (Department) found that the second claim was timely for the year 2006, but that the claims
were not timely filed for periods before 2006.

Claimant contends that the refund claims are not barred by the statute of limitations, for several
reasons. First, claimant argues that the second claim was timely for the entire period because claimant
had filed a separate refund claim on July 28, 2008, which covered the period April 1, 2005, through
June 30, 2008. Claimant asserts that the separate claim tolled the statute of limitations with respect to
those periods for the purposes of the instant claim. Claimant also contends that the statute of
limitations was tolled until January 20, 2009, when the California Attorney General agreed to accept
payment, based on the doctrine of equitable tolling and on a rule of discovery. Finally, claimant
contends that principles of due process allow the Board to grant a refund and provide fundamental
fairness, notwithstanding the statute of limitations.

The claims for refund filed March 23, 2009, were not timely filed for the period October 1,
2004, through December 31, 2005, because they were not filed within three years of the dates the
returns were due or within six months of any of the alleged payments of tax. (Rev. & Tax. Code, 8
6902, subd. (a)(1).) With respect to claimant’s specific arguments, we first note that the grounds of the
July 28, 2008 claim involve facts and transactions entirely different from the grounds of the claims at
issue. We find that the July 28, 2008 claim was limited to the issues addressed therein and did not
extend the statute of limitations for the claim for refund filed in March 2009 for the period beginning
April 1, 2005. Also, we reject claimant’s contentions that the Board should extend the statute of
limitations based on equity because the Board lacks such authority. Further, we find that Irwin v. Dept
of Veterans Affairs (1990) 498 U.S.89, cited by claimant, is inapplicable here and would not alter our

conclusion even if it were on point.

Rent-A-Center West, Inc. -2-




STATE BOARD OF EQUALIZATION

SALES AND USE TAX APPEAL

© 00 ~N o o b~ O w NP

[ T T T N T N R N R N T N S T T~ = S S S T S S T
coO N oo o M W N PP O © 00O N oo o O wWwN -~ O

Issue 2: Whether the amounts returned to claimant’s customers were based on adjusted sales
prices and corresponding refunds of sales tax reimbursement. We find that they were not, and that
they instead represented restitution resulting from the settlement of litigation, and that no refund of tax
IS warranted.

As noted above, claimant made payments to its customers based on the difference between the
amount paid for early purchase and the amount the consumer would have paid for early purchase based
on the original cash price disclosed in the rental-purchase agreement. The payments to customers were
made pursuant to a stipulated judgment that ordered claimant to offer restitution to its customers.
Claimant requests a refund of the amounts of tax related to those payments to customers. In response
to the Department’s conclusion that payments to the customers were damages rather than adjustments
to the sales price, claimant argues that the judgment was a settlement agreement under which it was
required to make restitution of rents, fees, and sales tax reimbursement previously collected from its
customers. Claimant further states that the spirit of the order was to arrive at an equitable remedy that
restored its customers to a position they would have been in if not for the amounts collected above
certain rates agreed on in the settlement.

We find that the amounts claimant paid its customers as settlement of litigation were in the
nature of damages, which do not entitle claimant to a refund of tax from the Board. (Southern
California Edison Co. v. St. Bd. of Equal. (1972) 7 Cal.3d 652, 662.) We thus conclude that no refund
IS warranted.

OTHER MATTERS

None.

Summary prepared by Deborah A. Cumins, Business Taxes Specialist 111
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