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PREFacE

This publication is intended as a general guide to the Sales and Use Tax Law and regulations as they apply to the 
operations of vehicle repair garages and service stations. Portions of this publication are also useful for taxpayers 
who operate mini-marts selling fuel. This publication is also available in Spanish from our website at 
www.boe.ca.gov.

In addition to addressing sales and use tax issues, this publication includes information on the Diesel Fuel Tax Law, 
the Use Fuel Tax Law, the Motor Vehicle Fuel Tax Law, the California Tire Fee Law, the Oil Recycling Fee Law, and the 
Underground Storage Tank Maintenance Fee Law. These taxes and fees may also apply to your business operations.

If you cannot find the information you are looking for in this booklet, please call our Taxpayer Information Section 
at 800-400-7115 (TDD/TTY: 800-735-2929). Staff will be glad to answer your questions.

This publication supplements publication 73, Your California Seller’s Permit. That publication, provided to first-time 
applicants for seller’s permits, includes general information about obtaining a permit; using a resale certificate; col-
lecting and reporting sales and use taxes; buying, selling, or discontinuing a business; and keeping records. If you 
do not have a current copy, you may download the publication from our website, www.boe.ca.gov, use our website 
ordering system to order a printed copy, or call our Taxpayer Information Section at 800-400-7115.

We welcome your suggestions for improving this or any other publication. If you would like to comment, please 
provide your comments or suggestions directly to:

Audit and Information Section, MIC:44
State Board of Equalization
PO Box 942879
Sacramento, CA 94279-0044

Note: This publication summarizes the law and applicable regulations in effect when the publication was written, 
as noted on the cover. However, changes in the law or in regulations may have occurred since that time. If there 
is a conflict between the text in this publication and the law, the decision will be based on the law and not on this 
publication.

To contact your Board Member, see www.boe.ca.gov/members/board.htm.

Efile today. It’s E-Z, It’s Fast, It’s Smart. www.boe.ca.gov

http://www.boe.ca.gov
http://www.boe.ca.gov/pdf/pub73.pdf
http://www.boe.ca.gov
http://www.boe.ca.gov/members/board.htm
http://www.boe.ca.gov/elecsrv/eServices.htm
http://www.boe.ca.gov
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GEnERal aPPlication oF tax

This chapter provides general information about the application of tax to sales by auto repair businesses and 
service stations. It covers:

•	 Sales	of	parts,	fuel,	and	other	products—in	general

•	 Labor	and	services

•	 Hazardous	waste	fees

•	 Oil	recycling	fees

•	 Invoicing	your	customer

For more detailed information about the application of tax to sales of parts, please see page 4 "Sales and Use of 
Parts." Some specific types of repairs and services are covered beginning on page 11 "Speciality Repairs or Service." 
If you operate a service station that sells fuel, please see page 21 "Fuel Sales."

Sales	of	parts,	fuel,	and	other	products—in	general
Under the Sales and Use Tax Law, the sale (including exchange or barter) or use of merchandise, including fuel, is 
taxable. For an auto repair business or service station, tax generally applies to sales or use of all of the following:

•	 New,	used,	or	rebuilt	automobile	parts.	This	includes	both	general	repair	or	maintenance	parts	such	as	spark	
plugs, belts, tires, batteries, PCV valves, and brake shoes or pads; and replacement parts such as engines, 
transmissions, alternators, water pumps, fenders, or bumpers.

•	 Parts	you	manufacture.	The	taxable	selling	price	of	the	part	should	include	the	cost	of	the	labor	required	to	
manufacture it.

•	 Lubricating	products	such	as	oil	and	grease.

•	 Automotive	fluids	such	as	brake	or	transmission	fluid	and	window	washer	solution.

 Please note: Throughout this publication, the term “parts” is used to refer to the items listed in the four bullets 
above.

•	 Fuel.	(The	application	of	tax	to	sales	or	use	of	fuel	is	discussed	beginning	on	page	21	"Fuel	Sales.")

Your	sale	is	taxable	unless	it	qualifies	for	an	exemption	or	exclusion	(see	discussion	that	begins	on	page	7	"Nontax-
able Sales and Purchase of Parts"). It is important to remember that the taxable selling price of an item may include  
not only the charge for the item itself, but also charges for mandatory warranty contracts (see page 16 "Warranty 
Related Charges"). For fuel sales, the taxable selling price can also include charges for certain state and federal 
excise taxes.

As a retailer, you owe the sales tax to the state. But you may collect from your customer an amount equal to the tax 
you will owe. This is usually itemized on sales invoices as “sales tax.”

Labor and services
Generally your charges for labor and services are not taxable (two common exceptions are noted below). You must 
list labor and service charges separately on your customer invoices. This includes your charges for:

•	 Installation	labor	on used vehicles such as replacing spark plugs, replacing brake shoes or pads, removing and 
installing engines, or installing sound systems.

•	 Repair	labor	to	bring	a	vehicle	back	to	its	original	condition.	Examples	of	repair	labor	include	rebuilding	
carburetors or heads, replacing parts in engines or transmissions, and performing body and fender work.

•	 Maintenance	services	such	as	tune-ups,	oil	changes,	or	radiator	flushes.

•	 Services	such	as	charging	a	battery	or	towing	a	vehicle.
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Exceptions
While sales and use tax generally does not apply to labor charges, there are two common exceptions. Labor charges 
for making a part (“fabrication labor”) are usually taxable, as are labor charges for installing parts on new vehicles. 
For more information on fabrication labor, see the discussion on page 9 "Other Tax Issues."

Hazardous waste fees
If you operate a repair shop that handles waste products such as oil, transmission fluid and oil filters, you may be 
required to pay hazardous waste disposal fees when you submit the waste to a disposal facility. If you handle large 
numbers of asbestos-lined brake shoes that must be disposed of at approved facilities, or you generate certain 
other types of hazardous waste, you may be required to obtain a permit from our Environmental Fees Division and 
pay hazardous waste generator fees.

You may reimburse yourself for either of these fees by charging them to your customer. Separately stated charges 
for “hazardous waste fees” are not subject to sales tax if they are directly related to nontaxable services or repair. For 
example, you might change the oil in a vehicle and charge a  hazardous waste fee for disposing of the used oil. That 
charge would not be taxable because it is related to nontaxable repair labor.

However, your charges for hazardous waste fees are generally taxable if they are made in connection with your tax-
able sale of parts or other property, or in connection with taxable work you perform on a vehicle. For example, an 
auto dismantler who is selling a used engine might charge a  hazardous waste fee to cover disposal of contaminated 
soil. That charge would be taxable because it is related to the sale of parts, not to repair or installation labor. For 
more information, please see the hazardous substances fee information on our website, at www.boe.ca.gov/
sptaxprog/envirofee.htm, or call our Taxpayer Information Section (see page 26).

Oil recycling fees
An oil recycling fee of 16 cents ($0.16) per gallon applies when lubricating oils and transmission or differential fluids 
are first sold in California. If you purchase these products from a California supplier, the supplier will pay the fee. 
However, if you import the products from outside the state, you must pay the fee.

You are allowed to reimburse yourself by charging your customer for the recycling fee you have paid to the state or 
your supplier. This reimbursement charge is subject to sales tax, even if listed separately on your invoice. For more 
information about the oil recycling fee, please contact the California Integrated Waste Management Board at 
916-341-6457, or check their website at www.ciwmb.ca.gov.

Invoicing your customer
Your invoice should list separate charges for the taxable sale of parts and any nontaxable charges for labor.

If your business is registered as an automobile repair business, the California Business and Professions Code 
requires you to separately list and subtotal your parts charges. To obtain a booklet on how to properly invoice your 
customers under the Business and Professions Code, please contact your local Bureau of Automotive Repair office. 
See the government pages of your telephone directory under Automotive Repair, Bureau of, or check
www.smogcheck.ca.gov.

Charges for supply items
Supply items are considered to be those items you use in your repair business (rags or tools, for example), as 
opposed to items you sell to your  customers, such as parts and oil. You may wish to recover your supply costs from 
your customers. The Business and Professions Code, however,  prohibits automotive repair shops and auto body 
shops from making a nonspecific or general charge to customers for “supplies.” To recover your supply costs from a 
customer, you must separately state the selling price of each supply item on your invoice.

http://www.boe.ca.gov/sptaxprog/envirofee.htm
http://www.boe.ca.gov/sptaxprog/envirofee.htm
http://www.ciwmb.ca.gov
http://www.smogcheck.ca.gov
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These separately stated supply charges may be taxable. Overhead expenses such as supply costs are taxable when 
charges for the supplies are associated with the sale of parts. However, if you charge for supplies in conjunction 
with a transaction involving only nontaxable  labor, the supply charges would not be taxable. If your job includes 
both the taxable sale of parts and nontaxable charges for labor, you should divide the supply costs between the 
portion related to the nontaxable labor charges and the portion related to the taxable parts sale.

Please note: You are considered the consumer (end user) of supply items that do not remain on the item you repair 
(cleaning solvent, for example). Sales tax applies when you purchase those supplies, even if you itemize charges 
and report tax on those items on your invoices.

Sample invoice with items properly itemized

Model garage
Parts Rebuilt 1987 Ford engine $ 1400.00

Manifold gasket 19.00

Oil filter 6.00

5 Qts. 10W40 oil 15.00

Total parts $ 1440.00

Labor  Remove and install engine $ 1000.00

Total labor $ 1000.00

Total parts  1440.00

Sales tax [$1440 x 8.25%]  118.80

Pay this amount $ 2558.80

Documenting repairs—vehicles brought into the state
When you perform warranty or repair service on a vehicle brought into the state exclusively for that purpose, your 
invoice or work order should show the dates the vehicle was in your possession. For more information, see page 16 
"Warranty Related Charges."
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SalES anD uSE oF PaRtS

This chapter discusses in more detail how tax applies to your sales or use of parts. Topics covered include:

•	 Trade-in	allowances,	core	charges	and	discounts

•	 Reconditioning	and	rebuilding	parts

•	 Parts	used	for	repair	or	maintenance	billed	as	a	lump-sum	charge

•	 Repairers	as	consumers	of	parts,	supplies	and	tools

•	 Nontaxable	sales	and	purchases	of	parts

For information on applying tax to charges for parts furnished in a warranty repair, please see page 16.

Trade-in allowances, core charges, and discounts
Many auto repair shops treat the sale of reconditioned and rebuilt parts just like the sale of new and used parts. 
However, when the sale involves a trade-in allowance, core charge credit, or discount, there are significant 
differences in how tax applies. The following sections  provide guidelines that explain how to apply tax to sales 
involving each category of parts.

Core charges, core deposits, and similar trade-in allowances
In the auto repair and parts business, a trade-in allowance is often called a “core charge” or a “core deposit.” In 
general, the terms refer to an amount you add to the price of a part and then refund to a customer who gives you 
an old part in exchange.

Note: The trade-in allowance or core charge credit you give for a worn part should approximate its “fair market 
value.” That is, you should try to set the allowance at the price you would pay for a similar item or on some other 
reasonable basis.

Sale of new or used part with core charge
When you sell a new or used part and include a core charge, the core charge is taxable. This is true even if you 
refund the core charge to your customer.

For example, you might sell a battery for $55 ($50 battery + $5 core charge = $55 total selling price). You must 
pay tax on the full $55 selling price even if you refund the $5 core charge to your customer for bringing in a used 
battery. Similarly, if you sell a used engine for $450 and allow $25 for the trade-in of the buyer’s old engine, the full 
$450 price is taxable.

If you give your customer a refund of the core charge for bringing in a used part, you should not refund the tax you 
collected on the charge.

Sale of reconditioned or rebuilt part with core charge
When you sell a reconditioned or rebuilt part and include a core charge or core deposit, that charge is taxable unless 
you refund it to your customer. When you refund the core charge, you should also refund any tax you collected on 
that charge.

For example, you might sell a rebuilt alternator for $150 plus a $25 core deposit. If you do not refund the core 
deposit to your customer, you owe tax on the full $175 selling price ($150 part + $25 core deposit). However, if the 
customer brings you a used alternator and you refund the $25 core deposit, you owe tax only on the $150 price of 
the alternator. You would refund your customer the $25 core deposit plus any tax you collected on that charge.
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Sale calculations for example on page 4

Sale of rebuilt part If customer returns core
Rebuilt alternator $ 150.00 Less core return – 25.00

Core charge + 25.00
Less tax on core charge  
($25 x 8.25%)

– 2.06

Taxable selling price $ 175.00 B. Total refunded to customer – 27.06

Tax ($175 x 8.25%) + 14.44

A. Total charge to 
customer who does not 
return the used core $ 189.44

Total sale amount with core 
return (A minus B) $ 162.38

Please note: Even though this and other examples show tax calculated at a rate of 8.25 percent, you should use the 
rate in effect at your business location. Please see publication 71, California City and County Sales and Use Tax Rates, 
for current tax rates (see page 27).

Discounts
A	discount	you	give	to	your	customer	is	not	taxable—unless	you	are		reimbursed	for	it	by	a	manufacturer	or	dis-
tributor. For example, if you sell an engine (whether new or rebuilt) for $800 less a 10 percent discount of $80, the 
taxable selling price is $720 ($800 – $80).

However, if you sell an engine for $800 less an $80 manufacturer’s rebate, the taxable selling price is $800. Tax 
applies to the total gross receipts from the sale, even though you receive partial payment from the customer ($720) 
and the balance from the manufacturer ($80). In other words, tax applies to the selling price of the engine before 
you deduct the rebate amount.

Invoices
To avoid possible errors in computing tax on your sales, your invoice should clearly identify those amounts being 
allowed for trade-ins, core charges, and discounts. You should also be careful to calculate tax on the selling price 
of a new or used part before you subtract out any trade-in allowance. Invoices and other documents related to the 
sale should be kept with your other business records. The examples illustrate how to complete invoices for sales 
that include trade-in allowances, core charges, and discounts.

Sales without discounts Sales with discounts
New
part

New Battery $ 35.00 New Battery $ 35.00

10% discount – 3.50

Taxable selling price $ 35.00 Taxable selling price $ 31.50

Tax [35.00 x 8.25%] 2.89 Tax [31.50 x 8.25%] 2.60

Trade-in allowance – 3.00 Trade-in allowance 3.00

Total due from customer $ 34.89 Total due from customer $ 31.10

Rebuilt 
part

Rebuilt Alternator $ 175.00 Rebuilt Alternator $175.00

Less: refunded core charge* – 25.00 Less: refunded core charge* – 25.00

10% discount – 17.50

Taxable selling price $ 150.00 Taxable selling price $ 132.50

Tax [150.00 x 8.25%] 12.38 Tax [132.50 x 8.25%] 10.93

Total due from customer $ 162.38 Total due from customer $ 143.43

*Credit for used part traded in with sale.
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Reconditioning and rebuilding parts
The application of tax to your charges for reconditioning or rebuilding a part will depend on whether you:

•	 Return	to	the	customer	the	same	part	brought	in	for	repair,	or

•	 Substitute	a	different	part.

If you repair and return the customer’s original part, tax generally  applies only to the charge for parts and materials 
furnished in reconditioning or repairing the part. Repair labor is not taxable. For e xample, you might charge $2,800 
to rebuild a transmission: $2,000 for parts and $800 for the repair labor. Tax would apply to the $2,000 charge for the 
parts.

If you return a different part to the customer, you are considered the retailer of the rebuilt part and tax applies  
to your entire charge. Using the above example, you would owe tax on the entire $2,800 charge if the transmis-
sion you returned to the customer was not the same one brought to you for repair. If you allow a credit for a core 
charge, you should subtract the core charge credit from the $2,800 before calculating tax (see alternator example 
chart on page 5).

Maintenance and repair parts billed as a lump-sum charge
Occasionally you may be able to bill a repair job as a lump-sum charge without itemizing and applying tax to the 
sale of parts. Examples of such jobs include lube jobs, oil changes, wheel bearing repacks, wheel balancing and 
alignment, and tune-ups.

To bill a repair job as a lump-sum charge, both of these elements must apply:

•	 Any	law	regulating	your	business	(such	as	the	Business	and	Professions	Code)	must	allow	you	to	bill	lump-sum	
charges.

•	 The	fair	retail	selling	price	for	the	parts	must	be	10	percent	or	less	of	the	total	lump-sum	charge.

For example, you might bill a lump-sum charge of $15.00 for packing wheel bearings when you do not replace 
the bearings. The fair retail selling price of the bearing grease used on the job is $1.00. Since $1.00 is less than 10 
percent ($1.50) of the total $15.00 lump-sum charge, you are not considered a retailer of the grease and the $15.00 
charge is not taxable. You are, however, considered the consumer of the grease and must pay use tax on its cost 
unless the seller collected tax from you when you bought it.

If the fair retail selling price of the grease is more than 10 percent of $15.00 (that is, more than $1.50) or if you 
charge separately for the grease, you are liable for tax on the fair retail selling price or the amount you separately 
charge.

Repairers as consumers of parts, supplies, and tools
You are considered the consumer rather than the retailer, of parts, supplies, tools, or equipment that do not become 
part of the item you repair. Examples include cleaning solutions, grinding or polishing compounds, flux used for 
brazing parts, wrenches, clamps, and diagnostic equipment. You should not purchase these and similar items for 
resale. Your vendor should collect tax on your purchase.

In some cases, you may buy materials and tools from vendors such as automotive supply houses or new car dealer-
ships that also sell you repair parts. You should not give these vendors a resale certificate that covers supplies, tools, 
or equipment. If you issue a resale certificate for such a purchase in error you must pay use tax on the purchase 
price. Report the cost of the items on your sales and use tax return under "Purchases Subject to Use Tax" and pay 
the correct amount of tax due. In addition, you should revoke, in writing, the incorrect resale certificate and issue 
your supplier a corrected certificate. Similarly, if you purchase these items without tax from an out-of-state vendor, 
you must pay use tax on their purchase price.
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Nontaxable	sales	and	purchases	of	parts
While your sales or purchases of parts are normally taxable, certain sales and uses of parts are not taxable because 
they qualify for a specific exemption or exclusion. The most common nontaxable sales made by automobile repair 
businesses and service stations include:

•	 Sales	of	certain	warranty	parts	(see	page	16	"Warranty	Related	Charges")

•	 Sales	or	purchases	for	resale	(see	next	section)

•	 Sublet	repairs

•	 Repairs	to	vehicles	intended	for	resale

•	 Sales	to	the	U.S.	government

Sales or purchases for resale
Your purchase of merchandise is not taxable if you will resell the  merchandise in the regular course of business or 
incorporate it as a component part of an item you will resell. For example, if you retail tires, batteries, or auto acces-
sories such as deodorizers, you may purchase these items without tax by issuing a resale certificate to your supplier 
when you purchase them. You may also issue a resale certificate to your supplier for repair parts that you intend to 
resell to a customer (see page 6, "Maintenance and repair parts billed as a lump-sum charge," for an explanation of 
parts that you use rather than sell).

Your sale of merchandise for resale is not taxable provided you accept a timely, properly completed resale certifi-
cate from your customer in good faith. You must keep the certificate with your records to support your claim that 
the sale was not taxable.

A properly completed resale certificate must include all of the following:

•	 The	name	and	address	of	the	purchaser.

•	 The	seller’s	permit	number	of	the	purchaser.	If	the	purchaser	does	not	have	a	permit,	the	certificate	must	have	a	
statement explaining why a permit is not needed.

•	 A	description	of	the	item	being	purchased.

•	 A	statement	that	the	item	is	being	purchased	for	resale.	The	certificate	must	contain	words	stating	that	the	
property “will be resold” or is “for resale.” The use of words such as “nontaxable” or “exempt” is not acceptable.

•	 The	signature	of	the	purchaser	or	the	purchaser’s	agent	and	the	date	it	was	issued.

For more information on making sales for resale, you may wish to obtain a copy of our publication 103, Sales for 
Resale (see page 27).

Sublet repairs
“Sublet repair” is repair work you have done by, or do for, another repair business. Common examples of sublet 
repairs include radiator repair, glass replacement, body work, upholstery repair, and rebuilding of parts such as 
carburetors, speedometers, and transmissions.

If you perform the sublet repairs, tax applies to your charges for any parts you furnish unless the purchaser provides 
you with a valid and timely resale certificate. If you are buying the sublet repairs and they include char ges for parts 
or fabrication labor, you are responsible not only for issuing a resale certificate to the person who performs the 
work, but also for itemizing the sublet repair parts and labor on your customer invoice. The amount you charge for 
the sublet repair parts, including your markup, is taxable.

http://www.boe.ca.gov/pdf/pub103.pdf
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Repairs to vehicles intended for resale
Parts you install in a vehicle intended for resale become component parts of the vehicle. You may sell these parts 
without tax if your customer is a licensed vehicle dealer who issues you a timely, valid and properly completed 
resale certificate. If you are a licensed dealer and install parts in a vehicle you intend to resell, you may withdraw 
those parts from inventory and install them without reporting tax at the time of the repair (tax applies to the 
subsequent sale of the vehicle, including the installed parts). If neither you nor your customer are licensed dealers, 
you must pay tax on the sale or use of the parts.

Sales to the U.S. government
Sales of parts to the U.S. government are not subject to tax. To verify that a sale is to the U.S. government, you must 
obtain a copy of a  government purchase order or remittance advice document. If the purchase is paid by credit 
card, the credit card must belong to the government. To support your claimed exemption, you must retain copies 
of the sales invoice and credit card receipt. The receipt should have the imprint of the credit card, or if an imprint 
cannot be made, a notation of the account number and account holder.

A sale paid with a personal credit card does not qualify as a sale to the U.S. government, even if the person paying 
for the work will be reimbursed by the government. For more information, you may wish to obtain a copy of 
publication 102, Sales to the U.S. Government (see page 26 for ordering information).

Please Note: Sales to other political entities are generally taxable if delivery is taken in this state. This includes sales 
to the State of California or other states, cities, counties, special districts, and foreign governments.

http://www.boe.ca.gov/pdf/pub102.pdf
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otHER tax iSSuES

In addition to the tax issues discussed in the previous two chapters, other factors can affect how much tax you owe. 
This chapter discusses:

•	 The	records	you	need	to	keep	to	support	your	reported	sales

•		Fabrication	labor

•	 The	sale	of	your	business	or	of	equipment	used	in	your	business

•	 Bad	debts

Keeping records
State law requires you to maintain records that adequately support the amounts you report on your sales and use 
tax returns. When requested, you must make these records available for examination by one of our representa-
tives. If the representative is unable to verify your  reported amounts based on your records, you may be subject to 
penalties.

Your records should include those generally expected from an auto repair business, mini-mart, or service station. 
Besides your summary records, you should keep all sales and purchase invoices, repair orders, and any other docu-
ments that support the returns you have filed. To ensure that your records adequately support the amounts you 
report, you should do all of the following:

•	 Make	sure	your	invoices	or	repair	orders	are	complete	and	easy	to	read.	Identify	all	parts	you	have	furnished	
and describe the type of labor performed.

•	 File	invoices	and	repair	orders	in	the	same	sequence	as	entered	in	your	books.

•	 Make	sure	your	books	separately	list	purchases	of	resale	inventory	and	purchases	of	supplies	and	other	
nonresale items. If you sell fuel, be sure to separately list your fuel purchases.

How long should I keep my business records?
You should keep required records for at least four years unless we give you specific, written authorization to destroy 
them sooner. Exception: Records that cover reporting periods before January 1, 2003, may be covered by an 
extended statute of limitations if you did not participate in the 2005 Tax Amnesty Program, or if fraud or intent to 
evade tax is discovered during an audit. You must keep those records for at least ten years. If you are being audited, 
you should retain all records that cover the audit period until the audit is complete, even if that means you keep 
them longer than four years. In addition, if you have a dispute with us about how much tax you owe, you should 
retain the related records until that dispute is resolved. For instance, if you appeal the results of an audit or another 
determination (billing), or you file a claim for refund, you should keep your records while that matter is pending.

Fabrication labor
As noted on page 1 of this publication, charges for repair, installation, and maintenance labor generally are not tax-
able. However, certain labor charges are taxable. When you create, produce, or assemble a product or part and then 
sell it in a taxable sale, that labor is taxable “fabrication labor.” Modifying an item or system as part of a taxable sale is 
also considered taxable fabrication labor.

For example, you might need to create a part for an old truck as part of a repair job. Your labor in making the part 
is considered taxable fabrication labor. Or you might install parts or accessories on a new vehicle as part of its sale. 
That work is considered part of the production of the new vehicle and is taxable fabrication labor.
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You are considered to be working on a new vehicle for sales tax purposes if both of the following apply:

•	 The	vehicle	qualifies	as	a	new	vehicle	when	it	is	registered	with	the	Department	of	Motor	Vehicles	(DMV).

•	 You	contract	to	work	on	the	vehicle	within	60	days	of	the	registration	date.

When you enter a contract to convert a new vehicle within 60 days of the date the vehicle is first registered with the 
DMV, the new vehicle is considered to have been purchased for conversion. Tax applies to your entire charge made 
for the full conversion, partial conversion, or preconversion work of this new vehicle.

Examples include adding utility boxes to a new truck, putting a sound system into a new car, or converting a new 
van. If you have questions about whether a vehicle qualifies as new or if labor is taxable fabrication labor, please call 
our Taxpayer Information Section (see page 26).

Exceptions: Fabrication labor for new vehicles is not taxable if the work qualifies as a sale for resale or a sale to the 
U.S. government (see pages 7 and 8). In addition, your charges for materials and labor for vehicle modifications may 
not be taxable if they enable the vehicle to be used or driven by a person with physical disabilities. For more infor-
mation about exemptions for modifications to vehicles used by people with disabilities, you may wish to obtain a 
copy of Regulation 1591.3, Vehicles for Physically Handicapped Persons (see page 27). Information on this subject is 
also included in our publication 34, Motor Vehicle Dealers.

Selling your business or equipment
Sales tax applies to the sale of any equipment or tools you have used in your business. If you sell your entire busi-
ness, tax applies to the selling price of the equipment, tools, and other assets you sell. For more information about 
the sale of assets used in your business, please see Regulation 1595, Occasional Sales–Sale of a Business–Business 
Reorganization. If you are selling your entire business, please read our publication 74, Closing Out Your Seller’s Permit. 
Both documents are available from our website and Taxpayer Information Section (see page 26).

If you sell a vehicle used in your business and the purchaser must register it with the DMV, you should not report tax 
on the sale unless you are an automobile dealer, manufacturer, or dismantler. Instead, the buyer of the vehicle must 
pay use tax to the DMV when registering the vehicle. Since there is a limit to the number of vehicles you can sell 
without a dealer’s license, you should check the DMV website (www.dmv.ca.gov) to determine whether you need 
a	license.	Or	you	can	call	the	DMV—see	the	state	government	white	pages	of	your	telephone	book	under: Motor 
Vehicles Department.

Bad debts
If you allow your customers to buy on credit and a customer does not pay you, you may be able to take a bad debt 
deduction on your sales and use tax return. Your deduction would be limited to the portion of the bad debt on 
which you had reported and paid tax on an earlier return. To be eligible for the deduction, you must have written 
the debt off for income tax purposes. If you collect payment from your customer after you have claimed the 
deduction, you must report and pay tax on the amount you collected that applies to the taxable portion of your 
charges.

It is not always simple to properly calculate the allowable deduction for a bad debt or to report tax on a payment 
received after you have claimed a bad debt deduction. For more information, you may wish to obtain a copy of 
Regulation 1642, Bad Debts, or call our Taxpayer Information Section for help (see page 26).

http://www.boe.ca.gov/pdf/reg1591-3.pdf
http://www.boe.ca.gov/pdf/pub34.pdf
http://www.boe.ca.gov/pdf/reg1595.pdf
http://www.boe.ca.gov/pdf/pub74.pdf
http://www.dmv.ca.gov
http://www.boe.ca.gov/pdf/reg1642.pdf
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SPEcialtY REPaiRS oR SERvicE

This chapter uses the general information given in preceding chapters to discuss the application of tax to specific 
types of services or repairs, including:

•	 Smog	checks	and	certification

•	 Insurance	work

•	 Auto	painting	and	body	work

•	 Auto	glass	replacement

•	 Auto	upholstery	work

•	 Radiator	repair

•	 Transmission	repair

•	 Tire	sales	and	recapping

If the services you provide are not covered in this chapter, please contact our Taxpayer Information Section for assistance 
(see page 26).

Smog checks and certification
You cannot perform or accept payment for smog checks and issue smog certificates unless you meet all of the 
following conditions:

•	 Your	facility	is	licensed	as	a	smog	check	station,

•	 You	or	one	of	your	employees	is	a	licensed	smog	inspector,	and

•	 You	have	a	licensed	smog	mechanic	on	your	premises.

Licenses are issued by the Bureau of Automotive Repair, a unit of the Department of Consumer Affairs (Consumer 
Affairs).

The smog certificate fee is set by Consumer Affairs. State law requires you to separately state it on your customer 
invoice. Certification fees are not subject to sales or use tax. However, if you tax the fee in error, you must either 
give your customer a refund equal to the tax amount or pay the tax to us with your sales and use tax return (motor 
vehicle	dealers—see	note	below).

Charges for a smog check are not regulated by Consumer Affairs and are generally not subject to sales and use tax 
(motor	vehicle	dealers—see	note	below).

Note for DMV-licensed motor vehicle dealers: If you make a retail sale of a vehicle and you charge a smog check fee 
that is higher than the amount set by Consumer Affairs, you must pay sales tax on the excess amount. In addition, 
your smog check charges are taxable if you perform the smog check on a vehicle you plan to sell.

If you have questions about smog checks or certification, please contact your nearest office of the Bureau of 
Automotive Repair. They are listed in the Government white pages of your telephone book under Automotive 
Repair, Bureau of. For questions about the application of sales and use tax to these charges and fees, please contact 
our Taxpayer Information Section (see page 26).

Insurance work
If you are awarded jobs resulting from bids to insurance companies, your tax liability is generally based on the parts 
estimate contained in the bids. To support the amount of tax you report on insurance work, you should keep the 
awarded bid forms with your records.
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occasionally, you may find that the amount you estimated for parts is either more or less than the selling price of 
the parts you actually furnish as part of the job. in those cases, your sales tax liability is based on the bid estimate 
unless both of the following apply:

•	 You	inform	the	insurance	company	or	customer	of	the	change	using	an	amended	invoice	or	some	other	
document.

•	 The	estimated	sales	price	on	the	bid	is	less	than	your	cost	for	the	parts	(see	Note, below).

For example, you do insurance work with the following results:

Bid estimate Actual selling price
Labor $ 200.00 $ 200.00

parts 250.00 200.00

tax [8.25%] 20.63 16.50

total $ 470.63 $ 416.50

You	owe	tax	of	$20.63	unless	you	notify	the	customer	or	insurance	company	that	the	actual	selling	price	of	the	parts	
was $200.00 instead of the bid estimate of $250.00.

Note: if the final selling price of the parts turned out to be more than the bid amount of $250.00, you would still only 
be liable for tax of $20.63 unless your cost for the parts exceeded the bid amount. For example, if you paid $300.00 
for	the	parts	you	would	be	liable	for	tax	of	$24.75	($300	x	8.25%).

Auto painting and body work
Businesses that perform auto painting and body work are generally considered the retailers of parts and any 
materials	that	remain	on	the	vehicle	or	item	being	repaired.	Parts	include	items	such	as	doors,	bumpers,	and	
fenders.	Materials	remaining	on	the	vehicle	include	such	things	as	putty,	primer,	paint,	sealer,	acrylic	lacquer,	and	
fisheye	eliminator.	You	may	purchase	these	and	similar	products	for	resale	and	collect	tax	on	their	selling	price.

However,	in	certain	situations	relating	to	painting	and	body	work,	your	business	is	considered	the	consumer—not	
the	retailer—of	parts	and	materials,	and	you	may	invoice	your	customer	for	a	lump-sum	amount	(see	page	6).	You	
are	considered	the	consumer	of	parts	and	materials	if	the	value	of	parts	and	materials	you	provide	in	connection	
with	repair	work	on	a	used	vehicle	is 10 percent or less of your total charge and you billed a lump sum amount. As 
previously	discussed,	when	you	are	the	consumer	of	parts	or	materials,	you	should	not	provide	a	resale	certificate	to	
your supplier. the supplier should collect sales tax on your purchase.

You	are	also	considered	the	consumer	of	tools	and	supply	items	that	do not remain on the item being repaired. this 
includes sandpaper, steel wool, masking tape, paint thinner, and bodywork tools. For information on charging for 
supplies,	see	“Invoicing	your	customer,”	on	page	2.

Painting, fabricating, and reconditioning parts
tax does not apply to your labor charge for painting a new or used part in connection with your repair of a used 
vehicle.	However,	if	you	are	required	to	make	a	part	because	a	replacement	part	is	not	available,	the	charge	for	the	
labor	to	fabricate	the	part	is	taxable	and	should	be	shown	separately	on	your	customer	invoice	and	in	your	records.	
tax does not apply to your labor charges for reconditioning a damaged part.

Auto glass replacement
If	you	install	auto	glass,	your	selling	price	for	the	glass	is	generally	taxable.	Your	charges	for	removing	the	old	glass	
and installing the replacement glass are generally not taxable unless you are installing custom glass on a new 
vehicle.	(See	the	discussion	of	fabrication	labor	on	page	9.)
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If you are required to cut and grind glass to size, your charges for measuring, cutting, and grinding the glass are tax-
able. You should separate these taxable charges from the nontaxable labor charges on your customer invoices and 
in your records.

Note: For your convenience, we have developed a resale certificate for the auto body and painting industry
(BOE-230-A), shown on page 15. You may also download a copy from our website, order a copy using our online 
ordering system, or call our Taxpayer Information Section for a copy (see page 26). Although we encourage you to 
use the specific certificate, general resale certificates are still acceptable.

Auto upholstery work
In general, tax applies to your charges for new upholstery. However, your charges for removing the old upholstery 
from a used vehicle and installing new upholstery in it are not taxable. If you make the new upholstery, tax applies 
to your charges for the upholstery materials and to your fabrication labor for measuring, cutting, and sewing the 
material, as well as to any other labor occurring before installation. On a new vehicle, charges for removing the old 
upholstery and installing the new upholstery may be taxable. (See the discussion of fabrication labor on page 9.)

When billing your customer for upholstery, you have two options:

•	 You	may	itemize	your	charges	for	all	materials	and	findings	used	(items	such	as	buttons,	staples,	and	thread),	
charges for fabrication labor, and charges for nontaxable removal and installation labor. Tax would apply to the 
charges for materials, findings, and fabrication labor.

•	 Or	if	you	don’t	want	to	itemize	charges	for	findings	and	different	types	of	labor,	you	may	list	one,	combined	
charge for materials (not including findings), and a separate charge for all labor. Tax will apply to the charge for 
materials and 20 percent of the labor charge. The remaining 80 percent of the labor charge will be considered 
nontaxable.

Charges for cleaning upholstery are not taxable. You should pay an amount for tax when purchasing any cleaning 
compounds you will use.

For more information about the application of tax to reupholstering, you may want to obtain a copy of Regulation 
1550, Reupholsterers (see page 27).

Radiator repair
The application of tax to radiator repair depends on the type of job you perform. For example, tax does not apply to 
charges for rodding-out or cleaning a radiator (or similar repairs) provided both of the following apply:

•		You	bill	in	a	lump-sum,	and

•	 The	value	of	parts	and	materials	furnished	in	connection	with	the	repair	work	is	10	percent	or	less	of	your	total	
lump-sum charge.

When both conditions apply, you are considered the consumer of the parts and materials used in the repair, and 
your charge to your customer is not taxable (see “Repairers as consumers of parts, supplies, and tools,” page 6).

However, if you do a repair job that requires replacement parts, such as a new core, you are the retailer of the 
replacement parts and must pay tax on their sale. Your charges for labor to remove the old part and replace it with a 
new one are not taxable.

For retail sales of rebuilt radiators, tax is calculated on the exchange price of the rebuilt radiator. For more 
information about the sale of rebuilt parts, see the discussion beginning on page 4 "Sales and use of parts."

http://www.boe.ca.gov/pdf/boe230a.pdf
http://www.boe.ca.gov/pdf/reg1550.pdf
http://www.boe.ca.gov/pdf/reg1550.pdf
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Transmission repair
On transmission repairs, the application of tax depends on whether you repair and return the customer’s own 
transmission or you furnish the customer with a different rebuilt transmission. If you return the customer’s 
transmission, tax generally applies only to the selling price of the parts you furnish as part of the repair job. Your 
labor charges for the repair are not taxable. These parts and labor charges must be listed separately on your 
customer invoice. For more information about customer invoicing, see the discussion on page 2 "Invoicing your 
customer."

If you receive a customer’s transmission in exchange for a rebuilt transmission, you are the retailer of the rebuilt 
transmission and tax applies to its exchange price. For more information about the sale of rebuilt parts, see the 
discussion on page 4 "Sales and use of parts."

Tire sales and recapping
Tire sales
Sales of new and used tires, including recapped or retreaded tires, are taxable. You should calculate tax on the 
selling price, less any discounts allowed (see “Discounts” on page 5). Tax applies to the price before you deduct any 
trade-in allowance for an old tire (see the battery portion of the invoice examples on page 5).

Sellers of new tires must register with our Environmental Fees Division and collect the California Tire Fee on every 
new tire sold. The fee is $1.75 per tire. You can keep 1.5 percent of the fees you collect as a reimbursement for your 
related costs. The fee itself is not taxable, but if you charge an amount higher than the required fee, that excess 
charge is taxable. For more information, please contact our Taxpayer Information Section (see page 26). You may 
also want to obtain a copy of publication 91, California Tire Fee (see page 27).

Tire recapping
The application of tax to tire recapping depends on whether you return the original tire or a different tire to the 
customer. If you return the original tire to the customer and bill a lump-sum charge for the recap, tax applies to 
75 percent of the total recapping charge. For example, if you charge a customer $20 to recap the tire, tax applies 
to $15 of the charge ($20 x 0.75 = $15).

However, if you mix tires so that you return a similar tire to the customer rather than the customer’s original tire, tax 
applies to your total charge.

For more information about how to apply tax to tire recapping services, please refer to Regulation 1548, Retreading 
and Recapping Tires (see page 27). You may obtain a copy from our website or Taxpayer Information Section (see 
page 26).

http://www.boe.ca.gov/pdf/pub91.pdf
http://www.boe.ca.gov/pdf/reg1548.pdf
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Sample: Special Resale Certificate for the 
Auto Body Repair and Painting Industry
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WaRRantY-RElatED cHaRGES

This chapter provides detailed information on charges associated with warranties and maintenance agreements 
including:

•	 Warranty	or	repair	service	performed	on	vehicles	brought	into	California	from	outside	the	state

•	 Definitions	of	warranty	terms,	as	used	to	determine	the	application	of	tax

•	 Applying	tax	to	charges	for	warranty	contracts

•	 Applying	tax	to	charges	for	parts	supplied	in	a	warranty	repair

•	 Applying	tax	to	warranty	repair	charges	(table)

If you need further information, please call our Taxpayer Information Section (see page 26).

Vehicle manufacturers, auto dealers, and independent contract providers frequently offer warranties and main-
tenance agreements to auto buyers. In addition, auto repair shops may offer warranties on repair work or parts 
included in a repair. There are several factors that affect how tax applies to charges associated with those warranties 
and maintenance agreements, including the type of warranty (mandatory or optional, manufacturer’s or repairer’s) 
and whether the contract requires the customer to pay a deductible.

Warranty or repair service performed on vehicles brought into California
Customers may bring vehicles into California for warranty or repair work. Tax applies to your charges for work on 
those vehicles in the same way it does to your other warranty or repair work, but you may be asked to provide extra 
documentation to your customer.

California law provides a use tax exclusion for vehicles purchased outside California and brought into this state, for 
no more than 30 days, for the exclusive purpose of warranty or repair work. Your customer may need to document 
the 30 day period, otherwise they may owe California use tax on the purchase price of the vehicle. Your invoice or 
work order should show the dates the vehicle was in your possession. As noted above, this has no influence on how 
you apply tax to your warranty or repair charges.

For more information please see publication 34, Motor Vehicle Dealers (see page 27).

Definitions of warranty terms, as used to determine the application of tax
Mandatory warranties and maintenance agreements
A “mandatory" warranty or maintenance agreement is a contract that a customer must purchase from the seller or 
manufacturer as part of the sale of a vehicle, part, assembly, or other item. Its cost is sometimes included as part of 
the price of the item sold or it can be billed as a separate item. Common examples include:

•	 A	new	or	used	car	warranty	included	in	the	purchase	price	of	the	vehicle.

•	 A	warranty	or	guarantee	for	a	repair	part,	such	as	a	90-day	parts	and	labor	warranty	on	an	engine	replacement,	
included in the cost of the repair job.

•	 A	battery	replacement	warranty	that	the	customer	must	purchase	with	a	new	battery.

Optional warranties and maintenance agreements
An “optional” warranty or maintenance agreement is a contract that a customer has the option to purchase from the 
seller, manufacturer, or independent contract provider for an additional, separately stated charge.

http://www.boe.ca.gov/pdf/pub34.pdf
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For a warranty or maintenance agreement to qualify as optional, the customer cannot be required to purchase it 
with the vehicle, part, assembly, or other item. Common examples include:

•	 An	extended	mileage	warranty	the	customer	has	the	option	to	purchase	at	an	additional	cost	when	buying	a	
new or used car.

•	 A	repair	warranty	available	for	a	rebuilt	engine	or	transmission	that	the	customer	has	the	option	to	purchase	at	
an additional cost when buying the engine or transmission.

Customer deductible
Some warranties require the customer to pay a portion (usually a fixed amount) of any warranty repair charges. This 
amount is considered a customer deductible.

For example, a new car warranty may cover parts and labor charges for any repairs required during the first 50,000 
miles the car is driven, but require the customer to pay $50 toward the cost of each repair job. The $50 amount is 
considered a customer deductible.

Manufacturer’s warranty
A “manufacturer’s warranty” is provided by the vehicle manufacturer and sold by a vehicle dealer along with the 
vehicle. Generally, manufacturer's warranty repairs are not performed by the manufacturer itself, but rather by a 
business that contracts with the manufacturer to perform the repairs (usually a vehicle dealer).

Dealer’s or repairer’s warranty
A “dealer’s warranty” or “repairer’s warranty” is a contract between a vehicle owner and a vehicle dealer or repair 
shop. Generally, repairs done under such warranties are performed only by the business that issued the warranty 
contract.

Applying tax to charges for warranty contracts
Separate charges for mandatory warranties are taxable as part of the sale of the item sold. Separate charges for 
optional warranties are not taxable.

Applying tax to charges for parts supplied in a warranty repair
Charges for parts—mandatory warranties
Warranty without a deductible
Tax does not apply to charges for parts used in repairs performed under a mandatory warranty when there is no 
customer deductible. Although you, the repairer, will charge the manufacturer for the parts you furnish in the 
repair, your sale of the parts is a nontaxable sale for resale (the parts are considered sold to the customer as part of 
the original sale of the vehicle).

Warranty with a deductible
When the customer pays a deductible, tax applies to the portion of the deductible that is considered to apply to the 
charges for parts (see below for calculation method and example). Unless the warranty states otherwise, the person 
 providing the warranty contract is liable for that tax amount. If the customer makes a specific payment for parts, as 
required by the warranty (for example, a prorated payment for a new tire), that payment is taxable.

To calculate the taxable portion of the deductible, use this formula:
  charges for parts

x deductible = taxable portion of deductible
 total charges
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Example A
You perform repairs on a car and your customer must pay a $50 deductible under a mandatory manufacturer’s 
warranty. Your bill for the repairs is $200, not including tax: $75 for parts and $125 for repair labor. To determine 
how much tax is due, you must:

Step 1. Divide the parts charge by the total repair charge
 ($75 ÷ $200 = 37.50%)

Step 2.  Multiply the deductible by the result of step 1
 ($50 x 37.50% = $18.75)

Step 3.  Multiply the result of step 2 by the tax rate to determine the tax due
 ($18.75 x 8.25% = $1.55)

The total charge for the job, with tax, would be $201.55.

You would charge the customer the $50 deductible and then bill the manufacturer the balance due for parts, labor, 
and sales tax: $151.55 ($201.55 total charge – $50 deductible). If you had issued the warranty yourself, you would 
owe tax on the taxable portion of the deductible (see step 3 above).

Please note: In this example, the warranty does not require the customer to pay the sales tax on the taxable portion 
of the deductible. If it did, you would charge the customer $51.55 and the manufacturer $150.00.

Charges for parts—optional warranties
Optional warranties can be offered by the manufacturer, dealer, or repairer.

Optional dealer or repairer warranties
When the customer is not obligated to pay a deductible, the repairer/dealer is considered the consumer of the 
repair parts. The repairer/dealer owes use tax on their cost. If the customer is required to pay a deductible, the 
dealer/repairer also owes sales tax on a portion of the receipts from the sale of the parts and use tax on their cost.

Example B
You are a car dealer who has sold a customer an optional warranty with a $50 deductible. The warranty does not 
require the customer to pay an amount for tax on the portion of the deductible related to the sale of parts. The 
customer brings in the car for repairs covered by the warranty. Your repair charges total $200, not including tax: 
$75 for parts and $125 for repair labor. You use parts from your resale inventory for the job. Their cost is $40. 
Using the method shown in Example A (above), you determine that $18.75 of the deductible is subject to sales 
tax ($75 parts charge ÷ $200 total charge x $50 deductible = $18.75). You would charge your customer $50. In 
addition to use tax due on the cost of the parts used in the repair, you will owe $1.55 in sales tax on the sale of 
the parts ($18.75 x 8.25% = $1.55).

Reporting this transaction on your sales and use tax return

The $18.75 taxable portion of the deductible is a taxable sale. Include it in the line 1 total of your tax return. Since 
you are the consumer of parts installed on optional warranties, you also owe use tax on the cost of the parts fur-
nished for this repair. Report the $40 cost of the parts in the line 2 total of your return.

To make sure you don’t pay use tax on the cost of the parts you resold in the deductible, you need to take a tax-paid 
purchases resold deduction on your return. Follow these steps:

Step 1. Calculate the amount of markup (“markup factor”) on your parts: divide their sales price by their cost.
 (In example: $75 ÷ $40 = 1.88 markup factor).

Step 2. Divide the taxable portion of the deductible (your parts sale) by the markup factor.
 (In example: $18.75 ÷ 1.88 = $9.97). 
 List the result as a “tax-paid purchases resold prior to use” deduction.
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Optional manufacturer’s warranties
The manufacturer is considered the consumer of the repair parts for work performed under an optional manufac-
turer’s warranty. If you are a dealer/repairer who makes a repair under an optional warranty, you are making a retail 
sale of the parts to the manufacturer. You must report sales tax on the retail selling price of the parts (your cost plus 
markup).

Example C
A customer is required to pay a $50 deductible under a manufacturer’s optional warranty. Your repair shop charges 
$200 for repair work, not including tax: $75 for parts and $125 for repair labor. Tax would apply to the full parts 
charge ($75 x 8.25% = $6.19 tax). The total charge for the job would be $206.19 ($200 parts and labor + $6.19 tax). 
You would charge your customer only the $50 deductible, and bill the manufacturer for the rest of your charges, 
$155.19 ($206.19 – $50 deductible).

Note: In this example, there is no provision in the warranty contract requiring the customer to pay sales tax on the 
portion of the deductible related to the sale of tangible personal property. If the warranty contract does provide 
that the customer is liable for sales tax on the portion of the deductible related to the sale of parts, you must pro-
rate any charges for tax between the customer and the manufacturer. The calculation can be complicated. Please 
call our Taxpayer Information Section for assistance (see page 26).
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Applying Tax to Warranty Repair Charges

Warranty type
terms

1 Application of tax to 
parts charges or cost

Responsible party: 
payment to dealer/repair shop

Mandatory Warranties
Manufacturer‘s warranty
No customer deductible 
Repair work to be performed 
by dealer

Nontaxable resale of parts to 
manufacturer

Customer: no payment
Manufacturer: charges for parts
and labor

Manufacturer’s warranty 
Customer deductible 
Repair work to be performed 
by dealer

Portion of deductible taxable as 
retail parts sale. Remaining parts 
charges are a nontaxable resale to 
manufacturer.

Customer: deductible only
Manufacturer: total charges
(including tax amount due on portion 
of deductible—see Example A, p. 18), 
minus  deductible

Dealer’s or Repairer’s warranty 
No customer deductible Sale or use of repair parts not tax-

able (repair parts considered part 
of original sale)

Customer: no payment

Dealer’s or Repairer’s warranty 
Customer deductible Portion of deductible taxable as retail 

parts sale (see Example A, p. 18)
Customer: deductible only

Optional Warranties

Manufacturer’s warranty 
No customer deductible 
Repair work to be performed  
by dealer

Taxable retail sale of parts to manu-
facturer. Tax based on fair retail 
selling price of parts.

Customer: no payment
Manufacturer: total charges (parts, 
labor, tax)

Manufacturer’s warranty 
Customer deductible 
Repair work to be performed 
by dealer

Taxable retail sale of parts to 
manufacturer. Tax based on fair 
retail selling price of parts.

Customer: deductible only
Manufacturer: total charges (includ-
ing tax amount due on portion of 
deductible) minus customer-paid 
deductible (see Example C, p. 19)

Dealer’s or Repairer’s warranty 
No customer deductible Repairer considered consumer of 

parts; parts cost subject to tax.
Customer: no payment

Dealer’s or Repairer’s  warranty 
Customer deductible Repairer considered consumer of a 

portion of the parts and seller of the 
 remainder (see Example B, p. 18)

Customer: deductible only

1None of the warranty types described on this page include a provision requiring the customer to pay an amount for 
tax on the portion of the deductible related to the sale of parts. See pages 16 through 19 "Warranty related charges".
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FuEl SalES

You should read this chapter if you sell gasoline, diesel, “biodiesel,” or other vehicle fuels. This chapter discusses the 
application of:

•	 Sales	tax

•	 Use	fuel	tax

•	 Motor	vehicle	fuel	and	diesel	fuel	tax

•	 Underground	storage	tank	maintenance	fee

•	 Fuel	retailers:	fueling	service	for	people	with	disabilities

For additional information on biodiesel see publication 96, Biodiesel and California Tax. If you sell LPG (liquefied 
petroleum gas) or another fuel subject to the use fuel tax, you must also pay that tax to us (see page 24). If you 
operate a mini-mart as part of your service station, you may wish to obtain publication 31, Grocery Stores. Our Tax-
payer Information Section (see page 26) can answer questions about the application of sales tax to sales of fuel and 
other products. Please visit our website at www.boe.ca.gov for information regarding the application of fuel taxes, 
including the use fuel tax or contact our Fuel Taxes Division at 916-322-9669.

Sales tax
As with your sales of auto parts and other items, you generally owe tax on your sales of fuel. On sales of gasoline, we 
will presume that your per-gallon selling price includes sales tax if you display on your pump or other dispensing 
equipment a total selling price that includes all fuel and sales taxes, as required by section 13470 of the Business 
and Professions Code. For other fuels such as diesel or LPG, we will consider that sales tax is included in the t otal 
selling price if you post a notice on your premises that reads substantially like this:

The price per gallon of all motor vehicle fuel includes reimbursement for applicable sales taxes computed to the nearest mill.

Service stations are also required to have a sign listing the state and federal fuel taxes that apply to their motor 
vehicle fuel sales.

Tax-included selling price
Gasoline
The tax-included, per-gallon selling price of gasoline is the  total of the price of the gasoline, the federal and state 
excise taxes, and the sales tax. 

Federal and state excise taxes. The federal fuel tax on gasoline is currently 18.4 cents ($0.184) per gallon. The state 
motor vehicle fuel tax (MVFT) is currently 18 cents ($0.18) per gallon.

California sales tax. You should charge the rate in effect at the location where the fuel is sold. For current tax rates 
please see publication 71, California City and County Sales and Use Tax Rates (see page 27). The sales tax rate used for 
the example is 8.25 percent.

As shown below, the sales tax rate is applied to the price of the fuel after the federal and state excise taxes have 
been added.

A tax-included price for gasoline is computed as follows:

 Price per gallon of gasoline before tax $ 2.609

 Federal excise tax 0.184

 Motor vehicle fuel tax (MVFT) + 0.180

 Amount subject to sales tax 2.973

Sales tax [$2.973 x 8.25%] + 0.245

Tax-included selling price $ 3.218

http://www.boe.ca.gov/pdf/pub96.pdf
http://www.boe.ca.gov/pdf/pub31.pdf
http://www.boe.ca.gov
http://www.boe.ca.gov/pdf/pub71.pdf
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Diesel
The tax-included, per gallon selling price of diesel, including biodiesel, is the total of the price of the diesel, the state 
(MVFT) and federal excise taxes, and the sales tax.

Federal and state excise taxes. The federal excise tax on diesel is currently 24.4 cents ($0.244) per gallon. The state 
diesel fuel tax (DFT) is currently 18 cents ($0.18) per gallon.

California sales tax. You should charge the rate in effect at the location where the fuel is sold. For current tax rates 
please see publication 71, California City and County Sales and Use Tax Rates (see page 27). The sales tax rate used for 
the example is 8.25 percent.

As shown in the example below, the sales tax rate is applied to the price of the fuel after the federal excise tax has 
been added, but before the state diesel fuel tax is added.

A tax-included price for diesel is computed as follows:

 Price per gallon of diesel before tax $ 2.571

 Federal excise tax + 0.244

 Amount subject to sales tax 2.815

 Sales tax [$2.815 x 8.25%] 0.232

 State diesel fuel tax + 0.180

 Tax-included selling price $ 3.227  

Reporting sales tax
When you complete your sales and use tax return, you are required to report your total (gross) sales on line 1. When 
reporting gross sales of gasoline and diesel, you can either report the tax-included price, or you can report an 
“adjusted” price that does not include sales tax or state diesel fuel tax. Both methods are discussed below.

Reporting gross sales using the tax-included price

If the figure you use for gross sales on line 1 includes sales or diesel fuel taxes, you must deduct those taxes else-
where on the return. If you don’t take the deduction, you will pay too much sales tax.

The diesel fuel tax deduction for diesel sales can be computed by multiplying the number of gallons of diesel fuel 
sold during the reporting period by the diesel fuel tax rate of $0.18.

Reporting gross sales using an adjusted price

You can adjust the figure on line 1 for total (gross) sales of gasoline and diesel so that sales and diesel fuel taxes are 
not included in the total. The following example illustrates how to make this adjustment:

You operate a service station that sells both gasoline and diesel. During one calendar quarter, your total gross 
receipts from fuel sales are $300,000, including proceeds from the sale of 45,000 gallons of diesel. To calculate 
the tax included in your gross fuel sales, you would use the following method:

 Gross fuel sales (gasoline and diesel) $ 300,000

 (1) Subtract diesel fuel tax [45,000 gallons x $0.18]  – 8,100

  $ 291,900

 (2) Divide result by sales tax factor [tax rate + 1] ÷ 1.0825

 Gross sales adjusted for sales and diesel fuel tax $ 269,654  

Based on the example above, the adjusted figure you would report on line 1 for gross sales would be $269,654. 
Because this figure already reflects a “deduction” for sales and diesel fuel taxes, you would not claim a deduction for 
those taxes elsewhere on the return.

http://www.boe.ca.gov/pdf/pub71.pdf
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Notes: 

If you sell only gasoline, skip step (1) and divide your gross fuel sales by the sales tax factor (tax rate +1).

Be sure to use a sales tax factor that reflects the sales tax rate at your business location. For example, if the tax rate 
in your location is 8.25 percent (0.0825), you would use a sales tax factor of 1.0825.

If you have any questions about computing the tax included in your fuel sales, please contact our Taxpayer Informa-
tion Section (see page 26).

Prepayment of sales tax
Wholesalers and suppliers of gasoline, diesel, and certain other motor vehicle fuels are required to precollect sales 
tax from their customers and remit it to us.

Even though you will be paying tax on your fuel sales, your fuel supplier will collect sales tax from you at the time of 
purchase (your tax payment to the supplier is considered a prepayment). You can take a credit for prepaid sales tax 
on BOE-531, Schedule G, Fuel Seller's Supplement to Sales and Use Tax Returns, for the period in which you purchased 
the fuel.

Please Note: Be sure to contact us if you are selling fuel and do not receive a return that includes a Schedule G. You 
cannot claim a credit for prepaid sales tax unless you file a Schedule G.

You must retain all documents that support the credits you claim for prepaid tax, such as invoices, receipts, or other 
purchase documents. They should separately state the amount of prepaid tax. If your supplier gives you an invoice 
that does not separately state the prepaid tax, you are not allowed to claim a credit.

The rate of prepaid tax may be revised annually or more often. The rate is revised if changes in the price of fuel or 
the rate of the statewide sales tax result in retailers prepaying tax that is c onsistently more than, or significantly 
lower	than,	the	retailer’s	actual	sales	tax	liability.	If	the	rate	is	revised,	we	must	set	the	new	rate	by	November	1	and	
notify taxpayers of the change by January 1 of the following year. The new rate becomes effective on April 1.

Sales to the U.S. government
The most common type of nontaxable fuel sale is a sale to the U.S. government. To support a nontaxable sale to 
the U.S. government, you must obtain a government purchase order or documents demonstrating direct payment 
from the United States. For credit card purchases, the buyer must use a credit card issued to the federal govern-
ment. A fuel purchase made by cash or personal credit card is taxable even if the vehicle is owned by the federal 
government.

Since fuel is typically sold at a tax-included price, you must deduct any included sales tax when making nontaxable 
sales to the U.S. government. This adjustment can be made by deducting the tax included on the sales invoice. To 
compute the amount of tax included, you should use the method described on page 22 under “Reporting gross 
sales using an adjusted price.”

Sales of diesel used in farming activities or food processing
Sales and purchases of diesel fuel used in farming activities and food processing are exempt from the state general 
fund portion of the tax rate. You do not owe that portion of the tax on your qualifying diesel sales provided you 
accept a partial exemption certificate from your customer timely and in good faith. Regulation 1533.2, Diesel Fuel 
Used in Farming Activities or Food Processing and publication 66, Agricultural Industry, provide the current partial 
exemption tax rate, explain which activities qualify for the partial exemption, and provide a sample exemption 
certificate. To obtain a copy of the regulation or publication and further information about this exemption, please 
check our website, under “Sales and Use Tax Programs,” or call our Taxpayer Information Section (see page 26).

http://www.boe.ca.gov/pdf/reg1533-2.pdf
http://www.boe.ca.gov/pdf/pub66.pdf
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Use fuel tax 
Use fuel tax is imposed on the use of certain fuels to propel a motor vehicle on a public highway. Fuels subject to 
this	tax	include	propane,	liquefied	petroleum	gas	(LPG),	compressed	natural	gas	(CNG),	and	alcohol	fuels	containing	
15 percent or less gasoline or diesel fuel.

Vendors who pump the fuel into the fuel tank of a motor vehicle are required to register as a use fuel vendor, collect 
the tax, and remit it to us. To obtain a use fuel vendor permit, you should contact our Fuel Taxes Division at
916-322-9669.

The Use Fuel Tax Law also requires that most users of these fuels register with us. To determine if you need to regis-
ter as a user and to obtain a permit, please contact our Fuel Taxes Division.

For more information
The rate of use fuel tax varies with the type of fuel sold. In addition, certain fuel sales are not taxable. For more 
information, you may wish to obtain a copy of our publication 12, California Use Fuel Tax—A Guide for Vendors and 
Users. This publication explains use fuel tax in more detail and is available from our website or Taxpayer Information 
Section (see page 26).

Motor vehicle fuel tax and diesel fuel tax 
If you blend gasoline, gasohol, biodiesel, or diesel fuel, or import gasoline, biodiesel, or diesel fuel, you may be 
required to obtain a permit and pay the motor vehicle fuel tax or the diesel fuel tax directly to us. For registration 
information, please contact our Fuel Taxes Division.

Underground storage tank maintenance fee 
The underground storage tank maintenance fee applies to certain petroleum products placed into underground 
storage tanks. Petroleum products subject to the fee include, but are not limited to, gasoline, diesel, waste oil fuel, 
and heating oil. It is presumed that the owner of the real property is the owner of the storage tank located on the 
property.

The owner of the storage tank is required to register with us and pay the fee. If you operate a storage tank but do 
not own it, you are not liable for the fee. An operator is defined as the person who controls, or is responsible for, the 
daily operation of the tank. Generally, if you lease an underground storage tank, you are considered an operator, 
not an owner.

If you are the owner of a tank, you must register with us, file returns, and pay the fee (returns are generally due on a 
quarterly basis). If you own more than one tank, it is possible to consolidate your filing on one return. You may wish 
to work out an arrangement where the tank operator files your returns for you, and ask us to mail your returns to 
the operator. However, the returns will bear your name and you will remain responsible for any fees that are due, as 
well as interest or penalty charges. In order to accomplish this, the owner and operator must each file a document, 
in accordance with Underground Storage Tank Maintenance Fee Regulation 1213, Payment of Fee by Operator, 
agreeing to the arrangement. You may obtain a copy of the regulation from our website or from our Taxpayer 
Information Section (see page 26). Please be sure to let us know if you sell or close any of your tanks.

If you are a tank operator and incorrectly shown as the tank owner on a fee return, please contact our Fuel Taxes 
Division and provide them with the owner’s name, mailing address, and telephone number. You may also wish to 
contact your local permitting agency to find out how the tanks are registered with them.

http://www.boe.ca.gov/pdf/pub12.pdf
http://www.boe.ca.gov/sptaxprog/pdf/reg1213.pdf
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To determine whether you need to register and pay the fee, please contact the Fuel Taxes Division at 916-322-9669 
or write:

Fuel Industry Section, MIC:30
State Board of Equalization
PO Box 942879
Sacramento, CA 94279-0030

For more information on the fee, you may wish to obtain a copy of our publication 88, Underground Storage Tank 
Fee. It is available from our website or Taxpayer Information Section (see page 26).

Fuel retailers: fueling service for people with disabilities
Motor vehicle fuel retailers must provide fueling services for customers with disabilities. However, the service is not 
required at times when either of the following apply:

•	 Only	one	employee	is	on	duty.

•	 Only	two	employees	are	on	duty	and	one	of	them	is	assigned	exclusively	to	prepare	food.

You must post a notice in a highly visible location describing this service and any limitations on the hours you 
provide it. The required language for the notice is in L-181, Special Notice—Prepayment of Sales Tax on Fuels. You 
can view or download the notice from our website or contact our Taxpayer Information Section for a copy or more 
information on required fueling services (see next page).

For more information on providing fueling services to people with disabilities, you may call the AT (Assistive 
Technology)	Network	at	800-390-2699.	The	service	and	notice	are		required	by	Business	and	Professions	Code	
section 13660.

http://www.boe.ca.gov/pdf/pub88.pdf
http://www.boe.ca.gov/news/pdf/l181.pdf
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Regulations and publications
Lists vary by publication
selected regulations and publications that may interest you are listed below. the letters c, F, K, s, or v next to a pub-
lication means it is available in chinese (c), Farsi (F), Korean (K), spanish (s), or vietnamese (v). A complete listing of 
sales and use tax regulations and publications appears on the Boe website. 

Regulations
1533.2  diesel Fuel used in Farming Activities or Food processing

1546  installing, Repairing, Reconditioning in General
1548  Retreading and Recapping tires
1550  Reupholsterers

1591.3  vehicles for physically Handicapped persons
1595  occasional sales – sale of a Business – Business Reorganization
1598  Motor vehicle and Aircraft Fuels
1642  Bad debts
1654  Barter, exchange, “trade-ins” and Foreign currency transactions
1655  Returns, defects and Replacements

Publications
12  california use Fuel tax—A Guide for vendors and users
17  Appeals procedures; sales and use taxes and special taxes (s)
25  Auto Repair Garages and service stations (s)
31  Grocery stores (c, K, s, v)
34  Motor vehicle dealers
44  district taxes (s)
51  Guide to Board of equalization services (c, K, s, v)
61  sales and use taxes: exemptions and exclusions
66  Agricultural industry
70  understanding Your Rights as a california taxpayer (c, K, s, v)
71  california city and county sales and use tax Rates (c, s)
73  Your california seller’s permit (c, F, K, s, v)
74  closing out Your seller’s permit (c, s)
75  interest and penalties
76  Audits (F, K, s)
82  prepaid sales tax and sales of Fuel
88  underground storage tank Fee
91  california tire Fee (s)
96  Biodiesel and california tax

102  sales to the u.s. Government (s)
103  sales for Resale (s)
108  When is Labor taxable?
112  purchases from out-of-state vendors (s)
116  sales and use tax Records (s)

Forms
 Boe-230A  Resale certificates for the Auto Body Repair and painting industry

www.boe.ca.gov/sutax/staxregs.htm
www.boe.ca.gov/cgi-bin/pubs.cgi?sortby=fd
www.boe.ca.gov
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