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Salinas 
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Fax: 1-415-356-6115 

San Jose 
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Fax: 1-408-277-1252 
 
Fairfield 
2480 Hilborn Road, Suite 200 
Fairfield, CA 94534 
Phone: 1-707-427-4800 
Fax: 1-707-427-4815 
 
Santa Rosa 
50 D St., Room 230 
Santa Rosa, CA 95404-4791 
Phone: 1-707-576-2100 
Fax: 1-707-576-2113 

Second District Offices 



Governor’s Office of Business and 
Economic Development (GO-Biz) 



• Attraction, retention, and 
expansion services 

• Permit streamlining and clearing 
of regulatory hurdles 

 

• Small business assistance 
• International trade development 
• Assistance with state government 
• Site selection 
 

GO-Biz serves as California’s single point of contact for 
economic development and job creation efforts, offering 
a range of services to business owners, including: 
 

Overview and Activities 



New Unit at GO-Biz 
• California Competes Tax Credit 
• California Film Commission 
• Visit California 
• California Infrastructure Bank (I-Bank) 
• Permits 
• California Business Investment Services (CalBIS) 
• International Affairs and Business Development 
• Innovation and Entrepreneurship 
• Zero Emissions Vehicles Infrastructure - ***New*** 
• Office of Small Business Advocate 

 



   
   
   

   
   

  
  

  
 

   
 

  
 

 
  

   
   

  
  
  
 
  

   
   

  
  

  
  

  
  

  
  

   
   

   
  

 
  



   
   
   

   
   

  
  

  
 

   
 

  
 

 
  

   
   

  
  
  
 
  

   
   

  
  

  
  

  
  

  
  

   
   

   
  

 
  

http://cafcp.org/stationmap  

http://cafcp.org/stationmap
http://cafcp.org/stationmap
http://cafcp.org/stationmap


OFFICE OF SMALL BUSINESS ADVOCATE 
GOVERNMENT CODE SECTION 12098-12098.9 

  

“It is in the public interest to aid, counsel, 
assist and protect, insofar as is possible the 

interests of small business concerns in 
order to preserve free competitive 

enterprise and maintain a healthy state 
economy.” 

Presenter
Presentation Notes
Site selection –proximity to specialized labor markets and facilitiesAssembles packages of incentives from State and local governments	labor/tax credits	tax exemptions	State programs	local government resources



Core Activities  
• Advocacy 
• Information Gathering and 

Dissemination 
• Agency Coordination 
• Business Assistance 

Key Initiatives 
• SBDC Capital Infusion Grant 

• Seminars/Forums/Webinars 

• Small Business Assistance 
Interagency Working Group 

• In-the-Field Business Support 

• CA Made 

 
 

 

OFFICE OF SMALL BUSINESS ADVOCATE 

Presenter
Presentation Notes
Site selection –proximity to specialized labor markets and facilitiesAssembles packages of incentives from State and local governments	labor/tax credits	tax exemptions	State programs	local government resources



   
   
   

   
   

  
  

  
 

   
 

  
 

 
  

   
   

  
  
  
 
  

   
   

  
  

  
  

  
  

  
  

   
   

   
  

 
  

BUSINESS ASSISTANCE: 
PERSONAL BUSINESS SUPPORT 

• Between 5,000-6,000 Requests for Help Annually 
• Sampling of Requests: 

• Setting up a new health care clinic in Los Angeles 
• Cost of starting a manufacturing plant in CA 
• Securing a business license 
• How does EB5 work 
• How to file for EIN 
• How to start an online business 
• How to secure international investment 
• How to start a non-profit 

 
When in doubt.  Call us. 

 



   
   
   

   
   

  
  

  
 

   
 

  
 

 
  

   
   

  
  
  
 
  

   
   

  
  

  
  

  
  

  
  

   
   

   
  

 
  

CAPITAL INFUSION PROGRAM 

CIP helps small biz owners gain access to capital by expanding the 
no-cost consulting services of the CA SBDC Network, the largest 

small business technical assistance provider in the state.  
 
 
 
 
 
For 2016-17, $1.5M in general funding has been secured to support 
the program.  The program is moving towards greater support for 
underserved communities e.g. rural, minority business, women-

owned businesses, LMI areas, among others. 
 

  

Fiscal Year State Dollars 
Committed 

Capital Infusion 
Generated 

Clients Served 

2014-15 $2,000,000 $202,645,465 10,053 

2015-16 $2,000,000 $123,110,384 (as of Q3) 6,478 (as of Q3) 



   
   
   

   
   

  
  

  
 

   
 

  
 

 
  

   
   

  
  
  
 
  

   
   

  
  

  
  

  
  

  
  

   
   

   
  

 
  

 www.casbdc.org  

http://www.casbdc.org/


   
   
   

   
   

  
  

  
 

   
 

  
 

 
  

   
   

  
  
  
 
  

   
   

  
  

  
  

  
  

  
  

   
   

   
  

 
  

Just Launched…. 
A New Program 



   
   
   

   
   

  
  

  
 

   
 

  
 

 
  

   
   

  
  
  
 
  

   
   

  
  

  
  

  
  

  
  

   
   

   
  

 
  



   
   
   

   
   

  
  

  
 

   
 

  
 

 
  

   
   

  
  
  
 
  

   
   

  
  

  
  

  
  

  
  

   
   

   
  

 
  

CA Made is a new  state labeling program designed to 
encourage consumer product awareness and to promote the 
purchase of products manufactured in California.   
 
Regulations were prepared by GO-Biz to administer the 
program.  The regulations were approved by the Office of 
Administrative Law effective June 7, 2016.  
 
Program enrollment is scheduled to begin in spring/summer 
2016. 



   
   
   

   
   

  
  

  
 

   
 

  
 

 
  

   
   

  
  
  
 
  

   
   

  
  

  
  

  
  

  
  

   
   

   
  

 
  

• 51% or more of a product’s value added must be from 
California.  

• The finished product must be able to lawfully use a “Made 
in U.S.A.” label pursuant to Section 17533.7 of California’s 
Business and Professions Code.  

• Agricultural products subject to Buy California program are 
excluded.  

• A third-party certification is required at least once every 
three years 

The Fine Print… 



   
   
   

   
   

  
  

  
 

   
 

  
 

 
  

   
   

  
  
  
 
  

   
   

  
  

  
  

  
  

  
  

   
   

   
  

 
  

Other GO-Biz Programs and Services for Small Business 



   
   
   

   
   

  
  

  
 

   
 

  
 

 
  

   
   

  
  
  
 
  

   
   

  
  

  
  

  
  

  
  

   
   

   
  

 
  

California Competes Tax Credit  
Next Application Round  

 
January 2, 2017, through January 23, 2017 ($100 million available) 

  

http://business.ca.gov/Programs/CaliforniaCompetesTaxCredit.aspx 

http://business.ca.gov/Programs/CaliforniaCompetesTaxCredit.aspx
http://business.ca.gov/Programs/CaliforniaCompetesTaxCredit.aspx


   
   
   

   
   

  
  

  
 

   
 

  
 

 
  

   
   

  
  
  
 
  

   
   

  
  

  
  

  
  

  
  

   
   

   
  

 
  



   
   
   

   
   

  
  

  
 

   
 

  
 

 
  

   
   

  
  
  
 
  

   
   

  
  

  
  

  
  

  
  

   
   

   
  

 
  

Sample of Past Awardees $30K and Below 
 

• California Pacific Specialty Woods, LLC - Red Bluff - Lumber Harvesting 
 

• Trader Boys, Inc. - Los Angeles - Furniture Sales 
  

• Agilis Group, Inc. - San Diego - Healthcare Information Technology Services 
  

• G.L. Anderson Insurance Services, Inc. - Folsom - Insurance Agencies and Brokerages  
 

• Elite Power, Inc. - Sacramento - Electrical Contracting 
 

• Cal-Delta Plumbing, Inc. - Sacramento - Plumbing, Heating, and Air-Conditioning Services 
  

• Miner Financial & Insurance - Gold River - Financial & Insurance Services  
 

• SMT, Inc. - Sacramento - Translation and Interpretation Services  
 

• Climate Control, Inc. - Sacramento - Heating and Air-Conditioning Installation and Repair Services 
 

• Solterra Lighting, Inc. - Carlsbad - Commercial Lighting Wholesaler  
 

• Wilmington Instrument Co. - Wilmington - Diagnostic Test Equipment & Services 
 
• MW McWong International, Inc. - Sacramento - Commercial LED Lighting Manufacturing 

 
• Daniel Dubois CPA & Company, Inc. - Aliso Viejo - Accounting Services 



Core Activities 
• Works with State departments and 

local governments to help businesses 
comply with regulations.  

• The permitting team also administers 
the state's on-line permit assistance 
tool for businesses, CalGOLD.  

Key Initiatives 
• Environmental Permit 

Streamlining  
• CalGOLD 

GO-BIZ UNIT:  PERMIT ASSISTANCE 

Presenter
Presentation Notes
Site selection –proximity to specialized labor markets and facilitiesAssembles packages of incentives from State and local governments	labor/tax credits	tax exemptions	State programs	local government resources



www.calgold.ca.gov 
 

An online permit assistance tool that provides 
a listing of federal, state and local permits, 
webpage links, addresses, application forms 
and phone numbers for over 150 business 
types. More than 15,000 new visitors use 
CalGOLD each month. 

http://www.calgold.ca.gov/








   
   
   

   
   

  
  

  
 

   
 

  
 

 
  

   
   

  
  
  
 
  

   
   

  
  

  
  

  
  

  
  

   
   

   
  

 
  

Encourages lenders to make small business loans to those businesses having difficulty 
obtaining access to capital. Special emphasis is placed on the expansion of business and the 
creation and retention of jobs in California. 
 
Financial institutions, credit unions, and Community Development Finance Institutions 
(CDFI’s) may make small business loans directly to the small business concern with the State 
Guarantee to minimize their risk of capital. Financial Development Corporation’s (FDC’s) 
work with the lenders to issue a guarantee for up to 80% of the loan on behalf of the State. 
The FDC is an agent of the IBank Small Business Loan Guarantee Program.  There are 9 
Financial Development Corporations in the state. 
 
Maximum loan amount:  $20,000,000 
 
 

GO-BIZ UNIT:  IBANK  
SMALL BUSINESS LOAN GUARANTEE PROGRAM 



Filter Results 

Contact Information 



Cal-BIS provides no-fee, tailored site selection services to employers, corporate real estate 
executives, and site location consultants who are considering California for relocation 
and/or expansion. A wide array of consultation services are offered, including: 



   
   
   

   
   

  
  

  
 

   
 

  
 

 
  

   
   

  
  
  
 
  

   
   

  
  

  
  

  
  

  
  

   
   

   
  

 
  

The iHub program improves the state's national and global competitiveness by stimulating 
partnerships, economic development, and job creation around specific research clusters 

through state-designated iHubs. The iHubs leverage assets such as research parks, technology 
incubators, universities, and federal laboratories to provide an innovation platform for startup 

companies, economic development organizations, business groups, and venture capitalists. 
 

GO-BIZ UNIT:  INNOVATION AND ENTREPRENEURSHIP 

Louis Stewart 
Deputy Director 

GO-Biz 
Louis.Stewart@gov.ca.gov  

mailto:Louis.Stewart@gov.ca.gov


   
   
   

   
   

  
  

  
 

   
 

  
 

 
  

   
   

  
  
  
 
  

   
   

  
  

  
  

  
  

  
  

   
   

   
  

 
  

The International Affairs and Business Development unit works to drive business for 
California and to address barriers to the Golden State's continued global economic 
strength.  The unit provides critical support on issues relating to international trade and 
investment opportunities, foreign relations, international agreements and partnerships 
with the countries that have a friendly relationship with California. 

GO-BIZ UNIT:  INTERNATIONAL TRADE AND INVESTMENT 

Happening Now! $747,000 California STEP Grant available 
to support and promote exports for California small 
businesses across all sectors! 



   
   
   

   
   

  
  

  
 

   
 

  
 

 
  

   
   

  
  
  
 
  

   
   

  
  

  
  

  
  

  
  

   
   

   
  

 
  

www.businessportal.ca.gov  
• An online one-stop for business owners. 
• Includes: 

• California Business Navigator – custom information based on 
your business type 

• Service Desk – Information to commonly asked questions 
• Access to CalGOLD 
• Mapping tool to help you help your company identify local 

business resources, regulatory boundaries and available 
incentives 

• Quickstart Business Guides 
 

http://www.businessportal.ca.gov/


www.business.ca.gov 
 

@CAGoBiz 
Facebook/CAGoBiz 

Jesse.Torres@gov.ca.gov  
(818) 486-0425 cell 

 
Megan.Hodapp@gov.ca.gov  

http://www.business.ca.gov/
mailto:Jesse.Torres@gov.ca.gov
mailto:Megan.Hodapp@gov.ca.gov


Welcome to the  
State Board of Equalization 

 
Basic Sales and Use Tax Class 

 
Presented by: Zachary (Zac) Beshore  

& Randall (RJ) Chatigny  

Presenter
Presentation Notes
Welcome to the California State Board of Equalization’s presentation on Basic Sales and Use Tax.



 To provide a basic understanding of the 
Sales and Use Tax Law 

 To teach business owners how to avoid 
common mistakes 

 Services available to business owners 
 

 

Presentation Objectives 



http://www.boe.ca.gov/info/reg.htm 

 Allows sales to be made in 
California. 

Must be issued in the 
owner’s name for each 
business address. 

 Does not allow buying items 
for personal use without 
paying tax. 

 

 

A Seller’s Permit ... 

Presenter
Presentation Notes
A seller’s permit allows you to: make sales in California and purchase resale inventory without payment of tax. A seller’s permit does NOT allow you to purchase items for your own use without payment of tax. 



Do I Need a Seller’s Permit? 
  Every person, (i.e. individual, firm, partnership, 

corporation, etc.,)  

  Engaged in the business of selling or leasing 
tangible personal property  

  Wholesalers, as well as retailers, must secure 
such permit.   

  No fee is required to obtain a permit 

Analysis of the California Sales and Use Tax Law 

Presenter
Presentation Notes
Every person, for example and individual, a firm, a partnership, a corporation, etc. engaged in the business of selling or leasing tangible personal property must obtain a permit from the State Board of Equalization. This includes wholesalers as well. 



Convenient No Waiting Information 
is secure 

Benefits 
of eReg 

 
Publication 214 – Doing Business Just Got Easier with eReg 

Presenter
Presentation Notes
Applicants will be able to complete the registration process and will receive their permit or license prior to submitting any additional documentation, only if eReg is able to validate the taxpayer’s identity.Convenience of electronic registration; no forms to mail or BOE office to visit.No waiting for seller’s permit; if eReg can verify  your identity, you can print seller’s permit immediately.Information is secure;  the BOE uses the latest hardware and software security to ensure the safety and security of taxpayer information.

http://www.youtube.com/watch?v=yajs02nalvQ&list=UUUt6yPk84yQZftoISArXTxw


WWW. BOE.CA.GOV 



What Is A Sale? 
Any transfer of title or possession, of tangible 

personal property for consideration, regardless 
of when payment is received. 

§ 6006, § 6012 



What Is Sales Tax? 
 Sales tax is imposed upon the retailer (seller) on 

the sale of tangible personal property at retail in the 
State of California. 

 Retailer may be reimbursed for the sales tax by 
their customers. 

 Tax is due based upon the gross receipts from retail 
sales. 

Analysis of the California Sales and Use Tax Law 

Presenter
Presentation Notes
Sales tax is imposed upon the retailer (seller) on the retail sale of tangible personal property in the State of California. As a retailer, even if the customer does not give an amount as “tax” for the purchase, you are still liable for the tax. 



Presumptions of the Sales                      
and Use Tax Law 

 All sales of tangible personal property are taxable 
unless otherwise specifically exempted. 
 

 Claimed exemptions must be supported by 
documentation. 

 

 Taxpayer is responsible for 
maintaining and providing 
documentation for potential 
examination. 

Presenter
Presentation Notes
The Sales and Use Tax Law presumes that every sale of tangible personal property in California is subject to tax unless it is an exempt sale or transaction. Any exempt transaction or sale must be supported by proper documentation, which will be discussed in more detail later. 



What Is Use Tax? 
 California purchaser owes and must 

pay the use tax due on items 
purchased for use, stored, consumed, 
or given away in California (without 
payment of tax). 

 Out-of-state retailers “engaged in 
business” in California must collect 
and pay use tax on items sold to 
California consumers. 

Analysis of the California Sales and Use Tax Law 

Presenter
Presentation Notes
The use tax is imposed on the purchaser for items purchased from an out-of-state retailer without payment of tax that are consumed in California. For instance, if you bought a computer for your business here in California, you would pay sales tax. The same holds true if you bought that same computer from a retailer in New York for your business here in California and you did not pay any tax to the retailer, you owe the USE tax on the cost of the computer. The Use tax rate is the same as the sales tax rate. Out-of-state retailers “engaged in business” in California must collect and pay use tax on items sold to Californians. For example, if that New York retailer had sales people who travel to California to solicit its computer sales, the New York retailer is considered to be engaged in business in California and would have to collect use tax from its California customers. 



When Might Use Tax Be Due? 
Example 1 

Analysis of the California Sales and Use Tax Law 

Resale Inventory 

Inventory items 
purchased with a resale 
certificate without 
payment of tax 

 

Items withdrawn from 
inventory for use other 
than resale (including 
use as gifts and free 
samples or for personal 
use) 

Use Tax 
Due = 

Billy’s Bikes 



When Might Use Tax Be Due? 
Example 2 

Analysis of the California Sales and Use Tax Law 

Purchases 
from                

out-of-state 
businesses 

Use 
Tax 
Due 

Items purchased without payment of 
California sales or use tax: 

Presenter
Presentation Notes
Microwave exampleUse Tax may be due on items purchased without payment of California sales or use tax: Purchases from out-of-state businesses  (including online purchases) acquired for your own use without payment of tax.OR Inventory items that you purchased for resale that are consumed for your own use (including use as gifts and free samples).



45 

Common Exemptions & Deductions 

Sales for Resale 

Labor 

Sales in Interstate and 
Foreign Commerce 

Sales Tax Included in 
Gross Receipts 

http://www.boe.ca.gov/sutax/staxregs.htm 

Presenter
Presentation Notes




Sales for Resale 

 
Publication 73 – Your California Seller’s Permit (includes a copy of a resale certificate) 
Publication 42 – Resale Certificate Tips 
Publication 103 – Sales for Resale 

If you purchase tangible personal property for 
resale, the transaction is not subject to sales or 
use tax provided the sale is properly documented.  
 

As a result, your supplier will ask you to provide a 
resale certificate as proof that the property was 
purchased for resale.  
 

The certificate must be taken on a timely basis and 
it must include certain specific information. 

Presenter
Presentation Notes
Why are resale certificates required? If you purchase tangible personal property for resale, the transaction is not subject to sales or use tax provided the sale is properly documented.  As a result, your supplier will ask you to provide a resale certificate as proof that the property was purchased for resale. As explained below, the certificate must be taken on a timely basis and it must include certain specific information. Content of a resale certificateAny document, including a letter, note, purchase order, or preprinted form, can serve as a resale certificate, provided it contains all of the following information:  The name and address of the purchaser's business.   The purchaser's seller's permit number.   A description of the property to be purchased  A statement that the described property is being purchased for resale.   The date of the document.   The signature of the purchaser, purchaser's employee, or authorized representative. Verifying a seller's permit number on a resale certificateTo verify that your customer holds a valid seller's permit, please visit www.boe.ca.gov or call our automated toll-free number at 888-225-5263, available 24 hours a day, seven days a week. Please have the seller's permit number you want to verify, the business name and address, and the business owner's name. (iPhone & iPad free app)Misuse of a resale certificateIf a purchaser gives a resale certificate when purchasing an item that they know at the time will not be resold in the regular course of business, the purchaser will be liable for:  The amount of tax that would be due had the certificate not been used, and   Interest on the tax due (computed from the time the item was purchased).   In addition, the purchaser may have their seller's permit revoked and may be required to pay one or both of the following:  A penalty of 10 percent of the tax or $500, whichever is greater, for each purchase made for personal gain or to evade payment of tax.   A 25 percent penalty for fraud or intent to evade the tax. A violation may be considered a misdemeanor under Sales and Use Tax Law section 7153 if a resale certificate is provided with the intent to evade reporting or paying tax to the seller. Intent is shown if the purchaser knew at the time of purchase the item would be used rather than resold. Each offense is punishable by a fine of not less than $1,000 and not more than $5,000, imprisonment not exceeding one year, or both the fine and imprisonment.



Essential Elements of a  
Resale Certificate 

Name and address of the purchaser's business  

Purchaser's seller's permit number  

Description of the property to be purchased 

A statement that the described property is being purchased for 
resale  

Date of the document. 

Signature of the purchaser,  purchaser's employee, or 
authorized representative.  



Available in 
Regulation 1668, 
Publication 73, 
and the BOE 
website, Form 

BOE-230. 

Must be filled 
out completely 

Must be taken 
timely and in 
good faith.  



Sample Resale Certificate 

Presenter
Presentation Notes
Presenter - Using this example, point out how the resale certificate contains all of the essential elements discussed in Slide 21.



Good Faith 
   A seller will be presumed to have 
taken a resale certificate in good faith 
if it contains the essential elements 

and otherwise appears to be valid on 
its face. 

Essential Elements of a  
Resale Certificate 



Verify a Seller’s Permit 

Call 1-888-225-5263  

Access our online resale 
verification program by 

accessing our website at 
www.boe.ca.gov   

Free BOE app on smart phones 
and tablets (iPhones/iPads) 

Presenter
Presentation Notes
To verify Seller’s Permit number(s) submitted on resale certificates, retailers may:



Misuse of a 
resale 

certificate is a 
misdemeanor. 

The penalty is 
$500 or 10% 

of the amount 
of tax per 

transaction, 
whichever is 

greater. 

Business 
owners can 

be held 
responsible 

for the 
actions of 

their 
employees. 

Penalties for Misuse of  
Resale Certificates 



 
 Must specifically state “For Resale” or other 

similar terminology. 
 

 Purchase Orders that state “For Resale” must 
contain the same information as required for a 
resale certificate 

Purchase Order Used in Addition to 
Resale Certificate 

Regulation 1668 



California Sales Tax Exemption Certificate 
NATIONAL PRODUCE DISTRIBUTING 

(Name of Purchaser) 

6150 VAN NUYS BOULEVARD, VAN NUYS, CA 
(Address of Purchaser) 

I HEREBY CERTIFY: That I hold valid seller’s permit No. NOT REQUIRED (sales of produce are 
not subject to tax) issued pursuant to the Sales and Use Tax Law; that I am engaged in the business of 
selling  FRESH PRODUCE         that the tangible property described herein which I shall purchase from   
CANOGA FARMS    will be used as PACKAGING FOOD FOR HUMAN CONSUMPTION.  I understand 
that if the property is used for some other manner or some other purpose, 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: BASKETS & BOXES FOR FOOD ITEMS      

Date:  Jan. 30,  2012                                         Bob Jones 
                                                                                           (Signature of Purchaser or Authorized Agent) 

                                                                          ______PRESIDENT________                                 
                                                                                           (Title) 

Exemption Certificate 

  Similar to resale certificate 
  Issued when property will be used in a manner or purpose qualifying the sale to be exempt 

from sales tax    
  The reason why the purchaser is not required to hold a Seller’s Permit must be written on the 

certificate 
Regulation 1667 

http://www.boe.ca.gov/pdf/reg1667.pdf 



Labor Repair & Installation  
Non-Taxable Labor: 
 

 Labor repair 
 Installation 
 
 

Fabrication and Assembly Labor are taxable!  Fabrication 
is considered to be work done in creating, producing, 
processing, or assembling a product.  
 
Publication 108 – Labor 
Publication 9 – Construction and Building Contractors 
Publication 25 – Auto Repair Garages and Service Stations 
Publication 34 – Motor Vehicle Dealers  
Publication 35 – Interior Designers and Decorators 
Publication 37 – Graphic Design, Printing, and Publishing 
Publication 62 – Locksmiths 
Publication 125 – Dry Cleaners 

 
 
 
 

Presenter
Presentation Notes
Labor or service charges related to a nontaxable sale are not taxableTax does not apply to labor or services related to nontaxable sales, including sales for resale. For example, if you design and build a custom computer for a retailer who will sell it in a computer store, none of your charges are taxable—provided you obtain a timely and properly completed resale certificate from the retailer.Nontaxable types of labor repairTax generally does not apply to your itemized charges for repair labor. Repair labor is work performed on a product to repair or restore it to its intended use. Examples include: Replacing a broken water pump on a customer’s used car  Replacing a hard drive in a used computer  Restoring a damaged painting  Altering a customer’s used suit to fit better Tax usually applies to charges for parts you supply in a repair job if the retail value of the parts is more than 10 percent of your total charges or if you charge separately for the parts.Installation Sales tax generally does not apply to charges for installation labor.  For example, tax would not apply to your itemized charges for installing a car stereo in a used car.  Please note that it can be difficult to tell the difference between nontaxable installation and taxable fabrication on site.Fabrication labor is taxable!Fabrication is considered to be work done in creating, producing, processing, or assembling a product. Modifying an item or system as part of a sale is also considered fabrication.  Charges for fabrication labor are generally taxable, whether you itemize your labor charges or include them in the price of the product. This is true whether you supply the materials for the job or your customer supplies the materials.Examples of fabrication labor include: Manufacturing a new piece of machinery.  Sizing and engraving a new ring you are selling to a customer.  Altering a customer’s cutting die so that it will produce a new and different item.  Cutting metal or lumber provided by a customer.  Assembling a customer’s new barbecue or new bicycle that came in parts.  Altering a new suit to better fit the buyer (unless you are considered a clothes cleaner or dyer establishment [see below]). 



Sales in Interstate and  
Foreign Commerce  

  Title or possession must pass outside of California’s 
borders. 
 

  Must be shipped out of state by common carrier or 
retailer’s facilities. 
 

  If change of possession or title occurs in California, the 
sale is taxable unless otherwise exempt. 
 

  Must maintain shipping or export documents. 
 

 
 
 
 
Publication 101 – Sales Delivered Outside California 

 



   Sales Tax Included in  
Gross Receipts 

 Invoice should state “Price includes sales tax”, not 
“Includes all applicable taxes.” 

 Post a clearly visible sign at the business premises, 
or include on a price tag or advertisement one of the 
following notices: 

“All prices of taxable items include sales tax reimbursement 
computed to the nearest mill” 

or 
“The price of the item included sales tax reimbursement 

computed to the nearest mil” 

Regulation 1700 

Presenter
Presentation Notes
If the amount you reported as gross receipts includes sales tax, you must deduct “sales tax included” on the deductions tab of your return or report the calculated ex-tax gross receipts and take no deduction.



   Sales Tax Included in  
Gross Receipts 

 
 When sales tax is included in the gross receipts, the tax 

amount needs to be deducted in order to reach the taxable 
measure. 
 

 To find the ex-tax taxable measure when tax is included, divide 
sales by 1+ the tax rate. 
 

(example with 8.25% tax rate)  
 

10.00 ÷ 1.0825 = 9.24 
10.00 – 9.24 = .76 tax included 

 

If the amount you reported as gross receipts includes sales tax, you must 
deduct “sales tax included” on the deductions tab of your return or report the 
calculated ex-tax gross receipts and take no deduction. 
 

 
 

 

Presenter
Presentation Notes
If the amount you reported as gross receipts includes sales tax, you must deduct “sales tax included” on the deductions tab of your return or report the calculated ex-tax gross receipts and take no deduction.



Other Exemptions & Deductions 
Delivery Charges – Non taxable if shipped by common carrier & actual cost 
charged to customer.  If more than cost  or own vehicle  used and item sold is 
exempt then non-taxable.   (Publication 100 & Regulation 1628) 

Bad Debts - Deductible only for previously reported taxable sales that have 
been written off on the business owner’s books and records.  (Regulation 
1642) 

Tax-paid Purchases Resold Prior to Use – If a vendor charged tax for your 
inventory items. (Regulation 1655) 

Returned Taxable Merchandise – Retailer must refund the customer’s entire 
sales amount including sales tax.  

Numerous Other Exemptions - See Publication 61, Sales and Use Taxes: 
Exemptions and Exclusions 

http://www.boe.ca.gov/sutax/staxregs.htm 

Presenter
Presentation Notes
Delivery ChargesIf items are delivered by retailer’s facilities, delivery charges are generally taxable if the sale is taxable.If items are delivered by common carrier, delivery charges (sometimes called “shipping charges”) are generally not subject to tax provided the charges are separately stated on the invoice, or contract of sale. The amount excluded from the measure of tax shall not exceed the retailer’s cost of transportation.“Handling” charges typically are taxable if the sale is taxable.Bad DebtsBad debts are deductible only for previously reported taxable sales that have been written off on the business owner’s books and records. (“Bad Debts” exclude non-taxable shipping charges, finance charges, penalties and taxes.)Bad debts must first be written off on the business owner’s income tax return (unless on cash basis for income tax reporting  purposes.)Tax-paid Purchases Resold Prior to UseIf a vendor charged tax for your inventory itemsAnd you sold those items in the regular course of business prior to useYou can claim the ex-tax amount as a deduction on your return as a “tax-paid purchases resold credit.”Returned Taxable MerchandiseRetailer must refund the customer’s entire sales amount including sales tax.Do not deduct returned merchandise 	transactions that were not taxed.Numerous Other Exemptions pertaining to specific industriesSee Publication 61, Sales and Use Taxes:  Exemptions and Exclusions



Records of sales including: sales 
invoices, cash register tapes, sales 

journals, etc. 

Records of purchases including:  
purchase invoices, cancelled checks, 

purchase journals, etc. 

Documentation to support 
claimed exemptions such as: 
resale certificates, exemption 
certificates, purchase orders, 

shipping documents, etc. 

Normal books of 
account. 

Schedules or working 
papers used in 

preparing tax returns. 

Required records must be maintained  
for at least 4 years 

Publication 116 – Sales and Use Tax Records 

Presenter
Presentation Notes
Records must be maintained for at least four (4) years.



Other Important Facts and 
Responsibilities 

Publication 73 – Your California Seller’s Permit 
Publication 74 – Closing Out Your Seller’s Permit 

Advise the BOE 
of ownership 
changes. This 

may affect your 
liability for future 

taxes. 

Advise the BOE 
of changes in 

business, 
mailing,  

and email 
addresses.     

Retailers should 
report sales in the 
return period when 
the sale is made 

even though 
payment may be 
received in a later 

return period. 

Retailers are 
responsible for 

payment of sales 
tax even when 
the customer 

does not pay it.  



Other Online Services Available  

BOE Website (www.boe.ca.gov) 
Online Verification of Seller’s Permit Numbers 
Enhanced Tutorials 
Email Notification Lists 
Class & Seminar Schedules 
Publications Specific to Your Type of Business  
Frequently Asked Questions (FAQ’s) 
Directory of BOE Offices 
Tax News, Special Notices 
Credit Card Payments 
Useful Links to Other Websites 

Presenter
Presentation Notes
�The BOE provides a wealth of information and services online. Online you will be able to verify seller’s permit numbers, watch tutorials, find classes and seminars scheduled in your area, read publications specific to your business type, get answers to frequently asked questions, locate your local Board office, learn about the latest tax news, process your credit card payment, find useful links to other websites, and sign up for email notifications for a broad variety of topics. 

http://www2.boe.ca.gov/cgi-bin/boeinput.html
http://www.boe.ca.gov/cgi-bin/tax_class.cgi
http://www.boe.ca.gov/pdf/reg1668.pdf
http://www2.boe.ca.gov/cgi-bin/boeinput.html
http://www2.boe.ca.gov/cgi-bin/boeinput.html


Taxpayer Information Section 
Taxpayer Information Section 

(general tax questions 
answered)  

1-800-400-7115                          
Mon – Fri, 8:00 a.m. to 5:00 p.m.   

24 hr. fax-back service for 
commonly requested forms and 

publications to choose from 
automatically faxed back to you.  

 

24 hr voice recordings on 
specific topics  

1-800-735-2929 



Taxpayers’ Rights Advocate 
888-324-2798 

 

If you have been unable to resolve a 
disagreement with the BOE and you would like 
to know more about your rights under the law. 

 
   www.boe.ca.gov/tra/tra.htm 

Publication 70 - Understanding Your Rights as a California Taxpayer  



Get It in Writing 

“If the Board finds that a person’s failure to 
make a timely return or payment is due to 
the person’s reasonable reliance on written 
advice from the Board, the person may be 
relieved of taxes imposed by §6051 and 
§6201 and any penalty or interest added 
thereto...”. 

 

§6596 

Revenue and Taxation Code section 6596 -                        
Excusable Delay-Reliance on Advice, states: 

Presenter
Presentation Notes
The Sales and Use Tax Law is complex. Should you have a specific tax question, we encourage you to write to us. By putting your questions in writing, you will be protected from owing additional tax, interest, and penalties, should we furnish you with erroneous advice. You are not afforded the same protections if you receive the information orally, in person, or over the telephone. 



We wish you success  
in your business venture!  

 

 

 

 

 

 



Recordkeeping for 
Small Business/Self 

Employed Individuals 

Date 

Presenter
Presentation Notes
Welcome everyone to the Recordkeeping for Small Business/Self Employed Individuals presentation. 



68 

Agenda 

• Necessity of books and records   
• Definition of books and records 
• Specific types of records needed 
• Maintaining books and records 

Presenter
Presentation Notes
As you can see from slide #2 and 3 – those topics we will cover are:1. Why Books and Records are needed2. Definition of Books and Records3. Some Specific types of records needed
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Necessity of Books and Records    

 
 

 

• Monitor the business’s progress   
• Prepare financial statements 
• Keep track of deductible expenses   

Presenter
Presentation Notes
That leads us to Slide #4 - Why Books and Records are needed.  There are a number of reasons that you and the Service need books and records. First, they will allow you to monitor the progress of your business. Your records will show whether the business is improving, which items are selling, or what changes should be made. This information will increase the likelihood of business success because it allows for informed decisions to be made during the year.  Having your records available will strengthen and focus your business plan, because it will be easier to stay on track by monitoring your business goals.Second, they are used to prepare financial statements. Good records are needed to prepare accurate financial statements and will help you manage your businesses when dealing with banks and creditors. Every creditor will require financial statements before extending a loan or credit line to a business.  When records are maintained in a timely manner, for example - as the transactions take place - the business is organized and the direction is visible.  This will make it relatively easy to prepare financial statements and tax returns.  On the other hand, when the records have not been well maintained, year end tax return preparation becomes the task of booking a year’s worth of transactions.  This can be a stressful, time consuming and an unpleasant experience.Third, properly maintained Books and records will allow you to keep track of deductible expenses.  Businesses and individuals must keep records of all deductible expenses.  When transactions are not recorded as they occur, it is easy to forget or possibly duplicate them when preparing the tax return.  To make sure all allowed deductible expenses are included, record and Categorize them as they occur.  Recording can be done simply by writing expenses and income in a notebook or journal, as paid and received.  Recording can also be made by entries into a formal set of books or through the use of accounting software. 
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• Prepare tax returns 
• Prepare for examination  
• Business  

–Verify expenses   
–Proof of payment not enough  

Necessity of Books and Records    

Presenter
Presentation Notes
Slide # 4 also points out that Books and Records assist you in preparing your tax returns. Businesses are required to pay the correct amount of tax and account for their income and expenses. These records must support the income, expenses, and credits you report on your returns. Generally, these are the same records used to monitor the business and prepare financial statements. A small amount of time spent each week during the year, to organize and record transactions, will benefit the business at the end of the year and improve productivity all year long..Speaking of preparing – Books and records should be maintained so you can be ready for an examination.  When called for an examination, it is imperative that you and/or your representative understand what records were used to determine each amount entered on the tax return.  These amounts will need to be traceable back to the actual records and source documents.  When records are kept organized and financial statements clearly reflect all of the year’s transactions, critical or unforeseen issues are less likely to arise during an examination. During an examination good books and records will also help answer, to everyone’s satisfaction, a number of questions such as is this a business activity engaged in for profit?  The maintenance of good books and records is one indication that there is an activity for profit. This shows that the undertaking is managed in a businesslike manner and lends credibility to the venture. Record keeping is an important task that is often overlooked or neglected by many individuals starting a new business.Two elements are needed to verify a deduction claimed on a tax return. First is substantiation of the payment of an expense with a cancelled check, credit card receipt, debit card receipt and bank statement, or other form of payment, And, Secondly, is to show that the expense is related to the business, i.e., that there is a business purpose for it and it is ordinary and necessary in the particular trade or business.  Remember, your deductions are a matter of legislative grace and you must establish that you are entitled to them.Complete and accurate books and records give you and the auditor that needed additional proof of payment. But, proof of payment alone is not enough.  By itself, proof of payment, such as a cancelled check or charge receipt, does not establish that a tax deduction is warranted. You must also keep other documents, such as invoices, receipts, or credit card sales slips. You must be prepared to explain how items are used in the business.  Many business and individual deductions are not allowed during an examination simply due to improper record keeping. 
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Books and Records 

 
 

 

• Records  
• Tax purpose of a record   
• Accounting entry  
• Accounting book   
• Income statement   
• Balance sheet  

Presenter
Presentation Notes
Now to slide #6 - Definition of Books and Records.  To begin, we must first define a record.  A record is any information that is created, received or maintained as suitable evidence.  A record is the actual document, such as a receipt or invoice that proves an expense was incurred.  The record can be a check, invoice or even a list of these expenses. While saving receipts is important, it is just as important to make a listing of the receipts, including the dates, amounts and purpose of each transaction.  Organizing records in this manner will allow a business or individual to readily separate taxable income from non-taxable income, identify deductible expenses, keep track of investments, and manage their affairs.What is the purpose of a record?  A record is used to justify the three important axioms of tax law (1) business purpose (is it needed); (2) substantiation (verification) and (3) reasonableness (is the transaction typical).Records include supporting documents.  Purchases, sales, payroll, and other transactions in a business will generate supporting documents.  These might include sales slips, paid bills, deposit slips, etc.  An example is a credit card receipt that proves the payment of an expense. The payment document should be attached to the invoice, sales receipt of other related source document at the time of the transaction.    All of these records should be maintained in an orderly fashion and be available in the case of an IRS examination.What is an accounting entry?  This is a physical documentation of a transaction, such as an income or expense item. This could be on accounting ledgers, on an accounting software programs such as QuickBooks, on a spreadsheet, Or even on the back of an envelope.What is an accounting book?  The combined ledgers and/or journals in a book form.  This should be a list of your income and expenses and not necessarily in any accounting format I described earlier.What is an income statement?  An income statement shows the income and expenses of the business and shows the profit and loss of the business for a given period of time. Generally it is prepared monthly and yearly.What is a balance sheet?  A balance sheet shows the assets, liabilities, and owner equity in the business on a given date – usually annually.
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UETA Definition of Electronic 
Books and Records   

Uniform Electronic Transaction Act defines 
electronic records that, by electronic means, are: 
•Created 
•Generated 
•Sent 
•Communicated 
•Received, or  
•Stored 

Presenter
Presentation Notes
Let’s move on to Slide # 7 the definition of Electronic Books and Records. The Uniform Electronic Transaction Act (UETA) defines electronic records as a record created, generated, sent, communicated, received, or stored BY electronic means.This is a very broad definition which suggests that all information stored or transmitted on any digital media could be considered an electronic record. It is estimated that 93% of all business documents are created electronically and only 30% are ever printed to paper. 
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• Records generally accepted by the IRS  
• Follow rules when providing electronic records 

to the IRS   
• Revenue Procedure 98-25   

 Electronic Documentation and the 
Audit Process 

Presenter
Presentation Notes
One question asked on previous phone forums: Can Auditors accept electronic books and records?  As Slide# 8 points out,Records can be accepted by the IRS in electronic format.  Records can be provided on electronic media such as a CD, a thumb drive, memory card, or external hard drive. Auditors generally can accept any evidence that taxpayers and/or their representative provide in support of an issue. However, most rejected electronic documents are based on the auditor’s inability to read the file using their computer. Often, the electronic documents will make it more efficient for an auditor to review records. The electronic records will save the auditor time in transcribing details from the records to the auditor’s workpapers. There are many electronic reports that you can generate and provide to the auditor to assist in a timely completion of the examination. Audit trails are important and will assist the auditor at the initial interview. Here are some examples:General LedgerProfit and Loss statementVoided/Deleted Transactions SummaryVoided/Deleted Transactions DetailTransaction List by DateAudit TrailHowever, there are some general rules that should be followed when providing electronic records to the IRS Auditors.  The records should be submitted in a format that can readily be reviewed on IRS computers and software. First, files should be submitted in either MS Access or Excel format, or in delimitated or fixed width format.  This can then readily be loaded to our MS Access or MS Excel format using the Data Transformation Service native to both of those products.
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• Cash register tapes 
• Receipt book 
• Sales  
• Invoices 
• Credit charge slips  
• Forms 1099 

Record Types Needed  
Gross Receipts 

Presenter
Presentation Notes
We can take a little time to discuss some common Specific Types of Records Slide #12 I will begin with: Gross receipts.  It is always best to keep a list of gross income receipts source.   This can be kept in a notebook or entered into an accounting program.  When receipts are deposited into a bank account, the bank deposit slips and copies of all checks deposited should be maintained as well.  This will be the case for most businesses. In addition to the bank deposit information, additional items should be maintained to allow an accurate computation of gross receipts. These include:Cash register tapes; can be matched to the bank information and will show how much of the business cash is deposited to the bank account.Receipt book(s); the actual receipts of money, in connection with a sale, are recorded and can be tied to the sales record. This can partially verify gross receipts in connection with copies of deposited checks and deposit slipsSales Invoices; provide the detail of the sales and can verify certain gross receipts. Credit charge slips; can provide details of the sales made with a credit card and will also verify certain gross receipts in connection with sales invoices.Forms 1099; can verify certain types of taxable income and could establish the accuracy of the bank deposits. 



75 

• Amount paid 
• Amount was for business purchases 

Record Types Needed 
Purchases and Expenses 

Presenter
Presentation Notes
Slide # 13 addresses Purchases and expenses. Supporting documents should include the amount paid and verify that the amount was for a business purchase.  Purchases can usually be documented with the purchase invoice from the vendor plus a cancelled check, credit card sales slip or cash register receipt. 
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Charitable Contributions, Travel, Transportation, 
Entertainment, Gifts 
 

• Amount 
• Each date 
• Description   
• Explanation of business benefit gained  

Record Types Needed (Cont’d) 

Presenter
Presentation Notes
As we move to slide # 13 you will find another example; Charitable Contributions.  A charitable contribution is deductible only if confirmed in accordance with the substantiation requirements.  Depending on the amount - the donee generally must furnish the donor with written disclosure of the deductible portion of the total contribution.  For monetary contributions exceeding $250 (for example, tithing), the donee must furnish the donor with written acknowledgement of the amount of the contribution.  The written acknowledgement must be provided to the donor before the tax return is prepared.  For contributions of property valued in excess of $5,000 an appraisal is required.The charitable contribution recordkeeping requirements are not met by maintaining some other kinds of written records such as your own calculations on a slip of paper.   A charitable contribution is not a business expense and is deductible on the Sch A as an itemized deduction. Slide #14 also lists other common business expenses; Travel, transportation, entertainment, gifts.  You may not use estimates or approximations when determining the deduction for these business expenses.  To verify expenses related to business travel, use of a vehicle, entertainment, or gifts all of the following must be provided:The amount of each separate expense, such as each element of a trip (i.e. airfare, taxi, hotel, etc.)The date, including when a business trip begins and ends, the number of days spent on business, and, in the case of vehicle expenses, each time a personal vehicle is used for business,  The description and address of the destination or event, a description of the gift given,An explanation of the business benefit gained, In other words, the business purpose of the expense. 
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• Names 
•Addresses and  
•Taxpayer identification numbers for individuals 

• who work for you or  
• performs services and receives payment 

Record Types Required 
Employment Taxes 

Presenter
Presentation Notes
Moving on to Employment taxes on slide #14.  To fulfill the recordkeeping requirements, you must keep the names, addresses, and the Identification Numbers (TIN) for each individual who works for you or performs services and receives payment.  The amounts and dates of each payment for wages, pension payments, tips, the fair market value of in-kind wages paid [bartering], and any fringe benefits provided must be recorded. 
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•Property used in business must be substantiated 
•Maintaining records that show 
•When and how property acquired  
•Purchase price, and  
•Use of property 

Record Types Needed - Assets 

Presenter
Presentation Notes
Next we turn to record keeping requirements for Assets, which is summarized on slide #16.  Property used in a business must be substantiated by maintaining records that show when and how the property was acquired, the purchase price, and how the property is used.  You need this information to compute the annual depreciation and the gain or loss when the property is sold.  All of the annual depreciation schedules must be kept. Even if the asset is fully depreciated, it should remain on the depreciation schedule until disposal of the asset. 
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• Use the method that works best   
• Records should say:  

–what was received  
–from whom  
–for what reason 

• Keep records timely 

Maintenance of Books and Records 

Presenter
Presentation Notes
Although slide #17 is relatively short, How to maintain good Books and Records, is a broad topic. Generally, you should use the method that works best for you.  Although the sophistication of records and the way the books and records are kept may vary, the purpose does not.  Income and expenses items should be listed and summarized in an organized manner.  The list should indicate what was received, from whom it was received, and the business purpose.  The record summary should have totals that tie to the tax return.You should strive to keep timely recordation.  The details of the elements of an expense that is recorded at the time of its occurrence is usually more valuable than a statement prepared later when there may be a lack of accurate recall. 
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Responsibility of Books and 
Records 

• Taxpayer/business owner responsible for 
maintaining adequate books and records 

• If paid preparer used, preparer’s records 
needed also 

Presenter
Presentation Notes
Slide # 18 asks the question - Who is responsible for the Books and Records?  The taxpayer/business owner is responsible for maintaining adequate books and records.  However, when a bookkeeper is employed, or a paid preparer is involved, the scope of his or her involvement is important.    What was the paid preparer’s role?  For instance, was the preparer also involved in any of the bookkeeping activities? Or Did he or she only receive limited information, such as financial statements, that was aggregated, numbered and transferred to the tax return.
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How Long to Keep Records 

• Generally, three years from filing date to 
examine tax return 

• Tax records must be kept at least until 
statute of limitations expires 

• Certain tax returns much longer 
• Keep source records (checks, receipts, and 

proof of business purpose) at least three 
years   

Presenter
Presentation Notes
Another important question is: how long to keep books and records? As slide #19 states - It depends.  The IRS generally has three years from the filing date to examine a tax return. This is called the statute of limitations.  If you discover an error, you generally must file your claim for a credit or refund within 3 years after the date you filed your original return or within 2 years after the date you paid the tax, whichever is later.    If there is a 25% income omission, the statute of limitations is six years and in the case of a non filed return, the statute of limitations is not running.  There is no statute of limitations for false or fraudulent returns filed with the intent to evade taxes.  Further, the statute of limitations may be extended by agreement between you and the IRS.Generally, tax records must be kept at least until the statute of limitations expires for the tax return on which any of those items of income, deductions, or credits appear.  The type of item being documented and expensed may also have a bearing on the length of time that the records should be maintained.  Source records (checks, receipts, and proof of business purpose) should be kept at least three years.  Maintaining records for the period required will assist you when you discover a mistake on your return, and need to file an amended return and/or claim a refund. The amended return and/or claim for refund may be filed as long as such claim for a refund is not time-barred. 
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•Until deduction no longer claimed 
•Employment tax records, four years 
•Assets, until sold or removed 
•IRA contributions, permanently 
•Broker statements, expiration of limitation period  
•Improvements to residence, until sold   
•Net operating losses, until statute of limitations 
expired on last tax return claiming a loss 
•Follow state recordkeeping laws also 

How Long to Keep Records (Cont’d) 

Presenter
Presentation Notes
Sometimes, as you can see on Slide #20 - you keep the records until the deduction is no longer claimed.    All Employment tax records are kept for at least four years. These should be available for IRS review.Assets:  Records showing business depreciation should be kept until the asset is sold or otherwise removed from the business- this can be 39 years in the case of some real estate. All purchase contracts and depreciation schedules must be retained until the period of limitations expires for the year the property is disposed of in a taxable disposition.  If the asset was acquired in a non-taxable exchange, retain all records until the period of limitations has expired for the new property. This includes both ownership in partnerships, S Corporations and C Corporations.IRA Contributions:  Keep these records permanently. The tax on some IRA contributions is deferred until the money is withdrawn, but contributions to other IRAs is included in taxable income in the year of contribution.  Detailed records are needed to determine what is taxable when the money is withdrawn.  If nondeductible contributions have been made to an IRA, these records will prove that the tax has already been paid on the money when the time comes to withdraw.  Form 8606, Nondeductible IRAs, can be used to track retirement plan taxes.  This form is only filed in the year non-deductible contributions are made, so it calculates the taxable basis of an IRA.  Keep all forms 8606 until all money is withdrawn from an IRA account.
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IRS Resources 

• Publication 15, Circular E - Employers Tax 
Guide 

• Publication 463, Travel, Entertainment, Gift, and 
Car Expenses 

• Publication 535, Business Expenses  
• Publication 536, Net Operating Losses 
• Publication 547, Casualties, Disasters and 

Thefts 
• Publication 556, Examination of Returns, Appeal 

Rights & Claims 
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IRS Resources 

• Publication 594, The IRS Collection Process 
• Publication 3498, The Examination Process 
• Publication 5, Appeal Rights and Preparation of 

Protests for Unagreed Cases 
• Circular 230, Regulations Governing the 

Practice of Attorneys, Certified Public 
Accountants, enrolled Agents, Enrolled 
Actuaries, and Appraisers before the Internal 
Revenue Service 

• Publication 583, Starting a Business and 
Keeping Records 
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IRS Resources (Cont’d.) 

• Publication 225, Farmers Tax Guide 
• Publication 1066-C, A Virtual Small Business 

Workshop CD 
• Publication 2194, Disaster Losses Kit for 

Individuals 
• Publication 2194B, Disaster Losses Kit for 

Businesses 
• Publication 4758, Reconstructing Your Records  
• Publication 4796, IRS Records at Your 

Fingertips  
• Visit IRS.gov 

Presenter
Presentation Notes
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Presented by 
Small Business Education and Outreach Section 

 

Forms of Ownership 



2016 
 

Sole 
Proprietorships 



Sole Proprietorship Characteristics 

The simplest form of doing business. 

No formal transfer of 
assets to start 

business. 

Business’ taxable 
year is the same as 
the owner’s taxable 

year. 

Presenter
Presentation Notes
The sole proprietor is a business owner who reports all of his or her income and expenses relating to the business on a Schedule C attached to the Federal individual tax return.  It is not expensive to start and the owner controls all the facets of the business.  This is the simplest form of doing business, since no separate entity createdThe business has no existence apart from the owner (only one owner – husband and wife can be classified).  The Sole Proprietor is personally liable for all debts and actions of the business.Since the business has no existence apart from the owner, there is no transfer of assets to start the business.  You should make sure, however, that business assets are segregated from personal assets to facilitate recordkeeping requirements. The life of the business continues as long as the business owner is alive or decides to no longer be in business. The taxable year of the business is the same as the taxable year of the owner, therefore, income cannot be deferred by staggering the taxable years of the proprietorship and its owner. Most individuals are on a calendar year.A sole proprietor is not considered to be an employee of the business.  Therefore, the proprietor must pay self-employment taxes on the self-employment income derived from the business.Losses incurred from a sole proprietorship may in most cases be used to offset other income.  However, passive activity rules and at-risk rules can apply to sole proprietorships.  Also, if it is determined by the IRS or FTB that the activity was not engaged in for profit, the loss may be disallowed under the hobby-loss rules.May need to have a city/county business license or register as Doing Business As (DBA) – Check with your city or County for licensing requirementsSet up Bank Account – usually needs a copy of the business license or DBA paperwork. – Check with your bank for more info.



Sole Proprietorship Characteristics 

 
•Sole proprietors use Federal Schedule 

C to report the business’ profit or loss 
on their Form 540 income tax returns 
whether distributed or not. 

•Losses generally offset other income. 
•Sole proprietor is not considered to be 

an employee of the business. 



2016 

General 
Partnerships 



Partnership Characteristics 

A formal written agreement is 
advisable. 
 

Two or more persons 
carrying on a business for 

profit. 

Flexible form of business 
and relatively easy to set 

up. 

Partners decide the 
organization's structure and 

distribution of profits and 
losses. 

A formal written agreement 
is advisable. 

  

Presenter
Presentation Notes
Bob and John decide to start up a computer business.  Each will be actively involved in the partnership therefore. 50/50.  Distribution of income or losses will be 50/50. 



Partnership Characteristics 

 
•Not a separate taxable entity. 
•Partnership files informational 

return using Form 565. 
•Partners report profit or loss on 

their individual Form 540 income 
tax returns whether distributed or 
not. 

•Losses may be limited. 
 



Most Commonly Used Legal Entities 

Corporations 
Limited 
Liability 

Companies 

There are other less common legal entities types 
available. For more information see our publication 
FTB 1123, Forms of Ownership. 

Presenter
Presentation Notes
Effective January 1, 2012, there are two new subtypes of stock corporations in California — "flexible purpose corporation" "benefit corporation“The new corporation subtypes allow entrepreneurs and investors to organize stock corporations that can pursue both economic and social objectives.In Ralite, the Board held that the following conditions must be satisfied under California law before a shareholder may be held liable for a corporation’s franchise tax:●● The corporation transferred property to the shareholder(s) for less than full and adequate consideration;●● At the time of transfer and at the time shareholder liability was asserted, the corporation was liable for the tax;●● The transfer was made after liability for the tax was accrued, whether or not the tax was actually assessed at the time of the transfer;●● The corporation was insolvent at the time of the transfer, or the transfer left the corporation insolvent; and●● The FTB had exhausted all reasonable remedies against the corporation.



California Legal Entities 

Corporation 

• Articles of 
Incorporation 

• Various Forms 
• Minimum Tax 

Limited Liability 
Company 

• Articles of 
Organization  

• Form LLC-1 
• Annual Tax and Fee 

Formed by filing the appropriate documents or forms 
with the California Secretary of State.  

Taxed annually until formally dissolved or cancelled.  



2016 
 

C Corporations 



C Corporation Characteristics 

Can be costly to set up and maintain. 

Option of choosing an income year other 
than the calendar year. 

A separate legal entity 
owned by 

shareholders. 

Must register with SOS 
before conducting 

business.  

Can be costly to set up 
and maintain. 

 

Option of choosing an 
income year other than 

the calendar year. 

  

Presenter
Presentation Notes
Must create bylaws that cover items such as:Stockholder meetings,Director meetings,Number of Officers,Responsibilities.



C Corporation Characteristics 

  
•Files using Form 100. 
•Taxed annually on its earnings at a 
rate of 8.84% on net income. 

•Subject to $800 minimum tax. 
•Shareholders taxed on distributed 
dividends. 

Presenter
Presentation Notes
Corporations incorporate through the Secretary of State before conducting business operation and file appropriate paperwork.  The SOS issues a corporate ID number that is the same number that will be used for filing the CA Corp return (Form 100).Option of choosing an income year other than the calendar year, usually a fiscal year.Earnings are distributed to shareholders in the form of dividends and can be timed.



S Corporations 

2016 

S Corporations 



S Corporation Characteristics 

A separate legal entity owned by 
shareholders. 

Must register with SOS before conducting 
business. 

Election is made for S corporation status. 



S Corporation Characteristics 

No more than 100 shareholders. 

Only one class of stock. 

Shareholder can only be individuals, 
estates, or certain trusts. 



S Corporation Characteristics 

  

•A hybrid business entity. 
•Files using Form 100S. 
•State tax rate of 1.5% of net 

income. Not subject to federal tax. 
•Subject to $800 minimum tax.  
•Shareholders report profit or loss 

on their individual Form 540 
income tax returns whether 
distributed or not. 

Presenter
Presentation Notes
S corporation does not pay federal tax.



LLC 

2016 

Limited Liability 
Companies 

(LLC) 



LLC Characteristics 
A separate legal entity owned by 
members. 

Must register with SOS before conducting 
business. 

A hybrid business entity.  
Restrictions may apply to professional 
services that require a license, 
certification, or registration. 

Presenter
Presentation Notes
A domestic or foreign LLC may not render professional services. (Corp. Code § 17375.) “Professional services” are defined in California Corporations Code sections 13401(a) and 13401.3 as: Any type of professional services that may be lawfully rendered only pursuant to a license, certification, or registration authorized by the Business and Professions Code, the Chiropractic Act, the Osteopathic Act or the Yacht and Ship Brokers Act. If your business is required to be licensed, registered or certified, it is recommended that you contact the appropriate licensing authority before filing with the SOS’s office in order to determine whether your services are considered professional.



IRS partnership classification: follow 
partnership rules. 

For California only. A single member 
classification: follow sole proprietor rules. 

IRS corporation classification: follow 
corporation rules. 

LLC Characteristics 

Presenter
Presentation Notes
Corporation classification is either as a C Corporation or an S Corporation.Partnership classification is same.Also, can be classified as a Single Member Disregarded Entity – which is basically a sole proprietorship.May have different classes of owners.Do not issue stock.Not required to hold annual meeting or keep written minutes like a corporation.Can have as many owners as desired. 



 

•Single or partnership classified 
LLCs file using Form 568. 

•Subject to $800 annual tax. 
•Maybe subject to an LLC fee 

based on total income (gross 
income plus cost of goods). 

•Members report their share of 
profit or loss on Form 540 income 
tax returns whether distributed or 
not. 

LLC Characteristics 
Single Member and Partnership 

Presenter
Presentation Notes
2012 Fee:If Total Income* Is:$250,000-$500,000 	$ 900$500,000-$1,000,000	$ 2,500$1,000,000-$5,000,000	$ 6,000$5,000,000 or more	$11,790*Total income for LLC fee purposes is gross income plus the cost of goods sold, that are paid or incurred in connection with the trade or business of the taxpayer.



  
•C Corporation classified LLCs file 
using Form 100. 

•Taxed annually on its earnings at 
a rate of 8.84% on net income. 

•Subject to $800 minimum tax. 
•Members receive profits and 
losses like C corporation 
shareholder. 

LLC Characteristics 
C Corporation Classification 

Presenter
Presentation Notes
Corporations incorporate through the Secretary of State before conducting business operation and file appropriate paperwork.  The SOS issues a corporate ID number that is the same number that will be used for filing the CA Corp return (Form 100).Option of choosing an income year other than the calendar year, usually a fiscal year.Earnings are distributed to shareholders in the form of dividends and can be timed.



  

•S Corporation classified LLCs file 
using Form 100S. 

•State tax rate of 1.5% on net 
income. Not subject to federal tax. 

•Subject to $800 minimum tax.  
•Members report their share of 

profit or loss on Form 540 income 
tax returns whether distributed or 
not. 

LLC Characteristics 
S Corporation Election 

Presenter
Presentation Notes
S corporation does not pay federal tax.



Forms of Ownership Information 

  
 

 
  

 
 

FTB Publication 1123, Franchise Tax 
Board’s Guide to Forms of Ownership 



Alvaro Hernandez 
FTB Small Business Liaison 

•916.845.4669 Telephone 

•Alvaro.Hernandez@ 
ftb.ca.gov Email 



Lucius Davis  
FTB Small Business Liaison 

•916.845.4669 Telephone 

•Lucius.Davis@ftb.ca.gov Email 





Introduction 

Employment Tax Consultant 

www.edd.ca.gov 

Taxpayer Assistance Center: 
1-888-745-3886 

 

http://www.edd.ca.gov/


Objectives 
 Discuss the importance of proper  

worker classification. 

 Explain the differences between employees 
and independent contractors. 

 Define common law, statutory, and excluded 
employment. 

 Identify resources to help properly classify 
workers. 

 



Reasons to Properly Classify Workers 
 Promote fair competition. 
 Safeguard workers' rights. 
• Avoid investigations due to: 
 Worker Claims 
 Worker and Competitor Informants 

• Avoid additional taxes, penalties, and 
interest. 

• Protect from possible revocation of your 
state or local licenses. 



Misclassification Example 
One worker, earning 

$20,000 for one year  
(tax year 2015) 

Employer A 
(Correctly classifies 
worker as employee) 

Employer B 
(Misclassifies worker as 
independent contractor) 

UI (3.4 percent)* 
*New employer rate 

$238 $238 

ETT (0.1 percent) $7 $7 
 

SDI (0.9 percent) $180 

PIT $1,200 (6 percent) 

Total due for one year $245 
$1,625** 

** Plus penalty and interest 



Types of Workers 
 Independent 

Contractors 
 

 Employees   
 Common Law 
 Statutory 
 Excluded Services 



Common Law Guidelines 

Common Law Employee: 
An individual who performs services for you, and 
you have the right to control the manner and 
means of how they do their work. 
 
Independent Contractor: 
An individual who performs services for you who is 
not a common law or statutory employee. 



Common Law Primary Factor 
 

The right of the principal to control the 
manner and means of accomplishing a 
desired result.  
 

The right to discharge a worker at will is 
strong evidence of the right to control. 



Common Law Secondary Factors 
FACTORS EMPLOYEE INDEPENDENT CONTRACTOR 

Distinct trade or occupation No separately 
established business Separately established business 

Supervision Follows procedures Own methods 

Skill level Training Own expertise 

Tools and place of work Business provides Worker provides 

Length of time Continuous Isolated event 

Method of payment Guaranteed payment  Sets rate and pay date 

Regular part of business Vital to business Incidental to business 

Belief of parties Employee Independent contractor 

Extent of actual control Owner sets work 
schedule Worker sets schedule 

Services benefit principal Benefits owner's 
business Benefits owner as individual 

Profit or loss No investment or 
financial risk Investment and financial risk 



Statutory Employees 
Employee by law under a specific statute. 

Examples include, but are not limited to: 
 Corporate officers  
 Unlicensed contractors  
 Certain Limited Liability Company (LLC) members 

 
Resources:  

Statutory Employees (DE 231SE) 
Payments to Corporate Officers (DE 231PC) 
Limited Liability Entities (DE 231LLC) 

 



Excluded Services 

Certain employees are not subject to specific 
taxes or withholding provisions. 

Examples include, but are not limited to: 
 

  

 

• Domestic Workers 
• Family Members

  
 
 

 

• Direct Sellers 
• Real Estate 

Agents  
  

Exempt Employment (DE 231EE) 



Additional Resources 

 California Employer’s Guide (DE 44) 

• Information Sheet: Employment (DE 231) 

• Employment Determination Guide (DE 38) 

• Determination of Employment Work Status for 
Purposes of State of California Employment Taxes 
and Personal Income Tax Withholding  (DE 1870) 

 Employee or Independent Contractor Seminars at:  
http://www.edd.ca.gov/Payroll_Tax_Seminars/ 

   



e-Services for Business 
 

• Fast, easy, and secure way  
to manage your payroll taxes 
online. 

• View and edit returns  
or reports prior to submission. 

• Available 24 hours a day, 7 days a 
week. 

https://eddservices.edd.ca.gov/index.html 
 

Presenter
Presentation Notes




e-Services for Business Features 
 

• Register for an employer account 
• File returns and reports online 
• Make payments by EFT or credit card 
• View account balance 
• View payroll tax rates 
• Make account updates 
• View previous returns and payments 
• Close account  



Thank You! 
Questions? 



Contra Costa 
Small Business Development Center 

“Marketing Your Business and Services” 
Oscar Dominguez 
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