
State Board Of Equalization

Avoiding Common Sales and Use 
Tax Problems



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

Claimed exemptions must be supported by documentation•

exempted
All sales are taxable unless otherwise specifically •

Presumptions of the Tax Code

• All sales are taxable unless otherwise specifically 
exempted

• Claimed exemptions must be supported by documentation

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



• Untaxed Purchases from Out-of-State Vendors
• Withdrawal from Resale Inventory for Own Use
• Unsupported Sales for Resale
• Difference Between Recorded and Reported Taxable Sales
• Reported Sales Lower than Expected Sales Based Upon a 

Markup on Purchases
• Errors in Compiling Return
• Difference Between Tax Accrued and Tax Paid
• Inadequate Records Resulted in Unreported Sales
• Unsupported Sales in Interstate Commerce Delivered to

Instate Customer

Common Types of Noncompliance

• Untaxed Purchases from Out-of-State Vendors
• Withdrawal from Resale Inventory for Own Use
• Unsupported Sales for Resale
• Difference Between Recorded and Reported Taxable Sales
• Reported Sales Lower than Expected Sales Based Upon a 

Markup on Purchases
• Errors in Compiling Return
• Difference Between Tax Accrued and Tax Paid
• Inadequate Records Resulted in Unreported Sales
• Unsupported Sales in Interstate Commerce Delivered to 

Instate Customer



• Purchased for own use (not resale inventory) and
• From out-of-state businesses

Items purchased without payment of California tax:

Untaxed Purchases From 
Out-of-State Vendors

Items purchased without payment of California tax:

• Purchased for own use (not resale inventory) and
• From out-of-state businesses



 

=

Items withdrawn from 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

=
Inventory items 
purchased with a 
resale certificate 
without payment of
tax

Use Tax 
Due on 

Cost

Use Tax 
Due on 

Cost

Withdrawal from Resale Inventory 
for Own Use

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Items withdrawn from 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 on 

Cost

Resale Inventory Gift

=
Use Tax 
Due on 

Cost



• Can be reported on BOE individual Use Tax return

• Can be reported on California Income Tax return 

Use Tax for Individuals

• Can be reported on BOE individual Use Tax return

• Can be reported on California Income Tax return 



Common ways to document sales for resale 
(examples to follow):

A Purchase Order containing     
all the essential elements           all the essential elements           
of a resale certificate

                                
                           

A Resale Certificate•
• 

Sales For Resale

Common ways to document sales for resale 
(examples to follow):

• A Resale Certificate
• A Purchase Order containing     

of a resale certificate



s name’Seller•
s type of business activity’Purchaser•
s title’Purchaser•

Date resale certificate is signed•
s signature’Authorized purchaser•

”for resale“Statement that purchase is •
) being purchasedItem(s•

s permit number’sellervalids ’Purchaser•
s address’Purchaser•
s name’Purchaser•

Basic Elements of a Resale Certificate

• Purchaser’s name
• Purchaser’s address
• Purchaser’s valid seller’s permit number
• Item(s) being purchased
• Statement that purchase is “for resale”
• Authorized purchaser’s signature
• Date resale certificate is signed
• Purchaser’s title
• Purchaser’s type of business activity
• Seller’s name



or access our website at 
5263 -225-888

on resale certificates, retailers may call
s Permit number(s) submitted ’To verify Seller

www.boe.ca.gov

Resale Certificate Verification

To verify Seller’s Permit number(s) submitted 
on resale certificates, retailers may call 
888-225-5263 
or access our website at www.boe.ca.gov



Resale Certificate Verification



Must be taken timely and in good faith•

Must be filled out completely•

Regulation 1668, and in Publication 73
230, in -Available at some stationery stores, form BOE•

Resale Certificates

• Available at some stationery stores, form BOE-230, in 
Regulation 1668, and in Publication 73

• Must be filled out completely

• Must be taken timely and in good faith





For Resale.

Statements of  

Purchase Order Used as 
a Resale Certificate

“ or 

Must specifically state 

fulfill this requirement

“

” ” ” Nontaxable, Exempt, do not“Taxable - No“

”

Purchase Order Used as 
a Resale Certificate

Must specifically state “For Resale.”

Statements of  “Nontaxable,” “Exempt,” or “Taxable - No” do not
fulfill this requirement

PURCHASE ORDER

For Resale SR AC 99-999999 Number - 123456
Taxable Date -3/5/00

4000 Widgets $2.00 each $8000.00



”order
see purchase “often say 

The resale certificate will •
certificate
required for a resale 
the same information as 

must contain ”For Resale“
Purchase Orders that state •

Purchase Order and 
a Resale Certificate

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

• The resale certificate will 
often say “see purchase 
order”



• Allows sales to be made in 
California

• Provides a seller’s permit number 
used to issue a resale certificate 
for purchases of inventory items 
without paying tax

• Does not allow buying items for 
personal or business use without 
paying tax

• Permit must be issued in the 
owner’s name for each business 
address

About a Seller’s Permit 
• Allows sales to be made in 

California
• Provides a seller’s permit number 

used to issue a resale certificate 
for purchases of inventory items 
without paying tax

• Does not allow buying items for 
personal or business use without 
paying tax

• Permit must be issued in the 
owner’s name for each business 
address



transaction, whichever is greater
of the amount of tax per 
The penalty is $500 or 10%•
misdemeanor
Misuse of resale certificate is a •

Penalties for Improper Use 
of Resale Certificates

• Misuse of resale certificate is a 
misdemeanor

• The penalty is $500 or 10% 
of the amount of tax per 
transaction, whichever is greater



taxable sales reported to the Board
per your books and records and 
Comparison between taxable sales 

Recorded vs. Reported Taxable Sales 

Comparison between taxable sales 
per your books and records and 
taxable sales reported to the Board



Verifying Your Sales Using 
Mark-up Analysis



and gross profit amount
Involves total sales, cost of goods sold, 

Grocery Stores, Liquor Stores, Restaurants, etc.
Generally for businesses such as 

Verifying Your Sales Using 
Mark-up Analysis

Generally for businesses such as 
Grocery Stores, Liquor Stores, Restaurants, etc. 

Involves total sales, cost of goods sold, 
and gross profit amount



 
$75,000 = 33.33%  Markup÷$25,000 

$25,000 Gross Profit
Cost of Goods Sold          75,000-

$ 100,000  Sales

Verifying Your Sales Using 
Mark-up Analysis

$ 100,000  Sales 
- 75,000 Cost of Goods Sold          

$25,000 Gross Profit 

$25,000 ÷ $75,000 = 33.33%  Markup



Gross Profit ÷ Cost of Goods Sold
= Mark-up

Verifying Your Sales Using 
Mark-up Analysis

Gross Profit ÷ Cost of Goods Sold 
= Mark-up



Verifying Your Sales Using 
Mark-up Analysis



$75,000 = 33.33%  Markup÷$25,000 

= $25,000 Gross Profit
Cost of Goods Sold75,000-

$100,000  Total Sales

Verifying Your Sales Using 
Mark-up Analysis

Taxable + Nontaxable Sales = Total Sales

$100,000  Total Sales
- 75,000 Cost of Goods Sold
= $25,000 Gross Profit

Gross Profit divided by Cost of Goods Sold = Mark-up Percentage

$25,000 ÷ $75,000 = 33.33%  Markup



must be examined separately.
taxable and exempt products 
store), the markup for both 
and exempt sales (i.e. grocery 
In a business with both taxable 

Using Taxable Markup Analysis 
to Verify Taxable Sales

In a business with both taxable 
and exempt sales (i.e. grocery 
store), the markup for both 
taxable and exempt products 
must be examined separately.



= $100,000$67,000+$33,000 
Total SalesExempt Sales  =SalesTaxable

Joe Reported:

Reported Taxable Sales Lower 
than Expected Sales Based Upon 
a Markup on Taxable Purchases

Taxable + Nontaxable Sales = Total Sales

Joe Reported:

TaxableSales Exempt Sales  = Total Sales
$33,000 + $67,000 = $100,000



$30,000 = 10% Markup÷$3,000 

$  3,000 Gross Profit
Cost of Goods Sold$30,000-

$33,000 Sales

Reported Taxable Sales Lower 
than Expected Sales Based Upon 
a Markup on Taxable Purchases

Taxable
$33,000 Sales
-$30,000 Cost of Goods Sold
$  3,000 Gross Profit

$3,000 ÷ $30,000 = 10% Markup



= 49% Markup
$45,000 ÷$22,000 

$22,000 Gross Profit
Cost of Goods Sold$45,000-

$67,000 Sales

Mark-up Analysis on 
Non-taxable Food Sales

Non-taxable Food
$67,000 Sales

- $45,000 Cost of Goods Sold
$22,000 Gross Profit

$22,000 ÷ $45,000 
= 49% Markup



$30,000 Cost of Goods Sold x 30% = $39,000
s Corrected Taxable Sales =’Joe

(from shelf test)
up Percentage-Cost of Taxable Goods Sold x Mark

Reported Taxable Sales Lower 
than Expected Sales Based Upon 
a Markup on Taxable Purchases

Corrected Taxable Sales =
Cost of Taxable Goods Sold x Mark-up Percentage

(from shelf test)

Joe’s Corrected Taxable Sales =
$30,000 Cost of Goods Sold x 30% = $39,000



Amount assessed in the audit by Al = $6,000

$6,000Difference
$33,000-Taxable Sales Reported

Calculated (Audited) Taxable Sales     $39,000

Application of Mark-up to Taxable Purchases

Calculated (Audited) Taxable Sales     $39,000
Taxable Sales Reported -$33,000
Difference $6,000

Amount assessed in the audit by Al = $6,000



compared to tax paid.
customers or recorded as amounts due to the state, is 
Tax accrued, which is the amount of tax collected from 

Tax Accrued

Tax accrued, which is the amount of tax collected from 
customers or recorded as amounts due to the state, is 
compared to tax paid.



• Resale Certificates
• Exemption Certificates
• Purchase Orders
• Shipping Documents
• Schedules
• Working Papers used in 

preparing tax returns.

Records must be maintained for at least four (4) years. 
Examples of Records:

Purchase Journals•
Cancelled Checks•
Purchase Invoices•
Sales Journals•
Cash Register Tapes•
Sales Invoices•

Required Records
Records must be maintained for at least four (4) years. 
Examples of Records:

• Sales Invoices
• Cash Register Tapes
• Sales Journals
• Purchase Invoices
• Cancelled Checks
• Purchase Journals

• Resale Certificates
• Exemption Certificates
• Purchase Orders
• Shipping Documents
• Schedules
• Working Papers used in 

preparing tax returns.



Correspondence•
Delivery Receipts•
Freight Invoices•
Bills of Lading•

Common ways to document sales in interstate commerce:

Sales in Interstate Commerce

Common ways to document sales in interstate commerce:

• Bills of Lading
• Freight Invoices
• Delivery Receipts
• Correspondence



Drop shipments.•

location, the exemption is lost.
the purchaser in transit to a California  
When the goods are diverted by         •
state is taxable.
for subsequent shipment to another      
Delivery to a purchaser in California    •

Unsupported Sales in Interstate Commerce 
Delivered to Instate Customers

• Delivery to a purchaser in California    
for subsequent shipment to another      
state is taxable.

• When the goods are diverted by         
the purchaser in transit to a California  
location, the exemption is lost.

• Drop shipments.



Recorded Information•

back service-24 hr. fax•

1 Assistance-1•

Fri. 8am to 5pm-Mon. •

2929 (TDD)-735-800
7115-400-800•

Taxpayer Information Section

• 800-400-7115 
800-735- 2929 (TDD)

• Mon. - Fri. 8am to 5pm

• 1-1 Assistance

• 24 hr. fax-back service

• Recorded Information



tra/tra.htmwww.boe.ca.gov/

under the law.
Board and you would like to know more about your rights 

If you have been unable to resolve a disagreement with the 

2798-324-888

Taxpayers’ Rights Advocate
888-324-2798

If you have been unable to resolve a disagreement with the 
Board and you would like to know more about your rights 

under the law.

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



to make an appointment.
Call your local Board office today•

keeping system. 
business operation and record 
A staff consultant will review your •

BOE Offers Free 1 - 1 Assistance

• A staff consultant will review your 
business operation and record 
keeping system. 

• Call your local Board office today 
to make an appointment.



We welcome your comments and suggestions. 

We wish you success 
in your business venture. 
We wish you success 

in your business venture. 

We welcome your comments and suggestions. 
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