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Section I

How It All Starts

Authority
The authority for the establishment of Associated Student Body organizations is given in
the California Education Code (Ed. Code) Section 48930.
“Any group of students may organize a student body association within the public
schools with the approval and subject to the control and regulation of the
governing board of the school district.”
It is clear from this language that it is the intent of the law to allow student organizations,
but that they are to be maintained under the “control and regulation” of the school
district’s governing board. ASB activities must therefore, not be in conflict with the
ideals and principles of the school district’s governing board. Therefore, it is also
imperative the governing board adopt a policy that addresses the issues of ASBs.

Board Policy
Specifically, the governing board must adopt policies that govern (1) the establishment of
a student body organization; (2) the supervision of the organization’s activities; and (3)
the operation and management of the organization’s finances.

Roles of Other Individuals
Although ultimate authority is given to the governing board, a number of different
individuals play an important role in the daily operation and oversight of a student body
organization’s activities.
Governing Board: It is the Board’s responsibility to adopt rules and policies that
will govern the student body organization’s activities. It is especially important
that the rules and policies pertaining to the financial aspect of the ASB are clearly
stated and understood. The Board, however, cannot “micro-manage” the daily
operations of the ASB and therefore, must assign responsibility to certain
individuals within the organization.
Superintendent: The primary role of the District Superintendent with respect to
student body organizations is to act as the general supervisor of the ASB’s
activities. The Superintendent ensures that the rules and policies established and
adopted by the governing board are implemented.
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How It All Starts

Roles of Other Individuals (continued)
Business Manager: The District business manager must serve in the role as a
financial consultant to the student organization. The business manager also
should review the ASB’s general financial structure and internal control
procedures.
Accountant: The District accountant assists the business manager by helping to
develop accounting procedures for reporting ASB financial activity. The
accountant also will periodically review procedures to ensure that they are being
followed.
Principal: The principal must directly supervise the student body organization’s
financial activities. The principal may appoint an adviser to ensure that the
established policies and procedures are being followed.
Finance Committee: A finance committee, consisting of school officials and
student representatives, is primarily responsible to develop and adopt a budget.
The committee also acts in an advisory capacity over the student body
organization’s funds.
Bookkeeper: The bookkeeper is responsible for reporting financial activity for
the student body organization. The bookkeeper also prepares all accounting
records and reports.
Student Council: The student council consists of the elected student body
officers. They are responsible for adoption of the budget, approval of
expenditures and authorization of all fund-raising activities.
Auditor: The District’s independent auditor performs tests to determine whether
the established internal control practices are being adhered to and examines the
financial statements of the student organization to determine whether they are
prepared in accordance with generally accepted accounting principles (GAAP).
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Organization
The student body organization of a high school, junior high school or middle school is
usually said to be “organized”. This simply means that there is a formal organizational
structure for the student body activity. That usually includes an elected student body
government, a student body adviser and others that are involved in the operation of the
organization.
By contrast, student body organizations in elementary, continuation, vocational or adult
schools are typically considered to be “unorganized”. This term refers to the fact that
there is no formal student body government. Decisions are usually made by an appointed
trustee, normally the principal or assistant principal.
In an unorganized student body organization, Ed. Code Section 48934 states, in part:
“The funds…may be used to finance activities for noninstructional periods or to
augment or to enrich the programs provided by the district.”
And Section 48938 states, in part:
“The funds…shall be expended subject to the approval of the appointed employee
or official and also subject to such procedure as may be established by the
board.”
In most other respects, however, a student body organization should adhere to the same
principles regardless of whether it is organized or not.

Constitution
Before a student body organization may begin operations, the District governing board
must approve the organization’s constitution. The constitution is the document that
establishes the ASB as a valid organization under the supervision and control of the
school district.
The California Department of Education (CDE) publication Accounting Procedures for
Student Organizations gives an outline which may be followed in the development of a
constitution for a student body organization. That outline is listed on the following page.
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SAMPLE

CONSTITUTION OUTLINE
Article 1. Organization
a.
Name of organization
b.
Purpose and means of accomplishment
c.
Time, place and frequency of meetings of officers
d.
Definition of quorum
Article 2. Membership
Article 3. Officers and Elections
a.
Titles and duties of officers
b.
Election of officers
c.
Term of office
d.
Requirements for eligibility
e.
Appointment of committee
Article 4. Representatives to Student Council other than Officers
a.
Method of selection
b.
Qualifications for eligibility
c.
Term of office
Article 5. Adult Advisers – Appointment by Superintendent,
Principal, Faculty, or Student Council
Article 6. Financial Activities
a.
Budgets
b.
Revenues
c.
Disbursements
d.
Statements and reports
Article 7. Clubs within the Student Body Organization
a.
Purposes of clubs
b.
Method of organization and discontinuance
c.
Financial activities
d.
Constitution and/or by-laws
Article 8. Amendments to Constitution
a.
Method of origination
b.
Requirements for adoption
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Minutes
The student body organization and each club within the student body organization must
keep minutes for each meeting. The purpose of keeping minutes is to provide
documentation for decisions that are made by the Student Council and by each club’s
governing body.
The minutes should include details of all proceedings, including financial matters,
adoption of the annual budget, approval of fund-raising activities and authorization of
expenditures. The minutes should include as much detail as possible in order to avoid
confusion.
For fund-raising activities, the minutes should describe the activity as proposed, the
expected amount of money to be generated from the activity and the individual(s) who
will be responsible for supervising the activity.
For expenditures, the minutes should list in detail each proposed expenditure, the vendor
name, dollar amount, purpose and description of the expenditure, account or club to be
charged, and check or check request number.
An example of how the minutes can be documented is on the following pages.

ASB Accounting Guide

Nigro & Nigro, PC
1.5

SAMPLE: STUDENT COUNCIL OR CLUB MEETING MINUTES

(Name of School)
(Name of Club)

Associated Student Body Minutes
Meeting Date: _________ Meeting Time: _________ Location: ____________________
The meeting was called to order by:______________________________ The minutes of
the meeting dated ________________ were read and approved (corrected and approved).

The following purchase orders were approved (list below or attach separate listing):
Purchase Order
Number

Vendor
Name

Amount

Club

Purpose of
Expenditure

Motion by: ______________________ Second by: ______________________
Vote Count: _______ Number For: _______ Number Opposed: _______
The following invoices were submitted for payment (list below or attach separate listing).
Check
Number

Payable
To

Amount

Club

Purpose of
Expenditure

Motion by: ______________________ Second by: ______________________
Vote Count: _______ Number For: _______ Number Opposed: _______
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SAMPLE: STUDENT COUNCIL OR CLUB MEETING MINUTES

Communication and Reports:
Old Business: ______________________________________________________
New Business: _____________________________________________________
Submitted by: ______________________________________________________
ASB Secretary: _____________________________________________________
(Signature and Date)

ASB Advisor: ______________________________________________________
(Signature and Date)

Meeting Attendees (list below or attach separate listing):
______________________________________________________
______________________________________________________
______________________________________________________
______________________________________________________
______________________________________________________
______________________________________________________
______________________________________________________
______________________________________________________
______________________________________________________
______________________________________________________
______________________________________________________
______________________________________________________
______________________________________________________
______________________________________________________
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SAMPLE: INSTRUCTIONS FOR STRUCTURING MEETINGS

LET'S GET THE MEETING MOVING!
1. Call to Order
The meeting is called to order by the President, who rises and says, "The meeting will
please come to order."
2. Minutes
The minutes of the last meeting are read.
Example: The President says, "The Secretary will read the minutes of the last
meeting." After the reading, the President asks, "Are there any corrections or
additions to theses minutes?" "If not, they stand approved as read."
If there are corrections, the President informally directs corrections be made.
"The minutes are approved as corrected."
The Secretary signs the minutes, "Respectfully submitted." They may be initialed by
the President.
3. Reports of Officers
The President makes announcements by reading the President's report.
The Secretary informs the group of any letters that have been received by the group.
Each communication should be handled by a main motion before another is read.
The treasurer reports on receipts and expenses paid. These are "received and placed
on file." No vote is taken on reports "placed on file."
4. Reports of Committees
The reports of committees are called for by the President.
Standing Committees
Special Committees (temporary)
Procedure: In each case, the President calls upon the chairperson of the committee to
make the report. The report is read.

ASB Accounting Guide

Nigro & Nigro, PC
1.8

SAMPLE: INSTRUCTIONS FOR STRUCTURING MEETINGS

4.

Reports of Committees (continued)
After this has been done, the President says, "This report will be placed on file. Any
action required in this report will be taken care of under the proper order of business."

5. Unfinished Business
This is any business postponed from a previous meeting. Discussion follows the
motion and then a vote is taken.
6. New Business
This includes any ideas not presented previously. It is moved and discussed by the
members.
Example: President states, "We are now ready for the new business of the meeting,
which includes the decision about the admission fee for the party. Will someone
make a motion so that we may discuss the question?"
Members says: "I move that the admission fee for the party be fifty cents."
Second member: "I second the motion."
President: "It has been moved and seconded that the admission fee for the party be
fifty cents. Is there any discussion?" Discussion follows. One member calls
"Question," which means that the President must ask, "Are you ready for the
question?" (Ready to vote.) Or the President acts on personal initiative and, if there
are no objections, brings the matter to a vote.
7. The Program of the Meeting
Example: Guest speaker, movie, slide presentation, etc.
8. Adjournment
This happens after a motion to adjourn is made and carried, (or if business is
finished). The presiding officer declares the meeting adjourned.
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Clubs
A club can be any group of students within a student body organization that wishes to
carry out a specific purpose or to conduct specific activities. The club must include only
students that are enrolled in district schools.
In order to form a club, the group must submit a proposed charter or constitution, which
must include at a minimum, the following information about the club:
1.
2.
3.

The title, powers, and duties of the officers and the manner of their election
The scope of proposed activities
The name of the organization

Once approved, a school district employee must be appointed to act as a supervisor of the
activities of the club.
The club activities must conform to all other policies and procedures that apply to the
student body organization as a whole.

Booster Clubs
A booster club is any group of parents that forms for the purpose of providing assistance
to the local school. Booster clubs can be very small or very large. The largest booster
club is the National Parent Teachers Association (PTA).
Ed. Code Section 51520 addresses and governs the ability of booster clubs to use students
in the solicitation activities. Basically, students may not be solicited during school, or
one hour before and after school.
Ed. Code Sections 38130-38139, also known as the Civic Center Act describes the
allowed use of school facilities for outside organizations.
A school district must be aware of the booster clubs’ activities, but the control over the
booster club is outside the jurisdiction of the governing board. The board policy must
address the operations of the booster clubs; however, it is imperative that booster club
funds remain separate from the funds of the student body organization, which are under
the control of the school district. Booster club deposits may not be deposited in the ASB
account.
Booster clubs are legally separate entities from the district, with a separate Tax
Identification Number (TIN) and are exempt from tax under IRS code sections that deal
with non-profit organizations, while the school district is exempt from tax by virtue of
being a political subdivision of the State of California.
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Section II

"Show Me the Money"

Principles
The basic principles governing student body finance, according to Accounting
Procedures for Student Organizations, include the following:
1. The basic purpose of raising and expending money by a student body is to
promote the general welfare, morale, and educational experiences of the student
body.
2. General principles:
a.

Student body funds must be used to promote and finance a program of
worthwhile co-curricular activities beyond those provided by the district.

b.

Money-raising projects must, in general, contribute to sound educational
principles and must not be in conflict with the ideals of the educational
program.

c.

Funds derived from the student body must be expended in a manner
approved by the student governing body.

d.

Large student body reserves must be discouraged. Student body funds must,
in general, be expended for the benefit of those students currently enrolled in
school who have contributed in one way or another to the accumulation of
such funds. If a long-range project is planned, funds may be carried and
documented for this project.

e.

Prior approval by the student governing body must be obtained in the raising
of revenue and the expenditure of student body funds.

f.

Student body funds must be managed in accordance with sound business
practices, including adherence to accepted budget procedures.

g.

Student body business, including the raising and expending of money, must
be conducted so that competition with local business firms is kept to a
minimum.

h.

Although ownership of student body funds rests with the student body, the
school principals, through authority delegated to them, must be responsible
for the proper conduct of the student body’s financial activities.

i.

Principals, acting through representatives, must participate in the preparation,
modifications, and interpretation of procedures, regulations, and policies
affecting student body affairs.
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Budgets
The budget is a written financial plan for a specific period of time, expressed in dollars.
Budgets are estimates of what will happen in the future. A carefully prepared budget
reflects the best predictions possible by those persons who prepare the plan. A complete
budget shows the expected course of action for the school year. A budget should serve
two important roles:
1.
2.

A Planning Guide
An Operational Control Guide

To develop an effective budget the finance committee must consult with those that are
responsible for budget performance. A basic plan of income and expenditures can be
developed from the information gathered. Changes to the budget should be made
throughout the year. However, with careful planning, these changes can be minimal.
A simple method for projection is to compare last year’s (or the current year) activities to
what is planned for the future. The amount appropriated for each category should be
adequate. However, if the amount is too large, this could eliminate an allocation for
another function. Because every event may not be successful, revenue should be
estimated conservatively.
A preliminary budget should be submitted to the student governing body by May 1. The
budget contains the estimated beginning balance, estimated sources of income,
anticipated expenditures and the expected ending fund balance. Limits must be placed on
the amount of increase to the ending fund balance that may be accumulated during the
school year.
A final or adopted budget should be submitted to the district business office in October.
Revisions for changes in planned activities must be included in the final budget. After
review by the business office, the budget becomes the working financial document of the
student body organization. If an expenditure exceeds the amount appropriated for the
category, a budget revision must be made. Approval is sought by requesting an increase
in the appropriation, not by requesting approval for the expenditure.
Students, advisors, administrators, and board members must know how the budget
compares with what is actually taking place. Periodic reports that show the adopted
budget, revisions to income and expenditures and the actual receipts and disbursements
must be prepared. These statements must be submitted at least quarterly to the district
business office.
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Chart of Accounts
A Chart of Accounts is a systematically arranged listing of accounts that is applicable to a
specific concern. All account names and numbers, if any, are listed in order. The next
page contains a sample Chart of Accounts that is grouped as follows:
Current Assets
Current assets are available or can be made readily available to meet the cost of
operations or to pay current liabilities. These accounts encompass the 101 to 110
accounts.
Fixed Assets
Fixed assets are assets of a permanent character having continuing value. They are
categorized as land, buildings, and equipment. An ASB would most likely use the
Equipment account 111.
Current Liabilities
Current liabilities are amounts due and payable for goods and services. The amounts
should be payable within a relatively short period of time, usually for no longer than a
year. Accounts payable are unpaid balances or invoices that are due and payable in
account 201. Other liabilities include sales and use tax in account 209.
Trust Accounts
Trust accounts are sums of money held by the student body organization as trustee.
These accounts include 210 Scholarship Accounts, 220 Class Accounts, and 230 Club
Accounts.
Equity
Equity accounts are fund balance (reserve) accounts that show the excess of assets
over liabilities in account 320.
Income
Student Body organizations receive income from many sources as can be seen in
accounts 405-490.
Expenses
Student Body organizations spend money for many reasons as seen in accounts 510590.
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SAMPLE: CHART OF ACCOUNTS

ASSOCIATED STUDENT BODY
CHART OF ACCOUNTS

ASSETS
101 Cash in Bank, Checking
102 Petty Cash
103 Cash in Bank, Savings
105 Change Account
106 Accounts Receivable
107 Prepaid Expenditures
109 Student Store Inventory
110 Other Assets
111 Fixed Assets (Equipment)
LIABILITIES
201 Accounts Payable
209 Other Liabilities

EQUITY
320 Fund Balance
INCOME
405 Student Body Fees (Cards)
410 Student Store Sales
415 Athletic Events (Gate Receipts)
420 Publications (Yearbook)
425 Social Activities
430 Vending Machines
435 Donations
440 Interest Earned
490 Other Income
EXPENSES

TRUST ACCOUNTS
210 Scholarship Accounts
2101 LMN Memorial
2102 DEF Scholarship
220 Class Accounts
2204 Class of ‘11
2205 Class of ‘12
2206 Class of ‘13
2207 Class of ‘14
230 Club Accounts
23010 XYZ Club
23011 RST Club

ASB Accounting Guide

510 Student Store Purchases
515 Athletic Events
520 Publications
525 Social Activities
530 Vending Machines
535 Operating Expense (Supplies,
Bank Charges, etc.)
540 Awards
590 Other Expense
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Accounting Procedures
The accounting procedures that are necessary to process financial transactions through a
given period are as follows:
1.
2.
3.
4.
5.
6.

Recording transactions in journals
Posting to ledger accounts
Creating a trial balance of the general ledger and agreeing the amounts to the
subsidiary ledgers
Making adjustments
Preparing financial statements
Closing the books

The method for recording transactions in journals can differ greatly depending upon the
type of accounting system in use. Many ASBs use computerized accounting systems
where transactions are recorded in the journals electronically. Some ASBs use a manual
system where a transaction is hand written into either a cash disbursements journal or a
cash receipts journal. Some systems use a combination of manual and computerized
records. Regardless of the system in use, all financial transactions must be initially
recorded in either a general journal or a cash receipts or disbursements journal.
After transactions have been recorded in the journals, they are posted to the appropriate
general ledger accounts. The ledger accounts track all of the income and expenses of a
particular account, or activity. For example, cash received from a football game gate
receipt would initially be recorded in the cash receipts journal. Then the amount would
be posted as a debit to the Cash in Bank account and as a credit to the Athletics Income
account.
At the end of each month, a trial balance is generated. The trial balance lists all of the
accounts in the general ledger, showing the debit and credit balances of each account. If
the general ledger has been posted properly, all the debit balances will equal the credit
balances. If the amounts are out of balance, the subsidiary ledgers should be checked to
verify that they agree with the general ledger accounts.
It is necessary from time to time to make adjustments to the accounts in the general
ledger. Adjustments are often made to correct errors in the general ledger. Adjustments
are also necessary at the end of the year to adjust student store inventory balances to
match physical inventory records.
Financial statements are formal statements that reflect the results of business and the
financial position of the student body organization. The financial statements prepared
each month are usually a balance sheet and an income statement. Monthly financial
statements should be submitted to the District business office for review by an
appropriate official.
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Accounting Procedures (continued)
Closing the books refers to the process at the end of the fiscal year where final financial
statements are prepared. It is important at this time to ensure that all financial activity has
been recorded, the final June 30 bank statement(s) have been reconciled, the student store
inventory has been recorded, and any outstanding accounts receivable or accounts payable
have been recognized. Once the books are closed, the financial statements for the fiscal year
may be prepared. Finally, all income and expenditure accounts are zeroed out to begin the
next year.

Bank Reconciliations
One aspect of closing the books deserves special attention. Bank reconciliations are
performed each month for the organization’s operating or checking accounts. A bank
reconciliation is necessary to determine the actual amount of operating cash available as
opposed to the balance on the bank statement.
The first step in preparing a bank reconciliation is to carefully examine the bank statement,
ensuring that all transactions recorded there are also recorded in the general ledgers. Once
you have done that, the next step is to list transactions that have been recorded in the general
ledgers, but have not yet been reflected on the bank statement. These items will be called
either “Deposits in Transit” or “Outstanding Checks”.
The final step is to take the bank statement ending balance, add the deposits in transit amount
and subtract the outstanding checks amount. This should equal your general ledger cash
balance.
If it does not balance on the first try, re-check all of the above calculations to ensure that you
did not make a calculation error. Then re-check your ledger entries to make sure that they
are in agreement with the bank statement.
Tips: If the difference is evenly divisible by 9, you may have a transposition error. (27
recorded as 72, difference is 45, which is evenly divisible by 9)
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SAMPLE

ASSOCIATED STUDENT BODY
MANUAL BANK RECONCILIATION WORKSHEET

NAME OF BANK

DATE

ACCOUNT #
(A) Bank Statement Ending Balance

(A) Ledger Cash Balance

Add Deposits in Transit

(B) Add Bank Adjustments
(Interest, etc.)

(B) Total Deposits in Transit

(C) Subtract Bank Charges

Less Outstanding Checks
DATE

CHECK #

AMOUNT

(C) Total Outstanding Checks

BALANCE AFTER ADJUSTMENTS
(A + B - C)
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Section III

"Where Did All This Money Come From?"

Overview
Sound cash management procedures are essential for successful ASB operations. The
most common ASB problem noted in a district’s annual audit (audit findings) involve
failure to follow internal control procedures for the handling of cash from the time the
cash is collected to the time it is deposited into the ASB bank account. Most of the fraud
that occurs in ASB activities is directly related to the procedures for the handling of cash
and checks.
Sound internal controls for handling cash discourage theft of ASB funds and protect
those who handle the cash. Whenever students hold a fund-raising event or collect cash,
the students should establish and implement internal controls. The ASB bookkeeper
should also establish and implement sound internal controls for the distribution of cash
boxes and for cash (e.g., tickets, receipt books) before a fund-raiser begins and after it is
over and the cash and checks are received to be deposited at the bank. All of these
internal controls are critical to protect the ASB’s assets (e.g., cash) and to protect the
students, employees and staff who handle cash from accusations or errors.

Fund-Raising Events
It is important to be able to tie all proceeds to the specific fund-raiser from which they
were generated and to ensure that all proceeds from an event are properly turned in and
accounted for. To accomplish this, student organizations/clubs, ASB advisors and school
administrators must ensure that proper internal controls exist, including the following:
• Cash control procedures.
• Proper inventory of concession items.
• Proper cash handling and physical chain of custody for all cash receipts.
• No commingling of receipts from separate events.
• Immediate delivery of all event proceeds to the ASB bookkeeper or secretary.
• Use of three-part receipts when turning in all event proceeds.
This section describes simple cash control procedures that can be used for any fundraising event. Each control procedure has strengths and weaknesses, thus different control
procedures are suited to different types of fund-raisers. Nonetheless, it is imperative that
some method be implemented that allows for reconciliation between money collected and
the fund-raiser sales.
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Fund Raising Events (continued)
These cash control procedures are:
• Prenumbered tickets for all sales events.
• A cash register for store-type sales.
• Prenumbered receipt books for all receipt transactions.
• A tally sheet for designated activities.
• Inventory control for vending machines.
• Cash boxes to keep the received money safe.
The following table shows six different cash control procedures and examples of different events
where each procedure may be most effective. However, as long as the procedure is well thought out
and followed closely throughout the fund-raiser, different control procedures can work for almost any
event.

Control Procedure
Prenumbered Tickets

Cash Register
Prenumbered Receipt Books
Tally Sheets

Inventory Control
Cash Box

Types of Events
Dances
Entertainment events
Car washes
Athletic events
Festivals
Student store
Concession stands
Publication sales
Sale of advertising space
Dances
Car washes
Bake sales
Vending machines
Candy Sales
Any event

After a fund-raising event is scheduled, the advisor is responsible for ensuring that
control procedures are in place. The advisor should assist students in selecting and
developing a good business practice for cash receipts, control procedures and
implementing the correct internal controls once the event begins. No student should
handle cash without direct adult supervision.
The school administrator responsible for reviewing and approving the activity request
should ensure that the club advisor has developed appropriate controls as part of their
fund-raiser planning.
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Fund Raising Events (continued)
Following are detailed steps for how the different procedures should be used.
Prenumbered Tickets
1. The ASB bookkeeper at the school site is responsible for purchasing prenumbered
tickets and storing them in a safe place. Only the bookkeeper and the site
administrator should have access to the inventory of ticket rolls.
2. The ASB bookkeeper must maintain a record of the number of rolls of tickets in
inventory and the beginning and ending ticket numbers on each ticket roll. The Ticket
Inventory form (presented later in this chapter) was designed for the bookkeeper to
use for this purpose. When a roll of tickets is given to an advisor for a fund-raising
event, the beginning number is recorded on the form when the roll is issued, and the
ending number is recorded when the roll is returned to the bookkeeper.
3. At the fund-raising event, this cash control procedure involves two people. One
person collects the money and issues the ticket when a purchase is made. A second
person takes the ticket when the person enters the dance or event.
4. At the end of the fund-raising event, the total number of tickets issued is counted and
recorded on the Report of Ticket Sales form. A second person should count the
tickets to verify the accuracy of the count.
5. At the end of the fund-raising event, at least two people should independently count
the cash and checks collected. They should use the ASB Cash Count Form to
facilitate the counting of the cash.
6. The students then enter the amount of the total cash counted on the Report of Ticket
Sales form.
7. If the number of tickets sold does not equal the amount of cash collected, the students
and the advisor should determine the reason for the cash overage or shortage
immediately after the event.
8. At the end of the event, the advisor should see that the following items are stored in a
safe place: cash and checks, Report of Ticket Sales form, ASB Cash Count Form, and
the remaining tickets. Each school site must establish after-hours cash security
procedures so that event cash and checks can be stored safely until the next business
day when they can be placed in the school safe.
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Fund Raising Events (continued)
Prenumbered Tickets (continued)
9. The next school day, the advisor should provide the ASB bookkeeper with the cash,
Report of Ticket Sales Form, the ASB Cash Count Form, and the remaining tickets.
When the cash and checks are turned in to the bookkeeper, the physical chain of
custody should begin and a receipt should be issued from the bookkeeper for the cash
and checks, but only after the two individuals have counted the dollar amount
together and recorded that amount on the receipt.
10. For events that have tickets of different prices, the students should use different
colored tickets for each price. The students must account for each roll of tickets
separately, but they may use the same cash count and ticket sales forms.
Cash Registers (Primarily in Student Stores)
1. Each time a sale is made, a student/cashier working at the cash register rings up the
sale.
2. At the end of the day, the cash register tape total should equal the total of the cash
collected.
3. At the end of the day, all of the cash in the cash register should be counted and
recorded on the ASB Cash Count Form.
4. The advisor should immediately investigate any significant differences between the
cash register tape and the amount reported on the ASB Cash Count Form.
5. At the end of the day, the advisor should ensure that the cash, the ASB Cash Count
Form and the cash register tape are stored in a safe place. Each school site should
establish after-hours cash security procedures so that cash and checks can be stored
safely until the next business day when they can be placed in the school safe.
6. The next school day, the advisor should provide the cash, the ASB bookkeeper with
the ASB Cash Count Form, and the cash register tape. The physical chain of custody
should begin and the bookkeeper should issue a receipt for the cash and checks after
the two individuals have counted the dollar amount together and recorded that amount
on the receipt.
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Fund Raising Events (continued)
Prenumbered Receipt Books
1. The ASB bookkeeper is responsible for purchasing prenumbered receipt books and
maintaining an inventory of all receipt books. The receipt books purchased should
contain triplicate copies of each receipt.
2. The ASB bookkeeper should maintain a log of all receipt books and record the
issuance of each book. The bookkeeper should record the beginning number of the
receipt in the book when it is issued to the ASB advisor and the ending number when
the ASB advisor returns it. The Receipt Book Log form facilitates the recordkeeping.
3. Receipts used for a fund-raising event should be in triplicate, with copies issued as
follows:
i. One copy is given to the person making the purchase.
ii. One copy is turned in with the cash.
iii. One copy remains in the book as the historical record.
4. Receipts must always be issued in sequence.
5. The students need to note the following items on each receipt:
i. The date.
ii. The description and number of items sold.
iii. The total cash collected.
iv. The name of the person who received the goods.
v. The name of the person who prepared the receipt.
6. If a mistake is made on a receipt, the student should mark the receipt void and issue
another. For voided receipts, two copies remain in the receipt book, and one copy is
turned in with the cash to provide for the continuity of receipts.
7. At the end of the fund-raising event, the amount of cash reported on the receipts is
totaled and the receipts are sorted in numerical order. The students must account for
all of the receipts that were used from the receipt book. At the end of the fund-raising
event, at least two people should count the cash and checks collected. The ASB Cash
Count Form should be used for this purpose.
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Fund Raising Events (continued)
Prenumbered Receipt Books (continued)
8. If the amount of cash recorded as collected on the cash receipts does not agree with
the cash reported on the ASB Cash Count Form, the students and the advisor should
determine the reason for the cash overage or shortage immediately after the event.
9. The advisor should ensure that all cash and checks are turned in to the ASB
bookkeeper each day for deposit. When cash and checks are turned in for deposit, the
ASB advisor must also turn in all of the receipts issued, including voided receipts.
The bookkeeper should issue a receipt for the cash and checks after the two
individuals have counted the dollar amount together and recorded that amount on the
receipt.

Tally Sheets
1. When tally sheets are used as the cash receipt control procedure, two people should
be involved: one person makes a mark on the tally sheet when an item is sold and
issues the goods; the other person takes the cash.
2. The students may use a tally sheet to mark the number of items sold.
3. At the end of the event, the number of items sold is multiplied by the item’s price.
4. At the end of the event, at least two people should independently count the cash and
checks collected. The students should use the ASB Cash Count Form to facilitate the
counting of the cash.
5. The amount computed on the tally sheet is compared to the amount of the cash
reported on the ASB Cash Count Form. If the amount on the tally sheet does not
agree with the amount of cash collected, the ASB advisor and the students should
determine the reason for the difference immediately after the fund-raising event.
6. At the end of the day, the advisor should ensure that the cash, the ASB Cash Count
Form and the tally sheet are stored in a safe place in accordance with site after-hours
cash procedures.
7. The ASB advisor turns the cash collected, the tally sheet, and the ASB Cash Count
Form in to the ASB bookkeeper the next school day. The bookkeeper should issue a
receipt for the cash and checks after the two individuals have counted the dollar
amount together and recorded that amount on the receipt.

ASB Accounting Guide

Nigro & Nigro, PC
3.6

Section III

"Where Did All This Money Come From?"

Fund Raising Events (continued)
Cash Box
Cash boxes are checked out from the ASB office and are usually loaded with some
amount of starter or advance cash. Cash box procedures are a component of the
procedures above for pre-numbered tickets, cash registers, prenumbered receipt books
and tally sheets. The security of the cash box and the volunteer entrusted with the cash
box are both essential. When an event concludes and the funds are counted, cash boxes
and volunteers should have access to security personnel to assist them in placing funds in
school site safes. After the funds are counted, all of the cash collected is in one place and
is an easy target for theft. If security personnel are not available, school site
administrators should be available to assist in escorting cash boxes to school site safes. If
administrators are not available, volunteers should make arrangements to avoid being
alone, including walking with a trusted escort and having someone follow them home to
ensure that the funds make it to the volunteer’s residence.
When a large amount of cash is collected during an event, even if it is on a Friday night,
volunteers should be provided with some form of security to help them transport the
funds to a district safe. This procedure may be required and/or modified based on the
amount collected.

Internal Controls for Cash after Receipt
The following are good business practices and internal controls for the ASB bookkeeper to follow
when handling the cash and checks after they are received:

1. The ASB bookkeeper should not accept any cash or checks unless they are
accompanied by the appropriate documents.
2. The ASB bookkeeper should always count the cash in the presence of the advisor
when it is turned in. This is also known as a dual cash count. Although dual cash
counts are always recommended, those in the field often state that there is not enough
time to do it. Time should be set aside to count the receipts together because if a dual
cash count is not performed and the advisor and bookkeeper end up with different
totals, one of them may be suspected of wrongdoing. Many school sites have set up
specific hours when cash can be brought to the bookkeeper to be counted in the
presence of the person who brings the receipts. If this is not possible, a locked bank
bag should be used so that there is some certainty that the money counted and put in
the bag after the event cannot be tampered with until the bookkeeper is able to count
it.
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Internal Controls for Cash after Receipt (continued)
3. To create a record of receipt of the cash, the ASB bookkeeper should prepare a
written receipt indicating the amount of cash shown on the ASB Cash Count Form
and give a copy of the receipt to the ASB advisor when the funds are received. The
ASB bookkeeper should use a triplicate receipt book for this process.
4. The ASB bookkeeper is responsible for endorsing the back of the checks received.
Typically, a rubber stamp is used that states, “For deposit to the bank account of the
Sample High School.”
5. The ASB bookkeeper is responsible for storing the cash and checks and the
supporting documentation in a safe place until it is counted and deposited in the bank.
Because of the amount of cash often stored on site, each school should have a safe for
cash storage. If the safe is used almost exclusively for ASB funds, the purchase of a
safe is an appropriate use of student body funds – if approved by the students.
6. As soon as possible, the ASB bookkeeper should recount the cash and compare this
count to the information turned in by the ASB advisor. This includes the following:
• ASB Cash Count Form
• Cash register tape
• Report of ticket sales
• Receipt book log
• Tally sheet
If any discrepancies are noted, the bookkeeper should immediately notify the advisor
of the differences, whether it is an overage or shortage. The ASB advisor and the
ASB bookkeeper should determine the reason for the discrepancy. The ASB
bookkeeper should immediately report any significant discrepancies to the school site
administrator. The loss of tickets is really the same as the loss of cash. If they don’t
reconcile, something has gone amiss and a plan should be developed to ensure that it
does not continue.
7. After the ASB bookkeeper has verified the amount of cash, the bookkeeper should
sign and date the ASB Cash Count Form and provide a copy to the ASB advisor.
When the information on the Report of Ticket Sales form has been verified, the ASB
bookkeeper should sign and date the form and provide a copy to the ASB advisor.
This information is the evidence that the amount of cash received by the ASB
bookkeeper agrees with the amount the ASB advisor turned in.
8. Deposits should be made to the ASB bank account at least weekly, though within two
to three school days is preferable. Money should never be left at a school over the
weekend or holidays because many thefts occur during those times.
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Internal Controls for Cash after Receipt (continued)
9. When the funds have been deposited, the ASB bookkeeper should retain a copy of the
deposit slip with all of the documentation from the fund-raising event. This is
important so that the auditors can determine when the fund-raising proceeds were
deposited and compare the amount deposited to the amount the ASB advisor turned
in.
10. The ASB advisor is responsible for maintaining the stock of ticket rolls and receipt
books and updating the Ticket Inventory and Receipt Book Log forms whenever
tickets or receipt books are used. The ASB bookkeeper must also maintain a master
log of receipt books and ticket rolls.

Clearing Account
ASB accounts are not clearing accounts, and the ASB bank account should not be used
for any transactions other than ASB transactions. Clearing accounts are established to set
certain financial transactions apart from regular accounts so that different types of
transactions are not commingled. They are temporary holding accounts, so a balance will
not exist at the end of any fiscal year because all cash will have been transferred to the
appropriate account. These transfers should be made monthly.
For example, if cash is collected at a site for a library fine, it should not be deposited into
the ASB account and then transferred to the district’s general fund. Rather, it should be
deposited to a clearing account (if established), then transferred to the general fund at a
later time.
When clearing accounts are used and transfers made, the journal or transaction entry used
to make the transfer should be properly documented, with the signatures of the supervisor
and the employee making the transfer affixed to the printed entry. At the end of each
month, any balance remaining in the clearing account should be identified by printing the
account balance and noting on the document the reason the balance remains and a list of
the supporting documentation needed to conclude the use of the clearing account.
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Fund-Raising Events
Although ASB organizations may receive some donations, the primary revenue source
for student organizations is fund-raising events. Elementary schools usually hold
traditional fund-raising events such as book fairs and walkathons. At middle schools,
junior high schools, high schools and community colleges, the students’ involvement and
the need for extra funds mean that the number and types of fund-raising events are
constantly expanding.

Approval of Fund-Raisers
California Education Code section 48932 allows the governing board to authorize student
body organizations to conduct fund-raising activities. These sections of the law make it
clear that the governing board is responsible for approving fund-raising events. Before
approving any events, the board must consider many issues such as student safety,
whether the insurance company is comfortable with the event and whether the event is
appropriate for the educational experience of the students. Board members may also have
concerns about the number and type of fund-raising events and whether these events
interfere with the normal conduct of the schools. For example, it would not make sense
for all of the high schools to hold entertainment such as a school play or spaghetti feed on
the same Friday night in September because participation would not be as high. For these
reasons and as a good practice, the governing board should review and approve the ASB
fund-raising events at the beginning of each school year or designate another
administrator to do so. Another method is for the board to approve policies and
administrative regulations that delineate allowable and prohibited fund-raising events.
It is also important that nondistrict organizations such as Boosters and the PTA
coordinate the timing of their fund-raisers with student body fund-raisers so that they are
not in competition with each other.
Good Business Practices for Fund-Raising Approval
The site administrator or ASB advisor should fill out some type of documentation at the
beginning of each school year indicating the number and types of fund-raising events that
each school’s student organizations will hold that school year. Two sample forms are
presented at the end of this chapter. These forms should be sent to the district’s business
office upon completion. Depending on board policy and/or practice, the business office
can compile these forms and either prepare a resolution for the governing board to
authorize the fund-raising events, or send the information to the governing board’s
designee for approval of all listed events. If there are changes in the number or types of
events during the year, the site administrator should submit a revised form that the board
or its designee may approve. Alternatively, the business office can review the lists of
additional fund-raisers and verify that they comply with board policy, if parameters have
been established delineating what is allowable or prohibited.
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Revenue Projections for Individual Fund-Raiser Events
It is important for student organizations to have adequate internal controls over their
fund-raising events, properly evaluate the effectiveness of those events and decide
between often conflicting activity/fund-raising requests. A revenue potential form is a
mechanism that can help with this task and account for a fund-raiser’s financial activity.
This form serves as a sales plan that includes expected sales levels, sale prices per unit,
expected cost, and net income; thus it assists with planning and budgeting. Because
Education Code section 48932 requires that the governing board approve fund-raising
events, a revenue potential form can also be the document that is compiled and submitted
to the board or board designee for approval. It can also serve as an internal control
because most external auditing firms will indicate audit findings if some form of revenue
reconciliation is not done for each fund-raiser. The form can also serve as the document
to ensure that the site administrator is informed and approves of all fund-raising activity
at the site. An example of a fund-raising event profit form is contained at the end of this
chapter.

The Student Store
The student store is a popular fund-raising mechanism at secondary schools. A student
store is usually operated by students and sells items that students use during the school
day, such as pencils, paper, binders, limited snacks and beverages that meet state
nutritional standards, and items that have the school logo such as hats, scarves and
sweatshirts. Student stores raise money for the student organizations and provide a
valuable service for students.
ASB Store Operations
The student store is usually operated as a fund-raising event for the entire student body.
For this reason, the student council usually sponsors and operates the store, though a
group of clubs may also operate the student store. Guidelines and procedures will need to
be developed regarding how revenues from the store are allocated, budgeted and spent.
These decisions should be documented in meeting minutes and in the ASB’s internal
procedures at each school where stores are operated.
Student stores may operate only a few hours, a few days, or every day, all day long. This
is decided jointly at each school site by the student organization, faculty advisor and
school administration. The student store augments the ASB organization and should
operate only inasmuch as it enhances the students’ educational experience. Because of
the unique objective of a student store, considerations must extend beyond profit per
square foot. Conflicts with class schedules, operational challenges, and appropriate focus
of school administrative staff are all considerations that may point toward a smaller and
more efficient student store operation rather than a larger one.
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The Student Store (continued)
Food Sales
Because of the laws and restrictions related to the sale of food and beverages at K-12
school sites, the ASB advisor and the students should always seek counsel from the
district’s food service program director to determine which food and beverage items can
be sold in the student store. This will ensure compliance with state regulatory code and
with the district’s goals related to student nutrition.
Food and beverage sales cannot compete with the school lunch program. California
Administrative Code section 15501 authorizes only one student organization at middle
and high schools to sell food and drink items daily. The code must be followed, so if
these types of items are sold daily in the student store, that constitutes the one student
organization authorized by the code. The district’s food service program can help ensure
an understanding of and compliance with all district, state and federal regulations.
Clothing Sales
Non-mandated clothes for physical education classes are often sold in student stores. This
is a convenient place for such sales because it removes the need for a cash box, tracking
procedures and inventory security at other locations on the school site. Most organized
ASBs will also sell other clothing items with the school name or mascot on them. This
are also appropriate sale items for the student store.
Regarding gym or physical education clothes, Education Code section 49066 states, “No
grade of a pupil participating in a physical education class may be adversely affected due
to the fact that the pupil does not wear standardized physical education apparel where the
failure to wear such apparel arises from circumstances beyond the control of the pupil,”
such as lack of sufficient funds. The school district may require students to purchase their
own gym clothes of a district-specified design and color so long as they are of a type sold
for general wear outside of school and can be purchased anywhere, not just the student
store or the district. Once the required gym uniforms become specialized in terms of
logos, school name or other similar characteristics not found on clothing for general use
outside of school, they are considered school supplies and the district must provide the
uniforms free of charge. Therefore, if physical education clothes with the school mascot
and name on them are sold, their purchase cannot be mandated.
School Supplies
Student stores can sell school supplies such as pencils, pens, folders and other items.
However, no item carried in the store can be mandatory for students because this would
constitute a fee for public education, which is not allowed by law.
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The Student Store (continued)
Event Sales
Events such as yearbook sales and payments for senior trips, school dances and similar
items can all be carried out through the student store. The internal controls for the store
must allow proper tracking and accounting of these types of sales. Once the controls are
established, having the store carry out the sales can greatly simplify the administrative
burden these events can create.

Sound Business Practices for Student Stores
Although a student store is more complex and usually has many more transactions than
most of the fundraising events held by students, transactions should be recorded in ASB
accounts just like other fund-raisers. The accounting methods, internal controls and rules
used for other transactions and fund-raisers should be followed for the store, including
the requirement of prior student council approval for all purchases. Responsible
administrative staff should review these methods, internal controls and rules at least once
a year to ensure that they are adequate.
Like any privately owned store, student store operations are susceptible to theft. The
following good business practices for internal controls apply specifically to a student
store and can help reduce the risk of theft:
Location and Security
The site administrator should provide a space for the student store with a layout that
prevents theft, damage or other loss of items for sale and items used to support the store’s
operations. Items should be secured during the school day and on evenings, weekends
and holidays when the student store is closed. This should apply to both inventory and
cash receipts.
Stock and Pricing Policies
The ASB advisor and ASB bookkeeper will need to work with the students to maintain a
detailed record of all items purchased for the student store.
The ASB advisor should also work with students to determine what types of items to
purchase for the store and an appropriate sales price for each item. Past sales should be
evaluated each year to determine any changes in pricing or in items stocked. This is an
opportunity for students to learn about retail operations.
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Sound Business Practices for Student Stores (continued)
Cash Handling
Unless the volume of the store is very low, it is a good idea to purchase and use a cash
register. As sales are made each day, the students should maintain a record of the number
and types of items sold and the amount of cash received. Some cash registers have a
feature that tracks the types of items sold and the cash collected. If there is no cash
register, or if the cash register does not have this tracking feature, the students will need a
manual tally sheet or ticket control of the items sold throughout the day. The Student
Store Daily Sales Form at the end of this chapter can facilitate daily reconciliation of
items sold with cash collected.
As items are sold, the student records the sale on the Student Store Daily Sales Form. At
the end of the day, the marks are totaled and multiplied by the sale price of each item.
The total value of all sales is then compared to the cash collected. The ASB advisor and
the students should immediately determine the reason for any significant differences
reported on the Student Store Daily Sales Form.
Procedures should be established for daily reconciliation of cash registers/cash box
collections and total sales receipts. Scheduled deposits should be made and nightly
security established for all cash on hand. A cash count form and register tapes should
accompany all deposits.
Inventory Count and Management
At least once a month, students should take a physical inventory of all items in the
student store and compare the physical number remaining to the calculated number
remaining. The Student Store Daily Inventory Form at the end of this chapter is designed
for this task.
Two students should count the inventory and record their counts on separate inventory
forms. The students should then compare the two counts and recount any that do not
agree.
After the count is complete, the students should compute the amount remaining in
inventory using the Student Store Monthly Inventory Calculation form. This form is used
to compare the monthly physical inventory of goods to the number of items that should
be in the store based on the recorded daily sales and receipts.
The students and the ASB advisor should investigate any significant differences noted on
this form. The ASB advisor and the site administrator should seek the assistance and
counsel of the district’s business office if they cannot determine and correct the cause of
discrepancies in student store inventory.
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Sales and Use Tax
Although school districts are exempt from federal and state income taxes, they must pay
California sales tax on gross sales. ASB organizations are exempt from collecting sales
tax when the sales are irregular or intermittent, such as sales at football games or annual
rummage sales. Because student store sales are neither irregular nor intermittent, they are
taxable.
Sales tax is normally paid when goods are purchased at retail, so when the goods are
resold, sales tax is due on the difference between the purchase price and the price at
resale.
The district’s business office files a sales tax return periodically for the sales tax it has
collected. It is most efficient for the district to include on the same return any sales tax
due on student store sales. The district’s business office staff should obtain the necessary
information from the student store sales and report the sales tax when it is due. This also
ensures greater accuracy when preparing the sales tax form.
Use tax must be paid on items purchased from a retailer but for which sales tax was not
paid at the time of purchase. This usually occurs when goods are purchased from out-ofstate vendors. Just as the district’s business office files a periodic sales tax return, it also
files a use tax return. It is most efficient to include the student store’s information on the
use tax return.
Additional information about both sales and use taxes can be found on the State Board of
Equalization Website at www.boe.ca.gov.
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SAMPLE
(Name of School)
(Name of Club)

Tally Sheet
Fiscal Year: _______________
Fund-raiser ___________________________________________
Date of Fund-raiser _____________________________________
(A) Item Sold

(B) Tally Marks

(C) Total Tally Marks

(D)Sales Price

(E) Extended Total

$

$

$

$

$

$

$

$

$

$

(F) Grand Total

$

(G) Cash Receipts

$

(H) Difference

$

(A) Description of each item being sold
(B) Tally marks made, one mark for each item sold
(C) Number of tally marks for that item
(D) Individual item sales price
(E) Total of (C) multiplied by (D)
(F) Grand total—sum of all extended values in (E)
(G) Cash receipts—cash count of total cash from sales, less any start up cash
(H) Difference—if (F) does not equal (G), this is the difference between the two
Do not “force” the balance on this sheet. If there is an out of balance, it should be researched and resolved.

Report prepared by:
Signature, Title and Date

Club Advisor:
Signature, Title and Date

Site Administrator or Designee:
Signature, Title and Date

Presented to ASB on:
Signature, Title and Date
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SAMPLE
(Name of School)
(Name of Club)

Fund-Raising Event Profit Form
Fiscal Year: _______________
(This form is to be completed in a two-step process: estimates prior to the event; actuals and differences
after the event)
1. Prepare the estimated sales, cost of sales and net profit. Sign and submit back copy to site secretary or
finance clerk.
2. After the event, complete the actual sales and differences. Sign, have reviewer sign, and submit one copy
to the business office (lead accountant) and keep one copy for your study body records.

Student Club:

Name of Event:

Student Advisor:

Date of Event:

Part I: Revenue
Estimated Sales
Revenues

Number

Unit Price

Actual Sales
Total
(# x price)

Number

Unit Price

Difference
Total
(# x price)

Units

Dollars

No. of Tickets Sold
No. of Items Sold
Other Revenues:
Advertising
(describe)
(describe)
(describe)
Total all revenue
Lost Items:
Given Away
Lost
Stolen
Damaged/Returned
Remaining/Unsold
Total all losses
Total Revenue
(Revenues-losses)
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SAMPLE
Part II: Expenses
Estimated Cost of Sales
Expenses

Number

Unit Price

Actual Cost of Sales

Total
(# x price)

Number

Unit Price

Total
(# x price)

Difference
Units

Dollars

Cost of Items
Cost of Items
Other Expenses:
Supplies
Advertising
Custodial OT
Fees
Equipment
(describe)
(describe)
(describe)
Total all expenses

Part II: Actual Net Profit for this Activity _________________________________
Net Profit is the difference between Total Revenues and Total Expenses.

Report Prepared by

Date
(Name, Title)

Report Reviewed by Advisor

Date
(Name, Title)

Report Reviewed by Site Administrator

Date
(Name, Title)

Presented to ASB on
(Date)
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SAMPLE
(Name of School)
(Name of Club)

Report of Ticket Sales
Fiscal Year: _______________
Fund-raiser:
Date of fund-raiser:
Person(s) selling tickets:

Signature of person(s) selling tickets
Note: This form was designed for one ticket color. If more are used with different prices, use additional
Report of Ticket Sales sheets and summarize all sheets at the bottom.

Report prepared by:
Signature, Title and Date
Club Advisor:
Signature, Title and Date
Verified by Bookkeeper:
Signature, Title and Date
Site Administrator or Designee
Signature, Title and Date
Presented to ASB on:
Signature, Title and Date
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SAMPLE
(Name of School)
(Name of Club)

Dance Ticket Tally Form
Fiscal Year: _______________
Dance Ticket Sales
As payment is received by another party and each student enters through the door, please mark each
payment as a tick mark, and count by fives.

Date:

Location:

Preparer:

$3 Tickets
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SAMPLE
$3 Tickets

$5 Tickets

Totals:

Total Collections Should be:

x $3 =

Less:

+

x $5 =

=

Amount collected at the door:

Difference (short/over):
Report prepared by:
Signature, Title and Date
Club Advisor:
Signature, Title and Date
Site Administrator or Designee
Signature, Title and Date
Presented to ASB on:
Signature, Title and Date
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SAMPLE
(Name of School)
(Name of Club)

Ticket Inventory
Fiscal Year: _______________
Fund-raiser:
Date of fund-raiser:
Color of ticket roll:

Date

Numbering:

Event

to:
Beginning
Number

Ending
Number

Number of
Tickets Sold

A separate ticket inventory control log must be used for each ticket roll. Use multiple sheets until the entire
ticket roll is consumed.
Report prepared by:
Signature, Title and Date
Club Advisor:
Signature, Title and Date
Site Administrator or Designee
Signature, Title and Date
Presented to ASB on:
Signature, Title and Date
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SAMPLE
(Name of School)
(Name of Club)

Receipt Book Log
Fiscal Year: _______________
Name of person completing form:
Date completing this form:

Receipt Book
Number

Receipt
Number
Sequence

Issued To

Date Issued

Date
Returned

Receipts
Used

For each approved ASB activity that will issue receipts as their internal control measure, the receipt book
should be controlled by the ASB bookkeeper or other designee and signed out prior to the event through the
use of this control log. When the event is over, the unused portions of all receipt books issued are to be
returned and this control log completed.
Report prepared by:
Signature, Title and Date
Club Advisor:
Signature, Title and Date
Site Administrator or Designee:
Signature, Title and Date
Presented to ASB on:
Signature, Title and Date
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SAMPLE

ASB Cash Count Form
_______________________________________
Name of School
_______________________________________
Name of Club
_______________________________________
Fiscal Year
Name of person completing form:
Date completing this form:
(A)
Denominations
Pennies
Nickels
Dimes
Quarters
Half dollars
Dollar coins
Dollar bills
Five dollar bills
Ten dollar bills
Twenty dollar bills

__________________________________________
__________________________________________

(B)
Number of Bills or
Coins

(A times B)
Total Amount
Collected

.01
.05
.10
.25
.50
1.00
1.00
5.00
10.00
20.00

Totals
From
Receipts
Adding
Machine
Tape
Total amount of all cash

$

(D)

Total amount of all checks

$

(E)

Total amount of all cash
and checks

$

Total Cash
Receipts
Total
Check
Receipts

ASB
Bookkeeper

Note
Confirm that total "cash & coin" receipts equals total amount of all cash.
Confirm that all check receipts agree to attached receipts.
Confirm that all check payees individually agree to attached receipts
Confirm that all receipt numbers are sequential, with none missing.
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SAMPLE
Report prepared by: ________________________________________________________________
Signature, Title and Date

Signature of person counting the cash: __________________________________________________
Signature and Date

Signature of person counting the cash: __________________________________________________
Signature and Date

Verified by ASB Bookkeeper: ________________________________________________________
Signature, Title and Date

Club Advisor: _____________________________________________________________________
Signature and Date

Principal or designee: _______________________________________________________________
Signature, Title and Date

Presented to ASB on: _______________________________________________________________
Date

Supporting documentation:
(Must be included when this form is turned in)
Cash register:
Report of ticket sales form
Unused tickets returned
Prenumbered receipt books:
Cash register tape
Copy of each receipt issued
Tally Sheet:
Copy of each receipt issued
All receipt books returned
All receipt books accounted for
Completed tally sheet/sheets

ASB Accounting Guide

Nigro & Nigro, PC
3.25

SAMPLE
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SAMPLE
(Name of School)
(Name of Club)

Summary Recap - ASB Deposit
Fiscal Year: _______________

Date Funds
Received

Received from Advisor/
Teacher

Receipt
Number

Deposit for
(Identify Club
or Activity)

Amount
Received

Total Deposit

Report prepared by:
Signature, Title and Date
Club Advisor:
Signature, Title and Date
Verified by ASB bookkeeper:
Signature, Title and Date
Site Administrator or Designee:
Signature, Title and Date
Presented to ASB on:
Signature, Title and Date
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SAMPLE
(Name of School)
(Name of Club)

Student Store Daily Sales Form
Fiscal Year: _______________
Item:
Number Sold
Unit Price
Total Dollar Value of
Units Sold
Item:
Number Sold
Unit Price
Total Dollar Value of
Units Sold
Item:
Number Sold
Unit Price
Total Dollar Value of
Units Sold
Item:
Number Sold
Unit Price
Total Dollar Value of
Units Sold

Reconciliation of daily sales to the cash collections:
Total dollar value of units sold:__________________________
Total cash collected: __________________________
Difference: ________________________
Sales log prepared by: ____________________________________ Date: ______________
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SAMPLE
(Name of School)
(Name of Club)

Student Store Daily Inventory Log
Fiscal Year: _______________
Item:
Total Number
Counted
Item:
Total Number
Counted
Item:
Total Number
Counted
Item:
Total Number
Counted
Item:
Total Number
Counted
Item:
Total Number
Counted
Item:
Total Number
Counted
Item:
Total Number
Counted

Inventory prepared by:______________________________ Date: ___________________
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SAMPLE

(Name of School)
(Name of Club)

Student Store Daily Monthly Inventory Calculation
Fiscal Year: _______________
Inventory for the month of _____________________
Item: (e.g. pencil, paper, etc.)
Inventory Count from
Last Month
Items Added During the
Month

A

B
C
D
E
F
Total (A+B+C+D+E+F)

G

Less Total of Items Sold

H

(From Daily Sales
Forms)
Difference (G minus H)

I

Inventory Count

J

(From Student Store
Inventory)
Difference (I minus J)

K

Inventory prepared by: ____________________________________________________________
Date: ___________________
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SAMPLE
(Name of School)
(Name of Club)

Student Store Sales and Inventory Reconciliation Worksheet
Fiscal Year: _______________

Beginning inventory at sales value
Plus: Purchases made during period at sales value
(For example: Your purchased 20 drinks at varying
Prices from Costco; however, you sell them all for $1.
Your addition to inventory would be $20.)
Purchase values (maintain records for review including
Purchase invoice and item pricing):
Less: Deposits made during the period from sales:
Plus: Sales taxes included in deposits from sales:
Less: Documented surplus, destroyed, stolen, etc.
inventory at sales value (maintain detailed records):
Equals: Inventory sales value to account for at end of period:
Physical count of inventory on hand at sales value:
Difference:
Notations regarding difference:

Inventory prepared by: ______________________________________
Date: ____________________________________
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Section IV:
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Section IV

Let's Go Shopping

Student Body Expenditures
The funds raised by the student body are to be spent for the students, by the students, not
as the teachers, administrators or advisors want. The money of the ASB, including clubs,
trust accounts and scholarships, belongs to the students. All expenditures should be made
in accordance with an established system that includes sound internal control procedures,
good accounting practices and conforms to the regulations of the governing board (Ed.
Code Section 48933).
Approval
All expenditures must have the approval in writing of the following three persons: an
employee or official of the school district designated by the governing board (usually the
principal), the certificated employee who is the designated advisor and a representative of
the student body (Ed. Code Section 48933(b)).
Additionally all expenditures made by the student body must be approved by the student
council and so noted in the minutes of the meeting. The checks can be written before the
meeting and a copy of the check register attached to the minutes. The checks must not be
mailed or distributed until after the meeting. The bookkeeper or ASB clerk should keep a
copy of the minutes as proof of approval.
Purchase of Merchandise
Requisitions must be submitted for prior approval of purchases of merchandise or
services. Purchase orders must be issued for purchases approved by the student council.
Thus, a student body is not obligated to pay for an expenditure ordered by a teacher,
student, or other person who has not first received a written purchase order from the
person responsible. These orders must be pre-numbered and printed in multiple copies
for the following uses:
1.
2.
3.
4.
5.

Copy for vendor
Copy for attachment to invoice
Copy for numerical file (Include any voided orders.)
Copy for person initiating request
Copy for alphabetical file (by vendor)

Other matters to be kept in mind when merchandise is purchased are the following:
1.
2.
3.
4.
5.

Payment must be made only after evidence of receipt of the merchandise.
Expenditures must be supported by invoices or other acceptable documentation.
Disbursements must be made with pre-numbered checks.
Two signatures must be required on checks.
All proper bills must be submitted for payment promptly after their receipt.
Invoices should be cancelled by marking them with date paid, check number and
amount paid.

ASB Accounting Guide

Nigro & Nigro, PC
4.1

Section IV

Let's Go Shopping

Purchase to Disbursement – The Process
1.

2.
3.
4.
5.

Complete a Purchase Order/Requisition Form
Note: In a larger system involving many Purchases, a separate Requisition
form should be completed prior to generating a Purchase Order.
Enter information on Purchase Order Log.
Place Purchase Order in a “PO’s for Approval” folder to be taken to ASB
meeting for approval.
Purchase Orders are approved at ASB meeting.
Complete a Check Request Form - three (3) signatures required prior to
writing a check (a sample which follows).
Required Backup Documentation
Proof of goods/services received.
 What has been received
 By whom
 Date received
 Invoice (bill/sales receipt)

6.
7.

Check Generated-two approved signatures are required.
Approval of invoices at ASB meeting – required.

Checks
All checks must be pre-numbered and voided checks retained. Two signatures should be
required on all checks. Usually those authorized to sign are listed in board policy and/or
the Student Body’s constitution by-laws. Checks should never be written to “Cash” or
issued without a name or an amount (blank check). The ASB bookkeeper should not be
an authorized check signor.

Backup
All student body expenditures should have appropriate back-up before they are paid.
This backup should also be retained and filed in an orderly manner for use during the
annual audit. Appropriate backup would include an invoice or other receipt showing the
amount due, date and vendor. Payment should not be made from a statement or a
faxed/photocopied invoice, otherwise there is a risk of making duplicate payments.
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Section IV

Let's Go Shopping

Backup (continued)
Persons receiving merchandise should verify that the quantity that was received is the
same as listed on the invoice and then sign the invoice as received. Once the check is
written, the invoice or other back-up should be marked “PAID” and the date and check
number of payment noted on the invoice. If no invoice or receipt is available, a check
request form (example on following page) should be used so that there is some form of
backup in the files. This form should not be used as the normal routine, but as the
exception.
Any contractor paid by the Associated Student Body must have a W-9 forwarded to the
District Office. A calendar year recap of funds paid must be sent to the District Office
for possible IRS 1099 reporting. All employees paid by the Associated Student Body
Fund for services rendered must be paid through the District’s payroll system. The
District will bill the Associated Student Body for all salaries paid, including benefits.
More detail regarding those procedures is in Section 5.
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Section IV

Let's Go Shopping

To Complete the Check Request Form:








Enter the date and amount of the request.
Enter the name of the person requesting the check.
Enter to whom the check is to be made out.
Enter the purpose of the Expenditure.
List the Account to be charged.
Obtain the proper signatures.
Forward approved request with a copy of the minutes to
the Associated Student Body Bookkeeper.
CHECK REQUEST FORM
(To Be Used Only When No Invoice or Receipt Is Available)

DATE________________

AMOUNT $_____________

Name of Person Requesting Check_____________________________________________

Purpose of Expenditure______________________________________________________

Account to be Charged_______________________________________________________

Signature of Advisor

Signature of ASB Rep

Signature of District Rep

FOR USE BY ASB CLERK ONLY
DATE OF PAYMENT__________DATE OF MINUTES__________CHECK #__________
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Section IV

Let's Go Shopping

Allowable and Questionable Expenses
Anything that is purchased must be in compliance with the law and local board policy,
and cannot be considered a gift of public funds. Within these broad limits, however, ASB
organizations have tremendous flexibility and discretion in how they may use their funds.
The site administrator and ASB advisors are responsible for ensuring that the funds are
used to purchase goods and services that promote the students’ general welfare, morale
and educational experiences. In general, ASB expenses that meet these criteria are
allowable if they are directly linked to the students’ benefit. With few exceptions, ASB
expenditures will benefit a group of students rather than individuals. The expenditures
must also be for goods and services other than those which the school entity should
provide from its own funding sources. Thus if the expenditure is the district’s
responsibility, or the district has paid for the expenditure in the past, or the ASB is being
asked to pay for the item or service because of district budget cuts, it is probably not an
allowable ASB expenditure.
In high schools, middle schools and community colleges, the students are involved in
deciding how the ASB funds are spent. This helps ensure that the interests of the students
are protected. In elementary schools, the students are often not involved in the decisionmaking and operations. Regardless of the school type, the site administrator or designee
is responsible for protecting the interests of the students and ensuring that the funds are
spent for their benefit.
Questions often come up about whether an item is an appropriate use of ASB funds. In
these instances, the site administrator or the ASB advisor should contact the appropriate
staff in the business office for guidance.
Questions often arise about the giving of gifts, which has a personal as opposed to public
character. Contrary to what often occurs in the field, gifts are not allowable, even if the
amount is small. Gift certificates are ordinarily characterized as gifts of public funds even
when purchased for an event with a public purpose, because they confer a tangible
private benefit on an individual. To avoid making a gift of public funds with gift
certificates, ask merchants or individuals to donate gift certificates. While some school
administrators may feel that the school site or district benefits from positive relationships
established by sending gifts to students, parents, board members or others, the real public
relations value is of primary benefit to the respective individual leaders involved, not to
the school entity itself as an institution. If students want to give gifts, use private funds,
not public funds.
Discussions regarding gifts often conclude that trivial or insignificant gifts are acceptable.
However, given modern governmental accounting practices and regulations, conflict of
interest law and criminal law, our recommendation is that expenditures of public funds or
use of public funds in any amount can never be considered trivial or insignificant. The
law clearly regards the misappropriation of public funds as a criminal act, with no
minimum monetary limit specified, so it is best to avoid gifts of any amount.
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Section IV

Let's Go Shopping

Allowable and Questionable Expenses (continued)
Donations
Donations to nonprofit organizations and students or families in need usually are not
allowable because they are considered a gift of public funds, no matter how worthy the
cause. ASB funds are legally considered public funds because they are raised through the
district’s tax identification number and under its nontaxable status. In general, fundraising that occurs on campus should be for the benefit of the ASB and not for other
organizations. However, a student group may organize a fund-raiser to support a charity
as long as the event is clearly identified as raising funds to donate to that charity. All
donations should be in the form of checks made payable to the charity and should be
picked up or delivered directly to the charity. If it is not possible to have the checks made
directly to the outside organization, open a trust account within the ASB specifically for
these donations, then write a check to the organization and close the account when the
fund-raiser is over.
Another viable option is to work with a parent group that has its own tax identification
number and sufficient internal controls and ask them to run the fund-raiser.
Many schools, especially elementary schools, like to hold what is often called a penny
drive, during which students put collected pennies or other coins in jars and the money is
then given to a designated charity. These are allowable but should be limited in their
frequency. In addition, it is best if the coins are not deposited directly into the ASB
account. Rather, ask the bank to count and issue the money directly to the charity, or use
a coin counting machine.
Under no circumstance should student groups donate funds to an individual needy student
or use school equipment for a charity fund-raising drive. Those donations are not taxdeductible unless a legal foundation has been established for that family.
The issue of a gift of public funds arises when a check is written from ASB and given or
donated to another organization.
Employee Appreciation Meals
A 1978 legal opinion issued by the California attorney general concluded that a
governing board is not authorized by Education Code section 44032 to provide for the
reimbursement to its employees for the cost of meals purchased for community leaders,
including public officials, regardless of whether such acts are deemed to be in the best
interest of the school district. The Attorney General concluded that the foregoing
expenditures were not “actual and necessary” expenses within the meaning of Education
Code section 44032 and thus could not be reimbursed. Absent special circumstance, it is
unlikely that a court would conclude that an expenditure for employee appreciation
meals, which do not qualify as awards, would serve a direct and/or substantial public
purpose.
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Section IV

Let's Go Shopping

Allowable and Questionable Expenses (continued)
Employee Clothing/Attire
There is no specific statute or case authorizing the expenditure of public funds for items
such as employee jackets, sweatshirts or T-shirts, because these items benefit an
individual and could be considered a gift of public funds. The only possible exceptions
might arise when the clothing or equipment is necessary or required for the employee
(e.g. athletic coach, club advisor) to perform his or her duties in that capacity, or where
the clothing or equipment is properly given as an award under Education Code section
44015.
Indirect Charges
The question sometimes arises concerning whether it is allowable to charge ASB funds
an indirect cost rate, just as the district is able to charge to local, state and federal
programs in district funds. Although it is allowable to charge the ASB an indirect charge,
this should be discussed with the schools so that they can plan for that expenditure and
understand what that charge pays for. Ensure that the board policy regarding ASB
includes this information.

Good Business Practices
Because the distinction between allowable and prohibited expenses can be confusing,
what guidelines or practices should an ASB consider? As with many business situations,
the use of common sense is important and probably one of the first guides to consider.
The ASB can also ask the rhetorical question, “If this situation were to be published on
the front page of the local newspaper, would the same action still be recommended?”
Questions to ask when deciding whether or not an expense would be allowable include
the following:


Will the expenditure be used to promote the general welfare, morale and
educational experience of the students?
 Have the students agreed to the expenditure prior to it occurring?
 Is this expenditure a responsibility of the district?
 Has the ASB or the district paid for this in the past?
 Is the ASB being asked to pay for this because the district is making a budget cut?
 Is this something the district should provide, or is it really an “extra” that the
students want?
 Who will be using the item?
 Will a group of students benefit?
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Section IV

Let's Go Shopping

Good Business Practices (continued)
Here is more specific advice on recommended good business practices.
The district should:


Establish board policy or administrative regulations with guidelines regarding
allowable and prohibited expenses.
 Establish board policy or administrative regulations regarding procedures to
follow if questionable expenditures arise.
 Conduct regular reviews and updates of governing board policies and
administrative regulations on this and all ASB matters.
 Include a statement in the ASB constitution setting parameters for determining the
appropriateness of expenditures.
 Assign an employee position in the district’s business office to provide assistance
when questions arise.
 Provide annual training on expenditure guidelines, sponsored by the business
office, for all staff members and students with ASB management responsibilities.
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Let's Go Shopping

SAMPLE P.O. REQUISITION FORM
To expend ASB funds, advisor shall submit a P.O. Requisition form. This request must include the
following:
Description of the item
Quantity desired
Actual or approximate cost
Purpose for which item is to be used
Approval for the purchase
Routing:
Club completes form, sends to Activities Office
Administrator signature obtained
Original and pink copy of form is sent back to club. Unless indicated otherwise, club must mail
or phone in order.

Confirmation by telephone
Confirmation - Received

DATE

Sample High School
ASSOCIATED STUDENT BODY
P.O. REQUISITION

_____________________

CLUB NAME_________________________

Ship/Bill to: Sample High School
123 Main Street
Anywhere, CA 90000
Attention: Activities Office

QUANTITY

REQUISITION
No.
2862

Vendor:____________________________
Address____________________________
____________________________
____________________________

COSTS

DESCRIPTION

TOTAL
Advisor____________________ Club Treasurer_____________________
Administrator_______________ ASB Officer________________________

Original: Vendor
Canary: Files
Pink: Originator
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Section V

This is the Law

Sales Tax
Under the provisions of the California Sales and Use Tax Law, student body
organizations are required to pay sales tax for selling tangible personal property at retail.
If no tax is paid when the goods are purchased by the student body, then they are required
to pay sales tax on the gross sales price of the items sold. If goods are purchased at retail
and sales tax is paid at that time, then the student body is required to pay sales tax on the
difference between the purchase price and the selling price. Sales tax is paid on the profit
made on each item. These goods are usually those purchased for the student store.
Student bodies are exempt from paying taxes on items sold on an irregular or intermittent
basis (fund raisers).
Sales tax laws change each year. It is important that current laws are known by the
student body. The district’s audit firm can assist the student body with the current law.
The student body should work closely with the district business office on the payment of
any tax due.

Other Taxes
Student bodies do not pay any other taxes. In particular, they do not pay payroll taxes
since employees must be paid by the district. The district is considered the employer in
all cases. The student body must reimburse the district for employees paid by the district
on behalf of the student body.

Independent Contractors
When services are performed for the Student Body by a non-district employee, the
amount paid each calendar year (January to December) must be reported to the Internal
Revenue Service. IRS Form 1099, Amounts Paid to An Independent Contractor, is used
for this purpose. This form MUST be filed district wide by the district office since the
ASB is not a separate entity. Each Independent Contractor should complete a form W-9
and the district should keep this form on file. There are severe penalties for not reporting
the information to the IRS and less severe penalties for reporting incorrect information.
The IRS provides a description of an Independent contractor and the district office can
help in identifying those services that should be reported.
Independent contractors hired by ASB's typically include:
1. DJ's
2. Officials for athletic events
3. Speakers for assemblies
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Section V

This is the Law

Determining Independent Contractor Status
Here are the 20 questions the IRS will use to determine if workers are employees or true
independent contractors. The IRS considers any “yes” answer to be evidence of an
employer/employee relationship.
1.

Do you provide the worker with instructions as to when, where and how work is
performed?

2.

Did you train the worker in order to have the job performed correctly?

3.

Are the worker’s services a vital part of your operations?

4.

Is the person prevented from delegating work to others?

5.

Is the worker prohibited from hiring, supervising and paying assistants?

6.

Does the worker perform services for you on a regular and continuous basis?

7.

Do you set the hours of service for the worker?

8.

Does the person work full time?

9.

Does the worker perform duties on your premises?

10.

Do you control the order and sequence of the work performed?

11.

Do you require workers to submit oral or written reports?

12.

Do you pay the worker by the hour, week, or month?

13.

Do you pay for the worker’s business and travel expenses?

14.

Do you furnish tools or equipment for the worker?

15.

Does the worker lack a “significant investment” in tools, equipment and facilities?

16.

Is the worker insulated from suffering a loss as a result of the activities performed?

17.

Does the worker perform services solely for you?

18.

Does the worker not make services available to the general public?

19.

Do you have the right to discharge the worker at will?

20.

Can the worker end the relationship without incurring any liability?
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This is the Law

Independent Contractors and Employees
Payment to Contractors
Associated Student Body organizations are not authorized to hire employees. Payments
made by the Associated Student Body for various services such as officiating at sporting
events, security, and supervision, are payments to contractors. The amounts paid are
taxable and must be reported to the federal and state agencies for any individual who
exceeds $600.00 in income during the calendar year.
A record on each individual must be maintained, recording every payment for the
calendar year. It will be necessary to obtain a social security number before engaging
any person to perform ASB services. Further, no check should be written to any
individual without first obtaining his/her social security number. Form W-9 is used to
obtain the contractor’s social security number.
Cash payments shall not be made to individuals. The amount paid to each non-corporate
vendor must be compiled and sent to the District Accounting Office. The District will
prepare the 1099’s.
Payment to District Employees
Employees that provide services to the ASB within an existing job classification (such as
campus supervisors providing security at extra curricular functions) cannot be paid
directly by the Associated Student Body.
Any payments to the District employees must be processed through the District payroll
department and all compensation should be as provided for in the applicable collective
bargaining agreement.
The following is a sample that may be used to compensate District employees for
services provided to Associated Student Bodies.
1.

The Student Council must pre-approve the activity and estimated salary expense
for District employees that provide services for the Associated Student Body or
trust accounts.

2.

Upon completion of the activity, the employee completes an Authorization for
Classified Personnel Extra Time or Overtime form.

3.

The “Authorization for Classified Personnel Extra Time or Overtime” form is
approved by the Principal.
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Independent Contractors and Employees (continued)
Payment to District Employees (continued)
4.

The Authorization for Classified Personnel Extra Time or Overtime form is
forwarded to the Payroll Department with a copy of the Student Council Minutes
approving the activity.

5.

The employee is paid by the payroll department in accordance with the collective
bargaining agreement.

6.

District Office accounts receivable department bills the Associated Student Body
for salary and fixed charges.

7.

Student Council approves actual expense including payee, amount and purpose.

8.

The Associated Student Body processes payment to reimburse the District.

9.

District abates salary and fixed charges accounts.

Payment to Students
It is not appropriate to compensate students for services provided to the Associated
Student Body or the clubs.

California Reporting
Beginning on January 1, 2001, agencies must report to the Employment Development
Department (EDD) within 20 days of either
1)
2)

Making payments to an independent contractor totaling $600 or more, OR
Entering into a contract for $600 or more in a calendar year; whichever is
earlier
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Equipment and Contracts
EQUIPMENT
Before equipment is purchased with student body funds, the purchase must be approved
by the governing board. Equipment examples are machines, furniture, vehicles and
furnishings that are not an integral part of a building.
It is recommended that a student body formally donate any equipment purchased with
student body funds to the district. However, the student body is not required to make this
donation. Procedures to be followed in either case are as follows:
Equipment Formally Donated: The school district governing board, at its discretion,
formally accepts the gift from the student body organization. Board policy should be
established concerning these donations; i.e., who can use, who pays for repairs, etc.
Equipment Not Donated – The student body organization is responsible for purchased
equipment, including repairs, upkeep and insurance. In this situation the student body
must also (1) set up appropriate accounts for fixed assets in the accounting system; (2)
maintain an inventory record for each item of equipment; and (3) take a physical
inventory of all equipment at the end of each year to determine that all equipment
purchased is on hand.
EQUIPMENT USED FOR INCOME
The student body must be responsible for and must pay for all costs, such as repairs,
maintenance, upkeep and insurance. Such costs paid by the school district must be
reimbursed by the organization.
CONTRACTS
Serious legal questions arise when a student body organization enters into a contract.
The principal question is whether a student body organization composed of minors is a
competent party. Another question concerns the personal liability of an adult who
becomes involved with the contract. It is recommended that the approval of the district’s
business manager and the recommendation of a school official must be required for all
contracts. Contracts extending beyond the fiscal year must generally be limited.
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Raffles
One popular type of fund-raising activity is a raffle. Conducting a raffle by a student
body organization is illegal in California, under the California Penal Code. Raffles
conducted by non-student organizations are heavily regulated as well.
A raffle is considered illegal for ASBs because it is considered a “game of chance”. This
is why bingo and other types of fund-raising games may be considered illegal. If
someone pays money and receives nothing of value in return (a “chance” to win a prize
does not have value), it will be considered a “game of chance”.
If an activity is conducted in such a fashion that people “donate” money for a raffle
ticket, then the raffle may be legal. This would require, however, that tickets be clearly
printed – “Donation”, and that any person requesting a raffle ticket for free would have to
be given one.

Sale of Food Items
The school district governing board may, by resolution, authorize student organizations
to sell food. The resolution must state that no food items prepared on the premises are
sold by the student organization during the school day (ED CODE 48931). The
California Administrative Code, Title 5, Education has further restrictions as follows:
15500. FOOD SALES IN ELEMENTARY SCHOOLS
(a)

Except as provided in subsection (b) and Section 15501, no school providing
kindergarten or any of grades one through eight shall permit the sale of food by
pupil organizations if such school is participating in the National School Lunch,
School Breakfast or Food Distribution program.

(b)

The governing board of a school district or a county superintendent of schools
may permit a student organization to sell not more than one food item per sale
when all of the following conditions are met:
1)

The Specific nutritious food item is approved by the governing board.

2)

The food sales do not begin until after the close of the regularly scheduled
midday food service period.

3)

The sales during the regular school day are not of food items prepared on
the premises.
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Sale of Food Items (continued)
15500. FOOD SALES IN ELEMENTARY SCHOOLS (continued)
4)

There are no more than four such sales per year per school.

5)

The food item sold is not a dessert type food, such as pastry, ice cream or
fruit.

6)

The food item sold is not one sold in the food service program at that
school during that school day.

15501. SALES IN HIGH SCHOOLS AND JUNIOR HIGH SCHOOLS
The governing board of any district or a county superintendent of schools maintaining a
high school or a junior high school may permit an organization consisting solely of pupil
of such school to sell food items during or after the regular school day if the following
conditions are met:
(a)

The specific nutritious food item is approved by the governing board.

(b)

A student organization, or organizations, may be approved to sell food at any time
during the school day, including the regularly scheduled food service period(s), as
provided in (1) and/or (2):
1)

2)

Only one such organization each school day selling no more than three
types of food or beverage items such as confections, popcorn, nuts, fruit or
soft drinks; and/or
Any one or more student organizations may conduct no more than four
food sales of any food items during a school year in each school, but such
sales shall be held on the same four days for any or all organizations.

(c)

The sales during the regular school day are not of food prepared on the premises.

(d)

The food items sold during the regular school day are not those sold by the district
in the food service program at that school during that school day.

Fund raising activities other than the selling of food items will by-pass these difficult
restrictions. When food items are to be sold, working very closely with the Food
Service Department will be beneficial.
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Laws Regarding Food Sales to Students
Competitive Food Sales Laws, Effective July 2009
Federal and state regulations have established laws for all food sales on school campuses
by student and adult organizations at K-12 LEAs. This includes vending machine and
student store sales. The intent is to ensure that such sales do not impair the ability of the
food service department to remain financially sound. The foods allowed for sale listed on
the following summary pages indicate changes in laws effective July 2009. Sales must
also meet local district wellness policies, adopted in June 2006. More information may be
found in the following documents:
7CFR 210.11, 215, & 220.12 • California Education Code Sections 48931, 489431.2,
48431.5, 49430-49431.7
California Administrative Code 15500 & 15501 • California Administrative Code 1557515578
California Senate Bills SB 12 and SB 677 • District Wellness Policy • California Health and
Safety Code
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Laws Regarding Food Sales to Students (continued)
Food and Beverage Requirements for Student Sales, Effective July 2009
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Section VI

The Fraud Factor

The Risk of Fraud
Fraud can happen in any organization where money is available. Internal controls make
the likelihood of fraud more remote, but not impossible. The average fraud takes 18
months before it is detected. In order to prevent fraud from occurring in your
organization, you must first understand who commits fraud and how it is committed.
Once a thorough understanding is obtained, the proper internal controls can be designed
to prevent it.
The following pages outline types of fraud that have occurred. Don’t let it happen to
you!
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WHO COMMITS FRAUD?

ANYONE

POSITION OF TRUST

POSITION OF AUTHORITY-CONTROL

FRIENDS

LONG-TIME EMPLOYEES

FIRST-TIME OFFENDERS
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Common Forms of ASB Fraud
1.

Stealing merchandise, tools, supplies and other items of equipment.

2.

Removing small amounts from cash funds and registers.

3.

Creating overages in cash funds and registers by under-recording.

4.

Overloading expense accounts or diverting advances to personal use.

5.

Failing to make bank deposits daily, or depositing only part of the money.

6.

Altering dates on deposit slips to cover stealing.

7.

Making round sum deposits – attempting to catch up by end of month.

8.

Destroying, altering or voiding cash sales tickets and pocketing the cash.

9.

Increasing amounts of petty-cash vouchers and/or totals in accounting for
disbursements.

10.

Using personal expenditure receipts to support false paid-out items.

11.

Using copies of previously used original vouchers, or using a properly approved
voucher of the prior year by changing date.

12.

Paying false invoices, whether self-prepared or obtained through collusion with
suppliers.

13.

Increasing amounts of suppliers’ invoices through collusion.

14.

Charging personal purchases to ASB through misuse of purchase orders.

15.

Shipping stolen merchandise to an employee or relative’s home.

16.

Falsifying inventories to cover thefts or delinquencies.

17.

Seizing checks payable to suppliers.

18.

Altering canceled bank checks to agree with fictitious entries.

19.

Inserting fictitious ledger sheets.

20.

Causing erroneous footings of cash receipts and disbursement books.

21.

Deliberately confusing postings to control and detail accounts.
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Common Forms of ASB Fraud (continued)
22.

Selling waste and scrap materials and pocketing proceeds.

23.

“Selling” door keys or the combinations to safes or vaults.

24.

Creating credit balances on ledgers and converting to cash.

25.

Obtaining blank checks (unprotected) and forging the signature.

26.

Granting business to favored suppliers, for “kickbacks”.
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ACTUAL CASES OF MISUSE
OF STUDENT BODY FUNDS
INCIDENT

MISSING
CONTROLS

Student Body funds were spent on ADA
computer system without student
approval.

1. Student signature of approval was
not needed.
2. Student minutes were not kept.
3. Regulations were not known that
this was prohibited.

Student Body loses $3,000 because of
missing candy sale money. District's
General Fund has to absorb loss.

1.
2.
3.
4.

Teacher used funds for personal purchase
of video machines.

1. No student approvals.
2. No invoices.
3. No equipment records.

Coach loses job because of missing funds
from vending machines.

1. No record of purchases or sales.
2. No review of financial statements.
3. No segregation of duties
procedure.
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Receipt books were not kept.
Timely deposit of funds not made.
Cash was kept in unlocked drawer.
Revenue potentials were not
prepared.
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Audits of Student Body Organization Accounts
Auditing is a very important part of good business procedures for a student body
organization. The audit must include a study of financial procedures, controls, and
conformance to law as well as verification of accounts. The most important function of
the audit is to assist the administration so that better procedures and controls may be
established to enable the student body organization to operate more effectively.
The school district governing board is responsible for the auditing of the accounts of
student body organizations. The board must provide for a continuing audit through its
own internal audit program. In addition, the governing board must provide for an annual
audit by a certified public accountant or a public accountant licensed by the State Board
of Accountancy (Education Code 41020).
Here are some helpful hints for a smooth audit process:
1.

Keep a positive outlook on the audit. The auditors work for you and are there to
help. And they are nice people.

2.

Handle problems as they occur instead of waiting until year-end.

3.

Keep open communication throughout the year with the district office and
auditors. ASK QUESTIONS!

4.

Keep your records well organized.

5.

Assure all the items that the auditors will need are completed prior to setting up
an appointment with them.

6.

Use the list below to help prepare for the audit.

Interim Audit


Auditors may visit sites in the Spring



Auditors will be focusing on back-up for receipts and disbursements



They will also ask you about internal controls

Year End Audit


Auditors review cash accounts (statements and reconciliations)



Auditors review financial statements for accuracy



Material differences between current and prior year, budget and actual will be
investigated
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RECORD RETENTION REQUIREMENTS
STUDENT BODY RECORDS

*Class
1

Record Title

Required
Reasons For
If Filmed If Filmed
Hard Copy Recommended Recommended Hard Copy Microfilm
Retention
Retention
Period
Retention Retention
Permanent

Permanent

4 years

Permanent

Permanent

Permanent

4 years

Permanent

4 years

Permanent

4 years

Permanent

2

Agenda/MinutesStudent Council
Meetings
Annual Financial
Reports
Bank Deposit Slips

3

Bank Statements

3 years

7 years

3

Cash Collection
Reports
Cash Receipts/
Disbursements
Journals
Canceled Checks and
Bank Reconciliation
Corresponding
Ledgers (I.e. General
Ledgers)
Invoices - Vendors

3 years

4 years

3 years

Permanent

3 years

7 years

3 years

Permanent

3 years

4 years

Purchase Orders
(Numerical, Alpha,
etc.)
Receipts

3 years

4 years

3 years

7 years

State, Local Sales and
Use Tax Return
Stores Inventory

3 years

4 years

3 years

4 years

1

3

3
3

3
3

3
3
3

1 year

For Audit
Purposes
For Audit
Purposes
Timing/Fiscal
Year
Fiscal
Accountability
For Audit
Purposes
Fiscal
Accountability
Timing/Fiscal
Year
Timing/Fiscal
Year
For Audit
Purposes
Timing/Fiscal
Year
Timing/Fiscal
Year

CLASS KEY:
1 = Permanent Records. The original, or one exact copy, unless microfilmed, shall be retained
indefinitely. Feasibility to microfilm at ASB discretion.
2 = Optional Records. Not required by law to be retained permanently, but deemed worthy of
further preservation.
3 = Disposable Records. Shall not be destroyed until after the third July 1 succeeding the
completion of the audit required by the Education Code or any other legally required audit,
or after the ending date of any retention period required by any agency other than the
State of California, whichever is later.

ASB Accounting Guide

Nigro & Nigro, PC
7.2

Section VII

Audit Time

NIGRO & NIGRO, PC
LIST OF ITEMS TO PREPARE FOR AUDITORS

Student Body Accounting:
Minutes of Student Council meetings
Charter and By-Laws
Most current financial report
Bank statements, cancelled
for all ASB bank accounts

checks

and

reconciliations

List of authorized signors on all ASB bank accounts
Cash receipt logs, original cash receipts
deposit receipts for any cash collection activities
Supporting documentation for cash receipts
revenue potentials, ticket logs, or cash register receipts

and
such

bank
as

Cash
disbursement
logs
and
supporting
documentation such as invoices or receipts, requisitions, etc.
Student store inventory records
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EDUCATION CODE
SECTION 48930-48938
48930. Any group of students may organize a student body
association within the public schools with the approval and subject
to the control and regulation of the governing board of the school
district. Any such organization shall have as its purpose the
conduct of activities on behalf of the students approved by the
school authorities and not in conflict with the authority and
responsibility of the public school officials. Any student body
organization may be granted the use of school premises and properties
without charge subject to such regulations as may be established by
the governing board of the school district.

48931. The governing board of any school district or any county
office of education may authorize any pupil or adult entity or
organization to sell food on school premises, subject to policy and
regulations of the State Board of Education. The State Board of
Education shall develop policy and regulations for the sale of food
by any pupil or adult entity or organization, or any combination
thereof, which shall ensure optimum participation in the school
district's or the county office of education's nonprofit food service
programs and shall be in consideration of all programs approved by
the governing board of any school district or any county office of
education. The policy and regulations shall be effective the first
of the month following adoption by the State Board of Education.
Nothing in this section shall be construed as exempting from the
California Uniform Retail Food Facilities Law (Chapter 4 (commencing
with Section 113700) of Part 7 of Division 104 of the Health and
Safety Code), food sales that are authorized pursuant to this section
and that would otherwise be subject to the California Uniform Retail
Food Facilities Law.

48932. The governing board of any school district may authorize any
organization composed entirely of pupils attending the schools of
the district to maintain such activities, including fund-raising
activities, as may be approved by the governing board.
The governing board of any school district may, by resolution,
authorize any student body organization to conduct fund-raising
activities on school property during school hours provided that the
governing board has determined that such activities will not
interfere with the normal conduct of the schools.

48933. (a) The funds of any student body organization established
in the public schools of any school district shall, subject to
approval of the governing board of the school district, be deposited
or invested in one or more of the following ways:
(1) Deposits in a bank or banks, or other institution, whose
accounts are federally insured.

(2) Investment certificates or withdrawable shares in
state-chartered savings and loan associations and savings accounts of
federal savings and loan associations, provided those associations
are doing business in this state and have their accounts insured by
the Federal Savings and Loan Insurance Corporation.
(3) Purchase of repurchase agreements issued by savings and loan
associations or banks.
(4) Purchase of bonds, notes, bills, certificates, debentures, or
any other obligations issued by the United States of America.
(5) Shares or certificates for funds received or any form of
evidence of interest or indebtedness issued by any credit union in
this state, organized under the provisions of Division 5 (commencing
with Section 14000) of the Financial Code or the statutes of the
United States relating to credit unions insured by the administrator
of the National Credit Union Administration or a comparable agency as
provided by a state government.
(b) The funds shall be expended subject to such procedure as may
be established by the student body organization subject to the
approval of each of the following three persons, which shall be
obtained each time before any of the funds may be expended: an
employee or official of the school district designated by the
governing board, the certificated employee who is the designated
adviser of the particular student body organization, and a
representative of the particular student body organization.

48934. The funds of a student body organization established in the
public schools for kindergarten and grades 1 to 6, inclusive, of any
school district maintaining kindergarten and grades 1 to 6,
inclusive, may be used to finance activities for noninstructional
periods or to augment or to enrich the programs provided by the
district.

48936. In addition to deposit or investment pursuant to Section
48933, the funds of a student body organization may be loaned or
invested in any of the following ways:
(a) Loans, with or without interest, to any student body
organization established in another school of the district for a
period not to exceed three years.
(b) Invest money in permanent improvements to any school district
property including, but not limited to, buildings, automobile parking
facilities, gymnasiums, swimming pools, stadia and playing fields,
where such facilities, or portions thereof, are used for conducting
student extracurricular activities or student spectator sports, or
when such improvements are for the benefit of the student body. Such
investment shall be made on condition that the principal amount of
the investment plus a reasonable amount of interest thereon shall be
returned to the student body organization as provided herein. Any
school district approving such an investment shall establish a
special fund in which moneys derived from the rental of school
district property to student body organizations shall be deposited.
Moneys shall be returned to the student body organization as
contemplated by this section exclusively from such special fund and
only to the extent that there are moneys in such special fund.
Whenever there are no outstanding obligations against the special
fund, all moneys therein may be transferred to the general fund of
the school district by action of the local governing board.

Two or more student body organizations of the same school district
may join together in making such investments in the same manner as
is authorized herein for a single student body. Nothing herein shall
be construed so as to limit the discretion of the local governing
board in charging rental for use of school district property by
student body organizations as provided in Section 48930.

48937. The governing board of any school district shall provide for
the supervision of all funds raised by any student body or student
organization using the name of the school.
The cost of supervision may constitute a proper charge against the
funds of the district.
The governing board of a school district may also provide for a
continuing audit of student body funds with school district
personnel.

48938. In schools or classes for adults, regional occupational
centers or programs, or in elementary, continuation, or special
education schools in which the student body is not organized, the
governing board may appoint an employee or official to act as trustee
for student body funds and to receive these funds in accordance with
procedures established by the board. These funds shall be deposited
in a bank, a savings and loan association, a credit union, or any
combination of these financial institutions, approved by the board
and shall be expended subject to the approval of the appointed
employee or official and also subject to the procedure that may be
established by the board.
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Why__Vending Is an Issue
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ractice is over. The coach is cleaning up_ All the athletes have gone
home. The equipment cage needs locking. The contents ofthe cage
jog the coach's memory. "I need to reload the soda machine," he
thinks to himself
Alongside a shelf ofshoulder pads sit cases ofcanned cola The
coach takes two case,s and a bag, then makes his way to the other side of
the locker room. He loads the machine with cola, and empties its reservoir
ofcoins into his cloth bag.
.T he job is done. The coach can go horne. He throws the bag of
coins into the back ofhis car and goes about thinking about Friday's game.
Five hundred miles to the north, an ASB adviser signs an agreement
with a bottling company to maintain soft drink machines on her middle
school campus. The bottler will load the machines, count the money and
return commission checks to the schools Associated Student Body CASB).
As a bonus, the bottler delivers 50 cases of soda to the ASB adviser to be
used however she decides. There is no room to store them at school, so
they go to her garage at home. Ultimately, the sodas never return. to school.
A school staffwants sodas in the teacher's lounge. As a courtesy, a
teacher agrees to buy a small vending machine at a local discount ware
house. He loads it weekly and uses the proceeds to pay offthe cost ofthe
machine. One day, he gets a letter from the Board ofEqualization demand
ing payment ofback sales taxes. Oops! He didn't realize he was conducting
a real business.
Yes, these stories are hypothetical. But they represent real situations

P

J

and events taking place allover the country. The truth is that many school
districts and boards ofeducation do not realize the extent ofvending taking
place on their schools and campuses. Many districts lack a clear coherent
policy on vending. Some districts are W1wittingly subsidizing slush funds and
moonlighting employees.
In fact, vending is big business. More than one billion sodas are
consumed each day. Millions are consumed on campuses. The truth is that
schools and ASBs often depend upon the money from beverage vending to
subsidize a host ofstudent activities. For years, vending has often been an
isolated and quiet activity. A school would ask a bottler for a machine and
the bottler would oblige. Sometimes acommission was returned to the
school, but often not. Many machines fell into the category ofPR machines,
placed on campus as a courtesy to staff or students with a product price so
low it barely covered costs.

Multimillion Dollar Deals
But newspaper headlines point to a great awakening among school
districts. Suddenly schools are realizing that if they organize and negotiate,
they can bring big dollars into their coffers. In California, news reports
disclose a $3.5 million deal between Antelope Valley schools and Coca
Cola Schools in the Sweetwater High School District will be rewarded with
$4.45 million for their exclusive contract over a decade. In Texas, the
Spring Independent School District is putting $1.6 million on its books. The
Lone S tar state also brags ofa $7.8 million contract for the Katy Indepen
dent School District, while a three-district consortium in Colorado has a
$27.7 million deal on the table.
The Albuquerque Public System, with 86,000 students and more
than 12,000 employees, is eying a 1O-year deal for $20 million, while a
district one sixth ofthe size ofAlbuquerque - Pueblo Colorado - has
already sewn up a deal worth $5.8 million. Going east across Colorado, the
Colorado Springs school district signed a 10-year, $8 million deal with
Coke. Denver signed for $5.7 million over five years.
A Reuters news report says, "Schoolchildren have become a key
target for soda makers who are willing to pay school boards up to $15 a

...

More than one
billion sodas are
consumed each
day; millions on
school campuses.
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Even some
principals find
vending machines
on campus that
they did not know
existed.

student for exclusive marketing rights that include vending machines, corpo
rate logos on athletic scoreboards, free coupons and other merchandising...
"
Why This Document

CASBO is venturing into a review ofvending management to give
school business officials some assistance in making decisions in what is
:qUickly becoming a multimillion dollar issue. While there are many types of
vending on campuses - including snack machines, pay phones, pen and
pencil dispensers, copy machines and newspaper stands - this document
primarily examines beverage vending. Important issues ofinternal control,
prevention offraud and embezzlement, security, bid procedures, cost
control, commercialization, income streams, pricing and competitive food
sales beg for well thought out district policies on vending.
In our experience, we see some common problems:
- Districts and schools often do not know what vending is taking
place on campuses and work sites. Even some principals are surprised to
find machines on campuses they did not know existed.
- School sites and affiliated organizations are signing contracts
unbeknownst to business offices and school boards.
- School districts are subsidizing costs ofmany vending machines by
providing space, electricity, maintenance and lock-down services without
any return for those costs.
- School districts may be selling themselves short by agreeing to
deals that provide signs or scoreboards or other remuneration well below
what the market will bear.
- Internal controls are often woefully inadequate to protectthe funds
that are supposed to benefit students or accrue to the school district.
- Vending is not coordinated with child nutrition departments and
may be in violation offederal rules regarding competitive food sales.
- School employees are putting themselves at personal financial or
legal risk when engaging in vending that is not part ofa sanctioned district or
school program.

Our Objective
The objective ofthis document is to encourage districts to adopt
districtwide policies on vending that:
- Ensure internal controls are in place to protect the integrity of
public fUnds and money raised for the benefit ofstudents.
- Are fair in providing equal opportunity for vendors to compete for
the right to do business on district property.
- Provide a fair market return on sales to the district, associated
student organizations or affiliated school groups.
- Assess the impact ofvending on district resources and programs.
- Keep the district in compliance with state and federal laws as well
as t.a,'C policies.
- Weigh the benefits and drawbacks ofcommercialization as they
relate to the district's mission ofpublic education.

Our objective is
tohelp districts
create effective
and fair policies.
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District Options
Obviously a district can continue its existing policies relating to vending. But in many cases,
maintenance of the status quo will continue a disjointed and disorganized approach. If anything,
a district should examine its policies and pracitices and create new systems. Common
approaches are:
1. Keep all the work in house and assign a responsible department to oversee operations, such as
the child nutrition department.
2. Hire a third party administrator or consultant to engange in varying degrees of responibility

for tasks ranging from negotiations to daily management.
3. Competitively bid all work out to a vendor or bottler.
Here are some examples of districts and how they handle vending in their school districts.

Arcadia Unified School District
Self-operation vending works very well in school districts that have support from top
level administrators and the board. The vending operation should be set up as a separate entity
in the food service operation. Income and expenses need to be kept separate, and a vending
inventory should be maintained The advantages of self-operation vending include a greater
profit than any other method ofvend,ing operations. Self-operation vending works best when the
operator has exclusive rights to all food vending machines on campus, this allows for exclusive
contracts with better pricing from product manufacturers. Like in all vending operations the two
most important aspects are to keep the machines full and working at all times and to remove any
money from vending sales on a daily basis.
San Dieguito Union High School District
In July of 1996, the San Dieguito Union High School District entered into contracts with
Pepsi-Cola Company and North County Vending to provide vending services for soft drinks and
food. In consideration for these contracts, the vendors agreed to pay to the District "upfront"
monies as well as commissions. "Upfront" monies and commissions are to be divided between
the District and each high school in proportion to their enrollment. This money is perceived as
marketing dollars by Pepsi-Cola Company and is used in lieu of Pepsi providing product for
tournaments, special events, scholarships, etc. "Upfront" monies are distributed based on ADA
at each high school site. This contract is an exclusive contract and all organizations must
purchase products only from Pepsi-Cola directly.
Upfront monies from North County Vending is paid to the District in lieu of
commissions. Monies are distributed between all schools an<;i departments utilizing food
vending equipment.
Commissions received from Pepsi-Cola Company are forwarded to the District's Food

Service Department. The District's Food Service Department issues checks to the appropriate
agencies. Commissions earned at each school site are split on a percentage basis between the
ASB and the Principal of each site.
Each school site is responsible for tracking their site expenditures on how "upfront
monies" from Pepsi-Cola were spent. An annual report on "upfront money" expenditures by
school site will be forwarded to the District's Food Service Department by June 1. Credit will
be given to Pepsi on program, billboards, signs etc. when the school site is using the "upfront
monies" to sponsor an event.
Grossmont Union High School District
Grossmont Union High School District's Food Service Department sells carbonated
beverages in twelve-ounce cans and twenty-ounce contour bottles. We do not sell fountain
drinks for several reasons. The reasons are the hassle with C02 syrup, cleaning of lines, ice,
spillage, and overall sanitation. Also, the majority of our a la carte sales are offmobile carts
well away from cafeteria buildings. Seventy-two percent of our revenue is a la carte sales. In
1998-99, approximately $600,000 in carbonated beverages will be purchased from Coca-Cola..
We go to bid on both carbonated products. It is an annual bid with four one year options for
renewal. We have saved approximately $165,000 in the last 18 months by having Coca-Cola
versus a local vendor middle man. Coca-Cola is with us because of their bid. There was no
compensatory dollars paid to the Food Services Department by Coca-Cola.
Prior to the 1998-99 school year, Food Services only received commission from six
machines in the entire District out of two hundred plus machines. Going back to the 1980s,
Food Services received commission on half of the machines on each campus. Our previous
Business Manager allowed ASBs and other organizations to gain cOntrol of all but six machines.
That fact plus the failure of each school to comply with Governing Board and Ed Code Policy
regarding competitive foods has had a major impact on Food Service revenue. With the support
of the preseRt Business Manager, Food Services is making significant strides in stemming the
tide of on-campus competition. In addition, we now have a partnership with one high school in
which Food Services receives all commission from vending, student store, and the cafeteria
operation. Food Services pays the school a guaranteed flat rate monthly payment in return for all
revenue. This has increased our machines from six to twenty-five. Revenue and profit have
both increased dramatically at this school. Our goal is to gain additional partnerships as soon as
possible.

Common Legal Issues
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As school districts begin exploring the use of vending contracts in their districts, a review of
the legal aspects of contracting for vending services need to be reviewed. Some of the hot
issues-who should handle the contracting-ASB's or the district? Does the contracts have
to be bid? What is the term of the contract? Is the site violating competitive food sales?
What about ftngerprinting and sales tax? These issues arise and prior planning allows
districts to make choices before entering into the fmal contract.

Vending Contracts
Vending contracts in school districts throughout the state of California are handled
in many ways. Some of these contracts are site based or under district wide control. Both
types of control (site based/District-wide) have advantages and disadvantages.
Site based allows the school site control over the vending operations. The school
administrators are allowed to determine when the equipment is available to students-if at
all or the number of machines allowed on the site. Funds usually are kept at the site and
handled by the associated student body (AS B). Califomia Education Code provides that the
governing board of a school district may authorize a student body organization to engage in
activities "including fund-raising activities, as may be approved by the governing board."
(EC 48932). All funds raised by the student body organization must be under the
supervision of the governing board and are required to be a part of the audit of the funds of
the District. (EC 48937; EC 41020).
District-wide vending operations allow for a single source contact usually the child nutrition
director to manage and a single vending contractor to deal with. This frees up school site
administrators to handle day to day operations. District staff usually handle all contract
negotiations and bid preparations. Funds received are generally processed through the food
service operations with disbursements to sites with a overhead fee to food service
operations. In some districts, funds are given to the district with disbursements for special
one time projects.
Depending upon board policies from district to district, bidding mayor may not be required.
Public Contract Code 20111 indicates that fonnal bidding is required for any expenditure
which exceeds $53,900 for materials, supplies, or equipment In vending contracts, the
services provided does not require either the ASB or the districts to pay (expend) money to
have the services provided. The districts and ASB receive funds for the right to vend certain
products at school sites. However, local policies may require school districts to bid for the
procurement of services within certain dollar thresholds. Careful review of the board
policies will provide the answer to determine if formal bidding is required.
With the competitive nature of vending operations th roughout the state it would be
advantageous to many districts to set up a negotiated bid arrangement to develop contracts
with vending contractors. Competition between the vending companies allows for deeper
discounts and higher "up-front" funds and generally keeps the award on an tmpartial basis.
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Contracts entered into by the ASB for vending operations are binding upon the District as
tong as tocal policy and education code are followed. ASB contracts require approval of the
ASB council and are generally signed by the ASB president, ASB advisor, and the school site
principal. Once the following conditions are met, the contract would then be binding upon
the district.
One area of concern with vending contracts is the contracts are usually long term/multi-year
from three, five, or even ten years. California Education Code Section 17596 allows
continuing contracts as follows:
"Continuing contracts for work to be done, services to be performed, or for
apparatus or equipment to be furnished, sold, built, installed, or repaired for
the district, or for materials or supplies to be furnished or sold to the district
may be made with an accepted vendor as follows: for work or services, or
for apparatus or equipment, not to exceed five years; for materials or
supplies, not to exceed three years."
If the vending contract is to provide materials, the continuing contract should be no
more than a three year term. If, however, the vending contract is to provide services,
the term of the contract could be up to five years. The structure of your contract
would be instrumental in determining whether the term would be a three or five year
term. In addition, the contracts may also be structured to provide optional renewals
at the end of each term allowing for a longer duration; therefore, improving a
district's negotiating power depending upon the performance of a vending
contractor.
All vending contracts have to deal with issues of workers compensation, property liability
insurance, and other contractual requirements to protect the property of districts. In
addition, Education Code 45125.1 requires contractors to have their employees fingerprinted
and those fingerprints submitted to the Department ofJustice. This will certify to the
district, any employees who have or have not been convicted of felonies. This code section
pertains to contractors who have employees in and around students at school sites. Drivers
who come on to the school campuses throughout the day should be required to be
fingerprinted in order to insure the safety of the students. Contractual obligations for this
requirement should be included in any bid, contract, or negotiated agreement.
Footnote: Currently in the legislature, AB 117, authored by Mazzoni, would prohibit school
districts from entering into contracts granting exclusive advertising rights within the district.
Vending with an exclusive vendor such as Pepsi, Coke, etc. may be considered granting
exclusive advertising rights within the district.
Competitive Food Sales
Competitive foods are any foods sold to dtildren during meal periods anywhere on
campus. This includes food and beverages sold from vending machines if the income
derived from the machines is not shared Or given to the Food Services Department.
Federal regubtions specify that State Agencies and school food authorities (SFA's)
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may impose rules or regulations as necessary to control the sale of foods and the
income from those sales in competition with breakfasts and lunches served under the
programs.
In February, 1987, the California State Board of Education adopted a policy on food and
beverage sales on school campuses. It recommends that local educational agencies and
county offices of governing boards adopt policies regarding this issue. If you look in your
district's policies, you probably have a policy adopted by Y0ul" Board. But is it enforced?
Enforcement of the policy is the responsibility of the on-site administrator, not the food
service director. If you are considering entering into a new vending contract, this may be the
time for you to review your policy at your district and make any changes that will
compliment your disbursement of the vending commissions.
Sales Tax
California Code of Regulations, Division 2, Chapter 4, Article 6 outlines the payment of
sales tax on vending machine operations. Sales tax is due on the sales of some ta.xable items,
including carbonated beverages, sold through vending machines.
All items sold for fifteen (15) cents or more are subject to sales tax, and the sales tax paid is
based on the selling or vending price-not the price paid to the supplier for the product.
The operator of the machine is responsible to report and pay the sales tax. If the district
stocks the machine and collects the money from it (self-operating), the District is considered
to be the operator and is responsible for paying the sales tax. If the machine is maintained
by an outside company (full-service), the company is considered to be the operator and is
responsible to report and pay the sales tax.
If the District is responsible for paying the sales tax, it is recommended that a resale
certificate that includes a seller's permit number be obtained so the District need only pay
the State" Board of Equalization the sales tax on the combined sales of the product. If a
resale certificate is not obtained, the district will be required to pay sales tax to the supplier
of the product based on the purchase price, and will be responsible for paying the State
Board of Equalization the difference in the price paid to the supplier and the selling or
vending price of the product.

If an outside company provides full-service to the district, the company will typically back
the sales tax out of the gross sales before factoring your commission and the company is
responsible for paying the sales tax. The district will not be required to file any tax returns
with the State Board of Equalization for payment of sales taxes.

Appendix C:
Sales Tax Info
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PREFACE
This publication is a general guide to the Sales and Use Tax Law and Regulations as they apply to sales and
purchases by nonprofit organizations, including schools, religious organizations and churches, charitable organizations, and other nonprofit groups.
If you cannot find the information you are looking for in this publication, please call our Customer Service Center
at 1-800-400-7115. Customer service representatives are available to answer your questions weekdays between
8:00 a.m. and 5:00 p.m. (Pacific time), except state holidays.
This publication complements publication 73, Your California Seller’s Permit, which includes general information
about obtaining a permit; using a resale certificate; collecting and reporting sales and use taxes; buying, selling, or
discontinuing a business; and keeping records. Also, please refer to our website or the For More Information section
of this publication for the Board of Equalization (BOE) regulations and publications referenced throughout this
publication.
We welcome your ideas on improving this or any other BOE publication. Please send your suggestions to:
Audit and Information Section, MIC:44
State Board of Equalization
PO Box 942879
Sacramento, CA 94279-0044

Tips for using this publication
Read the introduction
No matter what kind of organization you operate, be sure to read the introductory section of this publication. It
includes background information that will help you understand the remainder of the publication.
Check the organization information
While there is no general sales and use tax exclusion for nonprofit organizations, certain types of organizations are
eligible for specific tax exemptions and exclusions. Please check the organization-specific sections for information
that may apply to your group before you move on to the rest of the publication.
Know your income and property tax exemptions
As you read this publication, it will help if you know which sections of the Federal and State income tax law and
property tax law apply to your organization. For example, you may need to know if your organization is exempt
from income tax under Internal Revenue Code section 501(c)(3) or (c)(4), and/or California Revenue and Taxation
Code section 23701. You may also need to know if your group is exempt from property taxes under Revenue and
Taxation Code section 214, commonly known as the “welfare exemption.” For information on the welfare exemption,
contact your county assessor or visit the Property Tax section of our website: www.boe.ca.gov.
Note: This publication summarizes the law and applicable regulations in effect when the publication was written,
as noted on the cover. However, changes to the law or regulations may have occurred since that time. If there is a
conflict between the text in this publication and the law or regulation, the law or regulation is controlling.
To contact your Board Member, see www.boe.ca.gov/members/board.htm.
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INTRODUCTION
Sales and Use Tax Basics for Various Types of Nonprofit Organizations
This section provides introductory information describing California’s sales and use tax and how it generally applies to
sales and purchases by nonprofit organizations. It also provides basic information that can help you determine whether
any of your organization’s sales may qualify for special sales tax exemptions or exclusions. Be sure to read this section
before you move on to the rest of the publication.

Tax applies unless there is a specific exemption or exclusion
In California, sales tax applies to the sale of tangible personal property (referred to as “merchandise” or “goods” in
this publication) unless the sale is covered by a specific legal exemption or exclusion. Individuals, businesses, and
groups that sell taxable merchandise in California must pay sales tax on their taxable sales. Sellers may charge their
customers for sales tax reimbursement (referred to as “sales tax”).
Similarly, use tax applies to the purchase of taxable merchandise that will be used, consumed, stored, or given away
in this state unless the purchase is exempt or excluded from tax. Individuals, business, and groups must pay use tax
on their taxable purchases. The state use tax is complementary to, and mutually exclusive of, the state sales tax.
Tax generally applies regardless of whether the items you sell or purchase are new, used, donated, or homemade.

No general exemption for nonprofit and religious organizations
Although many nonprofit and religious organizations are exempt from federal and state income tax, there is no
similar broad exemption from California sales and use tax. Generally, a nonprofit’s sales and purchases are taxable.
In other words, nonprofit and religious organizations, in general, are treated just like other California sellers and
buyers for sales and use tax purposes.
However, there are special exemptions and exclusions available for certain nonprofit and religious organizations.
Some organizations may not owe tax on any of their sales, whereas some organizations may owe tax on certain
types of sales, but not all sales. Other organizations may be responsible for tax just like other California sellers. It
all depends on what type of organization you are and what your organization’s practices and activities are. Later
sections of this publication provide information to help you determine which exemptions and exclusions may apply
to your organization.

Typical taxable sales by nonprofit organizations
As noted above, a sale of merchandise or goods is generally taxable unless it’s covered by a specific exemption or
exclusion. Before you read the sections on specific organizations or types of sales, you may need to know more
about sales in general.
A sale is an exchange of merchandise or goods for something else of value: money, barter, or trade. The barter
or trade doesn’t have to be a two-way exchange of merchandise. It also includes an exchange of merchandise
for services. For example, if you give meals to your accountant in your museum café in exchange for accounting
services, that’s considered a sale of the meals.
Nonprofits commonly conduct a variety of activities that are considered sales. These include (but are not limited to)
the following:
• Sales of food, meals, beverages, and similar items under a number of different circumstances.
• Sales of tickets that buyers will exchange for food, beverages, or other physical products.
• Sales of booklets, books, pamphlets, and so forth.
• Sales of tickets for fundraising events when the ticket price includes amounts for food or beverages.
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• Sales of items at rummage sales, bazaars, carnival booths, community events, and other fundraisers.
• Sales of merchandise in Internet, live, and silent auctions.
• Sales of tickets for game booths where prizes are guaranteed to each ticket purchaser, even when the prizes
have little value. Examples include white elephant, fish pond, grab bag, and “pitch-’til-you-win” games.

Typical nontaxable activities by nonprofit organizations
Nonprofits also carry out certain activities that are not considered sales for sales tax purposes. These activities
generally are not subject to sales or use tax. Examples include:
• The gifting of merchandise for a true donation: an amount someone gives your organization without expecting
to receive merchandise of equal value in return. (Example: A member who donates $100 and receives a tote bag
worth $5, generally is not considered a sale.)
• Sales of tickets for concerts, movies, plays, shows, and similar events when food and meals are not included in
the ticket price.
• Sales of tickets for game booths and raffles when prizes are not guaranteed to every ticket purchaser.
• The sale of travel, home rentals, guide services, personal services, tutoring, and other things of value that are
not physical products.
• Sales of gift cards, gift certificates, and coupon books.
• Membership drives and other fundraising activities that do not involve the exchange of merchandise or that
include merchandise premiums of a much lower value than the donation or membership amount.
• Sales of advertising that does not involve exchanges of merchandise or goods.

Most nonprofits that make sales need seller’s permits
Nonprofit organizations generally need a seller’s permit if they make sales of goods or merchandise in California.
This is true even if the sales are not taxable. In limited instances, when the organization makes sales only
occasionally, we can issue a temporary seller’s permit. Permit requirements are explained in more detail in the
organization-specific sections of this publication. Also please see, Registration Requirements, under the section
titled General Obligations of Sellers and Purchasers.

6
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TYPES OF ORGANIZATIONS
Charitable Organizations That Relieve Poverty and Distress
The Sales and Use Tax Law includes special exemptions for qualifying charitable organizations that relieve poverty
and distress. This section is designed to address those exemptions. For more information, please see Regulation 1570,
Charitable Organizations.

Seller’s permit required
The organizations described in this section are considered retailers and must hold a seller’s permit if they make
sales of goods or merchandise, even if the sales are exempt from tax. Please see Registration Requirements, and
Collecting and Paying Tax, for more information on seller’s permits and tax reporting requirements.

Sales exempt from tax if charitable organization meets certain qualifications
If your organization meets all of the following qualifications, your sales are not subject to sales or use tax. The
organization must:
• Be formed and operated for charitable purposes.
• Qualify, under Revenue and Taxation Code section 214, for the “welfare exemption” from property taxation on
the retail site where you sell merchandise. Or if the organization does not own the store, the organization must
qualify for the welfare exemption on its personal property located there, such as the store fixtures and equipment (please see Note for thrift store operators).
• Carry out activities that relieve poverty and distress.
• Sell or donate items principally to assist purchasers or recipients in distressed financial condition.
• Make, prepare, assemble, or manufacture the items it sells or donates. “Preparation” includes cleaning, repairing, or reconditioning items. “Assembly” includes gathering together items at one or more locations for sale or
donation.
Example: Your 501(c)(3) charitable nonprofit corporation, which conducts a rehabilitation program, has
qualified for the welfare exemption from property tax. You operate an emergency shelter for homeless
families where you cook inexpensive hot lunches and sell them to families in need at reduced prices. Although
sales of hot meals are ordinarily taxable, your sales are tax exempt because your organization and sales meet
all of the conditions listed above.

Some purchases may be tax exempt
If your organization meets the qualifications described earlier, your qualifying organization’s purchases are not
subject to sales or use tax, provided the qualifying organization will donate or sell the items you purchase. In
the example above, purchases of clothing, personal supplies, and other articles donated to the families in the
emergency shelter would be tax exempt. However, tax does apply to purchases of items that the qualifying organization uses rather than donates or sells, such as office supplies or equipment, tools, displays and so forth.

Welfare exemption from property tax
For information on the welfare exemption, see the Property Tax section of our website. The welfare exemption is
jointly administered by our agency and each county assessor. We determine whether an organization is eligible for
the exemption. The county assessor determines whether the organization’s use of property qualifies the property for
the exemption.
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Eligibility review
If you believe your organization’s sales or purchases are exempt from sales and use tax as described in this section you
can write us and ask us to review your eligibility. If we determine you qualify for the exemption, we will send you a letter
that verifies your exempt status. We will also let you know which documents to provide to your suppliers to enable you to
purchase items without tax.
Send your request to:
Compliance Policy Unit, MIC:40
Board of Equalization
PO Box 942879
Sacramento, CA 94279-0040
Please provide all of the following information and documentation with your request:
• A letter describing your organization’s practices and activities, as well as what items will generally be purchased/
sold by the organization.
• A copy of your Organizational Clearance Certificate issued by the BOE showing that the organization qualifies
under Revenue and Taxation Code section 214 for the “welfare exemption.”
Note for thrift store operators: To qualify for the welfare exemption a thrift store must, among other things, conduct a
rehabilitation program recognized by the California Department of Rehabilitation or operate under a city or county
rehabilitation program. It must also sell goods processed in some manner by people who are being rehabilitated
through the program and are employed in the operation of the store.
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CULTURAL ORGANIZATIONS: MUSEUMS, GOVERNMENT ART
PROGRAMS, LIBRARY SUPPORT ORGANIZATIONS, AND
ZOOLOGICAL SOCIETIES
This section includes information relating to sales and purchases by certain cultural organizations. For more information,
please see regulations noted in the text.

Permit and tax requirements, in general
Permit requirements
Museums, government art programs, library support groups, and zoological societies generally must hold seller’s
permits if they make sales of merchandise or goods. Please see Registration Requirements, and Collecting and
Paying Tax, for more information on seller’s permits and tax reporting requirements.
General tax requirements
Unless your sales qualify as tax exempt under one of the special exemptions described in this section, your sales of
merchandise are generally taxable. This is true whether you buy the merchandise, make it, or receive it as a donation from an individual or a business. When you buy merchandise you sell as a retailer in a taxable sale, you can
do so without paying sales tax to the supplier by issuing a resale certificate (see Purchases for resale). If you buy
merchandise you will use rather than sell, you may be required to pay use tax or an amount for the sales tax to your
supplier.

Museums and government art programs
For more information, please see Regulation 1586, Works of Art and Museum Pieces for Public Display.

Purchases and leases of artwork and museum pieces
For the exemptions described below, works of art include two-dimensional and three-dimensional works of visual
art. The exemption is not limited to paintings, drawings, prints, photographs, and sculptures; it also includes film
and crafts. Operative January 1, 2007, costumes, dresses, clothing, and items of personal adornment (such as
jewelry) are also included.
Sale or purchase of works of art on public display
Under certain conditions, the sale or purchase of original works of art for permanent collections on public display is
exempt from sales and use tax. The exemption covers original artworks that are any of the following:
1.

Purchased by the state or any California county, city, or other local government entity for free public
display.

2.

Purchased by a nonprofit organization operating a public museum under contract with a government
entity described in condition 1.

3.

Purchased by a nonprofit organization exempt from state income taxes under section 23701d of the
Revenue and Taxation Code, for a museum open to the public at least 35 weeks a year for at least 20 hours
a week. The buyer or another qualifying nonprofit organization must operate the museum.

4.

Purchased by any buyer from a retailer for donation to a qualifying organization or government entity
(see conditions 1-3). The retailer must deliver the artwork directly to the donee. The donor must transfer
ownership to the recipient in writing.
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Leases of works of art
Leases of original works of art are exempt from sales or use tax when both of the following conditions are met:
• Both parties to the lease are nonprofit organizations of the types listed under condition 2 or 3 in the previous
section.
• The term of the lease is at least 35 years.
The exemption also includes public art leased by the state or any local government from another entity for display
in public places.

Museum defined
A museum is a place specifically designated for display of artifacts or objects of art that has a significant portion of
its display space open to the public without charge during its normal operating hours; or has its entire display space
open to the public without charge for at least six of its normal operating hours during each month of operation; or
has its entire display space open without charge to a segment of the student or adult population for educational
purposes.
Purchase of replacement museum pieces
Museums and governments sometimes lose items in their permanent collections to fire, flood, earthquake, and
other causes. Sales and use tax does not apply to the purchase of replacement pieces under certain conditions.
The replacement pieces must be all of the following:
• Purchased to replace a museum display piece that was physically destroyed by fire, flood, earthquake, or other
calamity.
• Purchased within three years of the calamity.
• Used exclusively for display.
• Valued at the same or a lesser amount as the destroyed item as of its destruction date.
The replacement piece does not have to be similar to the destroyed piece.
To qualify as tax exempt, the purchase must be made by one of the following:
• A nonprofit museum regularly open to the public and operated by or for a local or state government entity.
• A nonprofit museum regularly open to the public and operated by a nonprofit organization exempt from state
income tax under section 23701d of the Revenue and Taxation Code.
• A state or local government entity for its art collection that is open to the public without charge.
Please Note: Display cases, lighting fixtures, shelving, and similar items used in displaying the artwork or operating
the museum do not qualify for this exemption.

Nonprofit organizations assisting museums: rummage sales
Under certain conditions, sales tax does not apply to sales by an authorized nonprofit museum auxiliary association
or equivalent organization that assists a California city or county museum. You are considered a consumer, not a
retailer of the items you sell and you cannot issue resale certificates on your purchases. As a consumer, you may be
required to pay use tax or sales tax on your purchase. The sales of the items are not taxable if both of the following
conditions are met:
• The rummage sale is at least the sixth consecutive annual rummage sale sponsored by the organization.*
• All profits are used exclusively to advance the purpose of the organization.
* For the first five consecutive annual rummage sales the museum auxiliary is considered to be a retailer of the
items it sells. It must report the sales and pay sales tax on the proceeds.

10
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If your organization’s sales are tax-exempt as shown above, you are considered a consumer, not a retailer of
the items you sell. Although you are not required to pay tax on your sales, you do need a seller’s permit. See
Registration Requirements.

Friends of the Library organizations
Nonprofit associations commonly called “Friends of the Library” and equivalent organizations are considered consumers of items they sell when they meet both of the following conditions:
• The organization performs auxiliary services to a library district, municipal library, or county library in California
as authorized by the library’s governing authority.
• The organization uses all profits from sales exclusively to advance its purpose.
As a consumer, your sales are not taxable. However, you may be required to pay sales tax or use tax on your
purchases.
Example: The Sierraburg Friends of the Library receives a donation of 20 new books. It sells the books in its
annual book sale and uses the profits to buy more books for the library. Because the organization qualifies as
a consumer for sales tax purposes, it does not owe tax on the sale of the books. Since the books were donated
there is no sales tax due on the purchase.
If Sierraburg had purchased the books from a retailer and then sold them at the annual book sale, sales tax
should be paid to the vendor from whom the books were purchased. Sierraburg must not issue a resale certificate to the vendor to purchase the books without tax.

Zoological societies
The sale, purchase, trade, or exchange of certain animals and plants is exempt from sales and use tax when both of
the following conditions are met:
• The animal or plant is a member of a threatened or endangered species listed on one of the Convention
on International Trade in Endangered Species of Wild Fauna and Floura (CITES) Appendixes or the federal
threatened or endangered species list. Please see www.cites.org.
• The buyer and the seller are nonprofit zoological societies [private charitable, scientific, or
educational (501)(c)(3) entities or government agencies].

Donations
Generally, items withdrawn from a seller’s inventory that are not resold are subject to use tax. However, items withdrawn from a seller’s inventory and donated to an organization operated for the educational, scientific, or literary
purposes, including nonprofit museums, art galleries, libraries, and performing arts groups are not subject to use tax.
Merchandise or goods donated by a seller (donor) who paid sales or use tax at time of purchase does not qualify
for this exemption. This is true even if the donated items are resold by the organization and the organization must
charge sales tax when they sell it.
Generally, donations of gift cards, gift certificates, checks, cash, or services are not subject to sales tax since there is
not an exchange of merchandise or goods. Donations of services and gift cards are not considered taxable regardless of the person donating, buying, or using them.

Leases of artwork
Effective January 1, 2007, Revenue and Taxation Code 6365 expands the exemption for original works of art to
include those leased from one nonprofit organization to another nonprofit organization for 35 years or more. The
exemption includes public art leased by the state or any local government from another entity for display in public
places. The definition of a work of art now includes a costume, dress, clothing, or personal adornment. A permanent
collection, as it applies to leases of original works of art, means a collection with a lease term of 35 years or more.
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NONPROFIT VETERANS’ ORGANIZATIONS
This section describes specific exemptions that apply to nonprofit veterans’ organizations. If your organization sells food
or meals, be sure to also read, Food and Meals.

Permit and tax requirements (in general)
Permit requirements
Nonprofit veterans’ organizations that make sales of merchandise or goods generally must hold a seller’s permit.
Please see Registration Requirements, and Collecting and Paying Tax, for more information on seller’s permits and
tax reporting requirements.
General tax requirements
Except for transactions where you are considered the consumer of purchases (for example: purchases that will
be resold) but qualify as exempt sales as described in this section, your organization’s sales of merchandise are
generally taxable. This is true whether you buy the merchandise, make it, or receive it as a donation from an
individual or a business. When you buy merchandise to resell as a retailer in a taxable sale, you can do so without
paying tax to your vendor by issuing a resale certificate (see Using a resale certificate). If you buy merchandise you
will consume rather than sell, you may be required to pay sales tax to your supplier.

Sales of flags and symbolic pins
Nonprofit veterans’ organizations are considered the consumers of American flags they sell when the profits from
the sales are used exclusively to advance the organization’s purpose. As explained in Introduction: Sales and Use
Tax Basics for Various Types of Nonprofit Organizations, and Collecting and Paying Tax, when your organization is
a consumer, your sales are not taxable. However, tax does apply to your purchase of the flags or materials used to
make them.
For more information, please see Regulation 1597, Property Transferred or Sold by Certain Nonprofit Organizations.
Sales or use tax does not apply to a veterans’ organization’s sale or purchase of “Buddy Poppies,” and similar
symbolic, temporary lapel pins when both of the following conditions are met:
• The pins are sold or purchased by the Veterans of Foreign Wars or other specified organizations described in
Revenue and Taxation Code section 6360.1.
• The pins memorialize U.S. military veterans killed in foreign wars.

Meals served by nonprofit veterans’ organizations
Meal exemption
Tax does not apply to your nonprofit veterans’ organization’s sales of meals and food products when all of the
following conditions are met:
• You sell the food or meals at a social or other gathering you conduct.
• You furnish the meals or food to raise funds for your organization’s functions and activities.
• You use the proceeds to carry out those functions and activities.
Please Note: Sales of carbonated and alcoholic beverages are exempt from sales tax as described above only when
included in the price of a meal. Even though your sales of carbonated and alcoholic beverages may be exempt from
sales tax, if you issue a resale certificate when purchasing these items, you will owe use tax on the purchase price
if the carbonated or alcoholic beverage is included in the price of a meal. You must report the purchase price of
the item under “Purchases Subject to Use Tax” on your sales and use tax return. Sales of carbonated and alcoholic
beverages for a separate price are taxable.
For additional information on the sale of food and meals, see Food and Meals.
12
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Loans of motor vehicles
Loans by a retailer of motor vehicles to a veterans’ hospital or other nonprofit facility for use in teaching disabled
veterans how to operate specially equipped vehicles are exempt from use tax.

Veterans who qualify as an itinerant vendor
Legislation has extended the sunset date for veterans that qualify as itinerant vendors until January 1, 2022.
Veterans who sell goods from temporary locations may be considered a “qualified itinerant vendor.” Qualified
itinerant vendors are the consumer and not the retailer of tangible personal property owned and sold by the
qualified itinerant vendor under specified conditions. When you are considered the consumer of tangible personal
property that you sell, it means that sales to you are retail sales for which either the sales or use tax applies. Resale
certificates may not be issued by you, the consumer, when making purchases. Since businesses generally owe tax
on sales made to consumers, a qualified itinerant vendor should expect to pay an amount as “tax” when purchasing merchandise from their suppliers. As a consumer, a qualified itinerant vendor is generally not required to hold a
seller’s permit.
A person is a “qualified itinerant vendor” when all of the following apply:
• The person was a member of the Armed Forces of the United States, who received an honorable discharge or a
release from active duty under honorable conditions.
• The person is unable to obtain a livelihood by manual labor due to a service-connected disability.
• For the purposes of selling tangible personal property, the person is a sole proprietor with no employees.
• The person has no permanent place of business in this state.
Please note: An itinerant vendor is not a consumer of alcoholic beverages or tangible personal property sold for
more than $100.
As a qualified itinerant vendor you are responsible for maintaining documentation to establish you meet all of the
criteria noted above.
For the purpose of this exemption, a “permanent place of business” means any building or other permanently
affixed structure, including a residence, used for the purpose of making sales, or taking orders and arranging
property for shipment.
A “permanent place of business” does not include any building or permanently affixed structure, including a
residence, used for the storage of tangible personal property or the cleaning of equipment or other property used
in connection with the manufacture or sale of tangible personal property.
Persons who are generally considered to not have a permanent place of business may include: vendors who only
sell from mobile food carts or beverage stands, lunch wagons, and vendors who only sell at swap meets or other
special events.
If you have any further questions regarding this topic, please visit our website at www.boe.ca.gov or call our
Customer Service Center at 1-800-400-7115.

Military welfare society thrift stores.
Effective October 11, 2009, until January 1, 2024, tax does not apply to the sale of, and the storage, use, or other
consumption in this state of, tangible personal property sold by a thrift store located on a military installation
and operated by a designated entity that, in partnership with the United States Department of Defense, provides
financial, educational, and other assistance to members of the Armed Forces of the United States, eligible family
members, and survivors that are in need. A “designated entity” means a military welfare society described in Section
1033 of Chapter 53 of Part II of Subtitle A of Title 10 of the United States Code.
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RELIGIOUS ORGANIZATIONS
As discussed in Sales and Use Tax Basics for Various Types of Nonprofit Organizations, there is no blanket sales or use
tax exemption available for nonprofit religious organizations or churches, even when the organizations are exempt
from income tax. This section discusses the special exemptions that do exist. You may also want to read Charitable
Organizations That Relieve Poverty and Distress.

Permit and tax requirements (in general)
Permit requirements
Unless all of your sales are exempt from tax, religious organizations and churches that make sales of goods
or merchandise must hold a seller’s permit as described below and file sales and use tax returns. Please see
Registration Requirements, and Collecting and Paying Tax, for more information on seller’s permits and tax reporting requirements.
General tax requirements
Unless your sales qualify as tax exempt under the meal exemption described in this section, your sales of merchandise are generally taxable. This is true whether you buy the merchandise, make it, or receive it as a donation from an
individual or a business.

Sales of items other than food
Religious organizations’ sales and purchases of goods and merchandise other than food are generally taxable. If
your religious organization holds or participates in fundraising events where you sell goods and merchandise, such
as auctions, festivals, bazaars, firework stands, swap meets, or craft shows, your sales of nonfood items are generally
taxable. Tax also applies when you sell from a church bookstore, from tables in your church at events, by Internet, or
by mail order.

Donations to religious organizations
Donations vs sales
You may receive donations at the same time you are selling merchandise. “True donations” are not taxable. A true
donation is an amount someone gives you without expecting merchandise in return.
Example: If one of your members donates $100 and receives a tote bag worth $5, this is generally not a sale.
However, your purchase of the tote bags is subject to sales or use tax when you purchase it. If the tote bag
were donated to your organization by another member, then no sales or use tax is due when the member
donates the $100.
If your members make donations and expect merchandise in return, then this is a sale.
Example: Your religious nonprofit organization receives 100 knitted afghans donated by the local knitting
guild. Afghans of this quality usually are sold for $75. Your organization decides to sell the afghans and use
the proceeds to fund one of its community projects. You sell some of the afghans for $100 and toward the
end of the sale you reduce the price to $50. In this example, the sales of the afghans are taxable regardless of
the price you charge for them. You are making a sale of merchandise or goods, since the person purchasing
the afghans is expecting merchandise or goods in exchange for the set price. If you purchase afghans to resell
instead of receiving them as a donation, you may present your vendor with a resale certificate and purchase
the afghans without tax.

14
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Donations of merchandise and goods
Generally, items withdrawn from a seller’s inventory that are not resold are subject to use tax. However, items withdrawn from a seller’s inventory and donated to qualified religious organizations located in California are not subject
to use tax. Qualified organizations1 are described in section 170(b)(1)(A) of the Internal Revenue Code.
Merchandise or goods donated by a seller (donor) who paid sales or use tax at time of purchase does not qualify
for this exemption. This is true even if the donated items are resold by the religious organization and the religious
organization charges sales tax when they sell it.
Donations of gift cards, gift certificates, services, or cash donations are not subject to sales tax since there is not an
exchange of merchandise or goods for a consideration. Gift cards, gift certificates, services, or cash donations are
not considered taxable regardless of the person donating, buying, or using them.
Example: Mr. Bob Smith sells fishing gear at his bait shop and provides guided fishing excursions. Mr. Smith
donates a fishing pole, a fishing excursion, and a gift certificate to his church. Mr. Smith does not owe use tax
on any of these items since the fishing pole came from his resale inventory and tax does not apply to services
or gift certificates.2
Example: Ms. Jane Jones works for a company that sells wholesale veterinary supplies. Her temple asks for
donations of new or gently used children’s toys to put up for auction at a fundraising event. The company
does not sell children’s toys. Ms. Jones purchases and donates fifty children’s toys on behalf of her company.
Ms. Jones should pay sales tax when she purchases the children’s toys from the toy store. The temple should
charge sales tax on the auction price of the toys for their fundraiser.

Meals furnished or served by religious organizations
Religious organizations are generally considered retailers of meals. Tax applies to your sales of food as described in
Food and Meals.
However, there is a specific exemption for meals served for fundraising purposes, described below. For purposes of
the exemption, “religious organization” means an organization whose property is exempt from property taxation
under article XIII, section 3, subdivision (f ) of the state Constitution.

Tax-exempt sales of meals
Tax does not apply to sales of meals and food by your religious organization when all of these conditions are met:
• You sell the food at a social or other gathering you conduct.
• You furnish the meals to raise funds for your organization’s functions and activities.
• You use the proceeds to carry out those functions and activities.

Includes religious organizations; charitable organizations such as Red Cross, Salvation Army, nonprofit schools
and hospitals, medical assistance and research groups; organizations operated for educational, scientific, or literary
purposes including nonprofit museums, art galleries, and performing arts groups; organizations operated for the
protection of children or animals; fraternal lodges if the property is used for charitable purposes; and U.S., this state
or political subdivisions thereof.

1

Once the gift certificate is redeemed, it will be considered the same as cash; thus the retail selling price of the
goods must be included in the taxable gross receipts of the bait shop.

2
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The tax exemption applies regardless of who serves the meals. Your organization can serve the meal or have someone else serve it.
The person furnishing the meals, such as a restaurant or caterer, is selling the meals for resale to the religious
organizations and the religious organizations may issue resale certificates to the person furnishing the meals and
purchase the meals without tax.
Note: It is important to note that sales of alcoholic or carbonated beverages sold for a separate price are subject to
sales tax. If such beverages are included in the price of the meal (single price) and the sale meets the requirement of
the exemption, the beverage is regarded as part of the exempt sale of the meal.

Taxable sales of meals
When your organization serves meals that do not qualify for the exemption described above, sales tax applies as
described in Food and Meals. Examples of sales of meals that do not qualify for the exemption include:
• Serving meals at an event where you serve meals but you do not make a profit on the proceeds (meals are free
or sold at or below your cost). These sales do not qualify for the exemption because they are not for fundraising.
• Selling meals at church retreats or church camps, or at year-round cafes that are open to the public. These sales
do not qualify for the exemption because they do not occur at a social or other gathering, nor are the meals
served for the specific purpose of raising revenue.
In addition, the sale of “edible nonfood items” at an event where tax-exempt meals are served may be taxable. For
example, tax would apply to your sales of alcoholic or carbonated beverages for a separate price.

Purchases of meals
Religious organizations are the retailers of meals even when the sale of the meal is tax-exempt. Your organization
may purchase meals without paying sales tax from a restaurant, hotel, caterer, or other supplier by issuing that
business a resale certificate at the time of purchase (see Using a resale certificate). You may use resale certificates to
buy meals that you resell.
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SOCIAL CLUBS AND FRATERNAL ORGANIZATIONS
“Social clubs” and “fraternal organizations” include any corporation, partnership, association or group acting as a unit,
such as service clubs, lodges, and community, country, or athletic clubs. This section focuses on the limited sales tax
exemption available to these organizations. You may also need to read Food and Meals, for information on food and
meal sales that are not covered by that limited tax exemption. More information on sales of food and meals is found in
publication 22, Dining and Beverage Industry.

Permit and tax requirements (in general)
Permit requirements
Social clubs and fraternal organizations that make sales must hold a seller’s permit and file sales and use tax returns.
Please see Registration Requirements, and Collecting and Paying Tax, for more information on seller’s permits and
tax reporting requirements.
General tax requirements
Except for sales that qualify as tax exempt under the meal exemption described in this section, your sales of goods
and merchandise are generally taxable. This is true whether you buy the merchandise, make it, or receive it as a
donation from an individual or a business. Organizations that sell nonfood items at fundraising events, such as
auctions, festivals, firework stands, bazaars, swap meets, or craft shows are considered retailers and their sales are
subject to sales tax.

Sales of food and beverages
Meals, food, and beverages furnished by social clubs or fraternal organizations
Tax applies to your group’s sales of meals, food, and drinks in the same way it does to sales by other businesses
unless both of the following conditions apply:
• You sell meals, food, and beverages exclusively to your members. Items paid for by members but consumed by
guests are considered sold to members.
• You make these sales less than once a week.
Example: Your fraternal organization sells meals and drinks only to your members at a monthly dinner. You
make no other food or beverage sales. Tax would not apply to the proceeds from your monthly dinner sales.
However, if nonmembers attend even one of your dinners and pay for their own food or drinks, all of your
food and drink income from all dinners is taxable. The member must pay for the guest(s) meal for the exemption to apply.
Exception: Meals served to your members by a restaurant are generally taxable. See Food served by a
restaurant.

Food served by a caterer
A caterer is a person in the business of serving meals, food, or drinks on premises owned or supplied by a customer,
including premises leased by the customer from a person other than the caterer.
Sales of meals to social clubs and fraternal organizations are sales for resale if the social club or fraternal organization is the retailer of the meal. You may issue the caterer a resale certificate and report the sales of meals on your
sales and use tax return. Meals served by a caterer, where the social club or fraternal organization is the retailer, are
subject to tax unless the criteria noted in the previous section are met.

Food served by a restaurant
Tax applies to a restaurant’s sales of meals to social or fraternal organizations in the same way it does to sales to
any other customers. This is true regardless of the frequency of the meals or whether the meals are served to the
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organization’s members. However, if the meals are served at a location other than the restaurant, the restaurant is
acting as a caterer and tax applies as explained in the previous section.

Donations of merchandise and goods
Generally, items withdrawn from a seller’s inventory that are not resold are subject to use tax. However, items
withdrawn from a seller’s inventory and donated to fraternal organizations are not subject to use tax if the donated
items are to be used for charitable purposes and not for the benefit of the members. This exemption does not apply
to social organizations unless they are an organization described in Section 170(b)(1)(A) of the Internal Revenue
Code.
Merchandise or goods donated by a donor who paid sales tax or use tax at the time of purchase does not qualify
for this exemption. This is true even if the donated items are resold by the fraternal organization and the fraternal
organization must charge sales tax when they sell it.
Donations of gift cards, gift certificates, checks, cash, or services are not subject to sales tax since there is not an
exchange of merchandise or goods. Donations of services and gift cards are not considered taxable regardless of
the person donating, buying, or using them.
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SCHOOLS, PARENT-TEACHER ASSOCIATIONS, CHILDREN’S
ORGANIZATIONS, YOUTH ORGANIZATIONS, AND CHILDREN’S
CLOTHING
This section provides information on sales and use tax issues for schools, parent cooperative nursery schools, parentteacher associations, children’s organizations, and youth organizations.

Permit and tax requirements (in general)
Permit requirements
The organizations described in this section may be consumers of items they sell rather than retailers. If the
organization meets certain requirements, as a consumer, your organization is not required to hold California
seller’s permits or pay tax on their sales. However, some of the organizations are consumers for certain types
of sales and retailers for others. Retailers must hold a seller’s permit and file sales and use tax returns. Please
see Registration Requirements, and Collecting and Paying Tax, for more information on seller’s permits and tax
reporting requirements.
Before you apply for a permit, please read the rest of this section to determine whether any part of your organization is considered a retailer or a consumer regarding the sales it makes.

General tax requirements
When you are the consumer of items you sell, you should pay tax to your supplier when you buy those items. You
cannot legally buy the items for resale using a resale certificate. When you are a retailer, tax applies to your sales
whether the items you sell are things that you buy, make, or receive as a donation from an individual or a business.
You may buy items without paying tax by issuing a resale certificate providing you will resell the goods or merchandise in your normal sales activities (see Using a resale certificate).

Schools
Meal and food sales
Tax does not apply to sales of meals or individual food products to school students when the sales are made by
public or private schools, school districts, student organizations, parent-teacher associations, or any blind person
operating a restaurant, vending machine, or vending stand in an educational institution. To qualify for the tax
exemption, meals must be served to students at a time regularly set aside for meals, not at recess or breaks.
The following food sales at schools are taxable:
• Sales of edible nonfood products—such as carbonated beverages—unless the products are sold as part of a meal.
• Sales of food to students and nonstudents in a place where admission is charged—such as an athletic event—
even when the event is held at a school.
• Sales of meals and food products to nonstudents.
Sales made by caterers are subject to tax unless:
• The premises used by the caterer to serve the lunches to the students are used by the school for other purposes
such as sporting events and other activities during the remainder of the day;
• The fixtures and equipment used by the caterer are owned and maintained by the school; and
• The students purchasing the meals cannot distinguish the caterer from the employees of the school.

Yearbooks and catalogs distributed to students
A public or private school, school district, student organization, or county office of education is considered the consumer of yearbooks and catalogs it sells. The yearbooks or catalogs must be prepared for or by the school, district,
or organization and distributed to students. There is no restriction on how the profits may be used.
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Donations of merchandise and goods
Generally, items withdrawn from a seller’s inventory that are not resold are subject to use tax. However, items withdrawn from a seller’s inventory and donated to a nonprofit school are not subject to use tax.
Merchandise or goods donated by a donor who paid sales tax or use tax at time of purchase does not qualify for this
exemption. This is true even if the donated items are resold by the organization and the organization must charge
sales tax when they sell it.
Donations of gift cards, gift certificates, checks, cash or services are not subject to sales tax since there is not an
exchange of merchandise or goods. Donations of services and gift cards are not considered taxable regardless of
the person donating, buying, or using them.

Loans to schools
Certain loans by retailers are exempt from use tax, including:
• Loans of items to a school district for a district educational program.
• Loans of motor vehicles to be used exclusively in driver training programs by accredited private or parochial
secondary schools. The driver training program must be approved by the State Department of Education as a
regularly conducted course of study.
• Loans of motor vehicles to the California State University or the University of California for exclusive use in an
approved driver education program conducted by the university.

Donations of children’s new clothing
Effective January 1, 2008, through December 31, 2013, if your charitable nonprofit organization distributes new
clothing to individuals under 18 years of age at no charge, to assist those in financial need, you are not required to
pay sales tax or use tax on the purchase or use of the clothing. To qualify for this exemption, your organization must
be organized for charitable purposes and exempt from state income tax under Revenue and Taxation Code section
23701d or 23701f. Nonprofit organizations are no longer required to be engaged in relieving poverty or distress to
qualify for this exemption.
Prior to January 1, 2008, if your charitable nonprofit organization distributed new clothing to elementary school
children at no charge, to assist those in financial need, you were not required to pay sales tax or use tax on the
purchase or use of the clothing. To qualify for the exemption, your organization must be organized for charitable
purposes, engaged in relieving poverty or distress, and exempt from state income tax under Revenue and Taxation
Code section 23701d.

Parent cooperative nursery schools
Nonprofit parent cooperative nursery school associations are considered consumers of property they sell, provided
the resulting profits are used exclusively to advance the organization’s purpose.

Nonprofit parent-teacher associations
Nonprofit Parent-Teacher Associations (PTAs) chartered by the California Congress of PTAs, incorporated and
equivalent organizations authorized by school authorities to perform the same type of service for public or private
schools are considered to be consumers of products they sell. The profits from the sale must be used exclusively to
further the organization’s purpose.
Important: Connection with a school does not automatically make a group equivalent to a chartered PTA. To be
considered equivalent, your group must meet all of the following conditions:
• It is a nonprofit organization that includes parents.
• The group’s objectives include enhancing the welfare of all of the students in the school and developing better
communication between parents and school authorities. (Groups such as athletic booster clubs, whose efforts
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are directed toward a select group of students rather than all students, are not considered PTA-equivalent
organizations.)
• The group is authorized to operate in the school by the school’s governing authority.
• The profits from the group’s sales are used exclusively to advance the group’s purpose.
If your group meets these qualifications or is a chartered PTA, you are the consumer of products you sell provided
your group uses the profits from the sales only to advance your organization’s purpose. Your organization is
generally not required to hold a California seller’s permit or file sales and use tax returns.
Although your organization’s sales may not be taxable, your purchases generally are taxable and you cannot issue
resale certificates to buy merchandise tax-free. Since businesses that sell to your organization generally must pay
tax on their sales to your organization, you can expect to pay an amount for tax when you buy merchandise unless
the sale qualifies for a specific exemption or exclusion. If you work with a fundraiser company or similar supplier,
different regulations may apply—please see Sales That Involve Fundraiser Companies.

Nonprofit youth organizations
Retailers
Youth groups that sell merchandise such as t-shirts, wrapping paper, mugs, and so forth are generally retailers of
those products. Sales of these items are taxable and your group must obtain a seller’s permit and file sales and use
tax returns. Please see Registration Requirements, and Collecting and Paying Tax. Your group may need a permanent seller’s permit.
Consumers
Qualifying requirements
Specific types of nonprofit youth organizations may qualify as consumers in certain situations. To qualify as a
consumer, your group must be one of the following:
• A nonprofit organization that qualifies for tax-exempt status under Internal Revenue Code section 501(c). Your
primary purpose must be to provide a supervised program of competitive sports for youth or to promote good
youth citizenship. The group must not discriminate on the basis of race, sex, nationality, or religion.
• A youth group or club sponsored by or affiliated with a “qualified educational institution.” This includes, but is
not limited to, student activity groups such as debating teams, swimming teams, bands, and choirs. Most public
and private schools are qualified educational institutions. Qualified educational institutions do not include
schools that discriminate on the basis of race, sex, nationality, or religion. Youth organizations affiliated with
them do not qualify for the tax exemption.
If your youth group does not meet the requirements listed above, it is generally considered the retailer of products
it sells and may need a seller’s permit. Please see, Registration Requirements.

Qualifying sales
If your group qualifies as described above, you are a consumer when you do all of the following:
• Sell food products or nonalcoholic beverages, or items made by members of your organization.
• Make sales on an irregular or intermittent basis. Sales made in storefront or mobile retail outlets that normally
require local business licenses do not qualify as intermittent or irregular sales.
• Use the profits from your sale only to advance your organization’s purpose.
As a consumer, you do not owe tax on your sales, however, your purchases are generally taxable and you cannot issue
resale certificates to your suppliers (see Taxable purchases). Since your suppliers will generally owe tax when they sell
you merchandise, you can expect them to collect tax on your purchases. If you work with a fundraiser company or
similar supplier, different regulations may apply—please see Sales That Involve Fundraiser Companies for details.
For more information, please see Regulation 1597, Property Transferred or Sold by Certain Nonprofit Organizations.
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ORGANIZATIONS THAT PROVIDE HUMAN SERVICES AND
GOODS RELATED TO MEDICAL OR HEALTH INFORMATION,
DISABILITIES, HIV/AIDS, NUTRITION, AND HOMELESSNESS
This section focuses on the limited tax exemptions available to certain organizations that provide community health
and human services. If your organization’s sales are not covered by those specific exemptions, be sure to read the other
sections of this publication that may apply to you.

Permit and tax requirements (in general)
Permit requirements
Please see Registration Requirements, and Collecting and Paying Tax, for more information on seller’s permits and
tax reporting requirements.
General tax requirements
Unless they qualify as tax exempt under the exemptions described in this section, your sales of merchandise
are generally taxable. This is true whether you buy the merchandise, make it, or receive it as a donation from an
individual or a business. Organizations that sell nonfood items at fundraising events, such as auctions, festivals, firework stands, bazaars, swap meets, or craft shows are considered retailers and sales tax is due on their sales. Please
see Collecting and Paying Tax, for more information on tax reporting requirements.

Medical health information literature or health and safety materials
Qualifying organizations
If your charitable organization’s local office distributes medical health information literature, you are not required to
pay use tax on the purchase, storage, or other use of that literature, provided you meet all of these conditions:
• You purchase the literature from your organization’s national or branch office.
• Your organization is formed and operated for charitable purposes.
• Your organization qualifies for the welfare exemption from property taxation under Revenue and Taxation Code
section 214.
This exemption also applies to your purchase, storage, or distribution of health and safety educational materials
you routinely sell in connection with health and safety and first aid classes. To qualify for the exemption on materials you sell, your national organization must routinely distribute health and safety information and meet all the
conditions listed above. However, your other sales of medical health information or health and safety materials are
generally taxable.
Example: You operate the local office of a national, nonprofit charitable organization that distributes health
and safety materials to the public. As part of your activities, you conduct CPR classes. You purchase textbooks
from your national or branch office and provide them to CPR students. Your textbook purchases would not be
taxable. However, if you also sell health booklets you purchase from other sources, your sales of those booklets would be taxable.

Medical identification tags
People wear medical identification tags to alert others that they have a medical disability or allergic reaction to
certain treatments. A nonprofit organization’s sale, storage, or other use of those tags is exempt from sales and use
tax provided the organization is exempt from state income taxes under Revenue and Taxation Code section 23701.

22

NONPROFIT ORGANIZATIONS | JANUARY 2016

Thrift stores benefiting individuals with HIV or AIDS
Legislation has extended the sunset date until January 1, 2019, for the sales tax exemption for thrift stores, the
proceeds of which benefit individuals with HIV or AIDS. Therefore, through December 31, 2018, tax does not apply
to certain thrift stores’ sales of used clothing, household items, or other retail merchandise. A nonprofit organization must operate the thrift store to raise funds that will be used to provide medical, hospice, or social services for
individuals chronically ill with HIV or AIDS.
The organization operating the thrift store must:
• Spend at least 75 percent of the store’s net revenues providing the medical, hospice, or social services described
above, and
• Be exempt from state income tax under section 23701d of the Revenue and Taxation Code.
If you believe that your organization’s sales qualify for this tax exemption, you may ask us to review your eligibility. If
you qualify, we’ll provide your organization with a verification letter. Please send your request to:
Compliance Policy Unit, MIC: 40
Board of Equalization
PO Box 942879
Sacramento, CA 94279-0040
Please provide the following information with your request:
• A letter signed by an officer of your organization describing the organization’s activities and certifying that it
meets the requirements for the exemption described above.
• A letter from the California Franchise Tax Board verifying your organization’s exempt status under Revenue and
Taxation Code section 23701d.
• A list of the types of merchandise your organization will sell.

Organizations providing services to people with developmental disabilities or children with
severe emotional disturbances
Under certain circumstances, organizations whose primary purpose is to provide services to individuals with
developmental disabilities or children with severe emotional disturbances are considered consumers of items they
sell. The organization must:
• Be tax-exempt under Internal Revenue Code section 501(c)(3).
• Not discriminate on the basis of race, sex, nationality, or religion.
In addition, all of the following conditions must be met:
• The items sold are handcrafted or artistic and designed, created, or made by individuals with developmental
disabilities or children with severe emotional disturbances. Those individuals must be members of your organization or receive services from it.
• Each item sells for $20 or less.
• Your organization makes sales on an irregular or intermittent basis.
• You use the profits from your sales exclusively to advance your organization’s purpose.
Tax applies to your organization’s purchases of materials and supplies for use in making the items you sell. You
cannot buy materials and supplies for resale using a resale certificate (see Using a resale certificate).
Example: Your charitable, Internal Revenue Code section 501(c)(3) tax-exempt organization, provides
educational services and skills training for adults with developmental disabilities. Each year, participants in
your programs make holiday decorations you sell at an annual open house for $20 each. The profits are used
to buy educational materials for your classes. Your organization’s sales are not taxable.
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Organizations and institutions that serve meals or food
Deliveries to the elderly and people with disabilities
Tax does not apply to the sale or use of meals by a nonprofit volunteer home-delivery organization that delivers
meals to homebound elderly people or people with disabilities.
Meals or food served to low-income elderly people
Sales tax does not apply to meals served to low-income elderly people by a nonprofit organization when both of
the following conditions are met:
• The meals or food are served at or below the organization’s cost.
• The meals are provided under a state-financed or federally-financed program.

Meals served to patients or residents of institutions
Sales of meals and food products to residents or patients of certain institutions are exempt from sales tax. These
facilities include:
• Qualified health care facilities.
• Qualified community care facilities.
• Qualified residential care facilities for the elderly.
• Qualified alcoholism recovery, drug recovery, or drug treatment facilities.
• Any house or institution financed by state or federal programs that (1) serves as a principal residence exclusively for people age 62 or older, and (2) supplies room and board for a flat monthly rate.
In addition, sales tax does not apply to those institutions’ purchases of food products, meals, and nonreusable items
that become parts of meals or food products such as straws, paper napkins, and carbonated beverages. The meals
or food products must be furnished or served to patients or residents.
For more information on qualifying institutions, please see Regulation 1503, Hospitals and Other Medical Service
Facilities, Institutions and Homes for the Care of Persons.

Homeless shelters and related organizations
Homeless shelter operators
Nonprofit organizations operating homeless shelters may qualify for an exemption from sales and use tax. See
Charitable Organizations That Relieve Poverty and Distress.
Auctions to benefit homeless shelters
Auction sales made to benefit a homeless shelter are exempt from tax when the auction is conducted by or
affiliated with a nonprofit organization and all three conditions below are met:
• The funds raised in the auction are spent to benefit the homeless shelter and homeless people.
• The organization is exempt from state income tax under Revenue and Taxation Code section 23701d.
• The organization conducts only one such auction during any 12-month period.

Volunteer Fire Departments
General tax requirements
From January 1, 2016 through December 31, 2020, qualified all-volunteer fire departments are no longer required
to report sales tax, have a seller’s permit, or file sales tax returns for the sale of tangible personal property, including
clothing and hot prepared food products, when the profits are used to further the department’s purposes. Instead,
your all-volunteer fire department may be considered the consumer of items sold. As a consumer, you cannot issue
a resale certificate for the purchase of items you will be reselling in your fundraising. You will need to pay sales or
use tax on the purchase of these items.
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To qualify, an “all-volunteer fire department” must meet all of the following requirements:
• Not pay members a regular salary, but may pay members hourly or per incident
• Have as its purpose the protection of lives, property, and environment within a designated geographical area
from fire, disasters, and emergency incidents
• Be regularly organized for volunteer fire department purposes
• Qualify as a tax exempt nonprofit organization, and
• Not have gross receipts of more than $100,000 in each of the two prior calendar years.

How do I obtain more information?
For more information, please call our Customer Service Center at 1-800-400-7115 (TTY:711) Monday through Friday
from 8:00 a.m. to 5:00 p.m. (Pacific time), excluding state holidays.
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SPECIFIC SALES ACTIVITIES
Food and Meals
This section is a general guide for applying tax to sales of food and meals. It is not intended for organizations that are
considered consumers of items they sell and is not a detailed explanation of all circumstances affecting food sales. Be sure
to also read the portions of the prior sections that may apply to your specific kind of organization. If after reading this
publication, you have questions regarding how to apply tax to the sale of food at your particular event, please call our
Customer Service Center 1-800-400-7115.

Food sales (in general)
The sale of food can be tax-exempt or taxable, depending on:
• The type of food,
• The circumstances under which the food is sold, and
• Who makes the sale.
However, the source of the food does not affect how tax applies—the same rules apply whether the food is purchased, donated to you, or homemade.

Special exemptions for the sale or use of meals and food products
Some nonprofit organizations qualify for special exemptions from sales or use tax on meals and food products. For
more information, see the sections referenced in the list below.
Sales or use tax exemptions may be available for meals and/or food that are:
• Served to low-income elderly people. See Organizations and institutions that serve meals or food.
• Delivered to elderly people and people with disabilities. See Organizations and institutions that serve meals
or food.
• Sold at schools. See Schools.
• Furnished or served by religious organizations. See Meals furnished or served by religious organizations.
• Furnished by social clubs and fraternal organizations. See Sales of food and beverages.
• Sold by nonprofit veterans’ organizations. See Meals served by nonprofit veterans’ organizations.
• Served to patients or residents of “institutions.” See Organizations and institutions that serve meals or food.
• Sold by nonprofit youth organizations. See Nonprofit youth organizations.
If your organization’s food-related activity isn’t listed above, your sale of food or meals may be taxable. The next
section “Sales of food at fundraising events” discusses how tax generally applies to various event sales. If you have
an ongoing food sales operation, such as a café or restaurant, please refer to publication 22, Dining and Beverage
Industry.

Sales of food at fundraising events
The circumstances under which you sell food at fundraising events affect whether your sales are taxable. The chart
and the following sections describe certain general rules for those food sales. They will help you understand how
to apply tax to common fundraising situations such as bake sales, fundraising dinners, and other events. Be sure to
read the sections that apply to your nonprofit organization rather than rely on this table alone.

General rules for applying sales tax to food sold at events
Note: This table does not apply to nonprofit organizations covered by the exemptions listed previously in this
section, to restaurant sales, or to vending machine sales (see Vending Machines).
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Sales of food “to go”
Type of food

Is sale usually taxable?

See

Cold food (candy,
snack food, produce, etc.)

No. Exception: Tax applies to the sale of cold food when
it is part of a hot food combination package.

Combination
packages

Cold beverages

No. Exception: Tax applies to the sale of alcoholic, carbonated beverages and cold beverages sold in hot food
combination packages.

Combination
packages

Hot prepared food

Yes. Exception: Tax does not apply to sales of individual
hot drinks or bakery goods sold for a separate price.

Hot prepared
foods

Combination
packages

Yes. Application of tax depends on contents of package.

Combination
packages

Sales of food for consumption on-site
Type of sale,
location

Is sale usually taxable?

See

Food sold where
admission is
charged

Yes. Exception: Food sold in a form or size that buyers
would not ordinarily eat on-site. For example, the sale of
a whole pie.

Sales of food
for consumption on-site

Food sold where
dining facilities
are provided

Yes. Exception: Food sold in a form or size that buyers
would not ordinarily eat on-site. For example, the sale of
a whole pie.

Where dining
facilities are
provided

Meals served at
fundraising events

Yes.

Meals served
at fundraising events

Sales of food “to go”
The information in this section does not apply to your organization’s sales of food in places where admission is
charged or where “dining facilities” are provided for your customers. (Dining facilities include tables, chairs, benches,
counters, plates and glasses, and so forth.) For information on those types of sales, see Sales of food for consumption on-site.
Cold food products
Sales of “cold food products” such as produce, candy, cold sandwiches, baked goods, ice cream, and snack foods
are generally not taxable (for exceptions see “Combination packages”). However, certain vending machine sales
of candy and other food products are partially taxable (see Vending Machines, for more information on vending
machine sales).
Cold beverages
Sales of alcoholic beverages are taxable. Sales of carbonated beverages—including carbonated bottled water—are
also taxable. “To go” sales of noncarbonated and noneffervescent bottled water and juice are not taxable (but see
“Combination packages”). Special rules for hot beverages are discussed under Hot prepared foods, below.
Hot prepared foods
Sales of “hot prepared food products” are taxable. This includes food products, items, components, or beverages
heated for sale and sold at any temperature higher than the air temperature of their sales location. Examples
include hot pizza, hot nuts, hot barbecued chicken, hot sandwiches, and hot soup. Sales of food prepared to be
served hot are taxable even if the food has cooled by the time it is served.
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Hot bakery goods, hot coffee, and other hot beverages are considered hot prepared food products. However, the
sale of individual hot bakery items or drinks “to go” for a separate price is tax-exempt unless the items are sold
through a vending machine for more than 15 cents or as part of a combination package (see below).

Combination packages
Combination packages are two or more items sold together for one price. The application of tax will vary depending on the type of combination package sold.
Contents of combination packages
A. A hot prepared food item or hot drink and
any other food item.
Examples: Hot coffee and a pastry; hot sandwich
and a cold drink.
B. All cold food
C. Carbonated or alcoholic drink and at least
one cold food item.
Example: Cold sandwich, chips, a cookie, and a
carbonated drink.

How tax applies

Full price is taxable.

Not taxable.
The portion of the selling price that represents the charge for the carbonated or
alcoholic drink is taxable.

Examples:
A.

Hot coffee and pastry sold together for $3.50. The full $3.50 price is taxable.

B.

Cold sandwich sold with a cookie and chips for $5.75. The sale is not taxable.

C.

Cold sandwich package in B. sold with a carbonated soft drink for $6.00, with the soft drink normally
priced at $1.00. Tax applies to $1.00.

Sales of food for consumption on-site
Sales of food for consumption at certain events and locations are generally taxable, even if the sale of the same
food product would be tax exempt when sold “to go.” This section explains how tax applies to the sale of food
intended to be eaten on-site, but it is not a guide to restaurant sales. For information on restaurant sales, please see
publication 22, Dining and Beverage Industry.
Where admission is charged
Sales of food, meals, or beverages are generally taxable when the food product is sold ready to eat within a place
where admission is charged, such as a concert, a play, a football game, or a similar location.
Example: If you sell juice and sandwiches at a dog show where spectators have paid $5 for admission, your
food sales are taxable.
However, sales of food products that would not ordinarily be eaten on the premises—such as jars of pickles, whole
cakes or pies, or a canned ham—are not taxable. If you make sales of this type, be sure to keep good records that
clearly indicate the type of products you sold (see Recordkeeping).
Exceptions: Certain locations are not covered by this general rule:
• National and state parks, marinas, campgrounds, and recreational vehicle parks.
• Places where admission is based on membership dues or use of a student body card, and places where
spectators are admitted free—such as bowling alleys and golf courses—are not considered to be places where
admission is charged.
• Meals served by religious organizations at a social event or other gathering when the purpose of serving or
furnishing the meals is to obtain revenue for the functions of the organization and the proceeds are actually
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used in carrying out such functions. A clear separation of charges must be made on the ticket if the admission
covers a taxable event, such as wine tasting.

Where dining facilities are provided
Sales of food, meals or beverages are generally taxable when sold ready to eat at a location where your organization provides any of the following:
• Tables, chairs, or counters for dining.
• Trays, glasses, dishes, or other tableware for your customers’ use.
Example: Your organization sells ice cream sundaes at a free community fair where tables and chairs are available for use by your customers. Your sales are taxable.
However, if you sell food products that would not ordinarily be eaten on-site— such as jars of jam, whole pies,
or packages of cookie dough—those sales are not taxable. If you make sales of this type, be sure to keep good
records that clearly indicate the type of products you sold (Recordkeeping).

Special events involving food, meals, or refreshments
Special considerations for ticket pricing
Special events sponsored by your organization may include both taxable and nontaxable activities. Consequently,
your organization should be especially careful when providing food, drinks, prizes, admission to entertainment, and
so forth, for a single amount designated as a donation. Generally, if you charge a single donation for a fundraising
event involving taxable sales, the entire ticket charge will be taxable unless you do both of the following:
• List the taxable charges separately on the event tickets.
• Keep separate records of taxable and nontaxable charges.
Example: You hold a fundraising dinner, where the $75 ticket price includes dinner and drinks (that are taxable—see below) and entertainment (that is not taxable). If your tickets list only one price, that full amount is
taxable. However, if the tickets state “Ticket price includes $35 for dinner and drinks” and your event income
records reflect this breakdown, tax would apply only to the $35 charge for dinner and drinks.
Please Note: When your organization is not responsible for reporting and paying the tax for sales of meals at
a fundraising dinner or other event (as explained in the next section) you do not need to separate charges in
this manner.
Amounts you receive from tickets sold, but not used, are not taxable. You should keep records that show the
difference between any advance sales you make and the number of tickets actually turned in at your event.

Meals served at fundraising events
When your organization serves the meals
Tax generally applies to charges for drinks, food, and meals included in the ticket price of fundraising dinners or
special events. The business or organization that serves the meals at a fundraising event is responsible for reporting
the taxable sales and paying the tax due. If your organization serves the meals at your event, you are liable for the
tax. This is true whether the meals are furnished by members of your organization, purchased or donated to you.
Tax is due based on the ticket price for the meal. As noted in the previous section, if the charge for the meal is not
separately listed on the event ticket, the entire ticket price is taxable.
When another business or organization serves the meals
If your organization contracts with someone else to serve the meals at your event, you generally are not responsible
for paying tax on your ticket sales. Instead, the business that serves the meals must report the sale of the meals and
pay the tax due, based on the amount they charge you.
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For example, your organization might contract with a restaurant or hotel to provide and serve meals for a certain
price. The food server would be liable for the sales tax, based on the amount the server charged you for the meals.
Example: Your organization holds a fundraising dinner at the ballroom of a hotel, with ticket prices of $100
each that covers a meal, drinks, and entertainment. You contract with the hotel to provide and serve the meals
and drinks for $25 per person. Since the hotel serves the meals, it must pay sales tax based on the amount it
charges you for the meals and drinks ($25 each). Your organization does not owe tax on your ticket sales.

Refreshments served at event but not mentioned on the event tickets
If your tickets do not mention refreshments, and you serve only an insignificant amount of food or drink at your
event, your ticket sales are not taxable. For example, if you hold a Meet-the-Candidates Night and serve only coffee
and tea, tax would not apply to your income from ticket sales.
It may be difficult to determine whether the amount of food you serve at an event would be considered insignificant or whether it is a significant enough part of the event to become a taxable sale. If you have questions, you may
want to write us and ask for written tax advice before you hold your event or, you can call our Customer Service
Center for assistance at 1-800-400-7115.

Purchases of supplies and nonfood products
Tax applies to your purchases of items such as disposable plates, napkins, utensils, cups, and nonfood products such
as carbonated or alcoholic beverages. However, if you intend to resell these items, you may purchase them tax-free
by issuing a resale certificate to the seller when making your purchase (see Using a resale certificate).
However, if you do not buy these items for resale and you pay tax to your supplier, you may be able to take a
deduction on your sales and use tax return. The deduction would reduce the amount of your total taxable sales
based on the cost of the tax-paid purchases. You must use the items for one of the taxable activities covered by the
sales or ticket proceeds from your event.
For example, your organization might pay sales tax to a vendor when it buys paper plates on which to serve taxable meals at a fundraising breakfast. In that case, you could take a deduction for the cost of the tax-paid plates. You
would take the deduction under “Tax-Paid Purchases Resold Prior to Use” on your sales and use tax return. You must
claim the deduction on the same return on which you report the full, taxable gross receipts from the breakfast sales.
Taking the deduction does not change the amount you report as total sales for the event. However, if the meals you
provide are exempt from sales tax and you are considered the consumer of the meals and not the retailer, then you
would owe tax on the cost of the supply items and not entitled to a tax-paid purchases resold deduction.

Recordkeeping
Whenever you sell food for fundraising, your records must indicate the type of food and the location of the sale.
If you make tax-exempt sales of food “to go,” your records should state that you did not provide dining facilities
for your customers or that you were selling products not suitable for consumption on site (see Sales of food for
consumption on-site, and Where dining facilities are provided).
If you claim a tax exemption for sales of food products in a form or size not suitable for consumption on site, your
records should:
• Indicate that the food products would ordinarily not be consumed on the premises, and
• If applicable, separately list income for sales of these “to go” food items from income for your sales of food to
be eaten on site. Make the separation in your sales records, cash register tapes, or a similar record that we can
verify by audit. For example, you might sell pie slices and whole pies at a fair that charges admission. While you
could use one cash box for all sales, you should retain sales receipts for all nontaxable whole pie sales.
Your records must provide sufficient detail to back up your claim that any sales are tax exempt.
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VENDING MACHINES
For information on vending machine sales at schools, see Schools. The information in this section supplements the
organization-specific information found in the first section of this publication. If there is information in that section that
applies to your specific type of organization, be sure to read that section first.

Vending machine sales are generally taxable
Sales tax generally applies to vending machine sales, including sales of toys, snack foods, hot food products and
carbonated drinks. However, items considered food (including hot drinks “to go”) when sold in a vending machine
are taxed at 33 percent of their selling price. Also, some organizations are consumers for all of their vending
machine sales, while other organizations are consumers for only some of their vending machine sales.

Operator owes the tax
The operator of the vending machine is responsible to report and pay the tax. If your nonprofit organization stocks
the machine and collects the money from it, you are the operator and responsible for the sales tax. If an outside
company stocks the machine and collects the money, then pays you a portion of the profits, that company must
report and pay the tax due.

Some organizations are consumers
Certain nonprofit organizations are considered to be the consumers of all products they sell through vending
machines, regardless of price. If you are a consumer of nonfood products sold through the vending machine, tax
applies to your purchases of those items, but not to your sales. The organizations include:
• Nonprofit parent-teacher associations and equivalent organizations.
• Nonprofit organizations commonly called Friends of the Library and equivalent organizations.
• Nonprofit parent cooperative nursery schools.
For more information on these organizations, see Nonprofit organizations assisting museums: rummage sales, and
Schools, Parent-Teacher Associations, Children’s Organizations, Youth Organizations, and Children’s Clothing.
In addition, nonprofit, educational, or charitable organizations other than those listed above are considered
consumers of the following items they sell in a vending machine:
• Items sold for 15 cents or less.
• Unsorted cold food products (other than beverages), sold in bulk and priced at 25 cents or less, such as loose
candies.

More information
Please see Regulation 1574, Vending Machine Operators or publication 118, Vending Machine Food Sales.
For information on seller’s permits and tax reporting requirements, please see Registration Requirements, and
Collecting and Paying Tax.
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NEWSPAPERS AND PERIODICALS
Nonprofit organizations commonly distribute newspapers, newsletters, and periodicals to the public and their members,
and they may sell periodicals, too. This section provides general information on the application of sales and use tax to
these kinds of publications. Please remember that this section addresses the general tax rules that apply. If there is a
section that applies to your specific type of organization, be sure to read that section first.

What is a newspaper or periodical?
For sales and use tax purposes, a publication qualifies as a newspaper or periodical if you publish different issues
at least four times a year. Books, annual reports, journals, special reports, and other publications that are published
less than four times a year do not qualify for the special tax exemptions discussed in this section. The sale of those
publications is taxable unless your organization qualifies for the special exemptions described earlier in this
publication.

Specific exemptions from tax
Types of exemption (in general)
An organization’s sale of newspapers and periodicals (including newsletters) is generally taxable. However, tax
does not apply to the sale or use of these publications under the specific conditions explained in this section. The
exemptions apply to:
• Publications distributed at no charge (explained below).
• Certain periodicals sold by subscription (see Periodicals sold by subscription).
• Periodicals published by 501(c)(3) nonprofit organizations only for their members or without commercial
advertising (see Periodicals published by nonprofit 501(c)(3) organizations).
• Periodicals published by other nonprofit organizations for their members (see Periodicals published by other
nonprofit organizations for their members).
Important: Be sure to read the next sections for the specific requirements for each exemption.
Your periodical may fully or partially qualify for one of the exemptions listed above.

Sale of component parts to periodical publishers
Tax does not apply to the sale of component parts or ingredients of any periodical that will be sold. In addition, tax
does not apply to the sale of component parts or ingredients of certain periodicals that will be given away.
Component parts are the materials that become a physical part of the periodical, such as ink, paper, and binding. Fliers, circulars, handbills, and similar items that are inserted in or attached to a qualifying publication are also
considered component parts. Businesses that make nontaxable sales of component parts to periodical publishers
should obtain an exemption certificate from the publisher (see Specific exemptions from tax).

Publications distributed without charge
Sales tax does not apply when you distribute periodicals (or any other publication) without charge. In addition, purchases of component parts for periodicals you distribute without charge are not taxable, provided the publications:
• Are regularly published, and
• Average at least four issues a year.
If you distribute a publication that qualifies for this exemption, your supplier or printer should not charge you tax
for component parts when you provide the supplier or printer with an exemption certificate (see Specific exemptions from tax).
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What does “without charge” mean?
Distributing a publication to people or businesses without asking for anything of value in exchange is clearly a
distribution without charge. Other cases may not be as clear-cut. For your publication to be considered distributed
without charge, you:
• May distribute the publication on a voluntary pay basis, meaning that while you request payment, you will give
the publication away for free.
• Must not distribute the publication to recipients in consideration of their membership dues or fees.

Periodicals sold by subscription
The sale or use of a newspaper or other periodical by subscription is not taxable if both of the conditions listed
below apply. The periodical must be:
• Published from four to 60 times a year
• Delivered by mail or common carrier
If your periodical qualifies for this exemption, you do not owe sales tax on your subscription charges. In addition,
you can buy component parts for the periodical without paying an amount for tax to your supplier or printer. You
will need to give the printer or supplier an exemption certificate (see Specific exemptions from tax).

Periodicals published by nonprofit 501(c)(3) organizations
If your organization qualifies for tax-exempt status under Internal Revenue Code section 501(c)(3), tax does not
apply to the sale or use of a newspaper or other periodical you distribute or to its component parts if either of the
following conditions apply:
• You distribute issues of the publication to your organization’s members in consideration, in whole or part, of
their membership dues.
• The publication does not generate revenue from or accept commercial advertising.
To qualify for the tax exemption, you must regularly publish the newspaper or periodical at average intervals of
three months or less.
Newspapers and periodicals distributed by government entities established and administered for the purposes
provided in Internal Revenue Code section 501(c)(3) may also qualify for this tax exemption.
If your periodical qualifies for this exemption, you do not owe sales tax on the portion of any dues you receive that
go toward the newsletter or income from the sale of publications that do not contain advertising. In addition, you
can buy component parts for the periodical without paying an amount for tax to your supplier or printer. You will
need to give the supplier or printer an exemption certificate (see Specific exemptions from tax).

Periodicals published by other nonprofit organizations for their members
If your tax-exempt nonprofit organization’s publications or newsletters don’t qualify for one of the other tax
exemptions already discussed in this section, another tax exemption may apply. Tax does not apply to your use or
distribution of a publication if both of the following conditions are met:
• The publication is distributed to your organization’s members in whole or in part, in consideration of their
membership dues.
• The cost for printing the publication is less than ten percent of the membership fee for the period in which the
publication is distributed (please see “Calculating your printing costs).
Example: Your organization, an Internal Revenue Code 501(c)(4) nonprofit group, prints and distributes a
monthly newsletter for its members. They receive the newsletter in consideration of their $25 annual membership dues. If the printing cost of the newsletter is less than 20.8 cents per issue ($25 annual membership fee
divided by 12 months x 10 percent = $0.208 or 20.8 cents), the publication and its component materials would
be exempt from tax.
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Common publication situations for nonprofit organizations
You can use the table below to determine how tax may apply to your 501(c)(3) organization’s newspapers, newsletters, and periodicals. Please note that the table assumes that your periodical is published at average intervals of
three months or less.
Distributed to

For a charge or free?

Subject to tax?

Periodical without advertising revenue or commercial ads
Any recipient

Either

No

Periodical with advertising revenue or commercial ads
Members of your
organization only

Charge included in
membership dues

No

Members: Charge included in
membership dues
Both members and
nonmembers

Nonmembers only

Nonmembers:

No

Free

No

For a
charge

Sales to nonmembers are taxable unless they qualify for
the subscription sales exemption (see Periodicals sold by
subscription)

For a charge

Yes, unless distributions qualify
for the subscription sales exemption (see Periodicals sold by
subscription)

Free

No

Calculating your printing costs
To determine your printing costs, you must include the cost of materials that become physical components of the
publication—ink and paper, for example— and the cost of printing labor. Printing labor includes printing, collating,
folding, binding, and other finishing work. It does not include prepress work such as camera work, plate preparation, film or plate output, typography, layout, and electronic file preparation. If you claim this exemption, you must
obtain and keep documentation from your printer that shows the cost for the allowable charges separate from
other charges.
If your organization does its own printing, you must include fringe benefits and payroll taxes in your labor cost. In
addition to costs for component materials, you must also include any other costs you incur for the actual printing of
the newspaper or periodical.

Using exemption certificates
If your publication qualifies for one of the exemptions described in this section, you should issue an exemption
certificate to your supplier or printer when you purchase component materials or have the publication printed. The
document should certify that your publication is not subject to sales or use tax. This allows your supplier or printer
to charge you for materials or printing without charging tax. Sample certificates can be found in Regulation 1590,
Newspapers and Periodicals.
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SALES THAT INVOLVE FUNDRAISER COMPANIES
Nonprofit organizations and volunteer groups often contract with fundraiser companies to help them raise money.
Whether your organization is responsible to report and pay sales tax depends on how the sales are handled.

Organization as a “sales agent,” permit not required
Generally, your organization’s members or representatives are considered agents of a fundraiser company
when they solicit orders, collect payments, and distribute merchandise for the company. In that situation, your
organization is not required to obtain a seller’s permit for those activities. The fundraiser company is responsible for
reporting the sales and paying any tax due, based on the retail selling price of the merchandise.
Please Note: Special tax exemptions that apply to an organization’s sales generally do not extend to sales the
organization makes as the agent of a fundraiser company. The fundraiser company is responsible for the tax due on
those sales.

Organization as a retailer, must obtain seller’s permit
When working with a fundraiser company, your organization is considered to be a retailer when it buys and sells
items for its own account. You must obtain a seller’s permit and pay any tax due if your organization does all of the
following:
• Executes a contract with the supplier clearly stating that your organization will purchase and resell
merchandise.
• Solicits orders from the public in its own name.
• Collects the sales price from customers in its own name.
• Is responsible for and pays the supplier for the merchandise or receives merchandise the supplier indicates it is
donating.

Exceptions
Your organization is generally not responsible to obtain a seller’s permit and report tax if the following apply:
• The organization is a qualifying PTA, Friends of the Library group, nonprofit parent cooperative nursery school,
or qualified youth organization (under certain circumstances), as described in Cultural Organizations: Museums,
Government Art Programs, Library Support Organizations, and Zoological Societies, and Schools, ParentTeacher Associations, Children’s Organizations, Youth Organizations, and Children’s Clothing.
• The profits from the sales are used exclusively in furtherance of the organization.
We consider the fundraiser company or supplier to be the retailer of the products you sell. In this case, the company
or supplier is responsible for the tax, but they may charge you for tax reimbursement. Such companies often
include multilevel marketing companies that solicit sales through a network of representatives, such as Avon and
Tupperware.

For more information
If you’re not sure who is responsible for reporting and paying tax on sales you arrange with a fundraiser company,
please call our Customer Service Center for assistance at 1-800-400-7115.

Promotional items sold to members
Until January 1, 2015, a qualifying nonprofit organization is a consumer of certain promotional items sold to its
members, if the following requirements are met:
• The promotional item bears a logo or other identifying mark of the organization and is a promotional item
or other item commonly associated with use by a member to demonstrate the member’s association with, or
membership in, the organization.
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• The cost to the member of the organization for the acquisition of the promotional item is not more than the
cost to the nonprofit organization to obtain and transfer to the member the promotional item, including any
applicable sales or use tax paid by the nonprofit organization.
• Reasonable steps must be taken by the organization to ensure that no member is allowed to acquire more than
30 identical promotional items or to resell the items to another person.
• The promotional items are not distributed for purposes of organized political campaigning or issue advocacy.
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GENERAL OBLIGATIONS OF SELLERS AND PURCHASERS
Registration Requirements
As noted in the introduction to this publication, nonprofit organizations generally need seller’s permits if they make sales
in California. This section describes general permit requirements and the two types of permits available.

Obtaining a seller’s permit
In general
As noted in Introduction: Sales and Use Tax Basics for Various Types of Nonprofit Organizations, you generally
need a seller’s permit if you make sales of merchandise or goods in California. It is your responsibility to apply for
a permit, report your sales, file returns, and pay any tax due. Whether you need a regular or temporary permit
depends on the frequency of your sales activities (see “Temporary permits . . . ,” below).
There is no fee for a seller’s permit. However, we may require a security deposit to cover any unpaid taxes your
organization might owe if it stops operating. The amount of the security, if any, will be determined when you apply
for the seller’s permit, based on your anticipated sales.
Certain types of organizations are not ordinarily required to hold a seller’s permit. For more information, please see
the organization-specific information included in this publication.

Temporary permits vs. regular permits
If your nonprofit organization holds less than three fundraising events with taxable sales each year, you may apply
for a temporary seller’s permit for each event.
If your organization conducts three or more fundraising sales events each year, or if your taxable sales activities
occur continuously, you should apply for a regular seller’s permit.
Even when you are eligible to obtain a temporary permit, you may find it easier to hold a regular permit. It keeps
you from having to remember to apply for a temporary permit before each event. You may also find it easier to have
a regular permit if you hold annual fundraising events.

Register for a permit
You can register on our website at www.boe.ca.gov. Under New Registration, select Register a business activity with
BOE. You can also register in person at any of our field offices. For assistance, please contact our Customer Service
Center at 1-800-400-7115.
If you held a fundraising sales event without applying for a permit, you should register with us right away.
Registering promptly may allow you to file and pay any tax due before any penalty and interest are due.
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COLLECTING AND PAYING TAX
This section provides general information on charging your customers amounts for tax, using resale certificates, paying
tax on purchases, filing sales and use tax returns, and keeping records.

Taxable sales
Taxable amounts
In general, the amount you receive in exchange for merchandise is taxable. This is true whether a person pays you
by cash or another method, or offers you something in barter or trade. In general, the taxable amount is the price
you set and receive for the item. However, in the case of auctions and silent auctions, the full amount you receive is
taxable, regardless of the item’s value.
Examples: You sell books after your church services for a price of $10 each, plus tax. You will owe tax based on
the $10 price ($10 x tax rate = tax amount due).
A member of your church comes by your table and gives you $50. She takes one $10 book and tells you to
keep the entire $50. You will owe tax only on the $10 price of the book. The other $40 is a nontaxable donation and you do not owe sales tax on it.
You sell a copy of the same book in a silent auction for $50. You will owe tax on the entire $50 amount.

Collecting tax from your customers
You must pay the correct amount of sales tax due on your sales. You are not required to collect tax from your
customers, but the law does allow you to reimburse yourself for the tax from your customer equal to the tax you will
owe on each sale. Usually, sellers add this sales tax amount to the price of merchandise when they make the sale.
If you choose to follow this practice, your receipts should clearly show the price of the item and the amount of tax
you applied.
However, to simplify your sales procedures, you may decide not to add tax to the price of each individual item as
you sell it. Instead, you can include the tax in the sales price, provided you display a sign stating: “All prices of taxable items include sales tax computed to the nearest mill.”
When you include tax in the price of items you sell, you must remember to subtract the tax amount out on your
sales tax return to avoid paying too much tax. There is a line for this on the return.
Example: You sell boxes of decorative note cards at a fair booth. To save your volunteers from having to calculate the sales tax due and make change with coins, you charge an even $5 for the cards and let your customers
know that tax is included in the price by posting the sign described above.

Purchases for resale
In general
If you are a registered seller, you can make purchases for resale without paying an amount for tax to your supplier,
as described below. Otherwise, your suppliers will collect sales tax on your purchases unless the transaction
qualifies for a specific exemption or exclusion. In some cases, described under Taxable purchases, you may owe use
tax on your purchases.
Organizations that are consumers
If your organization is considered a consumer, you cannot legally issue a resale certificate to make tax-free
purchases. Your suppliers may collect tax reimbursement from you. See Taxable purchases, if you are purchasing
items from an out-of-state vendor.
You can calculate the tax that is included in the selling price by use of the following formula. Sales price = total price
divided by 1+ tax rate: for example, $5.00 / 1.0825 = $4.62. Tax included = $5.00 – 4.62 = $.38.
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Please note: A tax rate of 8.25 percent was used for illustration purposes, be sure to use the tax rate applicable to
your sale and include any district taxes that apply. Please select California City and County Sales and Use Tax Rates,
for current tax rates.

Making purchases for resale
As a registered seller with a permit, you may make tax-free purchases of merchandise for your resale inventory by
issuing a resale certificate to your supplier. You must intend to sell the item, either as-is or as a physical part of a
product you make and sell. If you plan to use the item for any purpose other than demonstration or display while
you hold it for sale, you should not buy it with a resale certificate.
In addition, you should not use a resale certificate to buy an item if you are not sure whether you’ll use the item
before you sell it. Your seller may require you to pay sales tax. If you end up selling the item before you use it, you
can take a deduction on your sales and use tax return (for example, tax-paid purchase resold prior to use).
Example: Your nonprofit organization sells books to your members and the general public. Since your sales
aren’t covered by any special exemption, they’re taxable. You can use a resale certificate to buy books you will
sell. However, if every year you order 25 special books to give to volunteers who work in your bookstore and
other organization volunteers, you should not use a resale certificate to buy those 25 books since you will give
them away rather than sell them.

Using a resale certificate
To make purchases for resale, you must provide your supplier a resale certificate. The resale certificate may be in any
form, such as a note, letter, or memorandum. Regardless of form, it must contain all of the following information:
• Your organization’s name and address.
• Your seller’s permit number.
• A description of the property you will purchase.
• A statement that the described property is being purchased for resale (the certificate must contain words that
state the property will be resold or is for resale).
• The date of the document.
• The signature of someone authorized to act for your organization.
You can find a sample resale certificate on our website at www.boe.ca.gov.
More information on using a resale certificate can be found in publication 73, Your California Seller’s Permit, and in
publication 103, Sales for Resale.

Taxable purchases
Your organization’s purchases may be subject to sales or use tax, as explained below. Use tax generally applies to
purchases of items you will use, give away, store, or otherwise consume in California. The use tax rate for a given
location is the same as the sales tax rate. The use tax does not apply to transactions subject to California sales tax.
If you purchase an item with a resale certificate, but use it for a purpose other than resale or demonstration and
display, you will owe use tax on the purchase price. You must report the purchase price of the item under “Purchases
Subject to Use Tax” on your sales and use tax return.
Tax also applies to purchases of supplies and equipment your organization will use rather than sell, such as bookkeeping supplies, office equipment, display equipment, and so forth. You should not issue a resale certificate to
purchase those items.
If you purchase items like those described in the previous paragraph from an out-of-state, mail order, or Internet
seller who does not collect California tax from you, you must pay use tax on your purchase. Be sure to report the
purchase price of the items on your sales and use tax return under “Purchases Subject to Use Tax.”
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For more information on purchases subject to use tax, please see Regulation 1685, Payment of Tax by Purchaser,
publication 103, Sales for Resale, and publication 110, California Use Tax Basics, or call our Customer Service Center at
1-800-400-7115.

Filing sales and use tax returns
If you have a temporary permit
When we issue you a temporary seller’s permit, you will use a sales and use tax return to report the tax due from
your fundraising event. The return and payment will be due on the last day of the month following the month in
which you hold the event (for instance, a return for an event held in May would be due by June 30). Please be sure
to comply with the deadline on the return. You may be charged penalty and interest if you do not file the return and
payment on time.
If you have a regular permit
If we issue you a regular seller’s permit, you will be instructed to file your tax return on a monthly, quarterly, or
annual reporting basis. (Your filing frequency is determined by your estimated taxable sales.) You must file your
completed return and any tax you owe to our Sacramento Headquarters Office on or before the due date printed
on the return. Or, you may file your return at one of our field offices. Generally, the due date is the last day of the
month following the end of the reporting period. Please be sure to comply with the due date. You may be charged
penalty and interest if you do not file the return and payment on time.
You can easily file your return on our website at www.boe.ca.gov, under the File a Return tab. This free electronic filing system lets you file a California sales and use tax return or prepayment and make payment for amounts due. You
can file a return whenever it is most convenient for you, 24 hours a day—7 days a week. Several filing options are
available to fit your needs including three convenient payment methods. You will receive immediate confirmation
from us when your return is accepted. Most sales and use tax accounts are eligible to file online.

Reporting your sales and purchases
You must report all of your sales on your sales and use tax return, not only your taxable sales. You will be able
to take deductions on the return for sales that qualify for specific exemptions and exclusions, including those
described in this publication.
The instructions that come with your tax return explain how to complete the return and take the deductions that
may apply in your case. Information on common deductions is also found in the Sales and Use Tax section of our
website.
You are also required to report your taxable purchases (purchases made without tax and used, stored or
consumed—not resold) on your sales and use tax return.

Recordkeeping
In general
Because you are required to report and pay the correct amount of tax on your sales and purchases, be sure to keep
adequate records. Your records must show:
• Gross receipts from all sales of physical products, including sales that you think aren’t taxable.
• All deductions claimed on your sales and use tax returns.
• The total purchase price of all items you purchased without tax, used, or gave away (supplies, equipment, fixed
assets, and so forth), or leased to a person, organization, or business.
You should keep separate records for each fundraising or sales event. They should show the total amount you
received, clearly distinguishing between taxable and nontaxable sales.
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Example: Your organization has a booth at a free community fair selling both t-shirts (taxable) and brownies
(nontaxable, in this instance). You must itemize your sales records to clearly distinguish between proceeds
from taxable sales of t-shirts and proceeds from nontaxable sales of brownies.
If you use a simple cash box to track your sales at events, you may find it easier to account for your sales if you
sell taxable and nontaxable items at separate booths.
Our representatives may examine your books, papers, records, and other documents to verify the accuracy of
any sales and use tax return you file. Whether or not you file returns, your records may be reviewed to determine if you owe tax. If you have not paid the correct amount of tax, you may be required to pay penalties and
interest in addition to any tax you owe.

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.
For more information, please see Regulation 1698, Records, and publication 116, Sales and Use Tax Records.

Special requirements: operators of flea markets, swap meets, and similar events
If you conduct a flea market or swap meet where sellers rent or lease space under your control, you must obtain
certain information from those sellers and provide it to us. Our publication 111, Operators of Swap Meets, Flea
Markets, and Special Events, describes your responsibilities, the information you must obtain from sellers, and the
significant penalties that apply if you do not collect that information and provide it to us.
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DONATIONS TO NONPROFITS AND RELIGIOUS ORGANIZATIONS
Business Donations of Goods and Services
This section provides basic information for businesses on the sales and use tax consequences of donations made to nonprofit and religious organizations.

Donations of merchandise and goods
Items withdrawn from business inventory
In general, your business owes use tax when you remove items from your resale inventory and use them for a
purpose other than to sell or for demonstration and display. However, you will not owe use tax if you donate those
items to certain nonprofit or governmental organizations without first making any other use of the items. The
organization must be operated for educational, scientific, or literary purposes, or is a religious or other organization
described in Internal Revenue Code section 170(b)(1)(A).
The use tax exemption for donation includes, but is not limited to goods you donate to the following:
• Churches and religious organizations.
• Charitable organizations such as the Red Cross, Salvation Army, nonprofit schools and hospitals, and medical
assistance and research groups.
• Nonprofit educational organizations and schools.
• Organizations operated for educational, scientific, or literary purposes including nonprofit museums, art
galleries, and performing arts groups.
• Organizations operated for the protection of children or animals.
• Fraternal lodges (if the donated item is used for charitable purposes).
• The United States, State of California, and political subdivisions of the state (counties, cities, and certain special
districts).
Example: ABC Tires withdraws eight new truck tires valued at $800 from its resale inventory and donates them
to Home Meals Express, a charitable nonprofit senior meals organization. If ABC Tires had used the tires on
its own trucks, it would owe use tax based on their $800 value. But since it donated the tires to a qualified nonprofit organization from its resale inventory, before any use by ABC Tires, it does not owe use tax.

Items purchased for donation
Your business’s purchase of items specifically for donation to a nonprofit, government, or religious organization is
not eligible for any exemption from sales or use tax. You should pay an amount for tax to the seller rather than make
the purchase with a resale certificate.
Example: The owner of California Pets Unlimited, Ms. Jones, is asked to donate new or gently used children’s
toys to her temple. Since Ms. Jones doesn’t sell children’s toys, she buys three stuffed animals from a toy store
and donates them on behalf of her company. Ms. Jones may not buy the toys for resale since her intent is to
donate them rather than sell them in her business. Her business is not eligible for any sales or use tax deduction or exemption related to the purchase and donation.

For recipients: sales of donated goods
If your organization receives a donation of merchandise from a business, please note that tax usually applies if you
sell the donated item. But tax would not apply if you qualify as a consumer or if your sale is otherwise tax exempt,
as explained earlier in this publication.
Example: The Smalltown Friends of the Library receives a donation of 20 new books from Smalltown Books
and Espresso. The group sells the books in its annual book sale and uses the profits to buy more books for the
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library. Because the organization qualifies as a consumer for sales tax purposes, it does not owe tax on the sale
of the books (see Friends of the Library organizations).

Donations and sales of gift cards, gift certificates, and services
Your business may donate gift cards, gift certificates, or services to nonprofit and religious organizations. When no
merchandise changes hands in the donation, the donation has no effect on your sales or use tax liability and the
donation does not entitle you to any sales or use tax deduction. Similarly, when the recipient organization sells the
items, the sale is not taxable.
Example: Joe’s Fishing Shop sells fly fishing gear and provides guided fishing trips. The owner donates a fly
fishing rod, fishing trip, and gift certificate to a California nonprofit fish conservation organization for its
annual fundraiser. The shop does not owe use tax on the fly fishing rod withdrawn from its inventory. The
donation of the trip and gift certificate have no effect on the business’s sales and use tax liability.
The fish conservation organization sells the entire package to a California buyer in an online auction. The organization owes sales tax based on the fair market value of the fly rod. Its sale of the fishing trip and gift certificate are not
taxable since those items are not physical merchandise.3

Loans for educational purposes
Certain loans by retailers to schools are exempt from use tax, including:
• Loans of items to a school district for a district educational program.
• Loans of motor vehicles to be used exclusively in driver training programs by accredited private or parochial
secondary schools. The driver training program must be approved by the State Department of Education as a
regularly conducted course of study.
• Loans of motor vehicles to the State Universities in California CSUS or the University of California for exclusive
use in an approved driver education program conducted by the university.
• Loans of motor vehicles used in teaching disabled veterans, including loans to a veterans’ hospital or other
nonprofit facility for use in teaching disabled veterans how to operate specially equipped vehicles.
The retailer may not make an earlier use of the loaned property other than retention, demonstration, or display in
order for these exemptions to apply.

Once the gift certificate is redeemed, it will be considered the same as cash; thus the retail selling price of the
goods must be included in the taxable gross receipts of the seller, in this case that’s Joe’s Fishing Shop.

3
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FOR MORE INFORMATION
For additional information or assistance with how the Sales and Use Tax Law applies to your business operations, please
take advantage of the resources listed below.

CUSTOMER SERVICE CENTER
1-800-400-7115
TTY:711
Customer service representatives are available
weekdays from 8:00 a.m. to 5:00 p.m. (Pacific
time), except state holidays. In addition
to English, assistance is available in other
languages.

FIELD OFFICES
City

Area
Code

Number

Bakersfield

1-661

395-2880

Culver City

1-310

342-1000

El Centro

1-760

352-3431

Fairfield

1-707

427-4800

Fresno

1-559

440-5330

Glendale

1-818

543-4900

Irvine

1-949

440-3473

Norwalk

1-562

466-1694

Oakland

1-510

622-4100

Rancho Cucamonga

1-909

257-2900

Rancho Mirage

1-760

770-4828

Redding

1-530

224-4729

Riverside

1-951

680-6400

Sacramento

1-916

227-6700

Salinas

1-831

443-3003

San Diego

1-858

385-4700

San Francisco

1-415

356-6600

San Jose

1-408

277-1231

Santa Clarita

1-661

222-6000

Santa Rosa

1-707

576-2100

Ventura

1-805

677-2700

West Covina

1-626

480-7200

Out-of-State Field Offices
Chicago, IL

1-312

201-5300

Houston, TX

1-713

739-3900

New York, NY

1-212

697-4680

Sacramento, CA

1-916

227-6600

INTERNET
www.boe.ca.gov
You can log onto our website for additional information—such as laws, regulations, forms,
publications, and policy manuals—that will help you understand how the law applies to
your business.
You can also verify seller’s permit numbers on the BOE website (look for “Verify a Permit/
License”) or call our toll-free automated verification service at 1-888-225-5263.
Multilingual versions of publications are available on our website at www.boe.ca.gov.
Another good resource—especially for starting businesses—is the California Tax Service
Center at www.taxes.ca.gov.

FAXBACK SERVICE
Our faxback service, which allows you to order selected publications, forms, and
regulations, is available 24 hours a day. Call 1-800-400-7115 and choose the fax option.
We’ll fax your selection to you within 24 hours.

TAX INFORMATION BULLETIN
The quarterly Tax Information Bulletin (TIB) includes articles on the application of law to
specific types of transactions, announcements about new and revised publications, and
other articles of interest. You can find current and archived TIBs on our website at
www.boe.ca.gov/news/tibcont.htm. Sign up for our BOE updates email list and receive
notification when the latest issue of the TIB has been posted to our website.

FREE CLASSES AND SEMINARS
Most of our statewide field offices offer free basic sales and use tax classes with some
classes offered in other languages. Check the Sales and Use Tax Section on our website at
www.boe.ca.gov for a listing of classes and locations. You can also call your local field office
for class information. We also offer online seminars including the Basic Sales and Use Tax
tutorial and how to file your tax return that you can access on our website at any time.
Some online seminars are also offered in other languages.

WRITTEN TAX ADVICE
For your protection, it is best to get tax advice in writing. You may be relieved of tax,
penalty, or interest charges that are due on a transaction if we determine that we gave
you incorrect written advice regarding the transaction and that you reasonably relied on
that advice in failing to pay the proper amount of tax. For this relief to apply, a request
for advice must be in writing, identify the taxpayer to whom the advice applies, and fully
describe the facts and circumstances of the transaction.
Please visit our website at: www.boe.ca.gov/info/email.html to email your request. You
may also send your request in a letter to: Audit and Information Section, MIC:44, State
Board of Equalization, P.O. Box 942879, Sacramento, CA 94279-0044.

TAXPAYERS’ RIGHTS ADVOCATE
If you would like to know more about your rights as a taxpayer or if you have not been
able to resolve a problem through normal channels (for example, by speaking to a
supervisor), please see Understanding Your Rights as a California Taxpayer, publication 70.
or contact the Taxpayers’ Rights Advocate Office for help at 1-916-324-2798 (or toll-free,
1-888-324-2798). Their fax number is 1-916-323-3319.
If you prefer, you can write to: Taxpayers’ Rights Advocate, MIC:70; State Board of
Equalization; P.O. Box 942879; Sacramento, CA 94279-0070.

Regulations, forms, and publications
Lists vary by publication
Selected regulations, forms, and publications that may interest you are listed below. A complete listing of sales and
use tax regulations, forms, and publications appears on our website. Multilingual versions of our publications and
other multilingual outreach materials are also available at www.boe.ca.gov/languages/menu.htm.
Publications
17 Appeals Procedures Sales and Use Taxes and Special Taxes
22 Dining and Beverage Industry
44 District Taxes (Sales and Use Taxes)
48 Property Tax Exemptions for Religious Organizations
51 Board of Equalization Resource Guide to Free Tax Products and Services for Small Businesses
61 Sales and Use Taxes: Exemptions and Exclusions
70 Understanding Your Rights as a California Taxpayer
73 Your California Seller’s Permit
74 Closing Out Your Seller’s Permit
75 Interest, Penalties, and Fees
76 Audits
100 Shipping and Delivery Charges
101 Sales Delivered Outside California
103 Sales for Resale
105 District Taxes and Delivered Sales
106 Combination Packages and Gift-Wrapping
109 Internet Sales
110 California Use Tax Basics
111 Operators of Swap Meets, Flea Markets, or Special Events
114 Consignment Sales
116 Sales and Use Tax Records
118 Vending Machine Food Sales
439 Online Services
Regulations
1503 Hospitals and Other Medical Service Facilities, Institutions and Homes for the Care of Persons
1570 Charitable Organizations
1574 Vending Machine Operators
1586 Works of Art and Museum Pieces for Public Display
1590 Newspapers and Periodicals
1597 Property Transferred or Sold by Certain Nonprofit Organizations
1603 Taxable Sales of Food Products
1668 Sales for Resale
1669 Demonstration, Display and Use of Property Held for Resale—General
1669.5 Demonstration, Display and Use of Property Held for Resale—Vehicles
1670 Gifts, Marketing Aids, Premiums and Prizes
1685 Payment of Tax by Purchasers
1698 Records
1699 Permits
1700 Reimbursement for Sales Tax
1701 Tax-Paid Purchases Resold
1821 Foreword
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State of California

BOARD OF EQUALIZATION

SALES AND USE TAX REGULATIONS
Regulation 1574.
References:

VENDING MACHINE OPERATORS.

Sections 6015, 6066-6068, 6353, 6359, 6359.2, 6359.4, 6359.45, 6363, 6364, 6370, Revenue and Taxation Code. Canteen
Corporation v. State Board of Equalization (1985), 174 Cal. App. 3d 952.

(a) GENERAL.
(1) PERMITS. Persons operating vending machines dispensing tangible personal property of a kind the gross
receipts from the retail sale of which are subject to tax or dispensing food products at retail for more than 15 cents
must obtain permits to engage in the business of selling tangible personal property. One permit is sufficient for all
machines of one operator.
A statement in substantially the following form must be affixed upon each vending machine in a conspicuous place:
"This vending machine is operated by
________________________________________________________
NAME OF OPERATOR

________________________________________________________
ADDRESS OF OPERATOR

who holds Permit No._________ issued pursuant to the Sales and Use Tax Law."

(2) RECORDS. Adequate and complete records must be kept by the operator showing the location or locations
of each machine operated by him or her, the serial number thereof, purchases and inventories of merchandise
bought for sale through all such machines, the prices charged by the operator, the gross receipts derived from the
operation at each location, the receipts from exempt sales, and where applicable, the sales price to the operator of all
tangible personal property of which the operator is the consumer, see subdivision (b). Records must be kept of the
receipts derived from each machine at a location if differing kinds of merchandise are vended through separate
machines at that location.
(3) SCHEDULE SHOWING ALLOCATION BY COUNTY. If the machines are operated in more than one county,
a schedule must be attached to the return showing the tax allocable to each county. If a person purchases property
under a resale certificate and dispenses it through a vending machine under circumstances where the person is
considered to be the consumer of the property, see subdivision (b), a schedule must be attached to the return
showing the use tax due thereon allocable to each county.
(4) SALES TO OPERATORS NOT FURNISHING RESALES CERTIFICATES. Persons making sales of tangible
personal property of a kind the gross receipts from the retail sale of which are taxable, to operators of vending
machines to be resold through such machines, must notify this board of the name and address of each operator who
fails to furnish a valid resale certificate. In the event such persons fail to so notify the board, or desire to assume tax
liability for the operations of particular vending machines, then, pursuant to Revenue and Taxation Code Section
6015, they are required to return the tax to the state, measured by the receipts from the retail sale of the property.
(b) APPLICATION OF TAX.
(1) IN GENERAL. Persons operating vending machines dispensing tangible personal property of a kind the
gross receipts from the retail sale of which are subject to tax must report and pay to the state the tax upon gross
receipts from all sales of such property made through such machines. Sales of tangible personal property through
vending machines are presumed to be made on a tax-included basis. Gross receipts from retail sales of tangible
personal property through the vending machines are total receipts less the amount of sales tax reimbursement
included therein.

Regulation 1574 (Continued)
(A) PHOTOCOPIES. Tax applies to the gross receipts from sales of photocopies through coin- or cardoperated copy machines. However, library districts, municipal libraries, county libraries, or any vendor making sales
pursuant to a contract with a library district, municipal library, or county library are consumers of photocopies sold at
retail through a coin-or card-operated copy machine located at a library facility.
(B) SALES BY PARENT-TEACHER ASSOCIATIONS. Parent-teacher associations or equivalent
associations under Regulation 1597(f) (18 CCR 1597 (f)), are consumers of tangible personal property dispensed
through vending machines and are not required to hold seller's permits by reason of such activities.
(C) SALES BY NONPROFIT, CHARITABLE, OR EDUCATION ORGANIZATIONS. Nonprofit, charitable,
or education organizations dispensing tangible personal property for 15 cents or less through a vending machine are
the consumers of such property and are not required to hold a seller's permit by reason of such activities.
(D) SALES OF WATER. Sales of purified drinking water through vending machines where the water enters
the machine through local supply lines and is dispensed into the customer's own containers are exempt from the tax
under Revenue and Taxation Code Section 6353.
(2) FOOD PRODUCTS.
(A) Effective January 1, 1986, tax applies to the gross receipts from the retail sale of food products,
including candy and confectionery, dispensed through a vending machine at retail for more than 15 cents unless
otherwise exempted as provided below. Since sales through vending machines are presumed to be made on a taxincluded basis, total receipts from the taxable retail sale of food products through vending machines should be
adjusted to compensate for the sales tax included therein. The term "food products" does not include carbonated
beverages. A vending machine operator is a consumer of, and not a retailer of, food products, including candy and
confectionery, dispensed through a vending machine at retail for 15 cents or less, effective January 1, 1986. Tax is
measured by the sale price to the vending machine operator of such items unless otherwise exempt. If the property
sold to the operator is an exempt food product or a nonreturnable container, no tax is payable regardless of the
nature of the product when dispensed through the vending machine, and regardless of whether facilities for
consumption are furnished at locations of the vending machines. For the purposes of this subdivision, the term
"candy and confectionery" includes candy-coated gum products.
(B) Operative January 1, 1988, tax does not apply to the sales, and the vending machine operator is the
consumer, of any food products, including candy and confectionery other than beverages or hot prepared food
products, sold through a coin-operated bulk vending machine if the amount of each sale is twenty-five cents ($0.25)
or less. For purposes of this regulation, "bulk vending machine" means a vending machine containing unsorted food
products, including candy and confectionery, which, upon insertion of a coin, dispenses those products in
approximately equal portions, at random, and without selection by the customer. For the purposes of this subdivision,
the term "candy and confectionery" includes candy-coated gum products.
(C) Beginning January 1, 1988, a partial exemption from the tax is allowed any retailer who receives gross
receipts through vending machines from the sale of cold food products, hot coffee, hot tea and hot chocolate which
are subject to the tax. The following percentages of the gross receipts from the sales of such products are subject to
the tax: 77% for the calendar year 1988, 55% for the calendar year 1989, and 33% thereafter. This partial exemption
does not apply to sales of hot prepared food products (except hot coffee, hot tea and hot chocolate) and receipts from
such sales may not be included in the computation of the exemption.
"Gross receipts from the sale of cold food products, hot coffee, hot tea and hot chocolate" represents total receipts
after adjusting for sales tax included. Therefore, in order to determine taxable receipts, an adjustment must be made
to compensate for sales tax included in total receipts. Following is an example of the computation using the 7 1/4
percent rate:
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Regulation 1574 (Continued)

Total receipts from sales of cold food products,
hot coffee, hot tea and hot chocolate through vending machines. . . . . . . . . . . . . . .
Factor. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Taxable receipts. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Tax rate. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Tax included. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Exempt receipts. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$10,000.00
32.2289%
$3,222.89
7.25%
$233.66
$6,543.45

Proof: $10,000 – 233.66 = $9,766.34
$9,766.34 x 33% = $3,222.89

Gross receipts from the sale of cold food products, hot coffee, hot tea and hot chocolate subject to the tax may be
calculated for the year 1990 and forward using the following percentages for the tax rates indicated:
TAX RATE
7.25%
7.375%
7.50%
7.625%
7.75%
7.875%
7.975%
8.00%
8.125%

PERCENTAGE

TAX RATE

32.2289%
32.2160%
32.2030%
32.1900%
32.1771%
32.1641%
32.1538%
32.1512%
32.1383%

8.25%
8.275%
8.375%
8.475%
8.50%
8.725%
8.75%
9.00%
9.25%

PERCENTAGE
32.1254%
32.1228%
32.1125%
32.1022%
32.0996%
32.0765%
32.0739%
32.0482%
32.0225%

To compute the cold food factor for other tax rates the formula is as follows:
Cold food factor percentage = 100 ÷ [3.0303 + tax rate (decimal form)]
Example: Cold food factor at 7.25% = 100 ÷ (3.0303 +.0725) = 100 ÷ 3.1028 = 32.2289%
(D) Tax does not apply to sales of any food products, whether sold through a vending machine or
otherwise, to students of a school by public or private schools, school districts, student organizations, or any blind
person (as defined in Section 19153 of the Welfare and Institutions Code) operating a restaurant or vending stand in
an educational institution under Article 5 (commencing with Section 19625) of Chapter 6 of Part 2 of Division 10 of the
Welfare and Institutions Code.
(3) DEFINITIONS
(A) FOOD PRODUCTS. For the period July 15, 1991 through November 30, 1992, the term "food products"
does not include snack foods (as defined in Regulation 1602 (18 CCR 1602), "Food Products"), nonmedicated gum,
candy, and confectionery. Sales during this period of such items through vending machines are subject to the tax
unless exempted under subdivisions (b)(1) and (b)(2) above.
(B) NONPROFIT ORGANIZATIONS. Nonprofit organizations include any group, association, or corporation
which is formed for charitable, religious, scientific, social, literary, educational, recreational, benevolent or any other
purpose, provided that no part of the net earnings of such organization inures to the benefit of any member,
shareholder, director, officer, or any person having a personal and private interest in the activities of the organization.
Examples of this type of organization are museums, veterans organizations, youth sportsmanship organizations,
clubs such as the Kiwanis Club, fraternal societies, orders or associations operating under the lodge system such as
the Loyal Order of the Moose, and student organizations.
(C) CHARITABLE ORGANIZATIONS. Charitable organizations include any group, association, or
corporation created for or devoted to charitable purposes, the net earnings of which are used solely for charitable
purposes such as the relief of poverty, advancement of education, the advancement of religion, the promotion of
health and the promotion of government. Examples of this type of organization are libraries, museums, hospitals,
senior citizen community centers, thrift shops, and organizations such as the Salvation Army and Goodwill.
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Regulation 1574 (Continued)
(D) EDUCATION ORGANIZATIONS. Education organizations include any profit or nonprofit group,
association, or corporation which normally maintains a regular faculty and curriculum and normally has a regularly
enrolled body of pupils or students in attendance at the place where its education activities are regularly carried on.
Examples of such organizations are primary and secondary schools, colleges, professional and trade schools,
whether public, private, nonprofit or profit making.
(4) RESALE AND EXEMPTION CERTIFICATES.
(A) VENDORS OF ITEMS FOR 15 CENTS OR LESS ONLY. A purchaser who sells the property
purchased only through vending machines for 15 cents or less may give an exemption certificate with respect to the
purchase of nonreturnable containers, but may not give a resale certificate with respect to the purchase of any other
property. The supplier is responsible for payment of sales tax on the gross receipts from the sales to the purchaser of
property, the sale of which is subject to tax.
(B) VENDORS OF ITEMS FOR 15 CENTS OR LESS AND OVER 15 CENTS. A purchaser who holds a
valid seller's permit and who sells the property purchased only through vending machines both at prices of 15 cents
or less and at prices of more than 15 cents may give a resale certificate with respect to the purchases of such
property.
(C) VENDORS SELLING BOTH THROUGH VENDING MACHINES AND OTHERWISE. A purchaser who
holds a valid seller's permit and who sells the property purchased both through vending machines and other than
through vending machines may give a resale certificate with respect to the purchases of such property.
(D) VENDORS NOT SEGREGATING PURCHASES. A purchaser who does not wish to segregate the
purchases of property which is sold through vending machines for 15 cents or less from purchases of like property
which is otherwise sold, may reimburse his or her vendor for sales tax measured by the retail selling price of all such
property provided the vendor is authorized to report and pay the tax to the state in the manner provided by Section
6015.

History:

Effective May 1, 1940.
Adopted as of January 1, 1945, as a restatement of previous rulings.
Amended August 8, 1967.
Amended August 6, 1968.
Amended and renumbered December 10, 1969, effective January 11, 1970.
Amended December 15, 1971, applicable on and after December 15, 1971.
Amended February 16, 1972, effective March 25, 1972.
Amended July 31, 1974, effective September 6, 1974. Changed cold food taxable receipts factor due to increase in tax rate.
Amended September 19, 1975, effective October 26, 1975. Clarified tax on hot bakery goods, hot beverages and cold food products sold by
schools and eliminated sections applicable to prior periods.
Amended December 7, 1977, effective January 19, 1978. In (a)(1) added alternate display method of vendor’s name.
Amended October 18, 1978, effective December 17, 1978. Amends (a), (a)(3)(A), (b), and (b)(1).
Amended December 7, 1978, effective February 18, 1979. Amends subsection (a)(1) to provide that sales through a vending machine will
be considered tax included if there is an appropriate sign posted on the premises.
Amended December 7, 1978, effective February 18, 1979. Correction of error in (a).
Amended August 2, 1984, effective March 3,1985. In (a) deleted “RULES” from title and the sentence following. In (a)(1) added “or
dispensing food products”; deleted (2) and (3) and renumbered remaining subsections. Added new subsection (b) which includes
former (b)(3) and (4). Added new subsection (c).
Amended June 26, 1985, effective September 22,1985. In subdivision (b)(2) corrects reference to Welfare and Institutions Code by
changing the word “Distribution” to “Institutions.” Adds new subdivision (b) (3) entitled “Photocopies” which provides that any library
district, municipal library, or county library, and any vendor making sales pursuant to a contract with those libraries, is a consumer
rather than a retailer of photocopies which it sells at retail through a vending machine located at a library facility. Also, renumbers
subdivisions (b)(3) and (b)(4) to read subdivisions (b) (4) and (b) (5) respectively. In renumbered subdivision (b)(5), provides that
nonprofit, charitable, or education organizations, which includes libraries, are consumers of tangible personal property dispensed
through vending machines for 15 cents or less.
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Regulation 1574 (Continued)
Amended April 9, 1986, effective July 3, 1986. In subdivision (a)(1), amended definition of vending machine operators required to obtain a
seller’s permit. In subdivision (b)(2), amended definition of vending machine operator’s gross receipts. Subdivision (b) (5), amended
provisions relating to sales of property through vending machines by nonprofit, charitable, or educational organizations.
Amended April 8, 1987, effective July 1,1987. In subdivision (b)(5)(C), (b)(5)(D) and (c)(2)(D), added reference to application of tax to
certain nonreturnable containers.
Amended June 2, 1988, effective August 26, 1988. In subdivision (b)(2)(C), added provisions that provide for a partial exemption from tax
the gross receipts from the sale of food products sold through vending machines. In subdivision (b)(2)(A), added provisions that exclude
carbonated beverages from the definition of food products.
Amended July 28, 1993, effective November 13, 1993. Added subdivision (b) (1) (D) to provide that sales of purified drinking water through
vending machines into customer’s own containers under certain conditions is exempt from tax; (b)(2)(A) and (b)(2)(B) amended to
provide that candy and confectionery are not food products effective July 15, 1991. Sales of candy and confectionery through vending
machines for 15 cents or less (or 25 cents or less if a bulk vending machine) will continue to be exempt from tax and clarified that
candy-coated gum is considered candy; (b)(2) (C) amended to update the example and reflect current tax rate; added (b)(3)(A) to
explain that the term “food products” does not include snack foods, candy, nonmedicated chewing gum and confectionery for the period
July 15, 1991 to November 30, 1992.
Amended June 20, 2001, effective October 20, 2001. Subdivision (a)(1) - second, third, and fourth unnumbered paragraphs deleted.
Subdivision (b)(1) – wording in second sentence replaced with “Sale of… basis.” New third sentence added. Subdivision (b)(2)(A) –
“If… (a)(1)” in second sentence of first paragraph replaced with “Since… basis;” “taxable” inserted after “total receipts from the;” phrase
“which … dispensed” deleted; “should” substituted for “may” in second sentence; second paragraph deleted. Subdivision (b)(2)(C) –
Third paragraph deleted; tax rate table updated.
Amended August 24, 2004, effective November 2, 2004. Subdivision (b)(1)(B) – deleted “(e)” after the word “Regulation 1597” and replaced
it with “(f)” to correct referencing error.
Amended August 20, 2008, effective September 24, 2008. In the table under subdivision (b)(2)(C), deleted tax rate percentages that no
longer are relevant, and added relevant percentages.

Regulations are issued by the State Board of Equalization to implement, interpret or make specific
provisions of the California Sales and Use Tax Law and to aid in the administration and enforcement
of that law. If you are in doubt about how the Sales and Use Tax Law applies to your specific activity
or transaction, you should write the nearest State Board of Equalization office. Requests for advice
regarding a specific activity or transaction should be in writing and should fully describe the facts and
circumstances of the activity or transaction.
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Regulation 1603

ARTICLE 8. FOOD PRODUCTS
REGULATION 1603

Regulation 1603. TAXABLE SALES OF FOOD PRODUCTS.
Reference: Sections 6006, 6012, 6359, 6359.1, 6359.45, 6361, 6363, 6363.5, 6363.6, 6363.8, 6370, 6373, 6374, and
6376.5, Revenue and Taxation Code.
Food Products Generally, see Regulation 1602.
Sales tax reimbursement when served with, see Regulation 1700.
Meals served to residents or patients of an institution, see Regulation 1503.
Food products sold through vending machines, see Regulation 1574.
Meals at organized camps, see Regulation 1506.
Nonprofit organizations as consumers, see Regulation 1597.

(a) RESTAURANTS, HOTELS, BOARDING HOUSES, SODA FOUNTAINS, AND SIMILAR
ESTABLISHMENTS.
(1) DEFINITIONS.
(A) Boarding House. The term "Boarding House" as used in this regulation means any
establishment regularly serving meals on the average to five or more paying guests. The term
includes a "guest home," "residential care home," "halfway house," and any other establishment
providing room and board or board only, which is not an institution as defined in Regulation 1503
and section 6363.6 of the Revenue and Taxation Code. The fact that guests may be recipients of
welfare funds does not affect the application of tax. A person or establishment furnishing meals on
the average to fewer than five paying guests during the calendar quarter is not considered to be
engaged in the business of selling meals at retail.
(B) American Plan Hotel. The term "American Plan Hotel" as used in this regulation means a
hotel which charges guests a fixed sum by the day, week, or other period for room and meals
combined.
(C) Complimentary Food and Beverages. As used in this subdivision (a), the term
"complimentary food and beverages" means food and beverages (including alcoholic and
non-alcoholic beverages) which are provided to transient guests on a complimentary basis and:
1. There is no segregation between the charges for rooms and the charges for the food and
beverages on the guests' bills, and
2. The guests are not given an option to refuse the food and beverages in return for a
discounted room rental.
(D) Average Retail Value of Complimentary Food and Beverages. The term "average retail
value of complimentary food and beverages" (ARV) as used in this regulation means the total

amount of the costs of the complimentary food and beverages for the preceding calendar year
marked-up one hundred percent (100%) and divided by the number of rooms rented for that year.
Costs of complimentary food and beverages include charges for delivery to the lodging
establishment but exclude discounts taken and sales tax reimbursement paid to vendors. The
100% markup factor includes the cost of food preparation labor by hotel employees, the fair rental
value of hotel facilities used to prepare or serve the food and beverages, and profit.
(E) Average Daily Rate. The term "average daily rate" (ADR) as used in this regulation means
the gross room revenue for the preceding calendar year divided by the number of rooms rented for
that year. "Gross room revenue" means and includes the full charge to the hotel customers but
excludes separately stated occupancy taxes, revenue from contract and group rentals which do not
qualify for complimentary food and beverages, and revenue from special packages (e.g., New
Year's Eve packages which include food and beverages as well as guest room accommodations),
unless it can be documented that the retail value of the food and beverages provided as a part of
the special package is 10% or less of the total package charge as provided in subdivision (a)(2)(B).
"Number of rooms rented for that year" means the total number of times all rooms have been
rented on a nightly basis provided the revenue for those rooms is included in the "gross room
revenue." For example, if a room is rented out for three consecutive nights by one guest, that room
will be counted as rented three times when computing the ADR.
(2) APPLICATION OF TAX.
(A) In General. Tax applies to sales of meals or hot prepared food products (see (e) below)
furnished by restaurants, concessionaires, hotels, boarding houses, soda fountains, and similar
establishments whether served on or off the premises. In the case of American Plan Hotels, special
packages offered by hotels, e.g., a New Year's Eve package as described in subdivision (a)(1)(E),
and boarding houses, a reasonable segregation must be made between the charges for rooms and
the charges for the meals, hot prepared food products, and beverages. Charges by hotels or
boarding houses for delivering meals or hot prepared food products to, or serving them in, the
rooms of guests are includable in the measure of tax on the sales of the meals or hot prepared food
products whether or not the charges are separately stated. (Caterers, see (i) below.) Sales of meals
or hot prepared food products by restaurants, concessionaires, hotels, boarding houses, soda
fountains, and similar establishments to persons such as event planners, party coordinators, or
fundraisers, which buy and sell on their own account, are sales for resale for which a resale
certificate may be accepted. (See subdivision (i)(3)(C)2.)
Soufflé cups, straws, paper napkins, toothpicks and like items that are not of a reusable character
which are furnished with meals or hot prepared food products are sold with the meals or hot prepared
food products. Sales of such items for such purpose to persons engaged in the business of selling
meals or hot prepared food products are, accordingly, sales for resale.
(B) Complimentary Food and Beverages. Lodging establishments which furnish, prepare, or
serve complimentary food and beverages to guests in connection with the rental of rooms are
consumers and not retailers of such food and beverages when the retail value of the complimentary
food and beverages is "incidental" to the room rental service regardless of where within the hotel
premises the complimentary food and beverages are served. For complimentary food and
beverages to qualify as "incidental" for the current calendar year, the average retail value of the
complimentary food and beverages (ARV) furnished for the preceding calendar year must be equal
to or less than 10% of the average daily rate (ADR) for that year.
If a hotel provides guests with coupons or similar documents which may be exchanged for
complimentary food and beverages in an area of the hotel where food and beverages are sold on a
regular basis to the general public (e.g., a restaurant), the hotel will be considered the consumer and
not the retailer of such food and beverages if the coupons or similar documents are non-transferable
and the guest is specifically identified by name. If the coupons or similar documents are transferable

or the guest is not specifically identified, food and beverages provided will be considered sold to the
guest at the fair retail value of similar food and beverages sold to the general public. In the case of
coupons redeemed by guests at restaurants not operated by the lodging establishment, the hotel will
be considered the consumer of food and beverages provided to the hotel's guests and tax will apply
to the charge by the restaurant to the hotel.
Lodging establishments are retailers of food and beverages which do not qualify as "incidental" and
tax applies as provided in subdivision (a)(2)(A) above. Amounts paid by guests for food and
beverages in excess of a complimentary allowance are gross receipts subject to the tax. Lodging
establishments are retailers of otherwise complimentary food and beverages sold to non-guests.
In the case of hotels with concierge floor, club level or similar programs, the formula set forth above
shall be applied separately with respect to the complimentary food and beverages furnished to guests
who participate in the concierge, club or similar program. That is, the concierge, club or similar
program will be deemed to be an independent hotel separate and apart from the hotel in which it is
operated. The ADR and the retail value of complimentary food and beverages per occupied room will
be computed separately with respect to the guest room accommodations entitled to the privileges and
amenities involved in the concierge, club or similar program.
The following example illustrates the steps in determining whether the
food and beverages are complimentary:
FORMULA: ARV ÷ ADR ≤10%
Average Daily Rate (ADR):
Room Revenue

$9,108,000

Rooms Rented

74,607

ADR ($9,108,000 ÷ 74,607)

$122.08

Average Retail Value of Complimentary Food and Beverages
(ARV):
Complimentary Food Cost

$169,057

Complimentary Beverage Cost

52,513

Total

$221,570

Add 100% Markup

221,570

Average Retail Value

$443,140

ARV per occupied room ($443,140 ÷
74,607)
Application of Formula:

$5.94

$5.94 ÷ $122.08 =
4.87%

In the above example, the average retail value of the complimentary food and beverages per

occupied room for the preceding calendar year is equal to or less than 10% of the average daily rate.
Therefore, under the provisions of this subdivision (a)(2)(B), the complimentary food and beverages
provided to guests for the current calendar year qualify as "incidental." The lodging establishment is
the consumer and not the retailer of such food and beverages. This computation must be made
annually.
When a lodging establishment consists of more than one location, the operations of each location will
be considered separately in determining if that location's complimentary food and beverages qualify
as incidental.
(C) "Free" Meals. When a restaurant agrees to furnish a "free" meal to a customer who
purchases another meal and presents a coupon or card, which the customer previously had
purchased directly from the restaurant or through a sales promotional agency having a contract
with the restaurant to redeem the coupons or cards, the restaurant is regarded as selling two meals
for the price of one, plus any additional compensation from the agency or from its own sales of
coupons. Any such additional compensation is a part of its taxable gross receipts for the period in
which the meals are served.
Tax applies only to the price of the paid meal plus any such additional compensation.
(b) "DRIVE-INS." Tax applies to sales of food products ordinarily sold for immediate consumption on
or near a location at which parking facilities are provided primarily for the use of patrons in consuming
the products purchased at the "drive-in" establishment, even though such products are sold on a "take
out" or "to go" order and are actually packaged or wrapped and taken from the premises of the
retailer. Food products when sold in bulk, i.e., in quantities or in a form not suitable for consumption
on the retailer's premises, are not regarded as ordinarily sold for immediate consumption on or near
the location at which parking facilities are provided by the retailer. Accordingly, with the exception of
sales of hot prepared food products (see (e) below) and sales of cold food under the 80-80 rule (see
(c) below), sales of ice cream, doughnuts, and other individual food items in quantities obviously not
intended for consumption on the retailer's premises, without eating utensils, trays or dishes and not
consumed on the retailer's premises, are exempt from tax. Any retailer claiming a deduction on
account of food sales of this type must support the deduction by complete and detailed records.*

* The records acceptable in support of such a deduction are:
(a) A sales ticket prepared for each transaction claimed as being tax exempt showing:
(1) Date of the sale,
(2) The kind of merchandise sold,
(3) The quantity of each kind of merchandise sold,
(4) The price of each kind of merchandise sold,
(5) The total price of merchandise sold,
(6) A statement to the effect that the merchandise purchased is not to be consumed on or near the location at
which parking facilities are provided by the retailer, and
(b) A daily sales record kept in sufficient detail to permit verification by audit that all gross receipts from sales have
been accounted for and that all sales claimed as being tax exempt are included therein.

(c) COLD FOOD SOLD ON A "TAKE-OUT" ORDER.
(1) GENERAL.
(A) Seller Meeting Criteria of 80-80 Rule. When a seller meets both criteria of the 80-80 rule as
explained in subdivision (c)(3) below, tax applies to sales of cold food products (including sales for
a separate price of hot bakery goods and hot beverages such as coffee) in a form suitable for
consumption on the seller's premises even though such food products are sold on a "take-out" or
"to go" order. Sales of cold food products which are suitable for consumption on the seller's
premises are subject to the tax no matter how great the quantity purchased, e.g., 40 one-half pint
containers of milk. Except as provided elsewhere in this regulation, tax does not apply to sales of

food products which are furnished in a form not suitable for consumption on the seller's premises.
Operative April 1, 1996, although a seller may meet both criteria of the 80-80 rule, he or she may
elect to separately account for the sale of "take-out" or "to go" orders of cold food products which are
in a form suitable for consumption on the seller's premises. The gross receipts from the sale of those
food products shall be exempt from the tax provided the seller keeps a separate accounting of these
transactions in his or her records. Tax will remain applicable to the sale of food products as provided
in subdivisions (a), (b), (e), or (f) of this regulation. Failure to maintain the required separate
accounting and documentation claimed as exempt under this subdivision will revoke the seller's
election under this subdivision.
(B) Seller Not Meeting Criteria of 80-80 Rule. When a seller does not meet both criteria of the
80-80 rule as explained in subdivision (c)(3) below, tax does not apply to sales of cold food
products (including sales for a separate price of hot bakery goods and hot beverages such as
coffee) when sold on a "take-out" or "to go" order.
(2) DEFINITIONS.
(A) For purposes of this subdivision (c), the term "suitable for consumption on the seller's
premises" means food products furnished:
1. In a form which requires no further processing by the purchaser, including but not limited to
cooking, heating, thawing, or slicing, and
2. In a size which ordinarily may be immediately consumed by one person such as a large milk
shake, a pint of ice cream, a pint of milk, or a slice of pie. Cold food products (excluding milk
shakes and similar milk products) furnished in containers larger in size than a pint are considered
to be in a form not suitable for immediate consumption.
Pieces of candy sold in bulk quantities of one pound or greater are deemed to be sold in a form not
suitable for consumption on the seller's premises.
The term does not include cold food products which obviously would not be consumed on the
premises of the seller, e.g., a cold party tray or a whole cold chicken.
(B) For purposes of this subdivision (c), the term "seller's premises" means the individual location
at which a sale takes place rather than the aggregate of all locations of the seller. For example, if a
seller operates several drive-in and fast food restaurants, the operations of each location stand
alone and are considered separately in determining if the sales of food products at each location
meet the criteria of the 80-80 rule.
When two or more food-selling activities are conducted by the same person at the same location, the
operations of all food related activities will be considered in determining if the sales of food products
meet the criteria of the 80-80 rule. For example, if a seller operates a grocery store and a restaurant
with no physical separation other than separate cash registers, the grocery store operations will be
included in determining if the sales of food products meet the criteria of the 80-80 rule. When there is
a physical separation where customers of one operation may not pass freely into the other operation,
e.g., separate rooms with separate entrances but a common kitchen, each operation will be
considered separately for purposes of this subdivision (c).
(3) 80-80 RULE. Tax applies under this subdivision (c) only if the seller meets both of the following
criteria:
(A) More than 80 percent of the seller's gross receipts are from the sale of food products, and
(B) More than 80 percent of the seller's retail sales of food products are taxable as provided in
subdivisions (a), (b), (e), and (f) of this regulation.
Sales of alcoholic beverages, carbonated beverages, or cold food to go not suitable for immediate

consumption should not be included in this computation. Any seller meeting both of these criteria and
claiming a deduction for the sale of cold food products in a form not suitable for consumption on the
seller's premises must support the deduction by complete and detailed records of such sales made.
(d) PLACES WHERE ADMISSION IS CHARGED.
(1) GENERAL. Tax applies to sales of food products when sold within, and for consumption within, a
place the entrance to which is subject to an admission charge, during the period when the sales are
made, except for national and state parks and monuments, and marinas, campgrounds, and
recreational vehicle parks.
(2) DEFINITIONS.
(A) "Place" means an area the exterior boundaries of which are defined by walls, fences or
otherwise in such a manner that the area readily can be recognized and distinguished from
adjoining or surrounding property. Examples include buildings, fenced enclosures and areas
delimited by posted signs.
(B) "Within a place" means inside the door, gate, turnstile, or other point at which the customer
must pay an admission charge or present evidence, such as a ticket, that an admission charge has
been paid. Adjacent to, or in close proximity to, a place is not within a place.
(C) "Admission charge" means any consideration required to be paid in money or otherwise for
admittance to a place.
"Admission charge" does not include:
1. Membership dues in a club or other organization entitling the member to, among other
things, entrance to a place maintained by the club or organization, such as a fenced area
containing a club house, tennis courts, and a swimming pool. Where a guest is admitted to such
a place only when accompanied by or vouched for by a member of the club or organization, any
charge made to the guest for use of facilities in the place is not an admission charge.
2. A charge for a student body card entitling the student to, among other things, entrance to a
place, such as entrance to a school auditorium at which a dance is held.
3. A charge for the use of facilities within a place to which no entrance charge is made to
spectators. For example, green fees paid for the privilege of playing a golf course, a charge
made to swimmers for the use of a pool within a place, or a charge made for the use of lanes in a
public bowling place.
(D) "National and state parks and monuments" means those which are part of the National Park
System or the State Park System. The phrase does not include parks and monuments not within
either of those systems, such as city, county, regional, district or private parks.
(3) PRESUMPTION THAT FOOD IS SOLD FOR CONSUMPTION WITHIN A PLACE. When food
products are sold within a place the entrance to which is subject to an admission charge, it will be
presumed, in the absence of evidence to the contrary, that the food products are sold for consumption
within the place. Obtaining and retaining evidence in support of the claimed tax exemption is the
responsibility of the retailer. Such evidence may consist, for example, of proof that the sales were of
canned jams, cake mixes, spices, cooking chocolate, or other items in a form in which it is unlikely
that such items would be consumed within the place where sold.
(4) FOOD SOLD TO STUDENTS. The exemption otherwise granted by Section 6363 does not
apply to sales of food products to students when sold within, and for consumption within, a place the
entrance to which is subject to an admission charge, and such sales are subject to tax except as
provided in (q) of this regulation. For example, when food products are sold by a student organization
to students or to both students and nonstudents within a place the entrance to which is subject to an

admission charge, such as a place where school athletic events are held, the sales to both students
and nonstudents are taxable.
(e) HOT PREPARED FOOD PRODUCTS.
(1) GENERAL. Tax applies to all sales of hot prepared food products unless otherwise exempt. "Hot
prepared food products" means those products, items, or components which have been prepared for
sale in a heated condition and which are sold at any temperature which is higher than the air
temperature of the room or place where they are sold. The mere heating of a food product constitutes
preparation of a hot prepared food product, e.g., grilling a sandwich, dipping a sandwich bun in hot
gravy, using infra-red lights, steam tables, etc. If the sale is intended to be of a hot food product, such
sale is of a hot food product regardless of cooling which incidentally occurs. For example, the sale of
a toasted sandwich intended to be in a heated condition when sold, such as a fried ham sandwich on
toast, is a sale of a hot prepared food product even though it may have cooled due to delay. On the
other hand, the sale of a toasted sandwich which is not intended to be in a heated condition when
sold, such as a cold tuna sandwich on toast, is not a sale of a hot prepared food product.
When a single price has been established for a combination of hot and cold food items, such as a
meal or dinner which includes cold components or side items, tax applies to the entire established
price regardless of itemization on the sales check. The inclusion of any hot food product in an
otherwise cold combination of food products sold for a single established price, results in the tax
applying to the entire established price, e.g., hot coffee served with a meal consisting of cold food
products, when the coffee is included in the established price of the meal. If a single price for the
combination of hot and cold food items is listed on a menu, wall sign or is otherwise advertised, a
single price has been established. Except as otherwise provided in (b), (c), (d) or (f) of this regulation,
or in Regulation 1574, tax does not apply to the sale for a separate price of bakery goods, beverages
classed as food products, or cold or frozen food products. Hot bakery goods and hot beverages such
as coffee are hot prepared food products but their sale for a separate price is exempt unless taxable
as provided in (b), (c), (d) or (f) of this regulation, or in Regulation 1574. Tax does apply if a hot
beverage and a bakery product or cold food product are sold as a combination for a single price. Hot
soup, bouillon, or consommé is a hot prepared food product which is not a beverage.
(2) AIR CARRIERS ENGAGED IN INTERSTATE OR FOREIGN COMMERCE. Tax does not apply
to the sale, storage, use, or other consumption of hot prepared food products sold by caterers or other
vendors to air carriers engaged in interstate or foreign commerce for consumption by passengers on
such air carriers, nor to the sale, storage, use, or other consumption of hot prepared food products
sold or served to passengers by air carriers engaged in interstate or foreign commerce for
consumption by passengers on such air carriers. "Air carriers" are persons or firms in the business of
transporting persons or property for hire or compensation, and include both common and contract
carriers. "Passengers" do not include crew members. Any caterer or other vendor claiming the
exemption must support it with an exemption certificate from the air carrier substantially in the form
prescribed in Appendix A of this regulation.
(f) FOOD FOR CONSUMPTION AT FACILITIES PROVIDED BY THE RETAILER. Tax applies to
sales of sandwiches, ice cream, and other foods sold in a form for consumption at tables, chairs, or
counters or from trays, glasses, dishes, or other tableware provided by the retailer or by a person with
whom the retailer contracts to furnish, prepare, or serve food products to others.
A passenger's seat aboard a train, or a spectator's seat at a game, show, or similar event is not a
"chair" within the meaning of this regulation. Accordingly, except as otherwise provided in (c), (d), and
(e) above, tax does not apply to the sale of cold sandwiches, ice cream, or other food products sold
by vendors passing among the passengers or spectators where the food products are not "for
consumption at tables, chairs, or counters or from trays, glasses, dishes, or other tableware provided
by the retailer."
(g) TIPS, GRATUITIES, AND SERVICE CHARGES. (Prior to January 1, 2015)

The provisions of subdivision (g) apply to transactions occurring prior to January 1, 2015. This
subdivision applies to restaurants, hotels, caterers, boarding houses, soda fountains, drive-ins and
similar establishments.
An optional payment designated as a tip, gratuity, or service charge is not subject to tax. A mandatory
payment designated as a tip, gratuity, or service charge is included in taxable gross receipts, even if
the amount is subsequently paid by the retailer to employees.
(1) OPTIONAL PAYMENT.
(A) A payment of a tip, gratuity, or service charge is optional if the customer adds the amount to
the bill presented by the retailer, or otherwise leaves a separate amount in payment over and above
the actual amount due the retailer for the sale of meals, food, and drinks that include services. The
following examples illustrate transactions where a payment of a tip, gratuity or service charge is
optional and not included in taxable gross receipts. This is true regardless of printed statements on
menus, brochures, advertisements or other materials notifying customers that tips, gratuities, or
service charges will or may be added by the retailer to the prices of meals, food, or drinks:
Example 1. The restaurant check is presented to the customer with the "tip" area blank so the
customer may voluntarily write in an amount, or
Example 2. The restaurant check is presented to the customer with options computed by the retailer
and presented to the customer as tip suggestions. The "tip" area is blank so the customer may
voluntarily write in an amount:
Guest Check
Food Item A

$9.95

Beverage Item B

3.75

Subtotal

$13.70

8% sales tax

1.10

Subtotal

$14.80

Tip*
Total
*Suggested tips:
15%=$2.06; 18%=$2.47; 20%=$2.74; other
If an employer misappropriates these payments for these charges, as discussed in subdivision
(g)(1)(B) below, such payments are included in the retailer's taxable gross receipts.
(B) No employer shall collect, take, or receive any gratuity or a part thereof, paid, given to, or left
for an employee by a patron, or deduct any amount from wages due an employee on account of
such gratuity, or require an employee to credit the amount, or any part thereof, of such gratuity
against and as a part of the wages due the employee from the employer. (Labor Code section 351.)
If this prohibition is violated, any amount of such gratuities received by the employer will be
considered a part of the gross receipts of the employer and subject to the tax.
(2) MANDATORY PAYMENT.

(A) An amount negotiated between the retailer and the customer in advance of a meal, food, or
drinks, or an event that includes a meal, food, or drinks is mandatory.
(B) When the menu, brochures, advertisements or other printed materials contain statements that
notify customers that tips, gratuities, or service charges will or may be added, an amount
automatically added by the retailer to the bill or invoice presented to and paid by the customer is a
mandatory charge and subject to tax. These amounts are considered negotiated in advance as
specified in subdivision (g)(2)(A). Examples of printed statements include:
"An 18% gratuity [or service charge] will be added to parties of 8 or more."
"Suggested gratuity 15%," itemized on the invoice or bill by the restaurant, hotel, caterer,
boarding house, soda fountain, drive-in or similar establishment.
"A 15%voluntary gratuity will be added for parties of 8 or more."
An amount will be considered "automatically added" when the retailer adds the tip to the bill without
first conferring with the customer after service of the meal and receiving approval to add the tip or
without providing the customer with the option to write in the tip. Nonetheless, any amount added by
the retailer is presumed to be mandatory. This presumption may be overcome as discussed in
subdivision (g)(2)(C) below.
(C) It is presumed that an amount added as a tip by the retailer to the bill or invoice presented to
the customer is mandatory. A statement on the bill or invoice that the amount added by the retailer
is a "suggested tip," "optional gratuity," or that "the amount may be increased, decreased, or
removed" by the customer does not change the mandatory nature of the charge.
This presumption may be controverted by documentary evidence showing that the customer
specifically requested and authorized the gratuity be added to the amount billed.
Examples of documentary evidence that may be used to overcome the presumption include:
1. A guest check that is presented to the customer showing sales tax reimbursement and the
amount upon which it was computed, without tip or with the "tip" area blank and a separate
document, such as a credit card receipt, to which the retailer adds or prints the requested tip.
2. Guest receipts and payments showing that the percentage of tips paid by large groups varies
from the percentage stated on the menu, brochure, advertisement or other printed materials.
3. A retailer's written policy stating that its employees shall receive confirmation from a
customer before adding a tip together with additional verifiable evidence that the policy has been
enforced. The policy is not in itself sufficient documentation to establish that the customer
requested and authorized that a gratuity be added to the amount billed without such additional
verifiable evidence.
The retailer must retain the guest checks and any additional separate documents to show that the
payment is optional. The retailer is also required to maintain other records in accordance with the
requirements of Regulation 1698, Records.
(h) Tips, Gratuities, and Service Charges. (On and after January 1, 2015)
The provisions of subdivision (h) apply to transactions occurring on and after January 1, 2015. This
subdivision applies to restaurants, hotels, caterers, boarding houses, soda fountains, drive-ins and
similar establishments.
An optional payment designated as a tip, gratuity, or service charge is not subject to tax. A mandatory
payment designated as a tip, gratuity, or service charge is included in taxable gross receipts, even if it
is subsequently paid by the retailer to employees. For purposes of this subdivision, "amount" means a
payment designated as a tip, gratuity, service charge, or any other separately stated payment for

services associated with the purchase of meals, food, or drinks.
(1) Optional Payment.
When a retailer keeps records consistent with reporting amounts as tip wages for Internal
Revenue Service (IRS) purposes, such amounts are presumed to be optional and not subject to
tax. When a retailer does not maintain such records, this presumption does not apply and the
amounts may be mandatory and included in taxable gross receipts as discussed in subdivisions
(h)(2) and (h)(3).
The following examples illustrate transactions where an amount is optional and not included in
taxable gross receipts:
Example 1. The restaurant check is presented to the customer with the "tip" area blank so the
customer may voluntarily write in the amount, or
Example 2. The restaurant check is presented to the customer with options computed by the
retailer and presented to the customer as tip suggestions. The "tip" area is blank so the customer
may voluntarily write in the amount:
Guest Check
Food Item A

$9.95

Beverage Item B

3.75

Subtotal

$13.70

8% sales tax

1.10

Subtotal

$14.80

Tip*
Total
*Suggested tips:
15%=$2.06; 18%=$2.47; 20%=$2.74; other
Under these circumstances, the customer is free to enter the amount on the tip line or leave it
blank; thus, the customer may enter an amount free from compulsion. The customer and restaurant
did not negotiate the amount nor did the restaurant dictate the amount.
If an employer misappropriates these amounts, as discussed in subdivision (h)(4) below, such
payments are included in the retailer's taxable gross receipts.
(2) Mandatory Payment.
When a retailer’s records reflect that amounts are required to be reported to the IRS as non-tip
wages, the amount is deemed to be mandatory.
(3) When a retailer does not maintain records for purposes of reporting the amounts to the IRS:
(A) An amount negotiated between the retailer and the customer in advance of a meal, food, or
drinks, or an event that includes a meal, food, or drinks is mandatory.
(B) When the menu, brochures, advertisements or other printed materials contain statements that
notify customers that tips, gratuities, or service charges will or may be added, an amount

automatically added by the retailer to the bill or invoice presented to and paid by the customer is a
mandatory charge and subject to tax. These amounts are considered negotiated in advance as
specified in subdivision (h)(3)(A). Examples of printed statements include:
"An 18% gratuity [or service charge] will be added to parties of 8 or more."
"Suggested gratuity 15%," itemized on the invoice or bill by the restaurant, hotel, caterer,
boarding house, soda fountain, drive-in or similar establishment.
"A 15% voluntary gratuity will be added for parties of 8 or more."
An amount will be considered "automatically added" when the retailer adds the amount to the bill
without first conferring with the customer after service of the meal. Nonetheless, any amount added
by the retailer is presumed to be automatically added and mandatory. This presumption may be
overcome as discussed in subdivision (h)(3)(C) below.
(C) It is presumed that an amount added as a tip by the retailer to the bill or invoice presented to
the customer is automatically added and mandatory. A statement on the bill or invoice that the
amount added by the retailer is a "suggested tip," "optional gratuity," or that the amount "may be
increased, decreased, or removed" by the customer does not change the mandatory nature of the
charge.
This presumption may be controverted by documentary evidence showing that the customer
specifically requested and authorized the amount be added to the bill.
Examples of documentary evidence that may be used to overcome the presumption include:
1. A guest check that is presented to the customer showing sales tax reimbursement and the
figure upon which it was computed, without "tip" or with the "tip" area blank and a separate
document, such as a credit card receipt, to which the retailer adds or prints the requested
amount.
2. Guest receipts and payments showing that the percentage of amounts paid by large parties
varies from the percentage stated on the menu, brochure, advertisement or other printed
materials.
3. A retailer's written policy stating that its employees shall receive confirmation from a
customer before adding an amount together with additional verifiable evidence that the policy has
been enforced. The policy is not in itself sufficient documentation to establish that the customer
requested and authorized that the amount be added to the bill without such additional verifiable
evidence.
The retailer must retain the guest checks and any additional separate documents to show that
the payment is optional. The retailer is also required to maintain other records in accordance with
the requirements of Regulation 1698, Records.
(4) No employer shall collect, take, or receive any gratuity or a part thereof, paid, given to, or left
for an employee by a patron, or deduct any amount from wages due an employee on account of
such gratuity, or require an employee to credit the amount, or any part thereof, of such gratuity
against and as a part of the wages due the employee from the employer. (Labor Code section 351.)
If this prohibition is violated, any amount received by the employer will be considered a part of the
gross receipts of the employer and subject to the tax.
(i) CATERERS.
(1) DEFINITION. The term "caterer" as used in this regulation means a person engaged in the
business of serving meals, food, or drinks on the premises of the customer, or on premises supplied
by the customer, including premises leased by the customer from a person other than the caterer, but
does not include employees hired by the customer by the hour or day.

(2) SALES TO CATERERS. A caterer generally is considered to be the consumer of tangible
personal property normally used in the furnishing and serving of meals, food or drinks, except for
separately stated charges by the caterer for the lease of tangible personal property or tangible
personal property regarded as being sold with meals, food or drinks such as disposable plates,
napkins, utensils, glasses, cups, stemware, place mats, trays, covers and toothpicks.
(3) SALES BY CATERERS.
(A) Caterer as Retailer. Tax applies to the entire charge made by caterers for serving meals,
food, and drinks, inclusive of charges for food, the use of dishes, silverware, glasses, chairs, tables,
etc., used in connection with serving meals, and for the labor of serving the meals, whether
performed by the caterer, the caterer's employees or subcontractors. Tax applies to charges made
by caterers for preparing and serving meals and drinks even though the food is not provided by the
caterers. Tax applies to charges made by caterers for hot prepared food products as in (e) above
whether or not served by the caterers. A caterer who separately states or itemizes charges for the
lease of tangible personal property regardless of the use of the property will be deemed to be the
lessor of such property. Tax applies in accordance with Regulation 1660, Leases of Tangible
Personal Property—In General. Tax does not apply to charges made by caterers for the rental of
dishes, silverware, glasses, etc., purchased by the caterer with tax paid on the purchase price if no
food is provided or served by the caterers in connection with such rental.
(B) Caterers as Lessors of Property Unrelated to the Serving or Furnishing of Meals, Food,
or Drinks by a Caterer.
1. When a caterer who is furnishing or serving meals, food, or drinks also rents or leases from
a third party tangible personal property which the caterer does not use himself or herself and the
property is not customarily provided or used within the catering industry in connection with the
furnishing and serving of food or drinks, such as decorative props related solely to optional
entertainment, special lighting for guest speakers, sound or video systems, dance floors, stages,
etc., he or she is a lessor of such property. In such instance, tax applies to the lease in
accordance with Regulation 1660.
2. When a person who in other instances is a caterer does not furnish or serve any meals,
food, or drinks to a customer, but rents or leases from a third party tangible personal property
such as dishes, linen, silverware and glasses, etc., for purposes of providing it to his or her
customer, he or she is not acting as a caterer within the meaning of this regulation, but solely as
a lessor of tangible personal property. In such instances, tax applies to the lease in accordance
with Regulation 1660.
(C) Caterers Planning, Designing and Coordinating Events.
1. Tax applies to charges by a caterer for event planning, design, coordination, and/or
supervision if they are made in connection with the furnishing of meals, food, or drinks for the
event. Tax does not apply to separately stated charges for services unrelated to the furnishing
and serving of meals, food, or drinks, such as optional entertainment or any staff who do not
directly participate in the preparation, furnishing, or serving of meals, food, or drinks, e.g.,
coat-check clerks, parking attendants, security guards, etc.
2. When a caterer sells meals, food, or drinks, and the serving of them, to other persons such
as event planners, party coordinators, or fundraisers, who buy and sell the same on their own
account or for their own sake, it is a sale for resale for which the caterer may accept a resale
certificate. However, a caterer may only claim the sale as a resale if the caterer obtains a resale
certificate in compliance with Regulation 1668. A person is buying or selling for his or her own
account, or own sake, when such person has his or her own contract with a customer to sell the
meals, food, or drinks to the customer, and is not merely acting on behalf of the caterer.

3. When a caterer sells meals, food or drinks and the serving of them to other persons who
charge a fee for their service unrelated to the taxable sale, the separately stated fee is not
subject to tax.
(D) Sales of Meals by Caterers to Social Clubs, Fraternal Organizations. Sales of meals to
social clubs and fraternal organizations, as those terms are defined in subdivision (j) below, by
caterers are sales for resale if such social clubs and fraternal organizations are the retailers of the
meals subject to tax under subdivision (j) and give valid resale certificates therefor.
(E) Tips, Gratuities, or Service Charges. Tips, gratuities, and service charges are discussed in
subdivisions (g) and (h).
(4) PREMISES. GENERAL. Separately stated charges for the lease of premises on which meals,
food, or drinks are served, are nontaxable leases of real property. Where a charge for leased
premises is a guarantee against a minimum purchase of meals, food or drinks, the charge for the
guarantee is gross receipts subject to tax. Where a person contracts to provide both premises and
meals, food or drinks, the charge for the meals, food or drinks must be reasonable in order for the
charge for the premises to be nontaxable.
(5) PRIVATE CHEFS. A private chef is generally not an employee of the customer, but an
independent contractor who pays his or her own social security, and federal and state income taxes.
Such a private chef, who prepares and serves meals, food and drinks in the home of his or her
customer is a caterer under this regulation.
(j) SOCIAL CLUBS AND FRATERNAL ORGANIZATIONS. "Social Clubs and Fraternal
Organizations" as used herein include any corporation, partnership, association or group or
combination acting as a unit, such as service clubs, lodges, and community, country, and athletic
clubs.
The tax applies to receipts from the furnishing of meals, food, and drink by social clubs and fraternal
organizations unless furnished: (1) exclusively to members; and also, (2) less frequently than once a
week. Both of these requirements must be met. If the club or organization furnishes meals, food or
drink to nonmembers, all receipts from the furnishing of meals, food or drink are subject to tax
whether furnished to members or nonmembers, including receipts on occasions when furnished
exclusively to members. Meals, food or drink paid for by members are considered furnished to them
even though consumed by guests who are not members.
(k) STUDENT MEALS.
(1) DEFINITIONS.
(A) "Food Products." As used herein, the term "food products" as defined in Regulation 1602
(18 CCR 1602) includes food furnished, prepared, or served for consumption at tables, chairs, or
counters, or from trays, glasses, dishes, or other tableware provided by the retailer or by a person
with whom the retailer contracts to furnish, prepare or serve food to others.
(B) "Meals." As used herein, the term "meals" includes both food and nonfood products, which
are sold to students for an established single price at a time set aside for meals. If a single price for
the combination of a nonfood product and a food product is listed on a menu or on a sign, a single
price has been established. The term "meals" does not include nonfood products which are sold to
students for a separate price and tax applies to the sales of such products. Examples of nonfood
products are: carbonated beverages and beer. For the purpose of this regulation, products sold at a
time designated as a "nutrition break", "recess", or similar break, will not be considered "meals."
(2) APPLICATION OF TAX.
(A) Sales By Schools, School Districts and Student Organizations. Sales of meals or food
products for human consumption to students of a school by public or private schools, school

districts, and student organizations, are exempt from tax, except as otherwise provided in (d)(4)
above.
(B) Sales by Parent-Teacher Associations. Tax does not apply to the sale of, nor the storage,
use or other consumption in this state of, meals and food products for human consumption
furnished or served to the students of a school by parent-teacher associations. Parent-teacher
associations qualifying under Regulation 1597 as consumers are not retailers of tangible personal
property, which they sell. Accordingly, tax does apply to the sale to such associations of nonfood
items such as carbonated beverages, containers, straws and napkins.
(C) Sales by Blind Vendors. Tax does not apply to the sale of meals or food products for human
consumption to students of a school by any blind person (as defined in Section 19153 of the
Welfare and Institutions Code) operating a restaurant or vending stand in an educational institution
under Article 5 of Chapter 6 of Part 2 of Division 10 of the Welfare and Institutions Code, except as
otherwise provided in (d)(4) above.
(D) Sales by Caterers. The application of tax to sales by caterers in general is explained in
subdivision (i) above. However, tax does not apply to the sale by caterers of meals or food products
for human consumption to students of a school, if all the following criteria are met:
1. The premises used by the caterer to serve the lunches to the students are used by the
school for other purposes, such as sporting events and other school activities, during the
remainder of the day;
2. The fixtures and equipment used by the caterer are owned and maintained by the school;
and
3. The students purchasing the meals cannot distinguish the caterer from the employees of the
school.
( l) EMPLOYEES' MEALS.
(1) IN GENERAL. Any employer or employee organization that is in the business of selling meals,
e.g., a restaurant, hotel, club, or association, must include its receipts from the sales of meals to
employees, along with its receipts from sales to other purchasers of meals, in the amount upon which
it computes its sales tax liability. An employer or an employee organization selling meals only to
employees becomes a retailer of meals and liable for sales tax upon its receipts from sales of meals if
it sells meals to an average number of five or more employees during the calendar quarter.
(2) SPECIFIC CHARGE. The tax applies only if a specific charge is made to employees for the
meals. Tax does not apply to cash paid an employee in lieu of meals. A specific charge is made for
meals if:
(A) Employee pays cash for meals consumed.
(B) Value of meals is deducted from employee's wages.
(C) Employee receives meals in lieu of cash to bring compensation up to legal minimum wage.
(D) Employee has the option to receive cash for meals not consumed.
(3) NO SPECIFIC CHARGE. If an employer makes no specific charge for meals consumed by
employees, the employer is the consumer of the food products and the nonfood products, which are
furnished to the employees as a part of the meals.
In the absence of any of the conditions under (l)(2) a specific charge is not made if:
(A) A value is assigned to meals as a means of reporting the fair market value of employees'
meals pursuant to state and federal laws or regulations or union contracts.

(B) Employees who do not consume available meals have no recourse on their employer for
additional cash wages.
(C) Meals are generally available to employees, but the duties of certain employees exclude them
from receiving the meals and are paid cash in lieu thereof.
(4) MEALS CREDITED TOWARD MINIMUM WAGE. If an employee receives meals in lieu of cash
to bring his or her compensation up to the legal minimum wage, the amount by which the minimum
wage exceeds the amount otherwise paid to the employee is includable in the employer's taxable
gross receipts up to the value of the meals credited toward the minimum wage.
For example, if the minimum rate for an eight-hour day is $46.00, and the employee received $43.90
in cash, and a lunch is received which is credited toward the minimum wage in the maximum
allowable amount of $2.10, the employer has received gross receipts in the amount of $2.10 for the
lunch.
(5) TAX REIMBURSEMENT. If a separately stated amount for tax reimbursement is not added to the
price of meals sold to employees for which a specific charge is made, the specific charge will be
regarded as being a tax-included charge for the meals.
(m) RELIGIOUS ORGANIZATIONS. Tax does not apply to the sale of, and the storage, use or other
consumption in this state of, meals and food products for human consumption furnished or served by
any religious organization at a social or other gathering conducted by it or under its auspices, if the
purpose in furnishing or serving the meals and food products is to obtain revenue for the functions
and activities of the organization and the revenue obtained from furnishing or serving the meals and
food products is actually used in carrying on such functions and activities. For the purposes of this
regulation, "religious organization" means any organization the property of which is exempt from
taxation pursuant to Subdivision (f) of section 3 of Article XIII of the State Constitution.
(n) INSTITUTIONS. Tax does not apply to the sale of, nor the storage, use, or other consumption in
this state of, meals and food products for human consumption furnished or served to and consumed
by patients or residents of an "institution" as defined in Regulation 1503. Tax, however, does apply to
the sale of meals and food products by an institution to persons other than patients or residents of
that institution.
(o) MEAL PROGRAMS FOR LOW-INCOME ELDERLY PERSONS. Tax does not apply to the sale of,
and the storage, use or other consumption in this state of, meals and food products for human
consumption furnished or served to low-income elderly persons at or below cost by a nonprofit
organization or governmental agency under a program funded by this state or the United States for
such purposes.
(p) FOOD PRODUCTS, NONALCOHOLIC BEVERAGES AND OTHER TANGIBLE PERSONAL
PROPERTY TRANSFERRED BY NONPROFIT YOUTH ORGANIZATIONS. See Regulation 1597 for
the application of tax on food products, nonalcoholic beverages and other tangible personal property
transferred by nonprofit youth organizations.
(q) NONPROFIT PARENT-TEACHER ASSOCIATIONS. Nonprofit parent-teacher associations and
equivalent organizations qualifying under Regulation 1597 are consumers and not retailers of tangible
personal property, which they sell.
(r) MEALS AND FOOD PRODUCTS SERVED TO CONDOMINIUM RESIDENTS. Tax does not apply
to the sale of, and the storage, use, or other consumption in this state of meals and food products for
human consumption furnished to and consumed by persons 62 years of age or older residing in a
condominium and who own equal shares in a common kitchen facility; provided, that the meals and
food products are served to such persons on a regular basis.
This exemption is applicable only to sales of meals and food products for human consumption

prepared and served at the common kitchen facility of the condominium. Tax applies to sales to
persons less than 62 years of age.
(s) VETERAN'S ORGANIZATION. Beginning April 1, 2004, tax does not apply to the sale of, and the
storage, use or other consumption in this state of, meals and food products for human consumption
furnished or served by any nonprofit veteran's organization at a social or other gathering conducted
by it or under its auspices, if the purpose in furnishing or serving the meals and food products is to
obtain revenue for the functions and activities of the organization and the revenue obtained from
furnishing or serving the meals and food products is actually used in carrying on those functions and
activities.
(t) FOOD STAMP COUPONS. Tax does not apply to tangible personal property, which is eligible to be
purchased with federal food stamp coupons acquired pursuant to the Food Stamp Act of 1977 and so
purchased. When payment is made in the form of both food stamps and cash, the amount of the food
stamp coupons must be applied first to tangible personal property normally subject to the tax, e.g.,
nonalcoholic carbonated beverages. Retailers are prohibited from adding any amount designated as
sales tax, use tax, or sales tax reimbursement to sales of tangible personal property purchased with
food stamp coupons. (See paragraph (c) of Regulation 1602.5 for special reporting provisions by
grocers.)
(u) HONOR SYSTEM SNACK SALES. An "honor system snack sale" means a system where
customers take snacks from a box or tray and pay by depositing money in a container provided by the
seller. Snacks sold through such a system may be subject to tax depending upon where the sale
takes place. Sales of such snacks are taxable when sold at or near a lunchroom, break room, or other
facility that provides tables and chairs, and it is contemplated that the food sold will normally be
consumed at such facilities. Honor system snack sales do not include hotel room mini-bars or snack
baskets.
(v) MOBILE FOOD VENDORS. Mobile food vendors include retailers who sell food and beverages for
immediate consumption from motorized vehicles or un-motorized carts. Examples of mobile food
vendors include food trucks, coffee carts, and hot dog carts. For sales made on or after July 1, 2014,
unless a separate amount for tax reimbursement is added to the price, mobile food vendors' sales of
taxable items are presumed to be made on a tax-included basis.
This presumption does not apply when a mobile food vendor is making sales as a "caterer" as defined
in (i)(1).
History: Amended September 14, 1955.
Amended September 13, 1961.
Amended September 18, 1963.
Amended September 2, 1965, applicable as amended September 17, 1965.
Amended October 8, 1968, applicable on and after October 1, 1968.
Amended November 3, 1969, effective as amended January 1, 1970.
Amended December 10, 1969, applicable as amended January 1, 1970.
Amended and renumbered June 5, 1970, effective July 9, 1970.
Amended June 19, 1970, effective July 23, 1970.
Amended November 5, 1970, effective December 10, 1970.
Amended May 12, 1971, effective June 13, 1971, as a restatement.
Amended September 15, 1971, effective October 1, 1971.
Amended December 15, 1971, applicable on and after January 1, 1972.
Amended February 16, 1972, effective March 25, 1972.

Amended September 14, 1972, effective September 15, 1972.
Amended October 17, 1973, effective November 18, 1973.
Amended October 8, 1974, effective October 10, 1974. Noted effect of change of definition of "institution".
Amended December 19, 1974, effective January 26, 1975. Clarified tax exempt sales of hot food to interstate air
carriers, reorganized (d) and (e), and added (n) on reference to section on tax exempt sales by nonprofit youth
sports organizations.
Amended September 19, 1975, effective October 26, 1975. Corrected reference and clarified the taxable status
of sales of hot bakery goods and hot beverages, of vending machine sales, and of credited tips against the
minimum wage.
Amended December 17, 1975, effective January 1, 1976. Noted that employers can no longer credit tips against
wages of employees and deleted references to such credit of tips as taxable receipts.
Amended September 28, 1978, effective November 18, 1978. Amends (i)(2)(A) and (c)(4); adds (i)(2)(B) and (o).
Amended April 9, 1980, effective July 6, 1980. In Subsection (k) deleted "section 1½" and added "subdivision (f)
of Section 3 of Article XIII of the State Constitution. Added to Appendix A all banks except "Purchasing Air
Carrier."
Amended April 1, 1981, effective August 19, 1981. In (1) changed "inmates" to "residents." Added (p).
Amended May 9, 1984, effective September 12, 1984. In (d)(1) added reference to Regulation 1574; in (i)(2)(A)
and (i)(3) deleted reference to 33 percent of gross receipts from sale of cold food products sold for more than
15 cents; and in (i)(2)(A) deleted reference to Regulation 1574.
Amended April 9, 1985, effective June 27, 1985. A new subdivision (c) was added to interpret and explain the
1984 amendments to Section 6359. Subdivisions (d) through (p) were relettered to (e) through (q)
consecutively. Subdivision (f), formerly designated (e) was changed by deleting obsolete language which was
contrary to the provisions of Section 6359, as amended by Chapter 930, Statutes of 1984, and there were
corrections of cross references.
Amended May 6, 1986, effective July 24, 1986. In subdivision (d)(1), amended regulation to include marinas,
campgrounds, and recreational vehicle parks. In subdivision (o), amended regulation to limit organizations
covered by regulation, and made the organizations consumers of certain items of tangible personal property.
Amended August 24, 1988, effective November 19, 1988. In subdivision (s) amended to provide that certain
items purchased with food stamp coupons are exempt from sales and use taxes. In subdivision (r) amended to
provide guidance with reference to free meals provided by restaurants under a sales promotional plan.
Amended August 1, 1989, effective October 15, 1989. Subdivision (m), added the explanation that tax does apply
to sales of meals and food productions to persons other than patients or residents.
Amended March 17, 1992, effective July 3, 1992. Divided former paragraph (j)(1) into (A) Food Products, as
defined in Regulation 1602, and (B) Meals, which includes tax application to food and non-food products;
deleted "or equivalent organizations" in paragraph (j)(2)(B); corrected various references, printing errors and
numbering; added footnote 1 to paragraph (b).
Amended October 26, 1993, effective February 20, 1994. Amended subdivision (j)(1)(B) to delete "snack food" as
an example of a non-food product; amended subdivisions (b) and (c); added (c)(1)(B), (c)(2) and (c)(3) to
clarify the application of the 80-80 rule.
Amended September 23, 1998, effective January 9, 1999. Subdivision (a) rewritten and expanded. New
subdivision (a)(1) designated; former first unnamed paragraph renamed subdivision (a)(1)(A), new
subdivisions (a)(1)(B–E) added; former unnumbered paragraph included in new subdivision (a)(2)(A) with
references to special packages and beverages added; subdivision (2)(B) added. Subdivision (c)(1)(A)
amended by substituting phrase "meets both criteria of the 80-80 rule as explained in" for "qualifies under the
provisions of" and "(80-80 rule)" and adding new unnumbered paragraph; subdivision (c)(1)(B) amended by
substituting phrase "meets both criteria of the 80-80 rule as explained in" for "qualifies under the provisions of"
and "(80-80 rule)"; subdivision (c)(2) amended by moving substance of subdivision (c)(2) to new subdivision
(c)(2)(A) and redesignating former paragraphs (c)(2)(A) & (B) as new subdivisions (c)(2)(A)1. & 2. (with
references to milkshakes added to new subdivision (c)(2)(A)2.); new subdivision (c)(2)(B) added; subdivision
(c)(3)(B) revised for clarity and new first sentence added to unnumbered paragraph. Subdivision (k)(2)
amended by adding "to employees" to first sentence. Subdivision (k)(3) amended by adding phrases "by an
employer" and "consumed by employees" and "and . . . meals" and deleting "purchased . . . employer."; and
subdivision (k)(4) amended by adding "or her" to first paragraph and substituting "$46.00" for "$13.20" and
"$43.90" for "$12.20" and "$2.10" for "$1.00." Subdivision letters deleted from cross-references to Regulation

1597 in subdivisions (o) and (p).
Amended February 6, 2002, effective June 13, 2002. Subdivision (a)(1)(C)—words "there" and "the" capitalized.
Subdivision (a)(2)(A)—new sentence added to the end of the first paragraph; first unnumbered paragraph
—spelling of "Soufflé" corrected. Subdivision (e)(1)—spelling of "consommè " corrected. Subdivision (h) is
expanded with several new subdivisions. First paragraph of existing subdivision (h) moved to new subdivision
(h)(1) and entitled "DEFINITION"; word "and" replaced with "or" and phrase "or . . . caterer," added. Phrase
"customer by the" added. New subdivisions (h)(2) and (h)(3) added. Language of first unnumbered paragraph
of existing subdivision (h) transferred to new subdivision (h)(3)(A) and re-written. Phrase "A . . . General"
added. New subdivisions (h)(3)(B), (C) & (E), (h)(4), and (h)(5) added. Language of current second
unnumbered paragraph promulgated as new subdivision (h)(3)(D). Subdivision (j)(2)—new subdivision (D)
added. Subdivision (k)(3)—subdivision re-written from passive to active voice. Subdivision (t) added.
Amended June 30, 2004; effective September 10, 2004. Word "Section" changed to lower case and spelling
errors corrected throughout. Subdivision (a)(2)(C)—added with language of former subdivision (r) regarding
free meals served by restaurants moved to here. Subdivisions (c)(3)(A&B)—first words in subdivisions
corrected to upper case. Subdivisions (h)(1&2)—line spaces added. Subdivision (h)(5) line space added after
title; word "and" added before word "federal." Subdivision (j)(2)(D)—parentheses deleted from
sub-designations. Subdivision (l)—letter "s" deleted from word "sales" and words "the" and ", and the storage,
use or other consumption in this state of," added. Subdivision (r)—new subdivision added.
Amended April 25, 2007, effective August 15, 2007. Amended subdivision (g) to clarify the application of tax to
tips, gratuities and service charges.
Amended March 25, 2014, effective July 1, 2014. Added subdivision (u) to provide that for sales made on or after
July 1, 2014, mobile food vendors' sales of taxable items are presumed to be made on a tax-included basis.
Amended August 5, 2014, effective January 1, 2015. Amended subdivision (g)’s provisions regarding tips,
gratuities, and service charges so that they only apply to transactions occurring prior to January 1, 2015;
added a new subdivision (h) with provisions that are applicable to such transactions occurring on or after
January 1, 2015, including provisions that define the term "amount" and provide that when a retailer keeps
records consistent with reporting amounts as tip wages for Internal Revenue Service purposes, such amounts
are presumed to be optional and not subject to tax. Renumbered subdivisions (h) through (u), as subdivisions
(i) through (v), and updated cross-references to the renumbered subdivisions. Made minor grammatical and
formatting changes to subdivisions (a)(1)(E), (2)(A), (2)(B), (e)(1), and (g)(1)(A), and in new subdivisions
(i)(3)(A) and (4), (j), (k)(1)(A) and (B), (l)(3), and (p). Updated the cross-references to other regulations
following the reference note.

Appendix A
CALIFORNIA SALES TAX EXEMPTION CERTIFICATE
SUPPORTING EXEMPTION UNDER SECTION 6359.1
The undersigned certifies that it is an air carrier engaged in interstate
or foreign commerce and that the hot prepared food products
purchased from ___________ will be consumed by passengers on its
flights.
The undersigned further certifies that it understands and agrees that
if the property purchased under this certificate is used by the purchaser
for any purpose other than that specified above, the purchaser shall be
liable for sales tax as if it were a retailer making a retail sale of the
property at the time of such use, and the sales price of the property to
it shall be deemed the gross receipts from such sale.

Date Certificate Given
Purchasing Air Carrier
(company name)

Appendix A
CALIFORNIA SALES TAX EXEMPTION CERTIFICATE
SUPPORTING EXEMPTION UNDER SECTION 6359.1
The undersigned certifies that it is an air carrier engaged in interstate
or foreign commerce and that the hot prepared food products
purchased from ___________ will be consumed by passengers on its
flights.
The undersigned further certifies that it understands and agrees that
if the property purchased under this certificate is used by the purchaser
for any purpose other than that specified above, the purchaser shall be
liable for sales tax as if it were a retailer making a retail sale of the
property at the time of such use, and the sales price of the property to
it shall be deemed the gross receipts from such sale.

Date Certificate Given
Purchasing Air Carrier
(company name)

Address
Signed By
(signature of authorized person)

(print or type name)

Title
(owner, partner, purchasing agent, etc.)

Seller's Permit No. (if any)

Back to top (#top)

Appendix D:
Independent Contractor
Reporting

IRS Tax Publications

If you are not sure whether you are an employee or an
independent contractor, get Form SS-8, Determination of
Worker Status for Purposes of Federal Employment Taxes
and Income Tax Withholding. Publication 15-A, Employer’s
Supplemental Tax Guide, provides additional information
on independent contractor status.

IRS Electronic Services

You can download and print IRS publications, forms, and
other tax information materials on the Internet at www.
irs.gov. You can also call the IRS at 1-800-829-3676
(1-800-TAX-FORM) to order free tax publications and
forms.

?

Publication 1796, 2007 IRS Tax Products CD (Final Release), containing current and prior year tax publications
and forms, can be purchased from the National Technical Information Service (NTIS). You can order Publication
1796 toll-free by calling 1-877-233-6767 or via the Internet
at www.irs.gov/cdorders.
Call 1-800-829-4933, the Business and Speciality Tax
Line, if you have questions related to employment tax
issues.

EMPLOYEE
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INDEPENDENT
CONTRACTOR

OR

Independent Contractor or Employee
Which are you?
For federal tax purposes, this is an important distinction. Worker classification affects how you pay your federal income
tax, social security and Medicare taxes, and how you file your tax return. Classification affects your eligibility for social
security and Medicare benefits, employer provided benefits and your tax responsibilities. If you aren’t sure of your work
status, you should find out now. This brochure can help you.

The courts have considered many facts in deciding
whether a worker is an independent contractor or an employee. These relevant facts fall into three main categories:
behavioral control; financial control; and relationship of
the parties. In each case, it is very important to consider
all the facts – no single fact provides the answer. Carefully
review the following definitions.

Behavioral Control

These facts show whether there is a right to direct or
control how the worker does the work. A worker is an
employee when the business has the right to direct and
control the worker. The business does not have to actually
direct or control the way the work is done – as long as the
employer has the right to direct and control the work. For
example:

Instructions – if you receive extensive instructions
on how work is to be done, this suggests that you are
an employee. Instructions can cover a wide range of
topics, for example:
•

how, when, or where to do the work

•

what tools or equipment to use

•

what assistants to hire to help with the work

•

where to purchase supplies and services

If you receive less extensive instructions about what
should be done, but not how it should be done, you
may be an independent contractor. For instance,
instructions about time and place may be less important
than directions on how the work is performed.

Training – if the business provides you with training
about required procedures and methods, this indicates
that the business wants the work done in a certain way,
and this suggests that you may be an employee.

Financial Control

These facts show whether there is a right to direct or
control the business part of the work. For example:

Significant Investment – if you have a significant
investment in your work, you may be an independent
contractor. While there is no precise dollar test, the
investment must have substance. However, a significant investment is not necessary to be an independent
contractor.

Expenses – if you are not reimbursed for some or all
business expenses, then you may be an independent
contractor, especially if your unreimbursed business
expenses are high.

Opportunity for Profit or Loss – if you can
realize a profit or incur a loss, this suggests that you
are in business for yourself and that you may be an
independent contractor.

Relationship of the Parties

These are facts that illustrate how the business and the
worker perceive their relationship. For example:
Employee Benefits – if you receive benefits, such as
insurance, pension, or paid leave, this is an indication that
you may be an employee. If you do not receive benefits,
however, you could be either an employee or an independent contractor.
Written Contracts – a written contract may show what
both you and the business intend. This may be very
significant if it is difficult, if not impossible, to determine
status based on other facts.

When You Are an Employee...

 Your employer must withhold income tax and your
portion of social security and Medicare taxes. Also,
your employer is responsible for paying social
security, Medicare, and unemployment (FUTA) taxes
on your wages. Your employer must give you a Form
W-2, Wage and Tax Statement, showing the amount
of taxes withheld from your pay.
 You may deduct unreimbursed employee business
expenses on Schedule A of your income tax return,
but only if you itemize deductions and they total more
than two percent of your adjusted gross income.

When You Are an Independent
Contractor...

 The business may be required to give you Form 1099MISC, Miscellaneous Income, to report what it has
paid to you.
 You are responsible for paying your own income tax
and self-employment tax (Self-Employment Contributions Act – SECA). The business does not withhold
taxes from your pay. You may need to make estimated tax payments during the year to cover your tax
liabilities.

?

 You may deduct business expenses on Schedule C of
your income tax return.
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Form
(Rev. December 2014)
Department of the Treasury
Internal Revenue Service

Request for Taxpayer
Identification Number and Certification

Give Form to the
requester. Do not
send to the IRS.

Print or type
See Specific Instructions on page 2.

1 Name (as shown on your income tax return). Name is required on this line; do not leave this line blank.

2 Business name/disregarded entity name, if different from above

3 Check appropriate box for federal tax classification; check only one of the following seven boxes:
C Corporation
S Corporation
Partnership
Trust/estate
Individual/sole proprietor or
single-member LLC
Limited liability company. Enter the tax classification (C=C corporation, S=S corporation, P=partnership) a
Note. For a single-member LLC that is disregarded, do not check LLC; check the appropriate box in the line above for
the tax classification of the single-member owner.

4 Exemptions (codes apply only to
certain entities, not individuals; see
instructions on page 3):
Exempt payee code (if any)
Exemption from FATCA reporting
code (if any)
(Applies to accounts maintained outside the U.S.)

Other (see instructions) a
5 Address (number, street, and apt. or suite no.)

Requester’s name and address (optional)

6 City, state, and ZIP code

7 List account number(s) here (optional)

Part I

Taxpayer Identification Number (TIN)

Enter your TIN in the appropriate box. The TIN provided must match the name given on line 1 to avoid
backup withholding. For individuals, this is generally your social security number (SSN). However, for a
resident alien, sole proprietor, or disregarded entity, see the Part I instructions on page 3. For other
entities, it is your employer identification number (EIN). If you do not have a number, see How to get a
TIN on page 3.
Note. If the account is in more than one name, see the instructions for line 1 and the chart on page 4 for
guidelines on whose number to enter.

Social security number

–

–

or
Employer identification number

–

Part II

Certification

Under penalties of perjury, I certify that:
1. The number shown on this form is my correct taxpayer identification number (or I am waiting for a number to be issued to me); and
2. I am not subject to backup withholding because: (a) I am exempt from backup withholding, or (b) I have not been notified by the Internal Revenue
Service (IRS) that I am subject to backup withholding as a result of a failure to report all interest or dividends, or (c) the IRS has notified me that I am
no longer subject to backup withholding; and
3. I am a U.S. citizen or other U.S. person (defined below); and
4. The FATCA code(s) entered on this form (if any) indicating that I am exempt from FATCA reporting is correct.
Certification instructions. You must cross out item 2 above if you have been notified by the IRS that you are currently subject to backup withholding
because you have failed to report all interest and dividends on your tax return. For real estate transactions, item 2 does not apply. For mortgage
interest paid, acquisition or abandonment of secured property, cancellation of debt, contributions to an individual retirement arrangement (IRA), and
generally, payments other than interest and dividends, you are not required to sign the certification, but you must provide your correct TIN. See the
instructions on page 3.

Sign
Here

Signature of
U.S. person a

Date a

General Instructions

• Form 1098 (home mortgage interest), 1098-E (student loan interest), 1098-T
(tuition)

Section references are to the Internal Revenue Code unless otherwise noted.

• Form 1099-C (canceled debt)

Future developments. Information about developments affecting Form W-9 (such
as legislation enacted after we release it) is at www.irs.gov/fw9.

• Form 1099-A (acquisition or abandonment of secured property)
Use Form W-9 only if you are a U.S. person (including a resident alien), to
provide your correct TIN.

Purpose of Form
An individual or entity (Form W-9 requester) who is required to file an information
return with the IRS must obtain your correct taxpayer identification number (TIN)
which may be your social security number (SSN), individual taxpayer identification
number (ITIN), adoption taxpayer identification number (ATIN), or employer
identification number (EIN), to report on an information return the amount paid to
you, or other amount reportable on an information return. Examples of information
returns include, but are not limited to, the following:

If you do not return Form W-9 to the requester with a TIN, you might be subject
to backup withholding. See What is backup withholding? on page 2.

• Form 1099-INT (interest earned or paid)

3. Claim exemption from backup withholding if you are a U.S. exempt payee. If
applicable, you are also certifying that as a U.S. person, your allocable share of
any partnership income from a U.S. trade or business is not subject to the
withholding tax on foreign partners' share of effectively connected income, and

• Form 1099-DIV (dividends, including those from stocks or mutual funds)
• Form 1099-MISC (various types of income, prizes, awards, or gross proceeds)
• Form 1099-B (stock or mutual fund sales and certain other transactions by
brokers)
• Form 1099-S (proceeds from real estate transactions)

By signing the filled-out form, you:
1. Certify that the TIN you are giving is correct (or you are waiting for a number
to be issued),
2. Certify that you are not subject to backup withholding, or

4. Certify that FATCA code(s) entered on this form (if any) indicating that you are
exempt from the FATCA reporting, is correct. See What is FATCA reporting? on
page 2 for further information.

• Form 1099-K (merchant card and third party network transactions)
Cat. No. 10231X
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Note. If you are a U.S. person and a requester gives you a form other than Form
W-9 to request your TIN, you must use the requester’s form if it is substantially
similar to this Form W-9.
Definition of a U.S. person. For federal tax purposes, you are considered a U.S.
person if you are:
• An individual who is a U.S. citizen or U.S. resident alien;
• A partnership, corporation, company, or association created or organized in the
United States or under the laws of the United States;
• An estate (other than a foreign estate); or
• A domestic trust (as defined in Regulations section 301.7701-7).
Special rules for partnerships. Partnerships that conduct a trade or business in
the United States are generally required to pay a withholding tax under section
1446 on any foreign partners’ share of effectively connected taxable income from
such business. Further, in certain cases where a Form W-9 has not been received,
the rules under section 1446 require a partnership to presume that a partner is a
foreign person, and pay the section 1446 withholding tax. Therefore, if you are a
U.S. person that is a partner in a partnership conducting a trade or business in the
United States, provide Form W-9 to the partnership to establish your U.S. status
and avoid section 1446 withholding on your share of partnership income.
In the cases below, the following person must give Form W-9 to the partnership
for purposes of establishing its U.S. status and avoiding withholding on its
allocable share of net income from the partnership conducting a trade or business
in the United States:
• In the case of a disregarded entity with a U.S. owner, the U.S. owner of the
disregarded entity and not the entity;
• In the case of a grantor trust with a U.S. grantor or other U.S. owner, generally,
the U.S. grantor or other U.S. owner of the grantor trust and not the trust; and
• In the case of a U.S. trust (other than a grantor trust), the U.S. trust (other than a
grantor trust) and not the beneficiaries of the trust.
Foreign person. If you are a foreign person or the U.S. branch of a foreign bank
that has elected to be treated as a U.S. person, do not use Form W-9. Instead, use
the appropriate Form W-8 or Form 8233 (see Publication 515, Withholding of Tax
on Nonresident Aliens and Foreign Entities).

3. The IRS tells the requester that you furnished an incorrect TIN,
4. The IRS tells you that you are subject to backup withholding because you did
not report all your interest and dividends on your tax return (for reportable interest
and dividends only), or
5. You do not certify to the requester that you are not subject to backup
withholding under 4 above (for reportable interest and dividend accounts opened
after 1983 only).
Certain payees and payments are exempt from backup withholding. See Exempt
payee code on page 3 and the separate Instructions for the Requester of Form
W-9 for more information.
Also see Special rules for partnerships above.

What is FATCA reporting?
The Foreign Account Tax Compliance Act (FATCA) requires a participating foreign
financial institution to report all United States account holders that are specified
United States persons. Certain payees are exempt from FATCA reporting. See
Exemption from FATCA reporting code on page 3 and the Instructions for the
Requester of Form W-9 for more information.

Updating Your Information
You must provide updated information to any person to whom you claimed to be
an exempt payee if you are no longer an exempt payee and anticipate receiving
reportable payments in the future from this person. For example, you may need to
provide updated information if you are a C corporation that elects to be an S
corporation, or if you no longer are tax exempt. In addition, you must furnish a new
Form W-9 if the name or TIN changes for the account; for example, if the grantor
of a grantor trust dies.

Penalties
Failure to furnish TIN. If you fail to furnish your correct TIN to a requester, you are
subject to a penalty of $50 for each such failure unless your failure is due to
reasonable cause and not to willful neglect.
Civil penalty for false information with respect to withholding. If you make a
false statement with no reasonable basis that results in no backup withholding,
you are subject to a $500 penalty.

Nonresident alien who becomes a resident alien. Generally, only a nonresident
alien individual may use the terms of a tax treaty to reduce or eliminate U.S. tax on
certain types of income. However, most tax treaties contain a provision known as
a “saving clause.” Exceptions specified in the saving clause may permit an
exemption from tax to continue for certain types of income even after the payee
has otherwise become a U.S. resident alien for tax purposes.

Criminal penalty for falsifying information. Willfully falsifying certifications or
affirmations may subject you to criminal penalties including fines and/or
imprisonment.

If you are a U.S. resident alien who is relying on an exception contained in the
saving clause of a tax treaty to claim an exemption from U.S. tax on certain types
of income, you must attach a statement to Form W-9 that specifies the following
five items:

Specific Instructions

1. The treaty country. Generally, this must be the same treaty under which you
claimed exemption from tax as a nonresident alien.
2. The treaty article addressing the income.
3. The article number (or location) in the tax treaty that contains the saving
clause and its exceptions.
4. The type and amount of income that qualifies for the exemption from tax.
5. Sufficient facts to justify the exemption from tax under the terms of the treaty
article.
Example. Article 20 of the U.S.-China income tax treaty allows an exemption
from tax for scholarship income received by a Chinese student temporarily present
in the United States. Under U.S. law, this student will become a resident alien for
tax purposes if his or her stay in the United States exceeds 5 calendar years.
However, paragraph 2 of the first Protocol to the U.S.-China treaty (dated April 30,
1984) allows the provisions of Article 20 to continue to apply even after the
Chinese student becomes a resident alien of the United States. A Chinese student
who qualifies for this exception (under paragraph 2 of the first protocol) and is
relying on this exception to claim an exemption from tax on his or her scholarship
or fellowship income would attach to Form W-9 a statement that includes the
information described above to support that exemption.
If you are a nonresident alien or a foreign entity, give the requester the
appropriate completed Form W-8 or Form 8233.

Backup Withholding
What is backup withholding? Persons making certain payments to you must
under certain conditions withhold and pay to the IRS 28% of such payments. This
is called “backup withholding.” Payments that may be subject to backup
withholding include interest, tax-exempt interest, dividends, broker and barter
exchange transactions, rents, royalties, nonemployee pay, payments made in
settlement of payment card and third party network transactions, and certain
payments from fishing boat operators. Real estate transactions are not subject to
backup withholding.
You will not be subject to backup withholding on payments you receive if you
give the requester your correct TIN, make the proper certifications, and report all
your taxable interest and dividends on your tax return.
Payments you receive will be subject to backup withholding if:
1. You do not furnish your TIN to the requester,
2. You do not certify your TIN when required (see the Part II instructions on page
3 for details),

Misuse of TINs. If the requester discloses or uses TINs in violation of federal law,
the requester may be subject to civil and criminal penalties.

Line 1
You must enter one of the following on this line; do not leave this line blank. The
name should match the name on your tax return.
If this Form W-9 is for a joint account, list first, and then circle, the name of the
person or entity whose number you entered in Part I of Form W-9.
a. Individual. Generally, enter the name shown on your tax return. If you have
changed your last name without informing the Social Security Administration (SSA)
of the name change, enter your first name, the last name as shown on your social
security card, and your new last name.
Note. ITIN applicant: Enter your individual name as it was entered on your Form
W-7 application, line 1a. This should also be the same as the name you entered on
the Form 1040/1040A/1040EZ you filed with your application.
b. Sole proprietor or single-member LLC. Enter your individual name as
shown on your 1040/1040A/1040EZ on line 1. You may enter your business, trade,
or “doing business as” (DBA) name on line 2.
c. Partnership, LLC that is not a single-member LLC, C Corporation, or S
Corporation. Enter the entity's name as shown on the entity's tax return on line 1
and any business, trade, or DBA name on line 2.
d. Other entities. Enter your name as shown on required U.S. federal tax
documents on line 1. This name should match the name shown on the charter or
other legal document creating the entity. You may enter any business, trade, or
DBA name on line 2.
e. Disregarded entity. For U.S. federal tax purposes, an entity that is
disregarded as an entity separate from its owner is treated as a “disregarded
entity.” See Regulations section 301.7701-2(c)(2)(iii). Enter the owner's name on
line 1. The name of the entity entered on line 1 should never be a disregarded
entity. The name on line 1 should be the name shown on the income tax return on
which the income should be reported. For example, if a foreign LLC that is treated
as a disregarded entity for U.S. federal tax purposes has a single owner that is a
U.S. person, the U.S. owner's name is required to be provided on line 1. If the
direct owner of the entity is also a disregarded entity, enter the first owner that is
not disregarded for federal tax purposes. Enter the disregarded entity's name on
line 2, “Business name/disregarded entity name.” If the owner of the disregarded
entity is a foreign person, the owner must complete an appropriate Form W-8
instead of a Form W-9. This is the case even if the foreign person has a U.S. TIN.
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Line 2

2

If you have a business name, trade name, DBA name, or disregarded entity name,
you may enter it on line 2.

Line 3
Check the appropriate box in line 3 for the U.S. federal tax classification of the
person whose name is entered on line 1. Check only one box in line 3.
Limited Liability Company (LLC). If the name on line 1 is an LLC treated as a
partnership for U.S. federal tax purposes, check the “Limited Liability Company”
box and enter “P” in the space provided. If the LLC has filed Form 8832 or 2553 to
be taxed as a corporation, check the “Limited Liability Company” box and in the
space provided enter “C” for C corporation or “S” for S corporation. If it is a
single-member LLC that is a disregarded entity, do not check the “Limited Liability
Company” box; instead check the first box in line 3 “Individual/sole proprietor or
single-member LLC.”

However, the following payments made to a corporation and reportable on Form
1099-MISC are not exempt from backup withholding: medical and health care
payments, attorneys' fees, gross proceeds paid to an attorney reportable under
section 6045(f), and payments for services paid by a federal executive agency.
Exemption from FATCA reporting code. The following codes identify payees
that are exempt from reporting under FATCA. These codes apply to persons
submitting this form for accounts maintained outside of the United States by
certain foreign financial institutions. Therefore, if you are only submitting this form
for an account you hold in the United States, you may leave this field blank.
Consult with the person requesting this form if you are uncertain if the financial
institution is subject to these requirements. A requester may indicate that a code is
not required by providing you with a Form W-9 with “Not Applicable” (or any
similar indication) written or printed on the line for a FATCA exemption code.
A—An organization exempt from tax under section 501(a) or any individual
retirement plan as defined in section 7701(a)(37)
B—The United States or any of its agencies or instrumentalities

Line 4, Exemptions
If you are exempt from backup withholding and/or FATCA reporting, enter in the
appropriate space in line 4 any code(s) that may apply to you.
Exempt payee code.
• Generally, individuals (including sole proprietors) are not exempt from backup
withholding.
• Except as provided below, corporations are exempt from backup withholding
for certain payments, including interest and dividends.
• Corporations are not exempt from backup withholding for payments made in
settlement of payment card or third party network transactions.
• Corporations are not exempt from backup withholding with respect to attorneys'
fees or gross proceeds paid to attorneys, and corporations that provide medical or
health care services are not exempt with respect to payments reportable on Form
1099-MISC.
The following codes identify payees that are exempt from backup withholding.
Enter the appropriate code in the space in line 4.
1—An organization exempt from tax under section 501(a), any IRA, or a
custodial account under section 403(b)(7) if the account satisfies the requirements
of section 401(f)(2)
2—The United States or any of its agencies or instrumentalities
3—A state, the District of Columbia, a U.S. commonwealth or possession, or
any of their political subdivisions or instrumentalities
4—A foreign government or any of its political subdivisions, agencies, or
instrumentalities
5—A corporation
6—A dealer in securities or commodities required to register in the United
States, the District of Columbia, or a U.S. commonwealth or possession
7—A futures commission merchant registered with the Commodity Futures
Trading Commission
8—A real estate investment trust
9—An entity registered at all times during the tax year under the Investment
Company Act of 1940
10—A common trust fund operated by a bank under section 584(a)
11—A financial institution
12—A middleman known in the investment community as a nominee or
custodian
13—A trust exempt from tax under section 664 or described in section 4947
The following chart shows types of payments that may be exempt from backup
withholding. The chart applies to the exempt payees listed above, 1 through 13.

C—A state, the District of Columbia, a U.S. commonwealth or possession, or
any of their political subdivisions or instrumentalities
D—A corporation the stock of which is regularly traded on one or more
established securities markets, as described in Regulations section
1.1472-1(c)(1)(i)
E—A corporation that is a member of the same expanded affiliated group as a
corporation described in Regulations section 1.1472-1(c)(1)(i)
F—A dealer in securities, commodities, or derivative financial instruments
(including notional principal contracts, futures, forwards, and options) that is
registered as such under the laws of the United States or any state
G—A real estate investment trust
H—A regulated investment company as defined in section 851 or an entity
registered at all times during the tax year under the Investment Company Act of
1940
I—A common trust fund as defined in section 584(a)
J—A bank as defined in section 581
K—A broker
L—A trust exempt from tax under section 664 or described in section 4947(a)(1)
M—A tax exempt trust under a section 403(b) plan or section 457(g) plan
Note. You may wish to consult with the financial institution requesting this form to
determine whether the FATCA code and/or exempt payee code should be
completed.

Line 5
Enter your address (number, street, and apartment or suite number). This is where
the requester of this Form W-9 will mail your information returns.

Line 6
Enter your city, state, and ZIP code.

Part I. Taxpayer Identification Number (TIN)
Enter your TIN in the appropriate box. If you are a resident alien and you do not
have and are not eligible to get an SSN, your TIN is your IRS individual taxpayer
identification number (ITIN). Enter it in the social security number box. If you do not
have an ITIN, see How to get a TIN below.
If you are a sole proprietor and you have an EIN, you may enter either your SSN
or EIN. However, the IRS prefers that you use your SSN.
If you are a single-member LLC that is disregarded as an entity separate from its
owner (see Limited Liability Company (LLC) on this page), enter the owner’s SSN
(or EIN, if the owner has one). Do not enter the disregarded entity’s EIN. If the LLC
is classified as a corporation or partnership, enter the entity’s EIN.

IF the payment is for . . .

THEN the payment is exempt for . . .

Note. See the chart on page 4 for further clarification of name and TIN
combinations.

Interest and dividend payments

All exempt payees except
for 7

Broker transactions

Exempt payees 1 through 4 and 6
through 11 and all C corporations. S
corporations must not enter an exempt
payee code because they are exempt
only for sales of noncovered securities
acquired prior to 2012.

How to get a TIN. If you do not have a TIN, apply for one immediately. To apply
for an SSN, get Form SS-5, Application for a Social Security Card, from your local
SSA office or get this form online at www.ssa.gov. You may also get this form by
calling 1-800-772-1213. Use Form W-7, Application for IRS Individual Taxpayer
Identification Number, to apply for an ITIN, or Form SS-4, Application for Employer
Identification Number, to apply for an EIN. You can apply for an EIN online by
accessing the IRS website at www.irs.gov/businesses and clicking on Employer
Identification Number (EIN) under Starting a Business. You can get Forms W-7 and
SS-4 from the IRS by visiting IRS.gov or by calling 1-800-TAX-FORM
(1-800-829-3676).

Barter exchange transactions and
patronage dividends

Exempt payees 1 through 4

Payments over $600 required to be
1
reported and direct sales over $5,000

Generally, exempt payees
2
1 through 5

Payments made in settlement of
payment card or third party network
transactions

Exempt payees 1 through 4

1

See Form 1099-MISC, Miscellaneous Income, and its instructions.

If you are asked to complete Form W-9 but do not have a TIN, apply for a TIN
and write “Applied For” in the space for the TIN, sign and date the form, and give it
to the requester. For interest and dividend payments, and certain payments made
with respect to readily tradable instruments, generally you will have 60 days to get
a TIN and give it to the requester before you are subject to backup withholding on
payments. The 60-day rule does not apply to other types of payments. You will be
subject to backup withholding on all such payments until you provide your TIN to
the requester.
Note. Entering “Applied For” means that you have already applied for a TIN or that
you intend to apply for one soon.
Caution: A disregarded U.S. entity that has a foreign owner must use the
appropriate Form W-8.
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Part II. Certification

3

To establish to the withholding agent that you are a U.S. person, or resident alien,
sign Form W-9. You may be requested to sign by the withholding agent even if
items 1, 4, or 5 below indicate otherwise.
For a joint account, only the person whose TIN is shown in Part I should sign
(when required). In the case of a disregarded entity, the person identified on line 1
must sign. Exempt payees, see Exempt payee code earlier.
Signature requirements. Complete the certification as indicated in items 1
through 5 below.
1. Interest, dividend, and barter exchange accounts opened before 1984
and broker accounts considered active during 1983. You must give your
correct TIN, but you do not have to sign the certification.
2. Interest, dividend, broker, and barter exchange accounts opened after
1983 and broker accounts considered inactive during 1983. You must sign the
certification or backup withholding will apply. If you are subject to backup
withholding and you are merely providing your correct TIN to the requester, you
must cross out item 2 in the certification before signing the form.
3. Real estate transactions. You must sign the certification. You may cross out
item 2 of the certification.
4. Other payments. You must give your correct TIN, but you do not have to sign
the certification unless you have been notified that you have previously given an
incorrect TIN. “Other payments” include payments made in the course of the
requester’s trade or business for rents, royalties, goods (other than bills for
merchandise), medical and health care services (including payments to
corporations), payments to a nonemployee for services, payments made in
settlement of payment card and third party network transactions, payments to
certain fishing boat crew members and fishermen, and gross proceeds paid to
attorneys (including payments to corporations).
5. Mortgage interest paid by you, acquisition or abandonment of secured
property, cancellation of debt, qualified tuition program payments (under
section 529), IRA, Coverdell ESA, Archer MSA or HSA contributions or
distributions, and pension distributions. You must give your correct TIN, but you
do not have to sign the certification.

What Name and Number To Give the Requester
For this type of account:

Give name and SSN of:

1. Individual
2. Two or more individuals (joint
account)

The individual
The actual owner of the account or,
if combined funds, the first
1
individual on the account

3. Custodian account of a minor
(Uniform Gift to Minors Act)

The minor

4. a. The usual revocable savings
trust (grantor is also trustee)
b. So-called trust account that is
not a legal or valid trust under
state law
5. Sole proprietorship or disregarded
entity owned by an individual
6. Grantor trust filing under Optional
Form 1099 Filing Method 1 (see
Regulations section 1.671-4(b)(2)(i)
(A))

The grantor-trustee

2

1

1

The actual owner

The grantor*

Give name and EIN of:
The owner
4

Legal entity

9. Corporation or LLC electing
corporate status on Form 8832 or
Form 2553
10. Association, club, religious,
charitable, educational, or other taxexempt organization

The corporation

11. Partnership or multi-member LLC
12. A broker or registered nominee

The partnership
The broker or nominee

13. Account with the Department of
Agriculture in the name of a public
entity (such as a state or local
government, school district, or
prison) that receives agricultural
program payments

The public entity

14. Grantor trust filing under the Form
1041 Filing Method or the Optional
Form 1099 Filing Method 2 (see
Regulations section 1.671-4(b)(2)(i)
(B))

The trust

1

2

The organization

List first and circle the name of the person whose number you furnish. If only one person on a
joint account has an SSN, that person’s number must be furnished.
Circle the minor’s name and furnish the minor’s SSN.

4

List first and circle the name of the trust, estate, or pension trust. (Do not furnish the TIN of the
personal representative or trustee unless the legal entity itself is not designated in the account
title.) Also see Special rules for partnerships on page 2.
*Note. Grantor also must provide a Form W-9 to trustee of trust.

Note. If no name is circled when more than one name is listed, the number will be
considered to be that of the first name listed.

Secure Your Tax Records from Identity Theft
Identity theft occurs when someone uses your personal information such as your
name, SSN, or other identifying information, without your permission, to commit
fraud or other crimes. An identity thief may use your SSN to get a job or may file a
tax return using your SSN to receive a refund.
To reduce your risk:
• Protect your SSN,
• Ensure your employer is protecting your SSN, and
• Be careful when choosing a tax preparer.
If your tax records are affected by identity theft and you receive a notice from
the IRS, respond right away to the name and phone number printed on the IRS
notice or letter.
If your tax records are not currently affected by identity theft but you think you
are at risk due to a lost or stolen purse or wallet, questionable credit card activity
or credit report, contact the IRS Identity Theft Hotline at 1-800-908-4490 or submit
Form 14039.
For more information, see Publication 4535, Identity Theft Prevention and Victim
Assistance.
Victims of identity theft who are experiencing economic harm or a system
problem, or are seeking help in resolving tax problems that have not been resolved
through normal channels, may be eligible for Taxpayer Advocate Service (TAS)
assistance. You can reach TAS by calling the TAS toll-free case intake line at
1-877-777-4778 or TTY/TDD 1-800-829-4059.
Protect yourself from suspicious emails or phishing schemes. Phishing is the
creation and use of email and websites designed to mimic legitimate business
emails and websites. The most common act is sending an email to a user falsely
claiming to be an established legitimate enterprise in an attempt to scam the user
into surrendering private information that will be used for identity theft.
The IRS does not initiate contacts with taxpayers via emails. Also, the IRS does
not request personal detailed information through email or ask taxpayers for the
PIN numbers, passwords, or similar secret access information for their credit card,
bank, or other financial accounts.
If you receive an unsolicited email claiming to be from the IRS, forward this
message to phishing@irs.gov. You may also report misuse of the IRS name, logo,
or other IRS property to the Treasury Inspector General for Tax Administration
(TIGTA) at 1-800-366-4484. You can forward suspicious emails to the Federal
Trade Commission at: spam@uce.gov or contact them at www.ftc.gov/idtheft or
1-877-IDTHEFT (1-877-438-4338).
Visit IRS.gov to learn more about identity theft and how to reduce your risk.

3

The owner

For this type of account:
7. Disregarded entity not owned by an
individual
8. A valid trust, estate, or pension trust

You must show your individual name and you may also enter your business or DBA name on
the “Business name/disregarded entity” name line. You may use either your SSN or EIN (if you
have one), but the IRS encourages you to use your SSN.

Privacy Act Notice
Section 6109 of the Internal Revenue Code requires you to provide your correct
TIN to persons (including federal agencies) who are required to file information
returns with the IRS to report interest, dividends, or certain other income paid to
you; mortgage interest you paid; the acquisition or abandonment of secured
property; the cancellation of debt; or contributions you made to an IRA, Archer
MSA, or HSA. The person collecting this form uses the information on the form to
file information returns with the IRS, reporting the above information. Routine uses
of this information include giving it to the Department of Justice for civil and
criminal litigation and to cities, states, the District of Columbia, and U.S.
commonwealths and possessions for use in administering their laws. The
information also may be disclosed to other countries under a treaty, to federal and
state agencies to enforce civil and criminal laws, or to federal law enforcement and
intelligence agencies to combat terrorism. You must provide your TIN whether or
not you are required to file a tax return. Under section 3406, payers must generally
withhold a percentage of taxable interest, dividend, and certain other payments to
a payee who does not give a TIN to the payer. Certain penalties may also apply for
providing false or fraudulent information.

Form

SS-8

(Rev. May 2014)

Department of the Treasury
Internal Revenue Service

OMB. No. 1545-0004

Determination of Worker Status for Purposes
of Federal Employment Taxes and
Income Tax Withholding

For IRS Use Only:
Case Number:
Earliest Receipt Date:

a Information about Form SS-8 and its separate instructions is at www.irs.gov/formss8.

Name of firm (or person) for whom the worker performed services

Worker’s name

Firm’s mailing address (include street address, apt. or suite no., city, state, and ZIP code)

Worker’s mailing address (include street address, apt. or suite no., city, state, and ZIP code)

Trade name

Firm's email address

Worker's daytime telephone number

Worker's email address

Firm's fax number

Firm's website

Worker's alternate telephone number

Worker's fax number

Firm's telephone number (include area code)

Firm’s employer identification number

Worker’s social security number

Worker’s employer identification number (if any)

Note. If the worker is paid for these services by a firm other than the one listed on this form, enter the name, address, and employer identification
number of the payer. a

Disclosure of Information
The information provided on Form SS-8 may be disclosed to the firm, worker, or payer named above to assist the IRS in the determination process.
For example, if you are a worker, we may disclose the information you provide on Form SS-8 to the firm or payer named above. The information can
only be disclosed to assist with the determination process. If you provide incomplete information, we may not be able to process your request. See
Privacy Act and Paperwork Reduction Act Notice in the separate instructions for more information. If you do not want this information disclosed to
other parties, do not file Form SS-8.
Parts I–V. All filers of Form SS-8 must complete all questions in Parts I–IV. Part V must be completed if the worker provides a service directly to
customers or is a salesperson. If you cannot answer a question, enter “Unknown” or “Does not apply.” If you need more space for a question, attach
another sheet with the part and question number clearly identified. Write your firm's name (or worker's name) and employer identification number (or
social security number) at the top of each additional sheet attached to this form.

Part I
1

General Information

This form is being completed by:

Firm

Worker; for services performed

to
(beginning date)

.
(ending date)

2

Explain your reason(s) for filing this form (for example, you received a bill from the IRS, you believe you erroneously received a Form 1099 or
Form W-2, you are unable to get workers' compensation benefits, or you were audited or are being audited by the IRS).

3
4

Total number of workers who performed or are performing the same or similar services:
Application
Bid
Employment Agency
How did the worker obtain the job?

5

Attach copies of all supporting documentation (for example, contracts, invoices, memos, Forms W-2 or Forms 1099-MISC issued or received, IRS
closing agreements or IRS rulings). In addition, please inform us of any current or past litigation concerning the worker’s status. If no income reporting forms
.
(Form 1099-MISC or W-2) were furnished to the worker, enter the amount of income earned for the year(s) at issue $

.
Other (specify)

If both Form W-2 and Form 1099-MISC were issued or received, explain why.
6

Describe the firm’s business.

For Privacy Act and Paperwork Reduction Act Notice, see the separate instructions.

Cat. No. 16106T
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Part I
7

General Information (continued)

If the worker received pay from more than one entity because of an event such as the sale, merger, acquisition, or reorganization of the firm for
whom the services are performed, provide the following: Name of the firm's previous owner:
Previous owner's taxpayer identification number:
Other (specify)
Description of above change:

Change was a:

8

Date of change (MM/DD/YY):
Describe the work done by the worker and provide the worker’s job title.

9

Explain why you believe the worker is an employee or an independent contractor.

10

Sale

Merger

Acquisition

Reorganization

Did the worker perform services for the firm in any capacity before providing the services that are the subject of this determination request?
Yes

No

N/A

If “Yes,” what were the dates of the prior service?
If “Yes,” explain the differences, if any, between the current and prior service.

11

If the work is done under a written agreement between the firm and the worker, attach a copy (preferably signed by both parties). Describe the
terms and conditions of the work arrangement.

Part II

Behavioral Control (Provide names and titles of specific individuals, if applicable.)

1

What specific training and/or instruction is the worker given by the firm?

2

How does the worker receive work assignments?

3

Who determines the methods by which the assignments are performed?

4

Who is the worker required to contact if problems or complaints arise and who is responsible for their resolution?

5

What types of reports are required from the worker? Attach examples.

6

Describe the worker’s daily routine such as his or her schedule or hours.

7

At what location(s) does the worker perform services (for example, firm’s premises, own shop or office, home, customer’s location)? Indicate
the appropriate percentage of time the worker spends in each location, if more than one.

8

Describe any meetings the worker is required to attend and any penalties for not attending (for example, sales meetings, monthly meetings,
staff meetings).

9
10
11

Is the worker required to provide the services personally? . . .
If substitutes or helpers are needed, who hires them?
If the worker hires the substitutes or helpers, is approval required?
If “Yes,” by whom?

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

Yes

No

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

Yes

No

12
13

Who pays the substitutes or helpers?
Is the worker reimbursed if the worker pays the substitutes or helpers? .
If “Yes,” by whom?

.

.

.

.

.

.

.

.

.

.

.

.

.

.

Yes

No

Form SS-8 (Rev. 5-2014)

Page 3

Form SS-8 (Rev. 5-2014)

Part III
1

Financial Control (Provide names and titles of specific individuals, if applicable.)

List the supplies, equipment, materials, and property provided by each party:
The firm:
The worker:

2

Other party:
Does the worker lease equipment, space, or a facility? .

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

Yes

No

If “Yes,” what are the terms of the lease? (Attach a copy or explanatory statement.)
3

What expenses are incurred by the worker in the performance of services for the firm?

4

Specify which, if any, expenses are reimbursed by:
The firm:
Other party:

5

Type of pay the worker receives:
Salary
Commission
Hourly Wage
Lump Sum
Other (specify)
If type of pay is commission, and the firm guarantees a minimum amount of pay, specify amount. $

6

Is the worker allowed a drawing account for advances?
If “Yes,” how often?
Specify any restrictions.

.

.

.

.

.

.

.

.

7

Whom does the customer pay? . . . . . . . . .
If worker, does the worker pay the total amount to the firm?

.

.

. .
Yes

.

.

Firm
. . .
No If “No,” explain.

8
9

Does the firm carry workers' compensation insurance on the worker?
. . . . . . . . . . . . . . .
Yes
No
What economic loss or financial risk, if any, can the worker incur beyond the normal loss of salary (for example, loss or damage of equipment,
material)?

10

.

.

.

Does the worker establish the level of payment for the services provided or the products sold? .
If “No,” who does?

Part IV
1

.

.

.

.

.

.

.

Piece Work

.

.

Yes

.

No

Worker

.

.

.

.

.

Yes

No

Relationship of the Worker and Firm

Please check the benefits available to the worker:
Paid vacations
Pensions
Personal days
Other (specify)

Sick pay

Paid holidays
Bonuses

Insurance benefits

2

Can the relationship be terminated by either party without incurring liability or penalty?
If “No,” explain your answer.

3

Did the worker perform similar services for others during the time period entered in Part I, line 1? . . . . . . .
Yes
No
Yes
No
If “Yes,” is the worker required to get approval from the firm? . . . . . . . . . . . . . . . . . .
Describe any agreements prohibiting competition between the worker and the firm while the worker is performing services or during any later
period. Attach any available documentation.

4

.

.

.

.

.

.

.

.

.

.

Yes

5
6

Is the worker a member of a union?
. . . . . . . . . . . . . . . . . . . . . . . . .
Yes
What type of advertising, if any, does the worker do (for example, a business listing in a directory or business cards)? Provide copies, if
applicable.

7

If the worker assembles or processes a product at home, who provides the materials and instructions or pattern?

8

What does the worker do with the finished product (for example, return it to the firm, provide it to another party, or sell it)?

9

How does the firm represent the worker to its customers (for example, employee, partner, representative, or contractor), and under whose
business name does the worker perform these services?

10

No

No

If the worker no longer performs services for the firm, how did the relationship end (for example, worker quit or was fired, job completed,
contract ended, firm or worker went out of business)?
Form SS-8 (Rev. 5-2014)
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Part V

For Service Providers or Salespersons. Complete this part if the worker provided a service directly to
customers or is a salesperson.

1

What are the worker’s responsibilities in soliciting new customers?

2
3

Who provides the worker with leads to prospective customers?
Describe any reporting requirements pertaining to the leads.

4
5

What terms and conditions of sale, if any, are required by the firm?
Are orders submitted to and subject to approval by the firm? . .

.

.

.

.

.

.

.

.

.

.

Yes

No

6

Who determines the worker’s territory?

7

Did the worker pay for the privilege of serving customers on the route or in the territory? .

.

.

.

.

.

.

.

.

.

Yes

No

If “Yes,” whom did the worker pay?
If “Yes,” how much did the worker pay?

.

.

.

.

.

. $

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

8

Where does the worker sell the product (for example, in a home, retail establishment)?

9

List the product and/or services distributed by the worker (for example, meat, vegetables, fruit, bakery products, beverages, or laundry or dry
cleaning services). If more than one type of product and/or service is distributed, specify the principal one.

10
11

Does the worker sell life insurance full time? . . . . .
Does the worker sell other types of insurance for the firm? .

12

If “Yes,” enter the percentage of the worker’s total working time spent in selling other types of insurance . . . . .
If the worker solicits orders from wholesalers, retailers, contractors, or operators of hotels, restaurants, or other similar
establishments, enter the percentage of the worker’s time spent in the solicitation . . . . . . . . . . . .

13

.
.

.
.

.
.

.
.

.
.

.
.

.
.

.
.

.
.

.
.

.
.

Is the merchandise purchased by the customers for resale or use in their business operations? . .
Describe the merchandise and state whether it is equipment installed on the customers’ premises.

.
.

.

.
.

.

.
.

.

.
.

.

.
.

.

.
.

.

Yes

No

Yes

No
%

Yes

No

%

Under penalties of perjury, I declare that I have examined this request, including accompanying documents, and to the best of my knowledge and belief, the
facts presented are true, correct, and complete.

F

Sign
Here

.
.

Title

a

Date

a

Type or print name below signature.

Form SS-8 (Rev. 5-2014)
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Background
California State Senate Bill 542 was passed during the 1999-2000 legislative session and signed into law. This
law requires businesses and government entities to report specified information to the Employment
Development Department (EDD) on independent contractors.

Who Must Report

This Google Translate™
translation service is provided
for informational purposes only
as the EDD is unable to
guarantee the accuracy of this
translation. View Disclaimer

Any business or government entity (defined as a "service-recipient") that is required to file a federal Form 1099MISC for services performed by an independent contractor (defined as a "service-provider") must report. A
service-recipient means any individual, person, corporation, association, or partnership, or agent thereof, doing
business in this State, deriving trade or business income from sources within this State, or in any manner in the
course of trade or business subject to the laws of this State.
An independent contractor is defined as an individual who is not an employee of the business or government
entity for California purposes and who receives compensation or executes a contract for services performed for
that business or government entity either in or outside of California.

Benefits of the Program



Translate

Self-Service Options
• e-Services for Business
• Register as an Employer
• File and Pay Taxes
• Rates and Withholding
• Forms and Publications

The information you provide to EDD will increase child support collection by helping to locate parents who are
delinquent in their child support obligations.

Top Links This Month

Effective Date
January 1, 2001.

• e-Services for Business Enrollment
Process

When the Information Must Be Reported

• File and Pay Taxes

You must report to EDD within twenty (20) days of EITHER making payments totaling $600 or more OR entering
into a contract for $600 or more with an independent contractor in any calendar year, whichever is earlier.

What Information Must Be Reported

• e-Services for Business Information
• Forms and Publications
• Register as an Employer

FAQs

You are required to provide the following information that applies.
Business or government entity’s (service-recipient):

• Payroll Taxes FAQs

• Federal employer identification number

Contact Us

• California employer account number
• Social security number
• Business name, address, and telephone number

• About Payroll Taxes

Independent contractor’s (service-provider):
• First name, middle initial and last name
• Social security number
• Address
• Start date of contract (if no contract, date payments equal $600 or more)
• Amount of contract, including cents (if applicable)
• Contract expiration date (if applicable)
• Ongoing contract (check box if applicable)

General Information
Report independent contractor information on the Report of Independent Contractor(s) (DE 542) form or online
with e-Services for Business. To obtain forms and/or information, call our hotline number 916-657-0529. You
may also call our toll-free number 1-888-745-3886, visit your local Employment Tax Office listed in your local
telephone directory in the State Government section under “Employment Development Department,” or online.

Where to Send Reports
Employment Development Department
P.O. Box 997350, Document Management Group, MIC 96
Sacramento, CA 95899-7350

Back to Top | Contact EDD | Conditions of Use | Privacy Policy | Equal Opportunity Notice | Mobile Site | Información en Español | Site Map

The Employment Development Department is an equal opportunity employer/program.
Auxiliary aids and services are available upon request to individuals with disabilities.
Copyright © 2014 State of California

REPORT OF
INDEPENDENT CONTRACTOR(S)

05420101

See detailed instructions on reverse side. Please type or print.
SERVICE-RECIPIENT (BUSINESS OR GOVERNMENT ENTITY):
FEDERAL ID NUMBER

DATE

SOCIAL SECURITY NUMBER

CA EMPLOYER ACCOUNT NUMBER

SERVICE-RECIPIENT NAME / BUSINESS NAME

CONTACT PERSON

ADDRESS

PHONE NUMBER

CITY

STATE

ZIP CODE

SERVICE-PROVIDER (INDEPENDENT CONTRACTOR):
FIRST NAME

MI

SOCIAL SECURITY NUMBER

STREET NUMBER

LAST NAME

UNIT/APT

STREET NAME

STATE

CITY

START DATE OF CONTRACT

M

M

D

D

Y

AMOUNT OF CONTRACT

,

Y

FIRST NAME

.

M

M

D

D

UNIT/APT

STATE

START DATE OF CONTRACT

M

D

D

Y

AMOUNT OF CONTRACT

,

Y

CONTRACT EXPIRATION DATE

.

,

FIRST NAME

MI

SOCIAL SECURITY NUMBER

STREET NUMBER

M

M

D

D

Y

CHECK HERE IF CONTRACT IS ONGOING

Y

STREET NAME

UNIT/APT

STATE

START DATE OF CONTRACT

M

D

D

Y

AMOUNT OF CONTRACT

,

Y

ZIP CODE

LAST NAME

CITY

M

Y

STREET NAME

STREET NUMBER

CITY

M

Y

LAST NAME

MI

SOCIAL SECURITY NUMBER

CHECK HERE IF CONTRACT IS ONGOING

CONTRACT EXPIRATION DATE

,

ZIP CODE

CHECK HERE IF CONTRACT IS ONGOING

CONTRACT EXPIRATION DATE

,

.

M

M

D

D

Y

ZIP CODE

Y

MAIL TO: Employment Development Department • P.O. Box 997350, MIC 96 • Sacramento, CA 95899-7350

or Fax to 916-319-4410
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Fast, Easy, and Convenient!
Visit the EDD’s website at www.edd.ca.gov
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INSTRUCTIONS FOR COMPLETING THE REPORT OF INDEPENDENT CONTRACTOR(S)
WHO MUST REPORT:
Any business or government entity (defined as a “Service-Recipient”) that is required to file a federal Form 1099-MISC
for service performed by an independent contractor (defined as a “Service-Provider”) must report. You must report to the
Employment Development Department (EDD) within twenty (20) days of EITHER making payments of $600 or more OR
entering into a contract for $600 or more with an independent contractor in any calendar year, whichever is earlier. This
information is used to assist state and county agencies in locating parents who are delinquent in their child support obligations.
An independent contractor is further defined as an individual who is not an employee of the business or government entity
for California purposes and who receives compensation or executes a contract for services performed for that business or
government entity either in or outside of California. For further clarification, request Information Sheet: Employment Work Status
Determination (DE 231ES). See below for information on how to obtain additional forms.
YOU ARE REQUIRED TO PROVIDE THE FOLLOWING INFORMATION THAT APPLIES:
Service-Provider (Independent Contractor)
Service-Recipient (Business or Government Entity)
• First name, middle initial, and last name
• Federal Employer Identification Number
• Social Security Number
• California employer account number
• Address
• Social Security Number
• Start date of contract (if no contract, date
• Service-recipient name/business name, address,
payments equal $600 or more)
and phone number
• Amount of contract including cents (if applicable)
• Contract expiration date (if applicable)
• Ongoing contract (check box if applicable)
HOW TO COMPLETE THIS FORM:
If you use a typewriter or printer, ignore the boxes and type in UPPER CASE as shown. Do not use commas or periods.
FIRST NAME

MI

IMOGENE
SOCIAL SECURITY NUMBER

xxxxxxxxx		

LAST NAME

A
STREET NUMBER

SAMPLE
UNIT / APT.

STREET NAME

12345

MAIN STREET			

301

If you handwrite this form, print each letter or number in a separate box as shown. Do not use commas or periods.
FIRST NAME

MI

I MO G E N E
SOCIAL SECURITY NUMBER

X X X X X X X X X

LAST NAME

A
STREET NUMBER

1 2 3 4 5

S A M P L E		

STREET NAME

M A I N

UNIT / APT.

S T R E

E T

3

0

1

ADDITIONAL INFORMATION:
If you have questions concerning the independent contractor reporting requirement, you may visit the EDD’s website at
www.edd.ca.gov/Payroll_Taxes/Independent_Contractor_Reporting.htm, call the New Employee Registry and Independent
Contractor Reporting phone line at 916-657-0529, call the Taxpayer Assistance Center at 888-745-3886, or visit your local
Employment Tax Office listed in the California Employer’s Guide (DE 44).
To obtain additional DE 542 forms:
• Visit the website at www.edd.ca.gov/Forms/
• For 25 or more forms, call 916-322-2835
• For less than 25 forms, call 916-657-0529 or call 888-745-3886
HOW TO REPORT:
For a faster, easier, and more convenient method of reporting your DE 542 information, you are encouraged to report
online using the EDD’s e-Services for Business. Visit the website at https://eddservices.edd.ca.gov to
choose the option that is best for you.

To file a DE 542 form, complete the information in the boxes provided on the form and fax to 916-319-4410 or mail to the
following address:
EMPLOYMENT DEVELOPMENT DEPARTMENT
P.O. Box 997350, MIC 96
Sacramento, CA 95899-7350
DE 542 Rev. 7 (6-14) (INTERNET)
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FREQUENTLY ASKED QUESTIONS AND ANSWERS ABOUT THE
CALIFORNIA INDEPENDENT CONTRACTOR REPORTING LAW
(Section 1088.8 of the California Unemployment Insurance Code)

Q1.
A1.

Who has to report?
Any business or government entity (defined as a “service-recipient”) that is required to file a federal Form 1099-MISC for
services performed by an independent contractor (defined as a “service-provider”) must report.

Q2.
A2.

Who is a service-recipient?
A service-recipient is any business or government entity that is required to file a federal Form 1099-MISC for services
performed by an independent contractor (IC). A service-recipient means any individual, person, corporation, association,
or partnership, or agent thereof, doing business in this state, deriving trade or business income from sources within this
state, or in any manner in the course of trade or business subject to the laws of this state. A service-recipient also
includes the State of California or any political subdivision thereof, including the Regents of the University of California, any
charter city, or any political body not a subdivision or agency of the state, and any person, employee, department, or
agent.

Q3.
A3.

Who is a service-provider?
A service-provider is defined as an IC; an IC is any individual or sole proprietor who is not an employee of the servicerecipient for California purposes and who receives compensation or executes a contract for services performed in or
outside California.

Q4.
A4.

What information do I report?
You are required to provide the following information.
Business or government entity’s (service-recipient):

Independent contractor’s (service-provider):

Federal employer identification number or
social security number
California employer account number (if applicable)
Business name, address, and telephone number

First name, middle initial, and last name
Social security number
Address
Start date of contract (if no contract, date payments
equal $600 or more)
Amount of contract, including cents (if applicable)
Contract expiration date (if applicable)
Ongoing contract (check box if applicable)

Q5.
A5.

When do I have to report?
As of January 1, 2001, you must report information to the Employment Development Department (EDD) within twenty (20)
days of either making payments totaling $600 or more or entering into a contract for $600 or more with an IC in any
calendar year, whichever is earlier. Report each IC once each year.

Q6.
A6.

What do I do if it is difficult to determine when the contract will equal or exceed $600 or if there is no set contract amount?
If you are unable to determine when total payments made equal or exceed $600, you may estimate the dollar amount of
the contract and check the box on the Report of Independent Contractor(s) (DE 542) that indicates “ongoing.” If there is
no set contract amount, you may report when the aggregate payments in a calendar year equal or exceed $600 and check
the “ongoing” box.

Q7.

If the cost of parts and materials is included in the contract or payments, is this cost included in determining if the $600
threshold has been met?
Yes. If either the contract amount or amount paid includes the cost of parts or materials, that cost is to be included in
determining whether the service-provider has been paid $600 or more.

A7.
Q8.
A8.

How do I report?
You are encouraged to report online using any of the options available with EDD’s e-Services for Business. Visit our
Web site at https://eddservices.edd.ca.gov to choose the option that is best for you. You can also fax your completed
DE 542 to (916) 319-4410, or mail it to:
Employment Development Department
P.O. Box 997350, MIC 96
Sacramento, CA 95899-7350

DE 542FAQ Rev. 5 (3-11) (INTERNET)
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Q9.
A9.

How do I obtain the DE 542 forms and/or whom do I contact if I have questions?
For assistance or to order forms, please call (916) 657-0529, Monday through Friday from 8 a.m. to 5 p.m. Pacific Time
(PT). You may also call our toll-free number (888) 745-3886, visit your local Employment Tax Customer Service Office,
order forms on-line at www.edd.ca.gov/Forms/default.asp, or download them at
www.edd.ca.gov/Payroll_Taxes/Forms_and_Publications.htm.

Q10.
A10.

What is the purpose of the IC reporting law?
The information you provide to EDD will increase child support collection by helping to locate parents who are delinquent
in their child support obligations.

Q11.
A11.

What type of penalty is charged if the report is late?
The EDD may assess a penalty of $24 for each failure to comply within the required time frames. Also, a penalty of $490
may be assessed for the failure to report IC information if the failure is the result of conspiracy between the servicerecipient and service-provider.

Q12.
A12.

Do I report ICs who work in another state? If my business is not in California, do I report the ICs?
Under California law, “service-recipients” must report “service-providers.” By definition, a service provider is an IC who
provides services (rather than goods) to a business or government entity; a service-recipient must meet one of these three
tests:
1. Does business in California.
2. Derives trade or business income from sources within California.
3. In any manner in the course of a trade or business is subject to the laws of California.
If your business/government entity meets one or more of the three service-recipient tests, you must report ICs whose
services are performed for any of your business operations that also meet at least one of the three tests.
Example #1
Your business is headquartered in California and, therefore, meets one of the service-recipient tests. Your California
office hires an IC who lives and works in New York. You must report this IC to EDD since the IC performs services for
your California business operation.
Example #2
Your business is headquartered in California and, therefore, meets one of the service-recipient tests. You also have a
business operation in Massachusetts. The Massachusetts location hires a Massachusetts-based IC to perform janitorial
services in Massachusetts. You do not have to report this IC to EDD since the IC performs services for a business
operation that does not meet any of the service-recipient tests.
Example #3
Your business is headquartered in North Dakota and has a branch office in California that uses ICs. Those ICs should be
reported since the California office meets the service-recipient tests. However, if the North Dakota office hires an IC to
perform services for the North Dakota location, those services would not be reported because the IC performs services for
an office that does not meet any of the service-recipient tests.
Example #4
Your business is headquartered in Indiana and does not have any branch offices in California. Your business is registered
with a California State agency to have independent sales agents (ICs) sell your products in California. You must report
these ICs to EDD since they perform services for a business operation deriving income from California and subject to
some California laws, thereby, meeting two of the service-recipient tests.

Q13.
A13.

Do any other states require IC reporting?
Yes. According to the U.S. Department of Health and Human Services, Alabama, Connecticut, Iowa, Maine,
Massachusetts, Minnesota, Nebraska, New Hampshire, New Jersey, Ohio, and the territory of Guam require some sort of
IC reporting.

Q14.
A14.

Can other states report their ICs to California and vice versa?
No. There are no reciprocal agreements between the states for this purpose.

Q15.

If my business contracts with a service-provider that is a corporation, general partnership, or limited liability company, must
this service-provider be reported?
No. The legislative requirements only call for the reporting of service-providers who are individuals working as ICs. In
general, ICs who are sole proprietors are to be reported to EDD.

A15.

DE 542FAQ Rev. 5 (3-11) (INTERNET)
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Q16.
A16.

Q17.

A17.

Q18.

My service-providers have federal employer identification numbers (FEINs) and business names. How do I determine if
they are sole proprietors? Can I report their FEINs instead of their social security numbers (SSNs)?
By statute, you are required to obtain the first name, last name, and SSN of any service-providers that are sole
proprietors. The federal Form W-9 requires sole proprietors to list their first and last names. You may want your
service-providers to complete new Forms W-9. If the SSN is still not known after reviewing the Form W-9, ask the
service-provider for the SSN. If the service-provider does not provide it, fill out the SSN box with zeroes (000000000).
If my business contracts with a service-provider on more than one occasion during a year, are the individual contracts
cumulative in reaching the $600 reporting threshold? Also, if I report a service-provider during the year and then enter
into another contract that again calls for at least $600 in compensation, must the service-provider be reported a second
time?
The threshold for requiring reporting is $600 in a year on an aggregate basis. Therefore, you would only report once a
year for each service-provider, and there is no basis to require reporting each time a service-provider receives $600 in a
year.

A18.

My business doesn’t have employees. Do I have to register with EDD solely for purposes of reporting my serviceproviders?
No. Service-recipients who are not registered with EDD are not required to register and receive a California employer
account number solely for purposes of reporting IC service-providers. Unregistered service-recipients complete the
DE 542 using their SSN or FEINs.

Q19.
A19.

For purposes of IC reporting, must the contract be in writing or would a verbal contract also qualify?
A contract may be either written or verbal.

Q20.

My business engages the services of a worker who is my acknowledged employee, and I reported this employee under
the New Employee Registry when first hired. This same worker also performs work for my business as a valid IC and
receives a federal Form 1099-MISC which reflects this compensation. Must I also report the worker for the IC
compensation?
Yes.

A20.
Q21.
A21.

If my business engages workers whose services are exempt by statute from State payroll taxes, should I report the
workers as ICs to EDD?
To answer this question, one must first determine if the workers are performing services for the business or government
entity as employees or independent contractors. If the workers are engaged as employees, their services would not be
reported as ICs. However, the business or government entity may be required to report the employees as part of the
New Employee Registry (under Section 1088.5 of the California Unemployment Insurance Code) if the requirements of
that section are met. When a service-recipient hires workers who are not employees and is required to provide the
workers with a Form 1099-MISC, the service-recipient is required to report the workers (service-providers) as ICs (under
the provisions of Section 1088.8 of the California Unemployment Insurance Code).

Q22.
A22.

Are churches or nonprofit organizations required to report ICs they engage for services?
Yes. Section 1.6041-1(b) of Title 26, Code of Federal Regulations, defines the term “trade or business,” which includes
churches and nonprofit organizations. Therefore, reporting ICs is required.

Q23.
A23.

How can I get a copy of Section 1088.8 of the California Unemployment Insurance Code (CUIC)?
You can view the code section at www.leginfo.ca.gov/calaw.html. Click on “Unemployment Insurance Code,” then
click on “Search.” The CUIC Table of Contents will appear; the code sections are grouped in numerical order on the
right side of the page. Scroll down to “1085-1098,” click on the link, and then scroll down to 1088.8.
You may also call our toll-free number (888) 745-3886 to have the code section mailed or faxed to you.
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