California Warns Companies They May Owe “Use Taxes”

Over the last six months, California tax officials have quietly mailed thousands of official letters to doctors, beauty salons, insurance agents and other service providers looking for some badly needed state tax revenue. The letters asked these service businesses to check records on their out-of-state purchases for the last three years and pay any back taxes they owe. Failure to do so could lead to an audit of the taxpayer's books going back eight years, the letter warned. 

Californians know all too well about sales taxes they pay almost every day on purchases. But less known is the "use tax" that the state requires consumers to pay on goods bought out of state. California consumers, both individuals and businesses, must pay a use tax if they buy something in another state and if the seller does not collect a sales tax on the purchase. The use tax -- the same amount as the sales tax -- ranges from 7.25% to 9.25% depending on where the buyer lives. 

Compliance with the use-tax obligation is spotty at best. However, maximizing revenue from existing taxes is crucial at a time when the state government faces a projected $41-billion budget gap over the next 18 months. California, along with 44 other states and the District of Columbia, is eager to collect taxes on out-of-state purchases. But the “use tax” is highly complicated. Out-of-state businesses must collect sales tax if they have stores, warehouses or any physical presence in the taxing state. If not, the California buyers are supposed to pay “use taxes” instead. But many local businesses and individuals ignore it. Enforcing the use-tax law has proved to be time-consuming and costly. That's why California tax authorities now are focusing their efforts on a more manageable target: service businesses such as doctors, beauty salons, insurance agents and other service providers.

Small-business owners should be aware that they have a legal obligation to pay use taxes on all out-of-state purchases, such as computer equipment or office supplies.  If your business has received a letter stating you owe “use taxes”, the Chamber recommends you contact your CPA or tax advisor to help you review your case. For a list of local tax specialists, please visit the Chamber’s online Membership Directory at www.cerritos.org. 

