S&U-9 Business Purchases

I ntroduction

This bulletin provides information on the
taxability of business purchases of various
goods and services. It explains when a busi-
ness owner is required to pay sales tax on a
purchase, when a sales tax exemption certifi-
cate may be used and indicates when use tax
may be due.

General Information

Registration Requirements

New Jersey law requires every person or entity
engaged in a business, trade or occupation in
New Jersey to register with the State at least 15
business days before starting business. To regis-
ter, you must file an Application for Registra-
tion, Form REG-1, with the State. You will
receive a New Jersey Certificate of Authority,
Form CA-1, for sales tax if you have indicated
on your application that you will collect sales tax
or purchase materials for resale. This certificate
IS your authorization from the State of New
Jersey to issue or accept exemption certificates.
For more information on business registration
requirements, request Tax Topic Bulletin
MISC-3, Starting Business in New Jersey

Sales Tax

In New Jersey, sales tax at the rate of 6% is im-
posed on all sales of tangible personal property
(unless specifically exempt by law) and certain
services purchased by the ultimate consumer or
end user. Tangible personal property is property
that can be owned or leased, has a physical
presence and is moveable (with or without
difficulty).

As a business owner, you are required to pay
sales or use tax on all purchases of goods and
services used by your business which are not
held for resale or exempt by law. You are
required to pay sales tax on all purchases of
business office supplies, including furniture,
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equipment and stationery that you use in con-  The following are examples of when use tax is
nection with your business since you are the due:

ultimate consumer of these items. For more
information on the taxability of goods and
services request Tax Topic Bulletin S&4)New
Jersey Sales Tax Guide

Catalog or mail-order purchases — Some
mail-order companies are not registered to
collect New Jersey sales tax. When you pur-
chase goods and services through the mail
and those items are normally subject to New

Use Tax Jersey sales tax, use tax is due on the amount
Use tax is a companion to sales tax. Use tax isa  of the purchase price if New Jersey sales tax
tax which you, the buyer, must pay directly to was not paid.

the State whenever you purchase taxable goods
or services that are used in New Jersey and the
vendor did not collect sales tax, or where you
paid sales tax at a rate less than the New Jersey
sales tax rate. If sales tax is not paid on such *+ Buying from an out-of-State seller who ships
goods, the person who uses or stores the goods ~ or delivers goods to you in New Jersey and
in New Jersey owes a use tax (unless the goods  does not charge sales tax — You owe 6%
are held for resale). The New Jersey use tax rate  use tax to New Jersey.

is 6%, the same as the sales tax rate. The amount gy,ying from an out-of-State seller who

of use tax due is based on the purchase price of  charges sales tax at a rate lower than New
the item. Jersey’s — You owe use tax to New Jersey
Use tax is not new. Use tax laws have been in on the difference between New Jersey’s 6%

effect in New Jersey since 1966. Most states that ~ Sales tax rate and the tax rate in the other
have a sales tax also have a companion, or com-  state, provided that New Jersey has recipro-

Buying goods in a nontaxing state to bring
back to New Jersey — You owe 6% use tax
to New Jersey.

pensating, use tax. If there were no use tax, city with the other state. For example, if you
buyers would be encouraged to shop out-of- paid 5% sales tax in another state, you are
State to avoid paying New Jersey sales tax. required to submit 1% use tax to New
Business owners are frequently unaware that Jersey.

they have an ongoing responsibility to pay use
tax. Items purchased from mail-order catalogs,
directly over the phone or through the Internet,

and delivered by mail, UPS or F_ederal Express, Remitting Use Tax— Businesses registered
generally do not have sgles tax included as part \yith New Jersey for sales tax purposes report
of the total purchase price. These are purchases qe tax on New Jersey Sales and Use Tax Re-

that should always be reviewed for taxability in = 1,1 (Forms ST-50 and ST-51). “Nonvendor”
order to fulfill your use tax obligations.

For more information on use tax, request pub-
lication ANJ7, Use Tax in New Jersey
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businesses, or businesses that are registered with Raw materials which will become component
New Jersey that neither sell taxable goods or parts of the finished product

services nor lease taxable property to others, and  Services for resale

that purchase items without the payment of sales

tax as described above, may be eligible to remit Exempt Use Certificate (Form

use tax due by filing an Annual Business Use ST—4)

Tax Return (Form ST-18B). Form SIBB may
only be filed by a nonvendor whoaeerage
annual use tax liability for the three preceding
calendar years is $2,000 or less. If the use tax
due exceeds that average, Forms ST-50 and/or
ST-51 must be used. For more information on
filing sales and use tax returns, request Tax
Topic Bulletin S&U-7,Filing Sales & Use Tax

As a business owner, you may also use an Ex-
empt Use Certificate, Form ST-4, to purchase
certain items such as packaging supplies or pro-
duction machinery without paying sales tax if the
way you intend to use these items has been
specifically exempted by New Jersey law.
Qualified purchases include:

Returns « Advertising for Use Out-of-State
« Certain Aircraft and Equipment
Exemption Certificates - Certain Broadcasting Equipment

In certain situations, a business may use an Certain Buses
exemption certificate to purchase goods or serv-*  Ceértain Chemicals and Catalysts
ices without paying sales tax. Each exemption * Commercial Fishing Boats

certificate has a specific use. - Certain Cpmm(_argial Truck; and Trailers
« Commercial Printing Machinery and
Resale Certificate (Form ST-3) Equipment

\ . « Telecommunications Equipment (sold to a
As a New Jersey business owner, you may issue

Form ST-3, Resale Certificate, to purchase tan-
gible personal property or services which you )
resell in their present form or which will be
incorporated into other property held for sale
without paying sales tax. Sales taxcollected
when these items are sold at retail. Businesses
registered in New Jersey may issue the New
Jersey Resale Certificate, Form ST-3, when
purchasing the following:

telecommunication service provider)
Advertising Materials to be Published in a
Newspaper
Newspaper Production Machinery
Packaging Materials
« Production Machinery and Equipment
Recycling Equipment
Research and Development Materials
« Solar Energy Devices or Systems

For more information on using Form ST-3,
Form ST-4 or other exemption certificates,
request Tax Topic Bulletin S&U-Gales Tax
Exemption Certificates

« Inventory which you intend to resell, rent or
lease

« Property which is actually transferred to the
purchaser of a taxable service in conjunction
with the performance of such service
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Purchases of Tangible charges are not separately stated on the invoice,
Personal Property the entire invoice is subject to tax.
Leases

Equipment Purchases

When you purchase office equipment (e.g., fax
machines, copiers, computers, desks, etc.) and
office supplies (e.g., stationery, paper towels,
pens, pencils) for use in your business, you are
required to pay sales tax. If you purchase any of
these items and do not pay sales tax at the time
of purchase, you owe use tax.

The New Jersey Sales and Use Tax Act defines a
lease as a long-term transaction, with anioalg
term of more than 28 days. The lessor (generally
the owner of the property) is ressinie for

paying use tax based on either the purchase price
of the property or the total amount of lease
payments being made by the lessee (not
including separately stated nontaxable charges,
Example such as finance charges). Lessors who elect to
Taylor Lynn purchased a computtrough a mail-order  pay tax on the total of the lease payments must
company located in Tennesséhe company does not  make the election each time a new lease is

have anoffice in New Jerseyand is notregistered t0  ayacyted. The lessor doest collect sales tax

collect New Jersegalestax. They bill her $2,599 for the L
equipment plus a $50 shipping charge. She must remitfrom the lessee. However, nothlng in the law

$155.94 useax ($2,599 x .06 = $155.94) iew Jersey ~ Prohibits a lessor from increasing the lessee’s
because salesix wasnot collected bythe vendor. There ~monthly payment to recover his costs.

is no tax on the shipping charggovided that it is
separately listed on the bill.

Computer Software

In general, off-the-shelf, or “canned” software is
Rentals } _ ~ subject to sales tax as tangible personal property.
When you rent office equipment such as copiers, However, software may be considered intangible
computers, desks, or postage meters, you aré  property and exempt from sales tax as “custom”

required to pay sales tax. The New Jersey Sales software, if one of the following elements is
and Use Tax Act defines a rental as a short-term yregent:

transaction, with an original term of no more _ _

than 28 days. Rental transactions are treated as 1 Preparation or selection of the customer’s
retail sales and the renter pays sales tax on the use requires an analysis of the program for
amount of the rental payment. Where the rental ~ the customer’s requirements by the vendor,
includes the services of an operator, such as with ~ ©'

construction equipment, and a separate billing is 2. The program requires adaptation by the ven-

made for the rental of equipment and the dor to be used in a specific environment, that
services of the operator, only the rental charge is, on a particular make and model of com-
for the equipment is subject to sales tax; the puter utilizing a specified output device.

charges for the operator’s services are exempt
from sales tax. However, if the

4 3/98



Business Purchases

If the software qualifies pursuant to these fac-
tors, the software, as well as any licensing fees
and maintenance agreements would be exempt
from New Jersey sales and use tax.

Employee Incentives, Giveaways,
Awards

When you purchase items to be used as em-
ployee incentives, giveaways, and/or awards you
must pay sales tax. If you purchase items
intended for resale using a Resale Certificate
(Form ST-3) which later become giveaways

zines and periodicals, however, are specifically
exempt from sales tax.

Research and Development
Property

Materials that you purchase for use or consump-
tion directly and exclusively in research and de-
velopment in the experimental or laboratory
sense are exempt from sales tax provided an
Exempt Use Certificate, Form ST-4, is given to
your supplier at the time of purchase. For more
information on the exemptions available to re-

and/or awards, you owe use tax on the purchasesearch and development businesses, request Tax

price of the items.

Packaging Supplies

You may purchase items such as wrapping
paper, bags, cartons, rope, twine, labels, non-
returnable containers and all other packaging
supplies without paying sales taken the use of
the supplies is incidental to the delivery of
merchandiseYou must issue an Exempt Use
Certificate, Form ST-4, to your supplier to
receive the exemption.

Example

Brittany James owns a comparthat manufactures
radios. In order to deliver the radios to wholesalers, she
must package them in cardboard boxes and seabtes
with tape. When Brittany purchases thexesand rolls

of tape, she issueber suppkr an ST-4 exemption
certificateand doesnot pay salegax. However,she may
notuse an ST-4 whepurchasing tape dispensers, which
are not part of the packaging used to deliver the radios.

Books and Periodicals

When you purchase books, including the Bible
or similar sacred scripture, you are required to
pay sales tax. Purchases of newspapers, maga-

Topic Bulletin S&U-6,Sales Tax Exemption
Certificates

Purchases of Services

Advertising Services
You must pay sales tax when you purchase
advertising services, except for:

Advertising services for use directly and
primarily for publication in newspapers and
magazines; and

Direct mail advertising processing services in
connection with distribution to out-of-State
recipients.

Advertising servicemeans everything done to
counsel, conceive, produce or disseminate
advertising for a client, whatever the method or
means used to accomplish this purpose.

Example

RobertWilliams hires a direct mail advertising firm to
distribute flyerspromoting hisbusiness to 20,000 house-
holds, of which 5,000 havdew Jerseyaddresseskobert

is required topay saledax on the chargefr the 5,000
flyers distributed to the New Jersey locations.
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Advertising material is generally subject to sales
tax. Advertising materiameans anything pro-
duced in a tangible form which is intended to
attract public notice and attention, and includes
all forms of announcement which aid directly or
indirectly in furthering public notice of a busi-
ness, commodity, service or entertainment.

If advertising services are only performed
through the idea stage and nothing considered
tangible under the law is produced as a result,

Online Access Services-Sharges to access the
Internet are not subject to sales tax. Online serv-
ice users pay sales tax on the telecommunication
charges incurred when connecting to the Internet
via their modem, which are billed directly by the
telephone carrier.

Maintenance and Repair Services
Real Property—You are required to pay sales
tax on all charges for services performed in con-

the charges for such services are subject to saledunction with maintaining, servicing or repairing

tax. However, if ideas are incorporated into

real property (i.e., land, buildings). This includes

something tangible that is produced as a result ocharges for janitorial services, whether or not

such services, and the transfer of tangible

performed on a regular contractual basis and

then the transaction is viewed as the sale of
tangible personal property and is also subject to
sales tax.

Charges for the sale or rental of advertising
space is exempt from sales tax. This would
include charges for leasing or renting advertising
space on billboards, buses, etc.

Internet Services

Web Site Design—€harges for creating and/or

designing a web site for advertising or promo-

tional purposes are subject to sales tax in New
Jersey, just as are charges for the design of a

brochure or other advertising material.

Web Site Internet Storage—€harges for hous-
ing a web page are exempt from sales tax as a
charge for advertising space.

Internet Consulting—Charges for consulting
services are generally exempt from sales tax as
professional services.

information on the taxability of maintenance and
repair services, request Tax Topic Bulletin S&U-
2, Sales Tax and Home ImprovemetsTax
Topic Bulletin S&U-3,Contractors and New
Jersey Taxes

General home and office cleaning as well as
window washing services are also subject to
sales tax. Rug and carpet cleaning and cleaning
of upholstered fabrics including draperies are
exempt from sales tax as a laundering service.
However, if the charges for general office clean-
ing and the charges for carpet cleaning are not
separately stated on the invoice, then the entire
receipt would be subject to sales tax under the
law.

Charges for the removal of garbage, rubbish,
trash, and recyclables are exempt from sales tax
where the services are performed on a regular
contractual basis for a term of not less than 30
days. Charges for parking lot sweeping, snow
plowing and lawn maintenance are all services
subject to sales tax in New Jersey, whether the
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services are performed on a regular contractual Telecommunication Services

basis or not. Charges for telephone service, pager, cellular

. . phone and fax services are subject to sales tax as
Tangible Personal Property—You are_rqu_lr(_ad are the charges for the equipment itself. Charges
to pay sales tax on all charges for maintaining, ¢, repair or maintenance services for telephones
servicing or repairing tangible personal property. ., telephone equipment are also subject to sales

A maintenance contract (for computer hardware, 2% In New Jersey.

electronics equipment, etc.) is considered to be aTeIephone Answering Services
prepayment for taxable services to tangible per- Telephone answering services are included in the

sonal property, and is subject to sales tax. definition of telecommunications and are subject
Example to sales tax in New Jersey. Only tele-

EvironCohas aservicetechniciancome totheir office to comm_unlcatlon SEIvices rendered with respect to
fix a broken computer; charges, if any, incurfedparts ~ a service address in New Jersey are taxed. New
and labor are subject to salegax. However, if the Jersey sales tax is not imposed on charges for

computer was covered byraaintenance contract, there telephone answering services for a telephone
would be natax due on the parts or labfar a qualified located in another state

repair since the tawwas paid upon purchase of the

agreement.
Alarm Systems
. . Alarm Systems—Sales of alarm systems are
Printing and Reproduction taxable when purchased without an installation
Services agreement. However, when a contractor sells a
You are required to pay sales tax on all pur- system and agrees to install the system as part of

chases of printing and reproduction services. the same contract, the entire receipt is exempt

Printing services include purchases of business from sales tax if the installation results in a

cards, stationery, engraved items, etc. If you capital improvement to real property and a

ordered these items through a mail-order catalogCertificate of Capital Improvement (Form ST-8)

without the payment of sales tax, you owe use is provided to the installer of the system. The

tax on the total amount of the purchase. sale of portable and/or mobile systems is subject
to sales tax.

PrOfeSSIOnaI_ Services Direct alarm monitoring systems require the use
You are not required to pay sales tax on charges

¢ tossional . h itati of a panel, which isented or leasedto the
for professional services such as consultation, o neguwner by the alarm company, installed in
inspection, typing, legal, accounting, or payroll

. both your business and a police station. The
Services. installation of alarm monitoring equipment which
is rented or leased rather than purchased does
not result in a capital improvement because
ownership of the equipment remains with the
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lessor. Therefore, charges for the installation of information on alarm systems and alarm system
a direct alarm monitoring system are taxable. businesses, request Tax Topic Bulletin S&U-8,

. _ Alarm System Businesses
Alarm Monitoring Services—Charges for

monitoring service fees for both central moni- Mi I S i
toring systems (by an alarm company) and direct ISCEellaneous SEervices

monitoring systems (by the telephone company) Charges for trans_portation services for both
are taxable. persons and tangible personal property are

exempt from sales tax as long as separately
NoTE: Sales tax is only charged on the moni- stated. Examples include: limousine services,
toring service for alarm systems with a  courier services, and shipping (United Parcel
service address in New Jersey. Service, Federal Express, etc).

Charges for security guard services are exempt
from sales tax as professional services. For more

Taxpayers’ Bill of Rights
The New JerseyTaxpayers’ Bill of Rights ensurdbat taxpayersare accorded
fair and equitable treatment and receive the informaticdassistance they need
to understand ancheettheir State taxesponsibilities. To find out more, contgct
the Division of Taxation.

For More Information
For moreinformation on business purchasesntact theDivision’s Tax Hotline at
609-292-6400, or write to:
NEW JERSEY DIVISION OF TAXATION
TECHNICAL SERVICESTSB/OCE

PO Box 281
TRENTON NJ 08646-0281

Many State taxforms and publicationare nowavailable both byfax and through
the WorldWide Web.Call NJ TaxFax a609-826-4500 from your fax machine’s
phone or access thBivision’s home page via your computer's modem at:
http://www.state.nj.us/treasury/taxation/
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