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CONGRATULATIONS! YOU'VE DE-
cided to build your own air-
craft. As you surf the web or
page through the latest issue
of EAA Sport Aviation in search
of the perfect homebuilt, re-
member that aviation-related
state taxes will most likely
contribute to the cost of your
project. Being unprepared for
a 4-percent sales tax can be an
unpleasant surprise that
wreaks havoc on your con-
struction schedule as well as your
pocketbook.

Sales Tax

Sales tax is a tax on gross receipts
from the sale of tangible personal
property (including aircraft and air-
craft parts) and certain services by a
state in which the sale of such prop-
erty or services occur. In most cases
the buyer pays and the seller collects
the tax, but in some states (such as
Arizona), the tax is imposed directly
on the seller as a transaction privi-
lege tax.

Sales tax rates and rules vary by
state, and four states have no general
sales tax: Alaska (except for certain
local taxes), Montana, New Hamp-
shire, and Oregon. Some states, such
as Delaware, have retailer, whole-
saler, or lease taxes. North and South
Carolina have limits on the amount
of aircraft sales tax, and Oklahoma
has an aviation excise tax on the
transfer of aircraft ownership in lieu
of a tax on sales. Massachusetts re-
cently enacted a blanket exemption
to sales and use tax for all aircraft,
aircraft parts, and services.

In addition to the sales tax on air-
craft, many states have special rules
regarding the sale of aircraft parts
and equipment, and labor costs may
be taxable in certain states. Califor-
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nia, for example, imposes no sales or
use tax on repair and installation la-
bor, but it does tax fabrication and
assembly labor. In many states air-
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ed state taxes
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ly contribute to

the cost of
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craft repair and maintenance labor is
not subject to sales tax when it’s in-
voiced separately. Whether owner la-
bor is taxable may depend on the
intended ultimate use of the aircraft.
If it’s personal use there may be a
different tax than if the owner in-
tends to sell the finished product.
All these sales tax scenarios are
based on the seller and the purchaser
being in the same state. Several pos-
sibilities exist when seller and pur-
chaser are from different states.

Many states have “flyaway ex-
emptions” for property being
purchased by an out-of-state
buyer. In some states this
specifically applies to aircraft
manufactured or assembled
within the state. This usually
requires the purchaser to pro-
vide some sort of claim for ex-
emption to the seller. However,
in the case of an aircraft, that
does not mean that the buyer
is off the hook as far as taxes
are concerned.

Use Tax

A use tax applies to the use, storage,
and consumption of tangible per-
sonal property in a state. States gen-
erally overlook small purchases
bought in another state that are
brought back for use within their
borders. But big ticket items such as
aircraft, automobiles, and boats are
usually taxed in the state in which
they are used. Use tax is generally
based on the item’s fair market value.
This can be tricky when evaluating a
homebuilt aircraft. Does the value of
your labor add to the fair market
value? Does a partially built aircraft’s
value include labor costs, or does
only a fully operational one include
such costs?

Use is usually broadly defined to
include the exercise of a right or
power over the property and the di-
rect or indirect benefit of a taxable
service. This means use can include
mere presence, while being stored,
repaired, or assembled within the
state. States generally impose use tax
directly on the consumer; however,
vendors with sufficient connection
to the buyer’s state (in tax lingo this
is called nexus) may be required to
collect that state’s use tax.

Because every state with a general



sales tax also has use tax, use tax is
said to complement sales tax. In
most cases this means that if a con-
sumer has not paid a sales tax on the
purchase of an item, he or she will
pay a use tax in the state where it is
used or kept, unless an exemption
applies.

States have various methods of
determining when to trigger use tax.
In some states, such as California, if
property is brought into the state
within a certain period from the
date of purchase, it is presumed to
be for use in the state. In other states
any storage, use, or consumption
within the state, not subject to sales
tax, is subject to use tax unless a spe-
cific exemption applies.

Other potential exemptions that
may apply to homebuilt aircraft in-
clude casual or isolated sale exemp-
tions (which may apply to sales by
persons not in the business of selling
that type of property) and sale for re-
sale (which may apply to profes-
sional builders). Beware states that
have low dollar limits on casual or
isolated sales and those that specifi-
cally disqualify aircraft from the ex-
emption.

States that impose sales and use
tax often give credit for taxes paid in
other states. If sales tax is paid in the
state where the aircraft was pur-
chased and use tax is owed in the
state where it is stored, the storage
state will generally credit the sales
tax paid. If the use tax rate is higher,
you will likely be required to pay the
difference between the two in the
state where the use tax is imposed.

Personal Property Tax

Administered by their counties,
many states impose a tax on per-
sonal property separate from sales or
use tax, and the rates may vary from
county to county. Whether a tax ap-
plies may depend on such factors as
the aircraft’s operational status,
where it’s located on a particular as-
sessment date, and, once the aircraft
is operational, its habitual or peri-
odic location. Some states exempt
aircraft used for personal purposes

from property tax, but other states,
such as Kansas, only exempt aircraft
used in a business from such taxes.
Once your homebuilt aircraft is op-
erational, you must consider other
taxes.

Registration Fees

Some states impose registration fees
on resident aircraft owners and own-
ers who locate their aircraft in the
state for a certain time. Depending
on the state, this is either a flat fee or
one determined by a formula based
on factors such as value, age, weight,
or aircraft type. Oregon imposes a
special category of registration for
homebuilt aircraft and a separate
category for ultralights. Washington,
Mississippi, and Montana have flat
registration fees for homebuilts. In
many states the registration fee is
imposed in lieu of property tax;
however, some states, such as Vir-
ginia, impose both the registration
fee and a property tax.

Leases

Although FAA operating limitations
on homebuilt aircraft have generally
prevented homebuilt owners from
leasing their equipment, recently
some beneficial changes have been
allowing owners of homebuilt air-
craft to rent out their aircraft (for
compensation) for transition train-
ing and flight reviews.

Many states consider leases to be
taxable sales. In some of these states
the purchase of property used exclu-
sively for lease is exempt as a sale for
resale, and the lessor is required to
collect the taxes (either sales or use
tax depending on the state and the
circumstances) from the lessee at the
time each lease payment is made.
Still other states consider a lease as a
sale, but impose a tax at the incep-
tion of the lease on the total pur-
chase price of the aircraft or the total
amount of the lease payments for
the term of the lease.

Problems may arise if a lessee
moves from a state where lessors
are required to pay sales tax at the
inception of the lease for the en-
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tire term of the lease (New Jersey is
an example) to another state (say
Vermont) that taxes the lessee on
each lease payment as it is made.
Taxes will be due in Vermont with
no credit available for taxes al-
ready paid for the same period in
New Jersey.

Fuel Taxes

Most states collect taxes on aviation
fuel—gasoline, avgas, and jet fuel. In
general, most of these taxes are paid
at the pump. Tax rates vary widely
from state to state.

A tax profes-
sional can also
be a good source
of information
for advice in this

ared.

As you can see from this general
overview, aviation-related taxes can
be confusing (even for tax profes-
sionals). Identifying what state taxes
apply to you should be your first pri-
ority when planning for such taxes.
There are several sources of informa-
tion, and most state revenue depart-
ments maintain websites that
include information, publications,
forms, and contacts for tax ques-
tions. (Our website, at www.cool
inglaw.com, provides links to many
of these sites.)

Finally, a tax professional can also
be a good source of information for
advice in this area. In any event,
careful planning is a good way to
prevent a surprise tax bill from de-
railing your plans to build that air-
craft of your dreams. EAA.

Joanne M. Barbera and Kathleen H.
Breckenridge are with the firm Cooling
& Herbers, and James E. Cooling is a
member of the EAA Legal Advisory
Council.
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