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prioritize the needs of its customers and may vary the delivery amounts
and designated linens.

We note that the linens referred to herein are fungible linens and are distinguished from
"specific linens". The term "specific linens" refers to those linens with a company logo or with
particular characteristics such that they are not interchangeable with linens supplied to other
companies. Typically, lessees of specific linens have contractual rights to those linens and
specific linens are not eligible for the business inventory exemption.I See paragraph 3 on page 2
of Letter to Assessors (LTA) No. 91/68, attached hereto.

Revenue & Taxation Code section 219 provides that business inventories are exempt
from taxation. Revenue and Taxation Code section 129 defines business inventories and
provides:

"Business inventories” shall include goods intended for sale or lease in the
ordinary course of business and shall include raw materials and work in
process with respect to such goods. . . .

' Specific linens are not available to potential lessees and thus do not meet that requirement of Rule 133,
subdivision.(a)(3). _ .
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"Business inventories” shall not include any goods actually leased or
rented on the lien date. . . . (Emphasis added.)

Title 18, California Code of Regulations, section 133 (Rule 133) addresses the business
inventory exemption. Excluded from the exemption pursuant to Rule 133, subdivisions (b)(2)
and (3), respectively, are property being used by its owner and property actually leased or rented
on the lien date. Fungible linen supplies do not fall within these or any other regulatory
exclusion from the exemption while on the lessor's premises.

Assessment on the lien date requires that the stream of circulating inventory be stopped.
classified and valued at a moment in time. This raises the question as to when does an item
change from inventory to "actually leased." Consideration of the Commercial Code is helpful;
that code has addressed in detail the question of when a sale occurs and provides a useful
analogy. A sale occurs when title is passed from buyer to seller; if the contract requires delivery
by the seller to the buyer's destination, title passes and the sale occurs at the time of delivery.
See Commercial Code sections 2106, subdivision (1) and 2401, subdivision (2). By analogy,
fungible linen supplies scheduled for delivery and in the possession of the lessor on the lien date
are not out on a lease. Those undelivered linens in the control of the lessor are "intended for .
lease" and the business inventories exemption should apply pursuant to section 129 and
Rule 133 :

The views expressed in this letter are only advisory in nature; they represent the analysis
of the legal staff of the Board based on present law and the facts set forth herein, and are not

binding on any person or public ennty
Verv truly yours
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