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Hr., o February 6, 1334

Kan HcManigal
Susiness Iavantory Exemption - ! ~ Production Modules

This i3 in respoase to your Uecember 9, 1983, memo-
raadum to Larry Aagusta wherein you enclosed copias of
correapcndence from tha Alameda County Assessor's Office, an
Agrecmant between 5S¢ ;5 Al P Cc © {(SAPC) and
8¢ oy R O~ (3CC), and business inventory
examption Letters to Assess0ors and correspondencs, and you
inguired concerning the availability of the business inveatory
examptioa for oil production oodules being constructed by
8CC in Alameda, Contra Costa, and San Joaguin Counties for
use ian Alaska by SAPC and others pursuaapt to the Agreement.

AS Letters to Assessors Nos. 75/33 D10 and 80/69 D12
indicate, property held by a subsidiary corporation for sale
to itz parent corporation i3 eligible for the exemption:

"Assume that...company...were to organize a
subsidiary whase business was to sell spare
Parts to the parent company. Would the
spare parts owned by the subsidiary qualify
as business invea:orieﬁ? '

Ansuer: Yoa."

The nay 23.1972, nemnzanﬂnn £ran Knowles to mayer.
the January 29, 1974, letter from Plorence o Shallanberger,
tha Juane 13, 1975, letter from McHanigal to Eutchinson, the
Septexter 23, 1375, memorandum from EKnowles to Beeler, and
the Decoumbex 31, 1375, letter from Florence to Sealeay are to
the same effect. The rationale for such conclusion is set
forth in the Hay 23, 1372, mexorandum and in the January 25,
1374, mesorandum from Delaney to Florence attached to the
January 29, 1974, latter: absent the lack of a legltimate
buziness purpose, aseparate corporate entities must be recognized
as suca, evea though they may be related, sales by them may be
made Jn:imarily or exclusively to ralated entities, and such
sales may e at cost or without an int&nt to make a profit.
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Hr. ‘ | ‘ -2 Fepruary &, 1984

The cenclusions in the above mentioned ietters to
AB3e8S0L3 and correspondence have not changed.

Although it is indicared that SAPC ig believed to e
at all timas the owner of the nodules bacause undar Article 3.1
of the Agreement SAPC pays Zor all materials and labor in
advance and pbecause thers sre a0 dollar amounts mantioned
taerain, the Agrsement states, amoag othar things, that SCC
will wrovide engineeriang and desigan services with respect o
the facilities, manufacture, fabricate, and sall the facilities
to SAPC, and ingpect, transvort, install and test the facilities,
togather, the "Contract Activities® (Article 1l.l); that in
consideration for the Contract Activitias undertaken, including
the purchase price for the facilities manufacturad, SAPC agrees
to compensata SCC in accordance with the mrovisions of BExhibit A
(article 4); and that any controvarsies or claims arising out
of or relating to the Agreement shall be determined by
California Law {article 26). The agreerent is silent az %o
the time of passaga of titla to the facilities/modules.

Givern the manu*actnrn and sale of modulas, Article 5.1
fgraly authorizing advance paymeants for costs of @material and
labor, and given the applicability of California law,

California Commarcial Code Section 2401(2) provides with ragpect
to passage of title:

"Uniess otherwise explicitly agraed title passes
to the buyer at the tims and place at which the
seller completes his3 performance with raference
to the physical dslivery of the goods,...and in
particular and despite any reservation of a
security intarest Ly the bill of lading .
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*{b) If tha contract raquires delivery at
-dastination, title passes on tender there."

and, while neitier the aAgreement nor Ixhibit A mentions
gpecific dollar amounts to ba paid for the modules and sexvices
undercaken by SCC, article 4 and Zxhibit A do provide for tae
computation of tie compensation to be paid SCC. Such ara
acceptabla payment provisions in light cf Califorzia Commarcial
Coca 3ection 2333(1l), wiich provides that garti»a nay ¢onclude
a contract for sals sven tiough the price is rot setried, if
thay so intend. :



dr. Verone walton 3= February 8, 1234

Pinally, altlhcugh it is indicatad that 3CC is balieved
to De actizng conly a3 an agext foxr SAPC, not as a seller of
modules, per 3 Cal. Jur. L1111, Agaxcy 3 1, an agsat is oae who
Tuprasacts anotier, called the principal, ia dealings wieh
third perscns; tae contract craating tha ralacion of priacipal
and agent i3 cailed a contract of agency; aad the right of the
agent Lo act on Lehalf of nis principal is termed his authority
Or cower. Further, the essential characteristics of an agency
relaticasnip ars that an agant iclds a power to alier legal
relaticns betwesen poth the principal ané £3ird perscas and
Satween thig principal and the agent itself, that an agent is a
fidveciary with respect to mattars wicnin the scop2 of tha
agency, and thakt a grincipal has a right to control the
conduct of ths agent with respect o matisrs entrusted to is.

Javisw of the Agreemant dizcloses the absgsnca of
sucn <claracteristics: no contract of agency, ne referaznce to
srincipal and agent relacionship, zo autnorization sermittiag
SCC to rapresept SAPC in dealings with tzird sersons or to alter
lagal ralations bestween SAPC and itszelf or others, and =0 right
of 3CC to controli the conduoct of SCC. Rather, the Agroemepnt
states that SCC wiil provide =angineering and dasign services
with respect to the facilities, zanufacturs, fabricage and
gell the facilitiasg #o SAPC, and inspect, transport, instzll
and test the facilikies, togather, «he "Contract Activities®
{Arrticle 1l.l); and that SCC is an indapendent contractor wiih
thae rigat to supervise, manage, and control the parformance
of the det=2ilis of the Coatract Activitiles, 3aAPC being intexssted
only in the results of same (Article 21).

An indepencdent contractor is one who, whils reandering
sarvice in ths course of an indepandent azmplovment or occupatiocn,
pust follow his employer's daesires only 2s to the results of
the workz, and not as to the means whersby it is to be accompllshed
(3 Cal. Jur. 111, >y § 3). Such right to control the
mannar and meens of accomplishing the desired rasult is the
most impeortant factor in distinguishing an agent from an
independent contractor (3 Cal. Jur. 111, Agency 3 3).

JiGi: £

cc: Mr., Lawrencs A. Augusta
dr. Gordon P. adelman
Ar. Jobert #. Gustaison
Hr. Charlie {nudsen
Lagal Section
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