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Mr. J. D. Smart

Vice President and Controller
E & J Gallo Winery

600 Yosemite Blvd.

Modaesto, CA 95354

Dear Ar. Swmart: A

this is in respoase to your July 10, 1980, letter
coancarning my January 28, 1980, letter to the Fresao County
A33dessor re grape coaceatrates. '

Pertinent are Revenue and Taxation Code Section 392
and Property Tax Rule 136, Wine Exemption. The former provides:

“Any wine, winery product or brandy produced
or manufactured in Califormia by a licensed
winegrower, wine bleander, or manufacturer
winich now or hereafter is held in bond by a
licensed winegrower, wine blendsr, or
manufacturer shall be subject to taxation
only once while so held, on the first day
in HMarch on waich it is held immadiately
following its production or manufacture.

The tax on such property shall be subject

to all the provisions of this code regardiug
the assessment, egualization, levy aad
collection of county taxes, to the extent
that thosa provisions are applicable.”

Rnle.lSS(a) provides that any winery product produced

or manufactured in this state by.a licensed winegrower, wine
blendar, or manufacturer and held in boad by a licenses on
Barch 1, 1570, or on any given lien date theraafter is exenmpt
from taxation provided that it has been previously taxed while
g0 neld in bond. “"Winery product” means any product other
than wine producad in a winery, iacluding grape conceantrates
(ule 136(d) (2)). The exemption is applicable only to winery
products while held in bond (Rule 136(d) (2) and (b)). Rule
136 (b) proceeds to state that to be regarded as held in boad,
such products must be a type subject to an internal rxevenue
tax not yet determined or paid but whose payment is secured by
the posting of a bond. ,
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#r. J. D. Smart -2~ July 24, 1980

. Upon inquiry of the U, 8. Treasury Department's
Alcohiol, Tobacco and Pilrearms office in Sacramento, we ware
advised that a product with no alcoholic contant is not subject
to intarnal revenus tax. Thus, grape concentrates, having no
alcoholic content, are not products of a type subject to an
intarnal ravenus tax pot yet detarnined or paid but whose
payment i3 secured by the posting of a bond. Or, in other
words, Rule 136(b), by its definition of "held in bond®,
precludes exezption from property taxation of graps concentrates
having no alcoholic content.

A8 I read your letter, you are contending that grape
concentrates not properly accounted for for federal tax purposas
may form the basis for a tax assessament on the prasunmption that
they have beaen converted to wine and thus, that such concentratas
may be subject to internal revenue tax. Detarminative for
purposes of Rule 136(b), as indicated, ia whether products are
of a type subject to an internal revenue tax whose payment is
sacured by the posting of a hond, however, not meraly that
products may ba subject to tax bacause they have not been
accountad for propsrly.

‘Ia conclusion, while the Frasno County Assessor has
bean ade aware of your disagreement with the escape assessment
by msans of a copy of your July 10 letter, said letter does not
suffice as an appeal of the assessment, 1f, indeed, it is
intanded as such. .

Vary truly yours,

James K. McManigal, Jr.
Tax Counsel

JKM: £fr

¢cc: Mr. William Greenwood
Freeno County Assessor
Attn: Mr. Joseph Panciullo

bc:  HMr. Gordon P. Adelman
¥r. Robert l. Gustafson
My, Verne Walton
Mr. Bud Florence ’
Legal Section .



