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~u~i,r,~as z~vcntory ac~.ption Application to 
P~~E's Naturai ~ iI':& Storage 

This is in reslX).n.sG to your May JO, 1994, l.etter to 
lti.chare1 o,-:•snor \r.'hcreL-i ;i"ou enc:los~d a copy of a Ju.."l.,; 3, 1gca, 
AgreeEi~nt bat\ii~ri PG&.E D.Ild U;1.ion Oil Company pertain -In<; to 
t.!.t.e ac:qui~ii:.ion a..,d c:~oanse of 2:1a.tural c;as and copies of 
otber cocm..'"'-2:its,, w.'"'l.d y~u w.ske.d wh.-ether ey..change gas. ciefined · 
L~ the ~gr~e~nt as =azJ.y g~s ci~sisnated by Facific fr~~ ti:-~ 
~o th::o as eY.d-...culS~ 9~s w~ic~ is a.clivered· to said ~articipants 
[Un.ion Oil ancl o~ersl by ~acific at t.h~ delivery ·poix;.t h.are
UI1C:er in exi""har,~a for ~liver-,t of c;as at a- later tk,o to · 
i;.:::.cific 1mclc:: the tar~ hereof,c wa.:; eli;ible ·ror ·tne ~X~?:.:?ticn 
i:l prior y~a.rs. 

/w; Ilu~d, .fulven.ua ·and Taxatio:i Coe.le Sectio:i l.29 a?id 
~ro.£.,~r~y '..i:a:..: Rule 133 c:ont.8Jl'Qla.ta that i)rope.rty :co.st be held 
for s.1.le or l.eA.Se o=i the lien ~t.e to ~a e.lig1..b1e for t.:Je 
~f,tion. 'l'llus, Sec:tion 129 states, in ?&rt, th.at •business 
L'lventorias• shall. not bclude .any goods actual.ly 1ectSe.i or 
rent.vii on t.:.e lien date or lll!".f it.er.i h.al.d for lease \iihich !.LZl!l 
l)ec:i or is intended to ba used b,2 the l~ssor i-,rior to or 
~\:Z.S~ue:r.t to i:.!le lca:se, and .Rule. 133 stat.as,· in part, that 

· property -~ligiLle for tb.a e.x~ptiot1 cloes not includ4 property 
. in t..."lc b.nnds of a ve.ndce,. lessee, or other recipient c~ the 

lit!:!l. date which hc'.UJ been purchased, leased.,- reated, or 
bci--ro,,red prir..arily for use by t..~e v~~dee, l~s3ea or other 
recipient of t..~e property. · 

.In our v.i.(:~, t.ho A9~!;:.:mt ·supports t!',e co:i::l.U:sion 
th.z.~ be e:..xcha.nccs in ae..s v.z.s delivere~ to u..:iion Oil ·anci others, 
was use:! l,y t.,..,.,.l; tile course: 0£ their rde'3VCr'.f ~f oil, rnei. ··• 
hc:nc~·. given ~~ction 129 and Rcle 133, was no~ c.ligihle · for 
the exe~,tio:. Taa.t PG&~ apparently re;)Crte.d 

u 
i.~ its Fr:.'iU:. 

reports and clc:i.s:;ifieci tha exchange ~as agas on loan to 
}?-rouuocra .u the Coii:l.inga oi.l fie.le" further sui.)ports t.h.e 
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Sucil is sicll.ar .to .Q , A Cl& in t.be April 25, 1980,· 
~,:.ter to Assc::.a&or.:. · No. t0/E9., Bl.l3inesa Inventory Exer.ptio!!_: ." .· 

•

•A rotailer sel.l.ing offica rJB..chines a.."ld 
equi?~~nt puriodically_removea equi~t fro:n 
inventory f,or use [as his office oquipn1ent] .. 
'Xh-2 ~uip~nt is usad for a period.of t:i~ 
t.h.ai1 returned to invc!ltOr'i· for Bi...le • The . 
rata.iler insists the. euui.p:..ent is nt.ill for 
sale even thouCJh i"t i.s ,_in use· (tu>.d bas bei:::i 
Xen!OVe"~ from dis~l~y]. 

•Is the equipr-..2nt eligible f9r the busineas 
inventory exer.iption while ~ing used (as 
office equip~-nt by the retn.;ler]? 

No. T'"~ · cf'rui-=i~t is in use .li.t . --=- • the 
co~s~r leval an~ is not being 
tcl.isplaye~ or othcrJisc] offered for 
sa.l.e. • 

ilccordir.g-ly, · we ae.vi:.El the. t &~ell· excha:ige gas was not · 
eliyi.blc fer the exe""'",,;·!tion in prior years. 
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