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NOTICE OF PROPOSED REGULATORY ACTION 
BY THE 

STATE BOARD OF EQUALIZATION 

RULE 133, Business Inventory Exemption 

PUBLIC HEARING: October 10, 1984 

NOTICE IS HEREBY GIVEN that the State Board of 
Equalization, pursuant to the authority vested by 
Section 15606 of the Government Code, and to implement, 
interpret, or make specific Sections 129 and 219 of the 
Revenue and Taxation Code, proposes to amend Rule 133 in 
Title 18 of the California Administrative Code, relating 
to property tax. 

PUBLIC NOTICE: Notice is further given that a 
public hearing relevant to this action will be held in 
Room 102, Consumer Affairs Building, 1020 N Street, 
Sacramento, California, at 2:00 p.m., on October 10, 
1984. Any person interested may present statements or 
arguments orally or in writing at that time and place. 

INFORMATIVE DIGEST: This rule is amended to 
bring it into conformity with current law. 

Part (b)(2) of the rule was deleted because 
its provision was obsolete. The deleted provision made 
reference to excluding property from the inventory 
exemption which was classified by law for the purpose of 
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assessment or taxation in a different proportion to its 
value than is applicable to real property. For example, 
such property as baled cotton and general aircraft were 
previously classified by law as property which were to 
be assessed by a particular assessment ratio. The prop- 
erty, therefore, was not available to also be afforded 
the inventory exemption. With the repeal and reenact- 
ment of Revenue and Taxation Code Section 219 (Stats. 
1980, Ch. 411), inventories are now totally exempt from 
taxation. Therefore, it now is unnecessary to depict 
certain properties which are not exempt as inventory 
since all properties considered inventory are now exempt 
under Section 219 of the Revenue and Taxation Code. 

Part (b)(8) is deleted because it is no longer 
necessary, The deleted part deals with describing the 
conditions under which such proeprty lost its exemption 
to property taxation. Prior to the total exemption of 
inventory from property taxation, persons who willfully 
or fraudulently omitted or failed to report their inven- 
tory lost the right to the inventory exemption. (See 
Section 219 in effect and as amended by Stats. 1974, Ch. 
1441, pg. 3148.) Since inventory is now totally exempt 
under Section 219 as repealed and reenacted in 1980 
(Stats. 1980, Ch. 411), it is no longer necessary to 
depict the conditions under which the holder of inven- 
tory property loses the exemption for failure to report 
since now there is no requirement to report the inven- 
tory in the first instance. 

ESTIMATE OF COST OR SAVINGS: The State Board 
of Equalization has determined that the proposed change 
does not impose a mandate on local agencies or school 
districts. Further, the Board has determined that the 
change will result in no direct or indirect cost or 
savings to any State agency, any local agency or school 
district that is required to be reimbursed under Section 
2231 of the Revenue and Taxation Code, or other non- 
discretionary cost or savings imposed on local agencies, 
or cost or savings in Federal funding to the State of 
California. 

The cost impact'on private persons or 
businesses will be insignificant. This proposal will not 
have a significant adverse economic impact on small 
businesses. 
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WRITTEN COMMENTS: Written statements or argu- 
ments will be considered by the Board if received by 
October 10, 1984; they are requested by September 28, 
1984. Please send comments to Janice Masterton, Regula- 
tion Coordinator, at 1020 N Street, Sacramento, 
California 95814. 

STATEMENT OF REASONS; EXPRESS TERMS; 
RULEMAKING FILE: The Board has prepared a statement of 
reasons and a strike-out and underscore version (express 
terms) of the proposed changes. Both of these documents 
are available to the public upon request. The rulemaking 
file is available for public inspection at Room 123, 1020 
N Street, Sacramento, California. 

STAFF MEMORANDA AFTER PUBLIC HEARING OR 
REVISIONS TO PUBLISHED VERSION OF THE REGULATION: In 
the event there are any staff memoranda included in the 
rulemaking file after the close of the public hearing, 
these memoranda will be available to the public upon 
request from Mrs. Masterton for a period of 15 days 
after the public hearing. 

In the event there are any revisions 
sufficiently related to the published version of the 
rule, these revisions will be available to the public 
from Mrs. Masterton for a period of 15 days before 
adoption. 

Following the hearing, the State Board of 
Equalization, upon its own motion, or at the request of 
any interested person, may in accordance with law adopt 
the changes proposed without further notice. 
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Questions regarding the 
content of the regulation 
should be directed to 
Gordon P. Adelman, 
Assistant Executive 
Secretary, Property 
Taxes, (916) 445-1516, 
at 1020 N Street, 
Sacramento, CA 95814. 

Written comments for the 
Board's consideration or 
requests to present testi- 
mony and bring witnesses 
to the public hearing 
should be directed to 
Janice Masterton, Assis- 
tant to Executive Secre- 
tary, (916) 445-6479, at 
the same address. 

STATE BOARD OF EQUALIZATION 

&g&l+ e- ~c--&?* < 
Douglas D. Bell 
Executive Secretary 



Rule No. 133. (601. Adm. Code) BMS~RQSS lnvontory Exemptioa 

- (a) SCUPE OF EXEMPTKN4. 

(1) “Business inventories” that are eligible for exemption from taxation under section 129 

of the Revenue and Taxation Code include all tcngible personal property, whether raw 

muterick, work in process or finished goods, which will become a part of or a:e them- 

selves items of personaity held for sale or lease in the ordinary course of business. 

Included in business inventories are containers or container moterlai such as kegs, 
bottfcs, cases, twine and wrapolng paper, whether returnable or not, if title thereto 

will pass to the purchaser or iessee of the oroduct to be soid or leosed therein. Ma- 

terials such as lumber, cement, nails, s~eei beams, columns, girders, etc., held by a 

licensed contractor for incorporation into real provrty are eligible for the exemption, 

providing the reel preaerpf wiif not be retarned for the licensed contractor’s use. Also 

included are crops and animals held primarily for soie or lease and animals used in the _ 

production of food or fiber ond ieed for animois in either category. 

(2) The phruse does noi constitute a irmitation on the type . “ordinary course of business” 

of property which may be held for sale or lease, but it does require rhat the property be 

intended for sule or Iecse in accordance with the regular ond usvol practice and method 

of the business of the vendor or lessor. 

(3) The phrase “goods intended for sale or /euse” mtcns property acquired, manufactured, 

produced, processed, raised or grown which is already the subject of a contiact af sale 

or which is held end cpenly oiiered ior sz!e or lease or wiji te so held and offered Fc* 
At or lease ut ths time it becomes o morketcjle zoduct. ProDerty wkach is ready ior 
sale or tease must be displayed, advertrsed or 0th erwtse broug’lt to the ortenrion of :he 

potential purchasers or lessees by means normoity emptoyed by vendors or iesscrs of 
the product. \ 

(b) EXCLUSIONS. P roperty eligibte for the “business inventories” exemption does not include: 

. (I) Property of any description in the hands of a verxke, lessee or other r.eclplent on the 
lien date which has been purchased, Iecscd, rented, or borrowed prtmarily for use by 
the vendee, lessee or other reciolent oi the prope.tf ror , bei then for sale or iecse or for 

physical incorporation into a product which is to be said or ieased. Exomoles ci prop- 
erty excluded from business rnvtntortes are oiflce ruppiies, furniture, mcchines and 
equipment and manufacturrna .mocitinerf, equ.srent ond suppiies such (IS dies, patterns, 

jigs, tooling or chemicais ;zed to prodsce ‘3 ;kerr.cal or physical reaction, and can- 

. tractors’ supoiies, tools, concrete iorTs, and ether items that wiil not be incor;ora:cd 
into and become a pert oi the reck property. Aiso inettgr’ble are rnateriols tnct a con- 

traCtor is h:ld:ng to inccrgorote into real property I Ltt will be retalnea for his own use. 

. 

. 
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Property being used lzy its owner for any purpose not directly associated with the 
Praspe&ve sale or lease Of that prcperty. 

Property octuui!y leased or rented on the lien date. 

Property which has been used by the holder prior to the lien dote, even though held for 
l-se on t!~e lien date. 

Property intended to bcused by the lessor after beink Ieosedor during intervals between 
1e-e~ even though hek ior lease on the lien aate. 

Pqerty in the hands of a lessor who, with intent to enjoy the benefits of the inventory 

exemption, hod ieased the property for 0 period that exprred shortly before the lien date 

bt V&O renewed, extended or renegotloted the ieose shortiy thereafter, 

SERVICE ENTERPRISES. Property held by a person in connection with a profession which 

is primurity 0 servtc- *-- octivlty such OS medicine, law, crchitecture or accountancy IS not “business 

.inventories” held fur sole or lease even though such property may be transterred to a patient or - 
climt incidental to the renoltiar; oi the proiessronoi service. Property held by enterprises render- 

ing services of CI nonprofessioncl tyoe such cs dry clecrners, becuty shop opero:ors and swrmm!ng 
Pool service companies is to be regarded as “business inventories ” held for soie of sue!! property 

is delivered to the customer as on rtem regularly included in ttz service. . 

[d) REPAiRERS AND RECBNDiT:ONERS. Persons engoged in repoiring or reconditioning tongi- 

bte personal property with the intent of transferring ports ond materials shall be regorded as 

holding said parts end mzteriuis US “business inventories.” . 

(e) AGRICULTURAL ENTERPRISES. Animcls, crops and feed held primarily for scle or lease 

in the ordinary course of business ore inciuded in the term “busyness Inventortes,” OS ure animals 

used in the production of food ar fiber and feed for such animais. 

(I) “AnimcIs used in the oroduction of food and fiber” includes afi animals customarily 
empioyed in the raising of crops or for the feeding, breeding and monogerrent of live- 

stock, or for.doirying, or any other confined cnrmols whose products are normaily used 

as f-d for human ccnsumption or for the production of fiber useful to t-nun. Sxciuded 

are and animals held by an owner or lessee prtncipally for sport, recrectlon or pleasure 

such 0s show animals, horses kept for racing or horses and other onrmals kept as pets. 
. 

(2) The term “crops” ntecns ail products grown, harvested, and heid primarily for sale, 
including seeds heid :‘x sale or seeds to be used in the production of a crco w’nich is to 
b held primarily fcr ale. ft does not I,r:Iude growing crops exempted oursuont to 
Article Xl Ii, section 3 !h) of the California Constitution or fruit trees, nLt trees, and 
grapevines exempted Dy skct;on 223 of tne Revenue and Toxctron Code. 

. (3) The term “food” moans property norrnoi ly conrtdercd as food for humon consumption. 

(4) Feed for cnimols heid prinorlly for sale or lease or for cnlnals used in the proc!uchon 
of food 2r fi5er const.tutes “tt;srncss rnventorlrs” sublect to exe.-ption. t t includes 
every type of naturoI-n,rown cr ccmnercsl pro&c: ied to OnrrrOiS except medicinal com- 
modlties lnttnard to proven: or cnre dlreose unless the mecirclnai ccmmodttles are 
purchasedos a component part of reed for such cntmols. 

Reference: Sections 123, 219, i&venue and Taxation, Code. 


