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STATE OF CALIFORNIA - GOVERNMENT OP ATIONS AGENCY 	 EDMUND G. BROWN, Jr , Governor 

OFFICE OF ADMINISTRATIVE LAW 

300 Capitol Mall , Suite 1250 
Sacramento, CA 95814 
(916) 323-6225 FAX (916) 323-6826 

DEBRA M. CORNEZ 
Director 

MEMORANDUM 


TO: Richard Bennion 
FROM: OAL Front Desk JO 
DATE: 6/5/2014 
RE: Return of Approved Rulemaking Materials 

OAL File No. 2014-0523-04N 

OAL hereby returns this file your agency submitted for our review (OAL File No. 2014-0523-04N 
regarding Manufacturing Equipment). 

Enclosures If this is an approved file, it contains a copy of the regulation( s) stamped "ENDORSED 
APPROVED" by the Office of Administrative Law and "ENDORSED FILED" by the Secretary of State. 
The effective date of an approved regulation is specified on the Form 400 (see item B.5). Beginning 

January 1,2013, unless an exemption applies, Government Code section 11343.4 states the effective 
date of an approved regulation is determined by the date the regulation is filed with the Secretary of 
State (see the date the Form 400 was stamped "ENDORSED FILED" by the Secretary of State) as 
follows: 

(1) January 1 if the regulation or order of repeal is filed on September 1 to November 30, inclusive. 
(2) April 1 if the regulation or order of repeal is filed on December 1 to February 29, inclusive. 
(3) July 1 if the regulation or order of repeal is filed on March 1 to May 31 , inclusive. 
(4) October 1 if the regulation or order of repeal is filed on June 1 to August 31, inclusive. 

If an exemption applies concerning the effective date of the regulation approved in this file , then it will 
be specified on the Form 400. The Notice of Approval that OAL sends to the state agency will contain 
the effective date of the regulation. The history note that will appear at the end of the regulation section 
in the California Code of Regulations will also include the regulation's effective date. Additionally, the 
effective date of the regulation will be noted on OAL's Web site once OAL posts the Internet Web site 
link to the full text of the regulation that is received from the state agency. (Gov. Code, secs. 11343 
and 11344.) 

Please note this new requirement: Unless an exemption applies, Government Code section 11343 
now reqUires: 

1. 	 Section 11343(c)(l): Within 15 days ofOAL filing a state agency ' s regulation with the Secretary 
of State, the state agency is required to post the regulation on its Internet Web site in an easily 
marked and identifiable location. The state agency shall keep the regulation posted on its Internet 
Web site for at least six months from the date the regulation is filed with the Secretary of State. 

2. 	 Section 11343(c)(2): Within five (5) days of posting its regulation on its Internet Web site, the 
state agency shall send to OAL the Internet Web site link of each regulation that the agency posts on 
its Internet Web site pursuant to section 11343(c)(I). 



OAL has established an email address for state agencies to send the Internet Web site link to for each 
regulation the agency posts. Please send the Internet Web site link for each regulation posted to OAL at 
postedregslink(woal.ca. gov. 

NOTE ABOUT EXEMPTIONS. Posting and linking requirements do not apply to emergency 
regulations; regulations adopted by FPPC or Conflict of Interest regulations approved by FPPC; and 
regulations not subject to OALIAPA review. However, an exempt agency may choose to comply with 
these requirements, and OAL will post the information accordingly. 

DO NOT DISCARD OR DESTROY THIS FILE 
Due to its legal significance, you are required by law to preserve this rulemaking record. Government 
Code section 1] 347.3(d) requires that this record be available to the public and to the courts for possible 
later review. Government Code section] 1347.3(e) further provides that " ... no item contained in the 
file shall be removed, altered, or destroyed or otherwise disposed of." See also the State Records 
Management Act (Government Code section 14740 et seq.) and the State Administrative Manual (SAM) 
section 1600 et seq.) regarding retention of your records. 

If you decide not to keep the rulemaking records at your agency/office or at the State Records Center, 
you may transmit it to the State Archives with instructions that the Secretary of State shall not remove, 
alter, or destroy or otherwise dispose of any item contained in the file. See Government Code section 
11347.3(f). 

Enclosures 

http:postedregslink(woal.ca


State of California 
Office of Administrative Law JUN 06 2014 

In re: 


Board of Equalization 


Regulatory Action: 


Title 18, California Code of Regulations 


Adopt sections: 

Amend sections: 

Repeal sections: 1525.2,1525.3 


by EXECUTlVED 
NOTICE OF APPROVAL OF ~~~ff/RECTOR'SOFFICE 
WITHOUT REGULATORY EFFECT OF EQUALIZATION 

California Code of Regulations, Title 1, 
Section 100 

OAL File No. 2014-0523-04 N 

This action without regulatory effect repeals the partial exemption from sales and use 
tax for certain property used in specified activities, including manufacturing, pursuant to 
the expiration of statutory authority. 

OAL approves this change without regulatory effect as meeting the requirements of 
California Code of Regulations, Title 1, section 100. 

Date: 6/5/2014 
Kathleen Ecjg:y/ 
Senior Attorney 

For: 	 DEBRA M. CORNEZ 
Director 

Original: Cynthia Bridges 
Copy: Richard Bennion 
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State Board of Equalization 

A. PUBLICATION OF NOTICE (Complete for publication in Notice Register) 

Other 

O Approved as 
Modified D Disapproved! 

Withdrawn 

NOTICE REGISTER NUMBER , PUBLICATION DATE 

B. SUBMISSION OF REGULATIONS (Complete when submitting regulations) 

lb, ALL PREVIOUS RELATED OAl REGULATORY ACTION NUMBER(S)la, SUBJECT OF REGULATION(S) 

Manufacturing Equipment 

2 SPECIFY CALIFORNIA CODE OF REGULATIONS TITLE(S) AND SECTION(S) (Including title 26, iftoxics related) 

ADOPT
SECTION(S) AFFECTED 
(List all section number(s) 

AMENDindividually. Attach 
additional sheet if needed.) 

REPEALTITLE(S) 

1525.2, 1525.3 18 

3, TYPE OF FILING 

o 	Regular Rulemaking (Gov, o Certificate of Compliance: The agency officer named 
Code § 11346) 

below certifies that this agency complied with theo Resubmittal of disapproved or proviSions of Gov. Code §§ 11346.2~11347.3 either 
withdrawn nonemergency before the emergency regulation was adopted or 
filing (Gov. Code §§11349.3, within the time period required by statute. 
11349.4) o Resubmittal of disapproved or withdrawn 

§ 11346.1 (b)) o Emergency (Gov. Code, 
emergency f,lmg (Gov. Code, § 11346.1) 

O Emergency Readopt (Gov, Changes Without Regulatory 
Code, § 11346.1(h)) Effect (Cal. Code Regs., title 

1, §100)o 	File & Print Print Only o 
o Other (Specify) ___________________ 

4. ALL BEGINNING AND ENDING DATES OF AVAILABILITY OF MODIFIED REGULATIONS ANDIOR MATERIAL ADDED TO THE RULEMAKING FILE (Cal. Code Regs. title 1. §44 and Gov. Code §11347.1) 

5. EFFECTIVE DATE OF CHANGES (Gov. Code, §§ 11343.4, 11346.1(d); Cal, Code Regs., title 1, §100) 

O Effective January 1, April 1, July 1, or 0 Effective on filing with f5(l §100 Changes Wlthol~t 0 Effective 
October 1 (Gov. Code §11343.4(a)) Secretary of State ~ Regulatory Effect other (Specify) 

6. 	 CHECK IF THESE REGULATIONS REQUIRE NOTICE TO, OR REVIEW, CONSULTATION. APPROVAL OR CONCURRENCE BY, ANOTHER AGENCY OR ENTITY 

Department of Finance (Form STD, 399) (SAM §6660) 0 Fair Political Practices CommiSSion D State Fire Marshal 

Other (SpeCify) 

7. CONTACT PERSON 	 TELEPHONE NUMBER FAX NUMBER (Optional) E-MAIL ADDRESS (Optional) 

Richard E. Bennion 	 (916) 445-2130 (916) 324-3984 rbennion@boe.ca.gov 

For use by Office of Administrative Law (OAL) only 8. I certify that the attached copy of the regulation(s) is a true and correct copy 

of the regulation(s) identified on this form, that the information specified on this form 

is true and correct, and that I am the head of the agency taking this action, 

or a designee of the head of the agency, and am authorized to make this certification. 


DATESIGNATURE OF AGENCY HEAD OR DESIGNEE 

May 23,2014 

Joann Richmond, Chief, Board Proceedings Division 
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Text of Proposed Changes to 


Title 18. Public Revenue 


1525.2. MftBUfaetuFiBg EquipmeBt. 

(a) Partial Exemption for Property Purchased for Use in the Manufacturing Process. Section 
6377 of the Revenue and Taxation Code provides a partial exemption from sales and use tax for 
certain properties described in this regulation. 

For the period commencing on January 1, 1994, and ending on December 31,1994, the partial 
exemption applies to the tIDces imposed by the state (6%), but does not apply to the taxes 
imposed by comties, cities, and districts pursuant to the Bradley Burns Uniform Local Sales and 
Use Tax Law (Rev. & Tax. Code § 7200, et seq.) or the Transactions and Use Tax Law (Rev. & 
Tax. Code §§ 7251, et seq.). 

For the period commencing on January 1, 1995, and ending on December 31, 2000, the partial 
exemption applies to the taxes imposed by sections 6051, 6051.3, 6201, and 6201.3 of the 
Revenue and Taxation Code (5%), but does not apply to the taxes imposed pursuant to sections 
6051.2 and 6201.2 of the Revenue and Taxation Code, the Bradley Burns Uniform Local Sales 
and Use Tax Law, the Transactions and Use Tax Law, or section 35 of article XIII of the 
California Constitution. 

For the period commencing on January 1, 2001, and ending on December 31, 2001, the partial 
e}{emption applies to the taxes imposed by sections 6051 and 6201 of the Revenue and Taxation 
Code (4.75%), but does not apply to the taxes imposed pursuant to sections 6051.2 and 6201.2 of 
the Revenue and TaJ(ation Code, the Bradley Burns Uniform Local Sales and Use Tax Law, the 
Transactions and Use Tax Law, or section 35 of article XIII of the California Constitution. 

For the period commencing on January 1, 2002, and ending on December 31, 2003, the partial 
exemption applies to the taxes imposed by sections 6051, 6051.3, 6201, and 6201.3 of the 
Revenue and Taxation Code (5%), but does not apply to the taxes imposed pursuant to sections 
6051.2 and 6201.2 of the Revenue and Taxation Code, the Bradley Bums Uniform Local Sales 
and Use Tax Lffltv, the Transactions and Use Tax Law, or section 35 of article XIII of the 
California Constitution. 

Pursuant to the provisions of the Revenue and Taxation Code section 63 neg), the partial 
exemption from tax on the sale and use of property used in manufacturing and related activities 
as described in this regulation expired on December 31, 2003. 

Subject to the limitations set forth above, this partial exemption applies to gross receipts from the 
sale, storage, use, or other consumption in this state of the following items: 

(1) Tangible personal property purchased for use by a qualified person to be used primarily 
in any stage of the manufacturing, processing, refining, fabricating, or recycling of property, 
beginning at the point that raw materials are received by the qualified person and introduced 
into the process and ending at the point at which the property has been altered to its 
completed form, including packaging, if required. For purposes of this regulation: 



(Ae) Raw materials '",ill be considered to have been introduced into the process ,<vhen the 
ra'li materials are stored on the same premises where the qualified person's manufacturing 
activities are conducted. Raw materials that are stored on premises other than '.vhere the 
qualified person's manufacturing activities are conducted, however, will not be 
considered to have been introduced into the process for purposes of this regulation. 

(B) For purposes of this regulation, the term "packaging" includes only that packaging 
necessary to prepare the goods for delivery to and placement in the qualified person's 
finished goods inventory, or to prepare the goods so that they are suitable for delivery to 
and placement in finished goods inventory. Any additional packaging, such as that 
packaging necessary to consolidate the goods prior to shipping or to protect them during 
transportation, shall not be considered to be "packaging" for purposes ofthis regulation. 

(2) Tangible personal property purchased for use by a qualified person to be used primarily 
in research and development as defined in subdivision (c)(8). 

(3) Tangible personal property purchased for use by a qualified person to be used primarily 
to maintain, repair, measure, or test any property described in subdivision (a)(l) or (a)(2). 

(4) Tangible personal property purchased for use by a contractor purchasing that property 
either as an agcnt of a qualified person or for the contractor's own account and subsequent 
resale to a qualified person for use in the performance of a construction contract for the 
qualified person who will use the tangible personal property as an integral part of the 
manufacturing, processing, refining, fabricating, or recycling process, or as a research or 
storage facility for use in connection with the manufacturing process. 

(b) Property Used Primarily in Administration, General Management, or Marketing. 
Notwithstanding any other provision of this regulation, this partial e*emption shall not apply to 
any tangible personal property that is used primarily in administration, general management, or 
marketing. For purposes of this subdivision: 

(1) Tangible personal property is used primarily in administration, general management, or 
marketing ,<,<,hen it is used 50 percent or more of the time in one or more of those activities. 

(2) Tangible personal property used primarily to clean and maintain the factory floor of a 
manufacturing facility is used primarily in a stage of the manufacturing of property and is not 
used primarily in administration, general management, or marketing. 

(3) Fire safety equipment that is tangible personal property and that is used primarily at and 
in connection '>'<'ith the factory floor of a manufacturing facility is used primarily in a stage of 
the manufacturing of property and is not used primarily in administration, general 
management, or marketing. 

(c) Definitions. For purposes of this regulation: 
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(1) "Fabricating" means to make, build, create, produce, or assemble components or property 
to work in a new or different manner. 

(2) "Manufacturing" means the activity of converting or conditioning property by changing 
the form, composition, quality, or character of the property for ultimate sale at retail or for 
use in the manufacturing of a product to be ultimately sold at retail. Manufacturing includes 
any improvements to tangible personal property that result in a greater service life or greater 
functionality than that of the original property. For purposes of this regulation, "greater 
functionality" means that the tangible personal property has been improved so that it can 
perform new or different functions than the original property. Manufacturing includes 
logging, that is, the felling of timber, but does not include tree farming. Manufacturing does 
not include crop harvesting. Provided that the activity constitutes a "sale" as that term is used 
in subdivision (b) of section 6006 of the Revenue and Taxation Code, the tangible personal 
property need not be owned by the qualified person in order for the activity to qualify as 
manufacturing for purposes of this regulation. 

(3) "Primarily" means that the tangible personal property is used 50 percent or more of the 
time in the designated activity or activities. 

(4) "Process" means the period beginning at the point at which any raw materials are 
received by the qualified person and are introduced into the manufacturing, processing, 
refining, fabricating, or recycling activity of the qualified person and ending at the point at 
'Nhich the manufacturing, processing, refining, fabricating, or recycling activity of the 
qualified person has altered tangible personal property to its completed form including 
packaging, if required. Raw materials shall be considered to ha'",e been introduced into the 
process when the ra'N materials are stored on the same premises where the qualified person's 
manufacturing, processing, refining, or recycling activity is conducted. Raw materials that 
are stored on premises other than where the qualified person's manufacturing, processing, 
refining, fabricating, or recycling activity is conducted, shall not be considered to have been 
introduced into the manufacturing, processing, refining, fabricating, or recycling process. 

(5) "Processing" means the physical application of materials and labor to modify or change 
the characteristics of property. 

(6) "Qualified person" means any person that satisfies the requirements of both subdivisions 
(c)(6)(1\) and (c)(6)(B) belo,>,,,, ...·lith regard to the trade or business in 'Nhich the property will 
be placed into service in the use qualifying the property for this partial exemption: 

(A) A "qualified person" must have first commenced trade or business activities in a new 
trade or business in this state on or after January 1, 1994. For purposes of this 
subdivision, the term "activities" means trade or business activities. In determining 
whether or not a person is qualified within the meaning ofthis subdivision, the following 
rules apply: 
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1. The term "trade or business actiyities" does not mean the mere formation or 
organization of a corporation or other business entity that is intended to conduct a 
trade or business. Instead, a corporation or business entity first conducts activities 
""hen it first starts or commences the trade or business for vmich it was organized. 
The acquisition of operating assets that are necessary to the type of business 
contemplated, hov/ever, will constitute commencing activities. The term "operating 
assets" as used in this subdivision means assets that are in a state of readiness to be 
placed in service within a reasonable time period following their acquisition. 

2. Notwithstanding any other provision of this subdivision, a person will not be 
considered to have first commenced actiYities in a ne ..." trade or business in this state 
on or after January 1, 1994, if, at any time within the 36 months preceding that date, 
that person, or any related person, was required to have secured a seller's permit 
under section 6066 of the Revenue and Ta}cation Code for that trade or business, or 
any other trade or business classified under the same division ofthe Standard 
Industrial Classification Manual published by the United States Office of 
Management and Budget, 1987 edition (the "Manual"). For purposes of this 
regulation, the term "diyision" means a division as that term is used in the Manual. 

3. A trade or business is not a new trade or business in this state if, within the 36 
months preceding the date that activities Viere first commenced in that trade or 
business in this state, either the person claiming the partial exemption, or any related 
person, had conducted any activities in this state in any trade or business classified 
under the same diyision of the Manual as that trade or business. 

4. Where a person, or any related person, is engaged in one or more trade or business 
activities in this state, or has been engaged in one or more trade or business activities 
in this state within the preceding 36 months (a "prior trade or business activity"), and 
thereafter commences an additional trade or business activity in this state, the 
additional trade or business activity shall only be treated as a new trade or business if 
the additional trade or business activity is classified under a different division of the 
Manual than are any of the person's (or any related person's) current or prior trade or 
business activities in this state within the preceding 36 months. 

5. Where a person, including all related persons, is engaged in trade or business 
activities whony outside of this state and that person first commences doing business 
in this state ('.vithin the meaning of section 23101 of the Revenue and Twcation Code) 
after December 31, 1993 (other than by purchase or other acquisition described in 
subdivision (c)(6)(1\)6., the nevAy commenced trade or business activity in this state 
shall be treated as a new trade or business for purposes of this subdivision. 

6. On or after January 1, 1995, notwithstanding anything else set forth in this 
subdivision, in any case vmere a person purchases or otherwise acquires all or any 
portion of the assets of an existing trade or business (irrespective of the form of the 
entity) that is doing business in this state ('tvithin the meaning of section 23101 of the 
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Revenue and Taxation Code), the trade Of business thereafter conducted by that 
person (or any related person) shall not be treated as a new trade or business if the 
aggregate fair market value of the acquired assets (including real, personal, tangible, 
and intangible property) used by that person (or any related person) in the conduct of 
his or her trade or business exceeds 20 percent of the aggregate fair market value of 
the total assets of the person (or any related person) being used in the same trade or 
business both within and vvithout this state. For purposes of this subdivision only: 

a. The determination of the relative fair market values of the acquired assets and 
the total assets shall be made as of the last day of the month following the 
quarterly period in '""hich the person (or any related person) first uses any of the 
acquired trade or business assets in his or her business activity. 

b. Any acquired assets that constitute property described in section 1221(a)(1) of 
the Internal Revenue Code in the hands of the transferor shall not be treated as 
assets acquired from an existing trade or business, unless those assets also 
constitute property described in section 1221(a)(1) of the Internal Revenue Code 
in the hands of the acquiring person (or any related person). 

c. The trade or business conducted in this state by the acquiring person after the 
asset acquisition date shall be considered to be the same as an out of state trade or 
business conducted or previously conducted by the acquiring person (or any 
related person) only if the trade Of business activities of both companies are or 
.."ould be classified in the same division of the Manual. 

d. An acquired trade or business will not be considered to have been acquired as 
an e}cisting trade or business for purposes of this subdivision if it is acquired 
either: (1) from a liquidation sale of assets pursuant to a bankruptcy filed under 
Chapter 7 of the United States Bankruptcy Code; or (2) pursuant to a creditor's 
execution or foreclosure sale of a secured interest in the assets of the trade or 
business. 

e. E}carnple No.1: Corporation X is doing business ,.molly outside of this state in 
the trade or business of manufacturing automobiles. The total fair market value of 
the total assets of this trade Of business is $100,000,000. Then, on or after January 
1, 1994, Corporation X acquires all of the assets of an automobile manufacturing 
business in this state with a fair market value of $5,000,000 and immediately uses 
the acquired assets in its automobile manufacturing trade or business. Thereafter, 
between the date of acquisition and the last day of the month follovling the 
quarterly period during .."hich the acquisition occurred, Corporation X acquires 
another $1,000,000 in assets for use in the automobile manufacturing business in 
this state. Under these assumed facts, the conditions set forth in this subparagraph 
will not serve to disqualify Corporation X from the partial exemption since the 
fair market value of the acquired assets does not e)weed 20 percent 
($5,000,0001$106,000,000) of the aggregate fair market value of the total assets of 
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the trade or business being conducted by Corporation X; and neither Corporation 
X nor any related person had conducted any trade or business activities in this 
state within the preceding 36 months. 

f. Example No.2: Assume the same facts as in Example No.1 above, but in this 
case, prior to acquiring the assets of the automobile manufacturing business in 
this state, Corporation X '.vas solely and exclusively in the trade or business of 
providing data processing services. After the acquisition of the assets by 
Corporation X, however, the acquired assets viill continue to be used in the 
automobile manufacturing business in this state. Assume further that no additional 
purchases are made after the date of acquisition. Under these assumed facts, since 
data processing services and automobile manufacturing are classified in different 
divisions of the Manual, the partial exemption 'NiH not be available to Corporation 
X because the fair market value of the acquired assets exceeds 20 percent 
($5,000,000/$5,000,000) of the aggregate fair market value of the total assets held 
by Corporation X in the same trade or business. 

7. In any case where the legal fOrm under which a trade or business activity is being 
conducted is changed, the change in fOrm shall be disregarded and the determination 
of whether the trade or business activity is a new business shall be made by treating 
the person as having purchased or otherwise acquired all or any portion of the assets 
of an existing trade or business. For purposes of this subdivision only: 

a. Example No.1: Corporation X is doing business in this state. One of its trade or 
business activities in this state is manufacturing automobiles. After January 1, 
1994, fOr consideration, Corporation X transfers all of the assets used in the trade 
or business of manufacturing automobiles to a newly fOrmed, wholly owned 
subsidiary knovm as Corporation Y. For purposes of applying this regulation, this 
transaction shall be treated as an acquisition of an existing trade or business by 
Corporation Y. 

b. Example No.2: Partnership A is a manufacturer doing business in this state. 
After January 1, 1994, for consideration, Partnership A transfers all of its assets to 
a nevll)' formed corporation knovffl as Corporation B. Corporation B is ovmed by 
the partners of Partnership A in the same proportionate ovmership interests as 
their respective ovmership interests in the partnership. For purposes of applying 
this regUlation, this transaction shall be treated as an acquisition of an existing 
trade or business by Corporation B. 

g. For purposes of this subdivision, a person is a "related person" if that person is or 
previously was related to the qualified person 'within the meaning of either section 
267 or 31 g of the Internal Revenue Code. 

9. The term "acquire" shall include any gift, inheritance, transfer incident to divorce, 
or any other transfer, whether or not fOr consideration. 
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(B) A qualified person must be engaged in those manufacturing lines of business 
described in Codes 2011 to 3999, inclusiYe, ofthe Standard Industrial Classification 
Manual published by the United States Office of Management and Budget, 1987 edition. 
For purposes of this subdivision: 

1. For purposes of classifying a line or lines of business, the economic unit shall be 
the "establishment" and the classification of the line or lines of business will be based 
on the establishment's single most predominant activity based upon yalue of 
production. The term "establishment" means an economic unit, generally at a single 
physical location, I.vhere business is conducted or ','there services or manufacturing or 
other industrial operations are performed. The follov/ing will generally constitute an 
"establishment": a factory, mill, store, hotel, moyie theater, mine, fann, ranch, bank, 
railroad depot, airline terminal, sales office, v/arehouse, or central administrative 
office. 

2. For purposes of determining the "establishment" or "establishments" of a trade or 
business: 

a. :Where distinct and separate economic activities are performed at a single 
physical location, such as construction activities operated out of the same physical 
location as a lumber yard, each activity should be treated as a separate 
establishment ""'here: (i) no one industry description in the classification includes 
such combined activities; (ii) the employment in each such economic activity is 
significant; and (iii) separate reports are prepared on the number of employees, 
their wages and salaries, sales or receipts, property and equipment, and other 
types of financial data, such as financial statements, job costing, and profit center 
accounting. For purposes of this paragraph, vthether or not employment in an 
economic activity is significant shall be based upon all of the facts and 
circumstances. Nevertheless, employment in an economic activity '.vill be 
considered to be "significant" for purposes of this paragraph whenever more than 
25 percent of the taxpayer's total number of employees at a single physical 
location, or more than 25 percent of the taJ(payer's total dollar value ofpayroU at a 
single physical location, is attributable to the economic activity being tested for 
separate establishment status. 

b. An establishment is not necessarily identical with the enterprise or company 
which may consist of one or more establishments. Also, an establishment is to be 
distinguished from subunits of the establishment such as departments. 

c. \Vhere a person conducts business at more than one establishment vlithin the 
meaning of this subdivision, then that person shall be considered to be a 
"qualified person" for purposes of this regulation only as to those purchases that 
are intended to be used and are actually used in those lines of business that are 
described in Codes 2011 to 3999, inclusive, of the Standard Industrial 
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Classification Manual published by the United States Office of Management and 
Budget, 1987 edition. 

(7) "Refining" means the process of converting a natural resource to an intermediate or 
finished product. 

(8) "Research and development" means those activities that are described in section 174 of 
the Internal Revenue Code or in any regulations thereunder. 

(9) "Tangible personal property" does not include any of the follolNing: 

(A) Real property, including tangible personal property to be incorporated into an 
improvement to real property, except for "special purpose buildings and foundations" as 
defined in subdivision (c)(10)(D) and conveyance systems and assembly lines as 
provided in subdivision (c)(10)(A). 

(B) Consumables vlith a normal useful life ofless than one year, except as provided in 
subdivision (c)(10)(E). For purposes of this regulation, it shall be presumed tangible 
personal property that the qualified person treats as having a normal useful life of less 
than one year for state income or franchise tax purposes is tangible personal property 
with a normal useful life of less than one year. This presumption may be rebutted by 
evidence satisfactory to the Board. 

(C) Furniture, inventory, equipment used in the extraction process, equipment used to 
store raw materials that have not yet entered or commenced the manufacturing process, or 
equipment used to store finished products that have completed the manufacturing 
process. The extraction process includes such severance activities as mining, oil and gas 
extraction. 

(D) Any property for 'Nhich a credit is claimed under either section 17053.49 or 23649 of 
the Revenue and Taxation Code. 

(10) "Tangible personal property" includes but is not limited to the follo\"ing: 

(A) Machinery and equipment ,<,Athin the meaning of subdivision (a)(6) of Regulation 
1521 of the Sales and Use Tax RegUlations, including component parts and contrivances 
such as belts, shafts, moving parts, and operating structures. The term also ine1udes 
conveyance systems and assembly lines '<'rithout regard to the manner of affixation to real 
property. 

(B) All equipment or devices used or required to operate, control, regulate, or maintain 
the machinery, including, without limitation, computers, data processing equipment, and 
computer software, including both operating programs and application programs, 
together with all repair and replacement parts with a useful life of one or more years 
therefor, whether purchased separately or in conjunction with a complete machine and 
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regardless of whether the machine or component parts are assembled by the taxpayer or 
another party. Any repair and replacement parts that the qualified person treats as haying 
a useful life of less than one year for state income or franchise tax purposes shall be 
presumed to have a useful life of less than one year for purposes of this regulation. This 
presumption may be rebutted by evidence satisfactory to the Board. 

(C) Property used in pollution control that meets or exceed standards established by this 
state or any local or regional governmental agency within this state. 

(D) £pecial purpose buildings and foundations that (i) are used as an integral part of the 
manufacturing, processing, refining, or fabricating process, or (ii) constitute a research 
facility used during the manufacturing process as an integral part of a manufacturing, 
processing, refining, or fabricating activity, or (iii) constitute a storage facility used 
during the manufacturing process as an integral part of a manufacturing, processing, 
refining, or fabricating activity. For purposes of this subdiyision: 

1. For purposes of this subdivision, "special purpose building and foundation" means 
only a building and the foundation immediately underlying the building that is 
specifically designed and constructed or reconstructed for the installation, operation, 
and use of specific machinery and equipment with a special purpose, :which 
machinery and equipmcnt, after installation, will become affixed to or a fixture of the 
real property, and the' construction or reconstruction of'Nhich is specifically designed 
and used exclusively for the specified purposes as set forth in subdivision (a)( 1) of 
this regulation (the qualified purpose). 

2. A building is specifically designed and constructed or modified for a qualified 
purpose if it is not economic to design and construct the building for the intended 
purpose and then use the structure for a different purpose. 

3. A building is used exclusively for a qualified purpose only if its use does not 
include a use for which it was not specifically designed and constructed or modified. 
Incidental use of a building for non qualified purposes does not preclude the building 
from being a special purpose building. "Incidental use" means a use vihich is both 
related and subordinate to the qualified purpose. A use is not subordinate if more than 
one third of the total usable volume of the building is devoted to a use vrhich is not a 
qualifying purpose. 

4. In the event an entire building does not qualify as a special purpose building, a 
taxpayer may establish that a portion of a building, and the foundation immediately 
underlying the portion, qualifies for treatment as a special purpose building and 
foundation ifthe portion satisfies all of the definitional provisions in this subdivision. 

5. Buildings and foundations that do not meet the definition of a special purpose 
building and foundation set forth above include, but are not limited to, buildings 
designed and constructed or reconstructed principally to function as a general purpose 
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manufacturing, industrial, or commercial building; research facilities that are used 
primarily prior to or after, or prior to and after, the manufacturing process; or storage 
facilities that are used primarily prior to or after, or prior to and after, completion of 
the manufacturing process. 

6. For purposes of this subdivision, the term "integral part" means that the special 
purpose building or foundation (i) is used directly in the activity qualifying for the 
partial exemption from sales and use tax and (ii) is essential to the completeness of 
that activity. In determining '""hether property is used as an integral part of 
manufacturing, all properties used by the qualified person in processing the raw 
materials into the final product are properties used as an integral part of 
manufacturing. 

(E) Fuels used or consumed in the manufacturing process. 

EF) Property used in recycling. 

(11) "Standard Industrial Classification" means a Standard Industrial Classification in the 
Standard Industrial Classification Manual published by the United States Office of 
Management and Budget, 1987 edition. 

Ed) Three Year Limitation. Notvlithstanding any other provision of this regulation, once a person 
has conducted business activities in a nev.,' trade or business for three or more years, that person 
will no longer be considered to be in a "new trade or business," nor "qualified" for this partial 
exemption. 

Ee) Taxes as to Which the Partial E)(emption Does Not Apply. This partial exemption does not 
apply to any tax levied by a county, city, or district pursuant to, or in accordance with, either the 
Bradley Burns Uniform Local Sales and Use Tax Lavi (Rev. & Tax. Code §§7200 et seq.) or the 
Transactions and Use Tax Law ERev. & Tax Code §§7251 et seq.). 

On or after January 1, 1995, this partial exemption shall not apply to any tax levied pursuant to 
section 6051.2 and 6201.2 of the Revenue and Taxation Code, or pursuant to section 35 of article 
XIII of the California Constitution. 

En E}(emption Certificates. Except as otherwise set forth in subdivision (DE3), to claim the partial 
exemption provided by this regulation, a person must be both pre qualified by the Board and 
either registered to hold a seller's permit or maintain a consumer use tax account. Exemption 
certificates issued to qualified persons 'will contain a control number and e)'piration date for 
verifying a person's status as a qualified person. An exemption certificate is not valid if it has not 
been issued by the Board or if it is accepted after the e}(piration date on the certificate. Qualified 
persons vlho have been pre qualified may reproduce the issued certificates as needed for their 
qualifying purchases. 
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The exemption certificates issued by the Board will be in substantially the same form as they 
appear in Appendices A and B of this regulation. Qualified persons who purchase or lease 
tangible personal property from an in state retailer or an out of state retailer obligated to collect 
the use tax must provide the retailer with a manufacturer's exemption certificate in order to claim 
the partial exemption. The manufacturer's use tID\: declaration must be completed by a qualified 
person to claim a partial exemption from use tax on purchases of tangible personal property from 
an out of state retailer not obligated to collect the use tax. 

Solely for the purposes of this regulation, it is presumed that a seller accepts a manufacturer's 
exemption certificate from a prequalified purchaser in good faith in the absence of evidence to 
the contrary. A retailer's direct knowledge that the purchaser is not purchasing tangible personal 
property for use in a manufacturing activity, that the purchaser intends the tangible personal 
property for his or her own use, or that the tangible personal property does not have a normal 
useful lite of one year or mere constitutes evidence to the contrary. A purchaser providing a 
manufacturer's exemption certificate accepted in good faith by the seller for tangible personal 
property that does not qualifY for this exemption is liable for the payment of tax as set forth in 
subdivision (h). 

(1) Manufacturer's Exemption Certificates. 

(A) In General. Except as othcf\vise provided in subdivisions (t)(1)(B) or (t)(3) of this 
regulation, or in section 6902.2 of the Revenue and Taxation Code, a partial exemption 
from sales or use tax shall not be allowed unless: 

1. The qualified person furnishes the retailer with a manufacturer's exemption 
certificate no later than 60 days after the date of the purchase; and 

2. The retailer timely files a sales and use tax return claiming the partial exemption 
and, together vlith that timely return, proyides the Board 'Nith a copy of the 
manufacturer's exemption certificate. 

(B) Exclusions. Except as provided in subdivision (f)(1)(C) below, retailers claiming the 
partial exemption in timely filed returns will not be required to furnish the Board with 
copies of manufacturer's exemption certificates for sales or leases of tangible personal 
property made by a retailer at any single physical location to a single qualified purchaser 
that do not exceed an aggregate total of $25,000 during a single calendar quarter. 
Regardless of the total quarterly sales per purchaser, however, \-"hen necessary for the 
efficient administration of the sales and use tax lavi, the Board may, on 30 days' written 
notice, require a retailer to commence furnishing the Board with copies of all certificates 
on a quarterly basis pursuant to subdiyision (t)(1)(A)2. 

(C) Retention and Pivailability of Certificates. A: retailer must retain each manufacturer's 
exemption certificate received from a qualified person for a period of four years from the 
date on which the retailer claims a partial exemption based on the exemption certificate. 
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Within 45 days of the Board's request, retailers must furnish to the Board any and all 
manufacturer's exemption certificates, or copies thereof, received from qualified persons, 
including exemption certificates for aggregate sales or leases of $25,000 or less to a 
single qualified person made at any single physical location of the retailer during a single 
calendar quarter. 

(2) Manufacturer's Use Tax Declaration. Except as provided in section 6902.2 of the 
Revenue and Taxation Code, a partial exemption from the use tax shall not be allo'Hed unless 
the qualified person: 

EA) Timely files a sales and use tax return or consumer use tax return for the period in 
't'<'hich the purchase occurs and timely pays any applicable tax in full that is excluded 
from this partial exemption as provided in subdivision (e) of this regulation; and 

(B) Attaches a completed manufacturer's use tax declaration to the sales and use tax 
return or consumer use tax return that is timely filed 'llith the Board. 

(3) Refund of Partial Exemption. 

(A) For the period commencing on January 1, 1994, and ending on December 31, 1994, a 
qualified person may claim the partial exemption on qualified purchases from an in state 
retailer or an out of state retailer obligated to collect the use tax by furnishing the retailer 
",/ith a manufacturer's exemption certificate on or before March 31, 1995. The retailer 
must refund the tax directly to the purchaser or, at the purchaser's sale option, the 
purchaser may be credited with such amount. In the event that the retailer has already 
reported and paid the tax to the Board, the retailer must file a written claim for refund on 
or before April 30, 1995. 

(B) A person who paid sales tax on a qualified sale or paid use tax on a qualified 
purchase and who failed to claim the partial exemption as provided by this regulation 
may file a claim for refund equal to the amount of the partial exemption that he or she 
could have claimed pursuant to this regulation. The procedure for such a claim shall be 
the same as for other claims fur refund filed pursuant to Re'/enue and Taxation Code 
section 6901. For transactions subj ect to use tax, a person filing a claim for refund of the 
partial exemption has the burden of establishing that he or she was entitled to claim the 
partial exemption with respect to the amount of refund claimed under this part. For 
transactions subject to sales tax, a person filing a claim for refund of the partial 
exemption has the burden of establishing that the purchaser of the qualified property 
otherwise met all the requirements of a qualified person at the time of the purchase 
subject to the refund claimed under this part. 

(4) Construction Contractors. In the case ofa contractor '>'<'ho purchases property as an agent 
of a qualified person or fur subsequent resale to a qualified person, the qualified person is 
deemed to be the purchaser fur purposes of this subdivision. 
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(g) Conversion ofProperty to a Use Not Qualifying fur the Partial Exemption. NOt\vithstanding 
subdivision (a), this partial exemption shall not apply to any sale of, or the storage, use, or other 
consumption in this state of property that, 'Nithin one year from the later of the date of purchase 
of the property or the date that the property was first placed into service by the purchaser in an 
exempt use, is: (i) removed from this state, (ii) converted from an exempt use under this 
regulation to some other use not qualifYing for the partial exemption, or (iii) used in a manner 
not qualifying for the partial exemption under this regulation. For purposes of this subdivision, 
property is cOll'/erted to a use not qualifying for the partial exemption if, without limitation, the 
property, or any interest in the property, or possession or control of the property, is either directly 
or indirectly sold, transferred, leased, or assigned to a person who is not a qualified person on the 
date the property is sold, transferred, leased, or assigned to such non qualified person. In the case 
of a corporation that, as a qualified person, purchases tangible personal property under this 
partial exemption and then, within one year from the later of the date of purchase of the property 
or the date that the propeFt)' 'Nas first placed into service by that corporation in an exempt use, 
either directly or indirectly transfers that property to its parent corporation that is not a qualified 
person on the date of the transfer of property to the parent corporation, that property has been 
converted to a use not qualifying for the partial exemption. 

(h) Purchaser's Liability fur the Payment of Sales Tax. If a purchaser submits a copy of a 
manufacturer's exemption certificate to the seller, and then within one year from the later of the 
date of purchase of the property or the date that the property was first placed into service by the 
purchaser in an e)(empt use, the purchaser either (i) removes that property from this state, (ii) 
converts that property from an exempt use under this regulation to some other use not qualifying 
for the partial exemption, or (iii) uses that property in a maFJler not qualifying for the partial 
exemption under this regulation, then, in that event, the purchaser shall be liable for payment of 
sales tax, 't'lith applicable interest, to the same extent as if the purchaser vlere a retailer making a 
retail sale of the property at the time the property was so removed, converted, or used; and the 
sales price of the property to the purchaser shall be deemed to be the gross receipts from that 
retail sale. For purposes of this subdivision, property is converted to a use not qualifying for the 
partial exemption if, without limitation, the property, or any interest in the property, or 
possession or control of the property, is either directly or indirectly sold, transferred, leased, or 
assigned to a person who is not a qualified person on the date the property is sold, transferred, 
leased, or assigned to such nonqualified person. 

(i) Leases to Qualifying Persons. 

(1) Leases In General. Subject to all the limitations and conditions set furth in this regulation 
and regUlation 1525.3, this partial exemption may apply to rental receipts paid by a qualified 
person with respect to a lease of tangible personal property to the qualified person, v/hich 
tangible personal property is used as set furth in subdivisions (a)(l), (a)(2), (a)(3), or (a)(4) of 
this regulation. 

(2) Leases Acquisition Sale and Leaseback. A person 'llill be regarded as having paid sales 
tax reimbursement or use tax with respect to that person's purchase of property, within the 
meaning of those words as they are used in section 6010.65 of the Revenue and Taxation 
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Code, if the person has paid all applicable taxes with respect to the acquisition of the 
property, nORvithstanding the fact that the sale and purchase of the property may have been 
subject to the partial exemption from tax provided by this regulation. 

(3) Subsequent Lease of Property Acquired Subj ect to Partial E){emption. If a person has 
acquired property subject to the partial exemption provided by this regulation and has paid all 
applicable taxes at that acquisition, the property vAll be regarded as property as to which 
sales tax reimbursement or use tax has been paid, and the subsequent lease of that property 
will not be subject to tax measured by rental receipts. 

0) Operative Date. Except as expressly set forth otherwise in subdivisions (c)(6)(A)6. and (e) of 
this regulation, this regulation is operative as of January 1, 1994. All provisions of this regulation 
cease to be operative as of January 1, 2004, as provided by Revenue and Taxation Code section 
6377(g). Retailers and qualified persons may not accept or claim any Section 6377 
Manufacturer's E~(emption Certificates for a sale or a use made after December 31, 2003. 

Note: Authority cited: Section 7051, Revenue and Ta){ation Code. Reference: Section 6377, 
Revenue and Taxation Code. 
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Appendix A 1'1SECTION 6377 MANUFnC TURER'S EXEMPTION CERTIFICATE STATE OF' GAblF'ORI>IIA 

BOARD OF EQU,A,blZATION 

A IS NOTE .. e rate of 5% ef:f@sti'le January 1,
PHi. oS . , ' " ...." .. 'os lax w... ,,,'" , 1QQ... ""_be, 31, '000, 

This exemption being declared ;:f~:~:::mber 31, 2001, and 5% from J~:~:: !~nsastions.•410 the Ilurchaser, 
2002 4.75% from January 1, .2 I 0 may nat be canstruea ta el(emll r n this declaratian must 

, . h· t nsastlan an y an I ·m the el(emilia , . 
". ,..,.,., '01 ... I b~ "ea' .,' ",,<lei ,...,. Te ea, • ,,,. _ ..., .... , , .... 
yaw remain liable far Ihe allP Ica 0 se tal( return far tlie period of Ilurc as~ " fasturer's El(emlltion Certificates 
accomllany a timely fllea sales :a/not accellt or claim any SestloR ~~7: ~h~::ertifiGate should ge directed 
Retailers and qwalifieo persons mber 31 2003. Questions regar In
far a sale or a wse maae after. Dece , 


to: [insert contact information] . '.. d purchased or leased from: 

ertv sescnl:led l:Ielow an1:1 ' certil\' that the tan!'jil:lle personal prop 1 

I here 'f 1 d aderess) 
(enter sellers!lessor's name an 

~------~------., 

Certificate No,. 


Valid Period Be!ilins: 


"alid Period Expires:­4V 

(*See l:Iel9'.... for leases) 

J 

SELLER'S NAME 

'S ADDRESS (8treet. City. 8tate, Zip CeGe)SELLER" 

. ·1 ' (please clieck one) r ar 

and '''ill be wseo by me IlFimarPf refining fabricating, or recyc lng, e Gade Sestion 174, ar
- . "'..,"'.' . ,.....,,' ,e 1. far manwfastuFlng, ~: ent asti'/ities as described In Internay (2) above, at my facility locale e 2. far research and de"elopm r test any Ilrallerty being used far (1) ar·ntain rellalF measwre, a 

-

-

SALES INVOICE ~, , 
NUMBER 

SAkES 
INVOICE DATE 

=PI! PURG~ASED ORDESCRIPTION OF' QUALlF'IED PROPER 
S,A.LES PRICEI 

RENTALS PAY,A,BLE 
LEASED* 

~~E=~~E~-

== ..
. .. ..", ... ""......." mailed fram Califarnla or can.e e te tax measwred by the Ae date of purchase or lease, re • ax Law to report and pay tAe sta , a a ualified person 

sales Ilricelrentals paya e ptian far a periao of Sl)( years ram 
are swbject to the partla~:=e~h a copy of the lease agreement 

ESR ADDRESS (Street, City, State, Zip CaGe) BUSIN· ..~ " 

has been registered as a "qualified pe 37; of tlie Revenue aRd Taxation Cade ,e.- ,.,-'. ',s.m,.. ,,,....m"", '''''', .. '" ,.~'" • ISIC COOO 

IPeRMIT NUMBeR 

**,A.UT~ORIZED BY: (Must be sign. ed by ~"a Board representatives)40. 

APPRO\IEo£Y AND SIGNED, T~IS FORM MAY BE RE PRODUCED F'OR USE BY T~E QUnbi~~~~ ** W~EN COMPLETED, • A flED PERSON LISTED 
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Appendix B 
SECTION 6377 MANUFACTURER'S USE T,A.x DECLARATION STATe OF CALIFORNIA 

BOARD OF EQUALIZATION 

PLEASE NOTE 
This is a partial el<emption from sales ane use tal<es at the rate of 5% effective Jan .. ary 1,2(;)(;)2, 4.75% from Certificate No: 
January 1, 2(;)01 to Decemiler 31, 2001, ane 5% from January 1, 1995 to DeGemiler 31, 2(;)0(;). You are not 
relievee from your oilligations for the local and eistrict lal<es on this transaction. The el<emption is specific 10 Valid Period Begins: 
this transaction only and may not ile Gonstruee 10 el<empt other transactions. Generally, Ihe partial el<emption 
will not ile allowee unless Ihis Gertificate is issued within 60 days after the €late of p .. rGhase and the relailer Valid Period Expires: 
Glaims the el<emption on a timely filee ret .. rn. Void after el<piration €late. Retailers ane qualifieEl persons may 

(*See below fer leases) not aGcept or claim any Section €l377 Manufacturer's el<emption Certificates for sales maEle after DeGemiler 
31, 2(;)03. Questions regarding this certificate should be eirected to: [insert contact information} 

I hereby oertify that the tangible personal property desoribed belo'l,' that is s~bject te ~se tax was p~FGhased or is being leased 
from: (enter seller'stlessar's name and aderess) 

SeLLeR'S NAMe 

SELLeR'S ADDRESS (Street, C't,>" Stale. ZIp Cede) 

and "",ill be ~sed by me primarily (please oheck one) 
B 1, fer manufacturing, prooessing, refining, fabricating, or recycling, or 
B 2, for researoh and de'Jelopment activities as described in Internal Revenue Cede Sectien 174, or 
B 3. to maintain, repair, meas~re, or test any property being ~sed ror (1) or (2) above, at my facility located 

at (enter facility's address): 

(Slreet. City, Slate, Zip Code 

SALeS INVOICe 
NblMBER 

SAkES 
IN}JOICe [),(I,Te QeSCRIPTION OF PROPeRTY PblRC~ASeQ OR beASEQ* 

SALeS PRICE! 
ReNTAbS AAY,A.Bbe 

I understand Ihat if such property is, within ane year from the €late of purchase or lease, rema'led tram California ar can\'erted for .. se ar 
olherwise ..sed in a manner nat qualifying for the partial el<emption that I am required ily the Sales and blse Tal< baw to repart ane pay the state 
tal< measured ily the sales price/rentals payaille of the prafilerty to/ily me. Tal<aille renlals filayaille fram the lease of certain tangiille persanal 
preperty ta a qualifiee persan are sutlject to the partial el<emptian for a period af six years fram the date af inceptian af the lease. The lease 
m..st GGmmence during the time in which this Certificate is valia. 'Attach a capy af the lease agreement. 

SfGNI\TlJRE PeRMIT NblMBeR 

** NOT VAliD UNLESS COMPLETED BY THE CALIFORNIA STATE BOARD OF EQUAliZATION 

The follO'....ing il.. siness has ileen registeree as a "qualified filersoA" who has certified that this filurchasellease of tangiille personal property willl3e .. sed 
in a manner entitling them to the el<emption provided in Section 6377 af the Reven .. e and Taxation Cade, 

BblSINeSS ,AJ)[)ReSS (Street, City, Stale, Zip Coae) 

SIC cal)e 

PERMIT NblMBeR 

**AblTHORIZeD BY: (Must l3e signee ily two Beare representatives) 

ReVleWeQ BY 

,A.PPROVEI) BY QAT.E 

** WHeN COMPLeTeD ANQ SIGNeQ, T~IS FORM MAY Be RePROQblCeQ FOR blSe BY T~e Qbl,A,UFleD PeRSON LISTeD ABOVe 
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Text of Proposed Changes to 


Title 18. Public Revenue 


1525.3. Monufaeturing Equipment Leases of Tangible Personal Property. 

(a) General Application to Leases. Leases of tangible personal property '.vhich are classified as 
"continuing sales" and "continuing purchases" oftangible personal property, in accordance with 
Regulation 1660, "Leases of Tangible Personal Property In General," may qualify for the partial 
exemption from tax for manufacturing equipment, under the conditions set forth in paragraph 
0)(1) of Regulation 1525.2, "Manufacturing Equipment." Lease transactions \vhich qualify for 
the partial exemption are taxed at the rate specified in Regulation 1525.2, paragraph (a). 

(b) Recharacterization. With respect to transactions vlhich the parties denominate as a "lease," 
but which are recharacterized for sales and use tax purposes either as sales at their inception, 
pursuant to Regulation 1641, "Credit Sales and Repossessions," paragraph (b), or as sales under 
a security agreement, Regulation 1660, "Leases of Tangible Personal Property In General," 
paragraph (a)(2), the transactions may qualify for the partial exemption, in accordance with 
Regulation 1525.2. 

(c) Continuation of Partial Exemption. Where possession of tangible personal property is 
transferred to a qualified person as defined in paragraphs (c) and Ed) of Regulation 1525.2 and 
pursuant to a lease agreement classified as a continuing sale and continuing purchase, lease 
receipts shall remain partially exempt for a period of six years from the date of the inception of 
the lease whether or not the lessee remains as a qualified person throughout the six year period. 
At the close of the six year period from the date of the inception of the lease, lease receipts are 
subject to tax '.vithout exemption. 

(d) Leases of Tax Paid Property. The partial exemption is not a't'ailable to lessors who lease to 
qualified persons or to vendors to such lessors when the lessor elects to pay sales tax 
reimbursement at the time of acquisition of the property or pays use tax measured by the 
purchase price of the property. 

(e) Manufacturers Who Lease Qualified Property. A lease of tangible personal property by the 
manufacturer of that property is ordinarily regarded as a "continuing sale" and "continuing 
purchase" in accordance with Regulation 1660, "Leases of Tangible Personal Property In 
General." Nevertheless, beginning January 1, 1997, a lessor of tangible personal property 
described in sections 17053.49 or 23649 of the Revenue and Taxation Code, who is the 
manufacturer of that property and who leases that property to a qualified person, as defined in 
section 17053.49 or 23649 of the Revenue and Taxation Code, in a form that is not substantially 
the same form as acquired, may, in lieu of reporting tax measured by the rentals payable, elect to 
pay tax measured by the cost price of that property '""here the election is made on or before the 
due date of the return for the period in vt'hich the property is first leased to the qualified person. 
The election shall be made by reporting use tax measured by the cost price of that property on 
the return for that period. The election shall not be revoked with respect to the property as to 
'Nhich it is made. The lease of that property for which an election is made to report and pay tax 
on the cost price of that property shall thereafter be excluded from the classification ofa 
"continuing sale" and "continuing purchase. " 
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For purposes of this subdivision, "cost price" means the price at which similar property has been 
previously sold or offered for sale. If that property has not been previously sold or offered for 
sale, then the cost price shall be deemed to be the aggregate of the folloIl/ing: 

(1) Cost of materials. 

(2) Direct labor. 

(3) The pro rata share of all overhead costs attributable to the manufacturer of the property. 

(4) Reasonable profit from the manufacturing operations which, in the absence of evidence to 
the contrary, shall be deemed to be 5 percent of the sum of the factors listed in subsections 
(1) to (3), inclusive. 

(f) Operati'le Date. All provisions of this regulation cease to be operative as of January 1, 2004, 
as provided by Revenue and Taxation Code section 6377(g). Retailers and qualified persons may 
not accept or claim any Section 6377 Manufacturer's Exemption Certificates for a sale or use 
made after December 31, 2003. 

Note: Authority cited: Section 7051, Revenue and Taxation Code. Reference: Sections 6244.5 
and 6377, Revenue and Taxation Code. 
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CALIFORNIA REGULATORY NOTICE REGISTER 2014, VOLUME NO. 25-Z 


SUMMARY OF REGULATORY 

ACTIONS 


REGULATIONS FILED WITH 

SECRETARY OF STATE 


This Summary of Regulatory Actions lists regula­
tions filed with the Secretary ofState on the dates indi­
cated. Copies of the regulations may be obtained by 
contacting the agency or from the Secretary of State, 
Archives, 10200 Street, Sacramento, CA 95814, (916) 
653-7715. Please have the agency name and the date 
filed (see below) when making a request. 

File# 2014-0509-02 
BOARD OF EQUALIZATION 
Returns, Defects and Replacements 

This rulemaking action by the State Board of Equal­
ization (Board) amends Section 1655, Title 18, of the 
California Code of Regulations. These amendments 
align section 1655 with Civil Code sections 1793.2 and 
1793.25, as amended by Statutes 2011, Chapter 727 
(AB 242), relating to reimbursement of sales and use 
taxes previously paid to the Board by a motor vehicle 
manufacturer when the manufacturer subsequently 
pays restitution to a consumer pursuant to Civil Code 
section 1793.2. 

Title 18 
California Code ofRegulations 
AMEND: 1655 
Filed 06/1112014 
Effective 10/01/2014 
Agency Contact: 

Richard E. Bennion (916)445-2130 

File# 20 14-0523-04 
BOARD OF EQUALIZATION 
Manufacturing Equipment 

This action without regulatory effect repeals the par­
tial exemption from sales and use tax for certain proper­
ty used in specified activities, including manufacturing, 
pursuant to the expiration ofstatutory authority. 

Title 18 
California Code ofRegulations 
REPEAL: 1525.2,1525.3 
Filed 06/05/2014 
Agency Contact: 

Richard E. Bennion (916)445-2130 

File# 20 14-0429-02 
BOARD OF FORESTRY AND FIRE PROTECTION 
Road Rules, 2013 

This regulatory action by the Board of Forestry and 
Fire Protection (Board) represents a comprehensive 
overhaul of the Board's "Road Rules," located within 
title 14 ofthe California Code ofRegulations. The pur­
pose ofthis action is to ensure that all road-related For­
est Practice Rules adequately prevent individual and 
cumulative adverse impacts to beneficial uses ofwater. 
In addition to making substantive revisions, the Board 
reorganized all rules related to logging roads, landings, 
and watercourse crossings into a clear, concise, and log­
icalorder. 

Title 14 

California Code ofRegulations 

ADOPT: 923, 923.1, 923.2, 923.3, 923.4, 923.5, 

923.6, 923.7, 923.8, 923.9, 923.9.1, 943, 943.1, 

943.2, 943.3, 943.4, 943.5, 943.6, 943.7, 943.8, 

943.9, 943.9.1, 963, 963.1, 963.2, 963.3, 963.4, 

963.5,963.6,963.7,963.8,963.9,963.9.1 AMEND: 

895.1, 914.7, 914.8, 915.1, 916.3, 916.4, 916.9, 

934.7, 934.8, 935.1, 936.3, 936.4, 936.9, 954.7, 

954.8, 955.1, 956.3, 956.4, 956.9, 1034, 1051.1, 

1090.5, 1090.7, 1092.09, 1093.2, 1104.1 REPEAL: 

918.3,923,923.1,923.2,923.3,923.4,923.5,923.6, 

923.7, 923.8, 923.9, 923.9.1, 938.3, 943, 943.1, 

943.2, 943.3, 943.4, 943.5, 943.6, 943.7, 943.8, 

943.9, 943.9.1, 958.3, 963, 963.1, 963.2, 963.3, 

963.4,963.5,963.6,963.7,963.8,963.9 

Filed0611112014 

Effective 01/01/2015 

Agency Contact: George Gentry (916) 653-8031 


File# 20 14-0505-0 1 
CALIFORNIA GAMBLING CONTROL 
COMMISSION 
MICS IV-Cage Operations; Security of Floor Banks, 
Equipment, etc. 

The California Gambling Control Commission 
amended two sections and adopted one section in title 4 
of the California Code of Regulations pertaining to 
written policies ~nd procedures containing minimum 
internal control standards (MICS) that California gam­
bling establishments must maintain. The MICS are re­
lated to cage operation and functions, security of floor 
banks, and security of gambling equipment and confi­
dential documents. 
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Text of Proposed Changes to 


Title 18. Public Revenue 


1525.2. MftBufaetuFiBg E'luipmeBt. 

(a) Partial Exemption for Property Purchased for Use in the Manufacturing Process. Section 
6377 of the Revenue and Taxation Code provides a partial e)(emption from sales and use tax for 
certain properties described in this regulation. 

For the period commencing on January 1, 1994, and ending on December 31, 1994, the partial 
exemption applies to the taxes imposed by the state (6%), but does not apply to the tffiies 
imposed by counties, cities, and districts pursuant to the Bradley Burns Uniform Local Sales and 
Use Tffi( La\v (Re'". & TffiL Code § 7200, et seq.) or the Transactions and Use Tax Law (Rev. & 
Tax. Code §§ 7251, et seq.). 

For the period commencing on January 1,1995, and ending on December 31, 2000, the partial 
exemption applies to the taxes imposed by sections 6051, 6051.3, 6201, and 6201.3 of the 
Revenue and Taxation Code (5%), but does not apply to the taxes imposed pursuant to sections 
6051.2 and 6201.2 of the Revenue and Taxation Code, the Bradley Burns Uniform Local Sales 
and Use Tax Law, the Transactions and Use Tax Law, or section 35 of article XIII of the 
California Constitution. 

For the period commencing on January 1, 2001, and ending on December 31, 2001, the partial 
exemption applies to the taxes imposed by sections 6051 and 6201 of the Revenue and Taxation 
Code (4.75%), but does not apply to the taxes imposed pursuant to sections 6051.2 and 6201.2 of 
the Revenue and Taxation Code, the Bradley Burns Uniform Local Sales and Use Tax La\v, the 
Transactions and Use Tax La'll", or section 35 of article XIII of the California Constitution. 

For the period commencing on January 1,2002, and ending on December 31, 2003, the partial 
exemption applies to the taxes imposed by sections 6051, 6051.3, 6201, and 6201.3 of the 
Re'lenue and Ta~(ation Code (5%), but does not apply to the taxes imposed pursuant to sections 
6051.2 and 6201.2 of the Revenue and Tm(ation Code, the Bradley Burns Uniform Local Sales 
and Use Tax Law, the Transactions and Use Tax Law, or section 35 of article XIII of the 
California Constitution. 

Pursuant to the provisions of the Revenue and Taxation Code section 6377(g), the partial 
exemption from tax on the sale and use of property used in manufacturing and related activities 
as described in this regulation expired on December 31, 2003. 

Subject to the limitations set forth above, this partial exemption applies to gross receipts from the 
sale, storage, use, or other consumption in this state of the following items: 

(1) Tangible personal property purchased for use by a qualified person to be used primarily 
in any stage of the manufacturing, processing, refining, fabricating, or recycling of property, 
beginning at the point that raw materials are received by the qualified person and introduced 
into the process and ending at the point at "..'hich the property has been altered to its 
completed form, including packaging, if required. For purposes of this regulation: 



(A) RaVI materials '.vill be considered to have been introduced into the process when the 
raw materials are stored on the same premises where the qualified person's manufacturing 
activities are conducted. RU'N materials that are stored on premises other than where the 
qualified person's manufacturing activities are conducted, hO'Never, v<,ill not be 
considered to haye been introduced into the process fur purposes of this regUlation. 

(B) For purposes of this regulation, the term "packaging" includes only that packaging 
necessary to prepare the goods fur delivery to and placement in the qualified person's 
finished goods inventory, or to prepare the goods so that they are suitable for delivery to 
and placement in finished goods inyentory. Any additional packaging, such as that 
packaging necessary to consolidate the goods prior to shipping or to protect them during 
transportation, shall not be considered to be "packaging" for purposes of this regulation. 

(2) Tangible personal property purchased for use by a qualified person to be used primarily 
in research and development as defined in subdivision (c)(8). 

(3) Tangible personal property purchased for use by a qualified person to be used primarily 
to maintain, repair, measure, or test any property described in subdivision (a)(l) or (a)(2). 

(4) Tangible personal property purchased for use by a contractor purchasing that property 
either as an agent of a qualified person or for the contractor's own account and subsequent 
resale to a qualified person for use in the performance of a construction contract for the 
qualified person who vlill use the tangible personal property as an integral part of the 
manufacturing, processing, refining, fabricating, or recycling process, or as a research or 
storage facility for use in connection with the manufacturing process. 

(b) Property Used Primarily in l\drninistration, General Management, or Marketing. 
Notwithstanding any other provision of this regulation, this partial exemption shall not apply to 
any tangible personal property that is used primarily in administration, general management, or 
marketing. For purposes of this subdiyision: 

(1) Tangible personal property is used primarily in administration, general management, or 
marketing '",hen it is used 50 percent or more of the time in one or more ofthose activities. 

(2) Tangible personal property used primarily to clean and maintain the factory floor of a 
manufacturing facility is used primarily in a stage of the manufacturing of property and is not 
used primarily in administration, general management, or marketing. 

(3) Fire safety equipment that is tangible personal property and that is used primarily at and 
in connection with the factory floor of a manufacturing facility is used primarily in a stage of 
the manufacturing of property and is not used primarily in administration, general 
management, or marketing. 

(c) Definitions. For purposes of this regulation: 
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(1) "Fabricating" means to make, build, create, produce, or assemble components or property 
to ,,,'ork in a new or different manner. 

(2) "Manufacturing" means the activity of con';erting or conditioning property by changing 
the form, composition, quality, or character of the property for ultimate sale at retail or for 
use in the manufacturing of a product to be ultimately sold at retail. Manufacturing includes 
any improvements to tangible personal property that result in a greater service life or greater 
flHlctionality than that of the original property. For purposes of this regulation, "greater 
functionality" means that the tangible personal property has been improved so that it can 
perform neVl or different functions than the original property. Manufacturing includes 
logging, that is, the felling of timber, but does not include tree farming. Manufacturing does 
not include crop harvesting. Provided that the activity constitutes a "sale" as that term is used 
in subdivision (b) of section 6006 of the Revenue and Taxation Code, the tangible personal 
property need not be ovmed by the qualified person in order for the activity to qualify as 
manufacturing for purposes of this regulation. 

(3) "Primarily" means that the tangible personal property is used 50 percent or more of the 
time in the designated activity or activities. 

(4) "Process" means the period begirming at the point at which any raw materials are 
received by the qualified person and are introduced into the manufilcturing, processing, 
refining, fabricating, or recycling activity of the qualified person and ending at the point at 
which the manufacturing, processing, refining, fabricating, or recycling activity of the 
qualified person has altered tangible personal property to its completed form including 
packaging, if required. Raw materials shall be considered to have been introduced into the 
process when the raw materials are stored on the same premises where the qualified person's 
manufacturing, processing, refining, or recycling activity is conducted. Raw materials that 
are stored on premises other than where the qualified person's manufacturing, processing, 
refining, fabricating, or recycling activity is conducted, shall not be considered to have been 
introduced into the manufacturing, processing, refining, fabricating, or recycling process. 

(5) "Processing" means the physical application of materials and labor to modify or change 
the characteristics of property. 

(6) "Qualified person" means any person that satisfies the requirements of both subdivisions 
(c)(6)(A) and (c)(6)(B) beiovi with regard to the trade or business in ,,,,hich the property will 
be placed into service in the use qualifying the property for this partial exemption: 

(A) A "qualified person" must have first commenced trade or business activities in a nevI 
trade or business in this state on or after January 1, 1994. For purposes of this 
subdivision, the term "activities" means trade or business activities. In determining 
vmether or not a person is qualified within the meaning of this subdivision, the following 
rules apply: 
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1. +he term "traae or business activities" does not mean the mere formation or 
organization of a corporation or other business entity that is intended to conduct a 
traae or business. Insteaa, a corporation or business entity first conaucts activities 
'vvhen it first starts or commences the trade or business for 'Nhich it was organizea. 
+he acquisition of operating assets that are necessary to the type of business 

1 ;J 1.. 'n' ., .. T1.. " •contemp1ateu, However, 'vVlu constitute commencmg actIvItIes. THe term operatmg 
assets" as usea in this subaivision means assets that are in a state of reaainess to be 
placea in service within a reasonable time perioa following their acquisition. 

2. Notviithstanding any other provision of this subdivision, a person will not be 
consiaerea to flave first commence a acti'rities in a new traae or business in this state 
on or after January 1; 1994, if, at any time within the 36 months preceding that aate, 
that person, or any related person, was required to have securea a seller's permit 
unaer section 6066 of the Revenue and +axation Coae for that traae or business, or 
any other traae or business classifiea under the same division of the Standara 
Inaustrial Classification Manual published by the United States Office of 
Management ana Budget, 1987 edition (the "Manual"). For plH'poses of this 
regulation, the term "aivision" means a aivision as that term is usea in the ~4anua1. 

3. A trooe or business is not a new trade or business in this state if, within the 36 
months preceding the date that activities were first commencea in that trade or 
business in this state, either the person claiming the partial exemption, or any relate a 
person, haa conductea any activities in this state in any traae or business classifiea 
unaer the same division of the Manual as that traae or business. 

4. \Vhere a person, or any relatea person, is engaged in one or more traae or business 
activities in this state, or has been engaged in one or more trade or business activities 
in this state 'Nithin the preceding 36 months (a "prior trade or business activity"), ana 
thereafter commences an aaditional trade or business activity in this state, the 
adaitional traae or business activity shall only be treated as a neVi trade or business if 
the adaitional trade or business activity is classified unaer a aifferent division of the 
Manual than are any of the person's (or any relatea person's) current or prior trade or 
business activities in this state '.yithin the preceding 36 months. 

5. Where a person, including all relatea persons, is engage a in traae or business 
activities wholly outsiae of this state and that person first commences doing business 
in this state (within the meaning of section 23101 of the Revenue and +axation Code) 
after December 31, 1993 (other than by purchase or other acquisition described in 
subdivision (c)(6)(A)6., the newly commenced trade or business activity in this state 
shall be treated as a new trade or business for purposes of this subdivision. 

6. On or after January 1, 1995, nop.vithstanding anything else set forth in this 
subdivision, in any case where a person purchases or otherwise acquires all or any 
portion of the assets of an existing trade or business (irrespective of the form of the 
entity) that is doing business in this state (within tlie meaning of section 23101 of the 
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Revenue and Taxation Code), the trade or business thereafter conducted by that 
person (or any related person) shall not be treated as a new trade or business if the 
aggregate fair market value of the acquired assets (including real, personal, tangible, 
and intangible property) used by that person (or any related person) in the conduct of 
his or her trade or business exceeds 20 percent of the aggregate fair market value of 
the total assets of the person (or any related person) being used in the same trade or 
business both within and without this state. For purposes of this subdivision only: 

a. The determination of the relative fair market values of the acquired assets and 
the total assets shall be made as of the last day of the month follovling the 
quarterly period in 'Nhich the person (or any related person) first uses any of the 
acquired trade or business assets in his or her business activity. 

b. Any acquired assets that constitute property described in section 1221(a)(1) of 
the Internal Revenue Code in the hands of the transferor shall not be treated as 
assets acquired from an existing trade or business, unless those assets also 
constitute property described in section 1221 (a)( 1) of the Internal Revenue Code 
in the hands of the acquiring person (or any related person). 

c. The trade or business conducted in this state by the acquiring person after the 
asset acquisition date shall be considered to be the same as an out of state trade or 
busill:ess conducted or previously conducted by the acquiring person (or any 
related person) only if the trade or business activities of both companies are or 
would be classified in the same division of the Manual. 

d. An acquired trade or business v/ill not be considered to have been acquired as 
an existing trade or business for purposes of this subdivision if it is acquired 
either: (1) from a liquidation sale of assets pursuant to a bankruptcy filed under 
Chapter 7 of the United States Bankruptcy Code; or (2) pursuant to a creditor's 
execution or foreclosure sale of a secured interest in the assets of the trade or 
busill:ess. 

e. E)(ample No.1: Corporation X is doing business wholly outside of this state in 
the trade or business of manufacturing automobiles. The total fair market value of 
the total assets of this trade or business is $100,000,000. Then, on or after January 
1, 1994, Corporation X acquires all of the assets of an automobile manufacturing 
business ill: this state with a fair market value of $5,000,000 and immediately uses 
the acquired assets in its automobile manufacturing trade or business. Thereafter, 
bet\veen the date of acquisition and the last day of the month following the 
quarterly period during 'vVhich the acquisition occurred, Corporation X acquires 
another $1,000,000 in assets for use in the automobile manufacturing business in 
this state. Under these assumed facts, the conditions set forth in this subparagraph 
",<,ill not serve to disqualify Corporation X from the partial exemption since the 
fair market value of the acquired assets does not exceed 20 percent 
($5,000,000/$106,000,000) of the aggregate fair market value of the total assets of 

Page 5 of 16 



the trade or business being conducted by Corporation X; and neither Corporation 
X nor any related person had conducted any trade or business activities in this 
state within the preceding 36 months. 

f. Example No.2: Assume the same facts as in Example No.1 above, but in this 
case, prior to acquiring the assets of the automobile manufacturing business in 
this state, Corporation X 'Nas solely and exclusively in the trade or business of 
providing data processing services. I\Jter the acquisition of the assets by 
Corporation X, however, the acquired assets vlill continue to be used in the 
automobile manufacturing business in this state. Assume further that no additional 
purchases are made after the date of acquisition. Under these assumed facts, since 
data processing services and automobile manufacturing are classified in different 
divisions of the Manual, the partial exemption \'t'ill not be available to Corporation 
X because the fair market value of the acquired assets exceeds 20 percent 
($5,000,000/$5,000,000) of the aggregate fair market value of the total assets held 
by Corporation X in the same trade or business. 

7. In an)' case where the legal form under ...thich a trade or business activit)' is being 
conducted is changed, the change in form shall be disregarded and the determination 
of whether the trade or business activit)' is a new business shall be made by treating 
the person as having purchased or othenvise acquired all or any portion of the assets 
of an existing trade or business. For purposes of this subdivision only: 

a. Example No.1: Corporation X is doing business in this state. One of its trade or 
business activities in this state is manufacturing automobiles. After January 1, 
1994, for consideration, Corporation X transfers all of the assets used in the trade 
or business of manufacturing automobiles to a nevA), formed, ...tholly ovmed 
subsidiary known as Corporation Y. For purposes of applying this regulation, this 
transaction shall be treated as an acquisition of an existing trade or business by 
Corporation Y. 

b. Example No.2: Partnership A is a manufacturer doing business in this state. 
After January 1, 1994, for consideration, Partnership l\. transfers all of its assets to 
a newly formed corporation kno...m as Corporation B. Corporation B is owned b;r 
the partners of Partnership A in the same proportionate ovmership interests as 
their respective ownership interests in the partnership. For purposes of applying 
this regulation, this transaction shall be treated as an acquisition of an existing 
trade or business by Corporation B. 

8. For purposes of this subdivision, a person is a "related person" if that person is or 
previously 'Nas related to the qualified person within the meaning of either section 
267 or 318 of the Internal Revenue Code. 

9. The term "acquire" shall include any gift, inheritance, transfer incident to divorce, 
or any other transfer, vthether or not for consideration. 
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(B) A qualified person must be engaged in those manufacturing lines of business 
described in Codes 2011 to 3999, inclusi';e, of the Standard Industrial Classification 
Manual published by the United States Office of Management and Budget, 1987 edition. 
For purposes of this subdivision: 

1. For prnposes of classifying a line or lines of business, the economic unit shall be 
the "establishment" and the classification of the line or lines of business "vill be based 
on the establishment's single most predominant activity based upon value of 
production. The term "establishment" means an economic unit, generally at a single 
physical location, ,<,,,here business is conducted or '",here services or manufacturing or 
other industrial operations are performed. The following will generally constitute an 
"establishment": a factory, mill, store, hotel, movie theater, mine, farm, ranch, bank, 
railroad depot, airline terminal, sales office, vlarehouse, or central administrative 
office. 

2. For purposes of determining the "establishment" or "establishments" of a trade or 
business: 

a. Where distinct and separate economic activities are performed at a single 
physical location, such as construction actiJlities operated out of the same physical 
location as a lumber yard, each activity should be treated as a separate 
establishment '.",here: (i) no one industry description in the classification includes 
such combined activities; (ii) the employment in each such economic activity is 
significant; and (iii) separate reports are prepared on the number of employees, 
their wages and salaries, sales or receipts, property and equipment, and other 
types of financial data, such as financial statements, job costing, and profit center 
accounting. For purposes of this paragraph, vihether or not employment in an 
economic activity is significant shall be based upon all of the facts and 
circumstances. Nevertheless, employment in an economic activity will be 
considered to be "significant" for purposes of this paragraph v"henever more than 
25 percent of the taxpayer's total number of employees at a single physical 
location, or more than 25 percent of the taxpayer's total dollar value of payroll at a 
single physical location, is attributable to the economic activity being tested for 
separate establishment status. 

b. l\n establishment is not necessarily identical with the enterprise or company 
which may consist of one or more establishments. Also, an establishment is to be 
distinguished from subunits of the establishment such as departments. 

c. Where a person conducts business at more than one establishment within the 
meaning of this subdivision, then that person shall be considered to be a 
"qualified person" for purposes of this regulation only as to those purchases that 
are intended to be used and are actually used in those lines of business that are 
described in Codes 2011 to 3999, inclusive, of the Standard Industrial 
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Classification Manual published by the United States Office of Management and 
Budget, 1987 edition. 

(7) "Refining" means the process of converting a natural resource to an intermediate or 
finished product. 

(8) "Research and development" means those activities that are described in section 174 of 
the Internal Revenue Code or in any regulations thereunder. 

(9) "Tangible personal property" does not include any of the follov/ing: 

(A) Real property, including tangible personal property to be incorporated into an 
improvement to real property, eJwept for "special pU:rpose buildings and foundations" as 
defined in subdivision (c)( 1 O)(D) and conveyance systems and assembly lines as 
provided in subdivision (c)( 1 O)(i\:). 

EB) Consumables with a normal useful life of less than one year, e]wept as provided in 
subdivision Ec)(lO)EE). For purposes of this regulation, it shall be presumed tangible 
personal property that the qualified person treats as having a normal useful life of less 
than one year for state income or franchise tax purposes is tangible personal property 
with a normal useful life ofless than one year. This presumption may be rebutted by 
evidence satisfactory to the Board. 

(C) Furniture, inventory, equipment used in the extraction process, equipment used to 
store raw materials that have not yet entered or commenced the manufacturing process, or 
equipment used to store finished products that have completed the manufacturing 
process. The extraction process includes such severance activities as mining, oil and gas 
extraction. 

ED) It\ny property fur which a credit is claimed under either section 17053.49 or 23649 of 
the Revenue and Taxation Code. 

(10) "Tangible personal property" includes but is not limited to the fullowing: 

(A) Machinery and equipment v/ithin the meaning of subdivision (a)(6) of Regulation 
1521 of the Sales and Use Tax Regulations, including component parts and contrivances 
such as belts, shafts, moving parts, and operating structures. The term also includes 
conveyance systems and assembly lines without regard to the manner of affixation to real 
property. 

EB) All equipment or devices used or required to operate, control, regulate, or maintain 
the machinery, including, without limitation, computers, data processing equipment, and 
computer sofhvare, including both operating programs and application programs, 
together with all repair and replacement parts with a useful life of one or more years 
therefor, whether purchased separately or in conjunction vt'ith a complete machine and 
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regardless of whether the machine or component parts are assembled by the taxpayer or 
another party. Any repair and replacement parts that the qualified person treats as having 
a useful life of less than one year for state income or franchise tax purposes shall be 
presumed to have a useful life of less than one year for purposes of this regUlation. This 
presumption may be rebutted by evidence satisfactory to the Board. 

(C) Property used in pollution control that meets or exceed standards established by this 
state or any local or regional governmental agency Viithin this state. 

(D) Special purpose buildings and foundations that (i) are used as an integral part of the 
manufacturing, processing, refining, or fabricating process, or (ii) constitute a research 
facility used during the manufacturing process as an integral part of a manufacturing, 
processing, refining, or fabricating activity, or (iii) constitute a storage facility used 
during the manufacturing process as an integral part of a manufacturing, processing, 
refining, or fabricating activity. For purposes of this subdivision: 

1. For purposes of this subdivision, "special purpose building and fuundation" means 
only a building and the fuundation immediately underlying the building that is 
specifically designed and constructed or reconstructed fur the installation, operation, 
and use of specific machinery and equipment with a special purpose, INhich 
machinery and equipment, after installation, will become affixed to or a fixture of the 
real property, and the construction or reconstruction of l.vhich is specifically designed 
and used exclusively for the specified purposes as set forth in subdivision (a)(l) of 
this regulation (the qualified purpose). 

2. A building is specifically designed and constructed or modified fur a qualified 
purpose if it is not economic to design and construct the building fur the intended 
purpose and then use the structure fur a different purpose. 

3. A building is used exclusively fur a qualified purpose only if its use does not 
include a use for \vhich it was not specifically designed and constructed or modified. 
Incidental use of a building for non qualified purposes does not preclude the building 
from being a special purpose building. "Incidental use" means a use which is both 
related and subordinate to the qualified purpose. A use is not subordinate if more than 
one third of the total usable volume of the building is deyoted to a use which is not a 
qualifying pUi'pose. 

4. In the event an entire building does not qualify as a special purpose building, a 
taxpayer may establish that a portion of a building, and the fuundation immediately 
underlying the portion, qualifies fur treatment as a special purpose building and 
fuundation if the portion satisfies all of the definitional provisions in this subdivision. 

5. Buildings and foundations that do not meet the definition of a special purpose 
building and foundation set forth above include, but are not limited to, buildings 
designed and constructed or reconstructed principally to function as a general plH'}Jose 
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manufacturing, industrial, or commercial building; research facilities that are used 
primarily prior to or after, or prior to and after, the manufacturing process; or storage 
fooilities that are used primarily prior to or after, or prior to and after, completion of 
the manufacturing process. 

6. For purposes of this subdivision, the term "integral part" means that the special 
purpose building or fooodation (i) is used directly in the activity qualifying for the 
partial exemption from sales and use tax and (ii) is essential to the completeness of 
that activity. In determining whether property is used as an integral part of 
manufacturing, all properties used by the qualified person in processing the raw 
materials into the final product are properties used as an integral part of 
manufacturing. 

(E) Fuels used or consumed in the manufacturing process. 

(F) Property used in recycling. 

(11) "Standard Industrial Classification" means a Standard Industrial Classification in the 
Standard Industrial Classification Manual published by the United States Office of 
Management and Budget, 1987 edition. 

(d) Three Year Limitation. Notvt'ithstanding any other provision of this regulation, once a person 
has conducted business activities in a nevI trade or business for three or more years, that person 
will no longer be considered to be in a "neVi trade or business," nor "qualified" for this partial 
exemption. 

(e) Taxes as to Vlhich the Partial Exemption Does Not :Apply. This partial exemption does not 
apply to any tax levied by a coooty, city, or district pursuant to, or in accordance vAth, either the 
Bradley Bums Uniform Local Sales and Use Tax Law (Rev. & Tax. Code §§7200 et seq.) or the 
Transactions and Use Tax La'll" (Rev. & Tax Code § §7251 et seq.). 

On or after January 1, 1995, this partial exemption shall not apply to any tax levied pursuant to 
section 6051.2 and 6201.2 of the Revenue and Taxation Code, or pursuant to section 35 of article 
XIII of the California Constitution. 

En Exemption Certificates. Except as otherwise set forth in subdivision (n(3), to claim the partial 
e}(emption provided by this regulation, a person must be both pre qualified by the Board and 
either registered to hold a seller's permit or maintain a consumer use tax account. Exemption 
certificates issued to qualified persons will contain a control number and expiration date for 
verifying a person's status as a qualified person. An exemption certificate is not valid if it has not 
been issued by the Board or if it is accepted after the expiration date on the certificate. Qualified 
persons who have been pre qualified may reproduce the issued certificates as needed for their 
qualifying purchases. 
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The exemption certificates issued by the Board will be in substantially the same form as they 
appear in Appendices l\~ and B of this regulation. Qualified persons '<'/ho purchase or lease 
tangible personal property from an in state retailer or an out of state retailer obligated to collect 
the use tax must provide the retailer \vith a manufacturer's exemption certificate in order to claim 
the partial exemption. The manufacturer's use tax declaration must be completed by a qualified 
person to claim a partial exemption from use tax on purchases of tangible personal property from 
an out of state retailer not obligated to collect the use tax. 

Solely for the purposes of this regulation, it is presumed that a seller accepts a manufacturer's 
exemption certificate from a prequalified purchaser in good faith in the abseoce ofevidence to 
the contrary. A retailer's direct knowledge that the purchaser is not purchasing tangible personal 
property for use in a manufacturing activity, that the purchaser intends the tangible personal 
property for his or her own use, or that the tangible personal property does not have a normal 
useful life of one year or more constitutes evidence to the contrary. A purchaser providing a 
manufacturer's exemption certificate accepted in good faith by the seller for tangible personal 
property that does not qualify for this exemption is liable for the payment of tax as set forth in 
subdivision (h). 

(1) Manufacturer's Exemption Certificates. 

(A) In General. Except as othcf\vise provided in subdivisions (f)(l)(B) or (1)(3) of this 
regulation, or in section 6902.2 of the Revenue and Taxation Code, a partial exemption 
from sales or use tax shall not be allowed unless: 

1. The qualified person furnishes the retailer '",ith a manufacturer's exemption 
certificate no later than 60 days after the date of the purchase; and 

2. The retailer timely files a sales and use tax return claiming the partial exemption 
and, together with that timely return, provides the Board with a copy of the 
manufacturer's exemption certificate. 

(B) Exclusions. Except as pro'lided in subdivision (f)(l)(C) below, retailers claiming the 
partial exemption in timely filed returns '",ill not be required to furnish the Board vt'ith 
copies of manufacturer's exemption certificates for sales or leases of tangible personal 
property made by a retailer at any single physical location to a single qualified purchaser 
that do not exceed an aggregate total of $25,000 during a single calendar quarter. 
Regardless of the total quarterly sales per purchaser, however, 'Nhen necessary for the 
efficient administration ofthe sales and use tax lav.', the Board may, on 30 days' written 
notice, require a retailer to commence furnishing the Board with copies of all certificates 
on a quarterly basis pursuant to subdivision (f)E 1)(A)2. 

(C) Retention and Availability of Certificates. A retailer must retain each manufacturer's 
exemption certificate received from a qualified person for a period of four years from the 
date on which the retailer claims a partial exemption based on the exemption certificate. 
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\Vithin 45 days of the Board's request, retailers must furnish to the Board any and all 
manufacturer's exemption certificates, or copies thereof, received from qualified persons, 
including exemption certificates for aggregate sales or leases of$25,000 or less to a 
single qualified person made at any single physical location of the retailer during a single 
calendar quarter. 

(2) Manufacturer's Use Tax Declaration. Except as provided in section 6902.2 of the 
Revenue and Taxation Code, a partial exemption from the use tax shall not be allovied unless 
the qualified person: 

(A) Timely files a sales and use tax return or consumer use tax return for the period in 
which the purchase occurs and timely pays any applicable tax in full that is excluded 
from this partial exemption as provided in subdivision (e) of this regulation; and 

(B) Attaches a completed manufacturer's use tax declaration to the sales and use tax 
return or consumer use tax return that is timely filed with the Board. 

(3) Refund of Partial Exemption. 

(A) For the period commencing on January 1, 1994, and ending on December 31, 1994, a 
qualified person may claim the partial exemption on qualified purchases from an in state 
retailer or an out of state retailer obligated to collect the use tax by furnishing the retailer 
with a manufacturer's exemption certificate on or before March 31, 1995. The retailer 
must refund the tax directly to the purchaser or, at the purchaser's sole option, the 
purchaser may be credited '.'lith such amount. In the event that the retailer has already 
reported and paid the tax to the Board, the retailer must file a "'Titten claim for refund on 
or before i\pril 30, 1995. 

(B) A person who paid sales tax on a qualified sale or paid use tax on a qualified 
purchase and who failed to claim the partial exemption as provided by this regulation 
may file a claim for refund equal to the amount of the partial exemption that he or she 
could have claimed pursuant to this regulation. The procedure for such a claim shall be 
the same as for other claims for refund filed pursuant to Reyenue and Taxation Code 
section 6901. For transactions subj ect to use tax, a person filing a claim for refund of the 
partial exemption has the burden of establishing that he or she '>vas entitled to claim the 
partial exemption with respect to the amount of refund claimed under this part. For 
transactions subject to sales tax, a person filing a claim fer refund of the partial 
exemption has the burden of establishing that the purchaser of the qualified property 
otherwise met all the requirements of a qualified person at the time of the purchase 
subject to the refund claimed under this part. 

(4) Construction Contractors. In the case ofa contractor vlho purchases property as an agent 
of a qualified person or for subsequent resale to a qualified person, the qualified person is 
deemed to be the purchaser fer purposes of this subdivision. 
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(g) Conversion ofProperty to a Use Not Qualifying for the Partial Exemption. Notwithstanding 
subdivision Ea), this partial exemption shall not apply to any sale of, or the storage, use, or other 
consumption in this state of property that, within one year from the later of the date of purchase 
of the property or the date that the property was first placed into service by the purchaser in an 
exempt use, is: (i) removed from this state, (ii) converted from an exempt use under this 
regulation to some other use not qualifying for the partial exemption, or (iii) used in a manner 
not qualifying for the partial exemption tHlder this regulation. For purposes of this subdivision, 
property is converted to a use not qualifying for the partial exemption if, 'lvithout limitation, the 
property, or any interest in the property, or possession or control of the property, is either directly 
or indirectly sold, transferred, leased, or assigned to a person who is not a qualified person on the 
date the property is sold, transferred, leased, or assigned to such non qualified person. In the case 
of a corporation that, as a qualified person, purchases tangible personal property under this 
partial exemption and then, 'tVithin one year from the later of the date of purchase of the property 
or the date that the property Vlas first placed into service by that corporation in an exempt use, 
either directly or indirectly transfers that property to its parent corporation that is not a qualified 
person on the date of the transfer of property to the parent corporation, that property has been 
converted to a use not qualifying for the partial exemption. 

(h) Purchaser's Liability for the Payment of Sales Tax. If a purchaser submits a cop~r of a 
manufacturer's exemption certificate to the seller, and then within one year from the later of the 
date of purchase of the property or the date that the property 'Ilas first placed into service by the 
purchaser in an e}(empt use, the purchaser either (i) removes that property from this state, (ii) 
converts that property from an exempt use under this regulation to some other use not qualifying 
for the partial exemption, or (iii) uses that property in a manner not qualifying for the partial 
exemption under this regulation, then, in that event, the purchaser shall be liable for payment of 
sales tax, with applicable interest, to the same extent as if the purchaser were a retailer making a 
retail sale of the property at the time the property v;as so removed, converted, or used; and the 
sales price of the property to the purchaser shall be deemed to be the gross receipts from that 
retail sale. For ptwposes of this subdivision, property is converted to a use not qualifying for the 
partial exemption if, vtithout limitation, the property, or any interest in the property, or 
possession or control of the property, is either directly or indirectly sold, transferred, leased, or 
assigned to a person Vlho is not a qualified person on the date the property is sold, transferred, 
leased, or assigned to such nonqualified person. 

(i) Leases to Qualifying Persons. 

(1) Leases In General. Subject to all the limitations and conditions set forth in this regulation 
and regulation 1525.3, this partial exemption may apply to rental receipts paid by a qualified 
person with respect to a lease of tangible personal property to the qualified person, which 
tangible personal property is used as set forth in subdivisions (a)(1), (a)(2), (a)(3), or (a)(4) of 
this regulation. 

(2) Leases Acquisition Sale and Leaseback. A person will be regarded as having paid sales 
tax reimbursement or use tax vlith respect to that person's purchase of property, within the 
meaning of those "''lords as they are used in section 6010.65 of the Revenue and Taxation 
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Code, if the person has paid all applicable till{es with respect to the acquisition of the 
property, nonvithstanding the fact that the sale and purchase of the property may have been 
subject to the partial exemption from till{ provided by this regulation. 

(3) Subsequent Lease of Property Acquired Subject to Partial Exemption. If a person has 
acquired property subject to the partial exemption provided by this regulation and has paid all 
applicable taxes at that acquisition, the property vAll be regarded as property as to which 
sales tax reimbursement or use tax has been paid, and the subsequent lease of that property 
will not be subject to tax measured by rental receipts. 

ED Operative Date. Except as expressly set furth otherwise in subdivisions (c)(6)(>'\.)6. and (e) of 
this regulation, this regulation is operative as of January 1, 1994. All provisions of this regulation 
cease to be operative as of January 1, 2004, as provided by Revenue and Taxation Code section 
6377(g). Retailers and qualified persons may not accept or claim any Section 6377 
Manufacturer's E]{emption Certificates for a sale or a use made after December 31, 2003. 

Note: l\:uthority cited: Section 7051, Revenue and Ta)(ation Code. Reference: Section 6377, 
Revenue and Taxation Code. 
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Appendix A 1\SECTION 6377 MANUFnC TURER'S EXEMPTION CERTIFICATE 

1\ E NOTE " he rate of 5% effeGli\'e JanlJary 1,
i>bE.Ji> . ,,' .'" tho ..."'" ...w",'",," .1 "'"" 0.......' 31, ,goo.
Th's exem~tion bein!:! seclaFed applieso y ber 31 2001 ans 5% fram JanlJary, ctions AS the plJrshaser, 

I • 1 2001 to ecem " t ather transa ' h 

2002 4.75% from JanlJary, ~ I' nd may nat be constwed to exemp 4'on this seclaration mlJst , . h' I nsaGllon an y a ::r I 'm the exemp! , ,
and is specific to t Isra, cal and distriGl taxes. a cal \I id after expiration date. 
you Femain liable for the apphcaBI: 10 e tax Fet!Jrn far the perios of plJrchas~ • °factIJFer's ellemption Certificates 
accompany a timely filed sales an ,!Jsot accepl or claim any SeGlion 6~77 ;h~n:ertificate should be directed
Retailers and qlJalified persons may nb 31 2003. Questions regard lAg IS 

b ' certify that the tan€lible personal prop I 
I here Y I e eeress)
(enter seller'sflessor's name an a 

S::rA::re OF CAblFORNIA 


BOARD OF EQUAbiZATION 


.. , 
Certificate No~ -~ 

"alie Perioa Begins: 

,.\{alia Perioa E*pires: 

(*See below for leases) 

SelbER'S NAME 

SEbbER'S ADDReSS (Slreet, City, Siale, ZII' Csee) 

. 'I' ("lease check one) r r 
and will Be IJsed by me "nma:~n refining, fabricating, orrecyc lng, a "enlJe Code Section 174, or 

a 1 far manufact!Jnng, "race g, ct'''Tes as describes In Internal Re, b" at my facility located a 2: for research and develo"ment ate;~ ~ny property Being !Jsed far (1) or (2) a o.e, 


a 3. """',, ..,,,,,,,. '''''''1· _ --==__====================================~
to maintain, Fe"alr, meaSIJFe, or
·(81,"el, City, State, Zil' Csee) 

SAbES IN'IOICIi 
NUMBeR 

~ 

INVOICE DATe 
PROPERTY PURCH.A.SIiO OR OIiSCRIP::rION OF QUJI.blFIIi~ 0* 

SAbeS PRICE'_H 

ReN::rAbS PAYP,Bbe 

===~~~~~~~~~~~~~-= === <e. fo< '" " ",...,,,. ,,",removed tram California or con·.:e state tall measlJred by Ihe
th..... of """',,. " ..... _ bow " ~,..... ,0, th. . '0 0,,,,"0' '0"'"' ,,'e"',,' thai ''";;' '':::':;':,~~'::'':,j::,':::, '.7 ":~':',~:~:::" '::~e~: of oo'm:'t::'~::"=~!.":::"., ... ',me ~ '."''''''In a manner nat qlJall :I~~ of the pro"erty to/by me ~a)(a :o~ the date at Incelltlon ef the lease sales price/rentals "a)-al m"tlon tar a "erlod at SIX years ~ 

thiS Certificate IS 'Jail CHASeR'S JI.U::rHORIZEOM 

PRIN::r ~IAMIi OF PURCHASeR•• OR PUR Hr<'" 

REPRIiSEN::rA::rIVIi 

f>A+E 1PeRMl::r NUM8eR 
= 

II OI\RD OF EQU.A.LlZ,A.TION e usedS'GNATURE -NOT VAb! g U NbESS COMPlETm ";.:~,:"~:.~:~~,:;;:!'~;;.... of 'an"". ''''"••,,ropolly ~II , 
­

ne ""OW", '".''''' 
BUSINee",,, 

• has been Fegistered as a "qualified "ersen ; of the Reven!Je aAd Tallation Code, 
37'''e ...m,'''' '''''~., "'e",,,' I"C COOi 

;:::gS AO[)ReSS (Slreet, Clly, Siale, Z;I' Code) IPERMIT ~jUMBER 

**AU::rHORIZEO BY: , 'W' 80ars repFesentatives) (MlJst be Signed bt .. a 

B!:~I~I§QJ!Y ~,OUCEO FOR USIi BY ::rHEAPPR8ko13Y TFO ANO SIGNIiO, THIS FORM MAY 81i REPRO QYAbiFIED PERSON blSTIiO ** VVHEN COMPbli ....'" n 

ABOVE 
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AppeRdix 8 
SECTION 6377 MANUFACTURER'S USE TAX DECLAR.t..TION STATE OF CALIFORNIA 

BOARD OF EQUAliZATION 

PLEASE NOTE 
This is a partial exemptian fram sales and lolse taxes at the rate of 6% effecti\'e Janlolary 1,2002, 4.76% from Certificate No: 
Janlolary 1, 2001 10 DecemBer J1, 2001, and 6% from Janllary 1, 1996 to DecemBer J1, 2000. YOIl are not 
relieved from yololr OBligations fer the local and district taxes on this transaction. The exemption is specific to V-alid Peried Begins: 
this transaction only and may not Be constrloled to exempt other transactions. Generally, the partial exemption 
'...,ill not Be allo'....ed lolnless this certificate is issloled within 60 days after the date ot plolrchase and the retailer Valid Peried E*pires: 
claims the exemption on a timely filed retlolrR. Void after expiration date. Retailers and qlolalified persons may 

(·See bele\\' fer leases)not accept or claim any Section 6377 ManlolTactllrer's Exemption Certificates fer sales made after DecemBer 
J1, 2003. Qllestions regarding this sertifisa!e ShOllls be sires!es to; (insert contas! information) 

I hereby certify that the tangible personal property described bele\\' that is slJbjeGt to Ilse tal( ' ....as plJFGhased or is being leased 
trem: (enter seUer's/lessor's name aRd address) 

SEllER'S NAME 

SEllER'S ADDRESS (81,eet, Clly, ,>lale, ZIP Cede) 

and will be lJsed by me primarily (please check one) 
a 1, for manlJfactlJring, processing, refining, fabricating, or recycling, or 
a 2. for research and de'Jelopment acti'.'ities as described in Internal Re'JenlJe Code Section 174, eF 
a 3. to maintain, repair, meaSlJre, or test any property being lJsed for (1) or (2) abelJe, at my facility located 

at (enter facility's address): 

(81,ael, Cily, Siale, Zip Cede 

SALES INVOICE 
NYMSER 

SAbES 
INVOICE DATE DESCRIPTION OF PROPERTY PYRCFlASED OR lE.A,SED* 

SALES PRICE'! 
RENTALS P,A.Y.A.SlE 

I lolnderstand that if slolch property is, Within one year from the date of pllrchase or lease, remo\'ed from Califernla or converted fer lolse or 
other't.'/ise lolsed in a manner Rot qllalifying for the partial exemption that I am reqllired sy the Sales and Yse Tax law to report and pay the state 
tax measlolred sy the sales price/rentals payable of the property to/by me. TaxaBle rentals payaBle from the lease of certain tang isle personal 
property to a qllalified person are sllbjeG! to the partial exemption fer a period of six years from the date of inception of the lease. The lease 
mlolst commence dlolring the time in which this Certificate is lJalid, *Attach a copy of the lease agreement. 

~=~:::URGHASER OR PYRCHASER'S AYTHORI2:ED 
REPRESENTATIVE 

SIGNATlJRE PERMIT NYMSER I: 
•• NOT VAliD U~jLESS COMPLETED BY T~E CAliFORNIA STATE BOARD OF EQUAliZATION 

The fell£P....ing sllsiness has been registered as a "qlolalffles person" who has certffled that this pllFGhasellease of tang isle personal property will be Ilses 
in a manner entitling them to the exemption provided in Section 6377 of the ReveRlie ana Taxation Code. 

SYSINESS ADORESS (SI,ee!, City, Sla!e, Zip CeGe) PERMIT NYMSER 

**AYTHORI2:ED lilY: (Mlist be signed sy two Soara representatives) 

.* WHEN COMPLETED AND SIGNED, TFlIS FORM MAY 8E REPRODIJCED FOR IJSE SY THE QYALIFIED PERSON LISTED ASOVE 
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Text of Proposed Changes to 


Title 18. Puhlic Revenue 


1525.3. MaBufaetuFiBg EquipmeBt Leases of TaBgibie PeFsoBal PFopeFty. 

(a) General Application to Leases. Leases oftangible personal property ",<'hich are classified as 
"continuing sales" and "continuing purchases" of tangible personal property, in accordance ...·"ith 
Regulation 1660, "Leases of Tangible Personal Property In General," may qualifY for the partial 
exemption from tax for manufacturing equipment, under the conditions set forth in paragraph 
(i)(l) of Regulation 1525.2, "Manufacturing Equipment." Lease transactions 'Nhich qualify for 
the partial exemption are taxed at the rate specified in Regulation 1525.2, paragraph (a). 

(b) Recharacterization. With respect to transactions which the parties denominate as a "lease," 
but which are recharacterized for sales and use tax purposes either as sales at their inception, 
pursuant to Regulation 1641, "Credit Sales and Repossessions," paragraph (b), or as sales under 
a security agreement, Regulation 1660, "Leases of Tangible Personal Property In General," 
paragraph (a)(2), the transactions may qualify for the partial exemption, in accordance 'lAth 
Regulation 1525.2. 

(c) Continuation of Partial Exemption. Where possession of tangible personal property is 
transferred to a qualified person as defined in paragraphs (c) and (d) of Regulation 1525.2 and 
pursuant to a lease agreement classified as a continuing sale and continuing purchase, lease 
receipts shall remain partially exempt for a period of six years from the date of the inception of 
the lease whether or not the lessee remains as a qualified person throughout the six year period. 
At the close of the six year period from the date of the inception of the lease, lease receipts are 
subject to tax vlithout exemption. 

Ed) Leases of Tax Paid Property. The partial exemption is not available to lessors vlho lease to 
qualified persons or to vendors to such lessors ,.,,'hen the lessor elects to pay sales tax 
reimbursement at the time of acquisition of the property or pays use tax measured by the 
purchase price of the property. 

(e) Manufacturers Who Lease Qualified Property. A lease of tangible personal property by the 
manufacturer of that property is ordinarily regarded as a "continuing sale" and "continuing 
purchase" in accordance with Regulation 1660, "Leases of Tangible Personal Property In 
General." Nevertheless, beginning January 1, 1997, a lessor of tangible personal property 
described in sections 17053.49 or 23649 ofthe Revenue and Taxation Code, who is the 
manufacturer of that property and who leases that property to a qualified person, as defined in 
section 17053.49 or 23649 of the Revenue and Taxation Code, in a form that is not substantially 
the same form as acquired, may, in lieu of reporting tax measured by the rentals payable, elect to 
pay tax measured by the cost price of that property where the election is made on or before the 
due date of the return for the period in 'Nhich the property is first leased to the qualified person. 
The election shall be made by reporting use tax measured by the cost price of that property on 
the return for that period. The election shall not be revoked with respect to the property as to 
which it is made. The lease of that property for which an election is made to report and pay tax 
on the cost price of that property shall thereafter be excluded from the classification of a 
"continuing sale" and "continuing purchase." 
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For pllfPoses of this subdivision, "cost price" means the price at which similar property has been 
previously sold or offered for sale. If that property has not been previously sold or offered for 
sale, then the cost price shall be deemed to be the aggregate of the following: 

(1) Cost of materials. 

(2) Direct labor. 

(3) The pro rata share of all overhead costs attributable to the manufacturer of the property. 

(4) Reasonable profit from the manufacturing operations vt'hieh, in the absence of evidence to 
the contrary, shall be deemed to be 5 percent of the sum of the factors listed in subsections 
(l) to (3), inclusive. 

(f) Operath'e Date. All provisions of this regulation cease to be operatiJ/e as of January 1, 2004, 
as provided by Revenue and Taxation Code section 6377(g). Retailers and qualified persons may 
not accept or claim an)' Section 6377 Manufacturer's Exemption Certificates for a sale or use 
made after December 31, 2003. 

Note: Authority cited: Section 7051, Revenue and Taxation Code. Reference: Sections 6244.5 
and 6377, Revenue and Taxation Code. 
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CHANGES WITHOUT REGULATORY EFFECT UNDER 

CALIFORNIA CODE OF REGULATIONS, TITLE 1, SECTION 100 


Statement of Explanation 


Title 18. Public Revenues 


Regulations 1525.2, Manufacturing Equipment, and 

1525.3, Manufacturing Equipment - Leases ofTangible Personal Property 


A. Factual Basis 

The State Board of Equalization (Board) adopted California Code of Regulations, title 18, 
sections (Regulations) 1525.2, Manufacturing Equipment, and 1525.3, Manufacturing 
Equipment - Leases ofTangible Personal Property, to implement, interpret, and make specific 
the provisions of Revenue and Taxation Code section 6377, which provided a partial exemption 
from sales and use tax for certain property purchased by a qualified person to be used primarily 
in specified activities, including manufacturing. Section 6377 was added to the Revenue and 
Taxation Code by Statutes 1993, chapter 881 (Sen. Bill No. 671), section 1 and last amended by 

Statutes 1996, chapter 954 (Sen. Bill No. 38), section 6 before section 6377 was repealed by its 
own terms, effective January 1, 2004. 1 Therefore, there has not been any statutory authority for 
the partial exemption implemented, interpreted, and made specific by Regulations 1525.2 and 
1525.3 since January 1,2004. And, as a result, the Board proposes to repeal Regulations 1525.2 
and 1525.3 under California Code of Regulations, title 1, section (Rule) 100 and thereby delete 

the regulations, including appendices A and B to Regulation 1525.2, from the California Code of 
Regulations. The proposed deletion of Regulations 1525.2 and 1525.3 from the California Code 
of Regulations is appropriate for processing under Rule 100 because Rule 100, subdivision 
(a)(2), specifically provides that deleting a regulatory provision for which all statutory authority 

has been repealed is a change without regulatory effect. 

B. Proposed Changes 

The following Rule 100 changes are proposed to repeal Regulations 1525.2 and 1525.3, 
including appendices A and B to Regulation 1525.2, and thereby delete the regulations from the 
California Code of Regulations: 
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TEXT OF PROPOSED CHANGES 

Regulation 1525.2. ManufaetuFing Equipment. 

(a) Partial Exemption for Property Purchased for Use in the Manufacturing Process. Section 
6377 of the Revenue and Taxation Code provides a partial exemption from sales and use tax for 
certain properties described in this regulation. 

For the period commencing on January 1, 1994, and ending on December 31, 1994, the partial 
exemption applies to the taxes imposed by the state (6%), but does not apply to the taxes 
imposed by counties, cities, and districts pursuant to the Bradley Burns Uniform Local Sales and 
Use Tax Law (Rev. & Tax. Code § 7200, et seq.) or the Transactions and Use Tax Law (Rev. & 
Tax. Code §§ 7251, et seq.). 

For the period commencing on January 1, 1995, and ending on December 31, 2000, the partial 
exemption applies to the truces imposed by sections 6051, 6051.3, 6201, and 6201.3 of the 
Revenue and Taxation Code (5%), but does not apply to the taxes imposed pursuant to sections 
6051.2 and 6201.2 of the Revenue and Taxation Code, the Bradley Burns Uniform Local Sales 
and Use Tax La'll, the Transactions and Use True Lm.v, or section 35 of article XIII ofthe 
California Constitution. 

For the period commencing on January 1, 2001, and ending on December 31, 2001, the partial 
exemption applies to the taxes imposed by sections 6051 and 6201 of the Revenue and Taxation 
Code (4.75%), but does not apply to the taxes imposed pursuant to sections 6051.2 and 6201.2 of 
the Revenue and Taxation Code, the Bradley Burns Uniform Local Sales and Use Tax Lm.y, the 
Transactions and Use Tax Law, or section 35 of article XIII of the California Constitution. 

For the period commencing on January 1, 2002, and ending on December 31, 2003, the partial 
exemption applies to the taxes imposed by sections 6051, 6051.3, 6201, and 6201.3 of the 
Revenue and Taxation Code (5%), but does not apply to the truces imposed pursuant to sections 
6051.2 and 6201.2 of the Revenue and Trucation Code, the Bradley Burns Uniform Local Sales 
and Use Tax La'll, the Transactions and Use Tax Lm.v, or section 35 of article XIII of the 
California Constitution. 

Pursuant to the provisions of the Revenue and Taxation Code section 6377(g), the partial 
e)eemption from tax on the sale and use of property used in manufacturing and related activities 
as described in this regulation expired on December 31, 2003. 

Subject to the limitations set forth above, this partial e)cemption applies to gross receipts from the 
sale, storage, use, or other consumption in this state of the following items: 

(1) Tangible personal property purchased for use by a qualified person to be used primarily 
in any stage of the manufacturing, processing, refining, fabricating, or recycling of property, 
beginning at the point that raw materials are received by the qualified person and introduced 
into the process and ending at the point at 'lrhich the property has been altered to its 
completed form, including packaging, ifrequired. For purposes of this regulation: 
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(A) Raw materials ,NiH be considered to have been introduced into the process when the 
raw materials are stored on the same premises vmere the qualified person's manufacturing 
activities are conducted. Rillv materials that are stored on premises other than where the 
qualified person's manufacturing activities are conducted, however, will not be 
considered to have been introduced into the process for purposes oHhis regulation. 

(B) For purposes of this regulation, the term "packaging" includes only that packaging 
necessary to prepare the goods for delivery to and placement in the qualified person's 
finished goods inventory, or to prepare the goods so that they are suitable for delh'ery to 
and placement in finished goods inv'entory. Any additional packaging, such as that 
packaging necessary to consolidate the goods prior to shipping or to protect them during 
transportation, shall not be considered to be "packaging" for purposes of this regulation. 

(2) Tangible personal property purchased for use by a qualified person to be used primarily 
in research and development as defined in subdivision (c)(8). 

(3) Tangible personal property purchased for use by a qualified person to be used primarily 
to maintain, repair, measure, or test any property described in subdivision (a)(l) or (a)(2). 

(4) Tangible personal property purchased for use by a contractor purchasing that property 
either as an agent of a qualified person or for the contractor's ovm account and subsequent 
resale to a qualified person for use in the performance of a construction contract for the 
qualified person vmo will use the tangible personal property as an integral part of the 
manufacturing, processing, refining, fabricating, or recycling process, or as a research or 
storage facility for use in cOIHlection 'llith the manufacturing process. 

(b) Property Used Primarily in Administration, General Management, or Marketing. 
Not.mthstanding any other provision oHhis regulation, this partial exemption shaH not apply to 
any tangible personal property that is used primarily in administration, general management, or 
marketing. For purposes of this subdivision: 

(1) Tangible personal property is used primarily in administration, general management, or 
marketing 'lmen it is used 50 percent or more of the time in one or more of those activities. 

(2) Tangible personal property used primarily to dean and maintain the factory floor of a 
manufacturing facility is used primarily in a stage of the manufacturing of property and is not 
used primarily in administration, general management, or marketing. 

(3) Fire safety equipment that is tangible personal property and that is used primarily at and 
in cOIHlection 'llith the factory floor of a manufacturing facility is used primarily in a stage of 
the manufacturing of property and is not used primarily in administration, general 
management, or marketing. 

(c) Definitions. For purposes of this regulation: 
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(1) "Fabricating" means to make, build, create, produce, or assemble components or property 
to work in a new or different manner. 

(2) "Manufacturing" means the activity of converting or conditioning property by changing 
the form, composition, quality, or character of the property for ultimate sale at retail or for 
use in the manufacturing of a product to be ultimately sold at retail. Manufacturing includes 
any improvements to tangible personal property that result in a greater service lite or greater 
functionality than that of the original property. For purposes of this regulation, "greater 
functionality" means that the tangible personal property has been improved so that it can 
perform ne\v or different functions than the original property. Manufacturing includes 
logging, that is, the telling oftimber, but does not include tree fanning. Manufacturing does 
not include crop harvesting. Provided that the activity constitutes a "sale" as that term is used 
in subdivision (b) of section 6006 ofthe Revenue and Taxation Code, the tangible personal 
property need not be owned by the qualified person in order for the activity to qualify as 
manufacturing for purposes ofthis regulation. 

(3) "Primarily" means that the tangible personal property is used 50 percent or more of the 
time in the designated activity or activities. 

(4) "Process" means the period beginning at the point at which any raw materials are 
recei'.,zed by the qualified person and are introduced into the manufacturing, processing, 
refining, fabricating, or recycling activity of the qualified person and ending at the point at 
which the manufacturing, processing, refining, fabricating, or recycling activity of the 
qualified person has altered tangible personal property to its completed form including 
packaging, if required. Rff'N materials shall be considered to have been introduced into the 
process vrhen the raw materials are stored on the same premises vrhere the qualified person's 
manufacturing, processing, refining, or recycling activity is conducted. Rff'N materials that 
are stored on premises other than vrhere the qualified person's manufacturing, processing, 
refining, fabricating, or recycling activity is conducted, shall not be considered to have been 
introduced into the manufacturing, processing, refining, fabricating, or recycling process. 

(5) "Processing" means the physical application of materials and labor to modify or change 
the characteristics of property. 

(6) "Qualified person" means any person that satisfies the requirements of both subdivisions 
(c)(6)(1\) and (c)(6)(B) below with regard to the trade or business in vlhich the property will 
be placed into service in the use qualifying the property for this partial e)(emption: 

(1\) 1\ "qualified person" must ha'ie first commenced trade or business activities in a nevI 
trade or business in this state on or after January 1, 1994. For purposes of this 
subdivision, the term "activities" means trade or business activities. In determining 
whether or not a person is qualified INithin the meaning of this subdivision, the follovling 
rules apply: 

1. The term "trade or business activities" does not mean the mere formation or 
organization of a corporation or other business entity that is intended to conduct a 
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trade or business. Instead, a corporation or business entity first conducts activities 
'Nhen it first starts or commences the trade or business for which it ViaS organizoed. 
The acquisition of operating assets that are necessary to the type of business 
contemplated, hov/ever, will constitute commencing activities. The term "operating 
assets" as used in this subdivision means assets that are in a state of readiness to be 
placed in service '.vithin a reasonable time period following their acquisition. 

2. Notwithstanding any other provision oHhis subdivision, a person 'Nill not be 
considered to have first commenced activities in a new trade or business in this state 
on or after January 1, 1994, if, at any time within the 36 months preceding that date, 
that person, or any related person, was required to have secured a seller's permit 
under section 6066 of the Reyenue and Tmcation Code for that trade or business, or 
any other trade or business classified under the same division of the Standard 
Industrial Classification Manual published by the United States Office of 
Management and Budget, 1987 edition (the "Manual"). For purposes of this 
regulation, the term "diyision" means a division as that term is used in the Manual. 

3. A trade or business is not a new trade or business in this state if, within the 36 
months preceding the date that activities 'Vlere first commenced in that trade or 
business in this state, either the person claiming the partial exemption, or any related 
person, had conducted any activities in this state in any trade or business classified 
under the same division of the Manual as that trade or business. 

4. Where a person, or any related person, is engaged in one or more trade or business 
activities in this state, or has been engaged in one or more trade or business activities 
in this state within the preceding 36 months (a "prior trade or business activity"), and 
thereafter COIIHnences an additional trade or business activity in this state, the 
additional trade or business activity shall only be treated as a new trade or business if 
the additional trade or business activity is classified under a different division of the 
Manual than are any of the person's (or any related person's) current or prior trade or 
business activities in this state within the preceding 36 months. 

5. Where a person, including all related persons, is engaged in trade or business 
activities wholly outside of this state and that person first commences doing business 
in this state ('.vithin the meaning of section 23101 of the Reyenue and Taxation Code) 
after December 31, 1993 (other than by purchase or other acquisition described in 
subdivision (c)(6)(A)6., the newly commenced trade or business activity in this state 
shaH be treated as a ne\v trade or business for purposes oHhis subdivision. 

6. On or after January 1, 1995, notwithstanding anything else set forth in this 
subdivision, in any case where a person purchases or otherwise acquires all or any 
portion of the assets of an existing trade or business (irrespectiye of the form of the 
entity) that is doing business in this state ('.vithin the meaning of section 23101 of the 
Reyenue and Taxation Code), the trade or business thereafter conducted by that 
person (or any related person) shall not be treated as a new trade or business if the 
aggregate fair market yalue of the acquired assets (including real, personal, tangible, 
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and intangible property) used by that person (or any related person) in the conduct of 
his or her trade or business exceeds 20 percent of the aggregate fair market value of 
the total assets of the person (or any related person) being used in the same trade or 
business both within and \vithout this state. Por purposes of this subdivision only: 

a. The determination of the relative fair market values of the acquired assets and 
the total assets shall be made as of the last day of the month following the 
quarterly period in which the person (or any related person) first uses any of the 
acquired trade or business assets in his or her business activity. 

b. Any acquired assets that constitute property described in section 1221(a)(1) of 
the Internal Revenue Code in the hands of the transferor shall not be treated as 
assets acquired from an existing trade or business, unless those assets also 
constitute property described in section 1221 (a)( 1) of the Internal Revenue Code 
in the hands of the acquiring person (or any related person). 

c. The trade or business conducted in this state by the acquiring person after the 
asset acquisition date shall be considered to be the same as an out of state trade or 
business conducted or previously conducted by the acquiring person (or any 
related person) only if the trade or business activities of both companies are or 
'Nouid be classified in the same division ofthe ManuaL 

d. A..n acquired trade or business 'NiH not be considered to have been acquired as 
an existing trade or business for purposes of this subdivision ifit is acquired 
either: (1) from a liquidation sale of assets pursuant to a bankruptcy filed under 
Chapter 7 of the United States Bankruptcy Code; or (2) pursuant to a creditor's 
execution or foreclosure sale ofa secured interest in the assets of the trade or 
business. 

e. Example No.1: Corporation X is doing business wholly outside of this state in 
the trade or business of manufacturing automobiles. The total fair market v'alue of 
the total assets ofthis trade or business is $100,000,000. Then, on or after January 
1, 1994, Corporation X acquires all of the assets of an automobile manufacturing 
business in this state v/ith a fair market value of $5,000,000 and immediately uses 
the acquired assets in its automobile manufacturing trade or business. Thereafter, 
between the date of acquisition and the last day of the month following the 
quarterly period during which the acquisition occurred, Corporation X acquires 
another $1,000,000 in assets for use in the automobile manufacturing business in 
this state. Under these assumed facts, the conditions set forth in this subparagraph 
'Nill not serve to disqualify Corporation X from the partial exemption since the 
fair market value of the acquired assets does not exceed 20 percent 
($5,000,000/$106,000,000) of the aggregate fair market value of the total assets of 
the trade or business being conducted by Corporation X; and neither Corporation 
X nor any related person had conducted any trade or business activities in this 
state 'Nithin the preceding 36 months. 
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f. EX8:lHf'le No.2: Assume the same facts as in Example No. 1 above, bl:lt in this 
case, prior to acql:liring the assets of the al:ltomobile manl:lfactl:lfing bl:lsiness in 
this state, Corporation X Vias solely and e)wll:lsively in the trade or bl:lsiness of 
providing data processing serlices. After the acqeisition of the assets by 
Corporation X, ho'.vever, the acql:lired assets will continl:le to be l:lsed in the 
al:ltomobile manl:lfactl:lfing bl:lsiness in this state. Assume further that no additional 
pl:lfchases are made after the date of acql:lisition. Under these assumed facts, since 
data processing ser/ices and automobile manufactl:lfing are classified in different 
divisions of the Manl:lal, the partial e),emption \vill not be available to Corporation 
X because the fair market vall:le of the acql:lired assets exceeds 20 percent 
($5,000,000/$5,000,000) ofthe aggregate fair market vall:le of the total assets held 
by Corporation X in the same trade or bl:lsiness. 

7. In any case where the legal form ooder which a trade or bl:lsiness activity is being 
condl:lcted is changed, the change in form shall be disregarded and the determination 
of whether the trade or bl:lsiness activity is a new bl:lsiness shall be made by treating 
the person as having pl:lrchased or otherwise acql:lired all or any portion of the assets 
of an existing trade or bl:lsiness. For pl:lI'poses of this sl:lbdivision only: 

a. Example No.1: Corporation X is doing bl:lsiness in this state. One of its trade or 
bl:lsiness activities in this state is manufactl:lfing automobiles. After January 1, 
1994, for consideration, Corporation X transfers all of the assets used in the trade 
or business of manufacturing al:ltomobiles to a newly formed, wholly ovmed 
subsidiary knovm as Corporation Y. For purposes of applying this regulation, this 
transaction shall be treated as an acquisition of an existing trade or business by 
Corporation Y. 

b. E),ample No.2: Partnership A is a manufactl:lfer doing business in this state. 
A.fter January 1, 1994, for consideration, Partnership A transfers all of its assets to 
a newly formed corporation knovm as Corporation B. Corporation B is ovmed by 
the partners of Partnership A in the same proportionate ownership interests as 
their respective ownership interests in the partnership. For pl:lI'poses of applying 
this regulation, this transaction shall be treated as an acquisition of an existing 
trade or business by Corporation B. 

8. For purposes of this subdivision, a person is a "related person" ifthat person is or 
previously was related to the qualified person within the meaning of either section 
267 or 318 ofthe Internal Revenue Code. 

9. The term "acquire" shall include any gift, inheritance, transfer incident to divorce, 
or any other transfer, whether or not for consideration. 

(B) A ql:lalified person must be engaged in those manufactl:lfing lines of business 
described in Codes 2011 to 3999, inclusive, of the Standard Industrial Classification 
Manual published by the United States Office of Management and Budget, 1987 edition. 
For purposes of this subdivision: 
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1. For purposes of classifying a line or lines of business, the economic unit shall be 
the "establishment" and the classification of the line or lines of business 'llill be based 
on the establishment's single most predominant activity based upon value of 
production. The term "establishment" means an economic unit, generally at a single 
physical location, where business is conducted or where seF'lices or manufacturing or 
other industrial operations are performed. The follov/ing will generally constitute an 
"establishment": a factory, mill, store, hotel, movie theater, mine, farm, ranch, bank, 
railroad depot, airline terminal, sales office, warehouse, or central administrative 
office. 

2. For purposes of determining the "establishment" or "establishments" of a trade or 
business: 

a. '\There distinct and separate economic activities are performed at a single 
physical location, such as construction activities operated out of the same physical 
location as a lumber yard, each activity should be treated as a separate 
establishment where: (i) no one industry description in the classification includes 
such combined activities; (ii) the employment in each such economic activity is 
significant; and (iii) separate reports are prepared on the number of employees, 
their '.'rages and salaries, sales or receipts, property and equipment, and other 
types of financial data, such as financial statements, job costing, and profit center 
accounting. For purposes of this paragraph, v/hether or not employment in an 
economic activity is significant shall be based upon all of the facts and 
circumstances. Nevertheless, employment in an economic activity will be 
considered to be "significant" for purposes of this paragraph whenever more than 
25 percent of the tmcpayer's total number of employees at a single physical 
location, or more than 25 percent of the taxpayer's total dollar value of payroll at a 
single physical location, is attributable to the economic activity being tested for 
separate establishment status. 

b. An establishment is not necessarily identical vlith the enterprise or company 
v.llich may consist of one or more establishments. Also, an establishment is to be 
distinguished from subunits of the establishment such as departments. 

c. Where a person conducts business at more than one establishment within the 
meaning of this subdivision, then that person shall be considered to be a 
"qualified person" for purposes ofthis regulation only as to those purchases that 
are intended to be used and are actually used in those lines of business that are 
described in Codes 2011 to 3999, inclusive, of the Standard Industrial 
Classification Manual published by the United States Office of Management and 
Budget, 1987 edition. 

(7) "Refining" means the process of converting a natural resource to an intermediate or 
finished product. 
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(8) "Research and development" means those activities that are described in section 174 of 
the Internal Re';enue Code or in any regulations thereunder. 

(9) "Tangible personal property" does not include any of the following: 

(A) Real property, including tangible personal property to be incorporated into an 
improvement to real property, except for "special purpose buildings and foundations" as 
defined in subdivision (c)( 1 O)(D) and conveyance systems and assembly lines as 
provided in subdivision (c)(10)(A). 

(B) Consumables vfith a normal useful life of less than one year, except as provided in 
subdivision (c)(10)(E). For purposes of this regulation, it shall be presumed tangible 
personal property that the qualified person treats as having a normal useful life of less 
than one year for state income or franchise tax purposes is tangible personal property 
with a normal useful life of less than one year. This presumption may be rebutted by 
evidence satisfactory to the Board. 

(C) Furniture, inventory, equipment used in the extraction process, equipment used to 
store raw materials that have not yet entered or commenced the manufacturing process, or 
equipment used to store finished products that have completed the manufacturing 
process. The extraction process includes such severance activities as mining, oil and gas 
e)(traction. 

(D) Any property for which a credit is claimed under either section 17053.49 or 23649 of 
the Revenue and Taxation Code. 

(10) "Tangible personal property" includes but is not limited to the following: 

(A) Machinery and equipment ,tVithin the meaning of subdivision (a)(6) of Regulation 
1521 of the Sales and Use Tax Regulations, including component parts and contrivances 
such as belts, shafts, moving parts, and operating structures. The term also includes 
con';eyance systems and assembly lines without regard to the manner of affixation to real 
property. 

(B) All equipment or devices used or required to operate, control, regulate, or maintain 
the machinery, including, without limitation, computers, data processing equipment, and 
computer sofuv-are, including both operating programs and application programs, 
together with all repair and replacement parts with a useful life of one or more years 
therefor, whether purchased separately or in conj unction vfith a complete machine and 
regardless of vvhether the machine or component parts are assembled by the taxpayer or 
another party .• Any repair and replacement parts that the qualified person treats as having 
a useful life of less than one year for state income or franchise tax purposes shall be 
presumed to have a useful life ofless than one year for purposes of this regulation. This 
presumption may be rebutted by evidence satisfactory to the Board. 
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(C) Property used in pollution control that meets or exceed standards established by this 
state or any local or regional governmental agency within this state. 

(D) Special purpose buildings and foundations that (i) are used as an integral part of the 
manufacturing, processing, refining, or fabricating process, or (ii) constitute a research 
facility used during the manufacturing process as an integral part of a manufacturing, 
processing, refining, or fabricating activity, or (iii) constitute a storage facility used 
during the manufacturing process as an integral part of a manufacturing, processing, 
refining, or fabricating activity. For purposes of this subdivision: 

1. For purposes oHhis subdivision, "special purpose building and foundation" means 
only a building and the foundation immediately underlying the building that is 
specifically designed and constructed or reconstructed for the installation, operation, 
and use of specific machinery and equipment with a special purpose, which 
machinery and equipment, after installation, 'NiH become affixed to or a fixture of the 
real property, and the construction or reconstruction of'Nhich is specifically designed 
and used exclusively for the specified purposes as set forth in subdivision (a)(1) of 
this regulation (the qualified purpose). 

2. A building is specifically designed and constructed or modified for a qualified 
purpose if it is not economic to design and construct the building for the intended 
purpose and then use the structure for a different purpose. 

3. A building is used e)cclusively for a qualified purpose only if its use does not 
include a use for which it was not specifically designed and constructed or modified. 
Incidental use of a building for non qualified purposes does not preclude the building 
from being a special purpose building. "Incidental use" means a use which is both 
related and subordinate to the qualified purpose. A use is not subordinate if more than 
one third of the total usable volume of the building is devoted to a use 'tvhich is not a 
qualifying purpose. 

4. In the event an entire building does not qualify as a special purpose building, a 
taxpayer may establish that a portion of a building, and the foundation immediately 
underlying the portion, qualifies for treatment as a special purpose building and 
foundation if the portion satisfies all of the definitional provisions in this subdivision. 

5. Buildings and foundations that do not meet the definition ofa special purpose 
building and foundation set forth above include, but are not limited to, buildings 
designed and constructed or reconstructed principally to function as a general purpose 
manufacturing, industrial, or commercial building; research facilities that are used 
primarily prior to or after, or prior to and after, the manufacturing process; or storage 
facilities that are used primarily prior to or after, or prior to and after, completion of 
the manufacturing process. 

6. For purposes oHhis subdivision, the term "integral part" means that the special 
purpose building or foundation (i) is used directly in the activity qualifying for the 
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partial exemption from sales and use tax and (ii) is essential to the completeness of 
that activity. In determining whether property is used as an integral part of 
manufacturing, all properties used by the qualified person in processing the raw 
materials into the final product are properties used as an integral part of 
manufacturing. 

(E) Fuels used or consumed in the manufacturing process. 

(F) Property used in recycling. 

(11) "Standard Industrial Classification" means a Standard Industrial Classification in the 
Standard Industrial Classification Manual published by the United States Office of 
Management and Budget, 1987 edition. 

(d) Three Year Limitation. Notwithstanding any other provision of this regulation, once a person 
has conducted business activities in a nevI trade or business for three or more years, that person 
'llill no longer be considered to be in a "new trade or business," nor "qualified" fur this partial 
exemption. 

(e) Truces as to Which the Partial E)(emption Does Not :Apply. This partial exemption does not 
apply to any tax levied by a county, city, or district pursuant to, or in accordance with, either the 
Bradley Bums Unifurm Local Sales and Use True Law (R~v. & Tax. Code §§7200 et seq.) or the 
Transactions and Use Tax La'''' (Rev. & Tax Code §§7251 et seq.). 

On or after January 1, 1995, this partial exemption shall not apply to any ta)( levied pursuant to 
section 6051.2 and 6201.2 of the Revenue and Taxation Code, or pursuant to section 35 of article 
XIII of the California Constitution. 

(f) Exemption Certificates. Except as otherwise set forth in subdivision (f)(3), to claim the partial 
exemption provided by this regulation, a person must be both pre qualified by the Board and 
either registered to hold a seller's permit or maintain a consumer use true account. EJcemption 
certificates issued to qualified persons '<vill contain a control number and e)cpiration date fur 
verifying a person's status as a qualified person. An exemption certificate is not '/alid if it has not 
been issued by the Board or if it is accepted after the expiration date on the certificate. Qualified 
persons who wle been pre qualified may reproduce the issued certificates as needed fur their 
qualifying purchases. 

The exemption certificates issued by the Board '",ill be in substantially the same furm as they 
appear in Appendices i",. and B of this regulation. Qualified persons 'Nho purchase or lease 
tangible personal property from an in state retailer or an out of state retailer obligated to collect 
the use tax must provide the retailer with a manufacturer's exemption certificate in order to claim 
the partial exemption. The manufacturer's use tax declaration must be completed by a qualified 
person to claim a partial exemption from use tax on purchases of tangible personal property from 
an out of state retailer not obligated to collect the use tax. 
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Solely for the purposes of this regulation, it is presumed that a seller accepts a manufacturer's 
exemption certificate from a prequalified purchaser in good faith in the absence of evidence to 
the contrary. A retailer's direct knolNledge that the purchaser is not purchasing tangible personal 
property for use in a manufacturing activity, that the purchaser intends the tangible personal 
property for his or her ovm use, or that the tangible personal property does not have a normal 
useful life of one year or more constitutes evidence to the contrary. A purchaser providing a 
manufacturer's exemption certificate accepted in good faith by the seller for tangible personal 
property that does not qualify for this e)eemption is liable for the payment of true as set forth in 
subdivision (h). 

(1) Manufacturer's Exemption Certificates. 

(A) In General. Except as otherwise provided in subdivisions (f)(I)(B) or (f)(3) of this 
regulation, or in section 6902.2 ofthe Revenue and TU)(ation Code, a partial exemption 
from sales or use tax shall not be allo\ved unless: 

1. The qualified person furnishes the retailer with a manufacturer's exemption 
certificate no later than 60 days after the date of the purchase; and 

2. The retailer timely files a sales and use tax return claiming the partial exemption 
and, together with that timely return, provides the Board with a copy of the 
manufacturer's exemption certificate. 

(B) E)(clusions. E)wept as provided in subdivision (f)(l)(C) below, retailers claiming the 
partial exemption in timely filed returns ,.,,,,ill not be required to fumish the Board vlith 
copies of manufacturer's exemption certificates for sales or leases of tangible personal 
property made by a retailer at any single physical location to a single qualified purchaser 
that do not exceed an aggregate total of $25,000 during a single calendar quarter. 
Regardless of the total quarterly sales per purchaser, however, when necessary for the 
efficient administration of the sales and use tax law, the Board may, on 30 days' Written 
notice, require a retailer to commence furnishing the Board with copies of all certificates 
on a quarterly basis pursuant to subdivision (f)(I)(A)2. 

(C) Retention and Availability of Certificates. A retailer must retain each manufacturer's 
exemption certificate receiv:ed from a qualified person for a period of four years from the 
date on vt'hich the retailer claims a partial exemption based on the exemption certificate. 

Within 45 days of the Board's request, retailers must furnish to the Board any and all 
manufacturer's exemption certificates, or copies thereof, received from qualified persons, 
including exemption certificates for aggregate sales or leases of $25,000 or less to a 
single qualified person made at any single physical location of the retailer during a single 
calendar quarter. 

(2) Manufacturer's Use Tax Declaration. Except as provided in section 6902.2 of the 
Revenue and Taxation Code, a partial exemption from the use tax shall not be allowed unless 
the qualified person: 
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(A) Timely files a sales and use tax return or consumer use tax return for the period in 
wlHch the purchase occurs and timely pays any applica.-Ble tax in full that is excluded 
from this partial exemption as provided in subdivision (e) of this regulation; and 

(B) Attaches a completed manufacturer's use tax declaration to the sales and use tru( 
return or consumer use tax return that is timely filed '>'lith the Board. 

(3) Refund of Partial Exemption. 

(A) For the period commencing on January 1, 1994, and ending on December 31, 1994, a 
qualified person may claim the partial exemption on qualified purchases from an in state 
retailer or an out of state retailer obligated to collect the use tax by furnishing the retailer 
,It'ith a manufacturer's exemption certificate on or before March 31, 1995. The retailer 
must refund the tax directly to the purchaser or, at the purchaser's sole option, the 
purchaser may be credited with such amOlHlt. In the event that the retailer has already 
reported and paid the tax to the Board, the retailer must file a written claim for refund on 
or before April 30, 1995. 

(B) A person who paid sales tax on a qualified sale or paid use tax on a qualified 
purchase and vAlo failed to claim the partial exemption as provided by this regulation 
may file a claim for refund equal to the amount of the partial exemption that he or she 
could have claimed pursuant to this regulation. The procedure for such a claim shall be 
the same as for other claims for refund filed pursuant to Revenue and Taxation Code 
section 6901. For transactions subject to use tax, a person filing a claim for refund ofthe 
partial exemption has the burden of esta.-Blishing that he or she was entitled to claim the 
partial e)(emption vAth respect to the amount of refund claimed under this part. For 
transactions subject to sales tax, a person filing a claim for refund of the partial 
exemption has the burden of esta.-Blishing that the purchaser of the qualified property 
otherwise met all the requirements of a qualified person at the time of the purchase 
subject to the refund claimed under this part. 

(4) Construction Contractors. In the case ofa contractor who purchases property as an agent 
of a qualified person or for subsequent resale to a qualified person, the qualified person is 
deemed to be the purchaser for purposes of this subdivision. 

(g) Conv:ersion of Property to a Use Not Qualifying for the Partial Exemption. NOhvithstanding 
subdivision (a), this partial exemption shall not apply to any sale of, or the storage, use, or other 
consumption in this state of property that, ,It'ithin one year from the later of the date of purchase 
of the property or the date that the property was first placed into service by the purchaser in an 
exempt use, is: (i) removed from this state, (ii) converted from an exempt use under this 
regulation to some other use not qualifying for the partial exemption, or (iii) used in a manner 
not qualifying for the partial exemption under this regulation. For purposes of this subdivision, 
property is converted to a use not qualifying for the partial exemption if, without limitation, the 
property, or any interest in the property, or possession or control of the property, is either directly 
or indirectly sold, transferred, leased, or assigned to a person vlho is not a qualified person on the 
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date the property is sold, transferred, leased, or assigned to such non qualified person. In the case 
of a corporation that, as a qualified person, purchases tangible personal property under this 
partial exemption and then, within one year from the later of the date of purchase of the property 
or the date that the property '.vas first placed into seF/ice by that corporation in an exempt use, 
either directly or indirectly transfers that property to its parent corporation that is not a qualified 
person on the date of the transfer of property to the parent corporation, that property has been 
converted to a use not qualifying for the partial exemption. 

(h) Purchaser's Liability for the Payment of Sales Tax. If a purchaser submits a copy of a 
manufacturer's exemption certificate to the seller, and then within one year from the later of the 
date of purchase of the property or the date that the property 'Nas first placed into seF/ice by the 
purchaser in an exempt use, the purchaser either (i) removes that property from this state, (ii) 
converts that property from an exempt use under this regulation to some other use not qualifying 
for the partial exemption, or (iii) uses that property in a manner not qualifying for the partial 
exemption under this regulation, then, in that event, the purchaser shall be liable for payment of 
sales tax, with applicable interest, to the same e}(tent as if the purchaser were a retailer making a 
retail sale of the property at the time the property was so removed, converted, or used; and the 
sales price ofthe property to the purchaser shall be deemed to be the gross receipts from that 
retail sale. For purposes of this subdivision, property is converted to a use not qualifying for the 
partial exemption if, without limitation, the property, or any interest in the property, or 
possession or control of the property, is either directly or indirectly sold, transferred, leased, or 
assigned to a person who is not a qualified person on the date the property is sold, transferred, 
leased, or assigned to such nonqualified person. 

(i) Leases to Qualifying Persons. 

(1) Leases In General. Subject to all the limitations and conditions set forth in this regulation 
and regulation 1525.3, this partial exemption may apply to rental receipts paid by a qualified 
person "lith respect to a lease of tangible personal property to the qualified person, which 
tangible personal property is used as set forth in subdivisions (a)(l), (a)(2), (a)(3), or (a)(4) of 
this regulation. 

(2) Leases A:cquisition Sale and Leaseback. A person will be regarded as having paid sales 
tax reimbursement or use tax with respect to that person's purchase of property, "lithin the 
meaning ofthose words as they are used in section 6010.65 ofthe Re'venue and Taxation 
Code, if the person has paid all applicable taxes with respect to the acquisition of the 
property, notwithstanding the fact that the sale and purchase of the property may have been 
subject to the partial exemption from tax provided by this regulation. 

(3) Subsequent Lease of Property Acquired Subject to Partial E}(emption. If a person has 
acquired property subject to the partial exemption provided by this regulation and has paid all 
applicable taxes at that acquisition, the property '.viII be regarded as property as to which 
sales tax reimbursement or use tax has been paid, and the subsequent lease of that property 
will not be subject to tax measured by rental receipts. 
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ED Operative Date. Except as expressly set forth otherwise in subdivisions (c)(6)(A)6. and (e) of 
this regulation, this regulation is operative as of January 1, 1994. All provisions of this regulation 
cease to be operative as of January 1, 2004, as provided by Revenue and Taxation Code section 
6377(g). Retailers and qualified persons may not accept or claim any Section 6377 
Manufacturer's Exemption Certificates for a sale or a use made after December 31, 2003. 

Note: Authority cited: Section 7051, Revenue and Trucation Code. Reference: Section 6377, 
Revenue and Taxation Code. 
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Appendix A 
SECTION 6377 MANUFACTURER'S EXEMPTION CERTIFICATE STATE OF CALIFORNIA 

BOARD OF EQUALIZATION 

PLEASE NOTE 

This exemption beina s I 0t2002 0 gec ares applies only ta the state . , 4.75,4 from Januarv 1 2001 ta D use tax which is at the rate af 5 ~ct" 
ans is specific ta this tran~a~ian ,ecember 31, 2001, ans 5% fram Januarv 1 1 TO e e Ive January 1, 

:.:.:;:::'::;::~:.::::£~:,::':'::i="~~:",,:;:,:::::'E.~:r;.::':,%::;

::':::~:~::,:::.:e:.:;:,.....",.::.::;;,:':'~'::::";;~"'~a::~-:....,"",a;::".. 
to: [insert contaGt inwFFAaf ]Gember 31, 2003. Questions Fegardlng this cert·t" er~Exemptlan CertificatesIan I IGa e shouls be siFeGted 

I hereby oertify that the tan~ible personal r
(enter seller'stlessor's name and addresst opert}' desoribed below and purohased or leased from: 

Certificate No: 

\I I'd .• a I Penod Befilins: 

\I I'd I:) •• a I Fenod Expires: 

(*See below fer leases) 

SEllER'S nADDRESS (Street, City, State, Zip Ceee) 

ans will be uses by me . .B 1. fer manufact~r;;:; primarily (please check one) 
g, processing refining f b' r

2. fer research ans se" I '. ..,;a rica lng, ar recycling or 
BB ~e apment actl"ltles S .. ' 

3. ta maintain, repair, measure, or te~ aA ,asrescr~bes In Internal Revenue Case Sectian 174 or 
at (enter facility's assress)' y p aperty being uses fer (1) or (2) abave, at my fac'l:t ' I 


(Street, City. State, Zip Cees) . I I Y ocates 


SALES PRICElSALES INVOICE ~ 
DESCRIPTION OF QUALIFIED PROPERTYlEAS * PURCHASED OR RENTALS RA.YA8lENUM8ER lNVOICE DATE 

•• ED 

I unserstans that if such pra ert ' . ..in a manner nat Elualifvin y IS, within one year from the sate afpsales price/rentals ; 9 fer the partial exemption that I am Fe . purchase ar lease, remaves fram Califer .a,. ,,~.;;; 10 !ho :':"i:~:'""0 .,...." ''''''' m,. _." ",~'::,':'.. by. ,he Salos a'. U.. - law Ie ...:::;."'"'."00. fo, "0 ., "'e"'" """ 
!h" GoO._ • 'a'~ ...:m....""." a'"ad of s. yeo.. "m !h, .':':'I'e - !he ~"o " "Oa" ,"",." '0"':',". - ... m,..,," by ... 
PR'NT • . ~. a .." of !h. 'e.., a,roem." • '""",.,,, .., '"".e. Th' ,.... m", eo .ceo·'" ,. •''''',.... ,.".,

NAME OF PURCHASER OR PURC II ' commence SUring the time in which 

REPRESENTATIVE HnSER S AUTHORIZED T1TbE 

SIGN.A.TURE GATE 
**NOT VALID UNLESS GO PERMIT NUM8ER 

Tho foil..,'" .,,',... ,...00'" 'al - -.:MPbET@ "V T"" CALIFORNIA SP' . 
In a manner entitling them ta the ex!l ~res as ~. Eluahfles persan" '....ho has certifies that th' ATE BOnRD OF EQUALIZATION

• axa Ian Case .. e uses 

8USINESS .A.DDRESS . SIC CODE . 

8USINESS NAME emp Ian pro"lses In Sectian 9377 of the Re"enue ans TIS p~rChaSelleaSe of tangible persanal praperty "'ill b 

(Street, City, Stale, Zip Cese) PERMIT NUMBER 

**AUTHORIZED BY: (Must be signes b" "ua D ....J <w ..aaru representatives) 


•• lA/HEll 
 InAT!::..~ ~COMPLETED AND SIGNED THIS FORM MAY 8E REPRODUCED FOR USE 8Y THE QUALIFIED PERSON LISTEDA80VE ' GATE 
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Appendix 8 
SECTION 6377 MANUFACTURER'S USE TAX DECLARATION STATE OF CAliFORNIA 

BOARD OF EQUALIZATION 

PLEASE NOTE 
This is a partial exemption from sales ans t,Jse taxes at the Fate of 3% effective Jant,Jary 1,2002, 4.73% from 
Jant,JaF)' 1, 2001 to Decemi'ler 31, 2001, ans 3% from Jant,Jary 1, 1993 to Decemi'ler 31, 2000. You are not 
relie',<es from Yot,Jr oi'lligations for the local ans sistrict taxes on this transaction. The exemption is specific to 
this transaction only ans may not i'le constrt,Jes to exempt other transactions. Generally, the partial exemption 
.....ill not i'le allolfles t,Jnless this certificate is isst,Jes '....ithin eO says after the sate of pt,Jrchase ans the retailer 
claims the exemption on a timely files return. 'lois after expiFation sate. Retailers ans qt,Jalifies persons may 
not accept or claim-any Section e377 Mant,Jfactt,Jrer's Exemption Certificates fer sales maGe after DeGemi'ler 
31, 2003. Questions regarEling this certificate shoulEli'le ElirecteEi to: (insert contact information] 

Certificate No: 

Valid Period Begins: 

Valid Period ~iFes: 

(*See bel9'# for leases) 

I hereby certify that the tangible personal property described belo'.... that is sul3ject to use tal( was pUFGhased or is being leased 
from: (enter seller'sllessor's name ans assress) 

SEllER'S NAME 

SEllER'S ADDRESS (SI,eet, Cily, Siale, Zi~ Cade) 

and will be used by me primarily (please cheek one) 

a 1. for manufacturing, processing, refining, fabricating, or resycling, or 

a 2. for research and de"elopment acti"ities as described in Internal Re"enue Code Section 174, or 

a d. to maintain, repair, measure, or test any property being used for (1) or (2) abo'le, at my facility located 

at (enter facility's address): 

(SI,eel, Cily, Siale, Zi~ Cade 

SALES INVOICE SAbES 
NlJMBER IN!JOICE DfI.TE DESCRIPTION OF PROPERTY ~lJRCM,A,SED OR lEASED* 

SALES ~RICEt 


RENTALS ~YABlE 


I t,Jnserstans that If st,Jch property IS, wltI=lIn one year from the sate of purchase or lease, removes from Callfernla or convertes fer t,Jse or 
otherwise uses in a manner not qualifying fer the partial exemption that I am requires i'ly the Sales ans lJse Tax law to report ana pay the state 
tax meast,Jres i'ly the sales price/rentals payai'lle of the property to/i'ly me. Taxai'lle rentals I'layai'lle from the lease of certain tangii'lle I'lersonal 
property to a qualifies person are st,Jliject to the partial exemption fer a I'lerios of six years from the sate of incel'ltion of the lease. The lease 
must commence st,Jring the time in which this Certificate is '~alis. *Attach a cOI'lY of the lease agreement. 

PRINT NAME OF ~lJRCMASER OR PlJRCMASER'S JI,lJTMORIZED 
REPRESENTJI.TIVE 

SIGNJI.TlJRE ~ERMIT NlJMBER 

- NOT VALID UNLESS COMPLETED BY TME CALIFORNIA STATE BO,A,RD OF EQUALIZATION 

The follo· ....ing business has been registeres as a "qualifies person" Vlho has certifies that this purchasellease of tangible personal property .....ill be uses 
in a manner entitling them to the exemption pro'/ises in Section 6377 of the Re~'9nue ans Tal(ation Cose. 

BlJSINESS NAME SIC CODE 

BlJSINESS ADDRESS (Street, City, Siale, Zl~ Cade) ~ERMIT NUMBER 

**AlJTMORIZED BY: (Must i'le signes by two Boare representatr.<es) 

REVIIi\NED BY DATE 

AP~RO\tED BY DATE 

•• ',/VMEN COM~lETED AND SIGNED, TMIS FORM MAY BE REPRODlJCED FOR lJSE BY TME QlJAlIFIED ~ERSON liSTED ABOVE 
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Regulation 1525.3. Manufaeturing Equipment Leases of Tangible PeFsonal PFopeFty. 

(a) General j\:pplication to Leases. Leases of tangible personal property vlhich are classified as 
"'continuing sales" and "continuing purchases" oftangible personal property, in accordance with 
Regulation 1660, "'Leases of Tangible Personal Property In General," may qualify for the partial 
exemption from tax for manufacturing equipment, under the conditions set forth in paragraph 
0)(1) of Regulation 1525.2, "Manufacturing Equipment." Lease transactions which qualify for 
the partial elcemption are truced at the rate specified in Regulation 1525.2, paragraph (a). 

(b) Recharacterization. With respect to transactions '.vhich the parties denominate as a "lease," 
but which are recharacterized for sales and use tax purposes either as sales at their inception, 
pursuant to Regulation 1641, "Credit gales and Repossessions," paragraph (b), or as sales under 
a security agreement, Regulation 1660, "Leases of Tangible Personal Property In General," 
paragraph (a)(2), the transactions may qualify for the partial exemption, in accordance with 
Regulation 1525.2. 

(c) Continuation of Partial Exemption. Where possession of tangible personal property is 
transferred to a qualified person as defined in paragraphs (c) and (d) of Regulation 1525.2 and 
pursuant to a lease agreement classified as a continuing sale and continuing purchase, lease 
receipts shall remain partially exempt for a period of sile years from the date of the inception of 
the lease ,.vhether or not the lessee remains as a qualified person throughout the six year period. 
:At the close of the six year period from the date of the inception of the lease, lease receipts are 
subj ect to tax 'Nithout exemption. 

(d) Leases of Tax Paid Property. The partial exemption is not available to lessors 'Nho lease to 
qualified persons or to vendors to such lessors when the lessor elects to pay sales tax 
reimbursement at the time of acquisition of the property or pays use tax measured by the 
purchase price of the property. 

(e) Manufacturers Who Lease Qualified Property. A lease of tangible personal property by the 
manufacturer of that property is ordinarily regarded as a "continuing sale" and "'continuing 
purchase" in accordance with Regulation 1660, "Leases of Tangible Personal Property In 
General." Nevertheless, beginning January 1, 1997, a lessor of tangible personal property 
described in sections 17053.49 or 23649 of the Revenue and TaJeation Code, .....'ho is the 
manufacturer of that property and 'Nho leases that property to a qualified person, as defined in 
section 17053.49 or 23649 of the Revenue and Taleation Code, in a form that is not substantially 
the same form as acquired, may, in lieu of reporting tax measured by the rentals payable, elect to 
pay tax measured by the cost price of that property v/here the election is made on or before the 
due date of the return for the period in which the property is first leased to the qualified person. 
The election shall be made by reporting use true measured by the cost price of that property on 
the return for that period. The election shall not be revoked with respect to the property as to 
which it is made. The lease of that property for which an election is made to report and pay tax 
on the cost price of that property shall thereafter be excluded from the classification of a 
"'continuing sale" and "continuing purchase." 
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F fth· ea···" ." h· h· h . ·1 eor pUTposes OiS su PIlSlOn, cost pnce means tl e pnce at V.~iC Simi ar property haseen 
previously sola or offerea for sale. If that property has not eeen previously sola or offerea for 
sale, then the cost price shall ee aeemea to ee the aggregate oHhe following: 

(1) Cost of materials. 

(2) Direct laeor. 

(3) The pro rata share ofaH overneaa costs attrieutaele to the manufacturer of the property. 

(4) Reasonaele profit from the manufacturing operations which, in the aesence of eviaence to 
the contrary, shall ee aeemea to ee 5 percent of the sum of the factors listea in sue sections 
(1) to (3), inelusi'fe. 

(f) Operative Date. All provisions of this regulation cease to ee operative as of January 1,2004, 
as proviaea ey Revenue ana Taxation Coae section 6377(g). Retailers ana qualifiea persons may 
not accept or claim any Section 6377 Manufacturer's Exemption Certificates for a sale or use 
made after DecemBer 31, 2003. 

Note: Authority citea: Section 7051, Revenue ana Taxation Coae. Reference: Sections 6244.5 
ana 6377, Revenue ana Taxation Coae. 
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Senate nill ~o. 38 

CHAPTER 954 

An act to add Section 17008.7 to. and to add Chapter 3.7 
(commencing with Section 50199.50) \0 Part 1 of Division 31 of. Ihe 
lIealth and Safety Code. to amend Sections 6358, 6366. 6377, 17052.1 2. 
17053.8, 17053.49. 17062. 17072, 17076. 17144. 17250. 17271. 17276. 
1750~ 1914~ 19147. 19148. 19191. 1919~ 23221. 2360~ 23622. 2364~ 
24307. 24344. 24358, 24411. 24416. 24424, and 24443 of, to amend. 
repeal. and add Sections 17151. 18042. and 24611 of. to add Sections 
6244.5. 17052.8. 17053.12. 17053.14. 17053.42. 17053.73. 17077.5. 17084. 
17134.5. 17138.5. 17141.5. 17150. 17201.5. 17210. 17213. 17218. 17255. 
17267. 17279.5. 17330. 17570. 17859. 17860. I RO....... 23604.23608. 2360B.2. 
23608.3.23622.5.23642.23701:;:.24343.3.2"'34"'.7.24472. 24710. 2 .. 903. 
and 24905.5 to. and to add and repeal Sections 17052. J0 and 23610 of. 
the Revenue and Taxation Code. and to amend Section 1088.5 of the 
Unemployment Insurance Code. relating to taxation. 10 take effect 
immediately. tax levy. 

[Approved by Governor Scptcml1cr 16. 1996 Filed 
With Secretary of Slale Scplcmi>cr 26. 1996 I 

LEGISI.ATIVE COUNSEl.·S DIGEST 


S8 3R. Lockyer. Taxation. 

(I) Existing law authorizes the California Tax Credit Allocation 

Committee to administer the low-income housing tax credit 
program. 

This bill would enact the Famw,'orker I lousing Assistance Program 
and would express t1ndings and declarations of the Legislature with 
respect to the supply of affordable housing for transient and resident 
farm workers. 

Under Ihe bill. the recipient of a tax credit pursuant to the program 
or the owner of the assisted farmworker housing would be required 
to enter into an agreement required by the committee to further the 
purposes of the program. wherein the owner would agree. among 
other things. that the fimnworker housing units assisted with the 
farmworker hOllsing tax credits would be utilized. maintained. and 
operated pursuant to these provisions for the compliance term 
specified by the applicable farnl\\'orker housing lax credit statute. 
The bill also would restrict the availability. occupancy. and lise of the 
assisted farm worker hOllsing. as specit1ed. By requiring that the 
agreement be recorded in the official records of the county. this bill 
would impose a state-mandated local program. 

The bill also would require the committee to allocate farnnvorker 
housing credits on a regular basis in each calendar year during which 
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applications may be filed and considered. The committee would be 
required to establish application proccdures. as specified. The bill 
also would authorize the committec 10 charge a fcc of lax cn:dit 
applicants as a condition of submitting an application. or receiving an 
allocation or reservation of tax credits. to defray the committee's costs 
in administering thc program. 

(2) The Sales and Usc Tax Law imposes a tax on the gross receipts 
from the sale in this state of. or the storage. usc. or other consumption 
in this state of. tangible personal property and provides various 
exemptions from the taxes imposed by that law. That law provides an 
exemption from those taxes for the gross receipts from the sale of. and 
the storage. use. or other consumption of. tangible personal property. 
as defined. purchased for use by a qualified person. as defined. 
primarily in any stage of manufacturing. processing. refining. 
fabricating, or recycling of property, and introduced into the process. 
as specified. That law also provides that if a purchaser who gives a 
resale certificate or purchases property for the purpose of reselling 
it makes any storage or lise of the property. except as provided. the 
storage and use is taxable. and. with respect to specified property for 
which the lise is limited \0 leasing. the purchaser is allowed to pay the 
usc tax measured by the fair rental value, as defined. 

This bill would provide under that law that a lessor of property that 
is the subject of that exemption. who is a manufhcturer of that 
property. and who leases that property in a specified form. may. in 
lieu of reporting usc tax measured by the rentals payable. elect to pay 
tax measurcd by his or her cost price. as defined. of that property if 
the election is made. as provided. 

(3) The Saks and Usc Tax Law also provides an exemption for 
drugs or medicines administered to animal life as an additive to feed 
or drinking water. the primary purpose of which is the prevention 
and control of disease of food animals. or of nonfood animals which 
arc to be sold in the regular course of business. 

This bill would additionally provide an excmption from those taxes 
for drugs or medicines. the primary purpose of whieh is the 
prevention or control of disease. that arc administered to animal life 
of a kind the products of which ordinarily constitute food for human 
consumption. 

(.t) The Sales and Usc Tax Law also provides an exemption for 
aircraft used as a common carrier, as specified. or sold to any person 
who is not a resident of this state and who will not usc the aircraft in 
this stale. 

This bill would additionally exempt tangible personal property 
purchased 011 or after October I, 1996, Ihal becomes a component 
part of those nireraft as .1 result of the maintenance. repair. overhaul. 
or improvement of an aircraft. in compliance with federal 
requirements. and any charges made for labor and services rendered 
with respect thereto. as provided. 
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(5) The Sales and Use Tax Law also provides an exemption for 
tangible personal property. as defined, purchased for use by a 
qualified person. as defined. primarily in any stage of manufacturing. 
processing. relining. fabricating. or recycling of property. and 
introduced into the process. as specified. 

The Personal Income Tax Law and the Bank and Corporation Tax 
Law allow to qualified taxpayers. as defined. a credit against taxes 
imposed by those laws in an amount equal to 6% of the amount paid 
or incurred during the taxable or income year for qualified property. 
as defined, that is placed in service in this state. Existing law provides 
that qualil1ed property includes tangible personal property for usc by 
a qualified taxpayer. as defined. primarily lor the manufacturing. 
processing. refining. fabricating. or recycling of property. and 
introduced into the process. as specified. 

This bill would define the term "process" for purposes of those 
provisions of sales and use taxes. personal income taxes, and bank and 
corporation taxes relating to the introduction of property into the 
process. and would apply the above sales and usc tax exemption to 
leases of tangible personal property. as specified. 

This bill would also expand the definition of qualified property 
under the Personal Income Tax Law and the Bank and Corporation 
Tax Law to include specified property related to certain activities in 
connection with space vehicles. parts. and satellites or semiconductor 
manufacturing equipment. as specified. The bill would require that. 
in the case of any partnership or S corporation. the qualil1cation for 
the cn:dit shall be determined at the entity level. and the credit 
passed through to the partner or shareholder. The bill would also 
authorize the Franchisc Tax Board to issue specified regulations in 
connection with the credit. 

The Personal Income Tax Law and the Bank and Corporation Tax 
Law permit any qualified taxpayer to carry over any unused portion 
of the above credit for the following 8 taxable or income years and 
permits any small business. as defined. to carry over any unused 
portion of that credit for the following 10 taxable or income years. 

This bill would include any qualified taxpayer engaged in 
biopharrnaceutical activities. as defined. or engaged in biotechnology 
activities. as defined. that has not received federal regulatory 
approval for any product. as specified. within Ihe definition of "sl11all 
business." thereby allowing those qualified taxpayers a longer 
carryover period for the credit 

(6) The Personal Income Tax Law and the Bank and Corporation 
Tax Law authorize a specitied net operating loss deduction against 
the taxes imposed by those laws. including provisions that permit 
those losses to be carried forward 5 taxable or income years, as 
specified. or in the case of a new business. as defined. for an additional 
one to 3 taxable or income years. as specified. 
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( I) Aircraft sold to any person using the aircraft as a common 
carrier of persons or property under authority of the laws of this state. 
of the United States. or of any foreign govemmen!. or sold to any 
foreign govemment for use by that government outside of this state, 
or sold to any person who is not a resident of this state and who will 
not usc that aircraft in this state otherwise than in the removal of the 
aircraft from this slate. 

(2) Tangible personal property that is purchased on or atter 
October I. 1996. and becomes a component part of any aircraft 
described in paragraph (I). as a result of the maintenance. repair. 
overhaul. or improvement of that aircraft in compliance with 
Federal Aviation Administration requirements, and any charges 
made for labor and services rendered with respect to that 
maintenance. repair. overhaul. or improvement 

(b) With respect to aircratt sold on or after JanuaJ)' I. 1997. it shall 
be presumed that a person is not engaged in business as a common 
carrier if the person's yearly gross receipts from the use of the aircraft 
as a common carrier do not exceed 20 percent of the purchase cost 
of the aircraft to him or her. or fifty thousand dollars ($50,000). 
whichever is less. This presumption may be rebutted by contrary 
evidence satisfactory to the board showing that the person is engaged 
in business as a common carrier. 

In no event shall "gross receipts" include compensation by the 
pcrson or related parties for use of the aircraft as a common carrier. 

(c) With respect to aircraft leased. or sold for the purpose of 
leasing. on or after January I. 1997. it shall be presumed that Ihe 
aircraft is not regularly used in the business of transporting for hire 
property or persons if the lessor's yearly gross receipts from the lease 
of that aircraft to persons using the aircraft as common carriers of 
property or persons do not exceed 20 percent of the cost of the 
aircraft to the lessor. or fifty thousand dollars (S50.000). whichever 
is less. This presumption may be rebutted by contrary evidence 
satisfactory to the board showing that the aircraft is regularly used as 
a eommon carrier of property or persons. 

In no event shall "gross receipts" include compensation by the 
lessor or related parties for use oflhe aircraft as a common carrier. 

SEC. 6. Section 6377 of the Revenue and Taxation Code is 
amended 10 read: 

6377. (a) There are exempted from the taxes imposed by this 
part the gross n.'Ceipts from the sale of: and the stomge. use, or olher 
consumption in this state of, any of the following: 

(I) Tangible personal property purchased for use by a qualified 
person to be used primarily in any stage of the manufacturing. 
processing. refining. fabricating. or recycling of property. beginning 
at the point any raw materials arc received by the qualified person 
and introduced into the process and ending at the point at which the 
manufacturing. processing. refining. fabricating. or recycling has 
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allered property 10 its completed form. including packaging. if 
required. 

(2) Tangible personal property purchased lor use by a qualified 
person to be used primarily in research and development. 

(3) Tangible personal property purchased for use by a qualified 
person to be used primarily to maintain. repair, measure. or lest any 
property described in paragraph (I) or (2). 

(-t) Tangible personal property purchased for usc by a contractor 
purchasing that property either as an agent of a qualified person or 
for the contractor's own account and subsequent resale to a qualified 
person for use in the performance of a construction contract tor the 
qualified person who will use the tangible personal property as an 
integral part of the manufacturing. processing. refining. fabricating. 
or recycling process. or as a research or storage facility for usc in 
connection with the manufacturing process. 

This exemption shall not apply to any tangible personal property 
that is used primarily in administration. general management. or 
marketing. 

(b) For purposes of this section: 
(1) "Fabricating" means to make, build. create, produce. or 

assemble components or property to work in a new or dillcrenl 
manner. 

(2) "~1anllfacturing" means the activity of converting or 
conditioning property by changing the fOOll. composition. quality. or 
character of the property for ultimate sale at retail or usc in the 
manufacturing of a product to be ultimately sold at retail. 
Manufacturing includes any improvements to tangible personal 
property that result in a greater service life or greater functionality 
Ihan thai of the original property. 

(3) "Primarily" means tangible personal property used 50 percent 
or more of the lime in an activit\' described in subdivision (a). 

(4) "Process" means the 'period beginning at the point at whieh 
any raw materials arc received by the qualified taxpayer and 
introduced into the manufacturing. processing. refining. fabricating. 
or recycling activity of the qualified taxpayer and ending at the point 
at which the manufacturing. processing. refining. fabricating. or 
recycling activity of the qualified taxpayer has altered tangible 
personal property to its completed foml, including packaging. if 
required. Raw materials shall be considered to have been introduced 
into the process when the raw materials arc stored on Ihe same 
premises where the qualified taxpayer's manufacturing. processing. 
relining, or recycling activity is conducted. Raw materials that are 
stored on premises other than where the qualified taxpayer's 
manufacturing. processing, relining. fabricating. or recycling activity 
is conducted. shall not be considered to have been introduced into 
the manufacturing, processing, refining. fabricating. or recycling 
process. 
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(5) "Processing"' means the physical application of the materials 
and labor necessary to modify or change the characteristics of 
property. 

(6) "Qualified person" means any person that is both of the 
following: 

(A) A new trade or business. In determining whether a trade or 
business activity qualifies as a new trade or business, the following 
rules shall apply: 

0) In any case where II person purchllses or otherwise acquires all 
or llny portion of the assets of an existing trade or business 
(irrespective of the lornl of entity) that is doing business in this state 
(within the meaning of Section 2310 I ). the trade or business 
thereafter conducted by that person (or any related person) shall not 
be treated as a new business if the aggregate fair market value of the 
acquired assets (including. real. personal. tangible. and intangible 
property) used by that person (or any related person) in the conduct 
of his or her trade or business exceed 20 percent of the aggregate lair 
market value of the total assets of the trade or business being 
conducted by the person (or any related person). For purposes of this 
subparagraph only. the following rules shall apply: 

(I) The detennination of the relative fair market values of the 
acquired assets and the total assets shall be made as of the last day of 
the month following the quarterly period in which the person (or any 
related person) first uses any of the acquired trade or business assets 
in his or her business activity. 

(II) Any acquired assets that constituted property described in 
Section 1221 (I) of the Internal Revenue Code in the hands of the 
transferor shall not be treated as assets acquired from an existing 
trade or business. unless those assets also constitute property 
described in Section 1221 ( I) of the internal Revenue Code in the 
hands of the acquiring person (or related person). 

(ii) In any case where a person (or ,my related person) is engaged 
in one or more trade or business activities in this state. or has been 
engaged in one or more trade or business activities in this state within 
the preceding 36 months ("prior trade or business activity"). and 
thereafter commences an additional trade or business activity in this 
state. the additional trade or business activity shall only be treated as 
a new business if the additional trade or business activity is classified 
under a different division of the Standard Industrial Classification 
Manual published by the United States Office of Management and 
Budget. 1987 edition, than arc any of the person's (or any related 
person's) curren! or prior trade or business activities in this state. 

(iii) In any case where a person. including all rchlted persons. is 
engaged in trade or business activities wholly outside of this state and 
that person first commences doing business in this state (within the 
meaning of Section 23101) after December 31. 1993 {other than by 
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purchase or other acqll!slIlon described in clause (i». the trade or 
business activity shall be treated as a new business. 

(iv) In anv case where the legal form under which a trade or 
business aCli~ity is being conducl~d is changed. the change in fonn 
shall be disregarded and the determination of whether the trade or 
business activity is a new business shall be made by treating the 
person as having purchased or otherwise acquired all or any portion 
of the assels of an existing trade or business under the rules of clause 
( i). 

(v) "Related person" meilllS any person that is related to thai 
person under either Section 267 or 318 of the Internal Revenue Code. 

(vi) .. Acquire" includes any gift. inheritance, transfer incident to 
divorce. or any other transfer. whether or not for consideration. 

(£3) Engaged in those lines of business described in Codes 2011 to 
3999. inclusive. of the Standard Industrial Classification t-.lanual 
publisht:d by the United States Ollice of Management and Budge!. 
1987 edition. 

(7) Notwithstanding paragraph (6). "qualified person" shall not 
includt: any person who has conducted business activities in a new 
trade or business for three or more years. 

(8) "Refining" means the process of converting a natural resource 
to an intermediate or finished product. 

(9) "Research and development" means those actiVities that arc 
described in Section 174 of the Internal Revenue Code or in any 
regulations thert:lll1dcr. 

(10) "Tangible personal property" docs not include any of the 
following: 

(A) Consumables with a nomml useful life of less than one year. 
except as provided in subparagraph (E) of paragraph (10). 

(B) Fumiture. inventory. equipment used in the extraction 
process. or equipment used to store finished products that have 
completed the manufacturing process. 

(C) Any property lor which a credit is c1aimcd undcr either 
Section I 7053A9 or 236 .. 9. 

(II) "Tangible personal property" ineludes. but is not limited to, 
al! of the following: 

(A) Machinery-and equipment, including component parts and 
contrivances slleh as belts. shafts. moving parts. and operating 
structures. 

(B) All equipment or devices used or required to operate. control, 
regulate. or maintain the machinery. including. without limitation. 
computers. data processing equipment. and computer software. 
togethcr with all repair and replacement parts with a useful life of 
one or more years therefor. whether purchased separately or in 
conjunction with a complete machine and regardless of whether the 
machine or component parts are assembled by the taxpayer or 
another party. 
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(e) Property lIsed in pollution control that meets or exceed 
standards established by this state or any local or regional 
governmental agency within this state. 

(D) Special purpose buildings and foundations used as an integral 
part of the manufacturing, processing. refining. or fabricating 
process. or that constitute a research or storage facility used during 
the manufacturing process. Buildings used solely for warehousing 
purposes after completion of the manufacturing process are not 
included. 

(E) Fuels used or consumed in the manufacturing proeess. 
(F) Property used in recycling. 
(c) No exemption shall be allowed under this section unless the 

purchaser furnishes the retailer with an e.xemption certificate, 
completed in accordance with any instructions or regulations as the 
board may prescribe. and the retailer subsequcntly furnishes the 
board with a copy of the exemption certificate. The exemption 
certificate shall contain the sales price of the machinery or 
equipment that is exempt pursuant to subdivision (a). 

(d) Notwithstanding any provision of the Bradley-Bums Uniform 
Local Sales and Use Tax Law (Part 1.5 (commencing with Section 
7200» or the Transactions and Use Tax Law (Part 1.6 (commencing 
with Section 72S I». the exemption established by this section shall 
not apply with respect to any tax levied by a county. city. or district 
pursuant to. or in accordance with. either of those laws. 

(e) (I) Notwithstanding subdivision (a), the exemption provided 
by this section shall not apply to any sale or use of property which. 
within one year from the date of purchase. is either removed from 
ealifomia or converted from an exempt use under subdivision (a) to 
some other use not qualifying for the exemption. 

(2) Notwithstanding subdivision (a). on or aller January L 1995. 
the exemption established by this section shall nol apply with respect 
to any tax levied pursuant to Sections 6051.2 and 6201.2. or pursuant 
\0 Seclion 35 of Article XIII of tile ealifomia Constitution. 

(f) I f a purchaser certifies in writing to the seller Ihat the property 
purchased without payment of the tax will be used in a manner 
entitling the seller to regard the gross receipts from the sale as 
exempt from the sales lax. and within one year from the dale of 
purchase, the purchaser ( I ) removes that property outside 
ealifomia. (2) converts that property for use in a manner not 
qualifying for the exemption. or (3) uses that property in a manner 
not qualifying for the exemption. the purchaser shall be liable for 
payment of sales tax. with applicable interest. as if the purchaser were 
a retailer making a retail sale of the property at the time the property 
is so removed, converted. or used. and the sales price of the property 
to the purchaser shall be deemed the gross receipts Irom that retail 
sale. 
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(g) (I) This st!ction shall remain in effect until tht! date specified 
in paragraph (2). on which date this section shall cease to be 
operative. and as of that date is repealed. 

(2) (A) This section shall cease to be operative on January I. 200 I. 
or on January I of the earliest year thert!after, jf the total employment 
in this state. as determined by the Employment Development 
Department on the preceding January I. does not exceed by 100,000 
jobs the total employment in this state on January I. I99..J. The 
department shall report annually to the Legislature with respect to 
the determination required by the preceding sentence. 

(B) For purposes of this paragraph. "Iotal employment" means 
the total employment in the manufacturing sector. excluding 
employment in the aerospace sector. 

(h) This section applies to leases of tangible personal property 
classified as "continuing sales" and "continuing purchases" in 
accordance with Sections 6006.1 and 6010.1. The exemption 
established by this section shall apply to the rentals payable pursuant 
to such a lease. provided the lessee is a qualified person and the 
property is used in an activity described in subdivision (a). Rentals 
which meet the foregoing rcquiremcnts arc eligible for the 
exemption for a period of six years from the date of commencement 
of the lease. At the close of the six-year period from the date of 
commenCCll1el1! of the lease. lease receipts arc subject to tax without 
exemption. 

SEC 6.1. Section 17052.8 is added to the Revenue and Taxation 
Code. to read: 

17052.8. For each taxable year beginning on or after January I. 
1996. there shall be allowed as a credit against the "net lax" (as 
defined oy Section 170:;9) an amount deternlined as follows: 

(a) (I) (A) The amount of the credit shall be equal to one-third 
of the federal credit computed in accordance with Section 43 of thc 
Internal Rcvenue Code. 

(B) If a taxpayer elects. under Section 43(e) of the Internal 
Revenue Code. not to apply Section 43 for federal tax purposes. this 
election is binding and irrevocable for state purposes. and for 
purposes of subparagraph (A). the federal credit shall be zero. 

(2) "Qualified enhanced oil recovery project" shall include only 
projects located within California. 

(3) The credit allowed under this subdivision shall not be allowed 
to any taxpayer for whom a depletion allowance is not pernlilted to 
be computed under Section 613 of the Internal Revenue Code by 
reason of paragraphs (2). (3). or (4) of subsection (d) of Section 613A 
oflhe Internal Revenue Code. 

(b) Section ..J3(d) of the Internal Revcnue Code shall apply. 
(c) In the case where the credit allowed by this section exceeds 

the "nel tax," the exccss may be carried over 10 reduce the "net lax" 
for the succeeding 15 years. 

9!l 



State of California 	 Board of Equalization 

Memorandum 

To 	 Ms. Cynthia Bridges Date: April 3, 2014 
Executive Director, MIC:73 

From 	 Randy Ferris, Chief Counsel 
Legal Department, MIC:83 

SUbject: 	Board Meeting, April 22-23, 2014 
Item J - Chief Counsel's Rulemaking Calendar 
Regulation 1525.2, Manufacturing Equipment 
Regulation 1525.3, Manufacturing Equipment Leases ofTangible Personal Property 

We request your approval to place the proposed repeal of Sales and Use Tax Regulations 
1525.2, Manufacturing Equipment, and 1525.3, Manufacturing Equipment - Leases of 
Tangible Personal Property, on the Chief Counsel's Rulemaking Calendar for the April 22­
23, 2014, Board meeting. Regulation 1525.2 implements, interprets, and makes specific the 
provisions of Revenue and Taxation Code section (section) 6377. Regulation 1525.3 further 
prescribes the application of section 6377 to lease transactions. Section 6377 was added by 
Statutes 1993, chapter 881 (Sen. Bill No. 671) and provided a partial exemption from sales 
and use tax for certain property purchased by a qualified person to be used primarily in 
specified activities, including manufacturing, as described in the regulations, until it was 
repealed by its own terms, effective January 1,2004. 

We will request the Board's authorization to repeal Regulations 1525.2 and 1525.3 under 
California Code of Regulations, title 1, section (Rule) 100, without the normal notice and 
public hearing process. The repeal of the regulations is appropriate for processing under 
Rule 100 because the statutory basis for the regulations, section 6377, has been repealed. 

Attached are strikeout versions of Regulations 1525.2 and 1525.3 illustrating the repeal of 
the regulations, including appendices A and B to Regulation 1525.2. 

If you have any questions regarding this request, please let me know or contact Mr. Bradley 
Heller at 323-3091. 

Recommendation by: 	 Approved: 

Ctynt ia Bridge~~~xecutive D' e tor 
f 

STATE BOARD OF EQUALIZATION 

BOARD APPROVED 

At the 

Item J1 
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Proposed repeal of Regulation 1525.2 April 2014 

Regulation 1525.2 MANUFACTURING EQUIPMENT 

RefeFeRGe: SeGtieR 6377, ReveR~e aRG TalIatieR CeGe. 

(a) PARTIAl EXEMPTION FOR PROPERTY PURCHASED FOR USE IN THE MANUFACTURING PROCESS. 
Sestion 6377 of the Revenl:Je ana Taxation Coae proviaes a partial exemption from sales ana I:Jse tax for sertain 

properties aessribea in this regl:Jlation. 

For the perioa sommensing on danl:Jary 1, 1994, ana enaing on Desember 31, 1994, the partial exemption applies to 
the taxes imposea by the state (6%), bl:Jt aoes not apply to the taxes imposea by sOl:Jnties, sities, ana aistrists 
pl:Jrsl:Jant to the Braaley Bl:Jrns Uniform Losal Sales ana Use Tax La ..... (Rev. & Tax. Coae §§ 7200, et seq.) or the 
Transastions ana Use Tax Law (Re'.'. &Tax. Coae §§ 7251, et seq.). 

For the perioa sommensing on danl:Jary 1, 1995. ana enaing on Desember 31, :2000, the partial exemption applies to 
the taxes imposea by sestions 6051, 6051.3, 6201, ana 6201.3 of the Revenl:Je ana Taxation Coae (5%), bl:Jt aoes 

not apply to the taxes imposea pl:Jrsl:Jant to sestions 6051.2 ana 6201.2 of the Revenl:Je ana Taxation Coae, the 
Braaley Bl:Jrns Uniform Losal Sales ana Use Tax La'...., the Transastions ana Use Tax Law, or sestion 35 of artisle XIII 
of the California ConstiMion. 

For the perioa sommensing on danl:Jary 1, 2001, ana enaing on Desember 31, 2001, the partial exemption applies to 

the taxes imposea by sestions 6051 ana 6201 of the Revenl:Je ana Taxation Coae (4.75%), bl:Jt aoes not apply to the 
taxes imposea pl:Jrsl:Jant to sestions 6051.2 ana 6201.2 of the Revenl:Je ana Taxation Coae, the Braaley Bl:Jrns 
Uniform Losal Sales ana Use Tax Law, the Transastions ana Use Tax La' ...., or sestion 35 of artisle XIII of the 
California ConstiMion. 

For the perioa sommensing on danl:JaF)' 1, 2002, ana enaing on Desember 31, 2003. the partial exemption applies to 
the taxes imposea by sestions 6051, 6051.3, 6201, ana 6201.3 of the Revenl:Je ana Taxation Coae (5%), bl:Jt aoes 

not apply to the taxes imposea pl:Jrsl:Jant to sestions 6051.2 ana 6201.2 of the Revenl:Je ana Taxation Coae, the 
Braaley Bl:Jrns Uniform Losal Sales ana Use Tax Law, the Transastions ana Use Tax Law, or sestion 35 of artisle XI+J. 
of the California ConstiMion. 

Pl:Jrsl:Jant to the provisions of the Revenl:Je ana Taxation Coae sestion 6377(g), the partial exemption from tax on the 

sale ana I:Jse of property I:Jsea in manl:Jfastl:Jring ana relatea astivities as aessribea in this regl:Jlation expirea on 
Desember 31, 2003. 

Sl:Jbjest to the limitations set forth above, this partial exemption applies to gross reseipts from the sale, storage, I:Jse, 
or other sonsl:Jmption in this state of the following items: 

(1) Tangible personal property pl:Jrshasea for I:Jse by a ql:Jalifiea person to be I:Jsea primarily in any stage of the 
manl:Jfastl:Jring, prosessing, refining, fabrisating, or recysling of property, beginning at the point that raw materials are 
reseivea by the ql:Jalifiea person ana introsl:Jses into the prosess ana ensing at the point at whish the property has 
been alteroa to its sompletea form, insll:Jaing paskaging, if reql:Jirea. For pl:Jrposes of this regl:Jlation: 

(A) Raw materials will be sonsiaerea to have been introalolsea iRto the prosess ' ....hen the raw materials are 

storea on the same premises where the ql:Jalifiea person's manl:Jfastl:Jring astivities are sonal:Jstea. Raw materials 
that are storea on premises other than ' ....here the ql:Jalifiea person's manI:JfastI:Jrin9 astivities are sonal:Jstea, however, 
will not be sonsiaerea to have been introal:Jsea into the prosess for pl:Jrposes of this regl:Jlation. 

(8) For pl:Jrposes of this regl:JlatioR, the term "paskaging" insll:Jaes only that paskaging nesessary to prepare 
the 900as for aelivery to ana plasement in the ql:Jalifiea person's finishea gooas inventory, or to prepare the 900as so 

that they are sl:Jitable for aeli' ..ery to ana plasement in finishea gooas inventory. Any aaaitional paskaging, sl:Jsh as 
that paskaging nesessaF)' to sonsoliaate the gooas prior to shipping or to protest them al:JFing transportation, shall not 
be oonsiaerea to be "paskaging" for pl:Jrposes of this regl:Jlation. 

(2) Tan9ible personal property pl:Jrshasea for I:Jse by a ql:Jalifiea person to be I:Jsea primarily in researsh ana 
aevelopment as aefinea in sl:JbGi...ision (s)(8). 

(3) Tangible personal property pl:Jrshasea for I:Jse by a ql:Jalifiea person to be I:Jsea primarily to maintain, repair, 
measl:Jre, or test any property aessribea in sl:JbGi...ision (a)(1) or (a)(2). 



Regulation 1525.2 (Continued) 

bl:lsiness activities. In determining whether or not a person is ql:lalified within the meaning of this sl:lbdivision, the 
following wles apply: 

1. The term "trade or bl:lsiness activities" does not mean the mere formation or organization of a 
corporation or other bl:lsiness entity that is intended to condl:lct a trade or bl:lsiness. Instead, a corporation or 
bl:lsiness entity first condl:lcts activities when it first starts or commences the trade or bl:lsiness for which it was 
organized. The acql:lisition of operating assets that are necessary to the type of bl:lsiness contemplated, however, 
will constitl:lte commencing activities. The term "operating assets" as l:lsed in this sl:lbdivision means assets that are 
in a state of readiness to be placed in service within a reasonable time period following their acql:lisition. 

2. Not>....ithstanding any other provision of this sl:lbdivision, a person will not be considered to have first 
commenced activities in a new trade or bl:lsiness in this state on or after Janl:lary 1, 1994, if, at any time within the 36 
months preceding that date, that person, or any related person, was reql:lired to have secl:lred a seller's permit l:lnder 
section 6066 of the Revenl:le and Taxation Code for that trade or bl:lsiness, or any other trade or bl:lsiness classified 
l:lnder the same division of the Standard Indl:lstrial Classification Manl:lal pl:lblished by the United States Office of 
Management and Bl:ldget, 1987 edition (the "Manl:lal"). For pl:lrposes of this regl:llation, the term "division" means a 
division as that term is l:lsed in the Manl:lal. 

3. A trade or bl:lsiness is not a new trade or bl:lsiness in this state if, within the 36 months preceding 
the date that acti'/ities '....ere first commenced in that trade or bl:lsiness in this state, either the person claiming the 
partial exemption, or any related person, had condl:lcted any activities in this state in any trade or bl:lsiness classified 
l:lnder the same division of the Manl:lal as that trade or bl:lsiness. 

4. VVhere a person, or any related person, is engaged in one or more trade or bl:lsiness acti'/ities in 
this state, or has been engaged in one or more trade or bl:lsiness activities in this state within the preceding 36 
months (a "prior trade or bl:lsiness activity"), and thereafter commences an additional trade or bl:lsiness acti'Jity in this 
state, the additional trade or bl:lsiness activity shall only be treated as a new trade or bl:lsiness if the additional trade 
or bl:lsiness acti'/ity is classified l:lnder a different division of the Manl:lal than are any of the person's (or any related 
person's) Cl:lHent or prior trade or bl:lsiness activities in this state within the preceding 36 months. 

5. Where a person, incll:lding all related persons, is engaged in trade or bl:lsiness acti'Jities '....holly 
ol:ltside of this state and that person first commences doing bl:lsiness in this state (within the meaning of section 
23101 of the Revenl:le and Taxation Code) after December 31, 1993 (other than by pl:lrchase or other acql:lisition 
described in sl:lbdivision (c)(6)(A)6.}, the newly commenced trade or bl:lsiness activity in this state shall be treated as 
a new trade or bl:lsiness for pl:lrposes of this sl:lbdivision. 

6. On or after Janl:lary 1, 1995, notwithstanding anything else set forth in this sl:lbdivision, in any case 
where a person pl:lrchases or otherwise acql:lires all or any portion of the assets of an existing trade or bl:lsiness 
(irrespective of the form of the entiM that is doing bl:lsiness in this state ('....ithin the meaning of section 23101 of the 
Re\'enl:le and Taxation Code), the trade or bl:lsiness thereafter condl:lcted by that person (or any related person) shall 
not be treated as a new trade or bl:lsiness if the aggregate fair market vall:le of the acql:lired assets (incll:lding real, 
personal, tangible, and intangible property) l:lsed by that person (or any related person) in the condl:lct of his or her 
trade or bl:lsiness exceeds 20 percent of the aggregate fair market vall:le of the total assets of the person (or any 
related person) being l:lsed in the same trade or bl:lsiness both within and withol:lt this state. For pl:lrposes of this 
sl:lbdivision only: 

a. The determination of the relative fair market 'Iall:les of the acql:lired assets and the total assets 
shall be made as of the last day of the month follO'.\'ing the ql:larterly period in which the person (or any related 
person) first l:lses any of the acql:lired trade or bl:lsiness assets in his or her bl:lsiness acti'/ity. 

b. Any acql:lired assets that constitl:lte property described in section 1221 (a)(1) of the Internal 
Revenl:le Code in the hands of the transferor shall not be treated as assets acql:lired from an existing trade or 
bl:lsiness, l:lnless those assets alse constitl:lte property described in section 1221 (a)(1) ef the Internal Re'Jenl:le Cede 
in the hands of the acql:liring persen (er any related persen). 

c. The trade or bl:lsiness condl:lcted in this state by the acql:liring persen after the asset 
acql:lisition date shall be considered to be the same as an Ol:lt ef state trade or bl:lsiness cendl:lcted or pre'Jiol:lsly 
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Regulation 1525.2 (Continued) 

1. For purposes of classifying a line or lines of business, the economic unit shall be the 
"establishment" and the classification of the line or lines of business will be based on the establishment's single most 
predominant acti'lity based upon value of production. The term "establishment" means an economic unit, generally at 
a single physical location, where business is conducted or where ser:vices or manufacturing or other industrial 
operations are performed. The follo' ....ing will generally constitute an "establishment": a factory, mill, store, hotel, 
mO'lie theater, mine, farm, ranch, bank, railroad depot, airline terminal, sales office, warehouse, or central 
administrati'le office. 

2. For purposes of determining the "establishment" or "establishments" of a trade or business: 

a. Where distinct and separate economic acti'lities are performed at a single physical location, 
such as construction acti'lities operated out of the same physical location as a lumber yard, each acti\'ity should be 
treated as a separate establishment where: (i) no one industry description in the classification includes such 
combined acti\'ities; (ii) the employment in each such economic acti'lity is significant; and (iii) separate reports are 
prepared on the number of employees, their wages and salaries, sales or receipts, property and equipment, and 
other types of financial data, such as financial statements, job costing, and profit center accounting. For purposes of 
this paragraph, '....hether or not employment in an economic acti'lity is significant shall be based upon all of the facts 
and circumstances. Ne'lertheless, employment in an economic acti ...ity will be considered to be "significant" for 
purposes of this paragraph ' ....hene...er more than 25 percent of the tax:payer's total number of employees at a single 
physical location, or more than 25 percent of the tax:payer's total dollar value of payroll at a single physical location, is 
attributable to the economic acth..ity being tested for separate establishment status. 

b. An establishment is not necessarily identical with the enterprise or company which may consist 
of one or more establishments. Also, an establishment is to be distinguished from subunits of the establishment such 
as departments. 

c. VVhere a person conducts business at more than one establishment within the meaning of this 
subdivision, then that person shall be considered to be a "qualified person" for purposes of this regulation only as to 
those purchases that are intended to be used and are actually used in those lines of business that are described in 
Codes 2011 to 3999, inclusi\'e, of the Standard Industrial Classification Manual published by the United States Office 
of Management and Budget, 1987 edition. 

(7) "Refining" means the process of con,,,€rting a natural resource to an intermediate or finished product. 

(8) "Research and development" means those activities that are described in section 174 of the Internal 
Revenue Code or in any regulations thereunder. 

(9) "Tangible personal property" does not include any of the follo' ....ing: 

(A) Real property, including tangible personal property to be incorporated into an improvement to real 
property, 8*cept for "special purpose buildings and foundations" as defined in subdi...ision (0)(10)(D) and conveyance 
systems and assembly lines as provided in subdivisionJc)(10)(A). 

(8) Consumables '....ith a normal useful life of less than one year, ex:cept as provided in subdivision 
(c)(1Oj(E). For purposes of this regulation, it shall be presumed tangible personal property that the qualified person 
treats as having a normal useful life of less than one year for state income or franchise tax: purposes is tangible 
personal property ' ....ith a normal useful life of less than one year. This presumption may be rebutted by e...idence 
satisfactory to the Board. 

(C) Furniture, in\'entory, equipment used in the ex:traction process, equipment used to store raw materials 
that have not yet entered or commenced the manufacturing process, or equipment used to store finished products 
that have completed the manufacturing process. The ex:traction process includes such se'lerance acti ...ities as 
mining, oil and gas ex:traction. 

(D) Any property for ' ....hich a credit is claimed under either section 17053.49 or 23649 of the Revenue and 
Tax:ation Code. 

(10) "Tangible personal property" includes but is not limited to the following: 
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Regulation 1525.2 (Continued) 

(F) Property used in recycling. 

(11) "Standard Industrial Classification" means a Standard Industrial Classification in the Standard Industrial 
Classification Manual published by the United States Office of Management and Budget, 1987 edition. 

(0) THREE YEAR liMITATION. Notwithstanding any other pro ...ision of this regulation, once a person has 
conducted business acti ...ities in a new trade or business for three or more years, that person will no longer be 
considered to be in a "new trade or business," nor "qualified" for this partial exemption. 

(0) TAXES AS TO WHICH THE PARTIl>,l EXEMPTION DOES NOT APPLY. This partial 9l<emption does not apply 
to any tax le ...ied by a count)', city, or district pursuant to, or in accordance with, either the Bradley Burns Uniform 
Local Sales and Use Tax Law (Re .... 8. Tax. Code §§ 7200 et seq.) or the Transactions and Use Tax La....• (Re .... 8. Tax 
Code §§ 7251 et seq.). 

On or after January 1, 1995, this partial exemption shall not apply to any tax le'.'ied pursuant to section 6051.2 and 
6201.2 of the Re'/enue and Taxation Code, or pursuant to section 35 of article XIII of the California Constitution. 

(f) EXEMPTION CERTIFICATES. Except as otherwise set forth in subdi'/ision (f)(3) , to claim the partial exemption 
pro"'ided by this regulation, a person must be both pre qualified by the Board and either registered to hold a seller's 
permit or maintain a consumer use tax account. Exemption cortificates issued to qualified persons will contain a 
control number and expiration date for ...erifying a person's status as a qualified person. An exemption cortificate is 
not "'alid if it has not been issued by the Board or if it is accepted after the expiration date on the certificate. Qualified 
persons who ha ...e been pre qualified may reproduce the issued certificates as needed for their qualifying purchases. 

The exemption certificates issued by the Board will be in substantially the same form as they appear in Appendices A 
and B of this regulation. Qualified persons who purchase or lease tangible personal property from an in state retailer 
or an out of state retailer obligated to collect the use tax must pro ...ide the retailer with a manufacturer's exemption 
certificate in order to claim the partial exemption. The manufacturer's use tax declaration must be completed by a 
qualified person to claim a partial exemption from use tax on purchases of tangible personal property from an out of 
state retailer not obligated to collect the use tax. 

Solely for the purposes of this regulation, it is presumed that a seller accepts a manufacturer's exemption certificate 
from a prequalified purchaser in good faith in the absenco of e...idence to the contrary. A retailer's direct kno'IAedge 
that the purchaser is not purchasing tangible personal property for use in a manufacturing acti ...ity, that the purchaser 
intends the tangible personal property for his or her own use, or that the tangible personal property does not ha...e a 
normal useful lifo of one year or more constitutes e ...idence to the contrary. A purchaser pro ...iding a manufacturer's 
exemption certificate accepted in good faith by the seller for tangible personal property that does not qualify for this 
9l<emption is liable for the payment of tax as set forth in subdi...ision (h). 

(1) MANUFACTURER'S EXEMPTION CERTIFICATES. 

(A) In GeneFaI. Except as otherwise pro ...ided in subdi'.·isions (f)(1)(B) or (f)(3) of this regulation, or in 
section 6902.2 of the Re...enue and Taxation Code, a partial exemption from sales or I:lse tax shall not be allo'....ed 
~ 

1. The qualified person furnishes the retailer with a manufacturer's exemption certificate no later than 
60 days after the date of the purchase; and 

2. The retailer timely files a sales and use tax return claiming the partial exemption and, together with 
that timely return, pro ...ides the Board with a copy of the manufacturer's exemption certificate. 

(8) EXGlusions. Except as provided in subdi...ision (f)(1)(C) below, retailers claiming the partial exemption 
in timely filed returns will not be required to furnish the Board with copies of manufacturer's exemption certificates for 
sales or leases of tangible personal property made by a retailer at any single physical location to a single qualified 
purchaser that do not exceed an aggregate total of $25,000 during a single calendar quarter. Regardless of the total 
quarterly sales per purchaser, however, when necessary for the efficient administration of the sales and use tax law, 
the Board may, on 30 days' written notice, require a retailer to commence furnishing the Board with copies of all 
certificates on a quarterly basis pursuant to subdivision (f)(1 )(A)2. 
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Regulation 1525.2 (Continued) 

(h) PURCHASER'S llA81llTY ~OR THE PAYMENT OF SALES TAX. If a purchaser submits a copy of a 
manufacturer's exemption certificate to the seller, and then within one year from the later of the date of purchase of 
the property or the date that the property was first placed into service by the purchaser in an exempt use, the 
purchaser either (i) removes that property from this state, (ii) con'/erts that property from an exempt use under this 
regulation to some other use not qualifying for the partial exemption, or (iii) uses that property in a manner not 
qualifying for the partial exemption under this regulation, then, in that event, the purchaser shall be liable for payment 
of sales tax, with applicable interest, to the same extent as if the purchaser were a retailer making a retail sale of the 
property at the time the property was so removed, converted, or used; and the sales price of the property to the 
purchaser shall be deemed to be the gross receipts from that retail sale. For purposes of this subdivision, property is 
converted to a use not qualifying for the partial exemption if, without limitation, the property, or any interest in the 
property, or possession or control of the property, is either directly or indirectly sold, transforred, leased, or aSSigned 
to a person who is not a qualified person on the date the property is sold, transforred, leased, or assigned to such 
nonqualified person. 

(i) lEASES TO QUAll~YING PiRSONS. 

(1) LEPoSES IN GENERAL Subject to all the limitations and conditions set forth in this regulation and 
regulation 1525.3, this partial exemption may apply to rental receipts paid by a qualified person ',\lith respect to a 
lease of tangible personal property to the qualified person, ',\Ihich tangible personal property is used as set forth in 
subdivisions (a)(1), (a)(2) , (a)(3), or (a)(4) of this regulation. 

(2) LEASES ACQUISITION SALE AND LEASEBACK. A person will be regarded as having paid sales tax 
reimbursement or use tax with respect to that person's purchase of property, within the meaning of those words as 
they are used in section 6010.65 of the Re"'enue and Taxation Code, if the person has paid all applicable taxes with 
respect to the acquisition of the property, not\·.·ithstanding the fact that the sale and purchase of the property may 
have been subject to the partial exemption from tax provided by this regulation. 

(3) SUBSEQUENT LEASE OF PROPERTY ACQUIRED SUBJECT TO PARTIAL EXEMPTION. If a person has 
acquired property subject to the partial exemption provided by this regulation and has paid all applicable taxes at that 
acquisition, the property will be regarded as property as to which sales tax reimbursement or use tax has been paid, 
and the subsequent lease of that property 'IAII not ae subject to tax measured ay rental receipts. 

0) OPERATIVE DATE. Except as expressly set forth otherwise in suMivisions (0) (6)(A)6. and (e) of this regulation, 
this regulation is operati'/e as of January 1, 1994. All pro,,'isions of this regulation cease to be operative as of 
January 1, 2004, as provided ay Revenue and Taxation Code section 6377(g). Retailers and qualified persons may 
not aooept or claim any Section 6377 Manufacturer's Exemption Certificates for a sale or a use made after 
Decemaer 31,2003. 
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SECTION 6377 MANUFACTURER'S USE TAX DECLARATION STAT~ OF CAbiFORNIJI. 
BOA~D OF EQUAliZATION 

PLEASE NOTE 
nis is a paRial e)(emptioR from sales aRG use ta)(es at the rate of 5% effective JaRuary 1, 2002, 4,75% from C8F1ifi~ 

JaRuary 1, 2001 to DeGemger 31 , 2001 , aRG 5% from JaRuary 1, 1995 to DeGemger 31 , 2000, Vou aR! Rot 

R!lie'/eG from your 091i!latioRs far the 10Gai aRG Gistrict taJEes OR this traRsactioR, The eJEemptioR is speGifiG to Valid PeFieG SegiAe: 

this traRsactioR oRly aRG may ROt ge GElRstrUeG to e)(empt other traRsactioRs, GeRerally, the paRial eJEemptioR 

....'iII ROt ge alioweG uRless this seRiflsate is issueG withiR eO Gays after the Gate ot purGhase aRG the R!tailer , 'J.alid P8AeG ~I"i 

Glaims the eJEemptioR OR a timely fileG R!turR, VoiG after e)(piratioR Gate, Retailers aRG l1ualifleG persoRs may ! 

ROt aGGept or Glaim aRY SectioR 13377 MaRufacturer's ~)(emptioR CeRifiGates for sales maGe after DeGemger t" f!r~S;a88~8e18lfi18'lI\lt.~·teI8f.F-MI_8N1,aI88......) 

31 , 2003, QlI86tloR6 regaF91Rg tt:'ii6 GeFtifisate sl=l91119 be GiFeGte9 t9; (IRseFt G9RtaG! IRWFFRatieR) , 


~--:-:----' 
I hereby certify that the taR!:!ible ~eF6oRal ~ro~erty described below that is s!:lbjest to !:Ise tax was ~!:Irchased or is beiR!:! leased from: 
(eRter sellersJlessors Rame aRG aGGR!ss) 

S~LL~R'S NAME 

SELL~R'S ADDR~SS (Streel, City, State, li~ CaSe) 

aRd '....iII be !:Ised by me ~rimarily (~Iease check ORe) 

e 1. fer maR!:Ifast!:lriRg, ~rocessiR!:!, refiRiRg , fabricatiRg , or recycliRg, or 
e 2. fer research and de'Jelo~meRt asti'Jities as described iR IRtemal ~e'JeR!:Ie Cede SeGtieR ~' 
e a. te maiRtain, re~air, meaS!:lFe, eF test aRY ~ro~erty being !:Ised fer (1) er (2) abe'Je, atFRyfa&llllylesated 

at (eAter facility's address): " ' 
(Slfeet, City, State, li~ CaSe 

SALES INVOICE SAbES S.A.LES PRIC~J
DESCRIPT'O~ OF PROPiiRTV flYRCt<'.ASfD OR l e.-iiJig·NUM8ER INVOICE RENTJI.LS P,A.¥.A.8LE

" 0A+e 

, 

'" ','\. \ 
.~ \ , 

'\ . "-, c, 

''\.. ~ \\ 
\ " \ \'\ 

," 

; . 
I URGerstaRG that if all. ,RlIIIRr ill, wiUliA 9". veer "'8M .... _Ie rIA pll~a6e or lease, removeG from CalifoFRia or GOR'/eReG for use or other....ise useG 

SIGW\TURE PERMIT NUM8ER 

- NOT V"UQ UNUiitS COMPbiTiQ SV TIo4i; CAl.IFORNIA it:):,,:):&; aO,t.,RQ OF IiQUAbIV.l'ION 

'At. faA_AI 11".1_ .,.. lleeR MIl........ • .. ".Ii_ ,ereaR·"a tI.. 8IAIfi_ ......... ,,,,..eII..... teRI." ,ereaRII 'RI"~ woIlllIe "'H 
iR I "'IRR.r .AlilliRI ...emli8 .... _",,&IIIR ,FeYI"." IR SeatlaR &1+7 at .... ReoJeRwe .R" TIWI&i8R ~... 

GIG ~0QIii 

*" WHEN COMPLET~D AND SIGNED, THIS FORM MAY 8E REPRODUCED FOR USE 8Y THE QUJI.blFIIiiD PERSON LISTED A80VE 
Appendix B 

11 



Proposed repeal of Regulation 1525.3 	 April 2014 

RegulatioR 1626.3. 	 MANUFACTURING EQUIPMENT lEASES OF TANGI8lE PERSONAL 
PROPERTY. 

RefereRGe: SeGtioRs 6244.6 aRd 6377, ReveRlie aRd TaxatioR Code. 

(3) GENERAL APPLICATION TO lEASES. Leases of tangible personal property '#hich are classified as 
"continl:ling sales" and "continl:ling pl:lrchases" of tangible personal property, in accordance with Regulation 1660, 
"Leases of Tangible Personal Property In General," may ql:lalify for the partial exemption from tax for manl:lfactl:lring 
eql:lipment, l:lnder the conditions set forth in paragraph (i)(1) of Regl:llation 1525.2, "Manl:lfactl:lFing Eql:lipment." 
Lease transactions which ql:lalify for the partial exemption are taxed at the rate specified in Regl:llation 1525.2, 
paragraph (a). 

(b) RECHARACTERIZATION. VV4th rospect to transactions which the parties denominate as a "lease," bl:lt which 
are recharacterized for sales and l:lse tax pl:lrposes either as sales at their incoption, pl:lrsl:lant to Regulation 1641, 
"Crodit Sales and Repossessions," paragraph (b), or as sales under a secl:lrity agreement, Regulation 1660, "Leases 
of Tangible Personal Property In General," paragraph (a)(2) , the transactions may qualify for the partial exemption, 
in accordance with Regl:llation 1525.2. 

(0) CONTINUATION OF PARTIAL EXEMPTION. VVhere possession of tangible personal property is transferred to 
a ql:lalified person as defined in paragraphs (0) and (d) of Regulation 1525.2 and pl:lrsl:lant to a lease agreement 
classified as a continl:ling sale and continuing pl:lFGhase, lease receipts shall remain partially exempt for a period of 
six years from the date of the inception of the lease whether or not the lessee remains as a ql:lalified person 
throughout the six year period. At the close of the six year period from the date of the inception of the lease, lease 
receipts are sl:lbject to tax v:ithol:lt exemption. 

(d) lEASES OF TAX PAID PROPERTY. The partial exemption is not available to lessors who lease to ql:lalified 
persons or to vendors to sl:lch lessors when the lessor elects to pay sales tax reimbl:lrsernent at the time of 
acql:lisition of the property or pays use tax measl:lred by the pl:lrchase price of the property. 

(9) MANUFACTURERS WHO lEASE QUALIFIED PROPERTY. A lease of tangible personal property by the 
manufactl:lrer of that property is ordinarily regarded as a "continuing sale" and "continl:ling pl:lrchase" in accordance 
',,"ith Regl:llation 1660, "Leases of Tangible Personal Property In GeneraL" Ne'lertheless, beginning January 1, 
1997, a lessor of tangible personal property described in sections 1705aA9 or 2a649 of the Re...enl:le and Taxation 
Code, who is the manl:lfactl:lrer of that property and who leases that property to a ql:lalified person, as defined in 
section 1705aA9 or 2a649 of the Revenl:le and Taxation Code, in a form that is not sl:lbstantially the same form as 
acql:lired, may, in lieu of reporting tax measl:lred by the rentals payable, elect to pay tax measl:lred by the cost price of 
that property where the election is made on or before the dl:le date of the return for the period in which the property is 
first leased to the ql:lalified person. The election shall be made by reporting use tax measl:lred by the cost price of 
that property on the retl:lFn for that period. The election shall not be revoked with respect to the property as to .....hich it 
is made. The lease of that property for '.'Jhich an election is made to report and pay tax on the cost price of that 
property shall thereafter be excll:lded from the classification of a "continl:ling sale" and "continl:ling pl:lrchase." 

For pl:lrposes of this sl:lbdivision, "cost price" means the price at which similar property has been pre·.'iously sold or 
offered for sale. If that property has not been previol:lsly sold or offered for sale, then the cost price shall be deemed 
to be the aggregate of the following: 

(1) Cost of materials. 

(2) Direct labor. 

(3) The pro rata share of all o\'erhead costs attribl:ltable to the manufactl:lre of the property. 

(4) Reasonable profit from the manl:lfactl:lring operations which, in the absence of evidence to the contrary, shall 
be deemed to be 5 percent of the sum of the factors listed in sl:lbsections (1) to (3), inclusive. 

(f) OPERATIVE DATE. All provisions of this regl:llation cease to be operative as of January 1, 2004, as pro'/ided 
by Revenue and Taxation Code section 6377(g). Retailers and ql:lalified persons may not accept or claim any 
Section 6377 Manl:lfactl:lrer's Exemption Certificates for a sale or use made after December 31, 2003. 



76 2014 MINUTES OF THE STATE BOARD OF EQUALIZATION 

Tuesday, April 22, 2014 

AT&T Mobility, LLC, (2606) 
2010 to 2013, $572,462.00 Unitary Value 
Action: Upon motion ofMr. Runner, seconded by Ms. Yee and unanimously carried, 
Mr. Horton, Ms. Steel, Ms. Yee and Mr. Runner voting yes, Ms. Mandel not participating in 
accordance with Government Code section 7.9, the Board adopted the unitary land escaped 
assessment as recommended by statio 

Board Roll Changes 

2010, 2011, 2012 and 2013 State-Assessed Property Rolls 
Action: Upon motion of Mr. Runner, seconded by Ms. Yee and unanimously carried, 
Mr. Horton, Ms. Steel, Ms. Yee and Mr. Runner voting yes, Ms. Mandel not participating in 
accordance with Government Code section 7.9, the Board approved corrections to the 2010, 
2011,2012 and 2013 Board Rolls of State-Assessed Property as recommended by staff 
(Exhibit 4.9). 

CHIEF COUNSEL MATTERS 

RULEMAKING 

Section 100 Changes 

Sales and Use Tax Regulations 1525.2, Manufacturing Equipment; and, 1525.3, 
Manufacturing Equipment - Leases of Tangible Personal Property 

Bradley Heller, Tax Counsel, Tax and Fee Programs Division, Legal Department, 
made introductory remarks regarding the staff request for authorization to complete Rule 100 
changes to repeal Regulations 1525.2 and 1525.3 based on the repeal of Revenue and Taxation 
Code section 6377 by its own terms effective January 1, 2004 (Exhibit 4.10). 

Action: Upon motion ofMr. Runner, seconded by Ms. Yee and unanimously carried, 
Mr. Horton, Ms. Steel, Ms. Yee, Mr. Runner and Ms. Mandel voting yes, the Board approved 
authorization to make Rule 100 changes to Regulations 1525.2 and 1525.3 as recommended by 
staff. 

ADMINISTRATIVE SESSION 

ADMINISTRATIVE MATTERS, CONSENT 

With respect to the Administrative Matters, Consent Agenda, upon a single 
motion of Ms. Steel, seconded by Ms. Yee and unanimously carried, Mr. Horton, Ms. Steel, 
Ms. Yee, Mr. Runner and Ms. Mandel voting yes, the Board made the following orders: 
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BEFORE THE CALIFORNIA STATE BOARD OF EQUALIZATION 

450 N STREET 

SACRAMENTO, CALIFORNIA 

REPORTER'S TRANSCRIPT 

APRIL 22, 2014 

CHIEF COUNSEL MATTERS 

J RULEMAKING 


J1 SALES AND USE TAX REGULATIONS 


1525.2 MANUFACTURING EQUIPMENT 


1525.3 MANUFACTURING EQUIPMENT 


LEASES OF TANGIBLE PERSONAL PROPERTY 
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For the Board Jerome E. Horton 
of Equalization: Chairman 

Michelle Steel 
Vice-Chairwoman 

Betty T. Yee 
Member 

George Runner 
Member 

Marcy Jo Mandel 
Appearing for 
John Chiang, 
State Controller 
(per Government 
Code Section 7.9) 

Joann Richmond 
Chief, Board 
Proceedings 
Division 

For Staff: 	 Bradley Heller 
Tax Counsel IV 
Legal Department 
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450 N STREET 

SACRAMENTO, CALIFORNIA 

APRIL 22, 2014 

--000--­

MS. RICHMOND: Our next item is Chief 

Counsel Matters, J, Rulemaking, Section 100 change, 

Jl, Sales and Use Tax Regulations 1525.2, 

manufacturing equipment and 1525.3, manufacturing 

equipment, leases of tangible personal property. 

MR. HORTON: Thank you. 

Mr. Heller, would you please introduce the 

issues in this case? 

MR. HELLER: Good evening, Chairman 

Horton 

MR. HORTON: Good evening. 

MR. HELLER: - Members of the Board, I'm 

Bradley Heller from the Board's Legal Department. 

I am here to request that the Board vote to 

authorize Rule 100 changes to repeal Sales and Use 

Tax Regulations 1525.2, manufacturing equipment, and 

1525.3, manufacturing equipment, leases of tangible 

personal property. 

MR. HORTON: Discussion? 


MR. RUNNER: Adopt. 


MR. HORTON: Discussion, Members. 


Member Runner. 


MR. RUNNER: Move to adopt. 


MR. HORTON: Member Runner moves to adopt 
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staff recommendation to authorize staff to complete 

Rule 100 changes to repeal. 

Second by Member Steel - Yee. 

Without objection, Members, such will be 

the order. 

---000-­
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REPORTER'S CERTIFICATE. 

State of California 

ss 

County of Sacramento 

I, JULI PRICE JACKSON, Hearing Reporter for 

the California State Board of Equalization certify 

that on APRIL 22, 2014 I recorded verbatim, in 

shorthand, to the best of my ability, the 

proceedings in the above-entitled hearing; that I 

transcribed the shorthand writing into typewriting; 
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a complete and accurate transcription of the 
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Electronically signed by Juli Jackson (001-065-206-4972) e4190b11-fd8c-4226-a9b9-181847dc9416 


	Table of Contents
	OAL Approval
	Index

	1.  Form 400 and Peroposed Regulation 1525.2 & 1525.3 
	2.  Statement of Explanation
	3.  SB 38

	A.  Chief Counsel Memo Dated 04/03/14

	B. Draft Minutes 04/22/14

	C.  Reporters Transcript, 04/22/14 



