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AGENCY FILE NUMBER (If any)

O W

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

1. SUBJECT OF NOTICE

TITLES)

FIRST SECTION AFFECTED

2. REQUESTED PUBLICATION DATE

éfﬂbmci:f TYPE b 4 T 4 AGENCY CONTACT PERSON TELEPHONE NUMBER FAX NUMBER {Opfional)
otice re rropose [—
x Regulatory Action __| Other _
OAL USE | ACTION ON PROPOSED NOTICE NOTICE REGISTER NUMBER PUBLICATION DATE
Approved as Approved as Disapproved/
ONLY Submitted Modified Withdrawn

B. SUBMISSION OF REGULATIONS (Complete when submitting regulations)

1a. SUBJECT OF REGULATION(S)
Manufacturing Equipment

1hb. ALL PREVIOUS RELATED CAL REGULATORY ACTION NUMBER(S)

2. SPECIFY CALIFORNIA CODE OF REGULATIONS TITLE(S) AND SECTION(S) {including title 26, if toxics related)

SECTION(S) AFFECTED ADOPT
(List all section number(s)
individually. Attach AMEND
additional sheet if needed.)
TITLE(S) REPEAL
18 1525.2,1525.3

3. TYPE OF FILING

Reguiar Rulemaking (Gov.
Code §11346)

Resubmittal of disapproved or
withdrawn nonemergency
filing (Gov. Code §§11349.3,
11349.4)

Emergency (Gov. Code,
§11346.1(b)}

L]
L]

L]

[j Certificate of Compliance: The agency officer named
below certifies that this agency complied with the
provisions of Gov. Code §§11346.2-11347 3 either
before the emergency regulation was adopted or
within the time period required by statute.

Resubmittal of disapproved or withdrawn
emergency fling (Gov. Code, §11346.1)

D Code, §11346.1(h))

D File & Print

Emergency Readopt (Gov.

Changes Without Regulatory
Effect (Cal. Code Regs., title
1,5100)

Print Only

D Other (Specify)

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

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

Effective January 1, Aprit 1, July 1, or

Qctober 1 {Gov. Code §11343.4(a)) Secretary of State

Effective on filing with

§100 Changes Without Effective

Regulatory Effect

other (Specify)

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

D Department of Finance (Form STD. 399) (SAM §6660)

D Other (Specify)

Fair Political Practices Commission

D State Fire Marshal

7. CONTACT PERSON
Richard E. Bennion

TELEPHONE NUMBER

(916) 445-2130

FAX NUMBER (Optional)

(916) 324-3984

£-MAIL ADDRESS (Optional)
rbennion@boe.ca.gov

8. ] 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 | 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.

SIGNATURE OF AGENCY HEAD OR DESIGNEE

DATE
May 23, 2014

TYPED NAME AND TITLE OFéIG/NATC’)RY
Joann Richmond, Chief, Board Proceedings Division
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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 of State on the dates indi-
cated. Copies of the regulations may be obtained by
contacting the agency or from the Secretary of State,
Archives, 1020 O Street, Sacramento, CA 95814, (916)
653-7715. Please have the agency name and the date
filed (see below) when making arequest.

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 of Regulations
AMEND: 1655
Filed 06/11/2014
Effective 10/01/2014
Agency Contact:
Richard E. Bennion (916)445-2130
File#2014-0523--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 of statutory authority.

Title 18

California Code of Regulations
REPEAL:1525.2,1525.3
Filed 06/05/2014

Agency Contact:

Richard E. Bennion (916)445-2130

File#2014-0429-02
BOARD OF FORESTRY ANDFIREPROTECTION
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 of the California Code of Regulations. The pur-
pose of this action is to ensure that all road-related For-
est Practice Rules adequately prevent individual and
cumulative adverse impacts to beneficial uses of water.
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-
ical order.

Title 14

California Code of Regulations

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

Filed 06/11/2014

Effective 01/01/2015

Agency Contact: George Gentry  (916) 653-8031

File#2014-0505-01
CALIFORNIA
COMMISSION
MICS 1V-Cage Operations; Security of Floor Banks,
Equipment, etc.

GAMBLING CONTROL

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 and 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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B. SUBMISSION OF REGULATIONS (Complete when submitting regulations)

ia. SUBJECT OF REGULATION(S) 1b. ALL PREVIOUS RELATED OAL REGULATORY ACTION NUMBER(S)
Manufacturing Equipment

2. SPECIFY CALIFORNIA CODE OF REGULATIONS TITLE(S) AND SECTION(S) {Including title 26, if toxics related)

ADOPT
SECTION(S) AFFECTED
(List all section number(s)
individually. Attach AMEND
additional sheet if needed.)
TITLE(S) REPEAL
18 1525.2,1525.3
3. TYPE OF FILING
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filing (Gov. Code §§11349.3, within the time period required by statute. D File & Print D Print Only
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I:l Emergency (Gov. Code, D Resubmittal of disapproved or withdrawn D Other (Specify)
§11346.1(b)) emergency filing (Gov. Code, §11346.1)

4. ALL BEGINNING AND ENDING DATES OF AVAILABILITY OF MODIFIED REGULATIONS AND/OR MATERIAL ADDED TO THE RULEMAKING FILE {Cal. Code Regs.title 1,544 and Gov. Code §11347.1)

5. EFFECTIVE DATE OF CHANGES (Gov. Code, §§ 11343.4, 11346,1{d); Cal. Code Regs., title 1, §100)

Effective January 1, April 1, July 1, or Effective on filing with §100 Changes Without Effective
Qctober 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
D Department of Finance (Form STD. 399) (SAM §6660) D Fair Political Practices Commission D State Fire Marshal
Other (Specify)
7. CONTACT PERSON TELEPHONE NUMBER FAX NUMBER (Optional} E-MAIL ADDRESS (Optionat)
Richard E. Bennion (916) 445-2130 (916) 324-3984 rbennion@boe.ca.gov

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

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

is true and correct, and that | am the head of the agency taking this action,
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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 of Tangible 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 of Tangible 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." 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:

! Section 6377, subdivision (g)(2)(A) provided that the “section shall cease to be operative on January 1, 2061, or on
January 1 of the sarliest year thereafier, if the total employment in this state, as determined by the Employment
Development Department on the preceding January 1, does not exceed by 100,000 jobs the total employment in this
state on January 1, 1994.” This contingency was met on January 1, 2003, and the section was therefore repealed on
the subsequent January 1, which was January 1, 2004,
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Senate Bill No, 38

CHAPTER 954

An act to add Section 17008.7 to, and to add Chapter 3.7
(commencing with Section 50199.50) 10 Part | of Division 31 of. the
Health and Safety Code, to amend Sections 6338, 6366, 6377, 1705212,
17053.8, 17053.49, 17062, 17072, 17076. 17144, 17250, 17271, 17276,
17507, 19144, 19147, 19148, 19191, 19192, 23221, 23609, 23622. 13649,
24307, 24344, 24358, 24411, 244106, 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, 171415, 17150, 172015, 17210, 17213, 17218, 17255,
17267, 17279.5, 17330, 17570, 17859, 17860, 18044, 23604, 23608, 23608.2,
23608.3, 23622.5, 23642, 23701z, 24343.3, 24344.7, 24472, 24710, 24903,
and 24905.5 to, and to add and repeal Sections 17052.10 and 23610 of.
the Revenue and Taxation Code. and to amend Section 1088.5 of the
Unemployment Insurance Code. relating to taxation, to take effect
immediately. tax levy.

[Approved by Govemor September 26, 1996, Filed
with Secretary of State Seplember 26, 1996 |

LEGISLATIVE COUNSEL'S DIGEST

SB 38, Lockyer. Taxation.

(1) Existing law authorizes the California Tax Credit Allocation
Committee  to  administer the Jow-income housing tax  credit
progrant.

This bill would enact the Farmworker Housing Assistance Program
and would express findings and declarations of the Legislature with
respect to the supply of affordable housing for transient and resident
farmworkers.

Under the bill, the recipient of a tax credit pursuant to the program
or the owner of the assisted farmworker housing would be required
to enter imo an agreement required by the committee to further the
purposes of the program, wherein the owner would agree, among
other things, that the farmworker housing units assisted with the
farmworker housing tax credits would be utilized, maintained, and
operated pursuant to these provisions for the compliance term
specified by the applicable farmworker housing tax credit  statute.
The bill also would restrict the availability, occupancy, and use of the
assisted farmworker housing, as specified. 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 farmmworker
housing credits on a regular basis in each calendar year during which

90
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Ch. 954 —

applications may be filed and considered. The committee would be
required to establish application procedures, as specified. The bill
also would authorize the committee to charge a fee of tax credit
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 the program.

(2) The Sales and Use 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 use of the property, except as provided. the
storage and use is taxable, and. with respect to specified property for
which the use is limited 10 leasing, the purchaser is allowed to pay the
use tax measured by the fair rental value, as defined.

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

(3) The Sales and Use Tax Law also provides an exemption for
drugs or medicines administered to animal Jife as an additive 1o feed
or drinking water, the primary purpose of which is the prevention
and control of discase of food animals, or of nonfood animals which
are to be sold in the regular course of business.

This bill would additionally provide an exemption from those taxes
for drugs or medicines, the primary purpose of which is the
prevention or control of discase. that are administered to animal life
of a kind the products of which ordinarily constitte food for human
consumption.

(4) The Sales and Use 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 use the aircraft in
this state.

This  bill would additionally exempt tangible personal property
purchased on or after October 1, 1996, that becomes a component
part of those aircrafl as a result of the maintenance, repair, overhaui,
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 wuse 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.

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 qualified property includes tangible personal property for use by
a qualified taxpayer. as defined. primarily for 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 {axes relating to the introduction of properly into the
process, and would apply the above sales and use fax exemption to
leases of tangible personal property, as specified.

This bill would also cexpand 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 qualification for
the credit shall be determined at the entity level, and the credit
passed through to the partner or shareholder. The bill would also
authorize the Franchise Tax Board to issue specified regulations in
connection with the credit.

The Personal tncome 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
biopharmaceutical activities, as defined, or engaged in biotechnology
activities, as defined, that has not reccived federal regulatory
approval for any product, as specified, within the definition of *small
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 specified 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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(1) Aircraft sold to any person using the aircraft as a common
carricr of persons or property under authority of the laws of this state.
of the United States. or of any foreign govermment, or sold to any
foreign government 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 use that aircraft in this state otherwise than in the removal of the
aircraft from this state,

(2) Tangible personal property that is purchased on or after
October 1. 1996, and becomes a component part of any aircraft
deseribed in paragraph (1). 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
mainienance, repair, overhaul, or improvement.

(b) With respect to aircraft sold on or after January L. 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 percemt of the purchase cost
of the aircraft 10 him or her, or fifty thousand dollars (550.000),
whichever is less. This presumption may be rebutted by contrary
evidence satisfactory 10 the board showing that the person is engaged
in business as a common carrier.

In no cvent shall “gross receipts” include compensation by the
person or related parties for use of the aircraft as a common carrier.

(cy With respect to aircraft leased, or sold for the purpose of
leasing, on or after January 1, 1997, it shall be presumed that the
aircraft is not regularly used in the business of transporing 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 ($50.000), whichever
is less. This presumption may be rebutted by contrary. evidence
satisfactory 1o the board showing that the aircraft is regularly used as
a common carrier of property or persons.

In no event shall “gross receipts™ include compensation by the
lessor or related partics for use of the aircraft as a common carrier.

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

6377. (a) There are cxempted from the taxes imposed by this
part the gross receipts from the sale of, and the storage, use, or other
consumption in this state of, any of the following:

(1) Tangible personal property purchased for use by a qualified
person 1o be used primarily in any stage of the manufacturing,
processing, refining, fabricating, or recycling of property, beginning
at the point any raw materials are 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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altered propenty to its completed form, including packaging, if
required.

(2) Tangible personal property purchased for use by a qualified
persen 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 test any
property described in paragraph (1) or (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 will use the tangible personal property as an
integral part of the manufacturing, processing, refining, fabricating,
or recycling process, or as a rescarch or storage facility for use in
connection with the manufacturing process.

This exemption shall not apply to any tangible personal property
that is wused primartly in  administration, general management, or
marketing.

{b) For purposes of this section:

(1) “Fabricating”™ mecans 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 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.

{3) “Primarily™ mecans 1angible personal property used 50 percent
or mare of the time in an activity described in subdivision (a).

{4) “Process” means the period beginning at the point at which
any raw materials  are received by the qualified taxpayer and
introduced into  the manufacturing, processing, refining, fabricating,
or recycling activity of the gualified taxpayer and ending at the poim
at  which the manufacturing, processing, refining, fabricating, or
recveling activity of the qualified 1axpayer 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 t1axpayer’s manufacturing, processing,
refining, or recycling activity is conducted. Raw materials that are
stored on premises  other  than  where the qualified taxpayer’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.
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(8) ““Processing™ means the physical application of the materials
and labor necessary to modify or change the characteristics of
property.

{6) Qualificd 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:

(i) 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 entity) that is doing business in this state
(within the meaning of Section 23101} 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 fair
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 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.

(11} Any acquired assets that constituted property  described  in
Section 1221(1}) of the Internal Revenue Code in the hands of the
transferor shall not be treated as assets acquired from an c¢xisting
trade or business, unless those assets also constitute property
described in Section 1221(1) of the Imernal Revenue Code in the
hands of the acquiring person (or related person).

(ii) In any case 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 (“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 are any of the person’s (or any related
person’s) current or prior trade or business activities in this state.

(iit) In any case 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 (within the
meaning of Section 23101) after December 31, 1993 (other than by
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purchase or other acquisition described in clause (i), the trade or
business activity shall be treated as a new business.

(iv) 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 under the rules of clause
(i).

{v) “Related person™ means any person that is related to  that
person under cither 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.

{B) Engaged in those 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.

{7) Notwithstanding paragraph  (6). “qualified person™ shall not
include 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 are
described in Section 174 of the Intemal Revenue Code or in any
regulations thereunder.

{10) “Tangible personal property”™ does not include any of the
following:

(A} Consumables with a normal uscful life of less than one vear,
except as provided in subparagraph (E) of paragraph (10).

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

(C) Any property for which a credit is claimed under either
Section 17053.49 or 23649.

(1) “Tangible personal property™ includes, but is not limited to,
all of the following:

(A) Machinery and equipment, including component parts and
contrivances  such as belts, shafls, moving parts, and operating
structures.

{B) Al equipment or devices used or required to operate, control,
regulate, or maintain the machinery, including, without limitation,
computers, data  processing  equipment. and  computer  software,
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 regardless of whether the
machine or component parts are asscmbled by the taxpayer or
another party.
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(C) Property used in pollution control that meets or exceed
standards  established by this sate or any local or regional
govemnmental 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 warchousing
purposes after completion of the manufacturing process are not
included.

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

(F) Property used in recycling.

(c) No exemption shall be allowed under this section unless the
purchaser furnishes the retailer with an exemption certificate,
completed in accordance with any instructions or regulations as the
board may prescribe, and the retailer subsequently fumishes the
board with a copy of the exemption ceriificate. 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 Bradiey-Burns 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 7251)), the exemption established by this section shail
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) (1) Notwithstanding subdivision (a), the exemption provided
by this section shall not apply to any sale or usc of property which,
within one year from the date of purchase, is cither removed from
California or converted from an exempt use under subdivision (a) to
some other use not qualifying for the exemption.

(2) Notwithstanding subdivision (a)., on or after January [, 1995,
the exemption established by this section shall not apply with respect
to any tax levied pursuam to Scctions 6051.2 and 6201.2. or pursuant
to Section 35 of Article X11t of the California Constitution.

(0 I a purchaser certifies in writing to the seller that the property
purchased without paymenmt of the tax will be used in a manner
entitling the seller 10 regard the gross receipts from the sale as
exempt from the sales tax, and within one year from the date of
purchase, the purchaser (1) removes that  property  outside
California. (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 from that retail
sale.
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{g) (1) This section shall remain in effect until the date specified
in paragraph (2). on which date this section shall ccase to be
operative, and as of that dale is repealed.

(2) (A) This section shall ccase to be operative on January 1, 2001,
or on January [ of the earliest year thereafter, if the total employment
in this state, as determined by the Employment Development
Department on the preceding January 1. does not exceed by 100,000
jobs the total employment in this state on January 1. 1994, The
department shall report annually to the Legislature with respect to
the determination required by the preceding sentence.

(B) For purposes of this paragraph, “total 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
1o 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  requirements  are  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
commencement of the lease. lease receipts are subject to tax without
exemption.

SEC. 6.1. Scction 17032.8 is added to the Revenue and Taxation
Code. to read:

17052.8. For each taxable year beginning on or after January 1,
1996, there shall be allowed as a credit against the “net 1ax™ (as
defined by Section 17039) an amount determined as follows:

(a) (1) (A} The amount of the credit shall be equal to one-third
of the federal credit computed in accordance with Section 43 of the
internal Revenue Code.

(B) If a taxpayer elects. under Section 43(¢) of the Internal
Revenue Code, not 1o 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 cnhanced oil recovery project” shall include only
projects located within California.

(3) The credit allowed under this subdivision shall not be allowed
10 any taxpayer for whom a depletion allowance is not permitted 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
of the Internal Revenue Code.

{b) Section 43(d) of the Internal Revenue Code shall apply.

(¢) In the case where the credit allowed by this section exceeds
the “net tax.” the excess may be carried over to reduce the “net tax™
for the succeeding 15 years,
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State of California

Memorandum

Date:

Board of Equalization

April 3, 2014

To : Ms. Cynthia Bridges
Executive Director, MIC:73
=
From : Randy Ferris, Chief Counselw
Legal Department, MIC:83
Subject : Board Meeting, April 22-23, 2014

Recommendation by:

Item J - Chief Counsel’s Rulemaking Calendar
Regulation 1525.2, Manufacturing Equipment
Regulation 1525.3, Manufacturing Equipment — Leases of Tangible 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.

Approved:
/| 7 ) <
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- P —————
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o

Randy Ferris, C}ﬁef Counsel

2 Cynthia Bridges; Executive ﬁgréétbr
STATE BOARD OF EQUALIZATION 4

BOARD APPROVED
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04/22/14 Joann Richmond, Chief

Board Proceedings Division
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Proposed repeal of Regulation 1525.2
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Proposed repeal of Regulation 1525.3




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 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 adopted the unitary land escaped
assessment as recommended by staft,

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 of Mr. 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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CHIEF COUNSEL MATTERS

J RULEMAKING
J1 SALES AND USE TAX REGULATIONS
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MS. RICHMOND: Our next item is Chief
Counsel Matters, J, Rulemaking, Section 100 change,
J1l, Sales and Use Tax Regulations 1525.2,
manufacturing equipment and 1525.3, manufacturing
equipment, leases of tangible persocnal 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 wvote 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.

w N

Second by Member Steel -- Yee.

1=

Without objection, Members, such will be

the order.
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