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Assembly Revenue and Taxation Committee Informational
Hearing Talking Points 2/22/16

e The Board of Equalization administers California’s Sales and Use
Tax Law, which includes a 4.1875% partial (state only) sales and
use tax exemption for qualifying manufacturers’ and research
firms’ purchases of qualifying property.

e This partial exemption is more readily available than the CAETFA
exclusion; as long as the entity meets the law’s requirements, it
automatically qualifies for the partial exemption, and obtains the
exemption simply by providing its vendors with an exemption
certificate.

e The partial exemption is available until July 1, 2022.

To be eligible for this partial exemption, qualifying businesses must
meet three conditions:

¢ Be primarily engaged in certain types of business, in other
words, be a “qualified person.”

e Purchase “qualified property.”
e Use that qualified property in a manner specified in statute

To be a "qualified person,” a business must be engaged 50 percent
or more of the time in specific industries within the North American
Industry Classification System published by the United States Office
of Management and Budget.



These industries generally include those primarily engaged in the
business of

e All forms of manufacturing, or
e Research and development in biotechnology, or

e Research and development in physical, engineering, and life
sciences.

The BOE has adopted a regulation to further explain what
“primarily engaged” means, which considers several key factors
such as an entity’s gross revenues, or employee salaries and
wages, the production’s value, or the number of full-time

employees .
A “qualified person” does not include:

Certain apportioning trades or businesses that derive more than
50 percent of their gross business receipts from an agricultural
business activity, an extractive business activity, a savings and
loan activity, or a banking or financial business activity.

"Qualified tangible personal property" includes, but is not limited
to:

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

e Equipment or devices used or required to operate, control,
regulate, or maintain the machinery, such as software.



e Pollution control equipment that meets state or local
standards.

e Special purpose buildings and foundations used as an
integral part of the manufacturing, processing, refining,
fabricating, or recycling process, or that constitute a
research or storage facility used during those processes.

"Qualified tangible personal property" does not include:
e Consumables with a useful life of less than one year.

e Furniture, inventory, and equipment used in the extraction
process, or equipment used to store finished products that
have completed the manufacturing, processing, refining,
fabricating, or recycling process.

e Tangible personal property used primarily in administration,
general management, or marketing.

Qualified Uses

The property must be used primarily (more than 50% of the time)
in one of the following manners:

e Any stage of the manufacturing, processing, refining,
fabricating, or recycling process

o Research and development

e To maintain, repair, measure, or test any qualified tangible
personal property described by the above, or



e For use by a contractor purchasing that property for use in the
performance of a construction contract for a qualified person,
provided that the qualified person uses that real property as an
integral part of the manufacturing process or as a related
research or storage facility.

e The law provides that operational equipment (such as
computers, tablets, printers, servers) used to run the
manufacturing equipment are eligible for the exemption when
they are used for qualifying activities.

When the Exemption Does Not Apply

o [f the property is removed from California within one year or
used in a non-qualifying manner.

e Qualifying purchases exceed $200 million in a calendar year.

How “qualified persons” claim the partial exemption

e The qualified purchaser is required to complete an exemption
certificate and provide it to his or her suppliers.

e Suppliers retain the certificates and claim the partial exemption
on the sales and use tax return where they report the sale and
remaining amount of tax due.

e Qualified purchasers that purchase from out-of-state sellers
that didn’t collect California’s applicable sales or use tax are
required to report the purchase and remit the remaining
amount of use tax due on their sales and use tax return.
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Governor's Office of Business and
Economic Development (GO-Biz)

| A
i s

CALIFORNIA COMPETES

TAXCREDIT /

The California Competes Tax Credit is an income tax credit available to
businesses that want to locate in California or stay & grow in California.

Application Periods About the Credit

July 20, 2015, to August 17, 2015
$75 million available o 25% reserved for
small businesses

=0 January 4, 2016, to January 25, 2016
Q Non-refundable

$75 million available

March 7, 2016, to March 28, 2016 o Online application
$50.9 million available plus any
remaining unallocated amount Q No fee to apply

Evaluation Factors

Q Number of jobs created or Compensation paid to employees,
retained including wages & fringe benefits

Q Strategic importance to the Q Extent of unemployment & poverty
state, region, or locality in current or proposed site location

Q Amount of investment Q Economic impact

Q Incentives available from Q Duration of the proposed project &
the state, local government, duration of applicant's commitment

& other states & sources to remain in California

Opportunity for future growth Q Extent to which the benefit to California
& expansion exceeds that of the applicant

QQ lcalcom etes ov.ca.gov 916-322-4051 Ia‘ﬁﬁ‘nwww.business.ca. ov
z{-_—_ﬁ P @9 9 & ' REEF 9

s | 2

Instructions/FAQs: www. business.ca.gov/calcompetes.aspx  Apply Here: www.calcompetes.ca.gov
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