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BEFORE THE STATE BOARD OF TAX APPEALS
STATE OF ARIZONA
Bank of America Tower
101 North First Avenue - Suite 2340
Phoenix, Arizoria 85003
(602) 528-3966

BLUE LINE DISTRIBUTING, INC.,

Appellant, Docket No. 1762-98-S

Vs.

NOTICE OF DECISION:
FINDINGS OF FACT AND
CONCLUSIONS OF LAW

ARIZONA DEPARTMENT OF REVENUE,

P . o L M

Appellee.

The State Board of Tax Appeals, having considered all evidence and arguments presented, and
having taken the matter under advisement, finds and concludes as foliows:

FINDINGS OF FACT

Blue Line Distributing, inc. (“Appellant”) is a subsidiary of Little Caesar's Pizza, Inc. (“Little
Caesar's”). Appellant sells various items to Little Caesar's including utensils, and equipment and
replacement parts used to make pizza. The Arizona Department of Revenue (the "Department") audited
Appellant for the period September 1, 1990 through December 31, 1994 and determined that its sales of
certain items were subject to transaction privilege tax under the retail classification. A.R.S. § 42-5061(B
(formerly A.R.S. § 42-1310.01(B))."

DISCUSSION

The issue before the Board is whether Appellant is liable for the tax assessed. The assessment
is presumed correct and Appellant bears the burden of overcoming this presumption. State Tax Comm'n
v. Kieckhefer, 67 Ariz. 102, 105, 191 P.2d 729 (1948); see also A.A.C R16-3-118 (“The burden of proof
will he upon the appellant as to all issues of fact.”). Appellant contends that the items at issue are
exempt from tax because they are equipment “used directly in manufacturing and processing.” See

AR.S. § 42-5061(B)(1).

! The items that remain in issue include: assorted pans, pan dividers, electronic timer/stopwatch, bubblél
poppers, dough cutters, Kolpak booth, cooler, sheeters, safety kit for sheeters, commercial mixer, single
deck ovens, double oven kit, gas oven canopy, scale, thermometers, and dough racks. Appellant
conceded the taxability of a knife at the hearing before the Board.
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A.R.S. § 42-5061(B) deducts from the tax base of the retail classification income derived from
the sales of . .. [m]achinery, or equipment, used directly in manufacturing [or] processing . . . . Thd
terms ‘manufacturing’ and ‘processing’ refer to and include those operations commonly understood withiny
their ordinary meaning." The Department’s administrative regulation defines such activities (specifically,
manufacturing) as “an integrated series of operations which place tangible personal property in a form,
composition, or character different from that in which it was acquired and transforms it into a different
product with a distinctive name, character, or use.” A.A.C. R15-5-120(A).

In a similar case involving a bakery, the Board noted that a “bakery takes eggs, yeast, flour, milk
and turns them into a bakery good” and, using the definition found in the Department’'s own regulation,
the Board found that these activities . . . “were an integrated series of operations which placed tangible
personal property in a form, composition or character different from that in which it acquired, and
transformed it into a different product for a distinctive name, character or use.” G.B. Investment Co. v,
Arizona Dep’t of Rev., No. 629-88-S (BTA 1989). Similarly, Little Caesar's takes some of the same
ingredients and transforms them into a different product — pizza.

The Department contends that Little Caesar's is a restaurant and does not engage in
manufacturing or processing under the reasoning of Wendy’s of Tucson v. Arizona Dep’t of Rev., No.
167-79-S (BTA 1980). In Wendy’s, the Board determined that equipment used in a fast food restaurant
is not used in manufacturing or processing. The Board held that “the ordinary man would not consider
the cooking of hamburger patties, frying of frozen french fries, or the blending of milk shakés to be
processing . . ." as these activities do not transform tangible personal property into a different product. Ig
at 2. That is not the case here. Further, Little Caesar's is not a restaurant like Wendy’s. It makes,
prepares for pick-up or delivers pizza. There is no restaurant atmosphere. Customers do not dine-in,
nor is there is any in-house service provided to customers.

The Board concludes that Littte Caesar's is engaged in manufacturing or processing. The
evidence presented to the Board indicates that the dough cutters and the bubble poppers at issue are
nonexempt hand tools. A.R.S. § 42-5061(C)(2). Further, Appellant did not present evidence sufficient tg

establish that the thermometers at issue are used directly in Little Caesar's manufacturing or processing
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activities; therefore, they are taxable. The Board finds all other items at issue are exempt under A.R.S.
§ 42-5061(B).

CONCLUSIONS OF LAW

1. Little Caesar’'s engages in manufacturing or processing; therefore, most of the equipment af
issue which Appellant sells to Little Caesar’s is not taxable. See A.R.S. § 42-5061(B).

2. The dough cutters and the bubble poppers at issue are taxable hand tools. A.R.S. § 42-
5061(C)2).

3. Appellant has not proven that the thermometers at issue are used directly in Little Caesarg
manufacturing or processing activities; therefore, they are taxable. Kieckhefer, 67 Ariz. 102 at 104
(1948); A.A.C. R16-3-118.

ORDER |

THEREFORE, IT IS HEREBY ORDERED that the appeal is upheld in part and denied in part,
and the final order of the Department is modified.

This decision becomes final upon the expiration of thirty (30) days from receipt by the taxpayer,
unless either the State or taxpayer brings an action in superior court as provided in A.R.S. § 42-1254
(formerly AR.S. § 42-124).

DATED this 26th  dayof July , 1999.

STATE BOARD OF TAX APPEALS

AP gy

Stephén P. Linzer, Chalrma

SPLALW
CERTIFIED

Copies of the foregoing
mailed or delivered to:

Stephen C. Newmark, Esq.
Streich Lang, P.A.
Renaissance One

Two North Central Avenue
Phoenix, Arizona 85004-2391
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Lisa Neuville

Assistant Attorney General
Civil Division, Tax Section
1275 West Washington Street
Phoenix, Arizona 85007




