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SUBJECT MATTER: Code Sec. 144

REFERENCE: Symbol: CC:IND:Br.9-TR-31-4331-87

UI LIST:

UI No. 0144.00-00; Qualified small issue bonds, student loan bonds, redevelopment bonds

TEXT:

This is in response to your authorized representative's letter of July 30, 1987, in which a ruling was requested on
behalf of the Company that the Facility is a "manufacturing facility'' within the meaning of section 144(a)(l2)(C) of the
Internal Revenue Code.

The Company is engaged in a variety of businesses, including the production of kraft paper, multi-wall bags, and
other paper products.

The Facility, which is proposed to be financed through the issuance of private activity bonds, consists of a new
multi-wall kraft bag plant. The Facility will replace the Company's existing multi-wall bag plant. The cost of the
Facility to be financed through the issuance of bonds will include the cost of excavation, building site preparation,
foundations, floor structure, the cost of erecting the structure, plumbing, fire protection, heating, ventilation, air
conditioning costs, and electrical systems. The total estimated cost of the Facility is less than $10 million.

The Facility will include two of three main buildings connected by an enclosed passageway, and [*2] one
separate storage building. One of the main buildings, hereinafter referred to as the "Production Facilities," will include
approximately 140,735 square feet. This portion of the Facility will house most of the actual production area of the
Facility, including the equipment engaged in the production of the multi-wall kraft bags produced by the Facility. The
Production Facilities will also include approximately 8,735 square feet for an employee conference room, offices for
supervisory personnel, inspection rooms, and other space related to the manufacturing operations of the Company
conducted at the Production Facilities.
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The second of the main buildings comprising the Facility, hereinafter referred to as the "Storage Facilities." will
include approximately 120,000 square feet. The Storage Facilities will include space for the storage of raw materials,
primarily consisting of paper rolls and plastic liner, as well as storage space for finished goods, consisting of primarily
palletized bags.

Approximately 6,800 square feet of the Storage Facilities will be used for production-related purposes, including
waste baling, slitting rolls, conveying finished bags, and stretchwrapping and palletizing [*3] bags for shipment. in
addition, of the total square footage in the Storage Facilities, approximately 34,464 square feet consist of aisle areas. Of
the remaining approximately 78,736 square feet in the Storage Facilities, 39,368 square feet will be used for storage of
raw materials, and 39,368 square feet will be used for storage of finished goods.

The Storage Facilities also include a separate unconnected building of approximately 1,200 square feet for storage
of paint, yard tools, steam cleaning equipment, and waste ink arising from the production process.

The Storage Facilities are separated from the Production Facilities solely for fire protection reasons. Absent
concern over fire protection, the Storage Facilities and Production Facilities would be located in a single building.

The flow of materials at the Facility may be described as follows: Rolls of paper will be received, primarily by rail,
as the Facility and will be unloaded at a loading dock which forms a part of the Storage Facilities. Paper rolls consist of
natural, laminated, and bleached multi-wall paper in each of several different basis weight and color categories. In
addition, plastic liner material will be kept on hand [*4] in the raw goods storage area.

Because of the inefficiencies associated with production and handling of small orders of raw materials, it is not
economically feasible for the Company to maintain less raw goods inventory than can be stored in the proposed Storage
Facilities. In addition, once an order for raw goods is placed, there is a lead time or approximately three weeks, plus
another four to five days shipping time, before raw materials can be delivered at the Facility. Consequently, the
Company must keep on hand at the Facility sufficient inventory to cover the raw material needs of the Facility.

The Storage Facilities will not be used as a transhipment point for raw materials to be snipped to other
manufacturing facilities of the Company or any other company. All raw materials shipped to the Facility and stored in
the raw goods portion of the Storage Facilities will be used in the production operations at the Facility.

When needed for production purposes, raw materials, principally in the form of rolls or paper, will be transferred to
the Production Facilities. Certain rolls will be processed through a slitter located in the Storage Facilities where those
rolls will be trimmed to [*5] the desired width. The paper rolls will then be transported through the connecting
passageway to the Production Facilities for processing into bags. Waste material from this process will be baled in a
baler, located in the Storage Facilities, to be packaged for disposal.

Upon completion of the production process, finished bags will be conveyed by conveyor through the passageway
into the Storage Facilities where they will be stretch-wrapped, palletized, and stored for shipping. Shipping from the
Facility will be primarily by truck from a truck loading dock located adjacent to the Storage Facilities. The truck
loading dock will consist of approximately six bays.

No finished goods produced at any other facility of the Company or any other company will be shipped to or from
the Storage Facilities. The finished goods portion of the Storage Facilities will be used solely to store finished goods
produced at the Facility.

Based upon the experience of the Company at another facility, the Company anticipates an inventory turnover ratio
of finished goods of approximately 21 to 23 times per year. Expressed in terms of days of sales held in finished goods
inventory, the Company anticipates that the [*6] finished goods portion or the Storage Facilities will hold
approximately 16 to 17 days of sales in inventory.
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Under section 103(a) of the Code, gross income does not include interest on any state or local bond, except as
provided in section 103(b). Section 103(b)(i) provides that section 103(a) shall not apply to any private activity bond
which is not a qualified bond within the meaning of section 141 of the Code.

Section 141(d)(1)(D) of the Code provides that the term "qualified bond" means any private activity bond if such
bond is a qualified small issue bond.

Section 144(a)(1) of the Code defines the term "qualified small issue bond" as, in part, any bond issued as part of an
issue the aggregate authorized face amount of which is $1 million or less and 95 percent or more of the net proceeds of
which are to be used for acquisition, construction, reconstruction, or improvement of land or property of a character
subject to the allowance for depreciation.

Under section 114(a)(4) of the Code, an issuer may elect to issue a qualified small issue of up to $10 million in lieu
of the $1 million or less provided in section 144(a)(1).

Section 144(a)(12)(A) of the Code provides, in general, [*7] that the qualified small issue exemption of section
144(a) shall not apply to any bond (other than certain refunding bonds) issued after December 31, 1986. Section
144(a)(12)(B)(i) provides that in the case of any bond issued as part of an issue 95 percent or more of the net proceeds
of which are to be used to provide any manufacturing facility, section 144 (a)(12)(A) shall be applied by substituting
"1989" or "1986".

Section 144(a)(12)(C) of the Code defines the term "manufacturing facility" as any facility which is used in the
manufacturing or production of tangible personal property (including the processing resulting in a change in the
condition of such property). For purposes of the preceding sentence, section 144(a)(12)(C) provides that a rule similar
to the rule of section 142(b)(2) shall apply.

Section 142(b)(2) of the Code provides that an office shall not be treated as an exempt facility described in a
paragraph of section 142(a) unless (A) the office is located on the premises of a facility described in such a paragraph,
and (B) not more than a de minimis amount of the functions to be performed at such office is not directly related to the
day-to-day operations at such facility.

In [*8] the present case, the Facility will be used in manufacturing, within the meaning of section 144(a)(12)(C)
of the Code, because the Facility will be engaged in the transformation of rolls of paper, tangible personal property, into
paper bags, a new product. In addition, the offices in the Production Facilities are directly related to the manufacturing
operations conducted at the Production Facilities. Further, the Storage Facilities are located on the same site as the
Production Facilities and are integrally related to the Production Facilities.

Based on the preceding, it is concluded that the Facility (including the Storage Facilities) constitutes a
"manufacturing facility" within the meaning of section 144(a)(l2)(C) of the Code.

Except as specifically stated above, no opinion is expressed concerning this matter under any provision of the
Code.

This ruling is directed only to the taxpayer who requested it. Section 6110(j)(3) of the Code provides that it may not
be used or cited as precedent. Temporary or final regulations pertaining to one or more of the issues addressed in this
ruling have not yet been adopted. Therefore, this ruling will be modified or revoked by adoption of temporary [*9] or
final regulations, to the extent the regulations are inconsistent with any conclusion in the ruling. See section 16.04 of
Rev. Proc. 88-1, 1988-1 I.R.B. 7, 17. However, when the criteria in section 16.05 of Rev. Proc. 88-1 are satisfied, a
ruling is not revoked or modified retroactively, except in rare or unusual circumstances.

In accordance with the instructions contained in the power of Attorney filed with this office, the original of this
letter has been mailed to your authorized representative.
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