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Sacranento, California; Wdnesday, February 21, 2024
1: 00 p. m

JUDGE BROWN:  We are on the record for the
appeal of Intarcia Therapeutics Inc. OTA case nunber
220911369. Today i s Wednesday, February 21, 2024. It
is approximately 1:02 p.m W are holding this hearing
I n Sacranmento, California.

| am Suzanne Brown, and | amthe | ead ALJ for
this case. M co-panelist today are Judge -- Judges
Josh Aldrich and M chael Geary. Although | amthe | ead
ALJ for purposes of conducting the hearing, all three
ALJ's are coequal decision nmakers in this process and
are free to ask questions at anytine.

Il will start by asking each of the
participants to please state their nane for the record.
["I'l begin with CDTFA

M5. JACOBS: Amanda Jacobs, Attorney for
CDTFA.

MR. HUXSOLL: Cary Huxsoll for the
Departnment's Legal Division.

MR. PARKER: Jason Parker, Chief of
Headquarter's QOperation Bureau of CDTFA

MR LOEW WIIliam Loew, Representative Myl es
Consul ti ng G oup.

Kennedy Court Reporters, Inc.
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MR. HUK: John Huk, Representative Ml es
Consul ti ng G oup.

M5. BROAN. Thank you everyone.

The first thing | want to do is briefly
confirmthe issue that we are hearing today. W had two
prehearing conferences in this nmatter.

One was on COctober 9th, and the second one or
nore recent one was on January 24th, 2024. And | issued
prehearing Mnutes and Orders after both prehearing
conferences so I'mjust confirmng the issues and ot her
t hi ngs we tal ked about at those prehearing conferences.

As we di scussed at both prehearing
conferences, the issue is Appellant's claimfor refund
that is dated Septenber 25th, 2020. And the issue is
whet her Appellant is entitled to an additional refund
for used-tax paid on it's purchases of | TCA-650
conponents.

And 1'Il just confirmwth the parties that
that is correct and that is their understandi ng.
Appel | ant ?

MR. LOEW Judge Brown, there was also a
earlier claimfor refund | believe on July 13th, 2020.
That al so should -- is a part of the record and is under
consi deration today as well.

M5. BROMN. My understanding that we clarified

Kennedy Court Reporters, Inc.
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I n both prehearing conferences, that, | thought, was
only the Septenber 25th, 2020 claimfor refund that is
at issue. Can everybody pull up their Mnutes and
Orders.

For exanple, I'mlooking at the M nutes and

Orders; the nost recent one from January 2024. Under

the Section, it says "issue." |It's at the bottom of
page one.

It says -- if | should give everyone a nonent
to find the docunent, | can.

"Il read fromit. It says:

"At issue is Appellant's claimfor refund
dat ed Septenber 25th, 2020."

| guess |I'll start with Appell ant.

I's that not correct? What we clarified at the
pr eheari ng conference.

MR. LOEW Partially correct. The claimfor
-- again, a earlier claimfor refund that was part of
the audit record that was addressed in the audit report
and the appeal's conference that -- it was also part of
t he appeal's conference report, but it's dated July
13t h, 2020.

JUDGE BROWN:  And you're saying that's an
issue in this case as well.

MR LCEW | believe -- it's the contentions

Kennedy Court Reporters, Inc.
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under that claimfor refund are going to be brought up
t oday.

JUDGE BROWN: Are you saying sinply that there
were argunents that were raised for that claimfor
refund and you're going to raise the sane argunents?

MR, LOEW Correct.

JUDGE BROWN:. O are you saying that there are
-- Is a tax anobunt that was part of that claimfor
refund that you are -- is currently in dispute in this
case.

MR. LOEW The the sane argunents.

JUDGE BROMN: Ckay. Were the argunents that
you' re tal king about for the July claimfor refund not
rai sed regardi ng the Septenber 2020 claimfor refund?

MR LOEW As you will see in the Septenber
reclaimfor refund it was a nore narrow i ssue that was
raised. But the July 2020 claimfor refund is a broader
claimfor refund and it covers all areas of used-tax.

JUDGE BROWN. Again, but you're saying all the
noney that is at issue in the -- concerning the units
are all covered only by the Septenber 2020 claimfor
refund. We're not concerned with the July 20207 |
think you said July 2020 claimfor refund.

MR. LOEW No, we are concerned with July ' 20.
July 13th, 2020.

Kennedy Court Reporters, Inc.
800. 231. 2682



https://www.kennedycourtreporters.com

© 00 N oo o A~ W N

N N N N NN P B P R P PP PP
o b W N P O © 0 N O 00 A W N P O

JUDGE BROWN: But in the appeal's decision,
hold on. The appeal's decision says:

"The follow ng discussion pertains only to
cl ai mnt's Septenber 2020 claimfor refund.”

So the appeal's decision said it did not
include the July claimfor refund. |In fact, it says:

"During the appeal's conference, claimnt
confirmed that it no | onger seeks a refund.”

And then it describes sone itens which were
the subject of claimants July 13th, 2020 claimfor
refund. So when you said that, you thought that the
July 2020 claimfor refund was part of the appeal's
decision; is that still correct?

MR LOEW W did believe it was still part of
t he appeal .

JUDGE BROWN: Alright. Well -- and |I'm going
to |l et CDTFA respond. 1'mgoing to ask for CDTFA' s
response in just a mnute, but I just want to clarify ny
guestions first.

If the July 2020 claimfor refund is al so part
of this appeal, then when | held the two prehearing
conferences and issue the m nutes and orders that said
that we clarified during the prehearing conferences
that it was only the Septenber 2020 claimfor refund

that was at i ssue.
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Is there a reason Appellant didn't speak up at
that tine and say, "No. That's wong. That's
I ncorrect"?

MR LOEW | think as we go through the
argunents today, it will becone clearer as we -- that
all of the issues have been raised. They were al
raised in the appeal's conference. W're not going to
be -- we just want to nmake sure that everyone is aware
of the claimfor refund that was filed in July of 2020.

JUDGE BROMWN:  When you say "aware,"” do you
mean as part of the background facts? O as part of the
remedy that you are asking nme to grant -- asking the
panel - -

MR. LOEW This claimmy be both, but that
will be your decision. But it may be both.

JUDGE BROWN: Is there a reason why this
wasn't clarified during either of the two prehearing
conferences or after | issued the prehearing conference
m nutes and orders that clarified -- that confirnmed what
we tal ked about at the prehearing conferences.

MR. LOEW Judge Brown, you nmay recall in our
| ast pre -- nost recent prehearing conference. W
raised -- since the appeal's decision cane down, we
| ooked at this issue froma bit of a different angle.

Al though all of the issues that we are going

Kennedy Court Reporters, Inc.
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to be raising today in terns of regulation, statute, are
all -- were all raised wwth the appeal's officer. So we
had tal ked about this a bit in our preconference. |
think the CD -- you would ask the CDTFA how you'd |ike
to resolve that and conme to the hearing and discuss it.
JUDGE BROWN: | do recall, and | was going to
recount that. And it's in the nost recent mnutes and
orders that -- we discussed that appellant was raising a
new | egal theory related to the Septenber 2020 claimfor
refund, and we di scussed whet her we'd have prehearing

briefing on that. And the CDTFA had sone concerns about

the tim ng.

So | agree, | hear the argunents -- or the
panel will hear the argunents for that |egal theory now,
and | understand that. | just want to nake sure that

you aren't raising a new claimfor refund about a
different anmount of noney or a different units. Units
meani ng the | TCA-650 units conponents.

MR LOCEW Sane anount. Same issue.

JUDGE BROWN:. Okay. So to the extent, you're
rai sing | egal argunents that you may have raised for the
July 2020 claimfor refund that's part of the new | egal
theory that you tal ked about?

MR. LOEW Correct.

JUDGE BROWN: Okay. But it is still the

Kennedy Court Reporters, Inc.
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Sept enber 2020 claimfor refund that is the only one
that's in dispute here?

MR, LOEW Correct.

JUDGE BROWN: Okay. Then | will turn to CDTFA
and say is this -- | guess do you have any response? 1Is
it your understanding that, again, we are -- that the
i ssue as stated earlier about the Septenber 25th, 2020
claimfor refund is the correct issue -- statenent of
the issue?

M5. JACOBS: That's also our understanding in
the departnent's brief which we filed Novenber 28th,
2022. We clarified that in footnote too that we
understood that it was only the Septenber 25th, 2020
claimfor refund that was at issue on this appeal.

JUDGE BROWN:  Alright. | think we have
clarified.

Again, it's the Septenber 25th, 2020 claimfor
refund. There are new and is confirnmed in the January
2024 prehearing conference m nutes and orders appel |l ant
Is raising a new |l egal argunent -- |legal theory and may
have been raised regarding a previous claimfor refund
IS now being raised -- is a | egal argunent regarding
this claimfor refund at issue.

Okay. Then | think | have covered all of that

in ternms of clarifying what the issue is.
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kay. And as | noted in the mnutes and
orders and we di scussed at the prehearing conference, at
the end of the hearing today, we, the panel, determ ned
in consultation with the parties whet her any
post-hearing briefing is necessary to raise -- to
address appell ant's new argunent.

If we are done confirmng the issue, |I'm going
to nove on to admtting the exhibits into evidence.

Both parties tinely submtted their proposed exhibits
prior to the 15 day deadli ne.

The prehearing conference mnutes and orders
set out a February 15th deadline for the parties to
notify OTA any opposing party -- if they had any
objection to either to the opposing party's exhibits
being admtted into evidence, and | did not receive any
obj ecti ons.

So -- and | -- fromwhat the parties indicated
at the prehearing conferences, | was not anticipating
any objection. So | wll just address each party's
exhibits one by -- in turn.

First, I'll address Appellant's Exhibits.
Appellant tinely submtted Exhibits 1-123.

Does CDTFA have any objection to these
exhi bits being admtted into evidence?

M5. JACOBS: No objection. Thank you.

Kennedy Court Reporters, Inc.
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JUDGE BROWN: Thank you. And then | wll
address CDTFA' s Exhibits A-H.

Does appel |l ant have any objection to these
exhi bits being admtted into evidence?

MR. LOEW No objections.

JUDGE BROWN. Thank you. Appellant's Exhibits
1-123, and CDTFA's Exhibits A-H are admtted into
evi dence.

And I'Il just briefly note that as we
di scussed at the prehearing conferences, Appellant's
Exhi bit 37 and 38 are video exhibits. And all have
confirmed that all the panel nenbers have watched the
video prior to this hearing, and, therefore, we don't
need to actually play the videos during the hearing.

But the parties are, of course, here to neke
any argunents about those exhibits or any of the
exhibits during their presentations. And then |I'mjust
going to briefly go over the tineline that we anticipate
for the hearing today.

Appel lant estimated it will take 45 m nutes
for it's opening presentation. And after appellant's
openi ng presentation, there will be -- anticipate there
wi |l be questions fromthe panel. And then we wll have
CDTFA's presentation. CDTFA estimated 25 m nutes.

And then after CDTFA conpleted it's

Kennedy Court Reporters, Inc.
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presentation, | anticipate we nmay have questions from
the panel. After that, we wll have tine for
appellant's rebuttal; we estimated five m nutes.

If, at any point, during the proceedi ng anyone
needs a short break after -- you know, at a natural
breaki ng point, |ike, after one party has conpleted its
presentation or both parties have; please, just reguest
a break, and we should be able to take one.

Does anyone have anything to raise before we
begin with appellant's presentation? Have | covered all
of the logistical things we need to address at this
point? GCkay. Gven that no one's raised anything,
think that we are ready to begin with appellant's
presentati on.

| will say appellant has 45 m nutes.

PRESENTATI ON

MR. LOEW Thank you, Judge Brown, and Judge
Al drich, and Judge Geary. Thank you.

Intarcia Therapeutics is founded in 1995.
They' re headquartered -- or were headquartered in
Bost on, Massachusetts. They had a | arge research and
devel opnent facility in North Carolina, and their
manufacturing facility was in Hayward, California.

As you nentioned, Intarcia was devel opi ng an

Kennedy Court Reporters, Inc.
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I npl ant abl e nedi cal device for the treatnent of

di abetes. It was called the I TCA-650. So, basically,
t he device was rather having many injections, the
patient would be -- the device would provide patients
wi th an extended rel ease of nedicine, and it woul d | ast
up to 12 nont hs.

I ntarcia have been approved by the FDA to
conduct clinical trials. dinical trials ran between
2013 and 2018, approxi mately, on human bei ngs and over
5,000 patients. Had over 500 | ocations around the world
were part of the study -- the testing. An estimated
over 12,000 devices were used during those clinical
trials.

Intarcia was in their final stage of clinical
trials, phase three, and was anticipating approval of
its drug by the FDA. At that tinme, there was
approximately over a billion dollars of investnent in
Intarcia. There was a huge capital outlay that have
been nade, and investors were anticipating a return on
their investnent.

So Intarcia started ranping up their
procurenent of conponents of | TCA-650 so that they could
be ready to go to market upon FDA approval. It nust be
enphasi zed that the conpany was anticipating that FDA

approval, and that it was going to market.

Kennedy Court Reporters, Inc.
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W' ve provided, as you said, 123 exhibits.
Most of them are around the business environnent that
Intarcia was dealing with as they went through the
revolution; and were -- ultinmately, they ended up
towards the end of the clinical trial phases.

Conpany began procuring |large quantities of
conmponents. Over 4,000 units fromprimarily four
vendors; two were in-state, and two were out-of-state.
The two out of state vendors were -- that were the
| ar gest out-of-state vendors were known as RVMS and
I nvi bi o.

(Reporter Interruption)

MR LOEW RMS, and Invibio, I-NV-1-B-1-0.

Al'l of the units that we have in our claimfor
refund were shipped to Hayward, the manufacturing
facility; and accounted for as raw naterials in their
books and records.

At issue in this case, is that Intarcia paid
used-tax on approximately $10 mllion dollars of
conponent purchases fromout-of-state vendors. This is
Exhibit 84. W've listed three vendors. Two that |
just nmentioned, and one varying significant vendor
that's also listed in that exhibit.

Al'l of these conponents were purchased for two

reasons and two reasons only: For use of clinical

Kennedy Court Reporters, Inc.
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trials or as raw material conponents that were
ultimately to be resource.

Intarcia did not issue a resale's certificate
as it did not have approval to sell the | TCA-650 and did
not have a seller's permt in California. It's our
position that Intarcia is entitled to a refund of the
tax on the | TCA-650 devices used in clinical trials; as
well as a refund for the tax on conponents purchased of
manuf act urer, assenble, and fabricate the | TCA-650.

They were ultimately to be for resale.

"Il pause right there and just ask if anybody
has questions about the facts.

JUDGE BROWN:  You can proceed with your whol e
presentation. Cccasionally, we mght interrupt you if
we are confused, but usually we hold our questions until

the end of the presentation so that we don't interrupt

you.
MR, LOEW Sure. Thank you.
|"d like to start with California Revenue and
Taxation Code 6008; I'll just refer to it as "Section”

from here on out.

Section 6008, in part, says:

"Storage including any keeping retention in
the state for any purpose except in regular course of

busi ness."” Again, Section 6008 is the definition of

Kennedy Court Reporters, Inc.
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st or age.

Section 6009 nine is the definition of use.
And it states:

"Use includes the exercise of right or power
over tangi ble personal property, incident to the
ownership of that property.” It goes on to say, "except
that it does not include the sale of that property in
the regul ar course of business."”

The only use nade of the | TCA-650 was in
clinical trials and that was in an exenpt use pursuant
to Regul ation 1591 (e)(4).

Section 6201 is the Inposition of used-tax.
The definition for the Inposition of used-tax requires
storage, use, or other consunption of tangible property
in California.

Intarcia neets the exception noted in the
definition of storage under Section 6008 for the
conponents of the I TCA-650 in California.

Again, its only other use of the | TCA-650 were
for exenpt clinical trials. |Intarcia' s possession of
tangi bl e personal property in California is for the
pur pose of sale in the regular course of business.
There's shoul d be, and therefore no used-tax should be
I nposed or due by Intarcia.

Regul ation 1525 -- California Sal es of

Kennedy Court Reporters, Inc.
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used-tax, Regulation 1525 (b), states the follow ng:

"Tax does not apply to the sales of tangible
personal property to persons.” | want to highlight the
word "persons" and enphasi ze that.

"Persons who purchase it for the purpose of
i ncorporating it into the manufactured article to be
sold as, for exanple, any raw materials becom ng an
I ngredi ent or a conponent of a manufactured article.”

Section 6005 is the definition of a person. A
person includes any individual, firm partnership, joint
venture -- it goes on; corporation, this other type of
entities that goes on within the definition.

Pl ease note that the specific entities |isted
in the definition of a person do not include the
follow ng: The definition of a seller or a retailer.
They do not include those terns; seller or retailer.

Section 6014 is the definition of a seller.

It says:

"The seller includes every person engaged in
t he business of selling tangi ble personal property. O
a kind that gross receipts fromthe retail sale of which
are required to be in the neasure of sales tax."

A person is not necessarily a seller. To be a
seller, a person nust be engaged in the business of

selling tangi bl e personal property.
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The definition of a retailer is Section 6015.
And it states:

"Every seller who nmakes any retail sell or
sal es of tangi ble personal property and every person
engaged in the business of making retail sales of an
auction of tangi ble personal property owned by a person
or others."”

Intarcia has never sold any tangi bl e personal
property. So they are neither a seller, nor a retailer.
The CDTFA auditor in the audit never found -- never
found evidence of Intarcia nmaking any sale of tangible
personal property. During the audit -- and, again,
Intarcia was prohibited fromselling the | TCA-650 until
It received FDA approval.

So Intarcia is nothing nore than a person by
definition. As defined by Section 6005 and within the
context of California sales and used-tax Laws and
Regul ati ons.

Again, | nust reiterate that Section -- or
t hat Regul ation 1525 states:

"Tax does not apply to the sales of tangible
personal property to persons who purchase it for any
pur pose of incorporating it into the manufactured
article to be sold; or as, for exanple, any raw

material s becom ng an ingredient or a conponent of the
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manuf actured article.”

Intarcia is that person. Again, the
regul ati on does not require the person purchasing the
itenms to be manufactured to be a seller or a retailer.

Therefore, Intarcia s purchase of it's raw
mat erial s and conponents are not taxable. | do want to
note that this regulation was raised in the earlier
appeal 's conference. And all parties that were present
were aware of the manufacturing facilities in Hayward
and that Intarcia was not a retailer.

Section 6901 is entitled Credits and Refunds,
and it states that if the departnent determ nes that any
anount, penalty, or interest has been paid nore than
once or have erroneously or illegally collected, the
departnent shall set forth that fact in the records of
the departnent and shall certify the anobunt coll ected;
and excess of the anount legally due and the person from
whomit was collected or by whom paid.

It goes on to say under Section -- Subsection
(1), any anount of tax interest appellant was not
required to be paid.

Intarcia erroneously paid used-tax to it's
vendors as outlined in Exhibit 84 and is entitled to a
refund of the tax pay.

Regul ati ons 1684 (h), Refunds of Excess Tax
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Col |l ections states, in part, Section 6901 of the Revenue
Tax requires any overpaynent of used-tax be credited or
refunded only to the purchaser who nmade the overpaynent.
Therefore, the refund of the tax should be paid directly
to Intarcia.

Also like to note that Regulation 1701,
Tax- Pai d Purchases Resold, was raised in the claimfor
refund, as well as in our appeal's conference. The
first sentence of the Regulations states that Tax-Paid
Pur chases Resol d provides for a deduction for sales tax
paid by a retailer; Intarcia is not a retailer,

Therefore, Regulation 1701 is not relevant in
this case. W refer back to the Regul ation 1525.

MR, HUK: Just to add to the Regul ation 1525,
In the distinction between person verses retailer verses
seller, the Regulation very easily could have incl uded
the word "retailer" instead of "person"; or the word
"seller" instead of "person."

But it specifically stated "person.”™ And we
want to enphasize that particularly because
manuf acturers are not the sane as a Hallmark store
where, you know, you buy inventory, you put it on the
shelf, and you're ready to go. You're in business.
You' re selling.

Whereas a manufacturer, particularly of a
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nmedi cal device of the conplexity of the | TCA-650, which
had an osnotic punp, it had an ears-worth in m crograns
of the nedicine Exenatide. It's a extrenely conpl ex
devi ce.

And part of that process -- the FDA approval
was to actually go through the manufacturing line, go
t hrough the assenbly to make sure that it nmet all the
FDA qualifications just to manufacture it. So they had
I ssues with sterileness of the manufacturing |ine.

And so it's one thing to nake very sinple
wi dgets, but even then the applicable Regulation would
be 1525 for sonebody that is first manufacturing to have
a product that is viable to sell and then sell. \Wereas
this, as Bill stated right in the begi nning, they
started in 1995. They licensed a delivery system from
anot her conpany, and then they had, you know, all of the
ani mal phases that they had to go through.

Phase 1, phase 2, phase 3 -- as they
acconpl i sh each one of those and it proves not to be
dangerous to the human beings, et cetera; they noved to
t he next phase and their nmanufacturing all this. And as
you saw when you wat ched the videos, they thought they
were very close to starting to sell. So they ranped up

And you can see it in our exhibits that

there's, for exanple, Exenatide. There was about, what,
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$2 million dollars worth of Exenatide purchased
initially in the clinical trial phase over the course of
the audit period who was $12 nmillion dollars. They
bought $12 mllion dollars worth of Exenatide in, what,
i ke, last year.

So they were getting ready. And so this
manuf acturing process -- | do not think that the State
of California and Legislators just casually chose the
word that defines who the exenption is applicable to.

And it was clearly a person because they
recogni zed that manufacturing is nmuch different than
sonebody that already has a product that is ready to go;
and they're at the ear of the seller or the retailer
| evel .

So I think that needs to be enphasized. It's
not a cas -- it's not a mstake that the word "person”
Is in Regulation 1525. And there's no question, the
auditor recognized it, as Bill stated, that they were a
manuf act urer.

Research and devel opnent was done in North
Carolina in a place called RTP, which stands for
Research Triangle Park. And there's |lots of conpani es.
W ki pedia is actually one of our exhibits. That's what
they do there. Assenbly was done. Manufacturing was

done in Hayward, California.
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' m done.

MR. LOEW We've concl uded.

JUDGE BROWN: Thank you very nuch. And, as |
said, now !l think we're going to have questions fromthe
panel. And I'Il let ny co-panelist go first.

Judge CGeary, do you want to ask any questions
at this tinme?

JUDGE GEARY: | do. It just went a |ot
qui cker than I've -- it went a |ot faster than expected.

JUDGE BROWN:  You can take a mnute if you'd
li ke.

JUDGE GEARY: |'Il direct ny questions to you,
M. Loew. If M. Huk wants to answer, that's fine.

Is there anything in the evidence that you
submtted that tells us why specifically Intarcia
decided or did pay used-tax in connection with these
pur chases.

MR LOEW As | said, they did not have a
seller's permt.

JUDCGE GEARY: | renenber what you said in your
argument. |I'mtrying to find out if any of that is set
forth. For exanple, letters between Intarcia and the
vendors. Anything where there's a discussion of why
Intarcia was bei ng asked to pay used-t ax.

MR. HUK: Yes. So the vice president of
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taxation, | renmenber talking with him--

JUDGE GEARY: Let ne interrupt you for a
second, M. Huk. You're not testifying today, you're
just arguing. That's why | want you to direct ne to the
evidence that, if there is any, that tal ks about the
decision to pay used-tax for these purchases. 1Is there
anything in there?

MR LOEW We'Il have to get back to you on
that, M. GCeary.

JUDGE GEARY: If you can before the hearing is
over, point nme to sonething that m ght be sone
assistance to ne. You were making comments -- M. Huk,
and | believe M. Loew made comments -- about Intarcia
bei ng a manufacturer. Manufacturers sonetines use
materials that they purchase; correct? And in fact --

MR. HUK: That's correct.

JUDGE GEARY: -- Intarcia used materials that
It purchased. Sone.

MR. HUK: That's correct.

JUDCGE GEARY: Sone of those used m ght have
been taxabl e, sone of them may have not been. That's
not concern, but everything that it purchased was not
purchase for resell?

MR. HUK: That's correct.

JUDGE GEARY: kay. | had a question -- |
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think you may have answered it -- why Intarcia was
maki ng substanti al purchases when there shoul d have been
i nventory |left over fromprior years. Purchases.

And is your answer to that type of inquiry
that they were ranping up and trying to accunul ate
conponents for what they believe was the inevitable need
to manufacture the product so that investors can see
return on their investnent.

MR HUK: Yes, that's correct.

And part of the video, the CEO Kurt G aves,
said that $1 billion dollars had been invested and they
had just consummated a deal where they would share --
you know, the investor would share in the revenue from

2018 to 2031 and | think one half percent of the

revenue.
So there was lots of interest in starting to
recover the billion dollars that have been invested in
t he conmpany by many investors, including Bill Gates.
JUDGE GEARY: There were no purchases in 2017
or 2018; correct? | think one of the charts in your
brief had purchases -- and | don't think it went back to

2013, but it had purchase in 2015, 2016. And | think it
showed no purchases or conponents in 2017 or 2018; am/|l
i ncorrect about that?

MR HUK: | think that's incorrect. | woul d
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have to go back and check, but they were ranpi ng up.
Specifically | had an E-mail from RVS that said that
they were ranping up, so they were producing nore of the
body of this device.

So RMB was the manufacturer in M nnesota that
made certain conponents, and then they purchased --
Intarcia purchased fromlnvibio who is in Pennsyl vani a.
"Il call it the "coding" that we get heated and then
RVE wi Il put on the outside of the item

And the RMS person specifically said that
there was nore purchases occurring and there was
definitely, as we already stated, of Exenatide which
woul d have a shelf life. And so they started buying --
t hey bought, like, $10 mllion dollars worth of
Exenatide in that -- 2017.

MR. GEARY: And -- but | think as you brief
It, it's called an executive summary or sonething |like
that. Part of it is a -- has a chart that appears to
| i st purchases nade -- excuse nme, purchases used in
clinical trials in 2014, '15, '16, '17, '18, and '19.
So there were no purchases that were used in -- and
maybe that's what it indicates. It's indicating perhaps
that there were no clinical trials in 2017 and 2018; is
that correct?

MR. HUK: Yeah. And so -- which, actually, |
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feel supports our position is that that they thought
that they were at the point where they could do |ess
clinical trials because the approval was imm nent.

And so there was -- there was only -- there
was | ess than a thousand clinical trials in, like, 2018
or 2019. And there was a big drop off so when you | ook
at that chart, | think you' re seeing the one that the
total of the bottomis $51, 000.

JUDGE CEARY: $51, 2109.

MR. HUK: Yeah. So there's a lot of clinical
trials early on 2013, '14, '15; and then as phase 3 is
| ooki ng good, he's on Mad Money. You know, expecting
that in a year and a half or two years they'l|l be going
to market. And then that's the ranp up.

JUDGE CEARY: So | believe Intarcia submtted
their application in 2016 for FDA approval.

MR, HUK: Well the process is called an
I nvestigational new drug and so there's actually phases
that they go through, and | nentioned thembriefly --

JUDCGE GEARY: Let nme just interrupt you for a
second.

MR HUK: Sure.

JUDGE CEARY: Did Intarcia expect approval
sonetinme in 20167

MR. HUK: Yeah, they did. | think they --
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when you listen to Kurt G aves the CEO on Mad Money, Jim
Cranmer is -- you know, he's upbeat. Real optimstic, et
cetera. He has to be careful, Kurt Gaves does, from
his position as a CEQ

He can't m sl ead people that he got approval
but the inspection, and he said it in his -- in the
vi deo; that he expected to be going to market in a year
ina half to tw | believe.

JUDGE GEARY: There were additional clinica
trials in 2019?

MR. HUK: There was just a handful because
they were running into problens. You know, there was
this what they call AKI, Acute Kidney Injury. It was
starting to crop up in patients that were using the
Exenatide. And | think that was one of the things that
hung hi m up.

JUDGE GEARY: M. Loew, when he was speaki ng
about Intarcia and | may have imagined this, but I
t hought he was speaking in the past tense.

Is Intarcia still in the business of
attenpting to get these -- this product approved for
retail use or nedical use in the popul ati on?

MR. HUK: Yeah. So they went through -- and
this is beyond the audit period -- but they went through
many what they call CRLs, which is an FDA letter that
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cones back and says you got an issue or that issue.

And | don't have the expert on that process.
But they had, you know, people over at the head
engi neering, head of nmanufacturing, the CEQ et cetera,
goi ng before the FDA, going to hearings to try to
convince themthat they should be approved. That they
coul d tackle the problens that they were encountering.

And at each stage, at each one of these -- |
think there was one back in Septenber of 2023. They
were still trying to get it to, you know, to get the
attention of FDA. So | don't know all the ins-and-outs
of this, but | believe that a trustee cane in to sel
off all of the assets.

There was an assi gnnent of benefit of
creditors. | don't know exactly when that happened.
Al'l of this happened after the audit period and -- but,
Kurt Graves still believes init. And so there is a
conpany that | think is called H gh Zero Two or 12 and
he's the CEO of that. And their still pursuing it but
It's a conpletely separate | egal entity.

JUDGE GEARY: Are you saying Intarcia sought
bankruptcy protection, and that the assets were sol d?

MR. HUK: They didn't go for bankruptcy. |
think they went for this assignnment for benefit of

creditors.
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JUDGE CEARY: And does the evidence that
appellants submtted in this case show that it's assets
wer e sol d?

MR. HUK: W have -- that's a conpletely
separate |legal entity. The ABC.

JUDGE GEARY: So --

MR HUK: And | don't know how that -- | don't
know how that transpired, but what | do know is that
they paid tax of conponents, raw materials that they
were -- they intended to -- that they purchased for
manuf act uri ng.

And to the extent that the product failed, I
think the product is wth CSBi o, who were the vendor of
Exenati de and we got a refund for the Exenatide. That
was a sale's tax transaction. And we also got a refund
from Basel, that was a sale's tax.

So Intarcia got the tax routed back through
the vendors, but as far as what happened to the product,
the product is conpletely usel ess.

It is not in the possession of the ABC is our
under standi ng, but | do know that there is an annotati on
that says that. And | know that annotations aren't the
same as |law, but that says that if you have a product
that for business purposes, you can not mark it and it's

destroyed; or it's not being held for resale. And these
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things look like a little fuse for your car.

They had no ot her purpose that that is not a
taxabl e event. So where they were with the product
after it couldn't be sold -- the FDA said it can't be
sold -- there was no other reason for it. And | can
gi ve you the annotation nunber for that if you --

JUDGE GEARY: Is it in your papers? | know you
cited nunmerous --

MR HUK: It was in the brief to Ryan Kaye,

t he appeal's conference holder. Yeah, it was Annotation
570 -- wait a second here. Yeah, 5701380, Destruction
of Property Purchased For Resal e.

(Quoti ng)

"The deli berate destruction of goods purchased
for resale is not taxable use when the goods are not
suitable for their intended purpose, and the purchaser
has sound busi ness reasons for destroying the goods
rat her than marketing them"™

And it was a short backup letter to that and
t hat backup letter essentially says the sane thing.

JUDGE GEARY: So if | understand you
correctly, there is -- there is zero |ikelihood that
Intarcia will ever market the | TCA-650 because it
essentially has dissolved and sold it's assets to other

conpani es.
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MR HUK: | would say that that is true for
the legal entity Intarcia. Kurt Graves m ght say
sonmet hing different because he's -- ny understandi ng
fromreading articles fromGoogle is that that there is
an entity that he is the CEO of, but it's not Intarcia

Therapeutics, Inc.

JUDGE GEARY: Is that why -- is one of the
reasons why the appellant's position is that the -- the
treatnent of devices -- programmabl e drug infusion
treatnment devices -- that's why appellant thinks that

the statute and regulation that deals with that type of
device has no rel evance to this proceeding.

Do you recall in the decision that was
prepared by the Appeals Bureau in a footnote, it states
that during the appeal's conference, the author asked
cl ai mant whether it believed the | TCA-650 qualified as a
medi ci ne under Revenue and Taxation Code, Section 6369,
Subdi vision (c)(6); and Regul ation 1591, Subdi vi sion
(b)(6), as a programrabl e drug i nfusion device.

And claimant replied, "W do not see that the
drug infusion section of California Regulation 1591 has
any relevance to the claimin hand."

First of all, is that a correct attribution?
Did the clainmant essentially nmake that statenent at the

appeal ' s conference?
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MR HUK: | don't dispute that, no. But I
woul d al so say that when you read 1591, prescription
medi ci ne has to be approved by the FDA. And their
nmedi ci ne was not approved by the FDA.

JUDGE GEARY: Ckay.

MR. HUK: Except for clinical trials.

JUDGE GEARY: You -- the appellant refers in
it's brief to -- it's believed that if a product becones
obsol escent, it's not subject to tax, and it's simlar
to the argunents -- one of the argunents you're making
here; that the ITCA-650 is for all intensive purposes.
At least fromlintarcia' s point of view Cbsolescent, it
cannot be made.

MR. HUK: Yeah. One, they woul d be breaking
the law if they attenpted to market it and for business
pur poses - -

JUDGE BROMN: |I'msorry, | need to interrupt.
Can | ask you to please hold your thought. | just
gotten a nessage that we need to pause the hearing
because they're having an issue with the |ive stream

Wite down what you were saying. W' Il get
back to it. W're going to pause the hearing for just a
nonent, and I'mgoing to wait for confirmation that we
can restart.

( Break)
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JUDGE BROMWN:  We're resum ng the hearing.
Apol ogies for the break due to the glitch with the live
streaming. | was infornmed that the live stream ng was
cut off during the questioning and discussion that Judge
Ceary had with appellant's representatives. So the |ive
stream may have m ssed a m nute or two.

l"mnot -- we don't know exactly when it cut
off, but it was in that mnute that we got the nessage.
So |l wll just note for anyone watching on the live
streamng if there was sonme period at sonme om ssion, it
will be covered by the transcript -- the hearing
transcript.

Oh, and did | note, we are back on the record.
We are back on the record, and the period -- any
om ssion in the live streamng is covered by the
transcript.

Judge Geary was asking questions, and | wll
revisit exactly where we were.

JUDGE GEARY: Judge Brown, | think we'll |et
our stenographer -- if you don't mnd --

Judge BROWN:. That's true. Can the
st enogr apher pick up what the | ast question that we had
bef ore the break.

(Read back)
JUDGE GEARY: |I'msure M. Huk recalls -- |
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think we were tal king about obsol escence and whet her
t hat was --

JUDGE BROMN:  And I'Ill just note we are back
on the record.

JUDGE CGEARY: -- and whether that was one of
the points you were trying to nake in the argunent of
you and M. Loew. In essence because you can't nake the
product and sell it. 1It's essentially the conponents
t hat you have are obsol ete.

MR. HUK: That's correct.

JUDGE GEARY: (Ckay. M. Huk, those are the
only questions that | have; M. Loew, the only
guestions that | have right now. | may cone back to you
| ater after CDTFA gives it's argunent.

Thank you, Judge Brown.

JUDGE BROMWN: Thank you.

And | will turn to Judge Aldrich and ask if he
has any questions for appellant's representatives at
this tine.

JUDGE ALDRICH: Good afternoon. | do have a
coupl e of quick questions. During the -- you're
argunent, you nentioned that the Exenatide has a shelf
life. So after the Exenatide is incorporated with the
ot her conmponents, how the shelf |life are we talking

about .
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MR, HUK: So ny understanding, again, not an
expert on Exenatide, is that for one -- and CEO Kurt
G aves said to JimCranmer in Mad Money -- that one of
the the big hurdles that they got over was that the
nmedi ci ne could stay in the body at body tenperature and
not deteriorate.

And so in clinical trials, they had
iterations that were for three nonths. Sonme were siXx
mont hs test, sone were nine nonths, sone were 12 nont hs
test.

And fromthe video on Mad Money, |'m not sure
if it was the Exhibit 37 or Exhibit 38, he tal ked about
the goal was to beat Merck and their product which was
taken orally and that it would -- the big advant age,
especially over injections, is that it would only have
to be done once a year.

So that was the goal, was for the Exenatide to
last in the body. And | don't know how nuch shelf life
it has as it's awaiting to go to a distributor or to a
doctor, hospital, et cetera. | don't know what that
shelf life was, but | think that it's telling that they
ranped up and started buying $10 mllion dollars worth
of Exenatide in 2017. Yeah.

JUDGE ALDRICH: Okay. And is Intarcia still

in existence as far as being registered with the
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secretary of the state.

MR HUK: | don't know the answer to that
guestion. Al that | knowis that -- I'ma CPA, not an
attorney -- so | believe it's a trustee that not through

bankrupt cy, but through the assignnent of benefit of
creditors was it control of the selling off of assets,
et cetera.

JUDGE ALDRICH: Ckay. Thank you.

Back to Judge Brown.

JUDGE BROWN: Thank you. | think I may have
sone coupl e questions now and then naybe nore later. So
is the ITCA -- are the | TCA-650 conponents still being
held in inventory in California?

MR, HUK: My understanding is that they're at
CSBi o, which is Menlo Park, California, and they were
the seller -- they were the vendor of Exenatide. | do
not know why it's there, but that's where they're at.

So they're still in California. There was a
hope that they would go to North Carolina or Boston, but
that didn't happen because then we will be making a
di fferent argunent.

JUDGE BROMN:  And then | just want to confirm
that in appellant's argunent here today, appellant is
argui ng that the tax-paid purchase resold deduction

under Regul ation 1701 does not apply because in
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appellant's initial brief to OTA back in 2022, ny
reading of it was that appellant was argui ng that the
t ax- pai d purchases resol d deduction did apply.

So | just want to confirmyou' re no | onger
maki ng the argunent that you're entitled to the tax-paid
pur chases resol d deduction under Regul ation 1701;
correct?

MR. LOEW That's correct.

MR HUK: Correct.

JUDGE BROMN: Ckay. And then | also want to
confirm whet her you' re maki ng any argunent about
pl acebos.

MR HUK: We are not.

JUDGE BROWN: Ckay. Because, yeah, | noticed
your brief didn't nention the placebos. Your argunent
here today doesn't nention the placebos. So all of that
stuff about placebos in the appeal's decision, that is
off; that's not sonmething that's before us here today.

MR HUK: | think the |ast couple sentences of
1591 (e)(4) took care of that for us.

JUDGE BROMN. Ckay. Thank you. |'mjust
clarifying because I don't want to spend tinme focusing
on things that are not before us here.

| also wanted to ask about the question of the

medi cal exenption for the | TCA-650 that were inplanted
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in patients for three nonths.

My understanding is that in terns of what is
still at issue, what -- you know, because of what the
appeal ' s decision ruled about the units that were
i npl anted for six nonths or nore that those are not
bef ore us here.

But units that were inplanted in patients for
| ess than six nonths -- neaning for the three nonth
clinical trials, those are still part of the units that
are in the tax that's in dispute here today; correct.

MR, HUK: That's correct. You know, really, |
just kind -- | find -- it's probably not a strong
argunent, but | just find it to be very arbitrary.

Especially given the purpose of this nedicine
is to not give it to sonebody for 12 nonths and so, you
know, to sneak up on it, sort to speak, to give a three
nont h dose, see how the patient does; and then a six
nmonths. It's all clinical trials.

JUDGE BROMN:. My question in terns of what
have to -- of what the panel has to deci de concerns
whet her we are | ooking at -- whether you're arguing that
the I TCA-650 that were inplanted in patients for three
nont hs neets the nedical exception under Regul ation 1591
and Revenue and Taxati on Code, Section 6369.

Whet her you're arguing that those are --
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whet her you're continuing to nmake the argunent that
t hose are exenpt.

MR. HUK: That would be the case. Yes.

JUDGE BROWN. Ckay. And your original brief
that was filed in 2022, you argued that appellant wll
show that the intent was that the | TCA-650 be inplanted
for 12 nonths. And you cited the Annotation 4250163,
which is regarding -- which has that rule about six
mont hs - -

MR, HUK: Ckay.

JUDGE BROMN. -- that it's permanently in plan
-- to consider permanently inplanted under the
regulation if it's inplanted for at |east six nonths. |
wanted to ask what your -- neke sure | understand what
your argunment is regarding the units that were inplanted
through the clinical trials for |ess than six nonths for
the three-nonth trials.

MR LOEW Correct ne if I'mwong, but the
clinical trials exenption that were cited today | don't
believe deals with the inplantation issue, which is a
prescription nedici ne exenpti on.

| f sonmething is planted in the body for
greater than six nonths, then it's sold under the
prescription. Then it's deenmed to be an exenpt

medi ci ne. Today we're | ooking frompurely a clinical
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trials' perspective.

MR HUK: O 12 nonths, | nean, that was --
but as far as the viability, they -- again not being an
expert on the FDA approval process -- but the safety and
the health of the patients was the nost inportant thing
and this was clinical trials at this point. It's not a
prescription nedicine at that point.

JUDGE BROMN: | think those are all the
guestions | have for appellant at this tine. | nmay
revisit, but nowl'mgoing to turn to CDTFA and | et
CDTFA nake it's presentation.

"Il say CDTFA if you're ready, you can go

ahead. If you need a nonent, that's fine.
PRESENTATI ON
M5. JACOBS: Thank you. | think we're ready.

Good afternoon. Again, nmy nane is it Amanda
Jacobs. |I'man attorney for CDTFA s | egal division.

Appel l ant is a bi opharnmaceuti cal conpany that
devel ops drug therapi es and operates a nmanufacturing
facility in Hayward, California. Appellant devel oped
and manuf actured | TCA-650, a prescription nedicine and
drug delivery systemintended for the treatnent of type

2 di abet es.
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| TCA- 650 consists of a osnotic punp that is
pl aced succedaneously and conti nuously rel ease a dose of
t he FDA approved type 2 di abetes drug, Exenati de.
Appellant filed a new drug application, or NDA, seeking
approval to market and sell | TCA-650.

However to date, appellant has not received
approval of its NDA and is prohibited fromselling
| TCA-650 in the United States. Appellant filed a claim
for refund for the period of January 1st, 2014, through
Decenber 31st, 2019, pertaining to appellant's tax-paid
pur chases of conponent parts for the manufacture of
| TCA- 650.

During the claimperiod and relevant to the
appeal at issue, appellant paid used-tax on conponents
parts of the manufacture | TCA-650, which were shi pped
fromout-of-state suppliers to appellant in California
and incorporated into finish I TCA-650 units init's
Hayward manufacturing facility.

It's suppliers, RM5S and I nvibio, each held a
certificate of registration of used-tax and provi ded
appellant with receipts for its paynent of used-tax on
t he conponents; Appellant's Exhibit 77 and 85.

Appel I ant furnished sonme of it's manufactured | TCA-650
units to licensed physicians w thout charge for the use

of human clinical trials.
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Certain clinical trial units of |TCA-650
contai ned the active ingredient Exenatide while others
contai ned a placebo; Exhibits F, page 2 and G page 5.

The trial units were inplanted and studied
partici pants bodies for periods of three, six, nine, or
12 nonths; Exhibits D and E, page 3.

It is our understandi ng that appellant has

retai ned the remai ni ng conponent parts not used in human

clinical trials in California. It is departnent's
further understanding that the matter is still open with
t he FDA.

The sole issue in this appeal is whether
appellant is entitled to a refund for used-tax paid in
connection wth it's purchase of conponent parts for the
manuf acture of certain | TCA-650 units during the claim
peri od.

It is our understanding that the issue is
limted to the purchase of conponent parts either used
in human clinical trials in which the | TCA-650 unit was
i npl anted for |less than six nonths, or those not used in
clinical trials but retained in California.

It is now our understanding that the
conponents used in human clinical trials in which the
unit was |loaded with a placebo are not at issue since

Regul ation 1591 (e)(4) specifically states the placebos
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are not included in the exenption for use in clinica
trial medicines.

As you know, California inposes used-tax on
the sale's price of tangible personal property, TPP
purchase fromany retailer for storage, use, or any
consunption in this state unl ess excluded or otherw se
exenpt; Sections 6201 and 6401.

The used-tax is inposed on the person who
stores, use, or otherw se consunes the TPP; Section
6202. It is presuned that TPP sold by any person for
delivery in California is sold for storage, use, or
ot her consunption in this state until the contrary is
est abl i shed.

The burden of proving the contrary is on the
person who nmakes the sale unless he takes fromthe
purchaser a certificate to the effect that the property
I's purchased for resale; Section 6241.

It is presuned that TPP shi pped or brought to
California, by the purchaser, was purchased froma
retailer for storage use or other consunption in this
state; Section 6246.

Storage includes any keeping or retention in
California for any purpose except sale and the regular
course of business or subsequent use solely outside this

state; Section 6008.
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Use includes the exercise of any right or
power over TPP, incident the ownership of that property
except sale in the regular course of business; Section
6009.

Section 6369, which is interpreted and
i mpl emrented by Regul ation 1591, exenpts fromtax the
storage, use, or other consunption of nedicine as
defined if they are dispensed or otherw se provided to
the patient under specified circunstances; Section 6369
(a) and Regul ation 1591 (d).

The term "nedicines"” is defined to include any
substance or preparation intended for use by external or
internal application to the human body and the di agnoses
cure mtigation treatnment or prevention of disease;
Section 6369 (b).

It al so includes what specified exceptions any
product fully inplanted or injected in the human body or
any drug or any biologic when such are approved by the
the U S. FDA to diagnose, cure, nitigate, treat, or
prevent disease, illness, or nedical condition;

Regul ation 1591 (a)(9)(a).

The term "nedi ci nes"” does not include articles
that are in the nature of instrunents, apparatuses,
contrivances, appliances, devices, or other mechani cal

or physical equipnent; or article and conponent parts in
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accessories thereof; Section 6369 (b)(2), and Regul ation
1591 (c)(2).

However nedi ci nes do include permanently
i npl anted articles other than dentures permanently
planted in the human body to assist the functioning of
any natural organ, artery, vein, or linb and which
remai n or dissolve in the body; Section 6369 (c)(2), and
Regul ation 1591 (a)(9)(b) and (b)(2).

Statutes granting a tax exenption are strictly
construed to avoid enlarging or extendi ng the concession
beyond the plain nmeaning of the | anguage used in
granting it; see Associ ated Beverage Conpany v. Board of
Equal i zati on (1990) 224 Cal . App. 3d, pin sight 211.

Appel | ant bares the burden of showing it
clearly comes within the terns of the exenption by a
preponder ance of the evidence; see Regul ati on 35003
Subdi vision (a), and Paine v. State Board of
Equal i zati on (1982) 137.Cal . App3d 438, pin sight 443.

Wth all of that in mnd, appellant's use of
| TCA-650 units for human clinical trials was a taxable
use where the units were inplanted for |ess than six
nont hs.

W first note that | TCA-650 does not neet the
definition of nedicine for purposes of the exenption as

it is not a substance or preparation as described by
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Regul ation 1591 (a)(9)(b), or a product approved by the
FDA as required by 1591 (a)(9)(a).

Regul ation 1591 (e)(4) provides that tax does
not apply to the storage, use, or consunption of, quote:

“"Clinical trial nedicines during the United
States food and drug adm nistrations drug devel opnent
and approval process."” End quote.

Cinical trial nedicines are defined as
substances of preparations approved as investigational
new drugs by the FDA and intended for treatnent of an
application to the human body which are furnished by a
phar maceuti cal devel oper, manufacturer, or distributor
to a licensed physician and subsequently di spensed,
furni shed, or adm ni stered pursuant to the order of the
I i censed physi ci an.

Subdi vision (e)(4) does not create a new
classification or category of nedicines. Rather it
all ows an exenption for nedicines as otherw se defi ned
by Section 6369, and Regul ation 1591, that are in the
clinical trial stage and have not yet received approval
from the FDA.

In this case, the departnent determ ned that
| TCA- 650 i npl anted and studied participants' bodies for
periods of six, nine, or 12 nonths, net the definition

of a permanently inplanted article under Regul ation 1591
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(b)(2).

However, the departnent's |ongstandi ng over 40
year interpretation of permanently inplanted has made
inplanted with the intent to remain in the body for at
| east six nonths. See Annotations 425.0887, 425.0163,
and 425.0521 as exanples of that interpretation.

As sone of the ITCA's -- of the units of
| TCA-650 were inplanted for less than six nonths -- in
this case, three nonths -- those units and their
conponent parts do not neet the definition of
permanently inplanted articles pursuant to Regul ation
1591 (b)(2), or clinical trial nedicines pursuant to
Subdi vision (e)(4).

As such, appellant's use of the I TCA-650 units
in those human clinical trials was a taxabl e use.

Finally, we will discuss appellant's remaining
| TCA- 650 conponents.

Appel | ants purchase of the conponents were
presuned to be subject to tax. |It's suppliers were
registered with the departnent and required to coll ect
used-tax on such purchases because appellant did not
provide a resale certificate at the tinme of purchase;
Section 6241.

And appel l ant no | onger possesses a valid

sellers permt and is still legally prohibited from
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selling ITCA-650 in the United States because it has not
obt ai ned FDA approval. Until April 1st, 2019, well

after the conponent purchases were nmade between 2014 and
2017; Exhibit 56.

And appell ant no | onger possesses a valid
seller's permt and is still legally prohibited from
selling ITCA-650 in the United States because it has not
obt ai ned FDA approval. And, in fact, it's seller's
permt was closed in July of 2019 with an effective
cl oseout of April 1st, the day that it had been issued.

Wi |l e appellant -- sorry, appellant has argued
that the reason for purchasing TPP i ssue was for
i ncorporation into products and intended to resale.

The fact of the matter is the remaining TPP at
I ssue cannot have been held for sale in the regul ar
course of business because, as established, appell ant
was not legally permtted to sell it. Appellant
continues to stores these products in California.

Appel | ant asserts that these purchases were
nont axabl e purchases for resal e because appel | ant
retai ned the TPP for purposes of resale once it obtained
FDA approval. But appellant -- so appellant is
requesting a refund of the used-tax it paid to vendors
on it's initial purchases.

However, Section 6012, Subdivision (a)(1),
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i npl emented by Regul ation 1701, specifically
contenplates that a retailer may pay its vendor tax or

t ax rei nmbursenent when purchasing TPP and then reselling
the property; Regulation 1701 (b)(4).

The renedy, as you know, is the tax-paid
pur chases resold deduction in cases where a retailer
sells the property w thout naking any use other than
retention, denonstration, or display while holding a
property for sale in the regular course of business, the
retailer may take a deduction for the tax it paid when
t he purchase property was resold; 1701, Subdivision (a).

However, the deduction must be taken on the
retailer's return in which the sale of the TPP is
i ncl uded; Subdivision (a), again. Thus the tax paid
pur chases resold deduction is only avail abl e when the
TPP is resold and has been established, appellant has
not and could not resale the TPP at issue.

Appellant is now arguing that it is not a
retailer, and that the tax paid purchases resold
deducti on does not apply. Appellant is also arguing
that the conponents at issue were purchased for resale
and shoul d have been as tax. It cannot be both.

As it stands, appellant continues to store the
TPP at issue which it is not permtted to sell in

California. The |law makes no provision for a refund of
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tax resulting fromappellant's circunstances.

In sum appellant has not established that it
is entitled to a further refund for used-tax paid in
connection with its purchase of conponent parts for the
manuf acture of certain | TCA-650 units during the claim
peri od.

For these reasons, we request that the appea
be denied. Thank you.

Judge BROWN: Thank you. | think I will start
off with a few questions and then I'll turn to ny
co- panel i sts next.

| want to pick up on essentially the |ast
poi nt that you made, Ms. Jacobs, that there's no
provision for a refund of tax resulting fromthese
circunstances. So if the -- if a taxpayer continues to
hold itens that it purchased and pai d-used tax for in
i nventory, there's just never a provision that for a
refund. Like, it doesn't exist in the | aw

| s that essentially your argunent? And | can
rephrase that if there's a better way.

MR, HUXSOLL: Well that there's no provision
under these circunstances for issuing appellant refund.

JUDGE BROMN:  Sorry go ahead.

MR, HUXSOLL: Appellant -- when the vendors

sold the property in question to appellant, those were
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presuned to be subject to tax, and appellant did not
issue a resale's certificate at the tinme which

manuf acturers often do when they purchase stuff for the
attention of reselling it.

But when that wasn't done and now appel | ant
hol ds and continues to hold these products in California
wi thout the ability to sell them there's no basis for
refundi ng the tax.

JUDGE BROMWN: Well the Appeal's Bureau
deci si on says that the departnent agrees that it has no
knowl edge of any use by appellant of the retained
| TCA- 650 conponents; is that correct? Does the

departnent agree that there's no evidence that there's

been a taxabl e use of the conponents other than -- |I'm
sorry, | guess | should say other than -- |I'mtalking
about the ones that are still being retained. Not the

units that were used in clinical trials for |ess than
si x nont hs.

MR. HUXSOLL: Those do continue to be stored
in California. Like, with -- they say for resale, but
there's -- storage is a used absent holding it for
pur poses of resale, and here they say they're not a
retailer. So the tax-paid purchases resold deduction
doesn't apply.

But you can't have sonething in resale
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inventory without being a retailer soit's -- in the
event that appellant were able to sell these, perhaps

t he avenue woul d be a tax-paid purchases resold
deduction, but appellant continues to not be a retailer
in this case.

JUDGE BROMWN: So are you arguing that because
appellant can't resell the ITCA-650 that it's there for
a taxabl e use because they're not holding it for resale?

MR, HUXSOLL: They were never authorized to
sell the I TCA-650.

JUDGE BROMWN: But if their purpose is to
resell it, does it matter whether they are currently
aut hori zed for purposes anal yze the taxabl e use.

M5. JACOBS: Section 6008 says:

"Storage includes any keeping or retention in
California for any purpose except sale in the regular
course of business or subsequent use solely outside the
state.”

JUDGE BROMWN: What if appellant -- just
hypot hetically -- what if appellant were holding it for
resal e outside of the United States where FDA approval
IS not required? | know nobody have an answer -- |'m
just trying to franme howthis fits in wth that.

MR, HUXSOLL: Can you repeat that.

JUDGE BROMN: |'mjust saying is it necessary
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that they have -- that they'd be storing it for resale

wWthin the United States in order to -- are you arguing
that they have to be authorized to resell it within the
United States in order to be holding it for resale.

M5. JACOBS: | wouldn't say that we're arguing
that, we're saying that Section 6008 says storage
i ncl udes keeping it in California for any purpose except
sal e and the regul ar course of business or use solely
outsi de the state.

We don't have any facts that this was being
held for sale in the regular course of business or that
It was subsequently being used outside the state.

JUDGE BROWN: Then ny next question is,
hypot hetically, if the taxpayer shipped the ITCA to an
out of state facility under -- would that entitle
t axpayer to a refund under Revenue Taxati on Code,
Section 6009.1, the Storage and Use Excl usion.

M5. JACOBS: W don't have any facts that
speak to that being an issue in this case.

JUDGE BROWN. Well, actually, that does rem nd
me of sonething | wanted to ask both parties. | did see
that in the report of discussions of audit findings
dated Septenber 16th, 2021, | found it in CDTFA s
Exhibit C.  Although | don't have a page nunber, and |

know Exhi bit C has over a thousand pages.
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M5. JACOBS: The audit report letter? O
because that's a separate Exhibit E

JUDGE BROMN: No. | was looking at -- it was
a report of discussion of audit findings that raised
6009.1. And, actually, this mght be a better question
for appellant.

MR, HUXSOLL: Qur understandi ng, based on what
you read earlier fromthe decision in this case, was
6009. 1 argunent is no | onger being pursued based on the
fact that we | ooked at the three different clains for
refund. And so, | nean, we haven't briefed that issue
in anticipation in this case.

JUDGE BROMWN: That is sonething | want to --

had neant to clarify. |In fact, I'mgoing to ask
appellant this first, and 1'l|l conme back to CDTFA.
There was a -- in one of the reported

di scussion of audit findings, appellant had raised this
argunent about Revenue and Taxation Code 6009.1, which
is the Storage in Use Excl usion.

And appellant stated to the auditor that the
conponents were permanently shipped out of California.
But | don't know if that applies to conponents that were
under a different claimfor refund that are not at issue
her e.

MR, HUK: There was a possibility because of
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the research Triangle Park | ocation that when the
approval didn't ook Iike it was going to be happeni ng
as soon as it was and they were starting to lay off
personnel and they were essentially just, you know,

st oppi hg everyt hi ng.

And so there was a possibility that they would
nove it to research Triangle Park. Because they have
facilities there that would protect the devices and the
nmedi cine, et cetera, in the way that it would need to be
protected because, you know, there just wasn't going to
be personnel at the Hayward | ocati on.

So we put that claimin in the anticipation
that they were going to do that.

JUDGE BROMWN:  So the shipnment never --

MR. HUK: They never did that.

JUDGE BROMN: -- it never occurred. Ckay.
That clarifies ny question then. | think |I don't have
to pursue that further

| think that's -- I"mgoing to stop ny
guestioning for now, and I"'mgoing to turn to ny
co-panelists and ask if they have any questions for
CDTFA.

"1l say Judge Al drich, do you have any
guesti ons?

JUDGE ALDRI CH: | do not.
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JUDGE BROMN:  Ckay.

Judge Geary?

JUDGE GEARY: Yes, | do. Thank you.

For respondent first, the discussion regarding
i nplantation of six nonths or nore. | think,

Ms. Jacobs, you referred to Annotations that support the
departnent's position. That even when the focus is on
trials being conducted as part of the FDA approval
process that because there's no separate definition of
nmedi ci nes, that the standard definition applies. And
that inplantation of |less than six nonths is not a
exenpt or nontaxabl e use; right?

M5. JACOBS: Yeah. For the clinical trial
medi cines to be considered to be -- to fall within that
definition of clinical trial nedicines being exenpt nust
first be a nedicine. 1In this case, the nmedicine being a
permanently inplanted article. |In order to be
considered a permanently inplanted article, it needs to
be in the body for six nonths or nore.

JUDGE CGEARY: And do -- are you aware of any
annotation that specifically discusses clinical trials
where one of the focuses is the effect of inplantation
of a device for specific periods of tinme |ess than six
nont hs.

M5. JACOBS: |I'mnot aware, but | do -- but I
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do know that not every -- so this is a device, neaning
it'"s not a nedicine. And there are different ways the
devi ces can be consi dered nedi ci nes and permanently

i npl ant ed devices is one of them

So there nmay be other products -- other
medicines in clinical trial stages for |ess than six
nmont hs but they neet a different definition of nedicine.
| f that makes sense.

JUDGE GEARY: What's the departnent's position
about whether or not this device is a infusion device
that's di scussed in.

MR, HUXSOLL: Follow ng appellant's statenent
that it was not that type of device, the departnent did
not pursue it further.

JUDGE GEARY: Gkay. So | would assune,

M. Huxsoll, that you have no particul ar respondents
other than that. You're not prepared to respond at this
tinme.

MR, HUXSOLL: |'mnot prepared to respond at
this tinme based on what our understanding was wth the
conversation at the appeal's conference.

JUDGE GEARY: Ckay. Let ne try out
hypot hetical -- | don't know why my m crophone seens to
be going in and out. But |I'mhoping it's worKking.

| f a manufacturer of a new drug not yet

Kennedy Court Reporters, Inc.
800. 231. 2682

61



https://www.kennedycourtreporters.com

© 00 N oo o A~ W N

N N N N NN P B P R P PP PP
o b W N P O © 0 N O 00 A W N P O

approved by the FDA purchases materials that are used to
create the drug and because the drug is not yet approved
as a nedicine, that manufacturer pays used-tax in
connection with its purchase of the materials used in
manuf acturing the drugs. And if the FDA does not
approve the drug and that manufacturer is left with
conponents on which it paid used-tax but has no
opportunity to recover the used-tax paid through a

t ax- pai d purchases resold deduction, is there any renedy
avail able to that taxpayer to get the noney back on
materials that it has no opportunity to use,

MR, HUXSOLL: Well first, actually, I'd |ike
to state that we know that the FDA -- or the FDA issue
here is still open and the materials still continue to
be here. So we don't think it would be appropriate in
this particular case. But also there's no nechani sm
we're aware of for issuing a refund in this case.

JUDGE GEARY: You nentioned, M. Huxsoll, that
the FDA process is still open. Ws CDTFA aware that
apparently Intarcia has disposed of it its assets,

M5. JACOBS: We've been presented with no
evi dence that Intarcia disposed of it's assets.

JUDGE GEARY: Ckay. Lets suppose -- well let
me ask M. Huk agai n.

M. Huk, is that what you represented to us?
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s that Intarcia has basically sold its assets.

MR, HUK: Intarcia has not sold their assets.
They -- and, again, all that | know is that they
essentially were dissolved, and that there was rather
t han pursue bankruptcy, they used an assignnent for
benefit of creditors.

And nmy understanding is that the assets, you
know, that we're tal king about, the raw materials, are
bei ng held at CSBi o. | don't know what, but all the
assets were noved into the trust. And ny understandi ng
is that Intarcia is dissolved and that the |ast decision
that was nade on the viability of | TCA-650 by the FDA
was 19-0 rejection.

MR LOEW And that was in 2023 that deci sion.

MR, HUK: So they have no ability. They don't
have no possession of the assets. They have no ability
to sell them to do anything with them And they have
no functionality, these are very specific devices that
have no purpose beyond that.

JUDGE CGEARY: Are any of these facts shown by
t he evidence that Intarcia submtted for our
consi deration? By any of these facts, obviously, we're
referring to this dissolution Intarcia no | onger being
i n possession of any of these conponents. Those facts.

MR. HUK: The only thing that | can think of

Kennedy Court Reporters, Inc.
800. 231. 2682

63



https://www.kennedycourtreporters.com

© 00 N oo o A~ W N

N N N N NN P B P R P PP PP
o b W N P O © 0 N O 00 A W N P O

is that we have an Ernst and Young audit report that |
t hink shows just how dire the situation was. At this
nmonment right now, | wouldn't be able to point ny finger
to that. But we could -- we could get that. And if
there are other -- if you want other infornmation
regardi ng the assignnment for benefit of creditors --

JUDGE BROMWN: Let nme just interject, are you
referring to Exhibit 1227

MR, HUK: Probably. Yes. Yes, that's
correct.

JUDGE GEARY: Gkay. Thank you. Those are
only the questions that | have.

Thank you, Judge Brown.

MR, LOEW Judge CGeary, to finish the answer
to your question, Exhibit 61 is an article related to
the -- it's the 2023 article that it was referring to.
M. Huk nentioned that was a 19-0 vote by the FDA

JUDGE GEARY: Thank you, M. Loew.

JUDGE BROMN: | think if there's nothing
further fromco-panelists, | think we can proceed to
hearing appellant's rebuttal. If -- | think we are

ready to hear appellant's rebuttal because we have
conpl eted our questioning at this tine.
| f appellant needs a mnute that's fine.

Whenever appellant is ready, you can go ahead.
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REBUTTAL

MR. LOEW To repeat ny earlier statenents,
Regul ati on 1525, Property Used in Manufacturing, we
believe is the avenue that the CDTFA has to grant and
process refunds under the scenario that we're dealing
wi th today.

Specifically, 1525 (b), which states, again,
tax does not apply to sales of tangible personal
property. To persons -- again, not retailers, not
sellers, but to persons. W purchased the property for
t he purpose of incorporating it into the manufactured
article to be sold. To be sold.

As, for exanple, any raw nmaterial becom ng an
i ngredi ent or a conponent part of manufactured article;
Regul ati on 1525 (b). This was, again, raised in our
appeal 's conference. It was cited. The appeal's
conference officer did not opine of this area of the
regul ati on.

MR, HUK: Judge Ceary, in response to the
guestion regardi ng the going concern. Ernst and Young
i ndependent report dated Septenber 26th. This is
Exhibit 122, states:

"As di scussed in note one, to the consolidated
financial statenents, the conpany has recurring | osses

from operations and has stated that substantial doubt
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exi st about the conpany's ability to continue as a going
concern.”

MR. LOEW No further comments.

JUDGE BROMN:  You' ve conpl eted your rebuttal
t hen?

MR, LOEW We're conpl et ed.

JUDGE BROMN: Ckay. Thank you. |I'mgoing to

pause for just a second and consult with my co-paneli st.

| guess | will have one further question to
CDTFA. | don't think that in CDITFA s presentation you
addressed Regul ation 1525. | just want to say do you

want to briefly address appellant's argunent on that.

MR, HUXSOLL: Just that Regul ati on 1525
contenpl ates a difference between a manufactured
consum ng certain property and incorporating it into
property to be sold.

In other words, it's nmaking a sale of said
property, and 1525 is based on Sal es- Tax Ceneral
Bulletin 50-24 fromJuly 10th, 1950. Wich, again, it
contenpl ates that what's happening here is the
manuf acturers are purchasing these itens for resale.

JUDGE BROMN: Thank you

Wth that, | think I can then say that we
heard all the argunents, admitted the evidence, and I

think we are ready to conplete this hearing. And | note
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that there will be a recess before -- after we conplete
t hi s heari ng.

There wll be a recess before we start the
next hearing for today. And | believe that hearing is
virtual. |If I've heard everything fromthe parties,
then | can say that this concludes the hearing.

Thank you all very nmuch for participating.
The record is now closed. And the case is submtted
today. The judges wll neet and decide the case based
on the evidence, argunents, and applicable law. And we
will mail both parties our witten decision no |ater
than 100 days fromthe date that the record cl oses
t oday.

The hearing i s now adj our ned.

(Proceedi ngs adjourned at 3:04 p.m)
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HEARI NG REPORTER S CERTI FI CATE

|, Christina L. Rodriguez, Hearing Reporter in
and for the State of California, do hereby certify:

That the foregoing transcript of proceedings
was taken before ne at the tinme and place set forth,
that the testinony and proceedi ngs were reported
stenographically by ne and |ater transcribed by
conputer-aided transcription under ny direction and
supervision, that the foregoing is a true record of the
testi nmony and proceedi ngs taken at that tine.

| further certify that | amin no way
interested in the outconme of said action.

| have hereunto subscribed nmy nanme this 6th

day of March, 2024.

Hearing Reporter
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       1      Sacramento, California; Wednesday, February 21, 2024

       2                           1:00 p.m.

       3                         

       4              JUDGE BROWN:  We are on the record for the

       5    appeal of Intarcia Therapeutics Inc. OTA case number

       6    220911369.  Today is Wednesday, February 21, 2024.  It

       7    is approximately 1:02 p.m.  We are holding this hearing

       8    in Sacramento, California.

       9              I am Suzanne Brown, and I am the lead ALJ for

      10    this case.  My co-panelist today are Judge -- Judges

      11    Josh Aldrich and Michael Geary.  Although I am the lead

      12    ALJ for purposes of conducting the hearing, all three

      13    ALJ's are coequal decision makers in this process and

      14    are free to ask questions at anytime.

      15              I will start by asking each of the

      16    participants to please state their name for the record.

      17    I'll begin with CDTFA

      18              MS. JACOBS:  Amanda Jacobs, Attorney for

      19    CDTFA.

      20              MR. HUXSOLL:  Cary Huxsoll for the

      21    Department's Legal Division.

      22              MR. PARKER:  Jason Parker, Chief of

      23    Headquarter's Operation Bureau of CDTFA.

      24              MR. LOEW:  William Loew, Representative Myles

      25    Consulting Group.
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       1              MR. HUK:  John Huk, Representative Myles

       2    Consulting Group.

       3              MS. BROWN:  Thank you everyone.

       4              The first thing I want to do is briefly

       5    confirm the issue that we are hearing today.  We had two

       6    prehearing conferences in this matter.

       7              One was on October 9th, and the second one or

       8    more recent one was on January 24th, 2024.  And I issued

       9    prehearing Minutes and Orders after both prehearing

      10    conferences so I'm just confirming the issues and other

      11    things we talked about at those prehearing conferences.

      12              As we discussed at both prehearing

      13    conferences, the issue is Appellant's claim for refund

      14    that is dated September 25th, 2020.  And the issue is

      15    whether Appellant is entitled to an additional refund

      16    for used-tax paid on it's purchases of ITCA-650

      17    components.

      18              And I'll just confirm with the parties that

      19    that is correct and that is their understanding.

      20    Appellant?

      21              MR. LOEW:  Judge Brown, there was also a

      22    earlier claim for refund I believe on July 13th, 2020.

      23    That also should -- is a part of the record and is under

      24    consideration today as well.

      25              MS. BROWN:  My understanding that we clarified
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       1    in both prehearing conferences, that, I thought, was

       2    only the September 25th, 2020 claim for refund that is

       3    at issue.  Can everybody pull up their Minutes and

       4    Orders.

       5              For example, I'm looking at the Minutes and

       6    Orders; the most recent one from January 2024.  Under

       7    the Section, it says "issue."  It's at the bottom of

       8    page one.

       9              It says -- if I should give everyone a moment

      10    to find the document, I can.

      11              I'll read from it.  It says:

      12              "At issue is Appellant's claim for refund

      13    dated September 25th, 2020."

      14              I guess I'll start with Appellant.

      15              Is that not correct?  What we clarified at the

      16    prehearing conference.

      17              MR. LOEW:  Partially correct.  The claim for

      18    -- again, a earlier claim for refund that was part of

      19    the audit record that was addressed in the audit report

      20    and the appeal's conference that -- it was also part of

      21    the appeal's conference report, but it's dated July

      22    13th, 2020.

      23              JUDGE BROWN:  And you're saying that's an

      24    issue in this case as well.

      25              MR. LOEW:  I believe -- it's the contentions

0008

       1    under that claim for refund are going to be brought up

       2    today.

       3              JUDGE BROWN:  Are you saying simply that there

       4    were arguments that were raised for that claim for

       5    refund and you're going to raise the same arguments?

       6              MR. LOEW:  Correct.

       7              JUDGE BROWN:  Or are you saying that there are

       8    -- is a tax amount that was part of that claim for

       9    refund that you are -- is currently in dispute in this

      10    case.

      11              MR. LOEW:  The the same arguments.

      12              JUDGE BROWN:  Okay.  Were the arguments that

      13    you're talking about for the July claim for refund not

      14    raised regarding the September 2020 claim for refund?

      15              MR. LOEW:  As you will see in the September

      16    reclaim for refund it was a more narrow issue that was

      17    raised.  But the July 2020 claim for refund is a broader

      18    claim for refund and it covers all areas of used-tax.

      19              JUDGE BROWN:  Again, but you're saying all the

      20    money that is at issue in the -- concerning the units

      21    are all covered only by the September 2020 claim for

      22    refund.  We're not concerned with the July 2020?  I

      23    think you said July 2020 claim for refund.

      24              MR. LOEW:  No, we are concerned with July '20.

      25    July 13th, 2020.
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       1              JUDGE BROWN:  But in the appeal's decision,

       2    hold on.  The appeal's decision says:

       3              "The following discussion pertains only to

       4    claimant's September 2020 claim for refund."

       5              So the appeal's decision said it did not

       6    include the July claim for refund.  In fact, it says:

       7              "During the appeal's conference, claimant

       8    confirmed that it no longer seeks a refund."

       9              And then it describes some items which were

      10    the subject of claimants July 13th, 2020 claim for

      11    refund.  So when you said that, you thought that the

      12    July 2020 claim for refund was part of the appeal's

      13    decision; is that still correct?

      14              MR. LOEW:  We did believe it was still part of

      15    the appeal.

      16              JUDGE BROWN:  Alright.  Well -- and I'm going

      17    to let CDTFA respond.  I'm going to ask for CDTFA's

      18    response in just a minute, but I just want to clarify my

      19    questions first.

      20              If the July 2020 claim for refund is also part

      21    of this appeal, then when I held the two prehearing

      22    conferences and issue the minutes and orders that said

      23    that we clarified during the prehearing conferences

      24    that it was only the September 2020 claim for refund

      25    that was at issue.
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       1              Is there a reason Appellant didn't speak up at

       2    that time and say, "No.  That's wrong.  That's

       3    incorrect"?

       4              MR. LOEW:  I think as we go through the

       5    arguments today, it will become clearer as we -- that

       6    all of the issues have been raised.  They were all

       7    raised in the appeal's conference.  We're not going to

       8    be -- we just want to make sure that everyone is aware

       9    of the claim for refund that was filed in July of 2020.

      10              JUDGE BROWN:  When you say "aware," do you

      11    mean as part of the background facts?  Or as part of the

      12    remedy that you are asking me to grant -- asking the

      13    panel --

      14              MR. LOEW:  This claim may be both, but that

      15    will be your decision.  But it may be both.

      16              JUDGE BROWN:  Is there a reason why this

      17    wasn't clarified during either of the two prehearing

      18    conferences or after I issued the prehearing conference

      19    minutes and orders that clarified -- that confirmed what

      20    we talked about at the prehearing conferences.

      21              MR. LOEW:  Judge Brown, you may recall in our

      22    last pre -- most recent prehearing conference.  We

      23    raised -- since the appeal's decision came down, we

      24    looked at this issue from a bit of a different angle.

      25              Although all of the issues that we are going
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       1    to be raising today in terms of regulation, statute, are

       2    all -- were all raised with the appeal's officer.  So we

       3    had talked about this a bit in our preconference.  I

       4    think the CD -- you would ask the CDTFA how you'd like

       5    to resolve that and come to the hearing and discuss it.

       6              JUDGE BROWN:  I do recall, and I was going to

       7    recount that.  And it's in the most recent minutes and

       8    orders that -- we discussed that appellant was raising a

       9    new legal theory related to the September 2020 claim for

      10    refund, and we discussed whether we'd have prehearing

      11    briefing on that.  And the CDTFA had some concerns about

      12    the timing.

      13              So I agree, I hear the arguments -- or the

      14    panel will hear the arguments for that legal theory now;

      15    and I understand that.  I just want to make sure that

      16    you aren't raising a new claim for refund about a

      17    different amount of money or a different units.  Units

      18    meaning the ITCA-650 units components.

      19              MR. LOEW:  Same amount.  Same issue.

      20              JUDGE BROWN:  Okay.  So to the extent, you're

      21    raising legal arguments that you may have raised for the

      22    July 2020 claim for refund that's part of the new legal

      23    theory that you talked about?

      24              MR. LOEW:  Correct.

      25              JUDGE BROWN:  Okay.  But it is still the
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       1    September 2020 claim for refund that is the only one

       2    that's in dispute here?

       3              MR. LOEW:  Correct.

       4              JUDGE BROWN:  Okay.  Then I will turn to CDTFA

       5    and say is this -- I guess do you have any response?  Is

       6    it your understanding that, again, we are -- that the

       7    issue as stated earlier about the September 25th, 2020

       8    claim for refund is the correct issue -- statement of

       9    the issue?

      10              MS. JACOBS:  That's also our understanding in

      11    the department's brief which we filed November 28th,

      12    2022.  We clarified that in footnote too that we

      13    understood that it was only the September 25th, 2020

      14    claim for refund that was at issue on this appeal.

      15              JUDGE BROWN:  Alright.  I think we have

      16    clarified.

      17              Again, it's the September 25th, 2020 claim for

      18    refund.  There are new and is confirmed in the January

      19    2024 prehearing conference minutes and orders appellant

      20    is raising a new legal argument -- legal theory and may

      21    have been raised regarding a previous claim for refund

      22    is now being raised -- is a legal argument regarding

      23    this claim for refund at issue.

      24              Okay.  Then I think I have covered all of that

      25    in terms of clarifying what the issue is.

0013

       1              Okay.  And as I noted in the minutes and

       2    orders and we discussed at the prehearing conference, at

       3    the end of the hearing today, we, the panel, determined

       4    in consultation with the parties whether any

       5    post-hearing briefing is necessary to raise -- to

       6    address appellant's new argument.

       7              If we are done confirming the issue, I'm going

       8    to move on to admitting the exhibits into evidence.

       9    Both parties timely submitted their proposed exhibits

      10    prior to the 15 day deadline.

      11              The prehearing conference minutes and orders

      12    set out a February 15th deadline for the parties to

      13    notify OTA any opposing party -- if they had any

      14    objection to either to the opposing party's exhibits

      15    being admitted into evidence, and I did not receive any

      16    objections.

      17              So -- and I -- from what the parties indicated

      18    at the prehearing conferences, I was not anticipating

      19    any objection.  So I will just address each party's

      20    exhibits one by -- in turn.

      21              First, I'll address Appellant's Exhibits.

      22    Appellant timely submitted Exhibits 1-123.

      23              Does CDTFA have any objection to these

      24    exhibits being admitted into evidence?

      25              MS. JACOBS:  No objection.  Thank you.
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       1              JUDGE BROWN:  Thank you.  And then I will

       2    address CDTFA's Exhibits A-H.

       3              Does appellant have any objection to these

       4    exhibits being admitted into evidence?

       5              MR. LOEW:  No objections.

       6              JUDGE BROWN:  Thank you.  Appellant's Exhibits

       7    1-123, and CDTFA's Exhibits A-H are admitted into

       8    evidence.

       9              And I'll just briefly note that as we

      10    discussed at the prehearing conferences, Appellant's

      11    Exhibit 37 and 38 are video exhibits.  And all have

      12    confirmed that all the panel members have watched the

      13    video prior to this hearing, and, therefore, we don't

      14    need to actually play the videos during the hearing.

      15              But the parties are, of course, here to make

      16    any arguments about those exhibits or any of the

      17    exhibits during their presentations.  And then I'm just

      18    going to briefly go over the timeline that we anticipate

      19    for the hearing today.

      20              Appellant estimated it will take 45 minutes

      21    for it's opening presentation.  And after appellant's

      22    opening presentation, there will be -- anticipate there

      23    will be questions from the panel.  And then we will have

      24    CDTFA's presentation.  CDTFA estimated 25 minutes.

      25              And then after CDTFA completed it's

0015

       1    presentation, I anticipate we may have questions from

       2    the panel.  After that, we will have time for

       3    appellant's rebuttal; we estimated five minutes.

       4              If, at any point, during the proceeding anyone

       5    needs a short break after -- you know, at a natural

       6    breaking point, like, after one party has completed its

       7    presentation or both parties have; please, just request

       8    a break, and we should be able to take one.

       9              Does anyone have anything to raise before we

      10    begin with appellant's presentation?  Have I covered all

      11    of the logistical things we need to address at this

      12    point?  Okay.  Given that no one's raised anything, I

      13    think that we are ready to begin with appellant's

      14    presentation.

      15              I will say appellant has 45 minutes.

      16   

      17                          PRESENTATION

      18              MR. LOEW:  Thank you, Judge Brown, and Judge

      19    Aldrich, and Judge Geary.  Thank you.

      20              Intarcia Therapeutics is founded in 1995.

      21    They're headquartered -- or were headquartered in

      22    Boston, Massachusetts.  They had a large research and

      23    development facility in North Carolina, and their

      24    manufacturing facility was in Hayward, California.

      25              As you mentioned, Intarcia was developing an
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       1    implantable medical device for the treatment of

       2    diabetes.  It was called the ITCA-650.  So, basically,

       3    the device was rather having many injections, the

       4    patient would be -- the device would provide patients

       5    with an extended release of medicine, and it would last

       6    up to 12 months.

       7              Intarcia have been approved by the FDA to

       8    conduct clinical trials.  Clinical trials ran between

       9    2013 and 2018, approximately, on human beings and over

      10    5,000 patients.  Had over 500 locations around the world

      11    were part of the study -- the testing.  An estimated

      12    over 12,000 devices were used during those clinical

      13    trials.

      14              Intarcia was in their final stage of clinical

      15    trials, phase three, and was anticipating approval of

      16    its drug by the FDA.  At that time, there was

      17    approximately over a billion dollars of investment in

      18    Intarcia.  There was a huge capital outlay that have

      19    been made, and investors were anticipating a return on

      20    their investment.

      21              So Intarcia started ramping up their

      22    procurement of components of ITCA-650 so that they could

      23    be ready to go to market upon FDA approval.  It must be

      24    emphasized that the company was anticipating that FDA

      25    approval, and that it was going to market.
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       1              We've provided, as you said, 123 exhibits.

       2    Most of them are around the business environment that

       3    Intarcia was dealing with as they went through the

       4    revolution; and were -- ultimately, they ended up

       5    towards the end of the clinical trial phases.

       6              Company began procuring large quantities of

       7    components.  Over 4,000 units from primarily four

       8    vendors; two were in-state, and two were out-of-state.

       9    The two out of state vendors were -- that were the

      10    largest out-of-state vendors were known as RMS and

      11    Invibio.

      12                   (Reporter Interruption)

      13              MR. LOEW:  R-M-S, and Invibio, I-N-V-I-B-I-O.

      14              All of the units that we have in our claim for

      15    refund were shipped to Hayward, the manufacturing

      16    facility; and accounted for as raw materials in their

      17    books and records.

      18              At issue in this case, is that Intarcia paid

      19    used-tax on approximately $10 million dollars of

      20    component purchases from out-of-state vendors.  This is

      21    Exhibit 84.  We've listed three vendors.  Two that I

      22    just mentioned, and one varying significant vendor

      23    that's also listed in that exhibit.

      24              All of these components were purchased for two

      25    reasons and two reasons only:  For use of clinical
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       1    trials or as raw material components that were

       2    ultimately to be resource.

       3              Intarcia did not issue a resale's certificate

       4    as it did not have approval to sell the ITCA-650 and did

       5    not have a seller's permit in California.  It's our

       6    position that Intarcia is entitled to a refund of the

       7    tax on the ITCA-650 devices used in clinical trials; as

       8    well as a refund for the tax on components purchased of

       9    manufacturer, assemble, and fabricate the ITCA-650.

      10              They were ultimately to be for resale.

      11              I'll pause right there and just ask if anybody

      12    has questions about the facts.

      13              JUDGE BROWN:  You can proceed with your whole

      14    presentation.  Occasionally, we might interrupt you if

      15    we are confused, but usually we hold our questions until

      16    the end of the presentation so that we don't interrupt

      17    you.

      18              MR. LOEW:   Sure.  Thank you.

      19              I'd like to start with California Revenue and

      20    Taxation Code 6008; I'll just refer to it as "Section"

      21    from here on out.

      22              Section 6008, in part, says:

      23              "Storage including any keeping retention in

      24    the state for any purpose except in regular course of

      25    business."  Again, Section 6008 is the definition of
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       1    storage.

       2              Section 6009 nine is the definition of use.

       3    And it states:

       4              "Use includes the exercise of right or power

       5    over tangible personal property, incident to the

       6    ownership of that property."  It goes on to say, "except

       7    that it does not include the sale of that property in

       8    the regular course of business."

       9              The only use made of the ITCA-650 was in

      10    clinical trials and that was in an exempt use pursuant

      11    to Regulation 1591 (e)(4).

      12              Section 6201 is the Imposition of used-tax.

      13    The definition for the Imposition of used-tax requires

      14    storage, use, or other consumption of tangible property

      15    in California.

      16              Intarcia meets the exception noted in the

      17    definition of storage under Section 6008 for the

      18    components of the ITCA-650 in California.

      19              Again, its only other use of the ITCA-650 were

      20    for exempt clinical trials.  Intarcia's possession of

      21    tangible personal property in California is for the

      22    purpose of sale in the regular course of business.

      23    There's should be, and therefore no used-tax should be

      24    imposed or due by Intarcia.

      25              Regulation 1525 -- California Sales of
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       1    used-tax, Regulation 1525 (b), states the following:

       2              "Tax does not apply to the sales of tangible

       3    personal property to persons."  I want to highlight the

       4    word "persons" and emphasize that.

       5              "Persons who purchase it for the purpose of

       6    incorporating it into the manufactured article to be

       7    sold as, for example, any raw materials becoming an

       8    ingredient or a component of a manufactured article."

       9              Section 6005 is the definition of a person.  A

      10    person includes any individual, firm, partnership, joint

      11    venture -- it goes on; corporation, this other type of

      12    entities that goes on within the definition.

      13              Please note that the specific entities listed

      14    in the definition of a person do not include the

      15    following:  The definition of a seller or a retailer.

      16    They do not include those terms; seller or retailer.

      17              Section 6014 is the definition of a seller.

      18    It says:

      19              "The seller includes every person engaged in

      20    the business of selling tangible personal property.  Of

      21    a kind that gross receipts from the retail sale of which

      22    are required to be in the measure of sales tax."

      23              A person is not necessarily a seller.  To be a

      24    seller, a person must be engaged in the business of

      25    selling tangible personal property.
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       1              The definition of a retailer is Section 6015.

       2    And it states:

       3              "Every seller who makes any retail sell or

       4    sales of tangible personal property and every person

       5    engaged in the business of making retail sales of an

       6    auction of tangible personal property owned by a person

       7    or others."

       8              Intarcia has never sold any tangible personal

       9    property.  So they are neither a seller, nor a retailer.

      10    The CDTFA auditor in the audit never found -- never

      11    found evidence of Intarcia making any sale of tangible

      12    personal property.  During the audit -- and, again,

      13    Intarcia was prohibited from selling the ITCA-650 until

      14    it received FDA approval.

      15              So Intarcia is nothing more than a person by

      16    definition.  As defined by Section 6005 and within the

      17    context of California sales and used-tax Laws and

      18    Regulations.

      19              Again, I must reiterate that Section -- or

      20    that Regulation 1525 states:

      21              "Tax does not apply to the sales of tangible

      22    personal property to persons who purchase it for any

      23    purpose of incorporating it into the manufactured

      24    article to be sold; or as, for example, any raw

      25    materials becoming an ingredient or a component of the
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       1    manufactured article."

       2              Intarcia is that person.  Again, the

       3    regulation does not require the person purchasing the

       4    items to be manufactured to be a seller or a retailer.

       5              Therefore, Intarcia's purchase of it's raw

       6    materials and components are not taxable.  I do want to

       7    note that this regulation was raised in the earlier

       8    appeal's conference.  And all parties that were present

       9    were aware of the manufacturing facilities in Hayward

      10    and that Intarcia was not a retailer.

      11              Section 6901 is entitled Credits and Refunds,

      12    and it states that if the department determines that any

      13    amount, penalty, or interest has been paid more than

      14    once or have erroneously or illegally collected, the

      15    department shall set forth that fact in the records of

      16    the department and shall certify the amount collected;

      17    and excess of the amount legally due and the person from

      18    whom it was collected or by whom paid.

      19              It goes on to say under Section -- Subsection

      20    (1), any amount of tax interest appellant was not

      21    required to be paid.

      22              Intarcia erroneously paid used-tax to it's

      23    vendors as outlined in Exhibit 84 and is entitled to a

      24    refund of the tax pay.

      25              Regulations 1684 (h), Refunds of Excess Tax
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       1    Collections states, in part, Section 6901 of the Revenue

       2    Tax requires any overpayment of used-tax be credited or

       3    refunded only to the purchaser who made the overpayment.

       4    Therefore, the refund of the tax should be paid directly

       5    to Intarcia.

       6              Also like to note that Regulation 1701,

       7    Tax-Paid Purchases Resold, was raised in the claim for

       8    refund, as well as in our appeal's conference.  The

       9    first sentence of the Regulations states that Tax-Paid

      10    Purchases Resold provides for a deduction for sales tax

      11    paid by a retailer; Intarcia is not a retailer.

      12              Therefore, Regulation 1701 is not relevant in

      13    this case.  We refer back to the Regulation 1525.

      14              MR. HUK:  Just to add to the Regulation 1525,

      15    in the distinction between person verses retailer verses

      16    seller, the Regulation very easily could have included

      17    the word "retailer" instead of "person"; or the word

      18    "seller" instead of "person."

      19              But it specifically stated "person."  And we

      20    want to emphasize that particularly because

      21    manufacturers are not the same as a Hallmark store

      22    where, you know, you buy inventory, you put it on the

      23    shelf, and you're ready to go.  You're in business.

      24    You're selling.

      25              Whereas a manufacturer, particularly of a
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       1    medical device of the complexity of the ITCA-650, which

       2    had an osmotic pump, it had an ears-worth in micrograms

       3    of the medicine Exenatide.  It's a extremely complex

       4    device.

       5              And part of that process -- the FDA approval

       6    was to actually go through the manufacturing line, go

       7    through the assembly to make sure that it met all the

       8    FDA qualifications just to manufacture it.  So they had

       9    issues with sterileness of the manufacturing line.

      10              And so it's one thing to make very simple

      11    widgets, but even then the applicable Regulation would

      12    be 1525 for somebody that is first manufacturing to have

      13    a product that is viable to sell and then sell.  Whereas

      14    this, as Bill stated right in the beginning, they

      15    started in 1995.  They licensed a delivery system from

      16    another company, and then they had, you know, all of the

      17    animal phases that they had to go through.

      18              Phase 1, phase 2, phase 3 -- as they

      19    accomplish each one of those and it proves not to be

      20    dangerous to the human beings, et cetera; they moved to

      21    the next phase and their manufacturing all this.  And as

      22    you saw when you watched the videos, they thought they

      23    were very close to starting to sell.  So they ramped up.

      24              And you can see it in our exhibits that

      25    there's, for example, Exenatide.  There was about, what,
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       1    $2 million dollars worth of Exenatide purchased

       2    initially in the clinical trial phase over the course of

       3    the audit period who was $12 million dollars.  They

       4    bought $12 million dollars worth of Exenatide in, what,

       5    like, last year.

       6              So they were getting ready.  And so this

       7    manufacturing process -- I do not think that the State

       8    of California and Legislators just casually chose the

       9    word that defines who the exemption is applicable to.

      10              And it was clearly a person because they

      11    recognized that manufacturing is much different than

      12    somebody that already has a product that is ready to go;

      13    and they're at the ear of the seller or the retailer

      14    level.

      15              So I think that needs to be emphasized.  It's

      16    not a cas -- it's not a mistake that the word "person"

      17    is in Regulation 1525.  And there's no question, the

      18    auditor recognized it, as Bill stated, that they were a

      19    manufacturer.

      20              Research and development was done in North

      21    Carolina in a place called RTP, which stands for

      22    Research Triangle Park.  And there's lots of companies.

      23    Wikipedia is actually one of our exhibits.  That's what

      24    they do there.  Assembly was done.  Manufacturing was

      25    done in Hayward, California.
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       1              I'm done.

       2              MR. LOEW:  We've concluded.

       3              JUDGE BROWN:  Thank you very much.  And, as I

       4    said, now I think we're going to have questions from the

       5    panel.  And I'll let my co-panelist go first.

       6              Judge Geary, do you want to ask any questions

       7    at this time?

       8              JUDGE GEARY:  I do.  It just went a lot

       9    quicker than I've -- it went a lot faster than expected.

      10              JUDGE BROWN:  You can take a minute if you'd

      11    like.

      12              JUDGE GEARY:  I'll direct my questions to you,

      13    Mr. Loew.  If Mr. Huk wants to answer, that's fine.

      14              Is there anything in the evidence that you

      15    submitted that tells us why specifically Intarcia

      16    decided or did pay used-tax in connection with these

      17    purchases.

      18              MR. LOEW:  As I said, they did not have a

      19    seller's permit.

      20              JUDGE GEARY:  I remember what you said in your

      21    argument.  I'm trying to find out if any of that is set

      22    forth.  For example, letters between Intarcia and the

      23    vendors.  Anything where there's a discussion of why

      24    Intarcia was being asked to pay used-tax.

      25              MR. HUK:  Yes.  So the vice president of
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       1    taxation, I remember talking with him --

       2              JUDGE GEARY:  Let me interrupt you for a

       3    second, Mr. Huk.  You're not testifying today, you're

       4    just arguing.  That's why I want you to direct me to the

       5    evidence that, if there is any, that talks about the

       6    decision to pay used-tax for these purchases.  Is there

       7    anything in there?

       8              MR. LOEW:  We'll have to get back to you on

       9    that, Mr. Geary.

      10              JUDGE GEARY:  If you can before the hearing is

      11    over, point me to something that might be some

      12    assistance to me.  You were making comments -- Mr. Huk,

      13    and I believe Mr. Loew made comments -- about Intarcia

      14    being a manufacturer.  Manufacturers sometimes use

      15    materials that they purchase; correct?  And in fact --

      16              MR. HUK:  That's correct.

      17              JUDGE GEARY:  -- Intarcia used materials that

      18    it purchased.  Some.

      19              MR. HUK:  That's correct.

      20              JUDGE GEARY:  Some of those used might have

      21    been taxable, some of them may have not been.  That's

      22    not concern, but everything that it purchased was not

      23    purchase for resell?

      24              MR. HUK:  That's correct.

      25              JUDGE GEARY:  Okay.  I had a question -- I
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       1    think you may have answered it -- why Intarcia was

       2    making substantial purchases when there should have been

       3    inventory left over from prior years.  Purchases.

       4              And is your answer to that type of inquiry

       5    that they were ramping up and trying to accumulate

       6    components for what they believe was the inevitable need

       7    to manufacture the product so that investors can see

       8    return on their investment.

       9              MR. HUK:  Yes, that's correct.

      10              And part of the video, the CEO Kurt Graves,

      11    said that $1 billion dollars had been invested and they

      12    had just consummated a deal where they would share --

      13    you know, the investor would share in the revenue from

      14    2018 to 2031 and I think one half percent of the

      15    revenue.

      16              So there was lots of interest in starting to

      17    recover the billion dollars that have been invested in

      18    the company by many investors, including Bill Gates.

      19              JUDGE GEARY:  There were no purchases in 2017

      20    or 2018; correct?  I think one of the charts in your

      21    brief had purchases -- and I don't think it went back to

      22    2013, but it had purchase in 2015, 2016.  And I think it

      23    showed no purchases or components in 2017 or 2018; am I

      24    incorrect about that?

      25              MR. HUK:  I think that's incorrect.  I would
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       1    have to go back and check, but they were ramping up.

       2    Specifically I had an E-mail from RMS that said that

       3    they were ramping up, so they were producing more of the

       4    body of this device.

       5              So RMS was the manufacturer in Minnesota that

       6    made certain components, and then they purchased --

       7    Intarcia purchased from Invibio who is in Pennsylvania.

       8    I'll call it the "coding" that we get heated and then

       9    RMS will put on the outside of the item.

      10              And the RMS person specifically said that

      11    there was more purchases occurring and there was

      12    definitely, as we already stated, of Exenatide which

      13    would have a shelf life.  And so they started buying --

      14    they bought, like, $10 million dollars worth of

      15    Exenatide in that -- 2017.

      16              MR. GEARY:  And -- but I think as you brief

      17    it, it's called an executive summary or something like

      18    that.  Part of it is a -- has a chart that appears to

      19    list purchases made -- excuse me, purchases used in

      20    clinical trials in 2014, '15, '16, '17, '18, and '19.

      21    So there were no purchases that were used in -- and

      22    maybe that's what it indicates.  It's indicating perhaps

      23    that there were no clinical trials in 2017 and 2018; is

      24    that correct?

      25              MR. HUK:  Yeah.  And so -- which, actually, I
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       1    feel supports our position is that that they thought

       2    that they were at the point where they could do less

       3    clinical trials because the approval was imminent.

       4              And so there was -- there was only -- there

       5    was less than a thousand clinical trials in, like, 2018

       6    or 2019.  And there was a big drop off so when you look

       7    at that chart, I think you're seeing the one that the

       8    total of the bottom is $51,000.

       9              JUDGE GEARY:  $51,219.

      10              MR. HUK:  Yeah.  So there's a lot of clinical

      11    trials early on 2013, '14, '15; and then as phase 3 is

      12    looking good, he's on Mad Money.  You know, expecting

      13    that in a year and a half or two years they'll be going

      14    to market.  And then that's the ramp up.

      15              JUDGE GEARY:  So I believe Intarcia submitted

      16    their application in 2016 for FDA approval.

      17              MR. HUK:  Well the process is called an

      18    investigational new drug and so there's actually phases

      19    that they go through, and I mentioned them briefly --

      20              JUDGE GEARY:  Let me just interrupt you for a

      21    second.

      22              MR. HUK:  Sure.

      23              JUDGE GEARY:  Did Intarcia expect approval

      24    sometime in 2016?

      25              MR. HUK:  Yeah, they did.  I think they --
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       1    when you listen to Kurt Graves the CEO on Mad Money, Jim

       2    Cramer is -- you know, he's upbeat.  Real optimistic, et

       3    cetera.  He has to be careful, Kurt Graves does, from

       4    his position as a CEO.

       5              He can't mislead people that he got approval

       6    but the inspection, and he said it in his -- in the

       7    video; that he expected to be going to market in a year

       8    in a half to two I believe.

       9              JUDGE GEARY:  There were additional clinical

      10    trials in 2019?

      11              MR. HUK:  There was just a handful because

      12    they were running into problems.  You know, there was

      13    this what they call AKI, Acute Kidney Injury.  It was

      14    starting to crop up in patients that were using the

      15    Exenatide.  And I think that was one of the things that

      16    hung him up.

      17              JUDGE GEARY:  Mr. Loew, when he was speaking

      18    about Intarcia and I may have imagined this, but I

      19    thought he was speaking in the past tense.

      20              Is Intarcia still in the business of

      21    attempting to get these -- this product approved for

      22    retail use or medical use in the population?

      23              MR. HUK:  Yeah.  So they went through -- and

      24    this is beyond the audit period -- but they went through

      25    many what they call CRLs, which is an FDA letter that
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       1    comes back and says you got an issue or that issue.

       2              And I don't have the expert on that process.

       3    But they had, you know, people over at the head

       4    engineering, head of manufacturing, the CEO, et cetera,

       5    going before the FDA, going to hearings to try to

       6    convince them that they should be approved.  That they

       7    could tackle the problems that they were encountering.

       8              And at each stage, at each one of these -- I

       9    think there was one back in September of 2023.  They

      10    were still trying to get it to, you know, to get the

      11    attention of FDA.  So I don't know all the ins-and-outs

      12    of this, but I believe that a trustee came in to sell

      13    off all of the assets.

      14              There was an assignment of benefit of

      15    creditors.  I don't know exactly when that happened.

      16    All of this happened after the audit period and -- but,

      17    Kurt Graves still believes in it.  And so there is a

      18    company that I think is called High Zero Two or IO2 and

      19    he's the CEO of that.  And their still pursuing it but

      20    it's a completely separate legal entity.

      21              JUDGE GEARY:  Are you saying Intarcia sought

      22    bankruptcy protection, and that the assets were sold?

      23              MR. HUK:  They didn't go for bankruptcy.  I

      24    think they went for this assignment for benefit of

      25    creditors.
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       1              JUDGE GEARY:  And does the evidence that

       2    appellants submitted in this case show that it's assets

       3    were sold?

       4              MR. HUK:  We have -- that's a completely

       5    separate legal entity.  The ABC.

       6              JUDGE GEARY:  So --

       7              MR. HUK:  And I don't know how that -- I don't

       8    know how that transpired, but what I do know is that

       9    they paid tax of components, raw materials that they

      10    were -- they intended to -- that they purchased for

      11    manufacturing.

      12              And to the extent that the product failed, I

      13    think the product is with CSBio, who were the vendor of

      14    Exenatide and we got a refund for the Exenatide.  That

      15    was a sale's tax transaction.  And we also got a refund

      16    from Basel, that was a sale's tax.

      17              So Intarcia got the tax routed back through

      18    the vendors, but as far as what happened to the product,

      19    the product is completely useless.

      20              It is not in the possession of the ABC is our

      21    understanding, but I do know that there is an annotation

      22    that says that.  And I know that annotations aren't the

      23    same as law, but that says that if you have a product

      24    that for business purposes, you can not mark it and it's

      25    destroyed; or it's not being held for resale.  And these
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       1    things look like a little fuse for your car.

       2              They had no other purpose that that is not a

       3    taxable event.  So where they were with the product

       4    after it couldn't be sold -- the FDA said it can't be

       5    sold -- there was no other reason for it.  And I can

       6    give you the annotation number for that if you --

       7              JUDGE GEARY:  Is it in your papers? I know you

       8    cited numerous --

       9              MR. HUK:  It was in the brief to Ryan Kaye,

      10    the appeal's conference holder.  Yeah, it was Annotation

      11    570 -- wait a second here.  Yeah, 5701380, Destruction

      12    of Property Purchased For Resale.

      13                        (Quoting)

      14              "The deliberate destruction of goods purchased

      15    for resale is not taxable use when the goods are not

      16    suitable for their intended purpose, and the purchaser

      17    has sound business reasons for destroying the goods

      18    rather than marketing them."

      19              And it was a short backup letter to that and

      20    that backup letter essentially says the same thing.

      21              JUDGE GEARY:  So if I understand you

      22    correctly, there is -- there is zero likelihood that

      23    Intarcia will ever market the ITCA-650 because it

      24    essentially has dissolved and sold it's assets to other

      25    companies.
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       1              MR. HUK:  I would say that that is true for

       2    the legal entity Intarcia.  Kurt Graves might say

       3    something different because he's -- my understanding

       4    from reading articles from Google is that that there is

       5    an entity that he is the CEO of, but it's not Intarcia

       6    Therapeutics, Inc.

       7              JUDGE GEARY:  Is that why -- is one of the

       8    reasons why the appellant's position is that the -- the

       9    treatment of devices -- programmable drug infusion

      10    treatment devices -- that's why appellant thinks that

      11    the statute and regulation that deals with that type of

      12    device has no relevance to this proceeding.

      13              Do you recall in the decision that was

      14    prepared by the Appeals Bureau in a footnote, it states

      15    that during the appeal's conference, the author asked

      16    claimant whether it believed the ITCA-650 qualified as a

      17    medicine under Revenue and Taxation Code, Section 6369,

      18    Subdivision (c)(6); and Regulation 1591, Subdivision

      19    (b)(6), as a programmable drug infusion device.

      20              And claimant replied, "We do not see that the

      21    drug infusion section of California Regulation 1591 has

      22    any relevance to the claim in hand."

      23              First of all, is that a correct attribution?

      24    Did the claimant essentially make that statement at the

      25    appeal's conference?
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       1              MR. HUK:  I don't dispute that, no.  But I

       2    would also say that when you read 1591, prescription

       3    medicine has to be approved by the FDA.  And their

       4    medicine was not approved by the FDA.

       5              JUDGE GEARY:  Okay.

       6              MR. HUK:  Except for clinical trials.

       7              JUDGE GEARY:  You -- the appellant refers in

       8    it's brief to -- it's believed that if a product becomes

       9    obsolescent, it's not subject to tax, and it's similar

      10    to the arguments -- one of the arguments you're making

      11    here; that the ITCA-650 is for all intensive purposes.

      12    At least from Intarcia's point of view.  Obsolescent, it

      13    cannot be made.

      14              MR. HUK:  Yeah.  One, they would be breaking

      15    the law if they attempted to market it and for business

      16    purposes --

      17              JUDGE BROWN:  I'm sorry, I need to interrupt.

      18    Can I ask you to please hold your thought.  I just

      19    gotten a message that we need to pause the hearing

      20    because they're having an issue with the live stream.

      21              Write down what you were saying.  We'll get

      22    back to it.  We're going to pause the hearing for just a

      23    moment, and I'm going to wait for confirmation that we

      24    can restart.

      25                   (Break)
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       1             JUDGE BROWN:  We're resuming the hearing.

       2   Apologies for the break due to the glitch with the live

       3   streaming.  I was informed that the live streaming was

       4   cut off during the questioning and discussion that Judge

       5   Geary had with appellant's representatives.  So the live

       6   stream may have missed a minute or two.

       7             I'm not -- we don't know exactly when it cut

       8   off, but it was in that minute that we got the message.

       9   So I will just note for anyone watching on the live

      10   streaming if there was some period at some omission, it

      11   will be covered by the transcript -- the hearing

      12   transcript.

      13             Oh, and did I note, we are back on the record.

      14   We are back on the record, and the period -- any

      15   omission in the live streaming is covered by the

      16   transcript.

      17             Judge Geary was asking questions, and I will

      18   revisit exactly where we were.

      19             JUDGE GEARY:  Judge Brown, I think we'll let

      20   our stenographer -- if you don't mind --

      21             Judge BROWN:  That's true.  Can the

      22   stenographer pick up what the last question that we had

      23   before the break.

      24                       (Read back)

      25             JUDGE GEARY:  I'm sure Mr. Huk recalls -- I
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       1   think we were talking about obsolescence and whether

       2   that was --

       3             JUDGE BROWN:  And I'll just note we are back

       4   on the record.

       5             JUDGE GEARY:  -- and whether that was one of

       6   the points you were trying to make in the argument of

       7   you and Mr. Loew.  In essence because you can't make the

       8   product and sell it.  It's essentially the components

       9   that you have are obsolete.

      10             MR. HUK:  That's correct.

      11             JUDGE GEARY:  Okay.  Mr. Huk, those are the

      12   only questions that I have;  Mr. Loew, the only

      13   questions that I have right now.  I may come back to you

      14   later after CDTFA gives it's argument.

      15             Thank you, Judge Brown.

      16             JUDGE BROWN:  Thank you.

      17             And I will turn to Judge Aldrich and ask if he

      18   has any questions for appellant's representatives at

      19   this time.

      20             JUDGE ALDRICH:  Good afternoon.  I do have a

      21   couple of quick questions.  During the -- you're

      22   argument, you mentioned that the Exenatide has a shelf

      23   life.  So after the Exenatide is incorporated with the

      24   other components, how the shelf life are we talking

      25   about.
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       1             MR. HUK:  So my understanding, again, not an

       2   expert on Exenatide, is that for one -- and CEO Kurt

       3   Graves said to Jim Cramer in Mad Money -- that one of

       4   the the big hurdles that they got over was that the

       5   medicine could stay in the body at body temperature and

       6   not deteriorate.

       7              And so in clinical trials, they had

       8   iterations that were for three months.  Some were six

       9   months test, some were nine months, some were 12 months

      10   test.

      11             And from the video on Mad Money, I'm not sure

      12   if it was the Exhibit 37 or Exhibit 38, he talked about

      13   the goal was to beat Merck and their product which was

      14   taken orally and that it would -- the big advantage,

      15   especially over injections, is that it would only have

      16   to be done once a year.

      17             So that was the goal, was for the Exenatide to

      18   last in the body.  And I don't know how much shelf life

      19   it has as it's awaiting to go to a distributor or to a

      20   doctor, hospital, et cetera.  I don't know what that

      21   shelf life was, but I think that it's telling that they

      22   ramped up and started buying $10 million dollars worth

      23   of Exenatide in 2017.  Yeah.

      24             JUDGE ALDRICH:  Okay.  And is Intarcia still

      25   in existence as far as being registered with the
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       1   secretary of the state.

       2             MR. HUK:  I don't know the answer to that

       3   question.  All that I know is that -- I'm a CPA, not an

       4   attorney -- so I believe it's a trustee that not through

       5   bankruptcy, but through the assignment of benefit of

       6   creditors was it control of the selling off of assets,

       7   et cetera.

       8             JUDGE ALDRICH:  Okay.  Thank you.

       9             Back to Judge Brown.

      10             JUDGE BROWN:  Thank you.  I think I may have

      11   some couple questions now and then maybe more later.  So

      12   is the ITCA -- are the ITCA-650 components still being

      13   held in inventory in California?

      14             MR. HUK:  My understanding is that they're at

      15   CSBio, which is Menlo Park, California, and they were

      16   the seller -- they were the vendor of Exenatide.  I do

      17   not know why it's there, but that's where they're at.

      18             So they're still in California.  There was a

      19   hope that they would go to North Carolina or Boston, but

      20   that didn't happen because then we will be making a

      21   different argument.

      22             JUDGE BROWN:  And then I just want to confirm

      23   that in appellant's argument here today, appellant is

      24   arguing that the tax-paid purchase resold deduction

      25   under Regulation 1701 does not apply because in
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       1   appellant's initial brief to OTA back in 2022, my

       2   reading of it was that appellant was arguing that the

       3   tax-paid purchases resold deduction did apply.

       4             So I just want to confirm you're no longer

       5   making the argument that you're entitled to the tax-paid

       6   purchases resold deduction under Regulation 1701;

       7   correct?

       8             MR. LOEW:  That's correct.

       9             MR. HUK:  Correct.

      10             JUDGE BROWN:  Okay.  And then I also want to

      11   confirm whether you're making any argument about

      12   placebos.

      13             MR. HUK:  We are not.

      14             JUDGE BROWN:  Okay.  Because, yeah,  I noticed

      15   your brief didn't mention the placebos.  Your argument

      16   here today doesn't mention the placebos.  So all of that

      17   stuff about placebos in the appeal's decision, that is

      18   off; that's not something that's before us here today.

      19             MR. HUK:  I think the last couple sentences of

      20   1591 (e)(4) took care of that for us.

      21             JUDGE BROWN:  Okay.  Thank you.  I'm just

      22   clarifying because I don't want to spend time focusing

      23   on things that are not before us here.

      24             I also wanted to ask about the question of the

      25   medical exemption for the ITCA-650 that were implanted
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       1   in patients for three months.

       2             My understanding is that in terms of what is

       3   still at issue, what -- you know, because of what the

       4   appeal's decision ruled about the units that were

       5   implanted for six months or more that those are not

       6   before us here.

       7             But units that were implanted in patients for

       8   less than six months -- meaning for the three month

       9   clinical trials, those are still part of the units that

      10   are in the tax that's in dispute here today; correct.

      11             MR. HUK:  That's correct.  You know, really, I

      12   just kind -- I find -- it's probably not a strong

      13   argument, but I just find it to be very arbitrary.

      14             Especially given the purpose of this medicine

      15   is to not give it to somebody for 12 months and so, you

      16   know, to sneak up on it, sort to speak, to give a three

      17   month dose, see how the patient does; and then a six

      18   months.  It's all clinical trials.

      19             JUDGE BROWN:  My question in terms of what I

      20   have to -- of what the panel has to decide concerns

      21   whether we are looking at -- whether you're arguing that

      22   the ITCA-650 that were implanted in patients for three

      23   months meets the medical exception under Regulation 1591

      24   and Revenue and Taxation Code, Section 6369.

      25             Whether you're arguing that those are --
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       1   whether you're continuing to make the argument that

       2   those are exempt.

       3             MR.  HUK:  That would be the case.  Yes.

       4             JUDGE BROWN:  Okay.  And your original brief

       5   that was filed in 2022, you argued that appellant will

       6   show that the intent was that the ITCA-650 be implanted

       7   for 12 months.  And you cited the Annotation 4250163,

       8   which is regarding -- which has that rule about six

       9   months --

      10             MR. HUK:  Okay.

      11             JUDGE BROWN: -- that it's permanently in plan

      12   -- to consider permanently implanted under the

      13   regulation if it's implanted for at least six months.  I

      14   wanted to ask what your --  make sure I understand what

      15   your argument is regarding the units that were implanted

      16   through the clinical trials for less than six months for

      17   the three-month trials.

      18             MR. LOEW:  Correct me if I'm wrong, but the

      19   clinical trials exemption that were cited today I don't

      20   believe deals with the implantation issue, which is a

      21   prescription medicine exemption.

      22             If something is planted in the body for

      23   greater than six months, then it's sold under the

      24   prescription.  Then it's deemed to be an exempt

      25   medicine.  Today we're looking from purely a clinical
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       1   trials' perspective.

       2             MR. HUK:  Of 12 months, I mean, that was --

       3   but as far as the viability, they -- again not being an

       4   expert on the FDA approval process -- but the safety and

       5   the health of the patients was the most important thing

       6   and this was clinical trials at this point.  It's not a

       7   prescription medicine at that point.

       8             JUDGE BROWN:  I think those are all the

       9   questions I have for appellant at this time.  I may

      10   revisit, but now I'm going to turn to CDTFA and let

      11   CDTFA make it's presentation.

      12             I'll say CDTFA if you're ready, you can go

      13   ahead.  If you need a moment, that's fine.

      14   

      15   

      16                         PRESENTATION

      17             MS. JACOBS:  Thank you.  I think we're ready.

      18             Good afternoon.  Again, my name is it Amanda

      19   Jacobs.  I'm an attorney for CDTFA's legal division.

      20             Appellant is a biopharmaceutical company that

      21   develops drug therapies and operates a manufacturing

      22   facility in Hayward, California.  Appellant developed

      23   and manufactured ITCA-650, a prescription medicine and

      24   drug delivery system intended for the treatment of type

      25   2 diabetes.
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       1             ITCA-650 consists of a osmotic pump that is

       2   placed succedaneously and continuously release a dose of

       3   the FDA approved type 2 diabetes drug, Exenatide.

       4   Appellant filed a new drug application, or NDA, seeking

       5   approval to market and sell ITCA-650.

       6             However to date, appellant has not received

       7   approval of its NDA and is prohibited from selling

       8   ITCA-650 in the United States.  Appellant filed a claim

       9   for refund for the period of January 1st, 2014, through

      10   December 31st, 2019, pertaining to appellant's tax-paid

      11   purchases of component parts for the manufacture of

      12   ITCA-650.

      13             During the claim period and relevant to the

      14   appeal at issue, appellant paid used-tax on components

      15   parts of the manufacture ITCA-650, which were shipped

      16   from out-of-state suppliers to appellant in California

      17   and incorporated into finish ITCA-650 units in it's

      18   Hayward manufacturing facility.

      19             It's suppliers, RMS and Invibio, each held a

      20   certificate of registration of used-tax and provided

      21   appellant with receipts for its payment of used-tax on

      22   the components; Appellant's Exhibit 77 and 85.

      23   Appellant furnished some of it's manufactured ITCA-650

      24   units to licensed physicians without charge for the use

      25   of human clinical trials.
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       1             Certain clinical trial units of ITCA-650

       2   contained the active ingredient Exenatide while others

       3   contained a placebo; Exhibits F, page 2 and G, page 5.

       4             The trial units were implanted and studied

       5   participants bodies for periods of three, six, nine, or

       6   12 months; Exhibits D and E, page 3.

       7             It is our understanding that appellant has

       8   retained the remaining component parts not used in human

       9   clinical trials in California.  It is department's

      10   further understanding that the matter is still open with

      11   the FDA.

      12             The sole issue in this appeal is whether

      13   appellant is entitled to a refund for used-tax paid in

      14   connection with it's purchase of component parts for the

      15   manufacture of certain ITCA-650 units during the claim

      16   period.

      17             It is our understanding that the issue is

      18   limited to the purchase of component parts either used

      19   in human clinical trials in which the ITCA-650 unit was

      20   implanted for less than six months, or those not used in

      21   clinical trials but retained in California.

      22             It is now our understanding that the

      23   components used in human clinical trials in which the

      24   unit was loaded with a placebo are not at issue since

      25   Regulation 1591 (e)(4) specifically states the placebos
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       1   are not included in the exemption for use in clinical

       2   trial medicines.

       3             As you know, California imposes used-tax on

       4   the sale's price of tangible personal property, TPP,

       5   purchase from any retailer for storage, use, or any

       6   consumption in this state unless excluded or otherwise

       7   exempt; Sections 6201 and 6401.

       8             The used-tax is imposed on the person who

       9   stores, use, or otherwise consumes the TPP; Section

      10   6202.  It is presumed that TPP sold by any person for

      11   delivery in California is sold for storage, use, or

      12   other consumption in this state until the contrary is

      13   established.

      14             The burden of proving the contrary is on the

      15   person who makes the sale unless he takes from the

      16   purchaser a certificate to the effect that the property

      17   is purchased for resale; Section 6241.

      18             It is presumed that TPP shipped or brought to

      19   California, by the purchaser, was purchased from a

      20   retailer for storage use or other consumption in this

      21   state; Section 6246.

      22             Storage includes any keeping or retention in

      23   California for any purpose except sale and the regular

      24   course of business or subsequent use solely outside this

      25   state; Section 6008.
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       1             Use includes the exercise of any right or

       2   power over TPP, incident the ownership of that property

       3   except sale in the regular course of business; Section

       4   6009.

       5             Section 6369, which is interpreted and

       6   implemented by Regulation 1591, exempts from tax the

       7   storage, use, or other consumption of medicine as

       8   defined if they are dispensed or otherwise provided to

       9   the patient under specified circumstances; Section 6369

      10   (a) and Regulation 1591 (d).

      11             The term "medicines" is defined to include any

      12   substance or preparation intended for use by external or

      13   internal application to the human body and the diagnoses

      14   cure mitigation treatment or prevention of disease;

      15   Section 6369 (b).

      16             It also includes what specified exceptions any

      17   product fully implanted or injected in the human body or

      18   any drug or any biologic when such are approved by the

      19   the U.S. FDA to diagnose, cure, mitigate, treat, or

      20   prevent disease, illness, or medical condition;

      21   Regulation 1591 (a)(9)(a).

      22             The term "medicines" does not include articles

      23   that are in the nature of instruments, apparatuses,

      24   contrivances, appliances, devices, or other mechanical

      25   or physical equipment; or article and component parts in

0049

       1   accessories thereof; Section 6369 (b)(2), and Regulation

       2   1591 (c)(2).

       3             However medicines do include permanently

       4   implanted articles other than dentures permanently

       5   planted in the human body to assist the functioning of

       6   any natural organ, artery, vein, or limb and which

       7   remain or dissolve in the body; Section 6369 (c)(2), and

       8   Regulation 1591 (a)(9)(b) and (b)(2).

       9             Statutes granting a tax exemption are strictly

      10   construed to avoid enlarging or extending the concession

      11   beyond the plain meaning of the language used in

      12   granting it; see Associated Beverage Company v. Board of

      13   Equalization (1990) 224 Cal.App.3d, pin sight 211.

      14             Appellant bares the burden of showing it

      15   clearly comes within the terms of the exemption by a

      16   preponderance of the evidence; see Regulation 35003

      17   Subdivision (a), and Paine v. State Board of

      18   Equalization (1982) 137.Cal.App3d 438, pin sight 443.

      19             With all of that in mind, appellant's use of

      20   ITCA-650 units for human clinical trials was a taxable

      21   use where the units were implanted for less than six

      22   months.

      23             We first note that ITCA-650 does not meet the

      24   definition of medicine for purposes of the exemption as

      25   it is not a substance or preparation as described by
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       1   Regulation 1591 (a)(9)(b), or a product approved by the

       2   FDA as required by 1591 (a)(9)(a).

       3             Regulation 1591 (e)(4) provides that tax does

       4   not apply to the storage, use, or consumption of, quote:

       5             "Clinical trial medicines during the United

       6   States food and drug administrations drug development

       7   and approval process."  End quote.

       8             Clinical trial medicines are defined as

       9   substances of preparations approved as investigational

      10   new drugs by the FDA and intended for treatment of an

      11   application to the human body which are furnished by a

      12   pharmaceutical developer, manufacturer, or distributor

      13   to a licensed physician and subsequently dispensed,

      14   furnished, or administered pursuant to the order of the

      15   licensed physician.

      16             Subdivision (e)(4) does not create a new

      17   classification or category of medicines.  Rather it

      18   allows an exemption for medicines as otherwise defined

      19   by Section 6369, and Regulation 1591, that are in the

      20   clinical trial stage and have not yet received approval

      21   from the FDA.

      22             In this case, the department determined that

      23   ITCA-650 implanted and studied participants' bodies for

      24   periods of six, nine, or 12 months, met the definition

      25   of a permanently implanted article under Regulation 1591
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       1   (b)(2).

       2             However, the department's longstanding over 40

       3   year interpretation of permanently implanted has made

       4   implanted with the intent to remain in the body for at

       5   least six months. See Annotations 425.0887, 425.0163,

       6   and 425.0521 as examples of that interpretation.

       7             As some of the ITCA's -- of the units of

       8   ITCA-650 were implanted for less than six months -- in

       9   this case, three months -- those units and their

      10   component parts do not meet the definition of

      11   permanently implanted articles pursuant to Regulation

      12   1591 (b)(2), or clinical trial medicines pursuant to

      13   Subdivision (e)(4).

      14             As such, appellant's use of the ITCA-650 units

      15   in those human clinical trials was a taxable use.

      16             Finally, we will discuss appellant's remaining

      17   ITCA-650 components.

      18             Appellants purchase of the components were

      19   presumed to be subject to tax.  It's suppliers were

      20   registered with the department and required to collect

      21   used-tax on such purchases because appellant did not

      22   provide a resale certificate at the time of purchase;

      23   Section 6241.

      24             And appellant no longer possesses a valid

      25   sellers permit and is still legally prohibited from
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       1   selling ITCA-650 in the United States because it has not

       2   obtained FDA approval.  Until April 1st, 2019, well

       3   after the component purchases were made between 2014 and

       4   2017; Exhibit 56.

       5             And appellant no longer possesses a valid

       6   seller's permit and is still legally prohibited from

       7   selling ITCA-650 in the United States because it has not

       8   obtained FDA approval.  And, in fact, it's seller's

       9   permit was closed in July of 2019 with an effective

      10   closeout of April 1st, the day that it had been issued.

      11             While appellant -- sorry, appellant has argued

      12   that the reason for purchasing TPP issue was for

      13   incorporation into products and intended to resale.

      14             The fact of the matter is the remaining TPP at

      15   issue cannot have been held for sale in the regular

      16   course of business because, as established, appellant

      17   was not legally permitted to sell it.  Appellant

      18   continues to stores these products in California.

      19             Appellant asserts that these purchases were

      20   nontaxable purchases for resale because appellant

      21   retained the TPP for purposes of resale once it obtained

      22   FDA approval.  But appellant -- so appellant is

      23   requesting a refund of the used-tax it paid to vendors

      24   on it's initial purchases.

      25             However, Section 6012, Subdivision (a)(1),
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       1   implemented by Regulation 1701, specifically

       2   contemplates that a retailer may pay its vendor tax or

       3   tax reimbursement when purchasing TPP and then reselling

       4   the property; Regulation 1701 (b)(4).

       5             The remedy, as you know, is the tax-paid

       6   purchases resold deduction in cases where a retailer

       7   sells the property without making any use other than

       8   retention, demonstration, or display while holding a

       9   property for sale in the regular course of business, the

      10   retailer may take a deduction for the tax it paid when

      11   the purchase property was resold; 1701, Subdivision (a).

      12             However, the deduction must be taken on the

      13   retailer's return in which the sale of the TPP is

      14   included; Subdivision (a), again.  Thus the tax paid

      15   purchases resold deduction is only available when the

      16   TPP is resold and has been established, appellant has

      17   not and could not resale the TPP at issue.

      18             Appellant is now arguing that it is not a

      19   retailer, and that the tax paid purchases resold

      20   deduction does not apply.  Appellant is also arguing

      21   that the components at issue were purchased for resale

      22   and should have been as tax.  It cannot be both.

      23             As it stands, appellant continues to store the

      24   TPP at issue which it is not permitted to sell in

      25   California.  The law makes no provision for a refund of
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       1   tax resulting from appellant's circumstances.

       2             In sum, appellant has not established that it

       3   is entitled to a further refund for used-tax paid in

       4   connection with its purchase of component parts for the

       5   manufacture of certain ITCA-650 units during the claim

       6   period.

       7             For these reasons, we request that the appeal

       8   be denied.  Thank you.

       9             Judge BROWN:  Thank you.  I think I will start

      10   off with a few questions and then I'll turn to my

      11   co-panelists next.

      12             I want to pick up on essentially the last

      13   point that you made, Ms. Jacobs, that there's no

      14   provision for a refund of tax resulting from these

      15   circumstances.  So if the -- if a taxpayer continues to

      16   hold items that it purchased and paid-used tax for in

      17   inventory, there's just never a provision that for a

      18   refund.  Like, it doesn't exist in the law.

      19             Is that essentially your argument?   And I can

      20   rephrase that if there's a better way.

      21             MR. HUXSOLL:  Well that there's no provision

      22   under these circumstances for issuing appellant refund.

      23             JUDGE BROWN:  Sorry go ahead.

      24             MR. HUXSOLL:  Appellant -- when the vendors

      25   sold the property in question to appellant, those were
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       1   presumed to be subject to tax, and appellant did not

       2   issue a resale's certificate at the time which

       3   manufacturers often do when they purchase stuff for the

       4   attention of reselling it.

       5             But when that wasn't done and now appellant

       6   holds and continues to hold these products in California

       7   without the ability to sell them, there's no basis for

       8   refunding the tax.

       9             JUDGE BROWN:  Well the Appeal's Bureau

      10   decision says that the department agrees that it has no

      11   knowledge of any use by appellant of the retained

      12   ITCA-650 components; is that correct?  Does the

      13   department agree that there's no evidence that there's

      14   been a taxable use of the components other than -- I'm

      15   sorry, I guess I should say other than -- I'm talking

      16   about the ones that are still being retained.  Not the

      17   units that were used in clinical trials for less than

      18   six months.

      19             MR. HUXSOLL:  Those do continue to be stored

      20   in California.  Like, with -- they say for resale, but

      21   there's -- storage is a used absent holding it for

      22   purposes of resale, and here they say they're not a

      23   retailer.  So the tax-paid purchases resold deduction

      24   doesn't apply.

      25             But you can't have something in resale
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       1   inventory without being a retailer so it's -- in the

       2   event that appellant were able to sell these, perhaps

       3   the avenue would be a tax-paid purchases resold

       4   deduction, but appellant continues to not be a retailer

       5   in this case.

       6             JUDGE BROWN:  So are you arguing that because

       7   appellant can't resell the ITCA-650 that it's there for

       8   a taxable use because they're not holding it for resale?

       9             MR. HUXSOLL:  They were never authorized to

      10   sell the ITCA-650.

      11             JUDGE BROWN:  But if their purpose is to

      12   resell it, does it matter whether they are currently

      13   authorized for purposes analyze the taxable use.

      14             MS. JACOBS:  Section 6008 says:

      15             "Storage includes any keeping or retention in

      16   California for any purpose except sale in the regular

      17   course of business or subsequent use solely outside the

      18   state."

      19             JUDGE BROWN:  What if appellant -- just

      20   hypothetically -- what if appellant were holding it for

      21   resale outside of the United States where FDA approval

      22   is not required?  I know nobody have an answer -- I'm

      23   just trying to frame how this fits in with that.

      24             MR. HUXSOLL:  Can you repeat that.

      25             JUDGE BROWN:  I'm just saying is it necessary
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       1   that they have -- that they'd be storing it for resale

       2   within the United States in order to -- are you arguing

       3   that they have to be authorized to resell it within the

       4   United States in order to be holding it for resale.

       5             MS. JACOBS:  I wouldn't say that we're arguing

       6   that, we're saying that Section 6008 says storage

       7   includes keeping it in California for any purpose except

       8   sale and the regular course of business or use solely

       9   outside the state.

      10             We don't have any facts that this was being

      11   held for sale in the regular course of business or that

      12   it was subsequently being used outside the state.

      13             JUDGE BROWN:  Then my next question is,

      14   hypothetically, if the taxpayer shipped the ITCA to an

      15   out of state facility under -- would that entitle

      16   taxpayer to a refund under Revenue Taxation Code,

      17   Section 6009.1, the Storage and Use Exclusion.

      18             MS. JACOBS:  We don't have any facts that

      19   speak to that being an issue in this case.

      20             JUDGE BROWN:  Well, actually, that does remind

      21   me of something I wanted to ask both parties.  I did see

      22   that in the report of discussions of audit findings

      23   dated September 16th, 2021, I found it in CDTFA's

      24   Exhibit C.  Although I don't have a page number, and I

      25   know Exhibit C has over a thousand pages.
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       1             MS. JACOBS:  The audit report letter? Or

       2   because that's a separate Exhibit E.

       3             JUDGE BROWN:  No.  I was looking at -- it was

       4   a report of discussion of audit findings that raised

       5   6009.1.  And, actually, this might be a better question

       6   for appellant.

       7             MR. HUXSOLL:  Our understanding, based on what

       8   you read earlier from the decision in this case, was

       9   6009.1 argument is no longer being pursued based on the

      10   fact that we looked at the three different claims for

      11   refund.  And so, I mean, we haven't briefed that issue

      12   in anticipation in this case.

      13             JUDGE BROWN:  That is something I want to --

      14   had meant to clarify.  In fact, I'm going to ask

      15   appellant this first, and I'll come back to CDTFA.

      16             There was a -- in one of the reported

      17   discussion of audit findings, appellant had raised this

      18   argument about Revenue and Taxation Code 6009.1, which

      19   is the Storage in Use Exclusion.

      20             And appellant stated to the auditor that the

      21   components were permanently shipped out of California.

      22   But I don't know if that applies to components that were

      23   under a different claim for refund that are not at issue

      24   here.

      25             MR. HUK:  There was a possibility because of
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       1   the research Triangle Park location that when the

       2   approval didn't look like it was going to be happening

       3   as soon as it was and they were starting to lay off

       4   personnel and they were essentially just, you know,

       5   stopping everything.

       6             And so there was a possibility that they would

       7   move it to research Triangle Park.  Because they have

       8   facilities there that would protect the devices and the

       9   medicine, et cetera, in the way that it would need to be

      10   protected because, you know, there just wasn't going to

      11   be personnel at the Hayward location.

      12             So we put that claim in in the anticipation

      13   that they were going to do that.

      14             JUDGE BROWN:  So the shipment never --

      15             MR. HUK:  They never did that.

      16             JUDGE BROWN:  -- it never occurred.  Okay.

      17   That clarifies my question then.  I think I don't have

      18   to pursue that further.

      19             I think that's -- I'm going to stop my

      20   questioning for now, and I'm going to turn to my

      21   co-panelists and ask if they have any questions for

      22   CDTFA.

      23             I'll say Judge Aldrich, do you have any

      24   questions?

      25             JUDGE ALDRICH:  I do not.
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       1             JUDGE BROWN:  Okay.

       2             Judge Geary?

       3             JUDGE GEARY:  Yes, I do.  Thank you.

       4             For respondent first, the discussion regarding

       5   implantation of six months or more.  I think,

       6   Ms. Jacobs, you referred to Annotations that support the

       7   department's position.  That even when the focus is on

       8   trials being conducted as part of the FDA approval

       9   process that because there's no separate definition of

      10   medicines, that the standard definition applies.  And

      11   that implantation of less than six months is not a

      12   exempt or nontaxable use; right?

      13             MS. JACOBS:  Yeah.  For the clinical trial

      14   medicines to be considered to be -- to fall within that

      15   definition of clinical trial medicines being exempt must

      16   first be a medicine.  In this case, the medicine being a

      17   permanently implanted article.  In order to be

      18   considered a permanently implanted article, it needs to

      19   be in the body for six months or more.

      20             JUDGE GEARY:  And do -- are you aware of any

      21   annotation that specifically discusses clinical trials

      22   where one of the focuses is the effect of implantation

      23   of a device for specific periods of time less than six

      24   months.

      25             MS. JACOBS:  I'm not aware, but I do -- but I
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       1   do know that not every -- so this is a device, meaning

       2   it's not a medicine.  And there are different ways the

       3   devices can be considered medicines and permanently

       4   implanted devices is one of them.

       5             So there may be other products -- other

       6   medicines in clinical trial stages for less than six

       7   months but they meet a different definition of medicine.

       8   If that makes sense.

       9             JUDGE GEARY:  What's the department's position

      10   about whether or not this device is a infusion device

      11   that's discussed in.

      12             MR. HUXSOLL:  Following appellant's statement

      13   that it was not that type of device, the department did

      14   not pursue it further.

      15             JUDGE GEARY:  Okay.  So I would assume,

      16   Mr. Huxsoll, that you have no particular respondents

      17   other than that.  You're not prepared to respond at this

      18   time.

      19             MR. HUXSOLL:  I'm not prepared to respond at

      20   this time based on what our understanding was with the

      21   conversation at the appeal's conference.

      22             JUDGE GEARY:  Okay.  Let me try out

      23   hypothetical -- I don't know why my microphone seems to

      24   be going in and out.  But I'm hoping it's working.

      25             If a manufacturer of a new drug not yet
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       1   approved by the FDA purchases materials that are used to

       2   create the drug and because the drug is not yet approved

       3   as a medicine, that manufacturer pays used-tax in

       4   connection with its purchase of the materials used in

       5   manufacturing the drugs.  And if the FDA does not

       6   approve the drug and that manufacturer is left with

       7   components on which it paid used-tax but has no

       8   opportunity to recover the used-tax paid through a

       9   tax-paid purchases resold deduction, is there any remedy

      10   available to that taxpayer to get the money back on

      11   materials that it has no opportunity to use,

      12             MR. HUXSOLL:  Well first, actually, I'd like

      13   to state that we know that the FDA -- or the FDA issue

      14   here is still open and the materials still continue to

      15   be here.  So we don't think it would be appropriate in

      16   this particular case.  But also there's no mechanism

      17   we're aware of for issuing a refund in this case.

      18             JUDGE GEARY:  You mentioned, Mr. Huxsoll, that

      19   the FDA process is still open.  Was CDTFA aware that

      20   apparently Intarcia has disposed of it its assets,

      21             MS. JACOBS:  We've been presented with no

      22   evidence that Intarcia disposed of it's assets.

      23             JUDGE GEARY:  Okay.  Lets suppose -- well let

      24   me ask Mr. Huk again.

      25             Mr. Huk, is that what you represented to us?
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       1   Is that Intarcia has basically sold its assets.

       2             MR. HUK:  Intarcia has not sold their assets.

       3   They -- and, again, all that I know is that they

       4   essentially were dissolved, and that there was rather

       5   than pursue bankruptcy, they used an assignment for

       6   benefit of creditors.

       7             And my understanding is that the assets, you

       8   know, that we're talking about, the raw materials, are

       9   being held at CSBio.  I don't know what, but all the

      10   assets were moved into the trust.  And my understanding

      11   is that Intarcia is dissolved and that the last decision

      12   that was made on the viability of ITCA-650 by the FDA

      13   was 19-0 rejection.

      14             MR. LOEW:  And that was in 2023 that decision.

      15             MR. HUK:  So they have no ability.  They don't

      16   have no possession of the assets.  They have no ability

      17   to sell them, to do anything with them.  And they have

      18   no functionality, these are very specific devices that

      19   have no purpose beyond that.

      20             JUDGE GEARY:  Are any of these facts shown by

      21   the evidence that Intarcia submitted for our

      22   consideration?  By any of these facts, obviously, we're

      23   referring to this dissolution Intarcia no longer being

      24   in possession of any of these components.  Those facts.

      25             MR. HUK:  The only thing that I can think of
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       1   is that we have an Ernst and Young audit report that I

       2   think shows just how dire the situation was.  At this

       3   moment right now, I wouldn't be able to point my finger

       4   to that.  But we could -- we could get that.  And if

       5   there are other -- if you want other information

       6   regarding the assignment for benefit of creditors --

       7             JUDGE BROWN:  Let me just interject, are you

       8   referring to Exhibit 122?

       9             MR. HUK:  Probably.  Yes.  Yes, that's

      10   correct.

      11             JUDGE GEARY:  Okay.  Thank you.  Those are

      12   only the questions that I have.

      13             Thank you, Judge Brown.

      14             MR. LOEW:  Judge Geary, to finish the answer

      15   to your question, Exhibit 61 is an article related to

      16   the -- it's the 2023 article that it was referring to.

      17   Mr. Huk mentioned that was a 19-0 vote by the FDA.

      18             JUDGE GEARY:  Thank you, Mr. Loew.

      19             JUDGE BROWN:  I think if there's nothing

      20   further from co-panelists, I think we can proceed to

      21   hearing appellant's rebuttal.  If -- I think we are

      22   ready to hear appellant's rebuttal because we have

      23   completed our questioning at this time.

      24             If appellant needs a minute that's fine.

      25   Whenever appellant is ready, you can go ahead.
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       1                          REBUTTAL

       2             MR. LOEW:  To repeat my earlier statements,

       3   Regulation 1525, Property Used in Manufacturing, we

       4   believe is the avenue that the CDTFA has to grant and

       5   process refunds under the scenario that we're dealing

       6   with today.

       7             Specifically, 1525 (b), which states, again,

       8   tax does not apply to sales of tangible personal

       9   property.  To persons -- again, not retailers, not

      10   sellers, but to persons.  We purchased the property for

      11   the purpose of incorporating it into the manufactured

      12   article to be sold.  To be sold.

      13             As, for example, any raw material becoming an

      14   ingredient or a component part of manufactured article;

      15   Regulation 1525 (b).  This was, again, raised in our

      16   appeal's conference.  It was cited.  The appeal's

      17   conference officer did not opine of this area of the

      18   regulation.

      19             MR. HUK:  Judge Geary, in response to the

      20   question regarding the going concern.  Ernst and Young

      21   independent report dated September 26th.  This is

      22   Exhibit 122, states:

      23             "As discussed in note one, to the consolidated

      24   financial statements, the company has recurring losses

      25   from operations and has stated that substantial doubt
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       1   exist about the company's ability to continue as a going

       2   concern."

       3             MR. LOEW:  No further comments.

       4             JUDGE BROWN:  You've completed your rebuttal

       5   then?

       6             MR. LOEW:  We're completed.

       7             JUDGE BROWN:  Okay.  Thank you.  I'm going to

       8   pause for just a second and consult with my co-panelist.

       9             I guess I will have one further question to

      10   CDTFA.  I don't think that in CDTFA's presentation you

      11   addressed Regulation 1525.  I just want to say do you

      12   want to briefly address appellant's argument on that.

      13             MR. HUXSOLL:  Just that Regulation 1525

      14   contemplates a difference between a manufactured

      15   consuming certain property and incorporating it into

      16   property to be sold.

      17             In other words, it's making a sale of said

      18   property, and 1525 is based on Sales-Tax General

      19   Bulletin 50-24 from July 10th, 1950.  Which, again, it

      20   contemplates that what's happening here is the

      21   manufacturers are purchasing these items for resale.

      22             JUDGE BROWN:  Thank you.

      23             With that, I think I can then say that we

      24   heard all the arguments, admitted the evidence, and I

      25   think we are ready to complete this hearing.  And I note
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       1   that there will be a recess before -- after we complete

       2   this hearing.

       3             There will be a recess before we start the

       4   next hearing for today.  And I believe that hearing is

       5   virtual.  If I've heard everything from the parties,

       6   then I can say that this concludes the hearing.

       7             Thank you all very much for participating.

       8   The record is now closed.  And the case is submitted

       9   today.  The judges will meet and decide the case based

      10   on the evidence, arguments, and applicable law.  And we

      11   will mail both parties our written decision no later

      12   than 100 days from the date that the record closes

      13   today.

      14             The hearing is now adjourned.

      15             (Proceedings adjourned at 3:04 p.m.)
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