
STATE OF NEW YORK
STATE TAX COMMISSION

In the Matter of the Pet l t ion

o f
FINCH, PRUYN & CoMPANY, INC.

For a Redeterminat ion of a Def ic iency or
a Revision of a Determlnat ion or a Refund
of Sales & Use
Taxes under Artlcle (s) Zg U Zg of the
Tax Law, for theffipggfu$qgBqPeriod (s)
T)ce 1r, ' l  96R *.o l r ln ' rr  ?O, 1971 nnd Sept ' . l  

,
L973 to Aug. 3L, L976.
State of New York
County of Al_bany

AFFIDAVIT OF MAILING

Nlarsina Donnini 
, being duly sworn, deposes and says that

she is an employee of the Department of Taxation and Finance, over 18 years of

age, and that on the 21st day of Jlne , Lg77 , she served the within

N o t i c e o f D e t e r m i n a t i o n b y @ m a i 1 u p o n J o s e p h H . } h r j f p t ] y , E s q .
Hancock, Estabrook, F;ran,
Shove & Hust,  Esqs. (representat ive of)  the pet l t ioner ln the within proceeding,

by enclosing a true copy thereof in a securely seaLed postpaid wrapper addressed
Joseph H. l,[urptry, Esq..

as follows: Hancock, Estabrook, RXan, Shove & Hust, Esqs.
1/100 Mony Plaza
S;rracuse, New York 13202

and by depostting same enclosed in a postpaid properly addressed wrappet in a

(post of f ice or off ic i .al  depository) under the excluslve care and custody of

the Unlted States PostaL Sewlce within the State of New York.

That deponent further says that the said addreaaee is the (representatlve

of the) pet i t ioner herein and that the address set forth on sald l rrapper is the

last known address of the (representat ive of the) pet l .Eioner.

Sworn to before me thls

flst day^of June

I :

rA-3 (2176)

,  t977.



STATE OF NEI^T YORK
STATE TAX COMMISSION

In the Matter of the Pet l t ion

o f
FINCH, PRUYN & COMPANf, INC.

For a Redeterminat ion of a Def ic iency or
a Revlsion of a Determinat ion or a Refund
of Sales & Use
Taxes under Art ic le (s) 28 & 29

AFFIDAVIT OF MAILING

of the
Tax Law,for the e€CIgsfuffiPeriod (s)
nee- 

' l  
,. 

'1 o6R to Nov- ?Or '1 q71 and Segf.- 
'1 

r
1973 to Aug. 3]-, 1976.
State of  New York
County of Llbanv_  - . 4 v $ + u

IVtrarsina Don::ini , being duly sworn, deposes and says that

she is an empl-oyee of the Department of Taxat lon and Finance, over 18 years of

age, and that on the 21st day of Jurre , L977 , she served the wtthin

Notice of Dete:rnination by @€fl8CI608dft mail uponFinch, p*ryn &

Company W the pet i t ioner in the wlthin proceeding,

by enclosing a true eopy thereof in a seeurely sealed postpaid wrapper addressed

as follows: Finch, Prqyn & Company, I:nc.
1 Glen Street
Glens Fa11s, New York

and by depositing sa$Ie enclosed in a postpatd properLy addressed wrapper ln a

(post of f ice or off ic lal  depository) under the excluslve care and custody of

the United States PostaL Service within the State of New York.

ThaL deponent furrher says thar rhe said addreasee ie the F!-ff1rdg?or|.ilIrmg

EOOG@\ petitloner heretn and that the address set forth on said ltrapPer ls the

Last known address of the @ pet l t ioner.

Sworn

21st

t ,o before me thls

Juned a y  o f ,  L977.



STATE TAX COMMISSION

STATE OF NEW YORK

DEPARTMENT OF TA)(ATION AND FINANCE

TAX APPEALS BUREAU
S T A T E  C A M P U S

A L B A N Y ,  N . Y .  1 2 2 2 7

June 2L, 19??

A O O R E S S  Y O U R  R E P L Y  T O

T E L E P H O N E :  ( 5 I 8 ) 457-L723

r
Rhnch, Pnryn & Compnyl Inc.
L Gl.en Stmet
Olene Fal"Is, New Yoark

ContLernen:

Please take notice of the Detenmtnatlon
of the State Tax Commission enclosed herewith.

Please take further not ice thaf pursuant to
Section(s) LL38 & IU3 of the Tax Law, any
proceeding in court to revietr an adverse deci-
sion must be commenced within 4 monthe
from the date of this not ice.

Inquiries concerning the computation of tax
due or refund allo'r^red in accordance with this
decision or concerning any other matter rel"at ive
hereto rnay be addressed to the
will be referred to the proper

rsigned. They

Enc .

Taxing Bureauts Representat ive:

rL-L.L2 (L/76)



STATE OF NE"[^I YORK

STATE TA)( COMMISSTON

fn the Matter of the Petit ions

o f

FINCH, PRI'YN & COMPANY, INC.

for Revision of a Determination or for
Refund of Sales and Use Taxes under
Articles 28 and 29 of the Tax Law for
the Per iods December l ,  1968 to
November 30,  L97L and September l ,  L973
to  Augus t  31 ,  L976 .

DETERMINATION

Finch,  Pruyn & Company,  Inc. ,  I  Glen Street ,  Glens Fal ls ,

New York 12801,  f i led pet i t ions for  rev is ion of  a  determinat ion

or  for  re fund of  sa les and use taxes under  Ar t ic les 28 and 29

of the Tax Law for the periods December l ,  L968 through November 30,

L97L ,  (No t i ce  No .  90 ,749 ,701 )  and  fo r  t he  pe r iods  Sep tember  1 ,
r  . r 'n L973 th rough August  31 ,  L976 (Nor ice  No.  90 ,740,LL2) .  (F i le

No.  01854) .

A formal hearing was held before Solomon Sies, Hearing

Off icer ,  a t  the of f ices of  the State Tax Commiss ion,  B ldg.  9 ,

State Campus, Albany, New York,  on January 19, L977 at  9:L5 A.M.

Appl ieant appeared by Hancock, Estabrook, Ryan, shove & Hust,  Esqs.

(Joseph H. Murphy, Esq. ,  of  counsel) .  Ihe Sales Tax Bureau

appeared by  Peter  Cro t ty ,  Esq.  ( I la r ry  Kad ish ,  Ese. ,  o f  counse l ) .
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ISSUES

I. Whether certain chemicals used in the production of

wood pulp, namely, sulphur dioxide, soda ash, caustic soda,

sulphur and ammonia, were intended to be converted into, and

did become a component part of the product produced or manufactured

for sale by the purchaser.

II .  Whether the purchase by petit ioner of the chemicals

used to produce pulp for the manufacture of paper constituted

tangib le personal  proper ty  for  resale as such or  as a phys ica l

componenL of tangible personal property, exempt from the

imposit ion of the use tax.

rII .  tr lhether chlorine and caustic soda were intended to be

eonverted into, or become a component parL of the product produeed

or manufactured for sale by the purchaser, so as to be exempt

f rom the imposi t ion of  the use tax.

IV. Whether the "defoamers" and "sl imicides" were intended

to be converted into and become a component part of the product

manufactured so as to be exempt from the imposit ion of the use

tax .

V. tr{hether reasonable cause exists for the waiver of interest

in excess of the minimum interest, and the penalt ies imposed

pursuant to section 1145(a) of the Tax Law.

FINDINGS OF FACT

l .  The pet i t ioner ,  F inch,  Pruyn & Company,  Inc. ,  is  a

domestic corporation organLzed under the laws of the State of
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New York, mainLaining its principal place of business at 1 Glen

Street ,  Glens Fal ls ,  New York.  The corporat ion is  engaged in

the manufacture of a fine and high grade paper used in the

pr in t ing of  books,  bus iness forms and other  wr i t ten media of

cournunication.

2. The petit ioner executed a consent extending to December 20,

L972 the period for the assessment of sales and use taxes with

respect  to  the per iods December l ,  1968 through August  31,  1969.

On December L2,  L972,  the Sales Tax Bureau issued a Not ice of

Determination and Demand for Payment of Sales and Use Taxes Due

against  the pet i t ioner  under  Not ice No.  90,749,701 for  the per iods

December 1, 1968 through November 30, L97L, indicating addit ional

t ax  due  o f  $35L ,534 .49 ,  p l us  pena l t y  and  i n te res t  o f  $109 ,683 .39 ,

fo r  a  to ta l  o f  $40 f ,2L7 .88 .  The  Sa les  Tax  Bureau  cance l l ed

$15 f  , L78 .57  o f  t he  tax ,  p lus  pena l t y  and  i n te res t  o f  $45 ,438 .90 ,

for  a  to ta l  cancel la t ion of  $ f96,6L7.47,  leav ing a baLance due and

ow' ing of  $264,600.41.  Ihe pet i t ioner  t imely  f i led an appl icat ion

for a hearing to review the aforementioned determination.

3.  On December L2,  L972,  the Sales Tax Bureau issued a

Notice of Determination and Demand for Payment of Sales and Use

Taxes Due against  the pet i t ioner  under  Not ice No.  90,740,LLz

for the periods September l ,  L973 through August 31, L976, indicating

add i t i ona l  t ax  o f  $aS f ,902 .92 ,  p lus  pena l t y  and  i n te res t  o f

$ f64 ,604 .18 ,  f o r  a  t o ta l  o f  $6 f6 ,507 .10 .  The  pe t i t i one r  t ime l y  f i l ed

an application for a hearing to review the aforesaid determination.
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4. The petit ioner produces its own pulp from trees which

are cut and delivered to i t  by independent contractors in st icks

of wood. approximately four feet long. The wood is then stored

in a large log pi le. I t  then goes into a wood room where it  is

debarked. From there it goes into a chipper where it is cut up

into small chips. The chips are then conveyed to a pulP mil1

through pipes and are put into storage and drawn out of the

digester ,  a  large pressure cooker ,  about  one hundred feet  ta l l ,

as required. The chips are fed in at the toP, and under pressure

of about one hund.red. and. f i f ty (150) pounds per square inch,

chemicals are add.ed and the chips begin to lose some of their

proper t ies.  The purpose of  th is  process and the use of  the

chemicals is Lo take out of t tr-e wood the "l ignin, " (a very complex

group of chemicals which act as a glue to make the wood solid),

and reclaim the cellulose f iber which is Pulp. By the t irne they

reach the bottom of the digesLer, Eost of the ehips have

d.isintegrated, and the cellulose f ibers had been loosened from

the l ignians. The result is PulP in a l iquid suspension known

as "sluffy." Ttlere were two ProceSSeS used: (a) The "neutral

sulf i te semi-chemieal" process in which the l iginan was softened,

but Lhe chip was not completely defibered and had Lo be done so

mechanically afterward; and (b) Start ing in 1970, the "ammonia-

based. bi-sulf i te" process in which the chip comes out of the

continuous digescer as a pulp slurry. With resPect to tf€ f irst
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process, the petit ioner used a combination of soda ash and

sulphur dioxide unti l  L970, and after that, ammonia and sulphur

dioxide were used. In other words, the chemicals used in the

process descr ibed above consis t  o f  su lphur  d iox ide,  soda ash,

ammonia and sulphur.

5. Once the wood chip has been broken up, i t  goes into a

"blow Lank" tahere the f ibers are exploded. From there i t  goes on

to a process where it  is further refined. Because of the wood

density, some chips may not have disintegrated suff iciently, and

they are culled out. The pulp then goes through further washing

and refining. The soluble l ignin is washed away. At this point,

the l iquid slurry has the color of wood, l ike a brown kraft paPer

bag. To produce the type of paper which the petit ioner manufactured,

it  was necessary to convert the brown pulp into a white pulp.

Tlhe f irst stage in nrhitening is a chlorination process using

gaseous chlorine. The pulp slurry at this poinL turns to a bright

yellow-orange. ft  is then washed and treated with caustic soda,

chemically known as sodium hydroxide. The slurry now turns to

a deep brown. It  is again washed and treated with a mixture of

caustic soda and chlorine which forms sodium hypo-chlorite,

commonly known under the trademark of "Chlorox." I ts Purpose is

to break the double bonds in the lignin remaining vrithin the

cel lu lose f iber ,  in  order  to  dest roy the co lor- forming double bonds.
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TLre pulp then becomes white. The pulp slurry is now washed and

ready for the paper mil1. I t  is placed in storage tanks to be

used as requi red.

6. The slurry of pulp and water is pumped to the paper

mil l .  I t  is mixed with purchased pulp, 1eneTally long f iber pulP

purchased principally from Canada by the petit ioner. I t  is mixed

with other materials which are not in issue and with two other

mater ia ls  which are in  issue,  vLz,  "defoamer"  and "s l imic ide."

7.  The "defoamer,"  a  fa t ty- type subsLance,  is  added because

trapped air gets into the fiber and water mixture during the mixing,

transport ing and pumping process. If  trapped air gets on the

paper machine, i t  forms small holes or thin spots on the paper'

The defoamer weakens the wall of the air bubble and allows the

arr to escape, thus preventing the formation of small holes and

spots on the paPer.

8. Slimicid.es are organic chemicals lftich inhibit the

growth of bacteria and sl ime organisms, so as to prevent decay and

mold from forming on the paper. I t  destroys bacteria, prevents

unpleasant odors and prevents the breaking up of the paper.

g. The pulp slurry is then fed into a head box where it is

thoroughly mixed and metered onto a fast moving, very fine wire

screen. At this point, suction is applied to remove the water'

The sh^eet of paper then travels from the screen through a Press

section, where more moisLure is squeezed out. I t  is then put
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through a number of  pressure- f i l led s team vessels  or  dryers '

I t  is also fed under pressure through a series of rol ls known

as a "calendar." The paper then goes through a rewinder which

puts i t  in rol l  form. It  would then be shipped from the

pet i t ionerrs  p lant  in  ro l ls  or  in  sheets,  in  which case i t

would go through a cutter.

10. tr{hen the paper is dty, i t  receives a surface treatment

consist ing of starch, wtrich is not in issue, and f lake caustic,

which is  in  issue.  The f lake caust ic  makes i t  poss ib le  for

the starch to form a f i lm on the surface of the paper, 95% of

rstrich remains with the f inished product. The representative fot

the Sales Tax Bureau conceded that the f lake caustic is a

component part of the paper used for resale and, therefore, exempt

from the imposit ion of sales and use taxes.

11. With respect to the chemicals used to produce the wood

pulp, in the process of removing the lignins from the wood and

of reclaiming the cellulose f ibers , viz., sulphur dioxide, soda

ash, anrnonia and sulphur, only about one (f%) percent remains

with the pulp. With respect to the process of whitening or

removing the color from the pulp, only about one (L%) percent

o f  t he  chemica l s  used  i n  sa id  p rocess ,  i . e . ,  caus t i c  soda

(sodium hydroxide) and hypochlorite (caustic sode and chlorine,

commonly known as "chlorox") remain.



I
8

L2. About eight to twelve percent of the defoamers and

slimicides remain with the end product, the f inished paper. The

sl imic ide is  a  necessary par t  o f  the end product .  I f  the s l imic ide

were not presenL in the petit ioner's paper manufacturing process

as described above, i t  would have to be added. The defoamers

consis t  o f  fa t ty  substances Ehat  he lp g ive s t rength to  the f in ished

PaPer.

13. The petit ioner submitted schedules of the dollar amounts

of each of the chemicals used during each of the tax quarters

wi th in  the tax per iods in  issue (pet i t ioner 's  exhib i ts  1  & 2) .

The Sales Tax Bureau did not submit any evidence to controvert

sa id f igures.

L4. Reasonable cause exists for the fai lure to pay sales and

use taxes tr i th respect to the chemicals in issue.

CONCLUSIONS OF LAW

A. That the chemicals, to wit,  sulphur dioxide, soda ash,

caustic soda, sulphur and ammonia, used in the production of wood

pulp by the petit ioners in i ts manufacture of high grade paper

for resale, were not intended to be converted into nor did they

beeome a eomponent part of the product produced or manufactured

for sale by the purchaser; that said chemicals were intended to

and were used to remove the impurities in the wood and to release

the cellulose fibers from the wood chips; that the ctr-emicals used

to produce the wood pulp were supplies.
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B. T'hat the purchase by the petitioner of the chemicals

referred to  in  Conclus ion of  Law "A ' ,  supra,  does not  const i tu te

tangib le personal  proper ty  for  resale as such or  as a phys ica l

component part of tangible personal property, within the intent

and meaning of  sect ion l10 l (b) (4)( i ) (A)  of  the Tax Law.

C. That the chemicals referred to in Conclusion of Law "A",

supra, were not exempt from use tax within the intent and meaning

of section ff fS G) of the Tax Law.

D. That the chemicals used to remove the color from the

pulp slurry (whitening process), na.mely, chlorine and caustic soda,

were not intended to be converted inLo or to become a component

part of the product produced or manufactured by petit ioner; that

the purch,ase by petit ioner of said ctr-emicals does not constitute

tangible personal property for resale as such or as a physical

component part of tangible personal property, within the intent

and meaning of section f lQl(b) (4) ( i) (A) of the Tax Law; that the

aforementioned chemicals were not exempt from use tax within the

intent and meaning of section fff8(4) of the Tax Law.

E. That the defoamers and sl imicides were essential to

the completeness of the f inished product; that the aforementioned

materials constituted a component part of the paper manufaetured

for resale within the intent and meaning of secLion 1101(b) (4) ( i) (A)

of the Tax Law, and exempt from use tax within the intent and

meaning of  sect ion 1f18(4)  of  the Tax Law.
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F. That the petit ion of Finch, Pruyn and company, Inc.

is granted to the extent that the interest, in excess of the

rninimum interest, and the penalty imposecl pursuant to section f145(a)

of the Tax Law be waived.

G. That the addit ional use tax included in the notices of

determination insofar as they include a use tax on f lake caustic,

defoamers and sl imicides, and addit ional interest and penalty as

set forth in COnclusion of Law "F", above, be and the same are

hereby eancelled; that the Sales Tax Bureau is directed to recompute

the addit ional use tax in accordance herewith'

H. That the petitions of Finctr-, Pruyn & company, Inc. are

granted to the extend indicated in Conclusions "E', 
rrFrr and "G"

and are in al l  other respects denied; that pursuanL to the Tax

Law, statutory interest shall  be added to the total amount due

unt i l  pa id.

DATED: Albany, New York
June 2L ,  1977

STAIE TAX COMMISSION


