DEPARTMENT OF TAXATION
STATE OF HAWAII

July 28, 1971

TAX INFORMATION RELEASE w sn

(1TOM 47)

RE: Section 237-26--Application of the CGeneral Excise Tax to Certain
“Scientific Contracts” and “Tangi bl e Personal Property” Furnished
in Connection Therewth

This tax information release relates to Section 237-26, HRS, as amended by
Act 180, L. 1970, effective January 1, 1971 and supersedes TIR No. 19-68 of
November 20, 1968.

Section 13, Part Il of Act 180, L. 1970 amended Section 237-26 by exenpting
subcontractors involved in scientific contracts with the United States and
the sales of tangible personal property to such subcontractors and broaden-
ing the scope of maintenance and operational activities deened exenpt from
the tax.

In accordance with the purpose of Section 13, Part Il of Act 180, L. 1970

and to provide for uniforminterpretation and application of Section 237-26
as anmended, the follow ng specific questions and answers are presented to
illustrate the circumstances under which contracts or subcontracts and
tangi bl e personal property furnished or inported in conjunction wth the
performance of any scientific contract wwth the United States would be exenpt.
It should be noted, however, that the exenption provided by Section 13,

Part 11, Act 180, S.L. 1970 shall not apply to gross proceeds derived from

(1) Subcontracts executed prior to January 1, 1971

(2) The sale of tangible personal property to subcontractors perform ng
under a general scientific contract where such sales are made prior
to January 1, 1971; and

(3) Maintenance and operation contracts (housekeeping functions) or
from sales of tangible personal property pursuant to such contracts
executed prior to January 1, 1971
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QUESTI ONS AND ANSWERS

1. ABC Corporation entered into a contract with an agency of the United
States to conduct the necessary design, devel opment, fabrication,
installation, integration and check out required in furnishing a ground
based tel emetry, tracking and command antenna subsystem on Cahu. My
ABC Corporation claimthe gross proceeds from the contract as exenpt
I ncome under Section 237-26?

Answer. Yes. The performance required under the contract is scientific
work with an agency of the United States and the gross proceeds received
by ABC Corporation would be exenpt from the general excise tax under
Section 237-26.

2. XYZ is an electrical contractor and is awarded a subcontract by ABC
Corporation to install an electrical wiring systemin a scientific
facility. May XYZ claimthe contract income received from ABC Cor poration
as exenpt income?

Answer. Yes. The gross proceeds froma subcontract betweeen the prine
contractor and any other contractor in connection with the performance
of any scientific work with the United States would be exenpt from the
general excise tax.

3. ABC Corporation, departing fromits technically oriented role, entered
into a contract with an agency of the United States to provide services
for the maintenance and operations of the Pacific Mssile Range Facility.
The foregoing services are in the nature of general support services
(maintain and operate a supply activity, security and |aw enforcenent
services, warehousing facilities, utilities facilities, refuse collection
and disposal services, nessing and billeting facilities, food service
facilities, movie theater, post office, library, etc.) which my be
categorized as housekeeping functions in providing certain nonscientific
| ogistic and support services. May ABC Corporation claim the gross
proceeds from the contract as exenpt incone?

Answer. Yes. Mintenance or operation, for purposes of “scientific
work,” includes housekeeping functions.

4. Assune the sane facts as in question (3) above, except that ABC
Corporation is to provide general support services under a subcontract
with Hawaii Electronics Conpany, the successful bidder of a NASA contract
for the maintenance and operations of the Manned Space Flight Network
Tracking Station on Kauai. May ABC Corporation, a subcontractor, claim
the gross proceeds fromthe contract as exenpt income?

Answer. Yes. The gross proceeds from a subcontract between the prinme
contractor and any other contractor in connection with the performance of
any scientific work with the United States will be exenpt from the general
exci se tax.
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5. Hawaiian Builders, Ltd., entered into a contract with the U S. Navy to
provide certain construction work such as denolition, excavation,
fencing, paving, masonry, carpentry, plunmbing and structural additions
to a mssile range facility. Are such proceeds exenpt fromthe genera
excise tax |aw?

Answer. No. The contract is only for the construction or addition of
certain facilities and is not for the performance of any of the exenpt
scientific activities provided in Section 237-26

6. An architect, licensed as a contractor under Section 237-6, entered into
a contract with the U S. Ar Force to design draw ngs and specifications
for the construction and alterations to certain nonscientific facilities
on a tracking station. Are such proceeds exenpt fromthe general excise
tax under Section 237-267?

Answer. No. Such proceeds are froma contract involving nonscientific
facilities and are not for the performance of any of the exenpt scientific
activities provided in Section 237-26.

7. P is engaged in the building supply business and sells electrical parts
to ABC Corporation, a contractor with the United States, to be incorporated
into a scientific facility. My P claimthe sales of the electrical parts
to ABC Corporation as exenpt sales?

Answer. Yes. Sales of tangible personal property to a contractor or
subcontractor which becomes a physical and integral part of a scientific
facility during the performance of any scientific work with the United
States are exenpt under Section 237-26.

8. ABC Corporation was awarded a scientific contract by the U S. Army. ABC
Corporation subsequently purchased several trucks from a local dealer to
be used in conjunction with the performance of the scientific work. Is
the sale of the trucks exenpt from the general excise tax?

Answer. No. Although the trucks were sold to a contractor who qualifies
as a scientific contractor, such sale is nevertheless not exenpt since the
trucks do not becone an integral part of the scientific facility.

9. Hawaii Electronics Corporation inmported electronics equipment from the
mainland to be installed at the Pacific Mssile Range Facility. Is the
use tax applicable on the |anded value of the equipnent?

Answer. No. The use tax is not applicable on the inportation of any
tangi bl e personal property which becones a part of a scientific installa-
tion as provided in Section 237-26.



Tax Information Release No. 35-71
Page 4
July 28, 1971

10.

11.

12.

13.

ABC Corporation inported equipnent from the mainland for exclusive use
in providing services for the maintenance and operations of the Pacific
Mssile Range Facility. Mist ABC Corporation pay a use tax on such

I nports?

Answer. No. Inportation of equipment which is required for the per-
formance and fulfillment of a scientific contract and exclusively used
for such purposes and the original cost totally charged to the contract
woul d be exenpt from the use tax.

.M Tuff, a concrete manufacturer, furnished ready-mx concrete to
a contractor engaged in the installation of scientific equipment under
an exenpt scientific contract with the United States. Because of the
technical nature of the contract, specialized equi pnent not available
locally is inported and utilized by I.M Tuff to produce the ready-m x
concrete. The materials used in manufacturing the concrete mx (sand
rock, etc.) are purchased fromD. Fine Sand and Rock Company. Are
these transactions exenpt under Section 237-26?

Answer. The sale of ready-m x concrete by .M Tuff to the contractor
engaged in an exenpt scientific contract with the United States is exenpt
under Section 237-26 since the concrete will become a part of the
scientific installation. Inportation of equipment by I.M Tuff is not
exenpt fromthe use tax as the equipnent is not tangible persona

property to be incorporated into or which becomes an integral part of

the scientific installation itself. Such equipnent is used by I.M Tuff
to produce tangible personal property for sale. Sale of sand, rock, etc.,
by D. Fine Sand and Rock Company to I.M Tuff is not exenpt. Section
237-26 does not provide for exenption of tangible personal property sold
to persons other than a contractor or a subcontractor

ABC Corporation entered into a contract to have Tidy Repair Shop adj ust
equi pment to be installed in the performance of scientific work with

the United States. May Tidy Repair Shop claimsuch incone received from
ABC Corporation as exenpt incone?

Answer. No. The incone is for services rendered and does not represent
income from sale of tangible personal property to a contractor

Hawai i El ectronics Conpany was the successful bidder of a NASA contract
for the technical operations and naintenance of the Minned Space Fli ght
Network Tracking Station on Kauai. One of the requirenents of the
contract provides that the station be operated on a 24-hour basis.
Hawai i El ectronics Conpany is also required to furnish quarters and
meal s for all enployees hired and living at the scientific facility.
Hawaii El ectronics Conpany purchased foodstuff from Kauai Super Market
to prepare neals for its enployees. My Kauai Super Market claim the
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14.

15.

16.

gross proceeds from sales of foodstuff to Hawaii Electronics Conpany
as exenpt income?

Answer. Yes. The sales of foodstuff to Hawaii El ectronics Conpany
are sales of tangible personal property to a contractor which wll be
used in providing certain nonscientific logistic and support services

Assume the sane facts as question 13 above, except that Hawaii

El ectroni cs Conpany under the contract is required to maintain and
operate a retail store for the convenience of authorized Federal govern-
ment personnel and its own enpl oyees. Merchandise in stock includes
reading and stationary material, tobacco, package liquor, and toilet-
ries which were purchased from Kauai General Store. My Kauai Ceneral
Store claimthe gross proceeds from the foregoing sales as exenpt

i ncone?

Answer. Yes. The sales of such itens are sales of tangible persona
property to a contractor which will be used in providing certain non-
scientific logistics and support services.

Assume the sane facts as question 13 above, except that merchandise

in stock also includes radio, TV, toaster, golf clubs and poker table.

May Kauai General Store claimthe gross proceeds from sales of such itens
to Hawaii Electronics Conpany as exenpt incone?

Answer. No. Sales of radio, TV, etc. will not be construed as sales of
tangi bl e personal property which is to be entirely consuned during the
performance of the service required by the contract nor required in
providing certain nonscientific logistic and support services

In order to claimcertain scientific contracts with the United States
or its agencies or instrunentalities as provided in Section 237-26,
present practice requires the taxpayer to submt a copy of such con-
tract or contracts to the Department of Taxation for review WII
this procedure still be in effect?

Answer. No. The foregoing procedure is rescinded as of this date.
Hereafter, the claim for exenpt scientific contracts covered by
Section 237-26 may be made by a taxpayer without subnmitting a copy of
such contract to the Departnent for review However, the claimfor
exenption, simlar to any other exenption or deduction clainmed, wll

be subject to audit.
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