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ENGROSSED SUBSTI TUTE HOUSE BI LL 1887

Passed Legislature - 1999 Regul ar Session
St ate of WAshi ngt on 56th Legislature 1999 Regul ar Sessi on

By House Comm ttee on Finance (originally sponsored by Representatives
Kessl er, Lisk, Gant, Wnsman, Wl fe and Pennington; by request of
Depart ment of Revenue)

Read first tinme 03/08/1999.

AN ACT Relating to revising the nmachinery and equipnment tax
exenption by nore precisely describing termnology and eligibility;
amendi ng RCW 82.04.120, 82.08.02565, 82.08.02565, and 82.12.02565;
creating new sections; providing an effective date; and declaring an
emer gency.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

NEW SECTION. Sec. 1. The legislature finds that the application
of the manufacturer’s machinery and equipnent sales and use tax
exenption has, in sone instances, been difficult and confusing for
taxpayers, and included difficult reporting and recordkeeping
requirenents. Inthis act, it is the intent of the |legislature to make
clear its intent for the application of the exenption, and to extend
the exenption to the purchase and use of machinery and equi pnent for
busi nesses that performtesting of manufactured goods for manufacturers
or processors for hire.

Sec. 2. RCWS82.04.120 and 1998 c 168 s 1 are each anended to read
as foll ows:

p. 1 ESHB 1887. SL
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"To manufacture" enbraces all activities of a commercial or
industrial nature wherein labor or skill is applied, by hand or
machi nery, to materials so that as a result thereof a new, different or
useful substance or article of tangible personal property is produced
for sale or commercial or industrial use, and shall include: (1) The
production or fabrication of special made or custom nade articles
((and)) (2) the production or fabrication of dental appliances,
devi ces, restorations, substitutes, or other dental | aboratory products
by a dental |aboratory or dental technician; (3) cutting, delinbing,
and neasuring of felled, cut, or taken trees; and (4) crushing and/or
bl endi ng of rock, sand, stone, gravel, or ore.

"To manufacture” shall not include: Conditioning of seed for use
in planting; cubing hay or alfalfa; ((er)) activities which consist of
cutting, grading, or ice glazing seaf ood whi ch has been cooked, frozen,
or canned outside this state; or the grow ng, harvesting, or production
of agricultural products.

Sec. 3. RCW 82.08.02565 and 1998 ¢ 330 s 1 are each anended to
read as foll ows:

(1) The tax levied by RCW82.08.020 shall not apply to sales to a
manuf acturer or processor for hire of machinery and equi pnent used
directly in a manufacturing operation or research and devel opnent
operation, or to sales of or charges nmade for |abor and services
rendered in respect to installing, repairing, cleaning, altering, or
i nproving the machinery and equi pnent, but only when the purchaser
provides the seller with an exenption certificate in a formand manner
prescri bed by the department by rule. The seller shall retain a copy
of the certificate for the seller’s files.

(2) For purposes of this section and RCW 82. 12. 02565:

(a) "Machinery and equi pnent” neans industrial fixtures, devices,
and support facilities, and tangi bl e personal property that becones an
i ngredi ent or conponent thereof, including repair parts and repl acenent
parts. "Machinery and equi prent” includes pollution control equi prment
installed and used in a manufacturing operation or research and
devel opnent operation to prevent air pollution, water pollution, or
contam nation that mght otherwise result from the manufacturing
operation or research and devel opnent operation.

(b) "Machinery and equi pnent" does not i ncl ude:

(1) Hand-powered tools;

ESHB 1887. SL p. 2
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(1i) Property with a useful life of |ess than one year;

(tit) Buildings, other than machinery and equipnment that 1is
permanent|ly affixed to or becones a physical part of a building, and

(tv) Building fixtures that are not integral to the manufacturing
operation or research and devel opnent operation that are permanently
affi xed to and becone a physical part of a building, such as utility
systens for heating, ventilation, air conditioning, conmrunications,
pl unbi ng, or electrical.

(c) Machinery and equipnent is "used directly” in a manufacturing
operation or research and devel opment operation if the machinery and
equi pnent :

(1) Acts upon or interacts with an item of tangible persona
property;

(1i1) Conveys, transports, handles, or tenporarily stores an itemof
tangi bl e personal property at the manufacturing site;

(ti1) Controls, guides, nmeasures, verifies, aligns, regulates, or
tests tangi bl e personal property at the site or away fromthe site;

(1v) Provides physical support for or access to tangi ble personal
property;

(v) Produces power for, or lubricates machinery and equi pnent;

(vi) Produces another itemof tangible personal property for use in
t he manufacturing operation or research and devel opnent operation;

(vii) Places tangi bl e personal property in the container, package,
or wapping i n which the tangi bl e personal property is normally sold or
transported; or

(viii) Is integral to research and devel opnent as defined in RCW
82. 63. 010.

(d) "Manufacturing operation” nmeans the manufacturing of articles,
substances, or comodities for sale as tangible personal property.
((Fhe)) A manufacturing operation begins at the point where the raw
materials enter the manufacturing site and ends at the point where the
( (Hnishedproduet)) processed naterial | eaves the manufacturing site.
The term al so includes that portion of a cogeneration project that is
used to generate power for consunption within the manufacturing site of
whi ch the cogeneration project is an integral part. The termdoes not
i ncl ude the production of electricity by a |light and power business as
defined in RCW 82.16.010 or the preparation of food products on the
prem ses of a person selling food products at retail.

p. 3 ESHB 1887. SL
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(e) "Cogeneration" neans the simnultaneous generation of electrical
energy and | ow grade heat fromthe sane fuel

(f) "Research and devel opnent operation” neans engagi ng i n research
and devel opnment as defined in RCW 82.63.010 by a manufacturer or
processor for hire.

NEW SECTION. Sec. 4. The legislature intends that sections 2 and
3 of this act be clarifying in nature and are retroactive in response
to the admnistrative difficulties encountered in inplenenting the
original |egislation.

Sec. 5. RCW82.08.02565 and 1999 ¢ . . . s 3 (section 3 of this
act) are each anended to read as foll ows:

(1) The tax levied by RCW82.08.020 shall not apply to sales to a
manuf acturer or processor for hire of machinery and equi pnent used
directly in a manufacturing operation or research and devel opnent
operation, to sales to a person engaged in testing for a manufacturer
or processor for hire of machinery and equi pnent used directly in a

testing operation, or to sales of or charges made for |abor and

services rendered in respect to installing, repairing, cleaning,
altering, or inproving the machinery and equi pnent, but only when the
purchaser provides the seller with an exenption certificate in a form
and manner prescribed by the departnent by rule. The seller shall
retain a copy of the certificate for the seller’s files.

(2) For purposes of this section and RCW 82. 12. 02565:

(a) "Machinery and equi pnent” neans industrial fixtures, devices,
and support facilities, and tangi bl e personal property that becones an
i ngredi ent or conponent thereof, including repair parts and repl acenent
parts. "Machinery and equi prent” includes pollution control equi prment
install ed and used in a manufacturing operation, testing operation, or
research and devel opnent operation to prevent air pollution, water
pollution, or contamnation that mght otherwise result from the
manuf act uri ng operation, testing operation, or research and devel opnent
oper ati on.

(b) "Machinery and equi pnent" does not i ncl ude:

(1) Hand-powered tools;

(ii) Property with a useful life of |ess than one year;

(ti1) Buildings, other than machinery and equipnment that 1is
permanently affixed to or becones a physical part of a building, and

ESHB 1887. SL p. 4
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(tv) Building fixtures that are not integral to the manufacturing
operation, testing operation, or research and devel opnent operation
that are pernmanently affixed to and becone a physical part of a
buil ding, such as wutility systens for heating, ventilation, air
condi tioni ng, conmuni cations, plunbing, or electrical.

(c) Machinery and equipnent is "used directly” in a manufacturing
operation, testing operation, or research and devel opnent operation if
t he machi nery and equi pnment:

(1) Acts upon or interacts with an item of tangible persona
property;

(1i1) Conveys, transports, handles, or tenporarily stores an itemof
tangi bl e personal property at the manufacturing site or testing site;

(ti1) Controls, guides, nmeasures, verifies, aligns, regulates, or
tests tangi bl e personal property at the site or away fromthe site;

(1v) Provides physical support for or access to tangi ble personal
property;

(v) Produces power for, or lubricates machinery and equi pnent;

(vi) Produces another itemof tangible personal property for use in
the manufacturing operation, testing operation, or research and
devel opnent operati on;

(vii) Places tangi bl e personal property in the container, package,
or wrapping in which the tangi bl e personal property is normally sold or
transported; or

(viii) Is integral to research and devel opnent as defined in RCW
82. 63. 010.

(d) "Manufacturing operation” nmeans the manufacturing of articles,
substances, or comodities for sale as tangi bl e personal property. A
manuf acturing operation begins at the point where the raw materials
enter the manufacturing site and ends at the point where the processed
material | eaves the manufacturing site. The term also includes that
portion of a cogeneration project that is used to generate power for
consunption within the manufacturing site of which the cogeneration
project is an integral part. The termdoes not include the production
of electricity by a light and power business as defined in RCW
82.16.010 or the preparation of food products on the prem ses of a
person selling food products at retail.

(e) "Cogeneration" neans the sinultaneous generation of electrical
energy and | ow grade heat fromthe sane fuel

p. 5 ESHB 1887. SL
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(f) "Research and devel opnent operation” neans engagi ng i n research
and devel opnment as defined in RCW 82.63.010 by a manufacturer or
processor for hire.

(g) "Testing" nmeans activities perforned to establish or deternine
the properties, qualities, and limtations of tangible personal
property.

(h) "Testing operation” neans the testing of tangible persona
property for a manufacturer or processor for hire. Atesting operation
begins at the point where the tangible personal property enters the
testing site and ends at the point where the tangi bl e personal property
| eaves the testing site. The term also includes that portion of a
cogeneration project that is used to generate power for consunption
within the site of which the cogeneration project is an integral part.
The term does not include the production of electricity by a light and
power business as defined in RCW82.16.010 or the preparation of food
products on the prem ses of a person selling food products at retail.

Sec. 6. RCW 82.12.02565 and 1998 ¢ 330 s 2 are each anended to
read as foll ows:

The provisions of this chapter shall not apply in respect to the
use by a manufacturer or processor for hire of machi nery and equi pnent
used directly in a manufacturing operation or research and devel opnment
operation or to the use by a person engaged in testing for a
manuf acturer or processor for hire of machinery and equi pnent used
directly in a testing operation.

NEW SECTI O\ Sec. 7. Sections 1 through 4 of this act are
necessary for the i medi ate preservation of the public peace, health,
or safety, or support of the state governnent and its existing public
institutions, and take effect inmediately.

*NEWSECTION. Sec. 8. Sections 5 and 6 of this act are necessary
for the inmedi ate preservation of the public peace, health, or safety,
or support of the state government and its existing public
institutions, and take effect July 1, 1999.

*Sec. 8 was vetoed. See nmessage at end of chapter

Passed the House March 15, 1999.

Passed the Senate April 16, 1999.

Approved by the Governor May 7, 1999, with the exception of certain
itens that were vet oed.

Filed in Ofice of Secretary of State May 7, 1999.

ESHB 1887. SL p. 6
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Note: Governor’s explanation of partial veto is as foll ows:

"I am returning herewith, w thout ny approval as to section 8,
Engrossed Substitute House Bill No. 1887 entitl ed:

"AN ACT Relating to revising the machinery and equipnent tax
exenption by nmore precisely describing termnology and
eligbility;"

Engrossed Substitute House Bill No. 1887 clarifies the intent of
the legislature regarding the application of the retail sales and use
tax exenption for manufacturing equi pnent and machi nery, and extends
the exenption to machinery and equi pnent for businesses that perform
testing of manufactured goods for manufacturers or processors for hire.

ESHB 1887 clarifies the scope of a tax exenption and is very
inportant. Taxpayers who are eligible for the exenption, as well as
our state and | ocal governnents, need the certainty that this bill wll
provide. | have assuned, as did the legislature (as indicated by our
respective bal ance sheets), that there is no fiscal inpact associated
with sections 1 through 4 of the bill. That is based on the conti nuing
application of the "majority use" standard for machinery and equi pnent
that has both qualifying and nonqualifying uses. The majority use
standard af fords neani ngful use of the exenption to taxpayers, is fair,
and i s a reasonable way to adm ni ster the exenption consistent with the
law, |egislative intent, and pronotion of econom c devel opnent in our
state. | strongly support the Departnment of Revenue’'s continued use of
t hi s standard.

Section 8 of ESHB 1887 is an energency cl ause providing a July 1,
1999 effective date for sections 5 and 6 of the bill. Sections 5 and
6 extend the benefits of the tax exenption to testing operations.
Unli ke the remai nder of this legislation, sections 5 and 6 represent a
clear change in policy rather than a clarification of the 1995 | aw.
The need for the policy change, although inportant, does not constitute
an energency.

For these reasons, | have vetoed section 8 of Engrossed Substitute

House Bill No. 1887. Wth the exception of section 8, Engrossed
Substitute House Bill No. 1887 is approved."”

p. 7 ESHB 1887. SL



