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Brief Description:  Creating a sales and use tax deferral program for eligible investment projects

in community empowerment zones.

Sponsors:  Representatives Kelley, Darneille, Flannigan, Kirby, Morrell, Campbell, Lantz,
Conway, Green, McDonald, Seaquist and Sullivan.

Brief Summary of Bill

• Requires the Department of Revenue to issue state and local sales and use tax
deferral certificates for construction of new corporate headquarters in designated
community empowerment zones when investment, employment and other criteria
are met.

• Limits the number of tax deferral certificates issued biennially by the Department to two,
including no more than one from any community empowerment zone.

• Terminates tax deferral applications after December 31, 2020.

Hearing Date:  1/31/08

Staff:  Meg Van Schoorl (786-7105).

Background:

State and local sales and use taxes

The retail sales tax applies to the selling price of tangible personal property and of certain services
purchased at retail. The use tax is imposed on taxable items and services used in the state that
were not subject to the retail sales tax.  The sales and use tax is levied at a 6.5 percent rate by the
state.  Cities, counties, and other local districts may levy a local tax.  The total rate ranges from
seven percent to 8.9 percent.  All items or services sold or acquired at retail are subject to the
retail sales and use taxes unless specifically exempted otherwise.

This analysis was prepared by non-partisan legislative staff for the use of legislative members
in their deliberations. This analysis is not a part of the legislation nor does it constitute a
statement of legislative intent.
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Sales tax deferrals

Washington law contains tax preferences that confer reduced tax liability upon a certain class of
taxpayer.  Tax preferences include deductions, exclusions, preferential tax rates, deferrals and
credits.  The Legislature has enacted several sales and use tax preferences in the form of tax
deferrals.  Examples include deferrals for investment projects in rural counties and for high
technology businesses.

Community Empowerment Zones

The Community Empowerment Zone (CEZ) Program was created in 1993 to encourage public
and private investment in low-income areas with high rates of unemployment.  The director of the
Department of Community, Trade and Economic Development was authorized by statute to
designate up to six Community Empowerment Zones.  To apply for CEZ designation, local
jurisdictions identified target neighborhoods, undertook planning and public involvement
processes and adopted five-year plans to guide resource investments.  No additional CEZs are
allowed to be designated after January 1, 2004.  The designated CEZs are located in Bremerton,
Seattle, Tacoma, King County (White Center neighborhood), Yakima, and Spokane.

Summary of Bill:

Sales and Use Tax Deferral Authorized

The Department of Revenue (Department) must issue a state and local sales and use tax deferral
certificate for each investment project meeting the following eligibility criteria:

• The project is a capital investment of at least $50 million in a new structure or structures.

• The structure(s) will be located in a designated community empowerment zone and used for
corporate headquarters.

• The corporate headquarters is a facility where the majority of the company's management
services are handled on a regional or national basis and where at least 500 permanent full
time staff is physically employed.

• Each of those employees must earn for the year at least the average annual wage for the state
in that year as determined by the Employment Security Department.

Capital investment includes tangible personal property and fixtures that are components of the
buildings during the course of construction, as well as labor and services involved in the project
planning, installation and construction.  If a building is used partially for corporate headquarters
and partially for other purposes, the tax deferral will be determined by an apportionment of
construction costs under rules adopted by the Department.

The lessor or owner of the qualified building(s) is not eligible for the deferral unless the
underlying ownership of the building vests exclusively in the same person, or the lessor agrees in a
written contract to pass the economic benefit of the deferral to the lessee.  There must be written
documentation that the economic benefit of the deferral passed to the lessee is no less than the
amount of tax deferred by the lessor.
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An investment project that has already received a state and local sales and use tax deferral as an
investment project in a rural county or as a high technology business may not receive a deferral
certificate under this chapter.  The exception is that an investment project for qualified research
and development that has received a deferral may receive an additional deferral certificate for
adapting the investment project for use in pilot scale manufacturing.

Deferral Application Process
The tax deferral application can be made at any time prior to completion of construction, but tax
liability incurred prior to the Department's receipt of an application may not be deferred.  The tax
deferral application must contain prescribed information such as location, employment, wages,
and project costs and time schedules.  The Department must rule on the application within 60
days.  The Department must approve deferral certificates for completed applications on a first in-
time basis.  The benefits of this tax deferral will only be allowed for two eligible investment
projects per biennium, and only one deferral certificate may be issued per community
empowerment zone.  Applications for tax deferrals may not be made after December 31, 2020.

The taxes deferred under this chapter do not require repayment unless the Department finds that
an investment project is no longer an eligible investment project, in which case a portion of the
deferred tax is immediately due according to a schedule provided in this act.  A portion of the
deferred tax is also due if a recipient fails to complete the required annual survey.   The qualified
employment positions must be filled by the end of the calendar year following the year in which
the project is certified as operationally complete.  If the requirements for qualified employment
positions are not met by the end of the second calendar year, all deferred taxes will immediately
be due.  A transfer of ownership does not end the deferral.  The deferral will be transferred if the
successor meets the eligibility requirements for the remaining deferral period.

Tax Incentive Survey
The Legislature needs information on how tax incentives are used in order to make policy choices
on the best uses of limited state resources.  Applicants for tax deferrals must agree to complete an
annual survey.  Surveys are due by March 31st of the year following the calendar year in which
the Department certifies the project as being operationally complete, and for the next seven
calendar years.  The survey must include the amount of tax deferred and prescribed information
on employment positions in the state.  All information collected in the survey is considered
taxpayer information and is not disclosable, except for the amount of tax deferral taken which may
be disclosed to the public upon request.

The Department must use the survey information to study this tax deferral program and report to
the Legislature by December 1, 2014 and December 1, 2018.  The reports must include the effect
of the program on job creation, numbers of jobs created for Washington residents, the introduction
of new products, and other information as required by statute or by the Department.

Appropriation:  None.

Fiscal Note:  Requested on January 22, 2008.

Effective Date:  The bill takes effect on July 1, 2009.
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