CERTI FI CATI ON OF ENROLLMENT

SECOND SUBSTI TUTE HOUSE BI LL 1240

Chapter 261,

Laws of 2003

58t h Legi sl ature
2003 Regul ar Sessi on

Bl ODI ESEL- - TAX | NCENTI VES

EFFECTI VE DATE: 7/1/03 - Except sections 1 through 8, which

becone effective 7/1/04

Passed by the House April 23, 2003
Yeas 97 Nays 1

FRANK CHOPP

Speaker of the House of Representatives

Passed by the Senate April 9, 2003
Yeas 41 Nays 4

BRAD OVEN

Presi dent of the Senate
Approved May 14, 2003.

GARY F. LOCKE

Governor of the State of WAshi ngton

CERTI FI CATE

I, Cynthia Zehnder, Chief derk of
the House of Representatives of
the State of Washington, do hereby
certify that the attached s
SECOND SUBSTI TUTE HOUSE BILL 1240
as passed by t he House of
Representatives and the Senate on
the dates hereon set forth.

CYNTHI A ZEHNDER
Chief derk

FI LED
May 14, 2003 - 10:14 a.m

Secretary of State
State of Washi ngton



a b~ W N

10
11
12
13
14
15
16
17
18

SECOND SUBSTI TUTE HOUSE BI LL 1240

AS AMENDED BY THE SENATE
Passed Legislature - 2003 Regul ar Session
State of WAshi ngt on 58th Legislature 2003 Regul ar Sessi on

By House Comm ttee on Fi nance (originally sponsored by
Representatives Sullivan, Crouse, Wod, Mrris, Gant, Schoesler,
Qual |, Ruderman and Schi ndl er)

READ FI RST TI ME 03/ 04/ 03.

AN ACT Relating to tax incentives for biodiesel and al cohol fue
production; anmendi ng RCW82. 29A. 135 and 82. 04. 260; addi ng a new section
to chapter 84.36 RCW adding a new chapter to Title 82 RCW creating a
new section; providing effective dates; providing a contingent
effective date; providing expiration dates; and decl aring an energency.

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

NEW SECTION. Sec. 1. Unless the context <clearly requires
otherwse, the definitions in this section apply throughout this
chapter.

(1) "Alcohol fuel" has the sanme neaning as provided in RCW
82. 29A. 135.

(2) "Applicant" nmeans a person applying for a tax deferral under
this chapter.

(3) "Biodiesel feedstock™ neans oil that is produced from an
agricultural <crop for the sole purpose of wultimately producing
bi odi esel fuel.

(4) "Biodiesel fuel"™ neans a nono al kyl ester of long chain fatty
acids derived from vegetable oils or aninmal fats for use in

p. 1 2SHB 1240. SL
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conpression-ignition engines and that neets the requirenents of the
Anmerican society of testing and materials specification D 6751 in
effect as of January 1, 2003.

(5) "Departnent" neans the departnent of revenue.

(6) "Eligible area" nmeans a county with fewer than one hundred
persons per square mle as determned annually by the office of
financi al managenent and published by the departnent effective for the
period July 1st through June 30th, or a county that has a popul ati on of
| ess than two hundred twenty-five thousand as determ ned by the office
of financial managenent and has an area greater than two hundred
twenty-five square m |l es.

(7)(a) "Eligible investnent project” nmeans an i nvestnent project in
an eligible area.

(b) The | essor or owner of a qualified building is not eligible for
a deferral unless the underlying ownership of the buildings, machinery,
and equi pnent vests exclusively in the sanme person, or unless the
| essor by witten contract agrees to pass the econom c benefit of the
deferral to the lessee in the formof reduced rent paynents.

(c) "Eligible investnent project” does not include any portion of
an investnent project undertaken by a light and power business as
defined in RCW82. 16. 010(5), other than 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 integra
part, or investnent projects which have already received deferrals
under this chapter

(8) "lInvestnent project” nmeans an investnent in qualified buildings

or qualified machinery and equipnent, including |abor and services
rendered in the planning, installation, and construction of the
proj ect .

(9) "Manufacturing” neans the sane as defined in RCW 82.04.120
"Manuf acturing" also includes conputer programm ng, the production of
conputer software, and other conputer-related services, and the
activities performed by research and devel opnent |aboratories and
commercial testing | aboratories.

(10) "Person" has the meaning given in RCW 82.04. 030.

(11) "Qualified buildings" means construction of new structures
and expansion or renovation of existing structures for the purpose of
i ncreasing floor space or production capacity used for manufacturing

2SHB 1240. SL p. 2
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and research and devel opnent activities, including plant offices and
war ehouses or other facilities for the storage of raw material or
finished goods if such facilities are an essential or an integral part

of a factory, mll, plant, or laboratory used for manufacturing or
research and devel opnent. If a building is wused partly for
manufacturing or research and developnent and partly for other
purposes, the applicable tax deferral shall be determ ned by

apportionment of the costs of construction under rules adopted by the
depart nent.

(12) "Qualified machinery and equi pnent” neans all new industria
and research fixtures, equipnent, and support facilities that are an
integral and necessary part of a manufacturing or research and
devel opment operation. "Qualified machinery and equi pnment” includes:
Conmputers; software; data processing equipnment; |aboratory equipnent;
manuf acturi ng conponents such as belts, pulleys, shafts, and noving
parts; nolds, tools, and dies; operating structures; and all equi pnent
used to control or operate the machinery.

(13) "Recipient"” nmeans a person receiving a tax deferral under this
chapter.

(14) "Research and devel opnent” neans the devel opnent, refinenent,
testing, marketing, and commercialization of a product, service, or
process before comercial sales have begun. As wused in this
subsection, "commercial sales" excludes sales of prototypes or sales
for market testing if the total gross receipts from such sales of the
product, service, or process do not exceed one mllion dollars.

NEW SECTION. Sec. 2. (1) Application for deferral of taxes under
this chapter nust be nade before initiation of the construction of the

investnment project or acquisition of equipnment or machinery. The
application shall be nmade to the departnent in a form and mnmanner
prescribed by the departnent. The application shall contain

information regarding the location of the investnent project, the
applicant's average enploynent in the state for the prior year,
estimated or actual new enpl oynent related to the project, estimted or
actual wages of enployees related to the project, estimted or actual
costs, tinme schedules for <conpletion and operation, and other
information required by the departnent.

p. 3 2SHB 1240. SL
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(2) The departnent shall rule on the application within sixty days.
The departnment shall keep a running total of all deferrals granted
under this chapter during each fiscal biennium

NEW SECTION. Sec. 3. (1) The departnent shall issue a sales and
use tax deferral certificate for state and |ocal sales and use taxes
due wunder chapters 82.08, 82.12, and 82.14 RCW on each eligible
investnment project that is located in an eligible area as defined in
section 1 of this act, if the investnent project is undertaken for the
purpose of manufacturing biodiesel, biodiesel feedstock, or alcohol
fuel .

(2) This section expires July 1, 2009.

NEW SECTION. Sec. 4. (1) For the purposes of this section:

(a) "Eligible area” neans a designated comrunity enpowernent zone
approved under RCW 43.31C. 020 or a county containing a community
enpower ment zone.

(b) "Eligible investnent project”" means an investnent project
undertaken for the purpose of manufacturing biodiesel, biodiesel
feedst ock, or al cohol fuel that is located in an eligible area.

(c) "Qualified enploynent position" neans a permanent full-tine
enpl oyee enployed in the eligible investnent project during the entire
year.

(2) In addition to the provisions of section 3 of this act, the
departnent shall issue a sales and use tax deferral certificate for
state and | ocal sales and use taxes due under chapters 82.08, 82.12
and 82.14 RCW on each eligible investnent project that is located in
an eligible area, if the applicant establishes that at the tine the
project is operationally conplete:

(a) The applicant wll hire at least one qualified enploynment
position for each seven hundred fifty thousand dollars of investnent on
which a deferral is requested; and

(b) The positions will be filled by persons who at the tine of hire
are residents of the conmmunity enpowernent zone. As used in this
subsection, "resident" neans the person nekes his or her honme in the
comuni ty enpowernent zone. A mailing address alone is insufficient to
establish that a person is a resident for the purposes of this section.

2SHB 1240. SL p. 4
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The persons nust be hired after the date the application is filed with
t he departnent.

(3) Al other provisions and eligibility requirenents of this
chapter apply to applicants eligible under this section.

(4) The qualified enploynent position nust be filled by the end of
t he cal endar year following the year in which the project is certified
as operationally conplete. |If a person does not neet the requirenents
for qualified enploynent positions by the end of the second cal endar
year following the year in which the project 1is certified as
operationally conplete, all deferred taxes are imredi ately due.

NEW SECTION. Sec. 5. (1) Each recipient of a deferral granted
under this chapter after June 30, 2003, shall submt a report to the
department on Decenber 31st of the year in which the investnent project
is certified by the departnent as having been operationally conpl eted,
and on Decenber 31st of each of the seven succeedi ng cal endar years.
The report shall contain information, as required by the departnent,
from which the departnment may determne whether the recipient is
meeting the requirenents of this chapter. If the recipient fails to
submt a report or submts an inadequate report, the departnment may
declare the amount of deferred taxes outstanding to be inmediately
assessed and payabl e.

(2) If, on the basis of a report under this section or other
information, the departnent finds that an investnment project is not
eligible for tax deferral under this chapter, the amount of deferred
taxes outstanding for the project are imedi ately due. For any taxes
that are due, penalties and interest applicable to delinquent excise
taxes shall be assessed and i nposed for delinquent paynents under this

chapter. The debt for deferred taxes wll not be extinguished by
i nsol vency or other failure of the recipient. Transfer of ownership
does not termnate the deferral. The deferral is transferred, subject

to the successor neeting the eligibility requirenments of this chapter
for the remaining periods of the deferral.

(3) Deferred taxes need not be repaid if the departnment determ nes,
in accordance with the provisions of subsection (1) of this section
that the recipient has net the requirenments of this chapter for the
seven cal endar years follow ng the certification by the departnent that
the investnment project has been operationally conpleted.

p. 5 2SHB 1240. SL
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NEW SECTION. Sec. 6. The enploynent security departnment shall
make, and certify to the departnment of revenue, all determ nations of
enpl oynent and wages as requested by the departnent under this chapter.

NEW SECTION. Sec. 7. Chapter 82.32 RCW applies to the
adm nistration of this chapter.

NEW SECTION. Sec. 8. Applications, reports, and any other
i nformation received by the departnent under this chapter shall not be
confidential and shall be subject to disclosure.

NEW SECTION. Sec. 9. A new section is added to chapter 84.36 RCW
to read as foll ows:

(1) For the purposes of this section:

(a) "Alcohol fuel"” nmeans any al cohol made froma product other than
petrol eum or natural gas, which is used alone or in conbination with
gasoline or other petroleum products for use as a fuel for notor
vehicles, farminplenents, and machi nes or inplenents of husbandry.

(b) "Biodiesel feedstock”™ neans oil that is produced from an
agricultural <crop for the sole purpose of wultimately producing
bi odi esel fuel.

(c) "Biodiesel fuel" nmeans a nono al kyl ester of long chain fatty
acids derived from vegetable oils or animal fats for use in
conpression-ignition engines and that neets the requirenents of the
Anmerican Society of Testing and WMaterials specification D 6751 in
effect as of January 1, 2003.

(2)(a) Al buildings, mnmachinery, equipnent, and other personal
property which is used primarily for the manufacturing of al cohol fuel,
bi odi esel fuel, or biodiesel feedstock, the land upon which this
property is located, and land that is reasonably necessary in the
manuf acturing of al cohol fuel, biodiesel fuel, or biodiesel feedstock,
but not |and necessary for growi ng of crops, which together conprise a
new manufacturing facility or an addition to an existing manufacturing
facility, are exenpt from property taxation for the six assessnent
years following the date on which the facility or the addition to the
existing facility beconmes operational.

(b) For manufacturing facilities which produce products in addition
to al cohol fuel, biodiesel fuel, or biodiesel feedstock, the anmount of

2SHB 1240. SL p. 6
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the property tax exenption shall be based upon the annual percentage of
the total value of all products manufactured that is the value of the
al cohol fuel, biodiesel fuel, and biodiesel feedstock manufactured.

(3) Aains for exenptions authorized by this section shall be filed
wth the county assessor on fornms prescribed by the departnment of
revenue and furnished by the assessor. Once filed, the exenption is
valid for six years and shall not be renewed. The assessor shall
verify and approve clains as the assessor determnes to be justified
and in accordance with this section. No clains may be filed after
Decenber 31, 20009.

The departnent of revenue nmay pronul gate such rules, pursuant to
chapter 34.05 RCW as necessary to properly adm nister this section.

Sec. 10. RCW 82.29A 135 and 1985 c¢ 371 s 3 are each anended to
read as foll ows:

(1) For the purposes of this section((+)) -

(a) "Alcohol fuel" neans any al cohol nmade froma product other than
petrol eum or natural gas, which is used alone or in conbination with
gasoline or other petroleum products for use as a fuel for notor
vehicles, farminplenents, and machi nes or inplenents of husbandry.

(b) "Biodiesel feedstock” neans oil that is produced from an
agricultural crop for the sole purpose of ultimately producing
bi odi esel fuel.

(c) "Biodiesel fuel" nmeans a nono alkyl ester of long chain fatty
acids derived from vegetable oils or aninmal fats for wuse in
conpression-ignition engines and that neets the requirenents of the
Anerican Society of Testing and Materials specification D 6751 in
effect as of January 1, 2003.

(2)(a) Al leasehold interests in buildings, machinery, equipnent,
and other personal property which is wused primarily for the
manuf acturing of al cohol fuel, biodiesel fuel, or biodiesel feedstock,
the | and upon which ((sueh)) this property is located, and land that is
reasonably necessary in the manufacturing of alcohol fuel, biodiese
fuel, or biodiesel feedstock, but not |and necessary for grow ng of
crops, which together conprise a new ((aleehel)) manufacturing facility
or an addition to an existing ((aleehel)) manufacturing facility, are
exenpt from |l easehold taxes for a period of six years fromthe date on

p. 7 2SHB 1240. SL
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which the facility or the addition to the existing facility becones
oper ati onal .

(b) For ((ateehel)) manufacturing facilities which produce
((alecohel—ftor—use—as)) products in addition to alcohol fuel ((and
al-cohol—used—for—other—purposes)), biodiesel fuel, or biodiesel
feedst ock, the amount of the |easehold tax exenption shall be based
upon { ( an—annuatby—determned—percentage—ot—the—total—gatlons—ot
al-cohol—produced—that—t+s—sold—and—used—as—alcohoel—fuel)) the annua
percentage of the total value of all products nanufactured that is the
value of the alcohol fuel, biodiesel fuel, and biodiesel feedstock
manuf act ur ed.

(3) Cdains for exenptions authorized by this section shall be filed
with the departnent of revenue on forns prescribed by the departnent of
revenue and furnished by the departnent of revenue. Once filed, the
exenption is valid for six years and shall not be renewed. The
departnent of revenue shall verify and approve ((sueh)) clains as the
departnment of revenue determnes to be justified and in accordance with
this section. No clains may be filed after Decenber 31, ((4992)) 20009.

The departnent of revenue nmay pronul gate such rules, pursuant to
chapter 34.05 RCW as are necessary to properly admnister this
section.

Sec. 11. RCW 82.04.260 and 2001 2nd sp.s. ¢ 25 s 2 are each
anmended to read as foll ows:

(1) Upon every person engaging within this state in the business of
manuf act uri ng:

(a) Wheat into flour, barley into pearl barley, soybeans into
soybean oil, canola into canola oil, canola neal, or canola byproducts,
or sunflower seeds into sunflower oil; as to such persons the anount of
tax with respect to such business shall be equal to the value of the
flour, pear | bar| ey, oi |, canola neal, or canola Dbyproduct
manuf actured, nmultiplied by the rate of 0.138 percent;

(b) Seafood products which remain in a raw, raw frozen, or raw
salted state at the conpletion of the manufacturing by that person; as
to such persons the amobunt of tax with respect to such business shal
be equal to the value of the products manufactured, nultiplied by the
rate of 0.138 percent;

2SHB 1240. SL p. 8
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(c) By canning, preserving, freezing, processing, or dehydrating
fresh fruits and vegetables, or selling at wholesale fresh fruits and
veget abl es canned, preserved, frozen, processed, or dehydrated by the
seller and sold to purchasers who transport in the ordinary course of
busi ness the goods out of this state; as to such persons the anount of
tax with respect to such business shall be equal to the value of the
products canned, preserved, frozen, processed, or dehydrated multiplied
by the rate of 0.138 percent. As proof of sale to a person who
transports in the ordinary course of business goods out of this state,
the seller shall annually provide a statenent in a form prescribed by
the departnment and retain the statenment as a business record; ((and))

(d) Dairy products that as of Septenber 20, 2001, are identified in
21 CF.R, chapter 1, parts 131, 133, and 135, including byproducts
fromthe manufacturing of the dairy products such as whey and casei n;
or selling the sanme to purchasers who transport in the ordinary course
of business the goods out of state; as to such persons the tax inposed
shall be equal to the value of the products manufactured nultiplied by
the rate of 0.138 percent. As proof of sale to a person who transports
in the ordinary course of business goods out of this state, the seller
shall annually provide a statenent in a form prescribed by the
departnment and retain the statement as a business record; and

(e) Al cohol fuel, biodiesel fuel, or biodiesel feedstock, as those
ternms are defined in RCW 82.29A.135; as to such persons the anount of
tax with respect to the business shall be equal to the value of alcohol
fuel, biodiesel fuel, or biodiesel feedstock manufactured, multiplied
by the rate of 0.138 percent. This subsection (1)(e) expires July 1,
20009.

(2) Upon every person engaging wwthin this state in the business of
splitting or processing dried peas; as to such persons the anount of
tax with respect to such business shall be equal to the value of the
peas split or processed, nultiplied by the rate of 0.138 percent.

(3) Upon every nonprofit corporation and nonprofit association
engaging within this state in research and devel opnent, as to such
corporations and associations, the amount of tax with respect to such
activities shall be equal to the gross incone derived from such
activities multiplied by the rate of 0.484 percent.

(4) Upon every person engaging wwthin this state in the business of
sl aughtering, breaking and/or processing perishable neat products

p. 9 2SHB 1240. SL
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and/or selling the same at wholesale only and not at retail; as to such
persons the tax inposed shall be equal to the gross proceeds derived
fromsuch sales multiplied by the rate of 0.138 percent.

(5) Upon every person engaging within this state in the business of
making sales, at retail or wholesale, of nuclear fuel assenblies
manuf actured by that person, as to such persons the anmount of tax with
respect to such business shall be equal to the gross proceeds of sales
of the assenblies multiplied by the rate of 0.275 percent.

(6) Upon every person engaging within this state in the business of
manuf act uri ng nucl ear fuel assenblies, as to such persons the anmount of
tax with respect to such business shall be equal to the value of the
products manufactured nmultiplied by the rate of 0.275 percent.

(7) Upon every person engaging wwthin this state in the business of
acting as a travel agent or tour operator; as to such persons the
anmount of the tax with respect to such activities shall be equal to the
gross incone derived from such activities nultiplied by the rate of
0. 275 percent.

(8) Upon every person engaging within this state in business as an
international steanship agent, international custons house broker,
international freight forwarder, vessel and/or cargo charter broker in
foreign commerce, and/or international air cargo agent; as to such
persons the anmpbunt of the tax with respect to only international
activities shall be equal to the gross incone derived from such
activities nultiplied by the rate of 0.275 percent.

(9) Upon every person engaging within this state in the business of
stevedoring and associated activities pertinent to the novenent of
goods and commpdities in waterborne interstate or foreign comerce; as
to such persons the amobunt of tax with respect to such business shal
be equal to the gross proceeds derived fromsuch activities multiplied
by the rate of 0.275 percent. Persons subject to taxation under this
subsection shall be exenpt from paynment of taxes inposed by chapter
82.16 RCWfor that portion of their business subject to taxation under
this subsection. St evedoring and associated activities pertinent to
the conduct of goods and commodities in waterborne interstate or
foreign comrerce are defined as all activities of a |abor, service or
transportation nature whereby cargo may be | oaded or unloaded to or
fromvessel s or barges, passing over, onto or under a wharf, pier, or
simlar structure; cargo may be noved to a warehouse or simlar hol ding

2SHB 1240. SL p. 10
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or storage yard or area to await further novement in inport or export
or may nove to a consolidation freight station and be stuffed,
unst uf f ed, cont ai neri zed, separated or otherwise segregated or
aggregated for delivery or |loaded on any node of transportation for
delivery to its consignee. Specific activities included in this
definition are: Whar f age, handling, |oading, unloading, noving of
cargo to a convenient place of delivery to the consignee or a
convenient place for further novenent to export node; docunentation
services in connection with the receipt, delivery, checking, care,
custody and control of cargo required in the transfer of cargo;
i nported autonobile handling prior to delivery to consignee; term nal
stevedoring and incidental vessel services, including but not limted
to plugging and wunplugging refrigerator service to containers,
trailers, and other refrigerated cargo receptacles, and securing ship
hat ch covers.

(10) Upon every person engaging within this state in the business
of disposing of lowlevel waste, as defined in RCW 43.145.010; as to
such persons the anmobunt of the tax wth respect to such busi ness shal
be equal to the gross incone of the business, excluding any fees
i nposed under chapter 43.200 RCW nmultiplied by the rate of 3.3
percent .

If the gross incone of the taxpayer is attributable to activities
both within and without this state, the gross incone attributable to
this state shall be determined in accordance with the nethods of
apportionnment required under RCW 82. 04. 460.

(11) Upon every person engaging within this state as an insurance
agent, insurance broker, or insurance solicitor |icensed under chapter
48.17 RCW as to such persons, the amount of the tax with respect to
such licensed activities shall be equal to the gross inconme of such
business multiplied by the rate of 0.484 percent.

(12) Upon every person engaging within this state in business as a
hospital, as defined in chapter 70.41 RCW that is operated as a
nonprofit corporation or by the state or any of its political
subdi visions, as to such persons, the anmount of tax with respect to
such activities shall be equal to the gross incone of the business
multiplied by the rate of 0.75 percent through June 30, 1995, and 1.5
percent thereafter. The noneys collected under this subsection shal

p. 11 2SHB 1240. SL
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be deposited in the health services account created under RCW
43. 72. 900.

NEW SECTION. Sec. 12. Section 9 of this act applies to taxes
|l evied for collection in 2004 and thereafter.

NEW SECTION. Sec. 13. (1) Sections 9 through 15 of this act are
necessary for the imredi ate preservation of the public peace, health,
or safety, or support of state government and its existing public
institutions, and take effect July 1, 2003.

(2) Sections 1 through 8 of this act take effect July 1, 2004.

NEW SECTION. Sec. 14. Sections 1 through 8 of this act are nul
and void if the | egislature passes and the governor signs any bill into
| aw before July 1, 2004, that extends the termnation date in RCW
82. 60. 050.

NEW SECTION. Sec. 15. Sections 1 through 8, 13, and 14 of this
act constitute a new chapter in Title 82 RCW

Passed by the House April 23, 2003.

Passed by the Senate April 9, 2003.

Approved by the Governor May 14, 2003.

Filed in Ofice of Secretary of State May 14, 2003.

2SHB 1240. SL p. 12
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