CERTI FI CATI ON OF ENROLLMENT

ENGROSSED SUBSTI TUTE HOUSE BI LL 3014

Chapt er

61st

16, Laws of 2010

Legi sl ature
2010 1st Speci al

Sessi on

RURAL COUNTY SALES AND USE TAX DEFERRAL PROGRAM

EFFECTI VE DATE: 07/01/10 - Except section 3, which becones

effective 07/13/10.

Passed by the House April 2, 2010
Yeas 83 Nays 6

FRANK CHOPP

Speaker of the House of Representatives

Passed by the Senate March 25, 2010
Yeas 43 Nays O

BRAD OVEN

Presi dent of the Senate
Approved April 13, 2010, 1:44 p.m

CHRI STI NE GREGO RE

Governor of the State of Washi ngton

CERTI FI CATE

|, Barbara Baker, Chief derk of
the House of Representatives of
the State of Washington, do hereby
certify that the attached s
ENGROSSED SUBSTI TUTE HOUSE BILL
3014 as passed by the House of
Representatives and the Senate on
the dates hereon set forth.

BARBARA BAKER
Chief derk

FI LED
April 13, 2010

Secretary of State
State of Washi ngton



~N o 0ok W0ODN B

10
11
12
13
14
15
16
17
18
19

ENGROSSED SUBSTI TUTE HOUSE BI LL 3014

AS AMENDED BY THE SENATE
Passed Legislature - 2010 1st Special Session
State of WAshi ngton 61st Legislature 2010 Regul ar Session

By House Finance (originally sponsored by Representatives Kessler,
Morrell, and Van De Wege; by request of Governor G egoire)

READ FI RST TI ME 02/ 09/ 10.

AN ACT Rel ating to nodifying the sal es and use tax deferral program
for investnment projects in rural counties; anmending RCW 82.60.010,
82.60. 020, 82.60.030, 82.60.040, 82.60.049, 82.60.060, 82.60.070, and
82.62.010; adding new sections to chapter 82.60 RCW creating a new
section; decodifying RCW 82.60.900 and 82.60.901; repealing RCW
82. 60. 050 and 82.60.110; providing an effective date; and providing
expiration dates.

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

Sec. 1. RCW82.60.010 and 1985 ¢ 232 s 1 are each anended to read
as follows:

The legislature finds that there are several areas in the state
that are characterized by very high | evel s of unenpl oynent and poverty.
The ((tegistative—Hegrstature})) leqgislature further finds that
econom ¢ stagnation is the primary cause of this high unenploynent rate
and poverty; that new state policies are necessary in order to pronote
econom c stimulation and new enploynent opportunities in these
di stressed areas; and that policies providing incentives for economc
grow h in these distressed areas are essential. For these reasons, the
| egislature ((hereby)) reestablishes a tax deferral program to be

p. 1 ESHB 3014. SL
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effective solely in distressed ((areas—and—under—eireurstances—where
Hhe—deferredtax—payrents—aretorinvestrents—or—costs—that—resubt—+n
the—ereatt+onofaspeecitednurber—of—fobs)) counties. The legislature
declares that this limted program serves the vital public purpose of
creating enploynent opportunities and reducing poverty in the
di stressed ((areas)) counties of the state.

Sec. 2. RCWB82.60.020 and 2010 ¢ ... (SHB 3066) s 138 are each
anmended to read as foll ows:

Unl ess the context clearly requires otherwise, the definitions in
this section apply throughout this chapter.

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

(2) "Departnment" neans the departnent of revenue.

(3) "Eligible area” neans ((a)):

(a) Through June_ 30, 2010, a rural county as defined in RCW
82.14. 370;__and

(b) Beginning July 1, 2010, a qualifying county.

(4)(a) "Eligible investnent project"” neans an investnent project
that is_ located, as of the date the_ application_ required by RCW
82.60.030 is received by the departnent, in an eligible area as defined
in subsection (3) of this section.

(b)) ((Fhetessor—or—owrer—ofl—a—guab-tedbuitdingt+s—not—ebgible
for & deferral unless:

- —TFhe —underbying — ownership — ot — tHhe — bui-Hdinrgs— — waebinery— —and

. usively i I ;

A —The I . I .

benefit of-the deferral to the |essee;

wtten —decurentation —of —any —type —of —payrents- —eredi-t-—or—other
H-raanetab—arrangerent—between—the—lessor —or—owner —ol —the—guatb+Hed
buiLdi Lt he .

£€¢))) "Eligible investnent project” does not include any portion of
an investnent project undertaken by a light and power business as

ESHB 3014. SL p. 2
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defined in RCW82.16.010(4), 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 ((whieh)) that have already received
deferral s under this chapter.

(5) "Initiation of construction" has the same neaning as in RCW
82. 63. 010.

(6) "lnvestnment 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 .

(7) "Manufacturing” neans the sanme as defined in RCW 82.04.120
"Manuf acturing” al so includes:

(a) Before July 1, 2010: (i) Conputer progranm ng, the production
of conmputer software, and other conputer-related services, but_ only
when_the_ conputer_ programm ng, production_of conputer_ software, or
other conputer-related services are_ perfornmed by a_ mnmanufacturer as
defined in RCW 82.04.110 and contribute to the production of a new,
different, or useful substance or article of tangible personal property
for sale; (ii) the activities performed by research and devel opnent
| aboratories and commercial testing |laboratories((s)):. and (iii) the
condi tioni ng of vegetabl e seeds; and

(b) Beginning July 1, 2010: (i) The activities_ perforned_ by
research and devel opnent | aboratories and commercial testing
| aboratories; and (ii) the conditioning of vegetable seeds.

(8) "Person" has the neaning given in RCWS82. 04. 030.

(9) "Qualified buildings" neans 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
((and)) or 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
pur poses, the applicable tax deferral ((shatt)) nust be determ ned by
apportionnment of the costs of construction under rules adopted by the
depart nent.

p. 3 ESHB 3014. SL
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(10) "Qualified enploynent position" nmeans a pernmanent full-tine
enpl oyee enployed in the eligible investnent project during the entire
tax year. The term"entire tax year" neans a full-tinme position that
is filled for a period of twelve consecutive nonths. The term"full-
time" neans at least thirty-five hours a week, four hundred fifty-five
hours a quarter, or one thousand ei ght hundred twenty hours a year.

(11) "Qualified machinery and equi pnent” neans all new industri al
and research fixtures, equipnment, and support facilities that are an
integral and necessary part of a manufacturing or research and
devel opnent operation. "Qualified machinery and equi pnent” includes:
Conput ers; software; data processing equi pnent; |aboratory equipnent;
manuf acturing 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.

(12) "Qualifying county" means a county that has an_unenpl oynent
rate, as determ ned by the enploynent security departnment, which is at
| east twenty percent above the state average for the three cal endar
years imediately preceding the year in which the |list of qualifying
counties is established or updated, as the case may be, as provided in
section 3 of this act.

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

((+3y)) (14) "Research and devel opnent” neans the devel opnent,
refinement, testing, marketing, and commercialization of a product,
service, or process before commercial sal es have begun, but only when
such activities are intended to ultimately result in the production of

a new, different, or useful substance or article of tangible personal
property for_ sale. As used in this subsection, "comercial sales"
excludes sales of prototypes or sales for nmarket testing if the total
gross recei pts fromsuch sales of the product, service, or process do
not exceed one mllion dollars.

NEW SECTION. Sec. 3. A new section is added to chapter 82.60 RCW
to read as foll ows:

The departnment, with the assistance of the enploynent security
departnent, nust establish a |ist of qualifying counties effective July
1, 2010. The list of qualifying counties is effective for a twenty-

ESHB 3014. SL p. 4
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four nonth period and nust be updated by July 1st of the year that is
two cal endar years after the list was established or |ast updated, as
t he case may be.

NEW SECTION. Sec. 4. A new section is added to chapter 82.60 RCW
to read as foll ows:

The | essor or owner of a qualified building is not eligible for a
deferral unless:

(1) The wunderlying ownership of the buildings, machinery, and
equi pnent vests exclusively in the sane person; or

(2)(a) The lessor by witten contract agrees to pass the economc
benefit of the deferral to the | essee;

(b) The | essee that receives the econom c benefit of the deferral
agrees in witing with the departnent to conplete the annual survey
requi red under RCW82. 60. 070; and

(c) The econom c benefit of the deferral passed to the |l essee is no
| ess than the anpbunt of tax deferred by the |l essor and is evi denced by
witten docunentation of any type of paynent, credit, or other
financial arrangenent between the |essor or owner of the qualified
bui |l di ng and t he | essee.

Sec. 5. RCW82.60.030 and 1994 sp.s. ¢ 1 s 2 are each anended to
read as foll ows:

(1) Application for deferral of taxes under this chapter nust be
made before initiation of the construction of the investnent project or
acqui sition of equi pnment or machinery. The application ((shat)) nust
be nmade to the departnent in a form and manner prescribed by the
depart nment. The application ((shak)) nust 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, estimated or actual wages of
enpl oyees related to the project, estimated or actual costs, tinme
schedul es for conpl etion and operation, and other information required
by the departnent. The departnent ((shak)) nust rule on the
application within sixty days.

(2) This section expires July 1, 2020.

p. 5 ESHB 3014. SL
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Sec. 6. RCW82.60.040 and 2004 ¢ 25 s 4 are each anended to read
as follows:

(1) The departnent ((shakH)) nust 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—+s—tocated—inr—an—eHgible—area—as—defined—+n—RCEW
82-60-0620)) .

(2) The departnment ((shallh)) nust keep a running total of all
deferrals granted under this chapter during each fiscal biennium

(3) This section expires July 1, ((2648)) 2020.

Sec. 7. RCWB82.60.049 and 2004 ¢ 25 s 5 are each anended to read
as follows:

(1) For the purposes of this section:

(a) "Eligible area" also neans a designated comunity enpower nent
zone approved under RCW 43. 31C. 020 ( (er—a—~county—contatn-hg—acomnity

enpower nent  zone) ) .
(b) "Eligible investnent project” also neans an investnent project

in an eligible area as defined in this section.

(2) In addition to the provisions of RCW82.60.040, the depart nent
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 investnment project that is located in an eligible
area, if the applicant establishes that at the tinme 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
for which a deferral is requested; and

(b) The positions will be filled by persons who at the tinme of hire
are residents of the comunity enpowernent zone. As wused in this
subsection, "resident" neans the person makes his or her hone in the
communi ty enpowernent zone or the county in which the zone is |ocated
A mailing address alone is insufficient to establish that a person is
a resident for the purposes of this section. The persons nust be hired
after the date the applicationis filed with the departnent.

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

ESHB 3014. SL p. 6
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(4) The qualified enploynent position nust be filled by the end of
t he cal endar year followi ng 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 followwng the year in which the project is certified as
operationally conplete, all deferred taxes are i mredi ately due.

Sec. 8. RCW82.60.060 and 2000 c¢c 106 s 5 are each anended to read
as follows:

(1) The recipient ((shalt)) nust begin paying the deferred taxes in
the third year after the date certified by the departnent as the date
on whi ch the ((eenstruetion)) investnent project has been operationally
conpleted. The first paynent will be due on Decenber 31st of the third
cal endar year after such certified date, wth subsequent annual
paynments due on Decenber 31st of the follow ng four years with anounts
of paynent schedul ed as fol |l ows:

Repayment Y ear % of Deferred Tax Repaid
10%
15%
20%
25%
30%

ga A W N P

(2) The departnment may authorize an accel erated repaynent schedul e
upon request of the recipient.

(3) Interest ((shakh)) may not be charged on any taxes deferred
under this chapter for the period of deferral, although all other
penalties and interest applicable to delinquent excise taxes may be
assessed and i nposed for delinquent paynments under this chapter. The
debt for deferred taxes will not be extingui shed by insolvency or other
failure of the recipient. Transfer of ownership does not term nate the
deferral. The deferral is transferred, subject to the successor
nmeeting the eligibility requirenents of this chapter, for the remaining
peri ods of the deferral.

p. 7 ESHB 3014. SL
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Sec. 9. RCWB82.60.070 and 2010 ¢ ... (SHB 3066) s 139 are each
anmended to read as foll ows:

(1)(a) Each recipient of a deferral of taxes granted under this
chapter nmust file a conplete annual survey with the departnent under
RCW 82.32. . . (section 102, chapter . . . (SHB 3066), Laws of 2010).
If the economc benefits of the deferral are passed to a |essee as
provided in ((REW8260-020{4))) section 4 of this act, the | essee nust
file a conplete annual survey, and the applicant is not required to
file a conpl ete annual survey.

(b) The departnent nust use the infornmation reported on the annual
survey required by this section to study the tax deferral program
aut horized under this chapter. The departnent nust report to the
| egi sl ature by Decenber 1, ((20669)) 2019. The report nust neasure the
effect of the programon job creation, the nunber of jobs created for
residents of eligible areas, conpany growth, the introduction of new
products, the diversification of the state's econony, growmh in
research and devel opnent investnent, the novenent of firnms or the
consolidation of firnms' operations into the state, and such other
factors as the departnent selects.

(2) Except as provided in section 10 of this act, if, on the basis
of a survey under ((seetien)) RCW82.32. . . (section 102, chapter

(SHB 3066), Laws of 2010) or other information, the departnent finds
that an investnent project is not eligible for tax deferral under this
chapter, the amount of deferred taxes outstanding for the project
((+s)),_according_to_the_ repaynent schedule_in_ RCW 82.60.060, 1is
i mredi ately due. For purposes of this subsection (2)(a), the repaynent
schedule in RCW82.60.060 is tolled during the period of tinme that a
taxpayer i1s receiving relief from repaynent of deferred taxes_under
section 10 of this act.

(3) Arecipient who nust repay deferred taxes under subsection (2)
of this section because the departnent has found that an investnent
project is not eligible for tax deferral under this chapter is no
| onger required to file annual surveys under RCW 82.32. . . (section
102, chapter . . . (SHB 3066), Laws of 2010) beginning on the date an
i nvestnment project is used for nonqualifying purposes.

(4) Notwithstanding any other provision of this section or RCW
82.32. . . (section 102, chapter . . . (SHB 3066), Laws of 2010)
deferred taxes on the foll ow ng need not be repaid:

ESHB 3014. SL p. 8
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(a) Machinery and equi pnent, and sal es of or charges nade for | abor
and services, which at the tinme of purchase would have qualified for
exenption under RCW82. 08. 02565; and

(b) Machi nery and equi pnent which at the tine of first use would
have qualified for exenption under RCW82. 12. 02565.

NEW SECTION. Sec. 10. A new section is added to chapter 82.60 RCW
to read as foll ows:

(1) Subject to the conditions in this section, a person is not
liable for the anobunt of deferred taxes outstanding for an investnent
project when the person tenporarily ceases to use its qualified
bui | di ngs and qualified machi nery and equi pnment for manufacturing or
research and devel opnent activities in a county with a popul ati on of
| ess than twenty thousand persons for a period not to exceed twenty-
four nonths fromthe date that the departnent sent its assessnment for
t he amount of outstanding deferred taxes to the taxpayer.

(2) The relief fromrepaynent of deferred taxes under this section
does not apply unless the nunmber of qualified enploynent positions
mai ntai ned at the investnment project after manufacturing or research
and devel opnment activities are tenporarily ceased is at least ten
percent of the nunber of qualified enpl oynent positions enployed at the
investnment project at the time the deferral was approved by the
departnent. |If a person has been approved for nore than one deferra
under this chapter, relief fromrepaynent of deferred taxes under this
section does not apply unless the nunmber of qualified enploynent
positions maintained at the investnent project after manufacturing or
research and devel opnent activities are tenporarily ceased is at |east
ten percent of the highest nunber of qualified enploynent positions at
the investnent project at the tine any of the deferrals were approved
by the departnment. I1f, at any tinme during the twenty-four nonth period
after the departnent has sent the taxpayer an assessnent for
outstanding deferred taxes resulting from the person tenporarily
ceasing to use its qualified buildings and qualified machinery and
equi pnent for manufacturing or research and devel opnent activities, the
nunber of qualified enploynent positions falls below the ten percent
threshold in this subsection, the anount of deferred taxes outstandi ng
for the project is immedi ately due.

p. 9 ESHB 3014. SL
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(3) The lessor of an investnent project for which a deferral has
been granted under this chapter who has passed the econom c benefits of
the deferral to the lesseeis not eligible for relief fromthe paynent
of deferred taxes under this section.

(4) A person seeking relief from the paynent of deferred taxes
under this section nust apply to the departnent in a form and nmanner
prescribed by the department. The application required under this
subsection nust be received by the departnment within thirty days of the
date that the departnment sent its assessnent for outstanding deferred
taxes resulting from the person tenporarily ceasing to use its
qualified buildings and qualified nmachinery and equipnent for
manuf act uring or research and devel opnent activities. The depart nent
must approve applications that neet the requirenents in this section
for relief fromthe paynent of deferred taxes.

(5 Apersonis entitledtorelief under this section only once.

(6) A person whose application for relief from the paynent of
deferred taxes has been approved under this section nust continue to
file an annual survey as required under RCW 82.60.070(1) or any
successor statute. In addition, the person nust file, in a formand
manner prescribed by the departnent, a report on the status of the
busi ness and the outl ook for commrenci ng manufacturing or research and
devel opnent activities.

Sec. 11. RCW82.62.010 and 2010 c¢ ... (E2SHB 1597) s 232 are each
anmended to read as foll ows:

Unl ess the context clearly requires otherwise, the definitions in
this section apply throughout this chapter.

(1) "Applicant” neans a person applying for a tax credit under this
chapter.

(2) "Departnment" neans the departnent of revenue.

(3) "Eligible area" neans ((anr—-area)) a "rural county" as defined
in RCW ((82-606-020)) 82.14.370.

(4)(a) "Eligible business project” nmeans manufacturing or research
and devel opnent activities which are conducted by an applicant in an
eligible area at a specific facility, provided the applicant's average
qualified enploynent positions at the specific facility wll be at
| east fifteen percent greater in the four consecutive full cal endar
quarters after the cal endar quarter during which the first qualified

ESHB 3014. SL p. 10
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enpl oynment position is filled than the applicant's average qualified
enpl oyment positions at the sanme facility in the four consecutive full
cal endar quarters imediately preceding the calendar quarter during
which the first qualified enploynent positionis filled.

(b) "Eligible business project” does not include any portion of a
busi ness project undertaken by a light and power business as defined in
RCW 82.16.010(({4)y)) or that portion of a business project creating
qualified full-tinme enploynent positions outside an eligible area.

(5) "First qualified enploynent position"” nmeans the first qualified
enpl oynent position filled for which a credit under this chapter is
sought..

(6) "Manufacturing” neans the sanme as defined in RCW 82.04.120
"Manuf acturing” al so i ncludes:

(a) Before July 1, 2010: (i) Conputer progranm ng, the production
of conmputer software, and other conputer-related services, but_ only
when_the_ conputer_ programm ng, production_of conputer_ software, or
other conputer-related services are_ perfornmed by a_ mnmanufacturer as
defined in RCW 82.04.110 and contribute to the production of a new,
different, or useful substance or article of tangible personal property
for sale; and (ii) the activities perforned by research and devel opnent
| aboratories and conmercial testing | aboratories; and

(b) Beginning_ July 1, 2010, the activities perfornmed by research
and devel opnent | aboratories and commercial testing | aboratories.

(7) "Person" has the neaning given in RCWS82. 04. 030.

(8)(a)(i) "Qualified enploynent position" neans a permanent full-
time enployee enployed in the eligible business project during four
consecutive full cal endar quarters.

(i1) For seasonal enployers, "qualified enploynent position" also
i ncl udes the equivalent of a full-tine enployee in work hours for four
consecutive full cal endar quarters.

(b) For purposes of this subsection, "full time" neans a nornal
wor k week of at least thirty-five hours.

(c) Once a permanent, full-tinme enployee has been enployed, a
position does not cease to be a qualified enploynent position solely
due to periods in which the position goes vacant, as |ong as:

(i) The cumul ative period of any vacancies in that position is not
nore than one hundred twenty days in the four-quarter period; and

p. 11 ESHB 3014. SL
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(i) During a vacancy, the enployer is training or actively
recruiting a replacenent permanent, full-tinme enployee for the
posi tion.

(9) "Recipient" means a person receiving tax credits under this
chapter.

(10) "Research and devel opnent” neans the devel opnent, refinenent,
testing, marketing, and commercialization of a product, service, or
process before commercial sales have begun, but only when_such
activities are intended to ultimately result in the production of a
new, different, or_ useful substance or_ article of tangible_ persona
property for sale. As used in this subsection, "comercial sales"
excludes sales of prototypes or sales for nmarket testing if the total
gross recei pts fromsuch sales of the product, service, or process do
not exceed one mllion dollars.

(11) "Seasonal enployee" neans an enpl oyee of a seasonal enpl oyer
who wor ks on a seasonal basis. For the purposes of this subsection and
subsection (12) of this section, "seasonal basis" neans a continuous
enpl oynent period of |ess than twel ve consecutive nonths.

(12) "Seasonal enployer"” neans a person who regularly hires nore
than fifty percent of its enployees to work on a seasonal basis.

NEW SECTION. Sec. 12. RCW 82.60.900 and 82.60.901 are each
decodi fi ed.

NEW SECTION. Sec. 13. The followng acts or parts of acts are
each repeal ed:

(1) RCW 82.60.050 (Expiration of RCW82.60.030 and 82. 60.040) and
2004 ¢ 25 s 6, 1994 sp.s. ¢ 1 s 7, 1993 sp.s. ¢ 25 s 404, 1988 c 41 s
5, & 1985 ¢ 232 s 10; and

(2) RCW82.60.110 (Conpeting projects--Inpact study) and 1998 c 245
s 169 & 1994 sp.s. ¢ 1 s 8.

NEW SECTI ON. Sec. 14. Except for section 3 of this act, this act
takes effect July 1, 2010.

NEW SECTION. Sec. 15. The anmendnents to the definitions of
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"manuf act uri ng"”

and "research and devel opnment” in sections 2 and 11 of

this act apply retroactively as well as prospectively.

Passed by the House April 2, 2010.

Passed by the Senate March 25, 2010.

Approved by the Governor April 13, 2010.

Filed in Ofice of Secretary of State April 13, 2010.
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