HOUSE BILL REPORT
ESHB 2482

AsPassed Legidature
Title: An act relating to reinstating semiconductor tax incentives.
Brief Description: Reinstating semiconductor tax incentives.

Sponsors: House Committee on Finance (originally sponsored by Representatives Harris,
Santos and Stonier).

Brief History:

Committee Activity:
Finance: 2/2/24, 2/5/24 [DPS].

Floor Activity:
Passed House: 2/12/24, 96-0.
Senate Amended.
Passed Senate: 3/1/24, 47-1.
House Concurred.
Passed House: 3/5/24, 94-1.
Passed Legislature.

Brief Summary of Engrossed Substitute Bill

» Extendstwo tax preferences for semiconductor manufacturing until
January 1, 2034.

* Reinstates six expired tax preferences, contingent on new industry
investment until January 1, 2034.

HOUSE COMMITTEE ON FINANCE

Majority Report: The substitute bill be substituted therefor and the substitute bill do pass.
Signed by 12 members. Representatives Berg, Chair; Street, Vice Chair; Orcutt, Ranking
Minority Member; Jacobsen, Assistant Ranking Minority Member; Barnard, Chopp, Ramel,

This analysis was prepared by non-partisan legislative staff for the use of legidative
membersin their deliberations. Thisanalysisis not part of the legislation nor does it
constitute a statement of legidative intent.
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Santos, Springer, Thai, Wilcox and Wylie.
Staff: KristinaKing (786-7190).
Background:

Business and Occupation Tax.

Washington's major business tax is the business and occupation (B& O) tax. The B&O tax
isimposed on the gross receipts of business activities conducted within the state, without
any deduction for the costs of doing business. Businesses must pay the B& O tax even
though they may not have any profits or may be operating at aloss.

Sales and Use Tax.

Retail salestaxes areimposed on retail sales of most articles of tangible personal property,
digital products, and some services. A retail saleisasaleto the final consumer or end user
of the property, digital product, or service. If retail salestaxeswere not collected when the
user acquired the property, digital products, or services, then use tax appliesto the value of
property, digital product, or service when used in this state. The state, all counties, and all
citieslevy retail sales and use taxes. The state sales and use tax rate is 6.5 percent; local
sales and use tax rates vary from 0.5 percent to 4.0 percent, depending on the location.

Tax Preference Performance Statement.

State law provides for arange of tax preferences that confer reduced tax liability upon a
designated class of taxpayer. Tax preferences include tax exclusions, deductions,
exemptions, preferential tax rates, deferrals, and credits. Currently, Washington has over
650 tax preferences, including avariety of sales and use tax exemptions. Legidation that
establishes or expands atax preference must include a Tax Preference Performance
Statement (TPPS) that identifies the public policy objective of the preference, aswell as
specific metrics that the Joint Legisative Audit and Review Committee (JLARC) can use to
evaluate the effectiveness of the preference. All new tax preferences automatically expire
after 10 years unless an alternative expiration date is provided.

Semiconductor Tax Incentives.
Semiconductor manufacturing is the process of creating integrated circuits or microchips.
These materials are used in the construction of electronic devices.

There are two tax preferences in effect for the semiconductor industry:

o apreferential B& O tax rate of 0.275 percent on the manufacturing or processing for
hire of semiconductor materials including silicon crystals, silicon ingots, raw polished
semiconductor wafers, and compound semiconductor wafers; and

» asaesand use tax exemption for manufacturers and processors for hire on purchases
of gases and chemicals used to produce semiconductor materials. Manufacturers of
silicon solar wafers, silicon solar cells, thin film solar devices, solar grade silicon, or
compound semiconductor solar wafers also qualify for this exemption.
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The tax preferences require beneficiaries to maintain the number of persons employed, at
least 90 percent of the employment average for the previous three years, or to reimburse 50
percent of the benefits. The preferences expire on December 1, 2028.

The two existing preferences were created at the same time as six additional tax preferences
for the semiconductor industry. However, the six preferences expired January 1, 2024
because they were contingent upon a manufacturer making at least a $1 billion investment
in new buildings, machinery, and equipment, to site and operate a semiconductor microchip
fabrication facility. Thisinvestment did not occur. The six preferences that expired are:

» aB&O tax credit of $3,000 for each manufacturing production position that takes
place in anew building that manufactures semiconductive materials,;

» aB&O tax exemption for semiconductor microchip manufacturing;

» apreferential B& O tax rate of 0.275 percent for businesses manufacturing
semiconductor materials, including microchips;

» asadesand use tax exemption for labor, services, and sales of tangible personal
property related to the construction of new buildings used for manufacturing
semiconductor materials,

» asalesand use tax exemption for purchases of gases and chemicals used in the
semiconductor manufacturing process; and

* aproperty tax exemption for machinery and equipment exempt from sales and use
taxes used in manufacturing semiconductor materials.

Summary of Engrossed Substitute Bill:

The six expired tax preferences are reinstated contingent upon the construction of a new
semiconductor manufacturing fabrication built by January 1, 2034, with an investment of at
least $500 million in buildings and equipment. All the preferences, except two, include an
employment requirement that any tax preference recipient must reimburse the Department
of Revenue for 50 percent of the amount of the tax preference claimed if the number of
persons employed by the preference beneficiary isless than 90 percent of the beneficiary's
three-year employment average for the three years immediately preceding the year in which
the preferenceis claimed. The sales and use tax exemption for labor, services, and sales of
tangible personal property related to the construction of new buildings used for
manufacturing semiconductor materials has an employment requirement that manufacturer
or processor for hire must maintain at least 75 percent of full employment at the new
building. The property tax exemption for machinery and equipment exempt from sales and
use taxes used in manufacturing semiconductor materials does not have an employment
reguirement.

The reinstated tax preferences expire January 1, 2034, and are exempt from TPPS
requirements.

The expiration date for the two preferences in effect is extended to January 1, 2034.
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Appropriation: None.

Fiscal Note: Available.

Effective Date: The bill contains an emergency clause and takes effect immediately.
Staff Summary of Public Testimony:

(In support) Semiconductor manufacturing creates jobs for Washingtonians. 1n 2022 the
semiconductor industry created $2.5 billion in wages and is the eighth largest export for
Washington at $898 million. Semiconductor manufacturing jobs are expected to doublein
the next 10 years. Out of the 50,632 semiconductor manufacturing jobs in Washington, 55
percent of these jobs arein Clark County. Thisisvery important for Clark County. Itis
also important on a state-wide and international scale. The incentivesin thisbill will help
Washington stay competitive in agloba market that is gaining in popularity. Many other
states are using tax incentives to attract international companies to bring semiconductor jobs
to their states. Washington should remain atop contender by reinstating the tax incentives
inthebill. Thishill will also allow Washington to leverage federal funding for these types
of jobs due to opportunitiesin the Federa Creating Helpful Incentives to Produce
Semiconductors (CHIPS) Act.

(Opposed) None.
Persons Testifying: Representative Paul Harris, prime sponsor; Emily Shay, Association
of Washington Business; and Jennifer Baker, Columbia River Economic Devel opment

Council.

Persons Signed In To Testify But Not Testifying: None.
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