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SUBSTI TUTE SENATE BI LL 6240

AS AMENDED BY THE HOUSE
Passed Legislature - 2004 Regul ar Session
State of WAshi ngt on 58th Legislature 2004 Regul ar Session

By Senate Commttee on Ways & Means (originally sponsored by
Senators T. Sheldon, Zarelli, Benton, Hale, MAuliffe, Prentice,
Rasnussen, Murray and Haugen; by request of Governor Locke)

READ FI RST TI ME 01/ 23/ 04.

AN ACT Relating to tax incentives in rural counties; anmendi ng RCW
82.60. 020, 82.60.040, 82.60.049, 82.60.050, and 82.60.070; adding new
sections to chapter 82.04 RCW providing an 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. A new section is added to chapter 82.04 RCW
to read as foll ows:

(1) Subject tothe limts and provisions of this section, a credit
is authorized against the tax otherwi se due under this chapter for
persons engaged in a rural county in the business of manufacturing
conputer software or programmng, as those terns are defined in this
section.

(2) A person who partially or totally relocates a business from one
rural county to another rural county is eligible for any new qualifying
enpl oynent positions created as a result of the relocation but is not
eligible to receive credit for the jobs noved from one county to the
ot her .

(3)(a) To qualify for the credit, the qualifying activity of the

p. 1 SSB 6240. SL
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person nust be conducted in a rural county and the new qualified
enpl oynent position nust be located in the rural county.

(b) If an activity is conducted both from a rural county and
outside of a rural county, the credit is available if at |east ninety
percent of the qualifying activity is conducted within a rural county.
If the qualifying activity is a service taxable activity, the place
where the work is perforned is the place at which the activity is
conduct ed.

(4)(a) The credit under this section shall equal one thousand
dollars for each new qualified enploynent position created after
January 1, 2004, in an eligible area. A credit is earned for the
cal endar year the person is hired to fill the position. Additionally
a credit is earned for each year the position is maintained over the
subsequent consecutive years, up to four years. The county nust neet
the definition of a rural county at the time the position is filled.
| f the county does not have a rural county status the follow ng year or
years, the position is still eligible for the remaining years if all
ot her conditions are net.

(b) Participants who clained credit under RCW 82.04.4456 for
qualified enploynent positions created before Decenber 31, 2003, are
eligible to earn credit for each year the position is mintained over
the subsequent consecutive years, for up to four years, which four
years include any years clai med under RCW 82. 04. 4456 Those persons who
did not receive a credit under RCW 82. 04. 4456 before Decenber 31, 2003,
are not eligible to earn credit for qualified enploynent positions
created before Decenber 31, 2003.

(c) Credit is authorized for new enpl oyees hired for new qualified
enpl oynent positions created on or after January 1, 2004. New
qualified enploynent positions filled by existing enployees are
eligible for the credit under this section only if the position vacated
by the existing enployee is filled by a new hire. A business that is
a sole proprietorship wthout any enployees is equivalent to one
enpl oyee position and this type of business is eligible to receive
credit for one position.

(d) If a position is filled before July 1st, the position is
eligible for the full yearly credit for that calendar year. |If it is
filled after June 30th, the position is eligible for half of the credit
for that cal endar year

SSB 6240. SL p. 2
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(5 No application is necessary for the tax credit. The person
nmust keep records necessary for the departnent to verify eligibility
under this section. This information includes information relating to
description of qualifying activity conducted in the rural county and
outside the rural county by the person as well as detailed records on
positions and enpl oyees.

(6) If at any time the departnment finds that a person is not
eligible for tax credit under this section, the amount of taxes for
which a credit has been clained shall be imediately due. The
department shall assess interest, but not penalties, on the taxes for
which the person is not eligible. The interest shall be assessed at
the rate provided for delinquent excise taxes under chapter 82.32 RCW
shall be assessed retroactively to the date the tax credit was taken,
and shall accrue until the taxes for which a credit has been used are
repai d.

(7) The credit under this section may be used agai nst any tax due
under this chapter, but in no case nay a credit earned during one
cal endar year be carried over to be credited against taxes incurred in
a subsequent cal endar vyear. A person is not eligible to receive a
credit under this section if the person is receiving credit for the
sane position under chapter 82.62 RCWor RCW 82.04. 44525 or is taking
a credit wunder this chapter for information technology help desk
services conducted froma rural county. No refunds may be granted for
credits under this section.

(8) Transfer of ownership does not affect credit eligibility.
However, the successive credits are available to the successor for
remai ning periods in the five years only if the eligibility conditions
of this section are net.

(9) A person taking tax credits under this section shall make an
annual report to the departnent. The report shall be in a letter form
and shall include the follow ng information: Nunmber of positions for
which credit is being clainmed, type of position for which credit is
bei ng clained, type of activity in which the person is engaged in the
county, how long the person has been located in the county, and
taxpayer nane and registration nunber. The report nust be filed by
January 30th of each year for which credit was clained during the
previous year. Failure to file a report will not result in the | oss of
eligibility under this section. However, the departnent, through its
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research division, shall contact taxpayers who have not filed the
report and obtain the data fromthe taxpayer or assist the taxpayer in
the filing of the report, so that the data and information necessary to
measure the program s effectiveness i s maintained.

(10) As used in this section:

(a) "Conmputer software" has the neaning as defined in RCW82. 04. 215
after June 30, 2004, and includes "software" as defined in RCW
82.04. 215 before July 1, 2004.

(b) "Manufacturing" neans the sanme as "to manufacture"” under RCW
82.04.120. Manufacturing includes the activities of both manufacturers
and processors for hire.

(c) "Programm ng" neans the activities that involve the creation or
nodi fication of conputer software, as that termis defined in this
chapter, and that are taxable as a service under RCW 82.04.290(2) or as
a retail sale under RCW 82. 04. 050.

(d) "Qualifying activity" means manufacturing of conputer software
or progranmm ng.

(e) "Qualified enploynent position" neans a permanent full-tine
position doing programm ng of conputer software or manufacturing of
conmputer software. This excludes admnistrative, professional
service, executive, and other simlar positions. If an enployee is
either voluntarily or involuntarily separated from enploynent, the
enpl oynent position is considered filled on a full-tine basis if the
enployer is either training or actively recruiting a replacenent
enpl oyee. Full-tinme neans a position for at least thirty-five hours a
week.

(f) "Rural county"” neans the sane as in RCW82.14. 370.

(11) No credit may be taken or accrued under this section on or
after January 1, 2011.

(12) This section expires January 1, 2011.

NEW SECTION. Sec. 2. A new section is added to chapter 82.04 RCW
to read as foll ows:

(1) Subject tothe |limts and provisions of this section, a credit
is authorized against the tax otherwi se due under this chapter for
persons engaged in a rural county in the business of providing
i nformation technol ogy hel p desk services to third parties.

SSB 6240. SL p. 4
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(2) To qualify for the credit, the help desk services nust be
conducted froma rural county.

(3) The amount of the tax credit for persons engaged in the
activity of providing information technology help desk services in
rural counties shall be equal to one hundred percent of the anmount of
tax due under this chapter that i1s attributable to providing the
services from the rural county. In order to qualify for the credit
under this subsection, the county nust neet the definition of rural
county at the tinme the person begins to conduct qualifying business in
t he county.

(4) No application is necessary for the tax credit. The person
must keep records necessary for the departnent to verify eligibility
under this section. These records include information relating to

description of activity engaged in a rural county by the person.

(5 If at any time the departnment finds that a person is not
eligible for tax credit under this section, the amount of taxes for
which a credit has been used is imediately due. The departnent shal
assess interest, but not penalties, on the credited taxes for which the
person is not eligible. The interest shall be assessed at the rate
provi ded for delingquent excise taxes under chapter 82.32 RCW shall be
assessed retroactively to the date the tax credit was taken, and shal
accrue until the taxes for which a credit has been used are repaid.

(6) The credit under this section may be used agai nst any tax due
under this chapter, but in no case nay a credit earned during one
cal endar year be carried over to be credited against taxes incurred in
a subsequent cal endar year. No refunds may be granted for credits
under this section.

(7) Transfer of ownership does not affect credit eligibility.
However, the credit is available to the successor only if the
eligibility conditions of this section are net.

(8) A person taking tax credits under this section shall nmake an
annual report to the departnent. The report shall be in a letter form
and shall include the followi ng information: Type of activity in which
the person is engaged in the county, nunber of enployees in the rura
county, how long the person has been located in the county, and
taxpayer nane and registration nunber. The report nust be filed by
January 30th of each year for which credit was clained during the
previous year. Failure to file a report will not result in the | oss of
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eligibility under this section. However, the departnent, through its
research division, shall contact taxpayers who have not filed the
report and obtain the data fromthe taxpayer or assist the taxpayer in
the filing of the report, so that the data and information necessary to
measure the programi s effectiveness i s naintained.

(9) As used in this section:

(a) "Information technol ogy hel p desk services" neans the follow ng
services perfornmed using electronic and tel ephoni c conmuni cati on:

(1) Software and hardware mai ntenance;

(ii) Software and hardware di agnostics and troubl eshooti ng;

(1i1) Software and hardware installation;

(iv) Software and hardware repair;

(v) Software and hardware information and training; and

(vi) Software and hardware upgrade.

(b) "Rural county" neans the sane as in RCW82.14. 370.

(10) This section expires January 1, 2011.

Sec. 3. RCWB82.60.020 and 1999 sp.s. ¢ 9 s 2 are each anended 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" nmeans the departnent of revenue.

(3) "Eligible area" neans a ((eeunty—wth—fewer—than—enre—hundred
| I . I ] I I e :

effeetivefor—theperitodJuly—Istthrough—June30th)) rural county as
defined in RCW82. 14. 370.

(4)(a) "Eligible investnment project” neans an investnent project in
an eligible area as defined in subsection (3) of this section.

(b) The ((lessoertfowner)) |lessor or owner of a qualified building is
not eligible for a deferral unless:.

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

(ii)(A) The lessor by witten contract agrees to pass the economc
benefit of the deferral to the |essee ((+A—theformof—reduced—rent

payrents)) |

SSB 6240. SL p. 6
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(B) The |l essee that receives the econom c benefit of the deferra
agrees in witing with the departnent to conplete the annual survey
requi red under RCW 82.60.070; and

(G The economi c benefit of the deferral passed to the |essee is no

| ess than the anount of tax deferred by the I essor and is evidenced by
witten docunentation of any type of paynent, credit, or other
financial arrangenent between the l|lessor or owner of the qualified
bui l di ng and the |essee.

(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

(5) "lInvestnent project” nmeans an investnment in qualified buildings

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

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

(7) "Person" has the neaning given in RCW 82.04. 030.

(8) "Qualified buildings" nmeans construction of new structures, and
expansi on or renovation of existing structures for the purpose of
i ncreasing floor space or production capacity used for manufacturing
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 rul es adopted by the
depart nent.

p. 7 SSB 6240. SL
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(9) "Qualified enploynent position" neans a permanent full-tine
enpl oyee enployed in the eligible investnent project during the entire

tax vyear. The term "entire tax vear" neans a full-tine 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 eight hundred twenty hours a year.

(10) "Qualified machinery and equi pnent” nmeans all new i ndustri al
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 pment” includes:
Conputers; software; data processing equi pnent; |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.

((286y)) (11) "Recipient"” neans a person receiving a tax deferral
under this chapter

((2H)) (12) "Research and devel opnent” neans the devel opnent,
refinement, testing, marketing, and commercialization of a product,
service, or process before commercial sales have begun. As used in
this subsection, "commercial sales" excludes sales of prototypes or
sales for market testing if the total gross receipts fromsuch sal es of
t he product, service, or process do not exceed one mllion dollars.

Sec. 4. RCW 82.60.040 and 1999 c 164 s 302 are each anended to
read as foll ows:

(1) 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 RCWon each eligible investnent project that is
| ocated in an eligible area as defined in RCW 82. 60. 020.

(2) The departnent shall keep a running total of all deferrals
grant ed under this chapter during each fiscal biennium

(3) This section expires July 1, ((2664)) 2010.

Sec. 5. RCWB82.60.049 and 2000 ¢ 106 s 8 are each anended to read
as follows:

(1) For the purposes of this section:

(a) "Eligible area"™ al so neans a designated community enpower nent

SSB 6240. SL p. 8
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zone approved under RCW ((43-63A+7006)) 43.31C.020 or a county
containing a comunity enpowernment zone.

(b) "Eligible investnment project” also neans an investnent project
in an eligible area as defined in this section.

(( Q8 ea—ep—oVyHen a¥a o mpan

(2) I'n addition to the provisions of RCW 82.60. 040, 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 tinme the project is
operationally conplete:

(a) The applicant wll hire at |east one qualified enploynment
position for each seven hundred fifty thousand dollars of investnent
((enr)) for 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
communi ty enpowernent zone. 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 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
the cal endar year followng 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 i mredi ately due.

Sec. 6. RCWB82.60.050 and 1994 sp.s. ¢ 1 s 7 are each anended to
read as foll ows:

RCW 82. 60. 030 and 82.60.040 shal | expire July 1, ((2004)) 2010.

Sec. 7. RCW 82.60.070 and 1999 c 164 s 303 are each anended to
read as foll ows:

p. 9 SSB 6240. SL
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(1)(a) The legislature finds that accountability and effectiveness
are inportant aspects of setting tax policy. 1In order to make policy
choices regarding the best wuse of Ilimted state resources the
| egislature needs information on how a tax incentive is used.

(b) Each recipient of a deferral granted under this chapter after

June 30, 1994, shall ((submt—a report—tothe departrent—on Deecenber
T . hich the i . . £ ad | I

payable)) conplete an annual survey. |If the econom c benefits of the
deferral are passed to a |lessee as provided in RCW 82.60.020(4), the
| essee shall agree to conplete the annual survey and the applicant is
not required to conplete the annual survey. The survey is due by March
31st of the year following the calendar year in which the investnent
project is certified by the departnent as having been operationally
conplete and the seven succeeding cal endar years. The survey shall
include the anobunt of tax deferred, the nunber of new products or
research projects by general classification, and the nunber of
trademarks, patents, and copyrights associated with activities at the
i hvestnent project. The survey shall also include the follow ng
information for enploynent positions in Washi ngton:

(i) The nunber of total enploynent positions;

(ii) Full-time, part-tinme, and tenporary enploynent positions as a
percent of total enploynent;

(iii) The nunber of enploynent positions according to the follow ng
wage bands: Less than thirty thousand dollars; thirty thousand dollars
or greater, but less than sixty thousand dollars; and sixty thousand
dollars or greater. A wage band containing fewer than three
individuals may be conbined with anot her wage band; and

(iv) The nunber of enploynent positions that have enpl oyer-provided
nedical, dental, and retirenent benefits, by each of the wage bands.

(c) The departnment nmay request additional information necessary to

SSB 6240. SL p. 10
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neasure the results of the deferral program to be submtted at the
sane tine as the survey.

(d) Al information collected under this subsection, except the
anpbunt of the tax deferral taken, is deened taxpayer information under
RCW 82.32.330 and is not disclosable. Information on the anount of tax
deferral taken is not subject to the confidentiality provisions of RCW
82.32.330 and may be disclosed to the public upon request.

(e) The departnent shall use the information fromthis section to
prepare sunmary descriptive statistics by category. No fewer than
three taxpayers shall be included in any category. The depart nent
shall report these statistics to the legislature each year by Septenber
ist.

(f) The departnent shall also use the information to study the tax
deferral program authorized under this chapter. The departnent shal
report to the leqgislature by Decenber 1, 2009. The report shall
neasure the effect of the programon job creation, the nunber of jobs
created for residents of eligible areas, conpany growh, the
introduction of new products, the diversification of the state's
econony, growh in research and devel opnent investnent, the novenent of
firme or the consolidation of firnms' operations into the state, and
such other factors as the departnent selects.

(2)(@) If, on the basis of a ((repert)) survey under this section
or other information, the departnent finds that an investnent project
is not eligible for tax deferral under this chapter, the anount of
deferred taxes outstanding for the project shall be inmediately due.

(b) If a recipient of the deferral fails to conplete the annua
survey required under subsection (1) of this section by the date due,
twelve and one-half percent of the deferred tax shall be imediately
due. |If the econom c benefits of the deferral are passed to a | essee
as provided in RCW 82.60.020(4), the lessee shall be responsible for
paynent to the extent the | essee has received the econom c benefit.

(3) Notwi thstandi ng any ot her subsection of this section, deferred
t axes need not be repaid on machinery and equi pnent for |unber and wood
products industries, and sales of or charges nmade for |[|abor and
services, of the type which qualifies for exenption under RCW
82.08. 02565 or 82.12.02565 to the extent the taxes have not been repaid
before July 1, 1995.

p. 11 SSB 6240. SL
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(4) Notwi t hstandi ng any ot her subsection of this section, deferred
taxes on the foll ow ng need not be repaid:

(a) Machinery and equi pnent, and sales of or charges nmade for |abor
and services, which at the tinme of purchase would have qualified for
exenption under RCW 82. 08. 02565; and

(b) Machinery and equi pnent which at the tinme of first use would
have qualified for exenption under RCW 82. 12. 02565.

NEW SECTION. Sec. 8. This act is necessary for the imrediate
preservation of the public peace, health, or safety, or support of the
state governnent and its existing public institutions, and takes effect
April 1, 2004.

Passed by the Senate March 10, 2004.

Passed by the House March 9, 2004.

Approved by the Governor March 19, 2004.

Filed in Ofice of Secretary of State March 19, 2004.

SSB 6240. SL p. 12
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