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Brief Description: Providing aretall sales and use tax exemption for the construction and
equipping of new data centers located in a county east of the Cascades that borders another
state and has a population of at least 500,000.

Sponsors. Representatives Ormsby, Volz, Y barra, Berg, Springer and Gregerson.

Brief Summary of Bill

» Establishes asales and use tax exemption for sales of certain equipment
and infrastructure for installation in eligible computer data centers, and
related labor and services, subject to certain requirements.

» Defines "eligible computer data center” as a computer data center that is
located in a county east of the Cascades that borders another state and
has a population of at least 500,000, and which meets certain minimum
space and construction requirements.

Hearing Date: 2/6/26
Staff: John Burzynski (786-7133).
Background:

Retall Sales and Use Tax.

Retail salestaxes areimposed on retail sales of most articles of tangible personal property,

digital products, and some services. A retall saleisasaleto the final consumer or end user of the
property, digital product, or service. If retail sales taxes are not collected when the user acquires
the property, digital product, or service, then use tax applies to the value of property, digital
product, or service when used in this state. The state, all counties, and al cities levy retail sales
and use taxes. The state sales and use tax rate is 6.5 percent; local sales and use tax rates vary,
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depending on the location.

Tax Exemptions for Rural Data Centers.

A sales and use tax exemption is provided for sales of eligible server equipment to be installed,
without intervening use, in an eligible computer data center located in arural county to which a
valid exemption certificate applies, and for labor and servicesto install eligible server
equipment. A sales and use tax exemption is also alowed for purchases of eligible power
infrastructure and the labor and services to construct, install, repair, alter, or improve such
infrastructure at an eligible computer data center in arural county.

A rural county is defined as a county with a population density of less than 100 persons per
sguare mile or counties smaller than 225 square miles.

Thistax exemption is subject to various requirements established in statute, including, but not
limited to, net employment minimums, sustainability standards, square footage minimums, and
reporting requirements.

Tax Preference Performance Statement.

Tax preferences confer reduced tax liability upon a designated class of taxpayers. These include
tax exclusions, deductions, exemptions, preferential tax rates, deferrals, and credits. There are
over 700 tax preferences. Legislation that establishes or expands atax preference must include a
tax preference performance statement that identifies the public policy objective of the preference,
aswell as specific metrics that the Joint Legislative 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.

Summary of Bill:

An exemption from sales and use tax is established for sales of eligible server equipment to be
installed, without intervening use, in eligible computer data centers, and to charges for labor and
servicesto install such equipment, subject to certain requirements.

This exemption also appliesto sales of eligible power infrastructure, and related labor and
servicesto construct, install, repair, ater, or improve such infrastructure at an eligible data
center, subject to certain requirements.

This exemption expires July 1, 2048.

Eligible Computer Data Centers.

"Eligible computer data center" means a computer data center: (1) located in a county east of the
Cascades that borders another state and has a population of at least 500,000 persons; (2) having
at least 20,000 square feet dedicated to housing working servers; and (3) for which the
commencement of construction occurs after June 30, 2026, and before July 1, 2035.
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"Computer data center" means afacility comprised of one or more buildings, which may be
comprised of multiple businesses constructed specifically and used primarily to house working
servers, where the facility has the following characteristics: (1) uninterruptible power supplies,
generator backup power, or both; (2) sophisticated fire suppression and prevention systems; and
(3) enhanced physical security, such as: access to the facility restricted to selected personnel;
permanent security guards; video camera surveillance; an electronic system requiring passcodes,
keycards, or biometric scans, such as hand scans and retinal or fingerprint recognition; or similar
security features. A facility comprised of one building or more than one building must have a
combined square footage of at least 100,000 square feet.

Exemption Certificates.

This exemption appliesto eligible data centers for which an exemption certificate has been
issued by the Department of Revenue (DOR). Exemption certificates expire two years after the
date of issuance, unless construction has been commenced. No new exemption certificates may
beissued on or after July 1, 2036.

Construction Requirement.

To qualify for the sales tax exemption under this act, a qualifying business or tenant must certify
to the DOR that, for new construction work to be performed on the site of the computer data
center, the computer data center receiving an exemption will be constructed by the prime
contractor and its subcontractors in away that includes community workforce agreements or
project labor agreements and the payment of area standard prevailing wages and apprenticeship
utilization requirements, subject to certain conditions.

Net Employment Requirement.

Within six years of issuance of an exemption certificate, the qualifying business or tenant must
establish that net employment assigned to an eligible computer data center has increased by a
minimum of 35 family wage employment positions or, if lower, 3 family wage employment
positions for each 20,000 square feet of space or less that is newly dedicated to housing working
servers at the eligible computer data center. The minimum number of family wage employment
positions must be maintained while the exemption certificate is valid.

"Family wage employment positions’ must meet the following standards. Each position must:
* be anew, permanent employment position requiring 40 hours of weekly work, or their
equivalent, on afull-time basis;
* be assigned to an eligible computer data center;
* receive awage equivalent to or greater than 125 percent of the per capita personal income
of the county in which the qualified project is located; and
* include health insurance coverage provided by the employer.

If aqualifying business or tenant fails to meet the net employment requirement, it must pay all

previously exempted sales and use taxes and its certificate of exemption must be canceled, unless
the DOR grants an extension or exception.
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Sustainable Standard Requirement.

Within three years of being placed in service, the qualifying business operating a newly
constructed data center must certify to the DOR it has attained one or more listed sustainability
certifications, including, but not limited to, Energy Star, LEED, Underwriters Laboratory 3223,
etc.

If aqualifying business or tenant fails to meet the sustainable standard requirement, it must pay
all previously exempted sales and use taxes, its certificate of exemption must be canceled, and it
must pay an additional 10 percent penalty unless the DOR grants an extension or exception.

Mitigation of Environmental Impacts.
Qualifying businesses and tenants claiming a tax exemption are encouraged to adopt practices to
mitigate negative environmental impacts resulting from expanded use of data centers.

Annual Report Requirement.

Qualifying businesses and tenants claiming atax exemption must complete an annual tax
performance report with the DOR. The report must identify construction firms and employment
levels.

Certificate Assignment or Transfer.
A certificate holder may not assign or transfer a certificate without the prior written consent of
the DOR. The DOR must allow certificate transfersif specified requirements are met.

Additional Defined Terms.

"Eligible power infrastructure” means all fixtures and equipment owned by a qualifying business
or qualifying tenant and necessary for the transformation, distribution, or management of
electricity that is required to operate eligible server equipment within an eligible computer data
center. The term includes wiring, cogeneration equipment, and associated fixtures and
equipment, such as electrical switches, batteries, and distribution, testing, and monitoring
equipment. "Eligible power infrastructure" does not include substations or backup generators
that use diesel fuel.

"Eligible server equipment” means:

1. For aqualifying business whose computer data center qualifies as an eligible computer
data center, "eligible server equipment” means the original server equipment installed in a
building within an eligible computer data center on or after July 1, 2026. Server
equipment installed in movable or fixed stand-alone, prefabricated, or modular units,
including intermodal shipping containers, is not "directly installed in abuilding.”

2. For aqualifying tenant who leases space within an eligible computer data center, "eligible
server equipment” means the original server equipment installed within the space it leases
from an eligible computer data center with an exemption certificate on or after July 1,
2026.

"Qualifying business’ means a business entity that exists for the primary purpose of engaging in
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commercial activity for profit and is the owner of an eligible computer data center. "Qualifying
business' does not include the state or federal government or any of their departments, agencies,
and institutions; tribal governments; political subdivisions of this state; or any municipal, quasi-
municipal, public, or other corporation created by the state or federal government, tribal
government, municipality, or political subdivision of the state.

"Qualifying tenant” means a business entity that exists for the primary purpose of engaging in
commercial activity for profit and that |eases space from a qualifying business within an eligible
computer data center. "Qualifying tenant” does not include the state or federal government or
any of their departments, agencies, and institutions; tribal governments; political subdivisions of
this state; or any municipal, quasi-municipal, public, or other corporation created by the state or
federal government, tribal government, municipality, or political subdivision of the state. The
term also does not include alessee of space in an eligible computer data center if the lessee and
lessor are affiliated and that space will be used by the lessee to house server equipment that
replaces server equipment previously installed and operated in that eligible computer data center
by the lessor or another person affiliated with the lessee.

"Server equipment” means the computer hardware located in an eligible computer data center
and used exclusively to provide electronic data storage and data management services, including
cloud services, for internal use by the owner or lessee of the computer data center, for clients of
the owner or lessee of the computer data center, or both. "Server equipment” also includes
computer software necessary to operate the computer hardware. "Server equipment” does not
include personal computers, the racks upon which the server equipment isinstalled, and
computer peripherals such as keyboards, monitors, printers, and mice.

Additional terms are defined in the bill.

Tax Preference Performance Statement.

The legislature categorizes the tax preference in this act as one intended to induce certain
designated behavior by taxpayers, improve industry competitiveness, create or retain jobs, and
reduce structural inefficienciesin the tax structure.

It isthe Legislature's specific public policy objective to improve industry competitiveness and to
increase, create, or retain jobs in computer data centers in counties located east of the Cascades
and bordering another state with a population over 500,000, thereby increasing family wage jobs.

The JLARC must conduct areview and determine if the tax preferenceis:
1. generating capital investment in new computer data centers;
2. generating state and local tax collections from data center investment and operations; and
3. generating or maintaining construction and trade jobs in the state.

Appropriation: None.

Fiscal Note: Available.
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Effective Date: The hill takes effect 90 days after adjournment of the session in which the bill is
passed.
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