HOUSE BILL REPORT
ESSB 6231

As Reported by House Committee On:
Finance

Title: An act relating to removing atax exemption for the replacement of equipment for data
centers.

Brief Description: Removing atax exemption for the replacement of equipment for data
centers.

Sponsors. Senate Committee on Ways & Means (originally sponsored by Senators Frame and
Hasegawa; by request of Office of Financial Management).

Brief History:
Committee Activity:
Finance: 3/4/26, 3/7/26 [DP].

Brief Summary of Engrossed Substitute Bill

» Expires salestax exemption certificates issued to qualifying rural county
data centers based on refurbishment, effective July 1, 2026, and prohibits
the future issue of such exemption certificates.

* Providesthat data centers refurbished on or after July 1, 2026, do not
qualify as eligible data centers for the purpose of the urban county data
center sales tax exemption.

* Providesthat replacement server equipment no longer qualifies as
eligible server equipment for the purpose of the rural and urban county
data center sales tax exemptions.

HOUSE COMMITTEE ON FINANCE

Majority Report: Do pass. Signed by 8 members. Representatives Berg, Chair; Street,
Vice Chair; Mena, Ramel, Santos, Scott, Wylie and Zahn.

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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Minority Report: Do not pass. Signed by 6 members. Representatives Orcutt, Ranking
Minority Member; Jacobsen, Assistant Ranking Minority Member; Chase, Penner, Springer
and Walen.

Staff: John Burzynski (786-7133).
Background:

Retail 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 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 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, depending on the location.

Tax Exemptions for Qualifying Data Centers.

A retail sales and use tax exemption is provided to qualifying businesses operating eligible
data centers located in qualifying counties and tenants of those data centers. The exemption
may be used to construct, renovate, or expand a new data center or refurbish an existing
facility. Qualifying purchasesinclude eligible server equipment and power infrastructure;
labor and services for installing server equipment; and for constructing, installing, repairing,
altering, or improving power infrastructure.

Eligible server equipment includes original server equipment installed in an eligible data
center and qualifying replacement server equipment.

Qualifying countiesinclude: (1) rural counties (counties with a population density of less
than 100 persons per square mile or counties smaller than 225 square miles); and (2) urban
counties (counties with a population over 800,000).

This tax exemption is subject to various requirements, including net employment
minimums, sustainability standards, square footage minimums, reporting requirements, and
other prerequisites.

Exemption Certificates for Rural County Data Centers.
No new exemption certificates may be issued on or after July 1, 2036. Exemption
certificates expire July 1, 2048.

Exemption Certificates for Urban County Data Centers.
No new exemption certificates may be issued on or after July 1, 2028. Exemption
certificates expire July 1, 2038.
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Summary of Bill:

New sales tax exemption certificates may not be issued on or after July 1, 2026, for rural
county data centers that qualify through refurbishment. The exemption granted to rural
county data centers that qualify through refurbishment expires July 1, 2026.

Data centers refurbished on or after July 1, 2026, do not qualify as eligible data centers for
the purpose of the urban county data center sales tax exemption.

For both rural and urban county data centers, replacement server equipment no longer
qualifies as eligible server equipment for the purpose of data center sales tax exemption.
The definition of replacement server equipment is removed.

Appropriation: None.

Fiscal Note: Available.

Effective Date: The bill contains multiple effective dates. Please see the hill.
Staff Summary of Public Testimony:

(In support) Thisbill is agency request legislation and built into the Governor's budget. The
Legislature has to make hard choices thisyear. The choice is whether to continue to offer
tax exemptions to private companies or to end those exemptions, raise revenue by about
$200 million this year, and avoid further budget cuts.

Data center tax exemptions apply in 29 rural counties and 3 urban counties. There are
separate tax exemptions for standing up a data center and refurbishing a data center. This
bill repeals the refurbishment exemption for both rural and urban counties.

There are growing concerns regarding data centers, but this bill isjust about tax policy.

(Opposed) Labor and business organi zations oppose this bill and want jobs and
infrastructure development in Washington. Data centers are critical employers and
technology providers. Thetax break alows for the refurbishment and replacement of aging
equipment, most of which is replaced every three to five years. Continued reinvestment
supports the tax base. The bill makes Washington uncompetitive, and places jobs, income,
and state revenue at risk.

The Washington data center refresh program is a proven job creator, keeps the state
competitive, and supports thousands of jobs during construction and hundreds of jobs
afterwards. Ending aproven job program isamistake. Millions of work hours have gone
into building and expanding data centers in Washington. Data centers provide jobs even
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after construction is complete through equipment replacement and upgrades. Thousands of
trades workers are currently out of work statewide. Data center construction is alifeline for
these workers. The bill will not put workersto work. Local residents have benefited from
employment options at data centers and are supporting their families through their work.
The program alows local residents to find good jobs close to home instead of moving in
search of work.

Tax exemptions for data centers were adopted to create jobs, encourage development, and
provide tax benefits to the state and its counties. Those reasons still exist today. These
exemptions resulted in hundreds of millions of dollarsin investment, changed communities,
and have proven their value. A data center isamajor economic engine for rural
communities and provides opportunities in areas with few large-scale employers. Data
center investments support libraries and school districts, and stabilize tax burdens for
homeowners. Billions of dollars have been invested in data centers, and communities rely
on them for jobs, growth, and infrastructure. The bill will affect the lodging industry and
small businesses, and it will lead to lost tax revenue in small communities.

Businesses have relied on tax exemption certificates issued under this program and have
made a contract with the state, which this bill upends. Thislegislation will lead to a breach
of contract, a vested rights breach, and equitable estoppel breach.

The bill cuts against predictability, discourages future investment, and puts the viability of
current investments at risk. Businesses made significant capital commitments, and this bill
changes the rules midstream, undermining investment and trust. Data centers are along-
term investment and require certainty. If the bill becomes law, economic activity and tax
revenue may move to other states, and data center tenants may move to other facilities.

The average American household has over 20 connected devices. Public hospital districts
rely on data centers to provide medical services. Data centers help support our daily lives.

Persons Testifying: (In support) Senator Noel Frame, prime sponsor.

(Opposed) Amy Harris, Washington Technology Industry Association; Max Martin,
Association of Washington Business; Diego Hernandez, Sabey Data Centers; Dan Diorio,
Data Center Coalition; Michael Transue, Tacoma Pierce County Chamber, WA Aggregates
and Concrete Association, Mechanical Contractors Association; Charlie Brown, Data
Center Coalition; Jonathan Lewis, Klickitat Valley Health Hospital; Blake Baldwin, Chelan
Douglas Regional Port Authority; Brian Enslow, Port of Walla Walla; Matthew Hepner,
IBEW and ceww; and Neil Hartman, UA.

Persons Signed In To Testify But Not Testifying: None.
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