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SENATE BI LL 5725

St ate of WAshi ngt on 58th Legislature 2003 Regul ar Sessi on

By Senators Zarelli, T. Sheldon, Carlson, Reardon, Benton, Hewtt,
W nsl ey, Hal e, Sheahan, Honeyford, Finkbeiner, Johnson and West

Read first time 02/07/2003. Referred to Committee on Econonic
Devel opnent .

AN ACT Relating to providing tax incentives to support the
sem conductor cluster in Wshington state; anending RCW 82.04. 260,
82.04. 240, and 82.04.280; adding new sections to chapter 82.08 RCW
adding new sections to chapter 82.12 RCW adding a new section to
chapter 82.04 RCW adding a new section to chapter 84.36 RCW adding a
new section to chapter 82.32 RCW creating new sections; providing an
effective date; and providing expiration dates.

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

NEW SECTION. Sec. 1. FI NDI NGS. The legislature finds that the
wel fare of the people of the state of WAshington is positively inpacted
t hrough the encouragenent and expansion of famly wage enploynent in
the state's manufacturing industries. The legislature further finds
that targeting tax incentives to focus on key industry clusters is an
i nportant business climte strategy. The Washi ngton conpetitiveness
council has recogni zed the sem conductor industry, which includes the
design and manufacture of sem conductor materials, as one of the
state's existing key industry clusters. Businesses in this cluster in
the state of Washington are facing increasing pressure to expand
el sewhere. The sales and use tax exenptions for manufacturing
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machi nery and equipnment enacted by the 1995 legislature inproved
Washington's ability to conpete with other states for manufacturing
i nvest nment . However, additional 1incentives for the sem conductor
cluster need to be put in place in recognition of the unique forces and
gl obal issues involved in business decisions that key businesses in
this cluster face.

Therefore, the legislature intends to enact conprehensive tax
incentives for the sem conductor cluster that address activities of the
| ead product industry and its suppliers and custoners. Tax incentives
for the sem conductor cluster are inportant in both retention and
expansi on of existing business and attraction of new busi nesses, all of
which wll strengthen this cluster. The |l egislature also recogni zes
that the sem conductor industry involves major investnent that results
in significant construction projects, which will create jobs and bring
many indirect benefits to the state during the construction phase.

Sec. 2. RCWS82.04.260 and 2001 2nd sp.s. ¢ 25 s 2 are each anended
to read as foll ows:

(1) Upon every person engaging within this state in the business of
manuf act uri ng:

(a) Wheat into flour, barley into pearl barley, soybeans into
soybean oil, canola into canola oil, canola neal, or canola byproducts,
or sunflower seeds into sunflower oil; as to such persons the anount of
tax with respect to such business shall be equal to the value of the
flour, pear | bar| ey, oi |, canola neal, or canola Dbyproduct
manuf actured, nmultiplied by the rate of 0.138 percent;

(b) Seafood products which remain in a raw, raw frozen, or raw
salted state at the conpletion of the manufacturing by that person; as
to such persons the amobunt of tax with respect to such business shal
be equal to the value of the products manufactured, nultiplied by the
rate of 0.138 percent;

(c) By canning, preserving, freezing, processing, or dehydrating
fresh fruits and vegetables, or selling at wholesale fresh fruits and
veget abl es canned, preserved, frozen, processed, or dehydrated by the
seller and sold to purchasers who transport in the ordinary course of
busi ness the goods out of this state; as to such persons the anount of
tax with respect to such business shall be equal to the value of the
products canned, preserved, frozen, processed, or dehydrated multiplied
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by the rate of 0.138 percent. As proof of sale to a person who
transports in the ordinary course of business goods out of this state,
the seller shall annually provide a statenent in a form prescribed by
the departnent and retain the statenent as a business record; and

(d) Dairy products that as of Septenber 20, 2001, are identified in
21 CF.R, chapter 1, parts 131, 133, and 135, including byproducts
fromthe manufacturing of the dairy products such as whey and casei n;
or selling the sanme to purchasers who transport in the ordinary course
of business the goods out of state; as to such persons the tax inposed
shall be equal to the value of the products manufactured nmultiplied by
the rate of 0.138 percent. As proof of sale to a person who transports
in the ordinary course of business goods out of this state, the seller
shall annually provide a statenent in a form prescribed by the
departnent and retain the statenment as a busi ness record.

(2) Upon every person engaging wwthin this state in the busi ness of
splitting or processing dried peas; as to such persons the anount of
tax with respect to such business shall be equal to the value of the
peas split or processed, nultiplied by the rate of 0.138 percent.

(3) Upon every nonprofit corporation and nonprofit association
engaging within this state in research and devel opnent, as to such
corporations and associations, the ampunt of tax with respect to such
activities shall be equal to the gross incone derived from such
activities multiplied by the rate of 0.484 percent.

(4) Upon every person engaging wwthin this state in the busi ness of
sl aughtering, breaking and/or processing perishable neat products
and/or selling the sanme at wholesale only and not at retail; as to such
persons the tax inposed shall be equal to the gross proceeds derived
fromsuch sales multiplied by the rate of 0.138 percent.

(5) Upon every person engaging wwthin this state in the business of
making sales, at retail or wholesale, of nuclear fuel assenblies
manuf actured by that person, as to such persons the anmount of tax with
respect to such business shall be equal to the gross proceeds of sales
of the assenblies nmultiplied by the rate of 0.275 percent.

(6) Upon every person engaging wwthin this state in the business of
manuf act uri ng nucl ear fuel assenblies, as to such persons the anmount of
tax with respect to such business shall be equal to the value of the
products manufactured nmultiplied by the rate of 0.275 percent.
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(7) Upon every person engaging within this state in the business of
acting as a travel agent or tour operator; as to such persons the
anount of the tax with respect to such activities shall be equal to the
gross incone derived from such activities nultiplied by the rate of
0. 275 percent.

(8) Upon every person engaging within this state in business as an
i nternational steanship agent, international custons house broker,
international freight forwarder, vessel and/or cargo charter broker in
foreign commerce, and/or international air cargo agent; as to such
persons the anmpbunt of the tax with respect to only international
activities shall be equal to the gross incone derived from such
activities multiplied by the rate of 0.275 percent.

(9) Upon every person engaging within this state in the business of
stevedoring and associated activities pertinent to the novenent of
goods and conmmodities in waterborne interstate or foreign commerce; as
to such persons the amobunt of tax with respect to such business shal
be equal to the gross proceeds derived fromsuch activities multiplied
by the rate of 0.275 percent. Persons subject to taxation under this
subsection shall be exenpt from paynment of taxes inposed by chapter
82.16 RCWfor that portion of their business subject to taxation under
this subsection. Stevedoring and associated activities pertinent to
the conduct of goods and commodities in waterborne interstate or
foreign comrerce are defined as all activities of a |abor, service or
transportation nature whereby cargo may be | oaded or unloaded to or
from vessel s or barges, passing over, onto or under a wharf, pier, or
simlar structure; cargo may be noved to a warehouse or simlar hol ding
or storage yard or area to await further novenment in inport or export
or may nove to a consolidation freight station and be stuffed,
unstuffed, containerized, separated or otherwise segregated or
aggregated for delivery or |loaded on any node of transportation for
delivery to its consignee. Specific activities included in this
definition are: Whar f age, handling, |oading, unloading, noving of
cargo to a convenient place of delivery to the consignee or a
convenient place for further novenent to export node; docunentation
services in connection with the receipt, delivery, checking, care,
custody and control of cargo required in the transfer of cargo;
i nported autonobile handling prior to delivery to consignee; term nal
stevedoring and incidental vessel services, including but not limted
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to plugging and wunplugging refrigerator service to containers,
trailers, and other refrigerated cargo receptacles, and securing ship
hat ch covers.

(10) Upon every person engaging within this state in the business
of disposing of lowlevel waste, as defined in RCW 43.145.010; as to
such persons the anmobunt of the tax wth respect to such busi ness shal
be equal to the gross incone of the business, excluding any fees
i nposed under chapter 43.200 RCW nmultiplied by the rate of 3.3
percent .

If the gross incone of the taxpayer is attributable to activities
both within and without this state, the gross incone attributable to
this state shall be determined in accordance with the nethods of
apportionnment required under RCW 82. 04. 460.

(11) Upon every person engaging within this state as an insurance
agent, insurance broker, or insurance solicitor |icensed under chapter
48.17 RCW as to such persons, the amount of the tax with respect to
such licensed activities shall be equal to the gross inconme of such
business multiplied by the rate of 0.484 percent.

(12) Upon every person engaging within this state in business as a
hospital, as defined in chapter 70.41 RCW that is operated as a
nonprofit corporation or by the state or any of its political
subdi visions, as to such persons, the anmount of tax with respect to
such activities shall be equal to the gross incone of the business
multiplied by the rate of 0.75 percent through June 30, 1995, and 1.5
percent thereafter. The noneys collected under this subsection shal
be deposited in the health services account created under RCW
43. 72.900.

(13) until July 1, 2017, upon every person engaging within this
state in the business of manufacturing sem conductor materials, as to
such persons the anmpbunt of tax with respect to such business shall, in
the case of manufacturers, be equal to the value of the product
manuf actured, or, in the case of processors for hire, be equal to the
gross incone of the business, multiplied by the rate of 0.138 percent.
For the purposes of this subsection "sem conductor materials" neans
silicon crystals, silicon ingots, raw polished sem conductor wafers,
integrated circuits, and m crochips.
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Sec. 3. RCW 82. 04. 240 and 1998 ¢ 312 s 3 are each anended to read
as foll ows:

Upon every person ((exeept—persons—taxableunderROAW82-04260(1H)+
2—4)—F5)—oe+—6))) engaging wthin this state in business as a

manuf acturer, except persons taxable as manufacturers under another
section of this chapter; as to such persons the anbunt of the tax with
respect to such business shall be equal to the value of the products,
i ncl udi ng byproducts, manufactured, nultiplied by the rate of 0.484
percent .

The nmeasure of the tax is the value of the products, including
byproducts, so manufactured regardl ess of the place of sale or the fact
that deliveries may be nade to points outside the state.

Sec. 4. RCW82.04.280 and 1998 c 343 s 3 are each anended to read
as follows:

Upon every person engaging within this state in the business of:
(1) Printing, and of publishing newspapers, periodicals, or nagazines;
(2) building, repairing or inproving any street, place, road, highway,
easenent, right of way, mass public transportation term nal or parking
facility, bridge, tunnel, or trestle which is owed by a nunicipal
corporation or political subdivision of the state or by the United
States and which is used or to be used, primarily for foot or vehicul ar
traffic including mass transportation vehicles of any kind and
including any readjustment, reconstruction or relocation of the
facilities of any public, private or cooperatively owned utility or
railroad in the course of such building, repairing or inproving, the
cost of which readjustnent, reconstruction, or relocation, is the
responsibility of the public authority whose street, place, road,
hi ghway, easenent, right of way, mass public transportation term nal or
parking facility, bridge, tunnel, or trestle is being built, repaired
or inproved; (3) extracting for hire or processing for hire, except
persons taxable as processors for hire under another section of this
chapter; (4) operating a cold storage warehouse or storage warehouse,
but not including the rental of cold storage |ockers; (5) representing
and performng services for fire or casualty insurance conpanies as an
i ndependent resident rmanaging general agent licensed under the
provi sions of RCW 48.05.310; (6) radio and television broadcasting,
excluding network, national and regional advertising conputed as a
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standard deduction based on the national average thereof as annually
reported by the Federal Comrunications Commission, or in |lieu thereof
by item zation by the individual broadcasting station, and excluding
that portion of revenue represented by the out-of-state audience
conputed as a ratio to the station's total audience as neasured by the
100 mcro-volt signal strength and delivery by wre, if any; (7)
engaging in activities which bring a person within the definition of
consuner contained in RCW82.04.190(6); as to such persons, the anount
of tax on such business shall be equal to the gross inconme of the
business multiplied by the rate of 0.484 percent.

As used in this section, "cold storage warehouse" neans a storage
war ehouse used to store fresh and/or frozen perishable fruits or
veget abl es, neat, seafood, dairy products, or fow, or any conbination
thereof, at a desired tenperature to maintain the quality of the
product for orderly marketing.

As used in this section, "storage warehouse" neans a building or
structure, or any part thereof, in which goods, wares, or nerchandi se
are received for storage for conpensation, except field warehouses,
fruit warehouses, fruit packing plants, warehouses |icensed under
chapter 22.09 RCW public garages storing autonobiles, railroad freight
sheds, docks and wharves, and "self-storage" or "mni storage"
facilities whereby custonmers have direct access to individual storage
areas by separate entrance. " St orage war ehouse" does not include a
buil ding or structure, or that part of such building or structure, in
whi ch an activity taxable under RCW 82.04. 272 is conduct ed.

As used in this section, "periodical or magazine" nmeans a printed
publication, other than a newspaper, issued regularly at stated
intervals at | east once every three nonths, including any suppl enent or
special edition of the publication.

NEW SECTION. Sec. 5. A new section is added to chapter 82.08 RCW
to read as foll ows:

SALES TAX EXEMPTI ON FOR CONSTRUCTION. (1) The tax levied by RCW
82.08.020 shall not apply to charges nmade for |abor and services
rendered in respect to the constructing of new buildings used for the
manuf acturi ng of sem conductor materials, to sales of tangible personal
property that will be incorporated as an ingredient or conponent of
such buildings during the course of the constructing, or to |abor and
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services rendered in respect to installing, during the course of
constructing, building fixtures not otherwise eligible for the
exenpti on under RCW82. 08. 02565(2)(b). The exenption is available only
when the buyer provides the seller with an exenption certificate in a
formand manner prescribed by the departnent. The seller shall retain
a copy of the certificate for the seller's files.

(2) To be eligible under this section the manufacturer or processor
for hire nmust neet the follow ng requirenents for an ei ght-year period,
such period beginning the day the new building comences comrerci al
production, or a portion of tax otherw se due shall be imedi ately due
and payabl e pursuant to subsection (3) of this section:

(a) The manufacturer or processor for hire nmust maintain at | east
seventy-five percent of full enploynent at the new building for which
t he exenption under this section is clained.

(b) Before commencing comrercial production at a new facility the
manuf acturer or processor for hire nust neet wth the departnent to
review projected enploynent Ilevels in the new buildings. The
departnent, using information provided by the taxpayer, shall make a
determ nation of the nunber of positions that would be filled at full
enpl oynment. This nunber shall be used throughout the eight-year period
to determ ne whether any tax is to be repaid.

(c) In those situations where a production building in existence on

the effective date of this section will be phased out of operation
during which tinme enploynent at the new building at the sane site is
i ncreased, the manufacturer or processor for hire shall mintain

seventy-five percent of full enploynent at the manufacturing site
overal | .

(d) No application is necessary for the tax exenption. The person
is subject to all the requirenents of chapter 82.32 RCW A person
taking the exenption under this section nmust report as required under
section 11 of this act.

(3) If the enploynent requirenent is not net for any one cal endar
year, one-eighth of the exenpt sales and use taxes shall be due and
payable by April 1st of the follow ng year. The departnent shal
assess interest to the date the tax was inposed, but not penalties, on
the taxes for which the person is not eligible.

(4) The exenption applies to new buildings, or parts of buildings,
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that are used exclusively in the manufacturing of sem conductor
materials, including the storage of raw materials and fini shed product.

(5) For the purposes of this section:

(a) "Commencenent of commercial production” is deened to have
occurred when the equipnent and process qualifications in the new
bui |l ding are conpl eted and production for sale has begun; and

(b) "Full enploynent” is the nunber of positions required for ful
capacity production at the new building, for positions such as I|ine
wor kers, engi neers, and technicians.

(c) "Sem conductor materials" has the sanme neaning as provided in
RCW 82. 04. 260( 13) .

(6) No exenption nmay be taken after July 1, 2017, however all of
the eligibility criteria and limtations are applicable to any
exenptions clainmed before that date.

(7) This section expires July 1, 2017.

NEW SECTION. Sec. 6. A new section is added to chapter 82.12 RCW
to read as foll ows:

USE TAX EXEMPTION FOR CONSTRUCTI ON MATERI ALS AND | NSTALLATI ON
SERVICES. (1) The provisions of this chapter do not apply with respect
to the use of tangi ble personal property that will be incorporated as
an ingredient or conponent of new buildings used for the manufacturing
of sem conductor materials during the course of constructing such
buil dings or to | abor and services rendered in respect to installing,
during the course of constructing, building fixtures not otherw se
eligible for the exenption under RCW 82. 08. 02565(2) (b).

(2) The eligibility requirenments, conditions, and definitions in
section 5 of this act apply to this section.

(3) No exenption nmay be taken after July 1, 2017, however all of
the eligibility criteria and limtations are applicable to any
exenptions clained before that date.

(4) This section expires July 1, 2017.

NEW SECTION. Sec. 7. A new section is added to chapter 82.08 RCW
to read as foll ows:

SALES TAX EXEMPTI ON FOR GASES AND CHEM CALS. (1) The tax |levied by
RCW 82. 08. 020 shall not apply to sales of gases and chem cal s used by
a mnufacturer or processor for hire in the manufacturing of
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sem conductor nmaterials. This exenption is |limted to gases and
chemcals used in the mnufacturing process to grow the product,
deposit or grow permanent or sacrificial |ayers on the product, to etch
or renove material fromthe product, to anneal the product, to inmerse
the product, to clean the product, and other such uses whereby the
gases and chem cals come into direct contact with the product during
t he manuf acturing process, or uses of gases and chemcals to clean the
chanbers and ot her |ike equi pment in which such processing takes pl ace.
For the purposes of this section, "sem conductor materials" has the
sanme neani ng as provided in RCW82.04. 260(13).

(2) A person taking the exenption under this section nust report
under section 11 of this act. No application is necessary for the tax
exenption. The person is subject to all of the requirenents of chapter
82.32 RCW

(3) This section expires July 1, 2017.

NEW SECTION. Sec. 8. A new section is added to chapter 82.12 RCW
to read as foll ows:

USE TAX EXEMPTI ON FOR GASES AND CHEM CALS. (1) The provisions of
this chapter do not apply with respect to the use of gases and
chemcals used by a manufacturer or processor for hire in the
manuf act uri ng of sem conductor materials. This exenptionis limtedto
gases and chemicals used in the manufacturing process to grow the
product, deposit or grow permanent or sacrificial l|ayers on the
product, to etch or renove material from the product, to anneal the
product, to immerse the product, to clean the product, and other such
uses whereby the gases and chem cals cone into direct contact with the
product during the mnufacturing process, or wuses of gases and
chem cals to clean the chanbers and other |ike equi pnent in which such
processi ng takes place. For purposes of this section, "sem conductor
mat eri al s" has the sane neaning as provided in RCW 82. 04. 260(13) .

(2) A person taking the exenption under this section nust report
under section 11 of this act. No application is necessary for the tax
exenption. The person is subject to all of the requirenents of chapter
82.32 RCW

(3) This section expires July 1, 2017.
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NEW SECTION. Sec. 9. A new section is added to chapter 82.04 RCW
to read as foll ows:

BUSI NESS AND OCCUPATI ON TAX JOB CREDIT. (1) Subject to the limts
and provisions of this section, a credit is authorized against the tax
ot herwi se due under RCW 82.04.260(13) for persons engaged in the
busi ness of manufacturing sem conductor materials. For the purposes of
this section "sem conductor nmaterial s" has the sane neani ng as provi ded
in RCW 82. 04. 260(13).

(2)(a) The credit under this section shall equal three thousand
dollars for each enploynent position used in manufacturing production
that takes place in a new buil ding exenpt fromsal es and use tax under
sections 5 and 6 of this act. A credit is earned for the cal endar year
a person fills a position. Additionally a credit is earned for each
year the position is nmaintained over the subsequent consecutive years,
up to eight years. Those positions that are not filled for the entire
year are eligible for fifty percent of the credit if filled |ess than
six nonths, and the entire credit if filled nore than six nonths.

(b) To qualify for the credit, the manufacturing activity of the
person nust be conducted at a new building that qualifies for the
exenption fromsal es and use tax under sections 5 and 6 of this act.

(c) In those situations where a production building in existence on
the effective date of this section will be phased out of operation,
during which tinme enploynent at the new building at the sane site is
increased, the person is eligible for credit for enploynent at the

existing building and new building, with the limtation that the
conbined eligible enploynent not exceed full enploynent at the new
building. "Full enploynent"” has the sane neaning as in section 5 of
this act. The credit may not be earned until the comrencenent of

commercial production, as that termis used in section 5 of this act.

(3) No application is necessary for the tax credit. The person is
subject to all of the requirenents of chapter 82.32 RCW In no case
may a credit earned during one calendar 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.

(4) If at any tine the departnent 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
departnment shall assess interest, but not penalties, on the taxes for
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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 retroactive to the date the tax credit was taken, and shal
accrue until the taxes for which a credit has been used are repaid.

(5) A person taking the credit under this section nust report under
section 11 of this act.

(6) Credits may be taken after July 1, 2017, for those buil dings at
whi ch commerci al production began before July 1, 2017, subject to all
of the eligibility criteria and limtations of this section.

(7) This section expires July 1, 2017.

NEW SECTION. Sec. 10. A new section is added to chapter 84.36 RCW
to read as foll ows:

PROPERTY TAX EXEMPTI ON FOR MANUFACTURI NG MACHI NERY AND EQUI PMENT
(1) Machinery and equi pnment exenpt under RCW82. 08. 02565 or 82.12. 02565
used i n manufacturing sem conductor materials at a buil ding exenpt from
sales and use tax and in conpliance with the enploynent requirenent
under sections 5 and 6 of this act are tax exenpt from taxation.
"Sem conductor materials" has the sanme neaning as provided in RCW
82.04. 260(13).

(2) A person seeking this exenption nmust nake application to the
county assessor, on forns prescribed by the departnent.

(3) A person receiving an exenption under this section nust report
in the manner prescribed in section 11 of this act.

(4) This section is effective for taxes levied for collection in
2006 and thereafter.

(5) This section expires Decenber 31, 2017, for taxes levied for
collection in 2018.

NEWSECTION. Sec. 11. A new section is added to chapter 82.32 RCW
to read as foll ows:

ACCOUNTABI LI TY. (1) The legislature finds that accountability and
ef fecti veness are i nportant aspects of setting tax policy. 1In order to
make policy choices regarding the best use of limted state resources
the |l egislature needs information on how a tax incentive is used.

(2)(a) A person who reports taxes under RCW 82.04.260(13) or who
claims an exenption or credit under sections 5 through 10 of this act,
shal | make an annual report to the departnent detailing enploynent and
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wages at the manufacturing site. The report is due by Mirch 31st
foll ow ng any year in which a tax exenption or credit under sections 5
through 10 of this act is taken. This information is not subject to
the confidentiality provisions of RCW82. 32.330 and may be di sclosed to
t he public upon request.

(b) If a person fails to submt an annual report under (a) of this
subsection the departnent shall declare the anobunt of taxes exenpted or
credited for that year to be imedi ately due and payabl e. Excise taxes
payabl e under this subsection are subject to interest, as provided
under this chapter

(3) By Novenber 1, 2016, the fiscal commttees of the house of
representatives and the senate, in consultation with the departnent,
shall report to the legislature on the effectiveness of chapter . . .,
Laws of 2003 (this act) in regard to keeping Washi ngton conpetitive.
The report shall neasure the effect of chapter . . ., Laws of 2003
(this act) on job retention, net jobs created for WAshi ngton residents,
conpany growh, diversification of the state's econony, cluster
dynam cs, and other factors as the conmttees select. The report shal
i nclude a discussion of principles to apply in evaluating whether the
| egi sl ature should reenact any or all of the tax preferences in chapter

., Laws of 2003 (this act).

NEW SECTION. Sec. 12. CAPTI ONS. Captions used in this act are
not part of the | aw

NEW SECTION. Sec. 13. This act takes effect July 1, 2005.

~-- END ---
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