SENATE BILL REPORT
HB 2466

As Reported By Senate Committee On:
International Trade & Economic Development, February 21, 2006
Ways & Means, February 24, 2006

Title: An act relating to providing excise tax relief for aerospace businesses.
Brief Description: Providing excise tax relief for aerospace businesses.

Sponsors.  Representatives Lovick, McCoy, Conway, Haler, Sells, Morris, Dunshee, Ericks,
Morrell, O'Brien and Green; by request of Governor Gregoire.

Brief History: Passed House: 2/09/06, 88-10.
Committee Activity: International Trade & Economic Development: 2/15/06, 2/21/06
[DPA-WM].
Ways & Means: 2/24/06 [DPA, DNP].

SENATE COMMITTEE ON INTERNATIONAL TRADE & ECONOMIC
DEVELOPMENT

Majority Report: Do pass as amended and be referred to Committee on Ways & Means.
Signed by Senators Shin, Chair; Sheldon, Vice Chair; Pflug, Ranking Minority Member;
Doumit, Eide, Roach and Zarelli.

Staff: Jack Brummel (786-7428)

SENATE COMMITTEE ON WAYS & MEANS

Majority Report: Do pass as amended.

Signed by Senators Prentice, Chair; Doumit, Vice Chair, Operating Budget; Zarelli,
Ranking Minority Member; Brandland, Pflug, Pridemore, Rasmussen, Regala, Roach and
Schoesler.

Minority Report: Do not pass.
Signed by Senators Fraser, Vice Chair, Capital Budget Chair; Fairley and Rockefeller.

Staff: Terry Wilson (786-7433)

Background: The Legidature provided tax incentivesin 2003 for aerospace manufacturers.
The incentives included a reduction in the business and occupation (B& O) tax rate; aB& O tax
credit for pre-production development costs; and a B& O tax credit for property taxes paid on
property used in the manufacture of commercia airplanes and airplane components. Also
included were sales and use tax exemptions for computer equipment and software, and its
installation, used primarily in the development of commercia airplanes and components.
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Many firms that are bidding on or have landed contracts for work on aerospace projects are
not eligible for the tax incentives because they are not manufacturers as required by the 2003
legidation.

Summary of Amended Bill: The sales and use tax exemption for computer equipment and
software used primarily in commercial airplane development is extended to non-
manufacturing firms. Installation is also exempt. The exemption ends July 1, 2024.

The B&O tax credit for preproduction development expenditures related to commercial
aircraft is extended to non-manufacturing firms. The credit is equal to 1.5 percent of
preproduction development expenditures. The credit ends July 1, 2024.

The B&O tax credit for property taxes paid on property used in the manufacture of
commercia airplanes and airplane components is expanded to include leasehold excise taxes.

The reduced B&O tax rate for FAA certificated repair stations engaged in the repair of
equipment used in interstate or foreign commerce is extended to July 1, 2011. Thetax rateis
set at 0.2904 percent.

Businesses that claim the 1.5 percent B& O tax credit for commercial aircraft preproduction
development expenditures or the reduced B& O tax rate must electronically file an annual
survey with the Department of Revenue (Department) by March 31. The Department may
provide afiling extension if the survey islate due to circumstances beyond the control of the
taxpayer.

The survey must include employment, wage, and employer-provided health and retirement
benefit information. Those claiming the 1.5 percent B& O tax credit for aerospace product
development expenditures must also provide information on the expenditures, assignment of
the credit, and the number of research projects, products, patents, copyrights, and
trademarks. The only information collected that may be disclosed is the amount of the tax
incentive claimed, but claimants receiving incentives of less than $10,000 may request
confidentiality of the amount claimed.

The Department must report summary statistics from the surveys annually. When taxpayer
information cannot be classified to prevent the identification of individual taxpayers or
returns, the Department may disclose the least amount of tax information necessary to
complete the reports. Reports on the effectiveness of the incentives are due in 2010 and 2023.

Amended Bill Compared to Original Bill: The Ways & Means amendment returns the bill
toitsorigina form.

Amended Bill Compared to Original Bill: The amendment provides for areduced tax rate
for the manufacture and sales of tooling, support equipment, and general aviation aircraft. For
such manufacturers, a credit is allowed for any gross receipts or manufacturing taxes
previously paid. For manufacturers whose property is used exclusively in eligible
manufacturing activities, a credit for property taxes is allowed. Technical clarifications are
made.

Appropriation: None.

Fiscal Note: Available.
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Committee/Commission/Task Force Created: No.
Effective Date: The bill contains severa effective dates. Please refer to the bill.

Testimony For (International Trade & Economic Development): Many firms are not
eligible for the aerospace tax credits passed in 2003. Thiswill extend the tax incentives to
more aerospace firms. Thiswill fix an oversight and bring some health back to the aerospace
sector. Thiswill position Snohomish County to capitalize on further aerospace investmentsin
the area.

Testimony Against (International Trade & Economic Development): None.

Who Testified (International Trade & Economic Development): PRO: Representative
John Lovick; Steve Gano, Goodrich Aviation; Deborah Knutson, EDC of Snohomish County;
Steve Smith, Snohomish County Executive's Office.

Testimony For (Ways & Meansfrom SB 6604): This helps make firms competitive. This
affects over 700 firms, not just Boeing sub-contractors.

Testimony Against (Ways & Meansfrom SB 6604): None.

Who Testified (Ways & Meansfrom SB 6604): PRO: Bob Drenez, Prosperity Partnership;
Linda Lantam, AFA; Steve Gano, Goodrich Aviation; Leslie Cushman, DOR.
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