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S-1040.1

SENATE BI LL 5639

St ate of WAshi ngt on 59th Legislature 2005 Regul ar Sessi on
By Senators Eide, Shin, Rasnussen and McAuliffe

Read first tinme 02/01/2005. Referred to Committee on Internationa
Trade & Econom c Devel opnent.

AN ACT Rel ating to the high technol ogy busi ness and occupation tax
credit; adding a new section to chapter 82.04 RCW creating a new
section; repealing RCW 82.04.4452; providing an effective date; and
provi di ng an expiration date.

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) In conmputing the tax inposed under this chapter, a credit is
al l oned for each person whose research and devel opnent spendi ng during
the year in which the credit is clainmed exceeds the person's average
research and devel opnment spendi ng during the past three cal endar years.

(2) The credit shall be calculated as follows: (a) Determ ne the
anount of research and devel opnent spending of the person for the
cal endar year in which the credit is clainmed, or portion thereof, and
divide this amount by the nunber of reporting periods for the person
t hat have el apsed for the cal endar year in which the credit is clained;
(b) determ ne the average anmount of research and devel opnent spendi ng
for the three previous cal endar years; (c) divide the anount determ ned
in (b) of this subsection by the total nunber of reporting periods for
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the person for the calendar year in which the credit is clainmed; (d)
subtract the amount determned in (c) of this subsection from the
anount determ ned under (a) of this subsection; and (e) multiply the
anount determned in (d) of this subsection by three percent if such
anount is greater than zero.

(3) Any person entitled to the credit provided in subsection (2) of
this section as a result of qualified research and devel opnent
conduct ed under contract may assign all or any portion of the credit to
the person contracting for the performance of the qualified research
and devel opnent .

(4) The credit, including any credit assigned to a person under
subsection (3) of this section, shall be clainmed against taxes due for
the sanme cal endar year in which the qualified research and devel opnent
expenditures are incurred. The credit, including any credit assigned
to a person under subsection (3) of this section, for each cal endar
year shall not exceed the |esser of one mllion dollars or the anount
of tax otherw se due under this chapter for the cal endar year.

(5 If at any time the departnment finds that a person is not
eligible for the credit under this section, including any credit
assigned to a person under subsection (3) of this section, the
departnent shall declare the taxes agai nst which the credit was cl ai ned

to be imediately due and payable. The departnent shall assess
interest, but not penalties, on the taxes against which the credit was
cl ai nmed. Interest shall be assessed at the rate provided for

del i nquent excise taxes under chapter 82.32 RCW retroactively to the
date the credit was clained, and shall accrue until the taxes agai nst
which the credit was clainmed are repaid.

(6)(a) The legislature finds that accountability and effectiveness
are inportant aspects of setting tax policy. In order to nake policy
choices regarding the best wuse of I|imted state resources the
| egi slature needs information on how a tax incentive is used.

(b) A person claimng the credit shall file a conplete annua
survey with the departnment. The survey is due by March 31st foll ow ng
any year in which a credit is clained. The survey shall include the
anount of the tax «credit <clainmed, the qualified research and
devel opnent expenditures during the cal endar year for which the credit
is clained, the average research and devel opnent spending for the past
three cal endar years, the taxable anount during the cal endar year for
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which the credit is clained, the nunber of new products or research
projects by general classification, the nunber of trademarks, patents,
and copyrights associated with the research and devel opnent activities
for which a credit was clained, and whether the credit has been
assi gned under subsection (3) of this section and who assigned the
credit. The survey shall also include the following information for
enpl oynent positions in WAshi ngton:

(i) The nunber of total enploynent positions;

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

(ii1) 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
i ndi vi dual s may be conbi ned w th anot her wage band; and

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

(c) The departnment may request additional information necessary to
measure the results of the tax credit program to be submtted at the
sanme tinme as the survey.

(d) Al information collected under this subsection, including the
anount of the tax credit clained, is not taxpayer information under RCW
82. 32. 330.

(e)(i) If a person fails to file a conplete annual survey required
under this subsection with the departnment by the due date, the
department shall declare the anmount of taxes against which the credit
was claimed for the prior calendar year to be imediately due and
payabl e.

(i) If a person who failed to file a conplete annual survey
requi red under this subsection with the departnent by the due date,
claims the credit provided in subsection (2) of this section after the
due date of the annual survey, or any extension thereof, the departnent
shall declare the anmount of taxes for which the credit was clained to
be i medi ately due and payabl e, wi thout penalties, but with interest as
provided in chapter 82.32 RCW

(7) The departnent shall use the information from subsection (6) of
this section to prepare summary descriptive statistics by category. No
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fewer than three taxpayers shall be included in any category. The
department shall report these statistics to the |egislature each year
by Septenber 1st.

(8) The departnment shall use the information from subsection (6) of
this section to study the tax credit program authorized under this
section. The departnent shall report to the |egislature by Decenber 1,
2009, and Decenber 1, 2013. The reports shall neasure the effect of
the programon job creation, the nunber of jobs created for Washi ngton
residents, conpany growth, the introduction of new products, the
diversification of the state's econony, growmh in research and
devel opnent investnent, the novenent of firnms or the consolidation of
firms' operations into the state, and such other factors as the
depart nent sel ects.

(9) For the purpose of this section:

(a) "Average anmpunt of research and devel opnent spendi ng" neans the
sum of research and developnent spending for the three previous
cal endar years divided by three.

(b) "Qualified research and developnent expenditures" neans
oper ati ng expenses, including wages, conpensation of a proprietor or a
partner in a partnership as determned under rules adopted by the
departnent, benefits, supplies, and conputer expenses, directly
incurred in qualified research and devel opnent by a person claimng the
credit provided in this section. The term does not include anounts
paid to a person other than a public educational or research
institution to conduct qualified research and devel opnent. Nor does
the terminclude capital costs and overhead, such as expenses for | and,
structures, or depreciable property.

(c) "Qualified research and devel opnent” has the sanme neaning as in
RCW 82. 63. 010.

(d) "Research and devel opnment spending"” neans qualified research
and devel opnent expenditures plus eighty percent of anobunts paid to a
person other than a public educational or research institution to
conduct qualified research and devel opnent.

(e) "Taxable amount” neans the taxable anpbunt subject to the tax
inposed in this chapter required to be reported on the person's
conbi ned excise tax returns for the cal endar year for which the credit
is clainmed, |ess any taxable anmount for which a credit is allowed under
RCW 82. 04. 440.
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(10) This section expires January 1, 2015.

NEW SECTI ON.  Sec. 2. RCW 82.04.4452 (Credit--Research and
devel opnent spending) and 2004 ¢ 2 s 2, 2000 ¢ 103 s 7, 1997 ¢ 7 s 4,
& 1994 sp.s. ¢ 5 s 2 are each repeal ed.

NEW SECTION. Sec. 3. Credit may be clained after January 1, 2006,
under RCW 82.04.4452 for research and devel opnent spending that
occurred during cal endar year 2005, but has not been reported on the
final tax return for cal endar year 2005.

NEW SECTION. Sec. 4. This act takes effect January 1, 2006.

~-- END ---
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