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ENGROSSED SUBSTI TUTE SENATE BI LL 6430

State of WAshi ngton 63rd Legislature 2014 Regul ar Session

By Senate Ways & Means (originally sponsored by Senators Liias, Fain,
Hobbs, Litzow, Eide, Dameier, MAuliffe, Baungartner,  evel and,
Angel , and Eri cksen)

READ FI RST TI ME 02/ 11/ 14.

AN ACT Relating to extending tax preferences for high-technol ogy
research and devel opnent; anending RCW 82.04.4452, 82.63.030, and
82. 08. 02565; creating new sections; and providi ng expiration dates.

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

NEW __SECTION. Sec. 1. This section is the tax preference
performance statenent for the tax credit and tax deferral contained in
sections 2 and 3 of this act. This performance statenent is only
i ntended to be used for subsequent evaluation of the tax preferences.
It is not intended to create a private right of action by any party or
be used to determine eligibility for preferential tax treatnent.

(1) The legislature categorizes these tax preferences as intended
to inprove industry conpetitiveness and create or retain jobs, as
i ndi cated in RCW82. 32.808(2) (b) and (c).

(2) It is the legislature's specific public policy objective to
i nprove industry conpetitiveness and create or retain nore jobs. It is
the legislature's intent to provide a business and occupation tax
credit for hi gh-technol ogy conpanies performng research and
devel opnment and a sal es and use tax deferral for certain construction
and equi pnent purchases for new and expandi ng hi gh-technol ogy conpani es
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conducting research and developnent in the fields of advanced
conputi ng, advanced nmaterials, bi ot echnol ogy, el ectronic device
technol ogy, or environnental technology, in order to reduce the
busi ness costs of performng research and devel opnent in specified
areas and to reduce the cost of certain construction and equi pnent
purchases wused for research and developnent, thereby encouraging
i nvestnments in research and devel opnent, thereby increasing the nunber
of firms in the industry performng research and devel opnent
activities, thereby increasing the nunber of jobs perform ng research
and devel opnent in the high-technol ogy industry.

(3) If areview finds that the nunber of businesses participating
in the credit and deferral prograns, and the overall nunber of jobs for
busi nesses participating in the credit and deferral prograns perform ng
research and devel opnent, have increased conpared to the nunber at the
time of enactnent, then the legislature intends to extend the
expiration date of the tax preferences.

(4) In order to obtain the data necessary to performthe review in
subsection (3) of this section, the joint |legislative audit and review
commnttee may refer to: (a) Enploynent data available from the
enpl oynent security departnent; and (b) the North American industrial
code system (NAICS) fromthe departnent of revenue.

Sec. 2. RCWS82.04.4452 and 2010 c 114 s 114 are each anended to
read as foll ows:

(1) I'n conmputing the tax inposed under this chapter, a credit is
al l owed for each person whose research and devel opnent spendi ng during
the year in which the credit is clainmd exceeds 0.92 percent of the
person's taxabl e anount during the sane cal endar year.

(2) The credit is calculated as fol |l ows:

(a) Determine the greater of the amobunt of qualified research and
devel opment expenditures of a person or eighty percent of anounts
received by a person other than a public educational or research
institution in conpensation for the conduct of qualified research and
devel opnent ;

(b) Subtract 0.92 percent of the person's taxable anmount fromthe
anount determ ned under (a) of this subsection;

(c) Multiply the amount determ ned under (b) of this subsection by
the foll ow ng:
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(i) For the period June 10, 2004, through Decenber 31, 2006, the
person's average tax rate for the cal endar year for which the credit is
cl ai med;

(11) For the cal endar year endi ng Decenber 31, 2007, the greater of
the person's average tax rate for that cal endar year or 0.75 percent;

(ii1) For the cal endar year ending Decenber 31, 2008, the greater
of the person's average tax rate for that cal endar year or 1.0 percent;

(1v) For the cal endar year endi ng Decenber 31, 2009, the greater of
the person's average tax rate for that cal endar year or 1.25 percent;

(v) For the cal endar year endi ng Decenber 31, 2010, and thereafter,
1. 50 percent.

For purposes of calculating the credit, if a person's reporting
period is |l ess than annual, the person nmay use an estimated average tax
rate for the cal endar year for which the credit is clained by using the
person's average tax rate for each reporting period. A person who uses
an estimated average tax rate nust make an adjustnment to the tota
credit clained for the cal endar year using the person's actual average
tax rate for the cal endar year when the person files its last return
for the cal endar year for which the credit is clained.

(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, nust be clainmd agai nst taxes due for
the sane 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 may not exceed the |lesser of two mllion dollars or the anount of
tax otherw se due under this chapter for the cal endar year.

(5 For any person claimng the credit, including any credit
assigned to a person under subsection (3) of this section, whose
research and devel opnment spendi ng during the cal endar year in which the
credit is clainmed fails to exceed 0.92 percent of the person's taxable
anount during the sane cal endar year or who is otherw se ineligible,
the departnment nust declare the taxes against which the credit was
claimed to be immedi ately due and payable. The departnent nust assess
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interest, but not penalties, on the taxes against which the credit was

clainmed. Interest nust be assessed at the rate provided for delinquent
exci se taxes under chapter 82.32 RCW retroactively to the date the
credit was clainmed, and accrues until the taxes against which the

credit was clained are repaid. Any credit assigned to a person under
subsection (3) of this section that is disallowed as a result of this
section may be clained by the person who perforned the qualified
research and devel opnent subject to the limtations set forth in
subsection (4) of this section.

(6) Apersonclaimng the credit provided in this section nust file
a conpl ete annual survey with the departnent under RCW82. 32. 585.

(7) For the purpose of this section:

(a) "Average tax rate" neans a person's total tax liability under
this chapter for the calendar year for which the credit is clained
divided by the taxpayer's total taxable anmount under this chapter for
the cal endar year for which the credit is clained.

(b) "Qualified research and developnent expenditures" neans
operati 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 anmounts
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 opnment” ((shalHt—have)) has the
sane neaning as in RCW82. 63. 010.

(d) "Research and devel opnent spending” neans qualified research
and devel opnent expenditures plus eighty percent of amounts 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 clained, | ess any taxabl e anount for which a credit is allowed under
RCW 82. 04. 440.

(8) This section expires ((Jandary)) October 1, 2015.
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Sec. 3. RCWB82.63.030 and 2008 ¢ 15 s 4 are each anended to read
as follows:

(1) Except as provided in subsection (2) of this section, the
departnment ((shalt)) nust issue a sales and wuse tax deferral
certificate for state and | ocal sal es and use taxes due under chapters
82.08, 82.12, and 82.14 RCWon each eligible investnent project.

(2) No certificate may be issued for an investnent project that has
al ready received a deferral under chapter 82.60 RCW or this chapter
except that an investnent project for qualified research and
devel opnent that has already received a deferral may al so receive an
additional deferral certificate for adapting the i nvestnent project for
use in pilot scal e manufacturing.

(3) This section ((shall)) expires ((Jandary)) October 1, 2015.

NEW_ SECTION. Sec. 4. (1) The high-technology research and
devel opment investnment work group is established. The work group
consists of the foll ow ng nenbers:

(a) One nenber fromeach of the two | argest caucuses of the senate,
appoi nted by the president of the senate;

(b) One nmenber fromeach of the two |argest caucuses of the house
of representatives, appointed by the speaker of the house of
representatives;

(c) The director of the departnment of comrerce who nust serve as
chair of the work group;

(d) The director of the departnment of revenue or his or her
desi gnee;

(e) The presidents of the University of Washi ngton and Washi ngton
State University or their designees;

(f)(i) One representative from each of the follow ng industries
appoi nted by the governor:

(A) Advanced conputi ng;

(B) Advanced naterial s;

(© Biotechnol ogy;

(D) Electronic device technol ogy; and

(E) Environnmental technol ogy.

(ii1) A statewi de organi zation representing each of the industries
listed in this subsection (1)(f) nust submt a list of three nanes to
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t he governor. The governor nust make each appointnment from each |i st
submtted or request the statew de organization to submt a newlist
wWith up to three additional nanes.

(2)(a) The work group nust develop recomendations for the
| egislature to inprove the conpetitiveness of the high-technol ogy
research and devel opnent industry through investnent strategies that
keep the state's tax incentives conpetitive and support the ongoing
devel opnent of a highly trained workforce. At m ni mum t he
recommendat i ons nust include provisions addressing the foll ow ng:

(i) Ways to better align the technology transformation, research,
and high-demand degree production activities of higher education
institutions with industry spending to bol ster increased devel opnent of
a high-technol ogy industry within the state, including:

(A) Developing and integrating technology in new or enhanced
products and services, and |aunching those products and services in
sust ai nabl e busi nesses i n Washi ngt on st at e;

(B) Expanding the high-technology research and devel opnent
activities at higher education institutions in a nmanner that wll
support the devel opnent and comrercialization of technology into new
products, processes, applications, materials, or services; and

(© Expanding and i nproving the hi gh-denmand degree prograns of fered
at higher education institutions in a manner that supports increased
nunbers and effici ency of high-demand degrees produced.

(i1) The design, size, and scope of high-technol ogy research and
devel opnent tax preference prograns after October 1, 2015.

(b) In developing these recommendations, the work group nust
exam ne current resources devoted to high-technology research and
devel opnent tax preferences and determ ne the best mx of funding to
keep the state's high-technol ogy research and devel opnent industry
conpetitive and to provide a highly trained workforce to support the
i ndustry.

(c) The work group nust submt its proposal to the governor and
fiscal commttees of the | egislature by Decenber 1, 2014.

(3) This section expires January 1, 2015.

Sec. 5. RCW82.08.02565 and 2011 ¢ 23 s 2 are each anended to read

as follows:
(1)(a) The tax levied by RCW 82.08.020 does not apply to sales to
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a manufacturer or processor for hire of machinery and equi pnent used
directly in a manufacturing operation or research and devel opnent
operation, to sales to a person engaged in testing for a manufacturer
or processor for hire of machinery and equi pment used directly in a
testing operation, or to sales of or charges made for |abor and
services rendered in respect to installing, repairing, cleaning,
altering, or inproving the machi nery and equi pnent.

(b) Sellers making tax-exenpt sales under this section nust obtain
from the purchaser an exenption certificate in a form and manner
prescri bed by the departnment by rule. The seller nust retain a copy of
the certificate for the seller's files.

(2) For purposes of this section and RCW82. 12. 02565:

(a) "Machinery and equi pnment” nmeans industrial fixtures, devices,
and support facilities, and tangi bl e personal property that becones an
i ngredi ent or conponent thereof, including repair parts and repl acenent
parts. "Machinery and equi pment” includes pollution control equi pnent
installed and used in a manufacturing operation, testing operation, or
research and devel opnment operation to prevent air pollution, water
pollution, or contamnation that mght otherwise result from the
manuf acturing operation, testing operation, or research and devel opnent
operation. "Machinery and equi pnent” al so includes digital goods.

(b) "Machi nery and equi pnrent" does not i ncl ude:

(1) Hand-powered tools;

(1i) Property with a useful life of |ess than one year;

(ti1) Buildings, other than machinery and equipnment that is
permanently affixed to or becones a physical part of a building;, and

(iv) Building fixtures that are not integral to the manufacturing
operation, testing operation, or research and devel opnent operation
that are permanently affixed to and becone a physical part of a
building, such as wutility systens for heating, ventilation, air
condi tioni ng, conmunications, plunbing, or electrical.

(c) Machinery and equipnent is "used directly” in a manufacturing
operation, testing operation, or research and devel opnent operation if
t he machi nery and equi pnent:

(1) Acts upon or interacts wth an item of tangible personal
property;

(1i1) Conveys, transports, handles, or tenporarily stores an item of
tangi bl e personal property at the manufacturing site or testing site;
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(iti1) Controls, guides, neasures, verifies, aligns, regul ates, or
tests tangi bl e personal property at the site or away fromthe site;

(iv) Provides physical support for or access to tangi ble personal
property;

(v) Produces power for, or lubricates machi nery and equi pnent;

(vi) Produces another item of tangi bl e personal property for use in
the manufacturing operation, testing operation, or research and
devel opnment operati on;

(vii) Places tangi bl e personal property in the container, package,
or wrapping in which the tangi bl e personal property is normally sold or
transported; or

(viii) Is integral to research and devel opnent as defined in RCW
82. 63. 010.

(d) "Manufacturer"” nmeans a person that qualifies as a manufacturer
under RCW82.04.110. "Manufacturer" also includes a person that prints
newspapers or other materials.

(e) "Manufacturing"” neans only those activities that come within
the definition of "to manufacture"” in RCW82.04.120 and are taxed as
manuf acturing or processing for hire under chapter 82.04 RCW or would
be taxed as such if such activity were conducted in this state or if
not for an exenption or deduction. "Manuf acturing"” also includes
printing newspapers or other materials. An activity is not taxed as
manuf acturing or processing for hire under chapter 82.04 RCWif the
activity is within the purviewof chapter 82.16 RCW

(f) "Manufacturing operation"” neans the manufacturing of articles,
substances, or comodities for sale as tangi bl e personal property. A
manuf acturing operation begins at the point where the raw materials
enter the manufacturing site and ends at the point where the processed
materi al | eaves the manufacturing site. Wth respect to the production
of class A or exceptional quality biosolids by a wastewater treatnent
facility, the manufacturing operation begins at the point where class
B biosolids wundergo additional processing to achieve class A or
exceptional quality standards. Notw t hstanding anything to the
contrary in this section, the term also includes that portion of a
cogeneration project that is used to generate power for consunption
within the manufacturing site of which the cogeneration project is an
integral part. The term does not include the preparation of food
products on the prem ses of a person selling food products at retail.
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(g) "Cogeneration" nmeans the sinmultaneous generation of electrical
energy and | ow grade heat fromthe sane fuel.

(h) "Research and devel opnent operation" neans engagi ng in research
and devel opment as defined in RCW 82.63.010 by a manufacturer or
processor for hire,_ if the research and developnent is integral to the
buyer's devel opnent of prewitten_ conputer software for_ sale as_a
product or a service described in RCW82.04.050(6)(b), or the buyer's
manuf act uri ng operati on. For purposes of this section_ and RCW
82.12. 02565, persons engaged in the devel opnent of prewitten conputer
software that is not transferred to_purchasers by neans of a tangible
storage nedia are deened to be manufacturers.

(i) "Testing" neans activities perforned to establish or determ ne
the properties, qualities, and limtations of tangible personal
property.

(j) "Testing operation" neans the testing of tangible personal
property for a manufacturer or processor for hire. A testing operation
begins at the point where the tangi ble personal property enters the
testing site and ends at the point where the tangi bl e personal property
| eaves the testing site. The term also includes the testing of
tangi bl e personal property for use in that portion of a cogeneration
project that is used to generate power for consunption within the
manufacturing site of which the cogeneration project is an integra
part. The term does not include the testing of tangible persona
property for use in the production of electricity by a |light and power
business as defined in RCW 82.16.010 or the preparation of food
products on the prem ses of a person selling food products at retail.

(3) It is theintent of the legislature that this tax preference is
being anmended to correct a_ technical inconsistency, and_ these
corrections are not intended to create a new or expanded tax preference
under RCW82. 32. 805.

~-- END ---
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