HOUSE BILL REPORT
HB 1403

As Reported by House Committee On:
Technology & Economic Development

Title: An act relating to encouraging job creation and retention in rural economies through the
transparent and accountable provision of targeted tax relief for silicon smelters.

Brief Description: Encouraging job creation and retention in rural economies through the
transparent and accountable provision of targeted tax relief for silicon smelters.

Sponsors: Representatives Short, Springer, Kretz, Wilcox, Blake, Schmick, Muri, Lytton and
Morris.

Brief History:
Committee Activity:
Technology & Economic Development: 1/25/17, 3/9/17 [DPS].

Brief Summary of Substitute Bill

* Establishes a public utility tax and business and occupation tax credit for a
utility that sells manufactured gas, natural gas, or electricity to a silicon
smelter.

* Provides a brokered natural gas use tax exemption to silicon smelters for the
use of manufactured or natural gas if shipped directly to the smelter through a
pipeline.

HOUSE COMMITTEE ON TECHNOLOGY & ECONOMIC DEVELOPMENT

Majority Report: The substitute bill be substituted therefor and the substitute bill do pass.
Signed by 17 members: Representatives Morris, Chair; Kloba, Vice Chair; Tarleton, Vice
Chair; Smith, Ranking Minority Member; DeBolt, Assistant Ranking Minority Member;
Doglio, Fey, Harmsworth, Hudgins, Manweller, McDonald, Nealey, Santos, Slatter, Steele,
Wylie and Young.

Staff: Nikkole Hughes (786-7156).

Background:

This analysis was prepared by non-partisan legislative staff for the use of legislative
members in their deliberations. This analysis is not a part of the legislation nor does it
constitute a statement of legislative intent.
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Public Utility Tax.

Income from utility operations is taxed under the public utility tax (PUT) in lieu of the
business and occupation (B&O) tax. Other income of the utility, such as retail sales of
tangible personal property, is subject to the B&O tax. The PUT only applies on sales to
consumers. Five different rates apply, depending upon the specific utility activity. The
current rates, including permanent surtaxes, are as follows:

* water distribution businesses, 5.029 percent;

* light and power businesses, 3.873 percent;

* telegraph, natural gas, and sewerage businesses, 3.852 percent;

* urban transportation and watercraft vessels under 65 feet in length, 0.642 percent; and

* railroads, railroad car companies, motor transportation, and all other public service

businesses, 1.926 percent.

Business and Occupation Tax.

Washington's major business tax is the B&O tax. The B&O tax is imposed on the gross
receipts of business activities conducted within the state, without any deduction for the costs
of doing business. Businesses must pay a B&O tax even though they may not have any
profits or may be operating at a loss. A business may have more than one B&O tax rate,
depending on the types of activities conducted. Major tax rates are 0.471 percent for
retailing; 0.484 percent for manufacturing, wholesaling, and extracting; and 1.5 percent for
services and activities not classified elsewhere. Several lower rates apply to specific business
activities.

Brokered Natural Gas Use Tax.

A use tax is levied on businesses that use natural or manufactured gas within the state if the
gas is shipped directly to the business through a pipeline. The use tax rate is equal to the
PUT rate for gas distribution businesses. The use tax is not levied on gas that is delivered by
some other means for which the PUT has already been paid.

Tax Preference Performance Statement.

All new tax preference legislation is required to include a tax preference performance
statement. The performance statement must clearly specify the public policy objectives of
the tax preference, and the specific metrics and data that will be used by the Joint Legislative
Audit and Review Committee (JLARC) to evaluate the efficacy of the tax preference. An
automatic 10-year expiration date applies to new tax preferences if an alternate expiration
date is not provided in the new tax preference legislation.

Summary of Substitute Bill:

Public Utility Tax and Business and Occupation Tax Credits.
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A utility that provides manufactured gas, natural gas, or electricity to a silicon smelter is
eligible for a PUT credit equal to the gross income from the sale of the electricity or gas to
the silicon smelter multiplied by the PUT rate, provided that the contract for the sale of
electricity or gas to the silicon smelter specifies that the price charged will be reduced by an
amount equal to the credit. "Silicon smelter" means a manufacturing facility that processes
silica into high-purity silicon used exclusively in components of photovoltaic solar energy
systems.

A utility that provides manufactured gas, natural gas, or electricity to a silicon smelter is
eligible for a B&O tax credit equal to the gross income from the sale of the electricity or gas
to the silicon smelter multiplied by the corresponding B&O tax rate, provided that the
contract for the sale of electricity or gas to the silicon smelter specifies that the price charged
will be reduced by an amount equal to the credit.

The PUT and B&O tax credits available to a utility provider of gas or electricity to a silicon
smelter do not apply to amounts received from the remarketing or resale of electricity

originally obtained by contract for the smelting process.

Brokered Natural Gas Use Tax.

A silicon smelter that uses manufactured or natural gas that was delivered directly through a
pipeline is exempt from the brokered natural gas use tax.

Beneficiary Requirements.

A silicon smelter that receives the benefit of the PUT and B&O tax credits available to a
utility provider must file an annual survey with the Department of Revenue (DOR). A silicon
smelter must repay an amount equal to the entire economic benefit it received from the tax
credits for the previous two calendar years if:

* the average number of employment positions at the silicon smelter is less than 100, as
reported to the Employment Security Department for the previous two calendar years;
and

* the average annual wage for all employment positions is equal to or less than the
average annual wage for the previous two calendar years for the county in which the
silicon smelter is located.

The DOR must make a determination as to whether or not repayment by the silicon smelter is
required by August 31, 2023. If the DOR determines that repayment is necessary, the tax
preference expires January 1, 2024. If the DOR determines that repayment is not necessary,
the tax preference expires July 1, 2027.

Tax Preference Performance Statement.
The tax preferences established in the bill must be reviewed by the JLARC during the
committee's normal 10-year review cycle. The JLARC must specifically look at the number

of beneficiaries receiving the PUT and B&O tax credits and smelters receiving the benefit
through reduced prices of electricity and gas. The JLARC must also include specific job
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metrics as part of the review. The JLARC is not required to perform its tax preference
evaluation if the tax preference expires on January 1, 2024.

Substitute Bill Compared to Original Bill:
The substitute bill changes the term "solar grade silicon" to "smelted solar silicon" to refer to

high-purity silicon used exclusively in components of solar energy systems that capture
direct sunlight through photovoltaic modules.

Appropriation: None.
Fiscal Note: Available.

Effective Date of Substitute Bill: The bill takes effect 90 days after adjournment of the
session in which the bill is passed.

Staff Summary of Public Testimony:

(In support) Silicon smelting is an energy intensive business. This bill would help lower the
cost of the electricity used in the smelting process. This bill establishes performance metrics
that any beneficiary of this tax credit must meet. There are plans to open a silicon smelting
plant in Washington that would employ 130 to 150 full-time staff, with wages at least 10
percent higher than the average annual wage in the surrounding county. Silicon smelting
does not use heavy metals in the process. Currently, the closest supplier of smelted silicon is
in the eastern United States, and most solar grade silicon material comes from overseas.
Having this type of plant in the community improves the local economy by providing an
economic base for public schools and by bolstering ancillary businesses.

(Opposed) None.

Persons Testifying: Representative Short, prime sponsor; James May, HiTest Sand;
Christopher Bowes, Renewable Energy Corporation Silicon; Bob Guenther, International
Brotherhood of Electrical Workers Local 77; Rick Linehan, Chewelah School District;
Dorothy Knauss, City of Chewelah; and Wes McCart, Stevens County Board of County

Commissioners.

Persons Signed In To Testify But Not Testifying: None.
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