WASHINGTON STATE DEPARTMENT OF REVENUE

SPECIAL NOTICE e 21,2005
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Telephone Information Center Alternate Formats (360) 705-6705
360-705-6705 Teletype711

High Technology Business and Occupation Tax Credit Changes

Thisnotice providesan updateto ESHB 2546 (Chapter 2, Laws of 2004) enacted inthe 2004 legidation
session, which extended the High Technol ogy Businessand occupation (High-tech B& O) Tax Credit to January
1, 2015. Engrossed Substitute House Bill (ESHB) 2314, Part X, (Chapter 514, Laws of 2005)

The Department discovered asignificant error in ESHB 2546 inthe definition of “averagetax rate”’ used to
calculatethe credit. Our Special Notice dated August 9, 2004 (High Technol ogy Business Tax | ncentives)
advised taxpayers, in anticipation of retroactivelegidation, to cal culatethe credit asthe Department believed the
Legidatureintended. During the 2005 | egidlative session, ESHB 2314 (Chapter 514, Lawsof 2005) was
enacted, whichretroactively correctsthe definition of “averagetax rate” consistent with the Department’s
advice. In addition to the correction, the L egidature increased the amount of credit apersonmay claim
beginning calendar year 2007.

Calculating the Credit — Retroactive to June 10, 2004
Important Definitions

“ Aver agetax rate” meansaperson’stotal B& O tax liability for the calendar year for which thecreditis
clamed divided by thetaxpayer’stota taxable amount under the B& O tax for the calendar year for which the
creditisclamed.

“ Taxableamount” meansthetaxable amount subject to the B& O tax and required to be reported onthe
person’sexcisetax returnsfor the calendar year for which the credit isclaimed, lessany taxable amount for
which acreditisallowed under RCW 82.04.440 (M ultipleActivitiesTax Credit).

“ Resear ch and development spending” meansqualified research and devel opment expenditures plus 80
percent of amounts paid to aperson other than apublic educational or research ingtitution to conduct qualified
research and devel opment.

“Qualified resear ch and development expenditures’ meansoperating expenses, including wages,
compensation of aproprietor or apartner in apartnership asdetermined under rules adopted by the
Department, benefits, supplies, and computer expenses, directly incurredin qualified research and devel opment
by aperson claiming the credit provided in thissection. Theterm doesnot include amounts paid to aperson
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other than apublic educationa or researchinstitution to conduct qualified research and devel opment. Nor does
theterminclude capital costsand overhead, such asexpensesfor land, structures, or depreciable property.
“Qualified resear ch and development” meansresearch and devel opment performed withinthisstateinthe
fields of advanced computing, advanced materia's, biotechnol ogy, € ectronic devicetechnology, and
environmenta technology.

Calculating the Credit

If the person meetsthethreshold of research and devel opment spending to qualify for the credit, the credit shall
be calculated asfollows:

Step 1: Determinethegreater of theamount of qualified research and devel opment expenditures of aperson or
80 percent of amountsreceived by aperson other than apublic educationa or researchinstitutionin
compensation for the conduct of qualified research and devel opment

Step 2: Subtract 0.92 percent of the person’staxable amount from the amount determined in step one.

Step 3: Multiply theamount determined under step two by thefollowing:

< For theperiod June 10, 2004, through December 31, 2006, the person’saveragetax ratefor the
calendar year for whichthecreditisclaimed,

< For thecaendar year ending December 31, 2007, the greater of the person’saveragetax ratefor
that calendar year or 0.75 percent;

< For thecaendar year ending December 31, 2008, the greater of the person’saveragetax ratefor
that calendar year or 1.0 percent;

< For thecaendar year ending December 31, 2009, the greater of the person’saveragetax ratefor
that calendar year or 1.25 percent;

< For thecaendar year ending December 31, 2010, and thereafter, 1.50 percent.

End of the Year Reconciliation Required

For purposes of calculating the credit, if aperson’sreporting period islessthan annual, the person may usean
estimated averagetax ratefor the calendar year for which the credit isclaimed by using the person’saveragetax
ratefor each reporting period. A person who uses an estimated average tax rate must make an adjustment to the
total credit claimed for the calendar year using the person’sactua averagetax ratefor the calendar year when
thepersonfilesitslast returnfor the calendar year for which thecredit isclaimed.

Penalty Waived, Interest Due on Additional Tax



A person who owesadditional tax asaresult of the changesin how the credit calculatedisliablefor interest, but
not pendlties, if theentireadditiona tax liability ispaidinfull to the Department of Revenue before January 1,
2006. Interest shall be assessed at therate provided for delinquent excisetaxesunder chapter 82.32 RCW,
retroactively to thedate the credit was claimed, and shall accrue until the additional tax isrepaid.

Personswhofail to repay thefull amount of additional tax owed before January 1, 2006, are subject to all
applicable penatiesand interest as provided in chapter 82.32 RCW on the additional tax owed.

Electronic Filing Required

Virtualy al personsreceiving tax benefitsfrom the High Technology B& O tax credit provided by RCW
82.04.4452 must fileall returns, surveys, reports, and any other required formsor information in an
electronic format asprovided or approved by the Department effective January 1, 2006.

However, upon request, the Department may relieve aperson from therequirement tofileeectronicaly if the
person’scumulative tax benefit from RCW 82.04.4452 (high technol ogy credit) and from theincentive
programs provided by 82.32.535 (semiconductor), 82.32.545 (aerospace), 82.32.570 (aluminum smelters),
82.32.560 (electrolytic processing), 82.60.070 (rural county/CEZ salestax deferral/waiver program), or
82.63.020 (high technology salestax deferral/waiver program) islessthan $1,000 annually.

Annual Survey Due Date May Be Extended

By law, the Department of Revenue may extend the due datefor the annual surveysdue after December 31,
2004 whenthefailure of ataxpayer to filethe survey by the April 30 due date wastheresult of circumstances
beyond the control of thetaxpayer. The Department will usethecriteriain making thisdetermination that are
outlined in WA C 458-20-228.

To inquire about the availability of this document in an alternate format for the visually impaired,
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