D 01 A~ W DN PP

10
11
12
13
14

15
16
17
18

ENGROSSED HOUSE BI LL 1821

St ate of WAshi ngt on 55th Legislature 1997 Regul ar Sessi on

By Representatives B. Thomas, Milliken, Bush, Zellinsky, Kastans,
Sul l'ivan, Wensman, Carrell and Schoesl er

Read first tine 02/10/97. Referred to Comm ttee on Fi nance.

AN ACT Rel ating to consolidating business and occupation tax rates
into fewer categories; anending RCW 48. 14. 080, 82.04. 240, 82.04. 250,
82.04. 255, 82.04.270, 82.04.290, 82.04.293, 82.04.440, and 82.04. 4452,
reenacting and anmendi ng RCW 82. 04. 260; addi ng a new section to chapter
82.04 RCW <creating a new section; repealing RCW 82.04.055; and
provi ding an effective date.

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

Sec. 1. RCW48.14.080 and 1993 sp.s. ¢ 25 s 602 are each anended
to read as foll ows:

As to insurers, other than title insurers and taxpayers under RCW
48. 14. 0201, the taxes inposed by this title shall be in lieu of al
ot her taxes, except taxes on real and tangi ble personal property,
exci se taxes on the sale, purchase or use of such property, and the tax

i nposed in RCW 82. 04. 260( (%5))) (14).

NEW SECTION. Sec. 2. A new section is added to chapter 82. 04 RCW
to read as foll ows:

Thi s chapter does not apply to anbunts received from buyi ng wheat,
oats, dry peas, dry beans, lentils, triticale, canola, corn, rye, and
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barley, but not including any mnmanufactured or processed products
thereof, and selling the sane at whol esal e.

Sec. 3. RCWS82.04.240 and 1993 sp.s. ¢ 25 s 102 are each anended
to read as foll ows:

Upon every person except persons taxable under RCW 82.04.260 (1),
(2), (3), (4, ((£5))) (B), (7), or (8)((s—er—9)y)) engaging within
this state in business as a manufacturer; as to such persons the anount
of the tax with respect to such business shall be equal to the val ue of
the products, including byproducts, manufactured, multiplied by the
rate of 0.484 percent.

The neasure of the tax is the value of the products, including
byproducts, so manufactured regardl ess of the place of sale or the fact
that deliveries may be nade to points outside the state.

Sec. 4. RCWS82.04.250 and 1993 sp.s. ¢ 25 s 103 are each anended
to read as foll ows:

(1) Upon every person except persons taxable under RCW
82.04. 260((€8))) (7) or subsection (2) of this section engaging within
this state in the business of making sales at retail, as to such
persons, the anmount of tax with respect to such busi ness shall be equal
to the gross proceeds of sales of the business, nultiplied by the rate
of 0.471 percent.

(2) Upon every person engaging within this state in the busi ness of
making sales at retail that are exenpt from the tax inposed under
chapter 82.08 RCW by reason of RCW 82.08.0261, 82.08.0262, or
82.08. 0263, as to such persons, the anmount of tax with respect to such
busi ness shall be equal to the gross proceeds of sal es of the business,
mul tiplied by the rate of 0.484 percent.

Sec. 5. RCWB82.04.255 and 1996 ¢ 1 s 1 are each anended to read as
fol |l ows:

Upon every person engaging within the state as a real estate
broker; as to such persons, the anount of the tax with respect to such
busi ness shall be equal to the gross i ncone of the business, nmultiplied
by the rate of ((++#5)) 1.5 percent.

The neasure of the tax on real estate conm ssions earned by the
real estate broker shall be the gross conm ssion earned by the
particul ar real estate brokerage office including that portion of the
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comm ssion paid to sal esnen or associ ate brokers in the sanme office on
a particular transaction: PROVIDED, HOANEVER, That where a real estate
comm ssion is divided between an originating brokerage office and a
cooperating brokerage office on a particular transaction, each
br okerage office shall pay the tax only upon their respective shares of
sai d comm ssion: AND PROVI DED FURTHER, That where the brokerage office
has paid the tax as provided herein, salesnen or associate brokers
within the same brokerage office shall not be required to pay a sim|l ar
tax upon the sane transaction.

Sec. 6. RCW 82. 04. 260 and 1996 ¢ 148 s 2 and 1996 ¢ 115 s 1 are
each reenacted and anended to read as fol |l ows:

£2))) Upon every person engaging within this state in the business
of manufacturing wheat into flour, barley into pearl barley, soybeans
into soybean oil, canola into canola oil, canola neal, or canola
byproducts, or sunflower seeds into sunflower oil; as to such persons
the amount of tax with respect to such business shall be equal to the
val ue of the flour, pearl barley, oil, canola neal, or canol a byproduct
manuf actured, nmultiplied by the rate of 0.138 percent.

((63))) (2) Upon every person engaging within this state in the
busi ness of splitting or processing dried peas; as to such persons the
anount of tax with respect to such business shall be equal to the val ue
of the peas split or processed, nultiplied by the rate of ((6-2%5))
0. 138 percent.

((4))) (3) Upon every person engaging within this state in the
busi ness of manufacturing seafood products which remain in a raw, raw
frozen, or raw salted state at the conpletion of the manufacturing by
t hat person; as to such persons the anount of tax with respect to such
busi ness shall be equal to the value of the products manufactured
multiplied by the rate of 0.138 percent.

((65))) (4) Upon every person engaging within this state in the
busi ness of manufacturing by canni ng, preserving, freezing, processing,
or dehydrating fresh fruits and vegetables, or selling at whol esal e
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fresh fruits and vegetabl es canned, preserved, frozen, processed, or
dehydrated by the seller and sold to purchasers who transport in the
ordi nary course of business the goods out of this state; as to such
persons the anpbunt of tax with respect to such business shall be equal
to the value of the products canned, preserved, frozen, processed, or
dehydrated multiplied by the rate of ((6-33)) 0.138 percent. As proof
of sale to a person who transports in the ordinary course of business
goods out of this state, the seller shall annually provide a statenent
in a formprescribed by the departnent and retain the statenent as a
busi ness record.

((6))) (5) Upon every nonprofit corporation and nonprofit
associ ation engaging wwthin this state in research and devel opnent, as
to such corporations and associ ations, the amount of tax with respect
to such activities shall be equal to the gross i nconme derived fromsuch
activities multiplied by the rate of 0.484 percent.

((6H)) (6) Upon every person engaging within this state in the
busi ness of slaughtering, breaking and/or processing perishable neat
products and/or selling the sane at whol esale only and not at retail;
as to such persons the tax i nposed shall be equal to the gross proceeds
derived fromsuch sales nmultiplied by the rate of 0.138 percent.

((8))) (7) Upon every person engaging within this state in the
busi ness of making sales, at retail or wholesale, of nuclear fue
assenbl i es manufactured by that person, as to such persons the anobunt
of tax with respect to such business shall be equal to the gross
proceeds of sales of the assenblies nultiplied by the rate of 0.275
percent .

((69)Y)) (8) Upon every person engaging within this state in the
busi ness of manufacturing nuclear fuel assenblies, as to such persons
the amount of tax with respect to such business shall be equal to the
value of the products manufactured nultiplied by the rate of 0.275
percent .

((28)3)) (9) Upon every person engaging within this state in the
busi ness of acting as a travel agent or tour operator; as to such
persons the amobunt of the tax with respect to such activities shall be
equal to the gross inconme derived from such activities multiplied by
the rate of 0.275 percent.

((2H)) (10) Upon every person engaging within this state in
busi ness as an international steanship agent, international custons
house broker, international freight forwarder, vessel and/or cargo
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charter broker in foreign commerce, and/or international air cargo
agent; as to such persons the anmount of the tax with respect to only
international activities shall be equal to the gross incone derived
fromsuch activities multiplied by the rate of ((6-363)) 0.275 percent.

((+2))) (11) Upon every person engaging within this state in the
busi ness of stevedoring and associated activities pertinent to the
novenent of goods and commodities in waterborne interstate or foreign
commerce; as to such persons the anmount of tax with respect to such
busi ness shall be equal to the gross proceeds derived from such
activities nultiplied by the rate of ((6-363)) 0.275 percent. Persons
subj ect to taxation under this subsection shall be exenpt from paynent
of taxes inposed by chapter 82.16 RCW for that portion of their
busi ness subject to taxation under this subsection. Stevedoring and
associ ated activities pertinent to the conduct of goods and commodi ti es
in waterborne interstate or foreign comerce are defined as al
activities of a |abor, service or transportation nature whereby cargo
may be | oaded or unloaded to or fromvessels or barges, passing over
onto or under a wharf, pier, or simlar structure; cargo may be noved
to a warehouse or simlar holding or storage yard or area to await
further novenment in inport or export or may nove to a consolidation
freight station and be stuffed, unstuffed, containerized, separated or
ot herwi se segregated or aggregated for delivery or |oaded on any node
of transportation for delivery to its consignee. Specific activities
included in this definition are: Whar f age, handling, | oading,
unl oadi ng, nmoving of cargo to a convenient place of delivery to the
consi gnee or a convenient place for further novenent to export node;
docunentation services in connection with the receipt, delivery,
checking, care, custody and control of cargo required in the transfer
of cargo; inported autonobile handling prior to delivery to consi gnee;
term nal stevedoring and incidental vessel services, including but not
l[imted to plugging and unplugging refrigerator service to containers,
trailers, and other refrigerated cargo receptacles, and securing ship
hat ch covers.

((£3))) (12) Upon every person engaging within this state in the
busi ness of disposing of |owlevel waste, as defined in RCW43. 145. 010;
as to such persons the anount of the tax with respect to such business
shal | be equal to the gross incone of the business, excluding any fees
i nposed under chapter 43.200 RCW nultiplied by the rate of 3.3
percent .

p. 5 EHB 1821



© 00 N O Ol WDN P

e e e
oo NOoO” o A WDN R O

19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

| f the gross incone of the taxpayer is attributable to activities
both within and without this state, the gross incone attributable to
this state shall be determned in accordance with the nethods of
apportionnment required under RCW 82. 04. 460.

((24))) (13) Upon every person engaging wthin this state as an
i nsurance agent, insurance broker, or insurance solicitor |icensed
under chapter 48.17 RCW as to such persons, the amount of the tax with
respect to such licensed activities shall be equal to the gross incone
of such business multiplied by the rate of ((6-55)) 0.484 percent.

((££5))) (14) Upon every person engaging within this state in
business as a hospital, as defined in chapter 70.41 RCW that is
operated as a nonprofit corporation or by the state or any of its
political subdivisions, as to such persons, the anobunt of tax wth
respect to such activities shall be equal to the gross incone of the
business multiplied by the rate of 0.75 percent through June 30, 1995,
and 1.5 percent thereafter. The noneys coll ected under this subsection
shall be deposited in the health services account created under RCW
43. 72. 900.

Sec. 7. RCW82.04.270 and 1994 ¢ 124 s 2 are each anended to read
as follows:

(1) Upon every person except persons taxable under ((subseetioens
H—e+—8)r—o6f)) RCW 82.04.260(7) or section 2 of this act engaging
within this state in the business of making sales at wholesale; as to
such persons the anmount of tax with respect to such busi ness shall be
equal to the gross proceeds of sales of such business multiplied by the
rate of 0.484 percent.

(2) The tax inposed by this section is l|levied and shall be
coll ected fromevery person engaged in the business of distributing in
this state articles of tangi ble personal property, owned by them from
their own warehouse or other central location in this state to two or
nore of their own retail stores or outlets, where no change of title or
owner ship occurs, the intent hereof being to inpose a tax equal to the
whol esaler’s tax wupon persons performng functions essentially
conparable to those of a wholesaler, but not actually making sales.
The tax designated in this section may not be assessed twice to the
sane person for the sane article. The anobunt of the tax as to such
persons shall be conputed by nmultiplying 0.484 percent of the val ue of
the article so distributed as of the tinme of such distribution. The
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departnment of revenue shall prescribe uniformand equitable rules for
t he purpose of ascertaining such val ue, which value shall correspond as
nearly as possible to the gross proceeds from sales at wholesale in
this state of simlar articles of like quality and character, and in
simlar quantities by other taxpayers. Delivery trucks or vans wll
not under the purposes of this section be considered to be retai
stores or outlets.

Sec. 8. RCWB82.04.290 and 1996 ¢ 1 s 2 are each anended to read as
foll ows:

3))) Upon every person engaging within this state in the business
of providing international investnent managenent services, as to such
persons, the anmount of tax with respect to such busi ness shall be equal
to the gross income or gross proceeds of sales of the business
multiplied by a rate of 0.275 percent.

((4)) (2) Upon every person engaging within this state in any
busi ness activity other than or in addition to those enunerated i n RCW
82.04. 230, 82.04.240, 82.04.250, 82.04.255, 82.04.260, 82.04.270, and
82.04. 280, and subsection((s)) (1) ((+—2—and—-3))) of this section;
as to such persons the anmpbunt of tax on account of such activities
shall be equal to the gross incone of the business multiplied by the
rate of ((&+#5)) 1.5 percent.

Thi s section includes, anong others, and without limting the scope
hereof (whether or not title to materials used in the perfornmance of
such busi ness passes to another by accession, confusion or other than
by outright sale), persons engaged in the business of rendering any
type of service which does not constitute a "sale at retail” or a "sale
at wholesale.” The value of advertising, denonstration, and
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pronotional supplies and materials furnished to an agent by his
principal or supplier to be used for informational, educational and
pronoti onal purposes shall not be considered a part of the agent’s
remuneration or conmm ssion and shall not be subject to taxation under
this section.

Sec. 9. RCW82.04.293 and 1995 ¢ 229 s 1 are each anended to read
as follows:

For purposes of RCW 82.04.290((3))) (21):

(1) A person is engaged in the business of providing international
i nvest nent managenent services, if:

(a) Such person is engaged primarily in the business of providing
i nvest ment managenent services; and

(b) At least ten percent of the gross inconme of such person is
derived from providing investnent managenent services to any of the
followng: (i) Persons or collective investnent funds residi ng outside
the United States; or (ii) persons or collective investnent funds with
at least ten percent of their investnents |ocated outside the United
St at es.

(2) "Investnent managenent services" neans investnent research,
i nvestment consulting, portfolio managenent, fund adm nistration, fund
di stribution, investnment transactions, or related i nvestnent servi ces.

(3) "Collective investnent fund" includes:

(a) A mutual fund or other regul ated i nvest nent conpany, as defi ned
in section 851(a) of the internal revenue code of 1986, as anended,;

(b) An "investnent conpany,"” as that termis used in section 3(a)
of the investnent conpany act of 1940, as well as any entity that would
be an investnment conpany for this purpose but for the exenptions
contained in section 3(c)(1) or (11);

(c) An "enployee benefit plan,"” which includes any plan, trust,
comm ngl ed enpl oyee benefit trust, or custodial arrangenent that is
subject to the enployee retirenent inconme security act of 1974, as
anended, 29 U.S.C. Sec. 1001 et seq., or that is described in sections
125, 401, 403, 408, 457, and 501(c)(9) and (17) through (23) of the
i nternal revenue code of 1986, as anended, or a sim /|l ar plan maintai ned
by a state or local governnent, or a plan, trust, or custodial
arrangenent established to self-insure benefits required by federal,
state, or local |aw
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(d) A fund maintained by a tax-exenpt organi zation, as defined in
section 501(c)(3) of the internal revenue code of 1986, as anended, for
operating, quasi-endowent, or endowrent purposes;

(e) Funds that are established for the benefit of such tax-exenpt
organi zations, such as charitable remainder trusts, charitable |ead
trusts, charitable annuity trusts, or other simlar trusts; or

(f) Collective investnment funds simlar to those described in (a)
through (e) of this subsection created under the laws of a foreign
jurisdiction.

(4) Investnents are located outside the United States if the
underlying assets in which the investnment constitutes a beneficial
interest reside or are created, issued or held outside the United
St at es.

Sec. 10. RCW82.04.440 and 1994 c 124 s 4 are each anended to read
as follows:

(1) Every person engaged in activities which are wthin the purview
of the provisions of two or nore of sections RCW 82.04.230 to
82.04. 290, inclusive, shall be taxabl e under each paragraph applicabl e
to the activities engaged in.

(2) Persons taxable under RCW 82. 04. 250, 82. 04. 270, or
82.04.260((#A)) (6) with respect to selling products in this state
shall be allowed a credit agai nst those taxes for any (a) manufacturing
taxes paid with respect to the manufacturing of products so sold in
this state, and/or (b) extracting taxes paid with respect to the
extracting of products so sold in this state or ingredients of products
so sold in this state. Extracting taxes taken as credit under
subsection (3) of this section nmay al so be taken under this subsection,
i f otherw se all owabl e under this subsection. The anount of the credit
shall not exceed the tax liability arising under this chapter wth
respect to the sale of those products.

(3) Persons taxable under RCW 82.04. 240 or 82.04. 260 ((subseetion
4y)) (3) shall be allowed a credit against those taxes for any
extracting taxes paid wth respect to extracting the ingredients of the
products so manufactured in this state. The anount of the credit shal
not exceed the tax liability arising under this chapter with respect to
t he manufacturing of those products.

(4) Persons taxabl e under RCW82. 04. 230, 82.04. 240, or ((subseetion

2—C3)——4H—5-—7er—{(H—-of—RN) 82.04.260 (1), (2), (3), (4), or
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(6) with respect to extracting or manufacturing products in this state
shall be allowed a credit against those taxes for any (i) gross
recei pts taxes paid to another state with respect to the sales of the
products so extracted or manufactured in this state, (ii) manufacturing
taxes paid with respect to the manufacturing of products using
ingredients so extracted in this state, or (iii) manufacturing taxes
paid with respect to manufacturing activities conpleted in another
state for products so manufactured in this state. The anmount of the
credit shall not exceed the tax liability arising under this chapter
Wth respect to the extraction or manufacturing of those products.

(5) For the purpose of this section:

(a) "G oss receipts tax" neans a tax:

(1) Wiich is inmposed on or neasured by the gross volune of
business, in ternms of gross receipts or in other terns, and in the
determ nati on of which the deductions allowed would not constitute the
tax an incone tax or value added tax; and

(1i) Which is also not, pursuant to law or custom separately
stated fromthe sales price.

(b) "State" neans (i) the state of Washington, (ii) a state of the
United States other than Washington, or any political subdivision of
such other state, (iii) the District of Colunbia, and (iv) any foreign
country or political subdivision thereof.

(c) "Manufacturing tax" nmeans a gross receipts tax inposed on the
act or privilege of engaging in business as a manufacturer, and

includes (i) the taxes inposed in RCW82. 04. 240 and ( (subseet+oenrs—{2)+
3y +—4)—(5)—and{7—of RCW) 82.04.260 (1), (2), (3), (4), and (6),

and (ii) simlar gross receipts taxes paid to other states.

(d) "Extracting tax" neans a gross receipts tax i nposed on the act
or privilege of engaging in business as an extractor, and includes the
tax inposed in RCW82.04.230 and simlar gross receipts taxes paid to
ot her states.

(e) "Business", "manufacturer", "extractor", and other terns used
in this section have the neanings given in RCW 82.04.020 through
82.04. 212, notwi thstanding the use of those terns in the context of
descri bing taxes inposed by other states.

Sec. 11. RCWB82.04. 4452 and 1994 sp.s. ¢ 5 s 2 are each anended to
read as foll ows:

EHB 1821 p. 10
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(1) In conputing the tax inposed under this chapter, a credit is
al l onwed for each person whose research and devel opnent spendi ng duri ng
the year in which the credit is clained exceeds 0.92 percent of the
person’s taxable amount during the sane cal endar year

(2) The credit is equal to the greater of the anmount of qualified
research and devel opnent 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, multiplied by the rate ((ef—06-515—perecent))
provided in RCW82. 04. 260(5) in the case of a nonprofit corporation or
nonprofit association engaging within this state in research and
devel opnent, and ((2-5pereent)) the rate provided in RCW82. 04. 290(2)
for every other person.

(3) Any personentitledto 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 taken against taxes due for
t he 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 shall not exceed the | esser of two mllion dollars or the anount
of tax otherw se due under this chapter for the cal endar year.

(5) Any person taking the credit, including any credit assigned to
a person under subsection (3) of this section, whose research and
devel opnent spending during the calendar year in which the credit is
clained fails to exceed 0.92 percent of the person’s taxable anobunt
during the sanme calendar year shall be liable for paynent of the
additional taxes represented by the anpbunt of credit taken together
with interest, but not penalties. Interest shall be due at the rate
provided for delinquent excise taxes retroactively to the date the
credit was taken until the taxes are paid. Any credit assigned to a
person under subsection (3) of this section that is disallowed as a
result of this section nay be taken by the person who perforned the
qualified research and devel opnent subject tothelimtations set forth
in subsection (4) of this section.

p. 11 EHB 1821
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(6) Any person claimng the credit, and any person assigning a
credit as provided in subsection (3) of this section, shall file an
affidavit form prescribed by the departnent which shall include the
anount of the credit clainmed, an estimte of the anticipated qualified
research and devel opnent expenditures during the cal endar year for
which the credit is clained, an estimate of the taxable anount during
t he cal endar year for which the credit is clainmd, and such additi onal
information as the departnent may prescri be.

(7) A person claimng the credit shall agree to supply the
departnment with i nformati on necessary to nmeasure the results of the tax
credit programfor qualified research and devel opnent expenditures.

(8) The departnment shall use the information required under
subsection (7) of this section to performthree assessnents on the tax
credit program authorized under this section. The assessnents w ||
take place in 1997, 2000, and 2003. The departnent shall prepare
reports on each assessnent and deliver their reports by Septenber 1,
1997, Septenber 1, 2000, and Septenber 1, 2003. The assessnents shal
measure the effect of the programon job creation, the nunber of jobs
created for Washington residents, conpany growth, the introduction of
new products, the diversification of the state’s econony, growh 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 departnent selects.

(9) For the purpose of this section:

(a) "Qualified research and devel opnent 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 qualifiedresearch and devel opnment 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.

(b) "Qualified research and devel opnent” shall have the sane
meani ng as in RCW 82. 63. 010.

(c) "Research and devel opnent spendi ng" neans qualified research
and devel opnent expenditures plus eighty percent of anpbunts paid to a
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person other than a public educational or research institution to
conduct qualified research and devel opnent.

(d) "Taxable anpbunt" 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 during the year in which the credit is
clainmed, |ess any taxable anount for which a credit is allowed under
RCW 82. 04. 440.

(10) This section shall expire Decenber 31, 2004.

NEW SECTI ON. Sec. 12. This act does not affect any existing right
acquired or liability or obligation incurred under the sections anended
or repealed in this act or under any rule or order adopted under those
sections, nor does it affect any proceeding instituted under those
sections.

NEW SECTI ON.  Sec. 13. RCWB82.04.055 and 1993 sp.s. ¢ 25 s 201 are
each repeal ed.

NEW SECTION. Sec. 14. This act takes effect July 1, 1998.

--- END ---
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