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S-4763. 1

SENATE BI LL 6894

St ate of WAshi ngt on 60t h Legi sl ature 2008 Regul ar Sessi on
By Senators Hobbs, Sheldon, Zarelli, Regala, and Stevens
Read first tinme 01/31/08. Referred to Committee on Governnent

Qperations & El ections.

AN ACT Relating to clarifying the definition of custoner |ocation
for purposes of nunicipal business and occupation taxes; and anendi ng
RCW 35. 102. 130.

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

Sec. 1. RCW35.102.130 and 2003 ¢ 79 s 13 are each anended to read
as follows:

A city that inposes a business and occupation tax shall provide for
the all ocation and apportionnment of a person's gross incone, other than
persons subject to the provisions of chapter 82. 14A RCW as foll ows:

(1) Goss incone derived fromall activities other than those taxed
as service or royalties shall be allocated to the location where the
activity takes pl ace.

(a) In the case of sales of tangible personal property, the
activity takes place where delivery to the buyer occurs.

(b) If a business activity allocated under this subsection (1)
takes place in nore than one city and all cities inpose a gross
receipts tax, a credit shall be allowed as provided in RCW 35. 102. 060;
if not all of the cities inpose a gross receipts tax, the affected
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cities shall allow another credit or allocation systemas they and the
t axpayer agree.

(2) Goss inconme derived as royalties from the granting of
intangi ble rights shall be allocated to the commercial domcile of the
t axpayer

(3) Goss incone derived fromactivities taxed as services shall be
apportioned to a city by nultiplying apportionable inconme by a
fraction, the nunmerator of which is the payroll factor plus the
service-incone factor and the denom nator of which is two.

(a) The payroll factor is a fraction, the nunerator of which is the
total anmobunt paid in the city during the tax period by the taxpayer for
conpensation and the denom nator of which is the total conpensation
paid everywhere during the tax period. Conpensation is paid in the
city if:

(1) The individual is primarily assigned wthin the city;

(ii) The individual is not primarily assigned to any place of
busi ness for the tax period and the enpl oyee perforns fifty percent or
nore of his or her service for the tax period in the city; or

(iii1) The individual is not primarily assigned to any place of
business for the tax period, the individual does not perform fifty
percent or nore of his or her service in any city((4)). and the
enpl oyee resides in the city.

(b) The service incone factor is a fraction, the nunerator of which
is the total service incone of the taxpayer in the city during the tax
period, and the denom nator of which is the total service incone of the
t axpayer everywhere during the tax period. Service inconme is in the
city if:

(i) The custoner location is in the city; or

(1i) The income-producing activity is perfornmed in nore than one
|l ocation and a greater proportion of the service-incone-producing
activity is performed in the city than in any other |ocation, based on
costs of performance, and the taxpayer is not taxable at the custoner
| ocation; or

(ii1) The service-incone-producing activity is perforned within the
city, and the taxpayer is not taxable in the custoner |ocation.

(c) If the allocation and apportionnent provisions of this
subsection do not fairly represent the extent of the taxpayer's
busi ness activity in the city or cities in which the taxpayer does
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busi ness, the taxpayer may petition for or the tax adm nistrators may
jointly require, in respect to all or any part of the taxpayer's
busi ness activity, that one of the follow ng nethods be used jointly by
the cities to allocate or apportion gross incone, if reasonabl e:

(i) Separate accounting;

(1i) The use of a single factor;

(ti1) The inclusion of one or nore additional factors that wll
fairly represent the taxpayer's business activity in the city; or

(1v) The enploynent of any other nmethod to effectuate an equitable
al l ocation and apportionnent of the taxpayer's incone.

(4) The definitions in this subsection apply throughout this
section.

(a) "Apportionable incone" neans the gross inconme of the business
taxabl e under the service classifications of a city's gross receipts
tax, including incone received fromactivities outside the city if the
income would be taxable under the service classification if received
from activities within the city, less any exenptions or deductions
avai |l abl e.

(b) "Conpensation” neans wages, salaries, commssions, and any
other form of renuneration paid to individuals for personal services
that are or would be included in the individual's gross incone under
the federal internal revenue code.

(c) "Individual" means any individual who, under the usual conmon
| aw rul es applicable in determ ning the enpl oyer-enpl oyee rel ati onshi p,
has the status of an enpl oyee of that taxpayer.

(d) "Custonmer |ocation”™ neans the location within the city or
uni ncorporated area of a county where the mmjority of the contacts
bet ween the taxpayer and the custoner take place. For the purposes of

this subsection (4)(d):

(i) It wll be presuned that the custoner's billing address as
reqularly used in the taxpayer's books and records is the "custoner
| ocation."

(ii) Wwere the taxpayer can show that the custoner's billing
address is not the location where the majority of the contacts between

the taxpayer and the custoner take place, the taxpayer may use the
t axpayer's physical office |ocation as the custoner | ocation.
(iii) Cities may require the use of a different custoner | ocation,
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where there is clear and convincing evidence that the taxpayer has
mani pul ated the custoner's billing address to reduce its nunicipal tax
obligation.

(e) "Primarily assigned® neans the business location of the
t axpayer where the individual perfornms his or her duties.

(f) "Service-taxable inconme" or "service incone" neans gross incone
of the business subject to tax under either the service or royalty
cl assification.

(g) "Tax period" neans the cal endar year during which tax liability
i's accrued. If taxes are reported by a taxpayer on a basis nore
frequent than once per year, taxpayers shall calculate the factors for
the previous cal endar year for reporting in the current cal endar year
and correct the reporting for the previous year when the factors are
calculated for that year, but not later than the end of the first
quarter of the follow ng year.

(h) "Taxable in the custoner |ocation" neans either that a taxpayer
is subject to a gross receipts tax in the custoner |ocation for the
privilege of doing business, or that the governnent where the custoner
is located has the authority to subject the taxpayer to gross receipts
tax regardl ess of whether, in fact, the governnent does so.

--- END ---
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