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Brief Description: Creating a business and occupation tax deduction and increasing the tax rate
for persons conducting payment card processing activities.

Sponsors:. Representatives Berg, Stokesbary, Fitzgibbon and Ormsby.

Brief Summary of Bill

 Creates a business and occupation (B& O) tax deduction for amounts
received by a payment card processing company in the form of
interchange fees or network fees.

» EstablishesaB&O tax rate of 3 percent for certain contracted payment
card processing activities.

Hearing Date: 2/21/23
Staff: Rachelle Harris (444-316).
Background:

Business and Occupation Tax.

Washington's major business tax isthe B& O tax. The B& O tax isimposed on the gross receipts
of business activities conducted within the state, without any deduction for the costs of doing
business. Businesses must pay the B& O tax even though they may not have any profits or may
be operating at aloss.

A taxpayer may have more than one B& O tax rate, depending on the types of activities
conducted. Major B& O tax rates are 0.471 percent for retailing; 0.484 percent for
manufacturing, wholesaling, and extracting; and 1.5 percent or 1.75 percent, depending on gross
receipts, for services and for activities not classified elsewhere. Severa preferential rates also

This analysis was prepared by non-partisan legislative staff for the use of legidative
membersin their deliberations. Thisanalysisis not part of the legislation nor does it
constitute a statement of legidative intent.

House Bill Analysis -1- HB 1815



apply to specific business activities.

Business and Occupation Surcharge on Financial Institutions.

A surcharge isimposed on financial institutions with an annual net income of $1 billion or more
for the previous calendar year. The surchargeis 1.2 percent and applies to the business income

subject to the B& O tax under the service and other activities tax classification. All receipts from
the surcharge are deposited into the state general fund.

Workforce Education Funding.

The B& O tax has two rates under the service and other activities classification. Businesses
falling under the service and other activities classification with a gross income of $1 million or
more are taxed at aB& O rate of 1.75 percent. A portion of the revenue generated from the 1.75
percent B& O rate is deposited into the Workforce Education Investment Account to support
higher education programs, state-funded student aid, and workforce devel opment. Businesses
falling under the service and other activities classification with a gross income of less than $1
million are subject to a B& O tax rate of 1.5 percent.

Tax Preferences.

State law provides for arange of tax preferences that confer reduced tax liability upon a
designated class of taxpayer. Tax preferencesinclude tax exclusions, deductions, exemptions,
preferential tax rates, deferrals, and credits. Washington has over 700 tax preferences, including
avariety of sales and use tax exemptions. Legidation that establishes or expands a tax
preference must include atax preference performance statement that identifies the public policy
objective of the preference, as well as specific metrics that the Joint Legislative Audit and
Review Committee can use to evaluate the effectiveness of the preference. All new tax
preferences automatically expire after 10 years unless an alternative expiration date is provided.

Summary of Bill:

Business and Occupation Tax Deduction for Payment Card Processing Fees.
A B&O tax deduction is allowed for amounts received by payment card processing companiesin
the form of interchange fees or network fees.

Interchange fees are fees set by a payment network that an issuing bank retains from the amounts
settled to amerchant. The fees are compensation for the services the issuing bank provides for
issuing acredit, debit, or prepaid card to a cardholder, advancing proceeds to settle a credit,
debit, or prepaid card transaction, and incurring a portion of the risks relating to the transaction.

Network fees are fees a payment network charges for its services, including for facilitating the
payment of a credit, debit, or prepaid card transaction from cardholders to a merchant through
the payment network.

Business and Occupation Tax Rate on Payment Card Processing Activities.
Payment card processing activities are subject to a B& O tax rate of 3 percent. The new B& O tax
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rate applies to any gross income derived from the merchant discount of those merchants with
which the payment card processing company has directly or indirectly contracted to perform
payment card processing activities.

Payment card processing activities subject to the new B& O tax rate of 3 percent are also subject
to the surcharge on financia institutions and the workforce education investment surcharge.

For payment card processing activities in which more than one payment card processing
company receives a portion of the merchant discount, each company is required to include in its
gross income the portion of the merchant discount it is entitled to retain.

The term "merchant discount” means the aggregate fee, or negotiated discount, incurred by a
merchant for the processing of payment card transactions under its contract with a payment card
processing company when it accepts a payment network-branded credit, debit, or prepaid card in
asaletransaction.

The term "payment card processing activities' means acquiring, either directly or indirectly,
credit, debit, or prepaid card transactions from merchants, facilitating the submission of those
transactions to payment networks, and facilitating the payment of proceeds of those transactions
to merchants.

Tax Preference Performance Requirements.

The B& O tax deduction for amounts received by payment card processing companies in the form
of interchange fees or network fees is permanent and not subject to tax preference performance
review.

Retroactivity Clause.

The bill applies prospectively and retroactively to any penalties or interest assessed on
delinquent taxes, including any disputed assessments pending before the Department of
Revenue, Board of Tax Appeals, or any court of law. Any tax not previously paid must be paid
within 90 days of the effective date of the act but is not subject to penalties or interest.

Appropriation: None.
Fiscal Note: Available.

Effective Date: The bill takes effect on October 1, 2023.
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