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Brief Description:  Revising excise tax provisions to encourage small business.

Sponsors:  Representatives Orcutt, Armstrong, Clements, Dunn, Newhouse, Serben, Curtis,
McDonald, Condotta, Bailey, Ahern, McCune, Hinkle, Alexander, Cox, Shabro, Rodne,
Holmquist, Schindler, Skinner, Buck, Kretz, Haler, Ericksen, Woods, Kristiansen, Campbell,
Strow, Crouse, Pearson and Talcott.

Brief Summary of Bill

• Exempts persons from registering with the Department of Revenue if the value of
products, gross proceeds of sales, or the gross income of the business from all taxable
activities under the business and occupation (B&O) tax or the gross income of the
business taxable under the public utilities tax is less than $28,000 per year.

• Increases the B&O credit to $70 per month.

• Relieves a person from the payment of taxes if the value of the products, gross proceeds
of sales, or gross income of the business from all taxable activities under the B&O tax is
less than $56,000 per year.

Hearing Date:  2/4/05

Staff:  Tracey Taylor (786-7196).

Background:

All businesses must register with the Department of Revnue (DOR) if the business is required to
collect sales tax or the business is required to pay any other taxes or fees to the DOR.  However,
if the business has a gross income of less than $12,000 per year under both the business and
occupation (B&O) tax and the public utilities tax and the business is not otherwise required to
collect or pay any tax to the DOR, the business is not required to register with the DOR.

In addition, businesses that have products, gross proceeds of sales or gross business income of
less than $28,000 are not required to file a return with the DOR.

Business and Occupation Tax
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Washington's B&O tax is the second largest tax source for the state.  In Fiscal Year 2003, B&O
tax collection totaled $1.923 billion which represented approximately 17 percent of state revenue
sources within the state general fund.  Almost all businesses located or doing business in the state
of Washington are subject to the state B&O tax, including corporations, partnerships, sole
proprietors and nonprofit organizations.

Washington's B&O tax is calculated on gross income from business activities in the state.  There
are no deductions from the B&O tax for labor, materials, taxes or other costs of doing business.
However, some businesses may qualify for certain exemptions, deductions or credits.  An
exempted activity is not subject to the B&O tax and is not reported on the Combined Excise Tax
Return (CETR).  Exempted activities include raising and selling plantation Christmas trees at
wholesale; sales for fund-raising of certain nonprofit organizations; international banking
facilities; and growing, raising or producing agricultural products.  Unlike exemptions, deductions
must first be reported on a business' CETR as part of the business' gross income, then taken as a
deduction.  Allowable deductions include bad debts; freight and delivery costs incurred by a
Washington manufacturer for out-of-state shipments; and sales made in Washington by an out-
of-state seller without activities in Washington that establish, maintain, or facilitate a market for
its products or services.  Credits are amounts that have been paid to the DOR which are either not
due or are granted by the Legislature for a specific purpose.  Credits are subtracted from the B&O
tax due on the CETR and include the multiple activities tax credit; the high technology B&O tax
credit and the small business B&O tax credit.

Business and occupation tax rates and classifications vary according to the type of business
activity.  The major B&O tax classifications are retailing, wholesaling, manufacturing and service
and other activities.

Public Utilities Tax
In lieu of the B&O tax, gross income derived from the utility operation of public and privately
owned utilities is subject to the public utilities tax.  Unlike the B&O tax which pyramids, the
public utility tax applies only on sales to consumers.  Five different rates apply depending on the
specific utility activity:  distribution of water; generation or distribution of electrical power;
telegraph companies, distribution of natural gas, and the collection of sewage; urban
transportation and watercraft vessels under 65 feet in length; and railroads, railroad car
companies, motor transportation and all other public service businesses.

Like the B&O tax, the public utilities tax is subject to exemptions, deductions and credits.
Exemptions and credits are available for: income less than $500 per month; credit for one-half
contributions made to rural electric utility economic development projects; and the income of
small irrigation districts.  Examples of deductions include: purchases for resale, cash discounts
and credit losses; income from interstate transportation of persons or property; and distribution of
water by nonprofit water associations.

Summary of Bill:

A person is not required to register with the DOR if: a person's value of products, gross proceeds
of sales or gross income of the business, from all taxable activities under the B&O tax, is less than
$28,000 per year; or the person's gross income from the business from all taxable activities under
the public utilities tax is less than $28,000.
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For reporting periods ending after July 1, 2005, the maximum amount of the B&O tax credit
allowed for a taxpayer is increased from $35 per month to $70 per month.

A person is not required to file tax returns for the B&O tax, the state retail sales and use, the local
sales and use tax and the public utilities tax if the person's value of products, gross proceeds of
sales or gross income of the business from all business activities taxable under the B&O tax is less
than $56,000 per year.

Appropriation:  None.

Fiscal Note:  Requested on February 2, 2005.

Effective Date:  The bill contains an emergency clause and takes effect on July 1, 2005.
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