HOUSE BILL REPORT
HB 1005

As Reported by House Committee On:
Finance

Title: An act relating to employer tax incentives for the support of veterans and military
families.

Brief Description: Concerning employer tax incentives for the support of veterans and military
families.

Sponsors. Representatives Abbarno, Graham, Leavitt, Christian, Griffey, Robertson, Orwall,
Dye, Caldier, Klicker, Orcutt and Cheney.

Brief History:
Committee Activity:
Finance: 2/2/23, 2/16/23 [DP].

Brief Summary of Bill

» Extendsthe public utility tax (PUT) and business and occupation (B& O)
tax creditsfor hiring veteransto July 1, 2034.

* Increases the maximum PUT and B& O tax credit an employer may
claim for hiring a qualified employee to $3,000 per employee.

¢ Increases the maximum total credit to $5 million per year for each of the
PUT and B& O tax credits.

» Expands digibility for the PUT and B& O tax credits by removing the
unemployment requirement for veterans and including the spouse of a
veteran or an active-duty military member as a qualified employee.

HOUSE COMMITTEE ON FINANCE

Majority Report: Do pass. Signed by 13 members. Representatives Berg, Chair; Street,
Vice Chair; Orcutt, Ranking Minority Member; Jacobsen, Assistant Ranking Minority

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 Report -1- HB 1005



Member; Barnard, Chopp, Ramel, Santos, Springer, Stokesbary, Thai, Walen and Wylie.
Staff: Rachelle Harris (253-444-0316).
Background:

Business and Occupation Tax.

Washington's major business tax is the business and occupation (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 (businesses with taxable
income of less than $1 million) or 1.75 percent (businesses with taxable income of $1
million or more) for services and for activities not classified elsewhere. Several preferential
rates also apply to specific business activities.

In addition, ataxpayer may be eligible to utilize other tax preferences, including credits and
deductions, to reduce their tax liability. For example, ataxpayer engaging in activities
subject to different B& O tax rates may be eligible for a Multiple Activities Tax Credit. A
taxpayer may also be eligible for asmall business credit that will either eliminate or reduce
their B& O tax liability. In general, the credit is $70 per month for service businesses and
$35 per month for all other businesses, multiplied by the number of monthsin the reporting
period. The amount of the credit available phases out based on the business's gross receipts.

A business does not have to file an annual B& O tax return if the business does not owe
other taxes or fees to the Department of Revenue (DOR) and has annual gross proceeds of
sales, grossincome, or value of products for all B& O tax classifications of less than
$28,000 per year, or less than $46,667 if at least 50 percent of its taxable incomeis from
services or activities not classified elsewhere.

Public Utility Tax.
The gross income derived from the operation of publicly and privately owned utilitiesis
subject to the public utility tax (PUT), unless otherwise exempt. Thetax isimposed in lieu
of B&O tax and is applied only on sales to consumers. Other income of the utility, such as
retail sale of tangible personal property, is subject to the B& O tax. There are six different
PUT rates, depending on the specific utility activity. Therates are:

» 3.852 percent on telegraph companies, distribution of natural gas, and the collection

of sewage,

» 3.8734 percent on the generation or distribution of electrical power;

» 0.642 percent on urban transportation and watercraft vessels under 65 feet in length;

» 1.926 percent on motor transportation, railroads, railroad car companies, and al other
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public service businesses;
» 5.029 percent on the distribution of water; and
» 1.3696 percent on log transportation.

A taxpayer who engages in one or more businesses subject to the PUT isfully exempt from
thetax if their total grossincomeis $2,000 or less per amonth. Any taxpayer that has a
total gross income greater than $2,000 per month does not receive an exemption or
deduction under this provision.

A business does not have to file an excise tax return for the PUT if the business does not
owe other taxes or fees to the DOR and has annual gross proceeds of less than $24,000.

Tax Credits for Businesses That Hire Veterans.

A PUT credit or aB& O tax credit is provided to employers that provide positions to
qualified employees. A qualified employeeis aveteran who was unemployed at the time of
hiring who has now been employed in a permanent full-time position for at least two
consecutive full calendar quarters. Full timeisanormal work week of at least 35 hours per
week. A veteran isaperson who has received a general discharge under honorable
conditions or is currently serving honorably, and who has served as a member in any branch
of the armed forces, including the National Guard and armed forces reserves.

Unemployed means that the veteran was unemployed for at least 30 days immediately
preceding the date on which the veteran was hired by the taxpayer claiming the credit. The
credit is equal to 20 percent of wages and benefits paid up to a $1,500 maximum for each
qualified employment position filled by an unemployed veteran. The credits are available
on afirst-in-time basis not to exceed $500,000 in any fiscal year. Credits disallowed in one
year can be carried over to the next fiscal year. Priority isgiven to credits carried over from
aprevious fiscal year.

Credits may be earned for tax reporting periods through June 30, 2022, and no credits may
be claimed after June 30, 2023.

In 2020 the Joint Legislative Audit and Review Committee (JLARC) performed areview on
the two tax credits. The Legidative Auditor concluded that the tax preferences for hiring
unemployed veterans have had limited use, and the Legislature's goal of reducing the
number of unemployed veterans by 30 percent was not met at the time of the analysis. The
Legidative Auditor recommended that the L egislature modify the preferences to better
serve unemployed veterans.

Tax Preference Performance Statement.

State law provides for arange of tax preferences that confer reduced tax liability upon a
designated class of taxpayer. Tax preferences include tax exclusions, deductions,
exemptions, preferential tax rates, deferrals, and credits. Currently, Washington has over
650 tax preferences, including avariety of sales and use tax exemptions. Legidation that
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establishes or expands atax preference must include a Tax Preference Performance
Statement (TPPS) that identifies the public policy objective of the preference, aswell as
specific metrics that the JLARC 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:

For the PUT and B& O tax credits for employers that hire veterans and military family
members, a qualified employee includes a veteran that is not considered unemployed and
the spouse of aveteran or an active-duty military member.

The maximum PUT and B& O tax credit an employer may claim for hiring aqualified
employee is $3,000 for each qualified employee hired on or after July 1, 2023. The
maximum total credit is $5 million per year for each credit.

The PUT and B& O tax credits for employers that hire veterans and military family
members expire July 1, 2034.

The bill is exempt from the TPPS requirement.

Appropriation: None.

Fiscal Note: Available.

Effective Date: The bill contains an emergency clause and takes effect on July 1, 2023.
Staff Summary of Public Testimony:

(In support) This program expires this year, so this bill is extending the program as well as
expanding it. The program is underutilized and does not currently contain meaningful
enough incentives for hiring and training new employees. The fiscal impact for the stateis
minor compared to the impact on the economy and the assistance to veterans and military
families. Thisisanincrease in the benefits for veterans and their families. The traits
desired by employers are the basic principles surrounding military service. Hiring good
talent is difficult, but hiring a veteran provides already cross-trained employees to
employers. Workforce shortages are widespread and recruitment from the military
community will help fix this. Trucking and transportation are public utilities and pay the
tax, so those are areas of industry that will benefit from thisbill. Small businessesin
particular struggle to find employees.
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(Opposed) None.

(Other) The DOR is neutral on this bill and appreciates the willingness to work with the
department to allow effective administration.

Persons Testifying: (In support) Representative Peter Abbarno, prime sponsor; Mark
Johnson, Washington Retail Association; Paula Sardinas, Washington Build Back Black
Alliance; Sheri Call, Washington Trucking Associations; and Tom Davis, Veterans
Legislative Coalition.

(Other) lan Doyle, Department of Revenue.

Persons Signed In To Testify But Not Testifying: None.
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