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Brief Description: Modifying business and occupation tax surcharges, rates, and the advanced
computing surcharge cap, clarifying the business and occupation tax deduction for certain
investments, and creating atemporary business and occupation tax surcharge on large
companies.

Sponsors: House Committee on Finance (originally sponsored by Representatives Fitzgibbon,
Peterson, Pollet, Parshley, Scott, Reed, Berry and Macri).

House Committee on Finance
Senate Committee on Ways & Means

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 and wholesaling; 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. There are many specialized B& O tax
rates and preferential rates that 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 aMultiple Activities Tax Credit. A
taxpayer may also be eligible for asmall business credit that will either eliminate or reduce
their B& O tax liability. The credit is $160 per month for taxpayers that report at least 50
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percent or greater of their total B& O taxable amount under service and other activities, real
estate brokers, and contests of chance and $55 per month for al other businesses, multiplied
by the number of months in 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
$125,000 per year.

Additional Business and Occupation Tax on Financial Institutions.
An additional B& O tax isimposed on specified financial institutions. The additional tax is
equal to the taxpayer's gross taxable service and other income multiplied by 1.2 percent.

A specified financial institution is afinancial institution that is a member of a consolidated
financia institution group that reported on its consolidated financial statement for the
previous calendar year annual net income of at least $1 billion, not including net income
attributable to noncontrolling interests, as the terms "net income" and "noncontrolling
interest" are used in the consolidated financial statement. If financial institutions are no
longer required to file consolidated financial statements, "specified financial institution”
means any person that was subject to the additional tax in at |east two of the previous four
calendar years.

The DOR may require ataxpayer believed to be a specified financial institution to disclose
whether it isa member of a consolidated financial institution group and, if so, to identify all
other members of its consolidated financial institution group. A person failing to comply
with this requirement is deemed to have intended to evade tax payable under this section
and is subject to a penalty on any additional tax due from the taxpayer and any financial
ingtitution affiliated with the taxpayer.

Advanced Computing Business and Occupation Tax Surcharge.

In addition to the applicable business and occupation tax rate, advanced computing
businesses with a worldwide gross revenue in excess of $25 hillion are subject to an
additional 1.22 percent advanced computing surcharge (ACS). An advanced computing
businessis one that designs or develops software or computer hardware, including
modifications, or provides cloud computing services, operates an online marketplace, an
online search engine, or an online socia networking platform. The total ACS an advanced
computing businessis subject to is capped at $9 million per year. The proceeds from the
ACS are deposited into the Workforce Education Investment Account.

Business and Occupation Deduction for Investment Income.
In computing their B& O tax liability, a business may deduct amounts derived from
investments, so long as the businessis not a banking, lending, or security business.
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Tax Preference Performance Statement.

Tax preferences confer reduced tax liability upon a designated class of taxpayers. These
include tax exclusions, deductions, exemptions, preferential tax rates, deferrals, and credits.
There are over 700 tax preferences. Legidation that establishes or expands atax preference
must include atax preference performance statement (TPPS) that identifies the public
policy objective of the preference, as well as specific metrics that the Joint Legidative
Audit and Review Committee (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:

Part [—Business and Occupation Tax Rate Changes.
Beginning October 1, 2025, the B& O tax rate for services and other activities for businesses
with a gross income of over $5 million isincreased to 2.1 percent.

Beginning January 1, 2027, the rate for the following business activitiesis increased to 0.5
percent:

* standard manufacturing, extracting, and wholesaling;

 standard retailing;

* radioactive waste cleanup;

* retail or wholesale sales of digital goods, digital codes, and digital automated
Services;

* research and development by non-profits;

* insurance agents;

o childcare;

* treatment of chemical dependency;

» samon canners,

» manufacturing, wholesaling, and retailing of commercial airplanes or components of
such airplanes,

» manufacturing and retailing of tooling, specifically for use in manufacturing of
commercial airplanes or components of such airplanes;

* printing materials, other than newspapers, and of publishing periodicals and
magazines,

» highway contractors and government contractors;

* cold storage warehousing; and

* radio and television broadcasting.

In addition, the B& O tax rate for contests of chance isincreased to 1.8 percent.

Part [1—Business and Occupation Surcharges on High Grossing Businesses and Financial
Institutions.

Beginning January 1, 2026, an additional B& O tax isimposed on businesses in Washington
with at least $250 million in Washington taxable income. Thetax is 0.5 percent of the
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business's annual Washington taxable income in excess of $250 million and isin addition to
the other B& O taxes imposed on the income. This surcharge expires December 31, 2029.

The following income is exempt from the additional B& O tax:

* income related to manufacturing activities, which includes the income from the
wholesale or retail sale of products manufactured by a person subject to the
manufacturing tax rates,

» incomerelated to the sale of food, food stamp purchases, and prescription drugs,

* income attributable to the wholesale or retail sale of petroleum products by a person
who islocated in another state and the owner of such materials processed for it in
Washington by an affiliated processor for hire;

* income from the retail and wholesal e transactions of fuel; and

* income subject preferential rates for timber and timber products, including
manufacturing, processing for hire, extracting, and wholesaling activities.

In addition, persons primarily engaged as afarmer or eligible apiarist as well asfinancial
institutions are exempt from the additional B& O tax. Taxpayers who pay the ACS are also
exempt from this additional B& O tax.

Beginning October 1, 2025, the additional B& O tax on certain financial institutionsis
increased to 1.5 percent.

Part 111—Advanced Computing Surcharge.
The B& O ACSrate isincreased to 7.5 percent, and the annual cap isincreased to $75
million beginning January 1, 2026.

Beginning in fiscal year 2028, and each year thereafter, the number of enrollments at
computer science and engineering degree programs at four-year state universities must be
automatically added and funded when the number of qualified Washington state applicants
exceed the available enrollments at these programs by 100 applicants.

Part |V—Investment Deduction.
The criteriafor utilizing the B& O tax deduction for the proceeds from investmentsis
clarified.

The B& O tax deduction is for amounts derived from investment that are incidental to the
main purpose of the business. Investments are considered incidental to the main purpose of
abusiness if lessthan 5 percent of the business's total worldwide grossincome is derived
from such investments annually. "Investments' include securities, trading account assets,
federal funds, options, futures contracts, forward contracts, notional principal contracts,
equities, foreign currency transactions, fixed income instruments, derivative instruments,
and commodities.

If the business is a nonprofit organization, the business may continue to deduct proceeds
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from investments. In addition, retirement accounts and certain family investment vehicles,
aswell as the recipients of distributions from these accounts, may continue to deduct the
proceeds from these investments.

A collective investment vehicle (Cl1V) may also continue to deduct the proceeds from
investments. A CIV means ataxpayer who meets the following criteria:

» Thetaxpayer'stotal grossincome derived from itsinvestmentsis at least 90 percent
of the taxpayer's worldwide gross income of the business annually.

» Thetaxpayer holds title to passive investment assets for the benefit of the taxpayer's
investors, and the investment decisions are made by another person who serves as the
ClIV's manager or advisor.

» Thetaxpayer accepts unrelated persons as its investors.

A CIV may be amutual fund, collective fund, or similar investment vehicle. A CIV may be
structured in various ways including as alimited or general partnership, limited liability
company, corporation, or trust.

A CIV may not deduct the following amounts:
» amounts derived from investments that are invested in the CIV but are not themselves
acClVv;
» amounts received by persons as compensation for services rendered to aClV, the CIV
investors, or both;
» amounts derived from sources other than investments by a CIV; or
» amounts derived from factoring.

Part V—Other Provisions.
This act is exempt from the requirements of the TPPS, JLARC review, and automatic 10-
year expiration.

The DOR isrequired to engage its business advisory council aswell as agroup of taxpayers
to recommend statutory and administrative changes to simplify tax compliance for
taxpayers.

Voteson Final Passage:

House 50 48
Senate 26 22

Effective: July 27, 2025
January 1, 2027 (Sections 101-108 and 110-112)
October 1, 2025 (Sections 109 and 202)
January 1, 2034 (Section 113)
January 1, 2026 (Sections 114, 201, 301, 401, and 402)

House Bill Report -5- ESHB 2081



