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Original Notice.

Preproposal statement of inquiry was filed as WSR 23-06-074.

Title of Rule and Other Identifying Information: WAC 458-20-13501
Timber harvest operations.

Hearing Location(s): On May 21, 2024, at 10:00 a.m. This meeting
will be conducted over the internet/telephone. Please contact Cathy
Holder at CathyH@dor.wa.gov for login/dial-in information.

Date of Intended Adoption: July 1, 2024.

Submit Written Comments to: Tiffany Do, P.0O. Box 47453, Olympia,
WA 98504-7453, email tiffanyd@dor.wa.gov, fax 360-534-1606,
360-534-1558, by May 31, 2024.

Assistance for Persons with Disabilities: Contact Julie King,
phone 360-704-5733, TTY 800-833-6384.

Purpose of the Proposal and Its Anticipated Effects, Including
Any Changes in Existing Rules: The purpose of the proposal is to up-
date WAC 458-20-13501 (Rule 13501) to provide general guidance on the
various types of taxes applied to a variety of business activities in-
volving timber harvesting operations, and the filing and reporting ob-
ligations of a timber harvester as well as of a "small harvester," as
defined in RCW 84.33.035. The proposed amendments include additional
examples to clarify the tax implications of various types of transac-
tions, including the two common types of standing timber sales.

Reasons Supporting Proposal: Since amending Rule 13501 in 2019 to
recognize section 4 of E3SHB (chapter 336, Laws of 2019), the depart-
ment of revenue (department) finds it necessary to provide further
guidance on the types of taxes that a timber harvester, a small har-
vester, and a contractor providing necessary mechanical and labor
services to timber harvest operations must report. Additionally, the
Department received public comments requesting clarification on the
activities that constitute "manufacturing activity" with respect to
timber harvesting, and on sales and use tax exemption eligibility for
machinery and equipment used in timber harvest operations. The depart-
ment also received requests to add examples to Rule 13501 with tax im-
plications for two common types of standing timber sales, one subject
to B&0O tax with no real estate excise tax implications and one subject
to real estate excise tax with no B&0O tax implications. The department
is proposing additional guidance and examples to Rule 13501 based on
stakeholder feedback.

Statutory Authority for Adoption: RCW 82.01.060, 82.32.300.

Statute Being Implemented: RCW 82.04.260(12), 82.04.333,
82.04.440, 82.16.020, 82.45.010(1), 82.45.195, 84.33.035.

Rule is not necessitated by federal law, federal or state court
decision.

Name of Proponent: Department of revenue, governmental.

Name of Agency Personnel Responsible for Drafting: Tiffany Do,
6400 Linderson Way S.W., Tumwater, WA, 360-534-1558; Implementation
and Enforcement: Heidi Geathers, 6400 Linderson Way S.W., Tumwater,
WA, 360-534-1615.

A school district fiscal impact statement is not required under
RCW 28A.305.135.
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A cost-benefit analysis is not required under RCW 34.05.328. This
rule is not a significant legislative rule as defined by RCW
34.05.328.

Scope of exemption for rule proposal from Regulatory Fairness Act
requirements:

Is not exempt.

The proposed rule does not impose more-than-minor costs on busi-
nesses. Following is a summary of the agency's analysis showing how
costs were calculated. The proposed rule does not impose more-than-mi-
nor costs on businesses, as it does not propose any new requirements
not already provided for in statute. The proposed rule does not impose
fees, filing requirements, or recordkeeping guidelines that are not
already established in statute.

April 15, 2024
Brenton Madison
Rules Coordinator

OTS-4440.5

AMENDATORY SECTION (Amending WSR 20-02-058, filed 12/24/19, effective
1/24/20)

WAC 458-20-13501 Timber harvest operations. (1) Introduction.
Timber harvest operations generally consist of a variety of ((eiffer—
ent)) activities. ((Fhese—aetivitiesmay e —subijeet—te)) Depending on
the nature of the activity, different tax types and tax rates ((er
etassifications—uander)) may apply, such as the business and occupation
(B&0O) tax, ((amd)) public utility tax((—cepending—on—thenature—of
the—aetivity)) (PUT), retail sales tax, use tax, real estate excise
tax (REET), and timber harvest excise tax (timber excise tax). See
chapters 82.04, 82.08, 82.12, 82.16, 82.45, and 84.33 RCW.

(a) Scope of rule. This rule explains the application of the
( (business—and occupation (B« —pubtie—wtility)) B&O tax, PUT, retail
sales, and use taxes to persons performing activities associated with
timber harvest operations, including timber harvesters, manufacturers
of timber or wood products, extractors for hire, processors for hire,
sellers of real property, and consumers of tangible personal property
tyvpically used in timber harvest operations. In addition, this rule
explains how the ((pubtie—wtility—+ta3%)) PUT deduction provided by RCW
82.16.050 for the transportation of commodities to an export facility
applies to the transportation of logs ((—Ft—atseo—explains—how—theB&O
tax—exemptionprovided—Py REW82-04-333)) and provides details on how

to apply the B&O tax exemption for small timber harvesters ((ap—

Sz
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+i+ons+)) Other rules that may be relevant.

(i) Persons engaged in timber harvest operations should refer to
the following rules for additional information:
(()) (A) WAC 458-20-135 Extracting natural products;
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((=4F)) (B) WAC 458-20-136 Manufacturing,
fabricating;
((H5+r)) (C) WAC 458-20-13601 Manufacture

hire—Sales and use tax exemption for machinery

((4%r)) (i)

WSR 24-09-052

processing for hire,

rs and processors for
and equipment ((+)).

Persons engaged in timber harvesting activities may

be subiject to the timber excise tax or REET. This rule does not cover
either of those taxes in detail. For more information on timber excise
tax and REET, readers should refer to:

(A) Chapter 458-40 WAC Taxation of forest land and timber; and

(()) (B) Chapter 458-61A WAC Real estate excise tax.

(1ii) Persons cultivating short-rotation hardwoods are considered

farmers. "Short-rotation hardwoods" are hardwoo

d trees, such as hybrid

cottonwoods, cultivated by agricultural methods

in growing cvycles

shorter than 15 vears. RCW 84.33.035. For tax-r

eporting information

for farmers and persons selling property to, or

performing horticul-

tural service for, farmers, readers should refe

r to:

(A) WAC 458-20-209 Farming for hire and ho

rticultural services

performed for farmers; and
(B) WAC 458-20-210 Sales of tangible perso

nal property for farm-

ing—Sales of agricultural products by farmers.
rule contains examples
a conclusion.
tax
a

(c) Examples. This
of facts and then state
as a general guide. The
mined after a review of

L

The examp
results of other si

11 the facts and circu

that identify a number
les should be used only
tuations must be deter-
mstances.

methods—n—egrowing——eyetes——shorter—thanfifteen years—REW84-33-035+) )

(2) Timber harvesters. Timber harvesters may engage in

( (Ehet—reguire—themto—report)),

to different tax reporting and collection obligations,

of business activities

a variety
each subject
including B&O

tax under the extracting, manufacturing, wholes

aling, or retailing

((B&6—ka3¢)) classifications; retail sales tax; and use tax. Timber
harvesters ((may—euatzEy)) are eligible for preferential B&O tax rates
on certain qualifying business activities until July 1, 2045. RCW
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industriat—use—Both definitions—exetude)) (a) Definition of "harvest
11 4 4 n" "

er." With respect to timber, the term "harvester" means, every person
who, from the person's own land or from the land of another under a

right or license granted by lease or contract,

either directly or by

contracting with others for the necessary labor

or mechanical serv-

ices, fells, cuts, or takes timber for sale or

for commercial or in-—

dustrial use. RCW 84.33.035.
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(1) When a government entity, i.e., the United States or any in-
strumentality thereof; the state, including its departments and insti-
tutions and political subdivisions; or any municipal corporation,
fells, cuts, or takes timber for sale or for commercial or industrial
use, the first person other than that government entity who acguires
title to or possessory interest in the timber is considered the har-
vester.

(ii) The term "harvester" does not include persons performing,
under contract, the necessary labor or mechanical services for ((the
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(1ii) For purposes of B&0O tax, a timber "harvester" is considered
an "extractor," as that term is defined in RCW 82.04.100. In general,
an extractor is subject to extracting B&0O tax upon the value of the
extracted products. RCW 82.04.230 and WAC 458-20-135. A timber har-
vester may also be a "manufacturer" as defined in RCW 82.04.110 if the
harvester subsequently performs a manufacturing activity as defined in
RCW 82.04.120 (1) (c) involving the extracted trees. The type of excise
tax under which a timber harvester must report and pay is dependent on
the business activities the timber harvester conducts. See (b) through
(g) of this subsection for additional information.

(b) Timber purchasers - Special reporting requirements. A pur-
chaser of privately owned timber ( (im—an—amount—exceceding—twohundred
theusand)) 1in excess of 200,000 board feet ((+—FFfpurehased)) in a vol-
untary sale made in the ordinary course of business must report the
particulars of the purchase to the department of revenue (department)
on or before the last day of the month following the purchase of the
timber. RCW 84.33.088.

(i) The report must contain all information relevant to the wvalue
of the timber purchased including, but not limited to, the following,
as applicable: Purchaser's name, address and contact information;
seller's name, address, and contact information; sale date; termina-
tion date in sale agreement; total sale price; legal description of
sale area; sale name; forest practice application/harvest permit num-
ber if available; total acreage involved in the sale; estimated net
volume of timber purchased by tree species and log grade; and descrip-
tion and value of property improvements.

((FaEs)) (ii) The report must be filed on or before the last day
of the month following ( (Ehe—purehase—of)) the timber purchase date. A
( (Ewo—hundred—fiftydeottar)) penalty of $250 may be imposed against a
purchaser for each failure to ( (satisfy—the—reguirements—for—filing))

file this report. These filing requirements are scheduled to expire
( (Faty—+—261+8)) September 30, 2025. RCW 84.33.088.

((#HF)) (c) Extracting. The felling, cutting (severing from
land), or taking of trees is an extracting activity as defined in RCW
82.04.100. The extracting B&O tax classification applies to the value
of the products extracted, which ((is—the—~vatuweofthe severed—Et¥rees
prieor—to—any mangfacturing—activity)) dgenerally is the gross proceeds
of sales, whether such sales are at wholesale or at retail. See RCW
82.04.230 and WAC 458-20-112.

(i) Until July 1, 2045, timber extractors are eligible for a
preferential B&O tax rate for timber extracting activities. RCW
82.04.260 (12) (a). Taxpayers reporting under the preferential extract-
ing timber B&O tax classification in the current year are required to
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complete an Annual Tax Performance Report by May 31st of the following
year.

(1i) Small harvesters, as defined in RCW 84.33.035, are not re-
quired to complete an Annual Tax Performance Report with the depart-
ment.

((#=¥)) (d) Manufacturing. The cutting into length (bucking), de-
limbing, and measuring (for bucking) of felled, cut (severed), or tak-
en trees is a manufacturing activity as defined in RCW 82.04.120. The
manufacturing B&0O tax is measured by the value of the products manu-
factured, which is generally the gross proceeds of sale. For more in-
formation regarding the value of products see RCW 82.04.450 and WAC
458-20-112.

(1) For timber harvest operations, the manufacturing portion of
the operation begins after the standing timber has been extracted
(felled, cut (severed from land), or taken) if the severed trees are
subsequently measured, delimbed, and bucked at the manufacturing
(harvest) site. The manufacturing site includes the entire contiguous
area that is being actively logged (known as a "cutting area" or "har-

vest unit"). For timber harvest operations, manufacturing activities
include bucking (cutting into length), delimbing, and measuring of
felled, cut (severed from the land), or taken trees.

(ii) If the product is delivered to a point outside the state,
transportation costs incurred by the seller from the last point at
which manufacturing takes place within Washington may be deducted from
the gross proceeds of sale when determining the value of the product,
depending on the extent of the additional manufacturing activity con-
ducted subsequent to the manufacturing conducted at the harvest site.
See WAC 458-20-112.

( (BExamplel1-—In—~ecachof thefeollowing situations—presume—that—+the
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++))) (A) If there is no further manufacturing subsequent to man-

ufacturing conducted at the harvest site, the measure of tax is the
gross proceeds of the sale of the logs less transportation costs in-
curred by the seller from the harvest site to delivery to the customer
out-of-state;

((=+r)) (B) If logs are hauled to a separate manufacturing fa-
cility for processing into lumber, poles, or piles, the measure of tax
is the gross proceeds of sale of the lumber, poles, or piles less
transportation costs incurred by the seller from the manufacturing fa-
cility to the place of delivery to the customer out-of-state; and

((+3+>r)) (C) If logs are hauled to a facility that only removes
the bark, the measure of tax is the gross proceeds of sale of the logs
less transportation costs incurred by the seller from the harvest site
to the place of delivery to the customer out-of-state. This is because
the mere removal of bark is not a manufacturing activity.

However, if at that facility the debarking is a part of a broader
manufacturing process (e.g., cutting the logs into lumber), the entire
process, including the debarking, is a manufacturing activity. In
((sgekh—=)) this case, the measure of tax is the gross proceeds of sale
of the products manufactured from the logs less transportation costs
incurred by the seller from the manufacturing facility to the place of
delivery to the customer out-of-state.

(()r)) (44ii) Until July 1, 2045, persons who manufacture
((#A)r)) timber into timber products or wood products; ((4B))) timber
products into other timber products or wood products; or ((4&))) mass
timber products defined in RCW 19.27.570(1), are eligible ((fe®)) to
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report their gross proceeds of sales under a preferential manufactur-

ing of timber or wood products B&O tax ( (ratemuttiptied by —the—<gress
proceceds—oef—sate)) cla551flcatlon RCW 82.04.260 (12) (b) . Taxpayers

Produets) ) clalmlnq this preferentlal B&O tax ( (etassifieation)) rate
in the current year are required to complete an Annual Tax Performance
Report by May 31st of the following year.

(()) Small harvesters, as defined in RCW 84.33.035, are not
required to complete an Annual Tax Performance Report with the depart-
ment.

((#)) (e) Selling. ((Fhe—ircome—fromthe saleof +the Jleogs—3s))
Sales of felled timber and timber products are subject to B&0O tax un-
der either the wholesaling or retailing ((B&S—%tax%)) classification, as
the case may be, unless exempt by law. The measure of tax is the gross
proceeds of sales without any deduction for transportation costs.

(1) When determining the gross proceeds of sales, the timber har-
vester may not deduct amounts paid to others.
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Facts: UVW Company (UVW), a timber
harvester and a timber manufacturer, enters into a contract with ORS
Company (QRS), in which QRS agrees to perform the necessary labor and
mechanical services for extracting the timber, and for manufacturing
(measuring, delimbing, and bucking of) the felled timber. UVW receives
60 percent of the gross proceeds from sales of the logs, and QRS re-
ceives 40 percent. A third-party buyer located in Washington purchases
the logs from UVW for $500,000. The buver pays $300,000 to UVW for the
log sales and $200,000 to QRS for performing the harvesting services.

Result: UVW is required to report the entire $500,000 in sales
proceeds for B&0O tax purposes, regardless of the fact that QRS re-
ceived $200,000 of the sales proceeds directly from the buyver. In ac-
cordance with RCW 82.04.070, there is no deduction for the cost of do-
ing business; therefore, UVW may not deduct the amount UVW paid to QRS
for performing harvesting services. As a harvester and manufacturer,
UVW must report $500,000 under extracting B&0O tax, manufacturing B&O
tax, and retailing or wholesaling B&0O tax, depending on whether the
third-party buyer is buying the logs for resale. UVW is eligible for a
multiple activities tax credit (MATC) because UVW is selling the logs
it extracted and manufactured in Washington to a Washington customer.
See (g) of this subsection for more information on the MATC.

(11) Retail sales tax must be collected and remitted on all sales
to consumers, unless ((exempt—lPy—+aw)) a statutory exemption applies.
For wholesale sales, sellers must obtain and retain copies of their
customers' reseller permits to document the wholesale nature of the
transaction or otherwise comply with RCW 82.04.470. For information on
reseller permits see WAC 458-20-102 and 458-20-10201.

(iii) Until July 1, 2045, persons who ((seldt—=t—wholesate)) make
wholesale sales of eligible products may report their gross proceeds
of sales under the preferential wholesaling of timber or wood products
B&O tax classification. RCW 82.04.260 (12) (c). Taxpayvers who claim

@i
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T T v O C oL

Certified on 4/25/2024 [ 6 ] WSR 24-09-052



Washington State Register WSR 24-09-052

this preference in the current calendar year must complete an Annual
Tax Performance Report by May 31st of the following calendar vyear. The
following are eligible products:

(A) Timber extracted by the seller;

(B) Timber products manufactured by the seller from timber or
other timber products;

(C) Wood products manufactured by the seller from timber or tim-
ber products; ((e®)) and

(D) Mass timber products, as defined in RCW 19.27.570(1), manu-
factured by the seller ( (—are—etigible—for apreferential B&0—+tax—rate
masr 14 4~ o A sz +1 PR YW N NP Ao £ o1 RO Q9 NA 26N (1D [ ~) T asz
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(iv) Small harvesters, as defined in RCW 84.33.035, are not re-
quired to complete an Annual Tax Performance Report with the depart-
ment.

Engaging in multiple

activities. Persons who extract, manufacture, or both extract and man-
ufacture the timber products they sell are engaged in multiple activi-
ties. Timber harvesters who are engaged in multiple activities are re-
gquired to report their gross proceeds of sales under each applicable
production B&O tax classification (extracting or manufacturing) and,
under the appropriate selling B&0O tax classification (wholesaling or
retailing).

(g) Multiple activities tax credit (MATC). The MATC will apply in
cases where a person sells products to Washington customers that they
have also extracted and/or manufactured in Washington. For a detailed
explanation of the MATC reporting requirements see WAC 458-20-19301.

Example 2. Computing the MATC.

Facts: 7YX Tree Company (ZY¥X) is in the business of manufacturing
and selling wood siding products used in building construction. All of
ZYX's products are manufactured by ZYX using timber that ZYX harves-
ted. For the month of July 2023, ZYX had $100,000 in gross income from
its sales of specialty wood siding products. All of the sales were
made at wholesale and occurred in Washington.

Result: 7YX must report $100,000 in gross revenue under each of
the following B&0O tax classifications: Extracting timber, manufactur-
ing of timber or wood products, and wholesaling of timber or wood
products. Additionally, ZYX is eligible to claim the MATC. Because the
preferential B&0O tax rates are the same for all three of the classifi-
cations reported by ZYX, the MATC will fully offset both the extract-
ing timber and manufacturing timber or wood products B&O tax liabili-
ties. ZYX's tax liability after applyving the MATC is $290.40 ($100,000
multiplied by the wholesaling of timber or wood products B&O tax rate
of 0.2904 percent under RCW 82.04.260 (12) (c)). Note: An additional
B&O tax surcharge imposed on those persons who are subject to any of
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the taxes imposed under RCW 82.04.260(12) may apply. See RCW 82.04.201
for more information.
(3) Extractors for hire. Persons performing extracting activities

(labor or mechanical services) ( (——suveh—as—independent—centractorsy))
for timber harvesters ( (are—subieect—to—tas—under—theextracting for

hire)) as independent contractors for hire must report gross income
from these activities under the extracting for hire B&0O tax classifi-
cation ( (measwred—Pv—the—gross—Fnecome—fromtheseserviees)). RCW
82.04.280. Persons performing extracting for hire services for consum-
ers must collect and remit retail sales tax on those services unless
otherwise exempt by law. RCW 82.04.050(2).

Until July 1, 2045, persons who extract timber for hire are eli-
gible for a preferential B&0O tax rate for timber extracting for hire
activities. RCW 82.04.260 (12) (a). Taxpayers reporting under the pref-
erential extracting for hire timber B&0O tax classification in the cur-
rent year are required to complete an Annual Tax Performance Report by
May 31st of the following year.
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Extracting activities commonly performed by extractors for hire
include, but are not limited to the following:
(a) Cutting or severing trees;
(b) Logging road construction or maintenance;
(c) Activities related to and performed on timber-producing prop-
erty that are necessary and incidental to timber operations, such as:
(1) Slash cleanup and burning;
ii) Scarification;
v

(
(iii) Stream and pond cleaning or rebuilding;

(iv) Restoration of logging roadways to a natural state;

(v) Restoration of wildlife habitat; and

(vi) Fire trail work.

Example 3. Extracting timber for hire.

Facts: Timber Harvester, a harvester and manufacturer, pays Tree
Severing Corporation (TSC) $100,000 to fell trees owned by Timber Har-
vester.

Result: TSC is performing an extracting activity for hire. The
$100,000 TSC receives is subject to B&0O tax under the preferential ex-
tracting for hire timber classification. TSC must timely file an Annu-
al Tax Performance Report as required under RCW 82.04.260(12). This
transaction is not subject to retail sales tax because Timber Harvest-
er is not the consumer of the extracted timber.

(4) Processors for hire. Persons ((perferming)) that perform la-
bor and mechanical services as independent contractors for timber har-
vesters ((dering—themanufacturing portieon—eof o timber harvest—opera—
+3+en)) upon property belonging to others, so that as a result a new,
different, or useful article of tangible personal property is produced
for sale or commercial or industrial use during the manufacturing por-
tion of a timber harvest operation are subject to B&0O tax under the
processing for hire ((B&6—tax%)) classification, measured by the gross
income from those services. A processor for hire is any person who
would be a manufacturer if that person were performing the labor and
mechanical services upon his or her own materials. RCW 82.04.280( (=

Feorinfeormation regarding processeors—Ffeor—hire——see)) and WAC
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458-20-136. Persons performing processing for hire services for con-
sumers must collect and remit retail sales tax on the charges for
those services unless otherwise exempt by law. RCW 82.04.050(2).

(a) For timber harvest operations, the manufacturing portion of
the operation begins after the standing timber has been felled, cut
(severed from the land), or taken if the felled trees are subsequently
delimbed, measured, and bucked at the manufacturing (harvest) site.
The subsequent activities of cutting, delimbing, and measuring of the
felled, cut (severed from the land), or taken timber by third parties
are considered processing for hire activities when performed at the
site of the harvest.

() Until July 1, 2045, persons who process for hire ((4=)r)) (i)
timber into timber products or wood products; ((#s))) (ii) timber
products into other timber products or wood products; or ((+4e))) iii
mass timber products defined in RCW 19.27.570(1), are eligible (feor—a

+ 2~ 2 g sz +1 o £ o l

preferentialBsO—tax—rate multtipltiecd by the gross—preoceeds—of ué
to report their gross proceeds under the preferential processing
hire timber products B&0O tax classification. RCW 82.04.260 (12) (b
Taxpayers ( (reporting—under—the preferential Processing for Hire TFim—
berProduets PB&O—tax——etassifieation)) claiming this B&0O tax preference
in the current year are required to complete an Annual Tax Performance

Report by May 31st of the following year.
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Facts: TTT Company (TTT), a harvester and a manufacturer, owns a

parcel of land comprised of standing timber. TTT fells the timber on
its own behalf. Subsequently, TTT pays Tree Services, Inc. (TSI)
$300,000 to delimb, measure, and buck the severed trees at TTT's har-
vest site.

Result: TSI is a processor for hire. The $300,000 TSI received is
subject to B&O tax under the preferential processing for hire timber
products classification. TSI must timely file an Annual Tax Perform-
ance Report as required under RCW 82.04.260(12). This transaction is
not subject to retail sales tax because TTT is not the consumer of the
harvested timber, assuming TTT will resell the logs it extracted and
manufactured.

Example 5. Tax treatment of services related to the manufacturing
portion of a timber harvest operation.

Facts: With the same facts from Example 4, TTT pays Chopper Serv-
ices Inc. (CS) $200,000 to transport severed timber by helicopter from
the location within the harvest site where the timber was felled to a
staging location where the severed timber can be delimbed, measured,
and bucked (manufactured into logs) by TSI, prior to being loaded into
trucks by TTT and transported to a mill for further processing.
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Result: CS's provision of helicopter transportation services for
transporting severed timber to a staging area within the manufacturing
(harvest) site where the severed timber will be processed (measured,
delimbed, and bucked) into logs are part of the manufacturing opera-
tion (which began after the timber was felled), and are themselves
manufacturing activities. See RCW 82.08.02565 (2) (c) (ii). The $200,000
CS received from TTT is subject to B&0O tax under the processing for
hire timber products classification. CS must timely file an Annual Tax
Performance Report as required under RCW 82.04.260(12).

(5) Log hauling activities. Persons performing services for tim-
ber harvesters are often required to haul logs by motor vehicle from
the harvest site to separate locations, over public roads. The income
attributable to this hauling activity is subject to ((Ehe—pubtie—utilt
+ey—tax—(PYT)) ) PUT.

(a) Effective August 1, 2015, RCW 82.16.020 provides a reduced
PUT rate for most log transportation businesses. A "log transportation
business" means ((£ke)) a business ((ef)) engaged in transporting logs
by truck, except when the transportation meets the definition of urban
transportation business or occurs exclusively on private roads. RCW
82.16.010. WAC 458-20-180 explains the distinction between motor and
urban transportation ((is—exptained—aaWAC458—20—380)). If the haul-
ing is exclusively performed over private roads, the gross income from
the transportation activity is subject to B&0O tax under the service
and other activities ((B&6—tax%)) classification, not ((khe)) a PUT
classification.
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“b)—Hauls)) Example 6. Tax consequences of hauling logs (private
roads, public roads, or both).

Facts: Bob's Logging Company (Bob's Logging) pays HHH Log Hauling
Company (HHH) $4,000 to haul logs over private roads from Bob's har-
vest site to a transfer site located 10 miles away, where Bob's Log-
ging will unload, sort, and reload the logs for further distribution.
Separately, Bob's Logging pays JJJ Log Hauling Ltd (JJJ) $6,000 to
haul logs from the transfer site to a mill located 30 miles away. JJJ
will transport the logs over both private and public roads. The har-
vest site, transfer site, and mill site are all located in unincorpo-
rated parts of Mason County.

Result: HHH is subject to B&0O tax under the service and other ac-
tivities classification because the haul of the logs performed by HHH
is exclusively on private roads. HHH must report $4,000 in gross in-
come under the service and other activities B&O tax classification.
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JJJ is subiject to PUT under the motor transportation classifica-
tion because the haul occurs on both private and public roads. JJJ
must report $6,000 in gross income under the motor transportation PUT
classification.

(b) Jointly provided hauling services. In cases where log hauling
services are jointly provided by two or more motor carriers, the motor
carrier that contracts with the purchaser of the hauling services may
be eligible to claim a PUT deduction for amounts paid to third-party
motor carriers that jointly furnish some portion (or all) of the haul.
See WAC 458-20-179 and RCW 82.16.050 for more information on the PUT
deduction for services furnished jointly.

Example 7. Hauling services jointly provided.

Facts: Assume the facts from Example 6, except that JJJ contracts
with Bob's Logging to perform all necessary hauling services from the
harvest site to the transfer site, then from the transfer site to the
mill. The portion of the haul from the harvest site to the transfer
site will be performed over private and public roads. JJJ receives
$10,000 from Bob's Logging in exchange for the contracted services.
After entering into the contract with Bob's Logging, JJJ enters into a
contract with HHH, in which HHH will perform the first portion of the
haul from the harvest site to the transfer site. HHH receives $4,000
from JJJ in exchange for its portion of the jointly provided services.

Result: JJJ must report S$10,000 in gross income under the log
hauling over public highways PUT classification. Additionally, JJJ may
take a $4,000 deduction for "Amounts Paid to Another for Services
Jointly Provided" from the amount reported.

HHH must report $4,000 in gross income under the log hauling over
public highways PUT classification. HHH is not eligible for a deduc-
tion.

Example 8. Hauling services jointly provided.

Facts: Assume the facts from Example 6, except that JJJ contracts
with Bob's Logging to perform all necessary hauling services from the
harvest site to the transfer site, then from the transfer site to the
mill. The portion of the haul from the harvest site to the transfer
site will be performed entirely over private roads. JJJ receives
$10,000 from Bob's Logging in exchange for the contracted services.
After entering into the contract with Bob's Logging, JJJ enters into a
contract with HHH, in which HHH will perform the first portion of the
haul from the harvest site to the transfer site. HHH receives $4,000
from JJJ in exchange for its portion of the jointly provided services.

Result: JJJ must report S$10,000 in gross income under the log
hauling over public highways PUT classification. JJJ may not claim a
deduction for "Amount Paid to Another for Services Jointly Provided,"
as HHH's hauling services are not performed over a public road and are
therefore not subject to PUT.

HHH must report $4,000 in gross income under the service and oth-
er activities B&0O tax classification. HHH is not subject to PUT, as
the log hauling services were provided entirely over private roads.

(c) Hauling logs using own equipment. ((Ff—the persen—hauglis—the
produet—usinghis—er—her)) In cases where a person hauls timber or

wood products using their own equipment((+)) and has established haul-
ing rates that ((are—paid)) they pay to ((third-parties)) third par-
ties for comparable hauls, ((£hese)) such rates may be used to estab-

lish the measure of tax for the person's hauling activity. Otherwise,
the measure of the tax should be all costs attributable to the hauling
activity including, but not limited to, the following costs relative
to the hauling equipment: Depreciation; repair parts and repair labor;
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and wages and benefits for employees or compensation to contractors
driving or maintaining the equipment. If appropriate records are not
maintained to document these costs, the department will accept one-
third of the gross income derived from a contract for all labor or me-
chanical services beginning with the cutting or severance of trees
through the hauling services as the measure of the tax under the motor
transportation or log hauling over public highways PUT classification.

((#=¥)) (d) Deduction for hauls to export facilities. Refer to
subsection (13) of this rule for information regarding the deduction
available for certain log hauls to export facilities.

(6) Common timber sale arrangements. Persons who sell ((arndtfer))
or take timber may be subject to various taxes including ((£ke)) B&O
tax, sales tax, use tax, timber excise tax, and ( (real—estate—-exeise
£ax)) REET. There are a number of ways in which harvesting activities
are conducted and timber is sold. The timing of the transfer of owner-
ship of, or the contractual right to sever, standing timber determines
which taxes are due and who is liable for remitting tax.

(a) In general, when a timber sale arrangement meets the defini-
tion of "selling standing timber" as defined in RCW 82.04.260 (12) (d),
the gross income is subject to B&0O tax under chapter 82.04 RCW. Until
July 1, 2045, persons engaging in "selling standing timber" are eligi-
ble to report gross receipts from sales of standing timber under the
preferential B&0O tax rate of 0.2904 percent in RCW 82.04.260 (12) (d).
Persons claiming the preferential B&0O tax rate in the current vear
must file a complete Annual Tax Performance Report with the department
under RCW 82.32.534 by May 31st of the following vear.

(b) RCW 82.45.195 provides a REET exemption for a sale of stand-
ing timber if the gross income from such sale is taxable under RCW
82.04.260 (12) (d); also see WAC 458-61A-113. However, when a sale of
standing timber does not meet the definition of "selling standing tim-—
ber" in RCW 82.04.260 (12) (d) or when a sale of standing timber is a
sale, convevance, or transfer of the ownership of or title to real
property as defined in RCW 82.45.010 and WAC 458-61A-113, REET is due.
"Real property" or "real estate" means any interest, estate, or bene-
ficial interest in land or anything affixed to land, including an own-
ership interest or beneficial interest in any entity that owns land,
or anvthing affixed to land, including standing timber or crops. WAC
458-01A-102(18) . For more information on sales that are subject to RE-
ET, see chapters 82.45 RCW and 458-61A WAC.

(c) The following examples briefly identify two common types of

timber sale arrangements ( (ard—ther—stateaconcetusion—as—teo—thetaxes
1+ o~ c g T o sz el o T not+ ENE2 ~ 11 T~ laa o xs 13 ot £ + 1 Aa £
CITITTACT (_A.b/r/J._Y . LI =) A(_A.J.llb/J. =) [ e =y TTO T aIT [ N S LTI ITTChoS 1TV P S W R wy A CITT |\ N e

£ rant + <7 o £ + 2 r o Frrancern Nt o r + Xz a o+ o n o 1+ ma sz

- - TTC L__YL./ =) A C LI - [N e g €7 NN S Sy &> 5 i § \j 1T IT L_u_), L . CIT VA LT T CTITUTTOS CITITTACT TIT (_A._Y
eoeewr) ). The examples are intended to provide general guidance only.

The tax treatment of a particular timber sale arrangement depends on
the facts and circumstances in each case. These examples presume that
the trees being harvested are not Christmas trees, and that no partic-
ipant is a federal, state, or local government entity. The examples do
not detail the timber excise tax consequences.

((42))) Example ((6)) 9. Sale of standing timber (stumpage

sales) . ((%ﬁ—%h%s—%ype—eéfaffaﬁgemeﬂ%T—Se%%ef—+%§ﬂdGWﬁef—ef—e%hef—GWﬂ-
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owns a large tract of standing timber.

ABC sells the right to cut the standing timber to XYZ Partnership
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(ABC)

The sale agreement does not re-

2021.

for $100,000 on March 1,
gquire XYZ to harvest

(XYZ)

the standing timber within 30 months from

(sever)

XYZ receives title to the timber
When the timber is ready for harvest

XYZ hires DEF Company

the date of the original contract.
from ABC prior to harvesting it.

(third-party timber har-

(DEF)

2024,
vest contractor)

on May 1,
$50,000.

XY72 pays DEF

to sever the timber on its behalf.

XYZ sells the harvested timber

After the timber is extracted,

at

(an unrelated third-party Washington manufacturer)

wholesale for $250,000.

to UVW Company
severed timber,

and buck the

delimb,

UVW Company will measure,

then haul the logs from the harvest site to its own

using its own trucks.

ABC is not subiject to B&0O tax,

manufacturing facility,

or retail sales or

PUT,

Result

ABC is liable for REET on the sale of standing timber to XY7Z,

because the transaction is a sale of real property.

use tax.

See RCW

ABC 1is not

and 458-61A-113.
because the sale between ABC and

82.45.060, WAC 458-61A-102,

82.45.010(1),

in this example,

liable for B&O tax,

in RCW

"selling standing timber"
if the sale arrangement between ABC and

XYZ does not meet the definition of

82.04.260

However,

(12) (d) .

XYZ were to require that XYZ sever or cut the timber within 30 months

from the date of the original sale contract

to B&O tax on its proceeds from

ABC would then be subject

L

as defined

"selling standing timber"
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in RCW 82.04.260(12), and the transaction would be exempt from REET in
accordance with RCW 82.45.195.

XY7 (as the owner of the standing timber) must report $250,000 in
gross income under the following B&O tax classifications: Extracting
timber and wholesaling of timber or wood products. XYZ is eligible to
claim the MATC equal to its extracting timber B&0O tax liability. XYZ
must timely file an Annual Tax Performance Report as required under
RCW 82.04.260(12). XY7Z is also subject to timber excise tax. See chap-
ters 84.33 RCW and 458-40 WAC.

DEF must report $50,000 in gross income under the extracting for
hire timber B&0O tax classification and is not eligible for a credit or
deduction. DEF must timely file an Annual Tax Performance Report as
required under RCW 82.04.260(12).

Example 10. Sale of harvested timber (logs).

Facts: Assume the facts from Example 9, except that ABC hires DEF
to harvest the timber on ABC's behalf, rather than selling the stand-
ing timber to XYZ. ABC agrees to pay DEF $50,000 in exchange for DEF's
harvesting and manufacturing (measuring, delimbing, and bucking of
felled trees) services. After the timber has been severed, measured,
delimbed, and bucked into logs by DEF, ABC sells the logs to GHI
Lodge, Inc. (GHI) for $250,000. GHI is purchasing the logs to con-
struct a new lodge (for GHI's own use) in unincorporated Skamania
County (which is also the location of the harvest site).

Result: ABC (as the owner of the timber) must report $250,000 in
gross income under the following B&O tax classifications: Extracting
timber, manufacturing of timber products, and retailing. ABC is eligi-
ble to claim the MATC equal to its extracting timber B&0O tax and manu-
facturing of timber products B&0O tax liabilities. ABC must timely file
an Annual Tax Performance Report as required under RCW 82.04.260(12).
ABC is required to collect retail sales tax at the current combined
state and local rate for unincorporated Skamania County. ABC is also
subject to timber excise tax. See chapters 84.33 RCW and 458-40 WAC.

DEF must report $50,000 in gross income under the extracting for
hire timber and processing for hire timber products B&0O tax classifi-
cations. DEF must timely file an Annual Tax Performance Report as re-
guired under RCW 82.04.260(12). DEF is not eligible for the MATC.

(7) Equipment and supplies used in timber harvest operations.
((ERre)) Retail sales tax applies to all ( (purehases—eof)) retail sales
of tangible personal property, including equipment, component parts of
equipment, and supplies by persons engaging in timber operations un-
less a specific exemption applies. Purchases of fertilizer and spray
materials (e.g., pesticides) for use in the cultivating of timber are
also subject to ((¥he)) retail sales tax, unless purchased for resale
( (rs—tangible—persenat—property)). If ((¥he)) a seller fails to col-
lect the ((apprepriate)) retail sales tax, the buyer is required to
remit ((Ehe—retail—sates—Etaxx—+)) what is commonly referred to as "de-
ferred retail sales tax" ((F—er—uwse—tax)) directly to the department.

If a person ((esimrgpropertyinWashingteon inecurs—awse—ftax—tia—
tor—teo—that—use—paid)) acquires tangible personal prop-
erty in a transaction that is not subject to retail sales tax, the
person is subject to use tax based on the place of first use of the
tangible personal property in Washington. In cases where a person has
already paid a retail sales or use tax on the same tangible personal
property to another state or foreign country (or political subdivision
of either), that person may claim a credit for those taxes against
((£he)) their Washington use tax liability.

r
+
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(a) Exemption available for certain manufacturing machinery and
equipment. RCW 82.08.02565 and 82.12.02565 provide retail sales and
use tax exemptions for certain machinery and equipment (M&E) used by
manufacturers. Persons engaged in both extracting and manufacturing
activities should refer to WAC 458-20-13601 for an explanation of how
these exemptions may apply to them.

Example 11. Retail sales tax exemption for M&E (qualifying and
nonqualifying M&E) .

Facts: GHI LILC (GHI) is a timber harvester and a manufacturer,
engaged in felling, delimbing, bucking, measuring, cutting, varding,
and loading logs at a logging operation site. GHI specializes in har-
vesting timber in remote locations with steep and challenging terrain.
In performing its business activities, GHI uses a feller buncher to
sever (cut) the standing timber. GHI also uses chainsaws to fell
snags. After the severed trees have been processed into logs, GHI uses
a varder to create a cable varding system to transport (or drag) the
logs through the harvest unit to a staging area where they will be
loaded onto trucks for transportation to an off-site mill. At the
staging area, GHI uses a log loader to sort and stack the logs by spe-
cies and length. Both the varder and the log loader are exclusively
used by GHI as described in this example.

Result: For purposes of the retail sales and use tax exemptions
in RCW 82.08.02565 and 82.12.02565, GHI may be eligible to claim an
exemption for the varder and the log loader as (a) GHI is a manufac-
turer; (b) the manufacturing operation process has begqun; (c) both
pieces of equipment are used directly in the manufacturing operation;
(d) both pieces of eguipment are used a majority of the time in a
qgqualifying manner; and (e) all other requirements under WAC
458-20-13601 are met (including the one vear useful life requirement).
In general, varding (the process of transporting or dragging felled
trees or logs to a landing area) as a standalone activity is not a
manufacturing activity. Thus, whether varding is a part of a manufac-
turing operation depends on whether such activity takes place at a
manufacturing site. In this example, varding occurs at the manufactur-
ing (harvest) site.

GHI is not eligible to claim an exemption for the feller buncher
or chainsaws as the majority use of both types of equipment are for
extracting activities (cutting or severing trees from the land). Had
the majority of use of the chainsaws and the feller buncher been for
delimbing, measuring, and bucking the felled trees, both pieces of
equipment may have been eligible for the M&E exemption if all the oth-
er requirements for the M&E exemption in WAC 458-20-13601 are satis-—
fied.

Example 12. Retail sales tax exemption for M&E (majority use
test) .

Facts: Assume the facts from Example 11. In addition, GHI uses a
bulldozer for a variety of purposes in its operations. The bulldozer
is used exclusively to (a) support GHI's feller buncher in performing
extracting activities (cutting or severing of timber); (b) support
GHI's varder in performing manufacturing activities upon the timber
that has already been severed (transporting the severed trees that
have already been delimbed, measured, and bucked to the landing area
where the logs will be loaded onto trucks and transported to an off-
site mill); and (c) clear debris and generally assist in the restora-
tion of timber harvest sites. GHI does not separately state charges
associated with its use of the bulldozer in its contracts with custom-
ers. GHI does maintain detailed time records that document the number
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of hours the bulldozer is used in the performance of each of the three
activities. In its first vear of use, the bulldozer was used to sup-
port the feller buncher for 200 hours, support the varder for 400
hours, and clear debris and generally assist in harvest site restora-
tion for 400 hours.

Result: While the use of the bulldozer to support the varder for
manufacturing activities is generally a gqualifving use for purposes of
the M&E exemption in RCW 82.08.02565 and 82.12.02565, the bulldozer is
not eligible for the exemption because the majority of its use is for
a nonqualifving purpose (supporting the feller buncher for extracting
activities and clearing debris for harvest site restoration). In this
case, the proper measure for determining majority use is time. A ma-
jority of the bulldozer's use, measured in time, was for nonmanufac-
turing activities (60 percent, or 600 of 1,000 hours used).

(b) Property manufactured for commercial use. ((Persems—manufae-—

turing—tangibltepersonal—property)) A person who manufactures timber

or wood products for commercial or industrial use ((are)) is subject
to ((beoth—themanufacturing)) B&O tax under the manufacturing of tim-
ber or wood products classification and use tax ((ewn)). Both taxes are

imposed based on the value of the tangible personal property manufac-

tured((+)) unless a specific exemption applies. WAC 458-20-134 defines

and provides information on commercial or industrial use, and WAC

458-20-112 describes how to determine the value of products. If ((the
4+

rnaoxra ~ 1 o szt pya~E o + 1 Nnrodil o+ RCO + <z 1o g 17~ A » + 1 szt 1
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fax—etoassifiecation—and—aMATCmayPbe—taken)) a person is also the
harvester of the timber, the activity is subject to B&0 tax under the
extracting timber classification. The MATC will also apply, so long as
both the extracting and manufacturing activities occur in Washington.

Example ((8)) 13. Lumber manufactured for commercial use.

Facts: ABC Company ( (sewvers—trees)) (ABC) harvests timber, manu-
factures the ((+egs)) timber into lumber, and then uses the lumber to
construct an office building. The harvest site and manufacturing site
are both located in unincorporated Clark County. The office building
site is in Camas.

Result: ABC's use of the lumber ((byARBc—ar—econstruveting)) to
construct its office building is a commercial or industrial use. ABC
is subiject to use tax on the value of the lumber incorporated into the
office building. Because ABC's first taxable use of the lumber occur-
red in Camas (the building construction site location), the combined
state and local use tax is due based on the location code and rate as-
signed to the Camas address. ABC is also subject to B&0O tax under the

R

extracting timber and manufacturing of timber or wood products ((B&S
£ax)) classifications and may claim ((&)) the MATC ( (—ABREc—ds—atse—re
croenoa v g 0 e o + 5z n + —~ £ + 1 Jaamlh gy 0o N s N
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(8) Seeds and seedlings. Persons ((egtEivating—+timber)) who cul-

tivate trees by agricultural methods (or tree cultivators) often pur-
chase or collect tree seeds that are raised into tree seedlings. The
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activity of raising a seed into a seedling may be performed by the
tree cultivator, or by third-party growers. In the case of third-party
growers, typically the seed is provided ((fe—the—groewer)) by the tree
cultivator and tree seedlings are received back after a specified
growing period.

(a) Responsibility to remit retail sales or use tax. The purchase

of seed((s)) or seedlings by a ((persen—eugttivating—timber)) tree cul-
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tivator is subject to ((¥he)) retail sales tax. If ((¥he)) a seller

fails to collect retail sales tax, the buyer must remit ( (retait—sates
tax—{commonty—referred—te—as—"))deferred retail sales tax((™)) (or
use tax) ((7+)) unless otherwise exempt by law. The use of seed collec-

ted by a ((persen—eugttivating—timber)) tree cultivator is also subject

to use tax.

(i) In the case of seed provided by a tree cultivator to a third-
party grower ((s)) in Washington, the ((seed—eowrer;—andreot—the—third-
party—growers)) tree cultivator incurs any use tax liability on the
value of the seed. ((Fhe—atue))

(ii) In the case of seedlings brought into and used in Washington
((+s)) by a tree cultivator, the seedlings are subject to ((he)) use
tax, unless retail sales or use tax was previously paid on the seed-
lings ( (er—en—the—secedfromwhich the seeddlings—were—grewn)) .

(b) Limited sales and use tax exemptlons for conlfer seeds ( (REW

(1) ((Retail—sa}es—tax)) Exemption requirements. Retail sales and
use tax ((dees)) do not apply to the sale of conifer seed that is im-
mediately placed into freezer storage operated by the seller ((+f—the

seed—is—te—Pbe)) and is: (A) Used for growing timber outside Washing-
ton ( (—Fhis—exemption—also—appties—+teo—+the sale-of—econifer——seed)) or

(B) sold to an Indian tribe or member and is to be used for growing
timber in Indian country ( (—again—enlty +f+the seced is—immediately
praced—dnteo—freezer steorageoperated—by—the——seltder)). For the purposes
of this ((exemptioern)) rule, "Indian country" ( (has—the—meaning—given
+r)) is defined as set forth in 18 U.S.C. Sec. 1151. See RCW
82.24.010.

( (Fais—exemption—appties—oenty—3+¥£f)) The buyer must provide((s))
the seller with an exemption certificate in a form and manner prescri-
bed by the department at the time of purchase. The seller must retain
a copy of the buyer's exemption certificate ((teo—substantiate—+the—-ex—

mpt—rature—eof+these——sates) ). RCW 82.32.070 requires taxpayvers to keep
and preserve suitable records as may be necessary to determine the
amount of any tax collected by the department for a period of five
years.

(ii) Deferring payment of retail sales tax if unable to determine
whether purchase qualifies for the retail sales tax exemption. If a
buyer of conifer seed is normally engaged in growing timber both with-
in and outside Washington and is not able to determine at the time of
purchase whether the seed acquired, or the seedlings germinated from
the seed acquired, will be used for growing timber within or outside
Washington, the buyer may defer payment of the retail sales tax until
it is determined that the seed, or seedlings germinated from the seed,
will be planted for growing timber in Washington. A buyer that does
not pay retail sales tax on the purchase of conifer seed and subse-
quently determines that the sale did not qualify for the retail sales
tax exemption must remit to the department the amount of retail sales
tax that would have been paid at the time of purchase. It is important
to note that the retail sales tax liability may be deferred only if
the seller immediately places the conifer seed into freezer storage
operated by the seller.

(iii) Tax paid at source deduction. A buyer who pays retail sales
tax on the purchase of conifer seed and subsequently determines that
the sale qualifies for the tax paid at source deduction may claim a
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deduction on its combined excise tax return. The deduction is allowed
only i1f the buyer keeps and preserves records ( (Ehat—show—from—whom

+ 1 o AR KN - TRV o a + 1 o+ £ +hhn o o +ha S + £ + 1

the—seced—was—purchased;—the dateof the purehase;—the amountof+h
parehase;—and—the—tasxx—that—was—patda)) identifving the seller, purchase
date, purchase amount, and retail sales tax paid. RCW 82.32.070 re-
guires suitable records must be kept and preserved for a period of
five years. See WAC 458-20-102 for more information on the tax paid at
source deduction.

(iv) Use tax exemption. Use tax does not apply to the use of
conifer seed to grow seedlings if the seedlings are grown by a person
other than the owner of the seed. This exemption applies only if the
seedlings will be used for growing timber outside Washington, or if
the owner of the conifer seed is an Indian tribe or member and the
seedlings will be used for growing timber in Indian country. If the
owner of the conifer seed is not able to determine at the time the
seed is used in a growing process whether the use of the seed quali-
fies for this exemption, the owner may defer payment of the use tax
until it is determined that the seedlings will be planted for growing

timber in Washington. ((Fef—%he—pﬁfpeses—eé—%his—e%emp%ieﬂT—ﬂ%ﬂdiaﬂ

(9) Activities or income 1nc1denta1 to timber harvest operations

(("I'"In £~11 PR IR RN S I I i o EPSE BN~ A ENEC N B PN PN | EIENE SN BN A =
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personls—primary business—aectivity-)) This subsection addresses the

tax consequences of various business activities that are incidental to
timber harvest operations.

(a) Taking other natural products from timberland. The value of
natural products such as boughs, mushrooms, seeds, and cones taken for
sale or commercial or industrial use is subject to ((£ke)) B&0O tax un-
der the extracting ((B&o—%tax)) classification. ((Fhe—sate)) Sales of
these products ((4+s)) are subject to B&0O tax under the wholesaling or
retailing ((fax%)) classification, as the case may be. Persons ((beth

The—retaitl—sates—tax—applties—+teosales—+teo——econsumersy)) who extract nat—
ural products in Washington and subsequently sell those products to
customers that receive the products in Washington are eligible for the
MATC. Sales of natural products to consumers that are sourced to Wash-
ington are subject to retail sales tax unless a specific exemption ap-
plies.

(b) Timber cruising, scaling, and access fees. Gross income from
timber cruising, scaling services, and allowing others to use private
roads 1s subject to B&0O tax under the service and other activities
((B&0—ta%)) classification. ((Fhis—tax—<elassification—atseo—appties
£e)) Gross income from access fees for activities such as hunting,
taking firewood, bough cutting, mushroom picking, or grazing is also
subject to B&O tax under the service and other activities classifica-
tion. Charges ((¥e)) that allow a person to take an identified quanti-
ty of tangible personal property from privately owned real property
are considered sales of that property, and the gross income received
from these charges is subject to B&0O tax under the retailing or whole-
saling classification, as the case may be. These charges are also sub-
ject to retail sales tax when made to a consumer and the sale is

sourced to Washington, unless a specific exemption applies. ((See—stb—
o o ] n (O () £ +1 2 o a1
o T TITOIT \N= ARV O CIitrT—o J.LAJ.C-) )
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(c) Planting, thinning, and spraying. ((Fhe—service—and—other—aec—
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Sales of the following services are subject to B&0O tax under the serv-
ice and other activities classification: Planting trees or other vege-
tation((+)); precommercial thinning((+)); and spraying or applying
fertilizers, pesticides, or herbicides.

(d) Sales of firewood and Christmas trees. Sales of firewood,

Christmas trees, and other tangible personal property are ((either
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the—+transaetion)) generally subject to either the wholesaling B&O tax,

or the retailing B&0O tax and retail sales tax, as the case may be.
These sales are often made in the nature of charges ((ad+tewing)) that
allow the buyer to select and take an identified quantity of the prop-
erty (e.g., six cords of firewood or two Christmas trees). Sales of
commercially traded firewood or naturally grown trees (including
Christmas trees) are also subject to timber excise tax; see WAC
458-40-610 and 458-40-660. For activities related to plantation
(cultivated) Christmas trees, see subsection (10) of this rule and WAC
458-20-210.

(e) Unloading logs from logging trucks. The taxability of gross
income ( (frem—the—unteoading—of)) received by persons operating equip-

ment to unload logs from logging trucks onto rail cars at transfer

points f(%s—sﬁbiee%—%e—%he—fe%ai%iﬂg—B&Q—aﬂd—fe%a%%—sa%es—%a%es—wheﬂ

+ 1 EWAE I T I R T -] = raont 1 £ PR IE IR~ 2 AN~ S0 I = = noaxr 1 RO Q79 N4 NAEN
CIT a T T IV 1T e (&1 - I3 S Sy @ R =y A = kiLAJ.b/J.ll ITC W ICTTT Ub/ [ S € N WPl N Sy L LAY U e UT ¢« UIJT U e
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with—operator;—gross—inceome—fromthe aetivity—3s5)) depends on the na-
ture of the customer's activities.

(1) In cases where the customer will direct the operator of the
equipment as to where and how to move the logs, the activity is con-
sidered a "rental of egquipment with an operator," the charges for
which are subject to retailing B&0O tax and retail sales tax. See RCW
82.04.050(9) and WAC 458-20-211.

(1i) In cases where the equipment operator is responsible for
loading and unloading logs at their own discretion and to contract
specification, the activity is considered an "other support service,"
and the charges for which are subject to B&0O tax under the service and

other act1v1t1es ((B&6—tax%)) classification.

seceiated—wit rterstate—or foreign—ecommeree)) (iii) In cases where
the egquipment operator is responsible for loading and unloading logs
at their own discretion and to contract specification, and where the
activities are performed at an export facility as part of a waterborne
export activity, the activity is considered "stevedoring," the charges
for which are subject to B&0O tax under the stevedoring classification.
See WAC 458-20-193D.

(f) Transporting logs by water. Gross income received for trans-
porting logs by water (e.g., log booming and rafting) or from log pa-
trols is subject to £a3¢) ) PUT under the () )other public service

(
PN T T
T

bus1ness Tl oot £ oS £+ PO N I e I I S S,
o Lo O 110 C1TOUTT A T t/LALJJ.J_k/ o J.J_J.L__Y CTIN e
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J.LJ.J_\_) C Ty O Lo o T I 1T T OCIOUIT (_Ab/b/J_J. =) (v CITT \jJ.U\_)\_) LT T O OUTIT 1T OTIT CITT 15 o
ey B ~ S S I B S H P, A fo O D, PR,
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while—transporting—+theJdegs)) classification. Commonly, log transport-

ers use "boomsticks" (i.e., floating logs chained together in a rough
hexagonal shape, which are designed to prevent log bundles or loose
logs from escaping the log boom during towing) to assist in the trans-—
portation of logs over water.

(1) In cases where boomsticks are used in the transportation of
logs, any separate or itemized charges for the use of boomsticks are
included in the taxable measure subject to the other public service
business PUT classification.

(ii) In ((mery)) cases where logs will be towed to a location
specified by the customer for storage ( (—Any—echarges—for)), separately
stated or itemized charges for the use of boomsticks, while the logs
are stored, are rentals of tangible personal property and are subject
to ((¥ke)) B&O tax under the retailing ((B&6—tax%)) classification and

retail sales tax ((Hf—to—a—econsumer—Feorinformation regardingthe

rarnt 1 £ + o~ Neovran~ T N~ o WAL AE5Q 2N ’)‘I‘I))
TCHtar O CcaitSTo=T ISATE SICACE 3 1o = muy S sp T SA T m S Ay 1AFEY TO O T Z U Z T

(g) Export sorting yard operations. Export sorting yard opera-
tions generally consist of ((mgrtipte)) a number of distinct business
activities ( (—Fhese—aectivities—ean—dnetude)) including, but ((are))
not ((aeeessarity)) limited to, ((serviees—sweh—as)) weighing, tag-
ging, banding, appraising, and sorting of logs. Other incidental ac-
tivities ((+—sweh—as—%the)) include debarking, ((remevat—e£f)) removing
imperfections (such as crooks, knots, splits, and seams), and trimming
of log ends to remove defects((——afe—a%se—peféefmed—as—ﬂeeded)). Gross
income received by persons performing the types of export sortlng yard
activities ((as—tdentified)) described in this subsection is subject
to B&0O tax under the service and other activities ((B&6—tax)) classi-
fication.

(10) Harvesting Christmas trees. As described below, persons
growing, producing, or harvesting Christmas trees are either farmers

or extractors ( (urder—theJtawr—as—explainedbelow—RAetivities—<general—

sz SN o A g+ havyszaot 4 £ Chya ot o 4+ o o o ol ~ o PEEER ok i I s

J._Y oo uoUoC 1ITTC \w N W LT CITT CIT T 1V u_)L_J.Ll\j A\ TT1 10 CITITA WS 1= u_), o AT [ ) u\_AL_L_J.Ll\j,
1 aakaa 1 & ) ; = 1 _: o .: 1 -: a o - - -:
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"
of felled,—ecut—or—takentrees" under REW-82-04-3126)), depending on
the facts and circumstances in each case.

(a) Plantation Christmas tree operations (farming operations).
Persons growing or producing plantation Christmas trees on their own
lands or on lands in which they have a present right of possession are
farmers. See RCW 82.04.213 and WAC 458-20-210 for more information on
farmers. Plantation Christmas trees are Christmas trees that are ex-
empt from the timber excise tax under RCW 84.33.170((~—Fh+s)), which
requires that the Christmas trees be grown on land prepared by inten-
sive cultivation and tilling, such as irrigating, plowing, or turning
over the soil, and on which all unwanted plant growth is controlled
continuously for the exclusive purpose of raising Christmas trees. See
RCW 82.04.035 and 84.33.035.

(1) Gross income from wholesale sales of plantation Christmas
trees by farmers is exempt from B&O tax. See RCW 82.04.330. Gross in-
come from retail sales of plantation Christmas trees by farmers is
subject to B&O tax under the retailing ((B&6—tax%)) classification and

((£e)) retail sales tax. ((Fer—infeormatieoneon sates—of—agricutturat
produets—by—farmers—seeWAC458—20—210+))

(ii) Farmers growing or producing plantation Christmas trees
( (may) ) are not subject to retail sales or use tax on their purchase
of seed((s)), seedlings, fertilizer, and spray materials ((at—whete—
sate)). See RCW 82.04.050 and ((82-64-666)) WAC 458-20-210.
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(iii) Persons performing cultivation or harvesting services for
farmers are generally ( (sutbjeet—teo—the —service—andother activities
B&O0—tas—on—the)) taxable on gross income from ((£khese)) these services
under the service and other activities B&0O tax classification. See WAC
458-20-209 for information on farming for hire and horticultural serv-
ices performed for farmers.

(b) Other Christmas tree operations (extracting operations). Per-
sons who, either directly or by contracting with others for the neces-
sary labor or mechanical services, fell, cut, or take Christmas trees
other than plantation Christmas trees are extractors and should refer

to the provisions in this rule for timber harvesters. ((REW—S82-64-366—+
ha v ENAE S IR T i o xz3 A laoacocrashor EEE~NEE Sl 2N AP~ S | o~ c g ))
A N e Ao T IOV 1ITCT =) b/J.UVJ.\_A A8 e WIT - LT CITT 15 [ S W . (_A.b/r/J._Y-

(11) Timber harvest operations in conjunction with other land
clearing or construction activities. Persons sometimes engage in tim-
ber harvest operations in conjunction with ((the—elearingeofJdandfor
+ o o a0~ o n £ voa Aot o~ oot o 4 o o ol F St~ Nl eV
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ferent—tax—tiabitities)) land clearing or construction activities,

such as clearing or improving land for residential or commercial
building development, golf courses, parks, or other improvements to
real property. Fach activity has its own tax consequences and may be
subject to tax under a variety of taxes.

(a) Income ((attributable—+to—+he)) derived from a timber harvest
operation((s)) is subject to ((tax—under—the—tax—etassifications—as
geseribedetsewhere—dn—+this—+rute)) the provisions in this rule for
timber harvesters.

(b) Income ((attributable—+teo—+the)) derived from clearing or im-

proving of land for ((£ke)) construction of ((£ke)) residential ((eem—

mgatEy—geotf—eovrse;—park) ), commercial, or other ((devetopment)) 1im-
provements is subject to ((£ke)) wholesaling B&O tax, retailing((+))

B&O tax and retail sales tax, or public road construction B&O tax, as
the case may be. Refer to WAC 458-20-170, 458-20-171, and 458-20-172
for tax-reporting information regarding these construction activities.
Persons performing landscape and horticultural services such as cut-
ting or trimming trees after the land is developed should refer to WAC
458-20-226.

Example 14. Combined contracts (land clearing and timber harvest-

ing) .
Facts: ILCG Land Clearing and Grading Company (LCG) is hired by
FFF Corporation (FFF), a commercial property development company, to

clear and grade an unimproved parcel of land owned by FFF. Once
cleared and graded, FFF intends to construct a commercial warehouse on
the property, which it will lease to third-party tenants. The property
contains a significant amount of standing timber, which ILCG is respon-
sible for extracting and selling the extracted timber on FFF's behalf
under the terms of the contract. The contract between FFF and LCG in-
cludes a $25,000 charge for the timber extraction services and a
$75,000 charge for the land clearing and grading services. LCG hires a
subcontractor, HHH Logging Company (HHH) to extract the timber from
the property. LCG pays HHH $20,000 for its services. FFF ultimately
sells the extracted timber to JJ Mill Company (JJ) for $30,000 at
wholesale.

Result: I.CG is an extractor for hire with respect to the $25,000
in proceeds from FFF for the harvest of the standing timber. The gross
income is subject to B&0O tax under the extracting for hire timber
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classification. LCG is also subject to B&0 tax under the retailing
classification and must collect retail sales tax from FFF on the
$75,000 in proceeds for the clearing and grading of the real property.

HHH is an extractor for hire with respect to the $20,000 in pro-
ceeds from LCG for the harvest of the standing timber. The gross in-
come is subject to B&0O tax under the extracting for hire timber clas-
sification.

FFEF is an extractor with respect to the sale of the harvested
timber to JJ. FFF must report $30,000 in gross income under the ex-
tracting timber and wholesaling of timber or wood products B&0O tax
classifications. FFF may also be eligible for the MATC, if the sale to
JJ occurred in Washington.

(12) Logging road construction and maintenance. Constructing or
maintaining logging roads (whether active or inactive) 1is considered
an extracting activity. Income derived from this activity is subject
to B&0O tax under the extracting or extracting for hire ((B&Eo—tase7——=as
the—ease—may—Pe)) classification. This income is not subject to
((£he)) retail sales tax. A person constructing or maintaining a log-
ging road is a consumer of all materials incorporated into the logging
road. The purchase or use of these materials is subject to either
((£Rhe)) retail sales or use tax.

(a) Logging road materials provided without charge.

(i) Landowners ((#)) or timber harvesters may provide materials

(e.g., crushed rock) ((withewt—eharge)) to persons constructing or
maintaining logging roads without charge. In such cases, ((white—both

A
1o +
>

+ 1 rasd =i P
due only once on the value of the materials.
(ii) The person constructing or maintaining the roads is respon-
sible for remitting use tax on the value of the materials, unless
((£hat)) the person documents that the landowner or timber harvester
previously remitted the appropriate retail sales or use tax.
Alternatively, the person may take a written statement from the
landowner ( (#)) or timber harvester certifying that the landowner ((#))
or timber harvester has remitted (for past periods) ((amdfexr)) or will
remit (for future periods) all applicable retail sales or use taxes
due on materials provided without charge. This statement must identify
the period of time, not to exceed four years, for which ((i%)) the
agreement is effective. The statement must identify the landowner ((#))
or timber harvester's tax ((reperting—aececourt)) registration number

and must be signed by ((a—persen—wheo—is—authorized teomake sueh o rep—

resentation)) an owner, member, or authorized agent of the timber har-
vester.

(b) Extracted or manufactured logging road materials. Persons
constructing or maintaining logging roads are subject to ((ke)) B&O

tax and use ((faxes)) tax on the value of applied materials they ex-
tract or manufacture from private pits, quarries, or other locations.
The measure of tax is the value of the extracted or manufactured prod-
ucts ( (as—the—<case—may—Pbe)). See WAC 458-20-112 for additional infor-
mation regarding how to determine the "value of products."

(1) If ((¥ke)) a person ((efxther)) directly, or by contracting
with others, extracts and crushes, washes, screens, or blends materi-
als to be incorporated into the logging road, B&0O tax under the ex-
tracting classification is due on the raw value of the extracted prod-
ucts ( (befeore—anymanufactugring)). B&O tax under the manufacturing
classification((+)) and use tax are also due ((wper)), measured by the
value of the manufactured product. If the "cost basis" is the appro-
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priate method for determining the value of products under WAC
458-20-112, this wvalue includes the cost of transportation to a pro-
cessing point ((+)) but does not include any transportation from
((£he)) a processing point to ((¥ke)) a road site. ((&)) The MATC may
be taken when computing the B&O tax as explained in WAC 458-20-19301.

(ii) In the case of fill dirt, sand, gravel, or rock that is ex-
tracted from a location away from ((¥ke)) a logging road site, but not
further processed, ((B&o—tax—under—theextracting—etassifications))
extracting B&0O tax and use tax are due based upon the value of the ex-
tracted product. If the "cost of production basis" is the appropriate
method for determining the value of products under WAC 458-20-112,
this value does not include transportation costs to ((¥ke)) a road
site.

(iii) The mere severance of fill dirt, sand, gravel, or rock from
outcroppings at the side of a logging road for placement in the road
is a part of the logging road construction or maintenance activity.
The person incorporating these materials into the road does not incur
a tax liability for ((eithe¥r)) the extracting or ((£khe)) use of these
materials.

(13) Deduction for hauling logs to export yards. RCW 82.16.050
provides a ((pubtie—wEitity—tax)) PUT deduction for amounts derived
from the transportation of commodities from points of origin within
this state to an export elevator, wharf, dock, or shipside ("export
facility") on tidewater or navigable tributaries of tidewaters. The
commodities must be forwarded from the facility, without intervening
transportation, by vessel and in their original form, to an interstate
or foreign destination. No deduction is allowed when the point of ori-
gin and the point of delivery are located within the corporate limits
of the same city or town.

(a) Conditions for deduction. This deduction is available only to
the person making the last haul, not including hauls within the export
facility((+)) before the logs are ((puwt)) placed on the ship. This de-
duction is not available if the haul starts in the same city or town
where the export facility is located.

The deduction is available only if both of the following criteria
are met:

(1) The logs eventually go by vessel to another state or country;

and

(ii) The form of the logs does not change between the time the
logs are delivered to the export facility and the time the logs are
((pwEt)) placed on the ship. The mere removal of bark from the logs
(debarking) or the incidental removal of imperfections (see subsection
(9) (g), of this rule) while the logs are at the export facility is not
itself a manufacturing activity, nor does it result in a change in the
"original form" of the logs as contemplated by RCW 82.16.050.

(b) Documentation requirements for deduction. The log hauler must
prove entitlement to the deduction. Delivery tickets that show deliv-
ery to an export facility are not, alone, sufficient proof. A certifi-
cate from the export facility operator is acceptable additional proof
if it is substantially in the following form. Rather than a certifi-
cate covering each haul, a "blanket certificate”" may be used for a
one-year period ((ef—%time)) if no significant changes in operation
will occur within this period of time.

Exemption certificate for logs delivered to an export facility

The undersigned export facility operator hereby certifies:
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That percentage or more of all logs hauled to the
storage facilities at , the same located on
tidewater or navigable tributaries thereto, will be shipped
by vessel directly to an out-of-state or foreign destination
and the following conditions will be met:

1. The logs will not go through a process to change
the form of the logs before shipment to another state
or country.

2. There will be no intervening transportation of these
logs from the time of receipt at the export facility
until loaded on the vessel for the interstate or foreign
journey.

Trucking Firm

Trucking Firm Address
Trucking Firm UBI#
Export Facility Operator
Operator UBI#
Person Giving Statement

Title of Person Giving Statement

(c) Examples. ((Fhe—following examplesidentify o number of facts
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rived—fromhauvling togs—toexportfaeilities—Untess speeificallypro
vided—eotherwise)) For Examples 16 through 18 presume that the logs
are shipped directly to another country from the export fa01llty
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the—togs—nro—other processing—takesplaecer)) Example 16. Qualifying

PUT deduction for transportation to an export facility.

Facts: MMM Hauling Company (MMM) is hired to haul logs from a
harvest site to an export facility over public roads. The logs will
immediately be loaded upon a ship for export at the export facility.
As part of its services, MMM will remove bark from 50 percent of the
logs; no other processing activities will occur. MMM receives $10,000
in exchange for its services.

Result: MMM must report $10,000 in gross income under the log
hauling over public highways PUT classification. MMM mayv also claim a
$10,000 deduction from the measure of its PUT, as the logs will be
shipped directly to another country from the export facility, provided
the appropriate exemption certificate is obtained.

NOTE: Because the mere removal of bark is not considered a change
in the form of the logs, the export facility may provide a certificate
in the above form indicating that all logs at this facility will ulti-

mately be shipped to another country ((?he—haﬂ%ef—may—%heﬁ—e%atm—a

daodis~t+ o £ ISEEESY rs'lv PR NNE S +ha o hoaa
SeCHCtTroN—TOFr O ot (= A= Sy \JJ_ CITT o ool

+ii+—Example—l9——£egs—afe—haﬁ%ed—%%em—%he—ha%%es%—si%e)) Addi-
tionally, this means that MMM is not engaged in a processing for hire
activity.

Example 17. Activities that do not qualify for PUT deduction for
transportation to an export facility.

Facts: Assume the facts from Example 16, except that MMM hauls
the logs to an export sorting area, approximately one mile from the
export facility. At this location further sorting takes place and
((edghty)) 80 percent of the logs are hauled approximately one mile
((er)) over public roads ((te——shipside—and—shipped)) for export to an-
other country. The other ((&wemty)) 20 percent of the logs are sold
and delivered to local sawmills. ((Fhre—hagl—teo—the seorting—yard—is
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Result: MMM must report $10,000 in gross income under the log
hauling over public highways PUT classification. MMM may not claim a
deduction from the measure of its PUT, as the logs will not be shipped
directly to another country from the export facility. It is immaterial
that ((she—hawgdter)) MMM may be paid ((kased—ern)) an "export" rate for
its services.

( (Fhre—hauvt—from—th Hag—yard—teo—shipside—is)) Charges for the
haul of the logs from the export sorting area to the export facility
may be deductible if ((4+%)) the transportation route does not start
and end within the corporate limits of the same city or town, and the
hauler obtains the appropriate exemption certificate. The haul to the
local sawmills is not deductible.

P
T
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+ien;)) Example 18. Qualifying PUT deduction for transportation to an

export facility.

Facts: Assume the facts from Example 16, except that once the
logs are delivered by MMM to an export facility, the logs will still
need to be transported approximately half of a mile to reach the ship
for loading (all within the export facility).

Result: MMM must report $10,000 in gross income under the log
hauling over public highways PUT classification. MMM may also claim a
510,000 deduction from the measure of its PUT, as the logs will be
shipped directly to another country from the export facility, provided
the appropriate exemption certificate is obtained. Movement of the
logs within the export facility is not an intervening haul.

(14) Small timber harvesters - Business and occupation tax exemp-
tion. RCW 82.04.333 provides a limited exemption from B&O tax for
small harvesters. A small harvester may take a deduction for an amount
not to exceed ((ere—hundred—theousanddettars)) 5$100,000 per tax year
from the gross receipts or value of products proceeding or accruing
from timber harvested. A deduction may not reduce the amount of tax
due to less than zero.

((A)) (a) Definition of small harvester. "Small harvester" means
every person, who from his or her own land or from the land of another
under a right or license granted by lease or contract, either directly
or by contracting with others for the necessary labor or mechanical
services, fells, cuts, or takes timber for sale or for commercial or
industrial use in an amount not exceeding ( (Ewe—mititien)) 2,000,000
board feet in a calendar year. When a government entity (i.e., the
United States or any instrumentality thereof, the state, including its
departments and institutions and political subdivisions, or any munic-
ipal corporation therein) ((se)) fells, cuts, or takes timber for sale
or for commercial or industrial use, not exceeding these amounts, the
small harvester is the first person other than the ((Baited——States—or

[N S, I I SU S, N £ 1 o ot
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thereins) ) qovernment entltv who acqulres tltle to Or a possessory in-
terest in the timber. "Small harvester!" does not include persons per-
forming under contract the necessary labor or mechanical services for
a harvester, and it does not include the harvesters of Christmas trees
or short-rotation hardwoods. RCW 84.33.035.
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((#=F)) (b) Registration - Tax return. A person whose only busi-
ness act1v1ty is as a small harvester of timber ((apd—whese—egreoss—in—
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1
huandred—thousand—detdars—3is——nmoet)) 1s required to register with the
department for B&O tax purposes ( (—Fhris—perseonmust—ronetheless—regis—
ter—with—+the forest—+ax)), unless otherwise specified in WAC
458-20-101 (2) (a) or under chapter 82.32 RCW. A small harvester must
also register with the forest tax program in the department's audit
division ((ef—the—<department)) for payment of the timber excise tax.
See chapters 84.33 RCW and 458-40 WAC for more information regarding
the timber excise tax.

n n
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+))) (c) Examples. In each of the following examples, the har-

vester must register with the department's forest tax ((divisiern))
program for the payment of timber excise tax, and must report under
the appropriate tax classifications as described above in this rule.
( (Hr—Example—12-)) Example 19. Unregistered small harvester.
Facts: A small harvester, not currently reglstered with the de-
partment for B&O tax purposes, harvests timber in June 2023 and again

in August 2023, receiving ((ffey—theousand—deottars—inJune—and—Etwe
hitnmn A rs'l + 1 -.-uw—-\wn'l ATl 1T e 2 P vgaod Loy a1 £ +1 ] PR NN VS TN
ITOTTCOOT CIT O T STOITCE AL ILTTL O LTT nu\juut_ I OTIT CIT [=] = A = I J.U\ju_) TV [=]
RCO + <z 2o Aaq n + 1 Nt g oo g hatrm Ay £4 £+ I ~aaaoem A AT T S
P C Ty e \waws 1T CIT T T W ITOTTOOT A8 [ S - L__Y CIT O T STOITCE AL ILTTL O
recetved—fromthe sateof Jogs+)) $10,000 for the June 2023 sale and

$200,000 for the August 2023 sale of the harvested logs. Each sale is
made to a lumber mill who presents the small harvester with a reseller
permit.

Result: The small harvester must register with the department in
August when the receipts from the timber harvesting business exceed
the ( (ere—hundred—thousanddoltars—exemption—amount)) Jross revenue
threshold in WAC 458-20-101, assuming the other registration condi-
tions in that rule have not otherwise been met prior to August.

An excise tax return ( (is—te—Pbe—fitedin—the appropriate—period
as—providedinWAC 4582022801~

i —Example13-—A perseon—isprimarity engaged—In—another busi-
ress—+that)) must be filed according to the tax reporting frequency as-—
signed by the department (e.g., monthly, gquarterly, or annually). The
small harvester must report $210,000 in gross revenue under extracting
timber, manufacturing of timber or wood products, and wholesaling of
timber or wood products B&0O tax classifications. The small harvester
taxpaver is eligible to report a $100,000 "small harvester" B&O tax
deduction from the measure of all three B&0O tax classifications. In
addition, the taxpaver is eligible to take the MATC for both the ex-
tracting timber and manufacturing of timber or wood products. As a re-
sult, the wholesaling of timber or wood products B&0O tax is due.

Example 20. Registered small harvester.

Facts: RRR Construction Company (RRR) is primarily in the busi-
ness of commercial building construction and is currently registered
with the department ((ferB&o—tax—purposes—andhasmonthly receipts—of
swo—hundred—fifty—theousanddeoltars—FhePpersen—3is) ). In July 2023, RRR
generates $250,000 in gross wholesaling income from its construction
activities. RRR is also a small harvester as defined in RCW 84.33.035
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( (re—reeeives—sixty—theousand—dettars) ). RRR's timber harvesting oper-

ation includes extracting standing timber from its own land and pro-
cessing the extracted timber into logs before wholesaling the logs to
third-party mills. In July 2023, RRR receives $60,000 from the sale of
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resale. Year to date, RRR has not had any other
timber or wood products.

Results: RRR is required to report $250,000 in gross revenue un-
der the wholesaling B&0O tax classification for its construction activ-
ities.

RRR (as a smaller harvester and a manufacturer) is required to
report $60,000 in proceeds from the sale of logs under three B&0O tax
classifications: Extracting timber, manufacturing of timber or wood
products, and wholesaling of timber or wood products. RRR is eligible
for a $60,000 "small harvester" B&0O tax deduction from all three B&O
tax classifications. RRR is eligible for additional "small harvester"
B&O tax deductions up to $40,000 ($100,000-$60,000) for the remainder
of the reporting calendar year.

( (i Example—14-)) Example 21. Unregistered small harvester
(deduction carryover).

Facts: Don Janson, a small harvester not otherwise registered
with the department for B&0O tax purposes contracts with ((a—Fegging
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rg-—Ine—Shatt—harvester—3s5—to—Frecerve—SIxtEy NNN Logging Company

=)
NNN) to extract standing timber from real property owned by Mr. Jan-—
son and process the extracted timber into logs. Mr. Janson retains
ownership of the timber until it is sold. Under the agreement, Mr.

| = e =y w7 cCIIroooaolr

Janson receives 60 percent and the logging company ((fertsy)) receives
40 percent of the log sale proceeds. ((Fhe—togpurechaserpays—two—hun—
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harvester as—defined 3 REW-84-33-035+-)) In September 2021
0

vested timber is sold at wholesale for $250,000, $150,00 (60 percent
of $250,000) of which is received by Mr. Janson.

Result: Mr. Janson (as a smaller harvester and a manufacturer) is
required to register with the department for B&0O tax purposes and must
report the entire $250,000 in sales proceeds under the following B&O
tax classifications: Extracting timber, manufacturing of timber or
wood products, and wholesaling of timber or wood products. Mr. Janson

is not allowed to deduct the $5100,000 (40 percent of $250,000) Mr.
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Janson paid to NNN. However, Mr. Janson is eligible to take a $100,000
"small harvester" B&0O tax deduction from the measure of the B&0O tax
classifications reported, reducing the B&0O taxable income to $150,000.
Assuming the sale occurred in Washington, Mr. Janson is also eligible
to claim the MATC for both the extracting timber and manufacturing of
timber or wood products. Mr. Janson is subject to B&0O tax under the
wholesaling of timber or wood products classification.

NNN (as a logging contractor for Mr. Janson) must report the
$100,000 gross income received from its extracting standing timber and
processing for hire activities under the following B&0O tax classifica-
tions: Extracting for hire timber and processing for hire timber prod-
ucts. NNN may also be subject to other taxes, depending on the activi-
ties NNN conducted.
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