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H-0680.1

HOUSE BILL 1644

State of Washington 68th Legislature 2023 Regular Session

By Representative Walen

AN ACT Relating to the margin tax; amending RCW 34.05.328,
82.04.020, 82.04.066, 82.04.067, 82.04.080, 82.04.2403, 82.04.310,
82.04.311, 82.04.320, 82.04.322, 82.04.323, 82.04.340, 82.04.350,
82.04.360, 82.04.380, 82.04.390, 82.04.405, 82.04.408, 82.04.4282,
82.04.4283, 82.04.4284, 82.04.4285, 82.04.428¢6, 82.04.4293,
82.04.4339, 82.04.440, 82.04.4497, 82.04.4499, 82.04.615, 82.04.767,
82.04.261, 82.04.285, 82.04.286, 82.04.29004, 82.04.290, 82.04.510,
82.32.045, 82.32.057, 82.32.090, 9.41.100, 9.46.071, 9.91.180,
28C.18.200, 35.87A.010, 35.102.160, 43.06.400, 43.365.020, 48.14.080,
48.62.151, 48.64.110, 48.180.055, 48.190.100, 49.04.220, 81.112.330,
82.02.250, 82.04.010, 82.04.051, 82.04.062, 82.04.2404, 82.04.280,
82.04.294, 82.04.297, 82.04.324, 82.04.385, 82.04.4265, 82.04.540,
82.04.293, 82.04.4328, 82.04.431, 82.08.0209, 82.08.02807,
82.08.0531, 82.08.052, 82.08.0291, 82.08.0311, 82.08.207, 82.08.806,
82.08.820, 82.08.830, 82.08.965, 82.08.9651, 82.08.970, 82.08.990,
82.12.02749, 82.12.0311, 82.12.970, 82.14B.061, 82.16.049¢6,
82.16.100, 82.16.325, 82.19.050, 82.29A.137, 82.32.030, 82.32.450,
82.32.534, 82.32.537, 82.32.670, 82.32.710, 82.32.790, 82.45.195,
84.36.0645, 84.36.655, 88.46.010, and 90.56.010; reenacting and
amending RCW 82.04.299, 43.79.195, 82.04.050, 82.04.170, 82.04.190,
and 88.40.011; adding new sections to chapter 82.04 RCW; adding a new
section to chapter 82.08 RCW; creating new sections; repealing RCW
43.365.050, 82.04.212, 82.04.220, 82.04.230, 82.04.240, 82.04.250,
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82.04.255, 82.04.257, 82.04.258, 82.04.260, 82.04.2602, 82.04.263,
82.04.270, 82.04.272, 82.04.29001, 82.04.29002, 82.04.29005,
82.04.2905, 82.04.2906, 82.04.2907, 82.04.2908, 82.04.2909,
82.04.298, 82.04.301, 82.04.315, 82.04.317, 82.04.321, 82.04.326,
82.04.327, 82.04.330, 82.04.331, 82.04.332, 82.04.333, 82.04.334,
82.04.335, 82.04.337, 82.04.338, 82.04.339, 82.04.3395, 82.04.355,
82.04.363, 82.04.367, 82.04.368, 82.04.370, 82.04.392, 82.04.399,
82.04.410, 82.04.415, 82.04.418, 82.04.4201, 82.04.421, 82.04.422,
82.04.423, 82.04.425, 82.04.4251, 82.04.426, 82.04.4261, 82.04.4262,

82.04.4263, 82.04.4264, 82.04.4266, 82.04.4267, 82.04.4268,
82.04.4269, 82.04.427, 82.04.4271, 82.04.4272, 82.04.4274,
82.04.4275, 82.04.4281, 82.04.4287, 82.04.4289, 82.04.4290,
82.04.4291, 82.04.4292, 82.04.4294, 82.04.4295, 82.04.429¢,

82.04.4297, 82.04.4298, 82.04.4311, 82.04.432, 82.04.4327, 82.04.433,
82.04.4331, 82.04.4332, 82.04.4337, 82.04.43391, 82.04.43392,
82.04.43393, 82.04.43395, 82.04.4339¢, 82.04.434, 82.04.4451,
82.04.44525, 82.04.4461, 82.04.4463, 82.04.447, 82.04.448,
82.04.4481, 82.04.4482, 82.04.448¢, 82.04.4489, 82.04.449,
82.04.4496, 82.04.4498, 82.04.460, 82.04.462, 82.04.520, 82.04.545,
82.04.600, 82.04.601, 82.04.610, 82.04.620, 82.04.627, 82.04.628,
82.04.635, 82.04.640, 82.04.645, 82.04.650, 82.04.660, 82.04.750,
82.04.755, 82.04.756, 82.04.758, 82.04.765, 82.04.770, 82.04.775,
82.04.900, and 82.32.533; providing an effective date; providing a
contingent effective date; providing an expiration date; and

providing contingent expiration dates.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF WASHINGTON:

PART I
INTENT

NEW SECTION. Sec. 101. (1) The legislature finds that the

state's business and occupation tax, as a gross receipts tax, imposes

significant hardships on new Dbusinesses, small businesses, and
unprofitable and low profit-margin Dbusinesses. The legislature
further finds that the piecemeal enactment of countless tax
preferences to ameliorate these hardships has led to an exceedingly
complex tax. The legislature intends to address these 1issues and
improve Washington's economy by converting the business and

occupation tax into a modified gross receipts tax to be known as the
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margin tax. Like the business and occupation tax, the margin tax is
imposed upon virtually all business activities carried on within the
state, other than those specifically exempt under the constitutions
or laws of this state or of the United States.

(2) The 1legislature recognizes that this proposal, 1if passed,
would reduce the amount distributed to tribes who have entered into
compacts under chapter 132, Laws of 2020, as they are currently
receiving 100 percent of business and occupation tax from retail
sales taxable transactions sourced to a compacting tribe's compact
covered area. With the passage of this act, it is not the intent of
the legislature to reduce compacting tribes' benefits under tax
revenue-sharing compacts. It is the intent of the legislature for the
department of revenue to fulfill its compact obligations to discuss
any changes in the compact or authorizing acts that may be
appropriate to preserve the intended benefits of each compact.

(3) The legislature also recognizes that the federal permanent
internet tax freedom act generally prohibits state and 1local
governments from imposing a tax on internet access but expressly
excludes certain taxes from this prohibition, including Washington's
business and occupation tax. The legislature does not intend by this
act to exempt internet access from any tax imposed in this act.
Therefore, the legislature intends for the taxes imposed in this act

to be considered a modification of the business and occupation tax.

PART II
MARGIN TAX

NEW SECTION. Sec. 201. A new section is added to chapter 82.04
RCW to be codified between RCW 82.04.010 and 82.04.020 to read as
follows:

DEFINITIONS. The definitions in this section apply throughout

this chapter unless the context clearly requires otherwise.

(1) (a) "Affiliate" and a person that is "affiliated" mean a
person that, directly or indirectly, through one or more
intermediaries, controls, is controlled by, or is under common
control with another person.

(b) For purposes of this subsection (1), "control" means the
possession, directly or indirectly, of more than 50 percent of the

power to direct or cause the direction of the management and policies
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of a person, whether through the ownership of wvoting shares, by
contract, or otherwise.

(2) "Affiliated group" means a group of two or more persons that
are affiliated with each other.

(3) (a) "Combined group" means a group of persons that are part of
an affiliated group engaged 1in a wunitary business, not including
affiliates excluded from a combined group as authorized under section
209 (6) of this act.

(b) For purposes of this subsection (3), "unitary business" means
a business enterprise in which there exists directly or indirectly
between the members or parts of the enterprise a sharing or exchange
of value as demonstrated by:

(1) Centralized management or a common executive force;

(ii) Centralized administrative services or functions resulting
in economies of scale;

(iii) Flow of goods, capital resources, or services demonstrating
functional integration; and

(iv) Any other factors the department considers relevant.

(4) "Compensation" means medicare wages properly reportable on
box 5 of internal revenue service form W-2 based on federal law as it
existed on the effective date of this section or a subsequent date as
may be provided by the department by rule, and paid by a taxpayer to
an individual for services rendered as an employee of the taxpayer.

(5) "Cost inputs" means a taxpayer's cost of producing or
acquiring goods sold by the taxpayer, or producing goods for
commercial or industrial use, during the tax year as determined in

section 204 of this act.

(6) "Employee" means any individual who, under the usual common
law rules applicable in determining the employer—-employee
relationship, has the status of an employee. "Employee" also includes

those persons that are defined as an employee in section 3121 (d) of
the internal revenue code.

(7) (a) "Goods" means tangible personal property or real property
improvements, including agricultural products grown, raised, or
produced by the seller; digital ©products; digital codes; and
prewritten computer software.

(b) For purposes of determining cost inputs under this subsection
(7), "produced"™ means to construct, build, install, manufacture,

develop, improve, create, raise, or grow the property.
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(8) "Internal revenue code" means the internal revenue code of
1986, as 1t existed on the effective date of this section or a
subsequent date as may be provided by the department by rule.

(9) "Product" has the same meaning as in RCW 82.32.023.

(10) "Taxable margin" is the measure of the margin tax imposed
under section 202 of this act: (a) After all applicable deductions
have been subtracted from the gross income of the Dbusiness or the
value of products manufactured or extracted in this state; and (b)
after apportionment or allocation to this state as provided in
sections 207 and 208 of this act.

(11) "Taxpayer" means a person or combined group subject to tax
under this chapter.

(12) "Worldwide gross income of the Dbusiness" means income
originating from any location globally, less any income that 1is
excluded as a result of an election under section 209(6) of this act

for foreign affiliates not engaging in business in Washington.

NEW SECTION. Sec. 202. A new section is added to chapter 82.04
RCW to be codified between RCW 82.04.217 and 82.04.2403 to read as
follows:

TAX IMPOSED—RATES—COMPUTATION OF TAX. (1) For the act or

privilege of engaging within this state in business, a tax 1s imposed
on each taxpayer that has a substantial nexus with Washington under
RCW 82.04.067, including taxpayers subject to tax under subsection
(2) of this section.

(2) (a) For the act or privilege of engaging within this state in
business, a tax 1is imposed on each taxpayer engaging within this
state in business as a manufacturer.

(b) For the act or privilege of engaging within this state in
business, a tax 1s imposed on each taxpayer engaging within this
state in business as an extractor.

(c) Taxpayers engaging 1in business both as a manufacturer and
extractor are subject to the taxes imposed under this subsection (2)
on both business activities.

(d) The taxes imposed in this subsection (2) are in addition to
the tax imposed in subsection (1) of this section.

(3) Credits are provided in section 302 of this act to ensure
that a taxpayer's taxable margin is taxed only once with respect to a

product that is both produced and sold by the taxpayer.
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(4) The taxes 1imposed wunder this section are computed by
multiplying a taxpayer's taxable margin by 3.1966 percent.
(5) The tax imposed in this section may be referred to as the

margin tax or Washington margin tax.

NEW SECTION. Sec. 203. A new section is added to chapter 82.04
RCW to read as follows:
DETERMINATION OF TAXABLE MARGIN. (1) For purposes of the tax

imposed under section 202(1) of this act, a taxpayer must calculate
its taxable margin by selecting one of the following options to
deduct from its worldwide gross income of the business:

(a) Worldwide gross income of the business earned during the tax
yvear multiplied by 30 percent;

(b) The standard deduction, which is $1,000,000 for the tax year
beginning January 1, 2027, and 1is adjusted for subsequent tax years
as provided by section 206 of this act;

(c) Cost inputs, as determined under section 204 of this act; or

(d) Compensation, as determined under section 205 of this act.

(2) For purposes of the taxes imposed under section 202(2) of
this act, a taxpayer must calculate its taxable margin by selecting
one of the following options to deduct from its wvalue of products,
including byproducts, manufactured or extracted in Washington for
sale or for commercial or industrial use:

(a) Value of products manufactured or extracted in Washington
during the tax year multiplied by 30 percent;

(b) The standard deduction, which is $1,000,000 for the tax year
beginning January 1, 2027, and 1is adjusted for subsequent tax years
as provided by section 206 of this act; or

(c) Cost inputs for the products manufactured or extracted in
Washington during the tax year, as determined under section 204 of
this act.

(3) Taxpayers must apportion or allocate their taxable margin to
this state as provided by sections 207 and 208 of this act.

(4) The taxable margin of a taxpayer cannot be less than zero.

(5) Payments made between members of a combined group taxpayer
may be deducted under subsection (1) or (2) of this section, provided
those amounts were included in the taxpayer's gross income of the
business or value of products.

(6) A taxpayer may elect to claim any one of the deductions under

subsection (1) or (2) of this section for a tax year. However, once a

p. 6 HB 1644



O I o O b w NN

11
12
13

14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

taxpayer has made its election by filing a tax return or otherwise
notifying the department in writing of its election, it cannot later
change its election for the tax year. The taxpayer may change its
deduction election for subsequent tax years.

(7) Amounts deducted from either gross income of the business or
the wvalue of products under any other section of this chapter cannot
also be deducted from gross income of the business or value of
products as compensation or cost input under this chapter, except as
provided in RCW 82.04.767.

(8) In calculating a taxpayer's taxable margin during an audit
for a tax year for which the taxpayer failed to file a tax return,
the department must use the deduction under this section that appears

to the department to be the most advantageous to the taxpayer.

NEW SECTION. Sec. 204. A new section is added to chapter 82.04
RCW to read as follows:
DETERMINATION OF COST OF INPUTS. (1) A taxpayer that elects to

deduct its <cost inputs for the purpose of computing its taxable

margin under section 203 of this act must determine the amount of the
cost inputs as provided by this section.

(2) (a) The cost inputs deductible under section 203 of this act
are the cost of goods sold properly reportable for federal income tax
purposes. The department need not accept the cost of goods sold
reported on the taxpayer's federal income tax return 1if the
department determines that such amount is in error.

(b) For taxpayers that would be able to report cost of goods sold
for federal income tax purposes 1f they were subject to federal
income tax, the cost inputs deductible under section 203 of this act
are the cost of goods sold that would be properly reportable for
federal income tax purposes if the taxpayer were subject to federal
income tax.

(c) For purposes of the tax imposed under section 202(2) of this
act, cost inputs are limited to the costs of goods sold for products
manufactured or extracted in Washington, whether for sale or for
commercial or industrial use.

(3) A combined group that elects to subtract cost of goods sold
must determine that amount by:

(a) Determining the cost of goods sold for each of its members as
provided by this section as i1if each member were an individual taxable

entity; and
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(b) Adding the amounts determined under (a) of this subsection
(3) .

NEW SECTION. Sec. 205. A new section is added to chapter 82.04
RCW to read as follows:
DETERMINATION OF COMPENSATION. (1) A taxpayer that elects to

deduct compensation to determine taxable margin under section 203 of

this act may deduct an amount equal to:

(a) The total amount of compensation paid to the taxpayer's
employees during the tax vyear, less any amount of compensation in
excess of the compensation cap in (b) of this subsection (1).

(b) For purposes of this subsection (1), the compensation cap
applies on a per-employee basis and is $400,000 per employee for the
tax year beginning January 1, 2027. The compensation cap is adjusted
for subsequent tax years as provided by section 206 of this act.

(2) If an employee receives compensation from more than one
member of a combined group, the combined group may not deduct in
relation to that employee a total of more than the compensation cap.

(3) A combined group that elects to deduct compensation must
determine the amount of the deduction by:

(a) Determining the compensation for each of 1its members as
provided by this section as if each member were an individual taxable
entity, subject to the limitations prescribed by subsections (1) and
(2) of this section; and

(b) Adding the amounts determined under (a) of this subsection
(3) .

NEW SECTION. Sec. 206. A new section is added to chapter 82.04
RCW to read as follows:
INFLATION ADJUSTMENTS. (1) Effective for tax years Dbeginning

January 1, 2029, and every two years thereafter, the department must
adjust the standard deduction and compensation deduction cap as
prescribed by sections 203 and 205 of this act respectively. The
adjustment is calculated by multiplying the ©previous standard
deduction and compensation deduction cap by the sum of one plus the
percentage increase in the consumer price index during the preceding
state fiscal biennium, rounded to the nearest $10,000. If the
consumer price 1index decreased during the preceding state fiscal
biennium, the department shall not adjust the standard deduction and

compensation cap deduction.
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(2) The department must publish the updated standard deduction
and compensation deduction cap on its website.

(3) For purposes of this section, "consumer price index" means
the seasonally adjusted consumer price index for all urban consumers
(CPI-U), United States city average, as most recently published by
November 20th by the United States bureau of labor statistics or its

Successor agency.

NEW SECTION. Sec. 207. A new section is added to chapter 82.04
RCW to read as follows:
APPORTIONMENT AND ALLOCATION OF TAXABLE MARGIN AND GROSS INCOME

OF THE BUSINESS. (1) For purposes of determining the proper amount of
any tax due under this chapter, taxable margin, wvalue of products,
and gross income of the business, including gross proceeds of sales,
are allocated and apportioned as provided in this section.

(2) Except for taxable margin and gross income of the business
allocated under the provisions of subsection (4) or (5) of this
section, taxable margin and gross income of the Dbusiness are
apportioned to this state by multiplying the taxable margin or gross
income of the business by a fraction, as follows:

(a) The numerator of the fraction is the taxpayer's gross income
of the business attributed to Washington as provided in section 208
of this act;

(b) The denominator of the fraction is the worldwide gross income
of the business.

(3) A taxpayer that 1s required to file returns as a combined
group must include in the numerator computed under subsection (2) (a)
of this section the gross income of the business from engaging in
business in Washington of each affiliate that is a member of the
combined group, without regard to whether that entity has a
substantial nexus with this state for the purpose of the taxes
imposed in this chapter.

(4) (a) Except as otherwise provided in (b) of this subsection
(4), in the case of manufacturing, extracting, processing for hire,
extracting for hire, and selling standing timber, where a business is
subject to tax under section 202 (2) of this act or RCW 82.04.261, the
taxable margin, wvalue of products, and gross income of the business
from those activities conducted in this state is allocated to this

state in its entirety.
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(b) Where the manufacturing of a product occurs partly within and
outside of this state, the taxpayer must attribute the portion of the
measure of tax that —reasonably reflects the extent of the
manufacturing activity that occurred within this state.

(5) In the case of the surcharge imposed in RCW 82.04.261 on
wholesale sales, the gross proceeds of sales are allocated to this
state in the same manner as retail sales are sourced to this state

under RCW 82.32.730 for retail sales tax purposes.

NEW SECTION. Sec. 208. A new section is added to chapter 82.04
RCW to read as follows:
ATTRIBUTING INCOME FOR APPORTIONMENT PURPOSES. (1) Except as

otherwise provided in subsection (4) (d) of this section, gross income

of the business 1is attributable to Washington as provided in this
section.

(2) In the case of gross income of the business from the retail
sale or wholesale sale of any product, the gross income of the
business 1is attributed to this state if the sale is sourced to this
state under RCW 82.32.730 for purposes of the retail sales tax or
would be sourced to this state under that statute if the retail sales
tax imposed in chapter 82.08 RCW applied to that sale.

(3) In the case of gross income of the business from the granting
of a right to use, enter, or enjoy real property, the gross income of
the business is attributed to this state 1if the real property 1is
located in this state. If the real property is located in this and
any other state, the gross income of the business must be attributed
to this state in proportion to the area of the real property located
in this state relative to the total area of the real property both
within and outside of this state.

(4) (a) In the case of gross income of the business from services
or from royalties for the use of the taxpayer's intangible property,
other than activities described in subsections (2) and (3) of this
section, the gross income of the business is attributed to this state
if the customer received the benefit of the taxpayer's service or, in
the case of gross income from royalties, the customer wused the
taxpayer's intangible ©property, 1in this state. When a customer
receives the Dbenefit of the taxpayer's services or uses the
taxpayer's intangible property in this and one or more other states,
the taxpayer must attribute to this state a portion of gross income

of the business that reasonably reflects the extent to which the
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customer received the benefit of the taxpayer's services or used the
taxpayer's intangible property in this state.

(b) In the case of gross income of the business generated from
activities other than those described in (a) of this subsection (4)
and subsections (2) and (3) of this section, gross income of the
business 1s attributed to this state to the extent that the gross
income of the business fairly represents those business activities of
the taxpayer conducted in this state.

(c) For purposes of this section, gross income of the business
must be excluded from the denominator of the receipts factor if, in
respect to such gross income of the business, at least some of the
activity that generated that income is performed in this state, and
the gross income of the business would be attributable to a state in
which the taxpayer is not taxable if that state's business activity
tax laws were identical to the provisions of this chapter.

(d) (a) through (c) of this subsection (4) do not apply to
financial institutions. For gross income of the business that would
otherwise be attributed as provided in this subsection (4), financial
institutions must calculate the receipts factor as provided in a rule
that the department must adopt. The rule required wunder this
subsection (4) (d) must, to the extent feasible, be consistent with
the multistate tax commission's recommended formula for the
apportionment and allocation of net income of financial institutions
as 1t existed on the effective date of this section or a subsequent
date as may be provided by the department by rule, consistent with
the purposes of this section, except that:

(i) The department's rule must provide for a single factor
apportionment method based on the receipts factor; and

(ii) The definition of "financial institution" contained 1in
appendix A to the multistate tax commission's recommended formula for
the apportionment and allocation of net income of financial
institutions is advisory only.

(5) For purposes of this section, the definitions in this
subsection apply.

(a) "Business activities tax" means a tax measured by the amount
of, or economic results of, business activity conducted in a state.
"Business activities tax" includes taxes measured in whole or in part
on net income or gross income or receipts, including taxes similar to
the margin tax imposed in this chapter. "Business activities tax"

does not include a sales tax, use tax, or a similar transaction tax,

p. 11 HB 1644



O J o U b w N

11
12
13
14
15
16

17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

imposed on the sale or acquisition of goods or services, whether or
not denominated a gross receipts tax or a tax imposed on the
privilege of doing business.

(b) "Customer" means a person or entity to whom the taxpayer
makes a sale, renders services, or who pays royalties or charges in
the nature of royalties for the use of the taxpayer's intangible
property.

(c) "Not taxable" means that the taxpayer is not subject to a
business activities tax by that state, except that a taxpayer 1is
taxable in a state in which it would be deemed to have a substantial
nexus with that state under the standards in RCW 82.04.067 regardless
of whether that state imposes such a tax.

(d) "State" means a state of the United States, the District of
Columbia, the Commonwealth of ©Puerto Rico, any territory or
possession of the United States, or any foreign country or political

subdivision of a foreign country.

NEW SECTION. Sec. 209. A new section is added to chapter 82.04
RCW to read as follows:
AFFILIATED GROUP—COMBINED REPORTING—JOINT AND SEVERAL LIABILITY.

(1) A combined group must register with the department, file, and pay
the taxes imposed in this chapter as a single taxpayer.

(2) The combined group must designate a single member as the
reporting entity to register, file, and pay taxes on behalf of the
combined group. The combined group may change the reporting entity
only when the entity no longer has substantial nexus with this state
under RCW 82.04.067, 1is no longer a member of the combined group, or
as otherwise permitted or required by the department, at which time
the combined group must designate another entity as the reporting
entity.

(3) The department may collect identifying information about all
members of a combined group and may require disclosure to the
department, for each member, of the business activity inside and
outside of this state.

(4) Each affiliate that is part of a combined group must, for
purposes of determining taxable margin and apportioned taxable
margin, include 1ts activities for the same tax period as the
combined group.

(5) Each affiliate that is part of a combined group is Jjointly

and severally liable for the taxes owed by the combined group.
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(6) A combined group includes all of its affiliated members,
including those that do not have a substantial nexus with this state
under RCW 82.04.067. However, a combined group may elect to exclude
foreign members from the combined group that have not engaged within
this state in business during the tax year. The department may by
rule adopt policies and procedures for elections made under this

subsection.

NEW SECTION. Sec. 210. A new section is added to chapter 82.04
RCW to read as follows:

COMBINED GROUP TAXPAYER IS DEEMED TO BE ENGAGED IN THE BUSINESS
OF ITS AFFILIATES. For any taxpayer that 1is a combined group, the

taxpayer is subject to any tax imposed in this chapter expressly on a
taxpayer engaging in a specific business activity, including the
taxes imposed in section 202(2) of this act and RCW 82.04.261 through
82.04.299, if any member of the taxpayer's combined group engages in

the specific business activity within this state.

NEW SECTION. Sec. 211. A new section is added to chapter 82.04
RCW to read as follows:

EASY COMPUTATION AND RATE. (1) Notwithstanding any other
provision of this chapter, a taxpayer who is subject to the margin
tax under section 202(1) of this act and whose gross income of the
business for the tax year from its entire business is not more than
$5,000,000 may elect to pay the tax imposed under section 202 (1) of
this act in the amount computed and at the rate provided by this
section rather than in the amount computed and at the tax rate
provided under section 202 of this act.

(2) The amount of the tax due under the method authorized in this
section is computed by:

(a) Determining the taxpayer's gross income of the business from
all activities subject to tax under section 202 (1) of this act;

(b) Apportioning the amount determined under (a) of this
subsection (2) as provided by sections 207 and 208 of this act; and

(c) Multiplying the amount computed under (b) of this subsection
(2) by 1.75 percent.

(3) A taxpayer that elects to pay the tax as provided by this
section may not claim any deduction provided for in section 203 of
this act.
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(4) The option for taxpayers to apply the tax rate under this
section does not apply to taxpayers engaged in the business of air
commerce or air transportation as defined in 49 U.S.C. Sec. 40102 as
it existed on the effective date of this section, or a subsequent
date as may be provided by the department by rule, consistent with

the purposes of this section.

Sec. 212. RCW 34.05.328 and 2019 ¢ 8 s 405 are each amended to
read as follows:

(1) Before adopting a rule described in subsection (5) of this
section, an agency must:

(a) Clearly state 1in detail the general goals and specific
objectives of the statute that the rule implements;

(b) Determine that the rule 1is needed to achieve the general
goals and specific objectives stated under (a) of this subsection,
and analyze alternatives to rule making and the consequences of not
adopting the rule;

(c) Provide notification in the notice of proposed rule making
under RCW 34.05.320 that a preliminary cost-benefit analysis 1is
available. The preliminary cost-benefit analysis must fulfill the
requirements of the cost-benefit analysis under (d) of this
subsection. If the agency files a supplemental notice under RCW
34.05.340, the supplemental notice must include notification that a
revised preliminary cost-benefit analysis is available. A final cost-
benefit analysis must be available when the rule is adopted under RCW
34.05.360;

(d) Determine that the probable benefits of the rule are greater
than its probable costs, taking into account both the qualitative and
quantitative Dbenefits and costs and the specific directives of the
statute being implemented;

(e) Determine, after considering alternative versions of the rule
and the analysis required under (b), (c), and (d) of this subsection,
that the rule being adopted is the least burdensome alternative for
those required to comply with it that will achieve the general goals
and specific objectives stated under (a) of this subsection;

(f) Determine that the rule does not require those to whom it
applies to take an action that violates requirements of another

federal or state law;
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(g) Determine that the rule does not impose more stringent
performance requirements on private entities than on public entities
unless required to do so by federal or state law;

(h) Determine if the rule differs from any federal regulation or
statute applicable to the same activity or subject matter and, if so,
determine that the difference is justified by the following:

(i) A state statute that explicitly allows the agency to differ
from federal standards; or

(ii) Substantial evidence that the difference 1s necessary to
achieve the general goals and specific objectives stated under (a) of
this subsection; and

(i) Coordinate the rule, to the maximum extent practicable, with
other federal, state, and local laws applicable to the same activity
or subject matter.

(2) In making its determinations pursuant to subsection (1) (b)
through (h) of this section, the agency must place in the rule-making
file documentation of sufficient quantity and quality so as to
persuade a reasonable person that the determinations are justified.

(3) Before adopting rules described in subsection (5) of this
section, an agency must place in the rule-making file a rule
implementation plan for rules filed under each adopting order. The
plan must describe how the agency intends to:

(a) Implement and enforce the rule, including a description of
the resources the agency intends to use;

(b) Inform and educate affected persons about the rule;

(c) Promote and assist voluntary compliance; and

(d) Evaluate whether the rule achieves the purpose for which it
was adopted, including, to the maximum extent practicable, the use of
interim milestones to assess progress and the use of objectively
measurable outcomes.

(4) After adopting a rule described in subsection (5) of this
section regulating the same activity or subject matter as another
provision of federal or state law, an agency must do all of the
following:

(a) Coordinate implementation and enforcement of the rule with
the other federal and state entities regulating the same activity or
subject matter by making every effort to do one or more of the
following:

(1) Deferring to the other entity;

(ii) Designating a lead agency; or
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(iii) Entering 1into an agreement with the other entities
specifying how the agency and entities will coordinate implementation
and enforcement.

If the agency 1is unable to comply with this subsection (4) (a),
the agency must report to the legislature pursuant to (b) of this
subsection;

(b) Report to the joint administrative rules review committee:

(i) The existence of any overlap or duplication of other federal
or state 1laws, any differences from federal 1law, and any known
overlap, duplication, or conflict with local laws; and

(ii) Make recommendations for any legislation that may be
necessary to eliminate or mitigate any adverse effects of such
overlap, duplication, or difference.

(5) (a) Except as provided in (b) of this subsection, this section
applies to:

(1) Significant legislative rules of the departments of ecology,
labor and industries, health, revenue, social and health services,
and natural resources, the employment security department, the forest
practices board, the office of the insurance commissioner, the state
building code council, and to the legislative rules of the department
of fish and wildlife implementing chapter 77.55 RCW; and

(ii) Any rule of any agency, if this section is voluntarily made
applicable to the rule by the agency, or is made applicable to the
rule by a majority vote of the Jjoint administrative rules review
committee within forty-five days of receiving the notice of proposed
rule making under RCW 34.05.320.

(b) This section does not apply to:

(1) Emergency rules adopted under RCW 34.05.350;

(1ii) Rules relating only to internal governmental operations that
are not subject to violation by a nongovernment party;

(iii) Rules adopting or incorporating by reference without
material change federal statutes or regulations, Washington state
statutes, rules of other Washington state agencies, shoreline master
programs other than those programs governing shorelines of statewide
significance, or, as referenced by Washington state law, national
consensus codes that generally establish industry standards, if the
material adopted or incorporated regulates the same subject matter

and conduct as the adopting or incorporating rule;
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(iv) Rules that only correct typographical errors, make address
or name changes, or clarify language of a rule without changing its
effect;

(v) Rules the content of which is explicitly and specifically
dictated by statute, including any rules of the department of revenue
adopted under the authority of RCW 82.32.762(3);

(vi) Rules that set or adjust fees under the authority of RCW
19.02.075 or that set or adjust fees or rates pursuant to legislative
standards, including fees set or adjusted under the authority of RCW
19.80.045;

(vii) Rules of the department of social and health services
relating only to client medical or financial eligibility and rules
concerning liability for care of dependents; ((e¥))

(viii) Rules of the department of revenue that adopt a uniform
expiration date for reseller permits as authorized in RCW 82.32.780
and 82.32.783; or

(ix) Rules of the department of revenue that adopt policies or

procedures for taxpavers making an election under section 209(6) of
this act.

(c) For purposes of this subsection:

(i) A "procedural rule" is a rule that adopts, amends, or repeals
(A) any procedure, practice, or requirement relating to any agency
hearings; (B) any filing or related process requirement for making
application to an agency for a license or permit; or (C) any policy
statement pertaining to the consistent internal operations of an
agency.

(ii) An "interpretive rule" 1is a rule, the wviolation of which
does not subject a person to a penalty or sanction, that sets forth
the agency's interpretation of statutory provisions it administers.

(iii) A "significant 1legislative rule" 1is a rule other than a
procedural or interpretive rule that (A) adopts substantive
provisions of law pursuant to delegated legislative authority, the
violation of which subjects a wviolator of such rule to a penalty or
sanction; (B) establishes, alters, or revokes any qualification or
standard for the issuance, suspension, or revocation of a license or
permit; or (C) adopts a new, or makes significant amendments to, a
policy or regulatory program.

(d) In the notice of proposed rule making under RCW 34.05.320, an

agency must state whether this section applies to the proposed rule
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pursuant to (a) (i) of this subsection, or if the agency will apply
this section voluntarily.

(6) By January 31, 1996, and by January 31lst of each even-
numbered year thereafter, the office of regulatory assistance, after
consulting with state agencies, counties, and cities, and business,
labor, and environmental organizations, must report to the governor
and the legislature regarding the effects of this section on the
regulatory system in this state. The report must document:

(a) The rules proposed to which this section applied and to the
extent possible, how compliance with this section affected the
substance of the rule, if any, that the agency ultimately adopted;

(b) The costs incurred by state agencies in complying with this
section;

(c) Any legal action maintained based upon the alleged failure of
any agency to comply with this section, the costs to the state of
such action, and the result;

(d) The extent to which this section has adversely affected the
capacity of agencies to fulfill their legislatively prescribed
mission;

(e) The extent to which this section has improved the
acceptability of state rules to those regulated; and

(f) Any other information considered by the office of financial

management to be useful in evaluating the effect of this section.

Sec. 213. RCW 82.04.020 and 1975 1st ex.s. ¢ 278 s 39 are each

amended to read as follows:

Sec. 214. RCW 82.04.066 and 2019 ¢ 8 s 702 are each amended to

read as follows:

"Engaging within this state," ((2md)) "engaging within the
state," ((whenp—usedin——econncetion—with any apportieorable—aetivity—oas
. . L . e

Q2 N4 2EN (71 Q2 N4 2BE7 (71 Q2 N4 277N o~ +hh Nyt oo IS + +1h 2 o
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ehapter)) '"conducted in this state," and similar terms mean((s)) that

a person generates gross income of the business from sources within

this state, such as customers or intangible property located in this
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state, regardless of whether the person is physically present in this

state.

Sec. 215. RCW 82.04.067 and 2019 ¢ 8 s 102 are each amended to
read as follows:

(1) A person engaging in business is deemed to have substantial
nexus with this state if, 1in the current or immediately preceding
calendar year, the person is:

(a) An individual and is a resident or domiciliary of this state;

(b) A Dbusiness entity and is organized or commercially domiciled
in this state; or

(c) A nonresident individual or a business entity that 1is
organized or commercially domiciled outside this state, and the
person had:

(1) More than one hundred thousand dollars of cumulative gross
receipts from this state; or

(ii) Subject to the limitation in RCW 82.32.531, physical
presence in this state, which need only be demonstrably more than a

slightest presence. A person engaging within this state in business

as an extractor or manufacturer has physical presence in this state.

(2) (a) Cumulative gross receipts counting toward the threshold in
subsection (1) (c) (i) of this section include all of a person's gross
income of the business attributed to this state. For purposes of this

subsection, gross income of the business 1is attributed to this state

( (ers—Feddoews—

REW—82-32-7430)) in the same manner as gross income of the business is

attributed to this state under section 208 of this act, and in the

case of financial institutions, as provided in the rule adopted by

the department as required under section 208 of this act.

(b) For a marketplace facilitator, cumulative gross receipts
counting toward the threshold in subsection (1) (c) (i) of this section
include, 1in addition to the gross proceeds of its own sales, the

cumulative gross proceeds from sales by all marketplace sellers

p. 19 HB 1644



O I o U b w NN

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

through the marketplace facilitator's marketplace, including
marketplace sellers that do not have a substantial nexus with this
state under the provisions of this section.

(3) (a) For purposes of subsection (1) (c) (ii) of this section, a
person is physically present in this state if the person has property

or employees in this state. A person has property in this state if

the person owns or possesses property that is located in this state.

(b) A person 1is also physically present in this state for the
purposes of subsection (1) (c) (ii) of this section if the person,
either directly or through an agent or other representative, engages
in activities in this state that are significantly associated with

the person's ability to establish or maintain a market for its

products in this state.

(4) ((The—definttions—in—this—subsecetion—appty througheut—this

n —)) A taxpayer that 1is a combined group has

substantial nexus with this state under this section if any member of

the combined group has substantial nexus with this state under this

section.

(5) (a) A taxpaver who establishes or reestablishes a substantial

nexus with this state after the first day of the current calendar

vear under the provisions of this section is subject to the taxes,

including surcharges, imposed under this chapter for the current

calendar vear only on business activity occurring on and after the

date that the taxpayver established or reestablished a substantial

nexus with this state in the current calendar vear.

(b) The provisions of (a) of this subsection do not apply to a

taxpayer who met any of the criteria in subsection (1) (a) through (c)

of this section during the immediately preceding calendar vear, and

the taxpaver 1is taxable under this chapter for the current calendar

yvear in its entirety.

(6) For purposes of this section, "marketplace," "marketplace

facilitator," and "marketplace seller" have the same meaning as
provided in RCW 82.08.010.

{~\ "D~ 1 hoao + 1 PN Mmoo o Nroaszs A~ A 1N RO
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Sec. 216. RCW 82.04.080 and 2010 1st sp.s. c¢ 23 s 109 are each
amended to read as follows:

(1) "Gross income of the business" means the value proceeding or
accruing by reason of the transaction of the business engaged in and
includes gross proceeds of sales, compensation for the rendition of
services, gains realized from trading in stocks, bonds, or other
evidences of indebtedness, interest, discount, rents, royalties,
fees, commissions, dividends, and other emoluments however
designated, all without any deduction on account of the cost of
tangible property sold, the cost of materials wused, labor costs,
interest, discount, delivery costs, taxes, or any other expense
whatsoever paid or accrued and without any deduction on account of
losses.

(2) Financial institutions must determine gains realized from
trading in stocks, bonds, and other evidences of indebtedness on a
net annualized basis. For purposes of this subsection, a financial
institution means a person within the scope of the rule adopted by
the department under the authority of ((REW—82-084-460+2))) section
208 of this act.

(3) With respect to the business of operating contests of chance,

"gross income of the business" does not include the monetary value or

actual cost of any prizes that are awarded, amounts paid to players

for winning wagers, accrual of prizes for progressive jackpot

contests, or repayvment of amounts used to seed guaranteed progressive

jackpot prizes. The definitions in RCW 82.04.285 apply to this

subsection.

(4) "Gross income of the business" does not include the gross

proceeds of sales of precious metal bullion or monetized bullion.

However, "gross income of the business" of selling precious metal

bullion or monetized bullion includes the taxpaver's gain on such

sales and also amounts received as commissions upon transactions for

the accounts of customers over and above the amount paid to other

dealers associated in such transactions, but no deduction or offset

is allowed on account of salaries or commissions paid to salesmen or

other employees.

(5) (a) With respect to real estate commissions earned by a real

estate firm, "gross income of the business" is the gross commission

earned by the particular real estate firm, including that portion of

the commission paid to brokers, including designated and managing

brokers, in the same firm on a particular transaction. However, when
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a real estate commission on a particular transaction is divided among

real estate firms at the closing of the transaction, including a firm

located out of state, each firm must include in its gross income of

the business only its respective shares of said commission. Moreover,

when the real estate firm has paid the tax as provided in this

chapter, brokers, including designated and managing brokers, within

the same real estate firm are not required to pay tax under this

chapter upon the same transaction. If any firm Jlocated out of state

receives a share of commission on a particular transaction and has a

substantial nexus with this state under RCW 82.04.067, that company

or broker is subiject to the provisions of this chapter with respect

to the commission.

(b) For the purposes of this subsection (5), "broker,"

"designated broker," "managing broker," and "real estate firm" have

the same meanings as provided in RCW 18.85.011.

(6) With respect to amounts received from parimutuel wagering

taxed under RCW 82.04.286, "gross income of the business" does not

include amounts paid to plavers for winning wagers, or taxes imposed

or other distributions required under chapter 67.16 RCW.

PART III
EXEMPTIONS, CREDITS, AND ADDITIONAL DEDUCTIONS

NEW SECTION. Sec. 301. A new section is added to chapter 82.04
RCW to read as follows:
TEMPORARY CARRYOVER CREDITS. (1) In computing the taxes imposed

under this chapter, a taxpayer may claim unused business and
occupation tax credits through the earlier of the tax year beginning
January 1, 2031, or the tax year that includes the latest point in
time for which the credit could have been claimed by the taxpayer
under this chapter.

(2) A taxpayer that 1s a combined group may claim the unused
business and occupation tax credits of any member of the combined
group.

(3) The amount of credit claimed may not exceed the amount of tax
otherwise due wunder this chapter for the tax vyear for which the
credit is claimed. Unused credits may not be carried forward to tax
years beginning on or after January 1, 2032.

(4) For purposes of this section, "unused business and occupation

tax credit" means a credit against the tax imposed under this chapter
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and earned but not claimed before the effective date of the repeal of
the credit under section 701 of this act.

(5) This section expires January 1, 2032.

NEW SECTION. Sec. 302. A new section is added to chapter 82.04
RCW to read as follows:
CREDIT—TAXPAYERS TAXABLE ON MULTIPLE ACTIVITIES. (1) Taxpayers

subject to the margin tax imposed under section 202 (2) (a) of this act
for engaging in business within this state as a manufacturer are
allowed a credit against that tax for any extracting taxes paid with
respect to extracting the ingredients of the products manufactured in
this state. The amount of the credit may not exceed the tax liability
arising under section 202(2) (a) of this act with respect to the
manufacturing of those products.

(2) (a) Taxpayers subject to the margin tax imposed under section
202 (1) of this act with respect to selling products in this state are
allowed a credit against that tax for either or both of the
following:

(1) Any manufacturing taxes paid with respect to the
manufacturing of products sold in this state; and

(ii) Extracting taxes paid with respect to the extracting of
products sold in this state or ingredients of products so sold in
this state. Extracting taxes taken as a credit under subsection (1)
of this section may also be taken under this subsection (2) (a) (ii),
if otherwise allowable under this subsection (2) (a) (ii).

(b) The amount of credit under this subsection (2) may not exceed
the tax 1liability arising under section 202(1) of this act with
respect to the sales of products manufactured or extracted by the
seller. The department may require taxpayers claiming the credit
under this subsection (2) to report the amount of their margin tax
liability attributable to the sale in this state of products
manufactured or extracted by the taxpayer.

(3) (a) Persons taxable under section 202(2) of this act with
respect to extracting or manufacturing products in this state are
allowed a credit against those taxes for any:

(1) Margin taxes paid to another state with respect to the sales
of the products extracted or manufactured in this state;

(ii) Manufacturing taxes paid with respect to the manufacturing

of products using ingredients extracted in this state; or
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(iii) Manufacturing taxes paid with respect to manufacturing
activities completed in another state for products manufactured in
this state.

(b) The amount of the credit under this subsection (3) may not
exceed the tax liability arising under section 202(2) of this act
with respect to the extraction or manufacturing of products under (a)
of this subsection (3).

(4) No application 1is required to claim credits wunder this
section. Unused credit under this section may not be carried forward
or backward and claimed for any tax reporting periods preceding or
following the tax reporting period for which the credit is earned.

(5) For purposes of this section, the definitions in this
subsection apply:

(a) (1) "Extracting tax" means a margin tax imposed expressly on
the act or privilege of engaging in business as an extractor, and
includes the tax imposed on extractors in section 202(2) (b) of this
act and similar margin taxes paid to other states.

(ii) For purposes of this subsection (5) (a), "similar margin
taxes" paid to other states does not include a margin tax as applied
to the sale of products extracted by the taxpayer.

(b) (1) "Manufacturing tax" means a margin tax imposed expressly
on the act or privilege of engaging in business as a manufacturer,
and includes the tax imposed under section 202(2) (a) of this act and
similar margin taxes paid to other states.

(ii) For purposes of this subsection (5) (b), "similar margin
taxes paid to other states" does not include a margin tax as applied
to the sale of products manufactured by the taxpayer.

(c) "Margin tax" means a tax that:

(i) Is 1imposed on or measured by a taxpayer's gross volume of
business, 1in terms of gross income, gross receipts, value of
products, or other terms, less a specified dollar amount that is at
least $500,000, or a specified percentage of 15 percent or more of
its gross income, or all or a significant portion of its labor costs,
cost of goods sold, or cost inputs;

(ii) Does not allow deductions or exclusions in calculating the
tax that would render the tax a net income tax or value added tax;
and

(iii) Is not, pursuant to law or custom, separately stated from
the sales price on any document of sale provided to the customer.

(d) "State" means:
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(i) The state of Washington;

(ii) A state of the United States other than Washington, or any
political subdivision of such other state;

(1ii) The District of Columbia; and

(iv) Any foreign country or political subdivision thereof.

(e) "Taxpayer" has the same meaning as in section 201 of this act
and includes any member of its combined group that has paid a margin

tax to another state.

Sec. 303. RCW 82.04.2403 and 1994 ¢ 167 s 1 are each amended to
read as follows:
The tax imposed by ((REW—82-04-248)) section 202(2) (a) of this

act does not apply to cleaning fish. "Cleaning fish" means the

removal of the head, fins, or viscera from fresh fish without further

processing, other than freezing.

Sec. 304. RCW 82.04.310 and 2021 ¢ 226 s 2 are each amended to

read as follows:

((#3r)) This chapter does not apply to ((ary—Ppersen—irn—respeet—to
&)) business activity ((with—respeet—to—which —tax—Fiability—3isS
speeifiecalty—imposed—under—theproevisiens—oef)) taxable under chapter

82.16 RCW, including amounts derived from activities for which a

deduction or exemption is allowed under chapter 82.16 RCW
((82-3+6-659)). ((Fhre)) However, the exemption in this ((suk))section

does not apply to sales of natural gas, including compressed natural

gas and liquefied natural gas used or sold to manufacture

transportation fuel, and renewable natural gas, by a gas distribution

business, if such sales are exempt from the tax imposed under chapter
82.16 RCW as provided in RCW 82.16.310.
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Sec. 305. RCW 82.04.311 and 2002 ¢ 365 s 14 are each amended to

read as follows:

This chapter does not apply to ((imeeme)) amounts received by the

tobacco settlement authority under chapter 43.340 RCW.

Sec. 306. RCW 82.04.320 and 2021 c¢ 281 s 10 are each amended to
read as follows:

(1) Except as otherwise provided in this section, this chapter
does not apply to ((ary—Pperseonr—in—respect—to—insurance—business))
amounts upon which a tax based on gross premiums is paid to the state
under Title 48 RCW.

(2) The provisions of this section do not exempt any person

engaging in the business of representing any insurance company,
whether as general or local agent, or acting as broker for such

companies.
(3) The provisions of this section do not exempt any bonding
company from tax with respect to ((gress—inceme—derived)) taxable
p. 26 HB 1644
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margin generated from the completion of any contract as to which it

is a surety, or as to any liability as successor to the liability of

the defaulting contractor.

(4) ( (Fer—purposes—eof—+this secetion;—Ffor periods preceding May—12+

+5)) ) Eligible captive insurers affiliated with a public
institution of higher education that are exempt from paying a premium
tax under RCW 48.201.040 are exempt from the tax imposed by this
chapter in respect to their insurance business. For purposes of this
subsection ((45})) (4), the definitions in RCW 48.201.020 apply.

Sec. 307. RCW 82.04.322 and 1993 ¢ 492 s 303 are each amended to
read as follows:

This chapter does not apply to amounts received by any health

maintenance organization, health care service contractor, or
certified health plan in respect to premiums or prepayments that are
taxable under RCW 48.14.0201.

Sec. 308. RCW 82.04.323 and 2022 ¢ 73 s 1 are each amended to

read as follows:

( (Fre—toxes—impoesed—by—this)) This chapter ((gde)) does not apply

to amounts received by the Washington health benefit exchange
established under chapter 43.71 RCW.

Sec. 309. RCW 82.04.340 and 2000 ¢ 103 s 6 are each amended to

read as follows:

This chapter ((shal¥t)) does not apply to ((ary—Ppersenr—in—respeet

£e)) amounts received from the business of conducting boxing contests

and sparring or wrestling matches and exhibitions for the conduct of
which a license must be secured from the department of licensing if

the fee for the license is based, in whole or in part, on the gross

receipts from the licensed activity.

Sec. 310. RCW 82.04.350 and 2005 ¢ 369 s 7 are each amended to
read as follows:
Except as provided in RCW 82.04.286(1l), this chapter ((shatd))

does not apply to ((ary—persen—in—respeet—toe)) amounts received from

the business of conducting race meets for the conduct of which a
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license must be secured from the horse racing commission if the fee

for the license is based, in whole or in part, on the gross receipts

from the licensed activity.

Sec. 311. RCW 82.04.360 and 2010 1st sp.s. c¢ 23 s 702 are each
amended to read as follows:

(1) This chapter does not apply to any person in respect to ((kis
e¥r—her)) the persons employment in the capacity of an employee or

servant as distinguished from that of an independent contractor.
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(2) ( (Breit—Fcdy—3+— 283 0—Fthis——~chapter)) The exemption in

subsection (1) of this section does not apply to amounts received by

an individual from a corporation as compensation for serving as a
member of that corporation's board of directors. ((Begimnimg—on—Jduly
320+ 0——sueh aweunts—are—taxabteunder REW—82-604-256802~-) )

(3) A booth renter is an independent contractor for purposes of
this chapter. For purposes of this section, "booth renter" means any
person who:

(a) Performs cosmetology, barbering, esthetics, or manicuring
services for which a license is required under chapter 18.16 RCW; and

(b) Pays a fee for the use of salon or shop facilities and
receives no compensation or other consideration from the owner of the

salon or shop for the services performed.

Sec. 312. RCW 82.04.380 and 1961 ¢ 15 s 82.04.380 are each
amended to read as follows:

This chapter ((skhatd)) does not apply to ((Ehe—gress—sates—er—the
gress—irceme—reeeived—by) ) corporations ( (whieh—have—Feen) )

incorporated under any act of the congress of the United States of
America and whose principal purposes are to furnish volunteer aid to
members of the armed forces of the United States and also to carry on
a system of national and international relief and to apply the same
in mitigating the sufferings caused by pestilence, famine, fire,
floods, and other national calamities and to devise and carry on

measures for preventing the same.
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Sec. 313. RCW 82.04.390 and 1961 ¢ 15 s 82.04.390 are each

amended to read as follows:

This chapter ((shatd)) does not apply to ((gress—preceeds
derived)) amounts received from the sale of real estate. This

))

exemption does not apply to gross income of the business received as

commissions from the sale of real estate, nor as fees, handling
charges, discounts, interest or similar financial charges resulting

from, or relating to, real estate transactions.

Sec. 314. RCW 82.04.405 and 1998 ¢ 311 s 4 are each amended to

read as follows:

This chapter ((skhad®)) does not apply to ((the—greoss—Fnecome—of))

amounts received by credit unions organized under the laws of this

state, any other state, or the United States.

Sec. 315. RCW 82.04.408 and 1983 ¢ 161 s 25 are each amended to
read as follows:
This chapter does not apply to ((imeeme)) amounts received by the

state housing finance commission under chapter 43.180 RCW.

Sec. 316. RCW 82.04.4282 and 2009 c¢ 535 s 410 are each amended
to read as follows:
(1) In computing tax there may be deducted from ( (Ehe—smeasure—of

£ax)) gross income of the business amounts derived from bona fide
( () (a) initiation fees, ( (1)) (b) dues, ((-3)) (<)
contributions, ((4)) (d) donations, ( (7)) (e) tuition fees,

((#6r)) J(f) charges made by a nonprofit trade or professional
organization for attending or occupying space at a trade show,
convention, or educational seminar sponsored by the nonprofit trade
or professional organization, which trade show, convention, or
educational seminar 1is not open to the general public, ((+H)) J(9)
charges made for operation of privately operated kindergartens, and
((#¥)) (h) endowment funds.

(2) This section ((may)) does not ((be—eenstrued—te)) exempt any
person, association, or society from tax liability wupon selling
tangible personal property, digital goods, digital codes, or digital
automated services, or upon providing facilities or other services
for which a special charge is made to members or others. If dues are

in exchange for any significant amount of goods or services rendered
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by the recipient thereof to members without any additional charge to
the member, or if the dues are graduated upon the amount of goods or
services rendered, the wvalue of such goods or services ((skhatE)) are
not ((be—considered—as—adeduetion)) deductible under this section.

Sec. 317. RCW 82.04.4283 and 1980 c¢ 37 s 4 are each amended to
read as follows:
(1) In computing tax there may be deducted from ( (Ehe—measure—of

£ax)) gross idincome of the Dbusiness the amount of cash discount

actually taken by the purchaser. This deduction is not allowed in

arriving at the taxable amount ( (andex the extraetive oFr

Sz Stz =N 2N o o
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this act or RCW 82.04.261 on taxpayers engaging in business as

manufacturer or extractor.

(2) For purposes of this section, "cash discount" means a

deduction from the invoice price of goods or charge for services that

is allowed if the bill is paid on or before a specified date.

Sec. 318. RCW 82.04.4284 and 2004 c¢ 153 s 307 are each amended
to read as follows:
(1) In computing tax there may be deducted from ( (Ehe—smeasure—of

£ax)) gross income of the business bad debts, as that term is used in

26 U.S.C. Sec. 166, as amended or renumbered as of January 1, 2003,
on which tax was previously paid.

(2) For purposes of this section, "bad debts" do not include:

(a) Amounts due on property that remains in the possession of the

seller until the full purchase price is paid;

(b) Expenses incurred in attempting to collect debt;

(c) Sales or use taxes payable to a seller; and

(d) Repossessed property.

(3) If a deduction is taken for a bad debt and the debt is

subsequently collected in whole or in part, the ((fax—en—the)) amount

collected must be ((patd)) included in gross income of the business

and reported on the return filed for the period in which the

collection is made.
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(4) Payments on a previously claimed bad debt must be applied
under RCW 82.08.037(4) and 82.12.037, according to such rules as the

department may prescribe.

Sec. 319. RCW 82.04.4285 and 2013 c¢ 225 s 639 are each amended
to read as follows:
In computing tax there may be deducted from ((the—wmeasgre—of—tax

se—mgeh)) gross income of the business the portion of the sale price

of fuel ((as)) that constitutes the amount of tax imposed by the
state under chapter 82.38 RCW or the United States government, under
26 U.S.C., Subtitle D, chapters 31 and 32, upon the sale thereof.

Sec. 320. RCW 82.04.4286 and 1980 ¢ 37 s 7 are each amended to

read as follows:

amotunrts—derived—frombusiness—whieh)) This chapter does not apply to

amounts received from business activity that the state is prohibited

from taxing under the Constitution of this state or the Constitution
or laws of the United States.

Sec. 321. RCW 82.04.4293 and 1980 ¢ 37 s 13 are each amended to
read as follows:
In computing tax there may be deducted from ((Ehe—measure—of

£ax)) dgross income of the business by those engaged in banking, loan,

security, or other financial businesses, amounts ((gdexriwed)) received
from interest paid on all obligations of the state of Washington, its
political subdivisions, and municipal corporations organized pursuant
to the laws thereof.

Sec. 322. RCW 82.04.4339 and 2021 ¢ 143 s 1 are each amended to
read as follows:
(1) In computing tax there may be deducted from the ((measure—of

£a3%)) gross income of the business amounts received by a nonprofit

organization from the United States or any instrumentality thereof,
the state of Washington or any municipal corporation or political
subdivision thereof, or an Indian tribe as defined in RCW 43.06.523,
as salmon recovery grants.

(2) For the purposes of this section, the following definitions

apply:
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(a) "Nonprofit organization" has the same meaning as in RCW
82.04.3651.

(b) "Salmon recovery grant" means, solely for the purposes of
this section, financial assistance provided to primarily benefit the
public as a whole by renewing, restoring, or protecting, by human
intervention, salmon ecosystems or salmon habitats in this state,
whether or not such financial assistance furthers the regulatory

activities of the grantor.

Sec. 323. RCW 82.04.440 and 2011 ¢ 2 s 205 are each amended to
read as follows:

(1) Every person engaged in activities that are subject to tax
under two or more provisions of RCW ((82-84-230—threugh 8204208+
iretusives)) 82.04.261 is taxable under each provision applicable to

those activities.

(2) Persons taxable under ((REW—32 042000282 0/ 250

QN AWl 27N QD AWl 204 (DN £ QD N/ 26N LT\ (1) [~ { A\ (AN (1 10\
UZ - U Te.Z 19Uy OZ U T.Z T \Z /)7 O O e U T \SAv/ L/ \ X7 77 T \N= VA7 \e A2 LT LT /)7
eV (1 D) + oo~ 4 o 11 3 ey ~raoadiriot o EEERY + o ot 4+ T~ A~
. \J. / WL CTIT J_CQLJC\.;\_ |y QC_L_L_LJ.J.\j LJJ_U\ALA\./ TO 1T CIT 15 Ql.aul.aC, _LlleLu\.L_Lll\_j

these—persens—who—are—atseo—taxabte—under)) RCW 82.04.261((+)) with

respect to selling products at wholesale in this state are allowed a

credit against those taxes for any (a) manufacturing taxes paid with
respect to the manufacturing of products so sold in this state,
and/or (b) extracting taxes paid with respect to the extracting of
products so sold in this state or ingredients of products so sold in
this state. Extracting taxes taken as credit under subsection (3) of
this section may also be taken under this subsection, if otherwise
allowable under this subsection. The amount of the credit may not
exceed the tax liability arising under ((¥his—ehapter)) RCW 82.04.261

with respect to the sale of those products.

(3) Persons taxable as manufacturers under ((REW—82-064-240—06*
QD nNA 260N (1 ) — /A EOAY Al o~ + 1 o A oA o o o ~1
U e U 1T ¢« &4 UUT \J_ LJ[ A \J. / 12 _LJ.J.\.;_LM\.A._LJ.LKJ CITTOOoT b/ 1O ITTO Wil [ N )y [ g e R W

AR
taxabte—uwnder)) RCW 82.04.261((+)) are allowed a credit against those
taxes for any extracting taxes paid with respect to extracting the
ingredients of the products so manufactured in this state. The amount
of the credit may not exceed the tax liability arising under ((£his
chapter)) RCW 82.04.261 with respect to the manufacturing of those

products.

(4) Persons taxable under ((REW—82 0423082 §L 240
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RCW 82.04.261((+)) with respect to extracting or manufacturing
products in this state are allowed a credit against those taxes for
any ((4#F)) (a) gross receipts taxes paid to another state with
respect to the sales of the products so extracted or manufactured in
this state, ((4+++)r)) (b) manufacturing taxes paid with respect to the
manufacturing of products using ingredients so extracted in this
state, or ((4++3%))) (c) manufacturing taxes paid with respect to
manufacturing activities completed in another state for products so
manufactured in this state. The amount of the credit may not exceed
the tax liability arising under ((¥his—ehapter)) RCW 82.04.261 with

respect to the extraction or manufacturing of those products.

(5) No application 1is required to claim credits under this

section. Unused credit under this section may not be carried forward

or backward and claimed for any tax reporting periods preceding or

following the tax reporting period for which the credit is earned.

(6) For the purpose of this section, the definitions in this

subsection apply:

(a) "Gross receipts tax" means a tax that:
(1) ((Whieh—3s)) Is 1imposed on or measured by ((¥kRe)) a

taxpayer's gross volume of business, in terms of gross income, gross

receipts, value of products, or 1in other terms, and 1in the

determination of which the deductions allowed would not constitute
the tax ((&r®)) a net income tax or value added tax; and
(11i) ((Whteh—+s)) Is also not, pursuant to law or custom,

separately stated from the sales price on any document of sale

provided to the customer.

(b) "State"™ means (i) the state of Washington, (ii) a state of
the United States other than Washington, or any political subdivision
of such other state, (iii) the District of Columbia, and (iv) any
foreign country or political subdivision thereof.

(c) "Manufacturing tax" means a gross recelpts tax 1imposed

expressly on the act or privilege of engaging in business as a

manufacturer, and includes ((HF)r—the—taxes—imposed—inREW 3204240+

Q2 N4 2N
OZ - UTs \S AV

Q92 NA 2404 Q92 NA 2000 (171 (1) (D) (4 (1 7Y A (T D)

UZ - U Te.Z TU Iy O T U T e A% \L /7 VL /7 V=77 X/ 7 LT LT/ 7 (ST AW LT Z /7
aaa—82-04-29%4F)+—+++))) the tax imposed under RCW 82.04.261 on
persons who are engaged 1in business as a manufacturer((s+)) and

((HH+3>)) similar gross receipts taxes paid to other states.
(d) "Extracting tax" means a gross recelipts tax imposed expressly

on the act or privilege of engaging in business as an extractor, and

includes ((+=—%£h tax—imposed—or—extractors—in REW—82-04-230—and
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82042601 2)—F+))) the tax imposed under RCW 82.04.261 on persons
who are engaged in Dbusiness as an extractor((+)) and ( (1))
similar gross receipts taxes paid to other states.

(e) "Business," "manufacturer," "extractor," and other terms used
in this section have the meanings given in RCW 82.04.020 through
( (820421218 2-04-21++F)) 82.04.217, notwithstanding the use of those

terms in the context of describing taxes imposed by other states.

Sec. 324. RCW 82.04.4497 and 2021 c 196 s 16 are each amended to
read as follows:

(1) To avoid taxing the same sale or exchange under both the
( (bosiness—and—eoeeypatieon)) margin tax and capital gains tax, a
((exedi£)) deduction is allowed ((against—taxes—due—under—*this

ehapter)) from gross income of the business in the amount of gain on

a sale or exchange ((Ehat—3s—alsec—subiecet—+to—the taxt—imposed—under

this—echapter—eoen——sSuveh—sale—or—exchange)) of long-term capital assets
by a taxpayer if:

(a) The sale or exchange is subject to tax under this chapter and
the tax imposed under RCW 82.87.040;

(b) The gain is included in the Washington capital gains of the

taxpayer or a legal or beneficial owner of the taxpayer; and

(c) The taxpaver or a legal or beneficial owner of the taxpayver
has paid the tax imposed under RCW 82.87.040 with respect to the

Washington capital gains.

(2) ((Fhe—eredit—maybe—used—against—any —tax—due—under—this
ehapter)) For purposes of this section, where a taxpayver is a

combined group, a legal or beneficial owner of the taxpayer means a

legal or beneficial owner of anv member of the combined group.

(3) ((Fhe—eredit—under
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edieation—investment—aeecount) ) The department may reguire this

deduction be claimed on an amended return 1if, at the time the

o a0 + 1
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original return under this chapter is due, the tax imposed under RCW

82.87.040 has not been paid as required by subsection (1) (b) of this

section.

Sec. 325. RCW 82.04.4499 and 2022 c 189 s 2 are each amended to
read as follows:

(1) Subject to the limitations 1in this section, a credit 1is
allowed against the tax imposed under this chapter for contributions
made by a ((persern)) taxpayer to the equitable access to credit
program created in chapter 43.390 RCW.

(2) (a) The ((persern)) taxpayer must make the contribution before
claiming a credit authorized under this section. The credit may be
used against any tax due under this chapter. The amount of the credit
claimed for a reporting period may not exceed the tax otherwise due
under this chapter for that reporting period. No ((persern)) taxpayver
may claim more than $1,000,000 of credit ((&r)) for any ((eatendasr))
tax year, including credit carried over from a previous ((eatendasr))
tax year. No refunds may be granted for any unused credits.

(b) Any amount of tax credit otherwise allowable under this
section not claimed by the ((persen)) taxpayer in any ((catendar

year)) tax year, including unused credit remaining as of June 30,

2027, may be carried forward and claimed against a ((persen's))
taxpayer's tax 1liability for the next succeeding ((eaterndasr)) ax

year; and any credit not used in that next succeeding ((eatendasr
tax year may be carried forward and claimed against the ((persents
taxpayer's tax liability for the second succeeding ( (eatendssr)) ax

year, but may not be carried over for any ((eatendar)) Lax vyear

thereafter. Credit under this section may not be carried back and

claimed for tax vears ending before the credit under this section is

earned.

(3) Credits are available on a first-in-time Dbasis. The
department must disallow any credits, or portions thereof, that would
cause the total amount of credits claimed under this section for any
((eatendar)) tax year to exceed $8,000,000. If this limitation 1is

reached, the department must notify the department of commerce that
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the annual statewide limit has been met. In addition, the department
must provide written notice to any ((persern)) taxpayer who has
claimed tax credits in excess of the limitation in this subsection.
The notice must indicate the amount of tax due and provide the tax be
paid within 30 days from the date of the notice. The department may
not assess penalties and interest as provided in chapter 82.32 RCW on
the amount due in the initial notice if the amount due is paid by the
due date specified in the notice, or any extension thereof.

(4) To claim a credit under this section, a ((persen)) taxpayer
must electronically file with the department all returns, forms, and
any other information required by the department, in an electronic
format as provided or approved by the department. Any return, form,
or information required to be filed in an electronic format under
this section 1is not filed wuntil received by the department in
electronic format. As used in this subsection, "returns" has the same
meaning as "return" in RCW 82.32.050.

(5) No application 1s necessary for the tax credit. The
( (perser)) taxpayer must keep records necessary for the department to
verify eligibility under this section.

(6) The equitable access to credit program must provide to the
department, upon request, such information as may be needed to verify
eligibility for credit wunder this section, including information
regarding contributions received by the program.

(7) The maximum credit that may be earned for each ((eatendasr))
tax year under this section for a ((persern)) Lfaxpaver is limited to
the lesser of $1,000,000 or an amount equal to 100 percent of the
contributions made by the ((persern)) taxpayer to the equitable access

to credit program during the tax vyear.

(8) No credit may be earned for contributions made on or after
June 30, 2027. Credits may be claimed as provided in subsections (2)
through (4) of this section; however, credits may not be claimed
prior to January 1, 2023.

(9) For the purposes of this section, "equitable access to credit
program" means a program established within the department of
commerce pursuant to RCW 43.390.020.

(10) The provisions of chapter 82.32 RCW apply to the
administration of this section.

(11) This section expires July 1, 2027.
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Sec. 326. RCW 82.04.615 and 2007 ¢ 381 s 1 are each amended to
read as follows:

This chapter does not apply to public corporations, commissions,
or authorities created under RCW 35.21.660 or 35.21.730 for amounts
( (derived)) received from sales of tangible personal property and
services to:

(1) A limited 1liability company in which the corporation,
commission, or authority is the managing member;

(2) A limited partnership in which the corporation, commission,
or authority is the general partner; or

(3) A single asset entity required under any federal, state, or
local governmental housing assistance program, which 1is controlled

directly or indirectly by the corporation, commission, or authority.

Sec. 327. RCW 82.04.767 and 2021 ¢ 4 s 1 are each amended to

read as follows:

(1) This chapter does not apply to ((aay—persen—with—respeet—to))

amounts received from the wvalue proceeding or accruing from a

qualifying grant received on or after February 29, 2020.

(2) For purposes of this section, "qualifying grant" means an
amount received, or relief from debt or other 1legal obligation
received, that:

(a) Is received under a government-funded program either directly
from a government entity, or through a nongovernmental third-party
entity authorized by a government entity to distribute the program
funds, or, in the case of relief from debt or other legal obligation,
is received from a private entity under circumstances where, 1in
exchange for providing the relief, the private entity receives some
form of direct financial benefit from a government entity;

(b) Is provided to address the impacts of conditions giving rise
to an official proclamation of a national emergency by the president
of the United States or an official proclamation of a state of
emergency by the governor of this state; and

(c) Is not an amount received:

(i) Under a contract, including a sole source contract, for the
acquisition of specific goods or services, or both, by purchase,
lease, or Dbarter, that was solicited and established in accordance
with procurement laws or regulations; or

(ii) For manufacturing, extracting, or making sales of products,

when the amount received 1is determined based on the quantity of
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products manufactured, extracted, or sold. ((Fer—purpeses—ef—+this

Worn 0o
PTroTTc

ISR AP 2 (DN ([~ (2 2\ LA] hoao + ] oo ma g~ o o 1 RO
ool o T T TITUOTT =7t/ 7 IS CIT O TS ooty o It T 1A

H

B2-32-023+))

(3) For purposes of a grant awarded to address the impacts of
conditions giving rise to a national emergency or state of emergency,
the exemption under this section applies only 1if the 1legislation
authorizing the grant or the associated legislative history, public
records created by the grantor, or the terms of the underlying grant
agreement between the grantor and grantee, clearly indicate that the
grant was established to address the impacts of conditions giving
rise to a national emergency or state of emergency.

(4) Businesses may include:

(a) As a cost input under section 204 of this act any expense

paid using gualifying grant proceeds to the extent the expense 1is

otherwise includable as a cost input under that section; and

(b) As compensation under section 205 of this act any amount paid

using qualifyving grant proceeds to the extent the amount is otherwise

includable as compensation under that section

(5) For purposes of this section, "government" means any

national, tribal, state, or local government.

NEW SECTION. Sec. 328. A new section is added to chapter 82.08
RCW to read as follows:
CREDIT—RETAIL SALES TAX COLLECTED AND REMITTED BY RETAILERS. (1)

A taxpayer that both collects and timely remits to the department the
retail sales tax imposed under RCW 82.08.020(1) is allowed a credit
against those taxes. The amount of the credit earned for a tax
reporting period is equal to 0.2528 percent of the total amount of
retail sales tax imposed in RCW 82.08.020(1) and properly collected
and remitted by the taxpayer to the department by the due date of the
tax return for that tax reporting period or any extension of the due
date granted by the department. For purposes of this subsection (1),
a taxpayer that remits the tax imposed in RCW 82.08.020(1) after the
due date has remitted the tax Dby the due date if the department
waives or cancels the penalty associated with the delinquency as
authorized by chapter 82.32 RCW.

(2) The credit under this section may not exceed the taxes
otherwise due under RCW 82.08.020(1). Any unused credit may not be

carried forward or backward to a different tax reporting period.
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PART IV
SURCHARGES

NEW SECTION. Sec. 401. A new section is added to chapter 82.04
RCW to read as follows:

SURCHARGES. (1) The surcharges imposed in RCW 82.04.261 through
82.04.299 are in addition to the margin tax imposed under section 202
of this act.

(2) Each person with a substantial nexus with this state under
RCW 82.04.067 and engaging within this state in any business activity
for which a surcharge is imposed under this chapter is subject to the
applicable surcharge or surcharges, regardless of whether the person
is subject to the margin tax imposed in section 202 of this act or is
part of a combined group subject to the margin tax imposed in section
202 of this act.

(3) Persons subject to the surcharges referenced in subsection
(1) of this section must file and pay the surcharges in a form and

manner prescribed by the department as provided in RCW 82.32.045.

Sec. 402. RCW 82.04.261 and 2021 c¢ 145 s 8 are each amended to

read as follows:

(1) ((Fr—eddition—to—thetaxes—imposed—under REW 82042602+
&)) A surcharge is imposed on those persons who are ((subjeet—te—any

business of:

(a) Operating as an extractor of timber;

(b) Extracting timber for hire;

(c) Operating as a manufacturer of: (i) Timber dinto timber
products or wood products; (ii) timber products into other timber
products or wood products; or (iii) products defined in RCW
19.27.570(1) ;

(d) Processing for hire: (i) Timber into timber products or wood

products; (ii) timber products into other timber products or wood
products; or (iii) products defined in RCW 19.27.570(1);

(e) Selling at wholesale: (i) Timber extracted by that person;

(ii) timber products manufactured by that person from timber or other

timber products; (iii) wood products manufactured by that person from

timber or timber products; or (iv) products defined in RCW

19.27.570 (1) manufactured by that person; or
p. 39 HB 1644




O J o U b w N

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

(f) Selling standing timber.

(2) The surcharge equals the person's taxable amount for all

activities described in subsection (1) of this section that the

person endgages in, multiplied by the rate of 0.052 percent. ((Fhe

F—and—teh—=
+2¥)) J(3) All receipts from the surcharge imposed under this
section must be deposited into the forest and fish support account
created in RCW 76.09.405, with any receipts above eight million
dollars per biennium specifically used as additional funding for
tribal participation grants.

((¥r)) (4) (a) The surcharge imposed wunder this section is

suspended if:

No
S

(i) ( (Befeore—duly—3++—2b8

biennium

+4+))) Between July 1, 2024, through June 30, 2029, receipts from
the surcharge total at least nine million dollars during any fiscal
biennium; and

((HH+3+>r)) (dii) After June 30, 2029, the receipts from the
surcharge total at least nine million five hundred thousand dollars
during any fiscal biennium.

(b) The suspension of the surcharge under this subsection ((43)))
(4) takes effect on the first day of the calendar month that is at
least thirty days after the end of the month during which the
department determines that receipts from the surcharge total the
values specified in this subsection ((43))) (4) during the fiscal
biennium. The surcharge 1is imposed again at the beginning of the
following fiscal biennium.

((#4)) (5) For purposes of this section, the definitions in this

subsection apply:

(a) "Biocomposite surface products" means surface material

products containing, by weight or volume, more than 50 percent

recycled paper and that also use nonpetroleum-based phenolic resin as

a bonding agent.

(b) "Paper and paper products" means products made of interwoven

cellulosic fibers held together largely by hvdrogen bonding. "Paper

and paper products" includes newsprint; office, printing, fine, and

pressure-sensitive papers; paper napkins, towels, and toilet tissue;

kraft bag, construction, and other kraft industrial papers;
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paperboard, liguid packaging containers, containerboard, corrugated,

and solid-fiber containers including linerboard and corrugated

medium; and related types of cellulosic products containing

primarily, by weight or wvolume, cellulosic materials. "Paper and

paper products" does not include books, newspapers, magazines,

periodicals, and other printed publications, advertising materials,

calendars, and similar types of printed materials.

(c) "Recycled paper" means paper and paper products having 50

percent or more of their fiber content that comes from postconsumer

waste. For purposes of this subsection (5) (¢c), "postconsumer waste"

means a finished material that would normally be disposed of as solid

waste, having completed its 1life cycle as a consumer jitem.

(d) "Taxable amount" means:

(1) Gross income of the business, with regard to the business

activities described in subsection (1) (b), (d), and (f) of this
section;
(i1) Value of products, including byproducts, extracted or

manufactured, with regard to the business activities described in

subsection (1) (a) and (c) of this section; and

(1ii) Gross proceeds of sales, with regard to the products

described in subsection (1) (e) of this section.

(e) "Timber" means forest trees, standing or down, on privately

or publicly owned land. "Timber" does not include Christmas trees

that are cultivated by agricultural methods or short-rotation
hardwoods as defined in RCW 84.33.035.

(f) "Timber products" means:

(1) Logs, wood chips, sawdust, wood waste, and similar products

obtained wholly from the processing of timber, short-rotation
hardwoods as defined in RCW 84.33.035, or both;

(ii) Pulp, dincluding market pulp and pulp derived from recovered

paper or paper products; and

(1ii) Recycled paper, but only when used in the manufacture of

biocomposite surface products.

(g) "Wood products" means paper and paper products; dimensional

lumber; engineered wood products such as particleboard, oriented

strand board, medium density fiberboard, and plywood; wood doors;

wood windows; and biocomposite surface products.
(6) This section expires July 1, 2045.

p. 41 HB 1644



O I o U b w NN

Sec. 403. RCW 82.04.285 and 2014 ¢ 97 s 303 are each amended to
read as follows:

(1) ((Bper)) A surcharge is imposed upon every person engaging

within this state in the business of operating contests of chance((+
] e 5 L ] ] . g
eperating—econtests—ef——ehanee) ). The amount of the surcharge is equal

to the gross income of the Dbusiness ((derived)) received from

operating contests of chance multiplied by the rate of ((I=5—perecent-

0.13 percent ( (Ehereatter)) . The money collected under this
( (subseetion—{2)r—shaltt)) section must be deposited in the problem

gambling account created in RCW ( (43-26A392)) 41.05.751. This
( (subseetion)) section does not apply to Dbusinesses operating
contests of chance when the gross income from the operation of
contests of chance is less than fifty thousand dollars per year.

((3¥)) J(2)(a) For the purpose of this section, "contests of
chance”" means any contests, games, gaming schemes, or gaming devices,
other than the state lottery as defined in RCW 67.70.010, in which
the outcome depends in a material degree upon an element of chance,
notwithstanding that skill of the contestants may also be a factor in
the outcome. The term includes social card games, bingo, raffle, and
punchboard games, and pull-tabs as defined in chapter 9.46 RCW.

(b) ((Fhre—%erm)) "Contests of chance" does not include: (i) Race

meet for the conduct of which a license must be secured from the

Washington horse racing commission, (ii) "amusement game" as defined

in RCW 9.46.0201, or (iii) any activity that is not subject to

regulation by the gambling commission.

Sec. 404. RCW 82.04.286 and 2005 ¢ 369 s 6 are each amended to

read as follows:
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(1) ((Bper)) A surcharge is imposed upon every person engaging

within this state in the business of conducting race meets for the

conduct of which a license must be secured from the Washington horse

.

T

qr
-

racing commission ((+—as—teo——suveh—persens;—the—amount—eof —tast—wt
respeet—teo—the—business—eof Pparimagtgel—wagering) ). The surcharge is
equal to the gross income of the business ((deriwved)) received from
parimutuel wagering multiplied by the rate of ((8=3F—pereent—through
JFare—30—20086——=and)) 0.13 percent ((thereafter)). The money collected
under this section shall be deposited in the problem gambling account
created in RCW ((43=268A-852)) 41.05.751.

(2) ( (Fer—purposes——of

+3%)) The tax imposed under this section is in addition to any

tax imposed under chapter 67.16 RCW.

Sec. 405. RCW 82.04.29004 and 2019 ¢ 420 s 2 are each amended to

read as follows:

(1) ( (Pegiaming—dangary—3+—2020+—3Fn)) In addition to any other
taxes imposed under this chapter, ((ap—additieonal—tax)) a surcharge

is 1imposed on specified financial institutions. The ((additienat

£ax)) surcharge 1is equal to the gross income of the business taxable
under RCW 82.04.290((42)F)) multiplied by the rate of 1.2 percent.
(2) The definitions in this subsection apply throughout this

section unless the context clearly requires otherwise.

=) ) "Consolidated financial institution group" means all

financial institutions that are affiliated with each other.

( (1)) (b) "Consolidated financial statement" means a
consolidated financial institution group's consolidated reports of
condition and income filed with the federal financial institutions

examination council, or successor agency.
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((#5)) (c) "Financial institution" means any person that is:

(1) ((Amy)) A corporation or other business entity chartered
under Titles 30A, 30B, 31, 32, and 33 RCW, or registered under the
federal bank holding company act of 1956, as amended, or registered
as a savings and locan holding company under the federal national
housing act, as amended;

(ii) A national bank organized and existing as a national bank
association pursuant to the provisions of the national bank act, 12
U.S.C. Sec. 21 et seq.;

(iii) A savings association or federal savings bank as defined in
the federal deposit insurance act, 12 U.S.C. Sec. 1813 (b) (1);

(iv) ((A=y)) A Dbank or thrift institution incorporated or

organized under the laws of any state;

(v) ((Amy)) A corporation organized under the provisions of 12
U.S.C. Sec. 611 through 631;
(vi) ((Amy)) An agency or branch of a foreign depository as

defined in 12 U.S.C. Sec. 3101 that 1is not ((exempt—under—RCH
82-04-2315)) an international banking facility. For purposes of this

subsection (2) (c) (vi), "international banking facility" means a

facility represented by a set of asset and 1liability accounts

segregated on the books and records of a commercial Dbank, the

principal office of which 1is located in this state, and which is

incorporated and doing business under the laws of the United States

or of this state, a United States branch or agency of a foreign bank,

an edge corporation organized under section 25(a) of the Federal

Reserve Act, 12 U.S.C. Sec. 611-631, or an agreement corporation

having an agreement or undertaking with the board of governors of the

federal reserve system under section 25 of the Federal Reserve Act,
12 U.S.C. 601-604a, that includes only international banking facility

time deposits (as defined in subsection (a) (2) of Section 204.8 of
Regulation D (12 C.F.R. Part 204), as promulgated by the board of

governors of the federal reserve system), and international banking

facility extensions of credit (as defined in subsection (a) (3) of

section 204.8 of Regqulation D);

(vii) A production credit association organized under the federal
farm credit act of 1933, all of whose stock held by the federal
production credit corporation has been retired;

(viii) ((Aay)) A corporation or other business entity who
receives gross income taxable under RCW 82.04.290, and whose wvoting

interests are more than fifty percent owned, directly or indirectly,

p. 44 HB 1644



O I o U b w NN

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

by any person or business entity described in ((+4e))) (c) (i) through
(vii) of this subsection other than an insurance company liable for
the insurance premiums tax under RCW 48.14.020 or any other company
taxable under chapter 48.14 RCW;

(ix) (A) A corporation or other business entity that receives more
than fifty percent of its total gross income for federal income tax
purposes from finance leases. For purposes of this subsection, a
"finance lease" means a lease that meets two requirements:

(I) It is the type of lease permitted to be made by national
banks (see 12 U.S.C. Sec. 24(7) and (10), comptroller of the currency
regulations, part 23, leasing (added by 56 C.F.R. Sec. 28314, June
20, 1991, effective July 22, 1991), and regulation Y of the federal
reserve system 12 C.F.R. Part 225.25, as amended); and

(IT) It is the economic equivalent of an extension of credit,
i.e., the lease is treated by the lessor as a loan for federal income
tax purposes. In no event does a lease qualify as an extension of
credit where the lessor takes depreciation on such property for
federal income tax purposes.

(B) For this classification to apply, the average of the gross
income in the current tax year and immediately preceding two tax
years must satisfy the more than fifty percent requirement;

(x) Any other person or business entity, other than an insurance
general agent ( (Eazabite)) licensed under chapter 48.17 RCW
( (820842804 1H)+=))), an insurance business exempt from the ( (business
ard—eoeewgpatien)) margin tax under RCW 82.04.320, a ((reat—estate))
broker ( (tasxabte—under REW—82-04-255)) as defined in RCW 18.85.011, a
securities dealer or international investment management company
taxable under RCW 82.04.290((42¥)), that receives more than fifty
percent of its gross receipts from activities that a person described
in ((#&)) J(c) (ii) through (vii) and (ix) of this subsection is

authorized to transact.

( () (d) (i) "Specified financial institution" means a
financial institution that is a member of a consolidated financial
institution group that reported on its consolidated financial
statement for the previous calendar year annual net income of at
least one billion dollars, not including net income attributable to
noncontrolling interests, as the terms "net income" and
"noncontrolling interest"™ are used in the consolidated financial

statement.
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(ii) 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 this
section in at least two of the previous four calendar years.

(3) The department must notify the fiscal committees of the
legislature if financial institutions are no longer required to file
consolidated financial statements.

(4) To aid in the effective administration of the ((additienad
£a3%)) surcharge imposed in this section, the department may require a
person believed to be a specified financial institution to disclose
whether it is a 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
subsection is deemed to have intended to evade tax payable under this
section and is subject to the penalty in RCW 82.32.090(7) on any tax
due under this section by the person and any financial institution
affiliated with the person.

(5) Taxes collected under this section must be deposited into the

general fund.

Sec. 406. RCW 82.04.290 and 2020 ¢ 2 s 3 are each amended to

read as follows:

l eenrn sz sg DS oY o e ox Tz +
OOt oVvVeLy P oSUIT A=FEAT RE AT == ST WL CT

+2)+a)r—Yper)) A surcharge is imposed upon every person engaging

within this state 1in any business activity other than ((ex—==
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[ AW AW iy S Sy W i 5 |y AIT o l«LVLl«_Y CTr w8 Ay r/_L_L\.a_L k__L_Y dTTOT 1 aTT O TCTTIT I oo O CIUIT LTT
+h 1 o alh e A s £ ol o~ o n (1) (2 £ +1 1 o an~+ o n ~ o + a1~
CIT 1O \/llut/l— - . - o 0o T T TIUIT L/ - 7 A = CITI1IS oo T LUy TS (o wy o AT
oo o e e~ £ o, ™ N o + £ PP N PR R R r~) ) those
r/CL [SAWS Y ) |SP g (S50 WAW B i iy = C Ty 1T (SR AL WA ¥ i I - o A CTTT O CTCTCIVIITITO

persons and business activities specifically exempted under this

section from the surcharge. This surcharge is equal to the gross

income of the business multiplied by the rate of ((+

JAETAY 1 i N NE P~ eV
\_L} L e 1 r/CL\.zCllLa[ A
(53 E vt £
\_L_L} L e r/CL\.zClJ.L, [ S N
2)r)) 0.25 percent. Except as otherwise provided in this section,

this surcharge is in addition to all other taxes imposed in this

chapter.
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(2) The surcharge imposed in this section does not apply to:

(a) Any person subject to the surcharge imposed under RCW
82.04.299;

((#B¥)) (v) Any person whose gross income of the business subject
to the ((¥ax%®)) surcharge imposed under ((€his)) subsection ((42)))

(1) of this section, for the immediately preceding calendar year, was

less than one million dollars, unless ((4+5)) (i) the person is
affiliated with one or more other persons, and ((FF-)) (ii) the

aggregate gross income of the business subject to the ((fax%))
surcharge imposed under ((kis)) subsection ((+42))) (1) of this

section for all affiliated persons was greater than or equal to one

million dollars for the immediately preceding calendar year; ((aad
+c¥)) (c) Hospitals as defined in RCW 70.41.020, including any

hospital that comes within the scope of chapter 71.12 RCW if the

p

hospital is also licensed under chapter 70.41 RCW ((—Fhis——subseetisc

2 rHH e —must ot —be—econstrued—as—modifying REW 8204 260106)) )

or

P

T

(d) Anv business activity that, as of December 31, 2026, is not

taxed under the catchall service and other activities classification.

For purposes of this subsection (2) (d), "catchall service and other

activities classification" means the tax classification codified in

this section or successor statute that is applicable to all business

activities not otherwise taxed explicitly under another provision of
this chapter as of December 31, 2026.
((br—Fh+s)) (3) The tax imposed in subsection ((42))) 1 of

this section includes, among others, and without limiting the scope

hereof (whether or not title to material