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Repeal preferential B&O tax rate for travel agents and tour operators

	Description
	This proposal would repeal the preferential B&O tax rate for travel agents and tour operators and make this income subject to the service & other activities B&O tax rate of 1.5%.



	Current Law 
	For B&O tax purposes, travel agents and tour operators are taxed at a preferential rate of 0.275%, while most other services are taxed at a 1.5% rate.   

Before the 1970s, travel agents paid B&O tax on commissions earned from arranging intrastate transportation or accommodations but did not pay B&O tax on making interstate travel arrangements.  This was because the courts interpreted the Commerce Clause of the U.S. Constitution to prohibit such taxation of interstate commerce.  As these interpretations evolved, however, courts began to allow states to tax more activities involving interstate commerce.

In 1975, the Department of Revenue updated its rule to reflect recent court cases.  The revised rule expanded the B&O tax base for travel agents by including commissions and fees earned from arranging both intrastate and interstate travel.  To reduce the financial impact, the Legislature adopted a preferential B&O tax rate of 0.25% on the gross income of travel agents.  

In 2010, legislation changed how certain businesses, including travel agents and tour operators, apportion their income for B&O tax purposes.  Under the new law, businesses must attribute income to where the customer receives the benefit of the service.  For travel agents and tour operators, this is generally the customer’s travel destination.  This change significantly reduced the income apportioned to Washington of travel agents and tour operators whose primary place of business is in this state.
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Repeal preferential B&O tax rate for travel agents and tour operators, Continued

	Revenue Impact
	General Fund Impacts ($ millions):
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· Estimates assume an August 1, 2015 effective date, resulting in 10 months of collections for Fiscal Year 2016.
· Estimates are based on the Economic & Revenue Forecast Council November 2014 forecast.



	Expenditure Impact
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Biennium

$4.9 $6.1 $11.0 $6.4 $6.7 $13.1
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$6,300 $0 $6,300 $0 $0 $0
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