This rule is for discussion purposes only and is not to be used
to determne tax liability or exenptions.

AMENDATORY SECTI ON (Anmending WSR 91-21-001, filed 10/3/91
effective 11/3/91)

WAC 458-20-169 ((ReHgiouss——~charitable—benevolent;))
Nonpr of i t (( service)) organi zati ons( ( ———and——-sheltered

werkshops) ) . (1) Introduction. ((Ret-gi-ous,—chari-tabler
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Dipperfor  MrsBrown O $60 $0 0 fa]
6-Browns

Simplewilt  JaweSmith $75 $0 0 o] $50
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Prinecipal School 2] $100 $100 O ]
fortheday
Boat& GoeEstate $750 $825  $/5 $50 0
Meter
Pottery At Student $5 $25 $20 $5 o
Weekenduse M+—Jdores $200 $250  $50 $200 O
ofcabin
FOTAL $1.330 $1560 $305 $1.205 $50

458-20-102-)) Unlike npbst states' and the federal tax systens,

Washi ngton's tax system specifically its business tax, applies

to nonprofit organizations. Washi ngton's business tax is
i nposed wupon all entities that generate gross receipts or
proceeds, unless there is a specific statutory exenption or
deducti on. This rule reviews how the business and occupation
(B&O), retail sales, and use taxes apply to activities often
performed by nonprofit organizations. The rule describes the
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nost common exenptions and deductions specifically provided to
nonprofit organizations by state |aw O her exenptions and/or
deductions not specific to nonprofit organizations nay also
apply.

QO her rules that nay be relevant to specific activities of
nonprofit organi zati ons include the foll ow ng:

(a) Artistic or cultural organizations, WAC 458-20- 249;

(b) Hospitals, nursing hones, and adult famly honmes, WAC
458- 20- 168;

(c) Or gani zati ons and cl ubs provi di ng anusenent ,
recreation, or physical fitness services, WAC 458-20-183;

(d) Oganizations holding trade shows, conventions, or
sem nars, WAC 458-20-256; and

(e) Menbership organizations should see WAC 458-20-183 for
nore specific guidance about the deduction of nenbership dues
and initiation fees.

(2) Registration requirenents. Nonprofit organi zations
with $12,000 or npbre per year in gross receipts from sales,
and/ or gross incone from services subject to the B& ) tax or who
are required to collect or pay to the departnent of revenue
(departnent) retail sales tax or any other tax or fee which the
departnment admi nisters (regardless of the |evel of annual gross
receipts) nust register wth the departnent. Nonpr of i t
organi zati ons that have gross receipts of |less than $12, 000 per
year and who are not required to collect retail sales tax or any
other tax or fee adnm nistered by the departnent are not required
to register with the departnent. For nor e details on
regi stration requirenents see WAC 458-20-101 (Tax registration
and tax reporting).

(3) Filing tax returns. Nonprofit organi zati ons neking
retail sales that require the collection of the retail sales tax
must file a tax return, regardless of the annual |evel of gross
recei pts or gross incone and whether or not any B&) tax is due.
(See also WAC 458-20-104 (Small business tax relief based on
vol une of business).) The conbined excise tax return wth
paynent is generally filed on a nonthly basis. However, under
certain conditions the departnent may authorize taxpayers to
file and remt paynent on either a quarterly or annual basis.
Refer to WAC 458-20-22801 for nore information regarding how
reporting frequencies are assigned.

Nonprofit organi zations that do not have retail sales tax
to remt, but are required to register, do not have to file a
tax return if they neet certain statutory requirenents (e.q.
annual gross incone of |less than $28,000) and are placed on an

"active nonreporting"” status by the departnent. Refer to WAC
458- 20- 101 for nor e i nfornation regar di ng t he "active
nonreporting" status.

(4) CGener al tax reporting responsibilities. Wi | e

Washi ngton state | aw provides sone tax exenptions and deducti ons
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specifically targeted toward nonprofit organizations, these
or gani zati ons ot herw se have t he sane t ax-reporting
responsibilities as those of for-profit organizations.

(a) Business and occupation tax. Chapter 82.04 RCW i nposes
a B&0O tax upon all persons engaged in business activities wthin
this state, wunless the incone is specifically exenpt or
deducti bl e under state law. The B&0O tax applies to the val ue of
products, gross proceeds of sales, or gross incone of the
busi ness, as the case may be. RCW 82.04. 220.

(i) Common B&O tax classifications. Chapter 82.04 RCW
provides a nunber of classifications that apply to specific
activities. The nost commbn B&O tax classifications that apply
to inconme received by nonprofit organizations are the service
and ot her activities, retailing, and whol esal i ng
cl assifications. If an organization engages in nore than one
ki nd of business activity, the gross incone from each activity
must be reported under the appropriate tax classification.

(ii) Measure of tax. The npst comon neasures of the B&O
tax are "gross proceeds of sales" and "gross incone of the
busi ness.” RCW 82.04.070 and 82.04.080, respectively. These
nmeasures include the value proceeding or accruing from the sale
of tangible personal property or services rendered wthout any
deduction for the cost of property sold, cost of materials used,
| abor costs, discounts paid, delivery costs, taxes, |osses or
any ot her expenses.

(b) Retail sales tax. A nonprofit organization nust
collect and remt retail sales tax on all retail sales, unless
the sale is specifically exenpt by statute. Exanpl es of retail
sales tax exenptions that commonly apply to nonprofit
organi zations are those for sales of certain food products (see
WAC 458-20-244 for nore information regarding sales of food
products), construction materials purchased by a health or
social welfare organization for new construction of alternative
housing for youth in crisis, to be licensed as a famly foster
homre (RCW 82.08.02915), and fund-raising activities (see
subsection (5)(e) of this rule). New construction includes
renovating an existing structure to provide new housing for
youth in crisis.

A nonprofit organization nust pay retail sales tax when it
purchases goods or retail services for its own use as a
consuner, unless the purchase is specifically exenpt by statute.
|tens purchased for resale wthout intervening use are purchases
at wholesale and are not subject to the retail sales tax. The
purchaser should provide the seller with a resale certificate.

( See WAC  458-20-102 for i nformation r egar di ng resal e
certificates.)
(c) Use tax. The use tax is inposed on every person,

including nonprofit organizations, using tangible persona
property within this state as a consunmer, unless such use is
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specifically exenpt by statute. The use tax applies only if
retail sales tax has not previously been paid on the item The
rate of tax is the sane as the sales tax rate that applies at
the | ocation where the property is first used.

A common application of the use tax occurs when itens are
purchased from an out-of-state seller who has no presence in
Washi ngt on. Because the out-of-state seller is under no
obligation to collect Washington's retail sales or use tax, the
buyer is statutorily required to remt use tax directly to the
departnment. (See also WAC 458-20-178 for nore information
regardi ng the use tax.)

Except for fund-raising, exenptions from use tax generally
correspond to the retail sales tax exenptions. For exanple, a
use tax exenption for construction materials acquired by a
health or social welfare organization for new construction of
alternative housing for youth in crisis, to be licensed as a
famly foster hone, RCW 82.12.02915, corresponds with the retai
sales tax exenption described in subsection (4)(b) above for
purchasi ng these construction naterials.

(i) Use tax exenption for donated itens. RCW 82. 12. 02595
provides a use tax exenption for property donated to a nonprofit

charitabl e organi zati on. This exenption is available for the
nonprofit charitable organization, and the donor if the donor
did not previously use the item as a consuner. It also applies

to the use of property by a donor who is incorporating the
property into a nonprofit organization's real or personal
property for no charge.

The exenption also applies to another person using property
originally donated to a charitable nonprofit organization that
is subsequently donated or bailed to that person by the
charitabl e nonprofit organi zation, provided that person uses the
property in furtherance of the charitable purpose for which the
property was originally donated to the charitable nonprofit
or gani zati on. For exanple, a hardware store donates an
industrial pressure washer to a nonprofit conmunity center for
nei ghbor hood cl eanup, the community center bails this washer to
people enrolled in its neighborhood inprovenent group for
nei ghbor hood cl ean-up projects. No use tax is due from any of
the participants in these transactions. An exanple of a gift
that would not qualify is when a car is donated to a church for
its staff and the church gives that car to its pastor. The
pastor nust pay use tax on the car because it serves nultiple
pur poses. It serves the church's charitable purpose, but it
al so acts as conpensation to the pastor and is available for the
pastor's personal use. The subsequent donation of property from
the charity to another person nust be solely for a charitable
pur pose. If the property is donated or bailed to the third
party for a charitable purpose in line with the nonprofit
organi zation's charitable activities, generally, no additional
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proof is required that this was the charitable purpose for which
the property was originally donated.

(ii) Use tax inplications with respect to fund-raising
activities. Subsection (5)(e) below explains that a retail
sales tax exenption is available for certain fund-raising sales.
However, there is no conparable use tax exenption provided to
the buyer/user of property purchased at these fund-raising
sal es. Wiile the nonprofit organi zation is under no obligation
to collect wuse tax from the buyer, +the organization is
encouraged to inform the buyer of the buyer's possible use tax
obl i gati on.

(5) Exenptions. The following sources of incone are
specifically exenpt from tax. As such they should not be
included or reported as gross inconme if the organization is
required to file a conbined excise tax return.

(a) Adult famly hones. The B&0O tax does not apply to
i ncone earned by a licensed adult famly honme or an adult famly
honme exenpt from | i censing.

(b) Day care provided by churches. The B&O tax does not
apply to incone derived by a church for the care of children of
any age for periods of less than twenty-four hours, provided the
church is exenpt from property tax under RCW 84. 36.020. RCW
82. 04. 339.

(c) Child care resource and referral services. The B&O tax
does not apply to nonprofit organizations wth respect to
anounts received for child care resource and referral services.
RCW 82. 04. 3395.

(d) Canp or conference centers. RCW 82.04.363 and
82.08.830 respectively provide B& and retail sales exenptions
to anbunts received by a nonprofit organi zation fromthe sale or
furnishing of certain itens or services at a canp or conference
center conducted on property exenpt from the property tax under
RCW 84.36.030 (1), (2), or (3).

| ncone derived from the sale of the following itens and
services i s exenpt:

(i) Lodgi ng, conference and neeting roons, canpi ng
facilities, parking, and simlar |licenses to use real property;

(ii) Food and neal s;

(iii) Books, tapes, and other products that are available
exclusively to the participants at the canp, conference, or
neeting and are not available to the public at |arge.

(e) Fund-rai sing. RCW 82.04.3651 provides a B&O tax
exenption for ampunts received from certain fund-raising
activities. RCW 82. 08. 02573 provides a conparable retail sales
tax exenption.

It is inportant to note that these exenptions apply only to
the fund-raising incone received by the nonprofit organi zation
For exanple, the conmission incone received by a nonprofit
organi zation selling books owned by a for-profit entity on a
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consignnent basis is exenpt of tax if the statutory requirenents
are satisfied. The nonprofit organization is generally
responsible for collecting and remtting retail sales tax upon
the gross proceeds of sales when selling itens for another
person (see WAC 458- 20- 159).

(i) What nonprofit organizations qualify? Nonpr of i t
organi zations that qualify for this exenption are those that
are: (A) A tax-exenpt nonprofit organi zation described by

section 501(c)(3) (educational and charitable), (4) (social
wel fare), or (10) (fraternal societies operating as |odges) of
the Internal Revenue Code;

(B) A nonprofit organization that would qualify for tax
exenption under these codes except that it is not organized as a
nonprofit corporation; or

(C) A nonprofit organi zation that does not pay its nenbers,
stockhol ders, officers, directors, or trustees any anounts from
its gross incone, except as paynent for services rendered, does
not pay nore than reasonable conpensation to any person for
services rendered, and does not engage in a substantial anount
of political activity. Political activity includes, but is not
limted to, influencing legislation and participating in any
canpai gn on behal f of any candidate for political office.

(i1) Qualifying fund-raising activities. For the purpose
of this exenption, "fund-raising activity" neans soliciting or
accepting contributions of noney or other property, or
activities involving the anticipated exchange of goods or
services for noney between the soliciting organization and the
organi zation or person solicited, for the purpose of furthering
the goals of the nonprofit organization.

(iii) Contributions of nobney or other property. The term
contri butions I ncl udes grants, donat i ons, endowrent s,
schol arshi ps, gifts, awards, and any other transfer of noney or
other property by a donor, provided the donor receives no
significant goods, services, or benefits in return for making
the gift.

It is not unusual for the person naking a gift to require
sone accountability for how the gift is used as a condition for

receiving the gift or future gifts. Such gifts remain exenpt,
provided the "accountability" required does not result in a
direct benefit to the donor (i.e., a report on the soi

contanmination levels of land owned by the donor, nedical
services provided to the donor or the donor's famly, or market
research benefiting the donor directly). This "accountability"
can take the form of conditions or restrictions on the use of
the gift for specific charitable purposes or can take the form
of witten reports accounting for the use of the gift. Publ i c
acknow edgment of a donor for the gift does not result in a
significant service or benefit sinply because the gift is
publicly acknow edged.
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(iv) Nonqualifying activities. Fund-rai sing activity does
not include the operation of a regular place of business in
which services are provided or sales are made during regular
hours such as a bookstore, thrift shop, restaurant, |egal or
health clinic, or simlar business. It also does not include
the operation of a regular place of business from which services
are provided or perfornmed during regular hours such as the

provision of retail, personal, or professional services.
Regular hours depend on the type of business being
conduct ed. For exanple, a nonprofit organization that nakes

catal og sales throughout the year with a 24-hour telephone |ine
for taking orders has a regular place of business at the
| ocati on where the sales orders are processed and regul ar hours
of 24 hours a day.

(v) Fund-raising sales by libraries. RCW 82.04. 3651
specifically provides that the sale of used books, used videos,
used sound recording, or simlar used information products in a
library is not the operation of a regular place of business, if
the proceeds are used to support the library. The library nust
be a free public library supported in whole or in part wth
noney derived fromtaxes. RCW27.12.010.

(f) Student |oan services. RCW 82.04. 367 provides a B&O
tax exenption for the gross incone of nonprofit organi zations
that are exenpt from federal incone tax under section 501(c)(3)
of the Internal Revenue Code that:

(i) Are guarantee agencies under the federal guaranteed
student |oan program or that issue debt to provide or acquire
student | oans; or

(ii) Provide guarantees for student [|oans nmde through
prograns ot her than the federal guaranteed student | oan program

(g) Credit and debt services. RCW 82.04.368 provides a B&O
tax exenption for anmpbunts received by nonprofit organizations
for providing specialized credit and debt services. These
servi ces i ncl ude:

(i) Presenting individual and comunity credit education
prograns including credit and debt counseling;

(ii) Obtaining creditor cooperation allowng a debtor to
repay debt in an orderly manner;

(ii1) Establishing and adm nistering negotiated repaynent
prograns for debtors; and

(iv) Providing advice or assistance to a debtor with regard
to (g)(i), (ii), or (iii) of this subsection.

(h) Sheltered workshops. RCW 82.04. 385 provides a B&O tax
exenption for amounts received by a nonprofit organization for
operating a sheltered workshop.

(i) What is a sheltered workshop? A sheltered workshop is
that part of the nonprofit organization engaged in business
activities that are perforned primarily to provide evaluation
and work adjusted services for a handicapped person or to
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provide gainful enploynment or rehabilitation services to a
handi capped person. The sheltered workshop can be maintai ned on
or off the prem ses of the nonprofit organi zation.

(i1) What is neant by "gainful enploynent or rehabilitation
services to a handicapped person"? Gai nful enpl oynent or
rehabilitation services nust be an interim step in the
rehabilitation process which is provided because the person
cannot be readily absorbed into the conpetitive |abor nmarket or
because enpl oynent opportunities for the person do not exist
during that tine in the conpetitive | abor market.

"Handi capped,"” for the purposes of this exenption, neans a
physical or nental disability that restricts normal achi evenent,
i ncl udi ng nedi cal |y recogni zed addi cti ons and | ear ni ng
di sabilities. However, this term does not include social or
econom ¢ di sadvantages that restrict nornal achievenent (e.g.,
prior crimnal history or |owincone status).

(i) Goup training hones. RCW 82.04.385 provides a B&O t ax
exenption for anpunts received fromthe departnent of social and
health services for operating a nonprofit group training hone.
The anmounts excluded from gross i ncone nust be used for the cost
of care, maintenance, support, and training of developnentally
di sabl ed i ndividuals. A nonprofit group training honme is an
approved nonsectarian facility equipped, supervised, nanaged,
and operated on a full-time nonprofit basis for the full-tine
care, treatnent, training, and naintenance of individuals wth
devel opnental disabilities.

(6) B&O tax deduction of governnent paynents nade to health
or social welfare organi zations. RCW 82.04.4297 provides a B&O
tax deduction to health or social welfare organizations for
anounts received fromthe United States, any instrunentality of
the United States, the state of Wshington, or any nunicipal
corporation or political subdivision of the state of Wshi ngton
as conpensation for health or social welfare services. A
deduction is not allowed, however, for anbunts that are received
under an enpl oyee benefit plan. These deductible ambunts shoul d
be included in the gross incone reported on the return, and then
deducted on the return when determning the anmount of the
organi zation's taxabl e incone.

(a) What is a health or social welfare organi zation? A
health or soci al wel fare organi zation is a nonprofit
organi zati on providing health or social welfare services that is
al so:

(i) A corporation sole under chapter 24.12 RCW or a not-
for-profit corporation under chapter 24.03 RCW It does not
i nclude a corporation providing professional services authorized
under chapter 18.100 RCW

(ii) Governed by a board of not |ess than eight individuals
who are not paid corporate enpl oyees when the organization is a
not-for-profit corporation;
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(iii) Not paying any part of its corporate incone directly
or indirectly to its nmenbers, stockholders, officers, directors,
or trustees except as executive or officer conpensation or as
services rendered by the corporation in accordance wth its
purposes and bylaws to a nenber, stockholder, officer, or
director or as an individual;

(iv) Only paying conpensation to corporate officers and
executives for actual services rendered. This conpensation mnust
be at a |evel conparable to |like public service positions within
Washi ngt on;

(v) Irrevocably dedicating its corporate assets to health
or social welfare activities. Upon corporate |iquidation,
di ssolution, or abandonment, any distribution or transfer of
corporate assets nmy not inure directly or indirectly to the
benefit of any nenber or individual, except for another health
or social welfare organization;

(vi) Duly licensed or certified as required by law or
regul ati on;

(vii) Using governnent paynents to provide health or socia
wel fare services;

(viii) Mking its services available regardless of race,
color, national origin, or ancestry; and

(ix) Provides access to the corporation's books and records
to the departnent's authorized agents upon request.

(b) Qualifying health or welfare services. Health or
social welfare services are linmted exclusively to the follow ng
servi ces: (i) Mental health, drug, or al coholism counseling

or treatnent;

(ii) Famly counseling;

(iii) Health care services

(iv) Therapeutic, diagnostic, rehabilitative or restorative
services for the care of the sick, aged, physically-disabled,
devel opnental | y-di sabl ed, or enotional |l y-di sabl ed i ndi vi dual s;

(v) Activities, including recreational activities, intended
to prevent or aneliorate juvenile delinquency or child abuse;

(vi) Care of orphans or foster chil dren;

(vii) Day care of children

(viii) Enploynent devel opnent, training, and pl acenent;

(ix) Legal services to the indigent;

(x) Weatherization assistance or mnor honme repairs for
| ow i ncome honeowners or renters;

(xi) Assistance to |owincone honeowners and renters to
offset the cost of hone heating energy, through direct benefits
to eligible households or to fuel vendors on behalf of eligible
househol ds; and

(xii) Community services to |owincone I ndi vi dual s,
famlies and groups that are designed to have a neasurable and
potentially major inpact on the poverty in Washi ngton.
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