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This report summarizes major revenue and tax legislation in Washington that was approved
during the regular and the first and second special sessions of the 2003 Legislature. The material
was compiled from information developed by the Research Division and the Legislation and
Policy Division in preparing fiscal notes on these bills. The summary is not intended to cover
technical details or provide a legal interpretation of the bills. Instead, its primary purposes are to
alert agency personnel of the changes, to assist in developing implementation programs, and to
serve as a resource for historical tax research.
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STATE REVENUE IMPACT OF MAJOR 2003 TAX LEGISLATION - Fiscal Years 2004 - 2005 ($000)

FY 2004 FY 2005 2003-05 Biennium
GENERAL FUND
2SHB 1241 B&O deduction & sales tax exemption for biodiesel/alcohol fuel ($19.9) ($30.3) ($50.2)
HB 1591 Calculation of interest for state excise tax purposes $203.0 $411.0 $614.0
SHB 1722 Sellers with a limited connection to Washington ($10.0) ($10.0) ($20.0)
HB 1858 B&O rate reduction; treatment of chemical dependency ($30.7) ($33.9) ($64.6)
EHB 1977 Use tax correction; out-of-state repair services ($36,000.0) ($24,000.0) ($60,000.0)
SHB 2027 Internet purchases of cigarettes (cigarette & use tax) $46.5 $52.2 $98.7
ESHB 2228 B&O and PUT credits for commute trip reduction* $0.0 $0.0 $0.0
EHB 2269 Various increases in state revenue collections** $31,328.2 $69,224.8 $100,553.0
HB 2294 Tax incentives for aerospace industry ($12,944.2) ($12,357.5) ($25,301.7)
ESSB 5071 B&O rate reduction for aircraft repair ($571.6) ($700.0) ($1,271.6)
E2SSB 5341 Nursing home fee of $6.50/patient/day $37,397.0 $40,797.0 $78,194.0
ESSB 5404 Biennial budget; DOR revenue enhancement $14,000.0 $18,000.0 $32,000.0
SB 5725 Tax incentives for the semiconductor industry*** $0.0 $0.0 $0.0
SB 5783 Streamlined sales tax; changes in items subject to sales tax $1,604.2 $2,614.1 $4,218.3
ESSB 6058 Delayed transfer of funds to student achievement fund $0.0 $188,315.8 $188,315.8
NET GENERAL FUND IMPACT $35,002.5 $282,283.2 $317,285.7
OTHER FUNDS
EHB 1037 Waste reduction acct. - litter tax exemption for on-premises food ($368.8) ($406.3) ($775.1)
SHB 2027 Internet purchases of cigarettes - water quality acct. $7.2 $8.0 $15.2
SHB 2027 Internet purchases of cigarettes - drug enforcement acct. $9.4 $10.5 $19.9
SHB 2027 Internet purchases of cigarettes - health services acct. $90.3 $101.4 $191.7
ESHB 2231 Multimodal transpo. acct. - additional 0.3% sales tax on vehicles 27,800.00 $30,970.0 58,770.00
ESHB 2228 B&O and PUT credits for commute trip reduction* ($2,250.0) ($2,250.0) (%$4,500.0)
ESSB 6058 Delayed transfer of funds to student achievement fund $0.0| ($188,315.8) ($188,315.8)

*Tax credits estimated at $2.25 million per fiscal year; amount to be transferred to general

fund from multim

odal transportation account.

**Shortened holding period for unclaimed property; increased excise tax penalties, advanced due date for monthly excise tax returns.

***Revenue impact begins in the 2005-07 biennium.

Department of Revenue, Research Division, June 25, 2003




HOUSE BILLS

EHB 1037 Litter tax exemption for food/bever ages consumed on-premises
(Chapter 120, L aws of 2003)

This bill clarifies in statute that the litter tax does not apply to food and beverages sold by
retailers for indoor consumption on the seller's premises. The Department previously determined
that the litter tax does not apply to such sales. However, in response to an adverse ruling in 2002
by the Board of Tax Appeals, the Department was prepared to change this ruling and extend the
tax to sales of food and drink for on-premises consumption to be consistent with the BTA
decision.

Because the Department intended to change the application of the tax if the Legislature had not
acted, there will be a revenue impact on litter tax collections. The estimated reduction in state
revenue will amount to about $775,000 for the 2003-05 biennium. The bill is effective on May
7, 2003.

SHB 1069 Waiver of property tax interest & penalties
(Chapter 12, L aws of 2003)

RCW 84.56.025 currently allows the county treasurer to waive any interest and delinquency
penalties for property taxes on real property which is levied in the year the property is sold, if a
notice of the delinquency was not properly sent to the new owner. This bill amends the statute
by removing references to the conveyance of the property. It will allow the treasurer to waive
the penalties and interest any time that a notice was not sent to the owner due to an error by the
county. There is no impact on state revenues for this bill which takes effect on July 27, 2003.

HB 1073 Foreclosure provisionsfor Lake Cushman lots
(Chapter 169, L aws of 2003)

In 2001 RCW 84.40.410 was adopted, shifting from leasehold excise tax to property tax certain
residential and recreational lots at Lake Cushman in Mason County which are subleased.
Currently, foreclosure proceedings on such lots are restricted to any improvements. This bill
amends the statute to allow foreclosure against the leasehold interest in the real property at
developments consisting of at least 3,000 lots which are subleased for residential or recreational
purposes. There is no impact on the state property tax levy and at most minimal impact on local
government revenues. HB 1073 is effective on July 27, 2003.



SHB 1075 Technical corrections, forest land and open space programs
(Chapter 170, L aws of 2003)

In 2001, three statutes pertaining to forest land valuations and removal of land from the open
space current use assessment program were each amended by two bills without reference to the
other bill; one other statute was both amended and repealed. One amendment related to denial of
applications for designation as forest land due to failure to meet administrative rules required by
forest practices statutes in Title 76 RCW. The other concerned the date of death of owners of
parcels in the programs. This technical correction bill amends RCWs 84.33.130, 84.33.140 and
84.34,108 to incorporate both amendments to each statute; Section 4 repeals RCW 84.33.120.
There is no impact for this legislation which is effective on July 27, 2003.

SHB 1127 Direct sale of food fish
(Chapter 387, Laws of 2003 - fish tax revision vetoed)

The bill concerns licenses issued to fishers who sell their catch directly to the public or to
restaurants. It adds a new definition to the statutes dealing with food fish and shellfish which
denotes "retail-eligible species™ as comprising salmon, crab and sturgeon which are
commercially harvested.

Section 6 of the bill would have revised the tax base for the food fish tax in RCW 82.27.020 (all
fish, not just those sold directly at retail). Currently, the tax is measured by the value of
enhanced food fish at the point of landing, basically the sales price. The new language would
have substituted "value™ with "comparable sales price for similar species of fish" and also would
have added a reference to retail-eligible fish which are sold with a direct retail endorsement as
provided in RCW 77.65.510. However, Section 6 was vetoed by the Governor, who noted that
the new tax base was not defined and the change would have created uncertainty for both fishers
and the Department. He directed the Department to work with concerned parties to resolve this
issue. The remainder of the bill is effective on July 27, 2003.

SHB 1213 Tax study committee abolished
(Chapter 126, L aws of 2003)

This bill contains a clean-up of various statutes that required special committees or advisory
groups. Section 901 directs that the committee on taxation and its advisory group established in
the 2001-03 biennial budget (2001) and the supplemental budget (2002) be abolished by the
Department by July 1, 2003. The study, known as the Tax Structure Study, was initiated after
the 2001 legislative session, and the committee and its advisory group concluded their work in
November, 2002.



2SHB 1240 Biodiesel/alcohol fuel tax incentives; production
(Chapter 261, L aws of 2003)

This bill creates new tax incentives for manufacturing of biodiesel or alcohol fuel or biodiesel
feedstock (oil derived from agricultural crops used to produce biodiesel fuel). Biodiesel is a fuel
used in compression-ignition engines that is derived from vegetable oil or animal fats. Alcohol
fuel is made from a product other than petroleum or natural gas and is used in combination with
gasoline or other petroleum products as fuel for motor vehicles or farm implements; the alcohol
portion must comprise at least 85 percent of the volume of the blended fuel.

Deferral of sales/lusetax. Section 3 authorizes a new deferral/exemption of state and
local retail sales/use tax for investment in biodiesel or alcohol production facilities in rural areas.
The deferral will cover both construction of facilities and machinery and equipment.
Investments eligible for the deferral must be located in a county: (1) with an average population
density of fewer than 100 persons per square mile or (2) a total population less than 225,000, as
long as the county covers an area greater than 225 square miles. The deferral requires prior
application to the Department per Section 2 of the bill. This deferral becomes effective on July
1, 2004 and will expire on July 1, 2009.

Section 4 of the bill provides a similar sales/use tax deferral/exemption for facilities located in a
community empowerment zone (CEZ). To qualify for the CEZ deferral the firm must certify
that it will hire at least one new employee for every $750,000 of investment upon which the tax
deferral is sought. These employees must reside within the boundaries of the CEZ.

Section 5 requires that recipients of the sales tax deferrals report annually to the Department
starting in the year that the facility is operationally completed and for each of the succeeding
seven years. If the Department determines that the investment continues to meet the
requirements of the program for all seven years, then the deferred taxes need not be repaid.

Section 14 contains a proviso relating to the current rural county sales tax deferral for
manufacturing investments provided by Chapter 82.60 RCW. That program is currently
scheduled to expire on July 1, 2004. If, however, the termination date of that program is
extended before July 1, 2004, then the sales tax deferral/exemptions provided by this bill will not
become effective. In essence, if the current rural county sales tax program is not extended, then
this bill will allow a similar deferral of tax for producers of these specialized fuels.

Property/leasehold tax exemptions. Section 9 establishes a new exemption from
property taxes for buildings and equipment that are primarily used to produce biodiesel or
alcohol fuel. The exemption applies for only the first six years after the facility becomes
operational. If the facility produces other products, then the amount of exemption will be
determined by the percentage of the total value of products manufactured represented by the
biodiesel and alcohol fuel. The firm must apply for the exemption with the county assessor. The
Department will prescribe the appropriate forms. No applications may be filed for this
exemption after 2009. The exemption will be effective for property taxes due in calendar year
2004. A similar exemption from leasehold excise tax is contained in Section 10.



B& O tax ratereduction. Section 11 creates another specialized tax classification under
RCW 82.04.260 for firms that produce biodiesel or alcohol fuel. The value of such products will
be subject to tax at the 0.138 percent rate, rather than the usual 0.484 percent manufacturing rate.
This rate reduction takes effective on July 1, 2003 and will expire on July 1, 2009.

There are currently no manufacturing facilities that produce biodiesel or alcohol fuel in the state
and no applications for such a plant have been submitted under the existing rural county sales tax
deferral program. One firm is considering to construct an ethanol plant near Moses Lake.
However, even if this proposal comes to fruition, the earliest impact on tax revenues would be
several years into the future, as a result of the financing and permitting processes involved.

The sections of the bill relating to the sales tax deferral/exemption are effective on July 1, 2004
(and only if the existing rural county program is not renewed). The property and leasehold tax
exemptions and the B&O tax rate reduction take effect on July 1, 2003.

2SHB 1241 Biodiesel/alcohol fuel tax incentives; distribution & sale
(Chapter 63, Laws of 2003)

New B&O and retail sales/use tax exemptions are established for the distribution and retail sale
of biodiesel and alcohol fuels. Biodiesel is a fuel used in compression-ignition engines that is
derived from vegetable oil or animal fats. Alcohol fuel is made from a product other than
petroleum or natural gas and is used in combination with gasoline or other petroleum products as
fuel for motor vehicles or farm implements; the alcohol portion must comprise at least 85 percent
of the volume of the blended fuel. Section 1 of the bill provides a B&O tax deduction for
income derived from the retail sale or distribution of such fuel. Sections 2 and 3 contain
exemptions for (1) construction of facilities or equipment necessary for the retail sale of
biodiesel or alcohol fuel, and (2) delivery vehicles, including any necessary conversion of such
vehicles, used to deliver biodiesel or alcohol fuel, provided that at least 75 percent of the fuel
distributed by such vehicles meets the definition of biodiesel or alcohol fuel.

None of the exemptions in this bill apply to actual production of biodiesel or alcohol fuel (see
2SHB 1240).

Because of the limited volume of such fuels currently sold in Washington, the revenue impact is
relatively small. However, if prices of petroleum fuel remain high, greater demand can be
anticipated for biodiesel and alcohol fuel in the future, thus resulting in new or converted
delivery systems for these fuels and greater utilization of these tax incentives. The estimated
reduction in state B&O and retail sales tax amounts to $50,200 for the 2003-05 biennium.

This bill is effective on July 1, 2003 and all of the incentives are scheduled to expire on July 1,
2009.



SHB 1278 Listing of personal property; electronic submission
(Chapter 302, Laws of 2003)

This bill pertains to listing of personal property by county assessors. It allows the assessor to
transmit a list of the prior year personal property to owners electronically, in addition to via
regular mail. Owners may also return the current year's listing by electronic means. To facilitate
electronic transmission of the personal property listings, the bill removes a requirement that the
owner sign the statement. There is no impact on property tax revenues for this bill which is
effective on July 27, 2003.

ESHB 1462 Local B& O taxeson intellectual property and royalties
(Chapter 69, L aws of 2003)

This bill adds a new provision in Chapter 35.21 RCW dealing with municipal business taxes. It
stipulates that cities may not impose a gross receipts tax on activities relating to the creation of
intellectual property. However, cities may tax manufacturing activities, sales of products, or
services taking place within the same city, even if intellectual property creating activities are
involved in the design, creation or manufacturing of such products. Also, cities may only apply
a gross receipts tax to income derived from royalties of taxpayers that are domiciled within the
same city.

Municipal taxes in existence on January 1, 2002 do not need to meet the new requirements for
intellectual property creation or the limitation of tax on royalties until January 1, 2004.

There is no impact on state revenues. The bill is effective on July 27, 2003.

HB 1531 Significant legislativerules, signature by Governor
(Vetoed)

This bill would have amended the administrative rule adoption process for state agencies. For
any rule qualifying as a significant legislative rule adopted by an agency under the authority of
the Governor, it would have required that the Governor actually sign the rule prior to its
becoming effective. However, the bill was vetoed by the Governor, who believed that the new
requirement would be counter-productive to the administration's effort to make the rule adoption
process more responsive, efficient and effective.

ESHB 1564 County treasurer operations
(Chapter 23, Laws of 2003)

This bill contains several amendments pertaining to programs administered by county treasurers.
The purpose is to clarify existing law and to enable these offices to operate more efficiently. It
specifies that when personal property is sold at auction, any unpaid property taxes will become
an automatic lien against the proceeds of the sale and these amounts must be remitted to the



treasurer. It requires that segregation of real property for tax purposes may not occur until all
current year and any delinquent taxes are paid. When foreclosed property is sold, the treasurer
must refund any proceeds in excess of the minimum bid. If the treasurer issues a refund to
taxpayers for overpayment of tax which includes interest, both the overpaid tax and the interest
may be charged to the appropriate funds. Costs for processing certain nontax transactions
involving districts for which the county treasurer serves as the ex officio treasurer may be
waived.

HB 1591 Calculation of interest for excisetax purposes
(Chapter 73, Laws of 2003)

According to RCW 82.32.050, the interest rate applied to state excise tax assessments and
refunds is based on the federal short-term rate as published by the U.S. Treasury. The current
calculation averages the federal rates from January, April, July and October of the prior year.
Section 1 of this bill substitutes the October rate of the prior year with the preceding October
rate, thereby allowing the Department to calculate the interest rate earlier and provide earlier
notification to taxpayers. This amendment is effective on July 27, 2003.

A new subsection is added to RCW 82.32.060 relating to the calculation of interest on excise tax
refunds. Presently, interest on overpayments accrues from the date of payment. Under this
amendment interest begins to accrue on overpayments which were made by the due date on the
last day of the month following the final month included in a credit notice or refund or on
January 31 for overpayments attributable to each prior calendar year. If the taxpayer did not
make the payments by the due date, then interest on the overpayment will be calculated from the
last day of the month following the month in which the liability was paid in full for each calendar
year included in a credit notice or refund notice. Interest on amounts included in a credit notice
will accrue only until the taxpayer could reasonably be expected to use the credit or until the
credit is converted to a refund. The changes in this subsection are effective on January 1, 2004.

The change in calculation of interest rates will have a net positive impact on interest received or
paid by the Department. It is estimated that the state will gain approximately $614,000 during
the 2003-05 biennium.

SHB 1722 Sellerswith alimited connection to Washington
(Chapter 76, Laws of 2003)

Under the existing federal Internet Tax Freedom Act, out-of-state firms that make sales into
Washington through an Internet service provider located in Washington are relieved of the
obligation to collect Washington retail sales or use tax. However, this moratorium is currently
scheduled to expire on November 1, 2003.

This bill continues to provide the same relief from the obligation to collect or report Washington
B&O or retail sales/use taxes for out-of-state sellers, even if the moratorium expires. The bill
pertains to firms whose activities in this state are confined to advertising, taking orders, or



processing payments, as long as the activities are conducted electronically via a website on a
server located in Washington. Further, such a website or server must not be owned and operated
by the firm making sales into the state or by an affiliated firm.

The entire bill will expire if and when Congress grants states the authority to impose sales and
use taxes on remote sellers or when a court rules that states can impose such taxes.

The potential revenue impact from this legislation is believed to be very small and will impact at
most a very limited number of retailers. The fiscal note indicates a reduction in state sales tax
receipts of $20,000 for the 2003-05 biennium. The bill is effective on July 27, 2003.

ESHB 1853 Financing of passenger ferry service
(Chapter 83, Laws of 2003)

This bill provides a system of local financing of passenger-only ferry service across Puget Sound
in the event that the state eliminates existing service. The bill authorizes a local public
transportation benefit area (PTBA) to provide passenger-only ferry service. A PTBA
contemplating such service must develop a plan for submission to the voters of the district. The
plan may include a recommendation for the following financing sources: a motor vehicle excise
tax of up to 0.4 percent, a local sales and use tax, tolls, and charges or fees for advertising,
leasing of space and other revenue-generating activities.

The local retail sales/use tax is authorized by Section 207 of the bill. Only PTBAs bordering on
Puget Sound may levy the tax. Further, the tax may not be levied in an area in which an existing
regional transit authority has been formed (metropolitan portion of Snohomish, King and Pierce
counties). The maximum tax rate of the local sales/use tax for passenger-only ferry service is 0.4
percent. Section 208 requires administration of the tax by the Department and allows retention
of up to 2 percent of the receipts to cover state collection costs.

Part I11 of the bill creates a new type of taxing district, a ferry district, and authorizes new
property tax levies to finance passenger-only ferry service. Such a district must have a boundary
on Puget Sound and be located in a county with a population in excess of 1,000,000 (thereby
restricting formation of a ferry district to King County). The ferry district could be countywide
or include only a portion of the county. Section 303 provides a regular levy of up to $0.75 per
thousand dollars of assessed value with in the boundaries of the district. Section 304 allows a
ferry district to request voter approval of excess property tax levies for a one-year period for
either operations or capital purposes. Section 310 stipulates that the regular levy would be first
in line for prorationing purposes, if total local levies exceed statutory limits. According to
Section 311, the ferry levy would be outside of the $5.90 limit on local regular levies.

There is no impact on state revenues resulting from this legislation, other than the administrative
fee provided for state collection of the local sales tax. The bill became effective on April 23,
2003.



HB 1858 B& O tax reduction; treatment of chemical dependency
(Chapter 343, Laws of 2003)

This bill establishes a new tax rate classification for purposes of the state B&O tax. Firms that
are certified by DSHS to provide intensive inpatient or recovery house residential treatment
services for chemical dependencies will have their applicable B&O tax rate reduced from 1.5 to
0.484 percent. The lower tax rate applies only to income received from federal, state or local
government instrumentalities. It is estimated that the tax rate reduction will result in a reduction
in state revenues of about $65,000 for the 2003-05 biennium. The bill is effective on July 27,
2003.

HB 1905 Rental of certain exempt property
(Chapter 121, L aws of 2003)

This bill restructures the property tax exemption for certain nonprofit organizations provided in
RCW 84.36.060. The bill addresses nonprofit groups that maintain and exhibit art, scientific or
historical collections and associations that produce musical, dance, artistic, dramatic or literary
works. Presently, these organizations may rent their property to others without nullifying the
property tax exemption; however, the organization that rents the property must qualify for the
exemption (if they owned the property), the property must be used for the same purpose, and the
rental receipts must be devoted to maintenance and operation expenses of the property. This bill
allows rental to nonqualifying organizations for up to 25 days per calendar year. Any use of the
property for income generating activities is limited to 7 of those 25 days.

There is no impact on the state levy. Any potential local impact is indeterminate, but in the
aggregate is likely to be minimal. The bill is effective on July 27, 2003 and will first apply to
taxes paid in 2004.

SHB 1930 Reporting by tobacco manufacturers
(Chapter 25, Laws of 2003)

In 1999 Washington reached an agreement with tobacco manufacturers which provides long-
term financial benefits to the state. This bill does not modify the Tobacco Master Settlement
Agreement, but it does provide additional safeguards to maintain the integrity of the agreement.
SHB 1930 institutes new reporting requirements and procedural changes for manufacturers of
tobacco products. It requires that manufacturers who were not participants in the agreement
must certify that they are registered to do business in this state and maintain a qualified escrow
account. Manufacturers selling tobacco products into Washington must provide annual
certification identifying the firm's brand families and the number of units sold for each brand
during the previous year. The Attorney General will be required to publish on its website a
directory of such manufacturers. Sections 9 through 11 of the bill amend portions of existing
cigarette tax statutes to make them consistent with the definitions and requirements of this bill.



SHB 1930 does not revise state tax law and is expected to have no impact on state tax revenues.
The bill is effective on July 1, 2003.

SHB 1943 Enforcement of cigarette tax
(Chapter 114, L aws of 2003)

This legislation is intended to tighten the enforcement of cigarette tax with respect to counterfeit
cigarettes. It makes changes with respect to reporting of cigarette tax by wholesalers. For
example, the statute is amended to specify that only wholesalers, not retailers, may purchase
cigarette stamps and they may not sell or give stamps to other persons. The statute directs that
the Department of Revenue identify each roll of cigarette stamps and keep records of those rolls
purchased by each wholesaler. A new section states that it is unlawful to possess counterfeit
cigarettes; violations will constitute a Class C felony. Also, the penalty for selling or distributing
cigarettes by unlicensed dealers is increased from a misdemeanor to a Class C felony.

Although the bill may eliminate some cigarette tax noncompliance, the potential additional
revenue which may result is unknown. SHB 1943 is effective on July 27, 2003.

EHB 1977 Use tax correction; out-of-staterepair services
(Chapter 5, Laws of 2003)

In 2002 legislation was adopted to extend use tax to repair services (SB 6835). The purpose was
to make consistent the application of sales and use tax to all repair services regardless of where
the repair activity is performed (use tax principally applies to transactions occurring outside the
state to tangible personal property that is used within the state). However, the legislation
inadvertently failed to provide exemptions for repair services which are specifically exempt from
retail sales tax (e.g., for interstate commerce vehicles and manufacturing machinery and
equipment).

This bill amends a variety of tax exemption statutes to assure that use tax will not apply to repair
services rendered to items which are exempt from retail sales tax. Section 20 makes these
changes retroactive to June 1, 2002, the effective date of SB 6835, and directs the Department to
provide a refund of any tax paid upon these services since that date. EHB 1977 was effective on
March 18, 2003.

In the absence of this bill, the Department would have had to begin collection of the use tax on
all items repaired outside the state but used within the state. Therefore, there is a revenue impact
associated with this legislation. The revenue impact of extending the use tax exemptions to
items that are exempt from retail sales tax is estimated at $60 million in state revenue for the
2003-05 biennium. This amount includes $18 million in tax that is owing or was already paid for
the period between June 1, 2002 and the effective date of this bill; this amount will be refunded
or forgiven.



HB 2001 Property tax exemption; fund-raising for individual artists
(Chapter 344, Laws of 2003)

A new property tax exemption is established for nonprofit organizations which solicit funds for
artists. To qualify the real or personal property must be used to obtain gifts, donations or grants
for the support of individual arti