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Introduction

The staffing industry provides workers who perform a variety of business activities, including services
rendered with respect to construction, customer software design and implementation, manufacturing and light
industrial activities, other skilled and unskilled labor, clerical, and other professional services.

The gross income received by a staffing business for each of these activities is subject to the business and
occupation (B&O) tax. The nature of the activity determines the appropriate classification and tax rate. In
addition, staffing businesses must collect retail sales tax and remit the collected tax to the state on all income
subject to the retailing classification of the B&O tax unless a specific statutory exemption applies.

This publication will assist the staffing industry in determining how to report their gross income and when to
collect state and local retail sales tax. For general discussions of the business and occupation tax, sales tax,
use tax and public utility tax, please refer to the appendices referenced in the Table of Contents.
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The Stathng Industry - Overview

Taxable Income

The tax owed by a staffing business is based on the
gross income received for the work performed and
the services provided. Generally, no deduction is
allowed from gross income for payroll or any other
expenses incurred by the business.

B&O Tax Classification & Retail Sales Tax

A staffing business is subject to tax based on

the services provided to customers through their
workers. This means the gross income received by
the staffing business is subject to the classification
of the business and occupation tax that applies to
that activity.

When a worker performs an activity defined as a
retail sale, the staffing business must collect sales
tax from its customer. If a retail-type service is
performed for a person that resells that service,
such as construction work performed for a general
contractor, sales tax is not collected. Instead, the
staffing business is required to obtain a completed
resale certificate from the contractor and report
such charges for the worker under the Wholesaling
B&O tax classification (RCW 82.04.050).

Identifying the Proper B&O Tax Classification

A staffing business is responsible for determining
the applicable B&O tax classification for the
activity to be performed by the worker. This
determination should be made prior to dispatching
the worker to the customer. It is important for

the staffing business to know whether retail sales
tax should be collected from the customer, or if
an exemption certificate or other documentation
should be obtained from the customer as evidence
of a sales tax exemption.

Note: The staffing business should not assume
that the income it receives through the activities
of its workers is subject to tax under the same
classification that the customer reports under.

The activity or service performed by the worker
may be classified differently for tax purposes
from the classification reported by the customer.
For example, a person operating an insurance
agency is taxable under the Insurance Agents
B&O tax classification. If a temporary staffing
business provides a receptionist for the insurance
agency, the gross income received for the worker’s
services is subject to B&O tax under the Service
and Other Activities classification. This is because
the receptionist is not providing services under the
authority of an insurance agent’s license.

If the staffing business provides a worker who

is licensed as an insurance agent to an insurance
agency, and the worker performs services under
the authority of that license, the related income

is taxable under Insurance Agents B&O tax
classification. In all cases, the staffing business
must look to the activity engaged in by the worker,
regardless of the nature of the customer’s business.

Examples for Classifying Income

Below are descriptions of the major B&O tax
classifications and examples of the activities that
fall within those classifications.

Retailing
Retailing B&O tax applies to gross income
received for repairing, altering, or improving
real or personal property for the property
owner, even in those cases where only labor is
provided. In addition, retail sales tax must be
collected from the customer. Examples of retail
services include:

Commercial Residential
construction construction

Sheet metal FElectrical work
installation

Roofing Excavation work

Concrete work Painting



Paper hanging Carpentry
Plastering/Drywall Repairs of computer

installation hardware
Water/Sewer/Utility  Installation of

line installation canned software
Demolition Site cleanup
Moving earth Clearing land
Landscape Installation of

maintenance personal property

Retail Sales Tax Exemptions
(Documentation Required)

All retail sales are subject to sales tax unless the
customer provides documentation to establish
its exemption from the retail sales tax. With
documentation, certain retail sales and services
are exempt from the retail sales tax. Examples
include repair and/or maintenance of certain
manufacturing machinery and equipment, and
repair and/or maintenance of carrier property
used substantially in interstate commerce.

In all cases where the customer claims
exemption from retail sales tax, the client must
provide the staffing business with a properly
completed exemption certificate. The Buyers’
Retail Sales Tax Exemption Certificate (REV
27 0032) is used to document retail sales tax
exemptions. This form can be downloaded from
the Department of Revenue’s web site at http:
//dor.wa.gov/content/forms.

Wholesaling

Wholesaling B&O tax applies to income
received for repairing, altering, or improving
real or personal property for someone other
than the property owner, even in those cases
where only labor is provided. The gross income
billed to the customer for wholesaling activities
must be reported under the Wholesaling
classification of the B&O tax. Retail sales tax
is not collected. Examples include construction
services performed for a prime contractor or

subcontractor and repair work performed for a
repair shop. In both of these examples, the labor
is used by the customer to produce something
for resale.

Specific Documentation Required: The customer
must provide the staffing business with a
properly completed Resale Certificate (REV

27 0020e). This form can be found on the
Department of Revenue’s web site at
http://dor.wa.gov/content/forms.

Manufacturing
The Manufacturing classification applies to
all activities of a commercial or industrial
nature where labor or skill is applied, by hand
or machinery, to materials so that as a result a
new, different or useful substance or article of
tangible personal property is produced for sale
or for commercial or industrial use. The tax is
applied against the value of articles, substances,
or commodities manufactured in Washington for
sale to others as tangible personal property or
for the manufacturer’s own use.

Processing for Hire
Processing for Hire B&O tax applies to income
received for applying labor and mechanical
services upon property belonging to others so
that as a result a new, different, or useful article
of tangible personal property is produced for
sale or for commercial or industrial use. Thus, a
processor for hire is any person who would be
a manufacturer if that person were performing
the labor and mechanical services upon his or
her own materials. Examples include producing
a fully or partially completed item from raw
materials provided by the customer; assembling
parts provided by the customer to produce a
fully or partially completed item; performing a
function on an assembly line that alters tangible
personal property; and operating machinery on
an assembly line that alters tangible personal

property.



Service and Other Activities

The Service and Other Activities classification
may be considered a “catch-all” classification of
the B&O tax. It applies to any business activity
for which a specific rate is not provided under
the law, or which is not specifically exempt from
excise taxes by statute. In general, it includes
personal and professional services. Examples

include:

Accounting services
Architectural design
Beauty shop services

Bookkeeping and
payroll services

Call center staffing

Computer consulting
services

Computer
programming

Consultants

Detective services
Engineering services
Hair cutting and
styling

Health care services

Housecleaning
services

Housekeeping
Inspecting
Janitorial services

Laboratory work

Legal services

Licensed Massage
Therapy

Property appraisal

Secretarial/clerical
services

Software designing
Stenography services

Surveying

Teaching

Web design services

The Service and Other Activities classification
includes merely inspecting, sorting, counting,
moving, packing, loading, or unloading or
operating machinery that performs these

tasks even when they are performed at a

manufacturing facility.

Special B&O Tax Rates — Specific Licenses Required

Some activities may require the worker to have
a special license or certification through the
Department of Licensing. Generally, whether
the worker has a license does not affect the
application of tax. For example, income
received from the activities of a health care
worker is subject to the Service and Other
Activities classification whether the activity
requires a licensed physician or requires no
license at all.

However, certain licensed professions have

a special classification of the B&O tax
classification that is lower than the Service and
Other Activities classification. In order to take
advantage of the lower B&O tax classification,
the worker provided by the staffing business
must hold the appropriate valid license and
perform services under authority of the license.
An example of this is seen in the Insurance
Agents classification.

Public Utility Tax — Motor or Urban Transportation

The public utility tax is a tax on gross receipts,
similar to the B&O tax. It applies to most
utility services, such as water, power, and gas
distribution, and sewerage collection. It also
applies to providing transportation of persons
or property for hire within five miles of the city
limits (Urban Transportation classification) and
beyond (Motor Transportation classification).
These classifications apply whether or not the
person performing the work owns the vehicle
with which the activity is being performed.

Examples include taxi cab service, limousine
service, and hauling goods belonging to others
(hauling for hire). See WAC 458-20-180.



Engaging in More Than One Activity

A worker provided by a staffing business may be
required to engage in several different activities
while on the same job that by themselves

are subject to tax under different B&O tax
classifications. Generally, the Department of
Revenue will allow the income to be reported
based on the predominant activity. “Predominant
activity” will be considered to apply where for any
given charge, more than 50 percent of the time is
spent working in one tax classified activity, and the
billing is not segregated with respect to the minor
activity.

In the absence of segregated charges for each
activity, where there are more than two different
B&O tax classifications that may apply to the
activities performed, the classification that will
apply for reporting purposes will be the one
applicable to the activity the worker spends the
greatest amount of time doing.

Please note that when two or more workers,
engaged in different activities, are provided to one
customer, the income from each worker is reported
based on their predominant activity.

Examples

Example 1: A staffing business provides a
housekeeper whose primary job is to clean an
apartment (subject to the Service and Other
Activities classification). The job also calls for the
housekeeper to prepare one meal per day (subject
to Retailing B&O tax and retail sales tax). The
majority (over half) of the charge is associated with
the housekeeping service (apartment cleaning).

No segregated charge is made for the preparation

of the meal. In this case, the predominant activity
is cleaning the apartment. Therefore, the gross
income received by the staffing business is
reportable under the Service and Other Activities
classification. Retail sales tax will not apply.

Example 2: A staffing business provides a
construction worker to a developer/property owner
to perform construction-related services (subject
to the Retailing B&O tax and retail sales tax). The
worker has a commercial driver’s license and is
only occasionally required to drive the developer’s
truck within the city to pick up a load of gravel (an
activity subject to the Urban Transportation public
utility tax). The worker also spends about one hour
per day helping in the office. The predominant
activity is performing construction work for a
property owner since the greatest amount of time
is spent performing retailing activities, and there is
no segregated charge for the other lesser activities.
In this case, the staffing business is subject to the
Retailing B&O tax on the gross amount charged

to the developer. Retail sales tax also must be
collected by the staffing business on the gross
charge to the customer.

Example 3: Same facts as Example 2, except that
the staffing business also provides a receptionist

to the developer/property owner. In this case, the
staffing business is subject to the Retailing B&O
tax on the gross amount charged to the developer
for work done by the construction worker. Retail
sales tax must also be collected on this charge. The
staffing business is subject to Service and Other
Activities B&O tax on the gross amount charged
to the developer for work done by the receptionist.



B&O Tax and Public Utility Tax Exemptions

and Deductions

There are limited deductions from the B&O tax
and public utility tax. There are no deductions for
amounts paid to the worker, amounts deducted for
payroll taxes, or any other expenses whatsoever
paid or accrued. (For a full listing of exemptions
and deductions, refer to http://dor.wa.gov/
content/statistics/2004/tax_exemptions 2004/
default.aspx.)

Income received for work performed outside

the state may be deducted from gross income.
Similarly, an interstate haul is exempt from the
public utility tax. Bad debts on which tax has been
paid and which may be written off for federal tax
purposes may be deducted.

Note: Exemptions and deductions that may apply
to the customer do not automatically also apply

to the staffing business. For example, certain
nonprofit hospitals may qualify for a deduction for
income received through Medicare. Non-profit and
public hospitals are taxable on gross income at a
special rate. However, the income received by a
staffing business for providing physicians, nurses,
or other healthcare workers to the hospital is fully
taxable under the Service and Other Activities
classification because the staffing business does
not meet the criteria for the special nonprofit
hospital classification, or for the deduction.

Similarly, income received by licensed Adult
Family Homes is exempt from tax. However, the
gross income received by a staffing business for
providing a health care worker or other worker to
the Adult Family Home is fully taxable under the
Service and Other Activities classification.

Documentation

The burden to establish the proper B&O tax
classification rests with the staffing business.
Because the classification depends upon the
services provided by the worker, the staffing
company must obtain sufficient information from
the customer to classify the income correctly.

Documenting the Services Provided

The staffing business must keep documentation
to show what services their workers perform.
All available information should be recorded
concurrently with the assignment of the worker
and the charge for the service. It is important
that the customer’s labor and skill requirements
are detailed upfront as much as possible prior
to dispatch. This is particularly important for
purposes of billing retail sales tax.

Documentation may be in the form of a copy of a
customer order or other documented request by a

customer for a worker. The documentation must
state the specific work to be performed, and/or

the worker skills requested by the customer. If

the customer’s request comes in by telephone,

the staffing business should ask exactly what type
of services are required and write them down on
an order form, or as a memo to the customer file.
Also, the worker can provide a written explanation
of the services actually performed.

Detailed description: Documentation to support
the B&O tax classification must be sufficiently
detailed to support the classification reported.

The classification of primary interest to the
customer is Retailing. Only under Retailing is the
seller of the service required to collect retail sales
tax from the end user. Any other classification
which does not directly impact the customer may
be of less interest to the customer. Nevertheless,
because the rates usually vary between



classifications, it is in the staffing business’ best
interest to gather enough information to classify all
services correctly.

Default to higher rate: When the nature of

the activity performed by the worker is not
documented in such a way to clearly establish the
proper classification, upon audit examination the
Department may find it necessary to default to the
highest classification rate. This classification may
be either the Retailing classification (retail sales
tax also applies in this case), or the Service and
Other Activities classification.

For example, if it is clear that work is performed
for a customer in the construction industry, but

it is not clear from the sales documentation that
the customer is making a purchase of staffing
services for resale, the Department will consider
the sale to be retail in nature. Retail sales tax must
be collected from the customer. In this case, it
must be demonstrated that the customer is not a
speculative builder (that is, not the consumer of the
services provided). A sale to a speculative builder
is a retail sale, subject to the Retailing B&O tax,
and retail sales tax is to be collected from the
customer.

Incorrectly Classified Income -
Amended Returns

If, subsequent to filing a return, it is later
determined by the staffing business that income
has been incorrectly classified, amended returns
should be submitted to the Department to make the
appropriate adjustment. Information on amended
returns can be found at http://dor.wa.gov/
content/doingbusiness.

Information leading to a change in classification
may occur when visiting or inspecting a new
customer’s operation. It may be determined

by the staffing business that another B&O tax
classification applies during a subsequent request
for labor, at which time more details of the work
assignment are revealed. At such time as it is clear
that a different B&O tax classification should

apply from the classification reported, a correction
should be made on amended returns.

The requirement for filing amended returns is
limited to the past four calendar years, plus all
returns filed during the current year.

Reliance on the Best information Available

Staffing businesses are expected to use all
information reasonably available for purposes

of reporting under the proper tax classification.

In all cases, upon review or examination by the
Department, all facts and information will be used
to verify the classification(s) reported. Please see
page 9, “The Audit Process.”

Customer’s Responsibility to Keep Records

The customer has a responsibility to keep
sufficient records to document the nature of

the goods or services purchased by them. The
Department requires the buyer of services to keep
sufficient records in order to determine their true
tax liability. This includes any liability for retail
sales tax, or use tax, due on purchases of goods
or retail services. Failure of the customer to retain
such records may cause the retail sales tax to be
imposed directly on them.

Re-billing for Retail Sales Tax

The customer is obligated to cooperate with

the staffing business when documenting any
claimed exemption from retail sales tax. Lacking
evidence to establish an exemption, the staffing
business may re-bill the customer for previously
uncollected sales tax.

Re-billing may occur in those cases where
additional information is obtained by the staffing
business that indicates retail sales tax should
have applied to the original billing. It may occur
because the work performed by the worker is not
as described, or understood, when the worker is
dispatched. Until paid either to the Department
or to the staffing business, the customer remains
legally obligated to pay the sales tax.



Specific B&O Tax Applications

Following is a discussion of specific applications
of the B&O tax for a variety of industries. Please
also refer to the web site information contained
in these discussions. In addition, you may refer
to Appendix B for “decision trees” that may

be helpful in identifying the correct reporting
classification for various industries.

Construction

Construction laborers will be presumed to be
engaged in retail activities unless otherwise
documented. Construction laborers typically
perform cleanup, manual hauling of materials at
construction sites and perform other skilled and/or
unskilled labor. If the construction laborers are
engaged by a custom contractor, a resale certificate
may be accepted by the staffing business. In this
instance, sales tax would not be collected on the
income. Instead, the charges would be subject

to the Wholesaling B&O tax. For a detailed
discussion of the taxability of construction
services, please refer to the Construction Tax
Guide at http://dor.wa.gov. Click on “Taxes,” and
go to “Industry Specific Information.”

Processing for Hire

Workers dispatched to a manufacturer at a
manufacturing site, who engage in impressing
logos/labels/stickers onto packing or products

or otherwise engaged in altering or improving
the manufactured product are performing a
manufacturing activity. The income received

by the staffing business is reportable under the
Processing for Hire B&O tax classification. In this
case, the staffing business should document the
nature of these activities and report the income
from these workers under the Processing for Hire
classification of the B&O tax.

Processing for hire does not include merely
inspecting, sorting, counting, moving, packing,

loading, or unloading or operating machinery
that performs these tasks even when they are
performed at a manufacturing facility.

Note: Processing for hire applies only when
producing tangible personal property. It does not
apply to construction services.

PROCESSING FOR HIRE - SPECIAL
APPLICATION FOR STAFFING
BUSINESSES: Due to the difficulties in
determining the extent to which workers are
merely altering tangible personal property rather
than creating something new, different, or useful,
staffing businesses may elect to report under
Wholesaling all income derived from providing
temporary workers to manufacturing customers
whose labor directly alters such property. This is in
lieu of reporting some income under Wholesaling
and some income under Processing for Hire. If
the staffing business chooses to make inquiry with
its client to determine the worker’s labor rises to
the level of processing for hire, it may separately
account for the processing for hire income and
report accordingly.

Warehousing Activities

RCW 82.04.280(4) provides a tax rate of

.00484 for businesses engaged in operating a

cold storage warehouse or storage warehouse.

A “‘storage warehouse” means a building or
structure, or any part thereof, in which goods,
wares, or merchandise are received for storage for
compensation.

The gross income received by a staffing business
for workers dispatched to a warehousing business
are not classified under the Warehousing B&O
tax classification because the staffing business
does not operate the warehouse. The Warehousing
classification applies only to persons operating

a cold storage warehouse or storage warehouse.



Instead, the Service and Other Activities
classification applies to income derived by
providing workers to a warehousing operation.
This is true even though the workers may operate
forklifts or otherwise move merchandise at a
storage facility.

Insurance Agent Activities

If a staffing business provides a licensed insurance
agent to an insurance broker to perform services
under the authority of the insurance agent’s
license, the income received by the staffing
business is subject to the Insurance Agents and
Brokers B&O tax.

If a staffing business provides a receptionist, or
other unlicensed worker to perform office services
within an insurance broker’s office, the associated
charges are subject to the Service and Other
Activities B&O tax classification.

Travel Agent Activities

If a staffing business provides a person who
arranges travel, the income received for these
services is subject to B&O tax under the Travel
Agents Tour Operators B&O tax classification.

If a staffing business provides a receptionist or
other worker to perform office services for a
travel agency, the income received for this
service is subject to the Service and Other
Activities B&O tax.

Landscape/Lawn Maintenance Activities

If a staffing business provides a worker to a
landscape maintenance business, the income
received for such staffing would be subject to
Wholesaling B&O tax provided the customer
presents the staffing company with a valid resale
certificate. The Retailing B&O tax and retail sales
tax apply to such charges if the customer does
not provide a resale certificate or other evidence
that the worker’s services are being resold by the
customer (see page 2, “Wholesaling™).

Janitorial Services

If a staffing business provides a worker to perform
routine janitorial services to a janitorial business,
or any other person, such charges are subject to
the Service and Other Activities B&O tax. Routine
janitorial services include washing interior and
exterior window surfaces; cleaning and waxing
floors; cleaning interior walls and woodwork;
cleaning in place of rugs, drapes and upholstery;
dusting; disposing trash; and cleaning and
sanitizing bathroom fixtures.

The term “janitorial services” does not include,
among others, cleaning exterior walls of
buildings; cleaning septic tanks; special clean up
jobs required by construction, fires, floods, etc.;
painting; papering; repairing; furnace or chimney
cleaning; removing snow; sandblasting;

or cleaning plant or industrial machinery or
fixtures.



Computer Software Services

Income received for providing a worker to repair
or alter computer hardware is taxable as a retail
sale when the services are provided for the owner
of the equipment. Retailing B&O tax applies

and retail sales tax must be collected from the
customer. Income received for services provided
to the person who will resell the service to others
is taxable under the Wholesaling tax (see page 2,
“Wholesaling”).

Income received from customers or for providing a
worker to install prewritten software (also referred
to as “standard” and “canned” software — software
created for sale to more than one person) is taxable
as a retail sale. Retailing B&O tax applies and
retail sales tax must be collected. Wholesaling tax
applies if workers are provided to customers who
will resell the service (see page 2, “Wholesaling”).

Income received for providing a worker to create
custom software (software created for a single
customer) or to “customize” prewritten software

is taxable as a professional service, subject to the
Service and Other Activities B&O tax. Retail sales
tax does not apply to such charges. To “customize”

prewritten software means any alteration,
modification or development of applications using
or incorporating prewritten computer software for
a specific person. It also includes individualized
configuration of software to work with other
software and computer hardware, but does not
include routine installation of prewritten software.

Stevedoring

Income received from engaging in stevedoring
and associated activities is subject to business
tax at the rate .0033. Stevedoring and associated
activities means all activities of a labor, service,
or transportation nature where cargo is loaded/
unloaded from vessels involved in waterborne
interstate or foreign commerce.

Specific activities taxable under the stevedoring
classification are: wharfage, handling, loading,
unloading, moving of cargo to a convenient place,
documentation services, imported automobile
handling, terminal stevedoring, and incidental
vessel services. Providing workers to engage in
these activities is subject to B&O tax under the
Stevedoring tax classification.

The Audit Process

The Department of Revenue (DOR) routinely
audits businesses to determine whether state excise
taxes were reported and paid correctly. Audits

are a learning opportunity for correct excise tax
reporting.

When and Where the Audit will be performed

An auditor will contact you to schedule an
appointment. It will be at a mutually agreed upon
date and time. The audit may be performed at:

* your business or home.

» one of the Department’s local offices.

* your accountant’s, attorney’s, or other
representative’s office.

We are committed to working with you in a
professional and cooperative manner.

What is Reviewed During an Audit

The audit period is usually for the four preceding
calendar years, plus the current year through the
end of the last completed calendar quarter. The
auditor will ask to review any documents that
relate to the taxability of the activities performed
by staffing workers for customers. The audit will
cover three major areas:



1. Income — verification of proper amounts,
classifications, and documentation.

2. Deductions and exemptions — verification
of proper amounts, classifications, and
documentation.

3. Purchases — verification of retail sales or use
tax paid on capital assets, supplies, or articles
manufactured for your own use.

Typically the auditor will review the following
records:

¢ Customer Order Form
* Client Purchase Orders
* Customer Contract

* Billing Invoice

* Sales Journal

* General Ledger

* Check Register

* Chart of Accounts

* Financial Statements

* Resale Certificates

* Depreciation Schedules
* Purchase Invoice

* Federal Income Tax Returns and work papers

Other records relating to your business activities
may also be requested. Any of the above records
maintained in an electronic format should be
available upon request. Depending on the software
used, it may be as easy as giving the auditor a
backup copy. For taxpayers with more complex
systems, the auditor may request one of the
Department’s computer specialists to work with
your Information Technology (IT) department
to download the requested information. For
more information on the computer assisted audit
program, go to http://dor.wa.gov/Docs/Pubs/
ExciseTax/AuditCollection/CAAP.pdf.

Preparing for an Audit

The auditor will describe the records that will be
reviewed. You should gather them before meeting
with the auditor. The records requested usually
include the following:

10

» Washington State excise tax returns and
workpapers

e federal income tax returns for the business

 summary accounting records and source journals
such as check registers, the general ledger, sales
journal, general journal, cash receipts journals,
and any other records you use to record income
and expenses

* sales invoices

* purchase invoices (i.e., accounts payable,
receipts)

* depreciation schedule and purchase invoices for
assets acquired during the audit period

» resale certificates for any wholesale sales made

* supporting documentation for all deductions and
exemptions

Although most audits can be completed with
the above records, additional documents may be
requested during the audit.

Electronic Records
The use of electronic records, when available,
can greatly reduce the time required to complete
the audit. You can provide electronic records on
floppy disk, cd, or via e-mail.

What Happens During an Audit

The auditor may take a plant tour and/or observe
your business operations. This will help their
understanding of your business activities and
accounting records.

The auditor will review your accounting records
and provide you with valuable information and
instructions for future use.

You may experience the following during the audit
process:

Electronic Data Processing (EDP) review
The auditor will test your internal controls to
ensure that the information contained in the
computer selection menu accurately reflects the
correct tax classification. The auditor will also
review information flow from the time the client’s
order is taken to final billing and payment.



Sampling
Depending on the amount of documentation
to review the auditor will discuss the use of
sampling. Sampling causes less disruption in
the day-to-day business activities and is a more
efficient use of time for both the auditor and
the taxpayer. There are a number of different
sampling techniques and the auditor will discuss
which method would be the most practical
based on the amount and type of documents to
be reviewed.

Communicating results
The auditor will provide you with a list of
any exceptions, or potential audit adjustments
identified during the review. This will give you
an opportunity to ask questions or to provide
additional information that you believe may be
relevant to these exceptions or adjustments.

Resale certificate review
The auditor will examine resale certificates
to verify the reporting of wholesale income.
During this review, the auditor may require
a copy of a resale certificate(s) and listing of
wholesale income from the client(s) providing
the certificate(s). Should the Department choose
to discuss the use of a resale certificate with
the customer, the Department will notify you in
writing of its intent to disclose the certificate.
RCW 82.32.330 explains your right to object to
such disclosure.

Retail sales tax collected
The auditor will reconcile the retail sales tax
accrual account to ensure that all the retail sales
tax has been reported. The auditor will generally
use your general ledger and other financial
reports to perform this reconciliation.

Use tax review
The auditor will also review your purchases
to ensure retail sales or use tax was paid. As a
general rule, the auditor will review all capital
asset purchases on an actual basis. In many
cases, the auditor will work with you to identify
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a sampling method for purposes of reviewing
supply (commonly referred to as “consumable”)
purchases.

Confidentiality

All information you provide will be maintained
in strict confidence and is not available to the
public. However, you should be aware that the
Department has information-sharing agreements
with the Internal Revenue Service and other state
agencies.

After the audit

You will be notified of the audit findings. The
auditor will explain any adjustment to you or your
representative before finalizing the audit. If you
have information we have not considered or you
believe we made a mistake, please contact the
auditor promptly.

If you agree with the adjustments:
The auditor will ask if you want to make an
audit prepayment for additional taxes owed.
Full payment will include the tax, assessment
penalty, and estimated interest. You would save
money by making the payment since interest
accrues until the taxes are paid in full.

The audit will be processed and the assessment
package will be mailed to you. This will take
approximately four to six weeks.

If you have not prepaid the assessment, you
have 30 days from the date it was mailed to pay
in full. If you prepaid the assessment, a balance
due may still exist because of the estimated
interest calculation.

Additional interest and late payment penalties
may be added if payment is not received by the
due date.

Please contact the audit manager if payment
cannot be made promptly.

If you have overpaid your taxes, you will
receive a credit notice to apply against future



returns. However, you may request a refund
check.

If you disagree with the adjustments:
You may request a conference with the auditor’s
manager and review disputed issues.

If agreement cannot be reached, you have 30
days from the date the audit report is mailed to
appeal to the Department's Appeals Division.

If you file an appeal prior to the assessment's
due date, you should pay the unprotested

amounts. Payment is not required for the
protested amounts and will remain due pending
the appeal. However, interest continues to
accrue until taxes are paid in full.

If you file an appeal more than 30 days after the
audit report is mailed, you must pay the total
amount due and petition for refund.

For more information on the audit process, please
consult our brochure located on our web site

at http://dor.wa.gov/Docs/Pubs/ExciseTax/
AuditCollection/AuditProc.pdf.

Appendix A - State Tax Overview

Major Taxes in Washington

Most businesses are subject to four major
Washington taxes:

1. Business and Occupation tax
2. Retail Sales Tax
3. Use Tax

4. Public Utility Tax

Business and Occupation (B&0O) Tax

The state B&O tax is a gross receipts tax imposed
on the business. It is measured on the value of
products, gross proceeds of sale, or gross income
of the business. There are no deductions from the
B&O tax for labor, materials, taxes, or other costs
of doing business. Depending on the type of sale
or service provided, one or more of various B&O
tax classifications may apply. The tax rates vary
depending on the specific classification that applies
to the activity. The major B&O tax classifications
and their rates are as follows:

Retailing 0.471%
Wholesaling 0.484%
Manufacturing/Processing for Hire  0.484%
Service & Other Activities 1.5%

The Retailing classification applies to sales of
goods (including leases and rentals) and certain
services to persons who will not resell the goods
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and services to others. Retailing generally includes
those services performed on tangible personal

or real property, including decorating, cleaning,
repair, construction, and landscape maintenance.

The Wholesaling classification applies to sales of
goods (including rentals and leases) and certain
services to persons who will resell them to others.
If you are a wholesaler, you must receive and
retain a signed resale certificate from each buyer.

The Manufacturing classification applies

when creating something new, different or

useful from “raw materials.” The tax is applied
against the value of articles, substances, or
commodities manufactured in Washington for the
manufacturer’s own use, or for sale to others as
tangible personal property. The Processing for
Hire classification applies when this activity is
performed on property belonging to another.

The Service and Other Activities classification is
a “catch-all” classification. It applies to business
income derived from activities that are not
specifically taxed under any other classification.
This classification applies to a variety of services,
including services of lawyers, doctors and other
medical services, accountants/bookkeepers,
beauticians, janitors, and others not specifically
classified elsewhere for tax reporting purposes.



For more information on common business
activities, go to the Department s web site at
http:/7dor.wa.gov. Select “Doing Business” at
the top of the page, then click on the link
“Common Business Activities Table.” This will
provide a list of common classifications reported
for a variety of business activities. It will also
provide you with a link to relevant rules and laws
related to the classification.

Retail Sales Tax

Retail sales tax is imposed on the consumer of
retail goods and services and must be collected by
the seller. It is composed of a state portion, which
is 6.5 percent, and a local government portion,
which varies according to the local tax jurisdiction
that imposes the tax. It applies to all sales subject
to the Retailing classification of the B&O tax
unless there is a specific statutory retail sales tax
exemption. It is the buyer’s burden to establish
with the seller their entitlement to any claimed
exemption.

Retail sales tax is based on the total selling price,
which includes all charges for labor, materials,
freight, handling, and any other amounts billed.
This is true even when the charges are separately
stated.

Itemizing Sales Tax
All documents of sale must separately state
retail sales tax. The tax cannot be included in a
lump sum price. When sales tax is not separately
stated it will be presumed that the tax was not
collected by the seller or paid by the buyer.
In that case, the seller may be held personally
liable for the tax. In all cases, the law holds the
buyer responsible to the seller and to the state
for the amount of the unpaid tax.

Local Sales Tax Rates
Retail Services: When retail services are
provided, the local sales tax rate is determined
by the location at which the retail services are
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provided. Persons not sure which local retail
sales tax rate applies to a particular location can
use the Geographic Information System to look
up the tax rate by address, or by using a map
feature. (See http://dor.wa.gov/content/gis.)
Also, for more discussion on retail sales tax, go
to http://dor.wa.gov and select “Taxes,” then
click on “Retail Sales.”

Use Tax

In general terms, use tax is a tax on the use of
goods and certain services in Washington when
sales tax has not been paid. Goods used in this
state are subject to either the sales or use tax, but
not both. Thus, the use tax compensates when
sales tax has not been paid.

Use tax is based on the value of the article or
service, which includes the charges for labor,
materials, freight, handling, and any other amounts
paid or accrued even when separately stated.

Sales tax paid to another tax jurisdiction outside
Washington may be used to offset the amount of
use tax due in this state.

The rates within each taxing jurisdiction are the
same as the sales tax rates. The correct local rate
for use tax is determined by the location at which
the goods are first put to use in the state.

For more information on use tax, please refer to
the Department’s web site at http://dor.wa.gov.
Go to “Taxes” and click on “Use Tax.”

Public Utility Tax

The public utility tax applies to gross income
derived from operation of public and privately
owned utilities, including the general categories of
transportation, communications and the supply of
energy and water. Income from utility operations

is taxed under the public utility tax and is in lieu of
the B&O tax; other income of the utility firm (e.g.
retail sales of tangible personal property) is subject
to B&O tax. Unlike the B&O tax which pyramids



(i.e. different firms may be taxable on income
derived from the same product), the public utility
tax applies only on sales to consumers.

Examples of exemptions and credits
¢ Income less than $500 per month;

* Providing ride-sharing for commuters and
transportation of elderly and handicapped
persons

Examples of deductions
 Purchases for resale, cash discounts and credit
losses
* Income from interstate transportation of persons
or property
* Payments by one utility to another for jointly
providing the same service to customers

* Interstate transportation via “through freight
billing” and shipments to ports for export

Appendix B — Decision Trees

1. Insurance Agency Client

Yes

Will the employee provide
services for which a license
is needed?

Yes No
Insurance Service

agent B&O tax
B&O tax

Is the employee licensed?
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No

Will the employee improve or
alter real/personal property?

Yes No
Retailing Service
B&O RST B&O tax




Yes

Travel Agent B&O

2. Travel Agent Client

Is person arranging travel?

Will the employee improve or alter

real/personal property?

Yes

Retailing B&O
Retail Sales Tax
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No

No

Service
B&O




3. Waterborne Shipping Company Client

Is the activity loading and
unloading, moving cargo at a port/

waterway in which shipment is
to/from interstate location?

Yes

(RCW 82.04.260 (9))

Is the location a port/waterway
at which shipment is to/from an
interstate location?

Yes

Stevedoring
B&O

No

Service
B&O
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No

Will the employee alter
real/personal property?

Yes

Retailing B&O
Retail Sales Tax

No

Service
B&O




Yes

Service B&O

4. Computer/Technology Services

Will the employee perform

programming services?

No

Yes

Will the worker install/repair hardware?

No

Service B&O

Yes

Is this a wholesale job?

No

Retailing B&O
Retail Sales Tax

Yes

Is a resale certificate obtained?

No

Wholesaling B&O
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Retailing B&O
Retail Sales Tax




Yes

5. Manufacturer Client

Will the worker perform

services on the production line?

Will the worker work on the product?

Yes

Is this a wholesale job?

Yes

No

Retailing B&O
Retail Sales Tax

Is a resale certificate obtained?

Yes

Processing for Hire
B&O, which can
be reported under
Wholesaling B&O

No

No

Will the employee improve or
alter real/personal property?

Yes No
Retailing B&O Service B&O
Retail Sales Tax
Improvement or repair of
manufacturing equipment
Yes No
Retailing B&O Service B&O

or Retail Sales
Tax unless an
M&E certificate is
obtained

Retailing B&O
Retail Sales Tax
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Yes

Service B&O

6. Contractor Client

Will the employee perform
janitorial services to re-clean

a home/building?
(Det. 01-196, 22 WTD 056)

No

Yes

Is this a wholesale job?

No

Retailing B&O
Retail Sales Tax

Yes

Is a resale certificate obtained?

No

Wholesaling B&O
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Retailing B&O
Retail Sales Tax
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Department of Revenue Taxpayer Assistance
&

Local Office Locations

" TY JF S T AE—
P e 1150 - ME'H:- |ln

Cpile L+ e T T T
s R
|I J 1 R Al e e
E:I-#-:hl:.l:i_.______l i i s e 10
s Y SR - . _..-—__E."..n"-
- P e
T Dl e ey g1 R Al
e L
T s
il me D ‘_.r/:/-‘- 1.0 5 ks e
Tt Bl vy 1
b o, Py Wy i s LT
Tame HEI
R TN e di
b TR T PR 5 bl il Tl 55 HLI-
B K30 T B LD wiia
[CR] TN | w. e Tl
Hﬁiﬂrﬂmu T
i e
Telephone Information Center
1-800-547-TT0G
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