FINAL BILL REPORT
SB 5083

PARTIAL VETO
Cc322L11
Synopsis as Enacted

Brief Description: Clarifying that the basis for business and occupation tax for real estate firms
is the commission amount received by each real estate firm involved in a transaction.

Sponsors: Senators Ranker, Kilmer, Swecker, Hobbs, Holmquist Newbry, Zarelli, Hargrove,
Eide, Harper, Tom, Honeyford, White, Parlette, Ericksen, Shin, Hewitt, Sheldon, Roach and
Benton.

Senate Committee on Ways & Means
House Committee on Ways & Means

Background: Washington's major business tax is the business and occupation (B&O) tax.
The B&O tax is imposed on the gross receipts from all business activities conducted within
the state without any deduction for the costs of doing business. Thus, the nature of the B&O
tax is that of a pyramiding tax as each successive sale is subject to the tax on the gross
proceeds of the sale. A business may have more than one B&O tax rate, depending on the
types of activities conducted. The tax rate for most types of businesses that provide services
is 1.8 percent.

Currently, provisions in law allow originating brokers and cooperating brokers to pay the
B&O tax only on their share of a commission when they both participate in a transaction.
However, other real estate offices are also subject to the B&O tax on their share of a
commission paid from either the originating real estate office's commission or the
cooperating real estate office's commission. Thus, when referral fees are paid to a third-party
broker or when multiple cooperating brokers are involved in a transaction, the paying broker
does not get to deduct the fee and the recipient must also pay the B&O tax on the fee.

Additionally, real estate agents or associate brokers are not subject to the B&O tax where the
brokerage office has paid the tax on the gross commission.

Summary: Any real estate firm who receives a commission at the time of closing on a real
estate transaction must pay the B&O tax only upon their respective shares of the commission.

Terms and definitions are updated to be consistent with real estate licensing laws.

Votes on Final Passage:

This analysis was prepared by non-partisan legislative staff for the use of legislative
members in their deliberations. This analysis is not a part of the legislation nor does it
constitute a statement of legislative intent.
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Senate 48 0
House 95 O

Effective: July 22, 2011.

Partial Veto Summary: The Governor vetoed section 3 which would have made the act
apply both prospectively and retroactively.
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