6470- S

Sponsor(s): Senate Conmttee on Ways & Means (originally sponsored
by Senators West, Anderson, Kohl, Snyder, Loveland, Fairley, T.
Shel don and Jacobsen; by request of Governor Locke)

Brief Title: Specifying the tax treatnent of canned and custom
sof t war e.

SB 6470-S. E - DI GEST
(DI GEST AS ENACTED)

Declares that the intent of this act is to nmake the tax
treatnent of software <clear and certain for devel opers,
programers, and consurmers.

Decl ares that the creation and di stribution of customsoftware
is a service taxable under RCW 82.04.290(2). Duplication of the
software for the sanme person, or by the sanme person for its own
use, does not change the character of the software.

Declares that the custom zation of canned software is a
servi ce taxabl e under RCW 82. 04. 290(2).

Revi ses RCW 82.04.060 to provide that "sale at whol esal e" or
"whol esal e sal e" neans any sal e of canned software.

Revi ses RCW 82.12.020 to provide that there is levied and
there shall be collected fromevery person in this state a tax or
excise for the privilege of using within this state as a consuner
any canned software, regardless of the nethod of delivery, but
excl udi ng canned software that is either provided free of charge or
is provided for tenporary use in view ng information, or both.

VETO MESSAGE ON SB 6470-S
April 3, 1998
To the Honorabl e President and Menbers,
The Senate of the State of Washi ngton
Ladi es and Gentl enen:

| amreturning herewith, w thout nmy approval as to section 8,
Engrossed Substitute Senate Bill No. 6470 entitl ed:

"AN ACT Relating to the tax treatnment of canned and custom

sof tware; "

Sections 1 through 7 of ESSB 6470 specify that the sale of
custom software is the provision of a service, as 1is the
custom zation of canned software, and is taxable under the service
classification of the business and occupation (B&0O tax.

Section 8 of this bill would provide a B& tax credit for
sof tware busi nesses that have their principal place of business in
a distressed county. However, the bill as witten, would allow a
qualifying software conpany with headquarters in a distressed
county to also exenpt fromthe B&  tax all its operations |ocated
in a non-distressed county. This could lead to a business
establishing only a small office with few enployees in the
di stressed county, defeating the purpose of the legislation. Wile
Section 8 was intended to provide an innovative approach to rural
econom ¢ devel opnent, this |language results in a significant tax



| oophole that will not benefit the citizens of rural distressed
counti es.

I proposed several econom ¢ devel opnent packages for
di stressed counties in the 1998 | egi sl ati ve session, and | strongly
agree with the concept presented in section 8 of this bill.

However, section 8 of this bill would have uni nt ended consequences.
| would support a nore finely crafted bill.
For these reasons, | have vetoed section 8 of Engrossed

Substitute Senate Bill No. 6470.
Wth the exception of section 8, Engrossed Substitute Senate
Bill No. 6470 is approved.

Respectful ly submtted,
Gary Locke
Gover nor



