.~ Council Bill No.

AN ORDINANCE relating to taxation; repealing Seattle
Municipal Code Section 5.45.085 relating to the taxation of
related, controlled, or affiliated persons; and directing the
Director of Finance and Administrative Services to adopt
rules to determine the proper amount of business license
taxes due from persons engaged in business activities or
transactions with related, controlled, or affiliated persons.
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CITY OF SEATTLE
ORDINANCE /)Y 557

councLBiLL | [ )& 5

AN ORDINANCE relating to taxation; repealing Seattle Municipal Code Section 5.45.085
relating to the taxation of related, controlled, or affiliated persons; and directing the
Director of Finance and Administrative Services to adopt rules to determine the proper
amount of business license taxes due from persons engaged in business activities or
transactions with related, controlled, or affiliated persons.

WHERAS, Seattle Municipal Code Chapter 5.45, which is based on the model ordinance in
accordance with Chapter 35.102 RCW, mandates that the City of Seattle’s business
license tax is levied upon every person for the act or privilege of engaging in business
activities within the city; and

WHEREAS, the City of Seattle desires to continue to tax businesses engaging in business
activities with affiliated persons, to continue to require that taxpayers clearly reflect their
true gross income attributable to business activities between affiliated persons, and
prevent the avoidance of taxes related to such activities; and

WHEREAS, in 2009 the City enacted ordinance 123063, which stated how the Director of
Finance of Finance and Administrative Services would determine the gross income on
which the City’s business license tax would be calculated when the relationship between
affiliated persons was such that the reported gross income from business activities
between such persons was not indicative of the true gross income attributable to those
business activities; and

WHEREAS, the Washington State Legislature passed Second Engrossed Substitute Senate Bill
No. 6143 during the 2010 legislative session that directed the Washington Department of
Revenue to conduct a review and provide a report on the state’s taxation of transactions
between affiliated persons; and

WHEREAS, both the Washington Department of Revenue and the Director of Finance and
Administrative Services have engaged in meetings with taxpayers to examine the taxation
of businesses engaged in transactions between affiliated persons; and

WHEREAS, in order to provide the Director of Finance and Administrative Services with the
ability and flexibility to establish through the rulemaking process under SMC Section
5.55.165 the best manner in which to determine the proper amount of Seattle business
license tax that is attributable to business transactions between related, controlled, or

Form Last Revised: January 16,2013 1




O 0 3 N B W N

NN NN NN NNN = e e e e e e e e
X 3N U R WN = OO0 N Y W - D

Glen Lee

FAS Affiliated Persons Taxation Amendment ORD
September 12, 2013

Version # 3

affiliated persons, and to prevent the avoidance of taxes in regards to such activities or
transactions; NOW, THEREFORE,

BE IT ORDAINED BY THE CITY OF SEATTLE AS FOLLOWS:

Section 1. Section 5.45.085 of the Seattle Municipal Code is hereby repealed.
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merely-aveoidtaxes:))

Section 2. The Seattle City Council finds that under Seattle Municipal Code Chapter
5.45, as amended by this ‘ordinance, the City’s business license tax continues to be levied upon
every person, unless specifically exempted, for the act or privilege of engaging in business
activities within the City, regardless of the person’s affiliation to any other person. The repeal of

SMC Section 5.45.085 in Section 1 of this ordinance will provide the Director of Finance and

process authorized under SMC Section 5.55.165, the best manner in which to calculate the
proper amount of the Seattle business license tax due under SMC Chapter 5.45 for business

activities between related, controlled, or affiliated persons, and to prevent the avoidance of taxes

with regard to such activities.

Section 3. The repeal of SMC Section 5.45.085 in Section 1 of this ordinance shall not
alter the obligation of related, controlled, or affiliated persons engaged in business activities
within the City to pay the City’s business license tax, nor shall it affect any existing right
acquired, liability or obligation incurred, or any rule, order, or proceeding previously adopted

under that Section of the Code,

Section 4. The Director of Finance and Administrative Services shall adopt rules to
determine the proper amount of the Seattle business license tax due under the Seattle Municipal

Code from persons engaged in business activities or transactions with related, controlled or
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affiliated persons. This ordinance does not alter the authority of the City to tax persons engaged

in business activities or transactions with related, controlled, or affiliated persons.

Section 5. This ordinance shall take effect and be in force 30 days after its approval by
the Mayor, but if not approved and returned by the Mayor within ten days after presentation, it -

shall take effect as provided by Seattle Municipal Code Section 1.04.020.

Passed by the City Council the | Ufi’ day of % éc. , 2013, and
signed by me in open session in authentication of its passage this
Mdayof Y*ﬂ( , 2013.
sy Loserse—
President ~~ of the City Council

Approved by me thisggf/gay of }C G éc” < ,2013.
P

Michael McGinn, Mayor

, 2013,

;g —
Mf‘/ﬁfm

Monica Martinez Simmons, City Clerk

(Seal)
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FISCAL NOTE FOR NON-CAPITAL PROJECTS
Department: Contact Person/Phone: CBO Analyst/Phone:
Finance and Administrative | Glen Lee/684-8079 Jennifer Devore/615-1328
Services

Legislation Title: AN ORDINANCE relating to taxation; repealing Seattle Municipal Code
Section 5.45.085 relating to the taxation of related, controlled, or affiliated persons; and
directing the Director of Finance and Administrative Services to adopt rules to determine
the proper amount of business license taxes due from persons engaged in business
activities or transactions with related, controlled, or affiliated persons.

- Summary of the Legislation:

This Ordinance repeals Seattle Municipal Code Section 5.45.085, which contains an unutilized
procedure provided to City tax administrators to assess business and occupation tax on gross
receipts from transactions between related, affiliated, or mutually controlled entities.

Background:

The business and occupation tax is assessed on the gross receipts earned by all entities
conducting business in Seattle. This includes gross receipts earned from transactions between
entities that are legally related to one another, such as subsidiaries. In 2009, the City enacted
Ordinance Number 123063. One provision of this ordinance gave City tax administrators
specific authority to estimate tax liabilities by way of assigning values to transactions between
related entities as if the transactions were conducted on the open market between non-related
firms.

This particular provision, however, has proven difficult to effectively implement and was made
less relevant due to subsequent court decisions regarding tax liabilities of related entities. In
addition, some taxpayers have complained that this provision creates confusion about how to

fulfill their tax liabilities. Since 2009, the City has not used this specific authority nor has a
practical means of doing so in the future.

Please check one of the following:
X This legislation does not have any financial implications.

This legislation has financial implications.
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Appropriations:

Fund Name and Department Budget Control 2013 .2014 Anticipated
Number Level* Appropriation Appropriation

TOTAL

Appropriations Notes: There are no budget appropriations or budget decreases associated with
this ordinance.

Anticipated Revenue/Reimbursement Resulting from this Legislation:

Fund Name and Department Revenue Source 2013 2014
Number Revenue Revenue

TOTAL ' $0 $0

Revenue/Reimbursement Notes: The intent of the relevant sections of Ordinance 123063 was to
ensure that entities would continue to identify and pay their true tax liabilities associated with
gross earnings from transactions with related entities. City tax administrators perceived at the
time that some businesses were developing corporate structures and tax reporting practices that
would allow them to avoid paying their true tax liabilities. As a result, tax administrators did not
believe that Ordinance 123063 would result in net new tax revenue to the City, but rather would
allow the City to continue to collect the true tax obligations from related entity transactions paid
at that time.

‘Since City tax administrators never utilized the related provisions provided for in Ordinance
123063, repealing this section of the Code should not result in revenue losses to the City. In
addition, State of Washington court decisions regarding tax liabilities from related entity
transactions affirm the City’s ability to continue to assess the business and occupation tax on
gross receipts from these transactions.

Total Regular Positions Created, Modified, or Abrogated through this Legislation,
Including FTE Impact:

Position Title and Position # Fund | PT/FT 2013 2013 2014 2014
Department for Existing | Name Positions | FTE | Positions* | FTE*
Positions & #
TOTAL
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Position Notes: None,

Do positions sunset in the future? Not applicable.

Spending/Cash Flow:
Fund Name & # | Department Budget Control 2013 2014 Anticipated
Level* Expenditures Expenditures
TOTAL $0 $0

Spending/Cash Flow Notes: none.

Other Implications:

a) Does the legislation have indirect financial implications, or long-term implications?
No.

b) What is the financial cost of not implementing the legislation?
None.

¢) Does this legislation affect any departments besides the originating department?
No.

d) What are the possible alternatives to the legislation that could achieve the same or
similar objectives? '
None.

e) Is a public hearing required for this legislation? No.

f) Is publication of notice with The Daily Journal of Commerce and/or The Seattle
Times required for this legislation? No.

g) Does this legislation affect a piece of property? No.
h) Other Issues: None.

List attachments to the fiscal note below: None.
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306496 No. 124380,381,382,383,384,85
CITY OF SEATTLE,CLERKS OFFICE

Affidavit of Publication

The undersigned, on oath states that he is an authorized representative of The Daily Journal of
Commerce, a daily newspaper, which newspaper is a legal newspaper of general circulation and it is now
and has been for more than six months prior to the date of publication hereinafter referred to, published in
the English language continuously as a daily newspaper in Seattle, King County, Washington, and it is now
and during all of said time was printed in an office maintained at the aforesaid place of publication of this
newspaper. The Daily Journal of Commerce was on the 12" day of June, 1941, approved as a legal
newspaper by the Superior Court of King County.

The notice in the exact form annexed, was published in regular issues of The Daily Journal of
Commerce, which was regularly distributed to its subscribers during the below stated period. The annexed
notice, a
CT.TITLE ONLY ORDINANCES

was published on

01/15/14

paid in full.

The amount of the fee charged for the foregoing publiqﬁion is the sum of $119.60 which amount has been

e’ by
Subscribed and sworn fo before me on
01/15/2014— =1

Notary public for the State of Washington,
residing in Seattle




State of Washington, King County

: City of Seattle
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The full text of the following legislation,
passed by the City Coincil on December: 18,
9013; and published below by title only, will
be mailed upon request, or can be d
at http://clerk.seattle.gov. For: information
o upcoming meetings of the Seattle City
Cotincil; please visit http:/fwww.seattle.gov/:

council/calendar, i

Contact: Office of the City Clerk at (206)1\
684-8344. : !

ORDINANCE NO. 124380

'AN. ORDINANCE . regarding the
Seattle: Indian’ Services Commission; a
City-chartered : public corporation  (the
“Commission”); approving the Cominission’s
transfer of the Leschi Center to the Seattle
Indian Health' Board: subject fto certain
terms and conditions; authorizing the Mayor
or hig designee to negotiate and execute an]
amendment to the Leschi Center Cooperation
Agreement authorized by Ordinance 117014,
‘most recently amended by Ordinance 120730;
and authorizing the Mayor or his designee to
review; approve, and execute any addition-
al documents necessary. for the Commission’
to effect the transfer in compliance with all
legal requirements. |

ORDINANCE NO. 124381 i

AN ORDINANCE relating to: the City
Light Department; authorizing the General
Manager and Chief Executive Officer to exe-

“cute an agreement with Union Square LLC,
one of three participants in the Department’s|
Pay for Performance pilot program. i

ORDINANCE NO. 124382 \

AN ORDINANCE relating to the City
Light Departient; authorizing the General
Manager and Chief Executive Officer: to
execute an agreement with Talon Portfolio !
Services; LLC, one of three participants in i
the Department’s Pay. for Performance pilot |
program.

ORDINANCE NO. 124383

AN ORDINANCE relating: to the City
Light Department; authorizing the General
Manager: and’. Chief Executive: Officer: to |
execute an agreement:’ with Lake, Union'|
Building LLC, one of three participants in |
the Department’s Pay for Performance pilot
program:

" ORDINANCE NO. 124384

: AN ORDINANCE relating to taxation;
repealing Seattle Muinicipal Code: Section
5.45.085 relating to the taxation’ of relat-
ed; controlled, ox affiliated persons; and
directing’ the Director  of Finance ‘and
Administrative Services to adopt rules: to
determine the proper amount of: business
Yicense taxes due from: persons engaged in
business dctivities or transactions with relat-
ed, controlled; or affiliated persons.

ORDINANCE NO. 124386

‘AN ORDINANCE Trelating to the 2008 i
Parks and Green Spaces Levy; transferring
juriadiction of the Morningside Substation

roperty from’ Seattle City" Light to’ the
Department’ of Parks and’ Recreation for
open space, park, and: recreation purpos-
es; and increasing appropriations to the
Departmient of Parks and Recreation in the
2013 Budget; all by a three-fourths vote of
the City Council.

Date of publication in the Seattle Daily

Journal of Commerce, January 15, 2014.
1/16(306496)




