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Taxing Custom Software Programming Services – 
Please Oppose
House Bill 3191, Part 15, proposes to apply sales tax to “custom software” and “customization of prewritten software”.

The Washington Technology Industry Association (WTIA) is opposed to this provision for the following reasons:

· Custom software has traditionally been considered a “professional service”, similar to attorneys, engineers, management consultants and other professional services.  This provision is a major departure from that classification and is not a logical reclassification to a “retail service”.

· Requiring custom software companies to now charge their customers a sales tax increases costs and taxes to all types of businesses, adding to an already heavy tax burden paid by Washington state businesses.

· Large customers of custom software companies will surely seek to lower programming costs by going to offshore providers, which could lead to job loss among custom software providers.

· Custom software providers may decide to locate themselves in a neighboring state or province thereby avoiding the burden of being a tax collector for the state and instead put the burden on the customer to pay use tax, where compliance is less than for sales tax.

· The technology sector is ever-changing.  Is a web design firm considered a “custom software” provider?  Does any service done for a particular customer that uses software to produce that service fall under this provision?  Confusion will rein and both DOR and taxpayers will have endless discussions and arguments over tax liability.

· Unlike sellers of digital goods, custom software providers are not customarily set up to take payments from customers by credit card, do not have e-commerce systems and converting to a sales tax collection system will be burdensome and costly, resulting in frustration and less than expected revenue.

Custom Software Provider Statistics
This industry had just under $5 billion in taxable sales in 2008 and paid over $56 million in B&O taxes. (source:  DOR, NAICs 541511, 541512)

Custom programming and computer system design firms number over 2600 and employ 22,700 averaging just under 9 employees per firm – clearly small businesses by any measure. (source:  ESD)

Employees of these firms paid over $96 million in state and local taxes in 2008, not counting the additional taxes paid by the firms for outside services in addition to the B&O tax.  (based on per capita state and local tax burden – this number is likely understated)

These employees are often very involved in their communities, support local schools and higher education and have helped make Washington a top technology state.

Please Oppose Part 15 of HB 3191

Additionally, WTIA is very concerned about the tax avoidance section of HB 3191, the corporate officer liability and the tax on investment earnings.  We believe those sections should be amended or deleted.  We are supportive of the royalty apportionment in Part 1 and the data center incentive in Part 18.

Questions?  Please contact Lew McMurran at Lmcmurran@washingtontechnology.org or 253-653-5331.

Thank you for your consideration of our position.  We appreciate your efforts during this difficult time.

