
SUPREME COURT NO.  
COURT OF APPEALS NO.  56478-5-II 

SUPREME COURT OF THE STATE OF WASHINGTON 

ROYAL OAKS COUNTRY CLUB, a Washington Non-Profit 
Corporation, 

Respondent, 

v. 

STATE OF WASHINGTON, DEPARTMENT OF REVENUE, 

Petitioner. 

DEPARTMENT OF REVENUE’S 
PETITION FOR REVIEW 

ROBERT W. FERGUSON 
Attorney General 

DAVID MOON, WSBA No. 54546 
Assistant Attorney General 
HEIDI A. IRVIN, WSBA No. 17500 
Senior Counsel 
PO Box 40123 
Olympia WA  98504-0123 
(360) 753-5515, OID No. 91027

FILED 
SUPREME COURT 

STATE OF WASHINGTON 
3/2/2023 4:30 PM 

BY ERIN L. LENNON 
CLERK 101770-7



 

 i 

TABLE OF CONTENTS 
 

I. INTRODUCTION ............................................................. 1 

II. IDENTITY OF PETITIONER AND COURT OF 
APPEALS DECISION ...................................................... 3 

III. ISSUE PRESENTED FOR REVIEW ............................... 3 

IV. STATEMENT OF THE CASE ......................................... 4 

A. Background on the Deduction Statute ........................ 4 

B. Royal Oaks’ Facilities, Membership Levels, and 
Initiation Fees ............................................................. 7 

C. The Superior Court Held that Royal Oaks’ 
Initiation Fees Were Not Fully Deductible, but 
the Court of Appeals Reversed ................................... 9 

V. ARGUMENT .................................................................. 11 

A. Construing the Deduction to Include Amounts 
Paid for Retail Services Conflicts with Supreme 
Court and Court of Appeals Precedent ..................... 12 

1. Red Cedar, Group Health, and Automobile 
Club interpreted the deduction statute to 
exclude amounts paid in exchange for 
services ............................................................... 13 

2. The decision below conflicts with Red 
Cedar, Group Health, and Automobile Club ..... 16 

B. Alternatively, This Case Presents an Issue of 
First Impression Meriting Review ............................ 24 



ii 

C. The Court of Appeals Decision Effectively
Creates a New Deduction for a Broad Range of
Industries, Meriting This Court’s Review ................ 29

VI. CONCLUSION ............................................................... 30

APPENDICES: 

Appendix A 

Appendix B 

Appendix C 

Court of Appeals Published Decision 

RCW 82.04.4282 – Deduction Statute 

Revenue Act of 1935 –  Tax Commission 
Rules and Regulations (1936)

Appendix D WAC 458-20-114 (1970) 

Appendix E WAC 458-20-114 (1984) 

Appendix F WAC 458-20-183 (1995) 



 

 iii 

TABLE OF AUTHORITIES 
 

Cases 

Auto. Club of Wash. v. Dep’t of Revenue,  
27 Wn. App. 781, 621 P.2d 760 (1980) ......................... passim 

Budget Rent-A-Car of Wash.-Or., Inc. v. Dep’t of Revenue,  
81 Wn.2d 171, 500 P.2d 764 (1972) ..................................... 16 

First Student, Inc. v. Dep’t of Revenue,  
194 Wn.2d 707, 451 P.3d 1094 (2019) ................................. 28 

Grp. Health Coop. of Puget Sound, Inc. v. Tax Comm’n,  
72 Wn.2d 422, 433 P.2d 201 (1967) .............................. passim 

In re Sehome Park Care Ctr., Inc.,  
127 Wn.2d 774, 903 P.2d 443 (1995) ................................... 28 

Red Cedar Shingle Bureau v. State,  
62 Wn.2d 341, 382 P.2d 503 (1963) .............................. passim 

Royal Oaks Country Club v. Department of Revenue,  
___ Wn. App. 2d ___, 523 P.3d 1198  

 (Jan. 31, 2023) ............................................................... passim 
 

Simpson Inv. Co. v. Dep’t of Revenue,  
141 Wn.2d 139, 3 P.3d 741 (2000) ....................................... 16 

Statutes 

Laws of 1935, ch. 180, § 12(b) .................................................. 5 

Laws of 1967, Ex. Sess., ch. 26, § 7 ........................................ 26 

Laws of 1980, ch. 37, § 1 ......................................................... 18 



 

 iv 

RCW 34.05.230 ........................................................................ 28 

RCW 82.04.050(3)(a) (2011) ..................................................... 5 

RCW 82.04.050(3)(g) (2011) ..................................................... 5 

RCW 82.04.050(3)(g)(i) ............................................................. 5 

RCW 82.04.050(15)(a) ............................................................... 5 

RCW 82.04.140 .......................................................................... 4 

RCW 82.04.220 .......................................................................... 4 

RCW 82.04.250 ...................................................................... 4, 5 

RCW 82.04.4282 ............................................................... passim 

RCW 82.04.430(2) (1980) ........................................... 18, 19, 21 

RCW 82.08.020 .......................................................................... 5 

RCW 82.08.050(3) ..................................................................... 5 

RCW 82.32.180 ........................................................................ 10 

Rules 

RAP 13.4(b)(1) ..................................................................... 2, 11 

RAP 13.4(b)(2) ..................................................................... 2, 11 

RAP 13.4(b)(4) ............................................................... 3, 11, 30 

 

 



 

 v 

Regulations 

WAC 458-20-114 (1970) ......................................................... 26 

WAC 458-20-114 (1984) ......................................................... 26 

WAC 458-20-183 (1995) ......................................................... 26 

WAC 458-20-183(2)(i) (2011) ........................................... 15, 27 

WAC 458-20-183(4)(c)(ii) (2011) ............................... 6, 7, 9, 27 

Wash. State Tax Comm’n Rules, Rule 114 (1943) .................. 26 

Wash. State Tax Comm’n Rules, Rule 117 (1936) ............ 15, 26 

Other Authorities 

Black Diamond Gun Club v. Dep’t of Revenue,  
Docket No. 70949, 2010 WL 3944939 (Wash. Bd.  
Tax App. 2010) ..................................................................... 25 

Department of Revenue Excise Tax Advisory, ETA 
3230.2021 (October 22, 2021) ...................................... 6, 7, 27 

Innis Arden Swimming Club v. Dep’t of Revenue, Docket 
No. 93156, 2021 WL 5871836 (Wash. Bd.  
Tax App. 2021) ..................................................................... 25 

Wash. St. Reg. 18-08-051 ........................................................ 27 

Wash. St. Reg. 18-11-126 ........................................................ 27 



 

 1 

I. INTRODUCTION 

 Since its enactment, the Revenue Act of 1935 has 

included a business and occupation tax deduction for “bona fide 

. . . initiation fees,” as well as dues, contributions, and various 

other receipts. Consistently since the 1930s, the Department of 

Revenue and its predecessor, the Washington State Tax 

Commission, have interpreted this deduction in keeping with its 

plain meaning: to include only amounts genuinely paid solely 

for the privilege of joining the membership of an organization.  

 Supreme Court and Court of Appeals case law applying 

the deduction statute to dues and contributions have agreed with 

the Department. Charges are not “bona fide” if they are paid in 

exchange for services, rather than for the privilege of 

membership.1  

                                           
1 Red Cedar Shingle Bureau v. State, 62 Wn.2d 341, 382 

P.2d 503 (1963); Grp. Health Coop. of Puget Sound, Inc. v. Tax 
Comm’n, 72 Wn.2d 422, 433 P.2d 201 (1967); Auto. Club of 
Wash. v. Dep’t of Revenue, 27 Wn. App. 781, 621 P.2d 760 
(1980). 
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 The Court of Appeals’ decision below conflicts with 

these precedents. The Court erroneously concluded that a 

country club could deduct the full amount of its initiation fees, 

even though members unquestionably paid a large part of those 

fees for access to the club’s golf and recreational facilities. This 

is illustrated by the fact that some members paid $10,000 

initiation fees for full access to those facilities, when the 

privilege of membership, including access to all social events, 

could be had for a mere $200 initiation fee. The court 

distinguished prior case law on the rationale that those cases 

involved dues. But the holdings of those precedents apply with 

equal force to initiation fees. By concluding otherwise the court 

created conflicting precedent, meriting this Court’s review 

under RAP 13.4(b)(1) and (2). 

 The decision below creates the perverse result that the 

same sale of services is taxable when charged through recurring 

dues payments, but tax-free when charged up front. In effect, 

the decision creates a significant new tax deduction for 
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membership-model businesses when they charge up front for 

services. The decision will have far-reaching effects on the 

taxation of gyms and athletic facilities, country clubs, trade 

organizations, homeowners’ associations, membership-model 

stores, and any other entity that charges initiation fees. Due to 

its pervasive effects across industries, the issue presented is also 

one of substantial public interest. See RAP 13.4(b)(4).  

II. IDENTITY OF PETITIONER AND COURT OF 
APPEALS DECISION 

 The Department of Revenue seeks review of the Court of 

Appeals’ published decision, Royal Oaks Country Club v. 

Department of Revenue, No. 56478-5-II, ___ Wn. App. 2d ___, 

523 P.3d 1198 (Jan. 31, 2023). A copy of the decision is 

attached as Appendix A. 

III. ISSUE PRESENTED FOR REVIEW 

 The tax code in RCW 82.04.4282 provides a business 

and occupation tax deduction for “bona fide . . . initiation fees” 

paid solely for the privilege of membership in a club or other 

organization, rather than in exchange for goods or services. 
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Was Royal Oaks Country Club entitled to fully deduct its 

initiation fees as bona fide when members’ “initiation fee” 

amounts varied dramatically in direct correlation to the amount 

of retail services they received? 

IV. STATEMENT OF THE CASE 

A. Background on the Deduction Statute  

 Washington imposes the business and occupation (B&O) 

tax upon every person “for the act or privilege of engaging in 

business activities,” with “business” broadly defined to include 

“all activities engaged in with the object of gain, benefit, or 

advantage to the taxpayer or to another person or class, directly 

or indirectly.” RCW 82.04.140, .220. The tax rate depends on 

the classification of the business activity, one of which is 

making retail sales. See RCW 82.04.250. During the tax period 

at issue, charges for the provision of golf, swimming, and 

fitness facilities fell within the statutory definition of “retail 
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sale.” See former RCW 82.04.050(3)(a), (g) (2011).2 

Taxpayers’ gross receipts for providing such facilities were 

therefore subject to B&O tax under the retailing classification, 

and also subject to retail sales tax. RCW 82.04.250 (retailing 

B&O tax); RCW 82.08.020 (retail sales tax); 

RCW 82.08.050(3) (retailers’ obligation to remit retail sales tax 

regardless of whether they collected it from consumers).  

 The deduction statute at issue in this case, 

RCW 82.04.4282 (attached as Appendix B), provides a 

deduction from the B&O tax for “bona fide . . . initiation fees.” 

This deduction has existed since 1935, when the B&O tax was 

enacted. Laws of 1935, ch. 180, § 12(b). Since that time, the 

State’s taxing authorities have consistently interpreted the 

initiation fee deduction to include only amounts genuinely paid 

                                           
2 The tax treatment of these activities remains largely 

unchanged, but the statute has since been reorganized. See 
RCW 82.04.050(3)(g)(i), (15)(a). 
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for initiation into an organization—not amounts paid for 

receiving goods or services. See infra § V.B.  

 Often, taxpayers do not segregate the portion of their 

initiation fees (or dues, which are exempted by the same 

statute) attributable to providing the privilege of membership 

from the portion attributable to providing taxable goods and 

services. See, e.g., Auto. Club, 27 Wn. App. at 786. The Court 

of Appeals has held that “[a]bsent such a segregation, the 

Department may presume that the entire amount is taxable.” Id. 

at 786-87. Nonetheless, the Department has adopted a “cost of 

production” calculation method to assist taxpayers that do not 

segregate their initiation fees (or dues) in claiming the 

deduction. See former WAC 458-20-183(4)(c)(ii) (2011)3 

(hereinafter “former Rule 183”) (in effect during the tax 

period); Excise Tax Advisory 3230.2021 (currently in effect). 

This method takes a taxpayer’s costs of producing taxable 

                                           
3 A copy of former Rule 183 is attached as Appendix F. 
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goods and services as a fraction of their total operating costs, 

multiplies that fraction by the taxpayer’s gross receipts, and 

permits the taxpayer to deduct the remainder of its gross 

receipts as bona fide initiation fees and dues. See former Rule 

183(4)(c)(ii); ETA 3230.2021.   

B. Royal Oaks’ Facilities, Membership Levels, and 
Initiation Fees 

 Royal Oaks Country Club owns and operates a country 

club in Vancouver, Washington. CP 45. The club offers golf, 

fitness, swimming, and dining facilities and services. CP 45-46. 

Its golf facilities include an 18-hole golf course, two driving 

ranges, a practice putting green, a practice chipping area, a 

practice bunker (i.e., sand trap), and a pro shop retail center. Id. 

Its fitness center includes cardio equipment, weight machines, 

free weights, stretching machines, and locker rooms. CP 46. 

Royal Oaks also operates a swimming pool facility, complete 

with a lazy river, children’s wading pool, hot tub, and locker 

rooms. Id. 
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Royal Oaks has several membership levels, and facility 

access varies by level. “Proprietary,” “corporate,” and 

“intermediate” members enjoy full access to all facilities. 

CP 46-47. “Social with golf” members have limited access to 

the golf facilities and unlimited access to the swimming, fitness, 

and restaurant facilities. Id. “Social” members have no access to 

the golf facilities, but have unlimited access to the other 

facilities. CP 47. Lastly, “dining” members have no access to 

the golf, swimming, or fitness facilities, but have unlimited 

access to the restaurant facilities. CP 48. Dining members, 

along with all other membership levels, have access to “all 

social events.” CP 201.  

 The amount of one-time initiation fees that new members 

paid during the tax period directly correlated with their level of 

facility access. New proprietary, corporate, and intermediate 

members, all of whom enjoyed full access to all facilities, paid 
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$10,000.4 CP 48. “Social with golf” members paid between 

$1,000 and $2,500 in initiation fees, depending on the year. Id. 

Social (without golf) members consistently paid a lower 

amount—between $200 and $1,500, depending on the year. Id. 

Dining members consistently paid the lowest initiation fee 

amount of any membership level—$200 in the last half of the 

tax period, at a time when social (without golf) members paid 

$1,500. CP 48. 

C. The Superior Court Held that Royal Oaks’ Initiation 
Fees Were Not Fully Deductible, but the Court of 
Appeals Reversed 

 The Department audited Royal Oaks for the tax period 

January 1, 2011, through March 31, 2016, and issued 

assessments. CP 256-58. The auditor determined that initiation 

fees and dues from membership levels that did not receive retail 

services were fully deductible. CP 267. Using former Rule 

183’s cost of production method, the auditor determined that 

                                           
4 This amount was reduced to $5,000 during four months 

of the tax period in an effort to attract new members. See CP 48.  
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65.35% of the other membership levels’ initiation fees and dues 

were bona fide (i.e., paid purely for the privilege of 

membership) and thus deductible from the B&O tax. CP 257, 

261-62, 267. Thus, for example, $6,535 of a proprietary 

member’s $10,000 initiation fee amount was deemed 

deductible. The remaining amounts were subject to B&O tax 

under the retailing classification. CP 257, 261-62. Because they 

qualified as retail sales, they were also subject to retail sales 

tax. Id.  

 Following an administrative appeal, Royal Oaks filed this 

excise tax refund action under RCW 82.32.180, asserting that 

under RCW 82.04.4282, its initiation fees were fully deductible 

from both the retailing B&O tax and retail sales tax. CP 5-6. 

The superior court granted summary judgment to the 

Department. CP 368-71. In a published decision, the Court of 

Appeals reversed. App. A.  
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V. ARGUMENT 

 The Court of Appeals’ decision conflicts with two of this 

Court’s decisions and another Court of Appeals decision. See 

Red Cedar, 62 Wn.2d 341; Grp. Health, 72 Wn.2d 422; Auto. 

Club, 27 Wn. App. 781. Those decisions interpreted the plain 

meaning of the deduction statute consistently with nearly a 

century of Department and Tax Commission rules. Simply put, 

initiation fees and dues are “bona fide” only if they are 

genuinely paid solely for the privilege of membership, and not 

in exchange for goods or services. Rather than construing the 

deduction narrowly as required by case law, the decision below 

effectively creates a new tax deduction for retail service charges 

when structured as up-front rather than as periodic payments. 

This conflict with existing precedent, along with the decision’s 

effects across a broad range of industries, merit this Court’s 

review. RAP 13.4(b)(1)-(2), (4).  
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A. Construing the Deduction to Include Amounts Paid 
for Retail Services Conflicts with Supreme Court and 
Court of Appeals Precedent 

 Previous appellate case law has consistently interpreted 

the deduction statute to include only amounts genuinely paid 

for the privilege of membership in an organization, not amounts 

paid in exchange for services. The decision below conflicts with 

those cases by permitting Royal Oaks to fully deduct its 

initiation fees, even though a large portion of some members’ 

fees was a premium paid for access to retail facilities. 

 RCW 82.04.4282 reads in relevant part: 

In computing tax there may be deducted from the 
measure of tax amounts derived from bona fide (1) 
initiation fees, (2) dues, (3) contributions, (4) 
donations, (5) tuition fees . . . . This section may 
not be construed to exempt any person, 
association, or society from tax liability upon 
selling tangible personal property, . . . or upon 
providing facilities or other services for which a 
special charge is made to members or others. If 
dues are in exchange for any significant amount of 
goods or services rendered by the recipient thereof 
to members without any additional charge to the 
member, or if the dues are graduated upon the 
amount of goods or services rendered, the value of 
such goods or services shall not be considered as a 
deduction under this section. 
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The statute’s first sentence sets forth a limited deduction for 

specifically enumerated “bona fide” receipts. The second and 

third sentences provide additional limiting language on how the 

deduction should be construed. That is, they provide further 

clarification on what it means for the enumerated receipts to be 

“bona fide.” To be deductible, the claimed amount must be one 

of the items specifically listed in the first sentence and must be 

a “bona fide” instance of that item. 

1. Red Cedar, Group Health, and Automobile Club 
interpreted the deduction statute to exclude 
amounts paid in exchange for services 

 Both this Court and the Court of Appeals have 

interpreted the deduction statute to exclude amounts that an 

organization’s members paid in exchange for services. In Red 

Cedar, this Court rejected a trade association’s claim that its 

cedar shingle manufacturer-members’ recurring payments were 

deductible as “dues” or “contributions.” 62 Wn.2d at 346. The 

Court reasoned that the trade association’s position “would 

mean in effect that [it] would pay no [B&O] tax respecting its 
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public relations and business promotional activities in [sic] 

behalf of its member-manufacturers.” Id. Because the payments 

were made “for services rendered” and individual members’ 

payment amounts were “roughly in proportion” to the amount 

of services they received, the payments were not deductible as 

bona fide dues or contributions. Id. at 347.   

 Similarly, in Group Health, this Court held that a 

healthcare cooperative members’ monthly payments were not 

“bona fide” dues because they were paid to finance prepaid 

medical services. 72 Wn.2d at 433-35. The Court reasoned that 

Group Health’s designation of the payments as “dues” was not 

determinative. Id. at 434. Because members’ payments were 

“related to or graduated upon the cost of operation which, in 

turn, reflect[ed] upon the services available and furnished to 

[Group Health’s] members,” the payments were not bona fide 

dues. Id.   

 In Automobile Club, the Court of Appeals further refined 

Group Health’s holding consistent with the Department’s and 
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Tax Commission’s longstanding rules: the purpose of the 

RCW 82.04.4282 deduction is “to exempt from taxation only 

revenue exacted for the privilege of membership.” Auto. Club, 

27 Wn. App. at 786; accord former Rule 183(2)(i) (“‘Bona fide 

initiation fees’ . . . shall include only those one-time amounts 

paid which genuinely represent the value of membership in a 

club or similar organization. It shall not include any amount 

paid for or attributable to the privilege of receiving any goods 

or services other than mere nominal membership.”); former 

Rule 117 (1936) (“initiation fees include only amounts actually 

required to be paid by a person to a club or similar organization 

for the sole privilege of joining such club or similar 

organization.”) (attached as Appendix C). 

 To interpret the statute otherwise would circumvent the 

broad scope of the B&O tax and the requirement that 

deductions be strictly construed against the taxpayer. Auto. 

Club, 27 Wn. App. at 786-87. “In adopting our State’s B&O tax 

system the legislature intended to impose the business and 
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occupation tax upon virtually all business activities carried on 

within the state, and to leave practically no business and 

commerce free of . . . tax.” Simpson Inv. Co. v. Dep’t of 

Revenue, 141 Wn.2d 139, 149, 3 P.3d 741 (2000) (internal 

quotation marks and citations omitted). Accordingly, 

exemptions and deductions “must be narrowly construed,” and 

the taxpayer’s receipts “must come within that tiny niche 

reserved for” the applicable deduction. Budget Rent-A-Car of 

Wash.-Or., Inc. v. Dep’t of Revenue, 81 Wn.2d 171, 174-75, 

500 P.2d 764 (1972).  

2. The decision below conflicts with Red Cedar, 
Group Health, and Automobile Club 

 Here, the Court of Appeals erroneously distinguished 

Red Cedar, Group Health, and Automobile Club on the grounds 

that they involved dues rather than initiation fees. The Court of 

Appeals incorrectly reasoned that initiation fees are treated 

differently than dues for three reasons. 

 First, the Court of Appeals wrongly concluded that Royal 

Oaks members’ initiation fees were paid for initiation rather 
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than for their use of club facilities or services, because new 

members must also pay their first month’s dues along with the 

initiation fee before being allowed to use club facilities. Slip 

Op. at 10. But that is like saying that a down payment on a new 

car is not a payment for the car, because the purchaser must 

also pay their first month’s loan payment before driving the car 

off the lot. Here, Royal Oaks members’ “initiation fee” 

payments varied dramatically in correlation with the amount of 

services they received. Members surely did not pay $10,000 in 

in initiation fees simply to join the club when they could have 

done so, and gained access to all social events, for a $200 

dining-level initiation fee. CP 48. Instead, they paid thousands 

of extra dollars in exchange for retail services—specifically, the 

right to unlimited access to the club’s golf, swimming, and 

fitness facilities. Id.  

 Under the Court of Appeals’ reasoning, membership-

based businesses may broadly deduct up-front payments made 

in exchange for retail goods and services, so long as members 
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must also pay their first month’s dues before accessing those 

goods or services. That conflicts with the well-established 

principle that deductions are narrowly construed, and it 

conflicts with the case law interpreting this deduction statute. 

The purpose of the deduction statute was not to create favorable 

tax treatment for up-front versus recurring retail payments. But 

that is the effect of the Court of Appeals’ decision, and it will 

significantly impact the Department’s administration of 

RCW 82.04.4282.  

 Second, the Court of Appeals erroneously held that Red 

Cedar, Group Health, and Automobile Club “are inapposite 

because they analyze the predecessor to the current statute.” 

Slip Op. at 13. While it is true that the deduction statute has 

since been revised and recodified from former RCW 

82.04.430(2) (1980) to RCW 82.04.4282, the Legislature 

expressly stated that renumbering the statute has no effect on its 

meaning. Laws of 1980, ch. 37, § 1 (the renumbering “shall not 
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change the meaning of any of the exemptions or deductions 

involved”).  

 Nor did the Court of Appeals point to any change in 

statutory language that would render those cases inapposite. In 

truth, differences in the two statutes’ wording are superficial 

rather than substantive. Compare former RCW 82.04.430(2) 

(1980) (“Dues which are for, or graduated upon, the amount of 

service rendered by the recipient thereof are not permitted as a 

deduction hereunder.”) with RCW 82.04.4282(“If dues are in 

exchange for any significant amount of goods or services 

rendered by the recipient thereof to members without any 

additional charge to the member, or if the dues are graduated 

upon the amount of goods or services rendered, the value of 

such goods or services shall not be considered as a deduction 

under this section.”). Red Cedar, Group Health, and 

Automobile Club remain good law and conflict with the 

decision below. 
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 Third, the Court of Appeals wrongly concluded that 

initiation fees differ from dues based on the third and final 

sentence of the deduction statute. Slip Op. at 12-14. That 

sentence reads: 

If dues are in exchange for any significant amount 
of goods or services rendered by the recipient 
thereof to members without any additional charge 
to the member, or if the dues are graduated upon 
the amount of goods or services rendered, the 
value of such goods or services shall not be 
considered as a deduction under this section. 
 

RCW 82.04.4282. This proviso clarifies that receipts are not 

“bona fide,” and thus not deductible, if they are in exchange for 

a significant amount of goods or services or graduated upon the 

amount of goods or services rendered. The Court of Appeals 

concluded that this sentence is inapplicable to initiation fees 

because it uses the term “dues” and not “initiation fees.” Slip. 

Op. at 13-14. The apparent—and problematic—consequence of 

that reasoning is that initiation fees are deductible even if they 

are paid in exchange for a significant amount of goods or 
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services or graduated upon the amount of services rendered (as 

Royal Oaks’ initiation fees were).  

But this Court in Red Cedar expressly held that the 

deduction statute’s final proviso sentence applies to the other 

forms of receipts enumerated in the first sentence, not only to 

“dues.” 62 Wn.2d at 347. The Court held that this proviso 

applied not only to “dues,” but also to other types of charges 

enumerated in the first sentence of the deduction statute: 

Falling, as we believe they do, clearly within the 
proviso of RCW 82.04.430(2) negatives 
consideration of such payments as dues or 
contributions, donations, tuition fees, and thus 
negatives consideration of such payments as a 
permissible deduction . . . . 

Id. at 347 (discussing former RCW 82.04.430(2), later 

recodified as RCW 82.04.4282) (emphasis added). Because the 

trade association in Red Cedar had alleged that its members’ 

payments were “dues” and “contributions,” the Court had to 

interpret the final sentence’s proviso as applying to both to 

conclude, as it did, that the statute’s final sentence rendered the 
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association’s position “untenable.” Id. at 346-47. The proviso in 

the statute’s final sentence clarifies what it means for receipts to 

be “bona fide,” and hence deductible. Thus, it made sense for 

this Court to hold that the proviso applies not only to dues, but 

also to contributions and the other forms of receipts enumerated 

in the statute’s first sentence. In concluding otherwise, the 

decision below conflicts with Red Cedar.  

 More fundamentally, the decision conflicts with 

precedent holding that under the statute’s first sentence, 

payments correlating to the amount of services provided to 

members are not “bona fide” deductible receipts. In Group 

Health, the problem with members’ payments was not simply 

that they fell afoul of the proviso in the statute’s final sentence, 

although that figured into the Court’s analysis. See 72 Wn.2d 

at 435. Rather, this Court concluded that because the payment 

amounts “reflect[ed] upon the services available and furnished 

to [Group Health’s] members,” those payments were not “‘bona 

fide’ dues within the contemplation of the . . . statute.” Grp. 
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Health, 72 Wn.2d at 434. They were not genuinely “dues” paid 

for membership in the organization; they were payments for 

healthcare services. In this way, the Court in Group Health 

grounded its holding in the statutory term “bona fide”—a term 

that modifies “initiation fees” as well as “dues.” 

RCW 82.04.4282.  

 The decision below conflicts with Red Cedar, Group 

Health, and Automobile Club, all of which narrowly construe 

the deduction to exclude amounts paid by members in exchange 

for services rendered. Under those cases, a charge is “bona 

fide” only if it is “exacted for the privilege of membership.” 

Auto. Club, 27 Wn. App. at 786. The Legislature’s purpose in 

enacting RCW 82.04.4282 was not to broadly exclude retail 

service charges from taxation when they are structured as  

up-front rather than periodic payments. Rather, the 

Legislature’s purpose was to exclude fees genuinely paid for 

initiation into an organization’s membership. The decision’s 
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departure from the body of case law interpreting the deduction 

statute merits this Court’s review. 

B. Alternatively, This Case Presents an Issue of First 
Impression Meriting Review 

 Red Cedar, Group Health, Automobile Club, and the 

plain meaning of RCW 82.04.4282 all conflict with the Court 

of Appeals’ decision. But if this Court were to instead agree 

with the Court of Appeals that prior appellate case law is 

inapposite, then this case would present a question of first 

impression about the application of the deduction statute to 

initiation fee receipts. That question would merit this Court’s 

review, particularly given the Court of Appeals’ departure from 

the longstanding regulatory treatment of initiation fees and its 

reliance on an informal administrative decision to effectuate 

that departure.  

 The Court of Appeals distinguished Red Cedar, Group 

Health, and Automobile Club on the grounds that they analyzed 

dues rather than initiation fees. Slip Op. at 13-14. Viewing prior 

appellate precedents in that way, the Court of Appeals was 
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forced to turn to an informal decision by the Board of Tax 

Appeals as “the only adjudicated decision” applying the 

deduction to initiation fees. Id. at 13 (citing Black Diamond 

Gun Club v. Dep’t of Revenue, No. 70949, 2010 WL 3944939 

(Wash. Bd. Tax App. 2010)). In fact, a more recent informal 

Board decision holds the opposite, agreeing with the 

Department’s interpretation of the initiation fee deduction. See 

Innis Arden Swimming Club v. Dep’t of Revenue, No. 93156, 

2021 WL 5871836 (Wash. Bd. Tax App. 2021). But neither 

informal administrative decision provides a strong basis for 

departing from the Department’s longstanding interpretation of 

the deduction statute.  

 Since the 1930s, the Department and the Tax 

Commission have consistently construed the initiation fee 

deduction to include only amounts paid solely for the privilege 

of joining an organization. The 1936 version of the relevant rule 

explained that: “Amounts which may be deducted as initiation 

fees include only amounts actually required to be paid by a 
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person to a club or similar organization for the sole privilege of 

joining such club or similar organization.” Former Rule 117 

(1936) (attached as Appendix C) (emphasis added); see also 

Former Rule 114 (1943) (same language recodified under 

different rule number) (included in Appendix C).  

 When the Department replaced the Tax Commission as 

the administrator of Washington excise taxes, it adopted 

identical rule language.5 See former WAC 458-20-114 (1970) 

(attached as Appendix D). Later versions of the rule expanded 

upon this interpretation but did not change its substance. See 

former WAC 458-20-114 (1984) (expanding the rule) (attached 

as Appendix E); former WAC 458-20-183 (1995) (recodifying 

the expanded rule under a new section) (attached as 

Appendix F).  

                                           
5 The Tax Commission was abolished in 1967 and largely 

replaced by the Department. See Laws of 1967, Ex. Sess., 
ch. 26, § 7. 
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 During the tax period relevant in this case, the 

Department’s interpretive rule continued to define “initiation 

fees” to mean “those amounts paid solely to initially admit a 

person as a member to a club or organization.” Former Rule 

183(2)(i) (2011) (attached as Appendix F) (emphasis added). 

Similarly, it defined “bona fide initiation fees” to “include only 

those one-time amounts paid which genuinely represent the 

value of membership in a club or similar organization. It shall 

not include any amount paid for or attributable to the privilege 

of receiving any goods or services other than mere nominal 

membership.” The Department continues to employ the same 

interpretation of the statute.6  

                                           
6 In 2018, the Department removed the portion of Rule 

183 implementing the RCW 82.04.4282 deduction, with the 
stated purpose of addressing it in a separate rule. See Wash. St. 
Reg. 18-08-051; Wash. St. Reg. 18-11-126. In the meantime, 
the Department continues to employ the same interpretation of 
the statutory phrase “bona fide initiation fees,” as explained in 
an interpretive statement. Specifically, the Department has 
issued Excise Tax Advisory ETA 3230.2021. Available at: 
https://taxpedia.dor.wa.gov/documents/current%20eta/3230.202

https://taxpedia.dor.wa.gov/documents/current%20eta/3230.2021.pdf
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 To the extent there is any ambiguity in the statute, these 

longstanding interpretations by the agencies charged with 

administering the B&O tax are entitled to great weight. See 

First Student, Inc. v. Dep’t of Revenue, 194 Wn.2d 707, 716-19, 

451 P.3d 1094 (2019) (deferring to longstanding Tax 

Commission and Department interpretations to interpret a 

public utility tax definition). This lengthy period of consistent 

agency interpretation, which began with the Tax Commission’s 

contemporaneous construction of the statute, also gives rise to 

an inference of legislative acquiescence. See id. at 718-19 

(quoting In re Sehome Park Care Ctr., Inc., 127 Wn.2d 774, 

780, 903 P.2d 443 (1995)). If this Court agrees with the Court 

of Appeals that its prior cases are inapplicable to initiation fees, 

then this case presents the Court’s first opportunity to consider 

whether the Department’s longstanding treatment of initiation 

fees is consistent with the statutory language. 

                                           
1.pdf (last accessed Feb. 22, 2023). Excise tax advisories are 
interpretive statements authorized by RCW 34.05.230. 

https://taxpedia.dor.wa.gov/documents/current%20eta/3230.2021.pdf
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 In sum, the Court of Appeals decision merits review 

because it conflicts with established precedents. But even if the 

Court agrees with the Court of Appeals’ conclusion that there is 

no on-point precedent, the decision below departs from more 

than 80 years of consistent regulatory treatment. Either way, 

this Court’s review is warranted. 

C. The Court of Appeals Decision Effectively Creates a 
New Deduction for a Broad Range of Industries, 
Meriting This Court’s Review 

 The Court of Appeals decision will substantially impact 

the Department’s administration of the RCW 82.04.4282 

deduction. Under the decision, businesses may shield thousands 

of dollars from B&O and retail sales taxation by shifting them 

from recurring to up-front charges. As the case law suggests, 

this deduction affects a broad array of unrelated economic 

sectors. See, e.g., Red Cedar, 62 Wn.2d at 341 (trade and 

lobbying organization); Grp. Health, 72 Wn.2d at 422 (prepaid 

healthcare services cooperative); Auto. Club, 27 Wn. App. at 

781 (organization providing roadside assistance and other 
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services); Slip Op. at 2 (country club and championship golf 

course). This matter raises an issue of substantial public 

interest, meriting this Court’s review. RAP 13.4(b)(4). 

VI. CONCLUSION 

 For the foregoing reasons, the Department respectfully 

requests that this Court grant review. 

 This document contains 4,726 words, excluding the parts 

of the document exempted from the word count by RAP 18.17. 

 RESPECTFULLY SUBMITTED this 2nd day of March, 

2023.   
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Attorney General 
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IN THE COURT OF APPEALS OF THE STATE OF WASHINGTON 
 

DIVISION  II 
 

ROYAL OAKS COUNTRY CLUB, a 

Washington Non-Profit Corporation, 

No.  56478-5-II 

  

    Appellant,  

  

 v.  

  

WASHINGTON STATE DEPARTMENT OF 

REVENUE, 

PUBLISHED OPINION 

  

    Respondent,  

 
LEE, J. — Royal Oaks Country Club (Royal Oaks) appeals the superior court’s order 

granting summary judgment for the Department of Revenue (DOR) and denying summary 

judgment for Royal Oaks.  Royal Oaks argues that the superior court erred by ruling that Royal 

Oaks’ initiation fees for new club members were only partially deductible under RCW 82.04.4282. 

 We hold that the superior court erred by ruling that Royal Oaks’ initiation fees were only 

partially deductible under RCW 82.04.4282.  Accordingly, we reverse and remand for the superior 

court to enter summary judgment for Royal Oaks. 

FACTS 

 After performing a tax audit on Royal Oaks for tax period from January 2011 through 

March 2016, DOR determined that a portion of Royal Oaks’ initiation fees for new members was 

tax deductible and other portions were non-deductible based on DOR’s interpretation of RCW 

Filed 

Washington State 

Court of Appeals 

Division Two 
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No.  56478-5-II 

 

 

2 

82.04.4282.  Royal Oaks unsuccessfully appealed DOR’s determination, paid the taxes, and filed 

a complaint for a tax refund in superior court.  

The parties agreed to a set of stipulated facts outlined below and filed cross motions for 

summary judgment.  The superior court denied Royal Oaks’ motion for summary judgment, 

granted DOR’s motion for summary judgment, and dismissed with prejudice Royal Oaks’ request 

for a tax refund. 

A. ROYAL OAKS’ SERVICES AND MEMBERSHIP LEVELS 

 Royal Oaks is a nonprofit corporation that owns and operates a country club.  Royal Oaks 

offers several amenities including a golf course, golf pro shop, fitness center, clubhouse with 

several dining options, golf practice facility, and swimming facility.  Non-member guests must 

pay “greens fees” to access the golf facilities.  Clerk’s Papers (CP) at 231. 

 Royal Oaks offers several levels of membership.  Proprietary members receive full access 

to all of Royal Oaks’ facilities and services.  Proprietary members can vote in elections for Royal 

Oaks’ directors and officers and are eligible to serve in those roles.  Additionally, Royal Oaks must 

receive proprietary members’ approval for “‘extraordinary issues’” specified in the bylaws.  CP at 

46.  Proprietary members can seek approval from Royal Oaks’ board to transfer their membership 

to a family member or business owned by a family member.  And proprietary members who resign 

and relinquish membership can receive a “‘refund equity’” of 25 percent of the current proprietary 

member initiation fee at the board’s discretion.  CP at 47 

 Corporate members receive full access to all of Royal Oaks’ facilities and services.  Each 

corporate membership is “owned by a registered business entity for the benefit of a designated 

employee.”  CP at 47. 
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 Intermediate members receive full access to all of Royal Oaks’ facilities and services.  

Intermediate members pay half dues until they reach the age of 35, when their memberships are 

converted to proprietary memberships.  Intermediate members cannot vote for or serve as directors 

or officers.  Intermediate members cannot transfer their memberships. 

 “‘Social with golf’” members have unlimited access to Royal Oaks’ fitness center, 

swimming facilities, dining facilities, and all social events.  CP at 47.  However, social with golf 

members have limited access to Royal Oaks’ golf course and practice facilities.  Social with golf 

members may play one round of golf per month and access the practice facilities on their day of 

play.  Social with golf members may purchase items from the golf pro shop.  And social with golf 

members may purchase additional rounds of golf from November through March, and their 

children may compete in the junior golf tournament.  Social with golf members cannot participate 

in tournaments, vote for directors or officers, or serve as directors or officers. 

 Social members have unlimited access to the fitness center, swimming facilities, dining 

facilities, and all social events.  However, social members cannot use Royal Oaks’ golf course or 

practice facilities.  Social members may purchase items from the golf pro shop.  Social members 

cannot vote for or serve as directors or officers.  

 Dining members have unlimited access to Royal Oaks’ dining facilities.  However, dining 

members cannot use Royal Oaks’ golf course, practice facilities, fitness center, or swimming 

facilities.  Dining members may purchase items from the golf pro shop.  Dining members cannot 

vote for or serve as directors or officers. 
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B. ROYAL OAKS’ INITIATION FEES 

 New members must pay a one-time initiation fee with their application to join Royal Oaks.  

The initiation fee amounts vary by membership level.  During the tax period at issue, new members 

paid the following amounts: 

Year 
Proprietary, Corporate, and 

Intermediate 
Social with golf Social Dining 

2011 $10,000 (reduced to $5,000 in May 

and June) 

$1,000 $200  

2012 $10,000 $1,000 $200  

2013 $10,000 $1,500 $1,000  

2014 $10,000 (reduced to $5,000 in 

November and December) 

$2,500 $1,500 $200 

2015 $10,000 $2,500 $1,500 $200 

2016 $10,000 $2,500 $1,500 $200 

 

CP at 48. 

 Members must also pay monthly dues which vary in amount by membership level.  

Significantly, members must pay their initiation fee and their first month’s dues before they may 

access any facilities, services, or social events.  Members receive a monthly bill that includes 

charges for dues, greens fees, and other charges, which are separately stated and immediately due 

and payable.  If a member does not pay their bill within 60 days, the member loses all membership 

privileges until they have fully paid their outstanding bills. 

C. AUDIT AND PROCEDURAL HISTORY 

 In December 2014, Royal Oaks sought to deduct its initiation fees from its taxable income.  

DOR audited Royal Oaks for the tax period from January 2011 through March 2016.  DOR’s 

auditor calculated the deductible portion of Royal Oaks’ initiation fees using former WAC 458-
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20-183 (1995) (former Rule 183), which allowed for a deduction of bona fide initiation fees1 and 

dues.  The auditor used the same calculation for both initiation fees and dues when determining 

whether Royal Oaks could take a deduction.  Consistent with its calculation for dues, the auditor 

determined that only a percentage of Royal Oaks’ initiation fees were deductible as bona fide 

initiation fees and that the remainder of the initiation fees were taxable as goods or services 

provided to members.  DOR then assessed $2,640.00 in business and occupation taxes and 

$45,245.00 in retail sales taxes arising from Royal Oaks’ income related to initiation fees. 

 Royal Oaks appealed to DOR, arguing that its initiation fees were wholly deductible under 

RCW 82.04.4282.  DOR rejected Royal Oaks’ arguments and affirmed its audit results relating to 

the deductibility of initiation fees.  Royal Oaks petitioned for reconsideration, which DOR denied.  

Royal Oaks paid the taxes assessed by DOR.  

 Royal Oaks then filed a tax refund action in the superior court, again arguing that its 

initiation fees were wholly deductible under RCW 82.04.4282.  The parties jointly filed a partial 

                                                 
1  Former Rule 183 provided that “initiation fees” were those amounts paid solely to initially admit 

a person as a member to a club or organization.  Former WAC 458-20-183(2)(i).  Former Rule 183 

defined “bona fide initiation fees” to include only one-time amounts paid that genuinely represent 

the value of membership in the club or similar organization.  Former WAC 458-20-183(2)(i).  

According to former Rule 183, bona fide initiation fees “shall not include any amount paid for or 

attributable to the privilege of receiving any goods or services other than mere nominal 

membership.”  Former WAC 458-20-183(2)(i).  Former Rule 183 provided that individuals 

seeking deductions from initiation fees may use one of two calculation methods to determine how 

much of their initiation fees are deductible.  Former WAC 458-20-183(4)(c).  Royal Oaks does not 

challenge the calculation method itself on appeal but instead argues that the initiation fees were 

wholly deductible and should not have been subject to the calculation. 

 

 Former Rule 183 was amended in 2018, and the provisions relied on by DOR were deleted.  

Wash. St. Reg. 18-11-126. 
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stipulation of facts and filed cross motions for summary judgment.  The superior court denied 

Royal Oaks’ motion for summary judgment, granted DOR’s motion for summary judgment, and 

ruled that Royal Oaks’ initiation fees were only partially deductible as bona fide initiation fees 

under RCW 82.04.4282.  

 Royal Oaks appeals the superior court’s summary judgment orders. 

ANALYSIS 

A. LEGAL PRINCIPLES 

 1. Summary Judgment 

 We review summary judgment decisions de novo.  Wash. Imaging Servs., LLC v. Dep’t of 

Revenue, 171 Wn.2d 548, 555, 252 P.3d 885 (2011).  “Summary judgment is proper if there are 

no genuine issues of material fact and the moving party is entitled to judgment as a matter of law.”  

Id.; CR 56(c).  Where there are no disputed issues of material fact and the issue is how the tax 

statutes and regulations apply to the facts of the case, we treat the issue as a question of law and 

review the decision de novo.  Wash. Imaging, 171 Wn.2d at 555. 

 2. Statutory Interpretation 

 This case presents questions of statutory interpretation, which we review de novo.  Tesoro 

Refining & Mktg. Co. v. Dep’t of Revenue, 173 Wn.2d 551, 556, 269 P.3d 1013 (2012).  When 

engaging in statutory interpretation, our primary objective is to determine and carry out the 

legislature’s intent.  Id.  To determine the legislature’s intent, we first look to the statute’s plain 

language.  Id.   

If the statute’s plain language is unambiguous, “we give the words their common and 

ordinary meaning.”  Id.  “‘Where statutory language is plain and unambiguous, courts will not 
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construe the statute but will glean the legislative intent from the words of the statute itself, 

regardless of contrary interpretation by an administrative agency.’”  Id. (quoting Agrilink Foods, 

Inc. v. Dep’t of Revenue, 153 Wn.2d 392, 396, 103 P.3d 1226 (2005)).   

A statute is ambiguous only if “‘it is subject to more than one reasonable interpretation.’”  

Jametsky v. Olsen, 179 Wn.2d 756, 762, 317 P.3d 1003 (2014) (quoting City of Seattle v. 

Winebrenner, 167 Wn.2d 451, 456, 219 P3d 686 (2009)).  Only when a statute is ambiguous do 

we turn to statutory construction, legislative history, and relevant case law to determine legislative 

intent.  Id.   

 The plain meaning of a statute is “derived from the context of the entire act as well as any 

‘related statutes which disclose legislative intent about the provision in question.’”  Id. at 762 

(quoting Dep’t of Ecology v. Campbell & Gwinn, LLC, 146 Wn.2d 1, 11, 43 P.3d 4 (2002)).  We 

give effect to all the language in a statute and do not render any portion meaningless or superfluous.  

Spokane County v. Dep’t of Fish & Wildlife, 192 Wn.2d 453, 458, 430 P.3d 655 (2018).  We do 

not add words to statutes where the legislature chose to not include them.  Ctr. for Envtl. Law & 

Policy v. Dep’t of Ecology, 196 Wn.2d 17, 32, 468 P.3d 1064 (2020).  And we use the dictionary 

to determine the plain meaning of undefined words in a statute. Nissen v. Pierce County, 183 

Wn.2d 863, 881, 357 P.3d 45 (2015).   

B. DEDUCTIBILITY OF INITIATION FEES 

 Royal Oaks argues that the superior court erred by granting summary judgment for DOR 

because its initiation fees are wholly deductible under RCW 82.04.4282.  We agree. 

 RCW 82.04.4282 provides for deductions from taxable income for certain types of 

payments as follows: 
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In computing tax there may be deducted from the measure of tax amounts derived 

from bona fide (1) initiation fees, (2) dues, (3) contributions, (4) donations, (5) 

tuition fees, (6) charges made by a nonprofit trade or professional organization for 

attending or occupying space at a trade show, convention, or educational seminar 

sponsored by the nonprofit trade or professional organization, which trade show, 

convention, or educational seminar is not open to the general public, (7) charges 

made for operation of privately operated kindergartens, and (8) endowment funds.  

This section may not be construed to exempt any person, association, or society 

from tax liability upon selling tangible personal property, digital goods, digital 

codes, or digital automated services, or upon providing facilities or other services 

for which a special charge is made to members or others.  If dues are in exchange 

for any significant amount of goods or services rendered by the recipient thereof to 

members without any additional charge to the member, or if the dues are graduated 

upon the amount of goods or services rendered, the value of such goods or services 

shall not be considered as a deduction under this section.  

 

The parties advance differing interpretations of RCW 82.04.4282.  

 1. First Sentence 

 The first sentence of RCW 82.04.4282 states, in relevant part, that “bona fide . . . initiation 

fees” are deductible.  Royal Oaks argues that “bona fide initiation fees” are all fees paid for 

initiation, so long as there is no speciousness, bad faith, fraud, or deceit in treating the payments 

as initiation fees.  DOR argues that “bona fide initiation fees” include only the portion of the 

initiation fees that are genuinely paid for membership.  Specifically, here, DOR argues that only 

$200 per initiation fee is “bona fide” because that is the cost of the lowest initiation fee, and all 

payments beyond $200 are attributable to the use of services and facilities.2 

 Neither “bona fide” nor “initiation fees” are defined in Title 82 RCW, which addresses 

excise taxes.  Therefore, we turn to the dictionary definition of those terms. 

                                                 
2  We note that at oral argument, DOR was unable to identify any situation where an initiation fee 

would be fully deductible.  Wash. Court of Appeals oral argument, Royal Oaks Country Club v. 

Dep’t of Revenue, No. 56478-5-II (Oct. 20, 2022), at 24 min., 13 sec. through 25 min., 6 sec., 

audio recording by TVW, Washington State’s Public Affairs Network, http://www.tvw.org. 
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“Bona fide” is defined as “made in good faith without fraud or deceit,” “SINCERE,” or “not 

specious or counterfeit: GENUINE.”  WEBSTER’S THIRD NEW INTERNATIONAL DICTIONARY 250 

(2002).  “Initiation” is defined as “the act or an instance of formally initiating (as into an office, 

sect, or society).”  WEBSTER’S THIRD NEW INTERNATIONAL DICTIONARY at 1164 .  Taken together, 

the ordinary, everyday meaning of “bona fide initiation fees” is fees paid genuinely for the act or 

instance of formally initiating someone.   

Here, the first sentence of RCW 82.04.4282 is unambiguous.  The plain language of RCW 

82.04.4282 shows that “bona fide initiation fees” do not include dues because “dues” are listed 

separately in the first sentence of the statute and addressed separately in the third sentence, as 

discussed below.  See RCW 82.04.4282.  Thus, the first sentence of RCW 82.04.4282 clearly 

allows for a deduction to be taken for “bona fide initiation fees.”  There is no dispute that the plain 

language of the statute only allows for a deduction of initiation fees that are genuinely related to 

the allowance of a person into club membership.3  It also is undisputed that new members pay a 

one-time initiation fee to become a member at Royal Oaks. 

                                                 
3  While we do not consider agency interpretations if the statute’s plain language is unambiguous, 

we note that this definition aligns with DOR’s own interpretation of “bona fide initiation fees” in 

former Rule 183, which was in effect during the tax periods at issue.  See Jametsky, 179 Wn.2d at 

762.  Former Rule 183 provided that “initiation fees” were those amounts paid solely to initially 

admit a person as a member to a club or organization.  Former WAC 458-20-183(2)(i).  Former 

Rule 183 defined “bona fide initiation fees” to include only one-time amounts paid that genuinely 

represent the value of membership in the club or similar organization.  Former WAC 458-20-

183(2)(i).  According to former Rule 183, bona fide initiation fees “shall not include any amount 

paid for or attributable to the privilege of receiving any goods or services other than mere nominal 

membership.”  Former WAC 458-20-183(2)(i). 

 

 DOR amended former Rule 183 in 2018 and removed the part of the rule addressing 

initiation fees.  Wash. St. Reg. 18-11-126.  The stated purpose of this amendment was to address 
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DOR argues that Royal Oaks may not take a full deduction for its initiation fees because 

part of the initiation fees are for facilities and services, with new members paying higher initiation 

fees to gain access to more facilities and services.  But the record shows that the higher initiation 

fees only correspond with the new member’s membership level.  While the membership level 

determines the members’ ability to access more services and facilities, the membership level also 

determines a member’s ability to participate in tournaments, vote for leaders, serve in leadership 

positions, transfer memberships, and receive refund equities in the event of member resignation.  

Further, payment of the initiation fee does not automatically entitle new members to use Royal 

Oaks’ facilities and services.  Rather, Royal Oaks’ new members must pay their first month’s dues 

along with the initiation fee before they are allowed to use the club’s facilities and services. 

Because the dues are billed separately from the initiation fee, the initiation fee does not 

include any dues, which, again, must be paid before members may use the club’s facilities and 

services.  Members who fail to pay their monthly dues are denied membership privileges.  Thus, 

Royal Oaks’ initiation fees are for new members to become members of the club, not for their use 

of club facilities or services.  Therefore, Royal Oaks’ initiation fees fall within the plain language 

of the deduction for “bona fide initiation fees” allowed in the first sentence of RCW 82.04.4282. 

  

                                                 

initiation fees in a different rule.  Wash. St. Reg. 18-08-051.  As of January 2023, DOR had not 

issued another rule addressing initiation fees. 

 

 However, in October 2021, DOR issued Excise Tax Advisory (ETA) 3230.2021, which 

became effective in July 2022.  Wash. Dep’t of Revenue, Excise Tax Advisory 3230.2021 (Oct. 

22, 2021), https://taxpedia.dor.wa.gov/documents/current%20eta/3230.2021.pdf.  ETA 3230.2021 

uses definitions for “bona fide initiation fees” that are substantially the same as those in former 

Rule 183. 
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 2. Second Sentence 

 The second sentence of RCW 82.04.4282 limits the deduction allowed in the first sentence.  

Royal Oaks argues that the second sentence only disallows deductions for special payments made 

in exchange for a particular good or service, like receiving a free set of golf clubs or five free golf 

lessons.  DOR argues that the second sentence disallows deductions for any payment made in 

exchange for access to facilities that the taxpayer would ordinarily charge people to access. 

The second sentence in RCW 82.04.4282 is also unambiguous.  That sentence states, in 

relevant part, that the statute may not be construed as to allow any person, association, or society 

to be exempt from tax liability for “providing facilities or other services for which a special charge 

is made to members or others.”  RCW 82.04.4282. 

Title 82 RCW does not define “special charge.”  The dictionary defines “special” to mean 

“supplemental to the regular,” “confined to a definite field of action: designed or selected for a 

particular purpose, occasion or other end,” or “containing particulars: DETAILED, SPECIFIC — 

opposed to general.”  WEBSTER’S THIRD NEW INTERNATIONAL DICTIONARY at 2186.  Therefore, a 

“special charge” is a charge supplemental to the regular charges, or one that is specifically designed 

or selected for a particular purpose.  And in the context of the statute and the arguments advanced 

by the parties, these charges must be specifically designed or selected for the use of Royal Oaks’ 

facilities or services. 

 Here, nothing in the record shows that Royal Oaks’ one-time initiation fees are specifically 

designed or selected for anything other than membership into the club.  The record shows that a 

new member’s general use of the club’s facilities and services is not included in the initiation fee 

as a “special charge.”  Contrary to DOR’s argument, the undisputed record shows that Royal Oaks’ 
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initiation fees do not include any amounts that can be considered a “special charge” to allow the 

new member to access club facilities because dues are billed separately at the same time as the 

initiation fee.  It is the payment of the monthly dues that allows members to use the club’s facilities 

and services.   

There may be included in the monthly dues bill charges beyond the use of the club’s 

facilities and services (e.g., food and drink purchases or merchandise purchases from the pro shop).  

These charges on the members’ monthly dues bills might constitute “special charges” because they 

are supplemental to the regular dues for the use of the club’s facility and services.  But unlike 

special charges that may show up in a member’s monthly dues bill, the stipulated facts show that 

there are no “special charges” included in initiation fees (e.g., new members are not provided free 

golf lessons, any free products that are included in the initiation fee, or any other free goods or 

services).   

Therefore, the undisputed record shows that there is nothing included in the initiation fees 

that is a “special charge” within the limitation stated in the second sentence of RCW 82.04.4282.  

Because Royal Oaks’ initiation fees do not fall within the limitation on tax deductions in the second 

sentence of RCW 82.04.4282, Royal Oaks’ initiation fees remain fully deductible under the first 

sentence of RCW 82.04.4282. 

 3. Third Sentence 

 The third sentence of RCW 82.04.4282 provides another limitation for the first sentence’s 

list of income that is deductible.  The third sentence provides that 

[i]f dues are in exchange for any significant amount of goods or services rendered 

by the recipient thereof to members without any additional charge to the member, 

or if the dues are graduated upon the amount of goods or services rendered, the 
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value of such goods or services shall not be considered as a deduction under this 

section. 

 

RCW 82.04.4282. 

 The parties contest whether this sentence applies only to dues or to the other types of 

transactions listed in the first sentence of RCW 82.04.4282.  The plain language of the third 

sentence applies only to “dues” and does not mention any of the other payments listed in the first 

sentence of the statute.  Because we must not add words where the legislature chose to not include 

them, we decline to extend the application of the third sentence to other payments that are not dues.  

See Ctr. for Envtl. Law, 196 Wn.2d at 32. 

 This interpretation comports with the only adjudicated decision addressing the application 

of the statute’s third sentence to initiation fees.  See Black Diamond Gun Club v. Dep’t of Revenue, 

No. 70949, 2010 WL 3944939, at *5 (Wash. Bd. of Tax Appeals Sept. 14, 2010) (“The last 

sentence of RCW 82.04.4282 indicates that if dues are in exchange for any significant amount of 

goods and services, then they shall not be deductible.  There is no such proviso for the category of 

initiation fees.”).   

While DOR argues that other published cases support its position, the cases that DOR cites 

are inapposite because they analyze the predecessor to the current statute and address only dues.  

See Group Health Co-op. of Puget Sound, Inc. v. Wash. State Tax Comm’n, 72 Wn.2d 422, 434, 

433 P.2d 201 (1967) (holding that monthly fees were not deductible because they were dues for or 

graduated upon the amount of services rendered); Red Cedar Shingle Bureau v. State, 62 Wn.2d 

341, 346-47, 382 P.2d 503 (1963) (holding that certain payments were not deductible as dues or 

contributions and that such payments would fall into the dues exception even if they were dues); 
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Auto. Club of Wash. v. Dep’t of Revenue, 27 Wn. App. 781, 786-87, 621 P.2d 760 (1980) (holding 

that annual dues were not deductible). 

 The income at issue here is initiation fees, not dues.  Dues for the use of the club’s facilities 

and services are billed separately and not included in the initiation fee.  Thus, the third sentence’s 

limitation for tax deductions under RCW 82.04.4282 is inapplicable, and Royal Oaks’ initiation 

fees remain fully deductible under the first sentence of RCW 82.04.4282. 

CONCLUSION 

We hold that the superior court erred by ruling that Royal Oaks’ initiation fees were only 

partially deductible under RCW 82.04.4282.  Accordingly, we reverse the superior court’s order 

granting summary judgment for DOR and denying summary judgment for Royal Oaks, and we 

remand for the superior court to enter summary judgment for Royal Oaks. 

 

  

 Lee, J. 

We concur:  

  

Maxa, J.  

Cruser, A.C.J.  
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RCW RCW 82.04.428282.04.4282

DeductionsDeductions——Fees, dues, charges.Fees, dues, charges.

In computing tax there may be deducted from the measure of tax amounts derived from bonaIn computing tax there may be deducted from the measure of tax amounts derived from bona
fide (1) initiation fees, (2) dues, (3) contributions, (4) donations, (5) tuition fees, (6) charges made by afide (1) initiation fees, (2) dues, (3) contributions, (4) donations, (5) tuition fees, (6) charges made by a
nonprofit trade or professional organization for attending or occupying space at a trade show,nonprofit trade or professional organization for attending or occupying space at a trade show,
convention, or educational seminar sponsored by the nonprofit trade or professional organization,convention, or educational seminar sponsored by the nonprofit trade or professional organization,
which trade show, convention, or educational seminar is not open to the general public, (7) chargeswhich trade show, convention, or educational seminar is not open to the general public, (7) charges
made for operation of privately operated kindergartens, and (8) endowment funds. This section maymade for operation of privately operated kindergartens, and (8) endowment funds. This section may
not be construed to exempt any person, association, or society from tax liability upon selling tangiblenot be construed to exempt any person, association, or society from tax liability upon selling tangible
personal property, digital goods, digital codes, or digital automated services, or upon providingpersonal property, digital goods, digital codes, or digital automated services, or upon providing
facilities or other services for which a special charge is made to members or others. If dues are infacilities or other services for which a special charge is made to members or others. If dues are in
exchange for any significant amount of goods or services rendered by the recipient thereof toexchange for any significant amount of goods or services rendered by the recipient thereof to
members without any additional charge to the member, or if the dues are graduated upon the amountmembers without any additional charge to the member, or if the dues are graduated upon the amount
of goods or services rendered, the value of such goods or services shall not be considered as aof goods or services rendered, the value of such goods or services shall not be considered as a
deduction under this section.deduction under this section.

[ [ 2009 c 535 § 4102009 c 535 § 410; ; 1994 c 124 § 31994 c 124 § 3; ; 1989 c 392 § 11989 c 392 § 1; ; 1980 c 37 § 31980 c 37 § 3. Formerly RCW . Formerly RCW 82.04.43082.04.430(2).](2).]

NOTES:NOTES:

IntentIntent——ConstructionConstruction——2009 c 535:2009 c 535: See notes following RCW  See notes following RCW 82.04.19282.04.192..

IntentIntent——1980 c 37:1980 c 37: See note following RCW  See note following RCW 82.04.428182.04.4281..
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54 RULES OF THE REVENUE ACT OF 1936 [Rule 117 

Sales b7 supply houses of articles of equipment, such as kitchen utensils, 

fountain ftxtures, booths and the like to restaurants, soda fountains, beer 

parlors, etc., are retail sales upon which the Retail Sales Tax must be col­

lected by the supply houses. In the same category are sales of napkins, 

whether linen or paper, toothpicks, matches and the like. 

BONA FIDE INITIATION FEES, DUES, CONfRIBUTIONS, DONA­
TIONS, TUITION FEES AND ENDOWMENT 

FUNDS-DEDUCTIONS 
Rule 117. 

In computing tax liablllty, amounts derived from bona fide intuatton fees, 

dues, contributions, donations, tuition fees and endowment funds may be 

deducted from the measure of tax under the Business and Occupation Tu:. 

This deduction ts to be strictly construed and such amounts may only be 

d~ducted provided, 
( 1) they are bona fl.de, and 
( 2) they have been Included In the "Gross Amount" reported under the 

classtflcatlon with respect to which the deduction ls sought, and 

(3) they have no·t been otherwise deducted through inclusion in the 

amount of an allowable deduction taken under such classiftcatlon for another 

reason, and 
( 4) they do not exceed the Umitatlons hereinafter set forth. 

. Amounts which may be deducted as 1n1Uation fees include only amounts 

actually required to be paid by a person to a club or similar organization 

for the sole privilege of joining such club or similar organization. 

Amounts which may be deducted as dues include only amounts which a 

member must pay toward the support of .a club or similar organization in 

order to retain his membership therein and does not include amounts which 

are for or graduated upon services rendered to a member of such club or 

organization . 
. The term "tuition fees" refers only to fees charged by an educational 

institution and, in addition to instruction fees, includes librar.Y, laboratory, 

health and other special fees and amounts charged for room and board when 

the property or service for which such charges are made is furnished exclu­

sively to the students or faculty of such institution. 

An "educational institution," which may deduct "tuition fees," includes 

any institution created or generally accredited as such by the state and offer­

ing to students an educational program of a general academic nature. Such 

Institutions include the following: 
(a) The common schools, the state normal schools, the University of 

Washington, the State College of Washington and such other schools which 

are or may be establtshed by law and maintained at public expense as part 

of the "uniform school system" provided for in Remington's Revised Stat­

utes, section 4618, et seq.; 
( b) Parochial sch~ols and private schools accredited to schools of the 

"uniform school system" by the State Board of Education or the State De­

partment of Fducation; 
(c) Schools whose students and credentials are accepted without exami­

nation by the schools referred to fn (a) and (b) above. 

A business college, dancing school, music school or any trade or specialty 

school generally ls not an "educational Institution" within the meaning of 



Rule 119] LABELS, TAGS·AND NAMEPLATES 55 

that term as de1lned above and, therefore, is not permitted the deduction for 
"tuition fees," which are taxable under the classification "Service and Other 
Business Activities" at the rate of ½ of 1 % . 

The right to deduct bona fide initiation fees, d~es, contributions dona­
tions, tuition fees and endowment funds does not exempt any perso~. asso­
ciation or society from tax liability upon selling tangible personal property 
or upon providing facilities or services for which a special charge is made to 
members or others. • 

SALES OF CONf AINERS, WRAPPING AND PACKING 
MATERIALS AND RELATED PRODUCTS 

Rule 118. 

When used in this rule, the term "containers" includes all c·ontainers, 
boxes, wrapping and packing materials, bags, twines, wrapping papers, 
gummed tapes, cellophane, bottles, drums, cartons, sacks or other packing, 
packaging, containing and wrapping materials in which tangible personal 
property may be contained. 

Sales of containers to persons for use in connection with rendering ser­
vices, or for personal or other uses, are sales for consumption and the Retail 
Sales Tu must be collected thereon. For example, the sale of paper boxes 
to a laundry Is subject to tax because laundries use such boxes In connection 
with rendering services and do not sell property contained therein. 

Sales of containers to persons who resell the containers in the regular 
course of business are not subject to the Retail Sales Tax. Included in this 
class are sales of envelopes to a stationer ·and sales of boxes and packing 
materials to persons packing fruit for others. 

Sales of containers to persons who sell tangible personal property con-· 
talned in such containers are sales for resale and not subject to the Retail 
Sale Tu lf title to the containers passes to other persons along with the 
property sold and ~ontained therein. For example, sales of wrapping paper 
and boxes to a department store, cans to a cannery, or beer bottles to a 
brewery, are sales for resale because'· the department store, cannery and 
brewery resell goods contained therein. 

Salee of containers to persons who sell tangible personal property in the 
containers, but retain title to such containers which are to be returned for 
reuse, are sales for consumption, and the Retail Sales Tax must be collected 
thereon. This class may Include such containers as wooden or metal bottle 
cases, barrels, hogsheads, gas tanks, carboys, drums, bags, milk bottles and 
many others when title remain& in the seller and when they are customarily 
returned to and reused by him ln making other deliveries. In sueh eases, 
if a charge ls made against, or deposit is required from, the customer for 
the container, with the understanding that such charge will be cancelled or 
deposit rebated when the container is returned, such amounts wtll be con­
sidered u security for the use and the return of the container, and there is 
no resale of the container. 

LABELS, TAGS AND NAMEPLATES 
Rule 119 . 

. Salea of labels, tags or name platea to persons for use in connection with 
rendering services, for personal or business use, or which do not become an 
inaeparable part of products sold, are sales for consumption and the Retail 
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24 RULES RELATING TO THE REVENUE ACT [Rule 114 

photographer for use in the production of photographs are not retail sales. 

On the other hand, sales of ammonia to an ice cream manufacturer for use 

in the freezing of ice cream are retail sales and subject to the Retail Sal~ 

Tax. The ammonia does not unite in a chemical reaction with any of the 

ingredients or components of the ice cream, but instead is consumed in the 

refrigerating plant to produce merely a physical change in such ingredients 

or components. 
Sales of diesel or fuel oil to a steel mill or foundry, for use or consump­

tion primarily in generating heat, are retail sales and subject to the Retail 

Sales Tax, notwithstanding that some portion of the oil may cause a chemical 

reaction and to some extent alter the character of the article being manu­

factured or processed. 
In special cases where doubt exists, a special ruling will be made by the 

Tax Commission upon submission of all the pertinent facts relative to the 

nature of the chemical substances concerned and the use made thereof by 

the purchaser. 
Effective May 1, 1943. 

BONA FIDE INITIATION FEES, DUES, CONTRIBUTIONS, DONA­

TIONS, TUITION FEES AND ENDOWMENT 
FUNDS-DEDUCTIONS 

Rule 114. 
In computing tax liability amounts derived from bona fide initiation fees, 

dues, contributions, donations, tuition fees and endowment funds may be 

deducted from the measure of tax under the Business and Occupation Tax. 

This deduction is to be strictly construed and such amounts may only be 

deducted providing: 
(1) They are bona fide, and 

(2) They have been included in the "Gross Amount" reported under 

the classification with respect to which the deduction is sought, and 

(3) They have not been otherwise deducted through inclusion in the 

amount of an allowable deduction taken under such classification :for another 

reason, and 
( 4) They do not exceed the limitations hereinafter set forth. 

Amounts which may be deducted as initiation fees include only amounts 

actually required to be paid by a person to a club or similar organization for 

the sole privilege of joining such club or similar organization. 

Amounts which may be deducted as dues include only amounts which a 

member must pay toward the support of a club or similar organization in 

order to retain membership therein and does not include amounts which are 

for or graduated upon services rendered to a member of such club or organi-

zation. ' 

The term "tuition fees" refers only to fees charged by an educational 

institution and, in addition to instruction fees, includes library, laboratory, 

health and other special fees and amounts charged for room and board when 

the property or service for which such charges are made is :furnished exclu­

sively to the students or faculty of such institution. 

An "educational institution" which may deduct "tuition fees" includes any 

institution created or generally accredited as such by the state and offering 

to students an educational program of a general academic nature and those 

institutions which are not operated for profit and which are privately en-
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dowed under ~ deed_ (?f trust to offer instruction in trade, industry and agricuJ­

tur~, b_ut not •~cl~ding specialty schools, business colleges, other trade schools 

or surular institutions. Educational institutions include the following: 

(a? The common schools, the state normal schools, the University of 

Washington, the State College of Washington and such other schools which are 

or U:ay _be established by law and maintained at public expense as part of 

the 'unilorm school system" provided for in Remington's Revised Statutes 

section 4518, et seq.; ' 

/ (b) Parochial schools and private schools accredited to schools of the 

"uniform school system" by the State Board of Education or the State De­

partment of Education, and which are not specialty schools, business colleges, 

other trade schools or similar institutions· , 
(c) Schools whose students and credentials are accepted without exami­

nation by the schools referred to in (a) and (b) above, and which are not 

specialty schools, business colleges, other trade schools or similar institutions. 

A business college, dancing school, music school or specialty school is not 

an "educational institution" within the meaning of that term as defined above, 

and is not permitted the deduction for "tuition fees," which are taxable 

under the classification "Service and Other Activities" of the Business and 

Occupation Tax at the rate of ~ of 1 %. 
The right to deduct bona. fide initiation fees, dues, contributions, donations, 

tuition fees and endowment funds does not exempt any person, association or 

society from tax liability upon selling tangible personal property or upon 

providing facilities or services for which a special charge is made to members 

or others. · 
Effective May 1. 1943. 

SALES OF PACKING MATERIALS AND CONTAINERS 

Rule 115. 
The term "packing materials" means and includes all boxes, crates, bottles, 

cans, bags, drums, 'cartons, wrapp_in~ papers, cellophane, twines, gummed 

tapes, wire, bands, excelsior, waste paper, and all other materials in which 

tangible personal property may be contained or protected within a container, 

for transportation or delivery to a purchaser. 
Sales of packing materials to persons who sell tangible personal property 

contained thereb\. or protected thereby are sales for resale and not subject to 

the Retail Sales Tax if title thereto passes with the goods contained therein. 

Sales of containers to persons who sell tangible personal property therein 

but who retain title to such containers which are to be returned for reuse are 

sales for consumption, and the Retail Sales Tax or the Compensating Tax 

must be paid upon the sale or use thereof. This class includes wooden or 

metal bottle cases barrels, gas tanks, carboys, drums, bags, milk bottles, 

syphon bottles and other items, when title thereto remains in the seller and 

when such articles are customarily returned to and reused by him in making 

other deliveries. If a charge is made against a customer for the container, 

with the understanding that such charge will be cancelled or rebated when the 

container is returned, the amount charged is deemed to be made as security 

for the return of the container. 
Returned Containers-In computing tax under the "Manufacturing," 

"Wholesaling," and "Retailing'' classifications of the Business and Occupation 
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TITLE 458 REVENUE, DEPA~'IMENT OF 

ARTICLES PURCHASED FOR DUAL PURPOSES. Where an article purchased serves a dual 
purpose, tax liability under the retail sales tax Is determined by the primary purpose for 
which the article is purchased. The fact that a portion of the article purchased actu .. •· 
becomes a physical part of the new article produced for sale is not in itself sufficicP, 

. constitute the snle thereof a sale at wholesale, unless such use is the primary purpose 
which the article was purchased. Thus, the sale of coal to a cem~nt manufacturer whkh 
is used primarily as a fuel for producing heat is a taxable retail sale even though the ush 
from the burned coal is blown into the cement mixture and actually remains an ingredie~t 
thereof. Likewise the sale pf coke to a foundry to produce heat for melti11g iron or sk,I 
ls a taxable retail sale, although a secondary purpose in using coke is lo introduce carbon 
into the metal. 

CHEMICALS USED IN PROCESSING. Sales of chemicals to a person for use in processing 
articles produced for sale are not retail sales, and therefore arc not subject to the retail 
sales tax. 
"Chemicals used in processing" carries its common restricted meaning in commercial usage, 
It includes only chemical substances which are used by the purchaser to unite with other 
chemical substances, present as ingredients or components of the articles or substances being 
processed, to produce a chemical reaction therewith, as contrasted with merely a physical 
change therein. A chemical reaction is one in which ·there takes place a permanent change 
of certain properties, with the formation of new substances which differ in chemical 
composition and properties from the substances originally present, and .usually differ from 
them in appearance as well. It is not necessary that all of the new substances which are 
formed be present in the final completed article or substance which is sold; one o.r more 
of such new substances resulting from the chemical reaction may be removed or drawn off 
in the processing. · 

To illustrate: Sales of chemicals to a pulp mill for use in the digesting and. bleaching of 
pulp arc not subject to the retail sales tax because such' chemicals react chemically "'­
the cellulose in the pulp fiber which, in turn, becomes a major ingredient of the final prodt 
paper. Similarly, sales of carbon to nn aluminum reduction plant for the primary purpose 
of forming a chemical reaction with alumina to remove its oxygen content are not retail 
sales. 

Conversely, !lales of water purifiers and wetting agents to a pulp mill are taxable sales. The 
treated water acts primarily as a conveyor or carrier ol' the pulp fibers and only an insignificant 
part of the water becomes an ingredient of the final product. Similarly, sales of caustic 
soda to potato processors lo remove peelings from potatoes arc retail sales because. the 
chemical reacts only with the peelings which are removed as waste, and not with the potatoes 
which are sold· ns the final product. 

Sales· of diesel or fuel oil to n steel mlll or foundry, for use or consumption primariiy in 
generating heat, are retail sales and subject to the retail sales· tax, notwithstanding the fact • 
that 110me portion of the oil· may cause n chemical reaction and to some extent alter the 
character of the article being manufactured or processed. 

In special cases where doubt cxhlts, a special mli111 will be· made by the Department of 
Rebvetnue upon submdissiodn tohf all the pedrtinhent ffacbta rchlative to

1 
the nature of the chemical ·.t_l_. 

su s ances conceme an e use ma e t erco y t e pure laser. , 

Revised June I, 1970. 
[Order ET_ 70-3, §458-20-113, filed 5/29-/70, eff. 7/1/70.J 

WAC 458-20-114 (Rule 114) BONA FIDE INITIATION FEES, DUES 
CONTRIBUTIONS, DONATIONS, TUITION FEES AND ENDOWMENT FUNDS~ 

Amounts derived from bona fide initiation fees, dues, contributions, donations, tuition i9'. 0 

and endowment funds may be deducted from the measure of tax under the business and j 
occupation tax. (RCW 82.04.430(2)). This deduction is construed strictly and such amounts 
may be deducted only if: I 

[458-20--p 20] 
(12/16/74) 

Supp. #13(7/1/74) 
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EXCISE TAX RULES ch. 458-20 

I. They are bona fide, and 
2. They have been included in the Gross Amount reported under the classification with 
respect to which the deduction is sought, and 
3. They have not been otherwise deducted through inclusion in the amount of an 
allowable deduction taken under such classification for another reason, and 
4. They do not exceed the limitations hereinafter set forth. 

Amounts which may be deducted as ini/iation fees are those amot1nls only which are actually 
required to be paid by a person to a club or similar organization for the sole privilege 

of joining such club or similar organization. 

Amounts which may be deducted as dues are those amounts only which a member must 
pay toward the support of a club or similar organization in order to retain membership 
therein. Amounts which are for, or graduated upon, the amount of services rendered to 
a member of such club or organization may not be deducted. The terms "dues" and "initiation 
fees" must be given their ordinary meaning and do not include, for example, amounts paid 
to trade· or industry associations for services rendered and such payments are proportional 
to the size and volume of the member's business or manufacturing operations. 

The term "tuition fees" refers only to fees charged by educational institutions, and, in 
addition to instruction fees, includes library, laboratory, health and other special fees and 
amounts charged for room and board when the property or service for which such charges 
are made is fumishe'd exclusively to the students or faculty of such institutions. 

"Educational institutions" which may deduct "tuition fees" are those which have been created 
or generally accredited as such by the state and which offer to students an ·edu~ational 
program of a general_ academic nature and those institutions which are not operated for 
profit and which are privately endowed under a deed of trust to offer instrnction in trade, 
industry and agriculture, but not including specialty schools, business colleges, other trade 
schools or similar institutions. Educational institutions which are entitled to the deduction 
include the following: 

a. The common schools, the slate normal schools, the University of Washington, the 
Washington State University and such other schools which are or may be established . 
by law and maintained at public expense as part of the "uniform school system" provided 
for in RCW ~8.02.010; 
b. Parochial schools and private schools accredited to schools of the "uniform school 
ll)'stem" by the State Board of Education or the State Department of Education, and 
which are not specialty schools, business colleges, other trade schools or similar 

institutions; . 
c. Schools whose students and credentials are accepted without. examination by the 
S<::hools referred to in "a" and "b" above, and which are not specialty schools, business 
colleges, other trnd,e. schools or similar institutions. 

A business college, clnncing school, music school or specialty school is not an "educational 
institution" within the meaning of that term as defined above. Tu1tion fees collected by 
sudt institulions arc tnx:1ble under the Service and Other Busirwss Activities cl,issification 
of the busincs., and occu1,ation tax. 

l11e right to deduct bona fide initiation fees, dues, contributions, donations, tuition fees 
and endo::,nnent funds does not exempt any person, association or society from tax liability 
upon selhng tangible personal property or upon providing facilities or services for which 
a special charge is made to members or others. 

Revised June I, 1970. 
(Order ET 70-3, §458-20-114, filed 5/29/70, eff. 7/1/70.J 

WAC 458-20-115 (Rule 115) SALES OF PACKING MATERIALS AND 
CONTAINERS. 

The term "packing materia_ls" means and includes all boxes, crates, 

(12/16/74) 
Supp. #13(7/1/74) WASHINGTON ADMINISTRATIVE CODE [458-20--p 21) 
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( 4) Any expenditures made by the institution ~or 
postage for indigent inm~te~ may_ be recouped by the in­
stitution whenever such indigent inmate has a five dollar 
or more balance in his/her trust fund account. 

WSR 84-08-012 
ADOPTED RULES 

DEPARTMENT OF REVENUE 
(Order 84-1-Filed March 27 , 1984) 

I, Donald R . Burrows, director of the Department of 
Revenue, do promulgate and adopt at Oly~pia, 
Washington, the annexed rules relating to Non_bus1_ness 
income-Bona fide initiation fees, dues, contributions, 
tuition fees and endowment funds, WAC 458-20-114. 

This action is taken pursuant to Notice No. WSR 84-
05-067 filed with the code reviser on February 22, I 984. 
These rules shall take effect thirty days after they are 
filed with the code reviser pursuant to RCW 
34.04 .040(2). 

This rule is promulgated under the general rule­
making authority of the Department of Revenue as 
authorized in RCW 82.32.300. 

The undersigned hereby declares that the agency has 
complied with the provisions of the Open Public Meet­
ings Act (chapter 42.30 RCW}, the Administrative Pro­
cedure Act (chapter 34.04 RCW) and the State Register 
Act (chapter 34.08 RCW) in the adoption of these rules. 

APPROVED AND ADOPTED March 27, 1984. 
By Matthew J . Coyle 

Deputy Director 

AMENDATORY SECTION (Amending Order ET 70-
3, Rule I I 4, filed 5 /29 /70, effective 7 / I /70) 

WAC 458-20-114 NONBUSINESS INCOME­
BONA FIDE INITIATION FEES, DUES2 CONTRI­
BUTIONS, ((DONATIONS,}) TUITION FEES AND 
ENDOWMENT FUNDS. ((Amounts detived f10111 
bona fide initiation fees, dues, co11tr ibutions, donations, 
tuition fees and endowment fu11ds may be deducted fr 0111 
the measure of tax under the business a11d occupatio11 
tax . (RCW 82.04.430(2)) [RCW 82.04.4282} . This de­
ductio11 is c011st1 ued strictly a11d such amou11ts may be 
deducted 011ly if. 

I. They arc bona fide, a11d 
2. They have bee11 i11cludcd i11 the gross amount re-

potted u11de1 the classification with r cspect to which the 
deduction is sought, and 

3. They have not been other wise deducted tlnough in­
clusion i11 the amount of an allowable deduction taken 
u11de1 such classification for a11othe1 r cason, and 

4. They do not exceed the limitations he1 einafte1 set 
furtir. 

Amounts which may be deducted as initiation fees ate 
those amounts only which are actually 1cqui1ed to be 
paid by a per son to a club or similar OJ ga11izatio11 l'.<'r _the 
rote pt ivilege of joining such club or smulat 
or ganizatio11. 

A111ou11ts which may be deducted as dues are those 
a111ou11ts only which a 111e111be1 must pay toward the 

I 12 1 

support of a club or similar organization iu order to re­
tain mernbership therein. Amomrts which are for, or 
gt aduated upon, the amount of set vices I ender ed to a 
membet of such club or 01 ganization may not be de­
ducted. The terms ''dues" a11d "i11itiation fees" must be 
given theit 01di11a1y meaning and do not include, for ex­
ample, a111ou11ts paid to trade or industry associat!o11s for 
seJVices rendered and such payme11ts are p1opo1t1onal to 
the size and volume of the member's business 01 manu­
factm ing oper atio11s.)) RCW 82.04.4282 provides for a 
business and occupation tax deduction for amounts de­
rived from activities and charges of essentially a non­
business nature. Thus, outright gifts, donations, 
contributions, endowments, tuition, and initiation fees 
and dues which do not entitle the payor to receive any 
significant goods or services in return for the payment 
are not subject to business and occupation tax. The 
scope of this statutory ded~ction is l~~ited. to sit~ations 
where no business or proprietary act1V1ty (including the 
rendering of goods or services) is engaged in which di-
rectly generates the income claimed fo_r _deduction. . 

Many for-profit or nonprofit ent1t1es may rece1~e 
"amounts derived," as defined in this rule, which consist 
of mixture of tax deductible amounts (bona fide initia­
tion fees and dues) and taxable amounts (payment for 
significant goods and services rendered). For purposes of 
distinguishing between these kinds of income, the law 
requires that tax exemption pro~is~ons must ~e strictly 
construed against the person claiming exemption . Also, 
RCW 82.32.070 requires the maintenance of suitable 
records as may be necessary to determine the amount of 
any tax due. The result of these legal requirements is 
that all persons must keep adequate records sufficient to 
establish their entitlement to any claimed tax exemption 
or deduction. 

CONTRIBUTIONS, DONATIONS, AND ENDOWMENTS. 

Only amounts which are received as outright gifts are 
entitled to deduction. Any amounts, however designated, 
which are received in return for any goods, services, or 
business benefits are subject to business and occupation 
tax under the appropriate classification depending upon 
the nature of the goods, services, or benefits provided . 
Thus, for example, so-called "grants" which are re­
ceived in return for the preparation of studies, white pa­
pers, reports, and the like do not constitute deductible 
contributions, donations, or endowments. RCW 82.04-
.4297 and WAC 458-20-169 provide for a specific de­
duction for compensation from public entities for health 
or social welfare services. 

BONA FIDE INITIATION FEES AND DUES. 

The law does not contemplate that the deduction 
should be granted merely because the payments required 
to be made by members or customers are designated as 
"initiation fees " or "dues ." The statutory deduction is 
not available for outright sales of tangible personal 
property or for providing facilities or services for a sp~­
cific charge. Neither is it available " ... if dues are m 
exchange for any significant amounts of goods or ~er­
vices rendered by the recipient thereof to members with­
out any additional charge to the member, or if the dues 
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are graduated upon the amount of goods or services 
rendered ... " (RCW 82.04.4282). Thus, it is only 
those initiation fees and dues which are paid for the ex­
press privilege of belonging as a member of a club, or­
ganization, or society, which are deductible. 

Also, the statute does not distinguish between the 
kinds of clubs, organizations, associations, or other enti­
ties which may be eligible for this deduction. They may 
be operated for profit or nonprofit. They may be owned 
by the members, incorporated, or operating as a part­
nership, joint venture, sole proprietorship, or cooperative 
group. They may be of a charitable, fraternal, social, 
political, benevolent, commercial, or other nature. How­
ever, none of these characteristics determines the en­
titlement to tax deduction. The availability of the 
deduction is determined solely by the nature of the ac­
tivity or charge which generates the "amounts derived" 
as defined in this rule. 

The deduction is limited to business and occupation 
tax. There is no provision under the law for any deduc­
tion from retail sales tax or use tax of amounts desig­
nated as initiation fees or dues. Consequently, any club 
or organization that collects dues or initiation fees from 
members who in turn receive tangible personal property 
or retail services as defined in RCW 82.04.050, or li­
censes to use real property as defined in RCW 82.04-
.050, must collect and report retail sales tax on the value 
of such goods or services sold. (See WAC 458-20-183, 
Places of amusement or recreation, and WAC 458-20-
166, Hotels, motels, boarding houses, resorts, summer 
camps, trailer camps, etc., for additional guidance rela­
tive to retail sales and retail services.) 

DEFINITIONS: 

The words and terms utilized in RCW 82.04.4282 are 
not given a statutory definition in the Revenue Act. Un­
der the general rules of statutory construction, those 
words and terms are to be given their ordinary and 
common meaning. Hence, for purposes of RCW 82.04-
.4282 and this rule the following definitions will apply: 

"Amounts derived" means gross income from whatev­
er source and however designated. It includes "gross 
proceeds of sales" and "gross income of the business" as 
those terms are defined by RCW 82.04.070 and 82.04-
.080, respectively. It shall also include income attributa­
ble to bona fide initiation fees and bona fide dues. 

"Bona fide" shall have its common dictionary mean­
ing, i.e., in good faith, authentic, genuine. 

"Initiation fees" are those initial amounts which are 
paid solely to admit a person as a member to a club or 
organization. "Bona fide initiation fees" within the con­
text of this rule shall include only those one-time 
amounts paid which genuinely represent the value of 
membership in a club or similar organization. It shall 
not include any amount paid for or attributable to the 
privilege of receiving any goods or services other than 
mere nominal membership. 

"Dues" are those amounts paid solely for the privilege 
or right of retaining membership in a club or similar or­
ganization. "Bona fide dues" within the context of this 
rule shall include only those amounts periodically paid 
by members which genuinely entitle those persons to 

(13) 

continued membership in the club or similar organiza­
tion. It shall not include any amounts paid for goods or 
services rendered to the member by the club or similar 
organization. 

"Significant amount" relates to the quantity or degree 
of goods or services rendered and made available to 
members by the organization. "Significant" is defined as 
having important meaning or the quality of being 
important. 

"Goods or services rendered" shall include those 
amusement and recreation activities as defined in RCW 
82.04.050, WAC 458-20-166, and 458-20-183. The 
term shall include the totality or aggregate of goods or 
services available to members. It is not determinative 
that some members actually receive more goods or actu­
ally enjoy more services than others so long as the total­
ity of the goods or services offered are made available to 
members in general. 

"Any additional charge" means a price or payment 
other than bona fide initiation fees or dues, paid by per­
sons for particular goods and services received. The ad­
ditional charge must be reasonable and any business 
and/or sales taxes must be paid upon such charges in 
order to qualify other income denominated as "dues" to 
be deductible. The reasonableness of any additional 
charge will be based on one of the following two criteria: 
(l) It must cover all costs reasonably related to furnish­
ing the goods or services, or (2) it must compare with 
charges made for similar goods or services by other 
commercial businesses. 

"Value of such goods or services" shall mean the 
market value of similar goods or services or computed 
value based on costs of production. 

METHODS OF REPORTING: 

Persons who receive any "amounts derived" from ini­
tiations fees and/or dues may report their tax liabilities 
and determine the amount of tax reportable under dif­
ferent classifications (Retailing or Service) by use of al­
ternative methods, based upon: 

1. A standard deduction of 20 percent of 
gross income (This method is available for 
use only by not-for-profit organizations); or, 

2. Actual records of facilities usage; or, 

3. Cost of production of facilities and 
benefits. 

All amounts derived from initiation fees and dues 
must be reported as gross income which then must be 
apportioned between taxable and deductible income. The 
alternative apportionment methods are mutually exclu­
sive. Thus, if a qualifying organization elects to use the 
standard deduction, neither of the other methods may be 
used. Organizations which cannot qualify to take the 
standard deduction, or which elect not to do so, may ap­
portion their income based upon such actual records of 
facilities usage as are maintained. This method is ac­
complished by: 

a) The allocation of a reasonable charge for 
the specific goods or services rendered: 



WSR 84-08-012 Washington State Register, Issue 84-08 

PROVIDED, That in no case shall any allo­
cation of any separate charge for any goods 
or services be deemed "reasonable" if the 
aggregate of such charges is insufficient to 
cover the costs of providing such goods or 
services; or, 
b) The average comparable charges for such 
goods or services made by other commercial 
businesses. 

The actual records of facilities usage method must re­
flect the nature of the goods or services and the frequen­
cy of use by the membership, either from an actual tally 
of times used or a periodic study of the average mem­
bership use of facilities. Actual usage reporting may also 
be based upon a graduated or sliding fees and dues 

Facility Period Source Value Base ----

Golf 3 mos Reservations Mkt Comparison 

Camping 6 mos Vacancy Study Mkt Comparison 

structure. For example, an organization may charge dif­
ferent initiation fees or dues rates· for a social member­
ship than for a playing membership. The difference 
between such rates is attributable to the value of the 
goods or services rendered. It constitutes the taxable 
portion of the "amounts derived" allocable to that par­
ticular activity. Because of the broad diversification of 
methods by which "amounts derived" may be assessed or 
charged to members, the actual records of usage method 
of reporting may vary from organization to organization. 
The following are some examples of this reporting 
method for several different kinds of facilities. 

Usage Value Taxable 
Income 

* 
5,000 rounds ! $7.50 ~ $372500 

Round 
4,500 stays ! $12.50 ~ $56,250 

Stay 
Racquetball 9 mos Reservations Charge to Nonmember 1,250 hours ! $4.00 ~ $5,000 

Swimming 12 mos Member Survey Actual Charges 

Tennis 1 mo Graduated Graduated Fee 
Fee Structure Structure 

*Figures and dollar amounts shown are hypothetical. 

Organizations which provide more than one kind of 
"goods or services" as defined in this rule, may provide 
such actual records for each separate kind of goods or 
services rendered. Based upon this method the total of 
apportioned "taxable" income may be subtracted from 
total gross income to derive the amount of gross income 
which is entitled to deduction as "bona fide initiation 
fees and dues" under RCW 82.04.4282. 

COST OF PRODUCTION METHOD. 

This alternative apportionment method is available 
only for persons who do not take the standard deduction 
and when, it is impossible or unfeasible to maintain ac­
tual usage records. Under such circumstances apportion­
ment of income may be done based upon the cost of 
production of goods or services rendered. Persons using 
this method are advised to seek the department's review 
of the cost accounting methods applied, in order to avoid 
possible tax deficiency assessment if records are audited. 
In such cases the cost of production shall include all 
items of expense attributable to the particular facility 
(goods or services) made available to members, includ­
ing direct and indirect overhead costs. 

l 14 I 

Hour 
3,650 uses X $1.00 ~ $3,650 

Use 
200 playing ! $50.00 per $10,000 
members Member 

Direct overhead costs include all items of expense im­
mediately associated with the specific goods or services 
for which the costs of production method is used, e.g., 
the salary of a swimming pool lifeguard or a golf club's 
greenskeeper. 

Indirect overhead costs include a pro rata share of to-­
tat operating costs, including executive and employee 
salaries as well as a pro rata share of administrative ex­
pense and the cost of depreciable capital assets. 

No portion of assets which have been fully depreciat­
ed will be included in computing overhead costs, nor will 
there be included any costs attributable to membership 
recruitment and advertising, or providing members with 
the indicia of membership (membership cards, certifi­
cates, contracts of rights, etc.). 

The cost of production method is performed by multi­
plying gross income (all "amounts derived") by a frac­
tion, the numerator of which is the cost of providing any 
specific goods or service, and the denominator of which 
is the organization's total operating costs. The formula 
looks like this: 

Direct and Indirect Costs of Specific Goods or Service 

. ................................................................. x Gross Income 
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Total Business Costs 

The result is the portion of "amounts derived" which 
is allocable to the taxable facility (goods or services 
rendered.) The balance of gross amounts derived is de­
ductible as bona fide initiation fees or dues. If more than 
one kind of facility (goods or services) is made available 
to members, this formula must be applied for each in 
order to determine the total of taxable and deductible 
amounts and to determine the amount of taxable income 
to report as either retailing taxable or service taxable. 

Under. very unique circumstances and only upon ad­
vance written request and approval, the department will 
consider variations of the foregoing accounting methods 
as well as additional factors shown to be unique to cer­
tain kinds of organizations. 

Unless income accounting and reporting are accom­
plished by one or a combination of methods outlined in 
~his rule, or under a unique reporting method authorized 
m advance by the department, it will be presumed that 
all "amounts derived" by any person who provides 
"goods or services" as defined herein, constitute taxable, 
nondeductible amounts. 

TAX CLASSIFICATIONS. 

Persons who derive income from initiation fees and 
dues may find that they have incurred business and oc­
cupation tax liability under both the retailing and service 
and other activities classifications. For example, an or­
ganization may furnish golf as well as sauna bath facili­
ties to its members in return for payment of dues. The 
former is a retailing taxable activity while the latter is 
taxable under the service business tax. These taxes are at 
different rates. Once the income has been apportioned 
between taxable and deductible amounts, the parts of 
taxable income attributable to either retailing activities 
or service activities must be reported on the excise tax 
return under the appropriate classification and under the 
prevailing tax rates. In addition, state and local retail 
sales taxes measured by the retailing portions must be 
separately collected from dues paying members, report­
ed, and remitted with the same excise tax return. (See 
WAC 458-20-183, 458-20-166, and RCW 82.04.050 
for further guidance in distinguishing between retailing 
and service activities for excise tax purposes.) 

NONPROFIT YOUTH ORGANIZATIONS. 

Nonprofit youth organizations which, as such, are ex­
empt from property tax under RCW 84.36.030 may de­
duct fees or dues received from members even though 
the members are entitled to use the organization's facili­
ties, including camping and recreational facilities, in re­
turn for such payments. (See RCW 82.04.4271). 

TUITION FEES. 

The term "tuition fees" refers only to fees charged by 
educational institutions, and, in addition to instruction 
fees, includes library, laboratory, health and other spe­
cial fees and amounts charged for room and board when 
the property or service for which such charges are made 
is furnished exclusively to the students or faculty of such 
institutions. 

I ts I 

"Educational institutions" which may deduct "tuition 
fees" are those which have been created or generally ac­
credited as such by the state and which offer to students 
an educational program of a general academic nature 
and those institutions which are not operated for profit 
and which are privately endowed under a deed of trust 
to offer instruction in trade, industry and agriculture, 
but not including specialty schools, business colleges, 
other trade schools or similar institutions. ((Educational 
institntions which a,c entitled to the deduction include 
the following. 

a. The common schools, the state 1101 mal schools the 
H . . ' mve1s1ty of Washington, the Washington State Hni-
.e,s!ty and snch othe1 schools which a1e 01 may be es­
tabhshed by law and maintained at public expense as 
pa1t of the "unifonn school system" p1ovided fo1 in 
RCW 28.02.010, 

b. Pa1ochial schools and pd.ate schools acc1edited to 
schools of the "u11ifo11n school system" by the state 
boaid of edncation 01 the state depa1tmcnt of education 
and which a1e not specialty schools, business colleges'. 
othe1 bade schools 01 similai institutions 

. c. Schools ~ hos~ students and c, edenti~ls a1 e accepted 
Mthont exammatton by the schools 1efc11ed to in "a" 

d "b" b d I. I · an . a ove, an w 11c I a1e not specialty schools, 
bnsntess colleges, othe1 ti ade schools 01 simila1 
institutions.)) 

A business college, dancing school, music school or 
specialty school is not an "educational institution" with­
in the meaning of that term as defined above. Tuition 
fees collected by such institutions are taxable under the 
service and other business activities classification of the 
business and occupation tax. 

The right to deduct bona fide initiation fees dues 
contributions, donations, tuition fees and end~wmen~ 
funds does not exempt any person, association or society 
from tax liability upon selling tangible personal property 
or upon providing facilities or services for which a spe­
cial charge is made to members or others. However 
agencies or institutions of the state of Washington, such 
as the University of Washington and community colleges 
are exempt from payment of the business and occupation 
tax. 
Revised ( (Jmte l, 1970)) March 27, 1984. 

WSR 84-08-013 
EMERGENCY RULES 

BOARD OF 
PILOT AGE COMMISSIONERS 

[Order 84-2, Resolution No. 84-2-Filed March 27, 1984) 

Be it resolved by the Board of Pilotage Commission­
ers, acting at Colman Dock, Seattle, Washington 98104, 
that it does adopt the annexed rules relating to marine 
pilot liability, trip insurance rule, repealing WAC 296-
116-330. 

We, the Board of Pilotage Commissioners, find that 
an emergency exists and that this order is necessary for 
the preservation of the public health, safety, or general 
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Excise Tax Rules 
458-20-104 ... ••·"•·, 

claim a small business B&O tax credit for the entire ninety­
dollar B&O tax liability. 

Maximum Credit available for quarterly 
filers (3 x $35) . . . . . . . . . . . . . . . . . . . . . . . . . $105 
B&O Tax due . . . . . . . . . . . . . . . . . . . . . . . . . . $ 90 

Credit Available . . . . . . . . . . . . . . . . . . . . . . . . $ 90 

(b) HM Corporation has been as .. igned a quarterly 
reporting period by the department of revenue. HM's B&O 
tax liability from all business activities for the fourth quru.1er 
is one hundred twenty dollars. This tax liability exceeds the 
one hundred five-dollar maximum small business B&O tax 
c redit availabl e for a quarterly period (three times the 
monthly credit amount of thirty-five dolJa,s). However, a 
reduced small business tax credit is available. This credit is 
computed by subtracting HM's B&O tax Jiability of one 
hundred twenty dollars from the figure of two hundred ten 
dollars (lwice the max.imum credit available for a quarterly 
reporting period). HM Corporation may claim a small 
business tax. credit of ninety dollars. 

Twice the Maximum Credit available for 
quarterly filers (2 x $105) .................. $210 
T ,ess: R&O Tax due . . . . . . . . . . . . . . . . . . . . . $120 

Credit Available . . . . . . . . . . . . . . . . . . . . . . . . $ 90 

(c) XY Inc. has been assigned a quarterly reporting 
period by the department of revenue. XY's B&O tax 
liability for the first quarter i., two hundred fifty dollars. As 
XY' s B&O tax liabilitv exceeds the two hundred ten-dollar 
figure used to determi~ any reduced B&b tax credit (twice 
the maximum credit available for a quarterly reporting 
period), XY Inc. is not eligible for the small business B&O 
tax credit. 

Twice the Maximum Credit available for 
qua1terly filers (2 x $105) .................. $210 
Less: B&O Tax due . .. .................. $250 

Credit Available . . . . . . . . . . . . . . . . . . . . . . . . $ 0 

(d) BG Manufacturing has been assigned a quarterly 
reporting period. BG has incurred a ninety-dollar tax 
liability under the wholesaling B&O tax classification, and 
a seventy-dollar tax liability under the manufacturing B&O 
tax classification, for a total B&O tax liability of one 
hundred s ixty dollars during the first quarter. As BG 
manufactures much of what it sells at wholes.iJe, BG 
qualifies tor an internal multiple activities ta'<: credit (MATC) 
of sixty dollars. (See WAC 458-20-19301 on multiple 
aclivilies tax credit~.) BG Manufacturing would claim its 
MATC prior to computing its small business B&O tax 
credit. BG's B&O tax liability net of the MATC is one 
hundred dollars, which is less than the one hundred five­
dollar maximum credit available for the reporting period. 
BG may claim a one hundred-dollar small business B&O tax 
crerli t. ,,, 

Wholesaling B&O Tax due ........ . ....... . 
Add: Manufacturing B&O Tax due . . . . . . . . .. . 

Subtotal of B&O Tax due ................. . 

$ 90 
$ 70 

$160 

Less: MATC $ 60 

Total B&O Tax Liability ........ . .... . .... $100 

Maximum Credit available for quarterly 
filers (3 x $35) .......... . ....... .... .. . $105 
B&O Tax due ........ . ....... .. ..... .. . $1 00 

Credit Available $100 

(t:) BB Corporation ha~ been assigned a quarterly 
reporting period by the department of revenue. BB' s total 
tax.able public ;.1tility income for the third quarter is one 
thousand three hundred dollars. BB Corporation is e.11.empt 
for the payment of public util ity tax because BB' s taxable 
public income does not exceed the one thousand five 
hundred-dollar minimum taxahle amount for this reporting 
period. 

[Statutory Authority: RCW 82.32.300. 95•07-088, § 458-20-104, filed 
3/17/95. effective 4/17/95: f3-07-034 (Order ET 83-17), § 4S8-20-104, filecl 
3/15/83; Order ET 70-3, § 45&-20-104 (Rule 104), filed 5l29n0, effective 
7/lnO.) 

WAC 458-20-114 Repealed. See Disposition Table 
at beginning of this chapter. 

WAC 458-20--183 Amusement, recreation, and 
physical fitness services. (1) Introduction. This section 
provides tax reporting instructions for persons who provide 
amusement, recreation, and physical fitness services, includ­
ing persons who receive their income in the form of dues 
and initiation fees. Section 301, chapter 25, Laws of 1993 
sp. scss., amended RCW 82.04.050 to include as a retail sale 
"physical fitness services." This change became effective 
July 1, 1993. Physical fitness services. were previously taxed 
under the service and other business activities classification. 
Amusement and recreation services were retail sales prior to 
the 1993 law amendment and :he tax classification remains 
unchanged for these activities. 
· (a) Local governmental agencies that provide amuse­
ment, recreation, and physical fitness ser vices s_hould also 
refer to WAC 45g_20-189 (Sales to and by the state of 
Washington, counties, cities, school districts, and o ther 
municipal subdivisions). 

(b) Persons engaged in operating coin operated amuse­
ment devices should refer to WAC 458-20-187 (Co in 
operated vending machines, amusement devices and service 
machines). 

(c) Persons engaged in providing camping and outdoor 
living facilities should refer to WAC 458-20-118 (Sale or 
rental of real estate, license to use real estate) and WAC 
458-20-166 (Hotels, motels, boarding houses, rooming 
houses, resorts, summer camps, trailer camps, ere.). 

(2) Definitions. The following defini tio ns apply 
throughout this section: 

(a) "Amounts derived" means gross income from 
whatever source and however designated. It includes "gross 
proceeds of sales" and "gross jncome of the business" as 
those terms are defined by RCW 82.04.070 and 82.04.080, 
respectively. It shall also include income attributa ble to 
bona fide "initiation fees" and bona fide "dues." 
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(bj "Amu.:iernt"Jt! ;i.,J n:trt'Jlion u-nfo:s" io;;JuJe-, b.1l 
ue not Jim.Le<.! ltl: Ovl(, poi.II, biOi.mJs, sk.Mioi, l-0\\'liJtg, 
i:wimoing, bl!Olfl't" j11111piog. ski Ufls aoO tow~. h~,sk.etbaO, 
racquet buJJ. twoJb1ill, M.Jm~ . kMis, uoJ ;JJ batliog ,.;Oge~. 
' Ammemenl und re~:1e ,t1)00 ~en Ke~" <1.s u J.o-.:h '-'e th<: 
pro•.'lsion uf telat.,,J fodJilit's Sl)(.;b ••~ ~elbi'11 ~:uu1ts., tennis 
oouns, l'.;Jtdt-.,ll i.:ourl:s., .S\',itum1~ ?JQls, aOO .;b..ug~ o;,ll:e 
tor pro,·idin.g lit(} q ppunu,d,y It,; d;in,.;;:. 'TW ~ rJ;l "itlJlll» 
meut .iod re-.retition s«Vke-4" docs 001 include iO$fn:ctll.'o.-.t 
k ~son; to klll'r. l\ pnniculu tlCti\·i~· ,11cb ii$ tenru, te,wn;, 
f\Viu otin.g l~ru, or orcl:ctJ fos,ons 

(..:) "Any ~ i~ QQI"~ cll.1rie" :r,,enu,s , pri~ <:'1 p;iymee1 
ocMt thna bon11 ti,:lt: ioi:fotl(lc (i:t:,; {Ir tit•t'<>. p:i.il:t b}' pet'>Ons 
tor pa."ticufor iw:ls and s~nice:; nx·ch·cd. T.te additional 
charge mui.t be rt.isonabfe s.nd a ny busioess aod/cr ~.ales 
u x.es :nust be ?a.id upon >uth clnir!,!tS in order IQ •4u11Hfy 
other iooom"-d:noro:nnted us "' bo!111. fate dl.<':t" or ~f<'e~~ kl 
be ~ u(:libl::. The m1ll'oo;1bk-M ss of 11~ · ;,J<.fitiua;d ,.:barie 
wiJJ be b11st">J ,m. ooe uf l~ foU,,wio:; l\•,o ait«ia: 

(l.l JI ntllSl ~:u,·er all W\:b Je~a!>Jy rel..1led lu Jul'l.l$h~ 
in~ the ::lx~i; t4 ~er\·11.:1t..s; tli 

(ii) JI lt'IIJS! 00 ¢Ulllj).lr.)b)e \\.ilh ~~b)l,t.~ m;)Ji;; ltir SiJwlu 
p .k.ld~ v1 ~ rdu;:s by uthe.i oc•upttrl1b-le b11~in~se~. 

(d} ' J>il.t".ct Q\~rht:11-;t oosts" ioclude id.l iterus of <•Xpe~e 
Jmmecliat~?y <'!Ssoti;)t,xl :with the ~pe-v:iic:. goods er SCl'\'ic-es 
tor wbfo.t tbe co,i., o f proctuctioo o cthod is uaed. For 
C-X~Olplc, th~ S!llfll)' of .ii. ,wimm.iui;: }OOl Jifo~t1ard or the 
sid«)' c-f ;i t:Nf d uh· s ~eosk¢cp:-r !IT¢ b(lth direcr ovcrt,¢00 
coos jn J<<.wicliot: swbr,ntins ~trl solti.ng ~11\·('Jy. 

(c) "Dll?s" are those ~moun1s periodic:111:,· paid by 
membenl soJe.Jy fer the ? utpO•e •:>f cntitlin_g :hooe ?Crsons 10 
contin:iec membership in the club or similar Mi;aniza:ioQ. 
k sh.all not includ: any amount~ paid for goods <•t sen·iccs 
render¢d to lbe memb:'r by tbt' club or M:nilar orgrioi.za1l0ri. 

{ t) "='.nlry fees" mellns :hose amounts paid solely to 
uJJow .a person the prh·Hege of e.ntering a murnameni or 
ctht>r typ<' of ,:ornpclicion. The tmn does oot incllde any 
ilWVUtll$ -.:ti.cg('(.) tor 1M un..kr1yiog ltrelhity, 

(~) "G<."00~ ,11 Set\·k-~s reodereJ" shall include tholle' 
<IOOU~C)(, te('fe{!riOO, al\d pbys.i,:;(i filMS$ ~en·ku defillcd 
t•> b.:- t~ulil <J<11(!$ fo {m) of tb~ ,ubscttio11. Abo Jc-c. WAC 
458-2•)- 166 ( Hotels , motel:, boa.rdi.11~ b,:rtucs, roo1nius 
l:<1'U$Ct, ~ t ort:, tumm.~r cau,ps, u~nc, c3mps, etc.} aod 
WAC 45S-20-2A·1 (Food p-00l.1m t l bo.~ t.:nu sh..U ind...& 
f.1c tou1.licy <Ir 32gret,ai.~ ,,f &.nods (If ~ r~·iec:1; a,,a.ib hle tfl 
member$. It is not detc(minati·,e that some mc mbct!. 
oc..w:.11}' rccci\'C more ~ond.~ c:r ,:w:i.lly c.~j<iy m,'M'C !.:!¥\'ices 
tbar. o:he:-s ao loog r.s the totalil}' :>f d1c gMd!; nr s~vioc!t 
cft'a-cd arc mate :wailahle f\-, m~m~ 11'\ in s.c1\c1·.1I. 

(h) "lndirc..::.t overbc:i.d co~h ~ means overhead .::o;.1!; 
bcurred ·,y the scn 'icc ptoV1d.::r 1hat 3ft 1v.,1 inrndi:ucl)' 
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e.x.ec:.uti\'e srilari:s ind emp]o}e~ salark~ dw aro not "d·.rc..""l 
l)\•("1l1Cild CC:.Slll ~ - ~ lh:d 11.'.rlll ii. J.;fi 111>.!. iu (J) uf ui;!C ~u,.w.:~­
tkm, a.; wd: t\S a p,~ ,·~ta :ihvc <>f t.Jmini!Cuath-c w.p-.:nli,;$ 
:ind the COGI of dcptcciabfo C!l!'il.ul a.~11::-l.1. 

a; "J!Ut'-uion foc:1'' m<.\arta tbc:.st . a:110001& paid solely u 
ifU.W\U;,- idmh :,. pt,so1) as 3 11)t-11l~r to :l. dub llC' org:.ci.23• 
rion. 'B,:1na fide mitia.tion f~!;' -.,,i,hin 1he c~11til>:I of 1his 
r:J lc sha.11 include onl}' th\~C nne,.iime :u 11oonu ()lid w"'.lic:l 
g,enui~-ly rcp1tscot the yaJuc of mcmhcr;thip in s l'lu> or 

(I~ W,\C Solwp-pt,1:11 J~l} 

$.UWhu •:Jfg,10W.,1iv11. l l Ji;,U 111.>I inch1Je •m~· .tttwum p11kl 
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stt\·i.-:es ~be, tb.'ln uie:r~ n()Jtl.iMl Jlt~ltbm.hip. 

•J) 'leag ,,,e [ei(;S'' tttit~'luS Ill~ ;;iuVt•al.'.> p.ii.d n1kly foc 
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nud u:co:-.i..;e U tbe prb.w)' focus i:o tbc Jart.::i·. 
(m) "S.,fo m rc«iil~ or ' rcu1il s~c" inclWc 1ht ealc o, 
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Jc.;s.,!ls., at<'t t:,s-ahl6- u11det 1he Se.J\·ite aoJ olb~r ;1.,;th itk's 
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classification. Persons providing licenses to use real estate, 
such as separately itemized billings for locker rentals, are 
also taxable under this classification. See WAC 458-20-118 
(Sale or rental of real estate, license to use real estate). 

(4) Receiving income in the form of dues and/or 
initiation fees. 

(a) General principles. For the purposes of the 
business and occupation tax, all amounts derived from 
initiation fees and dues must be reported as gross income 
which then must be apportioned between taxable and 
deductible income. The following general principles apply 
to providing amusement, recreation, and physical fitness 
services when income is received ir: the form of dues and/or 
initiation fees: 

(i) RCW 82.04.4282 provides for a business and 
oc<-'Upation tax deduction for amounts derived from activities 
and charges of essentially a nonbusiness nature. The scope 
of this statutory deduction is limited to situations where no 
business or proprietary activity (including the rendering of 
goods or services) is ehgagt:d in whil:h directly generates tht: 

· income claimed for deduction. Many for-profit or nonprofit 
entities may receive "amounts derived," as defined in this 
section, which consist of a mixture of tax deductible amounts 
(bona fide initiation fees and dues) and taxable amounts 
(payment for significant goods and services rendered). To 
distinguish between these kinds of income, the law requires 
that tax exemption provisions be strictly construed agaimt 
the person claiming exemption. Also, RCW 82.32.070 
requires the maintenance:: of suitable recorui; as may be 
necessary to determine the amount of any tax due. The 
result of these statutory requirements is that all persons mu:;t 
keep adequate records sufficient to estublish their entitlement 
to any claimed tax exemption or deduction. 

(ii) The Jaw does not contemplate that the deduction 
provided for by RCW 82.04.4282 should be granted merely 
because the payments required to be made by members or 
customers are designated as "initiation fees" or "dues." The 
statutory deduction is not available for outright sales of 
tangible personal property or for providing facilities or 
services for a specific charge. Neither is it available if dues 
are in exchange for any significant amounts of goods or 
services rendered by the recipient thereof to members 
without any additional charge to the member, or if the dues 
are graduated upon the amount of goods or services ren­
dered. Thus, it is only those initiation fees and di.Jes which 
are paid solely and exclusively for the express privilege of 
belonging as a member of a dub, organization, or society, 
which are deductible. 

(iii) In applying RCW 82.04.4282, no distinction is 
made between the kinds of clubs, organizations, associations, 
or other entities which may be eligible for this deduction. 
They may be operated for profit or nonprofit. They may be 
owned hy the members, incorporated, or operating as a 
partnership, limited liability company, joint venture, sole 
proprietorship, or cooperative group. They may be of a 
charitable, fraternal, social, political, benevolent, commercial, 
or other nature. The availability of the deduction is deter­
mined solely by the nature of the activity or charge which 
generates the "amounts derived" a~ that term is defined in 
subsection (2)(a) of this section. 

(iv) Nonprofit youth organizations, as defined in 
subsection (2)(k) of this section, may deduct fees or dues 
re;;eived from members even though the:: members are 
entitled to use the organization's facilities, including camping 
and recreational facilities, in return for such payments. (See 
RCW 82.04.4271.) 

(b) Allocation of income. Persons who derive income 
from initiation fees and dues may find that they have 
incurred business ancl occupation tax liahility under both the 
retailing and service and other activities classifications. For 
example, an organization may furnish exercise equipment as 
well as provide lessons in martial arts to its rnemb1m; in 
return for payment of dues. The fonner is a retailing taxable 
activity while the latter is taxable under the service business 
tax. These taxes are at different rates. Once the income has 
been allocated between taxable and deductible amounts, the 
parts of taxable income attributable to either retailing 
activities or service activities must be reported on the 
combined excise tax return under the appropriate classifica­
tion and unuer the prevailing tax rates. In addition, state and 
local retail sales taxes measured by the retailing porLions 
must be separately collected from dues paying members, 
reported, and remitted with the same excise tax return, 

(c) Alternative methods of reporting. Persons who 
receive any "amounts derived" from initiations fees and/or 
dues may report their tax liabilities and determine the 
amount of tax reportable under different classifications 
(retailing or service) by use of two alternative allocation 
metho<ls. The taxpayer may only change its selected 
allocation method annually and all changes are prospective 
only. These mutually exclusive methods are: 

(i) A.ctual records of facilities usage. 
(A) Persons may allo:::ate their income based upon such 

actual record~ of facilities usage as are maintained. This 
method is accomplished by either: The al location of a 
reasonable charge for the specific goods or services ren­
dered; or, the average comparable charges for such goods or 
services made by other comparabfo businesse~. In nu case 

• shall any charges under either method be calculated to be 
less than the actual cost of providing the respective good or 
service. When using the average comparable charges 
method the te1m "comparable businesses" shall not include 
subsidized public facilitie~ when used by a private facility. 

(R) The actual records of facilities usage method must 
reflect the nature of the goods or services and the frequency 
of use by the membership, either from an actual tally of 
times use<l or a periodic study of the average membership 
use of facilities. Actual usage reporting may also be based 
upon a graduated or sliding fees and dues structure. For 
ex.ample, an organization may charge different initiation fees 
or dues rates for a social membership than for a playing 
membership. The difference between such rates is attribut­
able tO the value of the goods or services rendered. lt 
constitutes the taxable portion of the "amounts derived" 
allocable to that particular activity. Because of the broad 
diversification of methods by which "amounts uc::rivt:d" may 
be assessed or charged to members, the actual records of 
usage method of reporting may vary from organization to 
organization. 

(C) Organizations which provide more than one kind of 
"goods or services" as defined in subsection (2)(g) of this 
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section, may provide such actual records for each separate 
kind of goods or services rendered. Based upon this method, 
the total of apportioned "taxable'' income may be subtracted 
from total gross income to derive the amount of gross 
income which is entitled to deduction as "bona fide initiation 
fees and dues" under RCW 82.04.4282; or 

(ii) Cost of production method. 
(A) The cost of production allocation method is based 

upon the cost of production of goods or-services rendered. 
Persons using this method are advised to seek the 
department's review of the cost accounting methods applied, 
in order to avoid possible tax deficiency assessment if 
records are audited. In such cases, the cost of production 
shall include all items of expense attributable to the particu­
lar facility (goods or services) made available to members, 
including direct and indirect overhead costs. 

(B) No portion of assets which have been ful]y depreci­
ated will be included in computing overhead costs, nor will 
there be included any costs attributable to membership 
recruitment and advertising, or providing members with the 

. indida of membership (membership cards, certifo.:ates, 
contracts of rights, etc.). 

(C) The cost of production method is performed by 
multiplying gross income (all "amounts derived") by a 
fraction, the numerator of which is the direct. and indirect 
costs associated with providing any specific goods or service, 
and the denominator of which is the organization's total 
operating costs. The result is the portion of "amounts 
derived" that is allocable to the taxable facility (goods or 
services rendered). If more than one kind of facility (goods 
or services) is made available to members, this formula must 
be applied for each facility in order to determine the total of 
taxable and deductible amounts and to determine the amount 
of tax.able income lo r~port as eilher retailing taxable or 
service taxable. The balance of gross amounts derived is 
deductible as bona fide initiation fees or dues. 

(D) Under very unique circumstances and only upon 
advance written request and approval, the department will 
consider variations of the foregoing accounting methods as 
well as unique factors. 

(E) Unless income accounting and repmting are accom­
plished by one or a combination of methods outlined in this 
section, or under a unique reporting method authorized in 
advance by the department, it will be presumed that all 
"amounts derived" by any person who provides "goods or 
services" as defined herein, constitute taxable, nondeductible 
amounts. 

(5) Retail sales tax. 
(a) The retail sales tax must be collected upon charges 

for admissions, the use of facilities, equipment, and exercise 
classes by all persons engaged in the amusement, recreation, 
and physical fitness services that are defined to be retail 
sales in subsection (2)(m) of this section. The re.tail s:des 
tax must also be ..:ollecte<l upon sales of food, drinks and 
other merchandise by persons engaging in such businesses. 
See WAC 458-20-244 (Food products) . In the case of 
person,; who receive their income in the form of dues and/or 
initiation fees, the amount of gross receipts determined to be 
taxable under the retailing business and occupation classifi­
cation shall be used to dete1mine the person's retail sales tax 
liability under this subsection. 

[1996 WAC Supi-page 1564] 

(b) When the charge for merchandise is included within 
a charge for admission which is not a "sale at retail" as 
defined herein, the retail sales tax applies to the charge made 
for both merchandise and admission, unless a proper 
segregation of such charge is made in the billing to the 
customer and upon the books of account of the s.eller. 

(c) The retail sales tax applies upun the purchase or 
rental of all equipment and supplies by persons providing 
amusement, recreation, and physical fitness services, other 
than merchandise that is actually resold by them . For 
example, the retail sales taX applies to purchases of such 
things as soap or shampoo provided at no additional charge 
to members of a health club. 

(6) Transitory provisions for nonprofit youth organi­
zations. The 1993 amendment of RCW 82,04.050 resulted 
in "physical fitness services" provided by nonprofit youth 
organizations being classified as retail sales. However, 
section 1, chapter 85, Laws of 1994, amended RCW 
82.08.0291 and thereby exempted from the definition of 
retail sale, the sale of such services by a nonprofit youth 
organization to members of the organization. This change 
became effective July 1, 1994. Therefore, nonprofit youth 
organizations are only liable for retail sales tax on the sale 
or charge made for "physical fitness services" from July 1, 
1993, to June 30, 1994. Nonprofit youth organizations were 
previously exempt from the collection of retail sales tax on 
"amusement and recreation services" (RCW 82.08.0291) and 
were previously not subject to retailing business and occupa­
tion tax: on both the provision of "physical fitness services'' 
and "amusement and recreation services" (RCW 82.04.4271). 
Nonprofit youth organizations, however, may have tax 
liabilities for other types of activities, such as retail sales of 
food, retail sales of tangible personal prope11y, or the license 
lo use real estate, as discussed above. 

[Statutory Authority: RCW 82.32.300 . 95-22-100, § 458-20-183, filed 
11/1/95, effective IV2/95; 84-12-046 (Order ET 84-2), § 458-20-183, filed 
6/1/84. Statutory Authority: RCW 82.01.060(2) and 82.32.300. 78-07-045 
(Order ET 78-l-), § 458-20-183, filed 6/27n8', OrderET 70-3, § 458-20.183 
(Rule 183), file<l 5129no, effective 7/ 1/70.J 

WAC 458-20-18601 Wholesale and retail cigarette 
vendor licenses. (1 ) Definitions. For purposes of this 
section, the following terms mean: 

(a) "Wholesaler" is any person who purchases, sells, or 
distributes cigarettes to retailers for the purpose of resale 
only. 

(b) "Retailer" is any person, other than a wholesaler, 
who purchases, sells, offers for sale or distributes cigarettes 
at retail and all persons operating under a retailer's registra­
tion certificate. 

(c) "Place of business" is any location where business 
is transacted with, or sales are made to, customers. The 
term also includes any vehicle, truck, vessel, or the like at 

· · · wlii"ch sale's are made. · · 
(d) "Department" is the department of Ievcnue. 
(2) Wholesale license. Prior to the sale or distribution 

of cigarettes at wholesale, each wholesaler must first be 
issued a wholesale cigarette license from the department of 
licensing. 

(a) Applications for license or renewal of license shall 
be made on forms supplied by the department of licensing 
and shall be accompanied by the annual license fee of $650. 
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