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Agency Identification 
 
Executive Office        William N. Rice, Director 
1025 Union Ave. SE, Suite 500      WillR@dor.wa.gov 
PO Box 47454        (360) 586-3462  
Olympia, WA 98504-7454      Web site – http://dor.wa.gov  
 

Introduction 
 
As the state’s principal tax collection agency, the Department of Revenue collects more than 97 percent 
of the state General Fund tax revenues for a total of $13.9 billion during Fiscal Year 2004.   
 
The Department collects about 60 different taxes, including $8.1 billion in state and local sales and use 
tax, and $2 billion in business and occupation (B&O) tax. 
 
More than half of the agency’s employees are located in three buildings in the Olympia-Tumwater area, 
but the Department also operates 16 offices around the state, including 12 that are open to the public and 
provide taxpayer assistance.  The Department employs 36 auditors in 17 out-of-state locations near major 
business centers.  
 

Taxpayer Service Locations Other Office Locations 

Bellingham Spokane Aberdeen 
Everett Tacoma Bothell 
Richland Tumwater Bremerton 
Kent Vancouver Federal Way 
Port Angeles Wenatchee Lacey 
Seattle Yakima 

 

Olympia 
 

 

Out-of-State Auditor Presence 
(number of auditors in state) 

Arizona (1) Idaho (1) New York (1) 
California (6) Illinois (3) Ohio (2) 
Colorado (2) Michigan (1) Pennsylvania (2) 
Connecticut (1) Minnesota (2) Texas (6) 
Florida (1) Missouri (1) Virginia (1) 
Georgia (2) New Jersey (3)  

mailto:WillR@dor.wa.gov
http://dor.wa.gov/


 
Organization and Budget  
 
Audit 

 
Taxes administered and collected by the Department depend primarily upon voluntary compliance by 
taxpayers.  The Audit Division verifies taxpayer reporting accuracy for a wide variety of taxes.  Auditors 
work directly with taxpayers to identify and correct improper reporting, deter tax evasion, and provide 
education about tax reporting to promote voluntary compliance with excise tax laws.  Audit Division staff 
are located both in field offices across the state and remote offices throughout the United States where 
they conduct audits on businesses engaged in multi-state business activities. 
 

FY 2004 FY 2005 
FTEs: 288.6 284.0 
Budget:  $21,802,000 $21,352,000 

Contact person:  Tremaine Smith, Assistant Director, (360) 725-7518 
 
Compliance 

 
The Compliance Division assesses and collects delinquent taxes through direct contact with taxpayers; 
pursues collection on unpaid, past due receivables; conducts investigations to identify and recover 
unreported taxes from unregistered businesses operating in Washington State; and assesses and collects 
taxes from Washington residents who owe use tax on tangible personal property.  Located in several cities 
statewide, division staff also provide personal assistance and education to taxpayers through in-person, 
telephone, and outreach efforts to ensure proper registration and accurate reporting. 
 

FY 2004 FY 2005 
FTEs: 215.0 212.7 
Budget:  $14,797,000 $15,184,000 

Contact person:  Mike Grundhoffer, Assistant Director, (360) 725-7300 
 
Property Tax 

 
The Property Tax Division oversees the administration of property taxation at the state and local level by 
providing training, guidance and direction to county assessors, treasurers, and boards of equalization.  The 
division directly appraises the property of 375 inter-county utility companies.  We measure the level of 
assessment in each county, provide appraisal assistance, administer tax exemptions, approve county 
revaluation programs, analyze legislation, and conduct compliance reviews to assess county compliance 
with state law. 
 

FY 2004 FY 2005 
FTEs: 54.0 53.0 
Budget:  $5,215,000 $5,432,000 

Contact person: Peri Maxey, Assistant Director, (360) 570-5860 
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Special Programs 

 
The Special Programs Division is comprised of two sections, Forest Tax and Miscellaneous Programs.  
The Forest Tax Section administers the timber excise tax and log export enforcement programs.  The 
Miscellaneous Programs Section administers cigarette and other tobacco product taxes, estate tax, real 
estate excise tax, leasehold excise tax, commercial vessel tax, escheat program, various sales tax deferral 
programs, and the state’s Unclaimed Property Program.  
 

FY 2004 FY 2005 
FTEs: 65.9 70.5 
Budget:  $6,080,000 $6,662,000 

Contact person:  Leslie Cushman, Assistant Director, (360) 570-3201 
 
Taxpayer Account Administration 

 
Core functions of the Taxpayer Account Administration Division include business registration, taxpayer 
account maintenance, data capture, document imaging, retention of taxpayer records, and the 
reconciliation of taxpayer accounts.  Within the division, excise tax examiners reconcile taxpayer account 
activity, conduct tax return examinations, and bill for underpaid returns or refund over payments.  The 
division is also responsible for the distribution of sales and use tax to local governments, representing the 
Department in the Unified Business Identifier program, administering the Department’s Electronic Filing 
program, and overseeing system development projects for the major tax processing systems of the 
Department.  
 

FY 2004 FY 2005 
FTEs: 141.2 140.7 
Budget:  $9,507,000 $9,680,000 

Contact person:  Janetta Taylor, Acting Assistant Director, (360) 902-7001 
 
Taxpayer Services 

 
Taxpayer Services is responsible for the Department’s public information and outreach programs, media 
and public relations, and other major aspects of employee communications for the Department.  The 
division coordinates, prepares, and prints most Department forms in addition to producing or assisting 
other divisions in the preparation and distribution of publications.  The division promotes voluntary 
compliance through services such as telephone assistance, technical assistance notices, and taxpayer 
workshops.  Taxpayer Services also responds to written taxpayer inquiries, providing binding tax 
application and reporting instructions.  In addition, the division administers the legislatively-mandated 
Taxpayer Advocate program, which assists taxpayers with resolving issues and understanding their rights 
in working with the Department. 
 

FY 2004 FY 2005 
FTEs: 48.5 49.0 
Budget:  $4,523,000 $4,296,000 

Contact person:  Vikki Smith, Assistant Director, (360) 705-6600 

 - 3 -



 
Appeals 

 
The Appeals Division conducts informal hearings on excise tax appeals brought by taxpayers, issues 
written decisions, and renders formal and informal tax law interpretations.  The division negotiates 
settlements of tax disputes, and executes closing agreements when appropriate.  The division also presides 
over formal cigarette seizures, timber exports, business license revocation appeals, and represents the 
Department in informal appeals before the state Board of Tax Appeals.  Select determinations issued by 
the division are published and establish precedent for the Department and the taxpayer.  
 

FY 2004 FY 2005 
FTEs: 21.9 21.2 
Budget:  $1,946,000 $1,923,000 

Contact person:  Mary Barrett, Assistant Director, (360) 570-6140 
 
Interpretations and Technical Advice   

 
The Interpretations and Technical Advice section provides guidance to taxpayers and Department 
employees on the meaning and application of state tax laws administered by the Department.  
Responsibilities of the section include drafting, adopting, and amending administrative rules; developing 
and issuing Department interpretive and policy statements; providing analysis and advice to all 
Department divisions on the application of laws and rules to complex factual situations and matters of 
first impression; and coordination of the development and delivery of technical training for taxpayers and 
Department employees in the application of tax laws and rules. 
 

FY 2004 FY 2005 
FTEs: 0.0 13.0 
Budget:  0 $1,070,000 

Contact person:  Jan Bianchi, Program Manager, (360) 570-6147 
 
Legislation and Policy  

 
Legislation and Policy coordinates the Department’s legislative and tax policy development and analysis 
programs.  In addition to providing the Governor’s Office and Legislature with accurate and timely tax 
policy information, the division concentrates its efforts on ensuring fairness, consistency, and ease of 
administration in the Department’s tax programs.  Division responsibilities include the development of 
proposals for Department and executive request legislation, drafting and analyzing other tax-related 
legislation, planning and monitoring the implementation of new or revised tax programs, developing tax 
policy options, conducting special policy analyses to address specific industry, executive, or Department 
needs, monitoring national issues impacting state tax policy and administration, and providing policy and 
technical assistance to other state agencies and local governments. 
 

FY 2004 FY 2005 
FTEs: 22.0 12.6 
Budget:  $1,704,000 $951,000 

Contact person:  Russ Brubaker, Assistant Director, (360) 570-6131 
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Research 

 
The Research Division conducts fiscal analysis, compiles data, and provides technical assistance for the 
Governor, Legislature, Department of Revenue, and others to support informed decision-making.  The 
division produces fiscal estimates on revenue-related legislative proposals, publishes data on tax 
collections, prepares revenue forecasts for non-General Fund sources, conducts special studies as 
requested or required by statute, and responds to a wide variety of requests from local government and the 
private sector for specialized tax data and analysis.  The Research Division also conducts operations 
research projects for division managers to help increase the efficiency and effectiveness of Department 
programs.  
 

FY 2004 FY 2005 
FTEs: 18.5 19.0 
Budget:  $1,547,000 $1,549,000 

Contact person:  Mary Welsh, Assistant Director, (360) 570-6076 
 
Financial and Employee Services 

 
The Financial and Employee Services Division provides internal business services to the other divisions 
and employees within the Department, as well as select services to the public.  Business support functions 
encompass financial management, cash management, human resources management, office services and 
internal audit.   

Financial and business management services include financial analysis and reporting, budgeting, 
planning, performance measurement, accounts payable, business expense reimbursement, leave 
accounting, payroll, general accounting, cash management, inventory, facilities management, purchasing, 
contracting, warehousing, and mail service.  

Human resources management services include recruitment, selection and employment, classifications 
and compensation, employee and labor relations, performance management, employee training and 
development, personnel records, employee safety, programs for diversity, disability accommodation, and 
employment risk management.  

The Internal Audit function is an independent appraisal activity that provides support to management in 
the effective discharge of their responsibilities.  Using standards established by the Institute of Internal 
Auditors, Internal Audit evaluates the adequacy and effectiveness of internal controls used to prevent loss 
and/or abuse of Department resources and ensure the reliability and integrity of financial information.  
Internal auditors also assist in maintaining the Department’s fiduciary responsibility to the citizens of 
Washington by assessing the Department’s policies and procedures to ensure compliance with both legal 
and administrative requirements. 
 

FY 2004 FY 2005 
FTEs: 50.5 48.5 
Budget:  $5,323,000 $5,433,000 

Contact person:  Marv Ostby, Senior Assistant Director, (360) 725-7777 
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Information Services 

 
The Information Services Division manages the Department’s information technology.  The information 
technology infrastructure includes wide and local area networks across the state, as well as an Internet 
presence that supports the provision of on-line Department forms and information, and supports the on-
line filing and payment of taxes.  The Information Services Division also develops and maintains tax 
system and administrative applications, data security functions, client support activities, data center 
management, and telecommunications. 
 

FY 2004 FY 2005 
FTEs: 135.1 127.9 
Budget:  $12,014,000 $11,685,000 

Contact person:  Julian Soh, Assistant Director, (360) 586-9826 
 
Executive 

 
The Executive Office provides overall guidance and direction to the organization.  Responsibilities 
include setting the organizational vision, organizing the Department, and overseeing operations.  
Executive management ensures the Department meets its statutory obligations and administers its 
programs effectively.  Executive management is responsible for establishing strategic direction and 
policies, and establishing appropriate plans to enable the Department to accomplish its mission.  The 
Executive Office encompasses the Organization Development and Internal Audit functions.  For legal 
issues, the Department is represented by the Office of the Attorney General.  
 

FY 2004 FY 2005 
FTEs: 12.0 12.0 
Budget:  $1,612,000 $1,433,000 

Contact persons:  Ralph Osgood, Deputy Director (Acting), (360) 586-1889 
   
Organization Development:  Organization Development is responsible for planning, organizing, and 
leading the development of organizational initiatives.  These activities include quality improvement 
efforts and acting as the Department’s liaison with the Governor’s Quality and Performance Improvement 
Program.  In addition, the section coordinates employee recognition, satisfaction surveys, team and 
facilitator development, and Baldrige assessments.  

Contact person:  Wendy Fraser, Organization Development Consultant, (360) 664-3209 
 
Legal Services (Attorney General)  

 
The Office of the Attorney General has assigned several assistant attorneys general as counsel to the 
Department to provide legal services.  Primary responsibility involves representing the Department and 
the state in tax-related litigation and providing legal advice on questions arising in the course of the 
Department’s activities.  The Office of the Attorney General has also assigned attorneys to provide legal 
representation and advice to the Department in bankruptcy and collections matters, prosecution of 
economic crimes, labor relations, personnel matters, and tort actions.  
 

FY 2004 FY 2005 
FTEs: 0.0 0.0 
Budget:  $2,425,000 $2,425,000 

Contact person:  Cam Comfort, Assistant Attorney General, (360) 664-9429 
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FY04 FY04 FY05 FY05 Total
Divisions FTEs Budget FTEs Budget Biennium

Audit 288.6 21,802,000 284.0 21,352,000 43,154,000

Compliance 215.0 14,797,000 212.7 15,184,000 29,981,000

Property Tax 54.0 5,215,000 53.0 5,432,000 10,647,000

Special Programs 65.9 6,080,000 70.5 6,662,000 12,742,000

Taxpayer Account Administration 141.2 9,507,000 140.7 9,680,000 19,187,000

Taxpayer Services 48.5 4,523,000 49 4,296,000 8,819,000

Appeals 21.9 1,946,000 21.2 1,923,000 3,869,000

Interpretations and Technical Advice 0 0 13.0 1,070,000 1,070,000

Legislation and Policy 22.0 1,704,000 12.6 951,000 2,655,000

Research 18.5 1,547,000 19.0 1,549,000 3,096,000

Financial and Employee Services 50.5 5,323,000 48.5 5,433,000 10,756,000
 

Information Services 135.1 12,014,000 127.9 11,685,000 23,699,000

Executive 12.0 1,612,000 12.0 1,433,000 3,045,000

Legal Services (Attorney General) 0.0 2,425,000 0.0 2,425,000 4,850,000

     Total 1073.2 88,495,000 1064.1 89,075,000 177,570,000

FY04 FY04 FY05 FY05 Total
Fund FTEs Budget FTEs Budget Biennium

General Fund 1,011.3 82,927,000 1,003.3 83,202,000 166,129,000
Timber Tax 32.3 2,610,000 31.2 2,759,000 5,369,000
Unclaimed Property 27.7 2,867,000 27.7 3,023,000 5,890,000
Litter 1.0 50,000 1.0 51,000 101,000
Hazardous Waste 0.7 34,000 0.7 33,000 67,000
Oil Spill 0.2 7,000 0.2 7,000 14,000
      Total 1,073.2 88,495,000 1,064.1 89,075,000 177,570,000

Department of Revenue
2003 - 05 Budget Summary by Division

2003 - 05 Budget Summary by Fund



Department of Revenue Organization

DEPUTY DIRECTOR
Ralph Osgood

AUDIT
Tremaine Smith

COMPLIANCE
Mike Grundhoffer

PROPERTY TAX
Peri Maxey

SPECIAL PROGRAMS
Leslie Cushman

TAXPAYER ACCOUNT
ADMINISTRATION

Janetta Taylor

TAXPAYER SERVICES
Vikki Smith

DIRECTOR
William N. Rice

APPEALS
Mary Barrett

SENIOR ASSISTANT 
DIRECTOR TAX POLICY

Vacant

LEGISLATION AND 
POLICY

Russ Brubaker

RESEARCH
Mary Welsh

INTERPRETATIONS &
TECHNICAL ADVICE

Jan Bianchi  *

SENIOR ASSISTANT
DIRECTOR
Marv Ostby

FINANCIAL & 
BUSINESS
SERVICES

Shelly Hagen *

INFORMATION
SERVICES
Julian Soh

INTERNAL AUDIT
Karin Hendrickson *

ORGANIZATION
DEVELOPMENT

Wendy Fraser

ATTORNEY GENERAL
OFFICE

Cam Comfort

EXECUTIVE ASSISTANT
Cyndi Mikota

* Washington Management Service (non-exempt position)

HUMAN RESOURCES
Christopher Parsons *
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Exempt Position Listing 
 
Executive Team 

 
Will Rice – Director provides leadership on state and national tax issues; member of the Governor’s 
executive cabinet, member of the Economic and Revenue Forecast Council, executive board member of 
the Federation of Tax Administrators and Multistate Tax Commission.  

Ralph Osgood – Deputy Director (Acting) oversees statewide tax programs encompassing six major 
operating divisions – Audit, Compliance, Property Tax, Special Programs, Taxpayer Account 
Administration, and Taxpayer Services.  

Vacant – Senior Assistant Director, Tax Policy oversees tax policy and legal functions including the 
Appeals Division, Interpretations and Technical Advice Section, Legislation and Policy Division, and 
Research Division.  

Marv Ostby – Senior Assistant Director directs the internal support functions including financial and 
business services, information services, internal audit, and human resources.   

Wendy Fraser – Organization Development Consultant develops and manages quality improvement, 
and other organization development programs.  
 
Assistant Directors 

 
Tremaine Smith – Assistant Director, Audit Division directs the activities of in-state and out-of-state 
audit staff, verifying reporting accuracy, correcting improper reporting, and ensuring uniform application 
of tax laws.  

Mike Grundhoffer – Assistant Director, Compliance Division manages the collection of delinquent, 
underpaid, and unreported taxes owed; manages tax discovery and local field office assistance.  

Peri Maxey – Assistant Director, Property Tax Division oversees the administration of property tax at 
state and local levels, values 375 interstate and inter-county utilities, and administers exemptions for 
nonprofit organizations.   

Leslie Cushman – Assistant Director, Special Programs Division manages the miscellaneous tax 
programs including cigarette, estate, real estate excise, leasehold excise, timber excise, and estate taxes, as 
well as the unclaimed property and log export programs; serves as the agency’s Tribal Liaison.   

Janetta Taylor – Assistant Director (Acting), Taxpayer Account Administration Division manages 
mainstream tax processing functions including taxpayer registration, Unified Business Identifier program, 
tax return mailings, out of balance return processing, refunds, electronic funds transfer, and Electronic 
Filing program.  

Vikki Smith – Assistant Director, Taxpayer Services Division manages the public information and 
outreach programs, media relations, toll free telephone information center, written letter rulings program, 
forms management, and the Taxpayer Advocate program.  

Mary Barrett – Assistant Director, Appeals Division is responsible for resolution of taxpayer appeals 
and oversees the publication of precedential tax law decisions.  

Russ Brubaker – Assistant Director, Legislation and Policy Division manages legislative functions 
including proposing, tracking, analysis, and drafting of bills; oversees implementation planning for new 
and revised tax programs; monitors federal tax legislation.   

Mary Welsh – Assistant Director, Research Division oversees tax revenue analysis including fiscal 
note estimates and forecasts for non-general fund revenue sources, provides operation research support, 
and advises management on economic issues.  
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Julian Soh – Assistant Director, Information Services Division manages information technology 
including networks, application development, database administration, client support, and Internet/Web 
applications. 
 
 
Washington Management Positions (non-exempt) 

 
Jan Bianchi – Interpretations and Technical Advice Program Manager is responsible for the unit that 
drafts rules, excise tax advisories, and other policy documents for the Department, manages the public 
comment and hearing processes around rule making; and provides technical advice and training assistance 
for Department employees. 

Shelly Hagen – Financial and Business Services Manager oversees the accounting, budgeting, cash 
management and office services sections, including facilitation of budgeting, strategic business planning 
and performance measurement for the agency, and provides financial expertise and advice to agency 
management. 

Karin Hendrickson – Internal Audit Manager is responsible for the internal audit activity of the 
Department providing management with independent and objective reviews of the agency operations 
through assurance services, consulting activities, internal investigations, and limited scope reviews.  
Internal Audit also coordinates external audit activities including whistleblower investigations.   
Christopher Parsons – Human Resources Manager oversees the Office of Human Resources, which 
provides a full range of human resources management services for the Department, including recruitment, 
hiring, training, promotions, performance evaluation, discipline, classification/compensation, labor 
relations, ethics, and separation. 
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Authorizing Environment and Environmental Scan 
 
Major Statutory Authority  

 
RCW 82.01 established the Department and the duties and powers of the director and the agency.  RCW 
82.01.05 states:  

“There is established a department of state government to be known as the department of revenue of the 
state of Washington, of which the chief executive officer shall be known as the director of revenue.” 
 
Major Partner, Supplier and Customer Groups 

 
To achieve results, the Department works cooperatively with a variety of other agencies, associations, 
customer groups, and governments in order to collect and distribute taxes, participate in the development 
of tax policy, enhance the understanding of tax law and policy, benefit from collaborative quality  
improvement efforts, and promote positive relationships.  These partnerships and activities relate to on-
going activities and operations of the Department.  Following is a summary of the Department’s partners, 
suppliers, and customer groups. 
 
Taxpayers – The majority of taxes the Department administers are collected and remitted or paid by 
businesses.  Therefore, the majority of our dealings with taxpayers are with business owners or their 
representatives.  However, there are some instances, such as the estate tax and escheat estates, where the 
Department deals directly with individuals.  
 
Governor’s Office, Office of Financial Management, and Legislature – The Department works closely 
with, and provides assistance to, these groups on tax policy issues and proposals. 
 
Economic and Revenue Forecast Council – The Department also works closely with the Economic and 
Revenue Forecast Council to generate non-General Fund revenue estimates and provides data for the state 
General Fund forecast.  
 
Unified Business Identifier (UBI) agencies – In the 1980s, five state agencies (Revenue, Licensing, Labor 
and Industries, Employment Security, and Secretary of State) worked together to provide one-stop 
registration for business.  This partnership still exists today providing expedited service to taxpayers.  The 
agencies have continued to work together to improve services where possible and combine information to 
enhance enforcement efforts.  
 
Attorney General’s Office – The Department works closely with the Office of the Attorney General on 
bankruptcy cases and prosecution of fraud cases.  Even though the Department pays for services, the 
relationship goes beyond this level.  Staff from both offices have worked together to streamline processes 
and reduce duplication. 
 
Other State Agencies – The Department also works with other agencies on quality efforts and joint 
projects.  
 
Multistate Tax Commission (MTC) – The Department has been a member of the MTC since it was 
created in 1967.  Involvement includes participation with other member states to improve uniformity and 
avoid double taxation.  The Department also uses MTC’s audit function to supplement Department audits 
of multistate businesses. 
 
Federation of Tax Administrators (FTA) –  The Department is a member of FTA, an association of the 
50 states revenue collecting agencies. FTA enables members to share best practices and work jointly on 
tax and administrative issues. 
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Other State Revenue Departments – The Department has information exchange agreements with most 
other state revenue departments and regularly works with them on a variety of issues. For example, 
Oregon and Washington have worked cooperatively in the exchange of information to assist in 
enforcement efforts.  Other contacts are often for the purpose of sharing information on organizational 
structure and procedures to identify better ways of conducting business.  
 
Internal Revenue Service (IRS) – The Department has a data sharing agreement with the IRS to 
mutually benefit each organization and their education and enforcement efforts. 
 
Local Government – Cities, counties and other special districts contract with the Department to collect 
several local taxes including sales and use, and lodging.  Although the Department does not currently 
collect local B&O taxes, this possibility has been discussed.  In addition, the Department and local 
governments have worked cooperatively to improve processes and information in the areas of property 
taxes and taxpayer registration, among others. 
 
Business Associations – The Department works with many business associations including the 
Association of Washington Business, National Federation of Independent Business, Independent Business 
Association, American Electronics Association, Washington Software Association and Washington Retail 
Association.  Efforts range from soliciting ideas and feedback from business on policy changes that would 
affect them, to engaging them on how best to educate their membership. 

Tax Executives Institute (TEI) – The Department partners with this organization to conduct joint tax 
workshops at least twice per year.  This facilitates open communications and the sharing of information 
with this group of tax executives representing major companies. 

Washington Bar Association and Washington State Society of Certified Public Accountants – 
Professional organizations also represent key partnerships for the Department.  Through these 
associations the Department can keep a pulse on issues that arise and can also provide education to their 
membership. 

Tribal Governments – Following the spirit of the 1989 Centennial Accord, the Department has 
established relationships with Indian Tribes in Washington and is negotiating and signing contracts with 
tribes regarding cigarette tax collections.  To date, 16 compacts have been signed. 

 

Environmental Conditions and Trends 
  
Increasing Workload Relative to Staffing 
A major challenge in meeting the Department's goals has been coping with increasing numbers of 
businesses and tax collections without commensurate increases in staffing.  The number of registered 
businesses has increased 70 percent since 1995 and collections have risen 51 percent, while staffing levels 
declined about 10 percent through 2002 and only recently returned to 1995 levels as part of a commitment 
to increase revenue collections through additional enforcement.  The Department has been able to absorb 
some of the staff reductions through various efficiencies, including encouraging taxpayers to use the 
Internet to file and pay their taxes. 
 
As the state’s population continues to grow, so will the number of businesses that register with the 
Department.  Historically, when the economy softens, the number of new business startups increases, and 
the recent recession has been no exception.  Looking forward, the Department anticipates that the number 
of registered businesses will increase by an average of six percent annually.  This will increase the 
demand for Department services, and put pressure on the Department to continue to identify efficiencies 
to operate within budget constraints. 
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Maintaining Excellent Taxpayer Compliance  
Compliance by registered businesses has been very high thanks to effective taxpayer education and 
enforcement.  The latest compliance study indicates that businesses pay 97.5 percent of taxes due, with 
much of the remainder collected through audits and other enforcement measures.  Although the 
Department has been able to maintain and even slightly improve this level of compliance over the past 
decade, it could decline if departmental resources are strained by continuing increases in business activity. 
 
Local Tax Administration 
Local option sales and use taxes have increased significantly in both number and type, and they continue 
to be a substantial revenue source for most local taxing jurisdictions.  More than 300 taxing jurisdictions 
exist at this time.  New taxing jurisdictions continue to be formed that create tax boundaries in 
nontraditional ways.  These include voting precincts and community interests.  Local governments want 
more data from businesses to ensure taxes are distributed accurately and fairly.  Businesses indicate that 
accounting for local tax, even in its current form, is very costly.  Washington State is participating in a 
national effort to streamline the reporting of sales taxes by making the different states’ sales tax reporting 
structure more uniform.  Some of these efforts may require changes to current methods of local tax 
administration. 
 
Property taxes are collected by counties for distribution to local jurisdictions and the state.  The passage 
of citizens’ initiatives affecting property taxes and other factors, such as inadequate funding, have strained 
the ability of some counties to administer these taxes.  As a result, counties have relied on the Department 
for technical assistance, operational reviews and other advice.  This has increased the Department's 
workload. 
 
Local Business and Occupation (B&O) taxes vary in terms of base and rates among taxing jurisdictions 
and also between local and state applications.  This situation is making it harder for multi-jurisdictional 
businesses to operate in multiple locations and properly account for B&O taxes in each jurisdiction. 
 
Washington Revenue Forecast Brightens 
After weak revenue growth during the 2001-2003 biennium, the Economic and Revenue Council is 
predicting a 9.3 percent increase in general fund revenues during the 2003-2005 biennium and a 7.2 
percent increase during the 2005-2007 biennium.  Budget shortfalls are expected to persist despite this 
growth, so the Department expects to be under continuing pressure to collect needed revenues. 
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Strategic Plan Highlights 
 
Within the Department, strategic business planning is a mature process that has evolved over a number of 
years.  This process has enabled the Department to adapt and meet ongoing challenges with innovation 
and flexibility, has provided needed stability, and is a major contributing factor behind the many 
successes the Department has enjoyed. 
 
The Department just completed another plan for the period of July 1, 2004 to June 30, 2011.  This plan 
provides the foundation for action by providing a strategic direction as well as an operational plan for the 
next seven years.  The plan identifies how the Department can best conduct business to meet the needs of 
its customers and stakeholders and communicates its priorities, future direction, and commitments.   
 
Our Mission 

 
Our mission is to fairly and efficiently collect revenues and administer programs to fund public services, 
and advocate sound tax policy. 
 

Our Vision 
 

Our vision is an environment where citizens voluntarily pay taxes, appreciate public employees, and value the 
services delivered. 
 

Goal:  Make Conducting Business as Simple as Possible for Our Customers 
 

Strategy:  Make it easier for taxpayers to report their taxes 

Strategy:  Offer and promote customer use of electronic payment methods 

Strategy:  Ensure customers have easy access to information and educational materials  

Strategy:  Pursue methods by which UBI program and multi-state services can be collectively accessed 
more easily by taxpayers 

 
Goal:  Develop, Recruit, Retain and Value a High Quality, Diverse Workforce

 
Strategy:  Engage in proactive approaches to be a competitive employer to attract and retain highly 

qualified employees 

Strategy:  Expand employees’ skills, knowledge, and productivity through training and development 

Strategy:  Integrate the elements of the Personnel Reform Act into the Department’s human resource 
management system  

 
Goal:  Seek Efficiencies, Improvements and Innovations in Department Programs 

 
Strategy:  Enhance business information to enable more informed management decisions  

Strategy:  Reduce the time in which information is captured and available to employees and customers  

Strategy:  Improve services and efficiency by utilizing process improvement efforts and technology  
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Goal:  Promote Fairness, Consistency and Uniformity in the Development and 
Application of Tax Law and Policy 

 
Strategy:  Communicate a clear, consistent interpretation of tax law 

Strategy:  Improve communication between divisions regarding policy decisions, and administration 
practices and activities 

Strategy:  Actively participate in national and regional efforts to streamline and increase the consistency 
of state and local taxes 

Strategy:  Assist in the development of tax and regulatory policies that make Washington a good place for 
new, existing, and homegrown businesses  

 
Goal:  Build and Strengthen Relationships with Each Other and Our Customers 

 
Strategy:  Timely and fairly resolve taxpayer issues 

Strategy:  Create partnership opportunities with stakeholders and find additional ways to encourage   
customer participation 

Strategy:  Improve communication, teamwork, and respect among Department employees 

Strategy:  Improve public awareness, appreciation, and trust in Department services 
 
Goal:  Promote Correct and Timely Payment of Taxes through Education and 
Enforcement 

 
Strategy:  Ensure taxpayers have access to correct, consistent, and concise information regarding taxes 

they owe 

Strategy:  Reevaluate and redeploy enforcement efforts to meet changing needs 

Strategy:  Assist customers with reporting and payment responsibilities 
 
Initiatives 

 
As part of the Strategic Business Plan, the Department identifies current and ongoing activities 
representing its core functions.  New initiatives are developed to support or enhance the established, 
ongoing activities.  The following new initiatives have the highest level of commitment and priority of the 
Department. 

♦ ♦ 

♦ ♦ 

♦ ♦ 

♦ ♦ 

♦ ♦ 

♦ ♦ 
♦ 

Actively Participate in Streamlined Sales Tax 
Efforts 

Improve Communication and Cooperation 
among Employees 

Implement Internet Secure Messaging Complete the Electronic Case Management 
System 

Provide Tax Application Guidance for 
Taxpayers and Employees 

Implement Data Warehouse Enhancements 

Offer Receivable Payments via the Internet Improve the Appeals Program Review 
Processes 

Develop Electronic Filing Options for 
Reporting Business Taxes 

Review Resale Certificate Practices 

Enhance Internet Web Site Functionality Develop Bill Tracking and Fiscal Note System 
Integrate Washington Works into the 
Personnel System 
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Strengths, Weaknesses, Opportunities and Threats Analysis  
 
Strengths  

  
The Department is committed to ongoing strategic planning, self review and continuous improvement.  Its 
strengths lie in the quality initiatives it undertakes in the administration of state taxes and policy, and a 
hardworking, committed workforce.   
 
To achieve these results, the Department engages in several initiatives including developing a new 
Strategic Business Plan every two years, administering a Taxpayer Satisfaction Survey every three years, 
and surveying employees as to their satisfaction every two years.  The Department is in the process of 
conducting its third Baldrige Assessment scoring itself in 11 different categories.   
 
The Department’s planning and self-assessment efforts have resulted in both local and national 
recognition for our innovation, quality efforts, and good business practices in tax administration.  These 
include: 
  

♦ 

♦ 

♦ 

♦ 

♦ 

♦ 

Being named by Governing Magazine in 2003 as one of only six state revenue agencies that 
merited a top four-star rating.   

  
Being recognized repeatedly by the Federation of Tax Administrators for its innovative programs, 
most recently winning two of the organization’s 2004 awards for Outstanding Compliance 
Program and Outstanding Management and Organizational Initiative.  

  
Receiving a clean audit report for the 12th straight year from the State Auditor’s Office.   

  
The Department has also won three of the Governor’s 2004 quality improvement awards for the following 
initiatives. 
  

The Initial Contact Team received the Governor’s Award for Financial Results by collecting 
more than $20 million in delinquent taxes during the first 18 months of operation.  

  
The Use Tax Targeted Education Team won the Governor’s Award for Internal Process Results 
for its taxpayer education program by bringing in a total of $7.5 million from targeted industries 
over four years.  

 
The Data Warehouse project received the 2004 Governor’s Award for Financial Management.  
The award recognizes the Department’s ability to develop a data warehousing system that allows 
it to combine and analyze various disparate internal and external data bases, and identify 
noncompliance problems and target audit selection.   

 
 
Weaknesses 

 
 
Complexity of Tax Law 
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The state of Washington’s excise tax code was originally adopted in 1935, before television, computers, 
and the Internet.  Therefore, the original tax code does not always adequately address the way business is 
conducted today.  In addition, taxpayers and the Department have witnessed a growing number of laws 
that deal with tax credits, deductions and exemptions making the tax code increasingly complex.  This, 
too, contributes to a confusing tax structure.  Consequently, businesses rely on the Department to provide 
clear, concise rules and instructions concerning taxpayers’ reporting and payment responsibilities. At the 



same time, as globalization of business continues to take place, multi-state and multi-national businesses 
are expecting more uniformity. 
.   
Workforce Issues  
 
Compensation continues to be an issue among employees.  Pay levels for professional level positions in 
the private and local community are higher than the Department in several classifications.  This makes it 
difficult to recruit and retain skilled workers.  
 
The aging workforce will be one of the most important demographic event in the next few decades for the 
Department.  As employees retire, they will take an expansive knowledge base with them.  Because of 
this expected employee turnover, the Department is continuing to expedite a comprehensive training 
program to prepare new staff in understanding and dealing with the complexities of the tax system.  The 
Department recognizes the important role that succession planning will play in preparing for this shift. 
 
 
Opportunities 

 
 
National Tax Policy  
The Department participates in organizations such as the Multistate Tax Commission (MTC) and the 
Federation of Tax Administrators (FTA), and supports the National Governors Association to build 
consistency in tax applications nationally and stay abreast of issues with potential impact to our state.  
Issues related to electronic commerce as well as various sales and use tax proposals are important to both 
the state and local jurisdictions in how they impact current revenue sources used to fund public services.  
Uniformity and simplification of the sales tax, taxation of electronic and direct marketer transactions, and 
coordinated tax reporting and audit activities also continue to be prominent at the state, regional and 
national level.   
 
Tax Application Guidance for Taxpayers and Employees 
Taxpayer and employee surveys alike point to the value of a coordinated Department-wide initiative to 
enhance the development and communication of tax application guidance for taxpayers and employees.    
 
The interpretation of tax law and rules need to be consistent, with timely training in current tax 
developments.  Providing this information in the most useful manner to employees, taxpayers and tax 
practitioners is a Department priority.  To address these issues, the Department is placing an emphasis on  
the development and communication of tax application documents, and providing appropriate training.  
 
Technology 
Greater reliance is being placed on automation and electronic means of passing information between 
external and internal users, and providing improved data manipulation and analysis tools.  This creates a 
need to manage information in terms of volume, security, and integrity and, at the same time, deal with 
privacy and legal considerations of electronic media via the use of Internet, Intranet and Ethernet 
technology.  With the increased reliance on automation, there is also the public expectation for more 
online services and information.  
 
The Department intends to continue to use imaging, data capture, and workflow technology to further 
eliminate paper handling and data entry efforts.  In addition, the Department is looking to further use data 
warehouse technology to enhance enforcement efforts and Geographic Information System technology to 
provide more information to counties.   
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Threats 
 

 
Erosion of State's Sales Tax Base  
Washington is highly dependent on the sales tax as a revenue source, and the state's sales tax base is being 
eroded by increasing levels of mail-order and Internet sales.  Because they have no presence in 
Washington, remote sellers cannot be compelled to collect and remit sales tax.  This has created an 
uneven playing field with brick-and-mortar stores that collect and remit sales taxes and pay other taxes for 
the privilege of doing business in Washington.  The Department estimates that the state will lose $493 
million in state and local sales taxes to remote sales in 2005, compared to $8.1 billion in collections. 
 
As a result of these concerns, Washington has joined a national initiative to simplify sales tax laws and 
make them more uniform.  This initiative, known as the Streamlined Sales Tax Project, is a cooperative 
effort of 42 states and the District of Columbia to design, test, and implement a nationwide system that 
simplifies the collection, reporting, and administration of sales taxes.  Washington has enacted most, but 
not all of the required changes to its tax system to participate in this effort. 
 
Once Washington’s laws conform to all of the streamlined simplification requirements, the state will be 
eligible to participate in a system where certain large, multi-state retailers will voluntarily begin collecting 
sales taxes on sales to consumers in all conforming states even if they did not previously have a legal 
obligation to do so.  In addition, full compliance with streamlined requirements would be a prerequisite to 
Congressional action to require remote sellers to collect retail sales tax. 
 
Federal Preemption of Business Activity Taxes 
Congress is considering legislation that would restrict state and local governments' ability to impose 
business activity taxes on out-of-state (non-resident) companies.  The bill would affect taxes such as 
Washington’s business and occupation (B&O) tax, and corporate income and franchise taxes imposed 
elsewhere.  H.R. 3220, the Business Activity Tax Simplification Act of 2003, defines a level of physical 
presence an out-of-state company can have in a state without subjecting the company to tax.  The current 
jurisdictional threshold for imposing Washington’s business taxes is significantly lower than the threshold 
established by this bill. 
If the bill passes, the Department estimates $138 million in state and local taxes would be immediately at 
risk.  On a longer-term basis, the bill’s impact could increase five-fold as businesses restructure and 
change their activities to take advantage of the bill’s “safe harbors” that allow them to reduce or eliminate 
their state and local business tax liability. 
 
Challenges to Estate Tax 
The Washington State Supreme Court is expected to rule in early 2005 on the validity of the state's estate 
tax.  The tax has been challenged in a case brought by the estate of Wylie Hemphill, et al.  An adverse 
decision would reduce state revenues by an estimated $420 million during the 2005-07 biennium.  This 
includes estate taxes that would otherwise be collected through the 2005-07 biennium and an estimated 
$151 million in refunds. 
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Emergent or Hot Issues  
 
30 Day and 60 Day Issues 

 
 

Estate Tax Challenge 

The Hemphill class-action challenge to the Department's administration of Washington's estate tax is 
pending before the State Supreme Court.  The Supreme Court heard oral arguments on September 30, 
2004 and likely will issue an opinion in early 2005.  If the Court accepts the position argued by the class 
plaintiffs, the fiscal impact would add an estimated $420 million to the projected budget gap for the 2005-
2007 biennium, including anticipated refunds. 

Contact:  Don Cofer, Assistant Attorney General, DonaldC@ATG.wa.gov, (360) 753-7082 
 
Streamlined Sales and Use Tax Agreement Legislation 

As described in our agency request legislation, the Department is proposing to fully conform with  the 
national Streamlined Sales and Use Tax Agreement (SSTA).  The Department was unsuccessful in 
passing this legislation during the 2004 session due to concerns of local governments and the shifts in 
revenue that adoption of SSTA sourcing will cause.  During the interim, the Association of Washington 
Cities convened a workgroup to try to develop a proposed mitigation scheme that all cities could support. 
The workgroup was unsuccessful. The Department is working with cities and counties supportive of 
enacting Streamlined legislation to develop an acceptable mitigation proposal.  

Contact:  Will Rice, WillR@dor.wa.gov, (360) 586-3462 
 
Cigarette Compacting with Puyallup Tribe 

The Puyallup Tribe is the most significant source of Indian-smokeshop contraband cigarettes in the state, 
with contraband sales representing $30 million to $40 million in uncollected state tax.  The Puyallup 
Tribe will likely seek legislation during the 2005 session to authorize the Governor to negotiate a cigarette 
tax compact that is distinctly different from existing compacts.  Existing law calls for a tribal tax of 100 
percent of the state cigarette and sales taxes.  The Puyallups are seeking to impose a lower tax because of 
the very different business model on the Puyallup Reservation.  While most other tribes operate the 
cigarette smokeshops as government enterprises, all but one of the 23 Puyallup smokeshops are owned by 
members.  The Tribe contends that a tax based on 100 percent of the state rates would put most of the 
member smokeshops out of business.  The introduction of proposed legislation containing operative terms 
that are distinct from current law, and seemingly more favorable to Tribal smokeshops, will raise policy 
issues and could be a barrier to passage of such legislation.   

Contact:  Leslie Cushman, LeslieC@dor.wa.gov, (360) 570-3201 

 
Fuel Sales by Tribes – Squaxin Island Tribe/Swinomish Tribe Fuel Tax Litigation  

The Squaxin Island Tribe and Swinomish Tribe have plans to blend fuel on their reservation and sell it at 
retail fueling stations.  The Tribal position is that no state taxes need be collected or remitted to the state 
on sales to non-tribal members.  The Tribes approached the state, asking for rulings on the taxability of 
the activities.  The Department of Revenue ruled the fuel would be exempt from the sales and use tax.  
The Department of Licensing ruled that the fuel is subject to the motor vehicle fuel tax.  The Tribes have 
sued the Department of Licensing in federal court.  The case is set for trial January 18, 2005.  The tribes 
and the state have been involved in settlement discussions.  A decision whether to proceed with litigation 
or attempt to resolve the dispute in some other fashion may need to be made quickly. 
Contact:  Leslie Cushman, LeslieC@dor.wa.gov, (360) 570-3201 
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Apportionment of Business and Occupation Taxes 

The Department's current method of apportionment of Service B&O income under RCW 82.04.460 has 
proven very difficult to apply and has recently been found unconstitutional as applied in a Thurston 
County case.  The Department plans to issue a new method of cost apportionment by the end of 2004, as 
an Excise Tax Advisory or emergency rule, and will begin the public process for permanent rule making 
at the same time.  The new method will likely be controversial for Washington taxpayers who have been 
able to use it to allocate more of their costs outside of Washington.  We anticipate that they may offer 
legislation to amend the law.  Should they do so, the Department would favor proposing legislation that 
would adopt a variant of the three-factor formula (property, payroll and sales), the same method those 
most other states use to apportion income.  The current apportionment statute requires the Department to 
use costs so it is not possible to use the three-factor formula to interpret it. 

Contact:  Jan Bianchi, JanB@dor.wa.gov, (360) 570-6147 
 
 
90 Day Issues 

 
The Streamlined Sales and Use Tax Act (H.R. 3184 and S. 1736) 

The National Governors Association (NGA) has indicated they intend to make enactment of federal 
legislation requiring remote sellers such as mail order and Internet retailers to collect sales tax on their 
sales a priority in 2005. Washington estimates it will lose $493 million in state and local sales taxes in 
Fiscal Year 2005 due to untaxed purchases from remote sellers.  The legislation (H.R. 3184 and S. 1736) 
authorizes those states whose laws conform with the Streamlined Sales Tax Agreement to require sales 
tax collection by remote sellers.  In addition, the bills as introduced would impose additional 
requirements, some which are not uniformly agreed to by state and local governments who otherwise 
support an expanded duty to collect sales taxes. The NGA will likely request assistance from the state of 
Washington on this issue.  

Contact:  Will Rice, WillR@dor.wa.gov, (360) 586-3462 
 
The Business Activity Tax Simplification Act (H.R. 3220) 
Congress is considering legislation that would restrict state and local governments' ability to impose 
business activity taxes on out-of-state (non-resident) companies.  The bill would affect taxes such as 
Washington’s business and occupation (B&O) tax, and corporate income and franchise taxes imposed 
elsewhere.  H.R. 3220, the Business Activity Tax Simplification Act of 2003, defines a level of physical 
presence an out-of-state company can have in a state without subjecting the company to tax.  The current 
jurisdictional threshold for imposing Washington’s business taxes is significantly lower than the threshold 
established by this bill. The National Governors Association has opposed this legislation and will likely 
request assistance from the state of Washington on this issue. 

Contact:  Will Rice, WillR@dor.wa.gov, (360) 586-3462 
 
The Internet Tax Non-Discrimination Act (S. 150) 
 
In 1998, Congress enacted the Internet Tax Freedom Act which established a temporary moratorium on 
state and local taxation of Internet access.  In 2003, the moratorium expired.  In 2003 and 2004, various 
bills were introduced to extend the moratorium and/or extend federal preemption to other taxes including 
state and local taxes imposed on telephone services offered over the Internet (Voice Over Internet 
Protocol or VOIP). The Senate passed S. 150 in 2004, but the House did not concur.  S. 150 temporarily 
extended the moratorium on state and local taxes of Internet access, phased out state and local taxes on 
Digitial Subscriber Lines (DSL) and preserved states’ ability to choose whether to tax or exempt VOIP.  
This issue is likely to come up again in the 2005 session of Congress.   
Contact:  Will Rice, WillR@dor.wa.gov, (360) 586-3462 
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Qwest Property Valuation Challenge 

Qwest Corporation has filed suit in Kittitas County Superior Court seeking a refund of property taxes, 
alleging the Department overvalued Qwest’s operating property in assessment years 2001, 2002, and 
2003.  Included in Qwest’s allegations is a claim that its valuation should be substantially reduced 
because the Department improperly included intangible assets in the company’s assessed value.  This is 
the first major challenge of its kind in Washington since legislation was enacted in 1997 exempting 
intangibles from the property tax.  Originally scheduled to go to trial in January 2005, the case is now 
scheduled for November 2005 and is expected to last about three weeks.  The Department, together with 
the Office of the Attorney General, has put together a team of experts and is contracting with highly 
qualified witnesses in preparation for the trial. The Department submitted a 2005 supplemental budget 
request for $600,000 to cover the estimated cost of expert witnesses for this case.  The lawsuit could 
prompt legislative interest in reviewing and revisiting the intangibles exemption. 
Contact:  Peri Maxey, PeriM@dor.wa.gov, (360) 570-5860 

Association of Washington Business Rulemaking Suit 

The Association of Washington Business (AWB) has sought to invalidate three Department of Revenue 
rules and sued the Department arguing that the agency has no authority to adopt interpretive rules.  The 
AWB prevailed in Superior Court, but the Court of Appeals reversed that decision and held that the 
Department of Revenue has inherent authority to adopt interpretative rules. The AWB is seeking 
discretionary review by the Washington State Supreme Court. It is quite possible that the Supreme Court 
will hear AWB's discretionary review motion within the first 90-days of the new administration.  
However, if it were to grant review, the argument likely wouldn't occur until late spring or early summer, 
with a decision following sometime thereafter.   

Contact:  Jan Bianchi, JanB@dor.wa.gov, (360) 570-6147 
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Legislative Proposals  
 
The Department is considering the following proposals for the 2005 legislative session. 
 
Streamlined Sales Tax Agreement Conformity (Z-0014.4) 
Adopts the Simplified Sales and Use Tax Agreement's provisions to allow online registration of remote 
sellers, monetary allowance for sellers using certified service providers or tax compliance software, 
amnesty, sourcing, confidentiality and privacy protections for sellers using certified service providers, and 
the taxability matrix. 
 
Unclaimed Property (Z-0039.5) 
Revises provisions of the Uniform Unclaimed Property Act to improve the quality and efficiency of the 
Department's administration the program. 
 
Property Tax Housekeeping (Z-0046.3) 
Updates the tax code by making administrative clarifications, correcting oversights, and deleting obsolete 
references.  
 
Excise Tax Housekeeping (Z-0080.3) 
Updates the excise tax code by making administrative changes, deleting obsolete references, and 
providing greater clarity of tax application.  
 
High-Tech B&O Tax Credit (Z-0089.2) 
During the 2004 session, the Legislature enacted ESHB 2546 to extend the high technology business and 
occupation (high-tech B&O) tax credit to January 1, 2015.  In addition to the extension, the Legislature 
changed the way in which the credit is calculated by linking the credit to the taxpayer's overall average 
tax rate.  The Department has discovered a significant error in the new method used to calculate the credit 
which would result in both significant overpayments and significant underpayments.  This proposed 
legislation remedies that defect. 
 
Improving Consistency of Tax Incentives (Z-0098.2)   
The Legislature has enacted or renewed ten tax incentive programs to promote business development and 
retention in the state.  The Department discovered several administrative inconsistencies between recently 
enacted tax incentives during implementation planning.  These inconsistencies generally do not affect the 
substantive provisions of the incentives, but do make administration more complex and confusing.  In 
order to simplify administration for taxpayers and the Department, the proposed legislation revises these 
tax incentive programs to provide more uniform provisions (due dates, penalties, interest, etc.) and 
terminology. 
 


