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Every person who, and every director and officer of every corporation
which, to the knowledge of such director or officer violates any provision of
this section shall be guilty of a gross misdemeanor.

NEW SECTION. Sec. 16. If any provision of this act or its application
to any person or circumstance is held invalid, the remainder of the act or
the application of the provision to other persons or circumstances is not
affected.

NEW SECTION. Sec. 17. Sections 1 through 13 of this act shall con-
stitute a new chapter in Title 31 RCW.

Passed the House March 8, 1986.
Passed the Senate March 5, 1986.
Approved by the Governor April 4, 1986.
Filed in Office of Secretary of State April 4, 1986.

CHAPTER 285
[Engrossed Second Substitute Senate Bill No. 35741

LEASEHOLD EXCISE TAXATION----REVISIONS

AN ACT Relating to leasehold excise taxation; amending RCW 82.29A.020, 82.29A. 120,
and 84.40.175; and declaring an emergency.

Be it enacted by the Legislature of the State of Washington:

Sec. I. Section 2, chapter 61, Laws of 1975-'76 2nd ex. sess. as
amended by section I1, chapter 196, Laws of 1979 ex. sess. and RCW 82-
.29A.020 are each amended to read as follows:

As used in this chapter the following terms shall be defined as follows,
unless the context otherwise requires:

(I) "Leasehold interest" shall mean an interest in publicly owned real
or personal property which exists by virtue of any lease, permit, license, or
any other agreement, written or verbal, between the public owner of the
property and a person who would not be exempt from property taxes if that
person owned the property in fee, granting possession and use, to a degree
less than fee simple ownership: PROVIDED, That no interest in personal
property (excluding land or buildings) which is owned by the United States,
whether or not as trustee, or by any foreign government shall constitute a
leasehold interest hereunder when the right to use such property is granted
pursuant to a contract solely for the manufacture or production of articles
for sale to the United States or any foreign government. The term "lease-
hold interest" shall include the rights of use or occupancy by others of
property which is owned in fee or held in trust by a public corporation,
commission, or authority created under RCW 35.21.730 or 35.21.660 if the
property is listed on or is within a district listed on any federal or state reg-
ister of historical sites. The term "leasehold interest" shall not include road
or utility easements or rights of access, occupancy or use granted solely for
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the purpose of removing materials or products purchased from a public
owner or the lessee of a public owner.

(2) "Taxable rent" shall mean contract rent as defined in subsection
(a) of this subsection in all cases where the lease or agreement has been es-
tablished or renegotiated through competitive bidding, or negotiated or re-
negoiated in accordance with statutory requirements regardin6 the rent
payable, or negotiated or renegotiated under circumstances, established by
public record, clearly showing that the contract rent was the maximum at-
tainable by the lessor: PROVIDED, That after January I, 1986, with re-
spect to any lease which has been in effect for ten years or more without
renegotiation, taxable rent may be established by procedures set forth in
subsection (b) of this subsection. All other leasehold interests shall be sub-
ject to the determination of taxable rent under the terms of subsection (b)
of this subsection.

(a) "Contract rent" shall mean the amount of consideration due as
payment for a leasehold interest, including: The total of cash payments
made to the lessor or to another party for the benefit of the lessor according
to ihe requirements of the lease or agreement, including any rents paid by a
sublcssee; expenditures for the protection of the lessor's interest when re-
quired by the terms of the lease or agreement; and expenditures for im-
provements to the property to the extent that such improvements become
the property of the lessor. Where the consideration conveyed for the lease-
hold i:iterest is made in combination with payment for concession or other
rights granted by the lessor, only that portion of such payment which rep-
resents consideration for the leasehold interest shall be part of contract rent.

"Contract rent" shall not include: (i) Expenditures made by the lessee,
which under the terms of the lease or agreement, are to be reimbursed by
the lessor to the lessee or expenditures for improvements and protection
made pursuant to a lease or an agreement which requires that the use of the
improved property be open to the general public and that no profit will in-
ure to the lessee from the lease; (ii) expenditures made by the lessee for the
replacement or repair of facilities due to fire or other casualty including
payments for insurance to provide reimbursement for losses or payments to
a public or private entity for protection of such property from damage or
loss or for alterations or additions made necessary by an action of govern-
ment taken after the date of the execution of the lease or agreement; (iii)
improvements added to publicly owned property by a sublessee under an
agreement executed prior to January 1, 1976, which have been taxed as
personal property of the sublessee prior to January I, 1976, or improve-
ments made by a sublessee of the same lessee under a similar agreement
executed prior to January 1, 1976, and such improvements shall be taxable
to the sublessee as personal property; (iv) improvements added to publicly
owned property if such improvements are being taxed as personal property
to any person.
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Any prepaid contract rent shall be considered to have been paid in the
year due and not in the year actually paid with respect to prepayment for a
period of more than one year. Expenditures for improvements with a useful
life of more than one year which are included as part of contract rent shall
be treated as prepaid contract rent and prorated over the useful life of the
improvement or the remaining term of the lease or agreement if the useful
life is in excess of the remaining term of the lease or agreement. Rent pre-
paid prior to January I, 1976, shall be prorated from the date of
prepayment.

With respect to a "product lease", the value of agricultural products
received as rent shall be the value at the place of delivery as of the fifteenth
day of the month of delivery; with respect to all other products received as
contract rent, the value shall be that value determined at the time of sale
under terms of the lease.

(b) If it shall be determined by the department of revenue, upon ex-
amination of a lessee's accounts or those of a lessor of publicly owned prop-
erty, that a lessee is occupying or using publicly owned property in such a
manner as to create a leasehold interest and that such leasehold interest has
not been established through competitive bidding, or negotiated in accord-
ance with statutory requirements regarding the rent payable, or negotiated
under circumstances, established by public record, clearly showing that the
contract rent was the maximum attainable by the lessor, the department
may establish a taxable rent computation for use in determining the tax
payable under authority granted in this chapter based upon the following
criteria: (i) Consideration shall be given to rental being paid to other lessors
by lessees of similar property for similar purposes over similar periods of
time; (ii) consideration shall be given to what would be considered a fair
rate of return on the market vaiue of the property leased less reasonable
deductions for any restrictions on use, special operating requirements or
provisions for concurrent use by the lessor, another person or the general
public.

(3) "Product lease" as used in this chapter shall mean a lease of prop-
erty for use in the production of agricultural or marine products tc the ex-
tent that such lease provides for the contract rent to be paid '.y the delivery
of a stated percentage of the production of such agricultural or marine pro-
ducts to the credit of the lessor or the payment to the lessor of a stated
percentage of the proceeds from the sale of such products.

(4) "Renegotiated" means a change in the lease agreement which
changes the agreed time of possession, restrictions on use, the rate of the
cash rental or of any other consideration payable by the lessee to or for the
benefit of the lessor, other than any such change required by the terms of
the lease or agreement. In addition "renegotiated" shall mean a continua-
tion of possession by the lessee beyond the date when, under the terms of
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the lease agreement, the lessee had the right to vacate the premises without
any further liability to the Iessror.

(5) "City" means any city or town.

Sec. 2. Section 12, chapter 61, Laws of 1975 -"/6 2nd ex. sess. and
RCW 82.29A.120 are each amended to read as follows:

After computation of the taxes imposed pursuant to RCW 82.29A.030
and 82.29A.040 there shall be allowed the following credits in determining
the tax payable:

(I) ((With rspe t to a lisehld intiest at-isig out of any lease 0.

arI reemlent, the _enns of which vveie binding on the les p to jaly i,
1970, where Mui le.ase o1 ngienli ll, ha ut bieln nllgutlated since flihat

d ate., and exc~.luding from1 such credit (a) aliy leasehold ;interes.t mliing utt

of any laee of property coveed, by t. , uiovisio-s of RCW 28B.20.394 aiid
(b) auy lien at agreement ,iicludin opt os to ILee WIIIII LAtllt , bLyold

janal' 1 , 19. , a-Rows

Wi'thi espect to taxes due iii alld yen, 197, a iedit Ic4ual to t

Wth iespecTt to taxes d ul i cale~dar yenai 19?7, a dt to tt
perc~ e t oftei tax oth-i vvil I d t l ... I---dt .

With respect-. to taxes dtie ini clendU, year 9,,78, a credi e,, qual to-"xt

ipeice.t of th. tax -tlerw .is-e-duc

Wilth IelpLt to tlAxL UL III alelldn yeair1979, a ldit LU2 to

twenty piercet of t-L tax otili. due)) With respect to a leasehold inter-
est other than a product lease, executed with an effective date of April I,
1986, or thereafter, or a leasehold interest in respect to which the depart-
ment of revenue under the authority of RCW 82.29A.020 does adjust the
contract rent base used for computing the tax provided for in RCW 82-
.29A.030, there shall be allowed a credit against the tax as otherwise com-
puted equal to the amount, if any, that such tax exceeds the property tax
that would apply to such leased property if it were privately owned.

(2) With respect to a product lease, a credit of thirty-three percent of
the tax otherwise due.

Sec. 3. Section 84.40.175, chapter 15, Laws of 1961 as amended by
section 15, chapter 61, Laws of 1975-'76 2nd ex. sess. and RCW 84.40.175
are each amended to read as follows:

At the time of making the assessment of real property, the assessor
shall enter each description of property exempt under the provisions of
RCW 84.36.005 through 84.36.060, and value and list the same in the
manner and subject to the same rule as he is required to assess all other
property, designating in each case to whom such property belongs, and for
what purpose used, to entitle it to exemption, and he shall require from ev-
ery person claiming such exemption proof of the right to such exemption:
PROVIDED, That with respect to publicly owned property exempt from
taxation under provisions of RCW 84.36.010, the assessor shall value only
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such property as is leased to or occupied by a private person under an
agreement allowing such person to occupy or use such property for a private
purpose when a request for such valuation is received from the department
of revenue or the lessee of such property for use in ((a audit of)) deter-
mining the taxable rent as provided for in ((RCW 82.29A.020(2)(b)))
chapter 82.29A RCW: PROVIDED FURTHER, That this section shall not
prohibit any assessor from valuing any public property leased to or occupied
by a private person for private purposes.

NEW SECTION. Sec. 4. This act is necessary for the immediate
preservation of the public peace, health, and safety, he support of the state
government and its existing public institutions, and shall take effect
immediately.

Passed the Senate March 9, 1986.
Passed the House March 4, 1986.
Approved by the Governor April 4, 1986.
Filed in Office of Secretary of State April 4, 1986.

CHAPTER 286
[Senatc Bill No. 45401

INSURANCE--PROCEDURES FOR CANCELLING WRITTEN AGRFEMENTS
BETWEEN COMPANIES AND AGENTS

AN ACT Relating to insurance agency agreements; and adding a new section to chapter
48.17 RCW.

Be it enacted by the Legislature of the State of Washington:
NEW SECTION. Sec. I. A new section is added to chapter 48.17

RCW to read as follows:
(i) If an insurer intends to cancel a written agreement with an agent,

or intends to refuse any class of renewal business from the agent, the insur-
er shall give the agent not less than one hundred twenty days' advance
written notice of such intent. Every insurer canceling a written agreement
subject to this section shall permit, for not less than one year after having
given notice of its intent to terminate the agency agreement, insureds to
process their renewals through the agent, as long as he or she retains an
agent's license for the kind of insurance involved, as to any of the policies
which have not been replaced with other insurers as expirations occur. An
agent with a canceled agreement subject to this section shall remain an
agent of the canceling insurer as to actions associated with any such policies
just as if he or she were appointed by such insurer as its agent. This sub-
section shall not apply to: (a) Agents or policies of a company or group of
companies if the business is owned by the company or group of companies
and the cancellation of any such contractual agreement does not result in
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