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Gross Receipts:
Washington DOR Posts Guidance Explaining that Patent Income May Be Subject
to B&O Tax

Tax Topics: Patent income may be taxable, Wash. Dept. of Rev. (11/15/23). In recently posted “tax topic”
guidance, the Washington Department of Revenue (Department) explains that income received from patents
may be subject to Washington’s business and occupation (B&0) tax, and the taxability of the income depends
on whether the amounts are business or nonbusiness income. According to the guidance, income from patent
royalties and patent sales is subject to B&O tax when received as a regular part of business activities, and three
examples of taxable patent income include:

URL: https://dor.wa.gov/forms-publications/publications-subject/tax-topics/patent-income-may-be-taxable

e Patent royalties earned by an inventor for the right to use a patented process or to manufacture a
patented item (i.e., taxed under the royalties B&O tax classification);

e Income from the sale of a patent by an inventor (i.e., taxed under the “services and other activities”
B&O tax classification); and

e Patent royalties received by an investment firm that owns patents and other intangible assets for
investment purposes (i.e., taxed under the royalties B&O tax classification).

In these three instances, the Department explains that the patent income is a regular part of the business
operations because it is relied on to sustain the business. Furthermore, the Department notes that income
subject to B&O tax under either the royalties or services and other activities classification is apportionable. The
Department also explains that royalty income earned by a person who purchased the patent for pure
speculation along with other investments generally would not be subject to B&O tax on such patent income if
the person has no business operations related to the patent. Please contact us with any questions.
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This communication contains general information only, and none of Deloitte Touche Tohmatsu Limited
(“DTTL"), its global network of member firms or their related entities (collectively, the “Deloitte
organization”) is, by means of this communication, rendering professional advice or services. Before
making any decision or taking any action that may affect your finances or your business, you should consult
a qualified professional adviser.

No representations, warranties or undertakings (express or implied) are given as to the accuracy or
completeness of the information in this communication, and none of DTTL, its member firms, related
entities, employees or agents shall be liable or responsible for any loss or damage whatsoever arising
directly or indirectly in connection with any person relying on this communication. DTTL and each of its
member firms, and their related entities, are legally separate and independent entities.
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