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Scenario A

Revise State Property Tax Levy Limit



What would change under this scenario?

The current law caps the state property tax levy growth at the lesser of the implicit 

price deflator or 1% growth (plus the new construction add-on). In this scenario, that 

limitation factor would be benchmarked to a new inflation factor tied to the 

cumulative rates of population growth and inflation.

• “inflation”: means the percentage change in the implicit price deflator per RCW 

84.55.005.

• “population change”: is the percent increase in the population of the state between the 

two most recent years provided in the official population estimates published by the 

Office of Financial Management in April of the year before the taxes are payable.

This scenario is not revenue neutral.
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What is the purpose of this scenario?

Scenario A addresses the adequacy (or the ability to collect 
enough tax revenue) of the tax system by increasing the state 
property tax limit factor, which allows the state property tax to 
keep pace with inflation and population growth.
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How would the tax rate change?

For the state property tax in 2023, the rate is forecasted to be 
$2.44 per $1,000 of assessed value of property. 

If the limit factor were changed, the state property tax rate in 
2023 would be $2.55 per $1,000 of assessed value of property.
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What are the rates?
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Taxes Current Law, State Property Tax Scenario A, State Property Tax 2022

Due Rate Part 1 Rate Part 2 Total Rate Part 1 Rate Part 2 Total

2022 1.64783 0.88924 2.53707 1.69045 0.91224 2.60269

2023 1.58775 0.85683 2.44458 1.65658 0.89397 2.55055

2024 1.53164 0.82662 2.35826 1.62524 0.87712 2.50236

2025 1.4826 0.80074 2.28334 1.59976 0.86400 2.46376

2026 1.43731 0.77643 2.21374 1.57640 0.85155 2.42795

2027 1.41844 0.76639 2.18483 1.58500 0.85636 2.44136

What tax rate did we 

examine in the 

December 2020 tax 

structure analysis?

In 2020, we estimated 

how much revenue would 

have been generated for 

the 2017-19 Biennium if 

the 1 percent revenue 

growth limit on regular 

state property taxes was 

replaced with a limit 

based on population 

growth and inflation if the 

state had implemented 

this alternative on January 

1, 2003.

Scenario A Tax Rates

Scenario A



Individual Example

Using these forecasted rates, a person owning a home valued at 
$500,000 would pay $1,220 in 2023 in state property taxes under 
the current limit factor. 

However, if the state property tax limit factor is changed, that 
same person would pay about $55 more in 2023, or $1,275 a year 
in state property taxes. 
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Scenario B

PRPTE (Primary Residence Property Tax 
Exemption) and Wealth Tax



What would change under this scenario?
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This proposal creates an exemption for residential property tax parcels 

that are occupied as the principal place of residence and adds a wealth 

tax. 

• State Property Tax: creates an exemption from Part 1 & 2 of the state 

school levy for up to the first $250,000 of assessed value on residential 

property. This does not apply to locally levied property taxes. 

• The exemption does not “shift” the property tax burden.

• Requires an amendment to the state Constitution. 

• Wealth Tax: imposed on the taxable worldwide wealth of individuals who 

reside in Washington. Up to $1 billion of an individual's financial intangible 

assets are exempt from the wealth tax.
Scenario B



What is the purpose of this scenario?

Scenario B addresses the fairness of the tax system by expanding 
the definition of the state property tax to include financial 
property (over $1 billion). 

This would fund the state property tax exemption for residential 
payers, who would receive a tax exemption for the first $250,000 
of value on their primary residence. 
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How would the tax rate change?

For the state property tax in 2023, the rate is forecasted to be 
$2.44 per $1,000 of assessed value of property. 

If the PRPTE applied to homeowners, the 2023 state property tax 
rate would be $2.44 per $1,000 of the assessed value of property 
minus the first $250,000 of the assessed value of the property. 

A wealth tax rate of 0.38% would apply to filers with over $1 
billion in financial intangible assets. 
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What are the rates?

12

Taxes Current Law, State Property Tax Wealth Tax

Due Rate Part 1 Rate Part 2 Rate

2022 1.64783 0.88924 0.50%

2023 1.58775 0.85683 0.38%

2024 1.53164 0.82662 0.41%

2025 1.48260 0.80074 0.40%

2026 1.43731 0.77643 0.41%

2027 1.41844 0.76639 0.45%

What tax rate did we examine in 

the December 2020 tax structure 

analysis?

In 2020, we estimated how much 

revenue would have been generated 

for the 2017-19 Biennium if the 1 

percent revenue growth limit on 

regular state property taxes was 

replaced with a limit based on 

population growth and inflation if the 

state had implemented this 

alternative on January 1, 2003.

However, no option to provide a 

property tax exemption with a wealth 

tax was analyzed.

Scenario B Tax Rates

Scenario B



Individual Example

Using the current law state property tax rates without the PRPTE 
applied, a person owning a home valued at $500,000 would pay 
$1,220 in 2023 in state property taxes.

However, with Scenario B’s PRPTE applied, a person owning a 
home valued at $500,000 would pay half as much, or $610, in 
2023 in state property taxes using the same state property tax 
rates.
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Scenario E and F

Personal Income Tax (Flat and 
Progressive Rates)



How would tax rates change?

• The state sales tax would be reduced from its 2022 forecasted rate of 6.5 percent to 4.5 percent.

• For the state property tax in 2023, the rate is forecasted to be $2.44 per $1,000 of assessed value of 

property. If the property tax is reduced by 25%, and a shifting primary residence exemption of 

the first $250,000 of the assessed value is added, the state property tax rate only changes very 
minorly (by less than $0.01 in the first year of the change).

• Washington state does not currently have a personal income tax (PIT). A graduated PIT rate 

ranging from 2.1 percent to 4.2 percent would apply to each filer depending on their income.

• Washington state does not currently have a personal income tax (PIT). A flat PIT rate of 

3.7 percent would apply to the filer’s income.
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Progressive PIT Rates

Effective rates of personal income taxation for selected income brackets:

• $15,000 to $20,000 : 0.6%

• $35,000 to $40,000 : 1.7%

• $50,000 to $60,000 : 2.2%

• $90,000 to $100,000 : 2.9%

$100,000 to $250,000 : 3.2%

For Reference:

• The federal poverty level for a family of four is $21,720 in income for 2020. 

• Per capita, personal income in Washington is estimated at $68,322 by the Bureau of Economic Analysis for 2020.

• The median household income for Washington is estimated at $81,083 by US Census for 2020.
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Income Bracket (AGI) Effective Rate (% income paid in taxes)

$15,000 - $20,000 0.6%

$35,000 to $40,000 1.7%

$50,000 to $60,000 2.2%

$90,000 to $100,000 2.9%

$100,000 to $250,000 3.2%

Scenario F



Individual Example (Flat PIT)
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Who Pays the Tax?

The tax would apply to 

residents and nonresidents 
with Washington-sourced 

income.

Wages

For example…

Andrés and his spouse lived 
and worked in the state for 

the entire year.

What counts as 

taxable income?

A filer’s adjusted gross 

income (for example, wages, 
investment income, and 

income from business 

income) would be taxable. 

Individuals

Investment Income

Pass-through Income

The total adjusted gross 

income on their federal tax 
return was $160,000.

$160,000 Adjusted Gross 
Income

What income 

would be exempt?

Filers can reduce their 

taxable income based on a 
personal exemption for each 

household member, 

including dependents.

Personal

Spouse

Dependents

They each take a personal 

exemption (they have no 
dependents).

$152,500 after exemption

Deductions and 

credits available:

Filers would be eligible to 

claim a series of standard 
deductions and credits:

• Standard deduction 
(based on tax filing 

status)
• Out-of-State Credit (for 

filers with income 

sourced outside of WA)

They take the standard joint 

deduction as a married 
couple (they do not own a 

business or work out of 

state).

$139,500 Taxable Income

What is the tax rate 

and tax paid?

The tax rate would be a flat 

rate of 3.7% for everyone.

$5,161 paid at flat 

3.7% rate.

Andrés and his spouse also spent $56,455 on taxable goods last 

year. They paid a sales tax of $2,540 at the 4.5% rate.

The couple owns a home with an assessed value of $500,000. 

They paid a property tax of $632 at the 2.53% rate.
Total Tax Paid: $8,189

Scenario E



Individual Example (Graduated PIT)
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Who Pays the Tax?

The tax would apply to 

residents and nonresidents 
with Washington-sourced 

income.

Wages

For example…

Andrés and his spouse lived 
and worked in the state for 

the entire year.

What counts as 

taxable income?

A filer’s adjusted gross 

income (for example, wages, 
investment income, and 

income from business 

income) would be taxable. 

Individuals

Investment Income

Pass-through Income

The total adjusted gross 

income on their federal tax 
return was $160,000.

$160,000 Adjusted Gross 
Income

What income 

would be exempt?

Filers can reduce their 

taxable income based on a 
personal exemption for each 

household member, 

including dependents.

Personal

Spouse

Dependents

They each take a personal 

exemption (they have no 
dependents).

$152,500 after exemption

Deductions and 

credits available:

Filers would be eligible to 

claim a series of standard 
deductions and credits:

• Standard deduction 
(based on tax filing 

status)
• Out-of-State Credit (for 

filers with income 

sourced outside of WA)

They take the standard joint 

deduction as a married 
couple (they do not own a 

business or work out of 

state).

$139,500 Taxable Income

What is the tax rate 

and tax paid?

The tax rate would range 

from 2.1% to 4.2% based on 
the filer’s status and income 

level.

$4,953 paid at 2.9% 

rate.

Andrés and his spouse also spent $56,455 on taxable goods last 

year. They paid a sales tax of $2,540 at the 4.5% rate.

The couple owns a home with an assessed value of $500,000. 

They paid a property tax of $632 at the 2.53% rate.
Total Tax Paid: $7,981

Scenario F



Scenario C

VAT (Value Added Tax) and Employer 
Compensation Tax



Business tax on the value a 

business adds to goods or 

services it sells. 

In this example Jane would be 

taxed on the increased value of 

lemonade that she sells for $3 

each.

In this example, Jane added 

value to just the cost of raw 

materials by making lemonade.

Total Value Added

$2

$2
Lemonade 

$3

Tax on the 
added 
value

A small business Value Added Tax 

exemption of $1 million would be 

introduced



• Applies to companies with total worldwide payroll of more 

than $7 million a year.

• Tax only applies to employee compensation of over $150,000 

per employee.



What would change under this scenario?
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This proposal eliminates the B&O tax, adds an employer compensation tax, 

and adds a subtraction-method Value Added Tax (VAT). 

• Employer compensation tax: a tax on compensation paid to employees located 

in Washington for businesses that make over $7,000,000 in worldwide income. This 

tax exempts the first $150,000 per year in compensation for each employee.  

• Subtraction-method VAT: a tax on the gross receipts of businesses minus the 

purchase of intermediate goods and services from other businesses. Small 

businesses can also claim an exemption of $1 million of annual receipts. The small 

business exemption phases out linearly to zero for taxpayers with $2 million of 

receipts.

Scenario C



What is the purpose of this scenario?

This scenario addresses the fairness of the tax system by creating 
a more consistent approach for taxing businesses and considering 
the capacity of businesses to pay. 

Note: While companies can subtract the cost of services from other businesses, they cannot 
subtract the cost of their own labor services. This means that businesses subject to the 
employer compensation tax (making over $6,050,000) will be taxed on their labor twice.
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Consistency: Whereas the B&O
tax has many different rates, the
subtraction method VAT would
just have one rate.

Capacity to Pay: The state’s main business tax is the Business &
Occupation tax (B&O). The B&O tax is applied on a business’s gross
revenue and does not consider the cost of intermediate goods and
services from other businesses. In contrast, a subtraction-method VAT
does subtract those costs.

Scenario C



What are the rates?
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Tax Current Law Employer Worldwide Payroll Proposal

B&O Tax Varies NA NA

Employer Compensation Tax NA $0 - $7,000,000 0%

Employer Compensation Tax NA $7,000,000 to $100,000,000 0.25%

Employer Compensation Tax NA Over $100,000,000 0.50%

Value Added Tax NA NA 2.6%

What tax rate did we 

examine in the 

December 2020 tax 

structure analysis?

In December 2020, we 
used a 2.2% tax rate for the 
VAT.

This analysis did NOT 
include the $1 million small 
business exemption or the 
Employer Compensation 
Tax.

Scenario C Tax Rates

Scenario C



Scenario D

Margins Tax and Employer 
Compensation Tax



Cost of Goods Sold

cost of 

goods sold, 

wages, 30% 

of revenue

And only pay tax on 

the remaining amount 

of income



What would change under this scenario?
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This proposal eliminates the B&O tax, adds an employer compensation tax, 

and adds a Margins Tax. 

• Employer Compensation Tax: a tax on compensation paid to employees located 

in Washington for businesses that make over $7,000,000. This tax exempts the first 

$150,000 per year in compensation for each employee. 

• Margins Tax: a tax on the gross receipts of businesses minus one of four 

deductions:

• 30 percent of taxable income (before deduction);

• Cost of goods sold;

• Total compensation paid; or

• $1 million (subject to apportionment) 

Scenario D



What is the purpose of this scenario?

This scenario addresses the fairness of the tax system by creating a more consistent approach for 

taxing businesses and considering the capacity of businesses to pay. 

In contrast to the current B&O tax, the Margins Tax would allow a business to deduct certain 

expenses (cost of goods sold, wages, 30% of revenue, or a flat $1 million) from its gross revenue so 

that the business only pays the tax on that remaining amount. The model assumes the taxpayer 

chooses the largest deduction.

The cost of goods sold option, for example, helps reduce multiple taxation on the same product, 

which--under a B&O tax--may be taxed at multiple points as it is sold through the stages of 

production before reaching the final customer. This is because the cost of goods sold deduction allows 

businesses to deduct the cost of materials and other direct product expenses.
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What are the rates?
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What tax rate did we examine 

in the December 2020 tax 

structure analysis?

In December 2020, we used a 2.7% 
tax rate for the Margins Tax. 

This analysis did NOT include the 
Employer Compensation Tax.

Scenario D Tax Rates

Tax Current Law Employer Worldwide Payroll Proposal

B&O Tax Varies NA NA

Employer Compensation Tax NA $0 - $7,000,000 0%

Employer Compensation Tax NA $7,000,000 to $100,000,000 0.25%

Employer Compensation Tax NA Over $100,000,000 0.50%

Margins Tax NA NA 2.5%

Scenario D



Scenario E and F

Corporate Income Net Receipts 
(Flat and Progressive Rates)



Progressive Tax: As business’ 

income increases, their tax 

rate also increases.

Flat Tax: All business income 

would be taxed at the same 

flat rate.



What would change under this scenario?
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This proposal modifies current law taxes as follows:
- Reduces the state sales tax rate from 6.5 percent to 4.5 percent.

- Reduces the state property tax rate by 25 percent.

- Adds a state property tax primary residence exemption of $250,000 
(but shifts the tax to others through an increase in the rate).

- Eliminates the B&O tax.

This proposal adds the following:

- A flat rate corporate income net receipts tax [CINRT]
- A flat rate personal income tax [PIT]

Scenario E



What is the purpose of this scenario?

Scenario E is meant to foster a fairer tax system by creating a 
consistent approach for taxing individuals and businesses, and 
by considering their capacity to pay taxes (on a flat-rate basis) by 
creating a tax on income while shifting away from the sales and 
property taxes. 

The state’s current tax system does not tax the income of 
individuals or the net income of businesses. Instead, the state’s 
primary taxes are the sales tax, property tax, and B&O tax. 
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How would tax rates change?
• The state sales tax would be reduced from its rate of 6.5 percent to 4.5 percent.

• For the state property tax in 2023, the rate is forecasted to be $2.44 per $1,000 of assessed value of 

property. If the property tax is reduced by 25%, and a shifting primary residence exemption of 
the first $250,000 of the assessed value is added, the state property tax rate only changes very 

minorly (by less than $0.01 in the first year of the change).

• Washington state does not currently have a corporate income net receipts tax (CINRT). The flat 

CINRT would replace the B&O tax, applying a rate of 3.7 percent to each business that files a form 
1120 with the IRS. Passthrough businesses would not be taxed under a corporate income net 

receipts tax, but the business income of the owners would be taxed under the personal income tax.

• Washington state does not currently have a corporate income net receipts tax (CINRT). The 

graduated CINRT would replace the B&O tax, applying a tax rate of 3.3 percent to business taxable 

income less than $1 million and 3.75 percent to business taxable income over $1 million. The CINRT 

would apply to each business that files a form 1120 with the IRS. Passthrough businesses would not 

be taxed under the corporate income net receipts tax. 34
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What are the rates?
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Scenario E Rates:

State Sales/Use Tax Rate

Current Proposal

6.50% 4.50%

Taxes Due

Current Law Property Tax

Rate Part 1 Rate Part 2

2022 1.64783 0.88924

2023 1.58775 0.85683

Business & Occupation Tax

Current Proposal

Varies NA

Corporate Income Net 
Receipts Tax

Current Proposal

NA 3.70%

Personal Income Tax

Current Proposal

NA 3.70%

Scenario E



What are the rates?
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State Sales/Use Tax Rate

Current Proposal

6.50% 4.50%
Current Law Property Tax Rate Part 1 Rate Part 2

2022 1.64783 0.88924

2023 1.58775 0.85683
Business and Occupation 

Tax

Current Proposal

Varies 0%

Corporate Income Net 
Receipts Tax

Current

0.00%

Personal Income Tax

Current

0.00%

Scenario F Rates:

Corporate Income Net Receipts Tax Proposal

Portion of taxable less than or equal to $1 million 3.30%

Portion of taxable more than or equal to $1 million 3.75%

Personal Income Tax

Proposal

Single Joint Rate

Portion of the taxable less than or equal to 3,450 6,900 2.10%

Portion of the taxable is more than the above row, and less than or equal 
to 8,500 17,000 2.90%

Portion of the taxable is more than the above row, and less than or equal 
to 125,000 250,000 3.80%

Portion of the taxable is over the above row ----- ----- 4.20%

Scenario F



Business Example (Flat CINRT)
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Who Pays the 

Tax?

C-corporations and 
foreign corporations with 

a substantial nexus in 

Washington.

C-Corporations

Foreign Corporations

For example…

XYZ Corporation is a 

national corporation 
based in Delaware that 

files a Form 1120 federal 

income tax. Its sales in 
Washington exceeded 

$100,000 last year.

Which income is 

taxable before 

deductions?

The Washington portion 
of income taxable under 

federal corporate net 

income tax, including:

• Gross Profit
• Capital Gains

• Interest Income

Its U.S revenue last year 

was $550 million, but 
only 10% can be 

apportioned to 

Washington.

$55 million Total 
Income

What income 

would be 

exempt?

All entities and income 
that are currently not 

taxable under the federal 

corporate net income 
tax.

• S-Corporations

• Partnerships

• Sole Proprietors

No exemptions for XYZ 

corporation in this 
specific example.

Deductions and 

credits available:

Washington share of 

deductions under federal 
corporate income tax, 

including: 

• Total Compensation

• Depreciation
• Advertising

• Pension and Benefits

Employees and 

executives were paid 
$150 million with other 

deductible costs coming 

to $350 million. Only 
10% can be apportioned 

to Washington.

$5 million taxable 

income

What is the tax 

rate and tax 

paid?

The tax rate would be 

3.7%. 

$185,000 paid at 

3.7% rate.

What would a manufacturing business pay with the current B&O Tax?: $264,000 at .48% rate

Scenario E



Business Example (Graduated CINRT)
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Who Pays the 

Tax?

C-corporations and 
foreign corporations with 

a substantial nexus in 

Washington.

C-Corporations

Foreign Corporations

For example…

XYZ Corporation is a 

national corporation 
based in Delaware that 

files a Form 1120 federal 

income tax. Its sales in 
Washington exceeded 

$100,000 last year.

Which income is 

taxable before 

deductions?

The Washington portion 
of income taxable under 

federal corporate net 

income tax, including:

• Gross Profit
• Capital Gains

• Interest Income

Its U.S revenue last year 

was $550 million, but 
only 10% can be 

apportioned to 

Washington.

$55 million Total 
Income

What income 

would be 

exempt?

All entities and income 
that are currently not 

taxable under the federal 

corporate net income 
tax.

• S-Corporations

• Partnerships

• Sole Proprietors

No exemptions for XYZ 

corporation in this 
specific example.

Deductions and 

credits available:

Washington share of 

deductions under federal 
corporate income tax, 

including: 

• Total Compensation

• Depreciation
• Advertising

• Pension and Benefits

Employees and 

executives were paid 
$150 million with other 

deductible costs coming 

to $350 million. Only 
10% can be apportioned 

to Washington.

$5 million taxable 

income

What is the tax 

rate and tax 

paid?

The tax rate would range 

from 3.3% to 3.75% 
based on the 

corporation’s taxable 

income level.

$183,000 paid at 

3.3% rate for the 

first million and 

3.75% rate for 

the last $4 

million.

What would a manufacturing business pay with the current B&O Tax?: $264,000 at .48% rate

Scenario F



Comparison

VAT, Margins, CINR



Business Tax Comparisons
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Broad Base

Narrow Base

Low Rate

High Rate

Tax Base Example Description of Tax Base

Gross Receipts 

Tax

Ohio CAT, Washington B&O, 

Nevada

Gross receipts with few or no deductions.

Gross Margins Tax Texas Gross receipts minus cost of goods sold, 

total compensation, $1 million, or 30% of 
total revenue.

Subtraction 

Method VAT

Proposed in California Gross receipts minus purchases from other 

firms, resulting in incomplete border 
adjustments.

Corporate Income 

Net Receipts Tax

Traditional business entity tax 

imposed in 45 states; applies to 
C corporations and foreign 
corporations with a substantial 

nexus in Washington.

Gross receipts minus labor costs, 

depreciation, interest, purchases from 
other firms, and other operating expenses.



Business Tax Example
Small Manufacturer, $2.9M in gross receipts

$0

$5,000

$10,000

$15,000

$20,000

$25,000

$30,000

$35,000

B&O VAT Margins CINRT Flat CINRT Progressive

•0.484%

B&O Rate

•$0

Deductions

•$14,036

Tax

•2.6%

VAT Rate

•$1,798,000

Deductions

•$28,652

Tax

•2.5%

Margins Rate

•$1,624,000

Deductions

•$31,900

Tax

•3.70%

CINRT Flat 
Rate

•$2,784,000

Deductions

•$4,292

Tax

•3.3% up to $1M, 
then 3.75%

CINRT Prog. 
Rate

•$2,784,000

Deductions

•$3,828

Tax



Business Tax Example
Restaurant, $2.5M in gross receipts

$0

$5,000

$10,000

$15,000

$20,000

$25,000

$30,000

$35,000

B&O VAT Margins CINRT Flat CINRT Progressive

•0.471%

B&O Rate

•$0

Deductions

•$11,175

Tax

•2.6%

VAT Rate

•$1,500,000

Deductions

•$26,000

Tax

•2.5%

Margins Rate

•$1,250,000

Deductions

•$31,250

Tax

•3.70%

CINRT Flat 
Rate

•$2,200,000

Deductions

•$11,100

Tax

•3.3% up to $1M, 
then 3.75%

CINRT Prog. 
Rate

•$2,200,000

Deductions

•$9,900

Tax



Business Tax Example
Retailer, $1.8M in gross receipts

$0

$1,000

$2,000

$3,000

$4,000

$5,000

$6,000

$7,000

$8,000

$9,000

B&O VAT Margins CINRT Flat CINRT Progressive

•0.471%

B&O Rate

•$0

Deductions

•$8,478

Tax

•2.6%

VAT Rate

•$1,560,000

Deductions

•$6,240

Tax

•2.5%

Margins Rate

•$1,530,000

Deductions

•$6,750

Tax

•3.70%

CINRT Flat 
Rate

•$1,584,000

Deductions

•$7,992

Tax

•3.3% up to $1M, 
then 3.75%

CINRT Prog. 
Rate

•$1,584,000

Deductions

•$7,128

Tax


