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Current Law Washington levies its primary business tax, the business and occupation (B&O) tax, 

on gross income from Washington-based business activity. 

 

A business must report B&O tax if the business meets any of the following 

thresholds in the current or prior calendar year: 

• Has more than $100,000 in combined gross receipts sourced or attributed to 

Washington. 

• Has physical presence nexus in Washington. 

• Is organized or commercially domiciled in Washington. 

 

These thresholds apply to all Washington income, including retailing, wholesaling, 

service activities, and other apportionable activities. 

 

For B&O tax purposes, businesses engaging in apportionable activities may 

apportion their income to determine the amount subject to B&O tax. The formula 

for apportionment is Washington gross apportionable receipts divided by 

worldwide gross apportionable receipts for the taxing period.  

 

The B&O tax includes a flat rate structure with different rates by activity. There are 

several surcharges on certain industries and activities, including the Workforce 

Education Surcharge. The B&O tax also includes approximately 200 tax preferences 

in the form of credits, deductions, exclusions, exemptions, and preferential rates. 

 

While most businesses with activity in Washington are subject to the B&O tax, 

some businesses are instead subject to the public utility tax. The public utility tax is 

a tax on public service businesses, including businesses engaging in transportation 

and the supply of energy, natural gas, and water. This tax is in lieu of the B&O tax, 

meaning that businesses would pay one or the other but not both taxes on the 

same activity. 

 

Each legal entity must register and report taxes separately from other affiliated 

entities within or affiliated with the same business. This stands in contrast with 

reporting at the federal level that is done on a consolidated basis, where all 

affiliated entities are reported on one return as a part of a consolidated corporate 

entity. 
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Proposal This proposal converts Washington’s B&O tax into a modified gross receipts tax 

called a “margin tax” modeled after Texas’s franchise tax. A margin tax is often 

considered a modified gross receipts tax. 

 

Under this margin tax proposal, businesses are taxed on their margin, which is 

calculated as gross income minus the greater of four deductions: 

• Cost of goods sold, 

• Compensation paid, 

• A fixed percentage of gross receipts (e.g., 30%), or 

• A flat amount (e.g., $1 million). 

 

Unlike Texas’s franchise tax, for this margin tax proposal the compensation and cost 

of goods sold deductions are based on federal reporting. 

 

After the deduction amount is subtracted, a single-factor sales apportionment 

method is used to determine the amount of the business's worldwide margin that is 

attributable to Washington. For combined groups, each member of the group is 

included for purposes of attributing Washington income, if any member of the 

combined group has nexus in Washington. This is referred to as the Finnigan 

apportionment method. The amount attributable to Washington is multiplied by a 

flat revenue neutral rate to determine the tax due.  

 

Under this proposal, the margin tax is imposed on the same entities that are subject 

to B&O tax, including corporations, partnerships, limited liability companies, sole 

proprietorships, and nonprofits. Activities subject to public utility tax under current 

law remain subject to public utility tax and are excluded from the margin tax. This 

proposal maintains Washington’s surcharges which are imposed on certain 

industries and activities. It also maintains Washington’s current registration and 

nexus thresholds.  

 

Washington’s definition of gross income is unchanged. Most of Texas’s exclusions 

from total revenue are not qualified exclusions from gross income under this 

proposal, with the exception of bad debts and cash and trade discounts.  
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This margin tax proposal also: 

• Provides an EZ rate option for businesses with gross income of $5 million or 

less annually. An eligible business can elect to pay the margin tax on their 

gross income, with no standard deductions allowed, at a lower EZ rate of 

1.75%. 

• Adjusts the threshold for eligibility to use the EZ rate annually for inflation. 

• Imposes additional margin taxes on manufacturing and extracting activities in 

Washington. 

• Includes multiple activity tax credits similar to those provided under the B&O 

tax. 

• Changes the filing frequency for all entities to an annual return due April 

15th. 

• Requires entities with gross income over $500,000 to file an annual return. 

• Requires quarterly estimated payments. 

• Requires combined reporting for corporations required to file consolidated 

federal returns. 

• Eliminates all preferential rates. 

• Eliminates all deductions, exclusions, and exemptions except those that are 

necessary for legal compliance or practical administration. 

• Allows businesses to carryover earned but unused B&O tax credits to be 

credited from margin tax due for a limited amount of time. 

• Compensates retailers by creating a retail sales tax credit. 

Effective Date The B&O tax is eliminated starting January 1, 2027, and the margin tax begins for 

gross income earned in 2027. The first quarterly estimated payments are due in 

April 2027, with the annual tax return for 2027 due April 15, 2028. 


