Income Tax Advisory
Workgroup

August 24, 2026




Welcome

John Ryser, Acting Director, Department of Revenue
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Start with why

Our objective

The Income Tax Advisory Workgroup, created under ESSB 6346 Section 712, is
tasked with assisting the Department of Revenue in forming recommendations
to address technical and equity issues that may arise during implementation
and administration. The work group will prepare two required reports, a
preliminary report in December 2026 and a final report in December 2027.

WASHINGTON STATE DEPARTMENT OF REVENUE n



Shared mission and impacts

* Essential Insights: Ensure the Department receives the
thoughtful, well-rounded perspectives needed to
implement these statutory requirements successfully.

* Shaping the Future: Develop recommendations that
guide the long-term implementation of our state’s high
earner income tax.

* A Historic Milestone: Excited to embark on this
collaborative, groundbreaking journey with you.
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Introductions and an overview of your role on
this workgroup

An overview of the workplan and deadlines
to accomplish two key reports due in
December of 2026 and 2027

A review of ESSB 6346 Income Tax Sections

A list of technical and administrative issues
identified

An update on the Department’s
implementation progress and a chance for
you all to meet our Project Director

WASHINGTON STATE DEPARTMENT OF REVENUE ' §




Please share in 1-2 minutes

* Your name / preferred pronouns
* Your role on the advisory workgroup

* Something you are looking forward to
contributing to this workgroup

Introductions
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Advisory roles and responsibilities (1 of 2)

Advisory Workgroup Members Facilitator

* Meet regularly Schedule and coordinate meetings

* Provide input on:

* Implementation and administration of pass-
through entity election

Manage the agenda

Facilitate discussions

Confirm adoption of recommendations and
action items

* Development of state schedules and K-1
* Filing requirements including documentation

* Identify and potentially present on issues

* Contribute to the content of two legislative
reports
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Advisory roles and responsibilities (2 of 2)

Department Subject Matter Experts

* Support the logistics of this meeting
e Support public communication efforts
* Capture actions items

e Capture and formalize recommendations for
reports

* Present technical content and answer questions
* Research issues and questions

* Provide fiscal estimates

* Draft and submit report

e Other duties as assigned
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Workplan and deadline overview (1 of 5)

Meeting structure

Generally, willbe9am—-12pmand 1 -4 pm
Agendas will be posted a week in advance

Meetings will be a mix of information sharing
and discussion

Meetings are streamed on TVW to support
transparency

Each meeting will include an update on
implementation efforts

Our workplan is ambitious, so we will meet at
least once per month through November
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Workplan and deadline overview (2 of 5)

September 2026 — Pass-Through Entities
(PTEs), Federal Tax Considerations, and K-1
Discussion

* Purpose: Provide an overview of
PTE entities and discuss what
information should be reported for
purposes of determining
Washington’s high-earners income
tax. The Department will be
seeking preliminary
recommendations from the
workgroup.

* Priority issues for the meeting; PTE
structure diversity, information
required for federal K-1, types of
information the Department may
need that is not captured in federal
K-1, and state K-1 preliminary
design.

* September 17 or 18 preferred
meeting date.

October 2026 — Filing Requirements, opt-
in safe harbor, and if time allows,
apportionment & allocation

* Purpose: Discuss filing
requirements, opt-in safe harbor
and if time allows, apportionment
and allocation issues to include:

* What documents must be included
with returns for filers (proofs,
schedules, statements)?

 What issues exist for individuals
claiming the safe harbor? How do
they substantiate it?

* Which issues should be flagged for
Potential legislative change in the
irst report, and those that can be
handled administratively by DOR?

* Recommended meeting week of
October 5th

October 2026 — PTE Election and K-1 Revisit
and Refine

Purpose: Extend September PTE
work into Washington’s state
Schedule K-1 design. To include:

What data elements must the
state K-1 include to support
accurate filing, reconciliation,
and compliance?

The Department will be seeking
preliminary recommendations
from the workgroup.

Recommend meeting the week
of October 19t
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Workplan and deadline overview (3 of 5)

November 2026 — First Draft November 2026 — First Report

Report & Feedback Finalization & Submission

* Purpose: Review DOR’s first  Purpose: Finalize and
draft report and capture submit the initial report to
Advisory Group feedback, the Legislature’s fiscal
including commigttees Hiatus during the 2027

* |ssues discussed and S e~ Legislative Session
recommendations for * Draft sent to y :
legislative changes, if any, and Nov 15, 2026; final report LoE L noi:jmeet DO
related workgroup feedback submitted by Dec 15, 2026 January and May 2027

e Solicitation of clarifications, « DOR will share the draft

edits, and differing
viewpoints

* November 12 or 13th

with Advisory Group
participants prior to OFM
submission
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Workplan and deadline overview (4 of 5)

I | I I
June 2027 — Legislative July and August 2027 September 2027 — Technical
Changes & Other Issues & Other Issues

Purpose: De-brief on 2027 Purpose: Continue work on Purpose: Address remaining
session outcomes and any residual topics ahead of technical and administrative
address outstanding the fall drafting cycle. Use issues not previously
implementation issues. only if additional addressed; confirm readiness
What legislative changes, if review/discussion is for second draft report.

) needed. :
any, affect our earlier Are there any operational
recommendations? concerns (forms, returns,

schedules) that must be

What new issues surfaced
during implementation that
we have not covered?

captured?
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Workplan and deadline overview (5 of 5)

October 2027 — Second Draft November 2027 — Second

Report & Feedback Report Finalization & Submission
Purpose: Present and refine Purpose: Finalize and
the final draft of forms, submit the second report.
returns, and schedules;
capture Advisory Group Draft to OFM by
feedback Nov 15, 2027; final report
Do the proposed submitted by Dec 15, 2027,
forms/returns/schedules to the Legislature’s fiscal
meet compliance and committees.
administrative needs? DOR will share the draft
What improvements or with Advisory Group
clarifications are necessary participants before OFM
before OFM review? submission.
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Washington Income
ax Overview

Michael Lantz and Jas Basi
Legislation and Policy Division
Department of Revenue
August 24, 2026




Background

Washington state enacted an income tax during the 2026 legislative session (ESSB
6346).

Imposes a 9.9% tax on personal income of more than S1 million.
Subject to exclusions, deductions, and credits.
Takes effect Jan. 1, 2028. Collection starts in 2029.
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https://lawfilesext.leg.wa.gov/biennium/2025-26/Pdf/Bills/Session%20Laws/Senate/6346-S.SL.pdf?q=20260415100106
https://lawfilesext.leg.wa.gov/biennium/2025-26/Pdf/Bills/Session%20Laws/Senate/6346-S.SL.pdf?q=20260415100106

Definitions

Resident — An individual domiciled in Washington state or physically present in
the state for more than 183 days during the taxable year.

Internal Revenue Code — The U.S. Internal Revenue Code in effect as of January 1,
2026.

Pass-Through Entity — A partnership, limited liability company, or S corporation
reporting out the distributive share of taxable income to its partners, members,
or shareholders.

Undefined terms have the same meaning as used in the Internal Revenue Code,
unless a different meaning is clearly required.
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Overview: Calculating tax

Make Sec. 302-
Federal AGI emmd 307 and Sec. 401
-407 adjustments

Washington base Make Sec. 309-
income 314 adjustments

Washington Use Sec. 203-206 WA income tax

sd Vultiply by 9.9%

taxable income credits due
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Determining
Washington base
Income

Section 301-316; Section 401-407



Determining WA base income

N

Make Sec. 302- :
Federal AGI 307 and Sec. 401 Washington base Make Sec 309
: income 314 adjustments
-407 adjustments

Washington : 5 Use Sec. 203-206 WA income tax
taxable income Multiply by 9.9% credits due
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Federal AGI modifications

Capital gains AGI modifications (exclude or add depending on situation).

State and local obligations (add, excluding interest on Washington obligations).
State and local income, B&O, and PU taxes (add).

Carryovers (add or deduct depending on the situation).

Federal obligations (deduct).

Income from incomplete nongrantor trust (add).

Tribal related exemption (deduct/exempt).
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Allocation and apportionment

Residents of Washington
All income must be allocated to Washington.

Nonresidents
Employee income for services performed in state are allocated to Washington.

Use the ratio of days worked in-state to total days worked.

Business income is apportioned using the receipts factor.
Includes distributive share of a pass-through entity.

Numerator is total income in Washington and denominator is total income
everywhere.

Other special rules
Proration, athletic teams, student athletes, allocation rules.
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Determining
Washington taxable
Income

Section 301-316; Section 401-407



Determining WA taxable income

N

Washington base Make Sec. 309-
income 314 adjustments

Make Sec. 302-
Federal AGI == 307 and Sec. 401-
407 adjustments

~— |

Washington : 5 Use Sec. 203-206 WA income tax
taxable income Multiply by 9.9% credits due
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Washington taxable income modifications

S1 million standard deduction.
Charitable contributions deduction.
Pass-through entity tax payment addition.

Amount deposited in a capital construction fund under section 7518 of the IRC
deduction.

Wagering losses deduction.

Commercial cannabis activities.
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Determination
of tax due

Section 201-206, Pages 6-9



Determining WA income tax due

kel BEE, S92 Washington base Make Sec. 309-

Federal AGI income 314 adjustments

Washington Use Sec. 203-206 WA income tax
taxable income credits due
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Available credits

Credit for payments of income tax due to another jurisdiction.

Credit for payments of business and occupation (B&O) and public utility taxes
(PUT).

Credit for payments of Washington capital gains tax.

Credit for Washington income tax payments by pass-through entities.
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Estimated tax
payments and
pass-though entity
tax election

Sections 501-502, Pages 24-27




Estimated tax payments (Section 501)

Individuals must pay estimated taxes if they are required for federal taxes and
owe more than $5,000.

Reporting periods, payment due dates, and the taxpayer's projected tax liability
follow Internal Revenue Code provisions.
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Pass-though entity elections (Section 502)

Pass-though entities (partnerships, LLCs, and S-Corps) may pay income tax for the
owner(s).

Each owner may decide either to:
Have the pass-through entity pay the income tax.

Pay it themselves.
This election must be made annually and filed by June 15 of the taxable year.

Income and credit calculations are the same as for individuals.
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Other Provisions




Parts VI, VII, VIII

Part VI: Criminal Provisions

Part VII: Administrative Provisions
Only individuals owing income tax are required to file a tax return.
Taxpayers must file electronically.
State income tax due on or before the day federal income tax returns are due.
State will grant an extension if federal government grants extension.

Part VIlI: Public Pensions
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Washington Income Tax -
Issues for Implementation

James Samans

Legislation and Policy Division
Department of Revenue
August 24, 2026




Pass-through entities

Should there be annual reporting requirements (K-1s) for all pass-through entities?

Should pass-through entities withhold tax?

How should pass-through entities allocate entity-level expenses to individual owners?

How the pass-through entities credit interacts with the out-of-state credit.

The out-of-state taxes paid credit is apportioned using Washington base, whereas the pass-through
entities credit is apportioned using Washington taxable income.

It is unclear whether single-member LLCs are excluded from the definition of pass-through
entities.

WASHINGTON STATE DEPARTMENT OF REVENUE
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Trusts

How will income be allocated for trusts?

Should trusts be added to the definition of “persons,” so that all trusts are taxable?
Only income from nongrantor trusts is mentioned in ESSB 6346.

Incomplete gift income may not be collected because trusts are not required to file returns.

Taxpayers may channel Washington taxable income to non-grantor trusts, even if the beneficiary
is a resident of the state.
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Carryover and treatment of losses

Clarify the calculation of net operating losses.

How will taxpayers track losses allocated to both Washington and outside of the state?
Clarify rule allowing a taxpayer to deduct up to 80% of their net operating losses.

Clarify whether net operating losses are taken prior to or after the standard deduction.

Add rules for losses by non-residents.
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Miscellaneous (1 of 3)

Create rules and department procedures for determining residency status (Section 101(8)).

Incorrect numerator for calculation of out-of-state credit (section 203(1)(b)(ii)).

Credit is based on federal AGI, which may not be entirely taxed twice. The credit should only be
provided for Washington base income.

Pass-through entities credit is reduced by the out-of-state credit, but this reduction may not
entirely prevent double taxation (section 203).

Potential overlap/conflict between tax treatment of intangible property (sections 401(d) and
401(f)).

Clarify calculation of the nonresident standard deduction ratio (section 315).
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Miscellaneous (2 of 3)

Static conformity with the Internal Revenue Code as of January 1, 2026.
Legislature would need to act to adopt future federal tax changes.

Charitable contributions for the income tax are different from those for the capital gains tax (309).
Same donations may be used to reduce capital gains and income taxes (section 309).

Add rules for the allocation of the standard deduction and charitable contributions deduction for
married couples and domestic partners filing separately.

Standard deduction is updated every two years based on CPI, but taxpayers are required to
estimate payments quarterly (sections 316 & 501).
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Miscellaneous (3 of 3)

Consider modifying the June 15 pass-through entity filing election date (Section 502(2)).

Clarify that a federal tax return is final when a taxpayer’s time to petition with the tax court has
expired.

Does the statute of limitations under RCW 82.32.050 apply to income tax and, if so, should it be
modified?
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Questions?

WASHINGTON STATE DEPARTMENT OF REVENUE | 40




	Income Tax Advisory Workgroup
	Welcome
	Start with why
	Shared mission and impacts
	Today’s Agenda
	Introductions
	Advisory roles and responsibilities (1 of 2)
	Advisory roles and responsibilities (2 of 2)
	Workplan and deadline overview (1 of 5)
	Workplan and deadline overview (2 of 5)
	Workplan and deadline overview (3 of 5)
	Workplan and deadline overview (4 of 5)
	Workplan and deadline overview (5 of 5)
	Washington Income �Tax Overview 
	Background
	Definitions
	Overview: Calculating tax
	Determining Washington base income
	Determining WA base income
	Federal AGI modifications
	Allocation and apportionment
	Determining Washington taxable income
	Determining WA taxable income
	Washington taxable income modifications
	Determination�of tax due
	Determining WA income tax due
	Available credits
	Estimated tax payments and �pass-though entity �tax election 
	Estimated tax payments (Section 501)
	Pass-though entity elections (Section 502)
	Other Provisions
	Parts VI, VII, VIII
	Washington Income Tax  - �Issues for Implementation� 
	Pass-through entities 
	Trusts
	Carryover and treatment of losses
	Miscellaneous (1 of 3)
	Miscellaneous (2 of 3)
	Miscellaneous (3 of 3)
	Questions?



