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In brief 
At the request of the Council of the District of Columbia (DC Council), on February 12, 2014, the DC Tax 
Revision Commission (Commission) presented recommendations and its final report to the DC Council. 
In 2011, the DC Council authorized the creation of the Commission and charged it with providing 
comprehensive recommendations that would: (1) provide fairness in application of taxes; (2) broaden the 
tax base; (3) make the District of Columbia’s (District) tax policy more competitive with surrounding 
jurisdictions; (4) encourage business growth and job creation; and (5) modernize, simplify, and increase 
transparency in the District’s tax code.  

The Commission made several recommendations that would affect the business franchise tax, the 
unincorporated business franchise tax, the personal income tax, and the sales tax. It also recommends a 
new employer fee to be paid by employers with more than 4 employees working in the District.  The final 
report is scheduled to be published in March 2014.  [Recommendations, DC Tax Revision Commission 
(2/12/14)] 

 
In detail 

The DC Tax Revision 
Commission 
The DC Council in 2011 created 
the Commission to improve the 
District’s tax system and 
maintain its fiscal integrity. 
From the Fall of 2012 through 
the end of 2013, the 
Commission held 26 meetings 
and 3 public hearings to explore 
different options and 
possibilities to accomplish its 
stated purpose  

On December 18, 2013, the 
Commission unanimously 
approved a set of 
recommendations and 
identified three major areas of 
concern: the tax burden of 
middle-class residents, the 
relatively high business taxes, 
and the limited scope of the 
District’s tax base.  Its final 
recommendation provides 
significant changes to several 
taxes imposed by the District 
and includes a new employer fee 
for businesses with more than 

four employees working in the 
District.  

Business franchise tax 

Reducing the tax rate 

Noting that the District has a 
reputation as a high tax 
jurisdiction due, in part, to its 
9.975 percent tax rate imposed 
by both the business franchise 
tax (BFT) and the 
unincorporated business 
franchise tax (UBFT), the 
Commission recommends 
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reducing the rate for both taxes to 
8.25 percent.  

Single-sales factor 

The Commission recommends that 
adoption of a single-sales factor 
apportionment methodology would be 
especially attractive to those 
businesses seeking to bring their 
businesses into the District and would 
further expand the amount of 
employees in the area.  Currently, the 
District imposes a three factor (based 
on property, payroll and double 
weighted sales) apportionment 
method to determine taxable income.  

Exempting investment funds through 
the creation of a ‘trading safe harbor’ 

To further its efforts to encourage 
growth by attracting new industries, 
the Commission recommends the 
adoption of a ‘trading safe harbor,’ 
which would generally exempt 
investment funds from the UBFT. 
Currently, the District exempts 
businesses firms that derive 80 
percent gross income derived from 
personal services, such as accounting, 
law and engineering firms, from the 
UBFT.  However, an investment 
fund’s ‘trading’ business does not 
qualify for this exemption and, 
therefore, capital gains, dividends, 
and interest income relating to the 
‘trading’ business is subject to the 
9.975 percent tax. Creation of a 
‘trading safe harbor,’ which could only 
apply to income from intangible 
property, would generally exempt 
investment funds from the UBFT. The 
Commission believes this exemption, 
which is available in a similar form in 
New York City, would encourage this 
industry to move into the District. 

Individual Income Tax  

Creating a new tax bracket 

Currently, the District’s individual 
income tax has four tax brackets, 
ranging from 4 percent to 8.95 

percent, and eight filing statuses. In 
an effort to reduce the tax burden for 
low- and middle-income tax payers, 
the Commission recommends the 
creation of a new tax bracket. The new 
bracket would impose a 6.5% rate on 
single filers with income between 
$40,001 and $60,001, and married 
filers with income between $40,001 
and $80,000. Such taxpayers are 
currently subject to a tax rate of 8.5 
percent.  Income above those 
thresholds would continue to progress 
through the two upper tax brackets. 

Decrease the top income tax rate 

In order to partially fund income tax 
cuts, in 2012 the District increased its 
top rate from 8.5 percent to 8.95 
percent.  The top rate is scheduled to 
revert to 8.5 percent at the beginning 
of 2016.. The Commission 
recommends that the highest 
bracket’s tax rate be lowered to 8.75 
percent, effective January 1, 2016.  

Other individual income tax 
recommendations 

The Commission recommends that 
the number of filing status options be 
decreased to five and that the tax 
system provide for two schedules - 
one set of brackets for married 
couples filing jointly or heads of 
household and another set for single 
filers. The rates would also be 
adjusted to reduce the potential 
marriage penalty. Currently there are 
eight filing statuses all of which are 
subject to the same income tax 
brackets.  

Other personal income tax 
recommendations include: raising the 
standard deduction from $4,100 to 
$6,100 ($12,200 for married) and the 
personal exemption from $1,675 for 
singles and $3,350 for married to 
$3,900 for all taxpayers; phasing out 
personal exemptions for high-income 
earners; expanding the Earned 
Income Tax Credit for childless 

workers; and eliminating select credits 
and deductions  to broaden the 
individual income tax base.  

Other recommendations 

Local services fee on employers 

The Commission recommends the 
creation of a local services fee on 
employers to offset the fiscal impact 
on the Home Rule Act, which denies 
the ability of the DC Council to impose 
a tax on the personal income of any 
non-resident individual of the District. 
The Home Rule Act allows many non-
residents to commute into and work 
in the District without being subject to 
the District’s income tax.  The local 
services fee would require employers 
to pay a $25 per employee fee every 
quarter, but would exclude employers 
with four or fewer employees.  

Sales tax 

The Commission recommends that 
the general sales tax rate be increased 
from 5.75 percent to 6 percent, which 
would bring it in-line with the tax 
rates imposed by both Maryland and 
Virginia.  Additionally, the 
Commission recommends the 
expansion of taxable services to 
broaden the tax base.  The list of 
expanded services includes: 
construction contractors, carpentry 
and other construction-related 
services, and water consumption at 
home, among others. The Commission 
did not recommend adding 
professional services, such as 
accounting, legal advice, and dental 
work to the list of taxable services.  

The Commission recommends the 
inclusion of a use tax line on the 
personal income tax return so that 
District residents can more easily 
report and remit their use tax liability.  
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The takeaway 
Based on the Commission’s 
recommendations, it appears that the 
District will be implementing tax 
changes in the near future to make the 
District more tax competitive with 
Maryland and Virginia from an overall 
tax perspective. 

 

 

 

 

 

 

 
 

 
 

Let’s talk   

If you have any questions regarding the District of Columbia’s tax revisions please contact the following individuals: 

State and Local Tax Services 

Steve Arluna 
Partner, Tyson’s Corner 
+1 (703) 918-1521 
steve.arluna@us.pwc.com 

Robert Porcelli 
Partner, Tyson’s Corner 
+1 (703) 918-6793 
robert.m.porcelli@us.pwc.com 

Renee Padousis 
Director, Tyson’s Corner  
+1 (703) 610-7455 
renee.p.padousis@us.pwc.com 

© 2014 PricewaterhouseCoopers LLP, a Delaware limited liability partnership. All rights reserved. PwC refers to the United States member firm, and may sometimes refer 
to the PwC network.  Each member firm is a separate legal entity.  Please see www.pwc.com/structure for further details. 

SOLICITATION 

This content is for general information purposes only, and should not be used as a substitute for consultation with professional advisors. 
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