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In brief 
What happened? 

Washington State Governor Bob Ferguson (D) on May 20 signed various tax bills (legislation) as part of the state’s 
FY 26-27 biennium budget that among other provisions will:   

• Increase various Business and Occupation Tax (“B&O”) tax rates

• Increase the Advanced Computing Surcharge from 1.22% to 7.5%

• Increase the Financial Institution Surcharge from 1.2% to 1.5%

• Adopt a 0.5% surcharge for businesses with over $250 million in Washington taxable receipts

• Remove various tax preferences

• Impose B&O tax on certain state-chartered credit unions and self-storage rentals

• Add a special B&O tax rate for certain payment processors

• Clarify the investment income deduction

• Allow certain entities with investment income to qualify for an expanded voluntary disclosure program

• Impose Retailing B&O tax and retail sales tax on various specified services

• Remove certain exclusions from Digital Automated Services (“DAS”)

• Adopt a luxury tax on certain vehicles and aircraft
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• Adopt changes to the recently enacted capital gains tax

• Modify the estate tax

Why is it relevant? 

The legislation establishes broad-based alterations aimed at high-income individuals and corporations and expands 
the tax base through surcharges, repeals exclusions and preferential rates, expands the retailing base for certain 
services, and adopts targeted rate increases.  

Actions to consider 

Businesses with Washington State activity should carefully reassess their financial strategies and compliance 
obligations. In addition, high-net-worth individuals in Washington State should be aware of several recent legislative 
developments that could significantly impact their financial and estate planning strategies. Taxpayers should be 
aware that Governor Ferguson has indicated that certain elements of the tax changes, especially regarding the 
sales tax and B&O tax, may be subject to future legislative changes based on feedback from affected businesses.    

In detail  
B&O tax changes, surcharges, and repeal of select tax preferences 

Engrossed Substitute House Bill 2081 (“ESHB 2081”) increases the rate for certain service businesses with over $5 
million in receipts from 1.75% to 2.1% and raises the specified financial institutions surcharge from 1.2% to 1.5% 
effective October 1, 2025. In addition, it standardizes the B&O tax rate across manufacturing, wholesaling, and 
retailing sectors to 0.5% beginning January 1, 2027.    

ESHB 2081 establishes a temporary 0.5% surcharge on Washington taxable income over $250 million, excluding 
manufacturers, select advanced computing businesses, specified financial institutions, and select others. The 
surcharge goes into effect on January 1, 2026, for a period of four years, sunsetting at the end of 2029.   

In addition, ESHB 2081 increases the advanced computing surcharge from 1.22% to 7.5% and adjusts the annual 
cap from $9 million to $75 million starting January 1, 2026.   

Investment income deduction clarification and voluntary disclosure 

ESHB 2081 amends the investment income tax deduction provided in RCW 82.04.4281. Certain businesses can 
deduct amounts derived from investments that are incidental to primary business activities not to exceed 5% of 
business gross receipts. Investment income from a banking, lending, or securities business are not eligible for the 
deduction.   

The bill clarifies that non-profit organizations, collective investment vehicles, retirement accounts, and family 
investment vehicles are eligible for the deduction, regardless of whether their investment income is incidental.  

To support the implementation of these amendments, the Department of Revenue (DOR) is tasked with creating 
rules that clarify what constitutes deductible investment income and providing examples to guide taxpayers.   

Engrossed Substitute Senate Bill 5167 (“ESSB 5167”) adopts an expanded Voluntary Disclosure Program (“VDP”) 
aimed at encouraging compliance among eligible entities deriving income from investment activities. This initiative 
offers a time-limited opportunity for qualifying businesses to come forward and resolve unreported tax liabilities 
without incurring penalties or interest.  
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Key features of the expanded VDP include: 

• Availability to entities with unreported investment income that may be subject to Washington’s B&O tax

• Application throughout the 2025–2027 fiscal biennium, during which the DOR will waive all penalties and
interest for approved participants

Entities not eligible for the VDP include: 

• Banking institutions

• Lending businesses

• Securities firms

• Entities already under audit as of July 1, 2025

Observation: This expanded VDP provides a potential compliance pathway for investment-focused entities, such 
as holding companies or passive investment vehicles. To benefit from the program, eligible businesses must initiate 
disclosure before being contacted by the DOR.  

Engrossed Substitute Senate Bill 5794 (“ESSB 5794”) repeals several tax preferences identified as outdated or 
lacking clear public policy objectives effective January 1, 2026. These include:   

• Preferential B&O tax rate for title insurance agents

• Tax exemptions for precious metals and bullion

• B&O tax credit for international services

• Public utility tax credit for home energy assistance

Beginning April 1, 2026, ESSB 5794 imposes Service and Other Activities B&O tax on the rental or lease of 
individual self-service storage units, regardless of duration. Additionally, the bill imposes B&O tax at a rate of 1.2%, 
starting October 1, 2025, on state-chartered credit unions that merge with or acquire banks regulated by the 
Department of Financial Institutions.  

B&O tax changes for payment processors 

Substitute House Bill 2020 (“SHB 2020”) is a tax policy bill that establishes a new 3.1% B&O tax rate on payment 
card processing activities while allowing deductions for interchange, network, and certain processor-retained fees 
effective January 1, 2026.  

The new law applies narrowly to processors not affiliated with a payment network or acting as issuers, while those 
excluded from the 3.1% rate remain subject to Service and Other Activities B&O tax and applicable surcharge (e.g., 
specified financial institution surcharge, advanced computing surcharge). The DOR may require entities to disclose 
affiliate relationships to determine rate eligibility. The legislation is explicitly prospective, stating that it should not be 
interpreted as changing the taxability of prior periods. 

Any payment processors who are also deemed to be a specified financial institution or select advanced computing 
business will be subject to the corresponding surcharge. Payment processors who meet the definition of a specified 
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financial institution would have an effective rate of 4.6%, whereas payment processors who meet the definition of a 
select advanced computing business would have a 10.6% effective rate. 

Sales tax expansion to digital goods and professional services 

Engrossed Substitute Senate Bill 5814 (“ESSB 5814”) significantly broadens the scope of services subject to the 
Retailing B&O tax and retail sales tax. The newly included services encompass both digital and non-digital 
offerings, including:  

• Advertising services (all digital and nondigital services related to the creation, preparation, production, or 
dissemination of advertisements)

• Custom software and prewritten software customization

• Data processing and data entry services

• Website development and support

• Remote and on-site IT training, technical support, help desk, and network services

• Temporary staffing services, excluding hospital personnel

• Security services, including investigations, background checks, event security, and armored transport

• Live presentations, including lectures, seminars, and workshops

To support this expansion, ESSB 5814 also repeals several key exclusions previously applied under the DAS 
classification, specifically:  

• Services primarily involving human effort

• Data processing

• Advertising services

At the same time, ESSB 5814 introduces new exclusions, notably for telehealth services, and provides exemptions 
for transactions between affiliated entities for sales of certain newly taxable services including services primarily 
involving human effort.  

Affected businesses must begin collecting and remitting sales tax on these services effective October 1, 2025. 

Observation: While the legislation provides a sales tax exemption for affiliated groups, the imposition of sales tax 
on previously excluded service activities such as advertising, data processing, software customization, and services 
primarily involving human effort represents a significant shift in Washington State taxation. The removal of the 
human effort exclusion has created uncertainty around whether certain professional services may now be classified 
as DAS and thus subject to retailing tax classifications. Additionally, there are concerns about the sourcing of retail 
sales, particularly for offerings like advertising that have historically been attributed both within and outside of 
Washington.  
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Transportation taxes and surcharges on luxury goods   

Engrossed Substitute Senate Bill 5801 (“ESSB 5801”) is a transportation focused bill. Effective January 1, 2026, it 
increases the general motor vehicle excise tax from .3% to .5% and imposes an 8% luxury tax on the portion of the 
selling price that exceeds $100,000 on vehicle and motor home purchases. The value of a trade-in vehicle may not 
be deducted from the vehicle price when determining the tax. 

Effective April 1, 2026, the legislation imposes a 10% sales tax surcharge on the portion exceeding $500,000 for 
non-commercial aircraft purchases. In addition, it temporarily increases the rental car tax from 5.9% to 11.9% 
effective January 1, 2026; the rate then drops to a permanent rate of 9.9% as of January 1, 2027.   

The luxury goods tax and rental car tax are both imposed in addition to the retail sales tax.  

Capital gains and estate tax enhancements  

Engrossed Substitute Senate Bill 5813 (“ESSB 5813”) adds a 2.9% surtax on long-term capital gains that exceed 
$1 million for tax years beginning with 2025. The new capital gains rate structure imposes a 7% tax on net long-
term capital gains greater than the allowed standard deduction ($270,000 in 2024) and up to $1 million. For net 
long-term capital gains exceeding $1 million, a tax rate of 9.9% is applied.   

The bill also raises the estate tax exemption threshold from $2.1 million to $3 million and adjusts the graduated 
estate tax structure with rates previously ranging from 10% to 20%, now reaching up to 35% for larger estates of 
decedents dying on or after July 1, 2025.  

Observation: After the Washington Supreme Court upheld the state’s capital gains tax, it established a legal 
foundation for Washington to introduce additional taxes on individuals. Together with recent changes to estate 
taxes, such as higher rates on large estates and tighter exemptions, this signals a major shift in Washington’s 
approach to taxing high-net-worth individuals. The state is clearly signaling a new era in which taxation of 
individuals plays a more central role in funding budget priorities.  

Let’s talk 
For more information regarding how this development might affect you or your business, please contact: 
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Meredith Alexander   
(206) 359-1484   
meredith.alexander@pwc.com 

Sarah Nicol 
(206) 941-9709  
sarah.nicol@pwc.com 

 

Private Tax Services  
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