
In December, 
Gov. Jay Inslee’s 
2021-2023 
proposed budget 
included a 9% 
capital gains tax. 
The tax would be 
imposed on the sales of stocks, bonds 
and other assets on gains over $25,000 
for individuals or $50,000 for joint filers. 
Retirement funds, homes, farms and 
forestry would be exempt. If approved, 
the act would be effective January 1, 
2022 and the first capital gains taxes 
would be due April 15, 2023.

This is not the first time a capital 
gain’s tax has been attempted in 
Washington. Over the last 86 years, 
an income tax initiative has been on 
the ballot ten times, six times as a 
constitutional amendment, and each 
time it has been rejected by the voters. 
In this latest attempt, Governor Inslee 
hopes to get the tax approved through 
the legislature by calling it an excise 
tax. The challenge Inslee faces is that 
in Washington, the state constitution, 
the courts and the IRS have maintained 
that a capital gain tax is an income tax. 

Presently, there are 9 states without a 
personal income tax, and none of those 
states has enacted a capital gains tax. 

If the tax is approved it will most likely 
be challenged in the courts. Jason 
Mercier, the Director of the Center for 
Government Reform at Washington 
Policy Center told NRS, “I do not have 
any concern that a court would find 
this to be an excise tax. But that’s not 
what they want. They see this as their 
best opportunity to get a test case 
to try to overturn the case law from 
the Supreme Court declaring income 
to be property. The goal here is to 
have the court overturn prior rulings 
declaring income to be property. Then 
they no longer need a constitutional 
amendment for a broad-based 
graduated income tax, which the voters 
are not approving.“ 

Mericier added, “The legislature twice 
before passed an income tax on 
corporate income tax and personal 
income tax. Two separate efforts and 
two separate bills and they called them 
excise taxes. In both times the supreme 
court said we don’t care what you call 

it, its an income tax and its invalidated.” 
Reading the summary of one of those 
cases, the 1960 Washington Supreme 
Court stated, “We recognize that 
this court has held that ‘income’ is 
‘property.’” Adding that in order to get a 
different judgment “the constitution may 
be amended by vote of the people.”

Recently, in 2017 the issue was raised 
again as Seattle passed an income 
tax ordinance on wealthy individuals. 
The Court of Appeals invalidated the 
ordinance declaring that income is 
property, and thus can only be taxed 
uniformly. This last April, without 
issuing an opinion, the Supreme Court 
refused to review the case and ended 
the legislation.

History and multiple failed attempts 
show us that the only way for income 
tax proponents to succeed is to amend 
the state constitution. While we expect 
the latest round to pass the legislature, 
its fate won’t be decided soon. For 
now an income tax can only be added 
through a constitutional amendment, 
approved by the people. And frankly, 
they don’t have the votes.
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After nearly a year of 
COVID the question 
that strikes me is, have 
we changed? Are the 
adjustments that we 
have all made temporary 
or will we revert to 
how we acted before?  
Here are a few of my 
observations:

Small Business: Despite government assistance we 
have seen a number of business shut their doors. While 
some big box stores were allowed to operate, often the 
small guy was left behind. Some of those small shops 
accepted the challenges and survived. And guess what, 
I’ve noticed that our community loves a survivor and 
are giving them more business. I hope this trend of 
supporting our local shops continues.

Social Interaction: With gatherings and social 
interaction minimized, they are no longer being taken 
for granted. Maybe it is my imagination, but when I see 
the guy at the cleaner, tire shop or grocery store they 
seem more personal and inviting.

Risk Aversion: Investors are focused on the here and now. 
There is less concern for the long term as things seem more 
uncertain, increasing the plans for capital preservation.

Education: We all know the plight of children and 
grandchildren during this period and this time has 
highlighted the importance of our teachers. There is no 
substitution for hands-on in-class learning. Meanwhile, 
on the corporate side we have seen a full adaptation 
of remote learning and training without any change of 
the pricing structure. 

Will the small shop grow? Will the cleaner lose the 
smile when he sees me? Will children maintain some 
remote learning that is now required in the workplace? 
Are we making the best of what we have or are we 
changing forever. Let’s hope that whatever changes 
we do make, we make the ones that will help us for 
whatever lies ahead.
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Working from Home 

due to COVID? A Very 

Taxing Situation!

Many people have been forced to work remotely and wonder 
if they are going to get any tax break. Unfortunately for most, 
the answer is not the one they want to hear.

A majority of home-bound employees now use their personal 
phones, internet, computer and supplies for their job. The 
question that both employees and employers are facing is how 
to manage these extra costs. Prior to the Tax Cuts and Jobs Act 
of 2017, employees could claim nonreimbursed home office 
expenses via the miscellaneous itemized deduction and through 
creating a home office. The 2017 Act eliminated these options 
and the expenses are no longer deductible. For independent 
contractors, partners and the self-employed the home office 
deduction can be used if the home office is used regularly and 
exclusively for work and is the principal place of business.

While there are a few states mandating that employers 
provide financial compensation to employees who are working 
remotely, Washington is not one of them. The only applicable 
federal statute is that any costs incurred by the employee can 
not allow the total compensation to fall below the prevailing 
minimum wage.

While most companies have not created or planned on creating 
a remote worker compensation plan to cover extra costs, many 
are now looking at how to set up processes that provide tax 
benefits to both. This may be tough for some companies as 
they are able to deduct the expenses, the added cost may be an 
unexpected burden during these trying times. We recommend 
tracking all extra costs that you have spent or need to spend 
on managing your remote workspace and talking with your 
employer to see if any of the costs can be reimbursed.
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Meet Our Tax Team

Under Norm’s supervision our team is ready for your tax needs! 

Laura Carlson CPA, Tax Manager
Entering her 10th year at nrSmith and Associates, Laura is on 
the forefront of helping small businesses create solid financial 
foundations. Through her tenure, Laura has prepared countless 
returns for individuals, corporations, partnerships, and trusts. 
Her experience makes her a valued resource for IRS compliance 
including response to notices, appeals process, and tax court.

April Patterson, Staff Accountant 
Recently passing all four parts of the CPA exam, April 
joins our team ready to assist clients with their tax and 
auditing needs. With a strong financial background, from 
running her own business, and sales management, April 
has shown a commitment to building client relationships. 
We welcome her and encourage you to say hello.

Hannah Wright, Staff Accountant
From University of Washington, Tacoma, Milgard School of 
Business, Hannah is entering her second year with the firm.  
From audits to tax preparation, Hannah is a vital team 
member. We wish her luck as she is presently in process of 
sitting for the CPA exams. 

Ralph Latza J.D. (CA), LLM, CFP®, Financial Advisor
With practice experience before the U.S. Tax Court and the 
IRS, Ralph brings negotiation and litigation skills that our 
clients may require. Maintaining his California law license, 
along with his advanced Master of Laws degree in taxation, 
Ralph serves as a tested resource for our clients and their 
compliance and controversy needs.

Stacie Nemetz CFP®, Financial Advisor
Tax planning is only a part of holistic financial planning. Using 
our firm’s integrated approach, Stacie focuses on making sure 
our financial planning and investment management clients are 
minimizing their tax exposure. Likewise, she is readily available 
for our tax clients to make sure that they have the right plan in 
place to achieve their financial goals. 

Upcoming  
Tax Deadlines
Individual income tax 
returns: APRIL 15, 2021

Partnership returns  
(IRS Form 1065):  
MARCH 15, 2021

C-corporation income  
tax returns (IRS Form 
1120): APRIL 15, 2021  
If the corporation operates 
on a fiscal, rather than 
a calendar year, the 
deadline is the 15th 
day of the fourth month 
following the end of the 
corporation's fiscal year.

S-corporation returns 
(IRS Form 1120-S): 
MARCH 15, 2021, for 
corporations operating 
on a calendar year.

Trust, estate and gift tax 
returns: APRIL 15, 2021

Exempt organization 
returns: MAY 15, 2021

IRA & HSA Contribution: 
APRIL 15, 2021 is the 
last day to make a 
contribution for 2020  
for your traditional IRA, 
Roth IRA or HSA.
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We provide seamless communication between CPAs and CFPs, 
securing your financial future with comprehensive financial services.

Take control of your  
finances and tax planning!
Call to schedule your appointment today!

The Origin of the Dow 

In 1882, two aspiring financial reporters Charles Dow and Edward 
Jones, formed Dow, Jones, & Company to report on Wall Street and 
the financial markets. The duo created a highly coveted bulletin, 
Customer’s Afternoon Letter, which included an index of 11 stocks to 
gauge the general market trends (at the time the index measured 9 
railroad issues, 1 steamship line, and Western Union). 

This simple index made the complex world of Wall Street easy for 
readers to quickly determine if the market was up or down. If these 
big companies were up, the market would be up, and if they went 
down then the whole market would also be down. Over time the 
index was recreated using the top 12 stocks and became known as 
the Dow Jones Industrial Average (DJIA). And if you wondered what 
happened to the Bulletin – well, that became the Wall Street Journal! 

The DJIA has evolved over the years and still performs the same 
function from the day it started. The number of companies included 
in the index has risen to 30 and they represent the largest publicly 
traded companies across a number of industrial sectors. 

The DJIA is calculated by adding up the 30 companies stock prices 
and then dividing them by the Dow Divisor. The divisor is used to 
maintain a historical continuity of the index to account for stock splits, 
dividends and any spinoffs. This methodology is price-weighted, so 
stocks with a higher price carry a greater weight in the index. 

Over time, other indexes have been created to better assess the market. 
For example the S&P 500 indexes around 500 companies across 
11 sectors. The S&P 500 value is created by calculating the market 
capitalization of each company. As of Dec. 31, 2020, the market cap 
of all the companies added up to $31.66 trillion. Then, each company 
is weighted by dividing the company’s individual market cap by the 
collective market cap. Thus, the index isn’t price weighted like the DJIA, 
its market cap weighted. So a 5% stock price increase from Amazon will 
have a larger effect on the index then the same 5% increase at Alaska Air.  

So when you hear, “the Dow tops 31,000!” Or “the S&P 500 is down 
2%!” What does it mean? Would you change anything? Probably 
not. What it does tell us, is the trend. And just like the turn of the 
century, a quick number or direction tells us something that’s easy to 
understand. The Dow may not be perfect, there are better options, 
but for over 100 years it has worked.


