
Washington is the first state to 
mandate a long-term care 
plan paid for by a tax on 

employees. This is a plan for when an 
employee needs assistance with three 
of the activities of daily living (ADLs), 
Washington State will pay up to $100 a 
day not to exceed a lifetime maximum 
$36,500 to a qualified care provider. 

This plan will be paid by an employee 
tax of .58% or $580 per $100,000 of 
covered compensation. The amount 
will be withheld by the employer from 
employee payroll deduction and remitted 
to the Washington State Department of 
Employment Security (ESD) with employer 
compensation insurance premium. There is 
no cap to the limit. An employee who earns 
$200,000 would be paying $1,160 per year 
while an employee who earns $500,000 
would pay $2,900. Employers are not 
required to contribute to the program.

All employees are required to be covered 
except federal government, tribal 
employees, or employees who elect 
out. Washington employees have one 
opportunity to opt out of the tax by having 
a long-term plan in place and submitting 
proof that the plan satisfies regulatory 

requirement by November 1, 2021. As 
a practical matter, unless the employee 
obtains a separate plan, the default will 
be mandatory to the State coverage. 

Self-employed individuals are presently 
exempt from the plan but may opt in. In 
order for self-employed individuals to not be 
subject to the tax if they later become a W-2 
employee, they must act now and apply for 
the exemption by November 1, 2021. 

There is a high probability that 
employees will default to the State 
plan. The Washington State Plan 
has the following deficiencies:

1. The total coverage is unrealistic to 
cover true long-term care costs. 
A 2021 Genworth Financial study 
showed that the monthly median cost 
for coverage in Washington for a home 
health aide is $6,031 and $9,581 for a 
semi-private room in a nursing home 
facility. According to a 2018 AARP 
study, “by the time you reach 65, 
chances are about 50-50 that you’ll 
require paid long-term care someday. 
If you pay out of pocket, you’ll spend 
$140,000 on average.”

2. The cost is high. For high income earners 
coverage can be obtained that is lower 
in cost and has increased benefits. The 
American Association for Long-Term 
Care Insurance (AALTCI) survey showed 
that the average cost for a 55-year-old 
man to pay a premium of $1,700 per 
year for $164,000 in benefits. 

3. Qualifications for coverage are 
stringent. Most insurance plans 
only require 2 ADL (activities of 
daily living) to be impaired, the 
Washington plan requires 3. 

4. The benefits are not portable outside 
of Washington State. 

5. No guarantees of future rate or extent 
of coverage. Legislation could change 
both the rate and coverage as needed.

Good financial planning includes 
planning for risk of long-term care 
needs. Such needs should be integrated 
into a complete plan; however, small 
insignificant coverage (such as $36,500 
under the State plan) is unsatisfactory. 
We can help you develop a meaningful 
process. If you are considering the new 
State plan, you need to act immediately!
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If it walks like a duck and 
quacks like a duck, it is a duck! 
The Washington State Legislature 
has imposed an income tax on certain 
income and calls it an excise tax. It 
becomes effective January 1, 2022, 
unless the courts act or a taxpayer 
initiative challenges its legality. 

Our April 2021 Personal Advisor 
featured the article The Washington 

State Capital Gains Tax. After the Legislature acted, we did an “email 
blast” with the modifications developed in the legislation. In the 
article we said, “…the only way for income tax proponents to succeed 
is to amend the state constitution.”

We still strongly and objectively believe that this legislation is in 
violation of the Washington State Constitution. However, more 
knowledgeable experts have concluded a constitutional amendment 
is not required. Lawsuits are underway to get this issue resolved.

Here are two reasons we believe that this is clearly an income tax 
and, thus, must require a State Constitutional amendment:

1. The taxable amount upon which the tax is based is computed 
as an income tax using gross income amount, basis deductions, 
exemptions, and other deductions. This is distinguished as gross 
revenue tax permitted in the State of Washington. This is a duck!

2. The implementation provisions are defined using U.S. income 
statutes.

Will objective determination or political process prevail?
Assuming the Washington State Capital Gains Tax is implemented 
as passed, what should you do?

• Determine how the new statute applies to you. What is included 
and which exemptions and deductions apply to you.

• Know how residency and domicile rules apply to your circumstances.

• Develop an effective gifting program.

• Structure transactions to produce efficient, economic results. 

We are discussing the application of this recently passed 
Washington State Capital Gains Tax with our clients and welcome 
your input. Please call our office at 360-754-9475 or email  
me at nsmith@nrsmith.com with  
your questions or comments.
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QuickBooks Tip –  

Class Tracking

As your business develops it is critical to use all 
available accounting tools to track and measure 
your growth. When you have multiple products, 
departments, or locations it can be difficult to evaluate 
the performance of each sector within the business.  
In such cases, class tracking in QuickBooks is your  
best tool to use.

When using classes in QuickBooks, you can also 
assign a class to each transaction. It is then possible 
to run Profit and Loss, Accounts Receivable and 
Accounts Payable reports by class. 

Here are some examples where classes can be used:

1. A service department that has 2 divisions (in 
house or mobile; installation or maintenance) 
and you want to track the profitability of each 
independently. 

2. A nonprofit that wants to track income or expense 
by a grant or an event. 

3. A business with 2 or more locations and you want 
to track income and expenses for each location.

Turning on the class tracking feature in QuickBooks 
is easy. From the gray menu bar, click Edit, then 
Preferences, then click Accounting from the menu, 
the Company Preferences tab, click the box next to 
“use class tracking”. Turning on this feature will not 
in any way affect your current reporting or previous 
transactions, it will simply add a column to your 
transactions that will allow you to assign a class.  

Class tracking in QuickBooks isn’t for every small 
business owner. But if you have multiple departments 
or locations, you might want to consider using this 
advanced QuickBooks tool. Once class tracking in 
QuickBooks is turned on, it can help you make informed 
decisions to improve the efficiency and profitability of 
your business. Let us know if you would like some help. 
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Even Your Computers Need an Audit!

Managing a small business 
requires a dedicated approach 
to data security. From our smart 
phones, to our laptops, to our 
workstations, our jobs often require 
us to be electronically connected 
and to have the right data at our 
fingertips. And 99% of the time, we 
take this all for granted. Sure, we 
have all struggled remembering a 
password or get annoyed when a 
site takes too much time to load, 
but in a few minutes we are back 
up and running as usual. But 
behind these trivial events lies 
your business infrastructure, your 
data, and your security. Taking the 
time to make sure that you have 
both the correct systems in place, 
and that they are being utilized, 
monitored and tested is key for any 
technical challenges that may arise.

In 2021, cybercrime is expected to rise with 
an impact nearing 6 trillion dollars. From 
malware, identity fraud, theft of data to 
ransomware, our computer systems are 
constantly being tested for vulnerabilities. 
Even companies that you would think 
would be immune to attack have become 
targets of ransomware. These acts not 
only affect your business but can also 
affect your clients and the community.  
Automatic Funds Transfer Service (AFTS) 
in Seattle was hit which created ripple 
effects into California DMV and a number 
of Washington cities, exposing people’s 
private account information. Additionally, 
downtime is critical as ransomware attacks 

on average incurred 16.2 days of downtime. 
Most businesses have not taken the 
steps or given the budget priority for data 
security. Given the change in small business 
operations, Ponemon Institute’s recent 
report shows that only 45% of businesses 
believe they have the funds required to 
adequately prepare for cyberattacks 
brought on by the switch to remote working. 
And worse news is that in the same study, 
only 39% believed that their employees 
have the expertise needed to defend 
against attackers. Training and putting in 
proper systems is critical for both remote 
and in-office employees.  

If you have ever successfully performed a 
restore of a hard drive or a server backup, 
you can bet there was a huge sigh of relief 
when it worked. Systems are often poorly set 
up and fail in saving critical data correctly. 
Most firms are complacent in verifying that 
their backup system works. Often firms 
just upload or sync their files to a cloud 
solution and the system is rarely tested. In 
ransomware attacks, in nearly 40% of cases 
where the victim paid, they did so because 
their backups failed. Too often, proper 
backup systems and review are ignored, or 
assumed to be adequate, and only put to the 
test during a crisis.

Hard drives have a limited lifespan. Online 
backup company Backblaze found that 90% 
of their hard drives last for three years, and 
only 78% last for 4 years. After 6 years, it’s 
50/50. While that may sound good, if you 
bought 5 workstations in 2017, on average 
one of your workstations won’t boot up this 
year. SSD hard drives last longer than HDD 
hard drives and most carry warranties of 

5 years, yet they too can create bad blocks 

leading to uncorrectable errors causing their 

failure. It is critical to be redundant in saving 

your data and monitoring the health of hard 

drives.

More often than the big breakdowns are 

the more typical culprits – overheating, 

power surges, or system overload. These 

more common office events can bring 

down a server and cause downtime. In our 

office, even a seemingly routine Windows 

software update led to some computer 

downtime.  

While each business is different and some 

industries require greater data protection, 

there are some basics that every plan 

should follow:

• Create a plan that has up to date data 

offsite. 

• Establish a point person and team to 

manage the disruption. 

• Communicate your plan to all key staff 

members. Maintain up-to-date contact 

information in case key people are out 

of the office or need to be alerted of the 

crisis.

• Manage data redundancy. If you back 

up files to the cloud, or have a cloud-

based backup recovery solution – do 

you have a backup for those files?

Finally, your plan needs to be updated. 

As technology and your business change, 

so does your data and how it should be 

protected. Take the time to audit your data 

plan. Test it. Make sure it works. When a 

crisis happens, you will be prepared.
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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!

It wasn’t that long ago when many 
businesses across multiple industries 
relied on talented workers and classified 

them as independent contractors. Over 
the past few years the growth of the “gig” 
economy and “side hustles” coupled with 
changing legal definitions has changed 
who qualifies as an independent contractor. 
For many industries, ranging from 
construction, media, event production and 
sales organizations, the reliance on using 
independent contractors has been key and 
is now changing.

As a business or as an independent 
contractor, it is important that you know 
the rules and requirements, so you don’t 
leave yourself vulnerable to liabilities. One 
of the confusing aspects of the rule is that 
an independent contractor has different 
meaning for the IRS and for Washington 
State. According to the US Department 
of Labor, “[t]he plethora of tests defining 
independent contractor status applied 
across federal and state laws makes it 
possible for a worker to be classified as 
an independent contractor under one 

law, but as an employee under another.”  
Washington State Department of Labor & 
Industries published a useful guide for users 
to help determine independent contractor 
status (the form is available at our website). 
For example, despite getting paid as an 
independent contractor, the business may 
still be considered a “covered worker” for 
worker’s compensation insurance if the 
required criteria are not met. Below is a 
quick test to determine an independent 
contractor versus an employee.

Independent Contractors: Know the Rules

1. The worker’s job is core to the business.
2. The worker is being managed or supervised. The more instructions 

and training given, the more likely they are an employee. 
3. Work can only be done at the business location (this criteria has 

some flexibility).
4. The service is limited to personal labor. While this may seem broad, 

we suggest erring on the side of employee for coverage purposes.

A worker must be considered an employee if they meet one or more 
of the following:

1. The contractor has a unique skill which is not core to the business hiring them.

2. The job requires more than “hand tools.”

3. The contractor brings his own additional labor and tools.

4. The contractor has a business (before being hired as an independent contractor), 
maintains a separate account of books and records, is on record with the 
Department of Revenue, has a business license, and business headquarters.

A worker may be determined to be an independent contractor when:


