
SENATE BILL REPORT
ESHB 2081

As Passed Senate, April 26, 2025

Title:  An act relating to funding public schools, including higher education, health care, social 
services, and other programs and services to benefit Washingtonians by modifying business 
and occupation tax surcharges, rates, and the advanced computing surcharge cap, clarifying 
the business and occupation tax deduction for certain investments, and creating a temporary 
business and occupation tax surcharge on large companies with annual revenues with more 
than $250,000,000.

Brief Description:  Modifying business and occupation tax surcharges, rates, and the advanced 
computing surcharge cap, clarifying the business and occupation tax deduction for certain 
investments, and creating a temporary business and occupation tax surcharge on large 
companies.

Sponsors:  House Committee on Finance (originally sponsored by Representatives Fitzgibbon, 
Peterson, Pollet, Parshley, Scott, Reed, Berry and Macri).

Brief History: Passed House: 4/22/25, 50-48.
Committee Activity:  Ways & Means: 4/23/25, 4/25/25 [DP, DNP].

Floor Activity:  Passed Senate: 4/26/25, 26-22.

Brief Summary of Bill

Increases business and occupation (B&O) tax rates for certain existing 
activities.

•

Creates an additional 0.5 percent B&O surcharge on taxpayers with 
Washington taxable income over $250 million.

•

Increases the tax rate for several existing B&O surcharges.•

Increases the annual cap for the Advanced Computing Surcharge.•

Modifies the  B&O investment income deduction.•

This analysis was prepared by non-partisan legislative staff for the use of legislative 
members in their deliberations. This analysis is not part of the legislation nor does it 
constitute a statement of legislative intent.
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SENATE COMMITTEE ON WAYS & MEANS

Majority Report: Do pass.
Signed by Senators Robinson, Chair; Stanford, Vice Chair, Operating; Trudeau, Vice 

Chair, Capital; Frame, Vice Chair, Finance; Cleveland, Conway, Dhingra, Hansen, 
Hasegawa, Kauffman, Pedersen, Riccelli, Saldaña, Wellman and Wilson, C..

Minority Report: Do not pass.
Signed by Senators Gildon, Ranking Member, Operating; Torres, Assistant Ranking 

Member, Operating; Schoesler, Ranking Member, Capital; Dozier, Assistant Ranking 
Member, Capital; Boehnke, Braun, Muzzall, Wagoner and Warnick.

Staff: Jeffrey Mitchell (786-7438)

Background:  Washington's primary business tax is the business and occupation (B&O) 
tax.  Businesses operating in Washington pay B&O tax on the business's gross income 
without deductions for the cost of doing business. The activities of a business determine the 
B&O tax classifications and tax rates under which the business pays B&O taxes.
 
The major B&O tax rates include:

0.471 percent for retailing;•
0.484 percent for manufacturing, wholesaling, and extracting;•
1.5 percent for service and other activities when the business's taxable service and 
other activities income is less than $1 million in the prior year; and

•

1.75 percent for service and other activities if the business's taxable service and other 
activities income is $1 million or more in the prior year.

•

 
The majority of B&O tax collected is deposited into the general fund. One exception is tax 
collected from the 1.75 percent service and other activities B&O tax rate—the Workforce 
Education Investment Account (WEIA) receives 14.3 percent of those tax collections.
 
Certain taxpayers pay B&O surcharges in addition to B&O tax, such as the specified 
financial institution surcharge and the workforce education investment surcharge. 
Surcharges are in addition to B&O tax.
 
The additional tax on specified financial institutions is a 1.2 percent B&O surcharge on 
their service and other activities income.
 
A specified financial institution is a member of a consolidated financial institution group 
that reported an annual net income of at least $1 billion on its consolidated financial 
statement for the previous year, not including net income attributable to noncontrolling 
interests.
 
The advanced computing surcharge (ACS) is a 1.22 percent B&O surcharge, on the service 
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and other activities B&O income of select advanced computing businesses.
 
The amount of ACS paid by all members of an affiliated group is capped at $9 million per 
calendar year.
 
The general fund receives the tax collections from the additional tax on specified financial 
institutions. The WEIA receives the tax collections from the ACS.
 
Gains realized from trading in stocks, bonds, or other evidences of indebtedness, interest 
income, dividends, and other investment related income would generally be subject to the 
state B&O tax; however, state law provides a deduction for amounts derived from 
investment income.  Banking, lending, and security businesses are not eligible for the 
deduction. 
 
The Washington Supreme Court recently held in Antio v. Washington State Department of 
Revenue that this deduction is limited to income earned through investments incidental to 
the main purpose of the taxpayer’s business, even if the business is not a banking, lending, 
or security business. Generally speaking, this means that a taxpayer cannot deduct 
investment income if the investment activity generating the income is the main business 
activity of the taxpayer.

Summary of Bill:  The B&O tax rate is increased for these activities:
from 0.484 percent to 0.5 percent for standard manufacturing, extracting, and 
wholesaling;

•

from 0.471 percent 0.5 percent for standard retailing and radioactive waste clean-up;•
from 0.484 percent to 0.5 percent for research and development by non-profits;•
from 0.484 percent to 0.5 percent for insurance agents, childcare, treatment of 
chemical dependency, and services for salmon canners;

•

from 1.5 percent to 1.8 percent for contests of chance—gambling;•
from 0.484 percent to 0.5 percent for the manufacturing, wholesaling, and retailing of 
commercial airplanes, or components of such airplanes;

•

from 0.484 percent to 0.5 percent for both the manufacturing and retailing of tooling, 
specifically for use in manufacturing commercial airplanes, or components of such 
airplanes;

•

from 0.484 percent to 0.5 percent for printing materials—other than newspapers, and 
of publishing periodicals or magazines; highway contractors; cold storage 
warehousing; radio or television broadcasting; and government contractors; and

•

from 1.75 percent to 2.1 percent for the service and other activities B&O tax rate for 
businesses with gross income of over $5 million. Businesses with gross income 
between $1 million and $5 million would remain subject to the 1.75 percent tax rate.

•

 
The B&O surcharge rates are increased to:

from 1.2 percent to 1.5 percent for the additional tax on specified financial 
institutions; and

•
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from 1.22 percent to 7.5 percent for the ACS.•
 
In addition to the tax increase, the ACS annual cap is increased to $75 million.
 
An additional 0.5 percent B&O surcharge on taxpayers with Washington taxable income 
over $250 million is created, but excludes:

persons engaged in business primarily as a farmer or eligible apiarist; and•
persons subject to the advanced computing surcharge.•

 
The calculation for the $250 million threshold excludes taxable income derived from:

manufacturing activities;•
wholesaling or retailing activities of products manufactured by the taxpayer; and•
sales of food, food ingredients, food stamp purchases, prescription drugs, timber, 
timber products, wood products, fuel, and petroleum products processed by an 
affiliated business in Washington.

•

 
The additional surcharge applies only to taxable income over $250 million. The first $250 
million in taxable income each calendar year is exempt.  The surcharge expires December 
31, 2029.  
 
With respect to the B&O investment income deduction, only amounts incidental to the main 
purpose of the business may be deducted.  Investments are considered incidental if the total 
worldwide gross income from the investments is less than 5 percent of the business's total 
worldwide gross income of the business annually.  Nonprofit organizations, collective 
investment vehicles, family investment vehicles, and retirement accounts are eligible for the 
investment income deduction regardless of whether the investments are incidental to the 
main purpose of the person's business.
 
A "collective investment vehicle" is a mutual fund, collective fund, or any similar 
investment vehicle where the investment vehicle's total gross income derived from its 
investments is at least 90 percent of the investment vehicle's total worldwide gross income 
of the business annually, it holds title to passive investment assets for the benefit of the 
business's investors, investment decisions are made by another person who serves as the 
collective investment vehicle's manager or advisor, and the business accepts unrelated 
persons as its investors.  "Family investment vehicle" means the estate of any decedent; an 
inter vivos or testamentary trust, provided that the grantor and all beneficiaries are either 
members of the family or nonprofit organizations, or both; a qualified tuition program 
established under the provisions of the internal revenue code section 529; or a Coverdell 
Education Savings Account established under the provisions of the internal revenue code 
section 530.

Appropriation:  None.

Fiscal Note:  Available.
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Creates Committee/Commission/Task Force that includes Legislative members:  No.

Effective Date:  The bill contains several effective dates.  Please refer to the bill.

Staff Summary of Public Testimony:  PRO: The tax changes in the bill provide a more 
progressive revenue system that works for everyone and requires the most profitable 
businesses to give back to their communities.  Businesses need a thriving and educated 
workforce to be successful.  The revenue from the bill supports home health care givers that 
provide critical services to children with disabilities needing care.  Providing in-home care 
keeps loved ones out of hospitals.  Previous reductions have impacted the ability to deliver 
services resulting in high caseloads and low staffing and revenue increases are needed to 
protect children and front line services.  Educators feel the impacts of underfunding in the 
classrooms every day.  Students in areas experiencing higher rates of poverty deserve access 
to quality education.  Targeted increases on advanced computing ensure that the most 
profitable technology companies contribute to building the skilled workforce they need.   
Washington is home to the some of those profitable companies in the world and the bill will 
ensure the largest businesses do their part.  We need to fix our upside down tax code and 
pass progressive tax measures. 
 
CON: This is a significant B&O tax increase for retailers, and is twice the increase 
compared to  wholesalers and manufacturers. The increase should be proportional to other 
wholesalers and manufacturers.  The B&O tax rate for retailers has historically recognized 
the burden they face to collect and remit sales taxes to the state.   The increases will impact 
food suppliers and wholesaler food suppliers should be exempt from the tax increase.  A 
number of exemptions have been approved for other sectors and food is worthy of 
consideration for an exemption.  Independent stores are not integrated and are more 
impacted by the wholesaling B&O tax increases in the bill.  Hospitals are taking other 
reductions are also being taxed in this bill.  Hospitals should be exempt from the B&O 
surcharge after the 2025-27 biennium.  The significant tax increases of 100 percent to 300 
percent to retailing and wholesaling will impact businesses and consumers.  Small 
businesses provide jobs, pay taxes and support their communities.  Small businesses should 
be exempt similar to services with a threshold or by looking at definitions for small 
businesses.  The small business tax credit threshold should be adjusted.  Construction costs 
are rising, these changes cause the increased costs to be passed along, further impacting the 
high cost of homes and public works projects.  Increasing taxes for physicians will drive 
consolidation, increase costs of care, and decrease access to care.  Banks pay the highest 
B&O tax rate, and under the bill will have the highest financial services rate in the country 
and the additional surcharge should be removed.  Engineering services will be impacted due 
to difficulty in recovering the increased costs in a timely manner and is requesting 
mitigation.  Increasing taxes will create a hostile business environment and companies and 
jobs will leave.  Retail pharmacies are unable to recoup the money to pay for the increased 
tax and should be exempt from the bill.  Due to uncertainty and volatility, now is not the 
time to increase taxes.  The probability of a recession will impact economic conditions and 
revenue collections. Revenues are growing by 7 percent.  Spending reductions are not 
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needed, just limit the increase in spending.  Small businesses are facing many cost increases 
and are closing or leaving the state.

Persons Testifying:  PRO: Rachael Snell; Emma Scalzo; Julie Sparkman; Gwen 
Goodfellow; Jeanette Obelcz; Frances Guerrero; Treasure Mackley.

CON: Chelene Whiteaker, Washington State Hospital Assn; Max Martin, Association of 
Washington Business; Neil Strege, WA Roundtable; Glen Simecek, Washington Bankers 
Association; Tim Eyman, Initiative l; Van Collins, American Council of Engineering 
Companies of Washington (ACEC); Amber Carter, WA Retail; Robyn Balcom; Julia 
Gorton, Washington Hospitality Association; Katie Beeson, Washington Food Industry 
Association; Laurie Layne; Carolyn Logue, South Sound Chamber Coalition; ABC-Inland 
Pacific; WA ACCA; NWHPBA, WA Denturist Association; Patrick Connor, National 
Federation of Independent Business; Michele Willms, Associated General Contractors 
(AGC); Leah Lindahl, Healthcare Distribution Alliance; Sean Graham, Washington State 
Medical Association; Lilly Hayward, Seattle Metropolitan Chamber of Commerce; Rick 
Hughes, Ray's Pharmacy, Orcas Island.

Persons Signed In To Testify But Not Testifying:  No one.
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