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Title:  An act relating to enacting an excise tax on large employers on the amount of payroll 
expenses above the social security wage threshold to fund public schools, health care, social 
services, and other programs and services to benefit Washingtonians.

Brief Description:  Enacting an excise tax on large employers on the amount of payroll 
expenses above the social security wage threshold to fund programs and services to benefit 
Washingtonians.

Sponsors:  Senators Saldaña, Robinson, Alvarado, Bateman, Frame, Hasegawa, Lovelett, 
Nobles, Pedersen, Ramos and Trudeau.

Brief History:
Committee Activity:  Ways & Means: 3/31/25.

Brief Summary of Bill

Enacts an employer payroll expense tax on annual employee wages 
above the Social Security wage limit.

•

SENATE COMMITTEE ON WAYS & MEANS

Staff: Alia Kennedy (786-7405)

Background:  Washington Employment Taxes. Employment taxes are taxes employers 
calculate and pay based on employee compensation. Washington has four types of 
employment taxes. The taxes support paid family and medical leave (PFML), the Long-
Term Care Insurance Program, unemployment insurance, and the Workers' Compensation 
Program. The Employment Security Department (ESD) administers each of the 
employment taxes except for the Workers' Compensation Program, which the Department 
of Labor and Industries administers.  The federal government also administers and collects 
several employment taxes, such as the federal income tax and the Social Security and 

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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Medicare taxes.
 
Social Security.  Social Security is a federal insurance program that provides retirement, 
disability, and survivors benefits. The Social Security Program is funded by payroll taxes 
paid by employees and employers. The Social Security tax is generally split between the 
employee and employer, with each paying 6.2 percent of the employee's wages up to a 
certain annual limit. In 2025, the wage limit is $176,100. The wage limit is adjusted 
annually by the United States Social Security Administration based on the National Average 
Wage Index.
 
Paid Family and Medical Leave.  In 2017, the PFML Program was enacted to provide 
partial wage replacement to employees on leave for specified family and medical reasons. 
The PFML Program is funded through premiums paid by certain employers and employees. 
The premium rate is calculated annually by ESD based on premiums collected and benefits 
paid during the previous year. As of January 1, 2025, the premium rate is 0.92 percent of 
each employee's gross wages. The premium applies to wages up to the Social Security wage 
limit. 
 
City of Seattle Payroll Expense Tax.  On July 6, 2020, the Seattle City Council approved 
legislation to impose a payroll expense tax on persons engaging in business within Seattle. 
The tax was enacted as part of the JumpStart Seattle Plan to increase funding for affordable 
housing and essential city services. The legislation imposes a payroll expense tax on 
compensation paid in Seattle to employees during the period of January 1, 2021, through 
December 31, 2040. The tax rate ranges from 0.746 to 2.557 percent and is based on both 
the annual compensation paid to each employee and the total Seattle payroll expense of the 
business.  
 
The tax applies to the total payroll expenses for employees in Seattle that have annual 
compensation of $189,371 or more. The following business activities are exempt from the 
tax:

grocery businesses;•
any business having compensation paid in Seattle to employees of less than 
$8,837,302 in the previous calendar year;

•

compensation paid in Seattle to an independent contractor whose compensation is 
included in another business's payroll expense; and

•

any business engaged in business in Seattle that is preempted from taxation by cities 
under federal or state statutes or regulations, such as insurance businesses and their 
appointed insurance producers, businesses that only sell motor vehicle fuel, 
businesses that only distribute liquor, and federal, state, and local government 
entities.

•

 
The annual employee compensation and annual employer payroll expense thresholds are 
adjusted for inflation each year based on the consumer price index.
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Summary of Bill:  Payroll Expense Tax.  Beginning July 1, 2026, a payroll expense tax is 
levied on employers engaged in business within Washington.  The tax is 5 percent of the 
total annual employee wages that exceed the Social Security wage limit.  The tax is imposed 
on the employer. An employer may not make any deductions from employee wages to pay 
for the tax. 
 
Exemption.  The payroll expense tax does not apply to any employer with total employee 
wages equal to or less than $7 million for the prior calendar year.
 
Credit for City Payroll Expense Tax.  A credit is allowed against the state payroll expense 
tax for any eligible city payroll expense tax paid by the employer. The amount of credit is 
equal to the total amount of eligible city payroll expense tax remitted to the city during the 
prior state tax reporting period. The credit may not exceed the tax that would be owed for 
the city payroll expense tax in effect on January 1, 2024. 
 
"Eligible city payroll expense tax" means a tax that is measured by annual employee 
compensation and imposed by a city, as of January 1, 2024.
 
Depositing Funds.  All revenue from the payroll expense tax must be deposited in the state 
general fund. 
 
Administrative Provisions.  The tax is administered by ESD.  ESD must annually set the 
employee wage amount excluded from payroll expense tax equal to the maximum wages 
subject to tax for Social Security.
 
Beginning January 1, 2027, ESD must collect penalties and interest on delinquent taxes in 
the same manner as required for the PFML Program.
 
Other administrative and regulatory provisions are added consistent with the PFML 
Program.

Appropriation:  None.

Fiscal Note:  Requested on March 20, 2025.

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

Effective Date:  Ninety days after adjournment of session in which bill is passed.
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