HOUSE BILL REPORT
2SHB 2345

AsPassed Legidature

Title: An act relating to responding to federal guidance on tax liability issuesin the state paid
family and medical leave program by modifying the distribution of employer and employee
contributions between family and medical leave premiums without affecting how the total
premium is divided between employees and employers.

Brief Description: Concerning contributionsin the state paid family and medical leave
program.

Sponsors: House Committee on Appropriations (originally sponsored by Representatives
Schmidt, Berry, Thomas, Ormsby and Reeves; by request of Employment Security
Department).

Brief History:
Committee Activity:
Labor & Workplace Standards: 1/14/26, 1/23/26 [DPS];
Appropriations. 2/5/26, 2/7/26 [DP2S(w/o sub LAWYS)].
Floor Activity:
Passed House: 2/13/26, 94-0.
Passed Senate: 2/28/26, 49-0.
Passed Legidlature.

Brief Summary of Second Substitute Bill

* Reallocates minimum employer and employee contributions for the
medical and family leave premium shares for the Paid Family and
Medical Leave Program.

HOUSE COMMITTEE ON LABOR & WORKPLACE STANDARDS

Majority Report: The substitute bill be substituted therefor and the substitute bill do pass.
Signed by 9 members. Representatives Berry, Chair; Fosse, Vice Chair; Scott, Vice Chair;

This analysis was prepared by non-partisan legislative staff for the use of legidative
membersin their deliberations. Thisanalysisis not part of the legislation nor does it
constitute a statement of legidative intent.
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Schmidt, Ranking Minority Member; Y barra, Assistant Ranking Minority Member;
Bronoske, McEntire, Obras and Ortiz-Self.

Staff: Kelly Leonard (786-7147).

HOUSE COMMITTEE ON APPROPRIATIONS

Majority Report: The second substitute bill be substituted therefor and the second
substitute bill do pass and do not pass the substitute bill by Committee on Labor &
Workplace Standards. Signed by 28 members. Representatives Ormsby, Chair; Gregerson,
Vice Chair; Macri, Vice Chair; Couture, Ranking Minority Member; Connors, Assistant
Ranking Minority Member; Penner, Assistant Ranking Minority Member; Schmick,
Assistant Ranking Minority Member; Berg, Bergquist, Burnett, Callan, Corry, Cortes,
Doglio, Dye, Fitzgibbon, Keaton, Leavitt, Lekanoff, Manjarrez, Marshall, Peterson, Pollet,
Ryu, Springer, Stonier, Street and Thali.

Staff: Sydney Jeffrey (786-7303).
Background:

The Washington Paid Family and Medical Leave (PFML) Program, which is administered
by the Employment Security Department (ESD), provides partial wage replacement benefits
to employees on leave for specified family and medical reasons. An eligible employee may
access benefits for aqualifying event if the employee worked at least 820 hours during a
qualifying year. An eligible employee can access up to 12 weeks of medical leave or family
leave benefits, or up to 16 to 18 weeks of combined medical and family leave benefitsin a
year. An eligible employee may receive benefits up to 90 percent of their wages, subject to
aweekly maximum, which is $1,647 for 2026.

The PFML Program is funded through premiums paid by employers and employees. The
premium is imposed upon each employee's taxable wages up to the Social Security
maximum taxable earnings cap, which is $184,500 for 2026. The total premium rate for
combined family leave and medical leave benefitsis adjusted annually based on a statutory
formula. Thetotal premium rate is split into two shares: afamily leave share and a medical
leave share. The ESD must determine the split based on the ratio of paid claims for each
category in the previous year. For the most recent three calendar years, the split has been
approximately 52 percent for the medical leave share and 48 percent for the family leave
share. The required employer and employee contributions for each share is shown in the
below table. Employers may opt to cover any part of an employee's obligations.

Employees Employerswith 50 |Employerswith
or more employees |fewer than 50
employees
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Medical Leave 45 percent 55 percent 0 percent
Share

Family L eave Share [100 percent 0 percent 0 percent

Thetotal premium for 2026 is 1.13 percent of taxable wages. Based on the split and
allocation requirements, 71 percent of the total premium is paid by employees and 29
percent of the total premium is paid by employers, except employers with fewer than 50
employees are not required to pay any portion of the premium.

In early 2025 the Internal Revenue Service issued guidance advising states on the taxability
of paid family and medical leave benefits. The guidance treats medical |eave as a private
insurance program. Effectively, the benefit amounts attributable to employer contributions
for medical leave are treated as income subject to federal income taxes and wages subject to
federal employment taxes, including Social Security, Medicare, and Federal Unemployment
Tax Act taxes. In contrast, the benefit amounts attributable to employer contributions for
family leave, if they were to be made, would not be treated as wages subject to federal
employment taxes. The entire amount of any family leave benefits are subject to federal
income taxes.

Summary of Second Substitute Bill:

The required employer and employee contributions are reallocated between the shares.
Employees contribute 100 percent of the medical leave share. Employees and employers
contribute to the family leave share based on a statutory formula. The maximum employee
deduction for family leave is determined by calculating the difference between: (1) the full
amount of the premium required for family leave plus 45 percent of the full amount of the
premium required for medical leave; and (2) the full amount of the premium required for
medical leave. The formula effectively shifts employer responsibility to the family share
while retaining approximately the same level of financial obligation.

Appropriation: None.
Fiscal Note: Available.

Effective Date: The hill takes effect 90 days after adjournment of the session in which the
bill is passed.

Staff Summary of Public Testimony (Labor & Workplace Standar ds):
(In support) The bill arose from arecent change in IRS guidance on the taxability of
medical leave benefitsin the PFML Program. Medical leave benefits are subject to federal

employment taxes while family leave benefits are not. Employerswill be liable for millions
of dollarsin federal employment taxes unless the state reall ocates the premium obligations.
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The ESD will aso be burdened with complex administrative responsibilities. Therefore, the
bill shifts employer responsibilities to the family leave premium share. This change will
resolve tax liability and the associated administrative complexities and reduce costs to
middle- and low-income earners, while not having any material impact on the actual amount
paid by employers and employees.

(Opposed) While the bill addresses a problem for employers, the PFML Program premium
isstill anincometax. It should not be sugarcoated.

(Other) Employers support the effort to reduce tax liability and administrative

complexities. The bill should be amended to guarantee that employers do not end up with a
greater share of the total premium. The state should remain cognizant of the growing
burdens of these premiumsto al employers. The PFML Program is an unfunded mandate
affecting local governments.

Staff Summary of Public Testimony (Appropriations):

(In support) Thisbill isatechnical fix to avoid a $30 million tax liability to Washington, to
workers, and to employers. This hill isacommonsense approach to keep money in workers
pockets, especially when they are on medical leave. No one likesto pay taxes. The state
doesn't like to pay taxes, employees don't like to pay taxes, and employers don't like to pay
taxes, and this bill will make sure that these entities don't have to pay those taxes. The
fiscal note shows a$1 million impact at the Employment Security Department. The do-
nothing alternative would cost the state much more than that.

(Opposed) None.

Persons Testifying (Labor & Workplace Standards): (In support) Representative
Suzanne Schmidt, prime sponsor; Sam Hatzenbeler, Economic Opportunity Institute; Joe
Kendo, Washington State Labor Council, AFL-CIO; and Josh Dye, Employment Security
Department.

(Opposed) Jeff Pack, Washington Citizens Against Unfair Taxes.

(Other) Barbara Posthumus, Lake Washington School District; Jan Himebaugh, Building
Industry Association of Washington; and James Crandall, AWB.

Persons Testifying (Appropriations): Maggie Humphreys, MomsRising; Jan Himebaugh,
Building Industry Association of Washington; and James Crandall, AWB.

Persons Signed In To Testify But Not Testifying (Labor & Workplace Standar ds):
None.

Persons Signed In To Testify But Not Testifying (Appropriations): None.
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