HOUSE BILL REPORT
SSB 5292

As Reported by House Committee On:
Labor & Workplace Standards

Title: An act relating to paid family and medical leave rates.
Brief Description: Concerning paid family and medical leave rates.

Sponsors:. Senate Committee on Labor & Commerce (originally sponsored by Senators
Conway, Saldafia, Cortes, Nobles, Salomon and Wilson, C.).

Brief History:
Committee Activity:
Labor & Workplace Standards: 3/18/25, 3/26/25 [DPA].

Brief Summary of Substitute Bill
(As Amended by Committee)

* Requiresthetotal premium rate for the Paid Family and Medical Leave
Program to be set by the Office of Actuaria Services at the lowest
possible rate necessary to maintain solvency, reduce fluctuations, and
build a four-month reserve.

» Makesincremental increases to the cap on the total premium rate every
two years, from January 1, 2027, to January 1, 2033, until it reaches 2
percent.

HOUSE COMMITTEE ON LABOR & WORKPLACE STANDARDS

Majority Report: Do pass as amended. Signed by 6 members. Representatives Berry,
Chair; Fosse, Vice Chair; Scott, Vice Chair; Bronoske, Obras and Ortiz-Self.

Minority Report: Do not pass. Signed by 3 members: Representatives Schmidt, Ranking
Minority Member; Y barra, Assistant Ranking Minority Member; McEntire.

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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Staff: Kelly Leonard (786-7147).
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 PFML benefits for aqualifying event if the employee worked at |east 820 hours
during aqualifying year. The 820 hours can be satisfied in one or more positions with one
or more employers. 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 ayear. An eligible employee may receive benefits up to 90 percent of their
wages, subject to aweekly maximum, which is $1,542 in 2025.

Premium.

The PFML Program is funded through premiums paid by employers and employees.
Employers collect the premium and remit the funds to the ESD on a quarterly basis, which
are then deposited into the Family and Medical Leave Insurance Account (Account).

The premium isimposed upon each employee's taxable wages up to the Social Security
maximum taxable earnings cap, which is $176,100 in 2025. The total premium rate has two
components: afamily leave share and a medical leave share. The split between the shares
is based on the percentage of paid claimsin each category in the previous year. For the
medical leave share, employers with 50 or more employees pay 55 percent, and employees
pay 45 percent. Employers with fewer than 50 employees are exempt from paying
premiums. For the family leave share, employees pay 100 percent unless the employer
chooses to pay a portion.

Thetotal premium rate for combined family leave and medical leave benefits is established
through a statutory formula and adjusted annually by the ESD. On or around October 20 of
each year, the ESD must calculate the total premium rate for the following year, as follows:
» calculate an amount that equals 140 percent of the prior fiscal year's expenses,
including the total amount of benefits paid and the ESD's administrative costs,
* subtract the balance of the Account as of September 30;
« divide the difference by the prior fiscal year's taxable wages; and
* carry the quotient to the fourth decimal place and round up to the nearest one-
hundredth of a percent.

Thetotal premium rate is capped at 1.2 percent. Thetotal premium rate must be adjusted
when the ESD determines the cal culation based on the formula exceeds a rate necessary to
maintain a three-month reserve. "Three-month reserve" means the average monthly
expenses, including the total amount of benefits paid and the ESD's administrative costs, in
the prior 12 calendar months from the date of the calculation, multiplied by three.
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Thetotal premium for 2025 is 0.92 percent of taxable wages, of which 71.52 percent is
allocated to employees and 28.48 percent is allocated to employers, except employers with
fewer than 50 employees are not required to pay the premium.

Office of Actuarial Services Report.

The Office of Actuarial Serviceswithin the ESD annually reports to the PFML Advisory
Committee on the experience and financial condition of the Account, including the lowest
future premium rates necessary to maintain solvency in the next four years while limiting
fluctuation in premium rates. These reports must also be sent to the Legislature through
2028. 1n 2024 the Office of Actuaria Services reported that overall claimsin the program
have been higher than projected, and there will be material increases to the premium rate
until it reaches the 1.2 percent cap in 2027. The Office of Actuarial Services recommended
exploring shifting from the statutory premium formulato an actuarial rate setting approach.

Joint Legidative Audit and Review Committee Report.

The Legislature directed the Joint Legislative Audit and Review Committee (JLARC) to
evaluate certain elementsin the PFML Program, including the program administration,
accounting practices, and financial stability. Inafinal report published in January of this
year, JLARC made several findings, including that the statutory premium rate formula does
not produce enough revenue to cover program expenses, and that the program will have a
negative balance for portions of 2025 and 2026. The consulting actuary with JLARC
recommended using a forward-looking rate-setting approach and maintaining afinancial
reserve sufficient to cover shortfalls.

Summary of Amended Bill:

The statutory formulafor setting the total PFML premium rate isremoved. Instead, the
ESD must annually set the total premium rate based on the annual report provided by the
Office of Actuarial Services. The report must include the lowest premium rates necessary
to:
» maintain solvency of the Account in the next four years while limiting fluctuations in
premium rates; and
* by the end of the rate collection year 2030 and each year thereafter, close the rate
collection year with a four-month reserve.

"Four-month reserve" means the average monthly expenses, including the total amount of
benefits paid and the ESD's administrative costs, using actuarial projection for the following
calendar year, multiplied by four.

The cap on the total premium rate isincreased as follows:
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Date Range: M aximum total
premium rate:

Beginning January 1, 2027, 1.4 percent
through December 31, 2028

Beginning January 1, 2029, 1.6 percent
through December 31, 2030

Beginning January 1, 2031, 1.8 percent
through December 31, 2032

Beginning January 1, 2033, 2 percent
and ongoing

Amended Bill Compared to Substitute Bill:

The amended bill makes incremental increases to the cap on the total premium rate every
two years, from January 1, 2027, to January 1, 2033, until it reaches 2 percent (rather than
maintaining the 1.2 percent cap as provided in the underlying bill). The amended bill also
requires the premium rate to be at the lowest rate necessary to establish a four-month
reserve (rather than a three-month reserve) by the end of 2030 and each year thereafter.

Appropriation: None.

Fiscal Note: Available.

Effective Date of Amended Bill: The bill takes effect on January 1, 2027.
Staff Summary of Public Testimony:

(In support) The current statutory formula for establishing PFML premium rates, which was
adopted following alegidative task force in 2022, has produced unstable rates and other
issues. The JLARC and the ESD both recommend having the Office of Actuaria Services
set the rate using actuarial practices, similar to what the state does for other programs, like
workers compensation. It isimportant to implement an actuarial-based model in order to
stabilize rates and eliminate short-term deficits. However, there will continue to be issues if
other adjustments are not made. The state could evaluate adjusting the 1.2 percent cap on
the total premium rate, the social security wage cap, and the exemption for small

businesses. These three policies constrain the program and create solvency issues.

(Opposed) None.
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(Other) Even with adopting an actuarial model, current analysis by the ESD indicates that
the 1.2 percent rate cap will keep the program from maintaining solvency in the long term.
The PFML Program has significant solvency issues. The PFML Program primarily benefits
high wage workers while placing significant tax burdens on low wage workers and
employers. The state should repeal the program.

Persons Testifying: (In support) Senator Steve Conway, prime sponsor; and Joe Kendo,
Washington State Labor Council, AFL-CIO.

(Other) Elizabeth New, Washington Policy Center; and Josh Dye, Employment Security
Department.

Persons Signed In To Testify But Not Testifying: None.
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