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Is Paid Family Leave Taxable?
Many states use FMLA rules as a guideline when creating their paid parental leave
regulations. However, paid family leave rules di�er from state to state. For example,
states set varying reasons employees can take time o� for. PFL requires employers
...
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State-mandated and voluntary paid family and medical leave are on the rise. Six
states and the District of Columbia have implemented paid family leave programs
and, according to Bloomberg (https://bloom.bg/2lGmibx) more than one in three
employers offer this bene�t, including America’s 20 largets employers. To avoid
payroll mishaps, your clients must be able to answer: Is paid family leave taxable?

Family and medical leave basics
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Before we answer the question, “How does paid family leave affect taxes?,” let’s review
the difference between unpaid and paid leave. Federal law requires certain businesses
to provide unpaid family and medical leave. Six states (along with D.C.) require
businesses to provide paid family and medical leave. And, some employers
voluntarily offer unpaid or paid leave.

Unpaid family and medical leave

There is no federal law that requires employers to provide paid family leave.
However, there is a federal Family and Medical Leave Act (FMLA) that certain
employers must follow. FMLA covered employers must provide employees with up to
12 weeks of unpaid leave for eligible health and family reasons. Businesses required to
offer unpaid FMLA leave are those with at least 50 employees. Employees can take
FMLA leave after working at a business for at least 12 months.

Under the FMLA, employees can use unpaid leave for:

The birth, adoption, or foster care placement of a child
The care of a spouse, child, or parent with a serious health condition
A personal serious health condition that makes the employee unable to perform
their job
A situation that requires attention because of the military deployment of a spouse,
child, or parent

If your clients are exempt from the FMLA, you can still choose to offer unpaid family
and medical leave.

Paid family and medical leave

Many states use FMLA rules as a guideline when creating their paid parental leave
regulations. However, paid family leave rules differ from state to state. For example,
states set varying reasons employees can take time off for. PFL requires employers
and/or employees to pay into a state fund. If an employee needs to take family leave,
they receive a portion of their regular wages, which varies by state.

The following have state-mandated paid family and medical leave:

California
Massachusetts
New Jersey
New York
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Rhode Island
Washington
Washington D.C.

If the business is not located in a state that mandates paid family leave, it can choose
to offer it. The IRS even offers an FMLA tax credit to employers who voluntarily offer
paid family leave. Employers who provide state-mandated paid family leave must
know about FMLA tax. So, is paid family leave taxable income?

Is paid family leave taxable?
If your clients are subject to state-mandated paid family leave, there are two tax
questions that likely come to mind:

1. Are employee contributions taxable?  
Aside from Washington D.C., the current states that mandate PFL require
employees to pay into the fund. Deducting the employee’s portion before
withholding taxes means their contributions are not taxable (e.g., pre-tax
deduction). Deducting the employee’s portion after withholding taxes means their
contributions are taxable (e.g., post-tax deduction).So, which is it? Are employee
PFL contributions pre-tax or post-tax deductions? Employee PFL contributions
are post-tax deductions, therefore their contributions are subject to taxes.

2. Are employee PFL bene�ts taxable?  
If an employee takes paid family leave, are their PFL wages subject to federal
income, Social Security, and Medicare taxes? Employee PFL bene�ts are subject to
federal income tax (aside from the disability portion of Rhode Island’s program).
However, PFL bene�ts are not subject to Social Security and Medicare taxes, or
federal unemployment (FUTA) tax.
When an employee receives PFL bene�ts, the payments come from the state.
Employers do not withhold taxes on an employee’s PFL bene�ts because they are
not included in payroll. State governments do not automatically withhold paid
family leave federal tax from an employee’s PFL bene�ts. However, an employee
can request to have income taxes withheld by �ling Form W-4V, Voluntary
Withholding Request.

Non-mandated family leave
Voluntarily providing paid family leave to employees is another story. So far, the IRS
has not explicitly released rules on whether PFL bene�ts are exempt from federal
income, Social Security, Medicare, or FUTA taxes.

Hello. It looks like you’re using an ad blocker that may prevent our website from
working properly. To receive the best experience possible, please make sure any blockers
are switched off and refresh the page.

If you have any questions or need help you can email us

https://www.patriotsoftware.com/accounting/training/blog/fmla-tax-credit/
https://www.irs.gov/pub/irs-pdf/fw4v.pdf
mailto:info@cpapracticeadvisor.com


Regardless of whether you or a private insurance company pay out PFL bene�ts,
Ernst and Young (https://go.ey.com/2XR9VKR) suggests taking a conservative
approach to federal income, Social Security, and Medicare tax withholding.

Reporting paid family leave taxes
Employers primary concern should be reporting an employee’s paid family leave
contributions. The state will handle the reporting of an employee’s PFL bene�ts.
Report employee contributions to state-mandated PFL on Form W-2 using Box 14,
“Other.”

The State Insurance Fund reports paid family leave bene�ts and any federal income
taxes withheld on Form 1099-G, Certain Government Payments.

Payroll
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