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Dear Client:

Compliance with the legal and reporting requirements of payroll, payroll taxes, and employee benefits has become
increasingly complex. The rules and regulations are strictly enforced by a variety of taxing and regulatory authorities.
It is important you understand the requirements that apply to your specific business situation.

C&D llp has prepared the following information to remind you of some of the important changes that have
recently taken place. We are not Human Resource Specialists. It remains your responsibility to consult
qualified counsel to obtain expert consultation in this area.

We are including only new changes for 2025 in this newsletter. Please visit our website Resources page at
https://cdcpa.com/other-resources/ for highlights of other important payroll and employee benefit related
information and laws.

2026 CHANGES

MINIMUM WAGE

As of January 1, 2026, California’s minimum wage will increase to $16.90 per hour for all employers regardless
of number of employees. Check your local jurisdiction for ordinances that may mandate a higher minimum
wage rate. The change in the minimum wage also affects the minimum salary an employee must earn to meet
one part of the overtime exemption test. As of Jan. 1, 2026, employees in California must earn an annual
salary of no less than $70,304 to meet this threshold requirement.

WAGE AND HOUR
As of January 1, 2025, agricultural workers are now entitled to overtime after 8 hours per day or 40 hours per
week as per Wage Order 14.

2026 WITHHOLDING RATES AND LIMITATIONS

A table of the new payroll tax rates and limitations for 2026 is enclosed. As in the past, withholding tables for
income taxes have been adjusted for inflation and should be updated after your final payroll of 2025 and
before your first payroll of 2026.

2026 STATE DISABILITY INSURANCE
The California State Disability Insurance rate is increasing to 1.3% for 2026 and there is no longer a maximum
wage limit or maximum tax withholding.
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NONCOMPETE AGREEMENTS AND NOTICE REQUIREMENTS

SB 699 prohibits employers from entering into or attempting to enforce noncompete agreements with
employees. The new law establishes that noncompete agreements are void in California regardless of where
the employee worked when the employee entered into the agreement and/or where the employee signed
the agreement.

WORKPLACE VIOLENCE PREVENTION PLAN

California has passed SB 553 requiring that employers create and implement a Workplace Violence
Prevention (WVP) Plan by July 1, 2024. The new law applies to practically all California employers, large and
small — except for healthcare employers already covered under the existing healthcare WVP Standard.

Developing and implementing the Plan will be a significant undertaking for employers since the standard
requires comprehensive multi-prong procedures including for identifying and evaluating unsafe conditions
in the workplace, and reporting, responding to, and investigating workplace violence incidents.
Employers must also conduct interactive training for employees that covers their tailored WVP Plans and
the workplace violence hazards specific to their employees’ jobs.

PAID SICK LEAVE

The new law's modifications apply virtually to all employees who work in California for 30 days or more
in a year. Employees must be eligible to earn at least five days or 40 hours of sick leave or paid time off within
six months of employment.

Further, this bill modifies the alternate sick leave accrual method to additionally require that employees have
no less than 40 hours of accrued sick leave or paid time off by the 200th calendar day of employment or each
calendar year, or in each 12-month period.

OFF-DUTY CANNABIS USE AND DRUG TEST RESULTS

California has two new laws going into effect related to cannabis use and drug test results. The first is
AB 2188, which Governor Newsom signed in 2022 and will be effective January 1, 2024. AB 2188 makes it
unlawful for an employer to discriminate against individuals in hiring, termination, or any term or condition
of employment, or to otherwise penalize an individual for cannabis use or drug test results under certain
circumstances. Specifically, the law prohibits employers from taking these actions for either: (1) off-duty
cannabis use away from the workplace; or (2) the results of an employer-required drug screening test that has
found individuals to have nonpsychoactive cannabis metabolites in their hair, blood, urine, or other
bodily fluids.

AB 2188 does not allow employees to possess or use marijuana on the job, nor does it interfere with an
employer’s right to maintain a drug-free and alcohol-free workplace. An employer may still refuse to hire an
applicant based on scientifically valid pre-employment drug screening conducted through methods that do
not screen for nonpsychoactive cannabis metabolites. There are also certain exceptions to AB 2188, such as
for employees in the building and construction trades.

Piggybacking off AB 2188, SB 700 expands California’s Fair Employment and Housing Act to protect applicants
from discrimination based on prior cannabis use, with some exceptions. Specifically, SB 700 prohibits
employers from requesting information from an applicant for employment relating to the applicant’s prior
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use of cannabis. Additionally, when an employer gathers criminal history information regarding an applicant’s
prior cannabis use, SB 700 makes it unlawful for employers to use such information. There are exceptions for
situations in which the employer is permitted to consider or inquire about that information under state or
federal law.

REPRODUCTIVE LOSS LEAVE

It expands California’s Fair Employment and Housing Act (FEHA) to provide covered employees (employers
with more than 5 employees) with protected leave after a reproductive loss. Under existing law, it is "unlawful
for an employer to refuse to grant a request by any employee to take up to five days of bereavement leave
upon the death of a family member." This law expands FEHA’s protections and makes it
an "unlawful employment practice for an employer to refuse to grant a request by any employee to take
up to five days of reproductive loss leave following a reproductive loss event."

CONCLUSION

This letter highlights some of the major changes in general payroll-related laws and reporting requirements.
However, it is not a complete list of all the employee-related situations which may develop in your particular
organization. If you have questions regarding any of the information contained in this letter, C&D llp would be
happy to assist you or refer you to qualified counsel specializing in employment law matters.

We send our very best wishes to you for a prosperous New Year.

Sincerely yours,

Ced ,&Iy

C&D llp



2026 TAX RATES AND LIMITS

FICA - Social Security and Medicare

RATE WAGE BASE MAXIMUM TAX
(per employee)

Social Security 6.20% $184,500 $11,439.00
Medicare 1.45% No limit Unlimited
Additional Medicare Tax
(Single filers) 9% over $200,000 Unlimited
(Married — Filing Joint Returns) 9% over $250,000 Unlimited
(Married — Filing Separate returns) 9% over $125,000 Unlimited

FEDERAL UNEMPLOYMENT (FUTA)

RATE WAGE BASE MAXIMUM TAX
(per employee)

Federal Unemployment Tax (6.0% - 5.4%) = 0.6% $7,000 $42.00

Plus 2025 California credit reduction 1.2% $7,000 $84.00

CA STATE DISABILITY INSURANCE (SDI)

RATE WAGE BASE MAXIMUM TAX
(per employee)

SDI (California) 1.3% No limit Unlimited

CA STATE UNEMPLOYMENT TAX AND EMPLOYMENT TRAINING TAX

RATE WAGE BASE MAXIMUM TAX
(per employee)

State unemployment tax *Varies $7,000 *Varies
1.5% -6.2% $105 - $434

Employment Training Tax 0.1% $7,000 $7




