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Brief Description: Excluding a member or manager of a limited liability company from
workers’ compensation coverage.

Sponsors: By House Committee on Commerce & Labor (Originally sponsored by
Representatives B. Chandler, Conway, McMorris and Koster).

House Committee on Commerce & Labor
Senate Committee on Judiciary

Background:

Industrial insurance applies to all employers, whether persons or corporate, whose
trade or business engages in work covered by the industrial insurance law or who
contract with workers for personal labor. All employment in Washington must be
insured, unless specifically excluded by statute. Exclusions from mandatory coverage
include sole proprietors, partners, and certain corporate officers. For public
corporations, shareholder-directors with substantial management responsibility are
exempt. For nonpublic corporations, up to eight shareholder-officers may be
excluded who have substantial management responsibility, or any number of officers
if the exempted officers are related by blood or marriage. Employers of persons
excluded from mandatory coverage are permitted to elect coverage by filing notice
with the Department of Labor and Industries.

In 1994, the Legislature authorized the limited liability company as an alternative
form of organizing a business. The limited liability company combines the tax
advantages of a partnership with the limited liability advantages of a corporation. The
limited liability company is a noncorporate entity that allows the owners to participate
actively in management while providing them with limited liability.

Management of the limited liability company is vested in the members unless the
certificate of formation provides otherwise. The certificate of formation must vest
management in one or more managers if the limited liability company is not to be
managed by the members. Unless otherwise provided in the company agreement,
managers are selected by the affirmative vote of members contributing, or required to
contribute, more than 50 percent of the agreed value of the contributions made or to
be made in the company.

Summary:
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Members of a limited liability company are excluded from mandatory industrial
insurance coverage if (1) the company’s management is vested in the members and
the members for whom the exemption is sought would qualify as exempt partners or
sole proprietors if the business were a partnership or sole proprietorship; or (2) the
company’s management is vested in managers and the members for whom the
exemption is sought are managers who would qualify as exempt corporate officers if
the company were a corporation.

Votes on Final Passage:

House 91 0
Senate 43 0

Effective: July 25, 1999
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