
California Amends ‘Stay or Pay’ Law to January 1,
2027, and Expands Exceptions

October 8, 2026

California recently enacted AB 1697, delaying by one year the operative date of AB 692, California’s law
restricting “stay or pay” provisions, and expanding its exceptions.

Background
As described in a November 2025 alert, AB 692 applies to contracts entered into on or after January 1, 2026,
and prohibits provisions requiring a California worker to repay a “debt,” or imposing any other penalty, fee or
cost, upon termination of employment. A key exception covers discretionary or unearned payments made at the
outset of employment that are not tied to job performance (e.g., sign-on or relocation bonuses), provided they
meet certain conditions – including that the repayment terms appear in a separate contract, and the worker is
notified of the right to consult an attorney and given at least five business days to do so.

Employers that violate the law face liability for actual damages or $5,000 per worker, whichever is greater, plus
injunctive relief and attorneys’ fees and costs. Workers may bring claims on behalf of themselves and similarly
situated workers.

What has changed
Delayed effective date

AB 1697 moves AB 692’s operative date to January 1, 2027, giving employers, in the legislature’s words, “an
additional year to structure their employment contracts free of debt traps or quit fees that penalize workers who
choose to exercise their freedom of employment.” AB 1697 also makes AB 692 inoperative from January 1,
2026, through December 31, 2026, so no liability accrues for that period, and any pending claim based on
conduct during that window is moot.

Modified bonus exception

AB 1697 makes substantive changes to the discretionary or unearned bonus exception. Significantly, it removes
the requirement that the bonus be paid “at the outset of employment,” so qualifying bonuses paid at any point
during employment may now fit within the exception, provided they still meet the following conditions:

1. Repayment terms are contained in a contract separate from the employment contract
2. The worker is notified that they have the right to consult an attorney regarding the agreement and given at

least five business days to do so.
3. Any repayment obligation is prorated based on the remaining term of any retention period (not to exceed

two years) and is not subject to interest accrual.
4. The worker can defer receipt of payment to the end of a fully served retention period without any

repayment obligation.
5. Separation from employment before the retention period is at the worker’s sole discretion, or at the

employer’s election due to worker misconduct.

Advanced PTO payments exception

AB 1697 also adds a new exception for repayment obligations that arise from a worker’s voluntary separation,
where the obligation relates to an advanced paid time off (PTO) payment exceeding the worker’s accrued
balance. To qualify, the exception requires that:

https://leginfo.legislature.ca.gov/faces/billNavClient.xhtml?bill_id=202520260AB1697
https://www.cooley.com/news/insight/2025/2025-11-24-new-california-employment-laws-are-you-ready


1. The repayment terms are disclosed to the worker, separately from the primary employment contract, upon
the worker's request for the advanced PTO payment.

2. The repayment obligation does not exceed 40 hours of accrued PTO.
3. The repayment obligation is not subject to interest accrual.

What hasn’t changed
The underlying prohibitions, the definition of “debt” and other existing exceptions (including the transferable-
credential tuition exception) remain unchanged, as do the civil remedies for violations (actual damages or $5,000
per worker, whichever is greater, plus injunctive relief and attorneys’ fees and costs).

Next steps
The delay gives employers additional time to bring repayment arrangements into compliance. Employers should
use this time to review and revise bonus and retention arrangements, train relevant teams on the updated law,
and stay alert to similar restrictions in other jurisdictions, such as New York and Washington.

If you have any questions about these laws or how to comply, please contact your Cooley employment lawyer or
one of the lawyers listed below.

This content is provided for general informational purposes only, and your access or use of the content does not
create an attorney-client relationship between you or your organization and Cooley LLP, Cooley (UK) LLP, or
any other affiliated practice or entity (collectively referred to as "Cooley"). By accessing this content, you agree
that the information provided does not constitute legal or other professional advice. This content is not a
substitute for obtaining legal advice from a qualified attorney licensed in your jurisdiction, and you should not act
or refrain from acting based on this content. This content may be changed without notice. It is not guaranteed to
be complete, correct or up to date, and it may not reflect the most current legal developments. Prior results do
not guarantee a similar outcome. Do not send any confidential information to Cooley, as we do not have any duty
to keep any information you provide to us confidential. When advising companies, our attorney-client
relationship is with the company, not with any individual. This content may have been generated with the
assistance of artificial intelligence (Al) in accordance with our Al Principles, may be considered Attorney
Advertising and is subject to our legal notices.

Key Contacts
Selin Akkan 
Palo Alto

sakkan@cooley.com 
+1 650 843 5076

Wendy Brenner 
Palo Alto

brennerwj@cooley.com 
+1 650 843 5371

Alyssa Broer 
San Diego

abroer@cooley.com 
+1 858 550 6151

Leslie Cancel 
San Francisco

lcancel@cooley.com 
+1 415 693 2175

https://www.cooley.com/news/insight/2026/2026-03-17-new-york-enacts-new-employment-laws
https://www.cooley.com/news/insight/2026/2026-06-29-what-employers-should-know-about-washingtons-new-ban-on-noncompete-agreements
https://www.cooley.com/legal-notices


This information is a general description of the law; it is not intended to provide specific legal advice nor is it
intended to create an attorney-client relationship with Cooley LLP. Before taking any action on this information
you should seek professional counsel.
 
Copyright © 2023 Cooley LLP, 3175 Hanover Street, Palo Alto, CA 94304; Cooley (UK) LLP, 22 Bishopsgate,
London, UK EC2N 4BQ. Permission is granted to make and redistribute, without charge, copies of this entire

Ross Eberly 
Santa Monica

reberly@cooley.com 
+1 310 883 6415

Jacob R. Lahana 
Santa Monica

jlahana@cooley.com 
+1 310 883 6532

Eileen Leman 
Los Angeles

eleman@cooley.com 
+1 213 561 3216

Helen Luu 
Palo Alto

hluu@cooley.com 
+1 650 843 5789

Joshua Mates 
San Francisco

jmates@cooley.com 
+1 415 693 2084

Linsha Qi 
San Diego

lqi@cooley.com 
+1 858 550 6344

Donna C. Saadati-Soto 
Los Angeles

dsaadatisoto@cooley.com 
+1 213 561 3220

Kathryn Sorenson 
Los Angeles

ksorenson@cooley.com 
+1 213 720 2282

Laura Terlouw 
San Francisco

lterlouw@cooley.com 
+1 415 693 2069

Summer Wynn 
San Diego

swynn@cooley.com 
+1 858 550 6030

Anna Matsuo 
New York

amatsuo@cooley.com 
+1 212 479 6827



document provided that such copies are complete and unaltered and identify Cooley LLP as the author. All other
rights reserved.


	California Amends ‘Stay or Pay’ Law to January 1, 2027, and Expands Exceptions
	Background
	What has changed
	Delayed effective date
	Modified bonus exception
	Advanced PTO payments exception

	What hasn’t changed
	Next steps
	Key Contacts


