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PAYROLL ACCOUNTING

Calculating Employee Pay

When calculating employee pay, a number of con- LEARNING OBJECTIVES

siderations must be taken into account. Primarily, » Identify various pay-period

an employee’s job duties determine the most ORERIS

appropriate method for calculating their pay. In > Distinguish between salaries
and wages

his ch T ill fir mine the distinction . .

this chapter, you w st examine the distinctio S Petine everiig (76

between salaries and wages. You will also consider . .
» Determine employee pay using

a number of additional types of pay, as well as multiple methods

methods for determining each. Last, you will prac- » Calculate incentives,

] . iy commissions, and bonuses
tice entering employee pay data within both the 1SSt Y

employee earnings record and the payroll register. 2 [ESEIED Gl RV [EE T

s Vview the video “Calculating Employee Pay.”
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Project: Calculating Employee Pay for Lucky Ties

Apparel

Lucky Ties Apparel employs a number of people who occupy different positions and thus uses a
variety of compensation methods. Some employees are paid on an hourly basis, while others have
agreed to annual pay. The company is considering allowing employees who work on the sales floor
the opportunity to earn commissions in addition to their hourly pay, in which case a few managers
would be eligible for bonuses based on the store’s overall performance.

Having recently taken over all payroll responsibilities, you want to be certain you know how to
calculate the various types of compensation and the regulations relating to each. You decide
to review the process underlying all the store’s payroll calculations and to examine the store’s

payroll-recording process.

1001 Fifth Avenue

a MY CONSTRUGTION COMPANY
“mmmm®  New York, NY 10022

Pay to the
order of: CLARK MITCHELL

Check Number: 000001
Pay date: 12/5/2023
Social Security No.

This amount:  F|VE HUNDRED ELEVEN AND 82/100 DOLLARS

$511.82

a. MY CONSTRUCTION COMPANY
1001 Fifth Avenue
New York, NY 10022

CLARK MITCHELL
547 Smith Street
New York, NY 10033

AUTHORIZED SIGNATURE
VOID AFTER 60 DAYS

"OOO0O ™ 1 B27E 495781 EO00L2ZS5E00 A"

Period ending: 12/3/2023

12/5/2023

This Period Year to Date

Earnings Rate Hours This Period  Year to Date
Regular $14.00 40.00 $560.00 $28,000.00
Overtime $21.00 4.00 $84.00 $6,615.00
Holiday $30.00 0.00 $0.00 $2,250.00
Gross Pay $644.00 $36,865.00

Social Security Number: ***-**-1119

Taxable Marital Status: Married

Allowances:

Federal: 4, $25 Additional Tax

State: 3

Local: 3

Federal Income Tax $19.00 $1,350.00

Social Security Tax $39.93 $2,285.63

Medicare Tax $9.34 $534.54

NYS Income Tax $12.67 $783.33

NYC Income Tax $8.44 $472.22

$0.60 $30.00

$32.20" $1,843.25

Life Insurance $10.00 $500.00
Net Pay $511.82

Other Benefits and
Information This Period Year to Date

* Excluded from federal taxable wages

Vacation Hrs. 64.00

24.00

A variety of components are used to calculate an employee’s gross pay.
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Pay Periods and Workweeks

Employees are paid periodically throughout the year. The necessary payroll calculations are based on
consistent definitions of the pay period and workweek for each employee. Understanding these terms

enables an employee to verify the accuracy of a paycheck.

Pay Period Options

Employers can choose to pay employees on any of a number of different schedules. The most common
options are weekly, biweekly, semimonthly, and monthly.

PAY PERIOD DEFINITIONS

Pay Period Type | Frequency of Pay Dates

Weekly Pay dates occur once per week, on the same day of the week

Biweekly Pay dates occur once every other week, on the same day of the week

Semimonthly Pay dates occur twice per month, typically at the midpoint and on the

final day of each month

Monthly Pay dates occur once per month, typically on the same date each month

Sun. | Mon. | Tues. | Wed. |Thurs.| Fri. | Sat. Sun. | Mon. | Tues. | Wed. |Thurs.| Fri. Sat.
1 1

2 3 4 5 6 7 8 2 3 4 5 6 7 8

9 10 " 12 13 14 15 9 10 " 12 13 14 15

16 17 18 19 20 21 22 16 17 18 19 20 21 22

23 24 25 26 27 28 29 23 24 25 26 27 28 29

30 31 30 31

This weekly pay period runs from Monday This biweekly pay period covers the equivalent

through Sunday. of two consecutive weekly periods.

Sun. | Mon. | Tues. | Wed. Thurs.| Fri. Sat. Sun. | Mon. | Tues. | Wed. |Thurs.| Fri. Sat.
1 1

2 3 4 S 6 7 8 2 8 4 5 6 7 8

9 10 1 12 13 14 15 9 10 " 12 13 14 15

16 17 18 19 20 21 22 16 17 18 19 20 21 22

23 24 25 26 27 28 29 23 24 25 26 27 28 29

30 31 30 31

This semimonthly pay period covers the first This monthly pay period covers a full month,

half of a month; the subsequent pay period regardless of the days on which it begins and

covers the second half of the same month. ends.
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Payroll processing can be time consuming, particularly if employees are paid on an hourly basis. In
many instances, when employees are paid on any of the above schedules, they are not being paid for the
most recent week(s). Therefore, it is common for a lag to exist between the dates during which employ-
ees earn their pay and the date on which they receive a paycheck.

For example, a weekly schedule could call for employees to be paid every Friday. If employees earn a
total of $1,000 from Monday (4/3) through Friday (4/7), they would not receive the $1,000 until the
following Friday (4/14). The check they receive on Friday, 4/7, would compensate them for the time they
worked during the prior week (Monday, 3/27, through Friday, 3/31).

TIP! Some states require certain classes of employees to be paid on a specific basis. For exam-
ple, New York State Labor Law Section 191 dictates that manual workers are to be paid weekly.
Employers must be careful to comply with all such applicable regulations.

Ask Yourself 2-1:  Which of these is NOT a common pay period?
A. Weekly
B. Semimonthly
C. Monthly
D. Annually

Defining the Workweek

As mentioned in Chapter 1, a workweek, as defined in the Fair Labor Standards Act (FLSA), is any
consecutive seven-day period. It can differ from a calendar week (it does not need to run from Sunday
through Saturday) and can begin at any hour. For example, an acceptable workweek could begin at 8:00
a.m. on Tuesday and run through the following Tuesday at 7:59 a.m.

It is important that a business clearly define its workweek so payroll is properly calculated. For example,
if an employee receives overtime pay for any hours worked after the first 40 in a given week, there must
be a clear beginning and end to the workweek so overtime hours can be accurately determined.

WARNING! The workweek must be consistent from one week to another. It may be altered
only if the change is intended to be permanent and if it is not made to circumvent overtime
requirements.

I Case in Point 2-1 Evaluate Pay Periods and Workweeks

In these examples, we will review a number of pay periods and determine whether certain specified
workweeks are acceptable under the FLSA:

1. Jason Ivory receives two paychecks every month, each of which compensates him for half of the
current month. What type of pay period is Jason’s employer using?

This employer is compensating Jason on a semimonthly basis. This is the only pay period type under
which an employee consistently receives two paychecks every month.

2. Lance Quigley receives 52 paychecks every year. What type of pay period is Lance’s employer
using?

This employer is compensating Lance on a weekly basis. As a result, Lance receives one paycheck for
each of the 52 weeks in a given year.
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3. Drew Graham began working for his employer on Monday, 8/28. He receives his first paycheck on
Wednesday, 9/6, and his second paycheck on Wednesday, 9/20. The second paycheck was twice as
large as the first, and every paycheck after the 9/20 check compensates Drew for the same period
of time. What type of pay period is Drew’s employer using?

This employer is compensating Drew on a biweekly basis. The 9/6 paycheck compensated Drew for
his first week of employment (Monday, 8/28, through Friday, 9/1). The 9/20 paycheck compensated
Drew for his second and third weeks of employment (Monday, 9/4, through Friday, 9/15). We know
that Drew is not paid on a semimonthly basis because each paycheck compensates him for the same
period of time. Because the number of days within each month differs, semimonthly paychecks do not
all compensate employees for the same number of days.

4. Vincent Meacham’s employer has traditionally used a workweek running from Monday morning
through Sunday evening. During the summer months, the company experiences an increased
workload over the weekends. Vincent’s employer has decided to alter the workweek so it begins
on Saturday morning each week. The employer expects to return to the Monday through Sunday
schedule at the end of the summer. Is Vincent’s employer in violation of the Fair Labor Standards
Act?

Yes, the employer is in violation of the FLSA. While it is acceptable for an employer to change a
workweek, there must be an expectation that the change is permanent. Temporary changes are not
permissible under the FLSA.

5. Gino Lofton’s employer pays employees on a biweekly basis. As a result, the employer defines
a workweek as the two-week period running from Monday through the second Sunday of the
period. Is Gino’s employer in violation of the Fair Labor Standards Act?

Yes, the employer is in violation of the FLSA. Regardless of the pay period in use, a workweek must be
defined as a consistent seven-day period. Defining a workweek like this means that, regardless of the
frequency of paychecks, a number of payroll-related items, such as overtime hours, are determined on a
week-by-week basis.

Wage Determination Issues

When establishing the wage rate for an employee, several considerations should be taken into account.
An employer must ensure compliance with the Equal Pay Act. Additionally, in certain states there are
mandated minimum wages that exceed the current federal minimum wage. Employers are required to
pay employees no less than these higher state minimum wage rates. Lastly, employers must establish
time cards for each employee, which may then be used to track all hours worked.

The Equal Pay Act of 1963

The Equal Pay Act of 1963 (EPA) is one of the most prominent amendments to the Fair Labor
Standards Act. It dictates that no employer may discriminate against any employee by paying a lower
wage than is paid to an employee of the other gender for a similar job. While the Equal Pay Act prohibits
discrimination against employees of either gender, it was enacted primarily to protect female

employees.

WARNING! Employers cannot reduce the wage rate of any employee in an effort to comply
with the Equal Pay Act. If a wage disparity exists, the lower wage must be increased to equal the
higher wage.
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On the Web

The Equal Pay Act of
1963

According to the U.S. Department of Labor, in 1963 women earned, on
average, 59 cents for every dollar earned by a man in a similar job. In 2013,
50 years after the enactment of the Equal Pay Act, this figure had risen

to 81 cents. This statistic underscores the fact that gender-based wage
discrimination is still prevalent today and employers must be vigilant to
ensure that it does not exist in their organizations.

The Equal Pay Act allows for a disparity in pay between employees of
different genders under a small number of prescribed circumstances.
These include the existence of:

e A seniority system

e A merit system

« A system based on quantity or quality of output produced

e Any other non-gender-based system that results in a pay differential

Ask Yourself 2-2: Which of these is NOT a system under which the Equal Pay Act of

1963 allows for a disparity in pay between employees of different
genders?

A.

An age-based system

B. A seniority system
C.
D. A system based on quantity of output produced

A merit system

State Minimum Wages

On the Web

State Minimum
Wage Laws

Under the FLSA, if an employee’s state mandates a higher minimum wage
than the current federal minimum wage of $7.25/hour, the employee is
required to be paid at least the higher state rate. Such state minimum
wages can be significantly higher than the federal minimum wage, as in
Washington, where the state minimum wage is currently $15.74/hour.

IOTE! Some municipalities have enacted minimum wage rates that
are higher than the applicable federal and state rates. For example, as
of 7/1/2023 the San Francisco minimum wage was set at $18.07.
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Time Cards

For employees who are paid on an hourly basis, an employee time card offers a method by which hours

worked may be tracked. Since employee pay is often based on hours worked, this is a vital component of
the payroll process.

EMPLOYEE TIME CARD

Employee Name

Employee SS#

Morning Afternoon .
Day Date - . - - Daily Total
Time In Time Out Time In Time Out

Monday

Tuesday

Wednesday

Thursday

Friday

Saturday

Sunday

Weekly Total:

Employee Signature:

This employee time card allows employees to enter hours worked for a one-week period.

The Daily Total column displays the total hours worked by the employee each day. Per the FLSA,
employers are permitted to round employee time worked to the nearest 15-minute increment. This
rounding is completed based on consecutive hours worked, not total hours worked in a single day. For
example, if an employee works 4 hours and 2 minutes in the morning and then 3 hours and 6 minutes
in the afternoon, an additional 15-minute increment is not credited to the employee for the extra

8 minutes worked (2 in the morning + 6 in the afternoon). However, if all 8 additional minutes are
worked in the morning, then the employee would receive credit for an additional 15-minute increment.
Furthermore, employee time cards must be verified by at least one supervisor prior to calculating
employee pay.

? In many work environments, even salaried employees complete time cards so the
employer has verification of hours worked.

Alternative Timekeeping Methods

While many employers continue to use time cards, an increasing number are turning to electronic
timekeeping methods. Examples include badge terminals (at which employees swipe badges) and
biometric terminals (at which employees apply handprints, fingerprints, or other biological data). In
both instances, the computer system logs employee hours based on the entries at these terminals.
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I Case in Point 2-2 Complete Time Cards for Two Employees

In these examples, we’ll complete time cards for two employees. Note that this employer rounds
employee time to the nearest 15-minute increment.

1. Angelo Dorsett (SSN 444-44-4444) worked five days for Lucky Ties Apparel during the week of
11/20/2023 through 11/26/2023 (he had Monday and Sunday off). Each working day he arrived
at 8:00 a.m. (except Wednesday, when he was three minutes early, and Friday, when he arrived
at 6:59 a.m.). He left for lunch at 12:00 p.m. each day (except Tuesday, when he left at 12:07
p-m.) and returned at 1:00 p.m. (except Friday and Saturday, when he returned at 12:57 p.m. and
1:02 p.m., respectively). He left each day at 5:00 p.m. (except Wednesday and Thursday, when he
stayed until 7:10 p.m. and 8:42 p.m., respectively). His completed time card appears as follows:

EMPLOYEE TIME CARD
Employee Name Angelo Dorsett
Employee SS# 444-44-4444
Day Date - Mornin.g - Afternocfn Daily Total
Time In Time Out Time In Time Out

Monday 11/20/23 - - - - -
Tuesday 11/21/23 8:00 12:07 1:00 5:00 8
Wednesday | 11/22/23 7:57 12:00 1:00 7:10 10.25
Thursday 11/23/23 8:00 12:00 1:00 8:42 11.75
Friday 11/24/23 6:59 12:00 12:57 5:00 9
Saturday 11/25/23 8:00 12:00 1:02 5:00 8
Sunday 11/26/23 - - - - -

Weekly Total: 47
Employee Signature: P( V\ﬂ&lo PDYG&H’

Notice that the Daily Total column lists whole, not partial, hours for each day except Wednesday and
Thursday. Since this employer rounds employee time to the nearest 15-minute increment, Angelo is
credited with an extra quarter hour (15 minutes) on Wednesday and an extra three-quarters of an
hour (45 minutes) on Thursday. Rounding resulted in full hours worked for all other workdays. For
example, instead of listing 7 hours and 58 minutes for Saturday, the employer rounded to 8 hours.
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2. Lucy Marshall (SSN 777-77-7777) worked six days for Lucky Ties Apparel during the week of
11/20/2023 through 11/26/2023 (she had Wednesday off). Each working day she arrived at 6:00
a.m. (except Monday, when she was five minutes early, and Friday, when she arrived at 9:32
a.m.). She left for lunch at 11:00 a.m. each day (except Thursday, when she left at 10:58 a.m.,
and Sunday, when she left at 11:29 a.m.), and returned at 12:00 p.m. (except Saturday, when
she returned at 1:06 p.m.). She left work each day at 4:00 p.m. (except for Tuesday and Friday,
when she stayed until 2:54 p.m. and 4:01 p.m., respectively). Her completed time card appears as

follows:
EMPLOYEE TIME CARD

Employee Name Lucy Marshall
Employee SS# T77-7T7-7777

Day Date - Mornin.g - Afternoo.n Daily Total

Time In Time Out Time In Time Out
Monday 11/20/23 5:55 11:00 12:00 4:00
Tuesday 11/21/23 6:00 11:00 12:00 2:54
Wednesday | 11/22/23 - - - - -
Thursday 11/23/23 6:00 10:58 12:00 4:00 9
Friday 11/24/23 9:32 11:00 12:00 4:01 5.5
Saturday 11/25/23 6:00 11:00 1:06 4:00 8
Sunday 11/26/23 6:00 11:29 12:00 4:00 9.5
Weekly Total: 49
i : a)u!j\.a&

Employee Signature %M,)c%, m

Because this employee worked an extra half hour on both Friday and Sunday, the Daily Total column
displays 5.5 hours and 9.5 hours, respectively. Since it’s common to credit an employee with an extra
quarter hour for time worked in excess of at least eight extra minutes, the employer calculated the
gross pay based on this additional time. Therefore, Lucy receives credit for two additional 15-minute
increments on both Friday and Sunday as a result of her extra time worked.

Salaries and Wages

Employees are most commonly paid either wages or salaries by their employers.

* A wage is an amount typically paid to employees on an hourly basis.

upon by the employer and the employee.

| N Alternative base wages may be used, including daily wage rates and rates based on employee
output (such as for the number of products assembled).

Regular wages are calculated by multiplying an employee’s wage rate by the number of hours worked.
For example, an employee earning $15.00/hour who works 38 hours a week earns $570 ($15 x 38 hours).
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If the employee didn’t earn any other type of pay (such as overtime), the $570 total also represents the
employee’s gross wages. Gross wages are earned wages that, as we will see later, are not equal to the

amount actually paid to employees in their paychecks.

Regular earnings for salaried employees are calculated differently. For these employees, the annual
salary is divided by 52 weeks. For example, if an employer earns a salary of $52,000/year, then the
employee’s regular weekly earnings are $1,000 ($52,000 + 52 weeks).

CALCULATING WEEKLY REGULAR EARNINGS

Wage-earning employee Regular wage rate x regular hours worked

Salaried employee Annual salary + 52 weeks

Calculating Overtime Pay

As discussed previously, the Fair Labor Standards Act requires overtime be paid for any hours employ-
ees work after the first 40 in a workweek. This pay must equal at least 1.5 times the regular wages paid
to the employee (referred to as time and a half).

TIP! While the FLSA mandates that overtime pay cannot be below 1.5 times the regular wages, it
is acceptable for an employer to offer overtime pay that is more than 1.5 times regular pay.

One common misconception is that overtime must be paid to employees who work nights and/or
weekends. The FLSA does not require employers to pay overtime during these work shifts as long as the
40 hours/week threshold has not yet been met.

When an employee earns overtime pay, total gross wages (Which include both regular and overtime
earnings) may be calculated in either of two ways. Total gross wages are the same regardless of the
method used.

Using the first method, the employer adds the regular wages to the overtime wages (overtime wage rate
x overtime hours worked). Using the second method, the employer first determines a total for all hours
worked based on the regular wage rate (total hours worked x regular rate) and then adds the additional
pay earned for working overtime hours (Jovertime rate — regular rate] x overtime hours worked).

CALCULATING GROSS WAGES

Method 1 Regular wages + overtime wages

Method 2 Total regular wages (all hours) + additional pay for overtime hours

TIP! It’s possible for an employee to have a workweek in which regular hours diverge from the
40-hour standard. Assume, unless otherwise noted, that all employees operate with a regular
40-hour workweek.

Ask Yourself 2-3: Overtime pay must be at least 1.5 times the regular pay rate.
True or false?
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Case in Point 2-3 Calculate Employee Regular and Overtime
Earnings

In these examples, we’ll review calculations for both regular and overtime earnings for Lucky Ties
Apparel employees. We will also determine gross pay.

For simplicity, all calculations shown, both intermediate and final, are rounded to two
decimal places at each calculation. As you calculate amounts, you should round to two decimal
places as well; for example, 81.574 is rounded to 81.57, whereas 81.575 is rounded to 81.58.

1. Paul Rogers has worked for Lucky Ties Apparel for four years. During the most recent year he was
paid regular wages of $11.50/hour. In the most recent week, he worked 35 hours. Calculate his
gross pay for the week.

As Paul did not work any overtime hours, his regular earnings are equal to his gross pay. These
regular earnings are calculated as follows:

$11.50 (regular wage rate) x 35 hours (regular hours worked) = $402.50

2. Lucky Ties Apparel hired Maryanne Sherman at the beginning of the current year at an annual
salary of $40,000. Calculate her gross pay for the most recent week, assuming that she’s paid on a
weekly basis.

Maryanne earns the same gross pay every week, since her annual salary is evenly divided over all 52
weeks of each year. Her regular earnings for a single week are calculated as follows:

$40,000 (annual salary) + 52 weeks = $769.23

3. Bill Novak has worked for Lucky Ties Apparel for 10 years. He earns regular wages of $14.75/hour
and overtime wages of $22.50/hour. During a recent week, Bill worked 46 hours. Calculate his
gross pay using both methods.

Bill’s gross pay is the same for both methods. Remember that the FLSA dictates that any hours worked
beyond the first 40 in a week must be compensated at the overtime wage rate. Bill’s gross pay is
calculated as follows:

Method 1: $14.75 (regular wage rate) x 40 hours (regular hours worked) = $590
$22.50 (overtime wage rate) x 6 hours (overtime hours worked) = $135
$590 (regular wages) + $135 (overtime wages) = $725 (gross pay)

Method 2: $14.75 (regular wage rate) x 46 hours (total hours worked) = $678.50
$22.50 (overtime rate) — $14.75 (regular rate) = $7.75
$7.75 (see above) x 6 hours (overtime hours worked) = $46.50
$678.50 (see above) + $46.50 (see above) = $725 (gross pay)

Converting to Hourly Rates

e Vview the video “Converting to Hourly Rates.”

It’s common for employers to comply with the FLSA by compensating employees with an overtime pay
rate of 1.5 times the regular rate (the minimum requirement). If an employee is not compensated with
an hourly wage, his/her compensation must be converted to an hourly rate in order to calculate the
applicable overtime earned.
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As discussed previously, certain employees are exempt from the provisions of the FLSA and employers
are not compelled to compensate these employees at the standard overtime rate. While many salaried
employees (such as executive, administrative, and professional employees) fit this description, others
are nonexempt and must be compensated at the overtime rate for any overtime hours worked. The
following conversion process may be used to calculate overtime wages for employees not paid on an
hourly basis.

Weekly Wage Conversions

If an employee earns $820/week and works 44 hours during one week, the employee is owed overtime
pay (for working more than 40 hours in a week). Since the employee is not paid on an hourly basis, how
can the employer determine the amount of overtime pay? Assuming the employer offers overtime pay
at 1.5 times regular pay, the overtime pay can be calculated by converting the weekly rate to an hourly
rate.

Use this four-step process to make the conversion and then calculate total gross pay:

Step 4

* Determine the ¢ Calculate

hourly regular * Convert to an overtime wages * Add regular
wage rate. hourly overtime earned. earnings to
wage rate. overtime earnings.

Based on the above example, gross pay is calculated as follows:

Step 1: Determine the hourly regular wage rate by dividing the weekly rate by 40 hours (total number of
regular hours worked during the week).

$820 + 40 hours = $20.50/hour
Step 2: Multiply the regular hourly rate by 1.5 to convert it to the overtime hourly rate.
$20.50 x 1.5 = $30.75/hour
Step 3: Multiply the overtime hourly rate by the number of overtime hours worked.
$30.75 x 4 hours = $123
Step 4: Add the weekly wage rate to the overtime earnings to find the total gross pay.
$820 + $123 = $943

TIP! If an employee receives a biweekly wage, begin the conversion process by dividing the
biweekly wage by two (to convert it to a weekly wage). The above four-step process may then be
followed as shown.
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Annual Salary Conversions

A similar series of calculations is required when converting an annual salary to an hourly rate. For
annual salary conversions, use this five-step process:

* Convert to an « Add regular

* Determine the

« Determine the hourly overtime « Calculate earnings to
weekly salary. hourly regular wage rate. overtime wages overtime earnings.
Wage rate. earned.

Step 5

To put these steps in concrete terms, assume that an employee receives $58,000/year, worked 48 hours
in a recent week, and is paid 1.5 times the regular wage rate for overtime hours. This employee’s gross
pay is calculated as follows:

Step 1: Divide the annual salary by 52 weeks to determine the weekly salary.
$58,000 + 52 weeks = $1,115.38/week

Step 2: Determine the hourly regular wage rate by dividing the weekly rate by 40 hours (total number of
regular hours worked during the week).

$1,115.38 + 40 hours = $27.88/hour
Step 3: Multiply the regular hourly rate by 1.5 to convert it to the overtime hourly rate.
$27.88 x 1.5 = $41.82/hour
Step 4: Multiply the overtime hourly rate by the number of overtime hours worked.
$41.82 x 8 hours = $334.56
Step 5: Add the weekly wage rate to the overtime earnings to find the total gross pay.
$1,115.38 + $334.56 = $1,449.94

See Appendix A for an example of how to complete this conversion using formulas in a
spreadsheet application, such as Microsoft Excel or Google Sheets.

If an employee receives a monthly or semimonthly salary, begin the conversion process by multiplying
either the monthly salary by 12 months or the semimonthly salary by 24 (to convert them to an annual
salary). The above five-step process may then be followed as shown.

Ask Yourself 2-4: Certain employees, such as executive, administrative, and profes-
sional employees, are exempt from the overtime provisions of the
FLSA. True or false?
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Case in Point 2-4 Convert to Hourly Rates and Calculate Weekly
Gross Pay

In these examples, we will review five independent circumstances and determine both the hourly wage
rates and gross pay for each employee:

1. Angelo Dorsett is a salesman for Lucky Ties Apparel. He earns regular wages of $700/week, does
not receive commission, and worked 47 hours during the most recent week. Assuming that Lucky
Ties Apparel pays him an overtime rate of 1.5 times his regular rate, what is Angelo’s gross pay
for the week?

Step 1: Angelo’s hourly regular wage rate is $700 + 40 regular hours = $17.50/hour.
Step 2: Angelo’s hourly overtime wage rate is $17.50 x 1.5 = $26.25/hour.

Step 3: Angelo’s overtime wages earned are $26.25 = 7 overtime hours = $183.75/hour.
Step 4: Angelo’s gross pay for the week is $700 + $183.75 = $883.75.

2. Melissa Kubiak has worked in the warehouse of Lucky Ties Apparel for two years. She earns a
biweekly wage of $1,200 and worked 41 hours during the most recent week. Assuming that Lucky
Ties Apparel pays her an overtime rate of 1.5 times her regular rate, what is Melissa’s gross pay
for the week?

Pre-Step: Melissa’s weekly salary is $1,200 + 2 weeks = $600/week.

Step 1: Melissa’s hourly regular wage rate is $600 + 40 regular hours = $15/hour.
Step 2: Melissa’s hourly overtime wage rate is $15 x 1.5 = $22.50/hour.

Step 3: Melissa’s overtime wages earned are $22.50 x 1 overtime hour = $22.50.
Step 4: Melissa’s gross pay for the week is $600 + $22.50 = $622.50.

3. Stacie Martin works in the warehouse of Lucky Ties Apparel and is paid an annual salary of
$43,992. During the most recent week, she worked 51 hours and is paid overtime wages of 1.5
times her regular wage rate. What is Stacie’s gross pay for the week?

Step 1: Stacie’s weekly salary is $43,992 + 52 weeks = $846/week.

Step 2: Stacie’s hourly regular wage rate is $846 + 40 regular hours = $21.15/hour.
Step 3: Stacie’s hourly overtime wage rate is $21.15 x 1.5 = $31.73/hour.

Step 4: Stacie’s overtime wages earned are $31.73 x 11 overtime hours = $349.03.
Step 5: Stacie’s gross pay for the week is $846 + $349.03 = $1,195.03.

4. Lucy Marshall has been a member of the janitorial staff at Lucky Ties Apparel for six years and
earns a monthly salary of $2,730. During the most recent week, she worked 49 hours and is paid
overtime wages of 1.5 times her regular wage rate. What is Lucy’s gross pay for the week?

Pre-Step: Lucy’s annual salary is $2,730 x 12 months = $32,760.

Step 1: Lucy’s weekly salary is $32,760 + 52 = $630/week.

Step 2: Lucy’s hourly regular wage rate is $630 + 40 regular hours = $15.75/hour.
Step 3: Lucy’s hourly overtime wage rate is $15.75 x 1.5 = $23.63/hour.

Step 4: Lucy’s overtime wages earned are $23.63 x 9 overtime hours = $212.67.
Step 5: Lucy’s gross pay for the week is $630 + $212.67 = $842.67.
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5. Donald McHenry has been a member of the janitorial staff at Lucky Ties Apparel for four years
and earns a semimonthly salary of $1,326. During the most recent week, he worked 45 hours
and is paid overtime wages of 1.5 times his regular wage rate. What is Donald’s gross pay for the
week?

Pre-Step: Donald’s annual salary is $1,326 x 24 semimonthly periods = $31,824.
Step 1: Donald’s weekly salary is $31,824 + 52 = $612/week.

Step 2: Donald’s hourly regular wage rate is $612 + 40 regular hours = $15.30/hour.
Step 3: Donald’s hourly overtime wage rate is $15.30 x 1.5 = $22.95/hour.

Step 4: Donald’s overtime wages earned are $22.95 x 5 overtime hours = $114.75.
Step 5: Donald’s gross pay for the week is $612 + $114.75 = $726.7 5.

Commissions, Bonuses, and
Incentive Plans

Wages and salaries are not the only types of compensation an employee may receive. Employers can
also compensate employees through commissions (a percentage of each sale), bonuses (planned or

Paying Commissions

Commissions are typically paid to employees as a percentage of sales. For example, if an employee sells
a product for $2,000 and earns a 10% commission on every sale, that employee is paid a $200 ($2,000 x
10%) commission. Commissions can be the only form of income earned by an employee or they can be
earned in conjunction with a wage or salary.

Commissions are considered a component of an employee’s regular pay. To calculate the overtime pay
of an employee who earns commissions, the regular hourly wages and the commissions are combined to
determine an overall hourly rate.

For example, if an employee works 44 hours, earns a regular hourly wage of $10/hour, and earns com-
missions of $220, the combined regular hourly wage rate (which takes the commission into account) is
determined using a three-step process:

CALCULATING REGULAR HOURLY WAGE RATE

INCLUDING COMMISSION

Step 1 Determine total regular wages
($10 x 44 hours = $440).

Step 2 Add the commission to the total regular wages
($440 + $220 = $660).

Step 3 Divide the combined total by the regular hours worked
($660 + 44 hours = $15).

This combined rate is then multiplied by 1.5 (or the higher applicable rate of compensation offered by

the employer) to arrive at the overtime hourly rate. If this employer offers an overtime wage rate that is
1.5 times the regular rate, the overtime wage rate is $22.50 ($15 x 1.5). As the calculation includes regu-
lar wages for overtime hours, we now add the additional overtime pay to the above total. The additional
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overtime hourly wage rate is $7.50 per hour ($22.50 overtime wage rate minus $15 regular wage rate), so
additional overtime earnings are $30 ($7.50 per hour additional overtime hourly wage rate x 4 overtime
hours). Total gross wages are $690 ($660 combined regular earnings and commissions + $30 additional
overtime earnings).

Employees of retail and service businesses who are paid commissions and who meet cer-
tain requirements set by the FLSA are exempt from the mandate that overtime pay exceed regular
pay by at least 1.5 times.

Awarding Bonuses

A bonus is an amount awarded to an employee outside of regular and overtime pay. There are two types
of bonuses:

specific metric being met. An example is a longevity bonus paid to an employee on his/her tenth
anniversary with a company.

The distinction between these two bonus types is important, because nondiscretionary bonuses are
considered part of regular pay, while discretionary bonuses are not. Similar to commissions, nondis-
cretionary bonuses must be combined with regular hourly wages prior to determining an employee’s
overtime pay.

Ask Yourself 2-5: Discretionary bonuses must be combined with regular hourly wages
prior to determining an employee’s overtime pay. True or false?

Offering Incentive Plans

An employer may offer incentive plans that are designed to reward employees for their performance
and/or loyalty to the company. The most common types of incentive plans are:

« Cash paid for reaching specified sales or production goals.

» Profit-sharing plans in which employees receive a share of profits once they exceed a predeter-
mined level of productivity.

« Stock-option plans in which employees who meet predetermined goals may purchase shares of
stock with pre-tax dollars.

» Additional vacation days for employees whose tenure with the company surpasses preset lengths.

» Sabbaticals, common in academic institutions, that provide employees with paid leave after
working for a predetermined number of years.

When a cash incentive is offered, it may be paid in a lump sum or as an increase in the hourly (or per-
unit) rate paid. In the case of an increased pay rate, the increase is typically earned when an employee’s
performance exceeds a preset, quantifiable level.

TIP! For the purposes of the FLSA, cash paid for reaching specified goals is considered a non-
discretionary bonus and therefore is a component of regular pay. This must be considered when
calculating overtime pay.
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Case in Point 2-5 Calculate Employee Commissions, Bonuses, and
Incentive Pay

In these examples, we’ll review four independent circumstances and will calculate the total earnings for
each employee:

1. An employee who sells automobiles is paid $8/hour in regular wages. He also earns $300 for every
car he sells. During the most recent week, he works 46 hours and sells five cars. His employer
pays overtime wages of 1.5 times regular hourly wages.

Step 1: Total regular wages are $8 x 46 hours = $368.
Step 2: Total combined regular earnings are $1,500 (5 cars x $300) + $368 = $1,868.
Step 3: The regular earnings hourly rate is $1,868 + 46 hours = $40.61/hour.

Now that the regular earnings hourly rate is determined, the overtime hourly rate can be calculated:
$40.61 x 1.5 = $60.92/hour.

The additional overtime hourly rate, therefore, is $60.92 — $40.61 = $20.31.

Using the additional overtime hourly rate, additional overtime earnings are $20.31 x 6 hours =
$121.86.

This results in total earnings of $1,868 + $121.86 = $1,989.86.

2. After his company made a particularly large sale, an employee is awarded a discretionary bonus
of $2,000. During this same week, the employee works 42 hours, earning regular wages of $13/
hour, with overtime pay calculated as 1.5 times the regular wage rate.

Since a discretionary bonus is not considered part of regular earnings, overtime pay is calculated
using the standard 1.5 = regular hourly wages formula.

Regular pay is $13 x 40 hours = $520. The overtime hourly rate is $13 x 1.5 = $19.50/hour, which
results in overtime pay of $19.50 x 2 hours = $39.

Total earnings for the week are $520 (regular earnings) + $39 (overtime earnings) + $2,000
(discretionary bonus) = $2,559.

3. An employee who earns regular wages of $9.50/hour and overtime pay of 1.5 times his regular
wage rate works 53 hours during the most recent week. As a result of total company sales
exceeding $1,000,000 for the year, the employee also received a predetermined bonus of $1,500.

Because this bonus was planned and paid out once company sales reached $1,000,000, it’s considered
a nondiscretionary bonus and is part of regular earnings. The three-step process for combining
regular wages and commissions outlined previously may be used to combine regular wages and
nondiscretionary bonuses as well.

Step 1: Total regular wages are $9.50 x 53 hours = $503.50.

Step 2: Total combined regular earnings are $1,500 + $503.50 = $2,003.50.

Step 3: The regular earnings hourly rate is $2,003.50 + 53 hours = $37.80/hour.

The overtime hourly rate, based on the above calculation, is $37.80 x 1.5 = $56.70/hour.
The additional overtime hourly rate is $56.70 — $37.80 = $18.90.

Using the additional overtime hourly rate, additional overtime earnings are
$18.90 x 13 hours = $245.70.

Therefore, total earnings are $2,003.50 + $245.70 = $2,249.20.

Commissions, Bonuses, and Incentive Plans 57
Labyrinth Learning http://www.lablearning.com



Payroll Accounting 10 ed. FOR EVALUATION ONLY © 2024 Labyrinth Learning — Not for Sale or Classroom Use

4. An employee works in a factory where she earns regular wages of $8/hour, with overtime pay
calculated as 1.5 times regular earnings. If, during any week, she is able to assemble more
than 1,000 product units, her regular rate increases to $9/hour for the week. Her rate similarly
increases to $10/hour if she assembles more than 1,200 units and $11/hour if she assembles more
than 1,400 units. During the most recent week, she worked 44 hours and assembled 1,352 units.

This employee has earned incentive pay, since she assembled more than 1,000 product units. For her
level of production (1,352 units), she has earned an increased regular wage rate of $10/hour.

Regular wages are calculated as follows: $10 x 40 hours = $400.
Her overtime hourly wage rate is $10 x 1.5 = $15/hour.
Therefore, her overtime pay is calculated as follows: $15 x 4 hours = $60.

Her total earnings for the week are $400 + $60 = $460.

Alternative Pay Considerations

In certain instances, based on an employee’s job duties, it’s appropriate to use alternative methods of
compensation.

e For individuals who are their own boss (such as Certified Public Accountants who earn income
outside of a large organization), self-employment income is determined.

« For employees who regularly receive tips from customers (such as waiters and waitresses), special
minimum wage and overtime rules apply.

« For employees who produce a measurable output (such as seamstresses creating dresses), compen-

sation may be based on the number of units produced. This is referred to as a piecework system.

Self-Employment Income

Individuals who operate a sole proprietorship or partnership must account for and report annual
self-employment income. This consists of the revenue an owner may claim based on the company
operations, minus expenses incurred. These individuals do not have to be concerned with the minimum
wage and overtime provisions of the FLSA, though they must track total income to ensure appropriate
taxes are paid. We’ll examine the tax implications of self-employment income in Chapter 5.

Tipped Employees

Employees who receive tips are covered by the FLSA and therefore are paid the hourly minimum wage.
A tipped employee is someone who typically receives more than $30/month in tips. Employers can take
advantage of a maximum tip credit of $5.12, which results in employees receiving an hourly wage of
$2.13 ($7.25 minimum wage minus $5.12 tip credit). Employers who elect to take advantage of this tip
credit must inform employees of their intention to do so and use a consistent tip credit for regular and
overtime hours. Additionally, if the state tip credit is lower than $5.12, the employer may take advan-
tage of only this lower amount.

Employers cannot use an employee’s tips for any purpose other than a tip credit against wages owed or
as part of a tip pool. A tip pool, in which all employee tips are added together (pooled) and then divided

amongst employees, is permissible under the FLSA. However, these employees each must receive the
applicable hourly minimum wage and the pool must include only employees who regularly receive tips.

WARNING! Regardless of whether an employer uses a tip credit, under no circumstance may an

employer retain an employee’s tips.
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If the employee’s total hourly wage (the sum of the hourly wage received and employee tips) does not
exceed the applicable minimum wage, the employer must compensate the employee for the difference.
In addition, the employer must use the overtime factor (1.5 for time and a half) to calculate the over-
time hourly rate for a tipped employee based on the applicable minimum wage. No tip credit may be
factored into this calculation.

CALCULATING OVERTIME FOR TIPPED EMPLOYEES

Step 1 Regular hourly rate x regular hours worked = regular earnings

Step 2 Minimum wage — regular hourly rate = hourly tip credit

Step 3 (Minimum wage x overtime factor) — hourly tip credit = overtime hourly rate
Step 4 Overtime hourly rate x overtime hours worked = overtime earnings

Step 5 Total hours worked x hourly tip credit = total tip credit

Step 6 Regular earnings + overtime earnings + total tips = total earnings

The tip credit cannot exceed total tips received, so the employer should compare these
figures after Step 5 of the calculation. If the tip credit is too high, the employer must reduce it
such that it does not exceed total tips received. This reduction is calculated as current tip credit
minus total tips received.

Ask Yourself 2-6: Which statement regarding a tip pool is inaccurate?
A. It must include only employees who regularly receive tips.
B. It adds together all employee tips.
C. It is not permissible under the FLSA.
D. It divides tips amongst employees.

Piecework Systems

In certain instances it’s logical to compensate employees based on their output rather than on hours
worked. Under a piecework system, an employee receives a fixed amount for each unit of output. These
units can take many forms, such as products assembled, telemarketing phone calls made, or packages
filled.

One important element that the employer must remember is that the minimum wage requirements
of the FLSA apply to employees compensated under a piecework system. To confirm compliance with
the FLSA, an employer must determine each piecework employee’s hourly rate. This may be done by
dividing total weekly compensation by number of hours worked.

CALCULATING PIECEWORK OVERTIME

Step 1 Piece rate x units of output = regular earnings for all hours

Step 2 Regular earnings for all hours + total hours worked = regular hourly rate

Step 3 Regular hourly rate x additional overtime factor = additional overtime hourly
rate

Step 4 Additional overtime hourly rate x overtime hours worked = additional overtime
earnings

Step 5 Regular earnings for all hours + additional overtime earnings = total earnings

The additional overtime factor is typically 0.5 (1.5 overtime rate minus 1.0 regular rate).
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The additional overtime hourly rate in Step 3 is often also called the premium rate because it rep-

resents the premium over the regular hourly rate to which the piecework employee is entitled for
overtime hours worked.

An alternative to the piecework system is to pay an employee at least 1.5 times the regular piece rate
for all units of output produced during overtime hours. In this approach, the employer must ensure the
regular hourly rate exceeds the minimum wage rate.

Case in Point 2-6 Calculate Earnings for Tipped and Piecework
Employees

In these examples, we’ll examine three independent circumstances and will determine how total
compensation is calculated for each employee:

1. Eric Parker works for a small restaurant chain as a waiter. He is paid $2.13/hour and receives $150
in tips during a 35-hour workweek. What is Eric’s total compensation for the week?

Eric’s employer pays regular wages of $74.55 ($2.13 regular wage rate x 35 regular hours worked). As
a result, if the FLSA were ignored, Eric’s total compensation would be $224.55 ($74.55 regular wages
+ $150 tips).

Because this is less than the FLSA minimum of $253.75 ($7.25 minimum wage x 35 hours worked),
the employer must compensate Eric for the difference. Therefore, Eric receives an additional $29.20
($253.75 - $224.55), increasing his total compensation to $253.75.

2. Meredith Baer works as an automobile valet at a steak house. She is paid $3/hour and received
$310 in tips during the most recent 44-hour workweek. Meredith’s employer pays overtime
hourly wages at a rate of 1.5 times regular hourly wages. What is Meredith’s total compensation
for the week?

Use the six-step process detailed in the “Calculating Overtime for Tipped Employees” table:

Step 1: Meredith’s employer pays regular earnings of $120 ($3 regular wage rate x 40 regular hours
worked).

Step 2: This is the result of her employer taking a tip credit of $4.25 ($7.25 minimum wage - $3
regular wage rate).

Step 3: When calculating overtime compensation, this tip credit must be maintained at the same
level, so total overtime compensation is based on an hourly rate of $6.63 ($7.25 minimum wage x 1.5
overtime factor — $4.25 tip credit).

Step 4: This results in overtime earnings totaling $26.52 ($6.63 overtime hourly rate x 4 overtime
hours worked).

Step 5: Before total compensation is finalized, the employer ensures the total tip credit does not exceed
tips received by the employee. Here, the total tip credit of $187 ($4.25 tip credit x 44 hours worked)
does not exceed total tips received of $310, so no additional compensation is owed.

Step 6: Total compensation is calculated as $456.52 ($120 regular earnings + $26.52 overtime
earnings + $310 tips).
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3. Nancy Winchester assembles children’s toys and is paid $0.06 for each unit assembled. During
the most recent week, Nancy worked 48 hours and assembled 8,528 units. Nancy’s employer
pays overtime hourly wages at a rate of 1.5 times regular hourly wages. What is Nancy’s total
compensation for the week?

Use the five-step process detailed in the “Calculating Piecework Overtime” table:

Step 1: Regular earnings for all hours are calculated as $0.06 (piece rate) x 8,528 (units of output) =
$511.68.

Step 2: The regular hourly rate is calculated as $511.68 (regular earnings) + 48 (hours worked) =
$10.66.

Step 3: The additional overtime hourly rate is calculated as $10.66 (regular hourly rate) x 0.5
(additional overtime rate) = $5.33.

Step 4: Additional overtime earnings are calculated as $5.33 (additional overtime hourly rate) x 8
(overtime hours worked) = $42.64.

Step 5: Total earnings are calculated as $511.68 (regular earnings) + $42.64 (additional overtime
earnings) = $554.32.

4. Andrew Fitzpatrick is a telemarketer who is paid $0.32 for every telemarketing phone call he
places. During the most recent week, Andrew worked 43 hours and placed 1,722 calls, 124 of
which were placed during the final three hours he worked. Andrew’s employer pays an overtime
piece rate 1.5 times the regular rate. Using the alternative method, determine Andrew’s total
compensation for the week.

During regular hours Andrew placed 1,598 (1,722 - 124) calls and earned $511.36 (1,598 x $0.32) in
regular earnings. As the overtime hourly piece rate is $0.48 ($0.32 x 1.5), Andrew earns overtime pay
of $59.52 (124 x $0.48). Total earnings are $570.88 ($511.36 + $59.52).

Payroll Register

Unlike the employee earnings record, which displays the earnings for a single employee over a range of
pay periods, the payroll register shows each employee’s pay for a single period. The payroll register is
completed prior to the employee earnings record, as the payroll register summarizes all payroll data for
a single period. This data is then taken from the payroll register and entered within each individual

employee earnings record.

Payroll Register
Pay Period

Pay Date

Earnings Deductions

Regul. Regul Regul. Overti Overti Overtil Total Social
egular egular egL.J ar vertime vertime ver. me 0-8 FWT SWT DCIa- Medicare |Vol. With. Check Net Pay
Hours Rate Earnings Hours Rate Earnings | Earnings Security Number

Employee Name

Totals:

The payroll register displays both total earnings (gross pay) and each employee’s paycheck amount
(net pay).
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As discussed earlier, the net pay is calculated by subtracting all deductions from the gross pay (total
earnings) in the payroll register. Depending on the business, other columns may appear in the payroll
register. For example, if a business’s employees are unionized, the Deductions section may contain a
separate column for Union Dues that are withheld from each employee’s gross pay. Additionally, for
some employees not all columns are necessary. For example, a salaried executive is exempt from the
minimum wage provision of the FLSA, and therefore no hourly rate information is necessary.

Note that in some instances a company will choose not to display identical columns within the
employee earnings records and the payroll register. For example, here the payroll register includes a
voluntary withholdings (Vol. With.) column that summarizes the retirement contribution, life insur-
ance, charitable contributions, and additional withholding columns within the employee earnings
records. Be aware of this potential structural difference when transferring figures from the payroll
register to the employee earnings records.

TIP! Just as with the employee earnings record, although the payroll register is typically com-
pleted within a computerized payroll system, we’ll work with manual versions.

Ask Yourself 2-7: Which statement regarding a payroll register is inaccurate?
A. It excludes deduction information.
B. It summarizes payroll data.
C. It shows each employee’s pay for a single period.
D. It is typically completed prior to the employee earnings record.

I Case in Point 2-7 Complete a Payroll Register

In this example, we will complete a payroll register for Lucky Ties Apparel. We will then transfer the
information from the payroll register to the employee earnings records for each employee.

Earlier we calculated the weekly pay for eight different employees of Lucky Ties Apparel. The partially
completed payroll register for the most recent week appears below. The pay period ends on 12/3/2023,
with checks distributed on the subsequent Thursday. Note that you must determine the totals within
the Regular, Overtime, and Total Earnings columns after entering individual employee data.

We’ll return to this example in the next chapter, where we’ll complete the Deductions and
Net Pay sections of the payroll register and the employee earnings records.

Payroll Register
Pay Period 12/3/23
Pay Date 12/7/23
Earnings Deductions
Employee Regular Regular Regl.llar Overtime | Overtime Overt.|me Total Earnings FWT SWT SOCIZjﬂ Medicare |Vol. With. Check Net Pay
Name Hours Rate Earnings Hours Rate Earnings Security Number
Rogers, P 35 S 1150 [$  402.50 0 n/a S - S 402.50
Sherman, M n/a n/a S 769.23 0 n/a S - S 769.23
Novak, B 40 S 14.75[$  590.00 6 $ 2250 |$ 135.00 | $ 725.00
Dorsett, A 40 $ 17.50 |$  700.00 7 $ 2625[S 183.75|S$  883.75
Kubiak, M 40 $ 15.00 | $  600.00 1 $ 2250 |$ 22.50 | $ 622.50
Martin, 40 S 21.15|$  846.00 11 $ 31.73[S$ 349.03[$ 1,195.03
Marshall, L 40 $ 15.75|$  630.00 9 $ 2363 (|S 21267 |$ 842.67
McHenry, D 40 $ 1530 [$  612.00 5 $ 2295]|S 114.75 | 726.75
Totals: $ 5,149.73 $ 1,017.70 | $ 6,167.43

To complete the Earnings portion of the employee earnings records, transfer the payroll information
from the payroll register. Each employee’s address, Social Security number, marital status, and with-
holding allowances have also been entered.
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Record

arnings

Marital Status

Employee E

Single

Paul Rogers

Name

Fed. Withholding Allow.

657 Flicker Lane

Address

State Withholding Allow.

Brockport, NY 14420

111-11-1111

SS#

Aed 19N

JaquinN 329Yd

8uIpjoyym [euonippy

uonNqLIU0) 3|gelieyd

dueINSU| 317

013Nq143U0D JUSWIIRY

Deductions

Xe| 3Jed1palN

xe| A}1un2as |e1dos

Xe] 8uIp|oyyiim a1eis

xel BuIployyIIM [esapad

Aed ssoug

$402.50

so8e/\ dWILRAQ

Earnings

jey Aed awildAQ

n/a

P3}JOM SINOH 3WIMLBAQ

0

sade Je|nday

$402.50

a1ey Aed Je|n3ay

$ 11.50

PaY40M SINOH Je|ngay

35

Suipuj poliad Aed

12/3/23

Record

arnings

Marital Status

Employee E

Single

Maryanne Sherman

Name

Fed. Withholding Allow.

8171 Winston Court

Address

State Withholding Allow.

Rochester, NY 14604

222-22-2222

SS#

Aed 19N

JagquinN 329yYd

8ulpjoyyim [euoinippy

uonNqIU0) 3|gelieyd

duesnsu| 31

013Nq143U0D JUSWI1IRY

Deductions

Xe| 34ed1palN

xe| A}1un2as |e1o0s

Xe] 8ulp|oyyiim d1e1s

xeL BuIp|oyy1IM [esapayd

Earnings

Aed ssoi9

$769.23

sa8e/\\ dWILRAQ

93ey Aed awiRAQ

n/a

PaYJ0M SINOH AWIMBAQ

0

sade Jenday

$769.23

a1ey Aed Je|n3ay

n/a

PaY4OM SINOH Je[nsay

n/a

Suipuj poliad Aed

12/3/23

Employee Earnings Record

Married

Marital Status

Bill Novak

Name

Fed. Withholding Allow.

536A North Yellow Lake Avenue

Hamlin, NY 14464

Address

State Withholding Allow.

333-33-3333

SS#

Aed 19N

JagquinN 329yYd

8ulpjoyyam [euoiippy

uonNquIU0) 3|gelieyd

dueINSU| 31

11013NQ143U0D) JUSWAUIIRY

Deductions

Xe| 24edIpajy

xe| A114n2as |e120s

Xe] 3uIp|oyyiim d1e1s

el BUIP|OYYIIM [esopad

Earnings

Aed ssoin

$725.00

sa8e\\ WILBAQ

91ey Aed awidAQ

$ 22,50 | $135.00

P340\ SINOH 3WI1IBAQ

6

sade/\ Jenday

$590.00

91ey Aed Je|nday

$ 14.75

PaXJOM SINOH Je|nSay

40

Buipug pouad Aed

12/3/23

Employee Earnings Record

Single

Marital Status

Angelo Dorsett

Name

Fed. Withholding Allow.

400 Hillside Court
Hilton, NY 14468

Address

State Withholding Allow.

444-44-4444

SS#

Aed 18N

Jaquin 329yYd

SulployyIMm [euoippy

uolNquIU0) 3|qelieyd

ERVILNENR

0[3NQI13U0D JUSWDI1IRY

Deductions

Xe| 24ed1pajy

xe] A114n2as |e120s

xel BUIP|OYYIIM 33835

[xel BuployyHM [esapa4

Earnings

Aed ssoun

$ 883.75

sage\\ WIBAQ

$183.75

91ey Aed awidAQ

$ 26.25

P9%JOM\ SINOH 3WI1IBAQ

7

sade/ Je|nday

$700.00

91ey Aed Je|nday

$ 17.50

PaX4OM SINOH Je|nday

40

Buipug pouad Aed

12/3/23
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Record

arnings

Employee E

Married

Marital Status

Melissa Kubiak

Name

Fed. Withholding Allow.

254 Cheesehead Drive
Pittsford, NY 14534

Address

State Withholding Allow.

555-55-5555

SS#

Aed 19N

JaquinN 329yd

8uIpjoyym [euonippy

uonNqLIU0) 3|gelieyd

dueINsU| 317

013Nq113U0D JUSWIIIRY

Deductions

Xe| 3Jed1palN

xe| A}1un2as |e1oos

Xe] 8ulp|oyyiim aieis

xel BuIployyIIM [esapad

Earnings

Aed ssoug

$622.50

so8e/\ dWILRAQ

$ 22,50

jey Aed awildAQ

$ 22.50

P3}J0OM SINOH 3WIMLBAQ

1

sade Je|nday

$600.00

a1ey Aed Je|n3ay

$ 15.00

PaY40M SINOH Je|ngay

40

Suipuj poliad Aed

12/3/23

Employee Earnings Record

Married

Marital Status

Stacie Martin

Name

Fed. Withholding Allow.

2 Lavalane

Address

State Withholding Allow.

Brockport, NY 14420

666-66-6666

SSH

Aed 1N

Jaquinp aay)

8uiployyiIm [euoiIppy

uonNQLIU0) 3|qelLey)

ERIIL NV

013Nq13U0D JUSWIIRY

Deductions

Xe| 31ed1paN

xe] A11n2ag |e120s

xel BUIP|oYYIIM 33elS

Xe1 BUIP|OYYIM [edopad

Earnings

Aed ssoun

$1,195.03

so8e/\ WI1LBAQ

$349.03

21ey Aed awlRAQ

$ 31.73

PIYJOM SINOH SWIIDAQ

11

so8e\ JenSay

$ 846.00

91ey Aed Je|nday

$ 21.15

PaYIOM SINOH Je|nSay

40

Suipu3 pouiad Aed

12/3/23

Employee Earnings Record

Single

Marital Status

Lucy Marshall

Name

Fed. Withholding Allow.

232 Muscle Road

Address

State Withholding Allow.

Hamlin, NY 14464

777-77-7777

SS#

Aed 19N

JagquinN 329yYd

8ulpjoyyam [euoiippy

uonNqIU0) 3|gelieyd

Deductions

dueINsU| 31

11013NQ143U0D) JUS WU IIRY

Xe| 24edIpajyl

xe| A114n2as |e120s

Xe] 3uIp|oyyiim d1e1s

Ixel BuiployymM [esapa4

Earnings

Aed ssoin

$842.67

safe/\\ SWIBAQ

$212.67

91ey Aed awiRAQ

$ 23.63

P40\ SINOH 3WI1IBAQ

9

sadep Jenday

$630.00

91ey Aed Je|nday

$ 15.75

PaXJOM SINOH Je|nday

40

Buipug pouad Aed

12/3/23

Employee Earnings Record

Married

Marital Status

Donald McHenry

Name

Fed. Withholding Allow.

22 Iceberg Lane

Address

State Withholding Allow.

Fairport, NY 14450

888-88-8888

SS#

Aed 18N

Jaquin 329yYd

SulployyIIMm [euoippy

uolNquIU0) 3|qelieyd

Deductions

ERVILNENR

0[3NQ113U0D JUSWDIIIRY

Xe| 24ed1pajy

xe] A114n2as |e120s

xel BUIP|OYYIIM 33835

xel BuployyHM [esapa4

Earnings

Aed ssoun

$726.75

sage\\ WILBAQ

$114.75

91ey Aed awidAQ

$ 22.95

P9%JOM\ SINOH 3WI1IBAQ

5

sade/ Je|nday

$612.00

91ey Aed Je|nday

$ 15.30

P340 SINOH Je|nday

40

Buipug pouad Aed

12/3/23
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Self-Assessment

Now it’s time for you to check your knowledge of the key concepts and skills introduced in this chapter. Complete the
quiz in eLab or your ebook for immediate feedback!

1. Per the FLSA, a workweek is any nonconsecutive seven-day period designated by the
employer. True False

2. An employer may change its workweek, as long as the change is meant to be
permanent and is not designed to circumvent overtime requirements. True False

3. The Equal Pay Act protects only female employees from wage discrimination. True False

4. An employee time card lists total hours worked for all employees during a single
workweek. True False

5. An employee’s overtime wage rate must always be at least 1.5 times his/her regular
wage rate. True False

6. The FLSA does NOT mandate that employees be compensated at the overtime wage
rate for hours worked during nights and weekends, unless the 40-hour threshold has
been reached. True False

7. Commissions are considered a component of an employee’s regular pay. True False

8. A discretionary bonus is one that is planned and paid out upon an employee

reaching a specific milestone. True False
9. The maximum tip credit that an employer may take advantage of is $2.13. True False
10. A payroll register displays compensation information for a single pay period. True False

11. Which of the following is NOT a common pay period used by employers?
A. Semimonthly
B. Monthly
C. Biweekly
D. Daily

12. Under the provisions of the Equal Pay Act, employers may compensate employees differently for the
same job based on each of the following except:

A. Gender

B. Seniority

C. Output quantity
D. A merit system

13. When different minimum wage rates are in effect, which rate takes precedence and therefore must be
met by an employer?
A. Federal minimum wage
B. The highest applicable minimum wage
C. Local (municipality) minimum wage
D. State minimum wage
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14.

15.

16.

17.

18.

19.

20.

An employee who worked 38 hours during the current workweek and receives $11.25/hour has earned
gross pay of:

A. $450

B. $427.50

C. $1,125

D. $380

An employee who worked 44 hours during the current workweek, receives regular wages of $14.20/
hour, and is paid overtime wages of 1.5 times his regular wage rate has earned gross pay of:

A. $624.80

B. $568

C. $653.20

D. $937.20

What is the hourly wage rate of an employee who typically has a 40-hour workweek and who earns a
monthly salary of $1,768?

A. $10.20

B. $20.40

C. $442

D. $408

Each of the following is a type of incentive plan except:
A. Stock options

B. Sabbaticals

C. Overtime compensation

D. Profit sharing plans

Under which of the following circumstances may an employer retain an employee’s tips?
A. The full tip credit is utilized by the employer.

B. No tip credit is utilized by the employer.

C. Atip poolis utilized by all employees.

D. Under no circumstance may an employer retain an employee’s tips.

A tipped employee is paid $2.13/hour during a week in which he works 40 hours. During this week he
receives $195 in tips from customers. How much additional compensation (beyond the hourly rate
and tips) must his employer remit in order to comply with the FLSA?

A. 30

B. $92.87

C. $290

D. $9.80

An employee works 44 hours during a week in which he produces 3,057 units at a piece rate of $0.14/
unit. What is the employee’s regular hourly rate across all hours worked?

A. $69.48

B. $9.73

C. $4.96

D. $10.70
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Practice Set A

I PSA 2-1 Identify Pay Periods and Evaluate Workweeks

Remember, if your course is using eLab, you will complete the Practice Set sections in your course, so go there
now. If you’re not using eLab, use the provided files.

For each circumstance, identify the type of pay period being used (weekly, biweekly, semimonthly, or monthly)
and whether the workweek is FLSA compliant or noncompliant.

1. Touchdown Corporation’s most recent pay period ended on Monday, 7/31/2023, with paychecks printed
and distributed one week later. The subsequent pay period ended on Tuesday, 8/15/2023. To coincide
with the pay periods, the employer’s last workweek ran from Tuesday, 8/1/2023, through Tuesday
8/15/2023.

2. Dachshund, Inc., recently changed its pay period to run from Wednesday through Tuesday each week.
The workweek also begins on Wednesday, though it starts at 8:00 a.m. and runs through the following
Wednesday at 7:59 a.m.

3. Electronics Depot compensates its employees 26 times each year. Its workweek begins on Monday at
12:00 a.m. and runs through Sunday at 11:59 p.m.

I PSA 2-2 Complete a Time Card

Complete a time card for each employee. Note that this employer rounds employee time to the nearest
15-minute increment.

1. Audra Moyer (SSN 888-22-4444) worked seven days during the week of 10/2/2023 through 10/8/2023.
She arrived at 8:00 a.m. each day (except Monday, when she was six minutes early, and Tuesday, when
she arrived at 6:57 a.m.). She left for lunch at 12:00 p.m. each day (except Tuesday, when she left at
11:58 a.m., and Saturday, when she left at 12:03 p.m.) and returned at 1:00 p.m. (except for Friday, when
she arrived back at 1:02 p.m.). She left work at 4:00 p.m. each day (except for Tuesday, Wednesday, and
Sunday, when she stayed until 5:02 p.m., 3:58 p.m., and 5:31 p.m., respectively).

2. Stephen Fitzpatrick (SSN 333-99-7777) worked four days during the week of 5/15/2023 through
5/21/2023 (he was off on Monday, Wednesday, and Friday). He arrived at 7:00 a.m. each day (except
Tuesday, when he arrived at 5:58 a.m.). He left for lunch at 11:00 a.m. each day (except Tuesday, when
he left at 11:03 a.m., and Saturday, when he did not take a lunch break) and returned at 12:00 p.m.
(except for Thursday, when he returned at 12:32 p.m., and Saturday, when he did not take a lunch
break). He left work at 5:00 p.m. each day (except for Sunday, when he stayed until 6:04 p.m.).

I PSA 2-3 Calculate Weekly Regular Earnings

Calculate the weekly regular earnings for each of the following employees:

1. Jason Richards earns $8.45/hour and worked 37 hours during the most recent week.
Drew Johnson earns an annual salary of $72,000.
Lucas Short earns $10.20/hour and worked 40 hours during the most recent week.

Anna Graham earns an annual salary of $122,500.

vk b

Molly Mitchell earns $13/hour and worked 38 hours during the most recent week.
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I PSA 2-4 Calculate Weekly Gross Pay

Calculate gross pay (regular earnings + overtime earnings) for each employee. Every employee earns hourly
overtime wages that are 1.5 times greater than his/her regular wage rate.

1. Luisa Williams earns $7.50/hour and worked 44 hours during the most recent week.
Jonathan Olsen earns $9.10/hour and worked 47 hours during the most recent week.
Nathan Upton earns $11.80/hour and worked 42 hours during the most recent week.

Juan Rodriguez earns $14/hour and worked 48 hours during the most recent week.

vk b

Drew Painter earns $16.60/hour and worked 51 hours during the most recent week.

I PSA 2-5 Determine Hourly Regular and Overtime Wage Rates

Determine the regular and overtime wage rates for each employee. All are paid overtime wage rates that are
1.5 times their respective regular wage rates.

1. Nancy Bowie earns a weekly wage of $950. During the most recent week, she worked 46 hours.
Ronald McHenry earns a biweekly wage of $2,100. During the most recent week, he worked 48 hours.
Frank Wayne earns an annual salary of $62,000. During the most recent week, he worked 52 hours.

Michelle Connolly earns a monthly salary of $5,000. During the most recent week, she worked 43 hours.

AN A

Howie Gillette earns a semimonthly salary of $1,900. During the most recent week, he worked 41 hours.

I PSA 2-6 Calculate Gross Pay

Calculate gross pay for each of the five employees listed in the prior exercise.

I PSA 2-7 Calculate Gross Pay with Commissions

Calculate gross pay for each employee. All are paid overtime wage rates that are 1.5 times their respective
regular wage rates.

1. Samuel Worthy earns both $7.25/hour and a 10% commission on all sales. During the most recent week,
he worked 42 hours and made total sales of $11,000.

2. Charlotte Denning earns both $9/hour and $25 for every sale she completes. During the most recent
week, she worked 48 hours and made a total of 62 sales.

3. James Finch earns both $11.70/hour and a 12% commission on all sales. During the most recent week,
he worked 45 hours and made total sales of $7,200.

4. Keri Weinberg earns $10/hour, $10 for every sale of Product A, and $14 for every sale of Product B.
During the most recent week, she worked 54 hours and sold 26 units of Product A and 41 units of
Product B.

5. Tom Wilson earns both $16.20/hour and a 15% commission on all sales. During the most recent week,
he worked 47 hours and made total sales of $13,000.
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I PSA 2-8 Calculate Gross Pay with Bonuses

Calculate gross pay for each employee. All are paid overtime wage rates that are 1.5 times their respective
regular wage rates.

1. Jefferson Dodge earns $8.50/hour. During the most recent week, he received a discretionary bonus of
$1,000 and worked 47 hours.

2. Julia Jones earns $12/hour. During the most recent week, she received a nondiscretionary bonus of
$3,100 and worked 42 hours.

3. Joseph Marshall earns $7.40/hour. During the most recent week, he received a nondiscretionary bonus
of $720 and worked 50 hours.

4. Philip Lucas earns $10/hour. During the most recent week, he received a nondiscretionary bonus of
$2,200 and worked 49 hours.

I PSA 2-9 Calculate Gross Pay Based on an Incentive Plan

Calculate gross pay for these employees of Launchpad Co. The company offers a regular wage rate of $8.20/
hour to all employees. Under an incentive plan in place for all employees, this rate increases for any employee
who can meet weekly production goals. The increased rates and corresponding thresholds that must be met
are as follows:

 $9.40/hour for producing at least 2,000 units
« $10.60/hour for producing at least 2,800 units
e $11.80/hour for producing at least 3,700 units
e $13/hour for producing at least 4,700 units
All employees are paid overtime wage rates that are 1.5 times their respective regular wage rates.

1. Bronson Chau worked 45 hours and produced 3,251 units.

L

Pauline Myers worked 48 hours and produced 2,054 units.
3. Angela Smith worked 54 hours and produced 5,157 units.
4. Angelo Balducci worked 48 hours and produced 3,986 units.

I PSA 2-10 Calculate Gross Pay for a Tipped Employee

Calculate gross pay for each employee. All are paid overtime wage rates that are 1.5 times their respective
regular wage rates.

1. Anita Workman receives tips from customers as a standard component of her weekly pay. She was paid
$2.50/hour by her employer and received $284 in tips during the most recent 46-hour workweek.

2. Cole Earnhardt receives tips from customers as a standard component of his weekly pay. He was paid
$2.13/hour by his employer and received $442 in tips during the most recent 42-hour workweek.

3. Calista Flood receives tips from customers as a standard component of her weekly pay. She was paid
$4.10/hour by her employer and received $350 in tips during the most recent 38-hour workweek.

4. Bethany Pugh receives tips from customers as a standard component of her weekly pay. She was paid
$3.60/hour by her employer and received $162 in tips during the most recent 51-hour workweek.
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I PSA 2-11 Calculate Gross Pay for a Piecework Employee

Calculate gross pay for each employee. All are paid overtime wage rates that are 1.5 times their respective
regular wage rates.

1. Walter Pinkman assembles merchandise and is paid $0.11 for each unit assembled. During the most
recent week, he worked 46 hours and assembled 5,628 units.

2. Sidney Darling is a telemarketer who is paid $0.34 for every telemarketing call he places. During the
most recent week, he worked 41 hours and placed 1,642 calls.

3. Pete Brees assembles merchandise and is paid $0.04 for each unit assembled. During the most recent
week, he worked 52 hours and assembled 13,284 units.

4. Roy Carter is a telemarketer who is paid $0.30 for every telemarketing phone call he places. During the
most recent week, he worked 51 hours and placed 1,536 calls.

I PSA 2-12 Populate a Payroll Register

Complete the top portion and Earnings section of a payroll register for the five employees in PSA 2-4. The
associated pay period ends on 9/3/2023, with paychecks being printed and distributed six days later.

I PSA 2-13 Populate Employee Earnings Records

Complete the top portion and Earnings section of an employee earnings record for each employee from PSA
2-4 and PSA 2-12. Additional data for the employees, each of whom began working with the employer prior to
2020, is as follows:

« Luisa Williams (SSN 678-90-1111) lives at 345 Mountain View Lane, Juneau, AK 99801; is single; and
claims one withholding allowance for both federal and state taxes.

« Jonathan Olsen (SSN 123-45-6789) lives at 25 Harvard Path, Winston-Salem, NC 27101; is single; and
claims two federal withholding allowances and one state withholding allowance.

e Nathan Upton (SSN 232-23-2323) lives at 5672 Hillside Lane, St. Louis, MO 63101; is married; and claims
three withholding allowances for both federal and state taxes.

 Juan Rodriguez (SSN 343-43-3434) lives at 432B Main Street, Baton Rouge, LA 70801; is single; and
claims one withholding allowance for both federal and state taxes.

» Drew Painter (SSN 454-45-4545) lives at 12 State Road, Dallas, TX 75201; is married; and claims five
federal withholding allowances and four state withholding allowances.
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Practice Set B

I PSB 2-1 Identify Pay Periods and Evaluate Workweeks

For each circumstance, identify the type of pay period being used (weekly, biweekly, semimonthly, or monthly)
and whether the workweek is FLSA compliant or noncompliant.

1. Carpets’r Us pays its employees 24 times each year. Its workweek is based on activity level and varies
from week to week but never exceeds a seven-day period.

2. Flagpole Enterprises distributes paychecks to employees every other week on Friday afternoon. These
pay dates fall exactly seven days after the end of every pay period. The workweek begins Monday at 8:00
a.m. and ends Friday afternoon at 6:00 p.m.

3. Radio World prints and distributes checks for its employees 12 times each year. Its workweek begins
Tuesday at 2:43 p.m. and ends a week later on Tuesday at 2:42 p.m.

I PSB 2-2 Complete a Time Card

Complete a time card for each employee. Note that this employer rounds employee time to the nearest
15-minute increment.

1. Adam Spruce (SSN 565-56-5656) worked six days during the week of 1/9/2023 through 1/15/2023 (he
was off on Tuesday). He arrived at 9:00 a.m. each day (except Friday, when he was four minutes early,
and Sunday, when he was two minutes late). He left for lunch at 12:30 p.m. each day (except Wednesday,
when he left at 12:28 p.m., and Thursday, when he left at 1:01 p.m.) and returned at 1:30 p.m. (except
Friday, when he arrived back at 2:02 p.m.). He left work at 5:00 p.m. each day (except Monday, when he
stayed until 6:28 p.m.).

2. Tyson Newton (SSN 676-67-6767) worked five days during the week of 4/3/2023 through 4/9/2023
(he was off Saturday and Sunday). He arrived at 8:30 a.m. each day (except Monday, when he was 30
minutes early, and Tuesday, when he was one hour late). He left for lunch at 12:00 p.m. each day (except
Wednesday, when he left at 12:04 p.m., and Thursday, when he didn’t take a lunch break) and returned
at 1:00 p.m. (except Friday, when he arrived back at 1:04 p.m.). He left work at 6:00 p.m. each day
(except Friday, when he left work at 4:31 p.m.).

I PSB 2-3 Calculate Weekly Regular Earnings

Calculate the weekly regular earnings for each employee:

1. Phillip Hilton earns $9.05/hour and worked 34 hours during the most recent week.
Suzanne Milliner earns an annual salary of $51,000.
Sally Russell earns $11.55/hour and worked 38 hours during the most recent week.

Wendy Parker earns an annual salary of $91,500.

iy

Robert Norton earns $18.20/hour and worked 40 hours during the most recent week.
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I PSB 2-4 Calculate Weekly Gross Pay

Calculate gross pay (regular earnings + overtime earnings) for each employee. Each of them earns hourly
overtime wages 1.5 times greater than his/her regular wage rate.

1. Jimmy Troffa earns $7.80/hour and worked 41 hours during the most recent week.
Tyler Thomas earns $10.90/hour and worked 45 hours during the most recent week.
Ryan Brown earns $14.60/hour and worked 48 hours during the most recent week.

Michael Kaminski earns $16/hour and worked 55 hours during the most recent week.

vk b

Tina Baldwin earns $17.10/hour and worked 50 hours during the most recent week.

I PSB 2-5 Determine Hourly Regular and Overtime Wage Rates

Determine the regular and overtime wage rates for each employee. All are paid overtime wage rates that are
1.5 times their respective regular wage rates.

1. Kevin Williams earns a weekly wage of $740. During the most recent week, he worked 42 hours.
Charles Joyner earns a biweekly wage of $2,720. During the most recent week, he worked 45 hours.
Julio Valdez earns an annual salary of $81,000. During the most recent week, he worked 44 hours.

Bridget Stein earns a monthly salary of $6,200. During the most recent week, she worked 56 hours.

AN A

Betsy Cranston earns a semimonthly salary of $2,200. During the most recent week, she worked 49
hours.

I PSB 2-6 Calculate Gross Pay

Calculate gross pay for each of the five employees listed in the prior exercise.

I PSB 2-7 Calculate Gross Pay with Commissions

Calculate gross pay for each employee. All are paid overtime wage rates that are 1.5 times their respective
regular wage rates.

1. Billy Fortuna earns both $11.45/hour and a 10% commission on all sales. During the most recent week,
he worked 47 hours and made total sales of $8,800.

2. Emily Robinson earns both $8.10/hour and $35 for every sale she completes. During the most recent
week, she worked 55 hours and made a total of 49 sales.

3. Richard Eisenhower earns both $14.90/hour and a 14% commission on all sales. During the most recent
week, he worked 43 hours and made total sales of $5,700.

4. Zoey Jefferson earns $19.10/hour, $5 for every sale of Product A, and $18 for every sale of Product B.
During the most recent week, she worked 50 hours and sold 37 units of Product A and 29 units of
Product B.

5. Bruce Wright earns both $13.50/hour and a 20% commission on all sales. During the most recent week,
he worked 41 hours and made total sales of $15,200.

72 Payroll Accounting Chapter 2: Calculating Employee Pay
Labyrinth Learning http://www.lablearning.com



Payroll Accounting 10 ed. FOR EVALUATION ONLY © 2024 Labyrinth Learning — Not for Sale or Classroom Use

I PSB 2-8 Calculate Gross Pay with Bonuses

Calculate gross pay for each employee. All are paid overtime wage rates that are 1.5 times their respective
regular wage rates.

1. Neil Mitchell earns $11/hour. During the most recent week, he received a discretionary bonus of $7,200
and worked 43 hours.

2. Francine Palmer earns $7.90/hour. During the most recent week, she received a nondiscretionary bonus
of $2,450 and worked 45 hours.

3. Martin Green earns $11.10/hour. During the most recent week, he received a nondiscretionary bonus of
$1,360 and worked 51 hours.

4. Melvin Waxman earns $17.60/hour. During the most recent week, he received a nondiscretionary bonus
of $440 and worked 56 hours.

I PSB 2-9 Calculate Gross Pay Based on an Incentive Plan

Calculate gross pay for these four employees of Person Mover Corp. The company offers a regular wage rate

of $7.90/hour to all employees. Under an incentive plan in place for all employees, this rate increases for any
employee who can meet weekly production goals. The increased rates and corresponding thresholds that must
be met are as follows:

« $8.30/hour for producing at least 550 units

e $10.70/hour for producing at least 720 units
 $13.20/hour for producing at least 1,000 units
e $17.70/hour for producing at least 1,310 units

All employees are paid overtime wage rates that are 1.5 times their respective regular wage rates.

1. Willy Tripp worked 42 hours and produced 882 units.
2. Louise Franklin worked 49 hours and produced 591 units.
3. Maya James worked 44 hours and produced 1,302 units.

4. Mason Winston worked 53 hours and produced 302 units.

I PSB 2-10 Calculate Gross Pay for a Tipped Employee

Calculate gross pay for each employee. All are paid overtime wage rates that are 1.5 times their respective
regular wage rates.

1. Stanley Smothers receives tips from customers as a standard component of his weekly pay. He was paid
$5.10/hour by his employer and received $305 in tips during the most recent 41-hour workweek.

2. Arnold Weiner receives tips from customers as a standard component of his weekly pay. He was paid
$4.40/hour by his employer and received $188 in tips during the most recent 47-hour workweek.

3. Katherine Shaw receives tips from customers as a standard component of her weekly pay. She was paid
$2.20/hour by her employer and received $553 in tips during the most recent 56-hour workweek.

4. Tracey Houseman receives tips from customers as a standard component of her weekly pay. She was
paid $3.90/hour by her employer and received $472 in tips during the most recent 45-hour workweek.
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I PSB 2-11 Calculate Gross Pay for a Piecework Employee

Calculate gross pay for each employee. All are paid overtime wage rates that are 1.5 times their respective
regular wage rates.

1.

Shane Bryan is a telemarketer who is paid $0.28 for every telemarketing phone call he places. During
the most recent week, he worked 47 hours and placed 2,084 calls.

. Zeke Saunders assembles merchandise and is paid $0.18 for each unit assembled. During the most

recent week, he worked 48 hours and assembled 3,436 units.

. Luke Hernandez is a telemarketer who is paid $0.41 for every telemarketing phone call he places.

During the most recent week, he worked 42 hours and placed 1,374 calls.

. Quincy Finkelstein assembles merchandise and is paid $0.08 for each unit assembled. During the most

recent week, he worked 42 hours and assembled 6,209 units.

I PSB 2-12 Populate a Payroll Register

Complete the top portion and Earnings section of a payroll register for the five employees in PSB 2-4. The
associated pay period ends on 7/16/2023, with paychecks being printed and distributed six days later.

I PSB 2-13 Populate Employee Earnings Records

Complete the top portion and Earnings section of an employee earnings record for each employee from PSB
2-4 and PSB 2-12. Additional data for the employees, each of whom began working with the employer prior to
2020, is as follows:

e Jimmy Troffa (SSN 787-78-7878) lives at 81 Jackson Road, Berkeley, CA 94701; is married; and claims

three withholding allowances for both federal and state taxes.

e Tyler Thomas (SSN 898-89-8989) lives at 4004 Dartmouth Court, Reno, NV 89501; is single; and claims

three federal withholding allowances and two state withholding allowances.

e Ryan Brown (SSN 100-00-0000) lives at 3 Fireside Avenue, Bentonville, AR 72716; is single; and claims

two withholding allowances for both federal and state taxes.

e Michael Kaminski (SSN 200-00-0000) lives at 881 Sawmill Street, Nashville, TN 37201; is single; and

claims three withholding allowances for both federal and state taxes.

« Tina Baldwin (SSN 300-00-0000) lives at 91845 Village Path, Trenton, NJ 08601; is married; and claims

four federal withholding allowances and three state withholding allowances.
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Continuing Payroll Problem

I CPP 2-1 Calculate and Document Gross Pay

Calculate gross pay for a number of employees of TCLH Industries, a manufacturer of cleaning products. Then
complete a payroll register based on your calculations. Recall that all calculations, both intermediate and final,
should be rounded to two decimal places.

1. Complete a time card for these two employees. Note that this employer rounds employee time to the
nearest 15-minute increment.

e Zachary Fox (SSN 121-21-2121) worked five days for TCLH Industries during the week of 12/11/2023
through 12/17/2023 (he had Saturday and Sunday off). On each working day he arrived at 7:00 a.m.
(except Tuesday, when he was four minutes early, and Wednesday, when he arrived at 8:02 a.m.).

He left for lunch at 11:00 a.m. each day (except Tuesday and Friday, when he left at 10:59 a.m.) and
returned at 12:00 p.m. (except Friday, when he returned at 11:53 a.m.). He left at 4:00 p.m. each day
(except Monday and Thursday, when he stayed until 6:02 p.m. and 4:01 p.m., respectively).

« Calvin Bell (SSN 500-00-0000) worked six days for TCLH Industries during the week of 12/11/2023
through 12/17/2023 (he had Wednesday off). On each working day he arrived at 8:00 a.m. (except
Monday and Saturday, when he was seven minutes early and two minutes late, respectively). He left
for lunch each day at noon (except Tuesday, when he left at 11:56 a.m., and Saturday, when he didn’t
take lunch) and returned (except Saturday) at 1:00 p.m. He left at 5:00 p.m. each day (except Monday,
when he stayed until 6:00 p.m., and Friday, when he stayed until 6:29 p.m.).

2. Complete the Earnings section of the payroll register for the week of 12/11/2023 through 12/17/2023.
TCLH Industries prints and distributes paychecks each week on the final day (Sunday) of the pay period.
Then, complete an employee earnings record for the four employees of TCLH Industries. Calvin Bell,
David Alexander, and Michael Sierra each began working at TCLH Industries during December of 2019,
its first month of operations.

 Zachary Fox (SSN 121-21-2121) lives at 1483 Independence Road, Durham, NC 27701. He files as
married filing jointly on his tax return, earns regular wages of $28/hour, and earns overtime wages of
$42/hour. When completing Form W-4, Zachary checked box 2c, entered $2,000 in step 3 of the form,
and left step 4 blank.

« Calvin Bell (SSN 500-00-0000) lives at 2222 Sacker Place, Durham, NC 27701. He is single, claims two
federal withholding allowances and one state withholding allowance, earns regular wages of $7.30/
hour, and earns overtime wages of 1.5 times his regular wage rate.

» David Alexander (SSN 454-54-5454) earns an annual salary of $210,600 and is exempt from the
overtime provisions of the FLSA. He lives at 1 Freedom Boulevard, Durham, NC 27701; is single; and
claims one withholding allowance for both federal and state taxes.

» Michael Sierra (SSN 232-32-3232) earns an annual salary of $127,400 and is exempt from the overtime
provisions of the FLSA. He lives at 200 Mississippi Road, Durham, NC 27701, is married; and claims
four federal withholding allowances and three state withholding allowances.
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Critical Thinking

I CT 21 Review Various Incentive Plans

You have been introduced to some of the most common incentive plans used by employers. These plans
are designed to encourage specific employee behaviors that align with the goals of the organization. In this
exercise, you’ll research alternate incentive plans beyond those listed earlier.

Incentive plans can be divided into monetary (providing employees with the opportunity to earn additional
money) and nonmonetary (incentivizing employees with a benefit other than money). Search online to
identify four employee incentives (two monetary and two nonmonetary) not listed in this chapter. For each
incentive, write at least three sentences describing the incentive and discussing the circumstance in which it is
most appropriate. Lastly, write at least two sentences in which you select the one of these incentives that you
deem to be most effective and discuss your reasoning.

I CT 2-2 Research State Minimum Wages

In states in which the state minimum wage exceeds the federal minimum wage, employers must comply with
the higher state wage. In this exercise, you’ll research current state minimum wages, identifying those states
that currently require a minimum wage higher than the federal requirement.

Begin by researching state minimum wages on the Internet and then identify those states that require higher
minimum wages than the current federal rate. Write a paragraph of at least five sentences in which you list
these states, identify the state(s) with the highest current state minimum wage, identify the current state
minimum wage in your state, and discuss reasons why you believe that certain states have mandated higher
minimum wage rates.
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