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Introduction

 As payroll processing becomes increasingly complex, it 
is important for professionals involved in the payroll 
field to stay informed of the latest rules and 
regulations.  



I. CONCEPTS

 Worker Status

 Employee

 Independent Contractor

 Temporary agency/Leased Worker



Twenty Factor Test
 This is an analytical tool compiled by the IRS and the SSA, but is NOT the 

legal test for determining status.  The legal test is whether there is a right 
to direct and control the means and detail of work.

 #1.   Do you instruct the person as to when, where, and how the work is 
preformed?

 #2.   Did you train the person to perform services in a particular way?
 #3.   Are the person’s services vital to your company’s operations?
 #4.   Is the person required to perform the work personally?
 #5.   Is the person prohibited from hiring, supervising, and paying 

assistants?
 #6.   Does the person perform regular and continuous services for you?
 #7.   Do you set the hours of work for the person?
 #8.   Does the person provide services on a substantially full time basis to 

your company?
 #9.   Is the work performed on your premises?
 #10. Do you control the sequence or the order of the work performed?



Twenty Factor cont…
 #11. Do you require the person to submit regular oral or written reports?
 #12. Do you pay the person by the hour, week, or month?
 #13. Do you pay the person’s travel and business expense?
 #14. Do you furnish tools or equipment for the person?
 #15. Does the person lack a “significant investment” in facilities, tools, or 

equipment?
 #16. Can the person realize a profit/loss from his/her service to your company?
 #17. Is your company the sole or major source of income for that person?
 #18. Does the person not make services available to the general public?
 #19. Do you have the right to discharge the person at will?
 #20. Can the person terminate the relationship without liability?

 When asking the 20 questions above, answering “YES” to all BUT #16 & #18, most 
likely makes the worker and employee.  Answering “No” to #16 & #18, most likely 
makes the worker and employee.  The opposite answers would most likely mean 
the worker can be treated as and independent contractor.  When in doubt, file 
and SS-8 with the IRS and treat the worker as an employee until you get an 
answer.



SS-8



Temp or Leased

 Temporary employees are screened, trained, hired and are 
in fact employees of the temporary employee agency.  The 
temp agency ahs the sole right to hire or fire

 Leased employees are also employees of the leasing agency 
and have the same regs as temp agencies except the hiring 
company can hire and fire.



II. FLSA

 Regular rate of pay

 Minimum Wage/Tips

 Overtime

 Workweek (Standard)

 Exempt v. Non-Exempt

 Record Retention



Regular Rate of Pay
Regular earnings =  Total hours worked  times Hourly rate
Overtime hours =  Total hours worked  minus 40 hours
Regular Rate of Pay (RRP) =  Total Regular earnings  divided by Total hours 

worked
Overtime premium earnings =   .5  times RRP   times Overtime hours
Total weekly earnings =  Regular earnings  plus Overtime premium earnings
(GROSS PAY)
EXAMPLE:
Tom worked 45 hours last week.  His hourly rate is $10 per hour. Calculate gross 

pay.
Regular earnings =  45 hours  x  $10  =  $450
Overtime hours =  45  - 40  =  5 
RRP =  $450  /  45  =  $10
Overtime premium earnings =  .5  x  $10  x  5  =  $25
Total weekly earnings (Gross Pay) =  $450  +  $25  =  $475



Weighted OT – Reg Rate of Pay
Regular earnings

Total hours worked @ rate 1  times hourly rate 1  = total regular earnings  @ rate 1
plus
Total hours 
worked @ rate 2  times hourly rate 2  =  total regular earnings @ rate 2
plus
Total hours worked @ rate 3  times hourly rate 3  =  total regular earnings @ rate 3
etc.
Total regular earnings =  sum of all regular earnings calculations above
Total hours worked =  sum of Total hrs @ rate 1 plus Total hrs @ rate 2 plus Total 

hrs @ rate 3
Overtime hours =  Total hours worked (sum of all total hours worked above)  

minus 40 hours
Regular Rate of Pay (RRP) =  Total regular earnings  divided by Total hours 

worked
Overtime premium earnings =  .5  times RRP  times Overtime hours
Total weekly earnings (Gross Pay) =  Total regular earnings  plus Overtime 

premium earnings



Weighted cont..
EXAMPLE:
Joe is normally paid $10 per hour and is paid on a weekly basis.  

Last week Joe worked 25 hours at his normal rate of pay.  He 
also worked in another department for 18 hours at $12 per 
hour. Calculate his gross pay.

Regular earnings:
25 hours  x  $10  =  $250
18 hours  x  $12  =  $216
Total regular earnings =  $250  +  $216  =  $466
Total hours worked  =  25 + 18  =  43
Overtime hours =  43  - 40  =  3 hours
RRP =  $466  /  43  =  $10.8372  =   $10.84
Overtime premium earnings =  .5  x  $10.84  x  3  = $16.26
Gross Pay =  $466  +  $16.26  =  $482.26



Work Week

 A regular work week is defined as any 7 24 hr 
consecutive periods.

 Can be employer defined

 Has to be detailed to employee

 Can be different for different classes of employees



Exempt vs. Non Exempt

 The 80/20 and 60/40 duties tests replaced with primary 
duty

 The “Sole Charge” exception deleted

 Salary test increased to $455 per week

 Definitions “simplified”

 Highly paid workers defined and exempted

 Salary Basis test expanded and relaxed



Executive Exemption

Minimum salary of $455 per week

Primary duty is management of the business 
or a recognized dept or subdivision thereof

Direct work of 2 or more FTE employees.

Authority to hire/fire or whose 
recommendations on hiring, firing 
promotion or other change in status be 
given particular weight



Administrative Exemption

 Salary or fee of at least $455 per week

 Primary duty of office or non-manual work directly 
related to management or general business 
operations of the employer or its customers

 Primary duty must include exercising discretion 
and independent judgment in matters of 
significance



Clarifying Examples of Administrative 

Included in Administrative Exemption:

 Insurance claims adjusters

 Financial service advisors

 Team leaders

 Administrative and Executive assistants

 HR managers



Professional Exemption
 Two types:

 Learned

 Salary or fee of at least $455 per week

 Primary duty requires “advanced knowledge” 
predominantly intellectual in character requiring 
consistent exercise of discretion and independent 
judgment

 Advanced knowledge must be in a field of science 
or learning customarily acquired through a 
prolonged course of specialized intellectual 
instruction



Prof Exempt cont…

Creative

Salary or fee of at least $455 per week

Primary duty requires invention, 
imagination, originality, or talent in a 
recognized filed of artistic or creative 
endeavor



Clarifying Professional Exemptions
 Included in Professional Exemption:

 rocket scientists
 registered nurses
 physician’s assistants
 executive and souse chefs with a 4 year specialized academic degree
 certified athletic trainers
 Pilots

 Also included in Professional Exemption:
 Medical Technicians with 4 year degree
 Dental Hygienists with 4 year degree
 teachers
 doctors
 lawyers
 some funeral directors (depends upon individual state licensing 

requirements)
 May be included in Professional Exemption on a case-by-case basis

 accountants
 journalists



Excluded from Professional Exemption

 public sector inspectors and investigators

 electrical journeymen

 licensed practical nurses

 skilled trades people

 beauticians

 technicians

 paralegals



Computer Exemptions
 Paid a salary of at least $455 per week or an hourly rate of at least $27.63 

per hour
 Employed as computer systems analyst, computer programmer, 

software engineer or similar skilled position
 Must performing the following duties:

 the application of systems analysis techniques and procedures, 
including consulting with users, to determine hardware, software or 
system functional specification;

 the design, development, documentation, analysis, creation, testing 
or modification of computer systems or programs, including 
prototypes, based on and related to user or system design 
specifications;

 the design, documentation, testing, creation or modification of 
computer programs related to machine operating systems; or

 a combination of the above duties, the performance of which 
requires the same level of skills



Record Retention
IRS (Internal Revenue Service) 4 YRS 940 941. W2  etc

FLSA (Fair Labor Standard Act) 3 YRS employee info

FLSA (Fair Labor Standard Act) 2 yrs time keeping info

IRCA  (Immigration Reform and Control Act) 3 yrs (or 1yr after term) I 9 

EEOC (Equal Employment Opportunity Comm) 1 yr from date of action hiring info and personnel info

FMLA  (Family Medical Leave Act) same as FLSA same as FLSA

ADEA  (Age Discrimination Employment Act) 3 yrs employee info

ADEA  (Age Discrimination Employment Act) 1 yr employer job opening info



III. Employee Master File

 Employee Data

 Employment/Wage and Hour Data

 Tax and Payroll Data    (W-4, W-5, )



Deductions for Pay
 No pay is required for weeks in which no work is 

performed;
 Full salary is not required in initial and terminal 

workweeks of employment;  and
 Full salary is not required in weeks in which a exempt 

employee takes unpaid FLMA leave

Improper Deductions

Actual practice of making improper deductions will result 
in the loss of the exemption

 Actual practice will be determined by looking at the 
frequency, time period and number of improper 
deductions;  and the employer’s policy and how it has been 
communicated



IV.  Deductions to Pay

 Voluntary Deductions Pre-Tax (401K Sec. 125 etc)

 Voluntary Deductions Post Tax (Charity, Credit Union, 
and Advances)

 Involuntary Deductions (Garnishments, Support and 
Levies)



Deductions to Pay cont... 

 Earned Income Credit

 W5 – Income based – EIC being phased out for payroll in 2011

 State and Local Income tax (for multi-state employers)

 Payments After Death

 In same year

 If check was issued but not cashed – NOTHING NEEDS TO HAPPEN

 If wages are owed when employee dies – NO FIT, yes to SS, Med, FUTA

 There fore employee  gets a W2 for the SS/Med stuff and a 1099 for the 
federal tax piece

 Year After death

 All is reported through A/P and done on a 1099



V. Calculation of Earnings

 Regular , Overtime, Shift, Holiday, Bonuses

 Calculation of gross-ups



Reg and OT pay
 EXAMPLE:
 Tom worked 45 hours last week.  His hourly rate is $10 per 

hour. Calculate gross pay.
 Regular earnings =  45 hours  x  $10  =  $450
 Overtime hours =  45  - 40  =  5 
 RRP =  $450  /  45  =  $10
 Overtime premium earnings =  .5  x  $10  x  5  =  $25
 Total weekly earnings (Gross Pay) =  $450  +  $25  =  $475



Shift Differentials
Joe is normally paid $10 per hour and is paid on a weekly 

basis.  Last week Joe worked 25 hours at his normal rate of 
pay.  He also worked the later shift for 18 hours at $12 per 
hour. Calculate his gross pay.

Regular earnings:
25 hours  x  $10  =  $250
18 hours  x  $12  =  $216
Total regular earnings =  $250  +  $216  =  $466
Total hours worked  =  25 + 18  =  43
Overtime hours =  43  - 40  =  3 hours
RRP =  $466  /  43  =  $10.8372  =   $10.84
Overtime premium earnings =  .5  x  $10.84  x  3  = $16.26
Gross Pay =  $466  +  $16.26  =  $482.26



Bonuses

Taxation

If combined with regular wages and not identified  - tax 
according to W4

If paid with regular pay but separately reported

You can pay either  by the aggregate method or the flat 
bonus tax rate of 25%

Discretionary – not related to production or work ( not 
included in reg rate of pay)

Non Discretionary – related and tied to production (included 
in reg rate of pay)



Holidays, Vacations and Sick leave
 All of these types of leaves are not applicable to 

hours in calculating OT.  OT is based on actual 
hours worked and not hours paid.

Unless outlined in a union or employer related 
policy  and is more advantageous to the employee



VI. Payroll Taxes:  

Calculation of Employee/Employer 
Taxes 

 Federal Income Tax

 Wage-Bracket 

 Percentage method



Wage Bracket Method





Percentage Method





Payroll Taxes cont... 

 FICA

 Social Security

 6.2%

 Medicare

 1.45%



VII. Tax Reporting... 

 Quarterly (941 and state unemployment returns)

 Annual (940, W2, W3, 1099-MISC)



VIII. Payroll Accounting 

 Account Classification (Asset, Liabilities, Expenses)

 Recording Payroll Journal Transactions (Gross, 
Deductions, Taxes, Net Pay)



Resources

 Heart of Oregon Chapter of the APA

 www.apaheatrtoforegon.org

 Pay Excellence, LLC

 www.payexcellence.com

 American Payroll Association

 www.americanpayroll.org

http://www.apaheatrtoforegon.org/
http://www.payexcellence.com/
http://www.americanpayroll.org/


QUESTIONS 
 ???


