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Davis-Bacon Act Act that established prevailing wages and benefit requirements for contractors on 
federally funded projects. Specifically addresses paying wages and fringe benefits 
at least equal to those prevailing in the geographic area where the work is 
performed.  

Copeland Anti-Kickback 
Act, 

Precludes a federal contractor or subcontractor from in any way inducing an 
employee to give up any part of the compensation to which he/she is entitled 
under his her employment contract. 
 

Walsh-Healey Act Extended concept of prevailing wage to manufacturers and suppliers of goods for 
federal contracts and required the time and a half be paid to nonexempt 
employees for work exceeding 40 hours in a workweek.  First act to address 
overtime.  

Service contract Act Extended prevailing wage rate and benefits requirements to employers providing 
services under federal contract.  Ex: guards, watch persons, people engaged in 
trade or craft 
 

Portal-to-Portal Act Amended FLSA and defined general rules for hours worked.  Addresses periods 
before and after work and work that has been taken home. 
 

Equal Pay Act   Amendment to FLSA - prohibits unequal pay for equal or “substantially equal” 
work performed by men and women.  Burden of proof on employer to justify its 
actions.  *Enforced by EEOC. Plaintiff would have a “prima facie case” (i.e. 
minimum amount of evidence required to demonstrate a claim as a matter of 
law) if she received a lower range than members of opposite sex for performing 
work that requires substantially the same skills, efforts, act. 

Lilly Ledbetter Fair Pay 
Act 

 suggests that employees and their families or heirs could file a discrimination 
lawsuit against an employer regarding benefits such as salary based defined 
benefit and contribution based defined retirement plan payouts and salary based 
life insurance proceeds. This act deters discrimination in the workplace and 
ensures wronged employees receive fair compensation  

Dodd-Frank Wall Street 
Reform and Consumer 
Protection Act 

Call for fundamental changes in executive compensation disclosures, comp 
committee independence, shareholder voting rights, and claw back provisions. 
Under Dodd-Frank executive misconduct will no longer be the sole trigger but 
may be triggered if there was any noncompliance with federal reporting 
requirements. 
Claw back provision: allows a publicly traded company to take back previous 
executive incentive based comp in specific circumstances.  
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Total Rewards  
 
Compensation and mission & strategy - all compensation and benefit systems need to support their 
organizations missions and strategies.  Larger and mature organizations generally have a strategic business plan 
and should be updated to adjust to accommodate updates to the strategic plan.  Smaller and newer 
organizations may not formally define strategy 
 
Total rewards: refers to all forms of financial and non-financial returns that employees receive from their 
employers. 

● Direct Compensation 
● Pay Systems 
● Indirect Compensation 
● benefits and recognition programs 

 
 
Legislation affecting compensation: 

Fair Labor Standards Act (FLSA) (aka Wage and Hour Law):  

● Designed to protect workers and address conditions that burdened the American economy during the 
Great Depression.    

● Address organizations whose employees engage in interstate commerce, produce goods for interstate 
commerce, or handle/sell/work on goods that have been produced for interstate commerce.   

● Applies to employers with over $500K in annual business and the public sector (hospitals, schools, got 
agencies) 

● Employees of organizations are covered.  
● Independent contractors/self-employed are not covered  

 
Independent Contractor:  
This persons sets own hours, works off site, works by project, sets on rate and is paid pay the job rather than 
hour, has the opportunity for profit and loss, furnishes own tools and training.   
 
Exempt Employees:  

Employee Retirement 
Income Security Act 
(ERISA) 

Establish uniform minimum standards to ensure that employee benefit plans are 
established and maintained in fair and financially sound manner. Designed to 
protect participants and their beneficiaries from private retirement programs.  
Employers are not required to offer benefits but if they do they must conform to 
the requirements in order to receive tax advantages.  Applies to private sector 
and preempts any state laws that would in any way attempt to regulate employee 
benefits. 
 -DOL jurisdiction of reporting, disclosure, and fiduciary responsibility 
 -IRS jurisdiction over tax related matters 
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● Excluded from minimum wage and overtime requirements.  They must work in a bona fide manner 
(executive, administrative, professional, or outside sales position).  They must meet certain tests 
regarding their duties and cannot be paid less than $455/week or $23,660/year. 

 
Nonexempt Employees:  

● Are not excluded from minimum wage pay requirement and are entitled to O/T.   
 
FLSA Exemptions to be exempt: 

● minimum salary 
● paid on salary basis 
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Exemption Type  Description   Example  

Executive Exemption:       ❏ Must have a primary duty involving management of an 
organization, subdivision or department; regularly or 
customarily direct work of at least two or more 
employees, have authority to hire/fire other 
employees and affect promotion decisions. 

 

Administrative Exemption:  ❏ Primary duty involving performance of office or non-
manual work directly related to the management or 
general business operations of the employer or 
employer’s customers.  It must include the exercise of 
discretion and independent judgement with respect to 
matters of significance (does not include financial loss 
if an employee fails to do job or someone who 
operates expensive equipment). These are usually 
people like project managers, HR professionals, 
Accounting and Finance Professionals  

 

Professional Exemption:  ❏ Learned Professional - requiring advanced knowledge, 
defined as work predominantly intellectual in character 
and including work requiring the consistent exercise of 
discretion and judgement. Must be in field of science 
or learning and is customarily acquired by a prolonged 
course of specialized intellectual instruction (EX: 
doctors, lawyers, teachers, engineers, pharmacists 

 

Creative Professional 
Exemption  

❏ Must meet salary requirements and have a primary 
duty performing work that requires invention, 
imagination, originality, or talent  recognized field 
of artistic or creative endeavor (music, writing, acting, 
graphic arts). 

 

Highly compensated employees   ❏ Exempt from wage and hour law; these are office or 
non-manual workers who $100K or more and regularly 
perform at least one of the duties of an exempt 
category.  

 

 
Outside Sales:  

❏ Customarily or regularly engaged away from the 
employer’s place or place of business.  They are not 
subject to minimum salary and salary basis 
requirements because they make commissions.  

 

 

Computer Employees   
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● exempt duties test  
 
 
 
 
 
Job descriptions:  

● become key document for determining FLSA status 
● FLSA status determined by job duty not job 

 
Overtime Pay:   

● Paid at 1.5x the regular rate of pay for hours worked in excess of 40 hours in any workweek.   
● No overtime will be paid on sick pay, holiday pay, vacation pay, jury duty pay, or similar compensation 

for unworked days.   
● Note employees can be subject to discipline for working overtime without approval or working during 

their break since the time is compensable. 
 
Comp Time:  

● As it relates to O/T - O/T must be paid in cash in private sector (including privately owned businesses 
and non-profit).  “Comp Time” is allowed in public sector. Public safety officers can earn up to 480 comp 
hours and all others can earn up to 240 hours accrued at a rate of not less than one and one half hours 
for each hour o/t. 

 
Minimum Wage:  

● Federal minimum wage is $7.25 applies to everyone except employees younger than 20 y/o during first 
90 days, tipped employees, full-time students employed by agriculture or higher institutions, student 
learns/vocational program, workers who are impaired by mental or physical disability.  Must obtain a 
certificate from regional DOL Wage and Hour Division office for an exception. 

 
 
 On call - Employer subject to may over time if the employer restricts the employee’s activities and does 
not allow for personal business (Ex: would not count if you had a pager at home) 

● Preparatory activities such as changing out of required uniform at work is covered (unique safety 
gear). 

● Waiting time - if an employee arrives early and hangs out you do not have to pay her; however, if 
she checks emails and helps out other workers then this becomes compensable time. In 
addition, the clock starts as soon as the shift begins even if there is no work.  Also, if a machine 
breaks down and the employee has to wait mid-shift the time is also compensable. 

Blue collar workers:  ❏ Work that is repetitive operations w hands, physical 
skill, and energy.  These individuals will not be exempt 
no matter how highly they are compensated. Ex: 
mechanics, plumbers, construction workers. This also 
applies to veteran workers who have military training 
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● Rest periods & Meals - rest between 5-20 minutes do not have to be paid; however, meals 30 
min or longer are not considered hours worked 

 
Travel time   

● Employee Commuting Flexibility Act: clarifies that commuting time is not paid work time, even when the 
employee is used a paid work vehicle. However, nonexempt employees who drive service vehicles who 
perform work on their way home should be paid travel pay or emergency calls after work.   

● Employees who travel during the day from one location to another should be paid for travel time 
(including meetings) 

● Travel time for out-of-town trips should be paid; however the employer can consider the time spent 
traveling to and from the airport as the equivalent as traveling from home-to-work. Time spent on the 
weekends traveling should be paid even if the employee did not work because it cuts into non-normal 
work time.  

●  
● Training Time - generally paid; unless voluntary, attendance is outside employee’s regular work hours, 

the event is not directly job related and the employee performs no product work during this period (all 
four conditions must be met) 

 
 
Exceptions to Equal Pay:  

● seniority systems 
● merit systems 
● difference in quality or quantity of work 
● Geographic work differentials, any factor other than gender. 

 
Comparable Worth: looks at different jobs that women and men hold with comparable skills, effort, 
responsibility, and working conditions. (Clerical workers who are women and parking lot attendants who are 
male should be paid the same). Deals with pay differentials between women and men who perform comparable 
- but not equal- work. *Equal pay does not address. 
 
Work Opportunity Tax Credit:  

● Encourages employers to hire people from targeted groups of job seekers by offering federal tax credit.  
Administered by DOL Employment and Training Admin (ETA) and IRS. (Ex: qualified food stamp 
recipients, qualified ex-felons, qualified veterans, disconnected youths) 

 
 
Claw back provision:  

● Allows a publicly traded company to take back previous executive incentive based comp in specific 
circumstances.  

IRS Intermediate Sanctions:  
● Provides guidelines regarding the determination of reasonable executive compensation in nonprofit 

organizations. 
 
 
2 Types of Organizational Culture employers take towards employers: 
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 entitlement oriented  
 contribution-oriented  

 
External equity:  

● Involves comparing an orgs compensation levels and practices to those of other organizations that are in 
the same market and compete for the same employees (while maintaining a positive bottom line). 

Internal equity:  
● Basic correlation to what they bring to the market and how the company rewards them or provides to 

them. It means unique joss are appropriately compensated by the organization as performance or job 
differences result in corresponding differences in pay rates. Helps the employer recognize contributions 
and not discriminate against protected classes. 

 
Three factors that define labor markets (external equity): industry, occupation, and location.   
 
Employers decide which strategy to take: 

1) match the market  
2) lead the market  
3) lag the market  

 
 
Job evaluation:  

● Systematic determination of the relative worth of jobs in organization and is concerned with the value of 
the job to the organization.  Determines relative worth by establishing a hierarchy of jobs; done after 
the job analysis and focuses on the job description and specifications. Supports the need for strategic 
compensation and benefits system and the need to be concerned with internal pay equity.  

 2 Types: 
● Non-quantitative methods (whole job methods) try to establish a relative order of jobs by evaluating the 
entire job and place different jobs in hierarchical order without a numeric value being assigned to each job. 
As a result, one can tell that Job A is valued more than Job B but not how much more it is valued (ex: job 
ranking and job classification) 

 
 

Non-quantitative methods (whole job methods) try to establish a relative order of jobs by 
evaluating the entire job and place different jobs in hierarchical order without a numeric value 
being assigned to each job. As a result, one can tell that Job A is valued more than Job B but 
not how much more it is valued (ex: job ranking and job classification) 

METHODS LISTED BELOW  

Job Ranking Involves establishing a hierarchy of jobs from 
lowest to highest based on each jobs overall 
value to the organization.  Ranking evaluates 
the whole job, rather than parts of it and 
compares one job to another.  It is easy to 
explain, inexpensive but may not be clear why 
one job is valued over another and there may 
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not be much of a differential between jobs, 
making the ranking ineffective.  Not feasible 
when evaluating a large number of positions 

Paired-Comparison method   If there are many jobs to evaluate this 
method may be used to compare each job 
with every other job being evaluated.  The job 
with the largest number of “greater than” 
rankings is the highest ranked job and so on.  
A matrix is used to compare all possible pairs 
of jobs.  

Job Classification  Involves grouping jobs into a predetermined 
number of grades or classifications, each 
having a class description to use for job 
comparisons.  *Best known system is the 
General Schedule System used by federal 
gov’t. Effective for grouping a large number of 
jobs together (large employees with similar 
defined jobs) and are understandable to 
employers; however, they are difficult to 
overlap, since job classifications look only at 
the whole job. 

 
 

● Quantitative methods try to establish how much more one job is worth compared to 
another job by using a scaling system. It evaluates how valuable one job is compare to 
another (ex: point factor method and the factor comparison method). 

METHODS LISTED BELOW  

Point-factor method: Involves using specific compensable factors to 
evaluate relative job worth.  It is less complex 
and commonly used. 
 

Compensable factors: Reflect the dimensions along which a job is 
received to add value to the organization; 
used to determine which jobs are worth more 
than others.  Systems used are Hay Plan and 
Factor Evaluation System.  These should be 
documented by job descriptions. 

Factor comparison method: More complex than ranking, classifications, or 
the point-factor method and is rarely used.  It 
involves the ranking of each job by each 
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selected compensable factor and then 
identifying dollar values for each level of each 
factor to develop a pay rate for an individual. 
*Best used in the limited instances when 
wages are steady over time and the org uses a 
flat rate for each job.  It is sometimes part of a 
labor contract.  

Market-based evaluation:  Method similar to job evaluation systems that 
evaluates jobs based upon their market value. 
*Not a true job evaluation system but can be 
used to develop a job-worth hierarchy.  Once 
a hierarchy is developed around benchmark 
rates, the remaining jobs are typically placed 
into a hierarchy based on whole-job 
comparisons to benchmark rates. 

 
 
 
Pay Surveys 

● Collect info on prevailing market rates and often include topics such as starting wage rates, base pay, 
pay ranges, out pay, shift differential and incentive plans. Survey Data Analysis (must be verified and 
may need to be aged, leveled, and or factored for geography). *Quantitative analysis should be used to 
analyze data. 

  
Quantitative Analysis: 
Frequency used means to analyze data found in pay surveys: 

 frequency distribution - simply a listing of grouped data from lowest to highest 
 frequency table - shows the number of incumbents who receive a particular salary 

 

Measures of Central Tendency: 

Average/Mean 
● Unweighted average: raw average of data that gives equal weight to all factors, with no regard to 

individual factors such as the number of incumbents or organizations. Used when participants only 
provide the average data for a particular job rather than incumbent salaries. Considers number of 
organizations who submitted data) 

● Weighted average: average of data that takes other factors such as the number of incumbents into 
account. Considers number of people who receive each salary taken into account. 

● Median - middle number in the range 
● Mode - most frequently occurring wage 
● Quartiles and percentages - show how groups of data relate to each other and used to ascertain 

whether they lead, lag or match external market; four quartiles starting with base salary, 25% (lag), 50% 
(match), 75% (lead), and 100 (maximum wage). 
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● gross earnings: include regular wages plus additional earnings such as tips, shift premiums, paid time off, 

bonuses, and overtime pay 

● Taxable wages: all remuneration for services including non-cash benefits. 

●  Social Security and Medicare tax: employers are required to match up to the maximum amount of 

social security and match the employee (no match) deductions for Medicare taxes. 

●  Voluntary deductions: union dues, healthcare contributions/premiums, charitable contributions, and 

retirement program. 

●  Involuntary deductions: wage attachments such as tax levies, court order child support payments, 

garnishments.  These are withheld before voluntary deductions. 

 
 
Pay grades:  

● Used to group jobs that have approximately the same relative or external worth; all jobs within a 
particular grade are paid the same rate within the same pay range.  No fixed rules on number of pay 
grades.  Number of grade should be sufficient in determining difficulty levels but not so great the 
distinction between two adjoining grades insignificant.  By using pay grades it allows compensation to 
not have to determine a separate pay range for each job.  

 
Pay ranges:  

● Set the upper and lower bounds of possible compensation for individuals whose jobs fall in a pay grade.  
Pay ranges are created for each grade. The market data from surveys is used to develop the midpoint 
and then the org determines minimums and maximums.  There should be overlap between pay ranges 
to make it possible for more experienced people to be paid more and for promotional opportunities 
that don't correspond to large salary increases. 

 
Range Spread: calculate: 
 
Maximum-Minimum 
__________________ 
 Minimum 
 
Compaq-ratios: 

● Pay rate divided by the midpoint of the salary range; used as an indicator as to how actual wages match, 
lead or lag behind the target market. Compaq-ratios below 100% (1.0) mean the employee is paid less 
than midpoint. Usually occurs when new to organization, poor performer, working for a lag strategy org. 
If they are over 1.0 they exceed the midpoint and is likely to occur when the org takes a lead strategy, 
managers are not following salary-increase policies, employees are long tenured and/or high performers 

 
Compaq-ratio = Pay Rate/midpoint 
 
Broad banding  

● way to combine several salary grades or job classifications with narrow pay ranges into one band with a 
wider range spread; used when org has too many pay grades with narrow midpoints. (Ex: Service 
Experts, technical, supervisory, and management banding).  Used instead of pay grades.  
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Responsibility of payroll: 

● compliance with federal, state and local laws 
● periodic reporting 
● record retention 
● control and security 

 
 
 
Base-Pay Systems (helps attract, motivate and retain) 

 Base pay (hourly or salary). base pay is structured by: 
1) Single-or-flat rate system: each incumbent of a job has same pay regardless of performance or 

seniority (union, got officials, public sector) and corresponds with target market data.  This may 
include a training wage. Works well for routine, easy to administer but does not reflect individual 
performance, seniority or skill differences. 

2) Time-base step-based system: employees pay rate is based on longevity of the job.  Pay increases 
occur on a predetermined schedule.  People hired or promoted usually start at first step.  Rewards 
longevity and best suited for jobs where skills are learned over time.  Does not generally reflect 
performance differences.  

3) Automatic step-rate pay structure: pay range is divided into 4-7 ranges and steps are 3-7% apart; at 
prescribed intervals the employee with the required seniority receives one-step increase.  Most 
common in unions or public sector.  

4) Step-rate with variability-based performance considerations similar to automatic but size or timing 
may vary if performance is above or below standard. 

5) Performance-based pay or merit pay: individual's performance is basis for the amount and timing of 
pay increases. Employees hired on or near pay range minimum.  With this system an employer must 
clearly be able to defend differences in salary increases as well as the performance appraisal 
methods used to determine differences. 

6) Person-based pay: employee characteristics (mastery or superior knowledge) rather than how the job 
is performed determine pay.  Good where KSAs are defined by department and employees are 
development of employees is valued. Encourages flexibility and better trained workforce, may reduce 
need for specialist, and allows for use of work teams that are highly interdependent.  This can be 
costly and result in higher pay rates. 

7) productivity based pay: determined by employees output; used in assembly line when units of output 
can be measured, clear relationship between employee effort and output exists, job is standardized, 
quality is less important than quantity, costs are known and precise.  May results in inflexibility of 
workforce. 

1) Straight piece-rate system - employees receive wage rate and is awarded additional comp for 
amount of output produced. 

2) differential piece-rate system - one piece rate up to the standard and then a higher piece rate 
once the standard has been exceeded (ex: $8/hour plus 11 cents for each item up to 201, and 
12 cents for each item between 201 and 500 and so forth. 
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Pay Variations: 

Red Circle Rates:  
● Employee pay rates above the range maximum. Can occur when long term employees reach top of 

bracket and aren’t promoted or where someone has been bumped down to lower level job.  Sometimes 
the rate is frozen or the employee will receive a lump sum award equal to a pay increase instead.  It is 
common then this might be an indicator that the org is a lagger and they need to adjust pay ranges. 

 
Green Circle Rates:  

● Employers pay is below the minimum range.  When an org promotes an employee or “tries out” an 
employee.  Generally, employees should be given pay raises as soon as they meet the minimum 
requirements for the practice. 

 
Pay/ Wage Compression:  

● When there is only a small difference in pay between employees regardless of their experience, skills, 
level or seniority. Can be caused due to escalation in competitive hiring rates, when there is not enough 
difference between pay levels (employee making over time and supervisor), or when unionized rates 
overtake supervisory or nonunion rates. 

 
Cost-of-living adjustments:  

● Periodic compensation payment given to eligible employees and is based on the Consumer Price Index 
(CPI).  Tying budgets or pay to CPI is called indexing 

 
General pay increase:  

● Given to all employees (or a class of employees) based on local competitive market requirements. 
Awarded regardless of employee performance 

 
Lump-Sum Increases or Performance Bonus: 

● Red circled employer; onetime payment. 
 
Market-based Increases/Equity Increases:  

● Used to keep competitive advantage in attracting or retaining current employees. 
 
Differential Pay:  

● Depends upon logistics surrounding execution of job duties and is not added to the employee’s base 
pay.   By when the employee works and where the employee works. 

 
 
Incentive Pay: 

● Paying for performance beyond normal expectation - designed to motivate employees to higher levels. 
NOTE: Incentive pay might be used in determining employees regular rate of pay for overtime premiums 

 
Line of sight: 

● Concept that states that employees must be able to influence the attainment of a goal and see a direct 
result of their efforts in order for incentive pay plans to be effective. Employees basically must be able 
to see how their performance directly impacts their pay.  
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Sunset Clause: 

● Incentive pay plan should be in effect for an identified period and have a defined end.  
 
Golden Handcuffs  

● approach making it difficult for an employee to leave the organization without causing significant loss in 
pay 

 

Other Incentives  

Group incentive plans  
● Used when it is difficult to measure individual performance or when cooperation is needed to complete 

a task.  Linked to increases in productivity and not necessarily the organizations profitability.  
○ gainsharing plans: a portion of the gains is shared with a group and each group  member 

receives the same cash award (aka Scanlon Plan)\ 
○ Group performance incentives - rewards group members for meeting or  exceeding 

performance standards where each person receives the same pay.  Performance standards are 
predetermined (ex: customer service) 

 
Organization wide incentive plans 

● Profit-sharing plans - allows employees to “partner” with management and reap  the direct benefits of 
profitability. Some companies question whether this plan  truly encourage superior performance.  

○ Cash profit-sharing plan - organizations profitability 
○ deferred profit-sharing plan - percentage of profits to employees tax   deferred 

retirement plan 
○ performance-sharing plan - set on standards and predetermined criteria and  create a fund 

available for incentive awards 
○ Stock-based plans - provide employees with means to acquire employer stock  and 

encourages employees to invest in the organization and thus give them a  financial stake in the 
future success of the firm.  This can be purchased or  earned.  Employees can purchase 
through payroll deductions or may be structured as a form of ERISA (Employee Stock-Ownership 
Plans or ESOPs). 

■  2 types: 
● Non Leveraged ESOPs - employer contributes stock or cash or provides employees 

discounts to buy stock- designed to provide ownership/stake at relatively low cost 
● Leverage ESOPs - employer borrows from a financial institution or the plan 

sponsor to finance the org stocks rather than contribute the cash or stock 
directly. Sometimes used in seeking employee wage or other concessions but isn’t 
as popular because they do not meet the line-of-sight criterion.  

 
 
 
Employee Retirement Income Security Act (ERISA):  

● Established uniform minimum standards to ensure that employee benefit plans are established and 
maintained in fair and financially sound manner. Designed to protect participants and their beneficiaries 
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from private retirement programs.  Employers are not required to offer benefits but if they do they 
must conform to the requirements in order to receive tax advantages.  Applies to private sector and 
preempts any state laws that would in any way attempt to regulate employee benefits. 

 -DOL jurisdiction of reporting, disclosure, and fiduciary responsibility 
 -IRS jurisdiction over tax related matters 
 
Pension Benefit Guaranty Corp -insures payments of certain pension plan benefits in the event that a private-
sector defined benefit pension plans lacks sufficient funds to pay the promised benefits.  Covered plans are 
required to pay premium to PBGC.  Does not cover 401(k) plans or plans that do not have a defined 
contribution. 
 
Rules under ERISA: 

● ERISA plan must be operated for the exclusive benefit of the participants or beneficiaries.  The employer 
sponsor must follow prudent person rule.  This rule says that employers cannot take more risks than 
reasonably knowledgeable prudent investor. 

● Authorizes for recovery of breaches that impair the value of plan assets in an individual account and 
allow an individual to sue a plan sponsor. 

● Established eligibility requirements for retirement plan benefits (age 21 is the lowest entry level and 12 
months is the longest waiting period an employer can impose). 

● Established minimum vesting requirements (usually over time) 
 
❏ Cliff Vesting - benefits become 100% non-forfeitable after a passage of a certain number of years 
❏  
❏ Graded Vesting - benefits become incrementally non-forfeitable over a set period of years 

 
Defined benefit plans:  

● contributions with cliff vesting become 100% vesting with no longer than 5 years, contributions to plans 
with graded vesting become 100% vested no longer than 7 years and employees become vested at least 
20% a year for each year of service beginning with the 3rd year. 

 
Defined contribution plans:  

● contributions with cliff vesting become 100% vesting with no longer than 3 years, contributions to plans 
with graded vesting become 100% vested no longer than 6 years and employees become vested at least 
20% a year for each year of service beginning with the 2nd year of service. 

 
ERISA and non-retirements benefits: 

● requires plan sponsors to distribute SPD to participants (must be issued 1x every five years) 
● participants must receive a summary annual report that contains financial info about the plan 
● annual report (form 5500) must be completed and filed with IRS for employers with sponsored 

retirement benefits or more than 100 employees participating in health and welfare plans 
 
Deferred Compensation:  

● Provides income to employees at some future time as compensation for work performed now. Mostly 
offered to executives  
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Qualified Deferred Compensation Plans 
● Offered to all employees and provide tax deferrals for all plan participants. Plan must be compliant with 

ERISA. 
 

Qualified Retirement Plans: 

Defined Benefit Plan:  
● Employer agrees to provide the employee with a retirement benefit amount based on a formula.  The 

employer must fund the plan to the level required by the formula and the employer bears the risk that 
sufficient funds will be available in the plan when required for retirement contributions. Plans are 
ensured by The Pension Benefit Guaranty Corp and participating corps may pay annual per-participant 
premiums. Underfunded plays pay an additional variable rate premium.  These plans are communicated 
easily, the value can’t be communicated easily, org absorbs risk of inflation and interest rates, total 
employer costs are unknown and high administration costs. 

 
Defined Contribution Plans:  

● Employees and or employers pay a specific amount into the plan for each participant.  Employer 
contributions are often based upon a percentage of salary or percentage of profits.   Once the 
employer’s obligation has been met (contribution) the relationship is fiduciary and administrative in 
nature. The amount is determined by how much you participate and how the accounts performed over 
the years and is not guaranteed.  Types: 

1) Profit-sharing plans -plan that distributes a portion of an orgs profits to its employees (profits are 
not required for contributions).  The employer annual deduction limit is 25% of eligible payroll.  Participants 
can contribute as high as 100% of annual comp up to $49k per participant 

2) Money purchase plans - plans in which employers make mandatory payments (fixed percentage 
of an eligible employee’s compensation) to a retirement plan. The percentage is written in the plan and the 
contribution is mandatory even if there are no profits. 

3) Employee stock ownership plan (ESOP) - stock shares are provided to the employees account 
4) 401(K) plans - plan that allows employees to take tax-favored pay deferrals toward retirement 

savings through a payroll deduction. Yearly amount employees can put into 401(k) is set by IRS. HCE’s may 
be further limited. Allows for a catch-up contribution. Pay attention to EGTRRA regulations regarding vesting. 

5) 403(b) plans - plan that allows employees of certain tax-exempt organizations to contribute 
pretax dollars towards retirement savings 

6) Roth 401(k) and 403(b) - plans that allow after tax contributions to existing (401k) or 403(b) 
accounts (same as 401k in regards to limits, vesting, distributed on hardships, deaths, act and are subject to 
minimum required distribution rules). Employers can only match to traditional account and elections are 
irrevocable. 

 
 
Non-qualified Deferred Compensation Plans:  

● One way to provide additional benefits to executives; do not qualify for favorable treatment under 
ERISA.  Allows participants to defer receipt of income (while paying taxes on income) or provide 
supplemental retirement beyond limits of qualified plans.  The benefits are unsecured and not 
protected by ERISA or PBGC and are subject to claims from creditors. Cannot be made employer wide 
and contributions are not deductible. 4 Types:  
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○ Top Hat Plan: designed to provide retirement benefits for a select group of management or high 
paid employees 

○ 457(f) plans: for tax-exempt nonprofit employers; employers contribute to this plan and the 
money is paid to employee at time of retirement.  This is used as a retention strategy. As long as 
the money is owned by the employer it is not taxable. 

○ Excess deferral plans: compensation plan that allows org to pick and choose who to offer it to 
(beyond section 415 limitations).  Usually what employee would have contributed if there were 
no gap?  

○ Rabbi trust: grantor trust designed to segregate non-qualified deferred compensation benefits 
from an employer’s general accounts (not protected against bankruptcy, receivership, or 
attachment by creditors) 

 

Health Maintenance  

Indemnity (Fee-for-Service Plan: a full choice plan, and covered employees can go to any qualified physician or 
hospital and submit claims to the insurance company. The fee is generated when the employee uses health 
services.  As a result they provide incentive for physicians to provide more services so they are used less 
frequently due to cost and design. 
 
Managed Care Plans: plan that seeks to ensure that the treatments a person receives are medically necessary 
and provided in a cost effective manner. Types: 

Health Maintenance Organizations (HMO): which are  

 Prepaid “captured health-care plans” which are structured to emphasize preventative care and 
cost containment.   

 The physician is paid on a per capita/per head basis rather than for the actual treatment provided.   

 Members voluntarily enroll by paying a set monthly or annual fee. They must use HMO physicians 
and facilities in order to take advantage of low co-payments or fees, and there is no need to 
submit any claims.   

 
Gatekeeper: individual, usually a primary-care physician, who is given control of patient access to specialists and 
services in a managed care organization 
 

PPO - formed by insurance company, negotiated fees with network healthcare providers. In return the 
company guarantees a certain number of patients.  You can receive service out of the network at higher 
rate. 

 Point of Services Organizations (POSs) - combination of PPO and HMO; provide direct access to 
specialists 

 Exclusive provider organizations (EPOs) - plans in which participants must use providers in the 
network coverage or no payment will be made 

 Physician Hospital Organizations (PHOs): consists of hospital and physician practices that merge into 
vertically integrated structures 

 
 
 
Retirement Equity Act (REA):  
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● Provided certain legal protections for spousal beneficiaries of qualified retirements. The act says that 
married participants in plans that provide annuity as the normal form of benefit cannot change their 
retirement plan benefit distribution elections or spousal beneficiary designations or do an in-service 
withdrawal without written spousal consent.  Married participants who are in defined contribution plans 
that do not offer annuities as normal form of payment (401(k) with lump sum distribution) cannot 
change spousal beneficiary designation without spousal consent but may change their withdrawal 
options without spousal consent.  

 
American Recovery and Reinvestment Act (ARRA):   

● Required employers to pay a subsidy for terminated employees COBRA accounts if they were terms 
between 9/1/2008 and 5/31/2010. It also imposed requirements regarding HIPPA and the duty to notify 
an employee in the event of a security breach, extensions of HIPPA privacy to third party administrators, 
stricter enforcement of civil penalties for violation of HIPPA, and provided funding to improve nations 
healthcare info technology systems. 

 
Patient Protection and Affordable Care Act:  

● PPAAC: Governed by Internal Revenue Code and ERISA.  
● passed in March of 2010 as a form of health care reform and applied to all health plans have coverage 

for children up to age 26 (and other qualified beneficiaries) and applies to all plan years beginning on or 
after September 23, 2010 ire January 1, 2011 for calendar year plans.  Under grandfathered plans the 
plan can sponsor can decline coverage until January 1, 2014 for any adult children who have group 
coverage available through their own employer.  Employers must opt to go with more generous 
coverage (if state law specifies otherwise).   

● This act includes a rolling time frame for 2014 in which all citizens and legal residents will be required to 
have “affordable, minimum health coverage”; failure to do so results in an excise tax penalty.   

● Requires employers with 50 or more people to provide health coverage that meets minimum benefit 
specifications or pay $2K. 

● Grandfathered plans can avoid some of PPAC mandates as long as they do not substantially increase 
plan participants out of pocket expenses. 

 
PPAAC Further Explained:  
❏ limits lifetime maximum benefit limits 
❏ eliminates preexisting condition limitations for all participants 
❏ provides a healthcare tax credit for certain small employers 
❏ preventative care services covered at 100% (does not include grandfathered plans) 
❏ uniform explanation of coverage  
❏ Eliminates limits on essential health benefits 
❏ state health exchanges 

 
 
Health Insurance Portability and Accountability Act (HIPPA 1996): 

●  Purpose of law to ensure that individuals who leave (or lose) their job can obtain health coverage even 
if they or a member of their immediate family has serious illness or injury or is pregnant. 

○ limits exclusions for preexisting conditions to 12 months 
○ guarantees renewability of health coverage as long as premiums are paid 
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○ prohibits employer from discriminating and charging higher premiums or denying  coverage on 
poor health or genetics 

○ clarifies treatment of long-term care expenses 
○ provides exemption for people withdrawing from their retirement account early to  pay for 

medical expenses 
○ requirements for employers who offer mental health coverage and postpartum  maternity 

stays 
○ guarantees coverage for COBRA as long as participants returns pow within 63  days (break 

cannot be any longer) without pre-existing conditions clauses 
○ if the employee is disabled at time of termination or beneficiary within first 60  days it allows 

them to purchase an additional 11 months of coverage  
 
 
Unemployment Compensation Amendment:  

● Imposed mandatory 20% federal income tax withholding requirement on qualified retirement plan or 
IRAs that a recipient does not roll over into another qualified retirement plan if the distribution was an 
eligible rollover distribution.  Does not apply to trustee transfers or amounts that were not eligible to be 
rolled over.  

 
Family Medical Leave Act: FMLA:  

● Covers employers with 50 or more employees for 20 or more workweeks in the current or preceding 
calendar year.  

● To be eligible an employee must have worked 12 months total for the employer, at least 1,250 hours in 
the 12 month period, and at a site in which 50 or more employees work within 75 mile radius.   

● Allows employees to take up to 12 weeks unpaid in a 12 month period.   
● The 12 month period can be calendar year, fixed year (fiscal year), from the date the employee's FLMA 

leave begins, or 12 month rolling period backward from the date an employee uses any FMLA.  
●  If both wife and spouse work for same employer and they take leave to care newborn/adoption for a 

child or parent then they are only allowed 12 weeks total.   
● The spouses are entitled to the differences (if each took 6 one could take another 6 for a different 

purpose such as to care for a sick child).  If they are not married they can each take 12 weeks.  
● FMLA requires reinstate to same or equivalent positions 
● FMLA covers “In loco parentis” - employees who stand in place of parent with day-to-day responsibilities 

to care for and financially support child, employees to care for in loco parentis when they were children,  
● (From 1993) serious health condition that requires inpatient hospital, hospice, or residential care or 

continuing treatment w healthcare provider.  
● (From 2009) involves employee incapacity for more than three consecutive calendar days plus two visits 

to a health-care provider or one visit to a health-care provider plus a regiment of continuing treatment. 
The first healthcare visit must be within 7 days of the incapacity, two or more visits must apply within 
first 30 days. For chronic health conditions the employee must visit the healthcare provider at least 2x a 
year. 

● Intermittent leave: employees have an obligation to make a “reasonable effort” to schedule such leave 
so as not to unduly disrupt the employer’s operations. 

 
Medical certification: 
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● Allows a HR leave administrator or HR professional to make contact with the medical provider but bans 
a direct supervisor from doing so.  If the paperwork is incomplete or insufficient the employer must 
designate in writing what info is missing and give the employee 7 days to correct.  Employers may 
request a new medical certification each year for conditions that last longer than a year. 

● Fitness for duty: upon employees return to work (must notify employee of requirement prior to 
returning and provide the employee with list of essential functions no later than when the employer 
provides designation notice to employee.  

● FMLA and PTO, disability, and Work Comp - employer can require or permit the employee from taking 
concurrently if they wish. 

● FMLA expansion: covers additional leave for FMLA leave for employees with family members who are 
covered members of the military. Extension up to 26 weeks to care for military member.  

● FMLA and Benefits: requires employers to cover employees while on FMLA and require employee to pay 
their portion of their benefits. If the individual does not come back from leave they may require 
individual to pay back employer portion for leave. 

● Modified-duty program: employee can decline participation in program; although if on work comp it 
may impact employees’ rights to receive work comp benefits 

 
Employer is required to give employee: 
-general notice about FMLA 
-eligibility notice 
-rights and responsibility notice 
-designation notice 
 
 
 
Mental Health Parity Act:  

● Addresses parity between mental health benefits and medical benefits.  It requires health insurance 
issuers and group health plans to adopt same annual and lifetime dollar limits for mental health benefits 
as for medical benefits. 

 
 
 
Pension Protection Act (PPA):  

● changes laws that affect defined benefit plans, defined contribution plans, individual retirement 
accounts, and other issues related to retirement planning such as: 

○ deferral and catch up contributions 
○ requires defined benefit pension plans to become fully vested over 7 years 
○ employees have option of automatically enrolling employees into 401(K) with  default 

contribution levels 
○ requires benefit statements to participants and beneficiaries including SPD 
○ discusses money inherited by beneficiaries 
○ establishes requirements for 403(b) plans in nonprofit organizations and makes  them 

more like 401(k)  
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Revenue Act: addresses Sections 125 (allows employers to offer employees favorable tax treatment on health 
and welfare benefits) and 401(k) (allows employees to make tax free deferrals towards retirement) 
 
Omnibus Budget Reconciliations: significantly reduced the compensation limits in qualified retirement 
programs, triggering increased activity in non-qualified retirement programs as well as some plan terminations.  
 
 
Securities Exchange Act: relevant to employee stock purchase plans. Require registration of all securities sold on 
stock exchange and requires disclosure of insider trading 
 
Sarbanes-Oxley Act:  

● Was enacted in response to Enron and other corporate accounting scandals. Impact on defined 
contribution plans: 

 Blackout period - requires administrators of 401(k) and other defined contribution  plans 
to provide notice to affected participants and beneficiaries at least 30 days  in advance of 
blackout periods. The blackout period is any time for more than  three days that an employee 
cannot direct or diversity assets to accounts 

 Blackout notice - 30 days in advance - must be in writing and clearly  communicates the 
reason, identification of investments that are affected, and  statement to individuals that they 
should evaluate the appropriateness of their  current investment decisions in light of 
blackout.  

 Penalties - 100 day per participant 

 Whistleblower provisions: protects employees who report conduct in which they reasonably 
believe violates federal securities laws, rules of SEC, or any federal law and includes criminal 
penalties for any individual who retaliate against whistleblowers.   

 
Financial Accounting Standards Board:  

● Private, nonprofit, body that decides how public financial executives should report the firm’s financial 
info to shareholders.  Derives authority from SEC and the SEC enforces the accounting standards. It has 
also ruled that companies must treat employee stock options as an expense on financial statements. 
Companies that issue stock options must make good-faith effort to estimate value of this benefit and 
deduct it from income statements 

 
 
Social Security:  

● designed to provide retirement income to older workers, thus freeing up jobs for younger workers and 
lowering level of unemployment; today it provides basic foundation for American workers and families 
that provides retirement, disability, death and survivor benefits.  This is a work related system not public 
assistance 

● To Qualify for Social Security: workers must work long enough and accrue a specified number of 
“quarters” of coverage, generally 40 quarters which takes 10 years at least. 

● How is Social Security paid: set percentage of salary up to a yearly maximum deducted from employee’s 
regular pay until the taxable wage base is reached? No age limit for social security - as long as you are 
working you pay into it. The employer matches employee’s contributions. 

● Basic Social Security Benefits: 
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○ retirement income  
○ disability benefits  
○ death benefits - surviving spouse of a deceased worker is entitled to a $255 lump sum payment 
○ survivors benefits  

 
Medicare  

● Covers hospital insurance (Part A) and optional supplemental insurance (Part B) for people who reach 
65. This is not dependent on one’s income or ability to pay. There is not a cap for what you can pay and 
employers must match.  All individuals are eligible at age 65 whether they are retired or not.  If still 
employed the primary insurance is with employer and secondary with Medicare. 

● Part A - mandatory and pays all covered costs except deductibles and coinsurance payments.  Benefit 
periods are 60 days plus thirty at coinsurance) and each individual has lifetime days (60) that they can 
only use one time; for a total maximum of 150 days.  

● Part B - optional, paid by premium based on persons yearly income, 20% coinsurance 
● Part C - Medicare Advantage Plans (include A & B and are HMOs or PPOs) 
● Part D - Prescription Benefits (all individuals eligible for part A and enrolled in Part B are entitled to Part 

D).  Participants pick a company and pay a monthly premium, co-payments, and yearly deductible) 
 
Unemployment Insurance: 

●  Employers fund unemployment insurance.  This was designed during the depression era as a mandatory 
employee benefit for employees who lost their job at no fault of their own to mitigate the depths of 
depression and seriousness of any recessionary period.  It is administered by individual states and laws 
vary by states.  Generally payment is continued for 26 weeks and covers all workers (accept 
agricultural).  

● The amount a person receives through unemployment: is a function of salary up to a monthly max 
amount.  

● What do employers pay for unemployment insurance: tax of 6.2% up to the first $7000 of each 
employee and is held in a federal trust by each state. 

● Experienced rating: involves charging lower percentages to employers who have terminated fewer 
workers. Only in some states. 

 
Unemployment Eligibility: 

● be available and actively seeking work which includes not turning down suitable employment 
● not have left the job voluntarily 
● not be unemployed because of a labor dispute 
● not have been terminated for misconduct 
● have worked a minimum number of weeks 

 
Workers Comp:  

● State insurance paid program paid for by the employer; designed to protect workers in case of a work 
related injury or disease. This can include permanent and temporary total disability, permanent and 
temp partial disability, survivors benefits, medical expenses, rehabilitation.  Employers assume all costs 
regardless of who is to blame for the accident.  The overall effect has been to reduce number of court 
cases, improve safety on the job, and provide prompt treatment and rehabilitation when injuries occur.  
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The system places max benefit on injuries or illnesses (because not going to court) and encourages 
employers to reduce employment based illness and injuries.   

● Funding of Work Comp - employers can opt out of state plan and set up own plan (nonsubscriber plan) 
where employers pay fee to insurance company. If not self-funded then employers pay through a tax 
that is experienced rated (the more claims the more you pay).  The amount the individual is entitled to 
be based on fixed schedules of minimum and max payments based on the employees earnings at the 
time of impairment.  

● Work -related disability:  caused, aggravated, or precipitated; does not cover all only those that are 
covered 

 
 
Deferred Compensation - provides income to employees at some future time as compensation for work 
performed now 
 
Qualified Deferred Compensation Plans: offered to all employees and provide tax deferrals for all plan 
participants. Plan must be compliant with ERISA. 
 


