The additional
payday

Considerations for weekly and
biweekly payers



Contents

Budgetary concerns
Income tax withholding

Payroll deductions and
special wage payments



salamde
Cross-Out


The additional payday

Considerations for weekly and biweekly payers

By Debera Salam, CPP, Ernst & Young LLP

It's that time again where a number of employers are noticing more
than the usual number of paydays for the year. This predictable extra
payday raises questions for employers and their employees.

Here we explain why weekly and biweekly payers occasionally have an additional
payroll period in the year, the impact it can have on budget and wages, and
procedural matters to be considered.

Budgetary considerations

The additional payroll period will generally always result in higher-than-normal
annual wages for nonexempt employees; however, whether the same is true
of exempt-salaried employees depends on how their payroll period salaries are
determined.

There are three approaches for computing the weekly or biweekly pay of exempt-

salaried employees, with each having a different budgetary result. The method
used by a business depends on contracts or policies provided to employees
(e.g., whether a salary agreement specifies a biweekly or annual salary).

1. Recompute the annual salary in the year of an additional payroll period.
The agreed-upon annual regular salary of exempt employees is divided by
the actual number of payroll periods in the year. Hence, the biweekly pay of a
salaried employee is 26 or 27 for the year with an additional payroll period.
(See Example 1.)

Example 1. John's employer agrees to pay him $50,000 per year.
John is paid biweekly. In those years in which there are 26 payroll
periods, John's biweekly pay is $1,923.08 ($50,000/26). In the year
in which there are 27 payroll periods, John's biweekly pay is $1,851.85
($50,000/27).

Budgetary result. In all years, including the year of the additional
payroll period, John's annual compensation is close to the agreed-upon
regular salary of $50,000.

Why the extra payday?
When wages are paid weekly or
biweekly, there's a lucky year with
an extra paycheck.

Having an additional weekly or
biweekly payroll period doesn't
happen every year; nonetheless,
when it will happen is predictable.

Because the calendar year is
actually divisible by 52.1786
weekly pay periods (@and not 52)
and 26.0893 biweekly periods
(and not 26), every 5 or 6 years
there are 53 weekly periods, and
every 11 or 12 years there are
27 biweekly periods.

The extra payday is the
accumulative result of receiving
weekly-based pay in the course of
an employer's full calendar-year
life cycle.
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2. Do not recompute the annual salary in the year of an additional payroll period.
The agreed-upon annual regular salary of exempt employees is divided by 26, or
52 payroll periods, and is not adjusted in those years with an additional payroll
period. The result is a windfall in pay in the year of an additional payroll period.
(See Example 2.)

Example 2. Mark's employer agrees to pay him $50,000 per year. Mark is paid
biweekly. His biweekly pay is computed as $1,923.08 ($50,000/26). In those
years with 26 payroll periods, Mark is paid $50,000.08. In the year in which
there are 27 payroll periods, Mark is paid $51,923.16 ($1,923.08 x 27).

Budgetary result. In the year of the additional payroll period, Mark receives
excess compensation of $1,923.16 ($51,923.16 - $50,000). In all other
years, Mark's annual salary is close to the agreed-upon amount of $50,000.

3. Use the exact calendar-year divisor of 26.0893 or 52.1786. The agreed-upon
annual regular salary is divided by 26.0893 for those paid biweekly and 52.1786
for those paid weekly. (See Example 3.)

Example 3. Ruth's employer agrees to pay her $50,000 per year.
Ruth is paid biweekly. Her biweekly pay is computed as $1,916.49
($50,000/26.0893).

Budgetary result. In those years with 26 pay periods, Ruth is paid
$49,828.74, which is S171.26 less than her agreed-upon annual regular
salary of $50,000. In the year in which there are 27 payroll periods, Ruth
is paid $51,745.23, an excess of $1,745.23 over the agreed-upon regular
salary of $50,000.

Ernst & Young LLP insights

To eliminate complications in paying the correct annual salary to exempt
employees, it is not uncommon for businesses to pay their salaried exempt
employees on a semimonthly basis (where allowed by state law) while paying
hourly and salaried nonexempt employees on a weekly or biweekly basis. Always
consult with a competent labor law advisor before making a change in the
amount or frequency at which you pay salaried employees.
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Income tax withholding

In the year in which there is an additional payroll period, weekly and biweekly payers should consider if an adjustment is
needed to their income tax withholding formulas. Although the IRS does not specifically require that an adjustment be made
when there are 27 or 53 payroll periods in the year, employers should consider the potential for withholding too little
federal income tax if this adjustment is not made. Further, state and local income taxes may be more significantly impacted,
and relief from underwithholding penalties may not apply.

Payroll deductions and special wage payments

In a year with an additional payroll period, employers should also consider the impact on payroll deductions and special
payments. For instance, contributions to flex plans and other benefit plans, such as health insurance, may be computed based on 26/52
payroll periods in the year. The deduction amount should either be adjusted to take into account the additional period or
suppressed in the additional payroll period. A similar consideration applies to special wage payments that are based on 26/52
payroll periods.
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Connect with us

in Join us on LinkedIin @Payroll Perspectives from EY
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EY Tour our services on ey.com

EY | Building a better working world

EY exists to build a better working world, helping to
create long-term value for clients, people and society
and build trust in the capital markets.

Enabled by data and technology, diverse EY teams in
over 150 countries provide trust through assurance
and help clients grow, transform and operate.

Working across assurance, consulting, law, strategy,
tax and transactions, EY teams ask better questions
to find new answers for the complex issues facing our
world today.

EY refers to the global organization, and may refer to one or more, of the
member firms of Ernst & Young Global Limited, each of which is a separate
legal entity. Ernst & Young Global Limited, a UK company limited by
guarantee, does not provide services to clients. Information about how EY
collects and uses personal data and a description of the rights individuals
have under data protection legislation are available via ey.com/privacy.
EY member firms do not practice law where prohibited by local laws. For
more information about our organization, please visit ey.com.

Ernst & Young LLP does not bear any responsibility whatsoever for the
content, accuracy or security of any links (by way of hyperlink or otherwise)
to external websites.
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This material has been prepared for general informational purposes only and is not intended to be relied
upon as accounting, tax or other professional advice. Please refer to your advisors for specific advice.
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