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BOOKKEEPING & ACCOUNTING SYSTEMS

Why do bookkeeping?

Bookkeeping has two primary functions:  to provide you with information that will allow preparation of tax reports, and to provide information that will help you manage your business, see trends and implement changes.  Satisfying the tax requirements is how many small businesses organize this function within their company.  I would rather see you focus on the management information systems, and make sure they do the job for the taxman.  The keeping of timely and accurate financial records is imperative if any business is to succeed.  You want to set up a system that is as simple as possible, yet acquires the necessary information to help you better manage the business.  Over time, you will learn to read your financial reports so that at a glance you can determine how you are doing, and look at making changes which will correct those things that you are not comfortable with.

Should I hire an accountant?

This depends on what your skills, time availability, and complexity of the business you are starting.  In general, most all business should be using the services of a tax advisor or accountant for some matters.  The tax codes change rapidly, and keeping up with all the changes and provisions make it difficult to be a do-it-yourselfer in this area.  You can do much of the work yourself, and then have an accountant review and make recommendations.  Another approach is to use the services of an accountant to begin, and then take over aspects of the job as you are comfortable with it.  You should evaluate your time, or the need to hire someone in-house, and determine whether it would be better for you to focus more attention on sales and marketing, where you can earn more for the company than you will pay for hiring a professional.  Do you have the need for a full time employee to do the books, or would you be better off having an outsider provide this?  

In general, most small businesses should do their own recording of entries.  Your accountant can help set up systems, advise on tax matters, prepare returns, do employment accounting and other functions.  But the basic records should be kept by the company.  This Module will present general bookkeeping requirements, based on manual entry (not computer), and the basic reports you will need to manage the business.  The format is less important than the need for this basic information.  Dome Systems sells a bookkeeping system that is very popular at stationary stores and other retailers that is used effectively by many small businesses.  You can contact your local H&R Block office that will provide a free manual bookkeeping system.  Or you can use the forms included in this module.    Later on in this Module we will discuss computer accounting, and the pros and cons of using a computer for your business.

Where do I begin?

You should keep track of all your costs in starting up your business, as in most cases these are deductible as start-up or organizational expense.  You should start by keeping a journal of your daily activities, where you go, who you see, what you spend.  Keep track of business classes, mileage, supplies purchased, telephone calls, professional materials.  Prior to actual starting of operations these expenses may be amortized, and expensed over a five-year period once your business starts.

As soon as possible open up a separate checking account for your business.  Writing checks on your separate account makes recapping these costs easier and more readily accepted by the IRS as a bonafide business expense.  Many banks offer low-cost or free checking, if your number of checks and deposits aren’t too high.  

What records do I need to keep?

There are many different types of general accounting records.  Their purpose is to record each transaction, and then develop financial reports and tax reports for management of the business and tax reporting, respectively.  QuickBooks can do most of this for you, but is not an end-all and be-all.  Some manual records may be required, as shown below.
General Records

Every business will require certain records to keep track of its daily transactions.  These records are used to generate your monthly profit & loss statements and balance sheet.  You should set up a recordkeeping schedule and keep your records current at all times.  A copy of all these forms are included at the end of this Module.

Revenue & Expense Entries:  These are the main general records used by a business.  QuickBooks has “Centers” that allow you to isolate tasks involved in daily entry, including:

· Vendor Center – paying bills

· Employee Center – paying employees

· Customer Center – billing and receiving payments from customers

Petty Cash Record

Petty cash refers to all the purchases made with cash or personal checks when it is not convenient to pay with a business check.  These transactions are recorded in a separate journal and paid by periodically writing a business check that is recorded as an expense in Vendor Center and a deposit in the Petty Cash Record.  You then use your petty cash to make purchases, and replace the cash used with a receipt for the expense.  At month end you can do a recap and post all expenses to their proper categories, taking them from petty cash.  A word of caution:  the IRS frowns on the use of cash receipts for paying expenses, and a petty cash fund should be used sparingly for small purchases only.  Most businesses will accept checks for payment, which is preferable to IRS and gives you a record with your check copy.

Inventory Records

These are records that keep track of all products purchased or manufactured for resale.  The IRS requires a beginning and ending inventory for each taxable year for most businesses that would normally maintain an inventory.   Inventory control is a major factor contributing toward business success, or failure.  Internal use of these records can greatly enhance your profits. You can use QuickBooks to track the items you keep in inventory and sell to your customers.

Some reasons for tracking inventory in QuickBooks

If your business purchases items that are ready for resale, keeps them in inventory, and then sells them, QuickBooks can track the current number in stock and the value of your inventory after every purchase and sale. QuickBooks can even keep track of products you assemble and resell (finished goods), adding assembled units to inventory and deducting component units from inventory when you build assembly items (QuickBooks Premier or Enterprise editions only).

Here are the benefits of setting up inventory parts as items and using QuickBooks inventory tracking:

· When you use purchase orders to buy inventory items, QuickBooks updates your inventory, so you know which items are on order and when they're due to be received.

· You can easily keep track of the cost to you of the items you have sold (the cost of goods sold).

· You can easily keep track of the income you receive from the resale of inventory items.

· You always know your current quantities on hand.

· You always know the current value of your inventory.

Fixed asset log

This is a list of all assets (tangible and intangible) that will have to be capitalized (or depreciated over a specified number of years).  They are items purchased for use in your business (not resale), usually at a cost of $100 or more and not debited to an expense account.  They are depreciated over a period determined by tax regulations.  Examples would be as follows:  vehicles, office equipment, production equipment, buildings, etc.

Accounts Payable

The record of the outstanding bills of a business. Accounts Payable is called A/P for short. (Even though the word accounts is plural, QuickBooks uses a single account on the chart of accounts to track all outstanding bills.)

Accounts Payable account

An account that QuickBooks automatically adds to your chart of accounts the first time you enter a bill. QuickBooks uses this account to track the money your business owes to others. When you enter a new bill, or pay off outstanding bills, QuickBooks records the transaction in the register for your Accounts Payable account.

Your chart of accounts lists the type of this account as "Accounts Payable." If you need to use more than one of this type of account in your business, you can add additional "accounts payable" accounts to the chart. When you have more than one accounts payable account, QuickBooks lets you choose the account you want to use when you enter and pay bills.


 Accounts Receivable

The record of money owed to your business for goods or services; that is, invoices for which your business hasn't received payment yet. Accounts Receivable is called A/R for short. (Even though the word "accounts" is plural, QuickBooks uses a single account on the chart of accounts to track all outstanding invoices.)

Accounts receivable account

An account that QuickBooks automatically adds to your chart of accounts the first time you write an invoice. QuickBooks uses this account to track the money owed to your business. When you write an invoice or receive a payment from a customer, QuickBooks records the transaction in the register for your Accounts Receivable account.

Your chart of accounts lists the type of this account as "Accounts Receivable." If you need to use more than one of this type of account in your business, you can add additional "accounts receivable" accounts to the chart. When you have more than one accounts receivable account, QuickBooks lets you choose the account you want to use when you write an invoice or enter a customer payment.

Mileage, Entertainment & Travel records

These are the records used to keep track of auto and transportation expenses, meals and entertainment of clients and travel out of your local area.  Due to past abuse in these areas, the IRS requires careful documentation as proof that deductions claimed are in fact business related expenses.  We strongly recommend you organize a travel log, trip records and entertainment records so they can be carried with you.  It is much easier to keep track of them at the time they occur than to try to remember them and find receipts after the fact.  In addition, keep all your receipts.  You can read more about travel and entertainment in IRS Publication #334.

Payroll records

The Payroll Center displays information about all of your payroll tasks: paying employees, paying payroll taxes, and preparing your payroll tax forms.

To open the Payroll Center, go to the Employees menu and click Payroll Center, or from the Employee Center, click the Payroll tab at the top of the left-hand column.

Go to the Home page, click the Payroll icon, and then click Go to the Payroll Center.

Why can't I see the Payroll Center?
The Payroll Center is available only with a subscription to QuickBooks Payroll, such as Standard Payroll, Enhanced Payroll, or Assisted Payroll. Payroll functionality must be turned on in QuickBooks.

The Payroll Center is available only with a subscription to QuickBooks Payroll, such as Standard Payroll, Enhanced Payroll, or Assisted Payroll.

Important: Intuit no longer accepts new subscriptions for Standard Payroll, but continues to support existing users of this service plan. Standard Payroll subscribers may want to explore other payroll service plans designed for QuickBooks users.
How do I subscribe to QuickBooks Payroll?
You can:

· Pay your employees
· Set up payroll schedules
· Edit or void a paycheck

· Pay taxes and payroll liabilities
· Prepare payroll tax forms
· View the status of your payroll subscription
The Subscription Status section indicates whether your payroll subscription is active, validated, or expired and whether your payroll tax tables and tax forms are current. If your subscription has expired or is about to expire, the text color changes from green to red, and you see a warning icon.

· Get the latest tax table and tax forms updates
Customer records

These records are kept as a means of helping a business deal more effectively with its customers.  The type you keep is up to you.  They are most effective is service industries or in small businesses dealing in specialty retail sales.  Your customer address list is a good example of this.  QuickBooks allows you to manage your lists and export addresses to use for general mailings, etc.
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Chart of Accounts

The chart of accounts is the backbone of your accounting system. That's why it's so important to understand how it works. 

Think of a chart of accounts as a file cabinet, with a file for each type of accounting information you want to track. For example, if you need to know how much money you spend on postage, you'll set up a file (an account in the chart of accounts) for Postage Expense.

Although you aren't required to use account numbers in your QuickBooks chart of accounts, your accountant may recommend that you do so.

What are standard chart of accounts number ranges?

Standard chart of accounts number ranges

Assets

Assets are things your company owns. They're usually divided into two groups–current assets and fixed assets. Current assets are generally numbered from 1000 – 1499. These are assets that you can easily turn into cash, such as checking accounts, savings accounts, money market and CD accounts, accounts receivable, and inventory. So you might want to use account number 1100 for your company checking account because a checking account is a current asset.

Assets are things your company owns. They're usually divided into two groups–current assets and fixed assets:

· Current assets are generally numbered from 1000 – 1499. These are assets that you can easily turn into cash, such as checking accounts, savings accounts, money market and CD accounts, accounts receivable, and inventory.

· Fixed assets are usually numbered from 1500 – 1999. These are items with a minimum cost (for example, $500) that you would have to sell to generate cash. Automobiles, equipment, and land are examples of fixed assets. For example, suppose last year your company bought a new computer system for $1,100. Since the cost of the system was more than $500, the purchase was entered to an asset account rather than to an expense account. Consult your accountant or tax preparer to determine the actual minimum cost you should use to determine fixed assets.

Liabilities

Liabilities are funds your company owes. For example, say your company borrowed $20,000 from the bank. When the $20,000 loan was deposited to the checking account, the deposit was entered in the liability account Bank Loans, not an income account.
Capital

Your capital account structure depends on whether your company is organized as a sole proprietorship, partnership, or corporation.

If your company is a sole proprietorship, you need a Capital account and an Owner's Drawing account. Use the Capital account to keep track of the total amount of money you've invested since starting the business, plus or minus the net profit or loss each year since you started the business. Use the Owner's Drawing account for money you take out of the business for personal use, such as checks to the grocery store, dry cleaners, ATM transactions, your salary, and any money that gets deposited into your personal accounts. It's important to keep in mind that the owner of a sole proprietorship doesn't get a regular "employee" paycheck with money deducted for payroll taxes. Instead you pay quarterly estimated taxes, which you should always allocate to the Owner's Drawing account.

If your company is a partnership or LLP (Limited Liability Partnership), you need to set up Capital and Drawing accounts for each partner.

If your company is an "S or C corporation" or an "LLC corporation," it should have a Common Stock account and sometimes a Preferred Stock account. Common stock and preferred stock represent the total sum of stock the company has issued. An LLC might have Member stock if there is more than one person who owns stock.

Equity/Capital

Your capital account structure depends on whether your company is organized as a sole proprietorship, partnership, or corporation.

If your company is a sole proprietorship, you need an Equity account and an Owner's Drawing account. Use the Equity account to keep track of the total amount of money you've invested since starting the business. Use the Owner's Drawing account for money you take out of the business for personal use, such as checks to the grocery store, dry cleaners, ATM transactions, your salary, and any money that gets deposited into your personal accounts. It's important to keep in mind that the owner of a sole proprietorship doesn't get a regular "employee" paycheck with money deducted for payroll taxes. Instead you pay quarterly estimated taxes, which you should always allocate to the Owner's Drawing account.

If your company is a partnership or LLP (Limited Liability Partnership), you need to set up Equity and Drawing accounts for each partner.

If your company is an "S or C corporation" or an "LLC corporation," it should have a Common Stock account and sometimes a Preferred Stock account. Common stock and preferred stock represent the total sum of stock the company has issued. An LLC might have Member stock if there is more than one person who owns stock.
Income or Revenue

"Income" or "revenue" is the income you get from your normal day-to-day business tasks, such as professional fees, income for services rendered, reimbursable expenses, or products you sell.

Job or Project Costs/Cost of Goods Sold

Job or Project Costs, or Cost of Goods Sold, are all the costs associated with your line of business. For example, if you're a home builder, the job costs are whatever it costs you to build a home, including direct labor, materials, subcontractors, and equipment rental. If you sell products, this includes cost of inventory, raw materials, freight charges, and any labor for building the finished goods. Other examples of project costs include reimbursable expenses such as overnight mail, court costs (for an attorney's office), blue prints (for an architect), and purchases made on behalf of the customer such as furnishings bought by an interior designer or auto parts bought by a mechanic.

Job Costs/Cost of Goods Sold

Job Costs (also called Cost of Goods Sold in QuickBooks) are all the costs of building your product. If you're a home builder, the job costs are whatever it costs you to build a home, including direct labor, materials, subcontractors, dump fees, and equipment rental. If you design homes, the job costs include all your costs of designing a home, such as design labor, drafting materials, supplies, and engineering costs. If you do both designing and building, you'll have both sets of costs.

Project Costs/Cost of Goods Sold

Project Costs (also called Cost of Goods Sold in QuickBooks) are costs that relate to your projects. For professional service businesses, project costs are the costs that you incur in order to complete a project. Project costs are also referred to as direct costs. For example, if you hire an outside consultant and his or her time is billable to the customer, that is a direct or project cost. Other examples of project costs are reimbursable expenses such as overnight mail, messenger service, court costs (for an attorney's office), blue prints (for an architect or engineer), and purchases made on the behalf of a customer, such as furnishings bought by an interior designer or computer parts bought by a computer technician.

Cost of Goods Sold

Cost of Goods Sold includes the cost of raw materials, freight charges for getting raw material to a warehouse, labor for building the finished goods, and freight charges for getting the goods to the customer. For manufacturing businesses, the Cost of Goods Sold includes the costs incurred in producing or building a product. For a wholesale business, Cost of Goods Sold are the costs of the goods you purchase for resale. for a distributor business, Cost of Goods Sold are the costs to purchase and distribute goods to the customer.
Overhead Costs or Expenses

Overhead Costs, or Expenses, are fixed costs you have even if you run out of work. Examples include rent, telephone, insurance, and utilities.

Other Income

Other Income is income you earn outside the normal way you do business, including interest income, gain on the sale of an asset, insurance settlement, a stock sale, or rents from buildings you own.

Other Expense

Other Expense is an expense that's outside of your normal business, such as a loss on the sale of an asset or stockbroker fees.

Although you aren't required to use account numbers in your chart of accounts in QuickBooks, your accountant may recommend that you do so. Here are standard chart of accounts number ranges:

10000 - 19999 Assets
20000 - 29999 Liabilities
30000 - 39999 Equity
40000 - 49999 Income or Revenue
50000 - 59999 Job Costs/Cost of Goods Sold
60000 - 69999 Overhead Costs or Expenses
70000 - 79999 Other Income
80000 - 89999 Other Expense

10000 - 19999 Assets
20000 - 29999 Liabilities
30000 - 39999 Capital
40000 - 49999 Income or Revenue
50000 - 59999 Project Costs/Cost of Goods Sold
60000 - 69999 Overhead Costs or Expenses
70000 - 79999 Other Income
80000 - 89999 Other Expense

10000 - 19999 Assets
20000 - 29999 Liabilities
30000 - 39999 Capital (Equity)
40000 - 49999 Income or Revenue
50000 - 59999 Cost of Goods Sold
60000 - 69999 Overhead Costs or Expenses
70000 - 79999 Other Income
80000 - 89999 Other Expense

To turn on the preference for using account numbers

1. Open the accounting preferences.
Loading, please wait . . . 

2. Click the Company Preferences tab.

3. Select the Use account numbers checkbox.

4. (Optional) Select the Show lowest subaccount only checkbox.

Loading, please wait . . . 

5. Click OK.
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Reporting & Financial Statements

Financial statements are developed from the general records.  These statements are used to provide information for preparing tax returns.  It will also help you see the financial condition of your business and identify its relative strengths and weaknesses.  

Balance Sheet

The balance sheet is a financial statement that shows the condition of your business as of a certain date.  It is most effectively done at the end of every month, and your fiscal year end.  The closing balances from your general records will supply you with the information.

The balance sheet can be likened to a still photograph.  It is the picture of your firms financial condition at a given moment and will show whether your financial position is strong or weak.  Examination of this statement will allow you to analyze your business and implement timely modifications.

A balance sheet lists a businesses assets, liabilities and net worth (or capital).  The assets are everything your business owns that has monetary value (cash, inventory, fixed assets, etc.)  Liabilities are the debts owed by the business to any of its creditors.  The net worth is an amount equal to the owners equity.  If a business possesses more assets than liabilities, then its net worth will be positive.  If the business owes more than it assets the net worth will be negative.

Profit & Loss Statement

This financial statement shows your business financial activity over a specified period of time.  Unlike the balance sheet, a profit and loss statement can be likened to a moving picture.  It shows where your money came from and where it was spent over a specified period of time.  You will be able to pick out weaknesses in your operation and plan ways to run your business more effectively, thereby increasing your profits.

A profit and loss statement should be prepared at the close of each month.  The totals from your revenue and expense journal are transferred to the corresponding columns of the profit and loss statement.  Comparison of the profit and loss statements from period to period will reveal such trends in your business as high revenue periods, effective advertising times, increases or decreases in profit margins, and other valuable information.  

Monitoring your performance

It is recommended that you do a monthly balance sheet and profit and loss statement, and these should be evaluated and analyzed to see how your business is performing.  Comparisons of one period with another were already mentioned.  More significant can be comparisons relative to your plan.  I recommend that you do at least a twelve month projection at the beginning of each year, and show your actual monthly profit and loss statements next to budget for each month for easy comparison.  A copy of a monthly Budget vs. Actual Monthly Profit & Loss Statement is included at the end of this Module for your use.  Using this form makes it easy to analyze where you are off your plan.  Being either over or less than plan can be a cause for concern.  Sometimes selling more than planned can be a problem, too.  Do you have the cash to purchase more inventory or fund greater receivables?  Look at the balance sheet in the same way.  Unplanned changes in asset or liabilities can be indicative of a problem.

The Cash Flow Statement

A major cause of business failures is the lack of cash flow.  You can be both profitable and short of cash if you have not planned adequately or your growth is too great.  In the next Module we will go over how to prepare projections, and you should consider operating under a monthly cash flow budget for short term cash management.  This can be done using the Budget vs. Actual Monthly Profit & Loss Statement form which allows you to budget and monitor your monthly cash flow performance.

General recordkeeping schedule

There is a specific order to recordkeeping.  It must be done in a timely manner if the records are to be effective.  Since the two goals of recordkeeping are the retrieval of information for tax reporting and analysis of information for internal planning, your schedule will have to provide for these goals.  When records are not timely, the value of the information becomes less in terms of ability to use for either purpose.  

Recordkeeping Schedule

Daily tasks

· Go through mail and sort according to action
· Unpack and shelve incoming inventory
· Record inventory information
· Pay any invoices necessary to meet discount deadlines
Weekly tasks

· Prepare income deposit
· Enter deposits in Checkbook and/or Revenue & Expense Journal
· Enter sales information in Inventory Record
· Enter weeks checking transactions in Revenue & Expense Journal (if using separate form)
· Record petty cash purchases in Petty Cash Record.  File receipts.
· Pay invoices due.  Be aware of discount dates.  File invoices.
· Enter other purchases (such as fixed assets) in appropriate records.
Monthly tasks

· Balance checkbook and reconcile bank statement.
· Enter interest earned and bank charges in Revenue & Expense Journal and/or Checkbook.
· Total and balance all Revenue & Expense Journal columns.
· Check Accounts Receivables and send out statements
· Prepare monthly Profit & Loss Statement and Balance Sheet
End of year tasks

· Pay all invoices, sales taxes and other expenses that you wish to use as deductions for the current year.

· Transfer twelve monthly totals from Revenue & Expense Journal to the Profit & Loss Statement.
· Prepare the end of year Balance Sheet.
· Set up new records for the coming year.
Record Storage

How long should a business hang on to its financial records?

The rule of thumb is three years, the length of the normal statute of limitations on federal tax returns.  Under certain circumstances, however, it is six, and if you fail to file or there is fraud involved, there is no statute of limitation.

Many Certified Public Accountants suggest these time limits:

THREE YEARS

· Canceled checks and bank deposit slips, expense reports, entertainment records, inventory records.

· Keep employee records for three years beyond the employment period.

· Depreciation schedules, journals and general ledgers should be kept for three years beyond the life of the business.

SIX YEARS

· Bank statements

PERMANENT

· Tax returns, financial statements, contracts, corporate stock records, real estate records

LIFE OF COMPANY

· Minutes of meetings

Employment Laws & Other considerations
PART 1:  The Basics of Employment Law Compliance, by Threshold Numbers of Employees

ALL EMPLOYERS

      Some businesses/organizations may be exempt from provisions of the laws listed under "ALL EMPLOYERS" based on:  the nature of the business/organization; whether it engages in interstate commerce; its annual gross revenues/sales; and/or other factors.  
      Any questions about whether a specific business/ organization does or does not have to comply with a specific law should be addressed to a competent labor law attorney or to the agency that administers the law.  It is recommended that, unless the business/organization has determined through a labor law attorney or the agency that it does not have to comply with a specific law, it should meet the compliance requirements of that law.

· New Hire Reporting (Personal Responsibility and Work Opportunity Reconciliation Act of 1996)

Employers are required to report new hires within 20 days of employment.  In Arizona, new hires must be reported to the Arizona New Hire Reporting Center.  New hires can be reported by sending a copy of the employee’s completed W-4 form or by sending a completed Arizona New Hire Reporting Form.  
For additional information, contact them at: https://newhirereporting.com/az-newhire/default.asp
· Fair Labor Standards Act (FLSA)

The FLSA establishes the minimum wage employers must pay.  Currently, the federal minimum wage is $5.15/hour.  
A poster, "Your Rights Under The Fair Labor Standards Act" must be posted.

Employers are to establish a 168 consecutive hour (7 days x 24 hours/day) work week for purposes of calculating and paying overtime.  Employers are required to pay overtime wages (at a rate of at least 1.5 times the employee’s regular hourly rate) to non-exempt employees for all hours worked over 40 in a work week.  Payment for overtime must be in the paycheck for the work week in which the overtime is worked.  Non-exempt employees are NOT allowed to be given “COMP” time in lieu of  payment for overtime.

· Immigration Reform and Control Act (IRCA)

The IRCA requires that an I‑9 form be completed for each new employee within the first 3 days of employment in order that the employer verify the identity and the employment eligibility of the new employee.  NOTE:  the employee MUST complete Section 1 of the form on his/her first (1st) day of employment.

A "Handbook for Employers" (M‑274, Rev. 11/21/91) is available from the Bureau of Citizenship and Immigration; call 1-800-870-3676.  
The Handbook provides instructions for completing the 1‑9 forms and includes the current (and only acceptable) version (Rev. 11/91) of the I‑9 form.  It also contains copies of documents that are acceptable as proof of identity, proof of employment eligibility, or both.

· Worker's Compensation Laws of the state of Arizona

All employees, whether full‑time, part‑time, or temporary, MUST be covered by worker's compensation insurance.  For specific information regarding the Arizona Worker's Compensation Law and its compliance requirements, contact the Arizona Industrial Commission.  
The State Compensation Fund (SCF) in Arizona was formed to make worker's compensation insurance more available to small companies (since many private insurance carriers do not write policies for small businesses/organizations).  
· Arizona Civil Rights Act (ACRA)

Arizona employers with one (1) or more employees are subject to the sexual harassment provisions of the Arizona Civil Rights Act; so, if a business/organization has one or more employees, its employees have protections from sexual harassment under ACRA.
· Arizona Wage Laws
Arizona employers must designate two or more days in each month, not more than sixteen days apart, as fixed paydays for payment of wages to the employees.  
When an employee is discharged from the service of an employer, he/she must be paid wages due him within three working days or on the next regular payday, whichever is sooner.

Employers may not withhold or divert any portion of an employee's wages unless one of the following applies:

1.   The employer is required or empowered to do so by state or federal law.

2.   The employer has prior written authorization from the employee.

3.   There is a reasonable good faith dispute as to the amount of wages due, including the amount of any 
      counterclaim or any claim of debt, reimbursement, recoupment or set-off asserted by the employer   

      against the employee. 
· Arizona Child Labor Laws
A.R.S. 23-230 to 23-242 provides guidance regarding “Youth Employment”, including the permissible hours of work for youths under the age of 16, prohibited types of work for youth under age 16, and prohibited types of work for youth under 18.
· Wage Payments, Tax Withholdings (Social Security, Medicare, federal income, state income), and Garnishments 
With regard to wage payments, see “Arizona Wage Laws”, above.

With regard to tax withholdings, employers should obtain and refer to Publication 15, “Circular E, Employer’s Tax Guide”, which is available from the IRS website at:  http://www.irs.gov/
With regard to Garnishments, employers should obtain and refer to Publication WH1324, “The Federal Wage Garnishment Law”, from the Wage & Hour Division of the DOL.
· Employee Polygraph Protection Act

The Act restricts the use of polygraphs (which includes lie detector tests, "honesty" tests, and similar tests or activities), except under some very specific conditions and only with the consent of the employee and only if certain procedures are followed and documented.  A poster, "Notice: Employee Polygraph Protection Act", must be displayed. 
· Fair Credit Reporting Act (FCRA)
Background checks/investigations of applicants or employees are considered “consumer reports” under the Act.  Applicants or employees must be given a Notice of the employer’s intention to obtain a “consumer report” and authorize the background check/investigation.  

      A copy of the applicant/employee’s rights under the FCRA (”A Summary of Your Rights Under the Fair 
      Credit Reporting Act”) also must be provided to him/her.  

No adverse employment decision based on the results of the “consumer report” can be made until the applicant/employee is told of the information used to reach the decision and is given the opportunity to correct such information.

· Employee Retirement Income Security Act (ERISA)
Sets standards for employee benefits plans to ensure the equitable character of and financial soundness of such plans.  Sets standards and rules governing the conduct of plan fiduciaries.  Group health insurance plans, profit-sharing plans, 401(k) plans, 403(b) plans, and other such group benefits plans must meet ERISA standards.

· Uniformed Services Employment and Reemployment Rights Act (USERRA)
Identifies the obligations employers have with regard to the hiring of members of the uniformed services, providing benefits to such members during periods of active duty, and the re-employment of such members returning from active duty.

· Fair and Accurate Credit Transactions Act (FACT)

As of June 1, 2005, all employers are required to destroy any document that has personal information on it prior to discarding the document.  Personal information could be a telephone number, address, Social Security number, etc.  

The law requires the destruction — ‘shredding or burning’ or ‘smashing or wiping’ — of all paper or computer disks containing personal information that is ‘derived from a consumer report’ before it is discarded.  This law applies to all employers with one or more employees.

The aim is to protect the public from identity theft, one of the fastest-growing crimes in the United States. Many times personal information is stolen from an employer.  The information comes from the employer’s paperwork, as well as computer database systems.  

Employers have a duty to restrict access to this data as well as properly dispose of (destroy) the information.  Every employer should establish written guidelines for maintaining confidentiality and placing restrictions on access to and use of this information.  The guidelines also should contain provisions regarding data of temporary employees and contract employees.

EMPLOYERS OF 11 OR MORE

· Occupational Safety and Health Act (OSHA)

Employers of 11 or more employees in certain, but not all, Standard Industrial Classification (SIC) codes and employers required by the Bureau of Labor Statistics must keep records of on‑the‑job injuries and illnesses on a calendar year basis and must provide that information annually to the Bureau of Labor Statistics.  
All employers of 11 or more must meet OSHA safety standards, must display the OSHA required poster, and must report any accident that results in one or more fatalities or the hospitalization of five or more employees.

EMPLOYERS OF 15 OR MORE
· Title VII of the Civil Rights Act of 1964; the Civil Rights Act of 1991; and, the Arizona Civil Rights Act. 
These laws prohibit discrimination in any aspect of employment (recruiting, interviewing, selection, compensation, benefits, selection for training, discipline, termination, layoff, etc.) on the basis of race, gender, national origin, creed, or color. The Arizona law prohibits discrimination on the basis of handicap, as well. 
The federal laws require employers to display a notice, "Equal Opportunity Is The Law", which is available from the Equal Employment Opportunity Commission.

The Arizona law requires employers to display a separate, additional notice, "Discrimination Is Prohibited In Employment", which is available from the Civil Rights Division, Attorney General's Office.

NOTE:  Arizona employers with one [1] or more employees are subject to the sexual harassment provisions of the Arizona Civil Rights Act; previously, only employers with 15+ employees were subject to those provisions.

· The Americans With Disabilities Act (ADA)

This law prohibits discrimination in any aspect of employment on the basis of a person being: a) a "qualified individual with a disability"; b) someone with a history of a disability; or, c) someone perceived to have a disability. A "qualified individual with a disability" is one who meets the prerequisite qualifications for a job and who can perform the essential functions of the job, with or without reasonable accommodation.

The "Equal Opportunity Is The Law" poster identified above covers discrimination on the basis of disability; no additional notice or poster is required.  This is a complicated law.  It is recommended that employers who are required to comply with the ADA meeting compliance requirements as quickly as possible and that they get assistance from an experienced human resource professional.

EMPLOYERS OF 20 OR MORE

· Age Discrimination in Employment Act (ADEA)

This law prohibits discrimination in any aspect of employment on the basis of age – defined as age 40 or older. The "Equal Opportunity Is The Law" poster identified above covers discrimination on the basis of age; no additional notice or poster is required.  
· COBRA
The Consolidated Omnibus Budget Reconciliation Act of 1985 (COBRA) allows employees, and their enrolled dependents, who otherwise would lose group health insurance benefits to continue such benefits.  Employers are required to provide an “Initial COBRA Notice” to employees who enroll for group health insurance benefits at the time of enrollment or at the time benefits become effective.  If a spouse and/or dependent children are enrolled, the “Initial COBRA Notice” has to be mailed to them.

At the time of a COBRA “qualifying event”, the “qualified beneficiary(ies)” must be provided with a “COBRA Election Notice” that includes all information necessary for a “qualified beneficiary” to make an election decision.

· Older Workers Benefit Protection Act (OWBPA)

It is basically an amendment to the ADEA that establishes the circumstances under which a “release/waiver of claims” agreement, in which the employee waives his/her rights under the ADEA, is valid when offered, in conjunction with a severance package, to an employee who is being discharged or laid-off or otherwise separated from employment.
EMPLOYERS OF 50 OR MORE

· Family and Medical Leave Act (FMLA) 

The Act requires employers to grant up to 12 weeks of unpaid FMLA leave to employees who are eligible. 
The Act requires employers to display a notice, "Your Rights Under the Family and Medical Leave Act of 1993", which is available from the Wage and Hour Division, U.S. Dept. of Labor.

      NOTE:  The FMLA is a complicated law.  It is recommended that employers who are required to comply 
      with the FMLA get assistance from an experienced human resource professional or employment law 

      attorney.

· Trip Reduction Legislation

Employers in Maricopa County, Arizona, who employ 50 or more employees working at, or reporting to, a single work site must comply with the 1988 Air Quality Bill (ARS 49-581 et seq.).  

For more information about the requirements of employers for establishing a trip reduction program, go to:
http://www.maricopa.gov/envsvc/COMMUNIT/trp.asp
· Arizona Crime Victim Leave Act

Requires employers to provide unpaid “crime victim leave” to employees who is a “victim” of a crime, as defined in A.R.S. 13-4439 or A.R.S. 8-420, in order to attend all court proceedings involving the perpetrators of the crime, including preliminary hearings, trials, and post-trial hearings.

EMPLOYERS WITH 100 OR MORE

· EEO-1 Reporting
Private employers must file an EEO-1 report annually if they are:

· subject to Title VII of the Civil Rights Act of 1964 (as amended by the Equal Employment Opportunity Act of 1972) with 100 or more employees EXCLUDING State and local governments, primary and secondary school systems, institutions of higher education, Indian tribes and tax-exempt private membership clubs other than labor organizations; 

OR 

· subject to Title VII who have fewer than 100 employees if the company is owned or affiliated with another company, or there is centralized ownership, control or management (such as central control of personnel policies and labor relations) so that the group legally constitutes a single enterprise, and the entire enterprise employs a total of 100 or more employees. 

      
For more information or to obtain an EEO-1 Report Form, go to: http://www.eeoc.gov/eeo1survey/
· Trip Reduction Legislation

Employers in Maricopa County, Arizona, who employ 100 or more employees working at, or reporting to, a single work site must meet MORE requirements of the 1988 Air Quality Bill (ARS 49-581 et seq.) than do employers of 50-99 employees working at, or reporting to, a single work site.

For more information about the requirements of employers for establishing a trip reduction program, go to:
http://www.maricopa.gov/envsvc/COMMUNIT/trp.asp
· Worker Adjustment and Retraining Notification Act (WARN)/ Plant Closing Law 
Requires employers to provide early (60 days prior) and written notification to employees when plant closings, layoffs, or reduction of work hours will affect them. Certain terms and conditions apply (number of employees that will be affected, employer size, etc.) and certain exceptions exist based on reason for the actions. If layoffs, plant closings, or reductions in hours worked are anticipated for more than a few employees, the organization should obtain additional information regarding the requirements of the WARN/Plant Closing Law.

Part 2:  Required Notices and Posters, by Threshold Numbers of Employees 

ALL EMPLOYERS (1+ Employees)

· Worker's Compensation Laws, State of Arizona

      "Notice to Employees RE: Arizona Worker's Compensation Law".  Available from your Worker's 
      Compensation insurance carrier, if not insured by the State Fund.

      AND "Work Exposure To Bodily Fluids".  Available from your Worker's Compensation insurance carrier.

· Occupational Safety and Health Act (OSHA)

      All Employers must post either the Arizona OR the federal poster.

      "Safety and Health Protection On The Job".  Available from the Industrial Commission of Arizona. (English 
      and Spanish language versions on the same poster.)  Phone:  (602) 542‑5795 (for poster and the booklet "A 
      Brief Guide to Recordkeeping Requirements for Occupational Injuries and Illnesses" which explains OSHA 
      Form 300 Log recordkeeping requirements.  Also, see the first bullet point, under OTHER COMPLIANCE 
      REQUIREMENTS, on the next page. 
· Unemployment Insurance for Employees

      "Notice To Employees, You Are Covered By Unemployment Insurance".  Available from the Arizona 
      Department of Economic Security.  Phone: (602) 255‑4807; you will need to provide your DES account 
      number.

· Fair Labor Standards Act (FLSA)

      "Your Rights Under The Fair Labor Standards Act" (Minimum Wage and Overtime Pay).  Available from

      the U.S. Department of Labor, Wage and Hour Division; WH Publication 1088, Revised October 1996.  
      Phone:  (602) 514-7100.

· Employee Polygraph Protection Act

      "NOTICE: Employee Polygraph Protection Act".  Available from the U.S. Department of Labor, Wage and 
      Hour Division;  WH Publication 1462, September 1988.  Phone:  (602) 514-7100.

· Immigration Reform and Control Act (IRCA)
      No notice/poster requirement.
· Uniformed Services Employment and Reemployment Rights Act (USERRA)
“Your Rights Under USERRA.”  Available at:  http://www.dol.gov/vets/programs/userra/poster.pdf
· Arizona Civil Rights Act (ACRA)

      NOTE:  Only the sexual harassment protections of the Act apply to Arizona employers with one to fourteen 
      employees.  No notice/poster requirement.
15 OR MORE EMPLOYEES

· Title VII, the Civil Rights Act of 1964; the Civil Rights Act of 1991;  the Americans with Disabilities Act (ADA);  and, the Arizona Civil Rights Act.

      "Equal Employment Opportunity Is The Law";  this poster identifies protections provided by the Civil 
      Rights Act, the Equal Pay Act, the Americans With Disabilities Act, and the Age Discrimination in 
      Employment Act.  Available from the Equal Employment Opportunity Commission.  (Both English and 
      Spanish language versions are available.)  Revised 2/92.  Phone:  (602) 640‑5000.

      AND "Discrimination Is Prohibited In Employment";  this poster identifies protections provided by the  

      Arizona Civil Rights Act.  Available from the Arizona Attorney General's Office, Civil Rights Division.  
      (English and Spanish language versions on the same poster.)  Phone:  (602) 542‑5263.

20 OR MORE EMPLOYEES

· Age Discrimination In Employment Act (ADEA)

      Same poster as for the Civil Rights Acts;  see 15 OR MORE EMPLOYEES, on the previous page.

50 OR MORE EMPLOYEES

· Family and Medical Leave Act (FMLA)

      "Your Rights Under the Family and Medical Leave Act of 1993 ".  Available from the U.S. Department of 
      Labor, Wage and Hour Division;  WH Publication 1420, June 1993.  Phone:  (602) 514-7100.

OTHER REQUIRED NOTICES/POSTERS

· "Notice to Employees Working On Government Contracts".  

Applies to employers with federal government contracts that exceed a certain dollar amount.  Contact the U.S. Department of Labor; Wage and Hour Division.  Phone:  (602) 514-7100.
· Posters/Notices are also required of employers who:

      (a)  anticipate a plant closing or mass layoff that falls under the Worker Adjustment and Retraining Notification Act (WARN)/Plant Closing Act;  (contact the U.S. Department of Labor;  phone:  602-514-7100); OR,
      (b)  are working on federally‑financed construction projects;  (contact the U.S. Department of Labor; phone:  602-514-7100).

COUNTING EMPLOYEES FOR COMPLIANCE PURPOSES

The U.S. Supreme Court says that as long as an employee is on the payroll every day of a calendar week (whether at work or not), he/she is counted as an employee for compliance purposes.  See Walters v. Metropolitan Educational Enterprises, 1997 WL9783 (Supreme Court).

WHERE TO POST

Employment posters/notices must be displayed in areas that employees frequent on a daily basis, such as exits and entrances, by time clocks, and/or lunchroom or break areas.  Companies with large physical facilities should display posters/notices in multiple locations.  If employees work in separate facilities, buildings, or locations, posters/ notices must be displayed in each location, facility, or building.  If employees work on more than one floor/level of a multiple‑story building/facility, posters/notices must be displayed on every floor on which employees work.

Also, to ensure that posters/notices are visible to applicants, a set of posters/notices should be displayed in the 
employment (or reception) area where applicants complete their Employment Application forms.

OTHER COMPLIANCE REQUIREMENTS

· OSHA FORM 300:  LOG OF OCCUPATIONAL INJURIES AND ILLNESSES

Businesses/Organizations in certain Standard Industrial Classification (SIC) codes and employers required by the Bureau of Labor Statistics must keep records of on‑the‑job injuries or illness.

      To obtain a copy of the Log, call the Industrial Commission of Arizona;  phone: (602) 542‑3739.

· IMMIGRATION REFORM AND CONTROL ACT (IRCA)


      The IRCA requires that an I-9 form be completed for each new hire within the first 3 days of employment in 
      order for the employer to verify the identity and the employment eligibility of the new employee. 
      The employee MUST complete Section 1 of the I-9 form on his/her first (1st) day of employment.
      Failure of the employer to properly document the employee’s identity and employment eligibility, using the  

      I-9 form, can result in a penalty of from $100 to $1000 PER VIOLATION.  

      The Handbook for Employers + Forms I-9 (Employment/Eligibility Verification)

      A “Handbook for Employers” (M-274, Rev. 11/21/91) is available from the Bureau of Citizenship and

      Immigration Services forms request line (1-800-870-3676).  The Handbook includes two I-9 forms and 
      provides instructions for completing the forms; most importantly, it includes photographs of the documents 

      that are acceptable for proof of identity, proof of employment eligibility, or both.  

· EQUAL EMPLOYMENT OPPORTUNITY, EMPLOYER INFORMATION REPORT EEO‑1

      Employers with 100+ employees are required to submit an annual EEO‑1 Report.  Obtain an instruction 
      booklet and the EEO‑1 Report form from the Joint Reporting Committee;  phone:  1.866.286.6440.  Or go                            

       to: http://www.eeoc.gov/eeo1survey/index.html
· HAZARD COMMUNICATION STANDARD (HCS)

      To obtain a Hazard Communication Compliance Assistance Guideline and a Compliance Kit, call the 
      Industrial Commission of Arizona;  phone:  (602) 542‑5795.

      To obtain "Hazard Communication:  A Program Guide for Federal Agencies", Material Safety Data Sheets 
      (MSDS's), and related materials, call federal OSHA;  phone:  (602) 640‑2007.
· THE FEDERAL WAGE GARNISHMENT LAW

      To obtain publication WH1324, the Federal Wage Garnishment Law, call the U.S. Department of Labor;  
      phone:  (602) 514-7100.

      If an employee's wages are attached for child support payments, the Wage Assignment Department sends a 
      packet of information to the employer of record.  The packet contains instructions and directions for 
      withholding and submitting payments.
· NEW HIRE REPORTING (PERSONAL RESPONSIBILITY AND WORK OPPORTUNITY

      RECONCILIATION ACT OF 1996)

      Employers are required to report new hires within 20 days of employment.  In Arizona, new hires are 
      reported to the Arizona New Hire Reporting Center.  New hires can be reported by sending a copy of 
      the employee’s completed W-4 form OR by sending a completed Arizona New Hire Reporting Form.  

      For further information, call:  (602) 340-0555.
· FAIR CREDIT REPORTING ACT (FRCA)

      Employers who obtain or wish to obtain background investigation reports (“consumer reports”) about 

      applicants or employees (e.g., reference checks, credit checks, felony conviction checks, etc.) through an 
      outside agency/firm or using consumer reporting services must comply with the FCRA.  Applicants or 
      employees must be provided with a written disclosure Notice and must sign the Notice before the  

      “consumer report” is conducted.  
      A copy of the “consumer report” must be given to the applicant or employee if it is the basis of an adverse 
      employment action (e.g., not hiring an applicant, taking disciplinary action against an employee, discharging 
      an employee, etc.) along with a copy of ”A Summary of Your Rights Under the Fair Credit Reporting Act.”
Part 3:  Human Resource (HR) Forms and Recordkeeping Documents

    This part identifies the forms and documents needed to conduct appropriate human resource activities and to keep adequate employment records in each employee's personnel file. It is recommended that employers create and maintain a personnel file for each employee. The file should, at least, include the documents listed below.

· Tax withholding forms.

Keep the original federal (W‑4) and state (A‑4 in Arizona) forms in the personnel file. From time to time, the employee may wish to change information (address, number of exemptions). 
· Employment Application.

A completed and signed Application, which should be obtained prior to interviewing, should be kept in the personnel file of the person hired. If the applicant attached a resume to the Application form, keep it attached to the Application. If the applicant provided a resume prior to or after the Application form was completed, attach it to the Application form.

Applications of those not hired should be filed, in case you need them at a later date. Applications of those not hired should be shredded after approximately 18 months.  NOTE: the recordkeeping requirement is 12 months; but, employees can file EEOC charges up to 300 days following an alleged discriminatory event.  So, it is wiser to keep the applications for the longer period.

· Telephone Reference Check

For each reference called, a Telephone Reference Check form should be completed. The goal is to obtain as much information as possible or (to protect against negligent hiring) show that an attempt was made to obtain information but was unsuccessful. Completed forms should be attached to the Application form of the person about whom the call is made.
· Form I‑9, Employment Eligibility

The completed and signed I‑9 form for each employee should be filed separate from the personnel file. It is recommended that all I‑9 forms be kept together in a separate file, so Immigration and Citizenship Enforcement (ICE) will not have access to personnel files if they conduct a field audit to inspect and verify I‑9 forms. 

      For current employees, the forms should be filed by hire date.  As employees leave the organization, their 
      forms should be filed by termination date.  Periodically, the forms of terminated employees should be 
      reviewed.   

      Forms that are no longer required to be produced (one year from the termination date or three years from the 
      hire date, whichever is longer) can be shredded.
· Employee Data and Whom To Notify In Case of An Emergency Form

This form collects data needed to meet payroll and recordkeeping requirements and should be kept in the personnel file. As necessary, the employee should update this form so that address, phone number, and who to notify in case of an emergency is always current. As new, updated forms are filed, the old ones can be destroyed.

· Confidential/Proprietary Information Agreement
Each employee should be required to sign such an Agreement to agree not to divulge or disclose confidential/ proprietary information obtained while an employee either while employed or following termination of employment. The signed original of the Agreement should be kept in the personnel file.
· Covenant Not‑To‑Compete Agreement
Key employees should be required to sign such an Agreement to agree not to compete against the company either while employed or for a time period following termination of employment. The signed original of the Agreement should be kept in the personnel file.

· New Employee Orientation Checklist

This form provides a checklist of the forms each employee is to complete during the first few days of employment, information that the employee is to receive regarding the company and its products or services, materials or documents the employee is to be given, and other related actions. At the conclusion of the orientation period, the employee signs that all of the information was presented, all of the forms were completed, and all of the materials received. The signed original of this form should be kept in the personnel file.

· Performance Management (Performance Evaluation) Form

Periodically, the performance of each employee should be evaluated on a performance management form. The employee's manager or supervisor who conducts the evaluation then meets with the employee to discuss which performances need to be improved (because of deficiencies) and which need to be continued (because they meet or exceed expectations). The signed originals of each form should be kept in the personnel file. Previous form(s) should not be discarded when adding the most current one.
· Timekeeping Records

Two types of records are typically used to record the hours worked by non‑exempt employees: one for payroll periods that are every two weeks (bi‑weekly payroll) and one for payroll periods that are twice per month (semi‑monthly).

The Fair Labor Standards Act (FLSA) requires employers to establish a 168 hour workweek (24 hours x 7 days) and requires that employers keep records of the hours worked by non‑exempt employees (whether paid hourly or by salary) in each workweek.

NOTE:  if a semi‑monthly payroll period is elected, the calculation of over‑time must still be for the workweek. Thus a single workweek, depending upon when the first and last days of the payroll period fall, may include some days in two payroll periods. To ease the calculation of overtime pay, many employers use a bi‑weekly payroll period (two workweeks in one payroll period) so that recordkeeping and overtime calculations are easier.

The signed originals of time‑keeping records should be kept in a separate file, by payroll period. These records are required to be available to the U.S. Department of Labor, Wage and Hour Division, for inspection for at least the past 3 years. It is suggested that records over 2 years old be stored, rather than filed.
· Other Forms

There may be other forms or documentation that an organization should use or might be required to use, depending upon the kind of organization, the number of employees, and the employment laws with which an organization has to comply, in order to meet recordkeeping/documentation requirements.  

NOTE:  EXHIBIT 3 provides information about the retention requirements for forms/records/documents.

PART 4:   FAQ’s regarding HR Issues and Employment Laws

1.   Who is an employee and who is an independent contractor?

The Internal Revenue Service (IRS) has begun a very serious effort to determine whether workers declared as independent contractors are instead employees.  Employers who have paid workers as independent contractors (gross wages without withholding for taxes) in order to avoid the employer's FICA contribution and federal Unemployment Tax are being assessed the amount of the FICA and unemployment taxes that should have been paid, plus interest and penalties, by the IRS.

Read EXHIBIT 1, “Employee Or Independent Contractor Relationship?”.  Your answers to the questions in that document will help you determine whether a worker is an employee or an independent contractor.          If, after answering the questions, you are still uncertain whether a worker is an employee or an independent contractor, you may want to obtain a form SS‑8 from the IRS or contact an employment law attorney for further assistance.
      For additional information about who the IRS considers to be an employee or an independent contractor, go 

      to:  http://www.irs.gov/govt/fslg/article/0,,id=110344,00.html.  At that site, you should also click where it 

      says, “See Publication 15-A, Employer’s Supplemental Tax Guide, for more information.”
2.   What is the difference between hourly and salary, between exempt and non‑exempt employees?

The Fair Labor Standards Act (FLSA) defines employees as exempt from the overtime payment provisions of the Act or non‑exempt from the provisions of the Act. Non‑exempt employees can be paid either hourly or by salary.  NOT ALL EMPLOYEES PAID ON A SALARY BASIS ARE EXEMPT; JUST BECAUSE AN EMPLOYEE RECEIVES A SALARY DOES NOT MAKE HIS/HER JOB POSITION EXEMPT FROM OVERTIME.  To be exempt, jobs also must meet the fixed salary level test AND a job duties test.

Exempt employees are those who meet the FLSA job duties test for: Professionals, Outside Sales Persons, Executives, or Administrative category.  Exempt employees do not have to be paid overtime for hours worked that exceed 40 hours in a workweek.


ALL EMPLOYEES IN NON-EXEMPT JOBS MUST BE PAID OVERTIME FOR THEIR HOURS WORKED THAT EXCEED 40 HOURS IN A WORKWEEK, WHETHER THEY ARE REGULARLY PAID HOURLY OR BY SALARY.

The Act requires employers to establish a consecutive 168 hour period (7 days x 24 hours/day) as a workweek.  The workweek may begin on any day and at any time of the day.  (Employers often start the workweek at 12:01 a.m. each Monday and end the workweek at 12 midnight the following Sunday.)  Non‑exempt employees must be paid overtime for all hours worked over 40 in the workweek.  For hourly employees, payment must be at least 1½ their regular hour rate for overtime hours.  Non‑exempt salaried employees must, in addition to their regular salary, be paid at least ½ times their hourly equivalent rate for overtime hours. 

Payment for overtime must be made with the paycheck for the payroll period in which the overtime was worked.  COMP TIME (COMPENSATORY TIME OFF) CANNOT BE PROVIDED TO NON‑EXEMPT EMPLOYEES IN LIEU OF PAYMENT FOR OVERTIME.  AN EMPLOYER CANNOT REDUCE THE NUMBER OF HOURS AN EMPLOYEE WORKS IN A SUBSEQUENT WORKWEEK TO "make‑up" FOR OVERTIME WORKED IN A PREVIOUS WORKWEEK.  E.g., if Joe works 50 hours in workweek A and 30 hours in workweek B, he has to be paid overtime for the 10 hours of overtime in workweek A even though he is only paid for the 30 hours worked in workweek B; if the payroll period covered workweeks A + B, Joe would be paid the equivalent of 85 hours:  40 + (10 x 1.5 = 15) + 30. It would be a violation of the FLSA to only pay Joe a combined 80 (50 + 30) hours in a payroll period that covered weeks A + B.

The DOL implemented new regulations that became effective on August 23, 2004.  The minimum salary level for Exempt employees will increase to $455/week.  For further information, go to:  

      http://www.dol.gov/esa/regs/compliance/whd/fairpay/main.htm and read the Fact Sheets.

A number of free publications regarding the FLSA are available from the Wage and Hour Division, U.S. Dept. of Labor (602‑514-7100).  Questions regarding who is an exempt employee or a non‑exempt employee, definitions of hours worked or not worked for calculating overtime, record keeping requirements, etc. will be answered by the Wage and Hour Division publications or by calling them.

3.   How often and when do I have to pay employees?

The Arizona Wage Claims Statute (A.R.S. 23-351) states that employees must be paid at least twice monthly;  so, you can pay weekly, bi‑weekly, or semi‑monthly.  You can withhold up to 5 days' wages; meaning that the pay day can be up to a week (5 working days) following the end of the payroll period.

Employees who quit or resign can be paid on the normal pay day following their last day of employment; you have the option of paying sooner.

Employees who are discharged (involuntary termination) must be paid within 3 working days or on the normal pay day following discharge, whichever is sooner.

You must withhold (payroll deduct) for certain taxes (Social Security, Medicare, federal withholding, and AZ withholding).  You may make other payroll deductions, such as for health insurance, uniforms, purchases of company products, etc., only when the employee has provided written authorization to do so.  You must withhold for garnishments, tax liens, or other court ordered deductions.  You cannot withhold from payroll any amounts for tools, keys, equipment, or other lost or non‑ returned items, unless you have a signed document from the employee authorizing such a deduction.
Publication WH 1324, “The Federal Wage Garnishment Law”, is available from the Wage and Hour Division (602-514-7100), if you have questions regarding how to comply with garnishments, tax liens, or child support orders. 

4.   Do all my employees have to be age 18 or older?

No.  However, the state of Arizona has youth employment (child labor) laws (A.R.S. 23-230 through 23-242) that restrict the hours an underage (under 18) child can work.  Also, the federal and Arizona Occupational Safety and Health Acts (OSHA) restrict the kinds of jobs and work activities that an underage child can perform.

No one under 14 can be employed during school hours.  No one under 16 may be employed before 6 a.m. or after 9:30 p.m., except newspaper carriers;  employees under 16 cannot work more than 3 hours per day or 18 hours per week while school is in session if they are enrolled in school OR more than 8 hours per day or 40 hours per week if they are not enrolled in school.  No one under 16 may be employed in solicitation sales or door‑to‑ door deliveries after 7 p.m.

5.   Do I have to insure all of my employees?

All employees must be provided worker's compensation coverage, paid in full by the employer, according to the Arizona Worker's Compensation Law.  The Industrial Commission requires all employers who have employees to post two notices:  "Notice to Employees RE: Arizona's Worker's Compensation Law"; AND, "Work Exposure to Bodily Fluids".  Both are available from your worker's compensation insurance carrier.

Medical, life, dental, disability, or other similar types of insurance are NOT required by law at this time.

General liability, vehicle liability, and others types of insurance coverage for one or more employees may be a wise decision, but are not necessarily required.

6.   What is “Unlawful Harassment”?
      The EEOC’s guidelines regarding harassment state that ALL forms of harassment will be subject to its 

      guidelines:  sexual harassment or harassment based on the person’s race, gender, age, color, national origin, 
      disability, religion.

      If a tangible employment action occurs against an applicant or an employee, the employer will ALWAYS
      LIABLE; the employer cannot present an “affirmative defense.”

      A tangible employment action against an applicant or employee is an adverse employment-related decision   

      toward the person.  Such actions could include:  not hiring; unwelcome transfer; disciplinary actions; etc..
      The components of an affirmative defense are:  that the business has and enforces a policy against 
      harassment; and, that the victim failed to use the complaint process provided in the policy.
7.   What do I need to know about OSHA?
      Effective January 1, 2002, OSHA requires that:  each recordable on-the-job injury/illness be reported via a 

      form 301; the annual recordkeeping of recordable injuries/illnesses to be kept on a form 300; and, the annual 

      summary information of recordable injuries/illnesses for the previous calendar year (from the form 300) be 

      displayed on a form 300A from February 1 – April 1.

      For further information, go to:  http://www.osha.gov/recordkeeping/index.html
8.   When are I-9 (Employment Eligibility Verification) forms supposed to be completed?
      EVERY employee must complete Section 1 of a form I-9 on his/her FIRST day of employment.  The  

      certification (Employer) section can be completed within 3 business days of employment.

      The penalty, PER FORM, for recordkeeping violations of I-9 forms ranges from $100 to $1000.  Most 
      employers have forms that are incorrectly completed, incomplete, and/or lacking required data.  

      The penalty for knowingly hiring an illegal alien starts at $10,000 with a minimum 6 month jail sentence.
      For further information, go to:  http://uscis.gov/graphics/services/employerinfo/index.htm
9.   Do I have to provide employees Break Periods and/or Meal Periods?

      Neither the federal government, nor the state of Arizona, have statutes regarding employers providing meal 

      and/or break periods.  Therefore, each employer can set its own policy about meal and/or break periods.  

      The FLSA states that in order for a meal period to be unpaid for an employee in a non-exempt job position, 

      it must be at least 30 minutes of uninterrupted time away from work duties/responsibilities.  So, allowing a 

      non-exempt employee to sit at his/her desk or work station during a “meal period” could result in the “meal 

      period” being time worked, for purposes of the FLSA and calculating overtime, if the employee performed 

      any work during that “meal period”.  Any work could be just answering the employer’s phone or doing some 

      job/work-related research on the internet or answering questions from customers or co-workers.

10. Can job offers be made verbally?  Or, should they be in writing?

      While offers can be made verbally, it is better to make them via an offer letter.  The offer letter should state

      the agreed upon job title and starting wage/salary.  The letter should include a statement that it is contingent 

      upon ALL of the contingencies listed in the letter.  Thus, if the applicant signs the offer letter, he/she has 

      agreed to accept the contingencies.  

      Contingencies upon which an offer is based and that should/could be listed include, but are not limited to,  

      that:

· the employee provide proof of identity and proof of employment eligibility and properly complete a form I-9 on his/her first day of employment; 

· the employee sign on his/her first day of employment a Confidential Information Agreement; if this is a 


contingency, a copy of the Agreement should be included with the offer letter so the applicant can read/


review the Agreement before being required to sign;

· the employee provide a copy of his/her current driver’s license and MVD report, if he/she will be driving on company business;

· and/or similar such contingencies.

      The offer letter should include language that the applicant, if he/she signs the letter, attests that he/she is not 

      under a “covenant not to compete agreement” with a former employer and that he/she will not bring 

      materials, files, documents, or other information from a previous employer that would be in violation of a 

      “Confidential Information Agreement” with a former employer.

      Also, the offer letter should identify the process by which a signed copy is presented to the employer and the 

      date and deadline at which the offer, if not accepted, is void.

11. Can we drug test employees?  Applicants?

      Yes.  Arizona has a drugs/substances statute that is favorable toward an employer, provided the employer

       has a written drugs/substances testing program that meets the statutes.  Having a written policy that meets 

      the Arizona statutes allows an employer to: terminate an employee who refuses to provide a specimen for 

      testing or who tests positive and to receive a discount on worker’s compensation insurance costs.  

      When a drugs/substances testing policy that meets the Arizona statutes is in place, employees who refuse to 

      consent to provide a specimen or who test positive will be disqualified from receiving unemployment 

      insurance benefits.  

      For additional information, see EXHIBIT 2. 
12. Must employees received accrued/earned vacation pay when they quit, resign, or are fired.

      Yes.  In Schade v. Dietrich, the Arizona Supreme Court ruled that vacation pay is “wages.”  And, the   

       Arizona Revised Statutes (ARS Title 23, Chapter 2, Article 7, Payment of Wages) requires the payment of 

      “wages” on the next regular payday (if the person quits or resigns) or within 3 business days (if the person is 

      discharged).  

      To not pay vacation pay could result in a penalty equal to three (3) time the amount owed the employee.

13. Are all employees eligible for FMLA leave?

      No.  To be eligible for FMLA leave, an employee must work for a business that has 50+ employees.  In     

      addition, the employee must have:

· worked for the business at least 12 months, even if not consecutively;

· worked at least 1250 hours during the 12 months, rolling backward from the date that FMLA leave, if granted, would begin; and,

· work at a site/facility where within a 75 mile distance there are 50+ employees.

14. We receive mailings about ALL-IN-ONE, 5-in-1, or 6-in-1 posters.  Should we purchase those?

      The advantages of such posters are that they are laminated and require less wall space than the space required 

      of the individual posters.

      One disadvantage are that you are paying for notices/posters that can be obtained for free from the appropriate           state or federal agency.  Another is that the workers compensation insurance notice will not include the name and address of your workers compensation insurance carrier or the policy number; all of that information is required, by law, to be on the notice/poster.

      The major disadvantage of purchasing such posters is the risk of having to comply with a law with which your business would otherwise not be required to comply.  For instance, the ALL-IN-ONE, 5-in-1, and 6-in-1 posters include the FMLA poster.  If your business is under 50 employees, but posts the notice, it will have accepted responsibility to comply with FMLA since it notified employees of their rights to FMLA …. Ooops!

It is recommended that you review the required notices and posters, by threshold numbers of employees (see PART 3, page 10), and post only those you are required to display.

15. What questions can or cannot be asked during an employment interview?

      Questions that are considered to be discriminatory (the answers to the questions could result in discrimination against the applicant) are unlawful and should not be asked.

      Questions that are job-related and that will allow you to assess how well the person could perform the job are lawful and may be asked.

      See EXHIBIT 4 for further information.

16. What is “negligent hiring”?

When an employer hires someone into a position where it is foreseeable that the employee could do harm to the public and the employer does not complete an adequate background check and the employee does do harm to the public, the employer can be liable under the legal theory of “negligent hiring.”

      For instance, if a company has employees who install appliances, who deliver furniture, or who otherwise are in a customer’s home and the employee commits an act of violence toward the homeowner, or steals, or rapes, and the company did not conduct a thorough background check, and the employee has a history of such acts, the employee probably will face a claim of “negligent hiring.”

The most common risk for employers is with employees who drive on company business.  If an employee drives on company business and his/her driving record shows a history of speeding, moving violations, running stop signs or red lights, and the employee is involved in an accident while driving on company business, the business will probably face a claim of “negligent hiring.”  See EXHIBIT 5 for further information.

Employers who have questions or who want assistance with complying with any of the employment laws listed above should contact an experienced human resource professional or a competent employment law attorney.
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ACCOUNTING SYSTEMS & POLICIES

Policy #1:  Accounts Payable

PURPOSE:

It is the policy of this company to establish and preserve good working relationships with our vendors.  We expect quality services and products from them; likewise they expect courteous treatment and timely payment from our company.

GUIDELINES:

1. Purchasing Supplies:

a. It is the office manager’s responsibility to ensure the company has enough supplies and copies of forms for our daily use.

b. It is the financial manager’s responsibility to ensure the company has enough billing forms from contracts and private insurance companies.

c. Copies of forms can usually be made at the office copier.

d. An employee/staff member may make purchases for supplies up to $50 without pre-approval.

e. Any purchase more than $50 must pre-approved by the owners/directors.  The owners/directors will make the majority of the company’s purchases.

f. If an employee/staff member uses his/her own money to buy supplies, he/she may be eligible for company reimbursement.  However, the purchase must be pre-approved (if over $50) by the owners/directors and the purchase should be submitted for reimbursement along with receipt according to the company’s reimbursement policy.

g. If an employee/staff member receives a delivery of any goods or supplies, he/she should forward any packing slips or billing information to the administrator that day.

h. Company letterhead, stationary, stamps, delivery services or other supplies are for business use only.  Employees/staff members are not to use these for personal use.

2. Service and Products:

a. If an employee/staff member notices a problem with any goods or services received, that employee/staff member should contact the administrator.

b. No employee/staff member should attempt to repair any machines or equipment unless they have been trained to do so.

c. The administrator will handle correspondence with vendors regarding the services or product.

3. Invoices and Payment:

a. It is the office manager’s responsibility to present accounts payable to the administrator; after all supporting documentation (receipts, invoices, etc.) has been collected.  Venders are paid according to due dates.

b. Accounting is done on cash rather than accrual basis.

c. After expenses are approved, the office manager will draft checks for the owner/directors to sign.

d. Only the owners/directors of the company have check /debit signing authority.

e. Disbursements and tax/payroll liabilities are paid the month they are due.

f. Cash is used to pay for set expenses, such as payroll, office, travel and taxes.

g. The financial manager assigns accounts payable to the appropriate expense account using the company’s chart of accounts in QuickBooks.  The chart of accounts is set up by the administrator.

h. The company checking account is reconciled monthly by the administrator and the financial manager.

i. The company’s CPA firm assists in preparing and filing year end corporate tax returns.

j. The administrator is responsible for bank relationships and issues regarding vendors.

Policy #2:  Budget & Cost Containment

PURPOSE:

The budget is designed to project income and estimate expenses for the company.  It is the responsibility of each owner/director to keep within the budget guidelines.

GUIDELINES:

1. Developing the Budget:

a. In the last quarter of each year, the owners/directors of the company shall create a budget for the following year.

b. The budget shall be developed based on trends and anticipated changes  in expenses and/or income.  

c. Review any renewals of existing contracts from other entities for possible increases in rates for professional services.

2. Monitoring the Budget:

a. The general policy of this company is to ensure major expenditures do not exceed the amount budgeted each year.

b. The owners/directors of the company are responsible for managing budget control and preparing the company’s finance reports.

c. Each staff position is developed at the time the budget is approved.  If it becomes necessary to increase staffing, the owners of the company will make the appropriate budget adjustments to accommodate new staff.   

d. The financial manager of the company will create monthly status reports to monitor all expenditures and will provide a copy of said report to the owners/directors for review.

3. Cost Containment:

a. The financial manager is responsible for data input of accounts payable and the office manager is responsibility for issuing accounts payable checks after approval of the Administrator.  

b. Expenses not in yearly budget must be approved by the owners/directors of the company before being incurred.

c. All major purchases made by the company must follow the company’s purchasing policy.

d. Expenses incurred by employees/staff members for reimbursement over $50 must be pre-approved by owners/directors of the company and must be for office supplies only.

e. Disbursements and tax liabilities are to be paid the month they are due.

f. Disbursements must be supported with documentation such as, receipts, statements, reimbursement requests or invoices.

g. Only the owners/directors of the company have check signing/debit authority.

h. The owners/directors of the company allocate expenses to the proper accounts using the company’s chart of accounts.

i. The company maintains proper documentation for the time periods required by the IRS and contract guidelines.

j. Cash is used to pay for set expenses such as rent, utilities, office supplies, payroll and taxes.

k. Each owner/director is required to control costs by:

i. Reviewing trends in labor costs.

ii. Keeping overtime costs to a minimum.

iii. Train employees to reduce errors and rework.

iv. Providing employee annual reviews to insure best job performance.

v. Consistent review of purchases to avoid errors and unnecessary purchases.

Policy #3:  Cash Flow Management

PURPOSE:

Cash flow management is intended to monitor, analyze and adjust the cash flow of the company.     Cash flow management is important to project our company’s cash inflows and outflows in order to predict the ability of our company to have the necessary cash to pay our expenses or provide for expansion.  Our main source of income is based on the billings we generate for services each month.  It is important that we provide documentation to support those services as well.

GUIDELINES:

1. Billing Statements:

a. Staff members will maintain daily session billing sheets on the company’s standardized form for services rendered to clients. 

b. Each month, the financial manager will generate billing statements and any required documentation for services provided.  Billing statements will be created using the format designated by each contract, private insurance company, and self-pay client.

c. The Owner/Director of the company will review billing statements.  The Owner/Director’s signature will be obtained on billing statements before they are sent.

d. Monthly billing statements will be distributed to all billed entities no later than 5 days after the billing cycle ends (last day of each month).

e. If a payment is required at the time services are provided, the company issues the client a receipt for payment made.

2. Receipt of Payments:

a. Invoices and/or contracts will contain a net-30 day provision unless other arrangements are made.

b. Mail is reviewed and payments are processed daily.

c. Checks payable to the Company will be stamped with the company’s endorsement stamp.

d. A receipt with name, date, type of service and amount will be issued at time of cash payment.

e. Cash and checks will be kept in a secured cash box in a locked office.

f. Amount of payment will be verified with original billing statement and any discrepancies referred to the Administrator.

g. Payments are to be deposited no later than 3 days after received.

h. The financial manager will maintain records of all receivables.

i. The Administrator will review receivables.

j. The Administrator will follow up on any statements unpaid after 30 days.

k. The Administrator is responsible for all reminders, adjustments, or collections regarding payment to the company.

3. Bank Reconciliation:

a. The Administrator and financial manager will reconcile the company’s account each month, signing and dating the original statement to be filed.

4. Cash Flow Analysis:

a. The owners/directors of the company will project the company’s cash needs at the beginning of each month.

b. Payment of expenses will be decided by due dates to prevent late fees and take advantage of early payment discounts.

c. If actual or anticipated expenses exceed cash on hand, a plan will be reviewed by the owners/directors of the company to determine the probability of additional income, delay payment, release company reserves from other sources or explore alternatives.

d. If there is an excess of cash on hand, the owners /directors of the company will review and come to an agreement whether to purchase additional supplies, inventory or equipment or invest the cash in short term investments, keeping in mind the company’s needs.

Policy #4:  Reimbursements

PURPOSE:

Any employee/staff member required to travel or incur other expenses on behalf of the company will be reimbursed for expenses according to government guidelines and company policy.

GUIDELINES:

1. Mileage:

a. Travel by personal vehicle for approved business will be reimbursed at the contract rate $0.445 per mile.

b. In order for an employee/staff member to be eligible to be reimbursed for mileage, they must have a current, valid driver’s license and proof of current insurance coverage in line with Arizona law.

c. Employees/staff members who attend company events or company meetings are not eligible for reimbursement for mileage for such instances.

d. The cost for travel to and from the company’s office is not eligible for reimbursement.

2. Business Travel:

a. All business travel must be pre-approved by the owners/directors.

b. The company will pay for meals if traveling over night on company business up to per diems shown by General Services Administration web site http://www.gsa.gov/Portal/gsa/ep/contentView.do?contentId=17943&contentType=GSA_BASIC. 

c. If employees/staff members travel on business and are away from home overnight, the company will reimburse lodging if the distance traveled one way exceeds 100 miles.  Accommodation rates have to be preapproved by the owners/directors before reservations are made. 

d. The company will not reimburse personal expenses such as personal phone calls, repairs of personal vehicles, or purchases of personal items such as, entertainment, alcoholic beverages, etc. 

e. Travel by any other means, such as a rental car, taxicab, plane, etc. must be pre-approved by the owners/directors.

f. It is the employee’s/staff member’s responsibility to pay for any tickets, traffic violations, damage or accidents incurred during travel for company business.

3. Reimbursement Instructions:

a. An employee/staff member may make purchases for supplies up to $50 without pre-approval.  Any purchases of more than $50 must be pre-approved by the owners/directors.

b. To be reimbursed, an employee/staff member must:

i. Provide original itemized receipt(s)

ii. Obtain Director approval; and

iii. Submit to Administrator within 30 days.

c. The Administrator will review before payment is made.  The owners/directors reserve the right at all times to determine what expenses are reasonable and to deny reimbursement for expenses not pre-approved, expenses not considered business expenses according to good accounting standards, and expenses not covered or intended to be
