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Wage and hour litigation spiked in 2009 -- and is a trend that is expected to continue through 2010. In 2009, new Fair

Labor Standards Act (FLSA) cases jumped by 19% over the previous year. In addition to the rising trend in FLSA

litigation, there has also been a surge in enforcement of wage and hour laws by the government. Indeed, the latest

budget proposal from the Obama administration seeks $244 million for the United States Department of Labor's

(DOL) Wage and Hour Division, an increase of almost $20 million from the prior year, which includes funding to hire 90

investigators, thereby stepping up enforcement efforts.

In light of this increased attention from the DOL, employers need to ensure that their exempt employees are properly

classified and are not being subject to improper pay deductions. Generally, an exempt employee must be paid a fixed

salary of at least $455 per week, regardless of the number of hours worked. Deductions may not be made for the

quality or quantity of their work. The regulations spell out which deductions are appropriate for exempt employees

and which are not. There are seven exceptions to this "no pay-docking" rule under which deductions from an exempt

employee's salary are permitted.

(1) Deductions from pay may be made when an exempt employee is absent from work for one or more full days for

personal reasons, other than sickness or disability. Thus, if an employee is absent for two full days to handle personal

affairs, the employees salaried status will not be affected if deductions are made from the salary for two full-day

absences. However, if an exempt employee is absent for one and a half days for personal reasons, the employer can

deduct only for the one full-day absence.

  Note that the employee's decision to take time off must be completely voluntary and not "occasioned by the

employer or by the operating requirements of the business."

  There can be no deductions for half-day or partial day absences for personal reasons.

  Employers may require an employee to take vacation or use paid time off (PTO) to cover half or partial day absences.

If the employee has exhausted PTO and takes the half or partial day absence anyway, no deduction may be taken

from the exempt employee's salary, but the employee would be subject to the employer's absenteeism and discipline

policy.

(2) Deductions from pay may be made for absences of one or more full days occasioned by sickness or disability

(including work-related accidents) if the deduction is made in accordance with a bona fide plan, policy or practice of

providing compensation for loss of salary occasioned by such sickness or disability (i.e. a short term disability plan or

workers' compensation insurance). The employer is not required to pay any portion of the employee's salary for

full-day absences for which the employee receives compensation under the plan or for the initial waiting or
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qualification period. For example, if an employer maintains a short-term disability insurance plan providing salary

replacement for 12 weeks starting on the 4th day of absence, the employer may make deductions from pay for the 3

days of absence before the employee qualifies for benefits under the plan and for the 12 weeks in which the employee

receives salary replacement benefits under the plan.

(3) While an employer cannot make deductions from pay for absences of an exempt employee for jury duty,

attendance as a witness or temporary military leave, the employer can offset any amounts received by an employee

as jury fees, witness fees or military pay for a particular week against the salary due for that particular week without

loss of the exemption.

(4) Deductions from pay of exempt employees may be made for penalties imposed in good faith for infractions of

safety rules of major significance.

(5) Deductions from pay of exempt employees may be made for unpaid disciplinary suspensions of one or more full

days imposed in good faith for infractions of workplace conduct rules. Such suspensions must be imposed pursuant

to a written policy applicable to all employees.

(6) An employer is not required to pay the full salary in the initial or terminal week of employment. Rather, an employer

may pay a proportionate part of an employee's full salary for the time actually worked in the first and last week of

employment.

(7) An employer is not required to pay the full salary for weeks in which an exempt employee takes unpaid leave under

the Family Medical Leave Act (FMLA). Rather, when an exempt employee takes unpaid leave under the FMLA, an

employer may pay a proportionate part of the full salary for time actually worked. For example, if an employee who

normally works 40 hours per week uses four hours of unpaid leave under the FMLA, the employer could deduct 10

percent of the employee's normal salary that week.

This is one instance where a deduction for a partial day absence is permitted for exempt employees.

If an employer has a practice of making improper pay deductions, the exemption is lost. The regulations, however,

provide a safe harbor for employers in this area. Specifically, employers who have a written policy which contains a

procedure for reporting and investigating improper pay deductions may avoid jeopardizing employees exempt status

so long as the employer promptly reimburses employees for the improper deductions and makes a good faith

commitment to comply with the FLSA in the future.
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