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Section 5: Paying The Employee
July 20, 2017

 How often employees must be paid by employer. pg. 5-2 through 5-5

 How employees get paid when they separate either through discharge, 
layoff, or resignation. pg. 5-5 through 5-8

 Method or media used to pay employees – includes cash, check, direct 
deposit, or paycard. pg. 5-8 through 5-30

 All 50 states and the District of Columbia either expressly allow by law or 
regulation the payment of employees by cash or check or who do not have 
a law or regulation of the method of payment (ie.AL or NE). They generally 
require that the employees be able to cash their paychecks at face value 
without a charge or discount by the financial institution.  pg. 5-9

State Laws Usually Determine:

State Laws Usually Determine:
(con’t)
 State-by-State Pay Frequency Requirements – The FLSA does not regulate 

how often employees must be paid by their employer or how soon they 
must be paid after performing services. (See section 2.1 for an exception to 
this general rule)  Nearly all the states regulate the timing of the of wage 
payments in some fashion.

 It is up to each state to determine what information must be included on an 
employee’s pay stub or statement. Some of the items required are: Gross 
earnings, Hours worked, Tax withholdings, Other deductions from pay, and 
Pay period dates. Table 5.5 on pg. 5-31 through 5-33

 States regulate wages owed to deceased employees; in terms of who the 
wages may be paid to, how much may be paid before administration of the 
deceased employee’s estate, and what conditions must be met before 
payment can be made. Table 5.7 pg. 5-36 through 5-39
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EFT eliminates:

 Lost or stolen paychecks
 Unclaimed or uncashed paychecks 
 Employee taking time off to cash checks
 Storage of cashed checks and related 

documents
 Early preparation of vacation checks

Electronic Funds Transfer (EFT)

Direct deposit is the automatic deposit of an 
employee’s pay into employee’s checking 
and/or savings account at a financial 
institution (bank, savings and loan, or credit 
union).

Direct Deposit Definition

 The employer prepares an automated file of employee 
direct deposit records indicating where the employees’ 
pay is to go.

 This file is sent to a financial institution with the ability to 
process the file known as Originating Depository 
Financial Institution (ODFI)

 The ODFI checks the file for correctness and then sends 
the file to the Automated Clearing House (ACH)

Direct Deposit Process
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 The ACH Network is operated by the Federal Reserve 
Bank and the Electronic Payments Network.  They send 
the file to the Receiving Depository Financial Institution 
(RDFI).

 The RDFI then disperses funds to the employees 
designated accounts according to ACH rules.

 On payday the employee receives a paystub with all 
required information.

Direct Deposit Process (con’t)

Same Day ACH Settlement
 May 19, 2015 NACHA announced voting membership 

had approved same day ACH to move payments faster
 Significant use cases: Same day payrolls, business to 

business payments, expedited bill payments, and 
account to account transfers

 Effective 9/23/16 an amendment adds 2 new same day 
settlement windows(phase 1)

--morning deadline of 10:30a EST, settlement at 
1:00p EST

--afternoon deadline at 2:45p EST; settlement at 
5:00p EST

Same Day ACH Settlement con’t
 Rule requires all RDFI’s receive same-day transactions and 

provide funds faster
 Same Day Entry fee is established to recover some of their 

costs; estimated 5.2 cents for each same day transaction
 Only IAT’s and high-value transactions above $25,000 will 

NOT be eligible for same day
 Phase 2 effective 9/15/17 will add same-day ACH debits 

allowing for a wide variety of consumer bill payment cases
 Phase 3 effective 3/16/18 introduces faster ACH credit 

funds availability requirements for RDFI’s



4

Direct Deposit
A form of EFT

 Federal and State governments share regulatory responsibility for these transactions
 Covered by Title IX of Consumer Credit Protection Act (CCPA)
 Rules implemented by Federal Reserve Board Regulation E
 Under these rules, an employer may not make it a condition of employment that an employee accept direct deposit at a particular financial institution
 Regulations do say that an employer can require an employee to accept direct deposit if it gives employee the choice of financial institution
 If the state law is more protective of employee than federal law, then state law supersedes federal law (as in all cases)

International EFT’s
 In Sept 2009, new rules governing International ACH transactions (IAT’s) went into effect. pg. 5-12
 Rules were designed to identify int’l transactions that might be used to fund criminal activity and were put into place to comply with requirements issued by the Office of Foreign Assets Control (OFAC).
 Int’l ACH transactions must be coded with new information identifying them as IAT’s and if the information is missing they are blocked.

Rules Covering Direct Deposit
Employee must authorize direct deposit and provide the 

employer with the following information:

 Name and routing number of financial institution 
designated by employee to receive funds 

 Type of account into which payment will be deposited 
(checking or savings)

 Account Number
 If written authorization is used, employee signature is 

needed and the least an employer can take is a verbal 
request. (not really a good idea)
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Direct Deposit Corrections
 In 1994, ACH rules changed to allow “single entry reversals” to correct errors within five banking days
Employee must be notified of reversal no later than the settlement date of the reversing entry

 Prenotification:  the act of sending a zero dollar amount through the ACH network to verify the accuracy of authorization agreement; Prenotesare optional
Must be sent at least three banking days before any actual pay is sent through the network
 If the entry is returned – make corrections and send prenote again through ACH at least three banking days before direct deposit is to be active

Direct Deposit Prenoting

Direct Deposit Provides Employees:

 Instant access to funds

Eliminates the danger of losing a paycheck or 
having it stolen

Allows the accumulation of interest at the 
time of transfer
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PAYCARDS AND PAYING THE EMPLOYEE

Paycards are:
Similar to debit cards
Prefunded
Host-based cards
Employee can use to access net pay from ATM, bank, or point-of-sale (POS) purchases
Funded by employer in same way as direct deposit
Subject to NACHA rules

Paycards (con’t)
 Can be “Branded” card (ie VISA, Mastercard, or Discover network logo on face of card); must be personalized and can take 7-10 days to receive  
 Can be “Non-Branded” card (logo on face of card is of major ATM or POS network); requires PIN for all transactions
 Note:  Employees under the age of 18 are only liable for their branded paycard use if the employer gets the written approval of the employee’s parents before the card is issued
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Paycard Benefits for Employer
 Reduces cost for manual checks, lost and stolen checks, stop payment fees, fraudulent cashing of checks, paycheck production, and bank reconciliation fees
 More efficient by eliminating paper paychecks
 All employees can participate even if the employee is “unbanked”
 Increases employee productivity as less time is spent cashing paychecks
 Reduces escheat issues (abandoned property)

Paycard Benefits for Employees
 Eliminates check cashing fees
 Increases independence by not needing friends or family to cash paychecks
 Employee cannot take on debt with stored value paycards which can help improve their credit status
 Increased safety by only obtaining cash employee needs
 Easy to use
 Employee is protected from loss – paycards can be replaced with full remaining value
 ATM access means virtually no time or geographic limitations on fund access

Compliance Issues
Compliance issues are similar to those that 

apply to payments made by direct deposit
States have been slow to amend wage 

payment laws to deal specifically with 
electronic paycards

See pages 5-19 – 5-25 for state specific rules
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Federal Reserve Board Rules on Regulating 
Paycard Accounts

 In 2006, the Federal Reserve Board issued a final rule regarding the coverage of electronic paycard accounts under Regulation E, which implements the Electronic Fund Transfer Act(EFTA)
 In 2016 the CFPB issued final rules on prepaid accounts which take effect 10/1/17; however the requirements for issuers to provide the CFPB with new and amended paycard account agreements will take effect 10/1/18

Federal Reserve Board Rules on Regulating 
Paycard Accounts(Cont’d)

 Regulation E applies to an EFT that authorizes a 
financial institution to debit or credit a consumer’s asset 
account

 The final rule revises the definition of the term “account” 
to include a “payroll card account”

 Definiton does NOT include “gift” cards issued by a 
merchant that can be used to purchase items at 
merchant’s store

 New rules issued by CFPB will require written disclosure 
of paycard account related info to employees

 See pg 5-26-5-29

Selecting a Paycard Vendor
Type of Card
Employer Costs
Employee Costs
Legal Issues
System Compatibility
Training
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Paycard Implementation Issues
Communication of change
 Implementation team
Marketing campaign
Enroll employees
Have trained employees available for 

assistance

Pay Statements
Earnings
Hours worked
Tax withholdings
Other deductions
Pay period dates
See table 5.5 on pages 5-31 - 5-33 for state 

specific info

Unclaimed Wages and Escheat Law

When an employee either does not pick up, claim, or 
cash a paycheck the unclaimed wages become 
“abandoned property”.  If these wages remain 
unclaimed for a number of years, the employer must 
pay these wages over to the appropriate state agency.  
The state laws governing abandoned property are 
known as “escheat” laws because the property 
“escheats” to the state. Table 5.6 pg. 5-34 through 5-
35
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Wages Owed Deceased Employees

 See Table 5.7 pages 5-36 – 5-39 for amounts 
employers can pay before the employee’s estate is 
administered, who the wages are paid to, and what 
conditions must be met to allow payment

 Employers should check the law in the states in which 
they operate before attempting to pay wages to a 
deceased employee’s surviving spouse or legal 
representative.

Extra Pay Periods
 Each year, some employers will face a dilemma caused by the calendar
 One day of the week will occur 53 times in a year rather than the normal 52
 In leap years, two days of the week will occur 53 times
 In 2017, this problem arises for employers with a SUNDAY pay date
 Employers are free to reduce salaried emps pay for each pay period when faced with an extra pay period
 Hourly employees must be paid agreed-upon hourly wage for all hours worked regardless of extra pay period
 Most employers do no recompute the weekly or biweekly pay because it may cause a strained employer-employee relationship


