
Regulatory Environment’s Effect on Compensation Programs

Federal, state, and local laws and regulations place restrictions on how employers can 
compensate their employees. Therefore, designing, implementing, and administering a 
compensation program requires a comprehensive understanding of these laws so that 
employers can avoid the costs associated with violations of the law.

• The Fair Labor Standards Act (FLSA) requires that employers pay 
covered employees the applicable minimum wage and overtime 
for hours worked in excess of 40 in a work week. It also requires 
that employers maintain basic payroll records for covered 
employees.

• The Equal Pay Act of 1963 prohibits employers from paying men 
and women who perform substantially equal jobs at the same 
establishment differently, unless the differential is based on (1) a 
seniority system, (2) a merit system, (3) a system which measures 
earnings by quantity or quality of production or (4) any factor 
other than sex.

Federal wage and hour and pay equity laws impose restrictions on how 
employers compensate their employees in the United States.

• State wage and hour laws can vary from the requirements of the 
FLSA. Some states and localities have adopted higher minimum 
wages, more expansive overtime rules, and tougher rules on 
independent contractor misclassification and unpaid internships.

• There has been a recent trend at the state level to adopt pay 
equity rules that exceed the requirements of federal law. These 
laws vary by state, but have included measures barring rules that 
prohibit employees from discussing their compensation, 
prohibiting employers from inquiring about an applicant’s salary 
history, and easing the standard for establishing whether two 
employees perform equal work.

Employers also must be mindful of state and local laws that exceed the 
requirements of federal law.
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• Anti-discrimination laws prohibit discrimination in compensation 
based on an employee’s membership in a protected class (e.g., 
race, color, religion, sex, national origin).

• Additional protected classes can apply depending on state (e.g., 
sexual orientation, marital status, citizenship, military status).

• Federal antitrust law prohibits agreements among competitors to 
limit or fix the compensation they will offer employees.

• Federal labor law gives covered employees the right to discuss 
compensation with co-workers and others, even outside of the 
union workplace.

Federal and state anti-discrimination and federal antitrust and 
labor laws also impact compensation programs.

• Employers should be careful when deducting any amounts from 
employee pay beyond legally mandated deductions and 
withholdings.

• Employers should implement systems that accurately record and 
track employee time worked, including time worked away from 
the workplace.

• Employers should consider regular internal audits to ensure 
compliance with the law.

• Employers should stay current on workplace posting requirements 
and regularly review and update employee handbooks.

Following “best practices” will help employers stay in compliance 
with applicable law.

*This is not legal advice. For legal advice, please consultant your attorney. 
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