June 12, 2007
Reference:
Federal Minimum Wage Increase Effective 07/24/07

Dear Valued Client,

As part of the payroll services that we provide, we alert you of legislative changes that can potentially have an effect on your payroll.

On May 25, President Bush signed legislation increasing the federal minimum wage for the first time since 1997. This increase was part of a bill that dealt with a variety of unrelated “war supplemental” appropriations and included a package of business tax incentives.  The components of interest for payroll are the Fair Minimum Wage Act and Small Business and Work Opportunity Tax Act.

 
Fair Minimum Wage Act  
The Fair Minimum Wage Act of 2007 increases the federal hourly minimum wage rate to: 
· $5.85, effective 60 days after the date of enactment (i.e., July 24, 2007); 
· $6.55, effective 12 months after that 60th day (i.e., July 24, 2008); and 
· $7.25, effective 24 months after that 60th day (i.e., July 24, 2009). 
Depending on the state in which an employee resides, the minimum wage may match or exceed the new federal rate.  The minimum wage for the following states will match the new federal rate:

Alabama, Louisiana, Mississippi, South Carolina, Tennessee, Kansas, Georgia, Idaho, Indiana, Kentucky, Nebraska, New Hampshire, New Mexico, North Dakota, Oklahoma, Puerto Rico, South Dakota, Texas, Utah, Virginia, and Wyoming 

For states other than those listed above, the minimum wage rate will remain the higher state rate until legislative changes occur.
For employees who have debt garnishments from their payroll check, this can affect the amount of money being withheld.  Garnishments are typically capped at 25% of an employee’s disposable earnings or 30 times the federal minimum hourly rate.  If you have an employee who has a creditor garnishment, please alert them that the amount being withheld may change.
Small Business and Work Opportunity Tax Act 
The Small Business and Work Opportunity Tax Act of 2007 contains several provisions of interest:
       FICA tax credit on employee tips. The Act freezes the minimum wage at $5.15 per hour for the sole purpose of determining the employer’s business tax credit for the employer’s share of social security and Medicare (FICA) taxes paid on employee tips above the minimum wage (IRC §45B). 

       Work Opportunity Tax Credit. The Act extends the Work Opportunity Tax Credit for qualified individuals who begin work for an employer after December 31, 2007, and before September 1, 2011. 

Should you have any questions regarding the new minimum wage rate and the effect it may have on your business and employee, feel free to contact our office at 770-888-3561.

Thank you for the opportunity to provide you with payroll services,
Christopher B. Smith, CPA
