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This presentation is 
comprised of 2 sections:

•Components of Labor
•Calculating the Burden



Components of Labor
Paid to the Employee

Tax

Workers Compensation

Benefits

Fringe

Other



What is physically paid 

Salary Employees Hourly Employees
Salary Regular Time

Premium Time
Vacation Vacation
Holiday Holiday
Bonuses* Bonuses*

*This indicates that bonuses may be paid. Bonuses are only part of 
the reimbursable rate if contractually agreed to.



Paid Time Off (“PTO”)
PTO Type Comment
Vacation Typically 10 working days.

Number may increase with 
employment length

Sick Leave Typically 10 working days
Flex Time A replacement for Vacation and 

Sick Leave. Typically 20 working 
days

Holiday See Next Slide



Holidays
Standard
› New Years
› Memorial Day
› Independence Day
› Labor Day
› Thanksgiving
› Friday After Thanksgiving
› Christmas

Optional
› New Year’s Eve
› President’s Day
› Martin Luther King, Jr. 
Birthday

› Veterans’ Day
› Christmas Eve



Taxes - FICA
› Federal Insurance Contributions 
Act
– Social Security – 6.2% with a yearly 
limit (see table to the right)

– Medicare – 1.45% with no yearly 
limit
› Additional 0.9% for pay over $200K.
› This started in 2013

– Reference:
› https://www.irs.gov/taxtopics/tc751

Year SS Max Taxable 
Wage

2018 $128,400
2017 $127,200
2016 $118,500
2015 $118,500
2014 $117,000
2013 $113,700



Taxes - FUTA

› Federal Unemployment Tax Act

– Payment amount is 6.2% of the first 
$7,000 of nonexempt wages paid to 
each employee

– Employers get a credit of 5.4% for 
state unemployment taxes paid, 
effectively reducing the tax rate to 
0.8%



Taxes - SUTA

› State Unemployment Tax Act
› State Dependent
› Published maximum rate and 
maximum limit

› Each company is given a rate 
per year
– It should not be assume to the 
max or min

– The only way to know the value 
is to get the state 
documentation



Workman’s Comp
› Workmans Compensation
› Based on the risk level for each type of labor
› Lower Risk Examples

– Office Staff
– Project Management Staff
– Admin

› Higher Risk Examples
– Scaffolding Erectors
– Iron Workers

Example from Actual Policy



Benefits - Healthcare
›Typical
–Healthcare for Employee
–Healthcare for spouse, children, and 
dependents

›Optional
–Dental
–Vision



Benefits - Healthcare
› Rates are often per 
employee and vary with 
factors including:
– Size of company
– Region
– Style of coverage
– Age of Employee



Benefits - Retirement

› 401K
– 2016 median employer contribution is 3% (see next slide)

› Pensions
– 2015 average pension costs was $4.48 per hour of labor worked 
for goods-producing industries (construction and manufacturing)

› ESOPs
– An employee stock ownership plan
– May be used as part of a retirement plan



Benefits - Retirement



Benefits - Retirement

The ESOP Debate: Is it retirement or profit sharing?
› It may have components of both
› Federal Acquisition Regulation (FAR) 31.205-6 subsection 
(q) has some general guidelines

› Contractors should be able to provide information to 
support their requested ESOP rate.
– This should include information to estimate the portion that is 
profit sharing



Benefits – Other Insurances

› Short Term Disability
› Long Term Disability
› Accidental Death and Dismemberment
› Life Insurance

Variable rates – contractor should be able to provide documentation if they are 
requesting these as part of labor burden



Fringes

These items may be provided to an employee as a monthly 
value or as a hourly value 

– Car Allowance
– Phone Allowance
– Per Diem if in excess of the Federal Rate (Publication 1542)



Other items that may be in Burden
Description Comments
Union Dues • Allowable 

Training • May be allowable depending on the 
nature

Other Insurances
Professional 
Liability Auto

• Typically charged to a company 
based on revenue. 

• Some contractors include as part of 
burden

• Less accurate allocation than being 
charged through general conditions



Other items that may be in Burden
› These items may be in requested burden

– Personal Protection Equipment (PPT)
– Small Tools 
– Computers

› The requested rate should be evaluated on a yearly basis 
for reasonability
– Example: Computer cost at $3/hr x 1,800 billable hours = $5,400
– Question: Is this reasonable or excessive for yearly hardware and 
software costs?



Calculating Labor



Typical Approach

› Typical method is to build up the hourly rate
› This is mainly because cost are usually charged hourly
› Problems

– Not all costs are not a percentage of hourly time
– Some costs have a maximum yearly limit
– PTO can be difficult to factor on an hourly basis



Recommended Approach

› Calculate the yearly cost of the 
person

› Divide this by the desired cycle to 
bill at
– Hourly/Daily/Weekly/Monthly/Yearly

› Advantages
– All costs can be factored to account 
for yearly costs regardless of which 
project a person is working on



STEP 1
DETERMINE THE 
BASE PAY
Most pay is based on a 40 
hour week for 52 weeks 
This method can be 
modified for 50 hour work 
weeks

Base Rate

Base 
Rate

$30/hr

Base 
Rate

$75/hr
Hours per year 2,080 2,080
Total Base 
Compensation 62,400 156,000



STEP 2
TAXES
Calculate all taxes at the 
yearly level
This accounts for taxable 
wage limits
Note:
• Short term employees 

may need to be 
calculated hourly 
instead of yearly 

• This is because the 
yearly maxes would 
have a different effect 
on the total cost

Base Rate %
Max 
Wage

Max 
Value 
per yr

Base 
Rate

$30/hr

Base 
Rate

$75/hr
Hours per year 2,080 2,080
Total Base 
Compensation 62,400 156,000

FICA 6.20% 128,700 7,979 3,869 7,979
Medicare 1.45% 905 2,262
FUTA 0.80% 7,000 56 56 56
SUTA 
(Example for CO) 2.72% 12,600 343 343 343



STEP 3
HEALTHCARE
RETIREMENT
FRINGES
Fringes may be added as 
• % of pay
• Daily Costs
• Monthly Costs
• Yearly Costs
Other fringes would go in 
this step
• Union Dues
• Living Expenses
• Other Insurance

Base Rate %
Max 
Wage

Max 
Value 
per yr

Base 
Rate

$30/hr

Base 
Rate

$75/hr
Hours per year 2,080 2,080
Total Base 
Compensation 62,400 156,000

FICA 6.20% 128,700 7,979 3,869 7,979
Medicare 1.45% 905 2,262
FUTA 0.80% 7,000 56 56 56
SUTA 
(Example for CO) 2.72% 12,600 343 343 343

Workers Comp 3% 1,872
Workers Comp 1% 1,560
Medical $1500/month 18,000 18,000
Retirement 3% 1,872 4,680
Could add other fringes 
or burden here



STEP 4A
EQUIVALENT 
HOURLY RATE
Divide yearly cost by total 
hours per year

52 weeks 
x 40 hours 

2080

This hourly rate would be 
used if personnel charges 
40 hours per week 
regardless of PTO

Base Rate %
Max 
Wage

Max 
Value 
per yr

Base 
Rate

$30/hr

Base 
Rate

$75/hr
Hours per year 2,080 2,080
Total Base 
Compensation 62,400 156,000

FICA 6.20% 128,700 7,979 3,869 7,979
Medicare 1.45% 905 2,262
FUTA 0.80% 7,000 56 56 56
SUTA 
(Example for CO) 2.72% 12,600 343 343 343

Workers Comp 3% 1,872
Workers Comp 1% 1,560
Medical $1500/month 18,000 18,000
Retirement 3% 1,872 4,680
Total Fringe and 
Burden 26,916 34,880

Total 89,316 190,880
Billable Yearly 2080 2080
Equivalent Hourly Rate 43.94 91.77
Burden % 43% 22%



STEP 4B
PTO
Recommendation:
Calculate yearly
Why?
It captures the true cost of 
PTO for all burden rather 
than as a function of base 
pay

Description Days/yr

Base 
Rate

$30/hr

Base 
Rate

$75/hr
Base Hours 2,080 2,080
Holiday 8 64 64
Sick Time 10 80 80
Vacation 10 80
Vacation 20 160
Billable Hours 1,856 1,776



STEP 4D
EQUIVALENT 
HOURLY RATE
Divide yearly cost by total 
billable hours

In this case, the PTO can 
be computed as a 
percentage

Base Rate %
Max 
Wage

Max 
Value 
per yr

Base 
Rate

$30/hr

Base 
Rate

$30/hr
Hours per year 2,080 2,080
Total Base 
Compensation 62,400 156,000

FICA 6.20% 128,700 7,979 3,869 7,979
Medicare 1.45% 905 2,262
FUTA 0.80% 7,000 56 56 56
SUTA 
(Example for CO) 2.72% 12,600 343 343 343

Workmans Comp 3% 1,872
Workmans Comp 1% 1,560
Medical $1500/month 18,000 18,000
Retirement 3% 1,872 4,680
Total Fringe and 
Burden 26,916 34,880

Total 89,316 190,880
Billable Hours 1,856 1,776
Equivalent Hourly Rate 48.12 107.48
Burden % 60% 43%

Description 

Base 
Rate

$30/hr

Base 
Rate

$75/hr
PTO per Hr 5 16 
PTO % of Base Rate 12% 17%
PTO % of Base Pay 17% 21%



STEP 4C
EQUIVALENT 
HOURLY RATE
For comparison purposes, 
this can approach can be 
converted back to an 
hourly basis for all items

This step may need to be 
performed to align with a 
contractor’s buildup of the 
rates

Base Rate

Base 
Rate

$30/hr

PTO 
Distributed 

Cost

Divide 
by 

hours

Base 
Rate

$30/hr
% of 

$30/hr
Total Base 
Compensation 62,400 2,080 30.00

FICA 3,869 2,080 1.86 6.10%
Medicare 905 2,080 0.44 1.45%
FUTA 56 2,080 0.03 0.09%
SUTA 
(Example for CO) 343 2,080 0.16 0.55%

Workers Comp 1,872 2,080 0.16 3.00%
Medical 
$1500/month 18,000 2,080 8.65 28.85%

Retirement 1,872 2,080 0.90 3.00%
Subtotal Burden 26,916 2,080 12.94 43.14%
Total (w/o PTO) 89,316 2,080 42.94 143.14%
Holiday 2,748 1,856 1.48 4.94%
Vacation 3,434 1,856 1.85 6.17%
Sick Leave 3,435 1,856 1.85 6.17%
Subtotal Burden 26,916 18.12 60.41%
Total (w/ PTO) 89,316 1,856 48.12 160.41%



Specail Note on Overhead

› None of these calculations address business overhead in 
the burden
– Overhead is typically part for most private and institutional work -
> Not multiplied in burden

– Overhead is typically part of the accepted FAR rates for federal 
work -> Multiplied on burden

– State, County, and Local work may go in either direction
› More typically part of fee…but not always



Overtime
Does 1.5x to employee equate to a 1.5x billing rate?
(or 2x or 3x -> this section uses 1.5 as an example)



Calculating Overtime Burden

› Not all costs are eligible for the multiplier
› Consider costs in four groups

– A percentage of pay
– A percentage of pay with a yearly limit
– An hourly cost
– A cost covered by the standard 40 hour work week



Cost as Percentage of Base Pay
› FICA Taxes (subject to the 
yearly limits)

› Retirement
› Insurances
› Union Dues (depending on the 
agreement)

› The multiplicative nature of a 
percentage means they will 
result in 1.5x cost



Cost not Subject to a Multiplier

› Some costs are covered by base pay or may be hourly 
based 
– FUTA and SUTA taxes – Typically maxed out on base pay
– Health Care (costs typically covered by base 40 hours)
– Other Fringes – Allowances for vehicle, per diem, etc.
– Computers (if allowable)

› These are not subject to a multiplier



EXAMPLE:
CALCULATED OT 
RATE
Example Based on the 
$30/hr rate from previous 
slide
• Burdened rate without 

PTO = $42.94
• Burdened rate with PTO 

= $48.12
Calculate on HOURLY 
basis rather than yearly
NOTE – this is only an 
example and actual data 
should be used to 
determine rates

Base Rate Value Comments on OT rate
OT Rate (30 x 1.5) 45.00
FICA (6.2%) 2.79 % of Employee Pay
Medicare (1.45%) 0.65 % of Employee Pay
FUTA - Max out 
SUTA - Max out 
Workers Comp 1.35 % of Employee Pay

Medical - Typically not more due 
to OT

Retirement (3%) 1.35 % of Employee Pay
Total Fringe and Burden 6.14

Total 51.14
This is 1.19x the base 
rate of $43/hr (See 
earlier example)



Commentary on Results

› The results show a multiplier of 1.19X for a base rate 
multiplier of 1.5X

› This number could change with items like Union Dues, 
other insurances, and fringes

› Using this method will most likely result in significant 
challenges from the contractor 
– Very few contractors or their accountants put this level of effort 
into calculating OT



Earned Vacation Hours

› If vacation hours are awarded per hour, the following type 
of calculation may be used

Description 
Base Rate

$30/hr
Total Yearly Hours 2080
Vacation Hours 80
Total Billable Hours 1,856
Vacation Day Earned per Billable hour 0.043103

› Now calculate base rate before PTO by result
– $42.94/hr x 0.043 = $1.85/hr
– Cross check $1.85 x1,856 billable hours = $3,435.24
– 80 Vacation hours x 42.94 = $3,435.24



EXAMPLE:
COMPARISON
Does this rate multiplier 
seem unrealistic?

The chart to the right 
shows the comparison
Without this level of 
analysis, how would you 
know what the multiplier 
should be?

Base Rate
Base 
Value

1.5 
Value Comments on OT rate

OT Rate (30 x 1.5) 30.00 45.00
FICA (6.2%) 1.86 2.79 % of Employee Pay
Medicare (1.45%) 0.44 0.65 % of Employee Pay
FUTA 0.03 - Max out 
SUTA 0.16 - Max out 

Workers Comp 0.90 1.35 % of Employee Pay

Medical 8.65 - Typically not more due to 
OT

Retirement (3%) 0.90 1.35 % of Employee Pay
Total Fringe and Burden 12.94 6.14
Subtotal 42.94 51.14 1.19x the base rate 
Holiday 1.48
Sick Leave 1.85
Vacation 1.85 1.85
Total 48.12 52.99 1.10x the base rate 



Building the Labor Burden

QUESTIONS
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