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hen it comes to dental laboratories, labor is one of the

biggest dollar figures there is. So it’s no surprise that
laboratory owners are forever crunching numbers in hopes of
harnessing the beast that is payroll.

Production pay is a popular, but sometimes
confusing, employee payment method in the
dental laboratory technology industry. You had
questions, so JDT did the research about what
technicians are earning, asked the experts about
some of the most common production pay
questions and interviewed laboratory owners about
how it works so you don't have to. Here and on the
following pages is what we discovered.

Production pay is defined as simply as it
sounds. [t’s a form of employee compensation that
for dental laboratories is based on the number of
restorations a technician manufacturers (in part or
in total) during a set period of time.

So why can production pay be beneficial to a
laboratory? There are three main reasons according
to the Economic Research Institute:

1. When the company faces hard times it is
difficult or impossible to lower the wages of
current employees. In this way wages become
a fixed cost. The only way the employer has
to lower this cost is to lay off workers. ...
Incentive pay can soften this necessity to lay
off large numbers of workers by lowering the
wage bill for all workers to some degree.

2. If the company relates pay to the desired
outcome then this will increase the
probability of obtaining that outcome. This
may be through the employee working
smarter, faster or longer.

3. Asunion influence has declined and the ideas
of participative management has spread, there
is a significant desire to tie the employee into
not only doing better on their job but being
interested in how well the total organization
is doing, including contributing to the overall
company success.

Studies have found that individual incentive
plans, such as production pay, equate to
productivity increases of 10 percent at the low end
to 30 percent on the high. There are benefits to
the production pay system, but it is not without
CONtroversy.

“Incentive pay plans can elicit strong feclings.
Opponents variously claim that performance
is a function of the organization of work and
management practices rather than employee
effort; they say that incentives do not work and
cause more problems than they solve,” according

INCENTIVE PAY PLANS CAN ELICIT
STRONG FEELINGS.

to the institute. “Many proponents of incentive
pay plans believe that a fair day’s work is not
normally attainable without some proportion
of pay being at risk because time based workers
produce only about 50 to 60 percent of the output
of incentive pay workers. Although they admit
that some incentive pay plans malfunction, they
insist that this is usually due to poor installation
and maintenance rather than shortcomings of the
concept of incentive pay.”

Like all things money related, a production
pay system isn't something you can enter into
on a whim. You'll need to consider the following
advice from the Society for Human Resource
Management:

1. Regardless of how well the technical elements
of a pay-for-performance system are put
together, without clear and continuous
advocacy for the system by top leadership,
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NADL U, Your Laboratory [N AD!
and Your Money UNIVIIRSI’I‘Y

Professional Managemest Education

W ant fo learn more about laboratory number crunching? Then

NADL University is just the place where you need fo be. The

one-week course of study was developed to meet the growing
educational needs of foday’s dental laberatory managers. This year NADL
University will be held Sept, 10-15 in Denver, Colo. Check out the schedule
of classes below and go tfo NADL's Web site (www.nadl.org) for more
information and to download a registration form.

Client Relations and Laboratory Management with Mark
Murphy, DDS, FAGD

You will learn the value of moving from a commodity-based business
model 1o a service-based model.

Quality Assurance Systems and Good Manufacturing
Practices with Mary Borg, Safelink Consulting, Inc.

Master the basic concepts of quality assurance and how to apply
these concepts in your dental laboratory to establish a quality system that
will fulfill federal and/or state quality requirements,

Human Resource Management with Jennifer McBennett,
Seay Management Consultants

Discover how you can manage your career, recruit and retain good
employees and develop an employee handbook.

Evaluating and Integrating New Technology with Dell Dine,
CDT, National Dentex Corporation

You will be able to identify the market and laboratory needs for
investment, explain the purpose of the investment, create a plan and frack
results as it relates to your laberatory’s visions and market niche.

Purchasing and Inventory Control with Chuck Yenkner,
Business Development Associates

These principles and their application will help you reduce costs and
improve operational efficiency at your dental laboratory.

Profitability, Operating Ratios and Benchmarking with
Chuck Yenkner, Business Development Associates

You will develop a set of key financial measurements for your
laboratory and gain @ basis fo judge how well you are doing compared o
industry averages.

Production Standards with Mark Jackson, RDT, Precision
Ceramics Dental Laboratory, DAMAS

Understand the rationale for establishing production standards, gain
methods for fracking technician productivity and learn to utilize production
standards when evaluating employee performance.

Production Pay with Mark Jackson, RDT, Precision
Ceramics Dental Laboratory, DAMAS

Understand the rationale for establishing production standards, gain
methods for fracking technician productivity and learn to utilize production
standards when evaluating employee performance.

Marketing with Jeff Stronk, Treasure Dental Studio
By utilizing practical, infegrated and measurable tools, you can
develop an external marketing strategy o increase sales and profits,

Big Ideas, Creativity and Innovation with Tom Laughon,

Catch Your Limit Consulting
You can foster creativity and inncvation at your laboratory for the
benefit of your bottom line.

16 Journal of Dental Technology April 2010

there is little chance of the system taking hold.
Similarly, leadership must provide avenues
for addressing concerns and for promoting

transparency in the system.

2. In our experience, a pay-for-performance system
never achieves lower payroll costs, and when the
additional administrative time to implement
these systems is considered, they often represent
much higher costs when compared to traditional
pay scale systems. However, these higher costs
are justifiable if higher levels of performance are
achieved.

3. Policies are particularly important during the
implementation of a pay-for-performance system.
For example, most organizations focus initially
on what steps will be necessary to close out the
performance period (such as writing the final
assessments) rather than on what steps can be
taken during setup to ensure that the final review
is efhicient and effective.

4. Because performance objectives are the ultimate
means for determining an employee’s level
of compensation, determining clear, relevant
and measurable performance objectives is the
cornerstone of an effective pay-for-performance
system. If performance objectives are not written
effectively, the pay system will not be successful.
If an organization is measuring the wrong things
or does not measure employees” performance
accurately, in most instances the goals behind
implementing a pay-for-performance system will
be lost.

5. Finally, the pay-for-performance system must be
evaluated to determine whether the programmaric
goals are being met. There must be clear evidence
that the system is promoting high performance,
rewarding the right employees, providing
constructive feedback for improvement and

allowing the organization to reach its mission.

Production pay could be a way to help your
laboratory and your employees during these tough
economic times. However, this month’s [DT should
be the beginning of your research not the end. So after
reading this issue, be sure to take advantage of your
NADL member benefits that deal with payroll, human
resources and all other financial matters. To find out
more about these great member benefits call NADL at
(800) 950-1150. JpOT



An Expert
OPINION

ylie Luff, an associate
consultant with Seay
Management Consultants
headqguartered in Orlando,

Fla., went to her files recently to
find some of the most common
production pay questions asked
by NADL members when they call
Seay’s human resources hotline.
The free hotline is an NADL member
benefit. Here is what Luff found

to be some of the most asked
guestions and their answers.

How do bonuses and incentives
affect a non-exempt employee’s
overtime pay?

Bonuses and incentives that are dependent
on hours worked, productivity or efhiciency must
be included in determining an employee’s regular
rate of pay, because the regular rate is the basis for
determining the overtime rate.

For example, an hourly employee who earns
$7 per hour in a 40-hour workweek has a regular
rate of pay of $7 per hour and an overtime rate of
$10.50 (one and one-half times $7). If that same
employee received a $50 production bonus for that
week, the employee’s regular rate of pay would be
$8.25 per hour ($50 plus the regular weekly rate of
$280, divided by 40 hours) and the overtime rate
is $12.38 per hour for that week.

Under some bonus plans, the bonus is paid

less than weekly. In this case, the employer may

disregard the bonus until the time when the bonus

may be determined and may pay compensation
for overtime at one and one-half times the
employee’s hourly rate, exclusive of the bonus.
When the amount of the bonus is known, it must
be allocated over the period it covers, and a revised
overtime rate must be applied to any hours in
excess of 40 that were worked during that period.
The employee then should receive additional
compensation for each workweek that he worked
overtime during the period equal to one-half of
the houtly rate of pay allocable to the bonus for
that week multiplied by the number of overtime
hours worked during the week.

BONUSES AND INCENTIVES THAT A

ON HOURS WORKED, PRODUC
EFFICIENCY MUST BE INCLUDED IN DI

AN EMPLOYEE'S REGULAR RATI

Other examples of bonuses or incentives that
must be included in an employee’s regular rate of
pay are non-discretionary bonuses paid according
to contract; efhciency bonuses for completing
work in less than the allotted time; attendance
bonuses; and bonuses paid to employees to
work in undesirable locations. Bonuses that are
not included in the regular rate of pay are those
received on special occasions (such as Christmas)
as a reward for service and which are not measured
by, or dependent on, hours worked, productivity
or efficiency. In addition, premium pay for
working on holidays, Saturdays or Sundays does
not have to be included in overtime calculations if
it is at least one and one-half times the employee’s
regular rate of pay.
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What about a production pay plan
without a base pay or hourly rate?

With a straight-forward production pay plan
method, you may pay an employee based only on
the jobs they do with varying payment each pay
period. There are three main points to remember
with this method:

[. The employee must keep accurate timecards
of all hours worked.

2. They must receive at least minimum wage for
all hours worked up to 40.

3. The employee must be paid half time for

all hours more than 40 that they work in a

week.

As an example, if an employee does a varying
number of units of work for you during the pay
period and works 40 or less hours during each
week, you may pay them any amount you wish for
that pay period, as long as it is at least minimum
wage.

If the employee works more than 40 hours
then you must pay them a half-time rate for all
hours more than 40. Let’s say an employee works
47 hours in a week and when piece rate is added
it totals $485 for that week. First, you rake the
number of hours worked that week and divide
that number into their pay for the week, resulting
in an hourly rate of $10.32 per hour. Half time
would be $5.16 per hour, so you would then
multiply the seven extra hours they worked by
the half time rate of $5.16. This would result in
$36.12 extra the employee should be paid.

Then you need to add the total overtime
compensation to the weekly base salary. This result
is the employee’s gross earnings for the workweek.

IF YOU ARE AN NADL
MEMBER, YOU CAN GIVE
SEAY MANAGEMENT
A CALL WITH ANY

QUESTIONS.
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In the example as illustrated, you would have
straight-time earnings of $485 plus $36.12 for the
47-hour week totaling $521.12 compensation for
the week.

Can you combine production pay
with an hourly rate for non-exempt
employees?

One of the wage and hour division’s more
unusual and complex rulings states that whenever an
employer pays a nonexempt employee an hourly rate
plus a piece rate or commission tied to production,
this extra payment is also subject to overtime. The
government takes the position that when you pay
an extra piece rate on top of an hourly rate, you
are actually raising their regular hourly rate of pay.
If the regular hourly rate is increased, the amount
of overtime owed is increased in weeks where the
employee works more than 40 hours.

If an employer is not making these
calculations, the U.S. Department of Labor can
investigate and require back pay for up to three
years. If the department receives a complaint
from one employee, it will investigate all of your
employees and assess fines and penalties for the
entire workforce. Of further concern is the fact that
an employee or group of employees may be able to
take private action, which is becoming a popular
tactic for attorneys representing current or former

employees.

What should | do now?

Seay Management Consultants has had
success in assisting clients in retaining the incentive
nature of pay plans while maintaining compliance
with regulations. Seay Management Consultants
conducts human resources compliance reviews for
NADL members throughout the United States
and offers a reduced fee structure for NADL
members. This program provides a proactive risk
management tool that helps make sure employers
are in compliance with these important regulations,
thus eliminating the huge financial liability so many
employers face. If you are an NADL member, you
can give Seay Management a call with any questions
about this subject or others in the human resources
arena for free. For more information call NADL
at (800) 950-1150 or log on to the member’s only
section of NADLs Web site (www.nadl.org). JDT




A Laboratory Owner

SPEAKS

M ark C. Jackson, RDT, is well known in the industry for sharing the lessons he has
learned while running Precision Ceramics Dentfal Laboratory, DAMAS, in Montclair,
Calif. He does so informally at industry events and on online forums. He does it in a more
structured format every month in his JDT Unbound (www .jdtunbound.com) column,
That's Life. So when we were looking for a laboratory owner to share a warts and all
personal experience with production pay, we knew Jackson was our man.

JDT: What did you do before
implementing production pay at
your laboratory?

M]: We paid our technicians hourly. Some
of our supervisors were paid salary, but really,
in retrospect [ don’t think that classification was
accurate as they probably didn't qualify as exempt
employees, even though they were performing
in a supervisory capacity. Once we implemented
a production-based pay program, we found an
appropriate method of compensation, consummate
with their true job description allowing for
pay earned while doing production work, yet
compensating them fairly for training and

supervising,

JDT: What does pro-pay mean at
your laboratory?

M]: Pro-pay means production pay in our
laboratory. It is an organic system, and not the pro-
pay program that was pnpul;lr in the late 1980%. In

fact, we avoid using the term pro-pay.
JDT: How does the production pay
program work at your laboratory?

M]: Our version of production pay has a

llL’:,_"()litilL'd minimum i_’.ll;ll'llll[(.’l.‘ll C()I'IIPL‘HSH(iOH

with an overriding production differential. In our
laboratory we have a multitiered incentive system
intended to propagate an apprentice program,

and a career path via incremental skill levels. Our

PRO-PAY MEANS PRODUCTION PAY
IN OUR LABORATORY.

program encourages and incentivizes cross training
and continuing education. Our production pay
system satisfies all state and federal labor laws,

and includes a comprehensive benefits package
including 401k with matching, healch and dental
insurance and two weeks of vacation.

JDT: How do your new hires react
to the system?

MJ: The dental laboratory culture in
Southern California is different from anywhere
else in the world. Technicians here are accustomed
to production based compensation and are usually
very familiar with how it works. They are usually
pleasantly surprised to discover that they can
negotiate a guaranteed minimum and be assured
they will always have a salary they can depend on
for their family. Unfortunately, some laboratories
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