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Illinois Issues Sweeping Annualization Requirements for Prevailing Wage Fringe 

On January 1, 2014, an amendment to the Illinois Prevailing Wage Act known as Public Act 098-0482 came into effect. In 
this amendment, terms associated with “prevailing rate of wages” have been subtly redefined with substantial 
implications. The difference between the original and updated definition is the addition of a single word. Illinois now 
defines the “prevailing rate of wages” as:  

“the hourly cash wages plus annualized fringe benefits for …apprenticeship programs…, health and welfare, insurance, 
vacations, and pensions paid…”. 

The ramification of this new definition to include the annualization of all fringe benefits cannot be understated. To better 
understand the impact of this single word, it may help to explain the general nature by which benefits are earned and paid. 

Types of Benefits 
Employers provide benefits at their companies in an effort to attract and retain good employees. There are two types of 
benefits: Fixed Rate Benefits, and Calculated Rate Benefits. 
 
Fixed Rate Benefits have the same cost to the employer regardless of the number of hours worked or wage paid to an 
employee. Health Insurance and Life Insurance are often examples of Fixed Rate Benefits because they carry a fixed 
cost (premium) per month. As per current regulatory guidelines, fixed rate benefit costs are annualized. This means 
the hourly benefit amount is determined by dividing the Company funded portion of the calculated annual benefit cost by 
the number of hours defined as a work year. 
 
Conversely, Calculated Rate Benefits have varying costs dependent on the number of hours worked or wage paid to an 
employee, or may be defined as a fringe contribution per hour. Often these benefits are expressed as a percentage. In 
these instances, the Company contribution earned by an employee toward the cost of a particular Calculated Rate Benefit 
may be determined by multiplying the Benefit Rate percentage by an employee’s hourly wage. Depending on the benefit, 
this may be a percentage of the base wage, a percentage of the actual wage paid or a percentage of the Prevailing Wage 
rate. Paid Time Off and the 401(k) Pension Plan are usually Calculated Rate Benefits since the benefit earned is based 
on wages and hours worked. 
 
So, why is the new “prevailing rate of wages” definition as the “hourly cash wages plus annualized fringe benefits” 
significant? With this definition change the Illinois Prevailing Wage Act is treating all fringe benefits like Fixed Rate 
Benefits, even when they are not. 
 
An Example 
ABC Company does a 3% Safe Harbor Non Elective Pension Plan contribution based on employee wage paid. Once an 
employee meets the designated criteria for eligibility, wages paid are eligible for this contribution. Employee A is an hourly 
employee working on a private project where his wage is $20.00/hr. Employee A receives the calculated Company 
Pension Plan contribution of .60/hour. ($20.00 x 3%). 
 
Employee A also works on Prevailing Wage projects. This month he works on a project that has a Prevailing Wage 
required base rate of $29.00/hr. Based on the company 401(k) plan, Employee A is eligible for a contribution of .87/hour 
($29.00 x 3%). 
 
In all instances, because of their specific nature, Safe Harbor contributions “count” as a Prevailing Wage Required Fringe. 
In this example, ABC Company is spending .87/hour to provide this employee the benefit of a Pension Plan contribution. 
Under this new definition, however, the company cannot “count” this full amount against the Prevailing Wage Required 
Fringe because the benefit has to be annualized. Even though the Company is making a .87/hour contribution, the 
amount they may “count” is the previous twelve month contribution total divided by hours worked. If the employee worked 
800 hours with no contribution (he was not eligible), 700 private work hours with a total contribution of $420.00 and 400 
hours with a Prevailing Wage contribution of $348.00, his total contribution for the previous twelve months would be 
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$768.00 ($0 + $420 + $348) for 1900 (800 + 700 + 400) hours worked. The annualized contribution would be 
$768.00/1900 hours, or .40/hour. The Company is making an.87/hour Pension Plan contribution, of which only .40 counts 
toward the required fringe. The remaining .47/hour is real money spent, it just doesn’t count. 
 
A Worse Example 
XYZ Mechanical Corp. does public and private work. Employees work an average of 2000 hours per year, and 
approximately 54% of the company’s work is subject to prevailing wage. The company has a 401(k) Pension Plan in 
place, allowing them to deposit Prevailing Wage Required Fringe into an employee’s pension account. In the previous 
year, each of their 70 field employees worked 1080 (2000 hours x 54%) hours each on prevailing wage projects. On these 
projects, $10.00/hour was deposited into their pension plan accounts as a Prevailing Wage contribution, for a total of 
$10,800 (1080 hours x $10/hour) per employee.  
 
With this new definition, this $10,800 contribution will have to be annualized. The total contribution ($10,800) is divided by 
annual work hours (2000 hours) to yield the hourly credit received ($5.40/hour). Even though the company made a 
$10/hour contribution on Prevailing Wage projects, the company will only receive $5.40/hour credit. Because of this, it is 
determined that the company did not meet their hourly Prevailing Wage Fringe obligation by $4.60/hour ($10/hour - 
$5.40/hour) and must pay an additional $347,760 as wages ($4.60/hour x 1080 hours x 70 employees) plus any levied 
fines. 
 
The Result 
Imagine the first month an employer offers insurance to an employee, but is only able to count 1/12

th
 of the cost as a part 

of the fringe paid. Or, for an employee who takes a Pension Plan hardship distribution, that employee must stop deferring 
any portion of their paycheck, so any matching contribution stops mid-year. How can a Company competitively bid work 
with these unknown variables? 
 
It’s probably not a good idea to inject any sort of opinion into a newsletter, but I’m going to in this instance. Anyone who 
has ever been to one of our workshops has heard us say “Beware of annualization”. 
 
Sometimes things just do not sound right, and this is one of those things. It’s hard to imagine this is an actual regulation. 
The required annualization of furnished benefits, which is what this amendment calls for, is grossly unfair and punishing to 
any employer. How can anyone competitively bid a project if the labor cost can fluctuate so wildly and so often?  In 
prevailing wage work, Contractors have funded employee benefits “by the hour” because that is what is required. Not 
now, not in Illinois. 
 
While it is certainly not preferable, and is no way cost efficient, it appears the only options in Illinois are to avoid prevailing 
wage work altogether, or pay all required fringes as cash wages and not offer fringes to any employee. Neither of these 
options are realistic. 
 
Hard to imagine how this amendment translates into a good thing for anyone affected.  

Robert Ely 
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