
Understanding Inequality 



 There are two California companies, who 
have employees, who perform construction 
work. Each company have workers who are 
very similar in most ways (i.e.) perform the 
same task, paid the same basic hourly wage 
and the same number of hours worked. 



Company Name AAA Paving Co. Superior 
Construction 

Employee Name     John Adams Henry Davidson 

Hourly Wage $ 28.00 $ 28.00 

Hours Worked 2010 2100 2100 

Type of Work Operator Group 4 Operator Group 4 

Shown below is the information for one employee from 
each company. 



Employee Name John Adams Henry Davidson 

Health & Welfare    $ 6,600.00 $ 11,025.00 

Pension $ 7,350.00 $ 9,975.00 

Vacation $2,240.00 $5,250.00 

Other Benefits $ 0.00 $ 1,557.00 

Total Benefits Paid 
by the employer 

$ 16,190.00 $ 27,807.00 

Shown below are the benefits paid in 2010 to each 
employee by their respective employers 



Employee Name John Adams Henry Davidson 

Benefits Paid 2010    $ 16,190.00 $ 27,807.00 

Hours worked 2010 2100 2100 

Hourly benefit cost 
(Annualized) 

$ 7.71 $ 13.24 

Hourly Base Rate  $ 28.00 $ 28.00 

Total Hourly cost to 
Employer 

$ 35.71 $41.24 

Shown below is the hourly cost of Benefits for each 
employee by their respective employers  

Divide benefits paid by hours worked to get hourly benefit cost, 
then add hourly benefit cost to hourly base rate to get total 
hourly cost to employer 



 AAA Paving and Superior Construction are going to 
bid against one another on a project for the city of Los 
Angeles. The bid documents call for the payment of 
California prevailing wages. John Adams and Henry 
Davidson will each work on this project for their 
respective employers. The employers have 
determined that the prevailing wage for an Operator 
in Los Angeles is $28.00/Hour for the basic hourly rate 
and $13.24/hour in benefit payments for a total of 
$41.24/hour. They also determined that the job will 
require 500 hours of Operator work. 



Employer Name AAA Paving Superior 
Construction 

Employee Name John Adams Henry Davidson 

Hourly Cost to the 
Employer 

$ 35.71 $ 41.24 

Hours Worked on 
the L.A. Job 

500 500 

Total Cost to the 
Employer for the 
L.A. Job  

$ 17,855.00 $ 20,620.00 

Shown below is the cost for each employer for their 
respective employees on the Los Angeles job. 

Multiply Hourly Cost to the Employer by Hours Worked on the 
L.A. Job to get Total Cost to the Employer for the L.A. Job. 



 
 AAA Paving has a $ 2,765.00 advantage over 

Superior Construction on the L.A. Project as 
the result of lower Labor cost; However AAA 
Paving's hourly cost for John Adams is  

 $ 5.50/hour less than the Prevailing Wage 
Rate in California for an operator Group 4.  



 In accordance with Section 1774 of the 
California State Labor Code, “the contractor 
to whom the contract is awarded shall pay 
not less than the specified prevailing rate of 
wages to all workmen in the execution of the 
contract”.  

 If AAA Paving pays John Adams the hourly 
rate of $ 35.71 then the company would be in 
violation of the State Labor Laws.  
 



 California Labor Code Section 1773.1(d) states in 
part that “The credit for employer payments 
shall be computed on an annualized basis where 
the employer seeks credit for employer 
payments (Fringe Benefits) that are higher for 
public works projects than for private 
construction performed by the same employer”. 
On their public works contracts, AAA Paving 
should supplement John Adams basic hourly 
rate of pay by $5.50/hour making his total hourly 
rate $41.24, this way AAA Paving would be in 
compliance with the prevailing wage law. 



 AAA Paving had the low bid on the Los Angeles job 
and was awarded the contract. The company 
continued to pay John Adams the basic hourly rate of 
$28.00/hour and the total hourly rate of $35.71 for the 
Los Angeles Job. An auditor reviewed the Certified 
Payroll Records and Fringe Benefit Statement, as seen 
attached, for AAA Paving. When the auditor added 
the $28.00/hour basic rate of pay shown on the CPR 
and the fringe benefit payments that AAA indicated 
on their FBS, the total hourly rate of pay for John 
Adams appeared to be $41.24/hour and in compliance 
with Prevailing Wage Laws.  







 Unless an auditor can verify the hourly cost of benefits paid 
to John Adams by his employer, there is no way  to know if 
AAA Paving is paying the correct Prevailing Wage to John 
Adams on their Public Works Projects. 

 Superior Construction is a Union Contractor and is 
required to submit monthly Benefit Reports and 
payments, for each employee for each hour worked (all 
projects), to the Operators Trust Funds, who audit them 
for accuracy.  

 AAA Paving is Non-Union and does not have to report to 
their benefit administrators.  

  If an auditor had the annualized information from Table 
(5) above, they could determine if John Adams was paid 
the correct prevailing wage on the project. 

  



 The inequity of wage payments between AAA Paving 
and Superior Construction was the factor allowing AAA 
Paving to win the job and created an unfair competition 
between the two companies.  

 In addition to unfairly beating Superior Construction on 
this job and underpaying John Adams, AAA Paving has 
also, by virtue of their underpayment to John Adams, 
under paid their Workman's Compensation Insurance 
premium, the Employment Development Department, 
the Internal Revenue Service and the Franchise Tax 
Board.  
 

   
 



 Consider the potential magnitude of this inequity.  
1. If AAA Paving had (12) Operators on this job instead of 

one, it would amount to $33,180.00 underpayment. 
2. If AAA Paving had 50 similar jobs in 2010 it would 

amount to $1,659,500.00 underpayment. 
3. If there were 200 other contractors doing the same thing 

as AAA Paving it would amount to $3,319,000,000.oo in 
underpayments. 
 

 In my opinion this is an conservative example of what is 
really happing in  California Public Works Construction 



 Pass legislation that would add a requirement in 
the California Code of Regulations requiring all 
contractors on Public Works, Prevailing Wage 
Projects to “Annualize” their benefit costs for 
each employee, and provide that information to 
the Department of Industrial Relations, Division 
of Labor Standards Enforcement (State Labor 
Commissioner) or any state approved Labor 
Compliance Program. Said information would be 
considered public information and updated at 
least annually.   


