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Payment for annual leave 

 
 

As an employer, you are responsible for making sure that your employees always receive their correct 

entitlements. Annual leave is one such entitlement.  

Employees are entitled to receive their pay for annual leave before their holiday starts. However, an 

employer and employee can agree that annual leave will be paid in the normal pay cycle instead. 

Payment for annual leave is calculated at the greater of either the ordinary weekly pay or average 

weekly earnings for the last 12 months.  

……………………………………………………………………………………………………………………… 

Ordinary weekly pay: 

Ordinary weekly pay is the employee’s normal weekly pay at the time the holiday is taken. It includes: 

 Regular productivity or incentive-based payments e.g. commission or piece rates, 

 The cash value of board or lodgings, and 

 Regular overtime. 

Intermittent, or one-off payments, and discretionary payments are not included in ordinary weekly pay. 

If an employee is on a salary, the ordinary weekly pay is straight forward, as they are paid the same 

amount each week.  

If the ordinary weekly pay is not easily determined, you should take the average of the last four 

weeks. To calculate this: 

 Go back to the end of the last pay period before the annual leave is taken, 

 Go back four weeks from that date, 

 Take the gross earnings for those four weeks, 

 Deduct any payments that wouldn’t normally occur, or that you are not required to pay under 

the employment agreement, and 

 Divide the answer by four, to give the average for the last four weeks. 

……………………………………………………………………………………………………………………… 

 

This factsheet will help you to: 

 Understand the concepts of ordinary weekly pay and average weekly earnings 

 Calculate the payment for annual leave taken 

 Determine when payment for annual leave should be made 
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Average weekly earnings: 

Average weekly earnings are calculated by averaging the gross earnings for the last 12 months. To 

calculate this: 

 Go back to the end of the last pay period before the annual leave is taken, 

 Go back 12 months from that date, 

 Take the gross earnings for those 12 months, and 

 Divide this figure by 52 to give the weekly average. 

Gross earnings include the following payments: 

 Salary and wages, 

 Allowances (excluding reimbursing allowances), 

 Overtime, 

 Piece work, 

 At-risk, productivity or performance payments, 

 Commission, 

 Payment for annual holidays and public holidays, 

 Payment for sick and bereavement leave, 

 The cash value of board and lodgings supplied, 

 Amounts compulsorily paid by the employer under ACC (i.e. the first week of compensation), 

and 

 Any other payments that are required to be made under the terms of the employment 

agreement. 

They don’t include reimbursement payments or discretionary payments (e.g. bonuses) nor do they 

include: payments made by ACC, voluntary military service, or payments for cashed-up holidays. 

……………………………………………………………………………………………………………………… 

Calculating payment: 

First you need to calculate the employee’s ordinary weekly pay and their average weekly earnings. A 

good payroll system will generally calculate average weekly earnings for you. If you are calculating 

pays manually, it may be easier to use a spreadsheet. 

If an employee has done a lot of overtime over the last year, the average weekly earnings will usually 

be higher. If they have recently received a pay rise, then the ordinary weekly pay will generally be 

higher. In many cases though, the amounts are the same. 

Next you need to determine what portion of the entitlement is being taken, taking into account what a 

week means for that employee.  One approach is to work out an employee’s equivalent daily or hourly 

rate, and use this when calculating payment for annual leave. 

Use the examples below to help you with your own calculations on farm. 
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Example 1 

Sarah is an office manager in a large dairy farm business. She works 25 hours per week (five hours 

per day, Monday-Friday). She is entitled to four weeks annual leave based on her working week i.e. 

20 days, or 100 hours per year. 

Sarah is employed on a salary. Her ordinary weekly pay and average weekly earnings are the same: 

$600 gross per week. 

Sarah applies to take 7 days annual leave.  

Sarah’s equivalent daily rate is $120 per day. The payment for annual leave is therefore $840 (7 x 

$120). 

Example 2 

Phil is a herd manager. He’s on a salary and works a set roster throughout the year, 6 days on and 2 

days off. Phil’s employer has worked out that his average working week is 5.27 days per week. He 

should therefore receive 21 days of annual leave each year (4 weeks x 5.27 days per week). 

His ordinary weekly pay is $1250 gross per week. Earlier in the year he did some overtime while 

another staff member was sick and received payment for this. Therefore his average weekly earnings 

are $1305 gross per week. 

Phil applies to take 6 days off.   

Looking at the 2 figures, ordinary weekly pay and average weekly earnings, the average weekly 

earnings of $1305 per week is the greater. 

The equivalent daily rate is worked out by dividing $1305 by the average number of days worked per 

week (5.27). This equals $247.63 per day. 

The payment for annual leave should be: $247.63 x 6 days leave = $1485.77. 


