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California Supreme Court Holds That Employers
Have A Good-Faith Defense To Statutory
Penalties For Wage-Statement Violations

Naranjo v. Spectrum Security Services, Inc., S279397 — Decided May 6, 2024

The California Supreme Court held today that an employer is
not subject to statutory penalties for providing incomplete or
inaccurate wage statements if it reasonably and in good faith
believed the statements were accurate.

“[Aln employer’s objectively reasonable, good faith belief that it has provided employees with
adequate wage statements precludes an award of penalties under section 226.”

JUSTICE KRUGER, WRITING FOR THE COURT



https://www.gibsondunn.com/california-supreme-court-holds-that-employers-have-a-good-faith-defense-to-statutory-penalties-for-wage-statement-violations/

Background:

California Labor Code section 226 requires employers to provide detailed wage statements to
their employees. Employees can seek statutory penalties if they are injured “as a result of a
knowing and intentional failure by an employer” to comply with the wage-statement
requirement. (Lab. Code, § 226, subd. (e)(1).)

Gustavo Naranjo, a security guard for Spectrum Security Services, brought a putative class
action alleging that Spectrum had violated section 226 by failing to report premium amounts due
to employees who missed meal breaks. After an initial appeal in which the California Supreme
Court clarified that section 226 required wage statements to list premium pay for missed meal
periods (Naranjo v. Spectrum Security Services, Inc. (2022) 13 Cal.5th 93), the case was
remanded to the Court of Appeal to determine whether Spectrum’s failure to list such premium
pay on its wage statement was “knowing and intentional,” such that penalties could be imposed
under section 226. The Court of Appeal held that because Spectrum had a reasonable, good-
faith belief at the time that its wage statements were accurate (based on uncertainty in the law
before the California Supreme Court’s initial decision), the violation was not “knowing and
intentional” and could not give rise to section 226 penalties.

The California Supreme Court again granted review, this time to decide whether an employer
knowingly and intentionally fails to comply with section 226 when it has a reasonable, good-faith
belief that its wage statements complied with the statute.

Issue:

Can an employer be held liable for statutory penalties under Labor Code section 226 if it issues
incomplete or inaccurate wage statements with a reasonable and good-faith (but incorrect) belief
that the statements were compliant?

Court's Holding:

No, because “an employer’s objectively reasonable, good faith belief that it has provided
employees with adequate wage statements precludes an award of penalties under section 226.”

What It Means:

e This decision represents a significant victory for California’s employers, who often face
substantial liability for wage-statement violations predicated on other alleged violations of
the Labor Code. After today’s decision, an employer will not be liable for penalties under
section 226 for wage-statement violations if it had a reasonable and good faith belief that
its wage statements complied with the statute.

o The Court noted that its holding was consistent with other provisions of the Labor Code
that do not allow for statutory penalties where employers reasonably and in good faith



believe that they are complying with the law. Reading the Labor Code as a whole to
adopt a consistent scheme on the issue of when penalties may be assessed makes
sense, the Court reasoned, because claims related to deficient wage statements “are
more typically raised as derivative claims of other Labor Code” sections.

e Because a good-faith defense based on a misunderstanding of law under section 226 is
available only “where the employer’s obligations are genuinely uncertain,” the defense will
not be available to companies that do not comply with well-established law. But in cases
where the law is unsettled, employers will be able to use that uncertainty as a defense to
section 226 penalties.
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The Court’s opinion is available here.

Gibson Dunn’s lawyers are available to assist in addressing any questions you may have
regarding developments at the California Supreme Court. Please feel free to contact the following
practice leaders:
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