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Future Developments

For the latest information about developments related to
Pub. 15-B, such as legislation enacted after it was
published, go to www.irs.gov/pub15b.

Dec 23, 2015

What's New

Cents-per-mile rule. The business mileage rate for 2016
is 54 cents per mile. You may use this rate to reimburse
an employee for business use of a personal vehicle, and
under certain conditions, you may use the rate under the
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cents-per-mile rule to value the personal use of a vehicle
you provide to an employee. See Cents-Per-Mile Rule in
section 3.

Retroactive increase in excludible transit benefits for
2015. The Consolidated Appropriations Act, 2016, in-
creased the monthly transit benefit exclusion from $130
per participating employee to $250 per participating em-
ployee for the period of January 1, 2015, through Decem-
ber 31, 2015. Employers will be provided instructions on
how to correct the social security and Medicare taxes on
the excess transit benefits in future guidance. A link to that
guidance will be provided at www.irs.gov/pub15b.

Qualified parking exclusion and commuter transpor-
tation benefit. For 2016, the monthly exclusion for quali-
fied parking is $255 and the monthly exclusion for com-
muter highway vehicle transportation and transit passes is
$255. See Qualified Transportation Benefits in section 2.

Contribution limit on a health flexible spending ar-
rangement (FSA). For plan years beginning after De-
cember 31, 2015, a cafeteria plan may not allow an em-
ployee to request salary reduction contributions for a
health FSA in excess of $2,550. For more information, see
Cafeteria Plans in section 1.

Reminders

Additional permitted election changes for health cov-
erage under a cafeteria plan. Notice 2014-55, 2014-41
I.R.B. 672, available at www.irs.qov/irb/2014-41_IRB/
ari2.html, expands the application of the permitted
change rules for health coverage under a cafeteria plan
and discusses two specific situations in which a cafeteria
plan participant is permitted to revoke his or her election
under a cafeteria plan during a period of coverage.

Same-sex marriage. For federal tax purposes, mar-
riages of couples of the same sex are treated the same as
marriages of couples of the opposite sex. The term
“spouse” includes an individual married to a person of the
same sex. However, individuals who have entered into a
registered domestic partnership, civil union, or other simi-
lar relationship that isn't considered a marriage under
state law aren't considered married for federal tax purpo-
ses. For more information, see Revenue Ruling 2013-17,
2013-38 |.R.B. 201, available at www.irs.gov/irb/
2013-38 IRB/ar07.html.

Notice 2013-61 provides special administrative proce-
dures for employers to make claims for refund or adjust-
ments of overpayments of social security and Medicare
taxes with respect to certain same-sex spouse benefits
before expiration of the period of limitations. Notice
2013-61, 2013-44 |.R.B. 432, is available at www.irs.gov/
irb/2013-44 IRB/ar10.html. You may correct errors to fed-
eral income tax withholding and Additional Medicare Tax
withheld for prior years if the amount reported on your em-
ployment tax return doesn't agree with the amount you ac-
tually withheld. This type of error is an administrative error.
You may also correct errors to federal income tax with-
holding and Additional Medicare Tax withheld for prior
years if section 3509 rates apply.
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Notice 2014-1 discusses how certain rules for cafeteria
plans, including health and dependent care flexible
spending arrangements (FSAs), and health savings ac-
counts (HSAs) apply to same-sex spouses participating in
employee benefit plans. Notice 2014-1, 2014-2 |.R.B. 270,
is available at www.irs.gov/irb/2014-2 IRB/ar13.html.

Additional Medicare Tax withholding. In addition to
withholding Medicare tax at 1.45%, you must withhold a
0.9% Additional Medicare Tax from wages you pay to an
employee in excess of $200,000 in a calendar year. You
are required to begin withholding Additional Medicare Tax
in the pay period in which you pay wages in excess of
$200,000 to an employee and continue to withhold it each
pay period until the end of the calendar year. Additional
Medicare Tax is only imposed on the employee. There is
no employer share of Additional Medicare Tax. All wages
that are subject to Medicare tax are subject to Additional
Medicare Tax withholding if paid in excess of the
$200,000 withholding threshold. Unless otherwise noted,
references to Medicare tax include Additional Medicare
Tax.

For more information on what wages are subject to
Medicare tax, see Table 2-1, later, and the chart, Special
Rules for Various Types of Services and Payments, in
section 15 of Pub. 15. For more information on Additional
Medicare Tax, visit IRS.gov and enter “Additional Medi-
care Tax” in the search box.

Photographs of missing children. The IRS is a proud
partner with the National Center for Missing and Exploited
Children. Photographs of missing children selected by the
Center may appear in this publication on pages that would
otherwise be blank. You can help bring these children
home by looking at the photographs and calling
1-800-THE-LOST (1-800-843-5678) if you recognize a
child.

Introduction

This publication supplements Pub. 15, Employer's Tax
Guide, and Pub. 15-A, Employer's Supplemental Tax
Guide. It contains information for employers on the em-
ployment tax treatment of fringe benefits.

Comments and Suggestions. We welcome your com-
ments about this publication and your suggestions for fu-
ture editions.

You can send us comments from www.irs.gov/
formspubs. Click on More Information and then click on
Give us feedback.

Or you can write to:

Internal Revenue Service

Tax Forms and Publications

1111 Constitution Ave. NW, IR-6526
Washington, DC 20224

We respond to many letters by telephone. Therefore, it
would be helpful if you would include your daytime phone
number, including the area code, in your correspondence.

Publication 15-B (2016)
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Although we can't respond individually to each com-
ment received, we do appreciate your feedback and will
consider your comments as we revise our tax forms, in-
structions, and publications.

1. Fringe Benefit Overview

A fringe benefit is a form of pay for the performance of
services. For example, you provide an employee with a
fringe benefit when you allow the employee to use a busi-
ness vehicle to commute to and from work.

Performance of services. A person who performs serv-
ices for you doesn't have to be your employee. A person
may perform services for you as an independent contrac-
tor, partner, or director. Also, for fringe benefit purposes,
treat a person who agrees not to perform services (such
as under a covenant not to compete) as performing serv-
ices.

Provider of benefit. You are the provider of a fringe ben-
efit if it is provided for services performed for you. You are
considered the provider of a fringe benefit even if a third
party, such as your client or customer, provides the bene-
fit to your employee for services the employee performs
for you. For example, if, in exchange for goods or serv-
ices, your customer provides day care services as a fringe
benefit to your employees for services they provide for
you as their employer, then you are the provider of this
fringe benefit even though the customer is actually provid-
ing the day care.

Recipient of benefit. The person who performs services
for you is considered the recipient of a fringe benefit provi-
ded for those services. That person may be considered
the recipient even if the benefit is provided to someone
who didn't perform services for you. For example, your
employee may be the recipient of a fringe benefit you pro-
vide to a member of the employee's family.

Are Fringe Benefits Taxable?

Any fringe benefit you provide is taxable and must be in-
cluded in the recipient's pay unless the law specifically ex-
cludes it. Section 2 discusses the exclusions that apply to
certain fringe benefits. Any benefit not excluded under the
rules discussed in section 2 is taxable.

Including taxable benefits in pay. You must include in
a recipient's pay the amount by which the value of a fringe
benefit is more than the sum of the following amounts.

® Any amount the law excludes from pay.
® Any amount the recipient paid for the benefit.

The rules used to determine the value of a fringe benefit
are discussed in section 3.

If the recipient of a taxable fringe benefit is your em-
ployee, the benefit is subject to employment taxes and
must be reported on Form W-2, Wage and Tax Statement.
However, you can use special rules to withhold, deposit,
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and report the employment taxes. These rules are dis-
cussed in section 4.

If the recipient of a taxable fringe benefit isn't your em-
ployee, the benefit isn't subject to employment taxes.
However, you may have to report the benefit on one of the
following information returns.

If the recipient
receives the benefit

as: Use:

An independent Form 1099-MISC, Miscellaneous Income
contractor

A partner Schedule K-1 (Form 1065), Partner's

Share of Income, Deductions, Credits,
etc.

For more information, see the instructions for the forms lis-
ted above.

Cafeteria Plans

A cafeteria plan, including a flexible spending arrange-
ment, is a written plan that allows your employees to
choose between receiving cash or taxable benefits in-
stead of certain qualified benefits for which the law pro-
vides an exclusion from wages. If an employee chooses
to receive a qualified benefit under the plan, the fact that
the employee could have received cash or a taxable ben-
efit instead won't make the qualified benefit taxable.

Generally, a cafeteria plan doesn't include any plan that
offers a benefit that defers pay. However, a cafeteria plan
can include a qualified 401(k) plan as a benefit. Also, cer-
tain life insurance plans maintained by educational institu-
tions can be offered as a benefit even though they defer

pay.

Qualified benefits. A cafeteria plan can include the fol-
lowing benefits discussed in section 2.

® Accident and health benefits (but not Archer medical
savings accounts (Archer MSAs) or long-term care in-
surance).

Adoption assistance.

® Dependent care assistance.

Group-term life insurance coverage (including costs
that can't be excluded from wages).

Health savings accounts (HSAs). Distributions from
an HSA may be used to pay eligible long-term care in-
surance premiums or qualified long-term care serv-
ices.

Benefits not allowed. A cafeteria plan can't include the
following benefits discussed in section 2.

® Archer MSAs. See Accident and Health Benetfits in
section 2.

® Athletic facilities.

® De minimis (minimal) benefits.

Page 3





® Educational assistance.

® Employee discounts.

® Employer-provided cell phones.

® Lodging on your business premises.
® Meals.

® Moving expense reimbursements.

® No-additional-cost services.

® Transportation (commuting) benefits.
® Tuition reduction.

® Working condition benefits.

It also can't include scholarships or fellowships (dis-
cussed in Pub. 970).

Contribution limit on a health flexible spending ar-
rangement (FSA). For plan years beginning after De-
cember 31, 2015, a cafeteria plan may not allow an em-
ployee to request salary reduction contributions for a
health FSA in excess of $2,550.

A cafeteria plan that doesn't limit health FSA contribu-
tions to the dollar limit isn't a cafeteria plan and all benefits
offered under the plan are includible in the employee's
gross income.

For more information, see Notice 2012-40, 2012-26
I.R.B. 1046, available at www.irs.gov/irb/2012-26 IRB/
ar09.htmi.

“Use-or-lose” rule for health FSAs. Instead of a grace
period, you may, at your option, amend your cafeteria plan
to allow up to $500 of an employee's unused contributions
to carryover to the immediately following plan year. For
more information, see Notice 2013-71, 2013-47 I.R.B.
532, available at www.irs.qov/irb/2013-47 IRB/ar10.html.

Employee. For these plans, treat the following individu-
als as employees.

® A current common-law employee. See section 2 in
Pub. 15.

® A full-time life insurance agent who is a current statu-
tory employee.

® A leased employee who has provided services to you
on a substantially full-time basis for at least a year if
the services are performed under your primary direc-
tion or control.

Exception for S corporation shareholders. Don't
treat a 2% shareholder of an S corporation as an em-
ployee of the corporation for this purpose. A 2% share-
holder for this purpose is someone who directly or indi-
rectly owns (at any time during the year) more than 2% of
the corporation's stock or stock with more than 2% of the
voting power. Treat a 2% shareholder as you would a
partner in a partnership for fringe benefit purposes, but
don't treat the benefit as a reduction in distributions to the
2% shareholder.

Page 4

Plans that favor highly compensated employees. If
your plan favors highly compensated employees as to eli-
gibility to participate, contributions, or benefits, you must
include in their wages the value of taxable benefits they
could have selected. A plan you maintain under a collec-
tive bargaining agreement doesn't favor highly compensa-
ted employees.

A highly compensated employee for this purpose is any
of the following employees.

1. An officer.

2. A shareholder who owns more than 5% of the voting
power or value of all classes of the employer's stock.

3. An employee who is highly compensated based on
the facts and circumstances.

4. A spouse or dependent of a person described in (1),

(2), or (3).

Plans that favor key employees. If your plan favors key
employees, you must include in their wages the value of
taxable benefits they could have selected. A plan favors
key employees if more than 25% of the total of the nontax-
able benefits you provide for all employees under the plan
go to key employees. However, a plan you maintain under
a collective bargaining agreement doesn't favor key em-
ployees.

A key employee during 2016 is generally an employee
who is either of the following.

1. An officer having annual pay of more than $170,000.
2. An employee who for 2016 is either of the following.
a. A 5% owner of your business.

b. A 1% owner of your business whose annual pay
was more than $150,000.

Simple Cafeteria Plans

Eligible employers meeting contribution requirements and
eligibility and participation requirements can establish a
simple cafeteria plan. Simple cafeteria plans are treated
as meeting the nondiscrimination requirements of a cafe-
teria plan and certain benefits under a cafeteria plan.

Eligible employer. You are an eligible employer if you
employ an average of 100 or fewer employees during ei-
ther of the 2 preceding years. If your business wasn't in
existence throughout the preceding year, you are eligible
if you reasonably expect to employ an average of 100 or
fewer employees in the current year. If you establish a
simple cafeteria plan in a year that you employ an average
of 100 or fewer employees, you are considered an eligible
employer for any subsequent year as long as you don't
employ an average of 200 or more employees in a subse-
quent year.

Eligibility and participation requirements. These re-
quirements are met if all employees who had at least
1,000 hours of service for the preceding plan year are eli-
gible to participate and each employee eligible to

Publication 15-B (2016)
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participate in the plan may elect any benefit available un-
der the plan. You may elect to exclude from the plan em-
ployees who:

1. Are under age 21 before the close of the plan year,

2. Have less than 1 year of service with you as of any
day during the plan year,

3. Are covered under a collective bargaining agreement,
or

4. Are nonresident aliens working outside the United
States whose income didn't come from a U.S. source.

Contribution requirements. You must make a contribu-
tion to provide qualified benefits on behalf of each quali-
fied employee in an amount equal to:

1. A uniform percentage (not less than 2%) of the em-
ployee’s compensation for the plan year, or

2. An amount which is at least 6% of the employee’s
compensation for the plan year or twice the amount of
the salary reduction contributions of each qualified
employee, whichever is less.

If the contribution requirements are met using option (2),
the rate of contribution to any salary reduction contribution
of a highly compensated or key employee can't be greater
than the rate of contribution to any other employee.

More information. For more information about cafeteria
plans, see section 125 of the Internal Revenue Code and
its regulations.

2. Fringe Benefit Exclusion
Rules

This section discusses the exclusion rules that apply to
fringe benefits. These rules exclude all or part of the value
of certain benefits from the recipient's pay.

The excluded benefits aren't subject to federal income
tax withholding. Also, in most cases, they aren't subject to
social security, Medicare, federal unemployment (FUTA)
tax, or Railroad Retirement Tax Act (RRTA) taxes and
aren't reported on Form W-2.

This section discusses the exclusion rules for the fol-
lowing fringe benefits.

® Accident and health benefits.
® Achievement awards.

® Adoption assistance.

® Athletic facilities.

® De minimis (minimal) benefits.
® Dependent care assistance.

® Educational assistance.

® Employee discounts.
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® Employee stock options.

® Employer-provided cell phones.

® Group-term life insurance coverage.
® Health savings accounts (HSAs).

® [ odging on your business premises.
® Meals.

® Moving expense reimbursements.

® No-additional-cost services.

® Retirement planning services.

® Transportation (commuting) benefits.
® Tuition reduction.

® Working condition benefits.

See Table 2-1, later, for an overview of the employment
tax treatment of these benefits.

Accident and Health Benefits

This exclusion applies to contributions you make to an ac-
cident or health plan for an employee, including the follow-
ing.
® Contributions to the cost of accident or health insur-
ance including qualified long-term care insurance.

® Contributions to a separate trust or fund that directly
or through insurance provides accident or health ben-
efits.

® Contributions to Archer MSAs or health savings ac-
counts (discussed in Pub. 969).

This exclusion also applies to payments you directly or
indirectly make to an employee under an accident or
health plan for employees that are either of the following.

® Payments or reimbursements of medical expenses.

® Payments for specific injuries or illnesses (such as the
loss of the use of an arm or leg). The payments must
be figured without regard to any period of absence
from work.

Accident or health plan. This is an arrangement that
provides benefits for your employees, their spouses, their
dependents, and their children (under age 27) in the event
of personal injury or sickness. The plan may be insured or
noninsured and doesn't need to be in writing.

Employee. For this exclusion, treat the following individu-
als as employees.

® A current common-law employee.

® A full-time life insurance agent who is a current statu-
tory employee.
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Table 2-1. Special Rules for Various Types of Fringe Benefits
(For more information, see the full discussion in this section.)

Treatment Under Employment Taxes

Type of Fringe Benefit

Income Tax Withholding

Social Security and Medicare
(including Additional Medicare
Tax when wa?es are paid in

Federal Unemployment (FUTA)

excess of $200,000)
Exempt'?2, except for long-term care  |Exempt, except for certain payments |Exempt
Accident and health benefits benefits provided through a flexible to S corporation employees who are
spending or similar arrangement. 2% shareholders.
Achievement awards Exempt' up to $1,600 for qualified plan awards ($400 for nonqualified awards).
Adoption assistance Exempt'-3 Taxable |Taxable

Athletic facilities

Exempt if substantially all use during the calendar year is by employees, their spouses, and their dependent children

and the facility is operated by the employer on premises owned or [eased by the employer.

De minimis (minimal) benefits

Exempt

Exempt Exempt

Dependent care assistance

Exempt® up to certain limits, $5,000 ($2,500 for married employee filing separate return).

Educational assistance

Exempt up to $5,250 of benefits each year. (See Educational Assistance, later in this section.)

Employee discounts

Exempt® up to certain limits. (See Employee Discounts, later in this section.)

Employee stock options

See Employee Stock Options, later in this section.

Employer-provided cell phones

Exempt if provided primarily for noncompensatory business purposes.

Group-term life insurance coverage

Exempt

Exempt'*7 up to cost of $50,000 of
coverage. (Special rules apply to
former employees.)

Exempt

Health savings accounts (HSAs)

Exempt for qualified individuals up to the HSA contribution limits. (See Health Savings Accounts, later in this section.)

Lodging on your business premises

Exempt' if furnished for your convenience as a condition of employment.

Meals

Exempt if furnished on your business premises for your convenience.

Exempt if de minimis.

Moving expense reimbursements

Exempt' if expenses would be deductible if the employee had paid them.

No-additional-cost services

Exempt®

Exempt® Exempt®

Retirement planning services

Exempt®

Exempt® Exempt®

Transportation (commuting) benefits

Exempt up to certain limits if for rides in a commuter highway vehicle and/or transit passes ($255), qualified parking
($255) or qualified bicycle commuting reimbursement® ($20). (See Transportation (Commuting) Benefits, later in this

section.)

Exempt if de minimis.

Tuition reduction

Exempt? if for undergraduate education (or graduate education if the employee performs teaching or research

activities).

Working condition benefits

Exempt

Exempt Exempt

1 Exemption doesn't apply to S corporation employees who are 2% shareholders.
2 Exemption doesn't apply to certain highly compensated employees under a self-insured plan that favors those employees.

3 Exemption doesn't apply to certain highly compensated employees under a program that favors those employees.

4 Exemption doesn't apply to certain key employees under a plan that favors those employees.

5 Exemption doesn't apply to services for tax preparation, accounting, legal, or brokerage services.

8 If the employee receives a qualified bicycle commuting reimbursement in a qualified bicycle commuting month, the employee can't receive commuter highway vehicle, transit
pass, or qualified parking benefits in that same month.
7You must include in your employee's wages the cost of group-term life insurance beyond $50,000 worth of coverage, reduced by the amount the employee paid toward the
insurance. Report it as wages in boxes 1, 3, and 5 of the employee's Form W-2. Also, show it in box 12 with code “C.” The amount is subject to social security and Medicare
taxes, and you may, at your option, withhold federal income tax.

® A retired employee.

® A former employee you maintain coverage for based
on the employment relationship.

® A widow or widower of an individual who died while an

employee.

® A widow or widower of a retired employee.

® For the exclusion of contributions to an accident or
health plan, a leased employee who has provided
services to you on a substantially full-time basis for at
least a year if the services are performed under your
primary direction or control.

Special rule for certain government plans. For cer-
tain government accident and health plans, payments to a
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deceased plan participant's beneficiary may qualify for the
exclusion from gross income if the other requirements for
exclusion are met. See section 105(j) for details.

Exception for S corporation shareholders. Don't
treat a 2% shareholder of an S corporation as an em-
ployee of the corporation for this purpose. A 2% share-
holder is someone who directly or indirectly owns (at any
time during the year) more than 2% of the corporation's
stock or stock with more than 2% of the voting power.
Treat a 2% shareholder as you would a partner in a part-
nership for fringe benefit purposes, but don't treat the ben-
efit as a reduction in distributions to the 2% shareholder.

Exclusion from wages. You can generally exclude the
value of accident or health benefits you provide to an em-
ployee from the employee's wages.
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Exception for certain long-term care benefits. You
can't exclude contributions to the cost of long-term care
insurance from an employee's wages subject to federal in-
come tax withholding if the coverage is provided through a
flexible spending or similar arrangement. This is a benefit
program that reimburses specified expenses up to a maxi-
mum amount that is reasonably available to the employee
and is less than five times the total cost of the insurance.
However, you can exclude these contributions from the
employee's wages subject to social security, Medicare,
and FUTA taxes.

S corporation shareholders. Because you can't treat
a 2% shareholder of an S corporation as an employee for
this exclusion, you must include the value of accident or
health benefits you provide to the employee in the em-
ployee's wages subject to federal income tax withholding.
However, you can exclude the value of these benefits
(other than payments for specific injuries or illnesses)
from the employee's wages subject to social security,
Medicare, and FUTA taxes.

Exception for highly compensated employees. If
your plan is a self-insured medical reimbursement plan
that favors highly compensated employees, you must in-
clude all or part of the amounts you pay to these employ-
ees in their wages subject to federal income tax withhold-
ing. However, you can exclude these amounts (other than
payments for specific injuries or illnesses) from the em-
ployee's wages subject to social security, Medicare, and
FUTA taxes.

A self-insured plan is a plan that reimburses your em-
ployees for medical expenses not covered by an accident
or health insurance policy.

A highly compensated employee for this exception is
any of the following individuals.

® One of the five highest paid officers.

® An employee who owns (directly or indirectly) more
than 10% in value of the employer's stock.

® An employee who is among the highest paid 25% of
all employees (other than those who can be excluded
from the plan).

For more information on this exception, see section
105(h) of the Internal Revenue Code and its regulations.

COBRA premiums. The exclusion for accident and
health benefits applies to amounts you pay to maintain
medical coverage for a current or former employee under
the Combined Omnibus Budget Reconciliation Act of
1986 (COBRA). The exclusion applies regardless of the
length of employment, whether you directly pay the premi-
ums or reimburse the former employee for premiums paid,
and whether the employee's separation is permanent or
temporary.

Achievement Awards
This exclusion applies to the value of any tangible per-

sonal property you give to an employee as an award for
either length of service or safety achievement. The
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exclusion doesn't apply to awards of cash, cash equiva-
lents, gift certificates, or other intangible property such as
vacations, meals, lodging, tickets to theater or sporting
events, stocks, bonds, and other securities. The award
must meet the requirements for employee achievement
awards discussed in chapter 2 of Pub. 535.

Employee. For this exclusion, treat the following individu-
als as employees.

® A current employee.

® A former common-law employee you maintain cover-
age for in consideration of or based on an agreement
relating to prior service as an employee.

® A leased employee who has provided services to you
on a substantially full-time basis for at least a year if
the services are performed under your primary direc-
tion or control.

Exception for S corporation shareholders. Don't
treat a 2% shareholder of an S corporation as an em-
ployee of the corporation for this purpose. A 2% share-
holder is someone who directly or indirectly owns (at any
time during the year) more than 2% of the corporation's
stock or stock with more than 2% of the voting power.
Treat a 2% shareholder as you would a partner in a part-
nership for fringe benefit purposes, but don't treat the ben-
efit as a reduction in distributions to the 2% shareholder.

Exclusion from wages. You can generally exclude the
value of achievement awards you give to an employee
from the employee's wages if their cost isn't more than the
amount you can deduct as a business expense for the
year. The excludable annual amount is $1,600 ($400 for
awards that aren't “qualified plan awards”). See chapter 2
of Pub. 535 for more information about the limit on deduc-
tions for employee achievement awards.

To determine for 2016 whether an achievement
. award is a “qualified plan award” under the de-
(YY) duction rules described in Pub. 535, treat any
employee who received more than $120,000 in pay for
2015 as a highly compensated employee.

If the cost of awards given to an employee is more than
your allowable deduction, include in the employee's wa-
ges the larger of the following amounts.

® The part of the cost that is more than your allowable
deduction (up to the value of the awards).

® The amount by which the value of the awards exceeds
your allowable deduction.

Exclude the remaining value of the awards from the em-
ployee's wages.

Adoption Assistance
An adoption assistance program is a separate written plan

of an employer that meets all of the following require-
ments.
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1. It benefits employees who qualify under rules set up
by you, which don't favor highly compensated em-
ployees or their dependents. To determine whether
your plan meets this test, don't consider employees
excluded from your plan who are covered by a collec-
tive bargaining agreement, if there is evidence that
adoption assistance was a subject of good-faith bar-
gaining.

2. lt doesn't pay more than 5% of its payments during
the year for shareholders or owners (or their spouses
or dependents). A shareholder or owner is someone
who owns (on any day of the year) more than 5% of
the stock or of the capital or profits interest of your
business.

3. You give reasonable notice of the plan to eligible em-
ployees.

4. Employees provide reasonable substantiation that
payments or reimbursements are for qualifying ex-
penses.

For this exclusion, a highly compensated employee for
2016 is an employee who meets either of the following
tests.

1. The employee was a 5% owner at any time during the
year or the preceding year.

2. The employee received more than $120,000 in pay
for the preceding year.

You can choose to ignore test (2) if the employee wasn't
also in the top 20% of employees when ranked by pay for
the preceding year.

You must exclude all payments or reimbursements you
make under an adoption assistance program for an em-
ployee's qualified adoption expenses from the employee's
wages subject to federal income tax withholding. How-
ever, you can't exclude these payments from wages sub-
ject to social security, Medicare, and FUTA taxes. For
more information, see the Instructions for Form 8839.

You must report all qualifying adoption expenses you
paid or reimbursed under your adoption assistance pro-
gram for each employee for the year in box 12 of the em-
ployee's Form W-2. Use code “T” to identify this amount.

Exception for S corporation shareholders. For this
exclusion, don't treat a 2% shareholder of an S corpora-
tion as an employee of the corporation. A 2% shareholder
is someone who directly or indirectly owns (at any time
during the year) more than 2% of the corporation's stock
or stock with more than 2% of the voting power. Treat a
2% shareholder as you would a partner in a partnership
for fringe benefit purposes, including using the benefit as
a reduction in distributions to the 2% shareholder.

Athletic Facilities

You can exclude the value of an employee's use of an
on-premises gym or other athletic facility you operate from
an employee's wages if substantially all use of the facility
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during the calendar year is by your employees, their spou-
ses, and their dependent children. For this purpose, an
employee's dependent child is a child or stepchild who is
the employee's dependent or who, if both parents are de-
ceased, hasn't attained the age of 25.

On-premises facility. The athletic facility must be loca-
ted on premises you own or lease. It doesn't have to be lo-
cated on your business premises. However, the exclusion
doesn't apply to an athletic facility for residential use, such
as athletic facilities that are part of a resort.

Employee. For this exclusion, treat the following individu-
als as employees.

® A current employee.
® A former employee who retired or left on disability.

® A widow or widower of an individual who died while an
employee.

® A widow or widower of a former employee who retired
or left on disability.

® A leased employee who has provided services to you
on a substantially full-time basis for at least a year if
the services are performed under your primary direc-
tion or control.

® A partner who performs services for a partnership.

De Minimis (Minimal) Benefits

You can exclude the value of a de minimis benefit you
provide to an employee from the employee's wages. A de
minimis benefit is any property or service you provide to
an employee that has so little value (taking into account
how frequently you provide similar benefits to your em-
ployees) that accounting for it would be unreasonable or
administratively impracticable. Cash and cash equivalent
fringe benefits (for example, use of gift card, charge card,
or credit card), no matter how little, are never excludable
as a de minimis benefit, except for overtime meal money
or transportation fare.

Examples of de minimis benefits include the following.

® Personal use of an employer-provided cell phone pro-
vided primarily for noncompensatory business purpo-
ses. See Employer-Provided Cell Phones, later in this
section, for details.

® Qccasional personal use of a company copying ma-
chine if you sufficiently control its use so that at least
85% of its use is for business purposes.

® Holiday gifts, other than cash, with a low fair market
value.

® Group-term life insurance payable on the death of an
employee's spouse or dependent if the face amount
isn't more than $2,000.

® Meals. See Meals, later in this section, for details.

® Qccasional parties or picnics for employees and their
guests.
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® QOccasional tickets for theater or sporting events.

® Transportation fare. See Transportation (Commuting)
Benefits, later in this section, for detalils.

Employee. For this exclusion, treat any recipient of a de
minimis benefit as an employee.

Dependent Care Assistance

This exclusion applies to household and dependent care
services you directly or indirectly pay for or provide to an
employee under a dependent care assistance program
that covers only your employees. The services must be for
a qualifying person's care and must be provided to allow
the employee to work. These requirements are basically
the same as the tests the employee would have to meet to
claim the dependent care credit if the employee paid for
the services. For more information, see Qualifying Person
Test and Work-Related Expense Test in Pub. 503.

Employee. For this exclusion, treat the following individu-
als as employees.

® A current employee.

® A leased employee who has provided services to you
on a substantially full-time basis for at least a year if
the services are performed under your primary direc-
tion or control.

Yourself (if you are a sole proprietor).

® A partner who performs services for a partnership.

Exclusion from wages. You can exclude the value of
benefits you provide to an employee under a dependent
care assistance program from the employee's wages if
you reasonably believe that the employee can exclude the
benefits from gross income.

An employee can generally exclude from gross income
up to $5,000 of benefits received under a dependent care
assistance program each year. This limit is reduced to
$2,500 for married employees filing separate returns.

However, the exclusion can't be more than the smaller
of the earned income of either the employee or employ-
ee's spouse. Special rules apply to determine the earned
income of a spouse who is either a student or not able to
care for himself or herself. For more information on the
earned income limit, see Pub. 503.

Exception for highly compensated employees.
You can't exclude dependent care assistance from the
wages of a highly compensated employee unless the ben-
efits provided under the program don't favor highly com-
pensated employees and the program meets the require-
ments described in section 129(d) of the Internal Revenue
Code.

For this exclusion, a highly compensated employee for
2016 is an employee who meets either of the following
tests.

1. The employee was a 5% owner at any time during the
year or the preceding year.
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2. The employee received more than $120,000 in pay
for the preceding year.

You can choose to ignore test (2) if the employee wasn't
also in the top 20% of employees when ranked by pay for
the preceding year.

Form W-2. Report the value of all dependent care assis-
tance you provide to an employee under a dependent
care assistance program in box 10 of the employee's
Form W-2. Include any amounts you can't exclude from
the employee's wages in boxes 1, 3, and 5. Report both
the nontaxable portion of assistance (up to $5,000) and
any assistance above the amount that is non-taxable to
the employee.

Example. Company A provides a dependent care as-
sistance flexible spending arrangement to its employees
through a cafeteria plan. In addition, it provides occasional
on-site dependent care to its employees at no cost. Emily,
an employee of company A, had $4,500 deducted from
her pay for the dependent care flexible spending arrange-
ment. In addition, Emily used the on-site dependent care
several times. The fair market value of the on-site care
was $700. Emily's Form W-2 should report $5,200 of de-
pendent care assistance in box 10 ($4,500 flexible spend-
ing arrangement plus $700 on-site dependent care).
Boxes 1, 3, and 5 should include $200 (the amount in ex-
cess of the nontaxable assistance), and applicable taxes
should be withheld on that amount.

Educational Assistance

This exclusion applies to educational assistance you pro-
vide to employees under an educational assistance pro-
gram. The exclusion also applies to graduate level cour-
ses.

Educational assistance means amounts you pay or in-
cur for your employees' education expenses. These ex-
penses generally include the cost of books, equipment,
fees, supplies, and tuition. However, these expenses
don't include the cost of a course or other education in-
volving sports, games, or hobbies, unless the education:

® Has a reasonable relationship to your business, or

® |s required as part of a degree program.

Education expenses don't include the cost of tools or
supplies (other than textbooks) your employee is allowed
to keep at the end of the course. Nor do they include the
cost of lodging, meals, or transportation.

Educational assistance program. An educational as-
sistance program is a separate written plan that provides
educational assistance only to your employees. The pro-
gram qualifies only if all of the following tests are met.

® The program benefits employees who qualify under
rules set up by you that don't favor highly compensa-
ted employees. To determine whether your program
meets this test, don't consider employees excluded
from your program who are covered by a collective
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bargaining agreement if there is evidence that educa-
tional assistance was a subject of good-faith bargain-
ing.

® The program doesn't provide more than 5% of its ben-
efits during the year for shareholders or owners. A
shareholder or owner is someone who owns (on any
day of the year) more than 5% of the stock or of the
capital or profits interest of your business.

® The program doesn't allow employees to choose to
receive cash or other benefits that must be included in
gross income instead of educational assistance.

® You give reasonable notice of the program to eligible
employees.

Your program can cover former employees if their employ-
ment is the reason for the coverage.

For this exclusion, a highly compensated employee for
2016 is an employee who meets either of the following
tests.

1. The employee was a 5% owner at any time during the
year or the preceding year.

2. The employee received more than $120,000 in pay
for the preceding year.

You can choose to ignore test (2) if the employee wasn't
also in the top 20% of employees when ranked by pay for
the preceding year.

Employee. For this exclusion, treat the following individu-
als as employees.

® A current employee.

® A former employee who retired, left on disability, or
was laid off.

® A leased employee who has provided services to you
on a substantially full-time basis for at least a year if
the services are performed under your primary direc-
tion or control.

® Yourself (if you are a sole proprietor).

® A partner who performs services for a partnership.

Exclusion from wages. You can exclude up to $5,250
of educational assistance you provide to an employee un-
der an educational assistance program from the employ-
ee's wages each year.

Assistance over $5,250. If you don't have an educa-
tional assistance plan, or you provide an employee with
assistance exceeding $5,250, you must include the value
of these benefits as wages, unless the benefits are work-
ing condition benefits. Working condition benefits may be
excluded from wages. Property or a service provided is a
working condition benefit to the extent that if the employee
paid for it, the amount paid would have been deductible
as a business or depreciation expense. See Working Con-
dition Benefits, later in this section.

Page 10

Employee Discounts

This exclusion applies to a price reduction you give an
employee on property or services you offer to customers
in the ordinary course of the line of business in which the
employee performs substantial services. However, it
doesn't apply to discounts on real property or discounts
on personal property of a kind commonly held for invest-
ment (such as stocks or bonds).

Employee. For this exclusion, treat the following individu-
als as employees.

® A current employee.
® A former employee who retired or left on disability.

e A widow or widower of an individual who died while an
employee.

® A widow or widower of an employee who retired or left
on disability.

® A leased employee who has provided services to you
on a substantially full-time basis for at least a year if
the services are performed under your primary direc-
tion or control.

® A partner who performs services for a partnership.

Exclusion from wages. You can generally exclude the
value of an employee discount you provide an employee
from the employee's wages, up to the following limits.

® For a discount on services, 20% of the price you
charge nonemployee customers for the service.

® For a discount on merchandise or other property, your
gross profit percentage times the price you charge
nonemployee customers for the property.

Determine your gross profit percentage in the line of
business based on all property you offer to customers (in-
cluding employee customers) and your experience during
the tax year immediately before the tax year in which the
discount is available. To figure your gross profit percent-
age, subtract the total cost of the property from the total
sales price of the property and divide the result by the to-
tal sales price of the property.

Exception for highly compensated employees.
You can't exclude from the wages of a highly compensa-
ted employee any part of the value of a discount that isn't
available on the same terms to one of the following
groups.

® All of your employees.
® A group of employees defined under a reasonable

classification you set up that doesn't favor highly com-
pensated employees.

For this exclusion, a highly compensated employee for
2016 is an employee who meets either of the following
tests.

1. The employee was a 5% owner at any time during the
year or the preceding year.
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2. The employee received more than $120,000 in pay
for the preceding year.

You can choose to ignore test (2) if the employee wasn't
also in the top 20% of employees when ranked by pay for
the preceding year.

Employee Stock Options

There are three kinds of stock options—incentive stock
options, employee stock purchase plan options, and non-
statutory (nonqualified) stock options.

Wages for social security, Medicare, and FUTA taxes
don't include remuneration resulting from the exercise, of
an incentive stock option or an employee stock purchase
plan option, or from any disposition of stock acquired by
exercising such an option.

Additionally, federal income tax withholding isn't re-
quired on the income resulting from a disqualifying dispo-
sition of stock acquired by the exercise of an incentive
stock option or an employee stock purchase plan option,
or on income equal to the discount portion of stock ac-
quired by the exercise, after October 22, 2004, of an em-
ployee stock purchase plan option resulting from any
qualifying disposition of the stock. The employer must re-
port as income in box 1 of Form W-2 (a) the discount por-
tion of stock acquired by the exercise of an employee
stock purchase plan option upon a qualifying disposition
of the stock, and (b) the spread (between the exercise
price and the fair market value of the stock at the time of
exercise) upon a disqualifying disposition of stock ac-
quired by the exercise of an incentive stock option or an
employee stock purchase plan option.

An employer must report the excess of the fair market
value of stock received upon exercise of a nonstatutory
stock option over the amount paid for the stock option on
Form W-2 in boxes 1, 3 (up to the social security wage
base), 5, and in box 12 using the code “V.” See Regula-
tions section 1.83-7.

An employee who transfers his or her interest in non-
statutory stock options to the employee's former spouse
incident to a divorce isn't required to include an amount in
gross income upon the transfer. The former spouse,
rather than the employee, is required to include an
amount in gross income when the former spouse exerci-
ses the stock options. See Revenue Ruling 2002-22 and
Revenue Ruling 2004-60 for details. You can find Reve-
nue Ruling 2002-22 on page 849 of Internal Revenue Bul-
letin 2002-19 at www.irs.gov/pub/irs-irbs/irb02-19.pdf.
See Revenue Ruling 2004-60, 2004-24 1.R.B. 1051, avail-
able at www.irs.gov/irb/2004-24 IRB/ar13.html.

For more information about employee stock options,
see sections 421, 422, and 423 of the Internal Revenue
Code and their related regulations.

Employer-Provided Cell Phones

The value of an employer-provided cell phone, provided
primarily for noncompensatory business reasons, is
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excludable from an employee's income as a working con-
dition fringe benefit. Personal use of an employer-provi-
ded cell phone, provided primarily for noncompensatory
business reasons, is excludable from an employee's in-
come as a de minimis fringe benefit. For the rules relating
to these types of benefits, see De Minimis (Minimal) Ben-
efits, earlier in this section, and Working Condition Bene-
fits, later in this section.

Noncompensatory business purposes. You provide a
cell phone primarily for noncompensatory business purpo-
ses if there are substantial business reasons for providing
the cell phone. Examples of substantial business reasons
include the employer's:

® Need to contact the employee at all times for work-re-
lated emergencies,

® Requirement that the employee be available to speak
with clients at times when the employee is away from
the office, and

® Need to speak with clients located in other time zones
at times outside the employee's normal workday.

Cell phones provided to promote goodwill, boost
morale, or attract prospective employees. You can't
exclude from an employee's wages the value of a cell
phone provided to promote goodwill of an employee, to
attract a prospective employee, or as a means of provid-
ing additional compensation to an employee.

Additional information. For additional information on
the tax treatment of employer-provided cell phones, see
Notice 2011-72, 2011-38 I.R.B. 407, available at
www.irs.qov/irb/2011-38 IRB/ar07.html.

Group-Term Life Insurance Coverage
This exclusion applies to life insurance coverage that
meets all the following conditions.

® |t provides a general death benefit that isn't included in
income.

® You provide it to a group of employees. See The
10-employee rule, later.

® |t provides an amount of insurance to each employee
based on a formula that prevents individual selection.
This formula must use factors such as the employee's
age, years of service, pay, or position.

® You provide it under a policy you directly or indirectly
carry. Even if you don't pay any of the policy's cost,
you are considered to carry it if you arrange for pay-
ment of its cost by your employees and charge at
least one employee less than, and at least one other
employee more than, the cost of his or her insurance.
Determine the cost of the insurance, for this purpose,
as explained under Coverage over the limit, later.
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Group-term life insurance doesn't include the following
insurance.

® |nsurance that doesn't provide general death benefits,
such as travel insurance or a policy providing only
accidental death benefits.

® | ife insurance on the life of your employee's spouse or
dependent. However, you may be able to exclude the
cost of this insurance from the employee's wages as a
de minimis benefit. See De Minimis (Minimal) Bene-
fits, earlier in this section.

® |nsurance provided under a policy that provides a per-
manent benefit (an economic value that extends be-
yond 1 policy year, such as paid-up or cash surrender
value), unless certain requirements are met. See Reg-
ulations section 1.79-1 for details.

Employee. For this exclusion, treat the following individu-
als as employees.

1. A current common-law employee.

2. Afull-time life insurance agent who is a current statu-
tory employee.

3. Anindividual who was formerly your employee under
(1) or (2).

4. Aleased employee who has provided services to you
on a substantially full-time basis for at least a year if
the services are performed under your primary direc-
tion and control.

Exception for S corporation shareholders. Don't
treat a 2% shareholder of an S corporation as an em-
ployee of the corporation for this purpose. A 2% share-
holder is someone who directly or indirectly owns (at any
time during the year) more than 2% of the corporation's
stock or stock with more than 2% of the voting power.
Treat a 2% shareholder as you would a partner in a part-
nership for fringe benefit purposes, but don't treat the ben-
efit as a reduction in distributions to the 2% shareholder.

The 10-employee rule. Generally, life insurance isn't
group-term life insurance unless you provide it to at least
10 full-time employees at some time during the year.

For this rule, count employees who choose not to re-
ceive the insurance unless, to receive it, they must con-
tribute to the cost of benefits other than the group-term life
insurance. For example, count an employee who could re-
ceive insurance by paying part of the cost, even if that em-
ployee chooses not to receive it. However, don't count an
employee who must pay part or all of the cost of perma-
nent benefits to get insurance, unless that employee
chooses to receive it. A permanent benefit is an economic
value extending beyond one policy year (for example, a
paid-up or cash-surrender value) that is provided under a
life insurance policy.

Exceptions. Even if you don't meet the 10-employee
rule, two exceptions allow you to treat insurance as
group-term life insurance.

Under the first exception, you don't have to meet the
10-employee rule if all the following conditions are met.
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1. If evidence that the employee is insurable is required,
it is limited to a medical questionnaire (completed by
the employee) that doesn't require a physical.

2. You provide the insurance to all your full-time employ-
ees or, if the insurer requires the evidence mentioned
in (1), to all full-time employees who provide evidence
the insurer accepts.

3. You figure the coverage based on either a uniform
percentage of pay or the insurer's coverage brackets
that meet certain requirements. See Regulations sec-
tion 1.79-1 for details.

Under the second exception, you don't have to meet
the 10-employee rule if all the following conditions are
met.

® You provide the insurance under a common plan cov-
ering your employees and the employees of at least
one other employer who isn't related to you.

® The insurance is restricted to, but mandatory for, all
your employees who belong to, or are represented by,
an organization (such as a union) that carries on sub-
stantial activities besides obtaining insurance.

® Evidence of whether an employee is insurable doesn't
affect an employee's eligibility for insurance or the
amount of insurance that employee gets.

To apply either exception, don't consider employees
who were denied insurance for any of the following rea-
sons.

® They were 65 or older.

® They customarily work 20 hours or less a week or 5
months or less in a calendar year.

® They haven't been employed for the waiting period
given in the policy. This waiting period can't be more
than 6 months.

Exclusion from wages. You can generally exclude the
cost of up to $50,000 of group-term life insurance from the
wages of an insured employee. You can exclude the
same amount from the employee's wages when figuring
social security and Medicare taxes. In addition, you don't
have to withhold federal income tax or pay FUTA tax on
any group-term life insurance you provide to an employee.

Coverage over the limit. You must include in your
employee's wages the cost of group-term life insurance
beyond $50,000 worth of coverage, reduced by the
amount the employee paid toward the insurance. Report it
as wages in boxes 1, 3, and 5 of the employee's Form
W-2. Also, show it in box 12 with code “C.” The amount is
subject to social security and Medicare taxes, and you
may, at your option, withhold federal income tax.

Figure the monthly cost of the insurance to include in
the employee's wages by multiplying the number of thou-
sands of dollars of all insurance coverage over $50,000
(figured to the nearest $100) by the cost shown in Ta-
ble 2-2. For all coverage provided within the calendar
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year, use the employee's age on the last day of the em-
ployee's tax year. You must prorate the cost from the table
if less than a full month of coverage is involved.

Table 2-2. Cost Per $1,000 of Protection For
1 Month

Age Cost
Under25 ... ... ... $.05
25through29 . .. .. ... .. ... ... .06
30through34 .. ... ... ... . . .. ... .08
35through39 .. ... ... ... .. ... .. .. ... .09
40through44 . . ... ... ... .10
45through49 . .. ... ... .. .. 15
50through54 . .. ... ... . ... ... ... .. ... .23
55through59 .. ... ... ... .. ... .. ... .. ... 43
60through®4 . .. ... ... .. ... .. .. ... .. .. .. .66
65through69 .. ... ... ... .. .. .. .. ... ... ... 1.27
70andolder . ... ... .. 2.06

You figure the total cost to include in the employee's
wages by multiplying the monthly cost by the number of
full months' coverage at that cost.

Example. Tom's employer provides him with
group-term life insurance coverage of $200,000. Tom is
45 years old, isn't a key employee, and pays $100 per
year toward the cost of the insurance. Tom's employer
must include $170 in his wages. The $200,000 of insur-
ance coverage is reduced by $50,000. The yearly cost of
$150,000 of coverage is $270 ($.15 x 150 x 12), and is re-
duced by the $100 Tom pays for the insurance. The em-
ployer includes $170 in boxes 1, 3, and 5 of Tom's Form
W-2. The employer also enters $170 in box 12 with code
HC.H

Coverage for dependents. Group-term life insurance
coverage paid by the employer for the spouse or depend-
ents of an employee may be excludable from income as a
de minimis fringe benefit if the face amount isn't more than
$2,000. If the face amount is greater than $2,000, the de-
pendent coverage may be excludible from income as a de
minimis fringe benefit if the excess (if any) of the cost of
insurance over the amount the employee paid for it on an
after-tax basis is so small that accounting for it is unrea-
sonable or administratively impracticable.

Former employees. When group-term life insurance
over $50,000 is provided to an employee (including retir-
ees) after his or her termination, the employee share of
social security and Medicare taxes on that period of cov-
erage is paid by the former employee with his or her tax
return and isn't collected by the employer. You aren't re-
quired to collect those taxes. Use the table above to de-
termine the amount of social security and Medicare taxes
owed by the former employee for coverage provided after
separation from service. Report those uncollected
amounts separately in box 12 of Form W-2 using codes
“M” and “N.” See the General Instructions for Forms W-2
and W-3 and the Instructions for Form 941.

Exception for key employees. Generally, if your
group-term life insurance plan favors key employees as to
participation or benefits, you must include the entire cost
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of the insurance in your key employees' wages. This ex-
ception generally doesn't apply to church plans. When fig-
uring social security and Medicare taxes, you must also
include the entire cost in the employees' wages. Include
the cost in boxes 1, 3, and 5 of Form W-2. However, you
don't have to withhold federal income tax or pay FUTA tax
on the cost of any group-term life insurance you provide to
an employee.

For this purpose, the cost of the insurance is the
greater of the following amounts.

® The premiums you pay for the employee's insurance.
See Regulations section 1.79-4T(Q&A 6) for more in-
formation.

® The cost you figure using Table 2-2.

For this exclusion, a key employee during 2016 is an
employee or former employee who is one of the following
individuals. See section 416(i) of the Internal Revenue
Code for more information.

1. An officer having annual pay of more than $170,000.
2. Anindividual who for 2016 was either of the following.
a. A 5% owner of your business.

b. A 1% owner of your business whose annual pay
was more than $150,000.

A former employee who was a key employee upon re-
tirement or separation from service is also a key em-
ployee.

Your plan doesn't favor key employees as to participa-
tion if at least one of the following is true.

® |t benefits at least 70% of your employees.

® Atleast 85% of the participating employees aren't key
employees.

® |t benefits employees who qualify under a set of rules
you set up that don't favor key employees.

Your plan meets this participation test if it is part of a
cafeteria plan (discussed in section 1) and it meets the
participation test for those plans.

When applying this test, don't consider employees
who:

® Have not completed 3 years of service,
® Are part-time or seasonal,

® Are nonresident aliens who receive no U.S. source
earned income from you, or

® Are not included in the plan but are in a unit of employ-
ees covered by a collective bargaining agreement, if
the benefits provided under the plan were the subject
of good-faith bargaining between you and employee
representatives.

Your plan doesn't favor key employees as to benefits if
all benefits available to participating key employees are
also available to all other participating employees. Your
plan doesn't favor key employees just because the
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amount of insurance you provide to your employees is
uniformly related to their pay.

S corporation shareholders. Because you can't treat
a 2% shareholder of an S corporation as an employee for
this exclusion, you must include the cost of all group-term
life insurance coverage you provide the 2% shareholder in
his or her wages. When figuring social security and Medi-
care taxes, you must also include the cost of this cover-
age in the 2% shareholder's wages. Include the cost in
boxes 1, 3, and 5 of Form W-2. However, you don't have
to withhold federal income tax or pay FUTA tax on the
cost of any group-term life insurance coverage you pro-
vide to the 2% shareholder.

Health Savings Accounts

A Health Savings Account (HSA) is an account owned by
a qualified individual who is generally your employee or
former employee. Any contributions that you make to an
HSA become the employee's property and can't be with-
drawn by you. Contributions to the account are used to
pay current or future medical expenses of the account
owner, his or her spouse, and any qualified dependent.
The medical expenses must not be reimbursable by insur-
ance or other sources and their payment from HSA funds
(distribution) won't give rise to a medical expense deduc-
tion on the individual's federal income tax return. For more
information about HSAs, visit the Department of Treas-
ury's website at www.treasury.gov and enter “HSA” in the
search box.

Eligibility. A qualified individual must be covered by a
High Deductible Health Plan (HDHP) and not be covered
by other health insurance except for permitted insurance
listed under section 223(c)(3) or insurance for accidents,
disability, dental care, vision care, or long-term care. For
calendar year 2016, a qualifying HDHP must have a de-
ductible of at least $1,300 for self-only coverage or $2,600
for family coverage and must limit annual out-of-pocket
expenses of the beneficiary to $6,550 for self-only cover-
age and $13,100 for family coverage.

There are no income limits that restrict an individual's
eligibility to contribute to an HSA nor is there a require-
ment that the account owner have earned income to make
a contribution.

Exceptions. An individual isn't a qualified individual if he
or she can be claimed as a dependent on another per-
son's tax return. Also, an employee's participation in a
health flexible spending arrangement (FSA) or health re-
imbursement arrangement (HRA) generally disqualifies
the individual (and employer) from making contributions to
his or her HSA. However, an individual may qualify to par-
ticipate in an HSA if he or she is participating in only a limi-
ted-purpose FSA or HRA or a post-deductible FSA. For
more information, see Other employee health plans in
Pub. 969.

Employer contributions. Up to specified dollar limits,
cash contributions to the HSA of a qualified individual (de-
termined monthly) are exempt from federal income tax
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withholding, social security tax, Medicare tax, and FUTA
tax. For 2016, you can contribute up to $3,350 for
self-only coverage or $6,750 for family coverage to a
qualified individual's HSA.

The contribution amounts listed above are increased by
$1,000 for a qualified individual who is age 55 or older at
any time during the year. For two qualified individuals who
are married to each other and who each are age 55 or
older at any time during the year, each spouse's contribu-
tion limit is increased by $1,000 provided each spouse
has a separate HSA. No contributions can be made to an
individual's HSA after he or she becomes enrolled in Med-
icare Part A or Part B.

Nondiscrimination rules. Your contribution amount to
an employee's HSA must be comparable for all employ-
ees who have comparable coverage during the same pe-
riod. Otherwise, there will be an excise tax equal to 35%
of the amount you contributed to all employees' HSAs.

For guidance on employer comparable contributions to
HSAs under section 4980G in instances where an em-
ployee hasn't established an HSA by December 31 and in
instances where an employer accelerates contributions
for the calendar year for employees who have incurred
qualified medical expenses, see Regulations section
54.4980G-4.

Exception. The Tax Relief and Health Care Act of
2006 allows employers to make larger HSA contributions
for a nonhighly compensated employee than for a highly
compensated employee. A highly compensated employee
for 2016 is an employee who meets either of the following
tests.

1. The employee was a 5% owner at any time during the
year or the preceding year.

2. The employee received more than $120,000 in pay
for the preceding year.

You can choose to ignore test (2) if the employee wasn't
also in the top 20% of employees when ranked by pay for
the preceding year.

Partnerships and S corporations. Partners and 2%
shareholders of an S corporation aren't eligible for salary
reduction (pre-tax) contributions to an HSA. Employer
contributions to the HSA of a bona fide partner or 2%
shareholder are treated as distributions or guaranteed
payments as determined by the facts and circumstances.

Cafeteria plans. You may contribute to an employee's
HSA using a cafeteria plan and your contributions aren't
subject to the statutory comparability rules. However, caf-
eteria plan nondiscrimination rules still apply. For exam-
ple, contributions under a cafeteria plan to employee
HSAs can't be greater for higher-paid employees than
they are for lower-paid employees. Contributions that fa-
vor lower-paid employees aren't prohibited.
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Reporting requirements. You must report your contri-
butions to an employee's HSA in box 12 of Form W-2 us-
ing code “W.” The trustee or custodian of the HSA, gener-
ally a bank or insurance company, reports distributions
from the HSA using Form 1099-SA.

Lodging on Your Business Premises

You can exclude the value of lodging you furnish to an
employee from the employee's wages if it meets the fol-
lowing tests.

® |tis furnished on your business premises.
® |t is furnished for your convenience.

® The employee must accept it as a condition of em-
ployment.

Different tests may apply to lodging furnished by educa-
tional institutions. See section 119(d) of the Internal Reve-
nue Code for details.

The exclusion doesn't apply if you allow your employee
to choose to receive additional pay instead of lodging.

On your business premises. For this exclusion, your
business premises is generally your employee's place of
work. For special rules that apply to lodging furnished in a
camp located in a foreign country, see section 119(c) of
the Internal Revenue Code and its regulations.

For your convenience. Whether or not you furnish lodg-
ing for your convenience as an employer depends on all
the facts and circumstances. You furnish the lodging to
your employee for your convenience if you do this for a
substantial business reason other than to provide the em-
ployee with additional pay. This is true even if a law or an
employment contract provides that the lodging is fur-
nished as pay. However, a written statement that the lodg-
ing is furnished for your convenience isn't sufficient.

Condition of employment. Lodging meets this test if
you require your employees to accept the lodging be-
cause they need to live on your business premises to be
able to properly perform their duties. Examples include
employees who must be available at all times and employ-
ees who couldn't perform their required duties without be-
ing furnished the lodging.

It doesn't matter whether you must furnish the lodging
as pay under the terms of an employment contract or a
law fixing the terms of employment.

Example. A hospital gives Joan, an employee of the
hospital, the choice of living at the hospital free of charge
or living elsewhere and receiving a cash allowance in ad-
dition to her regular salary. If Joan chooses to live at the
hospital, the hospital can't exclude the value of the lodging
from her wages because she isn't required to live at the
hospital to properly perform the duties of her employment.

S corporation shareholders. For this exclusion, don't
treat a 2% shareholder of an S corporation as an em-
ployee of the corporation. A 2% shareholder is someone
who directly or indirectly owns (at any time during the
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year) more than 2% of the corporation's stock or stock
with more than 2% of the voting power. Treat a 2% share-
holder as you would a partner in a partnership for fringe
benefit purposes, but don't treat the benefit as a reduction
in distributions to the 2% shareholder.

Meals

This section discusses the exclusion rules that apply to de
minimis meals and meals on your business premises.

De Minimis Meals

You can exclude any occasional meal you provide to an
employee if it has so little value (taking into account how
frequently you provide meals to your employees) that ac-
counting for it would be unreasonable or administratively
impracticable. The exclusion applies, for example, to the
following items.

® Coffee, doughnuts, or soft drinks.

® QOccasional meals or meal money provided to enable
an employee to work overtime. However, the exclu-
sion doesn't apply to meal money figured on the basis
of hours worked.

® QOccasional parties or picnics for employees and their
guests.

This exclusion also applies to meals you provide at an
employer-operated eating facility for employees if the an-
nual revenue from the facility equals or exceeds the direct
costs of the facility. For this purpose, your revenue from
providing a meal is considered equal to the facility's direct
operating costs to provide that meal if its value can be ex-
cluded from an employee's wages as explained under
Meals on Your Business Premises, later.

If food or beverages you furnish to employees
@ qualify as a de minimis benefit, you can deduct

their full cost. The 50% limit on deductions for the
cost of meals doesn't apply. The deduction limit on meals
is discussed in chapter 2 of Pub. 535.

Employee. For this exclusion, treat any recipient of a de
minimis meal as an employee.

Employer-operated eating facility for employees. An
employer-operated eating facility for employees is an eat-
ing facility that meets all the following conditions.

® You own or lease the facility.

® You operate the facility. You are considered to oper-
ate the eating facility if you have a contract with an-
other to operate it.

® The facility is on or near your business premises.

® You provide meals (food, drinks, and related services)
at the facility during, or immediately before or after,
the employee's workday.
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Exclusion from wages. You can generally exclude the
value of de minimis meals you provide to an employee
from the employee's wages.

Exception for highly compensated employees.
You can't exclude from the wages of a highly compensa-
ted employee the value of a meal provided at an em-
ployer-operated eating facility that isn't available on the
same terms to one of the following groups.

® All of your employees.

® A group of employees defined under a reasonable
classification you set up that doesn't favor highly com-
pensated employees.

For this exclusion, a highly compensated employee for
2016 is an employee who meets either of the following
tests.

1. The employee was a 5% owner at any time during the
year or the preceding year.

2. The employee received more than $120,000 in pay
for the preceding year.

You can choose to ignore test (2) if the employee wasn't
also in the top 20% of employees when ranked by pay for
the preceding year.

Meals on Your Business Premises

You can exclude the value of meals you furnish to an em-
ployee from the employee's wages if they meet the follow-
ing tests.

® They are furnished on your business premises.

® They are furnished for your convenience.

This exclusion doesn't apply if you allow your employee
to choose to receive additional pay instead of meals.

On your business premises. Generally, for this exclu-
sion, the employee's place of work is your business prem-
ises.

For your convenience. Whether you furnish meals for
your convenience as an employer depends on all the facts
and circumstances. You furnish the meals to your em-
ployee for your convenience if you do this for a substantial
business reason other than to provide the employee with
additional pay. This is true even if a law or an employment
contract provides that the meals are furnished as pay.
However, a written statement that the meals are furnished
for your convenience isn't sufficient.

Meals excluded for all employees if excluded for
more than half. If more than half of your employees who
are furnished meals on your business premises are fur-
nished the meals for your convenience, you can treat all
meals you furnish to employees on your business prem-
ises as furnished for your convenience.

Food service employees. Meals you furnish to a res-
taurant or other food service employee during, or immedi-
ately before or after, the employee's working hours are
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furnished for your convenience. For example, if a waitress
works through the breakfast and lunch periods, you can
exclude from her wages the value of the breakfast and
lunch you furnish in your restaurant for each day she
works.

Example. You operate a restaurant business. You fur-
nish your employee, Carol, who is a waitress working 7:00
a.m. to 4:00 p.m., two meals during each workday. You
encourage but don't require Carol to have her breakfast
on the business premises before starting work. She must
have her lunch on the premises. Since Carol is a food
service employee and works during the normal breakfast
and lunch periods, you can exclude from her wages the
value of her breakfast and lunch.

If you also allow Carol to have meals on your business
premises without charge on her days off, you can't ex-
clude the value of those meals from her wages.

Employees available for emergency calls. Meals
you furnish during working hours so an employee will be
available for emergency calls during the meal period are
furnished for your convenience. You must be able to show
these emergency calls have occurred or can reasonably
be expected to occur.

Example. A hospital maintains a cafeteria on its prem-
ises where all of its 230 employees may get meals at no
charge during their working hours. The hospital must have
120 of its employees available for emergencies. Each of
these 120 employees is, at times, called upon to perform
services during the meal period. Although the hospital
doesn't require these employees to remain on the prem-
ises, they rarely leave the hospital during their meal pe-
riod. Since the hospital furnishes meals on its premises to
its employees so that more than half of them are available
for emergency calls during meal periods, the hospital can
exclude the value of these meals from the wages of all of
its employees.

Short meal periods. Meals you furnish during work-
ing hours are furnished for your convenience if the nature
of your business restricts an employee to a short meal pe-
riod (such as 30 or 45 minutes) and the employee can't be
expected to eat elsewhere in such a short time. For exam-
ple, meals can qualify for this treatment if your peak
work-load occurs during the normal lunch hour. However,
they don't qualify if the reason for the short meal period is
to allow the employee to leave earlier in the day.

Example. Frank is a bank teller who works from 9 a.m.
to 5 p.m. The bank furnishes his lunch without charge in a
cafeteria the bank maintains on its premises. The bank
furnishes these meals to Frank to limit his lunch period to
30 minutes, since the bank's peak workload occurs during
the normal lunch period. If Frank got his lunch elsewhere,
it would take him much longer than 30 minutes and the
bank strictly enforces the time limit. The bank can exclude
the value of these meals from Frank's wages.

Proper meals not otherwise available. Meals you
furnish during working hours are furnished for your con-
venience if the employee couldn't otherwise eat proper
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meals within a reasonable period of time. For example,
meals can qualify for this treatment if there are insufficient
eating facilities near the place of employment.

Meals after work hours. Meals you furnish to an em-
ployee immediately after working hours are furnished for
your convenience if you would have furnished them during
working hours for a substantial nonpay business reason
but, because of the work duties, they weren't eaten during
working hours.

Meals you furnish to promote goodwill, boost mo-
rale, or attract prospective employees. Meals you fur-
nish to promote goodwill, boost morale, or attract pro-
spective employees aren't considered furnished for your
convenience. However, you may be able to exclude their
value as discussed under De Minimis Meals, earlier.

Meals furnished on nonworkdays or with lodging.
You generally can't exclude from an employee's wages
the value of meals you furnish on a day when the em-
ployee isn't working. However, you can exclude these
meals if they are furnished with lodging that is excluded
from the employee's wages as discussed under Lodging
on Your Business Premises, earlier in this section.

Meals with a charge. The fact that you charge for the
meals and that your employees may accept or decline the
meals isn't taken into account in determining whether or
not meals are furnished for your convenience.

S corporation shareholder-employee. For this exclu-
sion, don't treat a 2% shareholder of an S corporation as
an employee of the corporation. A 2% shareholder is
someone who directly or indirectly owns (at any time dur-
ing the year) more than 2% of the corporation's stock or
stock with more than 2% of the voting power. Treat a 2%
shareholder as you would a partner in a partnership for
fringe benefit purposes, but don't treat the benefit as a re-
duction in distributions to the 2% shareholder.

Moving Expense Reimbursements

This exclusion applies to any amount you directly or indi-
rectly give to an employee, (including services furnished
in kind) as payment for, or reimbursement of, moving ex-
penses. You must make the reimbursement under rules
similar to those described in chapter 11 of Pub. 535 for re-
imbursement of expenses for travel, meals, and entertain-
ment under accountable plans.

The exclusion applies only to reimbursement of moving
expenses that the employee could deduct if he or she had
paid or incurred them without reimbursement. However, it
doesn't apply if the employee actually deducted the ex-
penses in a previous year.

Deductible moving expenses. Deductible moving ex-
penses include only the reasonable expenses of:

® Moving household goods and personal effects from
the former home to the new home, and

® Traveling (including lodging) from the former home to
the new home.
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Deductible moving expenses don't include any expen-
ses for meals and must meet both the distance test and
the time test. The distance test is met if the new job loca-
tion is at least 50 miles farther from the employee's old
home than the old job location was. The time test is met if
the employee works at least 39 weeks during the first 12
months after arriving in the general area of the new job lo-
cation.

For more information on deductible moving expenses,
see Pub. 521.

Employee. For this exclusion, treat the following individu-
als as employees.

® A current employee.

® A leased employee who has provided services to you
on a substantially full-time basis for at least a year if
the services are performed under your primary direc-
tion or control.

Exception for S corporation shareholders. Don't
treat a 2% shareholder of an S corporation as an em-
ployee of the corporation for this purpose. A 2% share-
holder is someone who directly or indirectly owns (at any
time during the year) more than 2% of the corporation's
stock or stock with more than 2% of the voting power.
Treat a 2% shareholder as you would a partner in a part-
nership for fringe benefit purposes, but don't treat the ben-
efit as a reduction in distributions to the 2% shareholder.

Exclusion from wages. Generally, you can exclude
qualifying moving expense reimbursement you provide to
an employee from the employee's wages. If you paid the
reimbursement directly to the employee, report the
amount in box 12 of Form W-2 with the code “P.” Don't re-
port payments to a third party for the employee's moving
expenses or the value of moving services you provided in
kind.

No-Additional-Cost Services

This exclusion applies to a service you provide to an em-
ployee if it doesn't cause you to incur any substantial addi-
tional costs. The service must be offered to customers in
the ordinary course of the line of business in which the
employee performs substantial services.

Generally, no-additional-cost services are excess ca-
pacity services, such as airline, bus, or train tickets; hotel
rooms; or telephone services provided free or at a re-
duced price to employees working in those lines of busi-
ness.

Substantial additional costs. To determine whether
you incur substantial additional costs to provide a service
to an employee, count any lost revenue as a cost. Don't
reduce the costs you incur by any amount the employee
pays for the service. You are considered to incur substan-
tial additional costs if you or your employees spend a sub-
stantial amount of time in providing the service, even if the
time spent would otherwise be idle or if the services are
provided outside normal business hours.
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Reciprocal agreements. A no-additional-cost service
provided to your employee by an unrelated employer may
qualify as a no-additional-cost service if all the following
tests are met.

® The service is the same type of service generally pro-
vided to customers in both the line of business in
which the employee works and the line of business in
which the service is provided.

® You and the employer providing the service have a
written reciprocal agreement under which a group of
employees of each employer, all of whom perform
substantial services in the same line of business, may
receive no-additional-cost services from the other em-
ployer.

® Neither you nor the other employer incurs any sub-
stantial additional cost either in providing the service
or because of the written agreement.

Employee. For this exclusion, treat the following individu-
als as employees.

1. A current employee.
2. Aformer employee who retired or left on disability.

3. A widow or widower of an individual who died while
an employee.

4. A widow or widower of a former employee who retired
or left on disability.

5. Aleased employee who has provided services to you
on a substantially full-time basis for at least a year if
the services are performed under your primary direc-
tion or control.

6. A partner who performs services for a partnership.

Treat services you provide to the spouse or dependent
child of an employee as provided to the employee. For
this fringe benefit, dependent child means any son, step-
son, daughter, or stepdaughter who is a dependent of the
employee, or both of whose parents have died and who
hasn't reached age 25. Treat a child of divorced parents
as a dependent of both parents.

Treat any use of air transportation by the parent of an
employee as use by the employee. This rule doesn't apply
to use by the parent of a person considered an employee
because of item (3) or (4) above.

Exclusion from wages. You can generally exclude the
value of a no-additional-cost service you provide to an
employee from the employee's wages.

Exception for highly compensated employees.
You can't exclude from the wages of a highly compensa-
ted employee the value of a no-additional-cost service
that isn't available on the same terms to one of the follow-
ing groups.

® All of your employees.

® A group of employees defined under a reasonable
classification you set up that doesn't favor highly com-
pensated employees.
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For this exclusion, a highly compensated employee for
2016 is an employee who meets either of the following
tests.

1. The employee was a 5% owner at any time during the
year or the preceding year.

2. The employee received more than $120,000 in pay
for the preceding year.

You can choose to ignore test (2) if the employee wasn't
also in the top 20% of employees when ranked by pay for
the preceding year.

Retirement Planning Services

You may exclude from an employee's wages the value of
any retirement planning advice or information you provide
to your employee or his or her spouse if you maintain a
qualified retirement plan as defined in section 219(g)(5) of
the Internal Revenue Code. In addition to employer plan
advice and information, the services provided may include
general advice and information on retirement. However,
the exclusion doesn't apply to services for tax preparation,
accounting, legal, or brokerage services. You can't ex-
clude from the wages of a highly compensated employee
retirement planning services that aren't available on the
same terms to each member of a group of employees nor-
mally provided education and information about the em-
ployer's qualified retirement plan.

Transportation (Commuting) Benefits

This section discusses exclusion rules that apply to bene-
fits you provide to your employees for their personal trans-
portation, such as commuting to and from work. These
rules apply to the following transportation benefits.

® De minimis transportation benefits.
® Qualified transportation benefits.

Special rules that apply to demonstrator cars and qualified
nonpersonal use vehicles are discussed under Working
Condition Benefits, later in this section.

De Minimis Transportation Benefits

You can exclude the value of any de minimis transporta-
tion benefit you provide to an employee from the employ-
ee's wages. A de minimis transportation benefit is any lo-
cal transportation benefit you provide to an employee if it
has so little value (taking into account how frequently you
provide transportation to your employees) that accounting
for it would be unreasonable or administratively impracti-
cable. For example, it applies to occasional transportation
fare you give an employee because the employee is work-
ing overtime if the benefit is reasonable and isn't based on
hours worked.

Employee. For this exclusion, treat any recipient of a de
minimis transportation benefit as an employee.
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Qualified Transportation Benefits

This exclusion applies to the following benefits.

® Aride in a commuter highway vehicle between the
employee's home and work place.

® A transit pass.
® Qualified parking.
® Qualified bicycle commuting reimbursement.

The exclusion applies whether you provide only one or a
combination of these benefits to your employees. How-
ever, the exclusion for qualified bicycle commuting reim-
bursement isn't available in any month the employee re-
ceives any of the other qualified transportation benefits.

Qualified transportation benefits can be provided di-
rectly by you or through a bona fide reimbursement ar-
rangement. However, cash reimbursements for transit
passes qualify only if a voucher or a similar item that the
employee can exchange only for a transit pass isn't read-
ily available for direct distribution by you to your em-
ployee. A voucher is readily available for direct distribution
only if an employee can obtain it from a voucher provider
that doesn't impose fare media charges or other restric-
tions that effectively prevent the employer from obtaining
vouchers. See Regulations section 1.132-9(b)(Q&A 16—
19) for more information.

Generally, you can exclude qualified transportation
fringe benefits from an employee's wages even if you pro-
vide them in place of pay. However, qualified bicycle com-
muting reimbursements can't be excluded if the reim-
bursements are provided in place of pay. For information
about providing qualified transportation fringe benefits un-
der a compensation reduction agreement, see Regula-
tions section 1.132-9(b)(Q&A 11-15).

Commuter highway vehicle. A commuter highway vehi-
cle is any highway vehicle that seats at least 6 adults (not
including the driver). In addition, you must reasonably ex-
pect that at least 80% of the vehicle mileage will be for
transporting employees between their homes and work
place with employees occupying at least one-half the ve-
hicle's seats (not including the driver's).

Transit pass. A transit pass is any pass, token, farecard,
voucher, or similar item entitling a person to ride, free of
charge or at a reduced rate, on one of the following.

® On mass transit.

® |n a vehicle that seats at least 6 adults (not including
the driver) if a person in the business of transporting
persons for pay or hire operates it.

Mass transit may be publicly or privately operated and in-
cludes bus, rail, or ferry. For guidance on the use of smart
cards and debit cards to provide qualified transportation
fringes, see Revenue Ruling 2014-32, 2014-50 I.R.B. 917,
available at www.irs.gov/irb/2014-50 IRB/ar06.html.
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Qualified parking. Qualified parking is parking you pro-
vide to your employees on or near your business prem-
ises. It includes parking on or near the location from which
your employees commute to work using mass transit,
commuter highway vehicles, or carpools. It doesn't in-
clude parking at or near your employee's home.

Qualified bicycle commuting reimbursement. For any
calendar year, the exclusion for qualified bicycle commut-
ing reimbursement includes any employer reimbursement
during the 15-month period beginning with the first day of
the calendar year for reasonable expenses incurred by
the employee during the calendar year.

Reasonable expenses include:

® The purchase of a bicycle, and
® Bicycle improvements, repair, and storage.

These are considered reasonable expenses as long as
the bicycle is regularly used for travel between the em-
ployee's residence and place of employment.

Employee. For this exclusion, treat the following individu-
als as employees.

® A current employee.

® A leased employee who has provided services to you
on a substantially full-time basis for at least a year if
the services are performed under your primary direc-
tion or control.

A self-employed individual isn't an employee for quali-
fied transportation benefit purposes.

Exception for S corporation shareholders. Don't
treat a 2% shareholder of an S corporation as an em-
ployee of the corporation for this purpose. A 2% share-
holder is someone who directly or indirectly owns (at any
time during the year) more than 2% of the corporation's
stock or stock with more than 2% of the voting power.
Treat a 2% shareholder as you would a partner in a part-
nership for fringe benefit purposes, but don't treat the ben-
efit as a reduction in distributions to the 2% shareholder.

Relation to other fringe benefits. You can't exclude a
qualified transportation benefit you provide to an em-
ployee under the de minimis or working condition benefit
rules. However, if you provide a local transportation bene-
fit other than by transit pass or commuter highway vehicle,
or to a person other than an employee, you may be able to
exclude all or part of the benefit under other fringe benefit
rules (de minimis, working condition, etc.).

Exclusion from wages. You can generally exclude the
value of transportation benefits that you provide to an em-
ployee during 2016 from the employee's wages up to the
following limits.

® $255 per month for combined commuter highway ve-
hicle transportation and transit passes.

® $255 per month for qualified parking.
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® For a calendar year, $20 multiplied by the number of
qualified bicycle commuting months during that year
for qualified bicycle commuting reimbursement of ex-
penses incurred during the year.

Qualified bicycle commuting month. For any em-
ployee, a qualified bicycle commuting month is any month
the employee:

1. Regularly uses the bicycle for a substantial portion of
the travel between the employee's residence and
place of employment, and

2. Doesn't receive:
a. Transportation in a commuter highway vehicle,
b. Any transit pass, or
c. Qualified parking benefits.

Benefits more than the limit. If the value of a benefit
for any month is more than its limit, include in the employ-
ee's wages the amount over the limit minus any amount
the employee paid for the benefit. You can't exclude the
excess from the employee's wages as a de minimis trans-
portation benefit.

More information. For more information on qualified
transportation benefits, including van pools, and how to
determine the value of parking, see Regulations section
1.132-9.

Tuition Reduction

An educational organization can exclude the value of a
qualified tuition reduction it provides to an employee from
the employee's wages.

A tuition reduction for undergraduate education gener-
ally qualifies for this exclusion if it is for the education of
one of the following individuals.

1. A current employee.
2. Aformer employee who retired or left on disability.

3. A widow or widower of an individual who died while
an employee.

4. A widow or widower of a former employee who retired
or left on disability.

5. A dependent child or spouse of any individual listed in
(1) through (4) above.

A tuition reduction for graduate education qualifies for
this exclusion only if it is for the education of a graduate
student who performs teaching or research activities for
the educational organization.

For more information on this exclusion, see Pub. 970.

Working Condition Benefits

This exclusion applies to property and services you pro-
vide to an employee so that the employee can perform his
or her job. It applies to the extent the employee could
deduct the cost of the property or services as a business
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expense or depreciation expense if he or she had paid for
it. The employee must meet any substantiation require-
ments that apply to the deduction. Examples of working
condition benefits include an employee's use of a com-
pany car for business, an employer-provided cell phone
provided primarily for noncompensatory business purpo-
ses, and job-related education provided to an employee.

This exclusion also applies to a cash payment you pro-
vide for an employee's expenses for a specific or prear-
ranged business activity for which a deduction is other-
wise allowable to the employee. You must require the
employee to verify that the payment is actually used for
those expenses and to return any unused part of the pay-
ment.

For information on deductible employee business ex-
penses, see Unreimbursed Employee Expenses in Pub.
529.

The exclusion doesn't apply to the following items.

® A service or property provided under a flexible spend-
ing account in which you agree to provide the em-
ployee, over a time period, a certain level of unspeci-
fied noncash benefits with a predetermined cash
value.

® A physical examination program you provide, even if
mandatory.

® Any item to the extent the employee could deduct its
cost as an expense for a trade or business other than
your trade or business.

Employee. For this exclusion, treat the following individu-
als as employees.

® A current employee.
® A partner who performs services for a partnership.
® A director of your company.

® Anindependent contractor who performs services for
you.

Vehicle allocation rules. If you provide a car for an em-
ployee's use, the amount you can exclude as a working
condition benefit is the amount that would be allowable as
a deductible business expense if the employee paid for its
use. If the employee uses the car for both business and
personal use, the value of the working condition benefit is
the part determined to be for business use of the vehicle.
See Business use of your car under Personal versus Busi-
ness Expenses in chapter 1 of Pub. 535. Also, see the
special rules for certain demonstrator cars and qualified
nonpersonal use vehicles discussed later.

However, instead of excluding the value of the working
condition benefit, you can include the entire annual lease
value of the car in the employee's wages. The employee
can then claim any deductible business expense for the
car as an itemized deduction on his or her personal in-
come tax return. This option is available only if you use the
lease value rule (discussed in section 3) to value the ben-
efit.

Publication 15-B (2016)





Demonstrator cars. Generally, all of the use of a dem-
onstrator car by your full-time auto salesperson qualifies
as a working condition benefit if the use is primarily to fa-
cilitate the services the salesperson provides for you and
there are substantial restrictions on personal use. For
more information and the definition of “full-time auto sales-
person,” see Regulations section 1.132-5(0). For optional,
simplified methods used to determine if full, partial, or no
exclusion of income to the employee for personal use of a
demonstrator car applies, see Revenue Procedure
2001-56. You can find Revenue Procedure 2001-56 on
page 590 of Internal Revenue Bulletin 2001-51 at
Www.irs.gov/pub/irs-irbs/irb01-51.pdf.

Qualified nonpersonal use vehicles. All of an employ-
ee's use of a qualified nonpersonal use vehicle is a work-
ing condition benefit. A qualified nonpersonal use vehicle
is any vehicle the employee isn't likely to use more than
minimally for personal purposes because of its design.
Qualified nonpersonal use vehicles generally include all of
the following vehicles.

® Clearly marked, through painted insignia or words, po-
lice, fire, and public safety vehicles.

® Unmarked vehicles used by law enforcement officers
if the use is officially authorized.

® An ambulance or hearse used for its specific purpose.

® Any vehicle designed to carry cargo with a loaded
gross vehicle weight over 14,000 pounds.

® Delivery trucks with seating for the driver only, or the
driver plus a folding jump seat.

® A passenger bus with a capacity of at least 20 pas-
sengers used for its specific purpose.

® School buses.
® Tractors and other special-purpose farm vehicles.

® Bucket trucks, cement mixers, combines, cranes and
derricks, dump trucks (including garbage trucks), flat-
bed trucks, forklifts, qualified moving vans, qualified
specialized utility repair trucks, and refrigerated
trucks.

See Regulations section 1.274-5(k) for the definition of
qualified moving van and qualified specialized utility repair
truck.

Pickup trucks. A pickup truck with a loaded gross ve-
hicle weight of 14,000 pounds or less is a qualified non-
personal use vehicle if it has been specially modified so it
isn't likely to be used more than minimally for personal
purposes. For example, a pickup truck qualifies if it is
clearly marked with permanently affixed decals, special
painting, or other advertising associated with your trade,
business, or function and meets either of the following re-
quirements.

1. Itis equipped with at least one of the following items.
a. A hydraulic lift gate.

b. Permanent tanks or drums.
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c. Permanent side boards or panels that materially
raise the level of the sides of the truck bed.

d. Other heavy equipment (such as an electric gen-
erator, welder, boom, or crane used to tow auto-
mobiles and other vehicles).

2. ltis used primarily to transport a particular type of
load (other than over the public highways) in a con-
struction, manufacturing, processing, farming, mining,
drilling, timbering, or other similar operation for which
it was specially designed or significantly modified.

Vans. A van with a loaded gross vehicle weight of
14,000 pounds or less is a qualified nonpersonal use vehi-
cle if it has been specially modified so it isn't likely to be
used more than minimally for personal purposes. For ex-
ample, a van qualifies if it is clearly marked with perma-
nently affixed decals, special painting, or other advertising
associated with your trade, business, or function and has
a seat for the driver only (or the driver and one other per-
son) and either of the following items.

® Permanent shelving that fills most of the cargo area.

® An open cargo area and the van always carries mer-
chandise, material, or equipment used in your trade,
business, or function.

Education. Certain job-related education you provide to
an employee may qualify for exclusion as a working condi-
tion benefit. To qualify, the education must meet the same
requirements that would apply for determining whether the
employee could deduct the expenses had the employee
paid the expenses. Degree programs as a whole don't
necessarily qualify as a working condition benefit. Each
course in the program must be evaluated individually for
qualification as a working condition benefit. The education
must meet at least one of the following tests.

® The education is required by the employer or by law
for the employee to keep his or her present salary,
status, or job. The required education must serve a
bona fide business purpose of the employer.

® The education maintains or improves skills needed in
the job.

However, even if the education meets one or both of
the above tests, it isn't qualifying education if it:

® |s needed to meet the minimum educational require-
ments of the employee's present trade or business, or

® |s part of a program of study that will qualify the em-
ployee for a new trade or business.

Outplacement services. An employee's use of out-
placement services qualifies as a working condition bene-
fit if you provide the services to the employee on the basis
of need, you get a substantial business benefit from the
services distinct from the benefit you would get from the
payment of additional wages, and the employee is seek-
ing employment in the same trade or business of the em-
ployer. Substantial business benefits include promoting a
positive business image, maintaining employee morale,
and avoiding wrongful termination suits.

Page 21



http://www.irs.gov/pub/irs-irbs/irb01-51.pdf



Outplacement services don't qualify as a working con-
dition benefit if the employee can choose to receive cash
or taxable benefits in place of the services. If you maintain
a severance plan and permit employees to get outplace-
ment services with reduced severance pay, include in the
employee's wages the difference between the unreduced
severance and the reduced severance payments.

Exclusion from wages. You can generally exclude the
value of a working condition benefit you provide to an em-
ployee from the employee's wages.

Exception for independent contractors. You can't
exclude the value of parking (unless de minimis), transit
passes (if their monthly value exceeds $255 per month),
or the use of consumer goods you provide in a product
testing program from the compensation you pay to an in-
dependent contractor who performs services for you.

Exception for company directors. You can't exclude
the value of the use of consumer goods you provide in a
product testing program from the compensation you pay
to a director.

3. Fringe Benefit Valuation
Rules

This section discusses the rules you must use to deter-
mine the value of a fringe benefit you provide to an em-
ployee. You must determine the value of any benefit you
can't exclude under the rules in section 2 or for which the
amount you can exclude is limited. See Including taxable

benefits in pay in section 1.

In most cases, you must use the general valuation rule
to value a fringe benefit. However, you may be able to use
a special valuation rule to determine the value of certain
benefits.

This section doesn't discuss the special valuation rule
used to value meals provided at an employer-operated
eating facility for employees. For that rule, see Regula-
tions section 1.61-21(j). This section also doesn't discuss
the special valuation rules used to value the use of air-
craft. For those rules, see Regulations sections 1.61-21(g)
and (h). The aircraft fringe benefit valuation formulas are
published in the Internal Revenue Bulletin as Revenue
Rulings twice during the year. The formula applicable for
the first half of the year is usually available at the end of
March. The formula applicable for the second half of the
year is usually available at the end of September.

General Valuation Rule

You must use the general valuation rule to determine the
value of most fringe benefits. Under this rule, the value of
a fringe benefit is its fair market value.

Fair market value. The fair market value (FMV) of a
fringe benefit is the amount an employee would have to
pay a third party in an arm's-length transaction to buy or

Page 22

lease the benefit. Determine this amount on the basis of
all the facts and circumstances.

Neither the amount the employee considers to be the
value of the fringe benefit nor the cost you incur to provide
the benefit determines its FMV.

Employer-provided vehicles. In general, the FMV of an
employer-provided vehicle is the amount the employee
would have to pay a third party to lease the same or simi-
lar vehicle on the same or comparable terms in the geo-
graphic area where the employee uses the vehicle. A
comparable lease term would be the amount of time the
vehicle is available for the employee's use, such as a
1-year period.

Don't determine the FMV by multiplying a
cents-per-mile rate times the number of miles driven un-
less the employee can prove the vehicle could have been
leased on a cents-per-mile basis.

Cents-Per-Mile Rule

Under this rule, you determine the value of a vehicle you
provide to an employee for personal use by multiplying the
standard mileage rate by the total miles the employee
drives the vehicle for personal purposes. Personal use is
any use of the vehicle other than use in your trade or busi-
ness. This amount must be included in the employee's
wages or reimbursed by the employee. For 2016, the
standard mileage rate is 54 cents per mile.

You can use the cents-per-mile rule if either of the fol-
lowing requirements is met.

® You reasonably expect the vehicle to be regularly
used in your trade or business throughout the calen-
dar year (or for a shorter period during which you own
or lease it).

® The vehicle meets the mileage test.

cents-per-mile rule for an automobile (any

NI four-wheeled vehicle, such as a car, pickup truck,
or van) if its value when you first make it available to any
employee for personal use is more than an amount deter-
mined by the IRS as the maximum automobile value for
the year. For example, you can't use the cents-per-mile
rule for an automobile that you first made available to an
employee in 2015 if its value at that time exceeded
$16,000 for a passenger automobile or $17,500 for a truck
or van. The maximum automobile value for 2016 will be
published in a notice in the Internal Revenue Bulletin early
in 2016. If you and the employee own or lease the auto-
mobile together, see Regulations section 1.61-21(e)(1)(iii)

(B).

Maximum automobile value. You can't use the
C.

Vehicle. For the cents-per-mile rule, a vehicle is any mo-
torized wheeled vehicle, including an automobile, manu-
factured primarily for use on public streets, roads, and
highways.
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Regular use in your trade or business. A vehicle is
regularly used in your trade or business if at least one of
the following conditions is met.

® At least 50% of the vehicle's total annual mileage is for
your trade or business.

® You sponsor a commuting pool that generally uses the
vehicle each workday to drive at least three employ-
ees to and from work.

® The vehicle is regularly used in your trade or business
on the basis of all of the facts and circumstances. In-
frequent business use of the vehicle, such as for occa-
sional trips to the airport or between your multiple
business premises, isn't regular use of the vehicle in
your trade or business.

Mileage test. A vehicle meets the mileage test for a cal-
endar year if both of the following requirements are met.

® The vehicle is actually driven at least 10,000 miles
during the year. If you own or lease the vehicle only
part of the year, reduce the 10,000-mile requirement
proportionately.

® The vehicle is used during the year primarily by em-
ployees. Consider the vehicle used primarily by em-
ployees if they use it consistently for commuting. Don't
treat the use of the vehicle by another individual
whose use would be taxed to the employee as use by
the employee.

For example, if only one employee uses a vehicle dur-
ing the calendar year and that employee drives the vehicle
at least 10,000 miles in that year, the vehicle meets the
mileage test even if all miles driven by the employee are
personal.

Consistency requirements. If you use the
cents-per-mile rule, the following requirements apply.

® You must begin using the cents-per-mile rule on the
first day you make the vehicle available to any em-
ployee for personal use. However, if you use the com-
muting rule (discussed later) when you first make the
vehicle available to any employee for personal use,
you can change to the cents-per-mile rule on the first
day for which you don't use the commuting rule.

® You must use the cents-per-mile rule for all later years
in which you make the vehicle available to any em-
ployee and the vehicle qualifies, except that you can
use the commuting rule for any year during which use
of the vehicle qualifies under the commuting rules.
However, if the vehicle doesn't qualify for the
cents-per-mile rule during a later year, you can use for
that year and thereafter any other rule for which the
vehicle then qualifies.

® You must continue to use the cents-per-mile rule if you
provide a replacement vehicle to the employee (and
the vehicle qualifies for the use of this rule) and your
primary reason for the replacement is to reduce fed-
eral taxes.
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Items included in cents-per-mile rate. The
cents-per-mile rate includes the value of maintenance and
insurance for the vehicle. Don't reduce the rate by the
value of any service included in the rate that you didn't
provide. You can take into account the services actually
provided for the vehicle by using the General Valuation
Rule, earlier.

For miles driven in the United States, its territories and
possessions, Canada, and Mexico, the cents-per-mile
rate includes the value of fuel you provide. If you don't pro-
vide fuel, you can reduce the rate by no more than 5.5
cents.

For special rules that apply to fuel you provide for miles
driven outside the United States, Canada, and Mexico,
see Regulations section 1.61-21(e)(3)(ii)(B).

The value of any other service you provide for a vehicle
isn't included in the cents-per-mile rate. Use the general
valuation rule to value these services.

Commuting Rule

Under this rule, you determine the value of a vehicle you
provide to an employee for commuting use by multiplying
each one-way commute (that is, from home to work or
from work to home) by $1.50. If more than one employee
commutes in the vehicle, this value applies to each em-
ployee. This amount must be included in the employee's
wages or reimbursed by the employee.

You can use the commuting rule if all the following re-
quirements are met.

® You provide the vehicle to an employee for use in your
trade or business and, for bona fide noncompensatory
business reasons, you require the employee to com-
mute in the vehicle. You will be treated as if you had
met this requirement if the vehicle is generally used
each workday to carry at least three employees to and
from work in an employer-sponsored commuting pool.

® You establish a written policy under which you don't
allow the employee to use the vehicle for personal
purposes other than for commuting or de minimis per-
sonal use (such as a stop for a personal errand on the
way between a business delivery and the employee's
home). Personal use of a vehicle is all use that isn't for
your trade or business.

® The employee doesn't use the vehicle for personal
purposes other than commuting and de minimis per-
sonal use.

® [f this vehicle is an automobile (any four-wheeled vehi-
cle, such as a car, pickup truck, or van), the employee
who uses it for commuting isn't a control employee.
See Control employee, later.

Vehicle. For this rule, a vehicle is any motorized wheeled
vehicle, including an automobile manufactured primarily
for use on public streets, roads, and highways.
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Control employee. A control employee of a nongovern-
ment employer for 2016 is generally any of the following
employees.

® A board or shareholder-appointed, confirmed, or elec-
ted officer whose pay is $105,000 or more.

® A director.
® An employee whose pay is $215,000 or more.

® An employee who owns a 1% or more equity, capital,
or profits interest in your business.

A control employee for a government employer for
2016 is either of the following.

® A government employee whose compensation is
equal to or exceeds Federal Government Executive
Level V. See the Office of Personnel Management
website at www.opm.gov/policy-data-oversight/pay-
leave/salaries-wages/ for 2016 compensation infor-
mation.

® An elected official.

Highly compensated employee alternative. Instead
of using the preceding definition, you can choose to de-
fine a control employee as any highly compensated em-
ployee. A highly compensated employee for 2016 is an
employee who meets either of the following tests.

1. The employee was a 5% owner at any time during the
year or the preceding year.

2. The employee received more than $120,000 in pay
for the preceding year.

You can choose to ignore test (2) if the employee wasn't
also in the top 20% of employees when ranked by pay for
the preceding year.

Lease Value Rule

Under this rule, you determine the value of an automobile
you provide to an employee by using its annual lease
value. For an automobile provided only part of the year,
use either its prorated annual lease value or its daily lease
value.

If the automobile is used by the employee in your busi-
ness, you generally reduce the lease value by the amount
that is excluded from the employee's wages as a working
condition benefit. In order to do this, the employee must
account to the employer for the business use. This is done
by substantiating the usage (mileage, for example), the
time and place of the travel, and the business purpose of
the travel. Written records made at the time of each busi-
ness use are the best evidence. Any use of a com-
pany-provided vehicle that isn't substantiated as business
use is included in income. The working condition benefit is
the amount that would be an allowable business expense
deduction for the employee if the employee paid for the
use of the vehicle. However, you can choose to include
the entire lease value in the employee's wages. See Vehi-
cle allocation rules, under Working Condition Benefit in
section 2.
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Automobile. For this rule, an automobile is any
four-wheeled vehicle (such as a car, pickup truck, or van)
manufactured primarily for use on public streets, roads,
and highways.

Consistency requirements. If you use the lease value
rule, the following requirements apply.

1. You must begin using this rule on the first day you
make the automobile available to any employee for
personal use. However, the following exceptions ap-
ply.

a. If you use the commuting rule (discussed earlier in
this section) when you first make the automobile
available to any employee for personal use, you
can change to the lease value rule on the first day
for which you don't use the commuting rule.

b. If you use the cents-per-mile rule (discussed ear-
lier in this section) when you first make the auto-
mobile available to any employee for personal
use, you can change to the lease value rule on the
first day on which the automobile no longer quali-
fies for the cents-per-mile rule.

2. You must use this rule for all later years in which you
make the automobile available to any employee, ex-
cept that you can use the commuting rule for any year
during which use of the automobile qualifies.

3. You must continue to use this rule if you provide a re-
placement automobile to the employee and your pri-
mary reason for the replacement is to reduce federal
taxes.

Annual Lease Value

Generally, you figure the annual lease value of an automo-
bile as follows.

1. Determine the fair market value (FMV) of the automo-
bile on the first date it is available to any employee for
personal use.

2. Using Table 3-1, read down column (1) until you
come to the dollar range within which the FMV of the
automobile falls. Then read across to column (2) to
find the annual lease value.

3. Multiply the annual lease value by the percentage of
personal miles out of total miles driven by the em-
ployee.
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Table 3-1. Annual Lease Value Table

(1) Automobile FMV (2) Annual Lease

$0t0999 . .. ... ... $ 600
1,000t01,999 . . .. ... ...l 850
2,000t02,999 . .. ... ... 1,100
3,000t03,999 . . ... ... .. ... L. 1,350
4,000t04,999 . . ... ... ... 1,600
5000t05,999 . .. ... ... ... L. 1,850
6,000t06,999 . ... ... ... ... 2,100
7,000t07,999 . . ... ... 2,350
8,000t08,999 . . ... ... ... ... ... ... 2,600
9,000t09,999 . . ... ... ...l 2,850

10,000t010,999 . ... ... ... ... ... 3,100

11,000t011,999 . ... ... ... .. ..., .. 3,350

12,000t012,999 . ... .. ... .. ... ... 3,600

13,000t013,999 . ... .. ... ... ... ... 3,850

14,000t014,999 . . . ... ... ... ... ... 4,100

15,000t015,999 . ... ... ... .. ... ... 4,350

16,000t016,999 . . ... ... ... ... ... 4,600

17,000t017,999 . . .. .. ... ... ... ... 4,850

18,000t018,999 . ... .. ... ... ... ... 5,100

19,000t019,999 . ... ... ... .. ... ... 5,350

20,000t020,999 . . .. ... ... 5,600

21,000t021,999 . ... ... ... ... 5,850

22,000t022,999 . ... ... ... 6,100

23,000t023,999 . .. ... ... ... L. 6,350

24,000t024,999 . . . ... ... 6,600

25,000t025,999 . ... ... ... 6,850

26,000t027,999 . .. ... ... 7,250

28,000t029,999 . .. ... ... .. ... ... 7,750

30,000t031,999 . . ... ... ... .. 8,250

32,000t033,999 . . ... ... ... 8,750

34,000t035,999 . . ... ... ... 9,250

36,000t0 37,999 . .. ... ... .. ... 9,750

38,000t039,999 . . ... ... ... 10,250

40,000t041,999 . .. ... ... 10,750

42,000t043,999 . . . ... ... 11,250

44,000t045,999 . . . ... ... 11,750

46,000t047,999 . . . ... ... 12,250

48,000t049,999 . . . ... ... ... 12,750

50,000t051,999 . .. ... ... ... ... ... 13,250

52,000t0563,999 . . ... ... ... ... ... 13,750

54,000t055,999 . . ... ... . ... ... 14,250

56,000t057,999 . . ... ... ... 14,750

58,000t059,999 . .. ... ... ... ... 15,250

For automobiles with a FMV of more than $59,999, the
annual lease value equals (.25 x the FMV of the automo-
bile) + $500.

FMV. The FMV of an automobile is the amount a person
would pay to buy it from a third party in an arm's-length
transaction in the area in which the automobile is bought
or leased. That amount includes all purchase expenses,
such as sales tax and title fees.

If you have 20 or more automobiles, see Regulations
section 1.61-21(d)(5)(v). If you and the employee own or
lease the automobile together, see Regulations section
1.61-21(d)(2)(ii).

You don't have to include the value of a telephone or
any specialized equipment added to, or carried in, the au-
tomobile if the equipment is necessary for your business.
However, include the value of specialized equipment if the
employee to whom the automobile is available uses the
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specialized equipment in a trade or business other than
yours.

Neither the amount the employee considers to be the
value of the benefit nor your cost for either buying or leas-
ing the automobile determines its FMV. However, see
Safe-harbor value, next.

Safe-harbor value. You may be able to use a
safe-harbor value as the FMV.

For an automobile you bought at arm's length, the
safe-harbor value is your cost, including sales tax, title,
and other purchase expenses. You can't have been the
manufacturer of the automobile.

For an automobile you lease, you can use any of the
following as the safe-harbor value.

® The manufacturer's invoice price (including options)
plus 4%.

® The manufacturer's suggested retail price minus 8%
(including sales tax, title, and other expenses of pur-
chase).

® The retail value of the automobile reported by a na-
tionally recognized pricing source if that retail value is
reasonable for the automobile.

Items included in annual lease value table. Each an-
nual lease value in the table includes the value of mainte-
nance and insurance for the automobile. Don't reduce the
annual lease value by the value of any of these services
that you didn't provide. For example, don't reduce the an-
nual lease value by the value of a maintenance service
contract or insurance you didn't provide. You can take into
account the services actually provided for the automobile
by using the general valuation rule discussed earlier.

Items not included. The annual lease value doesn't
include the value of fuel you provide to an employee for
personal use, regardless of whether you provide it, reim-
burse its cost, or have it charged to you. You must include
the value of the fuel separately in the employee's wages.
You can value fuel you provided at FMV or at 5.5 cents
per mile for all miles driven by the employee. However,
you can't value at 5.5 cents per mile fuel you provide for
miles driven outside the United States (including its pos-
sessions and territories), Canada, and Mexico.

If you reimburse an employee for the cost of fuel, or
have it charged to you, you generally value the fuel at the
amount you reimburse, or the amount charged to you if it
was bought at arm's length.

If you have 20 or more automobiles, see Regulations
section 1.61-21(d)(3)(ii)(D).

If you provide any service other than maintenance and
insurance for an automobile, you must add the FMV of
that service to the annual lease value of the automobile to
figure the value of the benefit.

4-year lease term. The annual lease values in the table
are based on a 4-year lease term. These values will gen-
erally stay the same for the period that begins with the first
date you use this rule for the automobile and ends on De-
cember 31 of the fourth full calendar year following that
date.
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Figure the annual lease value for each later 4-year pe-
riod by determining the FMV of the automobile on January
1 of the first year of the later 4-year period and selecting
the amount in column (2) of the table that corresponds to
the appropriate dollar range in column (1).

Using the special accounting rule. If you use the
special accounting rule for fringe benefits discussed in
section 4, you can figure the annual lease value for each
later 4-year period at the beginning of the special account-
ing period that starts immediately before the January 1
date described in the previous paragraph.

For example, assume that you use the special account-
ing rule and that, beginning on November 1, 2015, the
special accounting period is November 1 to October 31.
You elected to use the lease value rule as of January 1,
2016. You can refigure the annual lease value on Novem-
ber 1, 2019, rather than on January 1, 2020.

Transferring an automobile from one employee to
another. Unless the primary purpose of the transfer is to
reduce federal taxes, you can refigure the annual lease
value based on the FMV of the automobile on January 1
of the calendar year of transfer.

However, if you use the special accounting rule for
fringe benefits discussed in section 4, you can refigure the
annual lease value (based on the FMV of the automobile)
at the beginning of the special accounting period in which
the transfer occurs.

Prorated Annual Lease Value

If you provide an automobile to an employee for a continu-
ous period of 30 or more days but less than an entire cal-
endar year, you can prorate the annual lease value. Fig-
ure the prorated annual lease value by multiplying the
annual lease value by a fraction, using the number of days
of availability as the numerator and 365 as the denomina-
tor.

If you provide an automobile continuously for at least
30 days, but the period covers 2 calendar years (or 2 spe-
cial accounting periods if you are using the special ac-
counting rule for fringe benefits discussed in section 4),
you can use the prorated annual lease value or the daily
lease value.

If you have 20 or more automobiles, see Regulations
section 1.61-21(d)(6).

If an automobile is unavailable to the employee be-
cause of his or her personal reasons (for example, if the
employee is on vacation), you can't take into account the
periods of unavailability when you use a prorated annual
lease value.

You can't use a prorated annual lease value if the
reduction of federal tax is the main reason the au-
CAUTION

tomobile is unavailable.
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Daily Lease Value

If you provide an automobile to an employee for a continu-
ous period of less than 30 days, use the daily lease value
to figure its value. Figure the daily lease value by multiply-
ing the annual lease value by a fraction, using four times
the number of days of availability as the numerator and
365 as the denominator.

However, you can apply a prorated annual lease value
for a period of continuous availability of less than 30 days
by treating the automobile as if it had been available for 30
days. Use a prorated annual lease value if it would result
in a lower valuation than applying the daily lease value to
the shorter period of availability.

Unsafe Conditions Commuting Rule

Under this rule, the value of commuting transportation you
provide to a qualified employee solely because of unsafe
conditions is $1.50 for a one-way commute (that is, from
home to work or from work to home). This amount must
be included in the employee's wages or reimbursed by the
employee.

You can use the unsafe conditions commuting rule for
qualified employees if all of the following requirements are
met.

® The employee would ordinarily walk or use public
transportation for commuting.

® You have a written policy under which you don't pro-
vide the transportation for personal purposes other
than commuting because of unsafe conditions.

® The employee doesn't use the transportation for per-
sonal purposes other than commuting because of un-
safe conditions.

These requirements must be met on a trip-by-trip basis.

Commuting transportation. This is transportation to or
from work using any motorized wheeled vehicle (including
an automobile) manufactured for use on public streets,
roads, and highways. You or the employee must buy the
transportation from a party that isn't related to you. If the
employee buys it, you must reimburse the employee for its
cost (for example, cab fare) under a bona fide reimburse-
ment arrangement.

Qualified employee. A qualified employee for 2016 is
one who:

® Performs services during the year;
® [s paid on an hourly basis;

® [sn't claimed under section 213(a)(1) of the Fair Labor
Standards Act (FLSA) of 1938 (as amended) to be ex-
empt from the minimum wage and maximum hour pro-
visions;

® |s within a classification for which you actually pay, or
have specified in writing that you will pay, overtime
pay of at least one and one-half times the regular rate
provided in section 207 of FLSA; and
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® Received pay of not more than $120,000 during 2015.

However, an employee isn't considered a qualified em-
ployee if you don't comply with the recordkeeping require-
ments concerning the employee's wages, hours, and
other conditions and practices of employment under sec-
tion 211(c) of FLSA and the related regulations.

Unsafe conditions. Unsafe conditions exist if, under the
facts and circumstances, a reasonable person would con-
sider it unsafe for the employee to walk or use public
transportation at the time of day the employee must com-
mute. One factor indicating whether it is unsafe is the his-
tory of crime in the geographic area surrounding the em-
ployee's workplace or home at the time of day the
employee commutes.

4. Rules for Withholding,
Depositing, and Reporting

Use the following guidelines for withholding, depositing,
and reporting taxable noncash fringe benefits. For addi-
tional information on how to withhold on fringe benefits,
see section 5 in Pub. 15.

Valuation of fringe benefits. Generally, you must deter-
mine the value of noncash fringe benefits no later than
January 31 of the next year. Before January 31, you may
reasonably estimate the value of the fringe benefits for
purposes of withholding and depositing on time.

Choice of period for withholding, depositing, and re-
porting. For employment tax and withholding purposes,
you can treat noncash fringe benefits (including personal
use of employer-provided highway motor vehicles) as
paid on a pay period, quarter, semiannual, annual, or
other basis. But the benefits must be treated as paid no
less frequently than annually. You don't have to choose
the same period for all employees. You can withhold more
frequently for some employees than for others.

You can change the period as often as you like as long
as you treat all of the benefits provided in a calendar year
as paid no later than December 31 of the calendar year.

You can also treat the value of a single fringe benefit as
paid on one or more dates in the same calendar year,
even if the employee receives the entire benefit at one
time. For example, if your employee receives a fringe ben-
efit valued at $1,000 in one pay period during 2016, you
can treat it as made in four payments of $250, each in a
different pay period of 2016. You don't have to notify the
IRS of the use of the periods discussed above.

Transfer of property. The above choice for reporting
and withholding doesn't apply to a cash fringe benefit or a
fringe benefit that is a transfer of tangible or intangible per-
sonal property of a kind normally held for investment or a
transfer of real property. For these kinds of fringe benefits,
you must use the actual date the property was transferred
to the employee.

Publication 15-B (2016)

Withholding and depositing taxes. You can add the
value of fringe benefits to regular wages for a payroll pe-
riod and figure income tax withholding on the total. Or you
can withhold federal income tax on the value of fringe
benefits at the flat 25% rate that applies to supplemental
wages. See section 7 in Pub.15 for the flat rate (39.6%)
when supplemental wage payments to an individual ex-
ceed $1 million during the year.

You must withhold the applicable income, social secur-
ity, and Medicare taxes on the date or dates you chose to
treat the benefits as paid. Deposit the amounts withheld
as discussed in section 11 of Pub.15.

Additional Medicare Tax withholding. In addition to
withholding Medicare tax at 1.45%, you must withhold a
0.9% Additional Medicare Tax from wages you pay to an
employee in excess of $200,000 in a calendar year. You
are required to begin withholding Additional Medicare Tax
in the pay period in which you pay wages in excess of
$200,000 to an employee and continue to withhold it each
pay period until the end of the calendar year. Additional
Medicare Tax is only imposed on the employee. There is
no employer share of Additional Medicare Tax. All wages
that are subject to Medicare tax are subject to Additional
Medicare Tax withholding if paid in excess of the
$200,000 withholding threshold.

For more information on what wages are subject to
Medicare tax, see Table 2-1, earlier, and the chart, Spe-
cial Rules for Various Types of Services and Payments, in
section 15 of Pub. 15. For more information on Additional
Medicare Tax, visit IRS.gov and enter “Additional Medi-
care Tax” in the search box.

Amount of deposit. To estimate the amount of in-
come tax withholding and employment taxes and to de-
posit them on time, make a reasonable estimate of the
value of the fringe benefits provided on the date or dates
you chose to treat the benefits as paid. Determine the es-
timated deposit by figuring the amount you would have
had to deposit if you had paid cash wages equal to the es-
timated value of the fringe benefits and withheld taxes
from those cash wages. Even if you don't know which em-
ployee will receive the fringe benefit on the date the de-
posit is due, you should follow this procedure.

If you underestimate the value of the fringe benefits and
deposit less than the amount you would have had to de-
posit if the applicable taxes had been withheld, you may
be subject to a penalty.

If you overestimate the value of the fringe benefit and
overdeposit, you can either claim a refund or have the
overpayment applied to your next Form 941, Employer's
QUARTERLY Federal Tax Return. See the Instructions for
Form 941.

If you paid the required amount of taxes but withheld a
lesser amount from the employee, you can recover from
the employee the social security, Medicare, or income
taxes you deposited on the employee's behalf and inclu-
ded on the employee's Form W-2. However, you must re-
cover the income taxes before April 1 of the following
year.
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Paying your employee's share of social security and
Medicare taxes. If you choose to pay your employee's
social security and Medicare taxes on taxable fringe ben-
efits without deducting them from his or her pay, you must
include the amount of the payments in the employee's in-
come. Also, if your employee leaves your employment
and you have unpaid and uncollected taxes for noncash
benefits, you are still liable for those taxes. You must add
the uncollected employee share of social security and
Medicare tax to the employee's wages. Follow the proce-
dure discussed under Employee's Portion of Taxes Paid
by Employer in section 7 of Pub. 15-A. Don't use withheld
federal income tax to pay the social security and Medicare
tax.

Special accounting rule. You can treat the value of tax-
able noncash benefits as paid on a pay period, quarterly,
semi-annually, annually, or on another basis, provided
that the benefits are treated as paid no less frequently
than annually. You can treat the value of taxable noncash
fringe benefits provided during the last two months of the
calendar year, or any shorter period within the last two
months, as paid in the next year. Thus, the value of taxa-
ble noncash benefits actually provided in the last two
months of 2015 could be treated as provided in 2016 to-
gether with the value of benefits provided in the first 10
months of 2016. This doesn't mean that all benefits
treated as paid during the last two months of a calendar
year can be deferred until the next year. Only the value of
benefits actually provided during the last two months of
the calendar year can be treated as paid in the next calen-
dar year.

Limitation. The special accounting rule can't be used,
however, for a fringe benefit that is a transfer of tangible or
intangible personal property of a kind normally held for in-
vestment or a transfer of real property.

Conformity rules. Use of the special accounting rule
is optional. You can use the rule for some fringe benefits
but not others. The period of use need not be the same for
each fringe benefit. However, if you use the rule for a par-
ticular fringe benefit, you must use it for all employees
who receive that benefit.

If you use the special accounting rule, your employee
also must use it for the same period you use it. But your
employee can't use the special accounting rule unless you
do.

You don't have to notify the IRS if you use the special
accounting rule. You may also, for appropriate reasons,
change the period for which you use the rule without noti-
fying the IRS. But you must report the income and deposit
the withheld taxes as required for the changed period.

Special rules for highway motor vehicles. If an em-
ployee uses the employer's vehicle for personal purposes,
the value of that use must be determined by the employer
and included in the employee's wages. The value of the
personal use must be based on fair market value or deter-
mined by using one of the following three special valuation
rules previously discussed in section 3.

® The lease value rule.
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® The cents-per-mile rule.
® The commuting rule (for commuting use only).

Election not to withhold income tax. You can
choose not to withhold income tax on the value of an em-
ployee's personal use of a highway motor vehicle you pro-
vided. You don't have to make this choice for all employ-
ees. You can withhold income tax from the wages of some
employees but not others. You must, however, withhold
the applicable social security and Medicare taxes on such
benefits.

You can choose not to withhold income tax on an em-
ployee's personal use of a highway motor vehicle by:

® Notifying the employee as described below that you
choose not to withhold, and

® |ncluding the value of the benefits in boxes 1, 3, 5, and
14 on a timely furnished Form W-2. For use of a sepa-
rate statement in lieu of using box 14, see the General
Instructions for Forms W-2 and W-3.

The notice must be in writing and must be provided to
the employee by January 31 of the election year or within
30 days after a vehicle is first provided to the employee,
whichever is later. This notice must be provided in a man-
ner reasonably expected to come to the attention of the
affected employee. For example, the notice may be
mailed to the employee, included with a paycheck, or pos-
ted where the employee could reasonably be expected to
see it. You can also change your election not to withhold
at any time by notifying the employee in the same manner.

Amount to report on Forms 941 (or Form 944) and
W-2. The actual value of fringe benefits provided during a
calendar year (or other period as explained under Special
accounting rule, earlier in this section) must be deter-
mined by January 31 of the following year. You must re-
port the actual value on Forms 941 (or Form 944) and
W-2. If you choose, you can use a separate Form W-2 for
fringe benefits and any other benefit information.

Include the value of the fringe benefit in box 1 of Form
W-2. Also include it in boxes 3 and 5, if applicable. You
may show the total value of the fringe benefits provided in
the calendar year or other period in box 14 of Form W-2.
However, if you provided your employee with the use of a
highway motor vehicle and included 100% of its annual
lease value in the employee's income, you must also re-
port it separately in box 14 or provide it in a separate
statement to the employee so that the employee can com-
pute the value of any business use of the vehicle.

If you use the special accounting rule, you must notify
the affected employees of the period in which you used it.
You must give this notice at or near the date you give the
Form W-2, but not earlier than with the employee's last
paycheck of the calendar year.

How To Get Tax Help

If you have questions about a tax issue, need help prepar-
ing your tax return, or want to download free publications,
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forms, or instructions, go to IRS.gov and find resources
that can help you right away.

Preparing and filing your tax return. Go to IRS.gov
and click on the Filing tab to see your options.

Getting answers to your tax law questions. On
IRS.gov, get answers to your tax questions anytime, any-
where.

® Go to www.irs.gov/Help- &-Resources for a variety of
tools that will help you with your taxes.

® Additionally, you may be able to access tax law infor-
mation in your electronic filing software.

Tax forms and publications. You can download or print
some of the forms and publications you may need on
www.irs.gov/formspubs. Otherwise, you can go to
www.irs.gov/orderforms to place an order and have forms
mailed to you. You should receive your order within 10
business days.

Getting a transcript or copy of a return.

® Go to IRS.gov and click on “Get Transcript of Your
Tax Records” under “Tools.”

® Call the transcript toll-free line at 1-800-908-9946.

® Mail Form 4506-T (transcript request) or Form 4506
(copy of return) to the IRS.

Understanding identity theft issues.

® Go to www.irs.gov/uac/ldentity-Protection for informa-
tion and videos.

® |f you suspect you are a victim of tax-related identity
theft, visit www.irs.gov/identifytheft to learn what steps
you should take.

Making a tax payment. The IRS uses the latest encryp-
tion technology so electronic payments are safe and se-
cure. You can make electronic payments online, by
phone, or from a mobile device. Paying electronically is
quick, easy, and faster than mailing in a check or money
order. Go to www.irs.gov/payments to make a payment
using any of the following options.

® Debit or credit card (approved payment processors
online or by phone).

® Electronic Funds Withdrawal (available during e-file).

® Electronic Federal Tax Payment System (best option
for businesses; enrollment required).

® Check or money order.
IRS2Go provides access to mobile-friendly payment
options. Simply download IRS2Go from Google Play, the

Apple App Store, or the Amazon Appstore, and make your
payments anytime, anywhere.
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What if 1 can't pay now? Click on the “Pay Your Tax
Bill” icon on IRS.gov for more information about these ad-
ditional options.

® Apply for an online payment agreement to meet your
tax obligation in monthly installments if you cannot pay
your taxes in full today. Once you complete the online
process, you will receive immediate notification of
whether your agreement has been approved.

® An offer in compromise allows you to settle your tax
debt for less than the full amount you owe. Use the
Offer in Compromise Pre-Qualifier to confirm your eli-
gibility.

Understanding an IRS notice or letter. Enter “Under-
standing your notice” in the search box on IRS.gov to find
additional information about your IRS notice or letter.

Visiting the IRS. Locate the nearest Taxpayer Assis-
tance Center using the Office Locator tool on IRS.gov. En-
ter “office locator” in the search box. Or choose the “Con-
tact Us” option on the IRS2Go app and search Local
Offices. Before you visit, use the Locator tool to check
hours and services available.

Watching IRS videos. The IRS Video portal
www.irsvideos.gov contains video and audio presenta-
tions on topics of interest to individuals, small businesses,
and tax professionals. You'll find video clips of tax topics,
archived versions of live panel discussions and Webinars,
and audio archives of tax practitioner phone forums.

Getting tax information in other languages. For tax-
payers whose native language is not English, we have the
following resources available.

1. Taxpayers can find information on IRS.gov in the fol-
lowing languages.

a. Spanish

b. Chinese

c. Vietnamese
d. Korean

e. Russian

2. The IRS Taxpayer Assistance Centers provide
over-the-phone interpreter service in over 170 lan-
guages, and the service is available free to taxpayers.

The Taxpayer Advocate
Service Is Here To Help You

What is the Taxpayer Advocate
Service?

The Taxpayer Advocate Service (TAS) is an independ-
ent organization within the Internal Revenue Service that
helps taxpayers and protects taxpayer rights. Our job is to
ensure that every taxpayer is treated fairly and that you
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know and understand your rights under the Taxpayer Bill
of Rights.

What Can the Taxpayer Advocate
Service Do For You?

We can help you resolve problems that you can’t resolve
with the IRS. And our service is free. If you qualify for our
assistance, you will be assigned to one advocate who will
work with you throughout the process and will do every-
thing possible to resolve your issue. TAS can help you if:

® Your problem is causing financial difficulty for you,
your family, or your business,

® You face (or your business is facing) an immediate
threat of adverse action, or

® You've tried repeatedly to contact the IRS but no one
has responded, or the IRS hasn’t responded by the
date promised.

How Can You Reach Us?

We have offices in every state, the District of Columbia,
and Puerto Rico. Your local advocate’s number is in your
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local directory and at www.taxpayeradvocate.irs.gov. You
can also call us at 1-877-777-4778.

How Can You Learn About Your
Taxpayer Rights?

The Taxpayer Bill of Rights describes ten basic rights that
all taxpayers have when dealing with the IRS. Our Tax
Toolkit at www.taxpayeradvocate.irs.gov can help you un-
derstand what these rights mean to you and how they ap-
ply. These are your rights. Know them. Use them.

How Else Does the Taxpayer
Advocate Service Help Taxpayers?

TAS works to resolve large-scale problems that affect
many taxpayers. If you know of one of these broad issues,
please report it to us at www.irs.gov/sams.
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                                        USPSDAT/USPCON/CALMNT
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@ mveca

2016 mveca .usps"fisc.a.l. yearend

Preliminary Fiscal Yearend Processing:

D 1. SEVERANCE PAYMENTS - UPDCAL RATE field cannot exceed 9,999.99 -
severance pay. If the severance pay exceeds 9,999.99, add two lines in UPDCAL_FUT
or UPDCAL_CUR for severance pay. Example:

Type Units Rate Amount Description
MIS 1.00 9000.000 9000.00 Severance
MIS 1.00 6000.000 6000.00 Severance

OR- Use the daily rate to calculate the severance pay for a single UDPCAL transation:

Type Units Rate Amount Description
MIS 60.00 250.000 15000.00 Severance

() 2. COST OF LIFE INSURANCE OVER $50,000 - Be certain to pay non-cash
earnings to retiring/terminating employees with greater than $50,000 Life Insurance before
their final pay. Add an NC1 pay type in UPDCAL_CUR or UPDCAL_FUT.

See |IRS Publication 15-B for Cost Table

Age Cost

under 25 . ... $.05
25through29...... ... ... .. ... . .06
30through34 ... ... ... . . .08
35through39...... ... . ... .09
40through 44 ... .. ... . . .10
45through49 ... .. ... .. .. . . .15
50through54 .. ... ... ... . . . .23
55through59 ... ... ... ... . 43
60through 64 ....... ... ... ... ... ... .66
65through 69 ....... .. ... ... ... ... ... .. ..... 1.27
70andolder. ... ... 2.06

EXAMPLE: District provides $100,000 group term life for the Superintendent. The
Superintendent is 54 years old on the last day of 2016 and is retiring effective July 1, 2016.
The non cash earnings would equal (.23 x 50 x 6) = $69.00.

FORMULA- (cost/1000 for 1 month X amount of coverage over 50,000/1000 X months of
coverage)= non cash earnings There is an NC1 calculator available on the Fiscal USPS
webpage.

The best option is to add the NC1 pay types in UPDCAL_CUR after INICAL to keep
INICAL totals correct for the next payroll.

Any NC1 amounts are taxed by Medicare and Social Security, as applicable. No Federal,
state, or OSDI tax is deducted from this amount. The software provides the ability to
withhold city tax on non-cash earnings. This can be activated by setting the "Tax non-cash
earnings" flag to Y (yes) on the city tax record in the USPSDAT/DEDNAM program.

1





The non-cash earnings amount will not be included in the gross pay amount, nor in the
gross totals found on PAYRPT or PAYSUM. However, the non-cash earnings amount is
being included in the adjusted gross figure because the amount is considered part of the
taxable gross even though no tax is being withheld on it. Both the PAYRPT and PAYSUM
reports will provide a total figure of all non-cash earnings in the total section. This extra
total will help in balancing purposes.

During the CHKUPD program, the total payment showing for NC1, will be added to the
total and taxable gross figures on all the tax records including those for which no tax was
withheld. City tax deduction records total and taxable gross fields are increased by this
amount regardless of how the “tax non-cash earnings” flag is set in DEDNAM. If the city in
guestion does not consider the non-cash earnings for city taxation purposes, the district
will have to reduce the total and taxable wage figures for these employees. The JOBSCN
to-date figures (screen 3 of 3) will also be updated in the Non-cash earnings fields.

D 3. Go into USPSDAT/USPCON and verify the last year advance amount is zero
and no asterisk “*" appears in the advance field (2" screen). If the amount is not zero,
please contact MVECA.

Payroll Processing:
STRS Advance Mode DF
STRS Advance Amount :.01

D 4. EMIS STAFF REPORTING- 16L Final Staff and Course collection
e Add Long term illness
e Check EMIS attendance and absence data in demographic in USPSWEB
e MVECA can mass update HQPD with a “Y” upon request.
e RUN USPEMS/USPEMX to create a file with a snap shot of the yearend
data. This file will be used only if the reporting period runs long.

D 5. Run STRSAD as a PROJECTION only. At this time, verify that the correct
certified staff will be included in the advance.

D 6. Create calendars for the 2016-2017 school year. Use USPSDAT/ CALMNT.
TIP: Create a basic calendar that would work for most employees and use the COPY
command

Run LASTPY report at the end of each
contract period to see the difference in

gross from the next to last pay and the
final pay on contract
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D 7. Build NEWCNTSs for July 1 start dates. Purge NEWCNTs when initializing the
pay that includes the contract start date.
e If using NEWCNT for new employees, DO NOT add a contract amount
on the job record prior to building the NEWCNT.
Answer “Y” to the Update JOBSCN EMIS contract fields with values from old
contract
o EMIS “L” reporting did not start on schedule which implies that it will
not end as scheduled.
0 You wlll be able to use MASCHG/MASEMIS option to clear Contract
Info Fields when the fyl7 “L” reporting period begins

NEWCNT - Purge New Contracts
Purge Options:

Contract start date: _ / / Appointment Type: X
Reset NewW Hire date: N
Clear EMIS fields:

Hours per day: N Contract amount: N Work days: N FTE: N
Update JOBSCN EMIS contract fields with values from old contract: N





Month End Closing:

D 8. Run RETIRE/SERSREG option. Do not create a tape file at this time.

a.

Verify that the total contribution amounts listed on the report equal the total
deduction checks for the withholding plus any warrant checks written for
pickup on pick-up.

Confirm that contributions equal earnings times 10%.

Verify the days and hours. Look for O value and confirm that it's correct. If
necessary, adjustments can be made using USPSCN/ATDSCN.

Run RETIRE/SERSHIRE to create a file of any new hires to upload to
eSERS. This program can be run multiple times throughout the month.
SERS requires the enrollment prior to receiving contributions for the new
employee. This program changes the New Employee flag no the 400
deduction from Y to R.

Once satisfied that the data is correct, run RETIRE/SERSREG again and
answer YES to create the tape file to clear the totals and create the
submission file called SERS.yymm. The New Employee flag on the 400
deduction will change from R to N. MVECA submits the data to SERS for
most of our member districts.Complete the MEMBER CONTRIBUTIONS
form on eSERS to report your payment.

D 9. Run STRSMONTH to clear the month to date totals for STRS. This program,
also, changes the New Employee flag on the 450 deduction from R to N.

() 10. Balance the payroll account

a.

b.

Run the CHKSTA or PAYREC program to reconcile checks.

Run the USPRPT/CHKSTS program to generate an outstanding check
register.

() 11. Run BENACC, if applicable





Quarter End Closing:

G 12. Generate the demand (option N) of QRTRPT. The report shows quarter, fiscal,
and annual totals. DO NOT select any of the option(s) to zero totals. Below is a
description of the TOTALS section that will be at the end of the QRTRPT before the totals
by deduction code. The following section will help balance QRTRPT.

n\ QTD TOTAL YTD TOTAL FTD TOTAL
,298,215.80 4,483,526.77

TOTAL GROSS 1,203,624 .44

TOTAL ANNUITIES 226,569 .52 422,125,610 761,013.01
NON-FED.TAX ANNU.'S 0.00 0.00 0.00
NON-CASH EAENINGS . ____—» 0.00 0.00 1z0.00
TOTAL ADJUSTED GROSS 3 977,054 .52 1l,876,090.20

ALCULATED ATWT GROSS 977,054 .52 , B76,090.20

DIFFERENCE IN GROSS 0.00 0.00

The "TOTAL GROSS" is tallied from the JOB record QTD, FYTD and YTD gross fields.

The "TOTAL ANNUITIES" are tallied from the QTD, FYTD and YTD annuity amount fields found on the
DEDUCTION annuity records.

The "NON-CASH EARNINGS" are tallied from the QTD, FYTD and YTD non-cash earnings amounts
showing on the JOB records.

The "TOTAL ADJUSTED GROSS" is tallied from the TAXABLE GROSS figures on the federal
DEDUCTION records.

The “CALCULATED ADJ GROSS” = - +
If does not equal there will be a “DIFFERENCE IN GROSS".

Resolve DIFFERENCES IN GROSS:

Q1. Does the TOTAL GROSS equal the total of all payroll clearance amounts minus VOIDS for the time
period in question?

a. If the answer to item Q1 above is 'no', an AUDRPT should be run looking for manual
changes to the gross figures on JOB record. Manual changes will alter the totals
showing here.

b. If the answer to item Q1 above is 'yes', then proceed to the next check point.

Q2. Do the TOTAL ANNUITIES equal the total of all annuity deduction checks written? Refunds of
annuities should also be taken into consideration.

a. If the answer to item Q2 above is 'no’, an AUDRPT should be run looking for manual
changes to the annuity amounts in DEDUCTION record. Manual changes will alter the
totals showing here.

b. If the answer to item Q2 above is 'yes', then proceed to the next check point.





Q3. Do the NON-CASH EARNINGS equal the total amounts paid to employees using the NC1 pay
type?

a. If the answer to item Q3 above is 'no’, an AUDRPT should be run looking for manual
changes to the non-cash earnings amounts on the JOB record. Manual changes will
alter the totals showing here. If a non-cash earnings pay type was missed on a payroll
prior to the end of the calendar year, making a manual update to the files necessary, be
sure the Non-cash earnings to-date fields on the JOB record have been updated
otherwise QRTRPT will not balance to the NC1 pay types.

b. If the answer to item Q3 above is 'yes', then proceed to the next check point.

e Ifthe answers to Q1-Q2 was 'no’, the user should determine why the manual changes were made
and adjust again as necessary.

e [f the answer to Q1-Q3 was 'yes', then the CALCULATED ADJ GROSS figure is correct and the
TOTAL ADJUSTED GROSS figure is incorrect. An AUDRPT should be run looking for manual
changes to the taxable gross figures showing on the 001, deduction records. The user should
determine why the manual changes were made and adjust again as necessary.

Many times, this portion of QRTRPT is out of balance due to:

e Manual changes to annuities with no corresponding change to the taxable gross figures.

e Manual changes to the taxable gross figures following a refund of an annuity amount. The software
will automatically add the refunded annuity amount to the taxable gross figures.

e Once all new manual updates are made, a new QRTRPT should be run, and the balancing process
started over

Additional Quarter End Checks:

FORM 941 QUARTERLY RETURN OF WITHHELD FEDERAL INCOME TAX
LINE 1) TOTAL EMP. COUNT PER 941 INSTRUCTIONS : o
TOTAL EMFLOYEES PAID IN QUARTER H 133
LINE 2} QTD TAXABLE WAGES : 977,589.64 (Includes board paid Medicare/FICA = 534.72)
LINE 3} QTD FEDERAL WITHHOLDING H 106,322.55
LINE 5A)QTD FICA Taxable Wages H 500.00
QTD Employees’ FICA contributions : 31.00 (Picked up by board = 0.00)
QTD Employer’s FICA contributions : 31.00
LINE 5C)QTD Medicare Taxable Wages : 912,863.43
QTD Employees’ Medicare contributions : 13,236.80 (Picked up by board = 534.72)
QTD Employer’s Medicare contributions : 13,236.80
LINE 11)QTD FEDERAL WITHHOLDING DEPOSITS : 132,858.15%

a. The amounts listed for QTD FEDERAL WITHHOLDING should equal the total of deduction
checks for the quarter to the IRS for withholding of federal taxes.

b. The amounts listed as QTD EMPLOYEE MEDICARE and EMPLOYEE FICA
CONTRIBUTIONS balance to the employee share deduction checks for the quarter.

c. The amounts listed as QTD EMPLOYER MEDICARE and EMPLOYER FICA
CONTRIBUTIONS should balance to the warrant checks for the quarter for these
deductions.

d. The QTD MEDICARE TAXABLE WAGES times 1.45% should equal the EMPLOYEES'
AND EMPLOYERS' MEDICARE CONTRIBUTION amounts. Rounding of a few pennies
may be taken into consideration. The employer and employee shares should be the same.

e. The QTD FICA TAXABLE WAGES times 4.2% should equal the EMPLOYEES' withholding
AND 6.2% should equal the EMPLOYERS' FICA CONTRIBUTION amounts. Rounding of a
few pennies may be taken into consideration. The employer and employee shares should
be the same.





f. The QTD FEDERAL WITHHOLDING DEPOSITS found on QRTRPT should equal the total
of all the deduction and warrant checks written to the IRS for Medicare, FICA and income
tax withholdings.

g. Verify the electronic transfers of federal and Medicare payments equal the QTD FEDERAL
WITHHOLDING DEPOSITS

() 13. Run PAYDED to generate a non-zero deduction report. To execute this, set
the ‘Payment option’ to A and leave the ‘payment cycle’ and ‘deduction codes’ fields blank.
View and verify the DEDRPT.TXT to make sure there are no outstanding deduction
amounts for employees. If there are outstanding employee amounts; process PAYDED to
create the deduction transaction or add a Unicenter request for help to close the quarter
with outstanding employee accums.

a. If quarterly deductions, then execute for Q cycle

() 14. Balance the W2REPT quarterly to minimize problems at calendar year-end.

a. Run the program W2PROC. Check the W2ERR.TXT report for error.

Do not generate tape. Answer NO to the question below:
Do you want to create a W2 tape file (Y/N <Y>): N

b. Balance the deduction totals (taxes and annuities) on the W2REPT.TXT report with the totals
from the DEDRPT.TXTs report from the quarter.

c. Balance the gross amounts on the W2REPT report with the PAYRPT.TXTs for the quarter.
Consider voided checks and medicare pickup totals when comparing these totals.

d. If errors are discovered, check employees that had exception processing during the quarter
such as voided checks, error adjustments, or manual changes in USPSCN. The AUDRPT
program can be useful in identifying these problems.

e. Reconcile city taxes to check transactions for those deductions and confirm that the correct
percentage is withheld.

C] 15. Run the ODJFSRPT program and generate a report only by answering “N” to a
tape file.

a. Check all totals carefully for accuracy
b. If necessary, adjustments (AD OB) can be made using USPSCN/ATDSCN.

c. When all data is correct, run the ODJFSRPT program again to create a tape file for
submission to ODJFS and QTD totals on USPSCN/DEDSCN will be cleared

D 16. PROCESS THE STRS ADVANCE after all pays in June are complete.

Many STRS members have earned their entire contract before fiscal yearend; yet, they are paid
through August. The purpose of the STRSAD program is to provide a file which contains the
data required for the STRS’ Annual Report of fiscal year contributions. For this discussion
ADVANCE = ACCRUAL

The following conditions must be met for a job to advance:

Condition 1. DAYS WORKED must equal WORK DAYS by June 30.





Advancement is determined by initialized pay period dates and the job calendars. The software will
calculate the WORK DAYS remaining in the month of June provided the job calendars and payroll
beginning and ending dates have been input correctly. If after processing the last pay in June,
DAYS WORKED do not equal WORK DAYS for the job, the job calendar is checked to determine if
the number of WORK DAYS needed to fulfill the contract will be met by July 1st. If the calendar
indicates that the DAYS WORKED will equal the WORK DAYS in contract by July 1st, the job will be
advanced. FYI - July pays for jobs that advanced with DAYS WORKED not equal WORK DAY'S will
be paid as ACCrued wages that would have normally been brought into the payroll as regular wages
(REG pay type). This allows for proper handling of the advance earnings and WORK DAY for the
job.

Jobs that will not be fulfilled by June 30 will not be advanced.

Condition 2. PAYS PAID must be less than # OF PAYS by June 30.

Service Credit is calculated based on the employment relationship. This is determined by counting
the number of work days on the calendar from the first day school is in session (added in STRSAD)
or the HIRE DATE in BIOSCN (whichever is later) and the last day school is in session (added in
STRSAD) or the TERMINATION date in BIOSCN (whichever is earlier). The STRSAD program will
check the employee (BIOSCN) termination date, not the job termination dates.

The following conditions determine service credit:

1.
2.

450 deduction record FULL OR PART TIME field

If the employee is flagged as full-time and worked at least 120 days, then the service credit is
100% if they were paid more than the state minimum salary. If the employee is flagged as full-time
and did not work 120 days, they are considered part-time. The service credit calculation is as
follows (see, also, STRS Decision Tree):

e the employee worked at least 90 days and the employment relationship was in effect for 120
days and the total compensation is equal or greater than the state minimum, the service credit is
100%.

o |f the employee worked at least 90 days, but the employment relationship was not in effect for
120 days, the service credit is total days divided by 180.

e |f the employee did not work 90 days, the service credit is total days divided by 180.

e |f the employee worked at least 90 days and the employment relationship was in effect for 120
days and the total compensation is not equal to or greater than the state minimum, the service
credit is the greater of the following two calculations:

total compensation divided by state minimum salary
total days divided by 180

Steps to process the advance:

a. If a job will be docked in July or August, put the full amount of dock in the DOCK NEXT PAY
field in JOBSCN while processing STRSAD. This will calculate the advance contributions
correctly. Leave this amount in until the STRSAD is complete.

b. If there are contracts that will be paid off early, change the number of pays before processing
STRSAD. Update the per pay amount if the final pay should be the pay off amount.

c. Run RPTSUM to see the current count for all work days. Add the days that remain to be
initialized before 6/30/15. If WORK DAYS will not equal DAYS WORKED, corrections can be
made before the last payroll. Add a Unicenter ticket for help.

d. Verify the status of the part-time/full -time fields on the 450 deduction records. Employees
flagged, as full-time must have at least 120 service days to be granted a full service
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credit toward retirement. Employees who do not fulfill these requirements will be granted a
percentage of a year's service credit as described by the STRS Employer's Manual.

e. Run the STRSAD program and select the projection only (option 1). This option can be run
as many times as needed. The program produces three reports: STRSAD.TXT,
STRSAD.RPT, and NONADV.TXT.

» STRSAD.TXT - lists all advanced jobs and totals advanced amount
» STRSAD.RPT - complete fiscal year end report for all STRS members.
» NONADV.TXT - lists all members that will have earnings in July.

f. Check each employee service credit and FYTD totals.

g. At the bottom of the report, there is an amount labeled Total Taxed + Non-Taxed. The
amount shown should equal the amount deposited with STRS during the fiscal year plus the
amount of accrued contributions.

h. Verify that someone that should advance is not listed on the NONADV.TXT.

i. Once the data has been verified for the advance, run the STRSAD program again, this time
selecting option 2. This option creates the tape file called STRSAD.yy06 that will be
submitted to STRS . Option 2 also flags eligible jobs as in advance mode until the last
payment in the contract has been paid. At that time the advance flag is turned off and the job
is no longer considered in advance mode. Final versions of the STRSAD.TXT, STRSAD.RPT
and NONADV.TXT reports are archived and placed on the payrollCD webpage.

NOTE: If a DOCK NEXT PAY was added to JOBSCN, contact fiscal to modify the job to remove
the amount.

D 17. Execute ANNSTRSSND from the Menu prompt
District will submit annual report to STRS
» Will prompt for STRS Employer ID
» On screen display will indicate when transfer is complete
» STRS will receive email notification of the file
»Due by August 12, 2016 however STRS would prefer to have it submitted once it's
created.

QUARTER END CLOSING COMPLETION

() 18. Run the SURCHG program, if desired. This program is designed to give an
estimate of the SERS surcharge calculations. The surcharge minimum compensation
amount is $23,000. SURCHG will not recalculate the 2% district SERS payroll maximum.
Type SURCHG at the Menu>

3 new
D ~19. Optional for GAAP- After all leave through June 30 is posted,
execute USPS_4GAAP. Produces a USPS_4GAAP.CSV spreadsheet for GAAP Auditors.

Menu>usps_4gaap

D 20. Generate and archive any district reports. The following reports are part of the
fiscal yearend PAYROLLCD:

USPRPT/EMPMST
ERNREG
QRTRPT
BENOBL/BENEMP
CHKSTS
BIRTHHIRE

VVVVVYVYYVY





Fiscal Yearend Closing

VERY IMPORTANT!!!.
21. Run USPSBACKUP this backs up the payroll files for the fiscal year!

C] 22. Run BENACC to reset, pay or convert personal leave days (optional)

C] 23. Generate reports for GAAP
» WAGOBL

» The contract obligation, amount paid, and amount earned comes from
USPSCN/JOBSCN. The amount docked is the amount docked + dock next pay
amount from USPSCN/JOBSCN.

» The contract remaining = contract obligation - amount paid.

» Accrued wages = (Days remaining * daily rate) + accrued wages from
JOBSCN. The daily rate is from JOBSCN. Days remaining is a little more
complicated. To get the days remaining the job calendars are read to determine
how many work days (including holidays) remain from the period ending date of
the last payroll until the date entered when WAGOBL/WAGEMP is ran (default
is 6/30 of current fiscal year).

» BENOBL — NOTE: Post leave for June using BENACC before
running BENOBL

D 24. Run USPAUDIT to send payroll files to the auditor.

D 25. Optional/Recommended - Run AUDRPT choosing the O-Official option.
AUDRPT.TXT will list all changes since the last Official run and will flag the changes so
they will not be included on any subsequent Official runs. AUDRPT is, automatically,
created for PAYROLLCD each month.

D 26. Run the QRTRPT program again, this time clearing all data for the quarter and
the fiscal year. (Option F) _IMPORTANT STEP...BE SURE DO THIS!!!

D 27. To insure the data cleared correctly, run the QRTPRT program again (option N)
and verify that the fiscal year to date totals on the report are ZERO.

() 28.Run CHGDED for the STRS deduction records for the increase to 14%
a. The new rate applies to all new earnings for the new fiscal year. STRSAD
Actual flags all accrued wages and determines contributions based on the
old rate.

b. See the STRS PICKUP ON PICKUP DEDUCTION RATE CALCULATOR
and/or STRS DEDUCTION RATES FOR PICKUP ON PICKUP_FY17
document to determine the value needed in the 450, 591, and 691
deductions for staff with pickup on pickup with extra compensation.

c. If earnings from the previous fiscal year need to be paid in the new fiscal
year, the STRS contribution must be at the old rate. Deductions by job are
required for these earnings. The contributions will be listed on the
STRSREG and sent to STRS on the per pay file. They must be back-posted
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once reported to STRS. Clear the FTD totals from the 450, 591, and 691 for
this job to exclude them from the fy17 annual report. See MVECA STRS
Scenarios document

POST FISCAL YEAR END CLOSING
IMPORTANT: RESTRICTIONS DURING THE ADVANCE

Non-Modifiable Fields While in Advance Mode

The following fields found in USPSCN/JOBSCN cannot be modified while the job is in advance mode.
USPSCN/JOBSCN 1 of 3

e Contract start

e Contact stop

e Job status

e Payplan

e Retirement code

USPSCN/JOBSCN 2 of 3

e Obligation

e Amount

e Amount paid

e Amount due

e Amount earned
e Amount docked
e Equal pays flag
e Hours per day

e Pay unit

e Pay per period
e Unit amount

e Number of pays
e Number of pays paid
e Work days

e Days worked

Processing Additional Pay Types on Advanced Jobs

The following Pay Types can be processed on a job that is in the advance mode using USPSCN/UPDCAL_*,

e MIS - miscellaneous pay

e DCK - dock pay

e OT - overtime pay

e  SHP - shift premium

e TRM - termination pay

e POF - pay off of total accrued wages

e NCL1 - non-cash life insurance premium
e BCK - retro pay

11





If the DCK (dock) Pay Type is used on a job in the advance mode, a warning will be issued indicating that
the advance calculations will be off for this job. Notify STRS that the annual report needs to be amended for
this member.

If the BCK pay type is being added in UPDCAL after running the actual option of STRSAD, doing so may
cause the advance calculations to be out of balance when all jobs are out of the advance mode. In this
instance, if the district wishes the BCK amount to be applied to the current contract, the warning can be
ignored and corrections will need to be filed with STRS for this employee or employees as needed. If the
BCK amount should not be applied to the current contract, the BCK type should be removed from UPDCAL.

If the TRM (termination) Pay Type is used on a job in the advance mode, it must have a number of Units
entered, in order for the system to calculate the pay off amount for the job.

Using the POF (pay off total accrued wages) Pay Type may cause the payback to be off by a few pennies.
The STRS Advance Flag will be turned off on the job record after the CHKUPD program is executed
successfully.

The following Pay Types cannot be processed on a job in the advance mode.

e REG - regular wages
e |IRR -irregular pay

These Pay Types affect the contract amount for the job and are considered new earnings. A new job would
have to be set up for these Pay Types.

GENERATE AFTER EACH PAYROLL DURING THE ADVANCE
After EACH payroll generate and save the CHKSTRS. This report will assist in finding
errors if the advance does not end with a zero amount in USPCON after the final pay. If
any differences they should be reported to STRS as a prior fiscal year end correction if
necessary.

IMPORTANT — VERIFY/FOLLOW-UP FOR STRS AFTER FINAL PAY OF THE ADVANCE

Verify in the USPSDAT/USPCON the amount on the 2" screen is zero and the advanced
“*” s gone.

Payroll Processing:
STRS Advance Mode Do
STRS Advance Amount : .01

Do not AUTOPOST any July payrolls until USAS has closed for FY2016.
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USPS FISCALYEAR-END
REVIEW

June 7, 2016

USPS FYE CHECKLIST AT A
GLANCE

THIS IS ASUMMARY REFER TO THE ACTUAL CHECKLIST FOR
DETAILS

- Severance pays

 Process NC1 pay type for staff retiring that had group term

life insurance over $50,000

- Check USPCON to make sure STRS advance amount is

Zero

- Add EMIS yearend reporting elements
- STRSAD Projection

- Add Calendars

- NEWCNT

USPS FYE CHECKLIST AT A
GLANCE

THIS IS ASUMMARY REFER TO THE ACTUAL CHECKLIST FOR
DETAILS

* Month End Closing

- SERS Close for month

+ STRSMONTH

 Reconcile payroll Bank account
- BENACC, if applicable

* Quarter End Closing
- QRTRPT as a projection
- Resolve difference in Gross
- PAYDED for non-zero deductions
- W2REPT — “N" to tape file; check errors
+ ODJFSRPT

USPS FYE CHECKLIST AT A
GLANCE

THIS IS ASUMMARY REFER TO THE ACTUAL CHECKLIST FOR
DETAILS

+ STRS Annual Report Processing

- STRSAD Actual

- ANNSTRSSND - secure file transfer of annual report to STRS
- SURCHG

- USPS_4GAAP

- GENERATE ANY CUSTOM REPORTS FOR ARCHIVE

- USPSBACKUP

- WAGOBL

- BENOBL

- USPAUDIT

- AUDRPT

- Close QRTRPT and fiscal year






PRE-CLOSING - SEVERANCE PRE-CLOSING — NC1

- SEVERANCE Payments - NC1 Payments
+ UPDCAL limits pay rate to 9,999.99 + Non-Cash Earnings for group term life coverage over 50,000
+ Use the actual pay rate of the job*units - Employee and board Medicare withheld

- For those employees retiring as of June 30 the NC1 amount
should be processed to prevent manual changes at calendar

Type Units Rate  Amount Description year-end (Medicare adjustments)
MIS 1.00 9000.000 9000.00 Severance + Recommended to add NC1 to UPDCAL_CUR to avoid INICAL
) ' ' balancing issues
MIS 1.00 6000.000 6000.00 Severance * These payments are subject to Medicare Tax
- Reference IRS Publication 15-B
OR http://www.irs.gov/publirs-pdf/p15b.pdf
MIS 60.00 250.000 15000.00 Severance © Page 11-14

PRE-CLOSING — NC1 PRE-CLOSING — NC1

- NC1 Payment - USPSDAT/DEDNAM
- Federal, State nor OSDI taxes are withheld
o Code: 004  Type: CITY Name: CITY OF CIRCLETOHN
- Added to wages even though no tax is withheld Required: 1 Job Level: Y Abbrev: CIRCLETH W2 Abbrev:
. B ; P AY TO INFORMATTIO
Medicare and FICA are withheld Vendor : Name: CITY OF CIRCLETOWN

- Flag in DEDNAM city records controls whether city tax is

withheld. Even if flag is set to “N”, the amounts are added to
the wages CIRCLETONN , OH 12345-

Address: 123456 CIRCLE ROAD

- Manually change the wages if not the desired effect Tax Entity code: RITA:

Tax Med/FICA pickup:
|::>Tax Non-Cash Earn :
Tax Board Amounts :

CCA :

1Z1<1<






PRE-CLOSING - USPCON

- USPSDAT/USPCON
- STRS Advance fields should be blank
- Screen 2 of 3

Payroll Processing:
STRS Advance Mode
STRS Advance Amount

PRE-CLOSING — EMIS STAFF L

- EMIS Staff Yearend Reporting — 16L

- One reporting period with 2 manifests

- First Staff Course
- Final Staff Course
+ Should be published any day and is scheduled to expire on 7/15/16

- Data Collector Submitter

- Make sure that someone working through the summer has submitter
access to the Data Collector

- Report data as of the end of the school year
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PRE-CLOSING — EMIS STAFF L
CHECKLIST AT-A-GLANCE

- Report all staff reported in the First Staff and Course
Collection

- Do not change the REPORT TO EMIS flag to “N” until after the
final submission of L data for staff reported as separated
- Run USPEMS/PERDET to verify staff data
- Update added mid-year

PRE-CLOSING — EMIS STAFF L
CHECKLIST AT-A-GLANCE

- Add Long Term lliness (LTI) Days

- Absences of 15 consecutive days or greater

- If there are values in this field now it's an indication that CLRATD was not
executed. Run CLRATD before adding LTI to avoid reporting last year’s
information

- LTI must be equal to or less than total absence

- Attendance

- Will be on the demographic report in the Data Collector once collected
- Visible in USPSWEB — EMIS Entry Screen- Demographic
+ Add Adjustments in EMIS Absence for unpaid leave to attendance

- AD - Adjustment; EB-EMIS Absence






PRE-CLOSING — EMIS STAFF L

# Employee Dates
# Aftendance

% UPDCAL Emis Id Degree Type
* Benefit State Assigned Id T Semester Hours

o WIS Enty Screen ) | ROPOT t0 EMIS ECE Qualification
5 Contracts (CC Gender 'ong Term lliness
® Unies Total Years Bt

# Admin Authorized Years Primary Race

* Help
© Logout Att€ndance Day! Ethnicity Flag
Absgnce Days

PRE-CLOSING — EMIS STAFF L
CHECKLIST AT-A-GLANCE

- High Quality Professional Development (HQPD)

- Did the teacher participate in a High Quality Professional
Development activity between June 1 and May 31 of the current
school year as defined by the No Child Left Behind Act of 2001 in
Title IX Section 9101 and as certified by the teacher on the
Teacher Participation Questionnaire? (ODE EMIS Manual, Chp
3.4)

- Required for all reported teachers, position codes 230, excluding
position statuses: A-Agency, I-Individual, P-Leave of Absence and
U-no longer employed in the district in this position

» MVECA can mass load a “Y” into the field
- Send email to helpfiscal@mveca.org requesting the mass load

- District will change the field to “N” for any teacher that did not meet this

measure
14

PRE-CLOSING — EMIS STAFF L
CHECKLIST AT-A- GLANCE

- Update Contract Only and Contractor Staff Employment
Records in USPSWEB to reflect SY end data

* Run USPEMS/USPEMX

- Snap shot of all data

- Creates file for CC-Contract Only and CJ- Contractor Staff
Employment Records for data collector

+ CL- records will be included, too, for the summer of 2015 summer
separations (position status=U)

- Run EMISRSTAFF to transfer the CC, CJ and CL records
to the Other Data Sources in the Data Collector

. OICollect, Prepare, Preview reports, certify and submit your
ata

PRE-CLOSING — STRSAD
PROJECTION

+ STRSAD

- Can be executed now to begin balancing and verification of
data

- Select option ‘1’

- Program will project days through the end of the fiscal year to
determine jobs to advance and calculation of credit

- Earnings include those in the future
+ Advance amount will be too large until all June pays are completed






PRE-CLOSING — ADD JOB
CALENDARS

- Job Calendars

- Job calendars for the 15-16 school year can be added to the
system

- Utilize USPSDAT/CALMNT option
- ‘Copy’ function

- Start with the school year calendar with no holidays and copy it to
the next calendar with no holidays, etc.

PRE-CLOSING - NEWCNT

- New Contracts

- New contracts can be entered for those positions with a July 1
start date

- Contracts with other start dates can be entered if the
information is available

- When purging, be mindful of the data being reported through
EMIS.

or the early purges when the L manifest is still doing a SIF
collection, answer “Y” to the Update JOBSCN EMIS contract fields
with values from old contract

CHANGE

NEWCNT - Purge New Contracts

Purge Options:
Contract start date: - Appointment Type:
Reset New Hire date: N
Clear EMIS fields:
Hours per day: N Contract amount: N HWork days: N FTE: N 18
Update JOBSCN EMIS contract fields with values from old contract: N

MONTH-END CLOSING-SERS

- RETIRE/SERSREG
- Verify the data using projection

- Total contributions should equal total deduction and warrant
checks payable to SERS

- ‘Earnings x 10%’' should equal contributions
- Check Service Days and Retire Hours
- No zeros until sometime in June

- If there are new hires to SERS, run RETIRE/SERSHIRE to create
a file to upload to eSERS.

- This changes the New Employee flag on 400 deduction from Y to R

MONTH-END CLOSING - SERS

- Create a tape file when complete/accurate
+ Clears MTD totals on 590 and 690
+ Creates the submission file that MVECA uploads to SERS
+ Sets SERS closing date in USPSDAT/USPCON
+ Changes the New Employee flag on the 400 deduction from R to N

- New employees are listed, separately, at the bottom of
SERSREG.TXT. These are new employees that are flagged new
employee =“Y” or “R” on the 400 deduction. Itis up to the user to
know if they have been reported to the SERS website (either by
uploading the SERSHIRE file or manually entering them on the
website. When running SERSREG for actual, the new employee flag
(previously Y and R) for new employees will be set to "N" on the 400
deduction record.
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MONTH-END CLOSING - SERS

- SERSHIRE changes New Employee flag on 400 deduction
from HYH to HRH

- SERSREG Actual changes both “Y” and “R” New Employee
flags to N

- If you did not run SERSHIRE before the Actual option of
SERSREG, new employees that may not have been
reported yet are no longer available for SERSHIRE

21

MONTH-END CLOSING

- Run STRSMONTH to clear month-to-date totals from the
450, 591 and 691 deductions

- When STRS went to per pay reporting, monthly totals were no
longer needed. Instead of removing MTD from all of the STRS
deductions, this program was added

- Not required, provided for the integrity of the data

New employee: N
Accum MTD Totals QTD Totals
Deduct total :
Gross pay : 105075.00
Board share i 3856.15
Retiree deduct:
Retiree gross :
Retiree board :
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MONTH-END CLOSING

- Reconcile payroll bank account
* Run CHKSTA or PAYREC to reconcile checks
- Run CHKSTS for outstanding check register

- If leave accruals are posted at the end of the month, run
BENACC

23

QUARTER-END CLOSING

- Run QRTRPT to generate demand report

- Lists all QTD figures from JOBSCN and DEDSCN

- Compare totals of deduction checks written to the totals for
each deduction code

- Be cautious of deductions combined by vendor number

- Any difference in gross should be resolved +orar, cross —
TOTAL ANNUITIES
NON-FED.TAX ANNU.’S
NON-CASH EARNINGS
TOTAL ADJUSTED GROSS
CALCULATED ADJ GROSS
DIFFERENCE IN GROSS

* Troubleshooting steps are on the FYE checklist
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QUARTER-END CLOSING

- W2PROC
- Balance the W2REPT to minimize problems at calendar year-
end
- ODJFSRPT
- Check all totals and weeks
- When all data is correct, enter ‘Y’ for creation of submission file

- Taxable amount listed on report is used only for contributing
employers, calculated value based on ODJFS rules

STRS ANNUAL REPORT
PROCESSING

+ Terms
STRS STATE SOFTWARE DEFINITION
SALARY REDUCTION EMPLOYER PICKUP Salary reduced by the employees retirement
contribution (591 annuity deduction)
FRINGE BENEFIT PICKUP NOT PICKUP ON PICKUP FRINGE Employer pays all or a portion of the employee’s
INCLUDED IN COMPENSATION BEN/XTRA COMP=N ON 450 contribution. (691 deduction needed with percentage

DEDUCTION paid by board)

FRINGE BENEFIT PICKUP INCLUDED IN PICKUP ON PICKUP FRINGE Employer pays all or a portion of the employee’s
COMPENSATION (PICKUP ON PICKUP) [ BEN/XTRA COMP=Y on450 | contribution, the amount paid is added to the gross pay
DEDUCTION and contributions are paid on the adjusted gross (692
inflated to calculate correctly)

ACCRUED CONTRIBUTIONS ADVANCE Contributions on amount earned but not yet paid
BACK POST Contributions sent in the new fiscal year that were
earned in the prior fiscal year must be back-posted on
STRS website
26

STRS ANNUAL REPORT

PROCESSING

STATE TEACHERS RETIREMENT SYS
Full or Part time : P

/0000 Retiree flag : N

/0000 Su :

/0000 Fringe ben/Xtra comp: N

STRSAD

- After all June pays are completed

- If aware of dock amounts on 1st July payroll enter those in
‘Dock Next Pay’ on JOBSCN

+ Will be included in calculations by STRSAD

- If aware of early contract pay offs
+ Change the number of pays
+ Be cautious — pay per period may get changed

28






STRSAD

- Conditions that create accrued contributions
- 1) Work days equal days worked by June 30
- 2) Amount remaining to pay greater than zero
- 3) Pays greater than pays paid

This accrued contribution amount will be the amount of earnings
not yet paid times the current STRS withholding rate.

29

STRSAD

- STRSAD.RPT - Lists all staff that will appear on annual
report

- STRSAD.TXT- Lists only staff with accrued contributions

- NONADV.TXT
- Lists employees with jobs that are not advancing
- Job has no amounts remaining to pay but meets all other criteria

- Days worked plus remaining days from calendar through June 30"
exceed the total work days

30

STRSAD

- Accrued contribution amount is calculated using the pay per
period from JOBSCN for the remaining pays minus 1, then
last pay calculation occurs

31

STRSAD

- Accrued contribution amount is calculated using the pay per

period from JOBSCN for the remaining pays minus 1, then last
pay calculation occurs

Obligation = 39100
Pay per period = 1504

- STRSAD sample calculation ~Fa/s/pays paid = 26122

2314 pay 1504 x 13% = 195.52
24 pay 1504 x 13% = 195.52
25 pay 1504 x 13% = 195.52
26" pay
Obligation 39100
- Paid 25 pays 37600
Remaining 1500 x 13%=195.00

Total accrued contributions calculated by STRS
195.52 + 195.52 + 195.52+195.00=781.56
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Z:> = Information reported to STRS for each employee

DATE: 05/26/04
TIE: 7:45 an FOR: 2003
PAGE: 0008 <STRSAD> IJISIIII[ ODE 5555

w 2 3| sms
- EHPLOVEE WAYE T SO0-SE-H

FLONER,, FRANK

EDIT DAYS  EARNINGS

STRS FISUAL YEAR-TO-DATE REPORT

NON-TRXED:

[o]

DEPOSTT\
PICK UP

4,491.89

SARPLE CITY BOARD OF EDUCATION

1 N A
YOUR msssss
CED

AONT > TOTHL

6,414.80

Calculated
based ort STRS
decision tree

Calculated amount
based on wages earned

but not yet paid

JELLO, CHERT
HONKA, WILLY

Amount of FYTD gross
from 450 plus amount of _|

gross earned but not yet HOk-TRAED TOTALS:
paid. Can be inflated it HEPORT TOTALS

691 is involved

14,499,754.10

Total amounts already __| :

P ves contputons, | REGULAR ENP COINT

includes 6ot amounts | e g CONTRIBUIIONS: .00
REGULAR PICKUP CONT : 1,419,914.61

HON-TREED: 36.58
HON-TRXED:

4,81.1

1,040,171.9

%.56
1,10.28

409,777.00 [1,949,948.%

RETIREE AHOUNT ADUANCED: 19119
RETIREE COUNT :

RETIREE CONTRIBUTIONS : 0.00
RETIREE PICKIP 30,004.28

STRSAD

- Verify service credit
- Employees with 120 or more days receive 100% credit

- Employees with less than 120 days receive credit based on
STRS decision tree

- Employees classified as part-time have service credit based on
STRS decision tree

+ Part-time flag on 450 must be set as needed
+ If uncertain of an employee’s status contact STRS
- Re-employed retirees will always have 0% credit reported with

contributions

- An asterisk identifies the rehired retiree on STRSAD.RPT
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STRSADRPT

- Staff retiring and rehired in the same fiscal year will appear
twice on the report, one line for contributions prior to
retirement, one line for after retirement contributions

- If they retired in the previous fiscal year and the rehire date
was not added until this fiscal year, modify the retiree gross

35

STRSAD
REHIRED
RETIREES

450 USPSCN/DEDSCN

T0: 444a4daeds Coge: 45U Name: KUSMD
Type: Retirement

Percentage

Board’s share
Error adjustment:
Board error adj.:

Deduct total :

H 14 Start

Stop

Rehired: 02/01/200¢ Frin
New erployee: N
Accum MTD Totals QTD Totals

TRANER
Name: STATE TEACHERS RETIREMENT SYS
Full or Part time E
: 00/00wemeee Retiree flag t Y
: 00/00/0000 Surcharge exerpt N
n/Xtra comp: N

FATD Totals \ YTD Total:

Gross pay

Board share
Retiree deduct:
Retiree gross :
Retiree board :

—49i7.12

-la347,32
1868 66

591 USPSCN/DEDSCN

Percentage

Total:

Retiree deduct:

Error adjustment:

Deduct total: 31.35 31,35 36.85

11.000  Start: 00/00/0000

$iop i 00/00/0000

User Defined Fields:
Amount 1:
Code 1: __
Text:

Code 2:

Accum. MID Totals QTD Totals ¥

Job: __ Type: Retirement (Annuity, Name: STATE TEACHERS RETIREMENT

Amount 2:
— Date: 00/00/0000
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STRSAD

- If not in balance and can't resolve at the district
- Contact MVECA as needed
- STRS can usually find the problem
- STRS balances by employee as well as by district

37

STRSAD

+ Once STRSAD information is correct, run option ‘2
+ Sets advance flag on jobs to “*”
- Sets closing date in USPCON
- Places total accrued contribution amount in USPCON
- Creates annual reporting submission file

38

STRSAD

- Creates temporary holding file for retirement deduction rates as
they were in DEDSCN when option ‘2’ ran; known as
SAVADV.IDX

- Advance field appears on JOBSCN

- Advance error adjustment fields appear on STRS deduction
records

- Creates PayrollCD reports

39

STRSAD

Below is a screenshot of what you will see when you
run the Actual of STRSAD. Notice it indicates that it
is saving current percentages. The tape
submission file name is also displayed; this file is
only created when the Actual is run

Saving current percentages. <

Processing, please wait

Report names are: STRSAD.TXT
STRSAD.RPT
NONADV . TXT

Tape submission file is: STRSAD. 13086

40

10





STRSAD

- If you have deductions by job implemented on
your retirement records, the job number
assigned for any advanced jobs will be stored
in the temporary file that is created.

- Run ANNSTRSSND to submit annual report to
STRS
- Updates USPSDAT/USPCON information

41

FISCAL YEAR-END CLOSING

* Run SURCHG

An additional employer charge is levied on the salaries of lower-
paid SERS members. The minimum annual compensation is
determined annually by the System’s actuaries.
- SURCHG Creates a worksheet districts might use for SERS
surcharge calculation verification.
+ Minimum annual 2016 compensation $23,000.00
- See http://ohsers.org/surcharge for complete details.

42

FISCAL YEAREND CLOSING

CHANGE
§A\jo;‘\\;lgﬂun USPS_4GAAP after posting all leave through

June 30. (Requested by Clark Schaefer and Hackett) (This
was added to the menu instead of a Safari query.)

- Generate any reports for archives

+ USPSBACKUP

- WAGOBL and BENOBL — GAAP Report

- Run USPAUDIT to create USPS submission files for AOS

audits

* Run AUDRPT choosing the O-Official option. Check the
payroll CD to verify that the Official AUDRPT copied out
properly

- Close Quarter and fiscal year "

FINAL STRS RATE CHANGE

- Effective July 1, 2016, the employee rate will increase from
13% to 14%

44
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CALCULATING NEW PICKUP ON
PICKUP DEDUCTION RATE

- Pickup on Pickup with extra compensation calculator
spreadsheet. Add the pick up rate in the highlighted field
and it will calculate the percentages for the 450, 591 and
691 deductions

ISTRS DEDUCTION RATE CALCULATOR FOR PICK UP ON PICK UP

[This calculator is for the FY17 rate of 14%
if fringe benefit flag=Y'
Pick up percent girate |6g1rate |450 board rate
14 1596 15.96

|

45

WHEN AND HOW TO
CHANGE THE RATES

- Before the first July payroll and after running STRSAD,

Option “2”, you will want to run the CHGDED program,
option C, and mass update the rates to 14% on the 591
records. Keep in mind; CHGDED will only update the records

whose DEDSCN rates match the old rate entered in CHGDED.

Because of this, you may have to run CHGDED several times.

- Rates can be updated directly in DEDSCN or the

new rate can be loaded from a spreadsheet.
Please contact us if you need any assistance.
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460/591/691-EMPLOYEE
DEDUCTION

+ Change options:

- Employee or board amounts

- Stop and start dates based on old values

- Set start dates on all records for deduction

- Set stop dates on all records for deduction

- Mass change the maximum amount of deduction
- Mass change the cycle

- Mass change employee amount error adjustment

W >» T O UV ;W O O

- Mass change board amount error adjustment
E - End program

Enter choice <C>: C

591-EMPLOYEE DEDUCTION

Please enter deduction code

Enter 999 to exit. 591

Enter old Annuity Pick up: __._
13.00
Enter new Annuity Pick up: __.

14.00

Is all the information correct?
Deduction code: 591
Old Rate : 13.000

INY Dat s 14000
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Scenario

#1

Scenario
#2

Scenario
#3

Worked in June
Paid in June

STRS Contribution
13%

No back-posting

e Worked in July

e PaidinJuly

e STRS
Contribution 14%

e No back-posting

Worked in June
Paid in July

STRS Contribution
13%

Back-post

Pay period has
daysin June and
July

Paid in July

STRS
Contribution 14%
No back-posting

Set up deductions by job if:
e Worked job# 1in June
e PaidinJuly

e STRS Contribution 13% on

job #1

e Back-post

e Clear FTD totals on STRS
deductions for that job

e Worked job #2in July

e PaidinJuly

e STRS Contribution 14%
on job #2

e No back-posting

Scenario
#4

Scenario
#5

49

POST CLOSING

- During the payroll process

- FYTD amounts on the 450, 591 and 691 deductions will not be
updated by any accrued earnings or contributions

+ FYTD amounts on the 450, 591 and 691 deductions are
updated only by new earnings and contributions on those new
earnings

» FYTD amounts on the JOBSCN will be updated regardless
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POST STRSAD- ACTUAL

- Contact MVECA if you made changes to force the correct
advance amount (DOCK NEXT PAY, RETRO NEXT PAY, #

OF PAYS)
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POST CLOSING

+ During advance cycle certain pay types can not be used on

jobs with advance flag set to “*”
- REG
- IRR

52

12





POST CLOSING

- Certain pay types affect balance of USPCON
advance amount
- DCK
- BCK
- TRM (usually creates a few cents difference)
- POF (usually creates a few cents difference)

- The pays and pays paid can be modified by
MVECA to be different by 1 (forcing a contract
pay off). If this is done the amount in
USPCON may not clear because of rounding
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POST CLOSING

- Verify each pay the advance amount showing in USPCON
is decreasing

- After all summer pays are complete
- Verify advance amount in USPCON is zero

- If not zero, run CHKSTRS and compare employee totals to see
who’s amount withheld on accrued earnings does not equal the
amount STRSAD calculated

- File corrections with STRS as needed
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Rehired Retired Employees 


450 USPSCN/DEDSCN

[image: image1.png]nas L1109 1 had. 9@ Task. 3923

SSN/ID  Code  Last name First nane Concea
D: CLODO0010 Code: 450 Name: GLENN CLOSE
Type: Retirement Name: STATE TEACHERS RETIREMENT SYS

Percentage : Full or Part time
Board's share 14.000 Start : 00/00/0000  Retiree flag
Error adjustment Stop 00/00/0000  Surcharge exempt
701/
N

=< m

Board error adj.: Rehired: 01/01/2015  Fringe ben/Xtra comp
New enployee: N
Accun  MTD Totals  OTD Totals FYTD Totals YTD Totals
Deduct total
Gross pay
Board share
Retiree deduct

Retiree gross
Retiree board :

Changes made as requested

35116.25 51323.75
378.18 6429.06 7185.42 7185.42







1.  ‘Retiree flag’ must be set to Y and a date in the ‘Rehired’ field.


2. The ‘Retire gross’ is a subset of the ‘Gross pay’.


a. If employee worked entire fiscal year as a rehired retiree the ‘Gross pay’ amount should be the same as the ‘Retiree gross’.


b. If an employee worked only part of the fiscal year as a rehired retiree, the ‘Retiree gross’ will be less than the ‘Gross pay’ amount.


** STRSAD.RPT Earnings = FYTD ‘Gross pay’ from 450 record + calculated amount remaining to be paid from JOBSCN (does not use the ‘Amount Due’ from JOBSCN)

591 USPSCN/DEDSCN


[image: image2.png]Find: Y Add: 000 Mask: 591
SSN/ID  Code  Last name First name Concea
ID: CLOOO0D010 Code: 591 MName: GLENN CLOSE

Type: Retirement (Annuity) MName: STATE TEACHERS RETIREMENT SYS

Percentage : 13.000  Start: 00/00/0000
Error adjustnen Stop : 00/00/0000
User Defined Fields:
anount 1:
Code 1: __ Code 2: __

Text:

Accun MTD Totals  QTD Totals FYTD Totals YTD Totals

Deduct total : 251.22 3265.86 4270.74 477, 4773.18
Retiree deduct:

Changes made as requested







The ‘Retiree deduct’ is a subset of the ‘Deduct total.’


a. If the employee was a rehired retiree all fiscal year The ‘Retiree deduct’ FYTD amount should equal the ‘Deduct total’ FYTD amount.


b. If the employee was not a rehired retiree all fiscal year, the ‘Retiree deduct’ FYTD amount will be less than the ‘Deduct total’ FYTD amount.


**The value in the FYTD Totals Deduct total/Retiree deduct field(s) is the DEPOSIT/PICK UP amount on the STRSAD.RPT.



Sheet1

		STRS DEDUCTION RATE CALCULATOR FOR PICK UP ON PICK UP

		This calculator is for the FY17 rate of 14%

						if fringe benefit flag=Y

		Pick up percent				591 rate		691 rate		450 board rate

		14

Deb Dinnen:  
Only enter the percentage rate that is being picked up by the board in the highlighted area.   The remaining columns will adjust /calculate.  														

Powers: Powers:


This spreadsheet is intended to help you determine the correct percentages /rates if the Board picks up a portion of the employee deduction.

ONLY enter in the YELLOW highlighted column.   The spreadsheet will calculate the rest.		0		15.96		15.96
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miscellaneous notes


STRSAD Errors and Warnings

The following alphabetical list describes errors and warnings that may appear when the STRSAD program is run.


· Address cannot be blank. Verify entire address in USPSCN/BIOSCN for previous SSN. 
This indicates either the first line of address, city, state, or zip code on the USPSCN/BIOSCN is blank. No part of the address can be reported to STRS as blank. Run USPSCN/BIOSCN and verify the fields.


· Advance amount is negative for previous SSN, assuming zero. 
Indicates a possible error correction from a previous fiscal year. 
Check JOBSCN information and contact ITC if unable to resolve. It may also be necessary to contact STRS to resolve the problem.


· Amount remaining on contract is zero for previous SSN, job #. 
Indicates that pays are remaining with no contract amount to pay. 
Verify JOBSCN information and run an AUDRPT to determine if manual changes were made.


· Contract amount paid exceeds the contract obligation for previous SSN, job #. 
Indicates the amount paid shown on JOBSCN exceeds the obligation. 
Verify JOBSCN information and run an AUDRPT to determine if manual changes were made.


· Contributions with zero service credit for previous SSN. 
Regular contributions with no service credit have been detected. STRS requests that these situations be researched and corrected before submitting the data. 
Check DEDSCN (450/591/691) start and stop dates, job calendar assignments, job calendar start dates, and ATDSCN records. Contact ITC if unable to resolve. 
Refer to the chapter in the USPS User Guide called, "Calculating Days and Weeks for Reporting Purposes" for assistance in resolving service credit problems.


· Days worked in contract will exceed work days in contract for previous SSN, job #. 
This message indicates that the remaining work days on the calendar through June 30th for the job will cause the days worked to exceed the work days in contract. This refers to jobs that still have work days remaining on the calendar. 
Check the contract start date and the beginning date of the first payroll of the contract to insure days worked in the contract were correctly counted. Check for incorrect period beginning and/or ending dates that may have been entered. Adjustments to days worked may be necessary in JOBSCN.


· Employee's first/last name cannot be blank. Verify in USPSCN/BIOSCN for previous SSN. 
This message indicates either the first or last name on the USPSCN/BIOSCN is blank. The name cannot be reported to STRS as blank. Run USPSCN/BIOSCN and verify the fields.


· FTD total for board deduction is negative for previous SSN, assuming zero. 
A 691 DEDSCN record has a negative amount in the FTD deduction field. This indicates that an error correction from a previous fiscal year may have been processed. 
Research using AUDRPT (looking for manual updates) and contact STRS for possible correction procedures.


· FTD total for retirement deduction is negative for previous SSN, assuming zero. 
A 450 DEDSCN record has a negative amount in the FTD deduction field. This indicates that an error correction from a previous fiscal year may have been processed. 
Research using AUDRPT (looking for manual updates) and contact STRS for possible correction procedures.


· Name and address for previous SSN not on file. 
The employee's BIOSCN record does not have a name or address entered. 
Enter these fields in BIOSCN.


· No service days for regular earnings for previous SSN. 
No service days are found for this employee. 
Check DEDSCN (450/591/691) start and stop dates, job calendar assignments, job calendar start dates, and ATDSCN records. Contact ITC if unable to resolve. 
Refer to the chapter in the USPS User Guide called, "Calculating Days and Weeks for Reporting Purposes" for assistance in resolving service credit problems.


· Non-stretch pay job will advance for previous SSN. 
It is not normal for a non-stretch pay job to advance. This message simply alerts the user to a possible problem but does not indicate that a problem exists. If the situation does occur, it could cause problems in the advance pay back calculations since the amounts for these jobs are not properly handled by INICAL.


· Number of days worked exceeds work days in contract for previous SSN, job #. 
The number of days worked is greater than the work days in JOBSCN. 
Verify the days worked on the job and the job calendar assignment. Run an AUDRPT to determine if manual changes were made. Update JOBSCN if necessary.


· Pay per period times remaining pays differs from accrued wages by more than $1.00 for previous SSN, job #. 
This message indicates that a possible error in contract calculations has occurred. 
The district should verify the contract amounts in JOBSCN with what has been paid on the job thus far. Run an AUDRPT and attempt to isolate the problem. A dock or payment of additional money may be necessary to make the correction. Contact your ITC for assistance if necessary.


· Pick up amount is negative for previous SSN, assuming zero. 
A 591 DEDSCN record has a negative amount in the FTD deduction field. This indicates a possible error correction from a previous fiscal year may have been processed. 
Research using AUDRPT and contact STRS for possible correction procedures.


· Retiree amounts for previous SSN exceed the regular contribution total. 
The retiree amounts showing on the 450, 591, and 691 records are greater than regular amounts. This should not occur since retiree amounts are subsets of the regular contributions. The retiree amounts should be less than or equal to the regular contribution totals. 
Run AUDRPT to determine if manual adjustments to regular or retiree fields were processed. Manual changes to the DEDSCN records may be required.



STRSAD.RPT


1. Employee Name:


USPSCN/BIOSCN, Name fields.


2. Soc-Sec-Num:


USPSCN/BIOSCN, SSN field.


3.  Credit:


Employees flagged as full-time must have at least 120 service days to be granted a full year of service credit toward retirement.  For employees flagged as full-time and did not work 120 days, or is considered part-time, the service credit is calculated as follows:


· If the employee worked at least 90 days and the employment relationship was in effect for 120 days and the total compensation is equal or greater than the state minimum, the service credit is 100%.


· If the employee worked at least 90 days, but the employment relationship was not in effect for 120 days, the service credit is total days / 180.


· If the employee did not work 90 days, the service credit is total days/ 180.


· If the employee worked at least 90 days and the employment relationship was in effect of 120 days and the total compensation is not equal or greater than the state minimum, the service credit is the greater of the two calculations:


- Total Compensation/State Minimum Salary


· Total Days/180


NOTES:


**Employment relationship = Compares the academic dates entered in STRSAD to     


   the Hire date on the BIOSCN record.  It will take this date or July 1, of the 


   the reporting year as the starting date (whichever is later) and calculate the 


   days from that day to the Termination date on BIOSCN or June 30 (whichever is 


   earlier).


** The relationship of the employee with the district is based on “ALL” days in the calendars minus weekend days.

**State minimum = $20,000

**The employee termination date on BIOSCN must be updated when an employee leaves the district.  This field should not be confused with the termination date on JOBSCN.  STRSAD checks the BIOSCN termination date when determining employment relationship.


4.  STRS Days:


The system first finds all the checks for employees, which have a pay date in the fiscal year.  The payroll beginning and ending dates for those checks determine the calendar date range for counting service days.  This range (very likely) will start in the preceding fiscal year and end during the current fiscal year.  From this information, blank working calendars are created on the system.  Blank working calendars are used internally by the system and can not be viewed.


The jobs calendars from the employee’s fiscal years payroll are entered into the blank working calendars.  The ATDSCN transaction types AT or AB with paid dates in the reporting period are marked on the working calendars appropriately for each day.  The calendars are ‘modified’ inside the program to reflect the days from the calendars plus days from the ATDSCN.  Duplicate dates are not counted twice.  So you can think of ATDSCN records as modifying the calendars on a per employee basis.


The system then locates any adjustment transactions (AD) for the fiscal year for STRS.  Adjustment transactions entered through ATDSCN are considered manual adjustments to what the system would calculate.  Note that ‘manual adjustment’ transactions are picked up based on the fiscal year instead of the date range that the employee was paid for.  Any adjustment dated within the reporting period will be applied.  The manual adjustment records are a bit different because they are not for specific days.  The adjustments (if any) are added to or subtracted from the total unadjusted service days and that total is the total that will appear on the STRSAD report. 


The days are not reported to STRS, only the percentage of credit.


5.  Earnings:


Calculated by taking the FYTD gross amounts from the 450 record PLUS the amounts earned but not yet paid to the employee.


Advanced earnings are calculated as follows:


Obligation                                                                  Pay per Period


-Amt. Paid                              AND                          X Remaining Number of Pays


-Dock                                                                        -------------------------------------


--------------                                                               Remaining to Pay Based on Pay/Period 




   Based on Obligation


Remaining to Pay 




NOTE:


**This can be inflated if an employee has 691 deduction record and fringe benefit extra   



     compensation.



The earnings are not reported to STRS.

6.  Deposit/Pick UP:


FYTD total deducted amount listed on the 450, 591 and 691 deduction records.


This amount does not include contributions on amounts earned but not yet paid.


7.  Advanced Amount:


Calculates retirement amount on summer pays on a per pay basis per job as follows:


		Pays Remaining

		Pay Per Period

		Retirement Withheld



		22

		$1500.00

		$195.00



		23

		$1500.00

		$195.00



		24

		$1500.00

		$195.00



		25

		$1500.00

		$195.00



		26

		$1480.00

		$192.40.



		

		

		



		Total

		

		$972.40





8.  Total Taxed + Non-Taxed:


Amount deposited with STRS during fiscal year PLUS amount of contributions on earnings that have not yet been paid.  This amount can be inflated if there are 691 records.



STRS input file layout needed for STRSAD Merge

Position 1-4 X(4) District number

Position 5-12 9(6)V99 Deduction FTD amount (non-
annuitized employee amount from 450 deduction record)
Position 13-16 X(4) Year

Position 17-19 9V99 Service credit (ex. 1.00 =100%, .5 =
50%)

Position 20-20 X1) Retiree flag

Position 21-29 X(9) SSN

Position 30-44 X(15) Employee last name

Position 45-59 X(15) Employee first name
Position 60-67 9(6)V99  Pick-up FTD amount

Position 68-107 X(40) Address Line 1

Position 108-147 X(40) Address Line 2
Position 148-187 X(40) Address Line 3
Position 188-207 X(20) City

Position 208-209 X(2) State

Position 210-214 X(5) Zipcode

Position 215-218 X(4) Zipcode plus 4
Position 219-220 X(2) Delivery point zip

Position 221-228 9(6)V99  Accrued contributions

**Note: for fields with 9(?)V99 the V means implied decimal.
The 9 means numeric and the X means alphanumeric.

This file should be in an a .csv file extension. There is NO header record
and there are no comma’s separating it. It is all driven by position.






Reporting Taxable Amount of Life Insurance Premiums

According to the Internal Revenue Service, the cost of group-term life insurance an employer provides to an
employee for coverage over $50,000 is to be included in the wages reported for the employee. This amount is
subject to withholding for Social Security and Medicare, but not income tax. The cost is generally determined by
using the uniform premium rates provided by the IRS. These rates set the cost of each $1000 of group-term life
insurance for each month, according to the employee's age.

The following steps will ensure that the proper amounts will be taxed and placed on the W2 forms.

1. Calculate the taxable amount for each employee involved.
Example

A 35 year old principal receives $250,000.00 of board paid group term life insurance for an entire calendar
year.

The amount of excess coverage over $50,000.00 is used to determine the taxable coverage. In this example
the amount of taxable coverage would be $200,000.00.

$250, 000. 00 - $50, 000 = $200, 000. 00

Using this same figure, it must be determined how many thousands of dollars are involved.

$200, 000 / $1, 000.00 = 200

This figure will be used later to determine the annual cost. IRS Publication 15-B gives the cost per $1000.00
of protection for a 1 month period. The cost for this 35 year old is .09 per month. This must be multiplied by
the number of months the coverage was in effect.

.09 X 12 = $1.08

The non-cash earnings amount is calculated by taking the number of thousands and multiplying it by the
factor calculated in the previous step.

$1.08 X 200 = $216.00





2.

Using the USPSCN/UPDCAL_CUR or USPSCN/UPDCAL_FUT program, the amount should be entered
using a pay type of NC1. This pay type represents one kind of non-cash earnings for the employee.

This pay type will be treated differently for taxation purposes. Using this non-cash earnings amount, the tax
amounts for Medicare and Social Security will be calculated during the CALCPAY and UPDCAL_CUR
programs.

No Federal, Ohio, or OSDI tax amounts will be calculated. All of these will be treated according to the federal
rules. The software provides the ability to withhold city tax on non-cash earnings. This can be activated by
setting the "Tax non-cash earnings" flag to Y (yes) on the city tax record in the USPSDAT/DEDNAM program.

Complete the payroll.

The non-cash earnings amount will not be included in the gross pay amount, nor in the gross totals found on
PAYRPT or PAYSUM. However, the non-cash earnings amount is being included in the adjusted gross figure
because the amount is considered part of the taxable gross even though no tax is being withheld on it. Both
the PAYRPT and PAYSUM reports will provide a total figure of all non-cash earnings in the total section. This
extra total will help in balancing purposes.

During the CHKUPD program, the total payment showing for NC1, will be added to the total and taxable
gross figures on all the tax records including those for which no tax was withheld. The JOBSCN to-date
figures (screen 3 of 3) will also be updated in the Non-cash earnings fields.

If the NC1 pay not was not used prior to the last pay of the calendar year, the following manual procedure must be
used in order for the NC1 pay to show correctly on the W2 form and to insure that the QRTRPT balances. Follow
these procedures prior to generating W2 forms.

1.

Increase the YTD gross and the YTD taxable gross figures on the federal tax record by the amount of the
taxable premium.

. Increase the YTD gross and YTD taxable gross figures on the state tax deduction record to reflect the taxable

premium.

Increase the YTD gross and the YTD taxable gross figures on the municipality tax deduction record IF
required by the municipality. It may be necessary to contact the city tax department to determine if the
premiums on life insurance over $50,000 are considered taxable or not.

Increase the YTD gross and YTD taxable gross figures on the FICA and/or Medicare deduction records to
reflect the taxable premium.

Obtain payment from the employee for the FICA (6.2% of the taxable premium) and/or Medicare (1.45% of
the taxable premium) withholding amounts. Include this amount on the YTD Deduct Total field of the
FICA/Medicare Deduction record(s). The board of education must match these same amounts calculated in
this step (process as a USAS transaction).

Enter the taxable premium of life insurance on the federal tax deduction record in DEDSCN on the "Life
Insurance Cost" line.

. Enter the taxable premium of life insuance on the YTD, QTD and FYTD amount fields for Non-cash earnings

on JOBSCN (3 of 3). This will insure that the QRTRPT non-cash earnings will balance.





		Reporting Taxable Amount of Life Insurance Premiums




STRS OHIO SERVICE CREDIT DECISION TREE

Employed

Calculate service
credit as part time

under full-time

contract?™

A

Number
of days
recorded by
employer?

Service credit = 1.00

*Full-time Contract
1. Begins and ends on first and last day of
* 365-day year, or
« 180-day academic year, or
¢ 3-quarter academic year and

2. Compensation = 100% of full-time
salary as defined by
« Employer’s salary schedule for
teachers working every day,
all day or
« College or university compensation
for full-time workload.

Note: For members on a partially paid leave
of absence, service credit is calculated as
compensation paid + full-time contract.

This decision tree is based on State Teachers Retire-
ment Board Rule 3307:1-2-01. It is provided as a
tool to assist you in understanding the calculation
of service credit. It is not intended to be a compre-
hensive description of the rule.

Number
of days or
hours recorded
by employer?

Calculate percentage of
full-time equivalent

Service credit =
actual percentage

Taught at
least 90
days or 500
hours?

Employment Number

relationship in - -
of days Service credit =
effect for at least .
120 days of recorded I:;y hours + 1,000
employer?

school year?

Service credit = days + 180

Is total

compensation
equal to or

greater than the

state minimum

Number
of days
recorded by
employer?,

Service credit = greater

of actual compensation

+ state minimum salary
or hours + 1,000

salary?

Service credit = greater of actual
compensation + state minimum

Service credit = 1.00 salary or days + 180







STRS Annual Reporting


Commonly Asked Questions


Q.  What starting and ending dates should be used when running STRSAD?


A.   When running the STRSAD program, enter the first and last day of the academic year.  This date range is used for calculation of service credit for part-time and for those employees who did not work for 120 days.


Q. What reports are generated from STRSAD?


A. Three reports are generated each time the projection or actual advance options are executed.


        STRSAD.TXT – lists all advanced jobs for the districts.


        STRSAD.RPT – the complete fiscal year-end report for all STRS employees, including all advanced employees. Note, rehired retirees always receive zero percentage credit.  


        NONADV.TXT – Includes jobs that will not be advanced. The program will take the number of work days left on the calendar and add them to the days worked up to this point.  If this does not equal the total work days in the contract, the job will not be advanced and will be listed on this report.


Q. The reports generated by STRSAD show reporting for fiscal year 2015 when I am processing my annual report for 2016.


A.  STRS reports their fiscal year based on the first year in the cycle, not the second.  For STRS reporting purposes, fiscal year 2015 is the fiscal year 2015-2016

 reporting.


Q.   Can a job number be changed for a job that is in advance mode?


A.   Changing a job number assigned to an advanced job does not affect the calculation of advanced contributions.  There are checks built into JOBSCN that prevent the user from changing any of the fields that would affect these calculations.


Q.  STRS deductions listed on DEDRPT show a Prior fiscal year contributions balance amount before I run option ‘2’ of STRSAD, this is the same amount the recap sheet is off by.


A.  When the STRSAD tape file is created the advance amount is moved to the USPCON STRS advance field, (not added to the current value).  This value is reduced each time PAYDED runs in actual mode and processes a check to STRS with prior year contributions.  If there is a total listed on DEDRPT before running option ‘2’ of STRSAD for the current year, this indicates the advance did not balance back to zero last year.  This may be due to a prior years adjustment, a contract pay off, or a dock situation. The district may need to file a correction with STRS for the prior year.


Q.  How is the service credit calculated per employee?


A.  The service credit is calculated based on the STRS decision tree.


Q.  What if the amount showing as deposits does not equal the actual deposits the district has on record?


 A.   - Verify the deduction checks match amount of the checks on the system.


- Verify board checks for 691 match the board amounts showing for the appropriate employees. 


        - Check error adjustments to the STRS records.


        - Check prior fiscal year adjustments.


        - Check manual changes to the 450/591/691 records.


- Review voided checks for STRS employees.


 Q. If we did not advance some jobs last year that should have been advanced and those amounts are appearing on this year’s report, can we manually change the figures in the DEDSCN so that STRSAD will have the correct figures?


 A.  Yes, you should manually reduce the FYTD contributions and gross figures showing


on the 591/691 and 450 records.  The reduction should be the amount of monies that


were not advanced and should have been last fiscal year.  After all adjustments are made the total current FYTD figures reported should be for new earnings only.  If it hasn’t already been done, corrections may need to be filed with STRS.


Q. How does STRS balance the figures and reports I send to them?

The STRS Advance is processed to allow STRS to balance FYTD information.  STRS requires districts report contributions in the fiscal year they are earned, not the fiscal year they are paid.  Because of this requirement, the USPS system needs to still flag the jobs that are being paid contract amounts that were earned in the previous fiscal year, known on our system as “the advance”.  Districts are no longer required to make payments to STRS for the contributions on the previous years earnings, but they must report them correctly due to the manner in which STRS balances these figures.


STRS balances the annual reporting information to the per pay reporting for the fiscal year, also using the previous year’s reported advanced amounts.  STRS does this balancing in the following manner:


  Per pay amounts reported to STRS in the current fiscal year


-   Accrued contributions reported in the previous fiscal year, advance amount


+  Accrued contributions reported in the current year, advance amount


+/-Net effect of any prior fiscal year adjustments


-----------------------------------------------------------------------------------------------


     Total contributions for employees in current fiscal year’s annual report


Q.  What are the restrictions during the advance?


A.  Once a district is in ‘advance mode’, the job is flagged as an advanced job if the work days in the contract equals contract days worked and there are still pays remaining on the job.


You may make additional payments on advanced jobs, and the software will be able to determine what should be considered prior year’s earnings and what should be considered new earnings.  The software will automatically determine which payments are new earnings, which is all pay types with the exclusion of ‘REG’ (regular), ‘ACC’ (accrued), and ‘BCK’(retro).  This means you can make a ‘MIS’ (miscellaneous) payment on the advanced job and the miscellaneous payment will be considered new wages while the regular wages will be considered advanced.


Q. A district needs to do a payoff of a contract that is in the advance.  How can the ITC intervene to make this work?


A. The ITC will need to run USPSCN/JOBSCN and set the pays and pays paid to be different by 1 pay.  Once this is done, the district can run their payroll and the contract will pay off based on a last pay situation.


Q.  How do I handle a dock situation at end of fiscal year?


A.  There are a couple options:


1. If the district knows there will be a dock situation before they are in the advance mode, the amount may be placed in the ‘dock next pay’ field in JOBSCN.  When STRSAD is run, the advance will be calculated to include the dock amount.


2.   If the dock will not be processed on the first pay of the advance, an UPDCAL


      entry will be needed to include this dock amount.


Note: For docks that need to be made after the district is in the advance (not placed in the dock next pay field before running option 2), keep in mind the advance will not balance back to zero.


Q.  Why are jobs not showing up on the STRSAD report?


A.  Two conditions must be met for a job to be advanced:


1. The days worked must equal the work days.


2. The number of pays paid must be less than the number of pays in the contract.


There are situations where an STRS position may work extended days causing workdays to remain on the contract following the last payroll in June.  The software will calculate the work days remaining in the month of June provided the job calendars and payroll beginning and ending dates have been input correctly.


https://wiki.ssdt-ohio.org/display/usps/Calculating+Regular+and+Pick-up+Retirement14

Q. What do I do about jobs that appear on the STRSAD report that should not be?


A.As long as there are work days remaining the user can trick STRSAD into not advancing a job, it is suggested the district point the job to the default calendar.  Run STRSAD, option 2, change the calendar type back to its original value.  This will cause STRSAD to not include the job in the advance and will still allow the contract to pay correctly on the next payroll(s).


Q. District is getting a warning message for a rehired retiree.


A.  This is likely caused by the district not setting the rehired retiree flag on the STRS deductions before paying wages to the employee as a rehired retiree.  Verify the information and update to reflect the contributions as a retiree.


Q. A district has completed option ‘2’ of STRSAD and realized they are missing some jobs from the advance report.  Can anything other than a restore be done??


A.  If the district has not ran QRTRPT to close for the quarter and fiscal year, the ITC can run CNVADV to unflag all the jobs that were flagged as advanced and clear the USPCON amount and flag.  The district can rerun STRSAD.


If the district has ran QRTRPT and has cleared the quarter and fiscal year, the files must be restored or the district will have to file corrections with STRS.
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