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Summary: W-2 Reporting for Employer-paid benefits for S-Corporation Officers with greater than 
2% shareholder stake 

 
Question: 
 
How do I add employer-paid health/medical benefits to Box 1 (Federal Income Tax Wages) of the 
W-2 payroll tax form for S-Corporation officers that are a shareholder of  2% or more of the 
business? 
 
Answer: 
 
This article serves as a supplement to Answer ID 7727 “What is the process for filing my W-2s 
and W-3 in Peachtree”, to properly report employer-paid health insurance on the W-2 for an 
employee who is a 2% or greater shareholder of an S-corporation. For more information, please 
see IRS Notice 2008-1: 
http://www.irs.gov/pub/irs-drop/n-08-01.pdf 
 
For purposes of demonstration used throughout this document, we will assume that in the sample 
company, Bellwether Garden Supply, Gary Kellogg is the officer in the S-Corporation whose 
Federal wages need to be increased by the amount of the Employer-paid Health/Medical related 
benefit. 
 
Section I: Copy the existing S-Corporation Officer’s Employee Record 

1. From the Maintain menu, select Employees Sales Reps. 
2. From the Employee ID field, select the Employee record that contains the S-Corporation 

officer's/shareholder's information. 
3. In the Employee ID field, place the mouse cursor at the end of the existing ID and type 

the number "2". For example, select GKELLOGG and add the number "2" so that the ID 
becomes GKELLOGG2. 
Note: If desired, type another identifier instead of the number two, like "HSA" or "MED". 

4. Click the Save button. 
5. Another employee record based on the officer is created. 

 
Section II: Modify the Record 
This newly created record will need to be modified. Follow the steps: 

1. With the record you created in the section above highlighted in Maintain Employees & 
Sales Reps, click the Pay Info tab. In the example used, that record would be 
GKELLOGG2. 
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2. The Pay Method of the officer should already be salaried. Enter $1.00 as the pay rate of 
the first pay level field item, as shown in Figure 1. 

 
Figure 1 

3. Click the Employee Fields tab. 
4. You will notice the Field Name of each Employee Field that is configured in the company 

for any tax item, benefit item and/or other deduction item. It will be necessary to disable 
these items from calculating, with the exception of Federal Income Tax or 
Fed_Income/FIT. 
Note: It may be required in your State to add the total amount of the Employer-paid 
benefit into State Wages reported on the W-2 as well. Please check with your State/Local 
tax agency/authority for specific requirements. 

5. Remove the check mark in the box under the Use Defaults column for any Field Name 
item that is not the Federal Income Tax (Fed_Income), and if applicable State Income 
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Tax item, as shown in Figure 2. 

 
Figure 2 

 
6. Remove the check mark in the box under the Calculated column for any Field Name 

item that is not the Federal Income Tax (Fed_Income), and if applicable State Income 
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Tax item, as shown in Figure 3. 

 
Figure 3 

7. Click the Company Fields tab. 
8. Remove the check mark in the box under the Use Defaults column for any Field Name 

with the option enabled. 
9. Remove the check mark in the box under the Calculated column for any Field Name with 

the option enabled. 
10. Click the Save button on the toolbar to save the record, then click the Close button. 

 
Section III: Enter the Employer-paid benefit payroll check: 

1. From the Tasks menu, select Payroll Entry. 
2. Select the officer's second Employee ID record created in this document. For example, 

GKELLOGG2. 
3. The employee's record appears, but differs from the record used to process payroll 

normally. This record is used strictly for identifying the Employer-paid benefit on the 
employee's W-2. Enter the amount of the Employer-Paid Health benefit made on behalf 
of the employee during the 2010 payroll tax year on the left under the salary field. For 
example, Gary Kellogg was paid $7,800 in 2010. 

4. Date the check for the 2010 Payroll year, i.e., 12/31/2010. 
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5. Ensure that no withholding is applied for any of the items under Taxes, Benefits and 
Liabilities area, as shown in Figure 4. 

 
Figure 4 

6. Enter a reference number, such as the HSA account number, or other identifier as 
desired. 

7. Click the Save button. 
 
 
Section IV: Continue W-2 Processing 
 

1. When resuming step 14 in Answer ID 7727, What is the process for filing my W-2s and 
W-3 in Peachtree, after clicking the Next button, you will notice the "Duplicate SSN 
Check" window appears, which informs you that at least one employee has two records 
with the same Social Security Number. In the example we have been using throughout 
this document, Gary Kellogg is the employee identified. Select the option that states 
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"Combine these records into 1 row automatically", as shown in Figure 5. 

 
Figure 5 

2. Click the Continue button. 
3. The Verify State Wages window appears. Notice the amount displayed in Box 1-Fed 

Wages for Gary Kellogg reflects the additional $7,800 of the Employer-paid 
health/medical benefit on top of the base salary of $82,500 for a combined total of 
$90,300, as shown in Figure 6. 

 
Figure 6 
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4. After completing the W-2 Preparer wizard, the amount will be reflected on the Federal W-
2 Tax Form in Box 1, as shown in Figure 7. 

 
Figure 7 

Section V: Enter General Journal Entry to Correctly Adjust Payroll Checking Account 
Balance on General Ledger 
 
If you have already recorded the Employer-paid health/medical benefit on behalf of the employee 
in a separate transaction already reflected on the General Ledger, you may desire to offset the 
dollar amount of the payroll check entered in Section III by entering a General Journal Entry by 
following the steps: 

1. From the Tasks menu, select General Journal Entry. 
2. Date the entry for December 31, 2010 
3. For the reference number, type “Adj” then enter the reference/check number used for the 

Payroll Entry check in step 6 in Section III. 
4. On the first line of the General Journal Entry, place the cursor in the GL Account field. 
5. Select or type the GL Account number used as the Cash Account used in Section III. In 

this example, we used Payroll Checking Account, which is 10300-00. 
6. On the same row line, place the cursor in the Description field. Type the S-Corporation 

officer’s name with a reference to the adjustment entry for auditing purposes, for 
instance, “Gary Kellogg – S Corp Fed Wage Adjustment Entry”. 

7. On the same row line, place the cursor in the Debit column. Type the amount entered in 
Section III, which in this case is $7,800. 
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8. On the second row line, place the cursor in the GL Account field and select or type the 
GL Account number that corresponds to the pay level field used to enter the adjustment, 
which in this case is 77500-00 Salary. 

9. On the same row line, place the cursor in the Credit column. Type the amount entered in 
Section III, which in this case is $7,800 as shown in Figure 8. 

 
Figure 8 

 
10. Click the Save button on the toolbar. 
11. The Cash Account balance should now reflect the correct amount funds remaining in the 

account.  


