Answer ID: 27476 Last Updated: | 1/17/11

Version: 2009 & Later

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

Question:

How do | 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. Inthe 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.




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.
& Maintain Employees & Sales Reps __ -— EE

File Edit GoTo | Window | Help
@Close 5 New [ List §ave 51 Save & New %DElE‘tE 5 Change ID %Egent 4 Log (g4 Letters [[2] Reports - e =
Maintain Employees & Sales Reps
“Employes I GKELLOGG2 |+ E]E] @ Employee [[] Inactive
Name: Gary A Kellogg Suffix Nickname D SalesRep

(0) Both

General | Additional Info | Pay Info |WiH’|hoIding Info I VacationSick Time I Employee Fields I Company Fields‘

Pay Method: | S028] Iz‘ Pay Frequency: | Annually E‘
Rate Used To Bill Customer: 0.00
Pay Type Use Defaults Account Salary Pay Rate  *

Salary 77500-00 Lo |5
Borus 75100-00 0.00
Commission 75200-00 0.00
Salary 0.00
Salary 0,00 | =
Total Annual Salary: 1.00
[T] Eligible for health insurance
7] Receives w-2 electronically I

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.

5 Maintain Employees & Sales Reps [E=EER

File Edit GoTo | Window | Help
@ Close 4 New List Save iy Save & New % Delete Change ID % Event [ Log % Letters Reports » 0 =
Maintain Employees & Sales Reps

*Employee ID:  GKELLOGG2 |+ E@ @ E [ mactive
Mame: Gary A_Kellogg Suffix Nickname .
| General | Additional Info I Pay Info I Withholding Info I Vacation/Sick Time | Employee Figlds | Company Fields|
Should I edit this information? How do I enter employee contributions?
Gross Payroll Account:
Field Name Use Defaults Account Calculated Formula Adjust Amount i
Fed_Income 23400-00 FIT [>] 0.00
Soc_Sec = 23400-00 [ (=] 0.00 |=
Medicare O 23400-00 ] B 0.00
State [ 23600-00 | [>] 0,00
K401 O 23300-00 [ B8 0.00
Medical ] 23350-00 ] [>] 0.00
Dental O 23350-00 o [>] 0.00
[>] 0.00
[>] 0.00
[>] 0.00 | -
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.

e —

File Edit GoTo | Window | Help
@Close 05 New EIList §al.re i Save & New %Delete E5h Change ID %Egent 4 Log %Letters Reports - 0 =
Maintain Employees & Sales Reps
“Employes ID:  GKELLOGG2 |+ E@ @ Employee [ mactive
Mame: Gary A  Kelogg Suffix Nickname - rep

| General | Additional Info I Pay Info I Withhalding Info I Vacation/Sick Time | Employee Fields | Company Fields |

Should I edit this information?

Field Name Use Defaults Liability Expense Calculated Formula
Soc_Sec_ER - - 23400-00 72000-00
Medicare_ER 23400-00 72000-00
FUTA_ER 23400-00 72000-00
SUI_ER 23400-00 72000-00
K401_ER 23300-00 73000-00
5t2_Unemp_C 23400-00 72000-00

WOl Y Y Y [ Y )Y

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 IIl: 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.
( & Payroll Entry S |
File Edit GoTo Window Help

\.]‘_-I = E‘ = - S@v % l;l LII:EI * m O
Cloze Mew List Save Print Delete  Jobz  Jownal Ewent Reports  Altach  Help

Payroll Entry [4][P]

Bellwether Garden Supply
Check Number: | 35003 Cash Account
Date: [Dec 31, 2010 E |Payroll Checking Account |ﬂ
Employee ID: | GKELLOGG2 [ 7,800.00

Cash Account Balance

Seven Thousand Eight Hundred and 00/100 Dollars Uncalculated $|
i Pay to the Gary A. Kellogg Pay Period Ends
Order of: 522 Meese Road _
Dec 31, 2010
VWoodstock, GA 30188 B =

Weeks in Pay Period @

: Salary Amounts Taxes - Benefits - Liabilities
|| Salary Fields Salary Mame Amount Mema
I Salary 7,800.,00 Fed_Income oo OO )
Bonus 0.00 Soc_Sec 00| O —
Commission 0.00 Medicare o.o0| O
I State o.o0| O
K401 o.o0| O
Medical o.o0| O
Dental o.o0| O
Soc_Sec_ER o.o0| O
Medicare_ER. o.o0| O
FUTA_ER o.o0| O
SUT_ER 000 O +|
I Add another pay type Gross Pay: 7,300,00 Change order of payroll fields
— —— ——
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.
ﬁ Payroll Tax Forms - W2/1099 Preparar a A - = | = X |

-
File Edit View Help

4,

Verify Employee Information then click Next Step 0 ‘.h

Frev Step | Next Step

SN Last Mame | First Name | Middle Name | Name Suffix Fed Wages | Fed Withheld | 55 Wages | SS Wi
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22 |258.76-3425 Ireland Kari IR Check_ 49167 azeaze ]
oy ’
EZ:E;: g:: Social Securty number 521456931 is listed 2 times in the Grid. You are unable to process maors than one 42250 g2500.00 £ |
emplayee with the same social security number in the 'W-2 Grid.
25 111-27-5379 ; Kemp Gordon 108.36 2280.00
28 111-50-8992 ; Kerr Bob All cells with identified errors will be highlighted in red [235.74 2160.00
N 27 111-27-8923 ; Kilborune Vincent 361.74 3000.00
28 111-44-8778  Kornel Alex [260.85 3360.00 4
29 111-32-8555 ; Leland Charlene & Combine these recards into 1 raw automatically 119.54 13407.93
30 111-27-8303 | Leverne Thatcher 361.74 3000.00
it At e ot " Manually make the corection in the Grid 89.18 1440.00
32 111-81-4565  Maske Tim 579.81 5768.24
33 111-856-4577 | Mosley Ray 141.96 7920.00 e
34 111-85-4477 | Mulhern Marianna 118.05 2160.00
35 111-27-8113 ; Nova Duncan 428,61 426642 p
36 111-27-6894 | Nunnley Brandee [220.62 3630.75 P
37 111-47-3336 | Prather Samue! 1435.08 4748.95% pt
38 111-32-4457 | Prichard Susan [235.74 2180.00 1
39 111-27-0024 | Rhodes Matt F : 1505.04 4048.47 p
a0 | 111.67-1868 | Riddell Tyler d Codie | 00 564000 g
- AA T RERE | B ines T E il [Fan na Ason An

4 i | i

[ M|

Skip all duplicate checks

Existing DB opened

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.

File Edit View Help |

G\

Next Step

Verify State Wages then click Mext Step 9

Presv Step

Last Name | First Mame | Middle Name | Fed Wages | Fed Withheld | S5 Wages | S5 Withheld | Medicare ... | Medicare ... | SS Tips EIC GAWages |GA

21 Hugley Brandon A 2160.00 50.36 2160.00 13382 2160.00 31.32 2160.00

22 Ireland Kari W 456429 491,67 458429 28289 4564.29 66.18 4564.29 il
23 Ke\lngg Gary A 50300.00 11432.50 B82500.00 5115.00 82500.00 1196.25 B82500.00 |_|
24 Kemp Gordon B 2280.00 108.36 2280.00 14136 2280.00 33.08 2280.00

25 Kerr Bob G 2160.00 23574 2160.00 13382 2160.00 31.32 2160.00

26 Kilborune Wincent o] 3000.00 361.74 3000.00 186.00 3000.00 43.50 3000.00

7 Knrnel Alew r AP?E AN 2an A5 ARN NN na e 23RN N0 a8 77 APPE RN k%
L T e T +
Enter the five-digit or nine-digit ZIP code, Leave this field blank for non-US addresses, MNUM -

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.

File Edit View Tools Help

Report 1 of 1: Employee W-2 )
1,
2 7o Y 'S _
« > ' Click Print Final, then click Next Step. ™ '-h
44 pages s Fririt Draft Prirt Final Prev Step Newt Step
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# Employee’s first rame and Infital i Lzst rame

lSary ... . R_EKellogg

522 Necse Rozd @ Empioyes’s first name and Inkial

wWoodstock 522 NMeese Road
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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 Il 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 lII.

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 Ill. 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 Ill, which in this case is $7,800.
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8. Onthe 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 I, which in this case is $7,800 as shown in Figure 8.

File Edit GeTe Window Help
® ¢ C-H-8 X =. 5. 0
Cloge Mew ist

Save h Frint  Delete Fiecgr Row Hepolts Help

Journal Entry [4][#]

Date: |Feb 1, 2011 E |:| Reyerse Transaction

Reference: | Adj35003
GL Account Description Debit Credit Job
10300-00 Gary Kellogg - 5 Corp Fed Wage Adjustment Entry 7,800.00
F7500-00 Gary Kellogg - 5 Corp Fed Wage Adjustment Entry 7,800,00

Totals: 7,800.00

Out of Balance: 0.00

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.
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