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GENERAL

When an employee dies while still actively employed (e.g., in service), the wages the deceased employee has earned and/or accrued are paid out based on various tax rules. This includes reporting the earnings on the Form W-2, Wage and Tax Statement, and/or on the Form 1099-MISC, Miscellaneous Wages, at the end of the year.
RESPONSIBILITIES

The process involves coordination between HR, Payroll and Accounting to ensure the pay out and wage reporting are handled correctly:
HR: 

· Receives official notification of death

· Updates the employee’s Job and Personal records

· Notifies Payroll, State Health, Life insurance companies and pension plan
Payroll:
· Identifies the wages to be paid

· Notifies State Accounting Office (SAO) to update beneficiary as alternate payee

· Notifies Accounting to establish beneficiary as 1099-MISC recipient

· Manages payroll process to ensure proper reporting of wages on W-2 and 1099-MISC
Accounting:
· Establishes beneficiary as 1099-MISC recipient

· Issues 1099-MISC
DEFINITIONS

· Accrued wages (also called unpaid wages): earnings which have NOT been through the Payroll Confirm process, but are owed to the employee (annual leave and/or pay period wages for which the payroll has not yet been confirmed).  
· Calendar Year following employee’s death: a calendar year after the year in which the employee died.
· DEC (Deceased Income Adj – 1099MISC): earnings code used to reduce the employee’s Federal and State taxable gross balances after a payment has been made to the beneficiary.  The amount is reported on the Form 1099-Misc, Miscellaneous Wages, issued in the beneficiary’s name.  The employee’s Federal tax balance, states tax balance, OASDI wage and tax balances and Medicare wage and tax balance are NOT affected.  This code is used ONLY when the employee’s death and the payment to the beneficiary occur in the same year.
· Form 1099-Misc, Miscellaneous Wages: form on which payments to the beneficiary are reported at the end of the year.  The Gross amount, not the taxable wage amount, is reported in Box 3, Other Compensation. 
· Paid wages: the employee’s earnings which have actually been through the Payroll Confirm process.  The wages and all associated tax withholdings are reportable on the employee’s Form W-2, Wage and Tax Statement, issued for the year in which the death occurred. See the Tax Rules section below for a more extensive explanation of how this definition is applied.
· Same calendar year: the calendar year in which the employee died

TAX RULES

· The amount reported on the beneficiary’s Form 1099-MISC is the GROSS amount due even if the original amount paid (net) or due the employee is subject to reduction by before tax amounts.    Therefore, may not be the same as any taxable wage included on the employee’s Form W-2.

· Per the IRS, once the Payroll has been confirmed, the wages are considered to be earnings for 

Form W-2 reporting purposes even though the employee may not have actually received the payment.  This means that if the death occurs between Payroll confirm and pay day OR  if an uncashed check is reissued to the beneficiary, the associated wages are reportable on the employee’s Form W-2 for year in which the employee earned the wages.

NOTE: The application of this rule is dependent on the date of death as it relates to the employee’s pay type and the end of the pay period:

· For semimonthly (SM) and monthly (MN) employees not paid on a lag schedule, the pay confirm is 4 days prior to the end of the actual pay period.  If the employee dies after the confirm, but before the end of the pay period, then those days are NOT considered time worked and therefore, should not be paid to the employee. Only the time worked prior to and on the confirm day are considered as paid wages.

· For hourly (SH) employees or any employee paid on a lag schedule, the confirm rule applies since all the hours for which payment is being made were worked before the confirm and are, therefore, earnings for Form W-2 purposes.
Generally:
· Wages paid to the beneficiary in the same year as the death:
· are subject to Federal, State, OASDI and Medicare tax withholding (note: OASDI and Medicare do not apply if the employee was participating in TRS) 
· the OASDI and Medicare wages are reported on the employee’s Form W-2, Wage and Tax Statement for  the year 
· NOT reported as Federal or State wages on the employee’s Form W-2 for the year if for accrued wage; is Form W-2 reportable if paid wages
· are reported on the beneficiary’s Form 1099-Misc, Miscellaneous Wages, for the year

· Wages paid to the beneficiary in a year following the employee’s death, 

· are exempt from all tax withholding

· are reportable only on the beneficiary’s Form 1099-Misc, Miscellaneous Wages

· are NOT included on a Form W-2

Specifically, 
· Paid wages reissued in a check to the beneficiary in the same calendar year as the employee’s death
· are subject to Federal, OASDI, Medicare and State withholding at the time of payment

· are reported on the employee’s Form W-2 at the end of the calendar year

· the beneficiary does NOT receive a Form 1099-MISC 

· Accrued wages paid out to the beneficiary in the same calendar year as the employee’s  death
· are subject to OASDI and Medicare withholding at the time of payment

· the payment is reportable on a Form 1099-MISC issued in the beneficiary’s name
· ONLY the OASDI and Medicare Taxable wages and tax withheld are included on the employee’s Form W-2 for the year 
· Paid wages reissued in a check to the beneficiary in a year following the employee’s death (original payment issued in a previous tax year with the beneficiary payment issued in the following tax year)
· are handled the same as Paid wages reissued in same calendar year as death. The earnings and taxes are included on the employee’s Form W-2 for the year in which the death occurred.  
· Accrued wages paid out to the beneficiary in a year following the employee’s death
· are exempt from all tax withholding

· are reported on Form 1099-MISC issued in beneficiary’s name

· are not included in employee’s Form W-2 for calendar year of death nor is a Form W-2 issued in employee’s name for year in which the beneficiary payment is issued.
HR PROCEDURES

******** If contacted by the family, NEVER provide any information to them especially the name of the beneficiary.  Say only that the insurance company will be contacting the beneficiary *********

	STEP
	ACTIVITY/ACTION

	1
	Receive notification of death   **** MUST RECEIVE A DEATH CERTIFICATE****, but it is not necessary to begin this process.

	2
	Pull employee’s Personnel file and determine if employee had:

· State Health

· Life Insurance

· Pension Plan

· ING/Peach State Reserves (401K)

· VALIC (457B)

· Additional Life and Accidental Death

· Wages Paid after Death form

Make a note of the beneficiary specified on the insurance plans and for Wages Paid after Death if available.

	3
	Send an e-mail to Payroll containing:

· Employee’s name

· Emplid

· Date of Death

· Beneficiary’s name, SSN and address

	4
	JOB DATA record – terminate employee 
· Effective Date = Date of death

· Action = Termination

· Reason = Death

Note: All FLEX activity will automatically be terminated

	5
	Direct Deposit – turn OFF

	6
	Pension Plan - Terminate

	7
	Leave Plans - Terminate

	8
	Contact ERS or TRS, (the plan in which the employee was participating). Have the following information available to answer questions regarding the employee:
· Name

· SS#

· Date of Death

· Spouse’s name and mailing address

· Spouse’s contact numbers

	8
	Complete a SHBP’s Transmittal Sheet (if employee had State Health)
· Termination code = DCSD-Death of Member

· Mail or fax 

                    State Health Benefit Plan

                    Eligibility Section

                    P.O. Box 1990

                    Atlanta, Ga  30301-1990

           FAX:  1-866-828-4796

	10
	Contact Minnesota Life (if employee had Life Insurance)
Complete a Notice of Death form (under FLEX Benefits tab). 

Policy number = 33352

Date if Group Insurance – 7/1/2005

Attach a copy of the Death Certificate

Mail or fax to address/number on the form

	11
	Contact any other companies for which the employee had a beneficiary listed (ING, VALIC, etc). A copy of the Death Certificate may be requested.  Be prepared to supply beneficiary information also.


PAYROLL PROCEDURES 
All cases

	STEP
	ACTIVITY/ACTION

	1
	Receive e-mail notification from HR

	2
	Send HCM request to SAO to establish beneficiary as alternate payee.  Provide:
· Employee’s name and EMPLID

· Beneficiary’s name

· Beneficiary’s address if different from employee’s



	3
	SAO will confirm the establishment of the alternate payee by e-mail

	4
	Identify the situation related to type of wages and year of death below and follow the steps associated with that situation to complete the Payroll procedures section.


How the deceased employee’s earnings are taxed and reported depends on the date of the employee’s death in relation to when the wages were/are to be paid.  

Same Year as Employee’s Death
Reissued Paid Wages
All associated wages and withholdings are reportable on the employee’s Form W-2 only; no Form 1099-MISC is issued to the beneficiary
	STEP
	ACTIVITY/ACTION

	1
	Make a copy of the original check.  Add the note: Employee deceased (mm-dd-yyyy of death)

	2
	Reverse the employee’s original check

	3
	Create an off-cycle pay sheet using the employee’s EMPLID  
· Earnings – if the employee is on a lag payroll, the entire gross amount of the original check is the amount reissued.  However, if the employee is not on a lag payroll and died on a day between confirm and pay day, the gross amount due must be reduced by the days between the date of death and pay day because the employee did not work/earn pay for those days.  The time of death also must be considered to determine whether the day of death is considered as time worked. If death occurs at any time between the employee’s work schedule start and end time or after the end of the scheduled work time, then the hours worked prior to the death are earnings and are to be paid.  

For example: John Doe, who is on a SM non-lag pay schedule, died on Friday, 6/11 at 5:00 p.m.  Confirm for the 6/15 pay period was on Wednesday, 6/9.  Since John only worked form 6/1 to 6/11 and not the entire pay period, the gross amount issued in the original check to John must be reduced by the 2 days in the pay period after his death.  If the time of death had been any time before 5:00 p.m, then only the hours worked would be included in the payment, not the entire day.
· Deductions – all the deductions included in the original check should be included in the reissued check. 

One-Time Deductions panel > Benefit Deductions Taken and General Deductions Taken = Deductions with blank in the Subset.


	4
	Calculate the off-cycle check

	5
	Review the check to be sure it is payable to the beneficiary and contains the same gross, taxes, deduction and net amount as the original.

	6
	Confirm the check

	7
	Make a copy of the check and add the note ‘Reissue to (beneficiary’s name), beneficiary.

	8
	Mail the check to the beneficiary

	9
	Place  the check copies in the employee’s Personnel folder


Unpaid or Accrued Wages  
Accrued/unpaid wages paid in the year of death are exempt from Federal and State reporting, but NOT OASDI and Medicare reporting and withholding or Federal and State withholding.  The OASDI and Medicare wages and all the withholding amounts are included on the employee’s Form W-2 for the year and a Form 1099-MISC is issued to the beneficiary for the gross amount.

	STEP
	ACTIVITY/ACTION

	1
	Calculate and Confirm an OFF-CYCLE check  –the employee’s wages and tax balances will be updated, but the check will be issued in the beneficiary’s name
a. Add a pay sheet to the appropriate off-cycle calendar for the employee’s pay group using the employee’s EMPLID
b. Complete the pay line with the gross amount to be paid.  If this is for the annual leave payout, follow the procedures for that type of pay out.  
c. OK-to-Pay = checked

d. No Direct Deposit = checked

e. Benefits and Deductions = None with blank Subsets (unless doing an ALP)
f. Calculate the off-cycle and review the check
g. Confirm the off-cycle

	2
	Review the confirmed check to ensure that there is no Federal or State withholding.

	3
	Calculate the adjusted Federal and State YTD balances 
Taxable Gross – subtract the appropriate taxable gross as shown on the check’s tax panel (Step 1) from the Balance YTD balance.  
These are the employee’s YTD balances AFTER the following steps are taken and should appear on the employee’s Form W-2. 

	4
	After the payment is confirmed (Step 1), adjust the employee’s Federal and State taxable gross YTD balances. 
a. Add a pay sheet to the appropriate off-cycle calendar for the employee’s pay group using the employee’s EMPLID
b. Check Number =  99999
c. Manual check = checked
d. OK to Pay = checked
e. No Direct Deposit = checked

f. Enter the employee’s EMPLID
g. Do NOT enter any Total Gross or Net Pay. 

h. Other Earnings section, earnings code = DEC 

i. Amount field =  enter as a negative amount the taxable gross as shown on the tax panel of the check calculated in Step 1

j. Benefits and Deductions = None with blank Subsets  
k. SAVE

The earnings code DEC and the negative amount causes the system to remove the amount from the employee’s Federal and State taxable gross YTD balances

	5
	Calculate the Off-Cycle check and review results.  
· The calculated check should not have any Gross or Net pay. 
· The only effect should be a reduction in Federal and State Taxable Gross YTD balances.
· Compare the tax balances arrived at in Step 3 to the Federal and State Taxable Gross YTD in the Tax Balances  

	6
	Confirm the Off-cycle check

	7
	Send e-mail notification to Accounting to establish the beneficiary as 1099-MISC recipient for current year.  Include:

· Beneficiary name, SSN and addresses

· Employee name and emplid.
· Gross amount of the payment issued to the beneficiary

	8
	Make a copy of the check.  Add the note: ‘Accrued (or unpaid) wages for (employee name), paid to (beneficiary’s name), beneficiary’.  Place the copy in the employee’s Personnel folder.

	9
	Mail the check to the beneficiary

	10
	Update any form/spreadsheet being used to track pay period wages for the quarter and year.  Enter the amount used to reduce the employee’s Federal and State taxable wage base via earnings code DEC (Step 4 above) as a negative amount in the Federal Gross Taxable Wages and State Taxable Wages columns.




Year Following the Employee’s Death
Reissued Paid Wages

Because the wages are PAID, the IRS considers them as the employee’s earnings and therefore, reportable on the employee’s Form W-2 for the year in which the employee died.  Consequently, there can be NO adjustments made to the employee’s earnings or tax YTD balances. Also, because the tax year in which the payment was originally made is closed, the original check cannot be reversed in a subsequent year.  This type of payment is exempt from all withholding.
	STEP
	ACTIVITY/ACTION

	1
	Make the employee exempt from any tax withholding and wage reporting
· FICA = Job Data > Payroll tab > FICA STATUS > select EXEMPT from drop down window

· Federal (FIT) = Tax Data > Federal Tax Data tab > under Special Withholding Tax Status click ON the button next to Do Not Maintain Taxable Gross and Do Not Withhold Tax

· State (SIT) = Tax Data > State Tax Data tab > under Special Tax Status click ON the button next to Do Not Maintain Taxable Gross and Do Not Withhold Tax 

	2
	Calculate and Confirm an OFF-CYCLE check  
a. Add a pay sheet to the appropriate off-cycle calendar for the employee’s pay group using the employee’s EMPLID
b. Complete the pay line with the gross amount to be paid.  If this is for the annual leave payout, follow the procedures for that type of pay out.  

c. OK-to-Pay = checked

d. No Direct Deposit = checked

e. Earnings – subject to the same qualifications as outlined in the Paid wages reissued to the beneficiary in the year of death section above.

f. Benefits and Deductions = None with blank Subsets (unless doing an ALP)

g. Calculate the off-cycle and review the check

h. Confirm the off-cycle

i. Make a copy of the check



	3
	Send e-mail notification to Accounting to establish the beneficiary as a Form 1099-MISC recipient for current year.  Include:

· Beneficiary name, SSN and addresses

· Employee name and emplid.
· Gross amount to be shown on the Form 1099-MISC

	4
	Print the e-mail

	5
	Attach the copy of the check (Step 1) to the e-mail copy and FILE in the employee’s Personnel record


Unpaid or Accrued Wages 

Accrued/unpaid wages paid in a year following the employee’s death are exempt from all Federal, State, OASDI and Medicare withholding and wage reporting. Therefore, no Form W-2 is required, a Form 1099-MISC for the beneficiary is.  Since a Form W-2 is NOT required, the payment does not go through Payroll, but is handled solely by Accounting.
	STEP
	ACTIVITY/ACTION

	1
	Make the employee exempt from any tax withholding and wage reporting

· FICA = Job Data > Payroll tab > FICA STATUS > select EXEMPT from drop down window

· Federal (FIT) = Tax Data > Federal Tax Data tab > under Special Withholding Tax Status click ON the button next to Do Not Maintain Taxable Gross and Do Not Withhold Tax

· State (SIT) = Tax Data > State Tax Data tab > under Special Tax Status click ON the button next to Do Not Maintain Taxable Gross and Do Not Withhold Tax

 

	2
	Calculate and Confirm an OFF-CYCLE check  

a. Add a pay sheet to the appropriate off-cycle calendar for the employee’s pay group using the employee’s EMPLID
b. Complete the pay line with the gross amount to be paid.  If this is for the annual leave payout, follow the procedures for that type of pay out.  

c. OK-to-Pay = checked

d. No Direct Deposit = checked

e. Earnings – gross amount due the beneficiary
f. Benefits and Deductions = None with blank Subsets (unless doing an ALP)

g. Calculate the off-cycle and review the check

h. Confirm the off-cycle

i. Make a copy of the check



	3
	Send e-mail notification to Accounting to establish the beneficiary as a Form 1099-MISC recipient for current year.  Include:

· Beneficiary name, SSN and addresses

· Employee name and emplid.

· Gross amount to be shown on the Form 1099-MISC

	4
	Print the e-mail

	5
	Attach the copy of the check (Step 1) to the e-mail copy and FILE in the employee’s Personnel record
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