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Ernst & Young LLP's 2021 payroll year-end checklist

by Debera Salam and Kenneth Hausser, Ernst & Young LLP

It is time to consider all the tasks necessary
to successfully close 2021 and open 2022.

From tax filing to taxability, there is so much to consider
when closing the year and starting anew and with federal,
state and local rules constantly changing, preparing a year-
end payroll checklist is no simple task. To get you started,
we have compiled a sample checklist of items to consider for
2021 and 2022, and state charts to guide you through the
Form W-2 and electronic filing requirements that apply.

What's included

Ernst & Young LLP's sample 2021 payroll year end
checklist

Table 1: 2022 federal holidays

Filing electronically for tax year 2021

Table 2: Federal electronic filing due dates for 2021
Table 3: Special wage payments from A to Z — sample list
Table 4: 2021 state Form W-2 requirements

Year-end employment tax reporting compliance
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Ernst & Young LLP's 2021 payroll
vear-end checklist

We have created a sample checklist of the top 30 payroll and employment tax activities for year-end 2021.
Columns are included for inserting your own deadlines and the date you completed the tasks. Keep in

mind that this is not a comprehensive list. Each business is unique in its payroll processes. Make a careful
inventory of your own requirements and augment this checklist as necessary.

Top 30 payroll year-end tasks for 2021 Suggested deadline | Your deadline Completed?

1  Order Forms W-2 for 2021. If purchasing Forms W-2 from a supplier, | November 15, 2021
order and inspect the incoming stock. For software packages
used in preparing Forms W-2, request the dated approval notice
that the software provider obtained from the Social Security
Administration (SSA).

2 | Form W-4 verification. Ask that employees review their name, December 1, 2021
address, Social Security Number and Form W-4 and confirm that their
federal, state and local income tax withholding elections are correct

for 2021.
3 2021 Forms W-4 claiming exemption. Run a report of all employees | January 31, 2022;
claiming exemption from federal income tax withholding on Form February 16, 2022

W-4. If no 2022 Form W-4 is filed, withhold based on the last Form
W-4 the employee provided where exemption from withholding was
not claimed. If there is no prior Form W-4 where an exemption was
not claimed, withhold at single with no adjustments beginning on
February 16, 2022. (Many employers send notifications to employees
when they are required to file a new Form W-4. Such notices should
be sent to employees no later than January 31, 2022.) Check state
and local Form W-4 requirements and repeat the same steps for state
and local income taxing authorities where applicable.

For more about the federal and state Form W-4 requirements, read
our special report.

4 | Payroll system tax configuration review. Verify taxability November 2021-
configuration tables for all jurisdictions for 2021 and 2022. January 2022

» Paid family leave benefits. In recent years, many states have
enacted laws requiring that employers provide paid family leave
insurance to pay for time off to care for an employee's family
members. Federal law has not kept pace with this changing state
landscape, leaving the issue of how to tax and report these benefits
unclear. Employers will want to confirm their federal taxation and
reporting of these benefits. To assist you, read our special report on
paid family leave insurance here.
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https://www.ey.com/en_us/tax/employment-tax-advisory-services/federal-and-state-form-w-4-compliance-in-2020
https://www.ey.com/en_us/tax/employment-tax-advisory-services/paid-family-and-medical-leave-insurance-benefits-taxation-and-reporting

Top 30 payroll year-end tasks for 2021 Suggested deadline | Your deadline Completed?

» Wellness benefits. Confirm that you are giving the proper tax January 17, 2022
treatment to benefits provided under wellness plans.

» Third-party sick pay. Your insurance provider is required to send
you an annual statement of payments made and taxes withheld from
disability pay in 2021 no later than January 17, 2022. You are likely
required to file Forms W-2 with the SSA and provide copies to
employees.

For more information on third-party sick pay, read our special
report.

» Domestic partner benefits. Prior to the U.S. Supreme Court decision
on June 26, 2015, (Obergefell v. US, No. 14 556, June 26, 2015)
that required recognition of marriage for same-gender partners,
several states issued civil union or registered domestic partner
licenses that extended to same-gender partners the same state
tax benefits as married couples. These tax rules continue to apply
in some states in 2021. Accordingly, employers need to confirm
if domestic partner health benefits are exempt from state income
and unemployment insurance tax for some of their employees
despite being taxable for federal income tax (FIT), federal income
tax withholding (FITW), Social Security/Medicare (FICA) and federal
unemployment insurance tax (FUTA) purposes.

For more information, contact an Ernst & Young LLP employment
tax professional.

» Moving expenses. Under the Tax Cuts and Jobs Act (TCJA),
reimbursements for moving expenses made to employees or paid
directly to third parties on and after January 1, 2018, and through
December 31, 2025, are included in wages subject to FIT, FITW,
FICA and FUTA. An exception to this provision applies to members
of the Armed Forces on active duty who are moving pursuant to
a military order and incident to a permanent change of station.
(TCJA §11048.)

In IR-2018-190 and Notice 2018-75, the IRS announced that
moving expenses incurred prior to 2018 but reimbursed or paid in
2018 are excluded from wages subject to FIT, FITW, FICA and FUTA
if they were excluded from taxable wages prior to the changes
made under the TCJA. This rule also applied to payments made to
a third party in 2018 for moving services provided prior to 2018.

The IRS explained that for employees to qualify for this exclusion
from taxable wages in 2018, they must not have deducted the
expenses on their 2017 federal personal income tax return.
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https://www.ey.com/en_us/tax/employment-tax-advisory-services/third-party-sick-pay-what-employers-should-know
https://www.irs.gov/newsroom/irs-2018-employer-reimbursements-for-employees-2017-moves-are-generally-tax-free
https://www.irs.gov/pub/irs-drop/n-18-75.pdf

Ernst & Young LLP's 2021
payroll year-end checklist

Continued

Top 30 payroll year-end tasks for 2021

For active-duty military personnel (and for moving expenses
incurred by civilian employees prior to January 1, 2018),

IRC §132(g) allows an exclusion from wages for FIT, FITW, FICA
and FUTA purposes under IRC §132(a)(6) for moving expenses
reimbursed or paid directly by the employer to the extent those
moving expenses were deductible under IRC §217. Under

IRC §217, the exclusion applies to the cost of moving household
goods and personal effects from the former residence to the

new residence, the first 30 days of storage for a domestic move,
and lodging and mileage expenses incurred during the period of
travel from the former residence to the new place of residence.
Special rules applied to foreign moves. Nontaxable moving
expense reimbursements paid directly to active-duty military
employees are reported on Form W-2 in box 12, code P; however,
civilian employers do not use box 12, code P for reimbursements
paid on and after January 1, 2018. (See the IRS frequently asked
questions for moving expenses.)

» Other fringe benefits. Note that a few states are not “coupled”
with the federal Internal Revenue Code for specific fringe benefits.
For instance, some states did not adopt the change in the tax
treatment of moving expense reimbursements that took effect
January 1, 2018, and some states do not mirror the IRS monthly
tax-free limit for transit benefits of $270 per month in 2021.

» For state details on the state treatment of fringe benefits for income
tax and unemployment insurance, ask us about our TaxAbility™
research library.

See more about our TaxAbility™ payroll tax configuration
analytics here.

Suggested deadline

Your deadline

Completed?

5  Accounts payable review. Review accounts payable and general November-
ledger records for unreported taxable items. See Table 3 for a sample | December 31, 2021
list of compensatory items that might have been paid through
accounts payable.
6  General ledger reconciliation and review. Perform general ledger November-December
reconciliations before releasing 2021 annual information statements | 2021
and returns. See Table 3 for a sample list of compensatory items that
might be found in a general ledger review.
7 'PayroII bank reconciliation. Perform payroll bank reconciliations November-December
through December 31, 2021, including identifying outstanding 2021
checks for 2021. Ask for an early cut-off statement if necessary.
4 | 2021 payroll year-end checklist


https://www.irs.gov/newsroom/frequently-asked-questions-for-moving-expenses
https://www.irs.gov/newsroom/frequently-asked-questions-for-moving-expenses
https://assets.ey.com/content/dam/ey-sites/ey-com/en_us/topics/tax/ey-employment-tax-advisory-services-brochure.pdf

Top 30 payroll year-end tasks for 2021

8

Gross-up and tax advances. Perform all necessary gross-up
calculations and impute all taxable amounts for 2021. Make tax
advances when necessary (@and when allowed by law) to remedy any
withholding shortages resulting from imputed income. Remember
that tax advances for 2021 must be repaid by employees no later
than April 1, 2022.

Alert! The IRS modified the instructions in Form 941-X to clarify that
prior-year adjustments to federal income tax withholding and the
Additional Medicare Tax are not allowed merely because these taxes
were paid by the employer in connection with a gross-up. Businesses
will need to carefully review their 2021 gross-up calculations prior
to December 31, 2021, to avoid federal income tax and Additional
Medicare Tax overpayments they cannot recover after the close of
the year. (See Form 941-X instructions, page 3.)

Suggested deadline

December 31, 2021;
April 1, 2022

Your deadline Completed?

Check your timing for posting taxable fringes to the payroll system.
To prevent late-deposit penalties and other adverse consequences,
review the items on your year-end adjustment list to determine if
they should have been posted to taxable wages on a periodic or other
more frequent basis. Identify ways to mitigate exposures and adjust
your procedures for the future accordingly.

December 31, 2021

10

2021 Form W-2 distribution. Determine what method will be used to
distribute employee copies of the 2021 Forms W-2. If special mailing
rates will be used, be certain to file all necessary documents with the
U.S. Postal Service. (See T.D. 9114, 69 FR 7567 for information on
providing Forms W-2 to employees electronically.)

December 31, 2021

11

Incentive Stock Option (ISO) and Employee Stock Purchase Plan
(ESPP) reporting. The exercise of an ISO in 2021 is required to be
reported on Form 3921 and the transfer of shares under an ESPP
in 2021 on Form 3922. Both forms are furnished to the employee
by January 31, 2022, and filed with the IRS by February 28, 2022
(March 31, 2022, if filed electronically). (See IRS filing
instructions here.)

January 31, 2022-
March 31, 2022

12

Electronic filing requirements. Check federal, state and local
electronic tax filing requirements for 2021 and 2022. Register

or make an application to remit taxes and returns electronically if
the threshold for 2022 is met. (See Table 2 for the IRS application
deadlines, if applicable.) Also, check federal, state and local
electronic tax payment requirements for 2021 and file any required
applications to meet electronic filing and payment requirements

in 2021. See Table 4 for the current state electronic filing
requirements for Forms W-2.

November-December
2021

November 2021 |
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https://www.irs.gov/pub/irs-pdf/i941x.pdf
https://www.irs.gov/irb/2004-11_IRB#TD-9114
https://www.irs.gov/forms-pubs/about-form-1099
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Top 30 payroll year-end tasks for 2021

13

Third-party employment tax service provider verification. Work with
your third-party employment tax provider to confirm that returns and
information statements will be filed for all applicable jurisdictions and
that the third party has reporting agent approval when necessary to
file on your behalf.

Read our special report about the elements of oversight for third-
party payroll service provider arrangements and complete the
governance scorecard.

Suggested deadline
December 31, 2021

Your deadline

Completed?

14

Form W-2, box 13 pension plan indicator. Coordinate with your
benefits administrator to determine when Form W-2, box 13,
"Pension Plan,” should be checked for each Form W-2 recipient. See
page 31 of the 2021 General Instructions for Forms W-2 and W-3.

December 31, 2021

15

Form W-2 reporting of employer-provided group health benefits.
Employers that filed 250 or more Forms W-2 in 2020 are required
to report the aggregate cost of employer-provided group health
benefits on the 2021 Form W-2, box 12, code DD. Verify that the
necessary information for each employee is available for Form W-2
reporting purposes.

For further details, see the IRS website.

December 31, 2021

16

Check the rules governing employer reimbursements for employee-
purchased health insurance. Under the Affordable Care Act (ACA),
employers are subject to substantial penalties if they reimburse
employees under certain situations for their purchase of individual
health insurance policies.

For more information see IRS Notice 2013-54 and the IRS frequently
asked questions.

December 2021

17

Review your independent contractors the same way a governmental
auditor would. States are increasingly focused on whether employers
have properly classified their workers as independent contractors,
frequently asserting that they should be treated as employees.

For more information on the federal employment tax standards that
apply, see IRS Publication 1779.

December 31, 2021

18

Information reporting for US nonresident alien employees. If you
paid wages to US nonresident alien employees in 2021 and they
claimed an exemption from federal income tax withholding under a
treaty, you will be required to comply with the Form 1042-S reporting
requirements. Keep in mind that Form W-2 reporting may also be
required for Social Security/Medicare earnings and any state/local
taxes that may apply. Both the recipient and IRS copies of Form 1042
are due by March 15, 2022.

For more information, see the IRS website.

March 15, 2022

6
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https://www.ey.com/en_us/tax/employment-tax-advisory-services/managing-third-party-payroll-service-provider-arrangements
https://www.irs.gov/pub/irs-pdf/iw2w3.pdf?_ga=1.193732205.1715266919.1446884244
https://www.irs.gov/affordable-care-act/form-w-2-reporting-of-employer-sponsored-health-coverage
https://www.irs.gov/pub/irs-drop/n-13-54.pdf
https://www.irs.gov/affordable-care-act/employer-health-care-arrangements
https://www.irs.gov/affordable-care-act/employer-health-care-arrangements
https://www.irs.gov/pub/irs-pdf/p1779.pdf
https://www.irs.gov/individuals/international-taxpayers/discussion-of-form-1042-and-form-1042s-and-form-1042t

Top 30 payroll year-end tasks for 2021 Suggested deadline | Your deadline Completed?
19 2021-22 employee notices. Run the reports necessary to comply January 31, 2022

with all federal and state employee notification requirements and (unless otherwise
consider others that may be helpful. noted)
Mandatory

» The special accounting rule/no federal income tax withholding
on personal-use auto — employee notices should be provided by
January 31, 2022, if the special accounting rule was used in 2021
or if you will elect not to withhold federal income tax from the value
of personal use of company cars in 2022.

» Charitable contributions — you are required to provide employees
with a report of the annual total of charitable contributions paid
through payroll deduction. Consider using Form W-2, box 14, for
this purpose. See IRS Publication 1771.

» Earned Income Tax Credit (EITC) — for federal purposes, Form W-2,
Copy B, includes the notice that employers are required to provide
to employees concerning their eligibility for the Earned Income Tax
Credit. Some states and localities require a separate notification
(other than Form W-2, Copy B) and may also impose a different
annual deadline for making it available to employees.

See more information on the federal EITC here.

Have questions about state EITC notice requirements? Send us
your questions here.

Suggested January 31, 2022

» Expiring Form W-4 — notify employees who claimed exemption from
federal income tax withholding in 2021 that they are required to
furnish you with a 2022 Form W-4 by February 15, 2022. Verify
state rules concerning withholding allowance certificates claiming
exemption and include state expiring information on the same
employee notice.

» 2022 withholding tax changes — notify employees of any change in
the amount of tax they will pay in 2022 for Social Security, Medicare
or federal, state and local income tax withholding.

» Additional Medicare Tax reminder — employees with wages in excess
of $200,000 in 2021 should be reminded of their requirement to file
with the IRS Form 8959, Additional Medicare Tax.

» Multistate employees — for employees who worked in more than one
state, consider providing a detail of the taxable wages that were paid
within each work state. This is particularly relevant for employees
working in New York because employers are required to report
federal taxable wages (Form W-2, box 1) as state taxable wages
(Form W-2, box 16).

For more information on multi-state payroll tax compliance, see our
special report.
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https://www.irs.gov/pub/irs-pdf/p1771.pdf
https://www.irs.gov/credits-deductions/individuals/earned-income-tax-credit/eitc-help-and-assistance
mailto:debera.salam@ey.com
https://www.irs.gov/forms-pubs/about-form-8959
https://rsvp.ey.com/CSG3/2015/1503/1503-1425204/GetOnBoard/Crossing%20US%20borders%202017%20Rev.%20June%202017.pdf

Ernst & Young LLP's 2021
payroll year-end checklist

Continued

Top 30 payroll year-end tasks for 2021

20

Federal unemployment insurance (FUTA) fourth-quarter deposit
adjustment. If you had employees working in the Virgin Islands, you
are subject to a FUTA credit reduction in 2021, and you are subject
to a higher FUTA rate for taxable wages paid in this jurisdiction. The
additional FUTA tax owed is computed on the 2021 Form 940, and
the additional tax payment is due by January 31, 2022.

The 2021 Form 940, once available, will be posted here.

Suggested deadline
January 31, 2022

Your deadline

Completed?

21

2021 tax payment reconciliation. Prepare all fourth-quarter
tax reconciliation(s) prior to making the final tax payment(s)
to jurisdictions for the quarter or year. (See page 19 for more
information about year-end reconciliation procedures.)

Various

22

Testing Form W-2 files before filing them. The SSA will return

Form W-2 files containing certain errors. For this reason, it is
important that employers use SSA's AccuWage before filing their
returns. Employers using a third-party provider to handle Form W-2
files should require that the third-party provider give them a copy of
the AccuWage acceptance report.

Some states and localities require test files for first-time electronic
filers. Be certain to comply with these requirements and consider
submitting test files even if not required to do so.

January 15, 2022

23

2022 payroll processing schedule. Prepare the 2022 payroll
processing and tax return filing schedule. For a list of federal holidays,
see Table 1.

December 2021

24

Review 2022 employer withholding tax guides. Review IRS

Circular E, Publication 15, Employer’s Tax Guide and Publication 15-T,
Federal Income Tax Withholding Methods, for 2022 and any similar
state and local employer tax guides and withholding tables to
determine taxability and reporting changes for 2022. Make all
taxability, reporting and withholding rate changes for 2022 (including
the 2022 exemption amounts for IRS tax levies in Publication 1494).

Instructions for computing the amount exempt from a federal tax levy
are available in IRS Notice 1439.

December 27, 2021

8
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https://www.irs.gov/forms-pubs/about-form-940
https://www.ssa.gov/employer/accuwage/index.html
https://www.irs.gov/publications/p15
https://www.irs.gov/forms-pubs/about-publication-15-t
https://www.irs.gov/pub/irs-pdf/n1439.pdf

Top 30 payroll year-end tasks for 2021

25

2022 tax rate and wage base updates. Input 2022 Social Security,
state unemployment, state disability and other similar taxable wage
base and tax rate information.

If using a third-party provider, test the third party's system
requirements before the first live payroll in 2022.

State unemployment insurance (SUI) tax rates should be verified
within the protest period. Since many states issue their 2022 SUI
rates in November and December, this is an important year-end item.

It is also important to verify in March 2022 that the correct SUI rate
and wage base are reflected on the first-quarter 2022 quarterly SUI
returns (generally due by April 30, 2022).

Don't forget that for 2021 and future years, you may be required to
pay additional FUTA taxes because of states that have an outstanding
FUTA loan balance.

Read more about the impact of COVID-19 on 2022 and future SUI tax
costs here.

For the 2021 employment tax rates and limits, see our special report.
The 2022 report, once available, will be published here.

Suggested deadline

December 31, 2021;
March 31, 2022

Your deadline Completed?

26

Additional payroll period in 2021 or 2022. If you had an additional
payroll period in 2021 or will have one in 2022 (i.e., 27 rather than
26, or 53 rather than 52), you may need to adjust your federal, state
and local income tax withholding calculations. You will also need to
determine how employee payroll deductions might change for the
additional payroll period.

For more information on the additional payroll period, see our special
report here.

December 2021

27

2022 payroll deductions. Input 2022 payroll deduction information
pursuant to benefit open enrollment data or other deductions that
are subject to annual revision.

Stop all payroll deductions that were authorized only through 2021.

Test to confirm that 2022 payroll deductions are accurately updated.

Prior to first payroll
run for 2022

28

Purge 2021 expired records. Purge the active employee master file
of all employees terminated in 2021.

January 1, 2022

29

Duplicate and returned Forms W-2. Instruct the mailroom on
where to send returned Forms W-2 for tax year 2021. Verify that
all employee requests for duplicate 2021 Forms W-2 are timely
provided.

January 3, 2022;
April 15, 2022
(federal due date for
2021 Forms 1040)

November 2021 |
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https://www.ey.com/en_us/tax/employment-tax-advisory-services/the-impact-of-covid-19-on-employer-unemployment-insurance-costs
https://www.ey.com/en_us/tax/employment-tax-advisory-services/us-employment-tax-rates-and-limits-for-2021
https://www.ey.com/en_us/tax/employment-tax-advisory-services
https://www.ey.com/en_us/tax/employment-tax-advisory-services/us-employment-tax-rates-and-limits-for-2021
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Top 30 payroll year-end tasks for 2021 Suggested deadline | Your deadline Completed?

30 | Federal employment tax considerations for COVID-19. Federal December 15, 2021
legislation was enacted to provide employers with various forms of
employment tax relief and tax credits in connection with COVID-19.
Employers will need to consider these provisions in preparing their
Forms 941 and W-2 for 2021.

» Employee Retention Credit. See the IRS FAQs.

» Tax credit for paid leave under American Rescue Plan Act of 2021
after March 31, 2021. See the IRS FAQs.

» Tax credit for paid leave under the Families First Coronavirus
Response Act for leave prior to April 1, 2021. See the IRS FAQs.

» Form W-2 reporting for COVID-19 paid leave. See our tax alert.

» Deferral of employment tax deposits through December 31, 2020.
See the IRS FAQs.

» Leave sharing plans. See the IRS FAQs.

10 | 2021 payroll year-end checklist


https://www.irs.gov/newsroom/faqs-employee-retention-credit-under-the-cares-act
https://www.irs.gov/newsroom/tax-credits-for-paid-leave-under-the-american-rescue-plan-act-of-2021-for-leave-after-march-31-2021
https://www.irs.gov/newsroom/tax-credits-for-paid-leave-under-the-families-first-coronavirus-response-act-for-leave-prior-to-april-1-2021
https://taxnews.ey.com/news/2021-1669-irs-updates-requirements-for-reporting-qualified-covid-19-paid-leave-benefits-on-form-w-2
https://www.irs.gov/newsroom/deferral-of-employment-tax-deposits-and-payments-through-december-31-2020
https://www.irs.gov/newsroom/leave-sharing-plans-frequently-asked-questions

Table 1 — 2022 federal holidays

When planning your 2022 payroll processing and employment tax schedule, refer to the list of federal
holidays below. (U.S. Office of Personnel Management, 2022 Holiday Schedule)

New Year's Day Friday, December 31, 2021
Martin Luther King Jr. Day Monday, January 17, 2022
Presidents' Day* Monday, February 21, 2022
Memorial Day Monday, May 30, 2022
Juneteenth National Independence Day Monday, June 20, 2022
Independence Day Monday, July 4, 2022

Labor Day Monday, September 5, 2022
Columbus Day Monday, October 10, 2022
Veterans Day Friday, November 11, 2022
Thanksgiving Day Thursday, November 24, 2022
Christmas Day Monday, December 26, 2022

Note: Holidays that fall on Saturday are observed the previous Friday, and those that fall on Sunday are observed the following Monday.
(See 5 U.S.C. 6103(b).)

*Also known as Washington's Birthday.

e 1
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https://www.opm.gov/policy-data-oversight/pay-leave/federal-holidays/#url=2022

Filing electronically for tax year 2021

For a schedule of key federal filing due dates for tax
year 2021, see Table 2.

Businesses with 250 or more Form W-2, W-2c or IRS
information returns or statements (e.g., Forms 1094, 1095,
1099, 1042-S, 8027) must file these forms electronically
with the SSA or IRS. Note that the threshold for filing

Forms W-2 and 1099 electronically is lowered to 100 or
more if proposed REG-102951-16 is finalized before the
filing due date.

Remember that a penalty applies when a business files
returns on paper that are required to be filed electronically.

Specifications for preparing Forms W-2 electronically for
tax year 2021 are found in the SSA’s Publication 42-007,
Specifications for Filing Forms W-2 Electronically (EFW2).

For returns or statements filed with the IRS, specifications
for electronic filing are available in IRS Publication 1220,
Specifications for Electronic Filing of Forms 1097, 1098,
1099, 3921, 3922, 5498, and W-2G.

First-time electronic filers with the SSA

Filing electronically with the SSA is easy. Applications are not
required. Instead, users register with the SSA by following
the instructions within the Business Services Online (BSO)
section here. Note that electronic Forms W-2 also may be
verified using AccuWage before they are submitted.

AccuWage 2021 is available through the SSA's website.

SSA password maintenance

The SSA suggests that users avoid the year-end rush by
checking their access and updating their passwords now in
preparation for the 2021 Form W-2 filing season.

Information is available here.

First-time electronic filers with the IRS

» The IRS requires applications for first-time filers.
Unlike the SSA, the IRS Information Reporting Branch
(IRB) requires that before submitting the first electronic
file, you request authorization to file electronically by
submitting an application for a Transmitter Control Code
by filing online, Information Return (IR) Application for
Transmitter Control Code (TCC). (This requirement applies
even if you are required to file electronically.) You are
not allowed to begin filing electronically until the IRS has
approved your application.

The application for a TCC must be filed by November 1 of
the year before information return(s) are due to ensure
you're ready to electronically file. The IRS also states that
applicants should allow 45 days for processing.

» Sending test files to the IRS. Filers are not required to
submit a test file unless they wish to participate in the
Combined Federal State Filing program; however, the
submission of a test file is encouraged for all new electronic
filers to test hardware and software.

Keep in mind when planning your year-end schedule
that the IRS FIRE system will be down from 6 p.m. ET
December 3, 2021, through January 4, 2022, for
annual updates.

For more information, see IRS Publication 1220.

12 | 2021 payroll year-end checklist


https://www.govinfo.gov/content/pkg/FR-2021-07-23/pdf/2021-15615.pdf
https://www.ssa.gov/employer/efw/21efw2.pdf?_ga=2.225850649.2052612562.1635803939-1930059889.1633813626#zoom=100
https://www.ssa.gov/employer/efw/21efw2.pdf?_ga=2.225850649.2052612562.1635803939-1930059889.1633813626#zoom=100
https://www.irs.gov/pub/irs-pdf/p1220.pdf
http://www.socialsecurity.gov/bso/bsowelcome.htm
http://www.ssa.gov/employer/accuwage/index.html
http://www.socialsecurity.gov/employer/reminders.htm
https://la.www4.irs.gov/esrv/esam/pages/landingPage.xhtml
https://la.www4.irs.gov/esrv/esam/pages/landingPage.xhtml
http://www.irs.gov/pub/irs-pdf/p1220.pdf

Getting extensions on the SSA and IRS filing deadline

If you will not be able to meet the filing deadline for
sending your 2021 forms to the IRS or SSA (e.qg., a fire

or other disaster), a 30-day extension can be obtained by
filing Form 8809, Application for Extension of Time to File
Information Returns, with the IRS (not the SSA). There is no
longer an automatic 30-day extension for filing Forms W-2
or Form 1099-MISC reporting nonemployee compensation.
Instead, only one 30-day extension for filing Form W-2

will be granted by the IRS and only if it can be shown that
extenuating circumstances of the nature shown below are
preventing you from filing by the January 31 due date.

In TD 9838, the IRS states the following reasons it will accept
in approving the non-automatic 30-day extension:

» The business suffered a catastrophic event in a Federally
Declared Disaster Area that made the business unable to
resume operations or made necessary records unavailable.

» The business suffered a fire, casualty or natural disaster that
affected the operation of the business.

» The death, serious illness or unavoidable absence of the
individual responsible for filing the information returns
affected the operation of the business.

» The information return is being filed for the first year the
business was established.

» The filer did not receive timely data on a third-party
payee statement. This third-party payee statement might
be a Schedule K-1, Partner’s Share of Current Year Income,
Deductions, Credits and Other Items, Form 1042 S,
or the statement of sick pay required under IRS Reg.
§31.6051-3(a)(1).

Additionally, the extension will be granted even if the filer
receives the third-party payee statement by the statutory
furnishing deadline, provided that the filer did not receive the
statement in time to prepare an accurate information return.

The Form 8809 must be signed by the filer/transmitter or a
person who is duly authorized to sign a return.

For other forms, one automatic 30-day extension is granted
by filing Form 8809, and no signature is required. An
additional second extension is allowed only if specifically
granted by the IRS and only if you can show that extenuating
circumstances are preventing you from filing by the first
extended due date. The second extension request must

be signed by the filer/transmitter or a person who is duly
authorized to sign a return.

For the extension request to be granted, it must be
postmarked, transmitted or completed online by the due date
of the return.

If you are requesting an extension to file several types of
forms, you may use one Form 8809, but you must file it by
the earliest form due date. For instance, if you are filing a
Form 8809 for a return due on March 15 and for another
return due on March 31, the Form 8809 is due on March 15.

Note that extension requests for tax year 2021 returns
should not be submitted prior to January 1, 2022.

Form 8809 may be used for the following forms and can be
filed electronically here.

» W-2 » 1095-B » 1099-NEC  » 5498

» W-2G » 1097 » 1099-QA » 5498-ESA
» 1042-S » 1098 » 3921 » 5498-QA
» 1094-C » 1099 » 3922 » 5498-SA
» 1095-C » 8027

Note that Form 8809 cannot be used to request an extension
on the time to give employees or payees copies of their
information returns (e.g., Form W-2, Form 1099). Instead, a
letter of request must be submitted to the IRS. Extensions on
the time to provide recipient copies are rare.

For more information, see IRS Publication 1220.
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https://www.irs.gov/pub/irs-pdf/f8809.pdf
https://s3.amazonaws.com/public-inspection.federalregister.gov/2018-16717.pdf
https://fire.irs.gov/
https://www.irs.gov/pub/irs-pdf/p1220.pdf

Filing electronically for tax year 2021

Continued

Obtaining a waiver from filing
electronically with SSA or IRS

If for any reason you will not be able to submit your

Forms W-2 to the SSA or information returns to the IRS
electronically for tax year 2021 and you are required to do
S0, a one-year waiver may be granted for hardship cases. A
waiver cannot be requested for more than one year at a time.

A onetime waiver from the electronic filing requirement can
be obtained by filing Form 8508, Request for Waiver from
Filing Information Returns Electronically, with the IRS (not
the SSA).

By obtaining a waiver from the IRS, you will not be
subject to penalties for failing to meet the electronic filing
requirements.

The IRS encourages businesses to file Form 8508 at least 45
days before the due date of the electronic filing. The IRS does
not process waiver requests until January 1 of the calendar
year the returns are due.

Besides Form W-2, Form 8508 is used to request waivers
from filing the following returns electronically: 1042-S,
1094-C/1095-C, 1095 B, 1097-BTC, 1098, 1098 C, 1098
E, 1098-T, 1099-A, 1099 B, 1099-C, 1099-CAP, 1099-DIV,
1099 G, 1099 INT, 1099-K, 1099-LTC, 1099-MISC,
1099-NEC, 1099 0ID, 1099-PATR, 1099-Q, 1099 R, 1099-S,
1099-SA, 3921, 3922, 5498, 5498-ESA, 5498-SA, 8027,
W-2AS, W-2G, W-2GU, W-2PR and W-2VI.

All requests for a waiver should be sent to the following
address:

Internal Revenue Service

Attn: Extension of Time Coordinator
240 Murall Drive Mail Stop 4360
Kearneysville, WV 25430

By fax:
+1 877 477 0572 (304 579 4105, international)
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https://www.irs.gov/pub/irs-pdf/f8508.pdf

Table 2 — Federal electronic filing due dates

for 2021

Electronic system

used for reporting*

Electronic filing due date and
deadline to request first 30-
day extension (Form 8809)*

Deadline to submit request for
waiver from filing electronically
(Form 8508)*

Form 1042-S IRS FIRE March 15, 2022 March 15, 2022
Forms 1094-C, 1095-C, 1095-B, IRS FIRE March 31, 2022 March 31, 2022
1099-R, 3921, 3922 and W-2G

Form 1099-MISC IRS FIRE March 31, 2022 March 31, 2022
Form 1099-NEC IRS FIRE January 31, 2022 January 31, 2022
Form 8027 IRS FIRE March 31, 2022 March 31, 2022
Forms 5498, 5498 SA and 5498 ESA | IRS FIRE May 31, 2022 May 31, 2022
Form W-2 SSA BSO January 31, 2022 January 31, 2022

*The SSA will begin accepting 2021 electronic Form W-2 file uploads on December 7, 2021. The IRS FIRE system will begin accepting tax year 2021 file

uploads on January 7, 2022

States are making greater use of the internet and other electronic reporting options, with some having changed their

Form W-2 electronic reporting requirements for Forms W-2. See our state survey in Table 4.
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Table 3 — Special wage payments: sample list

The chart below is a sample list of reportable earnings that depend on data inputs outside of the payroll

processing system.

Creating a list of such special wage payments, including the persons or third parties responsible for providing the data, is an
important element of the payroll year-end checklist. We have indicated in a column below where third parties are frequently
relied on to provide information necessary to meet tax and reporting requirements.

W-2 reportable item Employer Third party W-2 reportable item Employer Third party
401(k) = W-2 box 13 indicator v Expatriate taxes v
Adoption assistance v v Expatriate wage update v v
Athletic club memberships v v Gift cards v v
Award — length of service v v Gifts — noncash v
Award - recognition v v Gross-up — federal tax v v
Award - safety v v Gross-up — local nonresident tax v v
Business expense - Gross-up — state nonresident tax v v
non-accountable v Insurance — annuity v
Club memberships v Jury duty — offset v
Credit card — non- Living expenses v
accountable business expense v Loans - forgiven v
reimbursements Loans — interest income v v
D.efe.rred. compensation — v v Medical debit card v
distributions
Deferred compensation — Noncash award Y Y
earnings Y Y Parking i Y
Dependent care on-site facility v v Relocat?on - dom.estic i d
Dependent care flexible P p Re.locatlc?n ~ foreign . Y d
spending Paid family leave benefits from
Dependent care assistance - v v ip;]rsi\;?teziggunrance fund or self- Y Y
backup day care
Dining hall — executive v Scholarships d d
Disability pay — CA v Settlement awards v v
Disability pay — HI v State disability offset v v
Disability pay — NJ v Stock = W-2 box 12 indicators v
Disability pay — NY v Stock — Employee Stock v
— - Purchase Plan (ESPP)
Disability pay — private fund v - -
A Stock — Incentive Stock Option
Disability pay — PR v (IS0) Y
Disability pay — state offset v v Stock — Nonqualified v
Discounts — merchandise v Stock — Restricted v
Discounts — services v Transit benefits v v
Educational assistance Y i Workers' compensation offset v v
Expatriate totalization v 4
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2021 state Form W-2 requirements

The following charts reflect our state survey results as of November 2021.

Should the IRS finalize regulations that reduce the electronic filing threshold for federal Forms W-2 to 100 or more for tax
year 2021, the filing threshold will likely decrease for those states below that conform to the IRS requirements.

Table 4 — State Form W-2 filing method requirements*
(Note that changes since November 2020 are highlighted in yellow.)

State State Code When electronic filing is required* Filing Due date
FIPS(D deadline® for employee copy

Alabama (AL) 25 or more 1/31 1/31
Alaska (AK) 02 No personal income tax N/A N/A

Arizona (AZ) 04 All employers 1/31 1/31
Arkansas (AR) 05 250 or more 1/31 1/31
California (CA) 06 Forms W-2 are not filed with the state N/A 1/31
Colorado (CO) 08 250 or more 1/31 1/31
Connecticut (CT) 09 25 or more 1/31 1/31
Delaware (DE) 10 If required by IRS 1/31 1/31
District of Columbia (DC) | 11 25 or more 1/31 1/31
Florida (FL) 12 No personal income tax N/A N/A

Georgia (GA) 13 If required to file Georgia withholding tax 1/31 1/31

returns electronically, or if required by IRS

Hawaii (HI) 15 All employers required to remit Hawaii 2/28 1/31
withholding tax returns electronically
(annual withholding liability exceeds

$40,000)
Idaho (ID) 16 50 or more, or if required by IRS 1/31 1/31
Illinois (IL) 17 All employers 1/31 1/31
Indiana (IN) 18 25 or more 1/31 1/31
lowa (IA) 19 All employers if lowa income tax withheld 2/15 1/31
Kansas (KS) 20 51 or more 1/31 1/31
Kentucky (KY) 21 26 or more 1/31 1/31
Louisiana (LA) 22 50 or more 1/31 1/31
Maine (ME) 23 250 or more (proposed rule would require | 1/31 1/31

electronic filing if required by the IRS)
Maryland (MD) 24 25 or more 1/31 1/31
Massachusetts (MA) 25 50 or more 1/31 1/31
Michigan (MI) 26 If required by IRS 1/31 1/31
Minnesota (MN) 27 10 or more 1/31 1/31
Mississippi (MS) 28 25 or more 1/31 1/31
Missouri (MO) 29 250 or more 1/31 1/31
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https://contact.revenue.alabama.gov:8443/confluence/pages/viewpage.action?pageId=3506780
https://azdor.gov/e-services/e-services-w-2-1099
https://www.dfa.arkansas.gov/images/uploads/incomeTaxOffice/withholdInstructions.pdf
https://edd.ca.gov/pdf_pub_ctr/de44.pdf
https://tax.colorado.gov/annual-reconciliation-FAQ
https://portal.ct.gov/-/media/DRS/Publications/pubsip/2021/IP-2021-13.pdf
https://dorweb.revenue.delaware.gov/w2send/
https://otr.cfo.dc.gov/sites/default/files/dc/sites/otr/publication/attachments/2018 FR-230_12.13.17.pdf
https://dor.georgia.gov/employers-tax-guide
https://files.hawaii.gov/tax/news/announce/ann19-11_amended.pdf
https://tax.idaho.gov/forms/EIN00041_11-16-2020.pdf
https://www2.illinois.gov/rev/research/publications/pubs/Documents/pub-110.pdf
https://www.in.gov/dor/files/w2-wh3-guide.pdf
https://tax.iowa.gov/iowa-withholding-tax-information
https://www.ksrevenue.org/pdf/kw100.pdf
https://revenue.ky.gov/News/Pages/Withholding-Tax-Changes.aspx
http://www.revenue.louisiana.gov/faq/QuestionsAndAnswers/10
https://www.maine.gov/revenue/faq/income-tax-withholding#q10
https://www.marylandtaxes.gov/forms/20_forms/Withholding_Guide.pdf
https://www.mass.gov/service-details/annual-wage-and-tax-statement-form-w-2
https://www.michigan.gov/documents/taxes/446_711611_7.pdf
https://www.revenue.state.mn.us/sites/default/files/2021-05/wh_inst_21.pdf
https://www.dor.ms.gov/sites/default/files/Business/89145201.pdf
https://dor.mo.gov/forms/4282_2021.pdf

2021 state Form W-2 requirements

Continued

State Code When electronic filing is required* Filing Due date
FIPS® deadline® for employee copy
Montana (MT) 30 Optional 1/31 1/31
Nebraska (NE) 31 50 or more 1/31 1/31
Nevada (NV) 32 N/A N/A N/A
New Hampshire (NH) 33 N/A N/A N/A
New Jersey (NJ) 34 All employers 2/15 2/15
New Mexico (NM) 35 25 or more 1/31 1/31
New York (NY) 36 Forms W-2 are not filed with the state N/A 1/31
North Carolina (NC) 37 All employers 1/31 1/31
North Dakota (ND) 38 10 or more 1/31 1/31
Ohio (OH) 39 10 or more 2/28 1/31
Oklahoma (OK) 40 All employers 1/31 1/31
Oregon (OR) 41 All employers 1/31 1/31
Pennsylvania (PA) 42 10 or more 1/31 1/31
Rhode Island (RI) 44 If required by IRS and has a minimum of 1/31 1/31
25 Rhode Island employees

South Carolina (SC) 45 If required by the IRS 1/31 1/31
South Dakota (SD) 46 No personal income tax N/A N/A
Tennessee (TN) 47 No personal income tax N/A N/A
Texas (TX) 48 No personal income tax N/A N/A
Utah (UT) 49 All employers 1/31 1/31
Vermont (VT) 50 25 or more 1/31 1/31
Virginia (VA) 51 All employers 1/31 1/31
Washington (WA) 53 No personal income tax N/A N/A
West Virginia (WV) 54 25 or more 1/31 1/31
Wisconsin (WI) 55 10 or more 1/31 1/31
Wyoming (WY) 56 No personal income tax N/A

Forms W-2 reference chart
*Refers to number of Forms W-2
(1) Some software vendors use unique codes rather than the “FIPS 5-2" (e.g., Dun and Bradstreet (MSA)). Refer to SSA Publication No. ICN (EF-W2).

(2) This option is being phased out by the state.

Much of this information was obtained by Ernst & Young LLP during informal telephone, website or email surveys with state
governmental agencies. Although surveys are useful in determining how government departments currently treat an issue,
answers and positions derived from such surveys are not binding upon the state, cannot be cited as precedent, and may
change over time and hence cannot be relied upon.
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https://rules.mt.gov/gateway/RuleNo.asp?RN=42%2E17%2E114
https://revenue.nebraska.gov/businesses/circular-en-nebraska-income-tax-withholding-wages-pensions-and-annuities-and-gambling
https://www.state.nj.us/treasury/taxation/pdf/current/njwt.pdf
https://www.tax.newmexico.gov/businesses/wage-withholding-tax/
https://www.tax.ny.gov/pdf/publications/withholding/nys50.pdf
https://www.ncdor.gov/media/12666/open
https://www.nd.gov/tax/data/upfiles/media/income-tax-withholding-guideline.pdf?20170113134449
hhttps://tax.ohio.gov/static/employer_withholding/General Guidelines/WTH_WH1.pdf
https://oklahoma.gov/content/dam/ok/en/tax/documents/resources/publications/businesses/withholding-tables/WHTables-2021.pdf
https://sos.oregon.gov/business/Documents/business-guides/employer-guide.pdf
https://www.revenue.pa.gov/TaxTypes/EmployerWithholding/Documents/EFW2-EFW2C_reporting_inst_and_specs.pdf
http://www.tax.ri.gov/forms/2017/Withholding/State of RI W2 Filing Information - Updated 02012018.pdf
https://dor.sc.gov/forms-site/Forms/WH105.pdf
https://tax.utah.gov/withholding/employers#year-end
https://tax.vermont.gov/sites/tax/files/documents/WHT-434 Instr.pdf
https://www.tax.virginia.gov/sites/default/files/inline-files/Employer Withholding Instructions.pdf
https://tax.wv.gov/Business/Withholding/HelpAndGeneralInformation/Pages/WithholdingHelpAndGeneralInformation.aspx
https://www.revenue.wi.gov/DOR Publications/pb166.pdf

Year-end employment tax reporting compliance

Particularly for the multi-state employer, preparing for annual employment tax reporting is a multi-step
process that includes the following:

1. Create a list of jurisdictions requiring returns and
information statements (e.q., Forms W-2, 1099, 1042-S)

If the employer is relying on a third party to file its
employment tax returns and information statements for

Whether employment taxes are processed in-house

or by a third-party provider, a list should be created

of the jurisdictions and the returns and information
statements that each requires. In our experience,
reviewing employment tax processes, neglecting to
report to all jurisdictions (including those outside the US,
where applicable) is one of the most common errors that
multi-jurisdictional employers make. To make your list of
taxing jurisdictions as accurate and comprehensive as
possible, a report from the employee master file should
be created of both the work and resident states and
localities that have been established for each employee.
If work state and locality information is also carried in
the timekeeping system (i.e., employees typically work
in multiple jurisdictions within a single payroll period), a
similar report should be run from this source. If you are
uncertain of a jurisdiction’s withholding, employment tax

and reporting requirements, check with the state and local

taxing authorities, your employer's accounting firm or
other qualified employment tax consultant.

. Verify the form and format of returns and
information statements

Each jurisdiction imposes different reporting
requirements. Some jurisdictions, for instance, require
that Forms W-2, annual state income tax reconciliations
or state unemployment insurance returns be filed
magnetically or electronically if the employees or forms
exceed a certain number. Under the federal requirements,
for instance, Forms W-2 (Forms W-2¢) over 249 in the
calendar year must be filed electronically. (State rules
vary. See Table 4 for our 2021 survey of state electronic
Form W-2 filing requirements.)

the first time, care must be taken that all the necessary
steps have been completed to establish the third party as
a reporting agent. For example, you and the third party
must have obtained a User ID and PIN where required,

as well as any other information necessary to meet the
reporting requirements and you must have confirmed
that file submissions were posted accurately. (Note that
employers using a third-party provider can obtain a User
ID and PIN to verify Form W-2 transmissions through the
SSA's BSO. Go here for more information.)

Filing format and record layout specifications may
also change from year to year and should be reviewed
carefully before processing year-end returns and
information statements.

Reference these publications for tax year 2021:

» IRS Publication 1220, Specifications for Filing
Form 1097, 1098, 1099, 3921, 3922, 5498, and
W2-G Electronically here

SSA Publication 42-007 (EFW2) here

v

v

IRS Publication 1187, Specifications for Filing
Form 1042-S, Foreign Person’s U.S. Source Income
Subject to Withholding, Electronically here

v

IRS Publication 1239, Specifications for Filing
Form 8027, Employer’s Annual Information Return of
Tip Income and Allocated Tips, Electronically here

v

For guidelines on electronic filing of Affordable Care
Act information returns, refer to Publication 5165,
Guide for Electronically Filing Affordable Care Act
(ACA) Information Returns for Software Developers
and Transmitters
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http://www.socialsecurity.gov/bso/bsowelcome.htm
https://www.irs.gov/pub/irs-pdf/p1220.pdf
https://www.ssa.gov/employer/efw/21efw2.pdf?_ga=2.157355454.566452993.1635799157-1567221016.1630436764#zoom=100
https://www.irs.gov/pub/irs-pdf/p1187.pdf
https://www.irs.gov/pub/irs-pdf/p1239.pdf
https://www.irs.gov/pub/irs-pdf/p5165.pdf

Year-end employment tax reporting compliance

Continued

3. Verify that all laser-printed forms were approved
by the SSA

If you plan to use laser-printed Forms W-2/W-2c from a
third-party source (e.q., software or service provider), ask
the supplier for a copy of its dated approval notice from
the SSA. For more information, see:

IRS Publication 1141, General Rules and Specifications
for Substitute Forms W-2 and W-3 here.

4. Test magnetic media and electronic files

Particularly when a jurisdiction’s form or format for
reporting has changed, it is prudent to perform tests
validating that your files match the jurisdiction’s reporting
requirements. Discovering errors while printing or filing
» '.'l - the actual returns and information statements not
- only creates delays in filing but also can expose you
r ﬂf y *ﬁ ' N 4 to penalties and other additional costs. For Form W-2

_= 0 reporting purposes, the SSA makes software available
e A BT

that allows you to edit Form W-2 files before they are

:;h‘f T / ¥ | Y ' ;4 submitted electronically.
AccuWage 2021 is available through the SSA's
website here.

5. Verify taxability compliance

Taxability compliance can be verified by printing reports
from the payroll system'’s tax configuration tables. These
configuration tables carry the information necessary for
including and excluding various wage payments and fringe
benefits from taxable wages and the tax computation.
Verifying that amounts are reported on the appropriate
lines or boxes of returns or statements and that the
correct codes are used, where applicable, is a vital
element of year end compliance testing.

Sample configuration tables are shown on the
following page.

See our 2021 fringe benefits reporting chart here.
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https://www.irs.gov/forms-pubs/about-publication-1141
https://www.ssa.gov/employer/accuwage/index.html
https://www.ey.com/en_us/tax/employment-tax-advisory-services/federal-reporting-for-fringe-benefits-chart-for-2020

2021 sample federal employment tax configuration table — pay codes

Benefit

Business expense
accountable plan

Federal income
tax (Form W-2,
box 1)

No

Social Security
wages (Form W-2,
box 3)

No

Medicare wages
(Form W-2, box 5)

No

Form W-2, box 12

N/A

Federal
unemployment
insurance taxable
(FUTA, Form 940)

No

Dependent care

Yes — excess over

Yes — excess over

Yes — excess over

N/A, but report in

Yes — excess over

assistance $5,000 $5,000 $5,000 box 10 $5,000
Educational No No No N/A No

assistance, job-

related

Educational Yes — excess over Yes — excess over Yes — excess over N/A Yes — excess over

assistance, non-job-
related

$5,250

$5,250

$5,250

$5,250

2021 sample federal employment tax configuration table — deduction codes

Benefit

Section 125,
Dependent care
assistance pretax

Federal income
tax (Form W-2,

box 1)

Reduce up to $5,000

Social Security
wages (Form W-2,
box 3)

Reduce up to $5,000

Medicare wages
(Form W-2, box 5)

Reduce up to $5,000

Form W-2, box 12

N/A, but report in
box 10

Federal
unemployment
insurance taxable
(FUTA, Form 940)

Reduce up to $5,000

Section 125, Health
insurance premium
pretax

Reduce 100%

Reduce 100%

Reduce 100%

Considered in
arriving at amount in
code DD

Reduce 100%

401(k) pretax
contribution

Reduce up to
$19,500

No change

No change

Code D

No change

When it comes to pay and deduction codes, we can help.

With Ernst & Young LLP's TaxAbility™ we can streamline the process for
confirming payroll system tax configurations and assist you with gathering

the documents you need for your tax history file. TaxAbility™ has an intuitive
library of the income tax and unemployment insurance coverage rules for over
160 common pay and deduction types and a mechanism for automatically
matching your payroll system date against our research to quickly identify

where gaps may exist.

Learn more about TaxAbility™ here.
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https://assets.ey.com/content/dam/ey-sites/ey-com/en_us/topics/tax/ey-employment-tax-advisory-services-brochure.pdf

Year-end employment tax reporting compliance

Continued

6. Reconciliation

Whether your payroll is processed in-house or by a
third-party provider, reconciliation is vital to accuracy
and internal control. Keep in mind that reconciling does
not necessarily mean that there are no differences or
adjustments but rather that differences and adjustments
have a reasonable explanation and are well-documented.

There are four primary types of year-end reconciliation:
» Wage and tax

The wage and tax reconciliation should include a logical
and chronological reconciliation of federal, state and
local wage and tax information:

» Chronological. The purpose of a chronological
reconciliation is to verify that wage and tax information
has properly accumulated from each payroll period to
the quarter and, finally, to the annual totals.

» Logical. The purpose of the logical reconciliation is
to compare the wage and tax information of different
jurisdictions to confirm that any differences in amounts
are logically explained by variations in the tax rules. For
instance, employers that provide taxable excess group-
term life insurance coverage should have a difference
between FICA and federal unemployment covered
wages (taxable group-term life is excluded from federal
unemployment insurance wages but is included in FICA
wages). A similar reconciliation should be performed
that compares federal wages with the taxable wages
reported to each state and local taxing jurisdiction.

» Bank statement

A bank reconciliation is vital to verifying that checks,
including voids and stop payments, were properly posted
to the payroll system throughout the year and that
outstanding checks are investigated and properly dealt
with (keeping in mind the unclaimed-property rules of
the applicable state) prior to preparing the 2021 returns
and information statements. Failure to perform a bank
reconciliation prior to filing employment tax returns and
issuing information statements exposes an employer

to the risk of reporting incorrect wages and paying or
withholding an incorrect amount of tax. These errors

can result in time-consuming corrections to Forms W-2
and other information returns and statements, creating
a potential for interest and penalty assessments.

» Accounts payable and third-party payments

The payroll system is not the only door through which
wages and fringe benefits enter. All too frequently,
expense reports and other business expenses, such as
payments made on behalf of employees for educational or
relocation expenses, are initially entered into the accounts
payable system. Absent an automated interface between
accounts payable and payroll, which is rare in today’s
technological environment, a recurring analysis should be
made of accounts payable transactions to pinpoint items
potentially reportable or subject to employment tax.

An accounts payable reconciliation of this type includes,
for example, a review of expense reports and petty

cash or impressed funds; the identification of non-
accountable business expense reimbursements and
taxable payments made to individual employees or
former employees, relocation providers, stockbrokers,
life insurance companies, and airlines and travel agents;
and an accounting of business and personal use of
company vehicles, including cars and airplanes.

See Table 3 for a sample list of benefits and other
compensation that might be paid through accounts
payable or by a third-party service provider.

» General ledger

A general ledger reconciliation is routinely necessary to
help confirm that the employer’s financial statements
accurately reflect the payroll transactions of the
business. However, at year-end, the general ledger
reconciliation is also vital to confirming that wages are
correctly reported and that tax liabilities and payments
are stated accurately. General ledger totals of wages,
tax expenses and tax liabilities should correspond to the
amounts reported to each of the taxing jurisdictions.

See Table 3 for a sample list of special wage payments
and other compensation that might be paid through
accounts payable or by a third-party service provider.

Learn more about TaxAbility™ here.
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http://www.ey.com/Publication/vwLUAssets/ey-taxabilitytm-streamline-pay-and-deduction-code-configurations/$FILE/ey-taxabilitytm-streamline-pay-and-deduction-code-configurations.pdf

TaxAbility™

Payroll research innovated.

With TaxAbility™, we can help you to streamline the process of reviewing tax configuration settings for your earnings and
deduction codes. Our research library contains fully sourced information for federal, state and local taxes for over 150 common
earnings and deduction types. Learn more about TaxAbility™ in our brochure.

» Refer to your TaxAbility™ portal » Align your pay and deduction

throughout the year for tax
rules, plan documents and key
information to support your
tax configuration settings.

Access white papers and
other thought leadership
from your TaxAbility™
portal for updates and
insights on payroll tax and
reporting rules.

An exception report is
provided showing pay and
deduction code settings
that may be incorrect.

Pay codes are verified for
proper supplemental wage
indicators.

Special Form W-2 reporting
information, if applicable, is
provided for your pay and
deduction codes.

TaxAbility™

Confirm tax

setup

TaxAbility™ documents are
housed within our secure
network.

v

v

codes to our standardized
list of compensation types
configured to comply with
tax agency sources.

Our compensation and
benefits professionals can
team to provide insights on
plan design and operation
compliance.

Upload plan documents to
your TaxAbility™ portal for
hyperlinking to your pay and
deduction codes.

We work with you to identify
those plans impacted by

tax reform and the changes
required; tax configuration
schemes are then matched
to your final plan documents
to confirm they are correct.
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Ernst & Young LLP
Employment Tax Advisory contacts

Bryan De la Bruyere Ali Master
bryan.delabruyere@ey.com ali.master@ey.com

+1 404 817 4384 +1214 756 1031
Ken Hausser Debera Salam
kenneth.hausser@ey.com debera.salam®@ey.com
+1 732516 4558 +1713 750 1591

Kristie Lowery
kristie.lowery@ey.com
+1704 331 1884

Workforce

Tax
Services

Contact us at eyworkforceadvisoryservices@ey.com.

Connect with us

in Join us on LinkedIn @Payroll Perspectives from EY

st .
EY Tour our services on ey.com
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