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                                                  Client Job Aid


Setting Up AEIC in the ProBusiness® Payroll System
The purpose of this document is to outline the steps in setting up Advanced Earned Income Credit (AEIC).  
AEIC is a tax credit that is subtracted from the amount of tax an employee owes.  Employees who qualify and claim the credit could pay less federal tax, pay no tax or get a refund.  

To qualify for the AEIC, taxpayers must work full or part time and have earned income during the year.  If married and filing jointly, at least one spouse must work and have earned income.  Taxpayers must meet additional requirements set forth by the IRS.  For more information, see IRS publication 596 at www.IRS.gov.

The ProBusiness® Payroll application can calculate and process AEIC payments for your employees with each payroll.

Steps:

	
	Activity Description

	1
	Employee submits a W-5 on January 1st of each year.  If an employee does not submit a new form, you must stop calculating AEIC until a current form is received.

Employees who receive AEIC during the year must file a tax return after the end of the year and include the total amount received in advance payments. They must also complete Schedule EIC and attach it to their tax return. Schedule EIC includes each qualifying child's birth date and Social Security number (SSN), and information about each child's relationship to the taxpayer.
Note:  Changes in income or family size during the year can change the amount of the credit for which workers are eligible. If an employee’s situation changes after submitting Form W-5, it is the employee’s responsibility to file a new Form W-5. For example, if an employee plans to get married or expects a large increase in income during the year, the employee should file a new Form W-5 and have advance EIC payments discontinued. The employee must submit the new form within 10 days after learning of the change.



	2
	To update the eligible employee (see screen shot below):

· Go to FILE → EMPLOYEE MASTER

· Select the employee

· Click NEXT to get to the 2nd page of the Employee Master

· Update the ADV EIC field with the appropriate value  based on the W-5

· N = No Filing Certificate
· S = Single/HOH filing certificate
· O = One Spouse Filing Certificate
· B = Both Spouses Filing Certificate
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	3
	If an employee who did not claim exemption from withholding on Form W-4 had no federal income tax withheld at the end of the year, you are required to notify the employee about EIC. You will meet the notification requirement if you do any of the following:
· Issue Form W-2 to the employee with the EIC notice on the back of Copy B. Forms W-2 provided by ADP satisfy this requirement.
· Provide the employee with Notice 797, Possible Federal Tax Refund Due to the Advanced Earned Income Credit (AEIC).

· Provide a statement that contains information and wording similar to the other 
two options.
· If an employee’s wages are less than the limits outlined in ??, you are encouraged, but not required, to notify the employee about EIC.

· If you make any advance EIC payments, you must do the following:

· For each employee who received advanced payment, include the total advance EIC payments in box 9 of the employee's Form W-2.
· This amount does not appear as wages in box 1.
· Report the total advance EIC payments you made during each quarter on the Advance earned income credit (EIC) payments made to employees line on Form 941.

	4
	Additional Information:

Table  1  Summary of EIC Qualification Requirements
 
All Claimants

Claimants With a
Qualifying Child

Claimants With
No Qualifying Child

· Income must not exceed the limit set annually by the IRS. Investment income is also limited.
· Must have a valid SSN. (Individual Taxpayer Identification Numbers are not acceptable.)
· Filing status cannot be “married filing separately.”
· Generally must be a U.S. citizen or resident alien all year.
· Cannot be a qualifying child of another person.
· Cannot file Form 2555 or 2555 EZ (related to foreign-earned income).
· Child must meet the relationship, age, and residency requirements.
· Child cannot be claimed by more than one person to qualify for EIC.
· Child must have a valid SSN. (Individual Taxpayer Identification Numbers are not acceptable.)
· Claimants must be between age 25 and 65 at the end of the tax year.
· Claimants cannot qualify as the dependent of another person.
· Claimants must have lived in the U.S. more than half of the tax year.
For an employee for whom the ADV EIC field is set to S, O, or B, the amount of the credit is calculated based using the appropriate types of earnings, as outlined in ??. 

Table 2  Income Included and Excluded from EIC Calculations

Earned Income Includes

Earned Income Does Not Include

· Wages, salaries, and tips.

· Net self-employment earnings.

· Gross income received as a statutory employee.

· Union strike benefits.

· Interest, dividends, pensions and annuities.

· Social Security and railroad retirement benefits.

· Alimony and child support.

· Workers' compensation benefits and unemployment compensation.

· Mandatory contributions to a state or local retirement plans.

· Non-taxable income and non-taxable benefits provided by the employer. Examples include payments to retirement plans and dependent care.



	
	Investment income cannot exceed $3,100 for 2009
Table  3  2009 Income Limits, Maximum Credi XE "advance earned income credit payments:income limit for 2005" ts, and Maximum Advance EIC Payments
Number of
Qualifying
Children


Filing
Status

Earned Income and Adjusted Gross Income Limit


Maximum
Credit

Maximum
Advanced Payment

None
Single, Head of Household, Qualifying Widower

Married

$13,440

$18,440
$457
—

One
Single, Head of Household, Qualifying Widower

Married

$35,463


$40,463
$3,043
$1,826

$1,826 ($913 if spouse also files)

Two
Single, Head of Household, Qualifying Widower

Married

$40,295


$45,295
$5,028
$1,826


$1,826 ($913 if spouse also files)

Three
Single, Head of Household, Qualifying Widower

Married

$43,279


$48,279
$5,657
$1,826


$1,826 ($913 if spouse also files)
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