
1 

 

TAX SERVICES 
 
 
 
 
 
 
 
 
 
 

Reporting Requirements 
Related to 

Third Party Payments 
Of Sick Pay 

 
 
 

 
DECEMBER 2011 

 

 
 
 
 

 
 
 
 
 
 

 
 

CHICAGO SCHERERVILLE, IN MINNEAPOLIS 
(312) 368-0500 (219) 836-1065 (952) 841-3950 

 
 

www.legacycpas.com 
 



DECEMBER 2011                                       LEGACY PROFESSIONALS LLP 
  

 

1 

REPORTING REQUIREMENTS RELATED TO  
THIRD PARTY PAYMENTS OF SICK PAY 

 
 
The purpose of this release is to facilitate the preparation of reports required for payments of sick pay paid 
by a third party.   
 

GENERAL OVERVIEW OF SICK PAY 
 
Sick pay is subject to withholding taxes and is treated, for the most part, as a component of “regular” 
wages paid throughout the year.  Sick payments are subject to Social Security and Medicare tax, Federal 
unemployment tax, and withholding of Federal income tax.  Sick pay is also included as wages for 
purposes of some states’ unemployment tax computations. 
 
An employer who makes sick payments directly to its employees will treat such payments as regular 
wages.  The employer will withhold and remit the proper taxes, and report the proper amounts on the 
employee’s Form W-2.  These rules become more complex when the payer of sick pay is a third party (for 
example, a Health and Welfare Fund). 
 
 

FEDERAL INCOME TAX WITHHOLDING 
 
Sick pay recipients may have Federal income tax withheld from payments received.  If there is a 
provision in a collective bargaining agreement specifying the amount of Federal income tax to be 
withheld from sick pay, those provisions should be followed.  If no such provision applies, the recipient 
may file Form W-4S (See EXHIBIT 1).  Such withholding may not fall below certain minimum amounts 
explained under “Amount to be Withheld” in EXHIBIT 1. 
 
 

SOCIAL SECURITY AND MEDICARE TAX – WITHHELD PORTION 
 
Social Security and Medicare tax must be withheld for payments made within six calendar months 
following the month in which the payee last worked.  It is possible that the reporting period might cover 
two calendar years.  For example, if an employee last worked in November 2011, you will have to begin 
withholding FICA tax in December 2011.  A W-2 will be issued for 2011.  Additional sick payments 
made in 2012 will be subject to FICA withholding until the employee has been paid a total of six months 
of sick-pay benefits.  After six months, withholding on subsequent payments is no longer applicable.  A 
W-2 for 2012 will also be issued.  The withholding rate for 2011 is 4.2% for the Social Security portion 
on a maximum wage base of $106,800 for the first six months and 1.45% for the Medicare portion with 
no maximum wage base.  For 2012, the Social Security rate is 4.2% on a maximum wage base of 
$110,100 and 1.45% for the Medicare portion.  Once compensation (including sick pay) exceeds the 
applicable wage base, no further tax needs to be withheld. 
 

 
SOCIAL SECURITY AND MEDICARE TAX – “EMPLOYER’S SHARE” 

 
As with regular wages, the employer must match the amount of Social Security and Medicare tax 
withheld from sick pay and remit the so-called "employer’s share” of Social Security and Medicare tax to 
the Internal Revenue Service, along with the withheld amount.  The employer's Social Security rate in 
2012 remains at 6.2%.  The employee's rate of 4.2% was temporarily extended until February 29, 2012.  
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Unless legislation is passed to extend this for another year, the previous rate of 6.2% will become 
effective as of March 1st. 
 
Generally, a health and welfare fund is responsible for paying the employer’s share of Social Security and 
Medicare tax unless the fund: 
 

1) withholds the employee’s share of tax; 
 

2) deposits the amount withheld on a timely basis; and 
 

3) notifies the employer as to the amount of sick pay and the amount of Social 
Security and Medicare tax withheld and deposited.  This notice must be provided 
within the time required for the deposit of the employee’s share of the taxes. 

 
If the fund complies with the above, the employer will be responsible for matching the Social Security 
and Medicare tax.  Remember that the notification to the employer must be done on a timely basis. 
 
 

FEDERAL UNEMPLOYMENT TAX 
 
Sick pay payments made within six months following the calendar month in which the recipient last 
worked will be subject to Federal Unemployment Tax.  If the fund is liable for the employer’s share of 
FICA taxes it must report and make quarterly FUTA tax deposits, if required, on the payments.  The fund 
must report amounts paid and taxes deposited annually on Form 940. 
 
A special rule applies to sick pay payments made to employees by a third-party insurer under an 
insurance contract with a multiemployer plan established under a collectively bargained agreement.  If the 
third-party insurer making the payments gives the plan (instead of the employer) the required timely 
notice, then the plan must pay the employer’s part of the Social Security and Medicare taxes and the 
FUTA taxes.  Similarly, if within six (6) business days of the plan’s receipt of the notification, the plan 
gives notice to the employer for whom the employee normally works, the employer (not the plan) must 
pay the employer’s share of the Social Security and Medicare taxes and the FUTA taxes. 
 
 

FORM 941 REPORTING REQUIREMENTS 
 
When a health and welfare fund remits both the employer and employee share of the Social Security and 
Medicare tax, there is no special treatment required on Form 941.  The sick pay is treated as a component 
of compensation.  EXHIBIT 2 is an example Form 941 for a fund (third party) that pays both parts of the 
Social Security and Medicare tax. 
 
When the employer’s share of the Social Security and Medicare tax is not to be paid by the fund, Form 
941 should be filed as shown on EXHIBIT 3.  Line 8 of Form 941 is used to adjust the employer’s share 
of the FICA tax. 
 
EXHIBIT 4 illustrates the employer’s Form 941 when the payment of the “employer’s share” of Social 
Security and Medicare tax is passed on from the welfare fund.  The amount on Line 8 of EXHIBIT 4 
represents the FICA tax withheld from sick pay by the welfare fund.  The net of line 6e minus 8 of 
EXHIBIT 4 represents the “employer’s share” of FICA tax passed on to the employer from the welfare 
fund. 
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ANNUAL REPORTING REQUIREMENTS 

 
If the fund (third party) elects to pay the “employer’s share” of the Social Security and Medicare tax, it 
must give each sick pay recipient a Form W-2 by January 31, 2012.  Also, the fund must submit Copy A 
of Form W-2 along with Form W-3 to the Social Security Administration by February 29, 2012.  These 
forms are prepared as if the fund was the employer. 
 
If the fund passes on the employer’s share of Social Security and Medicare tax to the employer, in 
addition to the timely interim notices previously discussed, it must give that employer certain information 
by January 15, 2012 (See EXHIBIT 5 for a sample transmittal).  For each employee who received sick 
pay during the preceding year, the fund must provide: 
 

a) the employee’s name; 
 

b) the Social Security number of each employee who had any income or Social Security and 
Medicare taxes withheld; 

 
c) the amount of sick pay for each employee; 

 
d) the amount of income tax withheld, if any, and the amount of Social Security and 

Medicare taxes withheld. 
 
The employer must then either include these amounts on the recipient’s Form W-2 or issue a separate 
Form W-2 for these payments and mark the third party sick pay checkbox in Box 13.  If there is any 
income tax withheld on the payments, the employer should show that amount on Lines 2 and 14 of Form 
W-3 and mark the third party sick pay checkbox in Box b of the W-3.  Otherwise, the employer’s annual 
reporting is prepared in the usual fashion (See EXHIBIT 6). 
 
The fund (third party payer) must also file Form W-3 along with a “Recap” W-2.  The W-2 should show 
the following (See EXHIBIT 7): 
 

• total income tax withheld on all sick pay (Box 2); 
 

• total sick pay paid to all recipients during the year (Box 1); 
 

• the total amount of Social Security and Medicare tax withheld from all recipients (Boxes 4 
and 6, respectively): 

 
• the words “Third-Party Sick Pay Recap” (Box e);  
 
• the third party sick pay checkbox (Box 13) must be marked; and 

 
• the total of all sick pay subject to Social Security and Medicare tax (Boxes 3 and 5, 

respectively) 
 
The third party payer attaches the third-party sick pay recap Form W-2 to a separate recap Form W-3, on 
which only boxes b, c, e, f, g, 1,2,3,4,5,6 and 13 are completed.  Enter “Third-Party Sick Pay Recap” in 
box 13.  Box 14 is used by the employer to reflect the withholding remitted by the third party payer 
(Health & Welfare Fund). 
 



DECEMBER 2011                                       LEGACY PROFESSIONALS LLP 
  

4 

All W-3 and W-2 Forms must be filed with the Social Security Administration, Data Operations Center, 
Wilkes-Barre, PA  18769-0001.  If you file by “Certified Mail”, change the zip code to 18769-0002.  If 
you do not use the U.S. Postal Service to deliver your forms, use the following address: 
 
 Social Security Administration 
 Data Operations Center 
 Attn:  W-2 Process 

1150 E. Mountain Drive 
 Wilkes-Barre, PA  18702-7997 
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AMOUNT TO BE WITHHELD 
EXHIBIT 1 
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AMOUNT TO BE WITHHELD 
EXHIBIT 1 CONTINUED 

 
 
 



DECEMBER 2011                                       LEGACY PROFESSIONALS LLP 
 

7 

THIRD PARTY PAYS BOTH PARTS OF FICA TAX 
EXHIBIT 2 
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THIRD PARTY PAYS BOTH PARTS OF FICA TAX 
EXHIBIT 2 CONTINUED 
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THIRD PARTY DOES NOT PAY EMPLOYER'S SHARE OF FICA TAX 
EXHIBIT 3 
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THIRD PARTY DOES NOT PAY EMPLOYER'S SHARE OF FICA TAX 
EXHIBIT 3 CONTINUED 
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EMPLOYER PAYS EMPLOYER'S SHARE OF FICA TAX 
EXHIBIT 4 
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EMPLOYER PAYS EMPLOYER'S SHARE OF FICA TAX 
EXHIBIT 4 CONTINUED 
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EXHIBIT 5 - ANNUAL LETTER TO EMPLOYER LISTING SICK BENEFITS PAID 

 
 

XYZ HEALTH AND WELFARE FUND 
1 NORTH SECOND AVENUE 
CHICAGO, ILLINOIS 60602 

 
 
 
 
 
 
January 10, 2012 
 
 
ACE Construction Co. 
3 West Third Avenue  
Chicago, IL 60603 
 
Gentlemen: 
 
During the past year, we have paid disability payments and withheld the indicated taxes on some of your 
employees as detailed on the attached listing.  We are required to give you this information so that you 
can include these amounts on the employee's Form W-2.  You should refer to the Form W-2 and W-3 
instructions to determine the proper reporting requirement for these amounts. 
 
Your tax advisor should be consulted for any questions you may have concerning this matter. 
 
Sincerely, 
 
 
 
John Doe 
Board of Trustees 
XYZ Health and Welfare Fund 
 
 
Enclosure 
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EXHIBIT 5 (cont.) - ANNUAL LETTER TO EMPLOYER LISTING SICK BENEFITS PAID 
(Page 2 of 2) 

 
 
 
 

STATEMENT OF DISABILITY 
 

PAYMENTS MADE TO EMPLOYEES OF 
 

ACE Construction Co.  
 

YEAR ENDED DECEMBER 31, 2012 
 
 
 
 

EMPLOYEE 
NAME 

SOCIAL 
SECURITY 
NUMBER 

TOTAL 
SICK 
PAY 

FEDERAL 
INCOME 

TAX 
WITHHELD 

SOCIAL 
SECURITY 

TAX 
WITHHELD 

MEDICARE 
TAX 

WITHHELD 

James Clark 721-98-7654 $  4,000.00 $    250.00 $   168.00* $    58.00
Joseph Smith 321-45-7890 10,500.00 2,000.00 441.00* 152.25
Kathy Jackson 351-47-6541     7,800.00       700.00      327.60*      113.10
 Total $22,300.00 $ 2,950.00 $936.60 $  323.35

 
*Temporary extension until February 29, 2012.  The social security rate might increase to 6.2% 
from the current 4.2%.  Please check our website for updated information. 
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EMPLOYER REPORTING REQUIREMENTS 
EXHIBIT 6 

 
 

 
 
 X 

    

 
 

2 
 

    
 
 
       36-5675675 

 
 

40000.00 
 
         40000.00 

                            X 
 
8000.00 
 
1680.00 

ACE  
 
  3 West Third Ave. 
  Chicago, IL  60603 

Construction Co.           
          40000.00 

  
  580.00 

     
 
 
 
1000.00 

 
 

John Doe,  

 
 
Comptroller 

 
 
      (312) 222-3159 
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EMPLOYER REPORTING REQUIREMENTS - SEPARATE W-2s 
EXHIBIT 6 CONTINUED 

 
 

    777-88-9999   REGULAR WAGES 
 
             36-5675675            30000.00    7000.00 
         
  ACE Construction Co.                   30000.00    1260.00 
              30000.00      435.00   
        3 West Third Avenue     
      Chicago, IL 60603       

         
 

   Thomas  Smith 
 
    4 East Fourth Avenue 
    Chicago, IL 60604 
 
 
 
 
IL           30000.00         900.00 
 
 
 
 
 

 
    777-88-9999   SICK PAY 

 
36-5675675         10000.00  1000.00 
      

              10000.00    420.00 
         
    ACE Construction Co.                 10000.00    145.00   
    3 West Third Avenue           
     Chicago, IL 60603 
 
 
 
 Thomas  Smith 
                  X    
     4 East Fourth Avenue      
     Chicago, IL  60604      THIRD PARTY 
            SICK PAY 
 
 IL        10000.0 
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THIRD PARTY REPORTING REQUIREMENTS 
EXHIBIT 7 

     
 
 
 
        X 
 
                 X 
              1   10000.00     1000.00 
 
36-3453453    10000.00       420.00 
 
 XYZ Welfare Fund  10000.00       145.00 
 
 1 South Second Avenue 
 Chicago, IL 60602 
 
 
      
              Third Party Sick Pay Recap 
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THIRD PARTY REPORTING REQUIREMENTS 
EXHIBIT 7 CONTINUED 

 
 
 
 
    36-3453453   10000.00       1000.00 
         
 XYZ Welfare Fund     10000.00         420.00 
         
 1 South Second Avenue    10000.00         145.00 
 Chicago, IL 60602 
 
    
          
   Third-Party Sick Pay Recap 
  
            X 
 
 
 
 
 
 
 
 
 
 
 
 


