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EDUCATIONAL BULLETIN:

When are Payments for Vacation and Compensatory Time Considered
Earnings for WRS Purposes?

A recurring question raised during employer fraining sessions and through the Employer
Communication Center has been whether payments for vacation, sick leave and compensatory
fime are earnings for Wisconsin Refirement System (WRS) purposes. The short answer is that any
fime vacation, sick leave or compensatory fime is used, the respective payment is WRS earnings
and reportable to the year when paid. However, when payment is received in lieu of the time
being used, the payment may or may not be WRS earnings, depending upon the circumstances.

Below are frequently asked questions pertaining to the determination of compensatory time
payments as WRS earnings. In addition, the chart attached to this Bulletin identifies some of the
more common situations pertaining to payment for vacation, sick leave and compensatory time
and provides guidance on determining whether the payment is WRS reportable. The information
contained within this Bulletin is meant to provide clarification of the topic as discussed in the WRS
Administration Manual (ET-1127).

The attached chart does not cover every scenario pertaining to the use and payment of vaca-
fion and compensatory time. Exceptions to those in the chart must be reviewed on a case-
by-case basis by contacting the Employer Communication Center toll free at (888) 681-3952 or
locally at (608) 264-7900.

Frequently Asked Questions Regarding Compensatory Time Related Payments

1. Does compensatory time have to be used or paid out within the same annual earnings period
in which it was earned to be considered WRS earnings?

No. Compensatory time does not need to be used or paid out within the same annual earn-
ings period in which it was earned to be considered WRS earnings. Payments for used com-
pensatory time will always be reportable and will be reportable to the annual earnings period
in which the payment was made. In cases where the employee takes cash in lieu of the
compensatory time, the payment will be reportable to the annual earnings period in which it
was earned, which may result in inferest assessment per Wis. Stat. § 40.06 (5).

2. Is specific compensatory time payout language needed in the collective bargaining agree-
ment for it to be considered WRS earnings?

No. Specific language does not need to be added to Collective Bargaining Agreements for

it fo be considered WRS reportable earnings. However, it may be prudent to include language
requiring that employees use any accrued compensatory time or it will be paid out roufinely
(such as at year’s end). Instituting such a policy will eliminate the potential for employers

being subject to late interest assessments on the payment. Payment for unused compensatory
fime accrued in a previous annual earnings period must be reported to the year the compen-
satory time was earned, resulting in a late reported interest assessment per Wis. Stat. § 40.06 (5).

ET-1121
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3. Do compensatory time payments have to be “made routinely” to be considered WRS earnings
and, if so, what does routinely mean?

That depends on the circumstances. Payment for unused compensatory time must be report-
ed fo the year earned, so if there is a policy of making routine payment for unused, accrued
compensatory time the payment will always occur in the annual earnings period in which it
was earned, since ETF inferprets “routinely” to mean any regular interval (e.g., quarterly, semi-
annually), but at least annually.

An exception occurs when a lump sum payment for accumulated compensatory fime is made
due to termination. Payments made due to fermination are only WRS reportable if the employ-
er has a broadly applicable policy mandating routine payment for unused time. If there is no
such policy, and the compensatory time is unused and paid out solely due to termination, the
payment is not WRS reportable.

4. Whatis meant by the phrase “...excepft for the employee’s election that part or all of the
amount be used for other purposes...” in the definition of earnings in Wis. Stat. § 40.02 (22) (a)?

ETF interprets that to mean that employees may elect to have some of their earnings diverted
to other uses, such as loan or mortgage payments, long-term care insurance, etfc., rather than
being made directly available to them via payroll check; it is not interpreted as applying to
compensatory time.

5. If compensatory time accumulated in previous years is not used during the annual earnings
period in which it was earned, must it be reported to the annual earnings period in which it was
earned or is it just not WRS reportable?

Refer to the answer to question #3. All used compensatory time is WRS reportable to the year
paid. Unused compensatory time that is converted to cash is WRS reportable to the year it
was earned, since essentially the agreement to accept time in lieu of additional pay has been
reversed. The only time payment for compensatory time is not WRS reportable is when it is paid
out solely due to termination and the employer does not have a policy of routinely paying out
unused leave, per Wis. Stat. § 40.02 (22) (b) 6.

6. When unused compensatory time is converted to cash and reported to the year it was actually
earned, do the employers file a corrected or amended earnings statement for the employee
for that year and, if so, how far are they allowed fo go back in time?

Yes. When an employee’s prior year WRS earnings need adjustment, the employer must subbmit
the proper report. ETF will then invoice the employer for the required contributions plus interest

at the effective rate. An earnings correction is subject to a 7-year statute of limitations that
commences on the date the employee’s benefit is calculated.

7. When unused compensatory time accrued in a previous year is converted to pay and the
employer reports the payment to that previous year, what pay rate does the employer use?

Report the earnings at the rate the compensatory time was paid out, but no less than one and
one-half the rate of pay at the time the service was actually performed.

8. When compensatory time is paid at termination does it extend the termination date?

Used compensatory time would extend the termination date if it were used following the last
day of work per agreement with the employer. If the compensatory time was unused and con-
verted to cash at termination, the ferm date is not extended and the payment is WRS earnings
only if the employer has a policy of routinely paying out accumulated, unused leave.
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