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           19 February 2008
MEMORANDUM FOR All State Civil Service Employees and State Active Duty Service Members

SUBJECT:  State Personnel Programs Policy Memorandum # 2008-03
                    Military Leave Payments
1. The referenced payroll letter
 announced tax changes for employees/service members who receive military leave payments (payment type 7). Military leave payments issued by the State Controller's Office (SCO) on or after January 1, 2008 will no longer be subject to Federal, California State, Social Security, Medicare, and State Disability Insurance (SDI) tax withholding by the SCO and will not be reported on Form W-2, Wage and Tax Statement. These payments are reportable income and will be reported on the Internal Revenue Service (IRS) Form 1099-MISC effective with the 2008 tax year. 
2. Military leave payments are considered income and are reported to the IRS. As such, the payments may be taxable, and employees/service members are encouraged to seek the services of a tax professional for assistance with the reporting of income, the filing of tax returns, and the payment of the applicable taxes. Employees and service members working for the State of California and residing in other states may be subject to state tax withholding based on the laws of the state in which they reside. 

3. The IRS released an IRS Newsroom Article entitled “Employers with Employees in a Combat Zone,” which answers many questions regarding military leave payments. The IRS URL is located at:  http://www.irs.gov/newsroom/article/0,,id=129833,00.html 
4.  With respect to military leave payments made to an employee or service member on or after January 1, 2008, pre-tax deductions such as the 401(k), 457, 403(b), and retirement buy-back deductions cannot be withheld from these payments. These deductions will automatically resume when the employee/service member returns to active pay status. Employees and service members enrolled to have pretax benefit deductions made to pay for benefits such as health, dental, and vision care will retain their benefits, but the benefit codes will be changed to reflect after-tax benefit deductions. No action by agencies, campuses, or employees/service members is necessary to effect these changes. 

5. The Department of Personnel Administration (DPA) has released a revised Military Leave Work Sheet with instructions. Employees and service members currently on military leave do not need to submit a new worksheet. The SCO will automatically compute the new adjusted net salary beginning with military leave payments issued on/after January 1, 2008. 

6. The revised Military Leave Work Sheet is to be used beginning 1 January 2008 for employees and service members who are newly eligible to receive military leave pay, who are deployed on a new military tour, or who wish to change their current Military Leave Work Sheet information. 

CAJS-J1-SP

SUBJECT:  State Personnel Programs Policy Memorandum # 2008-03
                    Military Leave Payments

7. If you have any questions regarding Military Leave Payments, please call Ms Barbara Appel (916) 854-3717 (State Civil Service) or CW5 Vance (916) 854-3077 (State Active Duty).

FOR THE DIRECTOR, JOINT STAFF:







Dave Tollefson (19 Feb 08)






DAVID T. TOLLEFSON







CW4, USAR, Retired







Director, State Personnel Programs

DISTRIBUTION:

A, F and M

� REFERNCE: State Controller’s Office Payroll Letter # 07-020 dated 29 November 2007.








