Terminate an Employee 


TERMINATE AN EMPLOYEE
This process allows you to Terminate an Employee from the Payroll system.

Tax regulations can change often, so it is in your own interests to check the ATO web (www.ato.gov.au) site regularly and make the necessary changes in the system to reflect those changes before you process any redundancies or terminations.

The figures displayed in the following pages – pamParam and pamAccrualType reflect examples of correct data for the year ended June 2009.  
pamParam – Payroll Parameters in the Payroll Maintenance Menu.
Employment Termination Payments

Age Limit - This is the Age Limit used to determine which rate to use when calculating the tax to be withheld from taxable ETP amounts below the ETP Cap.

If the Employee is below this age limit then tax is withheld at the rate defined in the Tax % Under Age Limit question.  If the Employee is on or above this age limit then tax is withheld at the rate defined in the Tax % Age Limit & Over question.

ETP Cap – This is the amount below which non Death Benefit ETP’s are taxed at the Under Cap rates.

The amount of Non Death Benefit ETP’s up to this cap will be taxed at the Tax % Under Age Limit if they are below the Age Limit.  If they are on or over the Age Limit the amount will be taxed at the Tax % Limit or over rate.

Non-transitional ETPs are taxed at the Tax % Over Cap rate for amounts that exceed this cap.

Transitional ETPs are taxed at the Tax % Between ETP and Transitional Cap rate for amounts that exceed this cap up to the Transitional Cap.  Amounts that exceed the Transitional Cap are taxed at the Tax % Over Cap rate.

ETP Death Cap - This is the amount below which Death Benefit ETP's are taxed at the Under Cap rates.

Trustee type death benefit ETPs have no tax withheld from them.

Dependant type death benefit ETPs will be tax free up to this limit.

Death Benefits to parties other than a Trustee or Dependant will be taxed at the Tax % Under Age Limit or Tax % Age Limit or Over depending on the age of the Employee.

Non-trustee Death Benefit ETP's are taxed at the Tax % Over Cap for the amount of ETP exceeding this cap.

Transitional Cap - For Transitional ETPs this is the cap on the reduced tax rate.  Amounts above the ETP Cap up to this Transitional Cap are taxed at the Tax % Between ETP and Transitional Cap rate.

Amounts over this cap are taxed at the Tax % Over Cap.

This field is not used in the calculation of tax for non Transitional ETPs.

Tax % under Age Limit - For all ETPs except Trustee or Dependant Death Benefits, this is the rate of tax used for amounts under the ETP Cap if the Employee is under the Age Limit specified above.

Tax % Age Limit & Over - For all ETPs except Trustee or Dependant Death Benefits, this is the rate of tax used for amounts under the ETP Cap if the Employee is on or over the Age Limit specified above.

Tax % over Cap - For Transitional ETPs, this is the tax rate used for amounts above the Transitional Cap.

For non-Transitional ETPs, this is the tax rate used for amounts above the ETP Cap.

The exception to this is Trustee Death Benefit ETPs which do not have any tax withheld.

Tax % between ETP & Transitional Cap - For Transitional ETPs this is the tax rate used for amounts over the ETP Cap up to the Transitional Cap.

This rate is not used for non-Transitional ETPs.

Redundancy and Leave Payouts
Redundancy Base Limit and Redundancy per Year Limit

These fields are used to calculate the maximum redundancy payment for an Employee.  The maximum redundancy for an Employee is calculated as: 

RBL + (Y * RPYL)

Where:

RBL is the Redundancy Base Limit

Y is the number of completed years service for this Employee
RPYL is the Redundancy Per Year Limit

Redundancy payments are tax free.  Any redundancy amounts above this limit need to be included as ETP payments.
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Figure 1: Payroll Parameters – 

Figures quoted in Figure 1 above are correct for the period ending June 2009. Check with the ATO to make sure these figures are still relevant for the current period.
pamAccrualType – Payroll Accrual types in the Payroll Maintenance Menu
Each Payroll Accrual has an option Termination Payout Type.

This must be set to either: 
Annual Leave 

Long Service Leave 

Or Other 
This flag affects the calculation of tax on leave payouts and whether a leave type can be directed to an ETP.
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Figure 2: Payroll Accrual Types
TERMINATE AN EMPLOYEE

After all ATO changes relating to Terminations and Redundancies have been recorded in the system you are then ready to process a Termination.

To finalise the termination, a payroll must be generated, paying before or up to the nominated termination date.  Once this has happened, subsequent payroll generations will not include this Employee.
Fields indicated as mandatory (Red Label, eg. Employee Code, Date Terminated, Termination Reason etc) require data input, where other fields indicated with a Black label do not necessarily require data input, but these fields can be changed if required.

To access Help for all fields – position cursor in the field and press F1 or click on [image: image3.png]


Help button.

To access Search for fields that have Search available – position cursor in the field, Click on [image: image4.png]Search



Search Button, or right click and select Search option. 

· Employee Code – This is the code for the Employee for whom you are entering the Payroll termination information. This entry must already exist on the Employees file which is maintained by the pamEmpMaint - Employee Details process in the Payroll Maintenance Menu.  
· Tax Weeks – Multiplier – This figure is used as a multiplication factor for the system to automatically calculate P.A.Y.E tax for this Employee, and is defined by the Tax Office for normal rates of pay to bring their earnings back to a weekly equivalent figure. For example, for weekly and fortnightly pay periods, this figure is 1, but for monthly pay periods is defined as 3. Refer to the Tax Office document Calculation of P.A.Y.E Taxation by Formula for more details.
· Tax Weeks – Divisor – This figure is used as a division factor for the system to automatically calculate P.A.Y.E tax for this Employee, and is defined by the Tax Office for normal rates of pay to bring their earnings back to a weekly equivalent figure. For example, for weekly pay periods this should be 1, for fortnightly pay periods a 2, and for monthly pay periods is defined as 13. Refer to the Tax Office document Calculation of P.A.Y.E Taxation by Formula for more details.
· Banking – Multiplier - This figure is used as a multiplication factor for the system to automatically calculate any standard additions and deductions associated with this Employee. For example, if you have standard additions and deductions entered which have weekly amounts against them, but this Employee is being paid 3 weeks pay, you would want to increase these weekly amounts by a factor of three. This could be achieved by entering a 3 in this field.
· Banking – Divisor – This is a division factor to be used when automatically calculating addition and deduction amounts associated with this Employee. For example, if you have standard deductions set up for a fortnightly pay period, and for some reason you are doing a special pay for a single week, then you would indicate a 2 in this field, which would effectively halve the normal amounts (which pertain to a fortnight rather than a week).
TERMINATION DETAILS TAB

· Date Terminated – Enter the date the Employee was terminated on.

· Termination Reason – Select the Termination Reason from the drop down list of available options.  Termination Reasons are maintained in the pamTerm - Termination Reasons process in the Payroll Maintenance Menu.
· Terminated By - Enter the name of the person who terminated the employment.

· Genuine Redundancy – Tick this option if the characteristics for a Genuine Redundancy have been met :- 

· The Employee must have been dismissed from his job, not left voluntarily.

· The Employee must have been made redundant (where the Employee’s particular work has ceased or tapered off, or the workplace has relocated or closed and
· The dismissal must have occurred before the Employee had to retire (eg. before the age of 65 or before a set period of service)

Otherwise do not tick this option.
· Employment Termination Payment (ETP) – Tick if the Termination is an Employment Termination Payment. 
An ETP is a lump sum payment made to an Employee when they stop working for you.  The ETP will be taxed at different rates depending on your Employee’s age and length of Employment.  For specific details please refer to the ATO publication NAT 71043.  
Following fields are only asked if ETP is ticked: 
· Terminated from Entity – Select the Entity from the drop down list.

· Invalidity – Invalidity is where physical or mental capacity stops an Employee from continuing in their present line of work, forcing them to leave employment early (and in any event, before the age of 65).  

Since 1 July 1994 invalidity has required certification from two qualified medical practitioners.

 otherwise leave this blank of No.
· Expected Retirement Date –Represents that date that the Employee would be expected to retire if they had not had to finish work due to ill-health (invalidity). This might be a compulsory retirement age if this is before the day that the Employee turns 65 years of age, or it might be the end of a contract period (when employment would generally cease). If you have no other basis to select a date, use the date of the Employee’s 65th birthday.
You will notice that if the ETP option is ticked an additional Tab appears in the table.  This ETP tab is used to record any/all details relating to the ETP.

· Termination Details – Enter any extra details you wish to record regarding the termination.  Eg. Any background information.
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Figure 3: Termination Details
HOURS WORKED TAB

Hours worked can be included as part of a termination rather than needing a separate pay packet.  If there are no hours worked to be included in the Termination pay, leave the details on this Tab blank and proceed to the next Tab.
· Classification – Select the Code of the Classification that the Employee worked under for the respective period of time. Eg: The Employee may have been working as a manager, or a supervisor, etc. 
Payroll Classifications are maintained by the pamClass – Payroll Classifications process in the Payroll Maintenance Menu. Use the Search facilities to locate a Classification Code if required.

Typically you would have different Classification codes set up for each of these different job types, as it is often the case where certain classifications may be paid at different rates in accordance with job responsibilities or duties.
· Pay Factor – This refers to the actual factor rate at which the Employee worked for the hours being entered here.  Pay Factors are maintained by the pamFactor – Pay Factors Process in the Payroll Maintenance Menu. Use the Search facilities to locate a Pay Factor if required.
Examples of different Pay Factors might include NT for Normal Time or DT for Double Time. 
Each pay factor can be specified to be paid at the award rate rather than the Employee’s amount. If this is the case for the pay factor you are accessing, then the award that the Employee is under must be associated with the classification that has been entered. If the award has no association with the classification then an error message will be shown and you should move back to the classification field, and set up the award/classification association.
· Hours Worked – Enter the actual number of hours that the Employee worked under the Classification and Pay Factor.
· Accrual Date – This field is only required if the Pay Factor being entered is one which reduces and accrual such as Sick or Annual Leave.  The date is only for documentary purposes and should be the actual date that the sick or Annual Leave was taken.
· Charge Entity – This would be the Entity in which the Employee has worked the hours in question.  The amount derived from the calculation involving these hours will be charged to the entity that you enter here at the time of posting the payroll.
· Shift – This field is required when the Shopfloor Control module has been installed on your system. This may be identified by the answer to the Using Online Timecards question in Payroll Parameters. If this module is being used, then shifts may be maintained to represent the different shifts - time periods - which an Employee may work in a day. When entering Employee time details, you may enter the code for the Shift that they worked in this field. This may be used for strictly documentary purposes, or for the purpose of adding in Shift Allowances - extra amounts added to an Employee’s rate of pay if they work a certain shift. See the Shift Maintenance process for more information on shift allowances. The default shift code appearing in this field comes from the Shift Code on the Employees’ record if available.
· Type – Select the type of pay that relates to this line.  This will affect the way that tax is calculated.
NEXT ROW BUTTON – Click the Next Row Button to add another Classification for this pay for this Employee.  Each Classification will be displayed on a separate row in the table on this screen.  

You can delete a Classification from the table by highlighting the row in the table and click on the [image: image6.jpg]


 Delete Current Row button
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Figure 4: Hours Worked
ADDITIONS TAB

· Addition - This is the code of the addition that you wish to give the Employee this payroll run. Additions are maintained by the pamAdd – Payroll Additions process in the Payroll Maintenance Menu.

The Employee may have standard additions set up. If you enter the same addition code as one of the standard additions, then a warning message will be displayed highlighting you to the fact that if you continue and enter the amount, then the amount will actually override the standard addition amount.
· Amount – This is the amount of the addition that the Employee will be receiving.
· Charge Entity - This would be the code for the entity in which the Employee had been doing work when they qualified for this addition. The addition amount entered will be charged to the entity that you enter here.
· Type – This is the type of payment that relates to this addition.  This will affect the way tax is calculated.  Make your selection from the options available in the drop down selection box.
NEXT ROW BUTTON – Click the Next Row Button to add another Addition for this pay for this Employee.  Each Addition will be displayed on a separate line in the table on this screen.  
You can delete an addition from the table by highlighting the row in the table and click on the [image: image8.jpg]


 Delete Current Row button.  
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Figure 5: Additions
DEDUCTIONS TAB

· Deduction - This is the code of the deduction that you wish to subtract from the Employees wage for this payroll run. Deductions are maintained by the pamDed – Maintain Payroll Deductions process in the Payroll Maintenance Menu.

The Employee may have standard deductions set up. If you enter the same deduction code as one of the standard deductions, then a warning message will be displayed alerting you to the fact that if you continue and enter the amount, then the amount will actually override the standard deduction amount.
· Reference – Enter any reference to be included with this deduction if necessary.  

· Percentage – Check if the amount of the deduction is to be a percentage, rather than a Dollar amount.  

· Amount – Enter the amount that will be taken from the Employees wage this payroll run for this deduction.
NEXT ROW BUTTON – Click the Next Row Button to add another Deduction for this pay for this Employee.  Each Deduction will be displayed on a separate line in the table on this screen.  

You can delete a Deduction from the table by highlighting the row in the table and click on the [image: image10.jpg]


 Delete Current Row button.  
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Figure 6: Deductions
LEAVE PAYOUTS TAB
This screen is used to pay out unused accruals. 
A list of accruals for the Employee will be shown along with any current entitlement.  The current entitlement includes unpaid hours from Time Cards, other pay packets and the Hours Worked Tab from this process.  

To select an accrual to pay out, you would select the Payout Factor relating to each accrual, you would then be prompted for a Type.  The Type has a number of options depending on the accruals Payout Type from pamAccrualType – Accrual Types process in the Payroll Maintenance Menu.

If you leave the Payout Factor blank the accrual will not be paid out.
For Annual Leave and Long Service Leave the tax is calculated using the method described in the ATO document NAT 3032.
· Payout Factor – If you wish to pay out an accrual, select the factor from the drop down list of options for the nominated accrual.  
If you are paying out an accrual other than Annual Leave or Long Service Leave, and this termination is not an ETP, then Normal is the only option available for the Payout Type.
· Payout Type – Select the Payout Type from the drop down list.  This is for the type of payout applicable to this Accrual.  

The Type has a number of options depending on the accruals Payout Type from pamAccrualType – Accrual Types process in the Payroll Maintenance Menu.
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Figure 7: Leave Payouts
ETP TAB
This screen will only display if the Employment Termination Payment (ETP) is selected on the Termination Details Tab in this process.
· Transitional Payment – if this ETP falls into the Transitional Arrangements defined by the ATO then select this option.  If it is not a Transitional Arrangement ETP do not select this option.
Refer to ATO guidelines if you are not sure.

If this ETP is not a Transitional Payment and is a Death Benefit the following fields are prompted;
· Type of Benefit – Select the type of Benefit from the drop down list.

If this ETP is a Transitional Payment the following fields are prompted.  

· ETP Complete – Check if this ETP is to be marked as complete.  This is only asked for transitional ETP’s.
· Pre-July 1983 Days – This is the amount of days the Employee worked up to and including 30th June 1983.  If the Employee’s start date was after 30th June 1983 this field should be zero.  
The portion of the ETP relating to an Employee’s service before July 1983 is tax free.

· Post-June 1983 Days – This is the number of days that the Employee worked on or after 1st July 1983.  If the Employee started working after 1st July 1983 then this number will be the total number of days the Employee has worked.  The number will default based on the Employee’s start date and termination date, but can be modified if necessary. 
The portion of the ETP relating to the Employee’s service after June 1983 is considered taxable.  The amount of tax taken depends on the Employees age and whether this ETP is a Death Benefit or Transitional Type.
· Invalidity Days – If the ETP is not related to Invalidity, this number should be zero.  If the ETP is related to invalidity, this is the number of days after termination date up to and including the Expected Retirement Date. The portion of the ETP relating to the Invalidity days is not taxable.
· Pre-July 1983 Component - This is the amount of ETP that relates to the part of the eligible service period that occurred prior to 1 July 1983.  Amounts relating to this period are not taxable.  
· Post-June 1983 Untaxed – This is the amount of ETP that relates to the part of the eligible service period that occurred after 30th June 1983.  Tax may be withheld from this amount.  The amount of tax depends on whether the ETP is a Death Benefit, Transitional Payment or Other ETP.
· Post-June 1984 Invalidity – This is the amount of the ETP that relates to future service foregone due to Invalidity.  If the ETP is not Invalidity this amount should be zero.
· Direct to Super – This is only asked if this is a Transitional ETP.
Transitional Payments have the option to direct all or part of the ETP to one or more Superannuation Funds.  If you select this option, a table will display where you can enter the details of the Super funds to receive a portion of this ETP.
You will only be able to fill in these fields once you receive the completed “Transitional termination payment pre-payment statement” back from your Employee.

You will only see a Super Deduction in this table where the Employee has contributed to the Super Fund set up in pamEmpMaint – Employee Details process in the Payroll Maintenance Menu by way of a Payroll Deduction that has been set up in pamDed – Payroll Deductions in the Payroll Maintenance Menu and that Deduction must have the super fund code against it.
The total of the Taxable and Tax Free amounts cannot exceed the total Taxable and Tax Free amounts for the ETP.
· Tax Withheld – This is calculated automatically based on the taxable component.  The amount calculated will depend on whether it’s a Death Benefit, Transitional or other ETP.  
You may override the calculated amount if necessary.  However, if you then go back and change one of the components that after the tax calculation, the tax will be recalculated.
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Figure 8: ETP with Transitional Payment - ETP Complete and Direct to super selected
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Figure 9: ETP with Death Benefit

Click Save button.

To finalise the termination, a payroll must be generated from the process pamGeneration – Generate a Pay process from the Transactions - Pay Master Functions Menu, paying before or up to the nominated termination date. 
The Payroll must then be posted via the process patPostPay - Payroll Journal Post process from the Transactions - Pay Master Functions Menu.  Once this has happened, subsequent payroll generations will not include this Employee.

If you have copies of any forms etc. associated with the termination you should scan and record with appropriate notation types against the Employee on the pamEmpMaint – Employee Details process, Note Log section.
PAYG PAYMENT SUMMARY FORM

Under PAYG withholding you must give each of your Employees, workers and other payees a PAYG Summary showing the payments you have made to them and the amounts you withheld from those payments during a financial year.

To print a PAYG Payment Summary, navigate to the paoPAYGPrint – Print PAYG Payment Summaries process.
Following is an extract from the Australian Taxation Office – Guide for Employers – Employment Termination Payments – NAT71043

“When do I need to complete a PAYG Summary?
A PAYG payment summary – employment termination payment (NAT 70868) is necessary when you pay an ETP that requires tax to be withheld or is paid to a trustee of a deceased estate.  The payment summary shows the taxable and tax-free components of the ETP.
If you are completing a PAYG Payment Summary, you must:

· give a copy to your employee, or the trustee of the deceased estate if applicable, within 14 days of payment
· retain a copy for your own records
· send the amount withheld to us with your PAYG payments
and

· Provide us with the details of the payment in a PAYG withholding payment summary annual report.

If you must pay the ETP to the trustee of a deceased estate, do not withhold any amount.

You do not have to complete a PAYG payment summary – employment termination payment (NAT 70868) for an ETP paid to an individual (including a dependant of the deceased) if an amount is not required to be withheld. For example, if the whole payment is tax-free.”
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