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Supersedes:  New
Applies To:  System Office and Colleges

Procedure Responsibility:  Office of Business Services

Incentives to Participants

Section 5.13.1  -  General 

Section 5.13.2  -  Authorizations

Section 5.13.3  -  Cash Payments to Participants
Section 5.13.4  -  Cash Equivalent Payments to Participants
Section 5.13.5  -  Other Incentives to Participants
Section 5.13.6  -  Confidentiality - Request for W-9 Exception
Section 5.13.7  -  Example - Disbursement Log
Section 5.13.1 – General -- Payment to Study/Project Participants
Periodically KCTCS may find it necessary to recruit participants in order to carry out study and/or research projects. In order to accomplish the goals of the project an incentive or payment may be offered to encourage participation.  Such incentive payments are taxable to participants and must be made in accordance with Internal Revenue Service (IRS) requirements and KCTCS policies and procedures for taxable payments. Payments to individuals must be supported with proper documentation.  All individuals are required to complete applicable tax forms, i.e., W9. The Internal Revenue Service (IRS) requires organizations making payments (such as for participation in a study/research project) totaling $600 or more paid to an individual during a calendar year be reported on Form 1099-MISC, Miscellaneous Income.  

The individual project manager is responsible for maintaining detailed records for each participant and each incentive/payment for audit purposes.

The IRS has ruled that items given with a value exceeding $100 cannot be considered de minimis.  Nor can cash or cash equivalent payments that are intended as a wage be considered as de minimis.   Note: De minimis is defined by the IRS as a benefit, considering the value and frequency with which it is provided, so small as to make accounting for it unreasonable or impractical.   The benefit to the participant must also not be with any regular frequency, e.g., the benefit to the participant must be occasional or of unusual frequency.

Where the benefit is too large to be considered de minimis (e.g. $100 or more), the entire value of the benefit is considered taxable, not just the excess over the de minimis amount.  Whether an item or service is de minimis depends on the facts and circumstances.  
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Further, payments to participants must not be for situations considered as “work” within an employer/employee relationship.  According to IRS Publication 1779, if the situation is such that any of the following criteria are met, then the situation is to be treated as employment and participants shall be paid through the payroll process. In such instances persons are required to complete applicable employment and tax forms (i.e., I9, K4, W4, etc). 
These criteria include, but are not limited to the following: 
1) the materials, equipment, tools, etc. necessary to perform the activity are provided by the employer; 
2) the activity is coordinated by the employer (college) in some manner; 
3) a report to the employer is made on the activity; 
4) persons are complying with instructions about when, where and how an activity is to be performed; 
5) the activity is a continual or repeated relationship and not random or occasional; and 
6) business/travel expenses are paid.  
If a participant is a current or former KCTCS employee, incentive payments shall be considered taxable to the employee and are to be paid through payroll. If the incentive payment is deemed taxable the value of the incentive shall be recorded in the KCTCS payroll system with appropriate taxes withheld and paid via payroll.  Payments of this type will be recorded on the employee’s W-2 Form. 
The individual project manager is responsible for maintaining detailed records for the employee and issuing appropriate one-time payment forms, or other documentation to the college human resources and payroll offices to generate the payment.

Note: Please consult with the KCTCS Office of Business Services prior to making any incentive payment involving a KCTCS employee.
Section 5.13.2 – Authorizations 

To ensure KCTCS’ compliance with IRS requirements and KCTCS policies and procedures all incentives regardless of type -- cash, cash equivalent such as a gift certificate/card, or other non-cash item -- must be coordinated in advance through the college’s business office and authorized by the KCTCS System Director of Business Services.  Request for payment approval must be prior to the notification of payment of an incentive(s) to the participant(s).
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Section 5.13.3 – Cash Payments to Participants
To provide maximum flexibility an imprest account may be established to pay participants. Payments to participants may be paid using temporary imprest cash with proper documentation. Please see Business Procedure 3.6 Imprest Cash Funds for specifics on imprest cash.  The documentation that must be submitted with an imprest cash reimbursement request to pay cash incentives to participants is dependent upon the individual payment amount to the participant(s). Requirements are as follows:

· $0-$20: receipts signed by the participants acknowledging payment, W-9 recommended, but required only if total payments during the calendar year will exceed $600 

· $21-$100: receipts signed by the participants acknowledging payment, W-9 strongly recommended, but required only if total payments during the calendar year will exceed $600 

· Over $101: cannot be paid with imprest cash funds unless authorized in writing from the KCTCS System Director of Business Services; receipts, W-9 required for each participant and Check Request required for each payment. 
Note: The project manager and each person handling cash in association with the project shall prior to being approved for the use of the imprest cash fund shall complete and sign an acknowledgement of KCTCS and local college cash handling procedures.  

Further, the manager shall for audit purposes develop and maintain a disbursement log, requiring each participant to sign and date the log upon receipt of the incentive.  Included in the disbursement log shall be the name of the project, the participant’s name (printed and written legibly), the type/purpose of the incentive, amount of cash incentive, e.g., $20 cash.  Please see Section 5.13.7 for a Disbursement Log example. 
The manager for the project must be diligent and record all payments to participants and keep track of the total payments expected for any individual participant during a calendar year. If this total exceeds $600, a W-9 must be submitted prior to the reimbursement documentation outlined above.  Similarly, the project manager must be tracking the frequency of participants receiving benefits as a participant.  The manager must also inform all participants in writing that they are required to report all incentive payments received for participation in the project to the IRS as taxable income. 
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Section 5.13.4 – Cash Equivalent Payments to Participants 
The documentation that must be submitted with a request to pay cash equivalent incentives to participants is dependent upon the individual payment amount to the participant(s). Gift card and/or certificates are generally considered cash equivalents. Only those cards or certificates that can be applied to one type of item would be considered non-cash and could be tax-exempt as de minimis (i.e., voucher to purchase/download 5 I-tunes from the web).  The requirements for cash equivalents given to participants are as follows:

· Cards or certificates in the amount or value of $0-$20: receipts signed by the participants acknowledging payment, W-9 recommended, but required only if total payments during the calendar year will exceed $600 

· Cards or certificates in the amount or value of $21-$100: receipts signed by the participants acknowledging payment, W-9 strongly recommended, but required only if total payments during the calendar year will exceed $600 

· Over $101: cannot be paid with imprest cash funds unless authorized in writing from the KCTCS System Director of Business Services, receipts, W-9 required for each participant, and Check Request required for each payment. 

Note: For purposes of this procedure, cash equivalents (gift cards and/or certificates) shall be treated the same as cash.  Therefore, the project manager and each person handling cash equivalents (gift cards and/or certificates) in association with the project shall, prior to being approved to purchase the cash equivalents as incentives shall complete and sign an acknowledgement of KCTCS and local college cash handling procedures.  
The project manager shall for audit purposes develop and maintain a disbursement log, requiring each participant to sign and date the log upon receipt of the incentive.  Included in the disbursement log shall be the name of the project, the participant’s name (printed and written legibly), the type/purpose of the incentive, amount of cash incentive (e.g., $20 gift card from Wal-Mart), and signature of the receipt of the payment.  Please see Section 5.13.7 for a Disbursement Log example.
The project manager for the project must be diligent and record all payments to participants and keep track of the total payments expected for any individual participant during a calendar year. If this total exceeds $600, a W-9 must be submitted prior to the reimbursement documentation outlined above.  Similarly, the project manager must be tracking the frequency of participants receiving benefits as a participant.  The project
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manager must also inform all participants in writing that they are required to report all incentive payments whether cash or cash equivalent received for participation in the project to the IRS as taxable income.
Gift certificates and/or cards may be purchased with a KCTCS ProCard only with advance written approval by the KCTCS System Director of Business Services.  The request to purchase gift certificates and/or cards must detail the use, source of funds, amount of each card to be purchased, amount of cards to be purchased in total number and dollar value, the vendor from which the card(s) will be purchased, and any additional information requested to help develop the appropriate audit trail for purchasing gift certificates and/or cards.   
Any gift certificates and/or cards purchased but not awarded to participants must be reported to the college’s business office for instruction as to proper dissolution.  When and where possible the card/certificate should be returned to the vendor for credit.  Note: Cards and/or certificates are not to be used to purchases supplies or equipment for the unit.  Such use can result in false reporting to the grantor, equipment not being inventoried, inappropriate and non-approved commodities being purchased, etc.
Section 5.13.5 – Other Incentives to Participants
The documentation that must be submitted with a request to pay non-cash incentives to participants is dependent upon the individual cost of the incentive to the participant(s).  Non-cash incentives should be de minimis (see Section 5.13.1).  An example might be a T-shirt with the college name or logo or some other college related commodity or some benefit to the participant that is offered on occasion versus a regular frequency.  The benefit to the participant cannot be disguised compensation. 

Requirements are as follows:

· Commodities in the amount or value of $0-$20: receipts signed by the participants acknowledging payment, W-9 required only if total payments during the calendar year will exceed $600 

· Commodities in the amount or value of in the amount of $21-$100: receipts signed by the participants acknowledging payment, W-9 strongly recommended, but required only if total payments during the calendar year will exceed $600 

· Over $101: cannot be paid with imprest cash funds unless authorized in writing from the KCTCS System Director of Business Services; receipts, W-9 required for each participant and Check Request required for each payment. 
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Note: For purposes of this procedure the awarding of non-cash incentives shall be treated the same as handling cash and cash equivalents, including the use of applicable controls and safeguards.  Therefore, the project manager and each person handling non-cash incentives shall complete and sign an acknowledgement of KCTCS and local college cash handling procedures prior to being approved to purchase the non-cash incentives for the project.
The project manager shall for audit purposes develop and maintain a disbursement log, requiring each participant to sign and date the log upon receipt of the incentive.  Included in the disbursement log shall be the name of the project, the participant’s name (printed and written legibly), the type/purpose of the incentive, amount of the incentive (e.g., purchase price) and signature of the receipt of the payment.  Please see Section 5.13.7 for a Disbursement Log example.
The manager for the project must be diligent and record all payments to participants and keep track of the total payments expected for any individual participant during a calendar year. If this total exceeds $600, a W-9 must be submitted prior to the reimbursement documentation outlined above.  Similarly, the project manager must be tracking the frequency of participants receiving benefits as a participant.  The project manager must also inform all participants in writing that they may need to the report the non-cash incentive received for participation in the project to the IRS as taxable income. 

Commodities used as incentive may be purchased with a KCTCS ProCard with advance approval by the KCTCS System Director of Business Services.  The request to purchase commodities as incentives must detail the use, source of funds, amount of each incentive to be purchased, number of incentives to be purchased in total and dollar value, the vendor from which the commodities will be purchased, and any additional information requested to help develop the appropriate audit trail for purchasing the commodity as an incentive.   

Section 5.13.6 - Confidentiality - Request for W-9 Exception
An exception to the requirement to submit a W-9 and/or other identifying information about an individual participant may be granted if the project/study is of a highly sensitive nature and a statement of confidentiality is required by the project and has been secured in advance. If an exception is desired, the project manager must submit a formal written request to the KCTCS System Director of Business Services.   The request shall be reviewed by the college’s business office prior to being submitted to the KCTCS System Director of Business Services.   
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The request for an exception should include the following:

1) A copy of the statement of confidentiality as required by the project; 
2) The chartstring as indicated in KCTCS’ financial system, for which the statement of confidentiality was obtained; 
3) A sample copy of the written notification of IRS reporting requirements to be distributed to all participants; 
4) A written plan outlining how the manager will maintain appropriate participant records (e.g., name, address, social security number, payment dates and amounts received), as well as the method to be used by the manager to cross reference participant records with the “coded identifiers” to be assigned for the reimbursement process; 
6) A detailed budget indicating the number and dollar amount(s) of payments to be issued demonstrating how he/she arrived at the total amount of funds being used; and,
7)
The entire packet should include a cover letter containing the signature of the manager, the appropriate College Dean, and the College President, indicating that all parties have reviewed the packet. 
The project manager is responsible for maintaining detailed records for each participant and each payment issued for audit purposes.  All other conditions as noted in sections 5.13.3, 5.13.4, and 5.13.5 apply.
Section 5.13.7 – Example Disbursement Log

The disbursement log should contain at a minimum the following information:

· Date

· Participant’s SS# or TIN

· Printed Name (Legibly Written)

· Signature

· Complete Mailing Address

· Phone Number

· Type of Payment (Cash Amount, Gift Card Amount, or Other Items Listed with Amount)

· Total Value

· Reason for Payment
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End of Procedure  

KCTCS offers equal education and employment opportunities M/F/D
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