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Legend:
Taxpayer_ = KONE, Int.
Provision Z = Artigle XIi
Dear Mrn Noove:
This is in reply 1o Your request for a rain

certain gmployees of the Texpayer-

Agcording to the
agresmant with a union
rovides for the arcrual and payment

the business.

BY accrual pericd-
which he or she takes time off.

The Union agreement
corporetian ig
Provision zof
pa ents
vacation ihe 8
the vacation paymant is

e

ceruad vacstion pay represents.
divided by the number

NOU 17 28R4 18:89

g conceming the
withholding requirements with respect 10 payments of lump sUMm

information submitted, the T axpayer has
that represents cartain of
of vacation
yacetion pay credit ascording

1 The vacation
s paid in full as
_ The vacation pay aporued from

also contains a prov
tp use when withholding faderal income

federal income 18X
vacation allowances to

entered inta an

#s employees. "Thiis agrsemant

DEY. Under thie agresment, cartain
Yne number of hours worked and the
pay
s lump

jiv}

gum gyment 10
July 1 of one yeaT
jump BUM payment to the

the vacalion payment is
during {het vaicafion”
other wage payments for perieds D

ynder this method, the gross amount of
of weeks of portion of 2 week of

282 237 1208 PAGE.ES



11/17/2084 19:17 2p2-237-1208

LJULNDSAUE @i

i1-17-04  Ud:0%pm FromeLittlar Hendeluon Chao 9123727880 T<g3¢  ?.005/008 F=811

b R-123076-04 2

vacation the accrued vacation pay represents, and the withholding oft that amount e
datermined pased on the Witnholding allowances and the appropriate table for @ weakly
payroll period. OnNoE the weekly withholding amount 15 determined, itls mutiplied by the
number of weeks reprasented hy the gross payment 1o arive at the $atal withholding 80
the vacation payment. In assence, the gropesed withhoiding method on the annual
vacation lump sum payment treats the vgeation payment as @ collection of weeidy
vacation paymants. or regular wage payments, fortax withholding pUPOS8ES and results

in lower averall federal income tay. witnholding than treating the payment 23 8 wage
. peyment for 2 single payroll pefiod. |

you have askad for foul rufings with respect ©© {he praper method for withholding
fadersl income 12xe5 an vacation payments made by he Taxpayer 10 certain of S
emplayess. The requested ru\inqswm pe addressed In furt.

Ruling Request# 1=

Whether the method of withhoelding Faderal inodme taxes detafled in Provision Z of the
Union agreement Is an allowable one. _

Ruling Reay pst #2

Whether the vacation payments made by the Company 1o its Unien gmployses aré
considered ~wages" for purpeses of sectiohs 3402(0(1), (), (3) and (4) of the internal
Revenue Code (‘the Code"), and sections 31 aanghy(1)-1. 31 '3402(h)2)1.
a1.2402(h)3)1 and 31 3402(0)(4)-1 of the Employment Tax Regulations ("the
Regulations’)- ' : _

Ryiings. #1 A¥Z.

: Section 3401(2) of the Cede dafines wages a5 all remuneration for services

performed by &n employee for nis erployer, with nertain specific exceptions which are

not applicable here. “The vascation payments are wages” as fhat term is defined under

section 2404 (s) of the Code, and thus are uyages” for purposss of section 2402(h) of
the Code and the accompanying reguiations. However, the alternative mathods of
withholding authorized undsr secfion 3402(h) of the Caode are only allowed when yeed
as eomprehensive methods for withhalding an all of Bt employse's wages. Tnat is, an

~ employer cannot apply the afternative metheds authorized under gection 3402(h) of the
Coda and the acoompanying reguiations t0 only & portion of an ernployee’s wagse while .

- applyind another method 1o some othar portion of the erployee’'s Wagss: Seetion
3402{h){4) of the Codw allows &0 employer 1o withhnid on wages using any othar
mothod that will require the employer 1o asduct and withnold Lpon such WBges -
substantally the SaMe amount @s would be rgqulired to b deducted and withheld by
applying subsection (8) or (¢) of that gection, The maximum parm‘:ssib\e daviations for
detetmining whaether e grnounts deducted and withhald are < betantially the same for
purposes of section 3402(h)(4} of the Code are detailed gention 31 2402(h)4H (@) of

P
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the Regulations. '
‘gection 31 3402(h)4)-1(8) of tha Regulations cautions that "[aln employer should

thoroughly test 21y mathod which he contemplates using {o ascantan whether it meets
the tolerances prasciibed DY [section a1 3402(h)(4 )1 (a) of the Regulaﬂnns].“ According
o our. understanding the amounis withheid under the withholding methed described in
erovision Z of ihe Unlon agresment do ot meat the maximuin permisaible deviation
standards if compared 1o the methods 0T withholding on supplemental wegas provided
urder section 121 3402(g)-1 of the Regulations of if compared {0 amounts caloulated
pased on A payment for a singlé payroll period. Tha withhalding method described
undar the Union agreement 1s not an allgwable one, 15 not one of the fisted methods
(Code seciion 2402(h)(1) through &) and would fail fhe maximum possibie deviation

{est under secton 2402(h)(#)-

The Unien agreement, in the same provigion that details the praposed

-Wwithholding method, states that the Intent of {hat provision is shat taxes will be withheld

at weekly rates rather than the higher rates for & ump sum payment of vacation pay.’
This is directly contrary to section 31.3402(0)(4)-1(8) of the Regulations: which protibits
an employer from psing “any method, ona of the principal pUrposss of which is 10
consistently produos amounts to be deducted and withheld which are less (though
substantially the same) than the amount required o pe deducted and withheld by
applying saction 3402(a)." The withnolding method proposed py the Union agreement
is notan allowable one under the Code and Regulations. :

Bagues;gd ng‘mg #3:

Whether the vacation pay payments made to the Company's Union employees aré
supplemental WAge payments, and thereforeé subjett to the supplemental wage
withholding rules under section 31 3402(g)-) of the Regulations.

' Rulingd3: The yacation pay paymenta made to the Company's Union
emplayees are supplemental wage payments. These payments ae subject to the
withholding rutes prescribed by gection 31 2402(g)1 of the Regulations. Saction
31.3402(g) (c) of the Regulations provides that the amounts of so-called wacation
aliowances” shall pe subject 10 withholding 88 though they wers reqular wage paymsnis
mads for the pariod cavered by the vacation. ifthe yacation allowance iz paid in

© gddition to the regular wege payment for such period, the rules applicable with respect
s} supplmmental wage payments shall apply to such yacation allowances.

in Rev.Rul. 86-294, 19p8-2 C.B. 458, the service considered whether certaln
payments were treatad 8s supplamantal-wages {or federal income tax withthelding
purposes. I Question 1. employees recalve atthe end cf approximately each 12
monthg' period g lump 8uin payment known as 2 vacation and sick leave allowance. An
armploys® receives this peyrment whather ar nothe or she has been absent from work

because of vacation or lilness. However, in the event of ahgenteeisrn pecause of

vimll 4  rARA 19 1A
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yacation ar liness, tha employee raceives N0 regular pay for ihe paricd of absence:
The nuling concludes that the jump surn paymentis @ supplemental wage payment.

The payments In the instant case are simitar 1o the gupplemental Wage payment
gescribed in question 1 of Rev.Rul. BG-204. An employse recelvas the lump Sul -
yaation sliowence payment from the Taxpayer regardiess of whethar the employee

 takes vacatlon. As In the ruling, N the evert the employes yakes vacation, the

NALL 17 DRRd

employee ECelVEs no regulsr pay for the period of abeence, BRCAWSE the vacation
aliowance heré I paid under gimilar circumstances as the payments in question 1
Rev.Rul. 66294 the vagation allewance paymants by the Taxpayer ars supplemema\
wage payments for Income X withholding purposes-

Therefore, we conglude that the vacation allowance payrhent 5a suppiemental
wage payment. : ‘ .

Raggegﬂgd Ruling #4:

Guidente as to the appropriate withholding methcids avallable to the Taxpayer for the
vacation pay payments. ‘

Ruling # 4.

‘Section 3402(a) of the Code provided that, except S othenise provided in
geclion 3402, every employal making payment of wages ghall deduct and witithold upoh
such wages 8 1% determined In acoordancs with tables of computatianal proceduras
rescribed by the Secratary. section 3402 speclﬁually provides forthe percer_ﬂage
method of.withho!ding apnd the wage pracket method of withhalding. '

Section 31 3402{0)-1(a) of the regulatians provides that an employee's
remungration may consiet of wages paid fora payrol petiod and supplemental wages,
such as bonuses, commissions, and overims pay. pald for the game or & ditferent
Jeriod, or withaut regard to & pacticular period. “yWhen suen supplementa\ wages aré -
pald (whetber of not at the same srme as the reguler wages), the amount of the tax

31.3402(g)-1(8) Or (B} gee aso Rev.Rul. 82-200, 1982-2 C.B, 238.1 supplementsl
wages are paid togsther with reguliar wages and the amourt of pach i3 not gpeciiically
Indicared, the supplemantal wages a8 aggregategi with the reguiar wages an
withholding is detormined as f the total were 8 sinple paymant for 2 reguiar payrmil

pefied.

If supp\emental Wages 8re geparately psld'from régularwagas (or if the gmount
of the supplemental wages 18 gpecifical! indicated in 8 peyment combining reguiar and

supplemmental paymments), twa Jifferent mefhods of celediating the amount of income 18X
withholding on the supplemantal wages tan be uged. See gecion 31 2402(g)-12) of

19:10A .
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ns. Undar the first method, fre aupplamen’tal wages #me aggregated With

the regulatio
the wages paid.or 1o be paid within the same calendar yeer far the 18st praceding payrol
ring of for the gurrent payroll pernd. The apnount of tax 1s determined as it the
gggregate gt the supp\emanta\ wagee and the regular wages constiuted & single wage

payrnant sor the regular payroll petlod.

Under the second metthiod of withholding on separate psyments of supplemental
i o 31.3402{g)1 (2] of ihe regulations, @S amended by secfion

(Pub. k. No. 107-18), the employer may dotermine the tax to be withheld from
supplemental wages by using @ fiat percentage rate of 25 percent without allowance for
examption and without referance ip any regular wages. This gecond method can only.
he used if tax has been withheld from the employee’s regular wages.

(f federal ingoms 1ax nas been withheld from the employee’s ragularwage.S. the
Taxpayer can withhold federal income tax on the supplemen‘tal wage payment by using
afiat 25 percant rate without allowanceé for examption and Wwithout reference to any

reguiar paymert of wages.

If foderal incomna fax has not bean withheld frem the ragular wages of the
employes, the vacation allowance payment 1S aggregated with the regular wages paid
{or the current payroll perod or the last preceding payrol period. The amount of
withholding tax is determined as ffthe aggregste of the supp]emantal wages and the
regular wages constituted a single wage payment {or the ragular payrall period.

. This n.llllng is directed only 10 the faxpaysr requesting it Section 61 10(k)(3) of
ine Code provides that it may notbe nsed or cited as precedent. :

in accordance with the Power of Attarmey on file with this office. 2 copy of this
\etter is being sent to your authorized representative..

Lynne Camille |
Brench Chiet, Employmernt 1ax Branch 2 (Exempt

Orgamzaﬁnnstmploymant Tax/Gov
{Tax Exempt & Government Entities)

Sincerely, -

ot Examination Diractor, Midwes! Area

M. Ray Harrisor, C.P-A-

MALL 47 DRRd 4951
202 237 1208 PRGE.E9



