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Report Approach: Asdiscussed in the below, the Internal Revenue Service and other agencies

have been engaged for the last few years in a project to analyze the statutes governing FICA and FUTA on
the federal side and state income tax withholding and unemployment tax requirements on the state side.
The purpose of this review has been to study the possibility of harmonizing the various provisions in a way
that will reduce costs of compliance and administration. As part of their study they have analyzed and
compared hundreds of federal and state provisions to determine the existing state of harmony or
differences in the way various items of income are treated by the various jurisdictions.

This Committee’s work will be in large part based upon the data derived from this federal study.
That data is an objective and thorough comparison of provisions, without any commentary, regarding
suggestions as to how or if the seeking of harmony should proceed. In addition this Committee will have
the opportunity to review the analysis and suggestions made by the federal project, however, unlike the
data, the evaluations of the data can be considered or ignored as the Committee so chooses.

You are being asked to consider the efficacy and efficiency of providing a statutory construct in
each of the States that is similar enough to all the other States that compliance with the statutory
compliance requirements will be essentially the same in each State and, within each state, the statutory
compliance requirements will be essentially the same for both theincome tax withholdingregime and the
unemployment tax regime. In other words, you are being asked to consider recommending the use of
similar, if not identical, wage bases for both these purposes so that knowledge of one code is tantamount
to knowledge of all codes.

The Committee’s project is complex because of the cross jurisdictional issues as well as the fact
that the harmonization process needs to include two different policies within each single jurisdiction:
income collection on the one hand and benefit funding and dispersal on the other. This problem is further
complicatedin an attempt to bring cross jurisdictionalharmony by the fact that each of these policies may
have different but significant nuances in the various jurisdictions. As you are reviewing this document
might | suggest that you keep a few issues that the Committee will need to address. Otherissues will no

doubt arise during the Committee’s deliberations, but these issues will no doubt face us; and those are:

1. Should the Comm ittee recommend harmonization at all?

2. Should the Committee recommend harmonization of the unemployment laws
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across jurisdictional lines?
3. Should the Committee recommend harmonization of the income tax withholding
laws across jurisdictional lines?
4. Should the Committee recommend harmonization of the income tax withholding
laws and the income tax withholding laws within each state and among the states?
5. Should the Committee’s recommendations be limited to the 14 items of the
Targeted Harmonized Wage Code or should it attempt to harmonize most, if not

all, of the items reviewed.

Project Background: The purpose of this project is to consider the development of a statutory

construct that, if adopted by the states®, will create (1) substantial conformity between each state’s
income tax wage base and that same state’s unemployment insurance wage base as well as (2) substantial
conformity of those wage bases among the states?. The goal to be reached if conformity is achieved is
substantially reduced compliance costs for employers and government agencies responsible for collecting
the withholding taxes and unemployment insurance taxes.

The fifty states, the District of Columbia, and the federal government

have a total of 96 different employment tax laws. Within the 96

employment tax laws, there are almost 500 different components or

provisions. Employers must maintain separate wage records for federal

income tax withholding, state income tax withholding, the federal

insurance contributions act (FICA), the federal unemployment tax act

(FUTA), and state unemployment insurance (SUI) taxes. In many cases,

employers must report this information to government agencies at

! For purposes of this discussion the term “states” is intended to include the District of
Columbia. No slightor political motiveisintended by this all inclusiveness, rather the purposeis

simply ease of reference.
2 There are 43 different federal and state income tax codes and 53 social welfare tax codes.

3
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different times, on different forms, and on assorted media. ...

In addition to requiring employers to report tax-and wage-related

information, employment tax laws require government agencies to process

the information reported, verify that the information complies with the

laws, work with employers to correct reports and do not comply, and

provide assistance to employers attempting to comply. The diversity in

currentlaws and filing dates makes it difficult for government agencies to

provide consistent, accurate, and timely service to their customers.

The diverse state and federal laws governing wage taxes and withholding

significantly increase employer burden....3

The Internal Revenue Service, in 1996, commenced a study which they termed the Harmonized

Wage Code Project for the purpose of developing a data base upon which recommendations for such a code

 The Harmonized Wage Code For Income Tax Withholding (HWC/ITW), January 2001,
at 1-1. (Emphasis Added) (hereinafter referred to as2001 HWC/ITW). Theprojed hasor will issue
at least three different reports. The one cited here focuses on inter-jurisdictional harmonization of
incometax withholding statutes. Two soon to be published reportswill focuson inter-jurisdictional
harmonization on unemployment insurance tax (referred to inthis Committee’' s proceedings asthe
“HWC/UI” report) and on inter-jurisdictional filing date harmonization (refared to in this
Committee's proceedings as the “HWC/FD” report). All the reports deal, or will deal, only
tangentially with intra-jurisdictional harmonization of income tax withholding and unemployment
insurance provisions. When making referenceto acombined HWC/ITW report and HWC/UI report
this Committee’s proceedings as the HWC report.  Additionally, reference will be made in this
document to a recommendation in the HWC/ITW report referenced therein and herein as the
Targeted Harmonized Wage Code (hereinafter sometimes referred to as“ THWC”.)

4
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could be made®. That data base is the foundation for the this Committee’s deliberations. The study was
conducted by a working group the project manager of which was Mr. Philip Corn and consisted of members
26 members from various states’ agencies, professions, private companies and federal agencies’. The
project is still ongoing and, in addition to various reports, it has developed a comprehensive data base
located at [SITE TO BE DETERMINED]. The data located at this cite together with its search engine will
make analysis of the issues by this Committee far easier than it would have otherwise been. In fact,
without this data base, it is unlikely that the National Conference of Commissioners on Uniform State Laws
would have undertaken this uniform law project.

Conflicting Policies: As the Committee discusses harmonization it is important that it keep
in mind the conflicting policies pursued by the income tax withholding laws and the unemployment
insurance laws. The purpose of the income tax withholding laws is primarily to establish a procedure by
which taxes are to be collected and secondarily assistin the characterization of certain income® while the

unemployment tax structure is intended to raise revenue from employers for a specific em ployee benefit,

* This project was initiated and continues to be conducted under the auspices of the

Simplified Tax and Wage Reporting System Program Office (“STAWRS’). Though directed out
of theofficesof thelnternal Revenue Servicethisofficeis supported by the Departmentsof Treasury
and Labor aswell asthe Socia Security Administration.

> A list of members canbe found a Exhibit B to the 2001 HWC/ITW.

® Though at first blush it might appear that the income tax withholding provisons of astate
statute may have something to do with the determination of taxableincome by defining factors such
aswages and employee, the fact is these definitions are important (from the perspective of income
tax) only for determining whether apayer of incomeisrequired to withhold incometaxes or whether
the payee has the responsibility of paying owed taxes directly to the state. Whether an item of
incomeiswages or some other form of incomeisirrel evant to the question of whether itisincome.

That is an issue with which the income tax withholding provisons do not deal.

5
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and most importantly, to provide a basis upon which benefits are paid out’. Thus, unlike the income tax
withholding provisions, the unemployment insurance provisions impose a direct cost of taxation on a
specific taxpayer the assessment of which is dependent upon whether a payment by that employer is a
wage paid to an employee®. The result of this conflict of policies is not only the obvious question of
employer cost, but the somewhat less obvious interests of states’ unemployment benefit paying agencies
to broaden the definition of compensatory payments made by a hiring entity to an individual as wages paid

to an employee.

" Inthe Department of L abor srecent report eval uatingthe THWC DOL’ sconsultants stated:
“Unlikerevenuestheimpad ... [of the THWC on unemployment] claimant benefits arenot directly
linked to the taxable wage base. Rather, they are more closly related to workers' occupations,
industriesin which they are employed, and their level of earnings.” de Silva, et. al., The Impact of
theTargeted Har monized WageCodeon Unemployment I nsurance, report tothe DOL and IRS,
at iv (November 2001) (Hereinafter referred to as “the Planmatics report.”)

8 There are many sub-issues hidden in the concepts of “wages’ and “employee.” The
guestion of whether one is an employee or an independent contractor is critically important for a
number of reasonsincluding, for our purposes, the question of whether the employer isliablefor an
assessment of unemployment insurance or FICA on the amount paid to an individual. The
classification of anindividual asemployeevs independent contractor isfa beyond thescope of this
Committee’ s char ge (thank goodness!!) and is one that conti nues to be only partially resolved, at
least a thefederal level . Additiondly, there are ssimilar classification issuesin regard to whether a
partner is performing services for the partnership as an employee or as a partner and whether a
corporate officer-significant stockholder is an employee for unemployment tax purposes.

Also, the question of whether a payment to an employee is awage or something else is of
critical importance. For example, areimbursement of an expenseincurred by an employeeon behal f
of an employer isclearly not awage, yet its mis-cl assificati on asawage may result in an additional

cost to the employer of a state' s assessment of unemployment insurance taxes or premiums.

6
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Consequently, any attempt to harmonize the income tax withholding provisions with the
unemploymentinsurance provisions within a give n state will have to recognize the difficulty of dealing with
these two differentpolicy concems. Thedifficulty of harmonizingthe withholding and insurance provisions
among the various states is multiplied by 51. Nonetheless, the attempt should be made and the states
should be encouraged to adopt appropriate changes to their respective laws.

On the other hand, it appears that harmonizing the income tax withholding provisions among the
states that impose an income tax is more easily accomplished. Though there are differences among the
states as to various definitions, there is already significant similarity between existing statutes making the
harmonization process less problematic. However, filing dates are a significant issue in this arena.

Compliance costs are high: Reporting complexities are very costly to everyone. Small
employers must attempt to understand sometimes subtle distinctions, have knowledge of a large number
of definitions and attemp t to understand the different requirements of them for two different codes within
their state. Large and small employers that do business in more than one state must dealwith these issues
in each state and the administrative complexities caused by multi-jurisdictional differences. States must
maintain two separate taxpayer auditing capabilities (and staffs) to insure compliance with two separate
laws.

On the other hand, each state has its own unique issues with which to deal, and thus policy
compromises with other jurisdictions or within a single state to reduce complexity may not be appropriate.
However, it is not unreasonable to assume that much, if not all, of each state’s legislation dealing with
income tax withholding and unemployment insurance tax assessment is done without consideration of other
jurisdictions or even other statutory schemes within the same state. Consequently, a review by each
jurisdiction, with the assistance of a uniform law drafted by this Committee, may cause the various states’
to realize they are able to make modifications to their laws which, while making little if any policy
compromises, will assist in the cost reducing simplifications of more uniform assessment and collection
practices.

Though it will be impossible to construct a single code that will conform each state’s income tax
withholding and insurance tax provisions or that will cause the various states’ codes to conform to the
other states’, it is quite possible to find sufficient areas of compromise to substantially reduce compliance

burdens for states and for employers in general and small employers in particular.
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“Eighty-five percent of employers of the 6.7 million employers in the United States employ 20 or
fewer workers. ... [T]hese ‘small’ employers deal with fewer of the component provisions found in ....
federal [and state] employment tax laws.”® For these employers, most of which do business in a single
state, great relief from compliance burdens would be realized if there was harmonization of the most
common elements of compensation because it is with those that they deal almost exclusively. Even for
large employers and those doing business in more than one state the harmonization of the most common
elements of compensation would provide significant alleviation of compliance complexity. The more the
various codes can be harmonized the greater taxpayer and governmental compliance relief.

The Targeted Harmonized Wage Code The Targeted Harmonized Wage Code (“THWC”)
developed by the IRS and the STAWRS project consists of the fourteen most common elements of wages®.

It is the Service’s view that these elements, if harmonized throughout the income tax codes of all states

9

HWC/ITW, supra, note 3 at 1-7 [footnote omitted]. The accompanying note points out
that “15% of the ‘large’ employers employ more than 50% of all workersin the U.S.”, and further,
the components of their employees wages are fa more complex than those of gnall employers.
Consequently, harmonization among the states and, ideally the states and the federal government
would have adramatic impact on the compliance complexities faced by all employers but probably
agreater impact on the country’ slargest employe's. However, as pointed out in astudy conducted
by an outside contractor to the STAWRS group, though “small” employers, “[als a group...
generally deal with a smaller number of wage components ... [they], in the aggregate, bear the
greatest per empl oyee costsassoci ated with the payrol | reporting process.” Planmaticsreport, supra,
note 7 at 5.

19 Thefourteenitems set out by the IRSto be excluded from the withhol ding tax wage base
are (in no particular order of importance): vacation pay, compensation for jury duty, employer
provided meals and lodging, group term life insurance, dependent care benefits, tips, employee
busi nessexpensereimbursements, healthinsurance, cafeteriaplans, moving expenses, death benefits,

sick pay, finge benefits and contributions to qualified retirement plans.

8
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and federal government would be a good first step in simplifying filing requirements. The preliminary
statutory provisions contained in this draft to the Committee takes the suggestion of the IRS one step
further. It suggests that the Committee consider that these fourteen points be adopted not only by the
various states in determining their income tax withholding wage base but also be adopted by them to
determine their unemployment tax wage base. Because these fourteen itemsare the mostcommonforms
of remuneration for employees’ services a large majority of employers will be directly, and positively,
impacted by this conformity. Hopefully, this structure will also simplify the compliance process and
administration of reporting for large and intra-state employers by making the number of their wage
components effecting the majority of theiremployees the same for all jurisdictions and both wage bases.
States may balk at conforming even their own income tax and unemployment tax wage bases let
alone conforming those wage bases to other states and, possibly, even the federal withholding and FICA
wage bases fora number ofgood reasons. Two of these reasons is that conformity will most likely lead to
a loss of revenue, and conformity will reduce benefits in some* The Plantonics report set out the
following examplein explaining the revenue impact of reducing the unemployment insurancewage
base:
To illustrate the impact on tax revenues, consider the following: An
employer has an employeein state A and an employee in state B and
each earns $20,000 per year. State A has a taxable wage base of
$10,000 as opposed to stateB’ s$21,000. (Taxablewage baseisthat

portion of an employee’ stotal wagessubject to SUI tax [and may not

11 Anything that reduces the taxable wage base potentially can result in loss of benefit
because the base upon which benefits are calculated will be reduced. For example, in California
benefitsare calculated based upon minimum wage payments during abase period of between $900
and 1,300 depending on certain variable (Cal. Unemp. Ins. Code §1281). Anything that lowe's
amountsconsi dered aswages under the unemploymentinsuranceregime, therefore, will gotolower,

or possibly eliminate benefits.
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be the same asthat employee’ sincome tax wage base].) Consider as
well that the reduction in taxable wages resulting from these
definitional chagesis$1,000 per year. Therewould be no impact in
state A inasmuch as the portion of the employee’s taxable wages
would be unchanged. However, in state B taxable wages would be
reduced from $20,000 to $19,000 and therewou d beacommensurae
reduction in tax paid by the employer.
When considering worker unemployment benefits, therearetwotypes
of impactsthat can occur. First, thereareminimum earning levelsin
each state that must be met before an employed worker becomes
eligiblefor benefits. If any redudion in wageswoud drop aworker’s
earnings below the minimum earnings level, that worker would no
longer be eligible for benefits...
Second, and more likely, isthe potential reduction in weekly berefit
amounts (WBA). These amounts are calculated on a worker’s
earnings, generally acombination of annual earningsand high-quarter
earnings. Any reduction of annual or high-quarter earnings reduces
the worker’ sWBA...”?

Though traditional contributions might be diminished and benefits reduced under some
circumstances, it does not appear that the amount of loss of revenue or aggregate reduction in benefit
payments will likely be dramatic if the fourteen items of income are harmonized within a state and among
the states and federal govemment. However, it is possible that at least as to reduction of benefits, the

though the macro problems will not be significant, the micro problems could be devestating. The dollar

12 Planmatics report, supra, note 7 at 10-11] The Planmatics report studied the impact of
harmonizing the 14 items in twelve states: California, Connecticut, Georgia, lowa, Louisiang

Mississippi, Minnesota, Montana, Nevada, New Jersey, Pennsylvaniaand Texas. |d. at 14.
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amounts of benefits paid to any one individual, or individuals within any single employee sector, may be
reduced by a significant percentage or eliminated altogether.®

This draft recognizes that some jurisdictions may determine that complete conformity is not
possible or desirable.  Thus, a provision is made to add back components to either or both wage bases
those items that are notincluded in a jurisdictions “conformed” provisions but the inclusion in one or the
other tax base is deemed necessary. This may be viewed as simple window dressing because it would
appear on its face not to result in any consequential changes to what already exists inter and intra-state.
However, there are some advantages even to the “add-back” regime. First, it is hoped that many, if not

all, states can be convinced that total conformity is in their best interest; that compromises that reduce

13 The most controversial recommendation of the HWC Project isthat

dealing with ‘meals and lodging.” ... Most states...[concur with the

IRC 8119 exclusion of meals and | odging from the income tax wage

base], but about one-third of the states include ‘meals and lodging’

for Ul purposes. This recommendation has caused a great deal of

concern ... [in those states that do not exclude meals and lodging for

their unemployment insurance wage base] primarily because of the

possibleimpact such paymentsif madeexcludable might have onthe

amount of revenue available and the payment of benefits.”
The Targeted Harmonized Wage Code, Internal Revenue Report, August 2000, at 2-8. Hereinafter
referred to asthe “THWC” report.

The 23 statesthat do not exclude meal sand lodging from the unempl oyment insurancewage
base (including California) have more than 26% of the countries work force. “...California’ s data
indicatethe average benefit claim over itsduration is $2,422 and the average val ue of the exclusion
of the meals and lodging component on affected daimsis $487, amounting to 20% of the claim of
the workers affected. This percentage of reduction, or one closetoit, could occur in New Jersey,

New York and Texasaswell.” Planmatics at v.

11
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the revenue raising capacity of their unemployment tax provisions can be at least o ff-set against private
and governmental administrative savings. Even if this benefit is not found to be extant or compelling, it
is thought (at leastby the Reporter) that the format of general exclusion of these fourteen items from the
definition of wages under either the withholding or unemployment tax wage bases together with a format
for adding back items as necessary will make compliance far easier for employers. It is thought that this
format will permit the drafting of forms that will be easier to deal with and far more self explanatory.

The suggested provisions also provides add back consideration for a large group of other items in
the unemployment wage base. Whether these should be dealt with by this Committee is an issue that
needs to be discussed, but a preliminary listing is attached as Exhibit B.

Reporting and Payment Schedule: The following outline deals briefly with the question
of whether conformity within and among states of their reporting and payment dates should be
recommended by this Committee. Ignoring transition problems (which may, in some cases, be
insurmountable), common dates for compliance will greatly ease burdens imposed on multi-state
employers. As one taxpayer put it when interviewed “...the fact that | have to send four different agencies
every quarter is a real pain in the neck... I’d like to go to one place... [or] if | could do it electronically and

just jet it to all four agencies at the snap of a button...”

14 Planmatics, supra, note 7 at 18.
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. SHORT TITLE. This Act may be cited as the Uniform W age Base Act.

1. WAGES DEFINED. For purposes of this Act the term wages shall include all formsof
remuneration, whether in cash or in a medium other than cash, paid for services to an employee
by an employer®®. Wages shall include, but shall not be limited to, the following payments made
by an employer to an employee for services rendered to the employer:

A. Level One Wages'®

> Thisprovision anticipatesthe definition of employer and employeewhichwill bethefocus
of some of the Committee’'s discussions.

In kind payments of wages (“medium other than cash”) will be included at its fair market
value at the time of payment to the employee by the employer. Cash, of course, will bevalued atits
facevalue. It isassumed that cash payments of wages made in a denomination other than United

States currency will beits officid exchange ratevalue as of the date of payment.

* Theterm “Level One Wages” is adopted to reflect those components determined by the
THWC project asthe most common el ements of compensation paid by employersto employees. As
pointed out in the study [GET PROPER CITES(at 1-7 of the Aug. 2000 report (and BLS study)]
85% of US employes have fewer than 20 employees (See, THWC, supra, note 13 at 1-7.)
Additionally, the elements of the Level One Wages are shared by most if not all employers.

The MAJORITY OF EMPLOY ERS OWN SMALL BUSNESSES.
Eighty-FIV Epercent of the 6.7 millionemployersinthe United States
employ 20 or fewer workers. It is also known that these ‘small’
employersdeal with fewer of the component provisions found in dl
the state and federal employment tax laws. Thus, most small
employers will not be concemed with many of the components,

usualy those involving more complex forms of remuneration.
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1. Level One Wages shall include, but shall not be limited to, the following items

unless specifically excluded under Paragraph 2 of this Section:

a. Cash
b. Fair Market Value of property
c. Vacation Pay'’
2. Level One Wages shall not include the following items paid to employees by an
employer:
a. Cafeteria Plan: Any payment made to, or on behalf of, an employee or his

or her beneficiary pursuant to an election by said employee or beneficiary
under a plan meeting the requirements of Internal Revenue Code Section

125, or any successor thereto.'®

Therefore, the project team looked at components that are most
common among small employers and their employees...”
Id. [footnotes omitted)]
The report also points out that “...15% of the ‘large’ employers employ more than 50% of all

workersinthe U.S.” Id.

o Delawareisthe only state in which vacation pay is not always an el ement of wages
for purposes of both income tax withholding and unemployment insurance premium withholding.

Delaware excludes as wages vacation pay paid during a period of unemployment.

18 Thisprovision providesthat benefitsotherwise excludeabl e from an employee’ sgross
incomeand subject to income tax and unemployment insurance withholdingswill not be considered
includeable merely because of construdive receipt issues. Internal Revenue Code Section 125
permitstaxpayersto select from agroup of benefits provided by their employer. Individually,these
benefits are permitted, under the Internal Revenue Code, to be provided on a tax free basis to an
employer’s employees. Without the intervention of this code provision, however, the fact that

employees have the opportunity to select which tax free benefit, from a variety of choices, they

14
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b. Certain Meals and Lodging: The value of any meals or lodging fumished

by or on behalf of the employer if at the time of such furnishing such
value is excluded from the employee’s income pursuant to Internal

Revenue Code Section 119, or any successor thereto.®

prefer to have is sufficient to make these otherwise tax free benefits taxable under the doctrine of
constructive receipt.

19 This provision excludes from income subject to income tax and/or unemployment

insurance withholdings amounts that are excluded because they areitems provided by the employer
primarily because the physical |ocation for the performance of servicesrequirestheemployeetolive
and/or eat on the business premises. No state that imposes income taxes does not already provide
such provision or, at leag, a provision similer to IRC 8119 for income tax withholding purposes.
However, for unemployment insurance premium purposes there are 20 states that do not exclude
theseitemsfrom the employees’ wagebase. The Planmatics report, in commenting on the impact
of the THWC, made thefollowing point:

As expected, the major impact would be from the THWC

recommendation of the meal sand |odging provision that excludesthe

value of mealsand lodging as designed in determining taxable wages

and benefits for SUI purposes. At present, 23 states treat meals and

lodging as wages in their laws and would be dfected by this

recommendation. These staes include California (included in this

study), New Jersey, New Y ork, and Texas. They represent in excess

of 26% of the nation’s work force. In terms of impact on affected

claims, analysisof California sdataindicatethe average benefit claim

over itsduration is $2.433 and the average value of the exclusion of

the meals and lodging component on affected claims is $487,

15



Uniform Withholding And Unemployment Tax Wage Base Act
April 5, 2002
COMMITTEE DISCUSSION DRAFT #1

cC. Moving Expenses: Payment to, or on behalf of, an employee to the extent

the employer shall reasonably believe that the payment will qualify for
deduction (or portion thereof) under Internal Revenue Code Section 217

(as determined without regard to Internal Revenue Code §67).%°

amounting to 20% of the clam of the workers affected. This
percentage of reduction, or oneclosetoit, could occur in New Jer sey,
New York and Texas as well.

Planmatics report, supra, note7 at v.

The same report pointed out that in Californiathis reduction represents only “...about 0.2%
of the total benefit outlay, it represents aimost a 20% reduction for the 7600 affedted claimants.
Additi onally, 660 claimants, or 0.1% of the claimant popul ationwouldlosetheir eigibility entirely.”
Id. at 34. Of course, for those who have remuneration from their employers other than meals and
lodging at or in excess of the maximum taxable unemployment insurance wage base the exclusion
of the value of meals and lodging is of no consequence.

For those states which do not wish to conform their law to this provision, they will cause
their state’'s employers to add back such amounts for purposes of the unemployment insurance
premiums as provided at Section 111.B.2 of this document.

20 Thisprovision providesfor the exclusion from the wage basefor purposes of income

tax withholding and unemployment insurance premium withholding amounts paid for what are
commonly referred to as moving expenses. No state that imposes income taxes does not already
provide such a provision except for two states with no provision. However, for unemployment
insurance purposes there are two states that do not provide thisexclusion. For those states who do

not wish to conform their law to this provision, they will cause their state’ s employers to add back
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d. Group Term Life Insurance: Premiums paid for qualifying group-term life

insurance on the life of an employee. For purposes of this provision the
term qualified group-term life insurance shall mean amounts excludeable
under Internal Revenue Code Section 79 from an employee’s remuneration
subject to income taxation.*

e. Medical Related Expenses: The amount of any payment (including any

amount paid by an employer for insurance or annuities, or into a fund to
provide for any such payment) made to, or on behalf of an employee or
any of his dependentsunder a plan or system established by an employer
which makes provision for his employees generally (or for his employees
generally and their dependents) or for a class or classes of his employees

(or for a class or classes of his employees and their dependents), on

account of

(1) sickness if mandated under this state’s workers’ compensation
law,

(2) sickness but only the amount of any payment or payments made

after six consecutive months from the commencement of such
payments due to sickness

(3) accident disability payments received under this state’s workers’
compensation law,

(4) medical or hospitalization expenses in connection with accident

disability or sickness, or

such amounts for purposes of the unemployment insurance premiums as provided at Section ??7?.

2 Thereisno state that imposes either an incometax or an unemployment insurancetax that

does not have either a provision similar to this provision or has no provision & all.
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(5) death;?

f. Certain Payments Due to Death or Disability: Any payment or series of

payments by an employer to an employee or any of his dependents which

is paid -

(1) upon or after the termination of an employee’s employment
relationship with a given employer due to
(a) death, or
(b) retirement for disability, and

(2) under a plan established by the employer which makes provision
for his employees generally or a class or classes of his employees
(or for such employees or class or classes of employees and their
dependents), other than any such payment or series of payments
which would have been paid if the employee’s employment
relationship had not been so terminated.

(3) by an employer to a survivor or the estate of a former employee
after the calendar year in which such employee died provided
such payment is not considered income in respect of a decedent
in accordance with [cite state law provision].

g. Dependent Care Programs: Any payment made or incurred or benefit

provided by the employer which affords an employee dependent care
assistance pursuant to a qualifying dependent care program as set forth
at [cite state law] if at the time of such payment or such provision of a

benefit it is reasonable to believe that the employee will be able to

2 |n genera only income from sick pay or wage continuation plans maintained by the
employer but not mandated by a state’ s workers' compensation law are included in an employee’s
income wage base for purposes of either income tax withholding or unemployment insurance
premium withholding. Additionally, amounts paid dueto an employee’sdeath but are considered

income in respect of a decedent are not excluded.
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exclude such payment or benefit from his or her taxable income.?®

h. Certain _Non-Medical and Non-Retirement Fringe Benefits: Any fringe

benefit provided to or for the benefit of an employee or any cash
reimbursement for any such benefit paid to an employee if, at the time
of provision or reimbursement, it is reasonable to assume that such
benefit shall be excluded from the employee’s taxable income pursuant
to [cite state code similar to Internal Revenue Code Section 132].%

i. Reimbursements for Employment Related Expenses: Any payment that is

a reimbursement for expenses incurred on behalf of an employeror is an

allowance provided by an employer for such expenditures, but not in

% This provision excludes the value of benefits provided under an employer provided
dependent care plan providing non-discriminatory access to dependent carefor young childrenand
adults necessary to permit the employee to maintain employment. It is presumed that the state
provisions will require a written, non-discriminatory plan similar to that required under Internal
Revenue Code 8129. Inclusion of this provision will require many states to adopt provisions not
currently extant. Currently, 42 states have concurring statutes and 1state has no provision (9 states
have no income tax). On the unemployment insurance side of the ledger, however, only only 15
states’ statutes conform to these requirements. However, 35 states have no provisions dealing with
thisissue. Two states, Alabamaand Michigan providethat payments made directlyto the caregiver
or care facility are not wagesto the recipient employee while benefits provided through a wage
reduction plan are considered wagesto the recipient employee (presumably because of some degree

of constructive receipt).

24 Of thosejurisdictionsimposing an incometax forty-two haveprovisionsthat providethis
treatment for purposes of income tax withholding and one state has no provision. For purposes of
unemployment insurance withholding only thirty-three staes have provisions similar to this

provision. Ten staes currently have no or minimally matching provisions.
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excess of the amount actually incurred by an employee for such
expenditures, that meets the requirements for proper and adequate
substantiation under Internal Revenue Code Section 62 (c).®

j- Payments to and From Pensions and Similar Arrangeme nts: Any payme nts

made to, or on behalf of, an employee or his beneficiary from or to a plan
or plans described in Internal Revenue Code Section 3306(b)(5)(A) through
(F)_ze

k. Tips: Gratuities, which in the aggregate for an employee do not exceed
$20 during any given month, paid by third parties or by an employer on
behalf of third parties for services performed as part of the employment

relationship.?’

% Though the THWC report indicatesthat all states providethis exclusion for bath income
tax and unemployment insurance tax purposes, there are numerous staes that do not currently
comply with the reporting requirements se out in the Internal Revenue Code. 1f those states should
adopt reporting requirements similar to those mandated for federal tax purposes, no additional
compliance costs would be incurred by employers or employeeswho are currently complyingwith

the federal requirements.

%6 Thisprovision deal swith contributionsto pension, profit-sharingand similar arrangements
that meet the requirements for tax exemption under Internal Revenue Code Sections 501 and 401,
et. seg. All states provide similar exclusions for both income tax and unemployment insurance tax

purposes but the provisions for many states are complex and could be simplified.

2" In genera all the states already provide that tips are wages and that the employer has a
duty to withhold and to make unempl oyment insurance contributionson thosewages. Thisprovision
assumes that each state has or will have areporting measure similar to the federal requirement that
the employee provide a monthly statement in writing to the employer stating the amount of tips

earned during the preceding month. Because services for which tips are a significant form of
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remuneration are more and morepaid for viacredit and debit cardsthe record keeping requirements
for both employer and employee are somewhat | ess burdensome than they may have been when such

payments were made in cash.
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B. Level 2 Wages®
1. Additional Income for Certain Purposes: For purposes of assessing premiums or
taxes on employers under this State’s Unemployment Compensation Law and for
purposes of calculating benefits forindividual workers under said law, there shall
be added to the amount of income calculated under Paragraph A. of this Article

Il those items listed at Section 2. this Paragraph B.

% Level one wages include all forms of compensation except those items which are

specifically excluded or cannat be cal culated (primarily de minimus benefits or what are considered
working condition fringebenefitsunder the Internal Revenue Code.) For income tax purposes the
provision iscomprehensive. However, for unemployment tax purposes some states may feel that
it is necessary to include in the wage base certain items that have been excluded for income tax
puUrposes.

The reason for this different treatment is the result of the fact that the income tax is an
income generating assessment whereas the unemployment compensation system is one in which
benefitsare paid out. Thus, for certain items, the states may consider items that are excluded for
incometax purposes, becausethe utility of their inclusionis offset by the cost of acquiring the data
necessary for accurate collection or because for various pdicy reasons certain items may not be
wages for income tax purposes, should be considered part of a total compensation package upon
which unemployment benefits are cal cul ated.

Thefact of different purposesfor theincometax and the unemployment insurance provisions
aswell as different approaches to unemployment compensation among the various states has been
part of the reason that the wage base is subject to S0 many similar but diverse statutary provisiors.
In an attempt to creae auniform definition of the wagebase so that there can be conformity within
a single jurisdiction and among all the states, the peculiar needs of each jurisdiction have been
ignored in the development of Level One wages. However, theseissues are dealt with by the add-

back provisions discussed in this document as Level Two wages.
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2. Increases in Wage Base for purposes of Unemployment Insurance

a. The value of any meals or lodging furnished by or on behalf of the
employer if at the time of such furnishing such value is excluded from the
employee’s income pursuant to Internal Revenue Code Section 119, or any
successor thereto.?

b. Expenses of moving paid to, or on behalf of, an employee.*

C. Employer provided dependent care benefits provided to an employee
either as a reimbursement for assistance in caring for children and adult
dependents as set forth at [cite state law] or direct provision of such

assistance.®

# Thisitemiscurrently excluded for incometax purposesby all but oneincometaxingstate.
However, at least 20 states currently includethisitem aspart of their unempl oyment insurance wage
base. Becauseit isunlikely that most employers needto deal with this type of expense, and very
unlikely that small employersare concerned with thistypeof expenditure, and, further, because even
in those states where thisis an inclusion for unemployment insurance but not income tax purposes,
itwill simplify thereporting and record keeping for most employersif thisitemisgenerally excluded
but eas ly added back to the wage base f or those gaeswhich deem it necessary.

% Certain of these expenses are deductible for federal income and most state income tax
purposes. Most states providethat these expenditures, to the extent they are deductible for federal
tax purposes under IRC §217, are also excludeable from their unemployment insurance wage base.
Thereare currently, however, two states that do not exclude these amounts from the unemployment
insurance wage base. For states wishing to include these amountsin this wage base, they areadded

back by this provision.

31 Asdiscussed at footnote 23, supra, thereisno consistent state pattern regardinginclusion
or exclusion of these payments or benefits either for theincometax wage baseor the unemployment

insurancewagebase. Thoughitisproposed abovea subsectionll. A.2.g. tha these benefitsshould
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d. Any fringe benefit provided to or for the benefit of an employee or any
cash reimbursement for any such benefit paid to an employee even if, at
the time of provision or reimbursement, it is reasonable to assume that
such benefit shall be excluded from the employee’s taxable income

pursuant to Internal Revenue Code Section 132.%

be excluded from the income tax wage base, there are different considerations for determining
inclusion or exclusion of these benefits from the unemployment insurance wage base. For income
tax purposes, a least at the federal level, IRC 8129 provides, because it requires a non-
discriminatory plan, an inducement to high paid individuals to encourage the maintenance of such
a plan for all employees. Also, in generdl, it is fair to say that worker productivity should be
enhanced (both through ahility to concentrate on their work as wdl as their ability to be free from
timeconsuming interruptionsduring thework day) if their dependentswho need assistancearebeing
provided adequate care and observation. From the perspective of unemployment insurance,
however, the idea of reducing the wage base has been adopted only by 15 states. Most states have
not addressed thisisaue by statute and thusitis presumed that the amount in question are excluded.
Two states have bifurcated treatment of these amounts by excluding amounts paid directly to care
givers but including amounts set aside for these purposes under a wage reduction plan. Though it
is hoped that states will adopt a general exclusion for these benefits for both income tax and
unemployment insurance purposes, for those which do not, the amounts to be included in the
unemployment insurance wage base will be added to the taxable income calculated under Section
[11.A.2., above.

%2 Though, as noted above, all income taxing states match the federal exclusion for those
purposes, twenty states either do not address or address negatively or in a margina way the
exclusion of what would be excluded fringe benefits under IRC 8132 for purposes of their

unemployment taxes. Presumably these states have an administrative policy excluding de minimus
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e. The amount of any payment for illness or injury (including any amount
paid by an employer for insurance or annuities, or into a fund to provide
for any such payment) made to, oron behalfof an employee or any of his
dependents under a plan or system established by an employer which
makes provision for his employees generally (or for his employees
generally and their dependents) or for a class or classes of his employees
(or for a class or classes of his employees and their dependents), on
account of illness or accident (but only to the extent that amounts paid

exceed the amounts paid under the state’s worke r’s com pensation law).*

and working condition fringe benefits (as defined at IRC 8132). With the exception of Maryland
and Pennsylvania, which also exclude qualified transportation expenses (though their definitions
differ somewhat from the federal statute), these 20 states include in the unemployment wage base
the items listed at IRC §132.

¥ This provision is an attempt to reconcile differences under various states’ laws and the
complexity within agiven state' s statute and the interpretation thereof. Though thereappearsto be
substantial conformity among the various states and the states and thefederd government excluding
theseitemsfromtheincometax base, thereissubstantial non-conformity regarding theindusion and
exclusion of these items from the unemployment insurance wage base. Onemight arguethat items
of thisnature should be excluded from the income tax wage because paymentsfor illnessandinjury
areinthe nature of non-taxable return of capital, and consequently they should beviewed similarly
for unemployment insurance wage base purposes. Also, it should be noted that benefit payments
may actually be higher (and therefor state expenditures greater) simply because they are subject
premium payment. Nonetheless, if astate believesthey need to subject some or all of these benefits
to unemployment insurance premium assessment, then this provision provides that opportunity by
adding back appropriae items to the income tax wage base to derive the unemployment insurance

wage base.
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C. Level Three Wages -Items that may be included in Level One wages (Income Tax Wage

Base Inclusions).

1.

5.

Reporter’s Note: These items which are treated differently by many states as well

as many states and the federal government for purposes of the income tax wage

base. They are included here for purposes of the Committee’s discussion as to

whether they should be included specifically as Level One wage inclusions or Level

Two wage exclusions for income tax withholding purposes.

To the extent these items can be harmonized (by agreement among the states to

include or to exclude) the simpler tax compliance and administration will be.

Possible Compromise to the proposition that all states agree to include or exclude

items would be to provide an “add-back” feature whereby individual states can

provide a specific option to add-back items to the Level One income

a. This may appear cosmetic, however, it would provide a consistent base
income among all the states’ income tax wage bases AND all the states’
employment tax wage bases.

b. Consistent filing forms could be developed that make this add-back
feature even clearer

C. Presumably a consistent form could be developed that could be filed with
all agencies involved.

Unless specifically excluded these items will meet the general definition of Level

One compensation that isincluded in the income tax wage base.

A list of these items from the IRS report® is attached hereto as Exhibit A.

D. Unemployment Insurance Wage Base

1.

As mentioned above, the problem for harmonizing the unemployment insurance
wage base with a state’s income tax withholding wage base is that the later is
intended to establish a process for identifyingwages and collecting taxes while the

former is intended both to raise revenue and pay benefits.

¥ HWC/ITW, supra, note 3.
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2. Any attempt to harmonize that hasthe effect ofreducing the unemployment wage

base creates two difficulties: it reduces revenues and may reduce or eliminate

benefits to any one claimant.®

a.

For example, if an employee’s compensation consists of the two
components of (1) cash and (2) meals and lodging excluded from the
income tax wage base, if the meals and lodging are excluded from the
unemployment wage base, thus conforming it and the income tax wage
base, the state will collect less unemployment insurance revenue (unless
the cash wages already meet or exceed the maximum subject to
unemployment taxes in the state)
From the benefits side, to the extent meals and lodging are excluded from
the wage base an employee’s benefits may be reduced or eliminated.
(1) If the employee’s cash wages already meet or exceed the state’s
maximum upon which unemployment benefits are calculated,
then no reduction in benefits will occur.
(2) If the employee’s cash wages are less than the maximum upon
which benefits are calculated but the shortfall iscompletely made
up by the value of meals or lodging then the employee’s benefits

will be reduced from the amount that the employee would have

% «__[T]he components of the THWC have minimal impact on potential benefits accruing
to workers. Theimpact on Ul claimant benefits, while high in absolute numbers, when expressed
in terms of percentage of annual benefits paid aso showsminimal impact. In other words, oveall
the impact isminimal, but in any given industry, the impact could be greater... Unlike revenues the
impact on claimant benefits are not directly linked to the taxable wage base. Rather, they are more
closely related to workers occupations, industries in which they are employed, and their level of
earnings.” Quoting Philip Corn, HWC project director in telephonic conversations on February 26,
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received if the value of the meals and lodging had not been
excluded from the wage base.

3. The STAWRS group has recommended that significant harmonization of the
unemployment insurance tax base and the income tax withholding wage base can
be accomplished by adopting the same provisions 14 provisions for the insurance
wage base as is being recommended for the withholding tax wage base (See,
above, at 111.%°

4. The full detail of the STAWRS group’s recommendations for items to be included
and excluded are setout at Exhibit B hereto.

5. In addition to the THWC components that group has recommended the following

exclusions from the unemployment tax wage base

a. Non-cash payments outside the employer’s trade or business®
b. Corporate director’s fees®
c. Supplemental employment benefits®

% « _..[B]ased on adoption of the overall HWC ... [which indudes the provisions for both
incometax withholding and unemployment insurance] [t]he ROI for HWC adoption is estimated at
77 percent for employers, and better than 24 percent for states. In other words, employerswould see
their tax and wage reporting burden signficantly reduced. Inaddition, states can expect torealize
over $24.00 in benefits or cost savings, for every 100 dollarsthey invest toward HWC adoption. Id.

3" Thereporter isnot sure what theseitems might be unlessthey areintended to cover gfts.
Nonethel ess, according to the STAWRS group there are a substantial number of statesthat exclude
these amounts either statutorily or administratively.

% Such payments are more appropriately viewed as fees paid toanon-employee than wages

paid to an employee.

¥ Theseareemployer paidbenefitsin additi on to state pai d unempl oyment berefits. Assuch

itisaclosecall asto whether they are or are not wages because, though they clearly derive from the
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d. Employer paid employee FICA for household domestic employees®
e. Payments for jury service®
f. Employment Achievement Awards®

employment relationship, at the time of payment the recipient is not a statutory or common law
employee. The STAWRS group believes that in general those states who do not exclude these
amounts statutorily do so administratively.

“0 Thisprovision basically establishesthat for purposes of unemployment taxes, likefederal

income taxes, the wage amount will not be grossed up by the amount of these payments.

“1 Not only are these payments morecomparableto fees rather than wages, ajuror isnot an

employee of the state or federal governmert.

2 This harmonizes with the income tax provisions for all jurisdictions currently though,

agpparently, few states currently exclude this amount from the Unemployment I nsurancewage base.
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g. The STAWRS group also recommends a series of exclusions from the
unemployment insurance wage base based upon excluding certain
relationships from the definition of employment. For detail, See, items

17 - 41 and 45 at ExhibitB.

Reporting and Payment Schedules

1.

Filingand Payment dates and requirements for the various taxing jurisdictions are
set out at Exhibit C

The Committee needs to determine whether it wishes to harmonize these dates
and requirements.

It is the Reportersrecommendation that the Committee should at least consider
this issue. A great deal of the complexity within a state and among the states are

the differing reporting dates and threshholds.
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Exhibit A

STAWRS Report Excerpts On Selected Items
For Inclusion or Exclusion From Income Tax Withholding Wage Base
(With STAWRS working group recomm endations)
January 2001 HWC/ITW Report



Uniform Withholding And Unemployment Tax Wage Base Act
April 5, 2002
COMMITTEE DISCUSSION DRAFT #1

DeveLopPING THE HWC/ITW

The HWC project decided that the essiest way to initiate the HWC/ITW was to adopt a
procedure and then present a report of findings to the public. Although no single method is
entirely satisfactory, the projed decided to adopt provisions on the basis of significance and level
of harmony. A recommendation that a component be “included” in or “excluded” from the
HWC/ITW blueprint, means only that the component is recommended for harmonization in the

HWC/ITW. It has no bearing on whether theitem isincluded or excluded from “wages.”

The following isaprovision by provision analysis. The Issue Number refers to the number
assigned to each component in the project’ s analysis.

Fiscal Year — Definition. |ssue 216.
“Fiscal year” defined meansan accounting period of 12 months ending on thelast day of any

month other than December.

Recommendation: Include in the HWC/ITW. Although there are only 14 matches and 4
partial matches, the partia matches are actually matchesin prectice. The states that have
partial matches use terms such as taxable year or income year, meaning the accounting
year in which areturn isfiled or income reported. This constitutes a distinction without a
difference. Twenty-five stateslist “no provision” for thisissue. However,
representatives at the HWC/ITW Working Group meetings (including state

representatives and return preparers) indicated that the “no provision” states would follow
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the federal definition. Thisis also borne out by thefact that so many states generdly
follow the federal definitionsin all respects.

Wagesdonot includeremuneration paid in inter statetranspor tation by nonr esident. |ssue256.

Wages do not include remuneration paid for nonresident common carriers. |ssue 245.

Thesetwo issues wer e combined as one provision because they appear in substanceto bethe
sameissue. That is, anonresident of a stateengaged in atransportation activity that requires
passagethrough another statewill not be subject toincome tax withholding for remuner ation

earned during the time of passage. Thisisnot afederal income tax withholding issue.

Recommendation: These issues should not be included in the HWC/ITW. There are 17
matchesto thisprovision and no partial matches. Theremainder of thejurisdictionshaveno
provisionson theseissuesandthismeansthat theno provision statessimply honor theposition
and do not attempt to collect state income tax on such activities. They do this, however,
without enacting any specific statutory language. Har mony existsamongthestates. Sincethis
isnot an issuefor federd incometax withholding, it serves no useful purposeto includeit in
the HWC/ITW.

I ssues 245 and 256 point to an interesting problem in developinga HWC/ITW. That is, does
the recommendation present a good enough argument for na including them in the
HWC/ITW? Thereisharmony among the statesthat have this provision, but the provision
does not exist at the federal level — it is not an issue at the federd level. While it is our
recommendation that theseissuesnot beincluded in theHWC/ITW, it isal9 stated that state
may have this provision without seriously affecting the HWC/ITW. Thisrecommendation

affectsthe next issue, | ssue 171, aswell.
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The term “employee” does not include a nonresident who performs services in the motion

pictureindustry. Issue171.

Recommendation: Do not be includein HWC/ITW. Thereisonly 1 match (Colorado)
and 1 partial match (Kansas excludes services of an employee who is an extra and who
works less than 14 daysin a calendar year). Thisis outside the scope of the HWC/ITW
effort.

Wages does not include remuneration for nonresidents engaged in motion picture

production/entertainment/athlete eventsin the state. |ssue 246.

Recommendation: Should not be included in HWC/ITW. There are only 6 matches. As
indicated above, this is not a federal income tax issue. First, the application is limited.
Second, activity by nonresidents is an issue that the states have generally resolved and the
inclusion of thisissue would not serve the objective of the HWC/ITW. Addressing thisissue

would not ease the burden of employers or the states.

Trustee Defined. Issue 210.
Fiduciary Defined. |ssue 215.

“Trustee” defined is a guardian, trustee, executor, administrator, executrix, receiver, etc.
“Fiduciary” definedisaguardian, trustee, executor, administrator, receiver, conservator, or any

person acting in any fiduciary capacity for any person.
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Recommendation: Includethedefinition of fiduciaryintheHWC/ITW. Thetwoissueswere
combined sincethey contain many mutual elements and one definition should beableto serve
all purposes. Although there are only 21 matches between the two definitions, most states

with no provision probably follow the same definition.

Person Defined. |ssue 185.

“Person” defined shall be construed to mean and include an individual, a trust, estate,

partnership, association, company, or corporation.

Recommendation: Includein the HWC/ITW. There are 31 matches and 12 no provisions.
The “no provision” jurisdictions probably follow the definition. Thus, there is substantial
harmony. This definition should be included in the HWC/ITW. It is such an important

definition, its absence and exclusion would raise questions in the future.

Individual Defined. Issue 207.

“Individual” defined means as or pertaining to asingle human being.

Recommendation: Include in the HWC/ITW. Although 21 jurisdictions, including the
federal government, do not haveaspecific provisiondefining “individual,” thisisanimportant
concept. Most jurisdictions, including the federal, define an individual as a natural person.
The 11 partial matches (and 10 matches) generally defineindividual asanatural person but go

on to specifically include aliens or minors, etc.
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Wages do not include remuneration for active srvice in a month for which the employee is
entitled to combat pay asdefined in IRC §112. Issue 218.

Recommendation: Includeinthe HWC/ITW. All jurisdictions are match except one partial
match (Wisconsin). It is likely that the state with the partial match follows the other

jurisdictions even though its law reads differently.

Wages do not include compensation for national guard/reservetraining services. |ssue 247.

Recommendation: Do not include in the HWC/ITW. Thirty-six jurisdictions, including
Federal, have no provisions. There are three matches and four partial matches. The partia
matches exclude up to various dollar amounts. The objectives of the HWC/ITW (lower
employer burden and ease to states) would not be served by the inclusion of thisissuein the
HWC/ITW.

Sick pay that isnot considered wages is subject to voluntary withholding. 1ssue 263.

Recommendation: Include in the HWC/ITW. Several jurisdictions have mandatory
withholding on sick pay; in several others, itisnot clear if voluntary withholding is permitted
or not. The treatment of sick pay is an old issue and generally comes up every yea for

clarification.

Third party sick pay subject to voluntary withholding. Issue 190.

Recommendation: Includeinthe HWC/ITW. Thereare 19 matchesand 23no provisionson

thisissue. Theissue of third party sick pay isan ongoing issue that has caused agreat deal of
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confusion among employersand payers of sick pay (including the reporting requirements). It
is the type of issue the HWC/ITW was designed to address.

Employee does not include a participant of an Individual Retirement Account (IRA) or

Simplified Employee Pension (SEP) plan. Issue 170.

Recommendation: Do not include in the HWC/ITW. Only one jurisdiction has this
provision. It is outside the scope of harmonization.

Employeeincludes afull-timelifeinsurance salesperson. Issue 173.

Recommendation: Do not includeinthe HWC/ITW. Only 1 jurisdiction hasthisprovision.
Note: The term “employee” includes afull time life insurance salesperson for FICA but not

FUTA. Thisissueisoutside the scope of harmonization for income tax withholding.

Employee does not include full-time students engaged in seasonal, temporary, or part-time

employment. Issue 174.

Recommendation: DonotincludeintheHWC/ITW. Thereisonly 1jurisdctionthat hasthis

provision. It is outside the scope of harmonization.

Employee means an individual who isaresident or isdomiciled in a particular state and who

performs servicesfor an employer. Issue 169.

Recommendation: Do not include in the HWC/ITW. There are 13 matches and no partial
matches. Thisindicates that the “no provision” states probably honor the position, but do so

without having enacted specific statutory language. The question of the resident or domiciled
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status of workers is something that the states have worked out. It is not an issue for

harmonization.

Employer means a person paying wages on behalf of a non-resident alien. Issue 177.

Recommendation: Includeinthe HWC/ITW. There are21 matches and no partial matches.
The*“no provision” states probably follow thefederal rulewith respect to thisissue. Thisview
is supported by the HWC Working Group members. It is also borne out by the fact that so
many statesgenerally follow the federal definitionsin all respects.

Wages do not include fiduciary distributionsto a non-resident alien. 1ssue 272.

Recommendation: Do not includeinthe HWC/ITW. Thereisonly 1 match (federd income
tax withholding) and 42 no provisions. We do not believe that this is an issue of any

importance to the states or employers and it does not relieve employer burden.

Wagesdo not includeremuneration paid for services performed by a non-resident alien. Issue
223.

Recommendation: Include in the HWC/ITW. There are 40 matches, 1 partial match, and
only 2 no provisions. Thisprovision fallswithin an areawhere harmonization would provide

abenefit to employers.
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A non-resident alien isan individual whoisneither acitizen of the USA or aresident of theUSA

or astate. Issue 201.

Recommendation: Include in the HWC/ITW. The definition of a nonresident alien is an
essential definition to determine where liability exists for withholding of income tax. A

uniform definitionwould provide a benefit to employers.

Wages do not include payment for services as emergency forest firefighters. |ssue 258.

Recommendation: Do not include in theHWC/ITW. Thereisonly 1 jurisdiction that has

adopted this position. Thisis outside the scope of harmonization.

Wages do not include payment for services performed in aforeign nation that withholdstaxes

and the wages ar e excluded from income under IRC 911. |Issue 224.

Recommendation: Includeinthe HWC/ITW. There are 40 matches and 3 partial matches.
The treatment of thisissue should be uniform and the 3 jurisdictions brought in line with the

rest of the jurisdictions.

Residents of a state are subject to withholding regardless of whether wages are earned in or

outsidethe state. |ssue 242.

Recommendation: Do notincludeinHWC/ITW. Thereare 8 matchesand 35 no provisions,
including federal. There are no partial matches. The withholding of income tax on wages
earned outside the state isan issue that the states have worked out among themselves. No

useful purpose wauld be served in atempting to harmonize the results.
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Wages paid to non-residents for instate services ar e subject to withholding. 1ssue 259.

Recommendation: Do not include in the HWC/ITW. Generally, the withholding of state
incometax on workersliving in one jurisdiction and working in another has been worked out
by the statesinvolved. Employersknow thereare withhol ding requirementsin such casesand

harmonization would upset many agreements now in place.

Paymentsto employeer etirement savingsar e not subject towithholding if theemployeewill be
entitled to a deduction. Issue 251.

Recommendation: Includeinthe HWC/ITW. Thereare 41 matches, no partial matches, and
two no provisions. This appearsto bean issue where dl jurisdictions shoud be in harmony.
Retirement paymentsfor per sonal servicesperformed by a non-resident performed in the state

are not subject towithholding. Issue 257.

Recommendation: Do not include in the HWC/ITW. There is only 1 match and 42 no
provisions. Since thisissue apparentlyinvolvesonly onejurisdiction, itisnot appropriate for

harmonization.

Pension and annuities distributions described in IRC 83405 ar e subject towithholding unless

theretired worker electsout. |ssue 261.

Recommendation: Includeinthe HWC/ITW. There are 34 matches, 8 partial matches, and

1“no match.” Thisis an issue whereharmonization would be beneficial.
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Annuity payments described in IRC 83402 are subject to withholding if an employee electsto
have withholding. |ssue 262.

Recommendation: Includeinthe HWC/ITW. There are 35 matches, 7 partial matches, and

1 “no match.” Thisis an issue where harmonization would be beneficial.

Paymentsto or from pension/annuity plansdescribed in IRC 83401(a)(12) arenot wages. |ssue
228.

Recommendation: Includeinthe HWC/ITW. There are 41 matches and 2 partial matches.

Thisis anissue where all juri gdi cti ons should bein harmony.

Employer means the person for whom an individual performs or performed any service, of

whatever nature, asthe employee of such person. Issue 175.

Recommendation: Includeinthe HWC/ITW. There are 40 matches and 3 *“no provisions.”
Thisisabasic employment tax concept and should beincluded. It issuch abasic concept that
itislikely the3“no provision” jurisdictionsfollow the concept even though it isnot contained

in any statutory language.
State Defined. Issue 178.
Recommendation: Include in the HWC/ITW. Thereis 1 match and 12 patial matches.

According to representatives of the HWC Working Group, however, the 30 “no provision”

jurisdictions follow the basic federal definition.
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United States Defined. |ssue 186.

Recommendation: IncludeintheHWC/ITW. Thereis1 match, 4 partial matches, and 38 “no
provisions.” Accordingto representativesof the HWC Working Group, however, itisbelieved

that the “no provision” jurisdictions follow the basic federal definition.

Domestic Service Defined. No issue number.
Recommendation: IncludeintheHWC/ITW. Thereis nothing inthe databasedealing with
thisdefinition for incometax withholding. IRC regulation 31.3401(a)(3)-1 definesthisissue.
Since the pay of a domestic is excepted from wages, the elements tha constitute domestic
service should be defined. The HWC project will need to analyze state law to seeif the states
define this term.

Wage inclusion — Sever ance/Dismissal payments. |ssue 265.
Recommendation: Includeinthe HWC/ITW. All jurisdictions are a match.

W ageexclusion —damagesr eceived on account of wor kmen’scompensation. | ssues268and 267.
Recommendation: Do not include in the HWC/ITW. There are only 2 matches. More
importantly, workmen’s compensation payments come from the state; harmonization would

not effect the burden of the employer where the injury occurred. Therefore, this type of
payment is outside the scope of the HWC/ITW.
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Wage exclusion — scholar ships/fellowships. 1ssue 234.

Recommendation: Include in theHWC/ITW. Thereare 40 matches on thisissue. Only 3

jurisdictions are not in harmony.

Wage exclusion — employee achievement awards. |ssue 235.

Recommendation: Includeinthe HWC/ITW. There are 41 matches and 2 no provisions.

Wage inclusion —employer pays employee FICA or Ul taxes. No issue number.

Recommendation: Include in the HWC/ITW. This provision concerns wages for federal

wage purposes and, as such, it would apply to most jurisdictions. Itisthetype of benefit many

employers provide their employees, especially small employers. Therefore, it should be part

of the HWC/ITW.

Wage exclusion — paymentsto a person who isdisabled. Issue 253.

Recommendation: Includeinthe HWC/ITW. This should be harmonized since thistype of

payment is not uncommon.

Wage inclusion — supplemental unemployment benefits. |ssue 264.

Recommendation: Includeinthe HWC/ITW. There are 40 matches on thisissue.
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Direct Sellersand Real Estate Agents (IRC 83508). No issue number.
Recommendation: Do not includein the HWC/ITW. However, thisprovision, like Issues
256, 245, and 171, can be adopted by states without affecting the HWC/ITW. IRC Section
3508 refers to the Internal Revenue Code and involves the treatment of individuals as
employees or as self-employed persons. Although there are several states that follow the

federal provision, any attempt to harmonize this issue would be disruptive to the entire

HWC/ITW.

Wage exception — shar e of the catch fishing. Issue 231.

Recommendation: Includeinthe HWC/ITW. There are 40 matches on thisissue, 1 partia

match, and 3 no provisions, one of which is from a non-fishing jurisdiction.

Wage exception —age based services. |ssue 260.

Recommendation: Do not include inthe HWC/ITW. Thereisonly 1 match and no partial

matches on thisissue.

Included/Excluded wagerule. Noissue number.

Recommendation: Includeinthe HWC/ITW. Thisisanimportant employment tax concept

and as such should bepart of the HWC/ITW.

Agricultural Activities. 1ssues219, 181, 206, 212, 195, 189, 203, 199, 196, 184, 209, 191, and 200.
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Recommendation: Do notincludeintheHWC/ITW. Agricultural activitiesareaspecialized
area where separate tax returns, depaosits, and rules are followed. Attempts to harmonize

agricultural labor provisions would not produce a significant reduction in employer burden.

Wage exception — pay for servicenot in atrade or business. Issues 221, 238.
Recommendation: Includeinthe HWC/ITW. There are 40 machesfor both issue numbers.
This is not an issue that would bring much relief to employers since the pay must be for
services not in atrade or business. Nevertheless, because there are so many matches, it is
recommended for inclusion.

Treatment of Corporation Officer. Issue 167.

Recommendation: Include in the HWC/ITW. Thereare 39 matches and 4 no provisions.
Because every corporation must have at least one officer, this issue is appropriate for
harmonization — especially with so many matdes.

W age exception — pay for newspaper delivery. Issues 226, 227.

Recommendation: Includeinthe HWC/ITW. There are 42 matches and 1 no provision for

both issue numbers. Thisfallsinto the category for harmonization.

W age exception — pay for domestic service. |ssue 220.

Recommendation: Includeinthe HWC/ITW. There are 40 matches, 1 partial match, and 2

no matches. Thisis not an area where harmonization will have any impact on commercia
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business. However, it isan areawhere there are many employers. In principle, it should be

harmonized.

Employee leasing company as an employer. Issue 183.

Recommendation: Do not include in the HWC/ITW. Thereare 40 no provisions on this

Issue.

W age exception pay for child support/foster care. Issue 271.
Recommendation: Do not include in the HWC/ITW. Thereisonly 1 match and 1partial
match on this issue. It falls outside the area were harmonization should be considered.
Furthermore, it has no impact on the commercial business sector.

Employee includes an officer or elected official. |ssue 166.
Recommendation: Includeinthe HWC/ITW. Thereare 39 matches, 3 no provisions, and 1
no match. Itislikdy that the 3 no provisions follow the subject ddinition. Therefore, with
a possible42 matches, this provision should be in the HWC/ITW.

Wage exception — Fees paid to a public official. Issue 217.

Recommendation: Includeinthe HWC/ITW. All jurisdictions match.

Wageexception —wagesdo not includepay for servicefor aforeign gover nment or inter national

organization. Issue 222.
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Recommendation: Include inthe HWC/ITW. There are 42 matches and 1 partial match.
This meetsthe criteiafor inclusion inthe HWC/ITW.
VehicleFringe Benefits—employer may dect not towithholdincometax but isrequired toissue

W-2. Issues 180, 188, and 194.
Recommendation: Includeinthe HWC/ITW. Although there are only 4 matches and 39 no
provisions, the Working Group believes that there are many jurisdictions that follow the
federal rules. (Note: In the event that the 39 no matches involve jurisdictions that do not

follow the federal rule, then the recommendation is not to include this provision in the

HWC/ITW.)

W age exception — pay of a clergy or minister. Issue 225.

Recommendation: Includeinthe HWC/ITW. All jurisdictions are a match.

Employee Definition — clergy/minister may elect to be considered an employee. |ssue 172.

Recommendation: Do notincludeinthe HWC/ITW. Theeisonly 1 mach. Thisisoutside

the scope of harmonization.

Resident Alien Defined. |ssue 197.

Recommendation: Include in the HWC/ITW. Although there are only 12 matches and 2
partial matches, the 29 “no provision” jurisdictions probably follow the federal definition.
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Cash Defined. |ssue 204.

Recommendation: DonotincludeintheHWC/ITW. Thereareonly 2 matchesfor thisissue;

all other jurisdictionsareno provision. Thisissuedoesnot meet thecriteriafor harmonization.

Corporation Defined. Issue 213.

Recommendation: Include in the HWC/ITW. There appear to be at least 18 matches in
substance, although not all the languageisthe same. However, thisisan important definition

and thereare sufficient maches to justify inclusion in the HWC/ITW.

Domestic Corporation or Partnership. Issue 192.

Recommendation: Include in the HWC/ITW. Although there are only 8 matches and 11
partial matches, webelievethat the 26 no provisionsneverthel essfollow thefederal definition.
Until demonstrated otherwise, thisissue falls within the criteriafor harmonization.

Wage exclusion — Social Security and Railroad Retirement benefits. Issue 270.

Recommendation: Do not include in the HWC/ITW. This issue does not apply in an
employment context. The benefits are paid by a government agency and only non-resident
aliens would be subject to withholding. The inclusion of thisissue in the HWC/ITW would

not contribute to burden reduction for employers.
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W age exception —non-cash paymentsto aretail salesperson. Issue 254.
Recommendation: Include inthe HWC/ITW. All jurisdictions match on thisissue.
Wage exception — strike benefits paid by union. Issue 255.
Recommendation: Do not includeinthe HWC/ITW. Thereare only 2 matches. Thisisnot
thetype of issuewherethe harmonization effort islikely toreduce employer burden. Theissue
does not occur with enough frequency to justify itsincluson in the HWC/ITW.
Wage exception — deceased person’searnings. |ssue 241.
Recommendation: Do not include in the HWC/ITW. Thereisonly 1 match on thisissue.

Wage exception —lottery winnings. |ssue 266.

Recommendation: Do not include in the HWC/ITW. This issue does not occur in an

employment relaionship and, therefore, is outside the scope of the HWC/ITW.

Treatment of non-qualified deferred compensation plans. No issue number.

Recommendation: Include in the HWC/ITW. This is a fairly common issue among

employers and as such, should be included for harmonization.
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Employer Defined. |ssue 176.

“Employer” defined meansthe person having control of the payment of wages.
Recommendation: Include inthe HWC/ITW. There are 35 matches and 3 partial matches
for thisissue. More importantly, it isa concept that is basic to the income tax withholding
provisions. It mug beincluded in the HWC/ITW.

Employee — Common-law employee defined. |ssue 168.

Recommendation: Do not include in the HWC/ITW. Although for income tax purposes
almost al jurisdictions match and have adopted the common law definition of employee, a
decision was made at the outset of the HWC/ITW project that the definition of employee
would be outside thescope of the project. Thisissue istoo controversial.

Wage exception —pay for servicein the Peace Corps. |ssue 239.

Recommendation: Include in the HWC/ITW. There are 41 matches and 2 “no provision”

jurisdictions. Itislikely that thetwo “no provision” jurisdictionsfollow thefederal provision.

Therefore, thisis a candidate for harmonization.
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W age exception — Unemployment Compensation. |ssue 2609.

Recommendation: Do not include in the HWC/ITW. There are 3 matches. The remaining
jurisdictions are no provision. However, and more importantly, unemployment compensation is a
payment by the state to the unemployed person and does not occur from a payment by the employer

to theunemployed. Therefore, hamonization of thisisue, would not be likely to reduce employer

burden.
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Exhibit B

Selected Items For

Inclusion or Exclusion From Unemployment Insurance Tax Wage Base

Prepared with technical assistance from the STAWRS Project and Mr. Philip Corn
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What follows is a list of items being considered presently by the Harmonized Wage Code Project.
A final report on their conclusions as to whether these items should be included or excluded from the
unemployment tax wage base is forthcoming in the next several months. The listing here does not suggest

the endorsement of any particular view as to inclusion or exclusion. The listing is simply a summary of the

It should kept in mind that the following list deals with the unemployment insurance wage base.
Many, if not most, of the items listed as wage exclusions (other than those at |.) are and will continue to
be subjectto income taxwithholding, anditems listed asexclusions from the definition of employmentare,
and will continue to be, a partof the gross income wage base though not the income tax withholding wage

base.

Finally, please note when reviewing the data base thatsome items listed here as wage exemptions
may be listed by some states as employment exemptions. Ineither event, the amount of payments will

not be considered by those states as part of the unemployment wage base.

I.  Provisions describing exclusions from the definitions of “wages” and “employment” for purposes of
unemployment insurance tax assessment and benefit determination (i.e. -not considered a component

of the unemployment wage base)
A. Wage Items also excluded from Level One wages.
1. Meals and Lodging

2. Group-Term Life Insurance

3. Dependent Child Care



10.
11.
12.
13.
14.
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Employee Business Expense Reimbursement
Employee Achievement Awards
Health Insurance
Cafeteria Plans
Moving Expenses
Fringe Benefits
Death Benefits
Fees for jury duty
Payments made to or from pension and annuity plans described in IRC §3306(b)(5)
Sick pay to the extent received under a workman’s compensation law but not in excess thereof

Sick pay after six months is excluded from wages

B. Additional Wage Items excluded from the unemployment insurance wage base.

Supplemental unem ployment benefits

Payments for retirement for disability, other than payments to which the employee is entitled
in compensation for work actually performed (similar to income in respect of a decedent.)
Employer payment without deduction of employee FICA or employee Ul taxes for wages paid
fordomestic service ina private home

Wages do not include non-cash payments outside the employer’s trade or business®

% Most of the issues presented in this exhibit are listed without comment. This one,

however, the Reporter found particularly confusing. The Treasury defines these sarvices as,

essentid ly, work done for a non-corporate employer at or around the employer’s home (See, IRC

Reg. §31.3121(a)(7)-1). Also, thereis someimpact on farm labor. Issues peculiar to farm labor

have not been addressed by this report to the committee.
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Additional items of remuneration excluded from the Unemployment Insurance wage base because
payments are made to one who is not an employee. It should be noted that most (but notall) state
statutes already provide for most (but notall) of the exclusions listed below or have no provisions
(where forthe moment we can assume that theyare excluded by administrative acquiesence). The
most significant “holdout” is FICA which includes in the wage base many of the items listed below.

For exclusion purposes the term “employment” does not include

1. Service to the Court as a juror

2. Fees paid to corporate directors for their services as directors

3. Service by an individual under the age of 18 in the delivery of newspapers

4. Service performed by an individual in the exercise of his or her duties as a member of the State
National Guard or Air National Guard

5. Service in the employ of a governmental entity if such service is performed by an individual
serving on a temporary basis in case of fire, storm, snow, earthquake, flood, or similar
emergency

6. Services performed by aliens under F, J, M, or Q visas

7. Service as a duly ordained, commi issioned, or licensed minister of a church in the exercise of
his or her ministry or by a member of a religious order in the exercise of duties required by
such order

8. Services in the employ of a church or convention of churches; service in the employ of an
organization operated primarily for religious purposes which is operated, supervised,
controlled, or principally supported by a church or convention of churches.

9. Service performed in the employ of a foreign govemment, including service as a consular,
other officer, employee, or a non-diplomatic representative

10. Service performed in the employ of an international organization
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12.

13.

14.

15.

16.

17.

18.
19.

20.

21.
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Service performed in the employ of an instrumentality wholly-owned by a foreign government
if the service is of a character similar to that performed in foreign countries by employees of
the United States Government or of an instrumentality thereof and if the Secretary of State
shall certify to the Secretary of Treasury that the foreign government grants an equivalent
exemption
Service in the employ of a governmental entity if such service is performed by an individual
in the exercise of his or her duties as an elected official
Service in the employ of a governmental entity if such service is performed by an individual
in the exercise of his or her duties in a position which is designated as (1) a major policy
making, or (2) advisory position, or (3) a policy making position which does not require more
than eight hours per week
Service by an individual in the exercise of his or her duties asa member of a legislative body
or judiciary
Domestic service performed in a private home, local college club, or local chapter ofa college
fraternity or sorority unless performed for a person who paid cash remuneration of $1,000 or
more in any calendar quarter in the current calendar year or preceding calendar year to
individuals employed in such domestic service
Service performed in the employ of the United States Government or an instrumentality of the
United States which iswholly or partially owned by the United States, or exempt from the tax
applied to an employer by virtue of a law which specifically grants an exemption
Services performed by an individual as an employee oremployee representative as defined in
the Railroad Unemployment Insurance Act
Services by an inmate of a custodial or penal institution
Services performed as an insurance agent or solicitor if compensated solely by way of
commissions
Services as part of an unem ployment work-relief or work-training program financed in whole
or in part by governmental assistance
Servicesin a facility conducted for the purpose of carrying out a program of providing work for

individuals who cannot be readily absorbed in the labor market
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23.

24.
25.
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Services performed by individuals employed by a State Department or recipient government
entity through a summer youth employment program
Servicesperformed by a studentin the employ of a school, college, or university if such service
is performed by a student who is enrolled and regularly attending classes at such school
Services as a student nurse in the employ of a hospital or nurses’ training school
Service in a facility rehabilitatingindividuals whose earning capacity isimpaired by age, injury,

or physical or mental deficiency - Issue 415.

Provisions that were found in four or fewer jurisdictions. These terms have been dubbed by the

STAWRS team as “outlyers.” There are 95 such items listed on the STAWRS data base. They include

items to be included or excluded from wages or employment. In any event the Committee needs to

decide whether these issues should be addressed directly, indirectly or not at all.
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Exhibit C

CHART OF STATE COMPLIANCE DATES

(Prepared by Philip Corn)
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STATE WITHHOLDING TAXES

AK
AZ

AR

CA

CO

CT
DE

DC

FL
GA

HI

EFT Rules
$ Threshold

$25,000 or more

$20,000 or more

$20,000 or more

$20,000

$50,000 or more

$100,000
Federal rule

No EFT rule

$10,000

$100,000

$100,000

Income Tax Payment Dates

Dollar Limits

M: Due by 15" of Feb, Mar, May, June, Aug, Sept,
Nov, and Dec if $1000 or more

Q: LDNM if <$1000
No income tax on individuals

Semi-weekly: If >$1500 for preceding

4 Qs

M: Follovs Federal Law if avg. > $1500/Q

Q: LDNM ifavg. for prior 4Qs <$1500
M: By 15" of NM if $200 or more

Annual: By 1/31 if <$200/yr
Semi-weekly: If req’d by federal mles and >$400

M: If reg d by fedeal rulesand >$400; due by 15" of
NM; also empoyersif accumulated withholding
during 1 or more months of a Q is $350 or more

Q: All ahers that haveaccumul ated less than $350.

LDNM
M: by 15" of NM if withholding during lodkback

period was$7000 but not morethan $50,000
W: If more than $50,000

Q: By LDNM if <$7,000
Follows federal rules

8" Monthly: 3 working day after the 3¢, 7", 11", 15",
19thy, 22, 25" and LDM if >$20000
M: 15" of NM if >$3,600 but has not exceeded
$20,000 during look back period

Q: LDNM if during lookback does not exceed $3600
M: By 20" of NM if amount >$50/M

Annual: By 20" of Janif $50 o less'manth
No personal income tax

M: 15" of NM if >$200/M
Q: LDNMNIif $200 or less’'M

A: By 1/31if $800 or less/year
M: by 15" of NM if >$1000; by 10" if >$100,000

Q: LDNM if $1000 or less
Split Monthly: If $60,000 or more ayear or an avg. of

$5000 or more a month must remit 5 days after

1

Income Tax

Report

Filing Dates
Remit with Report for

Qand M

Remit with Report

Remit with Report

Remit with Report. Q
reports are req' d;
othersfilea

coupon

Remit with Report (M
and Q) W must
use EFT

Remit with Report
Remit with Report in

every case

Remit with Report

M: remit with payment
voucher

Q: remit with Report
Remit with Report

Split Monthlyand M

remit with

STATE Ul TAXES

Ul Tax Filing/Payment

Dates

Q- LDNM

Q- LDNM
Q- LDNM

Q- LDNM

Q- LDNM

Q- LDNM

Q- LDNM
Q- LDNM

Q- LDNM

Q- LDNM
Q- LDNM

Q- LDNM

Q- LDNM



KS

KY

LA

Uniform Withholding And Unemployment Tax Wage Base Act

Avg A liability of
$200,000 or

AvgQ
liahility of
$50,000

$10,000

SM: $8,000
M: $16,000

$100,000

$24,000

$20,000

April 5, 2002

COMMITTEE DISCUSSION DRAFT #1

end of withhdding periad. Period begins on 16"
of each monthand ends on 15" of next morth
M: By 20" of NM if $500 or more
Q: LDNM if <$500/Q

A: By LD of Feb
Q/M: By 3" banking day after the 7™, 15", 22" and

LDM if >$1000/Q

M: By 15" of Feb, March, May, June, Aug, Sept, Nov
and Dec if >$500 but <$1000

Q: By LDNM. If <$500/Q, may pay quarterly

A: By 1/31 if <$500/yr
M: By 30" of NM or 20" of NM if >$1000/M or avg >

$1000/M

Q: By LDNM if did not exceed $75/M in preceding yr.
(By 20" of NM if electronic)

Semi-Annual: By 1/31/ and 7/31 if did not exceed
$25/M in preceding yr

A: by 1/31if did not exceed $10/M in precedi ng yr.
SM: By 25" of current month and 10" of NM if amt

withheld >$8000 in a semimont hly period
M: By 15" of Feb, March, May, June, Aug, Sept, Nov
and Dec if >$50/M

Q: By LDNM if $50 or more
Quarterl y-Monthl y: By 3" banking day after 7, 15",

21* and LDM i f >$100,000/yr
Semi-monthly: By 25" of current month and 10" of
NM if >$8,000 but does not exceed $100,000/yr
M: By 15" of NM if >$1,200 but <$8,000
Q: By 25" of NM if >$200 but <$1,200

A: By 125 if does not exceed $200/yr
Q: LDNM if amt duri ng lookback period was between

$400 and $2,000.

M: By 15" of next amt if between $2,000 and $50,000
(Dec retum due 1/31)

Twice Monthly: By 10" and 25" if amt was $50,000 or
more. Fa January, ant due by 2/10. Amts
between 12/16 and 12/31 due by 731

A: By 1/31 if amt did not exceed $400
Semi-monthly: By last day of CM ard 15" of NM if at

|east $2,000/M

M: LDNM if at least $500 but <$2,000/M

Q: LDNM if <$500/M

A: By 2/28if$100/yr or less for preceding yrand
projected current year

voucher. Q and A
remit with report

Q/M: Remit with Q- LDNM
Report

M: Remit with Report

Q: remit with Report

A: Remit with Report

RemitwithReportinal Q- LDNM
cases, unless EFT
isreq'd.

Q: Remit with Report Q-LDNM
SM: EFT

Remit with Report in all Q-LDNM

cases

Remit with Report in al Q- LDNM

cases

Remit with Report in all Q- LDNM

cases.



ME

M D

MA

M

M N

MS

MO

MT

Uniform Withholding And Unemployment Tax Wage Base Act

$200,000

$20,000

$250,000

Voluntary

$50,000

No program

Voluntary

$500,000

April 5, 2002

COMMITTEE DISCUSSION DRAFT #1

SW: Federa rule followed

Q: LDNM ifless than $2400
EFT: If $20,000 or more, immediately using EFT

M: By 15" of Feb, Mar, May, June, Aug, Sept, Nov
and Dec if amt in any quarteris at least $700
Q: LDNM if <$700

A: By 1/31if $250 or less
QM: If >$25,000/yr, by 3" business day after the 7*,

15", 22" and LDM
M: By 15" of Feb, Mar, May, June, Aug, Sept, Nov,

and Dec; by 1/31, 4/30, 7/31/ and 10/31 if $1201

to $25, 000/yr
Q: LDNM if $101 to $1,200/yr

A: By 1/31if $100 or less
SW: If >$40,000/M follow federal rule

M: If combined tax liability >$3600, but withholding
liability is <$40,000, due by 15" of NM

Q: If cambined tax ligbility >$750 but <$36600, due
by 15" of Jan, Apr, July and Od.

A: If combined sales, use and income tax is <$750/yr,

due 2/28
Twice-weekly: If more than $1500 in Minnesota taxes

inprior Q and required to deposit federal taxes
twice weekly

M: If >$1500 in Minnesota taxes in prior Qand reqd
to deposit federal taxes monthly, due by 15" of
NM

Q: By LD of April, July and Oct

A: By 2/28 if $500 or less
M: By 15" of NM if >$300/M

Q: By 15" of Jan, Apr, July, and Oct is $300 orless
QM: By 3" banking day after 7", 15", 22", and LDM

if amt withhdd in each of & least 2 months

during prior 12 monthsis $9000 or more

M: By 15" of Feb, Mar, May, Jun, Aug, Sept, Nov and

Dec and by LD of Jan, April, Jul and Oct if amt

in each of at least two manths during the prior 12

months is $500 or more and liability does not
meet the QM depositor threshold.
Q: LDNM if $20 or more during at leas one of the
preceding 4 Qs and not required to file monthly
A: By 1/31 if <$20 a quarter during prior 4 Qs

Accelerated: Same a5 federal due date, generally semi-

weekly, if during lookback period >$12000

3

Remit with Q Report Q-LDNM
SW: Voucher
Remit with Report M, Q- LDNM

Q,and A

RemitwithReportinal Q- LDNM
cases

Remit with Report Q-LDNM

TW and M: Coupons Q-LDNM

Q: Remit with Report

4" Qisincluded with A

reconciliaion
Remit with Report Q-LDNM
Remit with Report Q-LDNM
Ac: Coupon Q- LDNM
M: Coupon



NE

NV
NH
NJ

NM

NY

NC

ND

OH

OK

Uniform Withholding And Unemployment Tax Wage Base Act

$100,000

$20,000

$25,000

$400,000

$240,000

Program pending

$300,000

Voluntary

April 5, 2002

COMMITTEE DISCUSSION DRAFT #1

M: By 15" of NM if during lookback is between
$1200 and $11,999
A: By 2/28 if during lookbeck is < $1200

M: By 15" of Feb, Mar, May, Jun, Aug, Sep, Nov, and
Decif >$500in I or 2" month of a quarter

Q: All employers by LDNM if $500 or less.
No personal income tax

No personal income tax

W: By Weds of NW if prior yea liability of $20,000
or more

M: by 15" of NM if >$500

Q: LDNM if <$500

A: by 2/28 if wages paid for previous year were

insufficient to require withholding
M: By 25" of NM

Q or Semi-A: By 25" of NM if <$200
Ac: By 5" business day if at least $700, if amt

withheld isless than $15,000 for the yr preceding
the previous yr. By the 3 business day if at

least $700 and if amt withheld is $ 15,000 or
morein yr preceding previous yr

Q: LDNM if <$700
SW: If avg $2,000 a month, dueon same schedule as

federal income tax deposits
M: By 15" of NM if avg$500 but <$2,000/M
(Dec retum due 1/31)
Q: LDNM if avg <$500/M

Q: LDNM
A: By /31 if amount withheld duringprior yr was less

than $250
PW: Within 3 banking days following end of partial-

weekly period if amtduring prior 12 month
period was$84,000 or more (PW periads
consist of a consecutive Sat, Sun, Mon and Tues,
or a consecutive Wed, Thur, and Fri

M: By 15" of NM if amt during prior 12 month period
ending 6/30 >$2,000 but <$84,000

Q: LDNM if during 12 month period ending 6/30 of
preceding cdendar year <$2,000

SW: Federal SW deposit schedule if $10,000 or

4

A: coupon

AcfilersfileQ
reconciliation by
LDNM

M and A fileyrly recon
by 2/28

Remit with Report

Remit with Report

W: EFT

M, Q, and A: with
Report

Remit with Report

Remit with Report

Remit with Report

Remit with Report

Remit with Report

Remit with report

Q- LDNM

Q- LDNM
Q-LDNM
Q- 30" of NM

Q- LDNM

Q- LDNM

Q- LDNM

Q- LDNM

Q- LDNM

Q- LDNM



OR

PA

RI

SC

SD
TN
TX
uT

VT

VA

Uniform Withholding And Unemployment Tax Wage Base Act

No program

$20,000

$10,000

$20,000

Voluntary

$36,000

$20,000

April 5, 2002

COMMITTEE DISCUSSION DRAFT #1

more/M
M: By 15" of NM if $500 or more/Q

Q: By 15" of NM if <$500
$100,000 or more Follows federal law: next banking

day

SW: By following Wed for aWed, Thu or Fri payday;
by following Fri for a Sat, Sun, Mon or Tues
payday

M: Follows federal law

Q: LDNM
SM: Within 3 banking days of the 15" of the current

M and last day of the M if amt is $1,000 or
more/Q
M: By 15" of NM if amt <$300 but less than $1,000/Q
Return for Dec is due 1/31

Q: LDNM if amt <$300
D: On next banking day if $24,000 or more

QM: Within 3 banking days of the 7", 15", 22", and
last day of M if $600 but lessthan $24,000/M

M: By 20" of Feb, Mar, May, Jun, Aug, Sept, Nov,
and Dec; and by LDNM if $50 but less than
$600/M

Q: LDNM if <$50/M

A: By 1/31if wages paid insufficient to require

withholding
SW: Follows federal rule

M: Follows federal rule

Q: Followsfederal rule
No personal income tax

No personal income tax
No personal income tax
M: LD of next M if $1,000 or more/M

Q: LDNM if <$1,000/M
SW: If >$9,000/Q, deposit an federal schedule of SW

deposits (Wed if payday on prior Wed, Thur, or
Fri; depost on Fri if payday on prior Sat, Sun,
Mon or Tues.

M: By 25" of NM and by 2/23 if amt >$2,500 but
<$9,000/Q

Q: By 25" of NM if <$2,500
SW: Within 3 banking days after a semi-weekly period

if avg >$500

M: LDNM fa Mar, Jun, Se, and Dec and by 20" of
NM for all other monthsif avg is between $100
and $1,000

Remit with coupon Q- LDNM

Remit with coupon

Remit with coupon
Remit with caupon and

Report
Remit with Report Q- LDNM
Remit with Report Q- LDNM
Remit with coupon Q-LDNM
Qreturnsrey’ d by
LDNM
Q-LDNM
Q-LDNM
Q- LDNM
Remit with report Q-LDNM
SW: EFT Q-LDNM
M and Q: filewith
report

M and Q: remitwith Q-LDNM
report
SW: coupon



Uniform Withholding And Unemployment Tax Wage Base Act

WA
WYV No program

Wi $10,000

WY

April 5, 2002

COMMITTEE DISCUSSION DRAFT #1

Q: By LDNM if <$100/M
No personal income tax
M: By 20" of NM (Dec due 1/31) if amt >$250/M. By

6/23 if amt for preceding yr avg >$100,000/M
Q: LDNM if <$250.

A: By 1/31 if <$150/Q and >$600/yr
SM: LD of current monthand by the 15" of NM if amt

>$5,000/Q

M: LDNM if >$300/Q

Q: LDNM all other employers unless otherwise
notified

A: By /31
No personal income tax

Federal Income Tax Withholding and FICA

Remit with Report

Remit or depasit with
Report

Income Tax and FICA Payment
Dates — Timely Receipt —

$ limits

EFT if Next Day Deposit: If $100,000 or more

$200,0 SW: If >$100,000
00 or M: If $50,0000r less Q If <$2,500

more

Key:

<! Lessthan

> Greater than

A:  Annual

AC: Accelerated

Amt: Amount

D: Dally

LDM: Last day o the currert month

Income Tax and FICA Filing Dates/
Timely Receipt

Next Day/SW/M: Depasit with Coupans
Q Report (941): LDNM

Q- LDNM
Q- LDNM

Q- LDNM

Q- LDNM

FUTA

FUTA Tax
Filing/Payment

Dates

Q: Deposit with
coupons unless
$100 or lessin
which case can be
paid with 940.

Annual Report (940) is
required



Uniform Withholding And Unemployment Tax Wage Base Act
April 5, 2002
COMMITTEE DISCUSSION DRAFT #1

LDNM: Last day o the next manth
M: Month or Monthly

PW: Partial-weekly

Q: Quarterly

Recon:  Reconciliation

Req'd:  Required

SM: Semi-monthly

SW: Semi-weekly

W: Weekly



