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Taxable Fringe Benefits Agenda

* What is a fringe benefit?

* Compensation — Nontaxable and Taxable

* Highlight some nonreportable fringe benefits
* Highlight some taxable taxable fringe benefits
* Tax treatment of fringe benefits

Definition of Wages
s !/

A s

* The Internal Revenue Service defines wages subject to taxation as all
compensation an employee receives for services performed by that
employee for the employer.

* This includes both payments made in cash and payments in any other
form, such as salaries, vacation, bonuses, commissions, and fringe
benefits.

* Compensation paid by noncash methods is valued at the fair market
value to the employee.




Fringe Benefit

* What is a fringe benefit?

fb

 An extra benefit supplementing an employee’s salary for the performance of

services.

 Perks!  Privileges! Rewards!

Freebies! Incentives!
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Nonreportable Fringe Benefits

De Minimis (Minimal) Fringe Benefits

De minimis fringe benefits are so small in value that it is unreasonable
or administratively impractical for the employer to account for them.
They are not included in an employee’s taxable compensation.
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Examples of Nonreportable Benefits

* Occasional typing of a personal letter by a company administrative
assistant

* Occasional personal use of the employer’s photocopy machine (less than
15% of the total use of the machine)

* Occasional parties for employees
* Occasional tickets to the theater or sporting events
* Occasional supper money for working overtime

« Traditional holiday gifts like a turkey or a ham (but not gift cards, or
certificates that are treated like cash)

e Coffee or donuts furnished by the employer
* Use of company telephone for personal calls

Fringe Benefit Taxability

SER)

IRS

* Most fringe benefits and other compensation

* Federal employment taxes




Sick Pay R

* In general, sick pay is any amount you pay under a plan to an
employee who is unable to work because of sickness or injury.

* These amounts are sometimes paid by a third party, such as an
insurance company or an employees’ trust.

* The social security, Medicare, and FUTA taxes don't apply to sick pay
paid more than 6 calendar months after the last calendar month in
which the employee worked for the employer.

* The payments are always subject to federal income tax.
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What is Qualified Transportation?

* Commuter Highway
* Heavy Rail Vehicles
* Van Pools
* Transit Passes
* Pass
* Tokens
* Fare Card
« Qualified Parking
* Work Location
* Tax savings
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Special Rules for Various Types of Fringe Benefits
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Treatment Under Employment Taxes
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Special Rules for Various Types of Fringe
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Accounting for Personal Use of Car

* Annual Lease Value Method

* Cents Per Mile Method

* Commuting Rate Method
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Paid Family Leave

« The Families First C ct) to provide employees with paid sick leave
or expanded family and medical leave for specified reasons related to COVID-19. The Department of Labor’s (Department) Wage
and Hour Division (WHD) administers and enforces the new law’s paid leave requirements. These provisions will apply from the
effective date through December 31, 2020.

+ Generally, the Act provides that employees of covered employers are eligible for:

« Two weeks (up to 80 hours) of paid sick leave at the employee’s regular rate of pay where the employee is unable to work because
the employee issuarantmed (pursuant to Federal, State, or local government order or advice of a health care provider), and/or
experiencing COVID-19 symptoms and seeking a medical diagnosis; or

* Two weeks (up to 80 hours) of paid sick leave at two-thirds the employee’s regular rate of pay because the employee is unable to
work becayse of a bona fide need to care for an individual subject to quarantine (pursuant to Federal, tate, o local government
order or advice of a health care provider), or to care for a child (under 18 years of age) whose school or child care provider is
closed or unavailable for reasons related fo COVID-19, and/or the employee is experiencing a substantially similar condition as
specified by the Secretary of Health and Human Services, in consultation with the Secretaries of the Treasury and Labor; and
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Paid Family Leave FFCRA— cont.

* Up to an additional 10 weeks of paid expanded family and medical leave
at two-thirds the employee’s regular rate of pay where an employee, who
has been employed for at least 30 calendar days, is unable to work due to a
bona fide need for leave to care for a child whose school or child care
provider is closed or unavailable for reasons related to COVID-19.

* Covered Employers: The paid sick leave and expanded family and medical
leave provisions of the FFCRA apply to certain public employers, and
private employers with fewer than 500 employees.[1] Most employees of
the federal government are covered by Title Il of the Family and Medical
Leave Act, which was not amended by this Act, and are therefore not
covered by the expanded family and medical leave provisions of the FFCRA.
However, federal employees covered by Title Il of the Family and Medical
Leave Act are covered by the paid sick leave provision.
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Taxable Fringe Benefits

* Fringe benefits are subject to income tax withholding and
employment taxes.

* Fringe benefits include cars you provide, flights on aircraft you
provide, free or discounted commercial flights, vacations, discounts
on property or services, memberships in country clubs or other social
clubs, and tickets to entertainment or sporting events.

* In general, the amount you must include is the amount by which the
fair market value of the benefit is more than the sum of what the
employee paid for it plus any amount the law excludes.

9/9/2020
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Taxable Fringe Benefits

* For employment tax and withholding purposes, you can treat taxable
noncash fringe benefits as paid on a pay period, quarter, semiannual,
annual, or other basis. But the benefits must be treated as paid no
less frequently than annually.

* You can add the value of taxable fringe benefits to regular wages for a
payroll period and figure income tax withholding on the total as well
as applicable social security and Medicare taxes. Or you can withhold
federal income tax on the value of fringe benefits at the flat 22% rate
that applies to supplemental wages
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Latest Trends in Fringe Benefits

* Flexible/Remote Work Hours

* Qualified retirement planning services

* Identity Protection Services
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Flexible/Remote Work Hours

* Remote working is more feasible than ever before.
* This is essentially a no-cost benefit.

* Using an accountable plan for this purpose
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Summary

* Generally, the employee’s gross income for tax purposes includes
everything received from the employer in payment for services for
the employer.

* IRC Section 132 defines benefits that are excluded from taxable
earnings and not reported on the employee’s Form W-2.

* Employers must either collect the tax from the employee or pay the
tax on behalf of the employee. If the employer pays the taxes due on
fringe benefits on behalf of the employee, those taxes paid become
additional income.
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Resources

* IRS COVID-19-Related Tax Credits for Paid Sick and Paid Family Leave:
Overview

* IRS Pub 15B Table 2.1 Special ‘Rules for Various Types of Fringe
Benefits.

* Payroll Practice Fundamentals, 2020 edition
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QUESTIONS?
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Happy National Payroll Week
September 7—-11, 2020

NATIONAL
PAYROLL
WEEK 2020

2020 "Getting Paid In America” Survey

panicpating. you'l b
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Thank You

* Timothy Massenburg, CPP

* APA Richmond Chapter Vice President

* FPC Instructor

* VA Statewide Payroll Conference Treasurer
* Over 25 years of payroll experience with

« State and local governments

« Cell phone (804) 704-1032

* timothymassenburg@comcast.net

* @tmassenbl — Twitter

* @RVA_apa — Twitter Richmond page

27



