U PL 32-96 Attachnent

QUESTI ONS ON VOLUNTARY W THHOLDI NG OF FEDERAL
| NCOVE TAXES FROM Ul BENEFI TS

1. Cdaimants nust be given an option to change their tax
Wi t hhol ding status at |east once during the life of their Ul
claim Can that change be retroactive, or is it to be
effective only for future weeks paid? For exanple, can
cl ai mants who have already had taxes w thheld fromprior
benefit paynents change their w thhol ding option and ask for
t he amount of wi thheld taxes to be refunded?

ANSWER: Changes may not be nmade retroactively. A request
for withholding nust be "in effect” at the tinme the benefit
paynment is made. Furthernore, SESAs are not responsible for
refunding withheld taxes. When taxes are withheld, they are
held in trust for the U S. Government. Al refunds nust be
obtai ned by the claimant fromthe IRS just as any overpaynent
of incone tax is done.

2. What reports are to acconpany fund transfers sent to the IRS
and what information should be contained in the reports? Are
reports electronic or paper? |f paper, what fornms are to be
used? |If electronic, what format should be used?

ANSWER: No transmttal formis required for the deposits
since they will be nade el ectronically through the Electronic
Federal Tax Paynent System (EFTPS).

3. How do SESAs report incone tax wthheld fromU benefits?

ANSWER: W thheld incone tax is to be reported annually on
Form 945, Annual Return of Wthheld Federal Income Tax. The
| ocation for filing depends on the filing district of the
State. Form 945 instructions provide mailing and transmttal
I nf ormati on.

4. \Wat progress has been made in the devel opnent of an
alternative to the draw down approach with the Departnment of
the Treasury, as referred to on page 6 of U PL No. 17-95
(Section 4. e. (2))?

ANSWER: According to Treasury officials, the alternative
draw down approach nentioned on page 6 of U PL No. 17-95
cannot be executed. Currently, deposits of w thheld funds
must be nmade in accordance with the rules set forth in
section 31.6302-1 of the Enpl oynent Tax Regul ati ons.

These rules are also found in section 11 of Publication 15,
Circular E, Enployer's Tax Guide. However, beginning in 1997
all the States will be depositing wthheld funds

el ectronically under the EFTPS. For nore information on
EFTPS you may call 1-800-945-8400 or 1-800-555-4477.



Separate deposits are required for non-payroll inconme tax

wi t hhol di ng reported on the Form 945. SESAs may not conbi ne
deposits for Form 941 and Form 945, although the rules for
how and when to deposit are the sane. There are two deposit
schedul es, nonthly or sem -weekly, for determ ning when a
deposit of withheld inconme tax nust be made. Circular E
expl ains these two deposit rules in detail

Shoul d the anmount of Federal Inconme Tax wi thheld be reported
to the claimant on Form 1099- G?

ANSWER: Yes, incone tax withheld froma clainmant's U
benefits nmust be reported by the State at year end on Form
1099-G in box #4 entitled "Federal |ncone Tax Wt hhel d"

Must SESA's provide claimants with 1099-G forns in duplicate
(one copy to attach to the tax return and a second copy for
claimant records) or is a single copy sufficient?

ANSWER: Only one copy of Form 1099-Gis required to be
provided to the claimant. A copy of Form 1099-G does not
acconmpany the individual's tax return. Therefore, no change
Is required in the current methodol ogy for providing 1099-G
fornms to claimants.

Sone individuals file quarterly estimted tax paynents to the
IRS. |s the SESA obligated to provide individuals with any
type of quarterly tax information, if requested?

ANSWER: There is no requirenment for SESAs to provide
quarterly tax information to clai mants.

A.  Wien weeks of unenpl oynent already paid are determ ned
overpaid, is the overpaynment anmount to include the gross
anount of benefits authorized for the weeks, or only the
amount m nus the tax w thhol di ng?

ANSWER: The overpaynent anount is the gross anount of
benefits authorized for the weeks.

B. Is the answer to the question the sane regardl ess of
whet her the overpaynent order is issued in the sane or
subsequent taxable year as the initial paynent (pre-1099-G
report versus post-1099-G report)? Does the claimant have
the option to have taxes already w thheld refunded and
applied to outstandi ng overpaynents that involve weeks with
tax w t hhol di ngs?

ANSWER: The SESA nust al ways report the gross anmount of
benefit paynents on the 1099-G  As discussed in question 1
wi t hhel d taxes cannot be refunded by the SESA. The cl ai mant
nmust file for a refund with the IRS, as with any other

over paynent of withheld inconme taxes. Instructions for 1995
| ndi vi dual Federal |ncone Tax Form 1040 state, "If you
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recei ved an over paynment of unenpl oynment conpensation in 1995
and you repaid any of it in 1995, subtract the anount you



10.

11.

repaid fromthe total anpbunt you received. Enter the result
on line 19. Also enter "Repaid' and the anpunt you repaid on
the dotted line next to line 19. If, in 1995, you repaid
unenpl oynent conpensation that you included in gross incone
in an earlier year, you may deduct the anount repaid on
schedule A, line 22."

Can the 15 percent wi thheld be rounded to the nearest dollar?

ANSWER: Yes, if rounding is used consistently for al
claimants. Wthheld tax amounts shoul d be rounded to the
nearest whole dollar by (1) dropping ambunts under 50 cents,
and (2) increasing amounts from50 to 99 cents to the next
hi gher dol | ar.

Is a FormW4 required? 1s there a special Form W4 used
to el ect 15 percent w thholding? Instead of the IRS form
can a State nmodify its U claimformto ask whether the

I ndi vi dual wants Federal |ncome Tax w thhel d?

ANSWER: The IRS is currently devel oping a new Form W4V on
whi ch an individual can request voluntary incone tax
wi t hhol ding on certain kinds of paynents, including U.

Section 3402(p)(1)(D) of the Internal Revenue Code (IRC
provides that rules simlar to the rules that apply to
annui ti es under section 3402(0)(4) shall apply to requests
for voluntary w thholding from Social Security paynents.
Section 3402(0)(4) provides that any request for w thhol ding
on an annuity nust be in witing and nust contain the Soci al
Security Nunber of the payee and the anmount to be deduct ed.
A request for change or term nation of w thhol ding nust also
be in witing.

Section 31.3402(0)-2(b) of the IRS regulations states that a
request for w thholding on an annuity should be made on Form
WA4P. In lieu of Form W4P, however, a payor nmay prepare and
use a formwhose provisions are identical with those of Form
WA4P. Therefore, SESAs nmay use an initial clains formfor

U, or any other form as a substitute for Form W4V, as |ong
as the formincludes: (1) the individual's nane, Soci al
Security nunmber, and hone address; (2) a statenment that the

I ndi vi dual requests that Federal |ncone Tax be deducted in

t he amount of 15 percent of the gross benefit paynent anount
from each benefit paynent, and; (3) the individual's

si gnat ure.

How | ong does the election to have incone tax w thheld
remain in effect?
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ANSWER: A claimant's election remains in effect for the
duration of the claim unless a request for change or
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14.

15.
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termnation of withholding is submtted in witing by the
cl ai mant . If aclainant files a newclaim a new el ection
nust be nmmade

s there a m ni mum anount of tax that can be wi thheld from
a single paynent? Can SESAs inpose a minimun? 1|s there a
m ni mrum paynent anount subject to w thhol di ng?

ANSWER:  Section 3402(p)(2) of the IRC, states the anount to
be withheld on U benefits is 15 percent of the paynment. The
statute does not provide for a m ni num anount of w thheld tax
or for a mninmmbenefit paynent subject to w thhol ding.

Must the anount of the Federal Income Tax withheld fromthe
U benefit paynent be printed on the check (warrant) stub?

ANSWER: No Federal requirenment exists. The State nmay or may
not provide this service to the clai mnt.

Under a tel ephone clains system is it acceptable to nail
the witten notice advising claimants of the taxation of Ul
benefits and offering the option of voluntary w thhol di ng
after the election is made via the Interactive Voice
Response System (1 VRS) ?

ANSWER: Notice to a claimant regarding the taxation of U
benefits and el ecting voluntary w thhol ding nay be
acconpl i shed through an I VRS. The requirenment to provide
witten information regarding the taxability of U benefits
to claimants who file initial clains via | VRS was superseded
in UPL No. 35-95. Cdaimants nmay al so indicate a preference
for withholding via IVRS, however, under current IRS
Interpretation of the rules, witten authorization froma

cl ai mant nust be received by the SESA before Federal incone
taxes are actually withheld frombenefits. (See question #10
for contents of authorization statenment/form. DOL will
continue working with the IRS in an attenpt to authorize use
of Personal Identification Nunmbers (PIN) in lieu of witten
aut hori zati on.

When mandatory deductions are nade froma claimnt's
benefit payment, is the 15 percent conputed on the
claimant's "net" paynent or "gross" paynent?

ANSWER: The 15 percent for w thhol ding of Federal |nconme Tax
nmust be cal cul ated on the "gross" anpbunt. As stated in
Change 1 to U PL No. 17-95, the deduction for w thhol di ng of
Federal Income Tax is voluntary and may not be nmade before
any mandatory deductions. However, if the claimant elects to
have anmounts wi thheld, the 15 percent nust be taken to the
extent funds are available after all nandatory deductions are
made.
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If, after all mandatory deductions are nmade from a
claimant's benefit check, the net benefit payment will be
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| ess than the 15 percent deduction nmade on the gross
amount, does the State still deduct the remaining bal ance?

ANSWER: Yes. |If the claimant has el ected to have taxes
w thheld, then the State is obligated to do so. Taxes nust
be withheld to the extent funds are avail abl e.

W1l there be a standard procedure to use for interstate
cases?

ANSWER: The IB-1 is being revised to include a question
regardi ng el ection for withholding. Wen the revision is
conpleted, the liable State will be responsible for

wi t hhol di ng any tax.

What records nust be retained and for how long in order to
conply with I RS regul ati ons?

ANSWER: For the collection of inconme tax at the source

(wi thhol ding), types of records and |length of time for

mai ntai ning them are addressed in I RS regul ati ons 26 CFR
31.6001-5. These regulations nmay be revised in the future to
specifically address w thhol ding of incone tax fromU

benefit paynments.

For partial and enployer filed clains, what is the nethod
of notification for voluntary w thhol ding? Should the
notice go to the enployer or to the enployee? Can the
enpl oyer notify the claimant or nust the agency notify the
claimant? Al so, can a claimant's el ection be handl ed

t hrough the enployer or nmust the election be nade directly
to the agency by the claimant?

ANSWER: I nformation regarding the taxation of U benefits
and the option for w thhol ding nust be provided by the State
agency to the claimant per paragraph 301 of Public Law 102-
318. See U PL No. 45-92 for information on this |aw.

Enpl oyers may be desi gnated agents of the State for this



