Proposea Tip Reporting Agreement
for Use in the Gaming Industry

Announcemem 96-106

SUMMARY

The Internd Revene Servie is con-
siderirg expansio of its Marke Seg-
mert Understandig (MSU) Progran as
a mears to enhane tax compliance

throuch taxpaye educatim and volun-
tary advane agreemerst instea of tra-
ditiona audt techniques This an
nouncemen solicits commens on a
drat modd MSU Agreemen entitled
Tip Rat Determinatim Agreemem
(Gamirg Industry).

OVERVIEW

The Servie developéd its MSU Pro-
gram in 1998 as a mears of enhancing
tax complian@ while reducirg taxpayer
burden In essencethe Progran envi-
siors tha the Servie and taxpayes in
particula markeé segmerg would work
togethe to improve tax compliane in
those areas through educationh efforts
and othe collaborative approache
rathe than throudh traditiond audit
techniques.

Sinee 1992 the Servie has entered
into tip agreemergtwith taxpayes in the
gamirg industy in Nevada In general,
thee tip agreemerst establih a ‘“tip
rate’ for dealers basel on information



provided by the employer, and set forthDraft release date: 10/15/96 D. Employer means____

an understanding that both the employer T|p RATE DETERMINATION [insert name].

and employees who report tips at the AGREEMENT E. Occupational Categorymeans a
established rate will generally not be (Gaming Industry) category listed in Attachment A.
subject to challenge by the District between F. Participating Employeemeans an
Director. The decision to enter into a tip Employee who—

agreement is entirely optional on the Department of the Treasury-Internal 3 gives to the Employer a signed
part of the employer and each em- RevenuedSerwce Tipped Employee Participation Agree-
ployee; however, the Service will gener- an ment (“TEPA") (Attachment B), indicat-
ally not agree to a tip agreement with a [Name of Employer] ing participation in the tip reporting
particular taxpayer unless at least 75 program, and o

percent of its affected employees elect (Taxpayer-Em- 2. in accordance with this Agreement,
to participate. ployer's name, address, and identifyingeports tips to the Employer, as required

. number) (“Employer”) and the District by law, at or above the tip rate estab-
A.”“”?ber of other taxpayers n theDirector of Internal Revenue (“District lished for the Employee’s Occupational

gaming industry have expressed interegjrocior”) hereby agree to the following Category.

in entering into a tip agreement vylth theTip Rate Determination AgreementAt the option of the Employer, ®ar-

Service. To ensure cqn3|stency in the_SPAgreement“ or “Gaming TRDA'). ticipating Employeemay also include a

agreemgnts and provu_je an opportqnlty All employees who receive tips aretipped employee with 30 or fewer days

for public comment prior to expandingrequired (1) to keep contemporaneousf service who has given the Employer

this aspect of the MSU Program, theand accurate records of the tips rea signed TEPA.

Service has developed a draft form oteived, (2) to report the tips received to G. Tip Ratemeans the applicable rate

tip agreement that could be used as their employer at least monthly, and (3)described in Section III.

model for the gaming industry. Thisto report those tips on their federal

draft model Agreement is entitled “Tip income tax returns. Il. COMMITMENT OF EMPLOYER

Rate Determination Agreement (Gaming This document has been developed o Records maintenance

require-

Industry)” and is attached to this an-pursuant to the Market Segment Underyanis \while this Agreement is ir? ef-
nouncement. standing (MSU) Program. The purposgect ang in addition to records other-
of this document is to implement ayise required to be maintained, the

COMMENTS program (1) to ensure maximum compli-
ance by the employees of the Employe
Written comments must be receivedvith those provisions of the Internal
by December 14, 1996. Send submisRevenue Code of 1986, as amende?)loyee the Employee’'s name, address
sions to Office of SpECIalty Taxes, C/Orelating to tlp income; and (2) to avoid and SO,Cial Security number: the1 Emp|0y-,
CC:DOM:CORP:R (Announcement 96-disputes under section 3121(q) of thg,,. Occupational Categor’y or Catego-
106), room 5228, Internal Revenue SerCode. This program will minimize the ;o (as defined in section LE); the
vice, POB 7604, Ben Franklin Station,burden on the Employer resulting fromEmponee’s wage rate or rates: t'hé Em-
Washington, DC 20044. Alternatively,tip compliance programs of the District loyee's reported tips and chérged tips
taxpayers may submit comments elecPirector and reduce the enforcemen if any); and the Employee's sales (if
tronically via the Internet by selectingcosts of the District Director. appropr’iate) shift(s), and hours
the “Tax Regs” option on the IRS The parties therefore agree as follows: ", Gaminé establishment reéordstf

Home Page, or by submitting commen:[[q. DEFINITIONS the Employer is not otherwise required,

directly to the IRS Internet site b . .
) : A. District Director means the Dis- DY State statute or regulation, to main-
http://www.irs.ustreas.gov/prod/tax_regs/ tain records of tips received by gaming

i frict Director of Internal Revenue for .
comments.html. In the alternative, sub establishment Employees,

missions may be hand delivered be linsert name of :
tween the hOL)J/rS of 8 a.m. and 5 p.m. tdistrict] or designee. a. For each instance of toke and

Office of Specialty Taxes, clo CC:- B. Gaming establishmenneans a ca- chip-cashing, the dollar amount of tokes
DOM:CORP-R (Announcement 96-Sino or other building, vessel, or roomand chips presented to the cage for
Service, 1111 Constitution Avenue NwWater based establishments, bingo pafépresentatives of gaming establishment

Employer agrees to maintain the follow-
fhg records:
1. Employee recordsFor each Em-

Washington, DC. lors, card rooms, slot machine and ken&mployees), and
' facilities, and any similar place where b. For each instance of toke and
DRAFTING INFORMATION wagering is conducted. chip-cashing, a list of the tip splits
C. Employee means an individual furnished to the Employer by its Em-
The principal author of this announce-who: ployees or the toke committee (or other
ment is Karin Loverud of the Office of 1. is described in an OccupationaFepresentatives of gaming establishment
the Associate Chief Counsel (EmployeeCategory defined in section L.E., Employees).

Benefits and Exempt Organizations). For 2. has completed more than 30 con- 3. Food and beverage operations
further information regarding this an-secutive days of service with the Em-ecords. If the Occupational Categories
nouncement, contact Kathy Mort, MSUployer, and defined in section I.E. include food or
program administrator, Office of Spe- 3. receives tips (directly or indirectly) beverage servers,

cialty Taxes, on (202) 376-0687 (not aof at least $20 a month during the a. Gross receipts subject to food or
toll-free call). course of the Employee’s employmentbeverage tipping, and
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b. Charge receipts showing chargedEmployer will comply with the require- proposed revisions to the District Direc-

tips. ments for filing all required federal tax tor by September 30. If the Employer
4. Tip rates records.For each Occu- returns and paying and depositing alfails to submit a proposed rate revision

pational Category, all records of datafederal taxes. by September 30, the Employer will be

used to determine the tip rates. treated as having submitted the rate in

The Employer must retain the recordd!l- TIP RATES effect for the current year.

listed in this section ILA. for at least 4 A Methods of measuring tipsDe- b. District Director review. The Dis-

years after the April 15 following the pending on the Occupational Categoryrict Director will review the proposed
calendar year to which the records reand the Employer's business practicedates and notify the Employer in writing
late. _ _ . tips can be measured in different waysof its approval or disapproval by No-
B. Requirements for furnishing infor- This Agreement contemplates the folvember 30. If the District Director does
mation. The Employer will furish to |owing types of measurements: not approve one or more proposed rates,
the District Director the following docu- 1 Actual tips. Actual tips generally the existing rate or rates will be contin-
ments: apply to Employees in Occupationalued until no later than the last day of
1. Quarterly report of employeesi Categories where pooling of tips isthe following February. If the Employer
quarterly report showing, as of the last.,mmon. Generally, they pool the tipsa”d the District Director are unable to
day of each quarter, (1) the total numbegqacted during a’shift and split the@dree upon a rate or rates by the last
of Employees, and (2) the total numbegq | among the Employees of the Occyday of the following February, this
of Participating Employees. The reportpational Category who worked the shift Agreement will terminate pursuant to
is due on the last day of the month 2. Tip rates.Tip rates generally apply section V.C.
following each calendar quarter. to Employeeé in Occupational Catego- 3- Effective date of revised rates and
2. Annual report of nonparticipating o< \where pooling of tips is not com- Occupational CategoriesApproved re-
Employees. mon. The rate may be a percentage ofised rates and Occupational Categories
a. General rule. For each Employee o100 5 qollar amount per hour or shift!or @ calendar year will become effec-
who is a nonparticipating Employee on_ ™ i-r  amount per drink served oive on the later of (1) January 1 of the
the last day of the calendar year, afy ... amount per dealing hour, or otheicalendar year, or (2) the first day of the
annual r(;aé)ort shov(;/ing Fhle Employee’s, . . rate basis of measurement month following the date the Employer
name, address, and social security num- . . and the District Director agree upon a
ber; the Employee’s Occupational Cat- B. Methods for determining tip rates. o sed rate. g p

egory or Categories (as defined in sec--rhe Employer will determine tip rates

tion 1.E.); the Employee’s wage rate; thefonr ﬂfeorgg?éﬂatfnﬁ:aggtet%oriﬁse '?;?W COMMITMENT OF DISTRICT
Employee’s reported tips and charged! 'nformaton avai . EM-DIRECTOR
loyer, historical information provided

?u?sa (Ifrgnr)i/z)a;te?nihtit‘]t((as)Ergrgldoﬁ)eufsS?ﬁe y the District Director, and generally A. Participating EmployeeThe Dis-
repor;{omgy e ’aII Emplbyees indicétingaccepted accounting principles. Thdrict Director agrees that it may examine

. “rates will specify whether the tips area Participating Employee’s tip income

itggsérg?or;gggeigv ?oong rgsn?hnep&:gacdﬁztéeceived as a percentage of sales, far any period for which a TEPA is in

information is included for all nonpar- dollar amount per hour or shift, a dollareffect only if the Employee reports tips
P amount per drink served, a dollarat a rate that is less than the tip rate for

tolcr:1lp’?ht:angllastmgg))/y%efsi:t-ertr)]riarg/p?(r)tllcl)s\lv ﬁ]léeamount per dealing hour, or on anothethe Employee’s Occupational Category.

basis. B. Employer.
eaghlzc)?clzggg;.yﬁ%r. report is required C. Initial tip rates. The initial tip rate 1. General rule. Except as provided
for a calendar year if the Employeesapprov_ed for each Occupational Catin section IV.B.2. below, any section
reported tips for the calendar year at gory is shown on Attachmgnt A. Where3121(q) notice and (.jemand)ssued to the
rate equal to or greater than the rate mployees pool and split tips, the “Ac- Employer by the District Director with
tual tips” method will be indicated on respect to tips received by Employees in

established under section 1. of this . : ; .
Agreement. Attachment A. the Occupational Categories defined in

3. Form 8027. If the Occupational ~D. Determination of subsequent tipsection LE. shall be based solely on
Categories defined in section I.E. in-fates and Occupational Categories. amounts reflected on one or more of the

clude Employees of one or more food or 1. Annual review.The Employer will following forms: _ _
beverage establishments, a copy of theeview annually, on a calendar year a. Form 4137, Social Security and
Forms 8027, Employer’s Annual Infor- basis, the tip rates assigned to its OccuMedicare Tax on Unreported Tip In-
mation Return of Tip Income and Allo- pational Categories. In connection withcome, filed by an Employee with his or
cated Tips, filed for those establishmenthis review, the Employer may reviewher Form 1040, or
with the service center. The copies aréls Occupational Categories. The initial b. Form 885-T, Adjustment of Social
due on the last day of February follow-rates for each Occupational Categorysecurity Tax on Tip Income Not Re-
ing each calendar year. shown on Attachment A will apply to ported to Employer, prepared at the
C. Requirements for making recordsthe first full calendar year of this Agree-c_onclusion of an employee tip examina-
available at the request of the Districtment. tion.
Director. At the request of the District 2. Procedures. 2. Special rules.

Director, the Employer will furnish any a. Employer submissionlf the Em- a. Termination. In the event of a
of the records identified in section Il.A. ployer believes that a revision of one oitermination under section V., the general
D. Requirements for filing returns more rates or Occupational Categories isule in section IV.B.1. will apply with
and paying and depositing taxe3he appropriate, the Employer will submitrespect to tip income actually received
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by (or deemed under section 3121(q) o¥.A. or B. must be in writing and will VII. PAPERWORK REDUCTION
the Code to have been paid to) Employbe effective on the first day of the ACT
ees during the period from the effectivecalendar quarter following the date of

date of this Agreement until the effec-the notice. The collections of information con-
tive date of termination. tained in this document will be submit-

b. Ongoing tip examination or TRDA VI. MISCELLANEOUS ted to the Office of Management and
validation. If the District Director initi- Budget for review in accordance with

ated a tip examination or TRDA valida- A. Effective date of agreemenrThis the Paperwork Reduction Act (44 U.S.C.
tion of the Employer prior to the dateAgreement is effective when executedso7(c)).
District Director may issue a section B. Examinations and/or inspectionssor, and a person is not required to
3121(q) notice and demand with respe(‘éf bOOkS and rECOI’dSThe inSpeCtion Of respond to, a Co"ection Of information
to any calendar quarters under tip exbooks of account or records pursuant t@nless the collection of information dis-
aménactzlon °|T validation. The District ° tip examination or compliance reviewpjays a valid control number. The col-
L. Lompliance review.1ne DISUICT will not preclude or impede (under|gcti - ion in thi
orecormay i g s 0 e MBece (el offorman i e
Its Part!ﬁ;p?gmg Emp_loyeesf Ig'r Cme|'_530(a)(2) of the Revenue Act of 1978,/A . and V.D. This information is re-
?nnecri.WI © provisions ot this AQr€€-or any administrative provisions adoptedyired to comply with sections 6053(a)
by the Service) a later examination of 8,4 5001 of the Internal Revenue Code
V. TERMINATION return or inspection of books of accoun(%nd to assist the Internal Revenue Ser-

or records with respect to any tax perioq, .. i i ; o
Pt ) ; ; o a ice in its compliance efforts. This in-
A. Termination by Employer.The jnyolved in the tip examination or com- Srmation. wil bF:a used o Mmonitor. the
Employer may terminate this Agreemenpyjiance review. The Service need no

at any time. o _ comply with any applicable procedural mployer's performance under the
B. Termination by District Director. restrictions (for example, providing no-~9reement The collections of informa-
The District Director may terminate thistice under section 7605(b)) before belion are required to obtain the benefits
Agreement if: ginning such examination or inspection?"a”able under the Agrgement. The
1. Lack of Employee participatiort C. Notices. All correspondence per- likely respondents are business or other
the end of any two consecutive calendalraini'ng to thi:s Agreement must be sen{or—profit institutions.

quarters, less than 75 percent of the, " oo ties to this Agreement at the The estimated total annual reporting

Employees in the Occupational Categozasses stated below, unless notifieand/or recordkeeping burden is 4,342

ries defined in section LE. are Partici- writing of a change of address. In thehours.

pa;'n?:;mgoﬁesém lover to comply EVENt of a change of address, all corre- The estimated annual burden per

with section II. The pEr%/ lover fails F:Oy spondence must be sent to the newespondent/recordkeeper varies from 12
¢ h. -mploy f . _address. All notices are deemed to baours to 99 hours, depending on indi-

meet any of the requirements of SeCliolent or submitted on the date of thejidual circumstances, with an estimated

II., or .
’ ostmark stamped on the envelope or, igverage of 43 hours. The estimated
3. Other. The Internal Revenue Ser-b . o 9 -
the case of a notice sent by certifiechumber of respondents and/or record-

vice or another federal agency pursues. . ; ; .
an administrative or judicial action relat—ﬁ]a”' the sender’s receipt. keepers is 100.

ing to the Employer or a person that is a D Authority. The Employer repre-  The estimated annual frequency of
related party to this Agreement. sents that it has the authority to entefesponses (used for reporting require-
C. Termination upon failure of parties N0 this Agreement. ments only) is on occasion.

to agree to revision of tip ratedf the ~ E. Statutory changesThe Commis-  Books or records relating to a collec-
Employer and the District Director fail Sioner may terminate this Agreement afion of information must be retained as
to agree to a revision of any of the tipany time following a significant statu- jong as their contents may become ma-
rates under the procedures set forth ifPry change in the FICA taxation of tips.terial in the administration of any inter-
section 111.B.2.b., this Agreement will F. Sunset provision.The Commis- nal revenue law. Generally, tax returns
terminate. sioner of Internal Revenue may termi-and tax return information are confiden-

D. Notice of termination and effectivenate prospectively the Tip Rate Educatial, as required by section 6103 of the
date. Any termination under sectiontion Program or this TRDA after, 200. Code.

VIIl. SIGNATURES

By signing this Agreement, the parties certify that they have read and agreed to the terms of this document, includ
Attachments A and B.

EMPLOYER: INTERNAL REVENUE SERVICE
District

(Name of Employer)

(Signature) (Signature)
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BY: BY:
(Director’'s Name)
TITLE: TITLE: District Director
ADDRESS: ADDRESS:
(Headquarters street address) (Street address)
(City, state, ZIP code) (City, state, ZIP code)
DATE: DATE:

[sample format]
Occupational Categories

Dealers

Food servers

Cocktail servers
Bartenders

Room service food servers
Bell persons

Valets

| am an employee of

TRDA (Gaming Industry)
Attachment A

Initial Tip Rates

actual tips
_% of sales
_% of sales
_% of sales
_ % of sales

$/
$/
TRDA (Gaming Industry)
Attachment B

TIPPED EMPLOYEE PARTICIPATION AGREEMENT
and wish to participate in my employer’s tip

reporting program.

In accordance with a Tip Rate Determination Agreement (Gaming Industry) between my employer and the District Direct
of Internal Revenue, | agree to report my tips to my employer, as required by law, at or above the tip rate established by
employer and approved by the District Director for my Occupational Category.

EMPLOYEE
Name (printed):

Signature;

Home address:

Social Security Number:

DATE:

Attachments:

Copy of TRDA (Gaming Industry) and Attachment A (Occupational Categories and Tip Rates)




