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TALKING POINTS
HOUSE BILL 237
TIP CREDITS

The bill does not decrease anyone's wage.

No employee will earn less than minimum wage (daily reporting mandated by

IRS).
43 other states utilize tip credits.

Federal Law allows tip credits and has since the Johnson Administration. The

federal cash wage is $2.13 per hour. The federal law recognizes that tips are part
of compensation for tipped employees - with tips often exceeding $10 an hour —
and that a minimum wage increase is not intended to raise the compensation of

employees already making $10 an hour or more.

The federal law raised the pay of the highest paid employees in some industries,

e.g., restaurant servers making $9 to $25 per hour.

Current disparity in restaurant industry between "back of the house (non tipped
employees)" (typically paid over minimum wage) and "front of the house

(tipped employees)".

Bill would increase a restaurant employer's ability to raise pay of "back of house

people.

Some industries, such as restaurants, operate on very slim profit margins, 5% to

7.9%.

 In order to generate sufficient income to pay employees and make a small profit,
alarger restaurant has a 10 to 1 sales to bottom line ratio. Testimony before the
House Labor & Commerce Committee revealed that revenues would have to
increase $400,000 to pay the $40,000 increase mandated by a $0.40 per hour wage

increase.



Talking Points
House BUI 237
Tip Credits
Page Two

e Maintenance of benefits provided by employers to employees are jeopardized by
the unilateral 18.9% increas® (the last minimum wage increase and the 1997

minimum wage increase) in employee wages.

e HB 237 establishes a floor of $5.25 and the difference between that and the federal
minimum wage would be Alaska's tip credit. As the federal minimum wage
goes up, so would the tip credit; however, no employee would ever be paid less
than Alaska's minimum wage (federal minimum wage plus 50 cents an hour).

 Bill does not prevent collective bargaining.

e Inability of market to bear more increases in costs to offset raising minimum

wage.

e« Without this bill, employers will face increased burden of raises in contributions
to FICA, unemployment insurance and worker's compensation. It must be
remembered that currently employers pay these items and other taxes based on

tips as well as cash wages.

e Alaska has over |,000 businesses effected by this legislation (e.g., Anchorage has

over 400 restaurants).

e This bill is supported by CHARR, ARBA, the Anchorage Chamber of Commerce,

and small businesses throughout the state.

Prepared by: Rep. Norman Rokebc

Chairman, House Labor & Commerce
Committee

ED 1:4/18/97
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April 16, 1997

The Honorable Norman Rokeberg
Alaska State Legislature

State Capitol (MS 3100)
Juneau, Alaska99801-1t82

Dear Representative Rokeberg,

The Alaska Cabaret, Hotel, Restaurant and Retailers Association (CHARR) completely
supports the tip credit legislation, HB 23"

All Alaskan restaurant operators with tipped employees will benefit greatly with the
passage of HB 237 The recent and future increase in the federal minimum wage creates
additional operation cost for Alaskan restaurants The passage o fHB 237 will help ensure
lower operation cost and a prosperous future for the Alaskan restaurant industry.

We appreciate your support and consideration of this vital legislation
Sincerely, .
Mary Beth Whitehurst

Interim Director
CHARR
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Anchorage <StaroftlxNorth
Chamber ol Commerce

April 18,1997

Rep. Norm Rokeberg
Alaska State Legislature
State Capitol

Juneau, Alaska

Fax: 1-907-465-2040

Dear Senator Leman:

This fall the Anchorage Chamber of Commerce Board ofDirectors passed on
to the Alaska State Chamber of Commerce our recommendations for 1997
Legislative Priorities. Among our recommendations was the issue of "tip
credit" We feel that the changes to Alaska Statute regarding "tip credit”
makes good business sense. These changes will allow the treatment oftips to

be the same for both tax and wage purposes.

We hope that you will support these changes through passage ofthe
necessary changes to the Alaska Statutes.

Thank you for your consideration.

Sincerely,

Carol Heyman
President

441 W est 5lb Avenue, Sriite 300, Anchorage, Alaska 99S01-2309 (907) 272-2401 FAX (907) 272-4117
Founded 1915
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LEGAL SERVICES APR 24 1

DIVISION OF | EGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

(Q07) 465-3867 or 465-2450 STATE OF ALASKA
FAX (Q07) 465-2029 130 Seward Strect, urte 409
Mail Stop 3101 Juneaul, Allaska 99801-2105
MEMORANDUM April 24,1997
SUBJECT: Explanation o fthe employer's minimum wage obligation in proposed

AS 23.10.065(d) (HB 237 - minimum wages for tipped employees)

TO: Representative Norman Rokeberg, Chair
House Labor and Commerce Committee
Attn: Janet Seitz

FROM: Teresa B. Cramer
Legislative Cot sel

You have asked for an explanation of how AS 23.10.065(d), enacted by sec. 30fHB 237,

works. The subsection states:

(d) An employer must pay a tipped employee a minimum wage of
at least $5.25 an hour and, if the employee does not receive an amount in
tips that is sufficient to increase the employee's wage rate to the minimum
wage under (a) of this section, the additional amount necessary to raise the

employee’'s wage to the minimum wage under (a) of this section.

Under this subsection, for tipped employees, an employer must pay a minimum wage of at
least $5.25 an hour. If the state minimum wage established under subsection (a) is $5.25 an
hour or less, then that is the employer's only minimum wage obligation. However, if the
state minimum wage under subsection (a) is greater than $5.25 an hour, then the employee
is entitled to receive compensation (composed of the employer's $5.25 an hour plus the
employee's tips) equal to the state minimum wage. Ifthe employer's $5.25 an hour plus the
employee's tips will not be enough to make the employee's total compensation (of tips and
pay) equal the state minimum wage, then the employer must pay the employee the amount

needed so that the employee's compensation does equal the state minimum wage.

An example may help: suppose the state minimum wage under AS 23.10.065(a) is $7 an
hour. For tipped employees, employers must pay $5.25 an hour as the basic minimum wage.
The difference between the state minimum wage and the base minimum wage for tipped
employees is therefore $1.75 an hour. For employees who earn at least $ 1.75 an hour in tips,
the employer will not have to pay any minimum wage supplement. For employees who earn
only $1.00 an hour in tips, the employer will have to pay a minimum wage supplement of
$.75 an hour so that the employee's total compensation from employer pay and tips equals



Representative Norman Rokeberg

April 24, 1997

Page 2

the minimum wage of $7.00 an hour ($5.25 basic tipped employee minimum wage, $1.00

an hour in tips, plus $.75 minimum wage supplement from the employer).

Please let me know if you have additional questions on this matter.

TC:jdr
97-296.jdr



The Pump House

795 Chena Pump Rd.
P.O. Box 80545
Fairbanks, Ak. 99708

To: Rep. Jeanette James
Company:
Fax number: +1 (907) 465-2381

Business phone:

From: BILL BUBBEL

Fax number: +1 (907) 479-8432
Business phone:  907-479-8452
Home phone:

Date & Time: 4/29/97 5:02:09 PM
Pages: 2
Re: HB 237

Representative James,

I thank you for sponsering HB 237. This has been needed for a long time. Most states give
credit to the minimum wage if you have tipped employees. My employees make more than | do
averaging $25.00 per hour in tips alone.

I do see a shortcomming in your bill and that is the accounting and verification of an employees
actual tips on a daily basis. As you know, not all tips are reported, nor are they verifiable,
therefore | forsee major altercations between employer and employee over the amount of their

wage.

Most states overcome this problem by giving a credit for a set amount to offset the minimum
wage, for example a credit of $2.50 per hr if you are tip compensated employee. You might
consider this as a fall back position on your bill if you can' get it thru committee or getting to

much heat from the public.

I would be willing to assist you in any way. Don't hesitate to call.

aianp-r*-



Sincerely,

h. Bill Bubbel
The Pump House






Ifyou are an em ployer in
the food an d beverage industry,
this guide is for you

The Internal RevenueScrvioc (I 11S) began its
'IipHale Delcmiiiialion/lullicaliari Program (Tli D/HP)
in Oetober 1993 for Ihe food and beverage industry.
The objective of tbe Program has been to improve and
ensure compliance by employers and employees with

statutory provisions relating to tip income.

T h e P rogram o f

T ip R eporting

WHint lip reporting option* are
available?

m "'ip Halt- Determination Agreement
(I*1.DA)

m Tip deporting Alternative Commit-
ment (THAU)

m Continue status (pin, i.e., do no moro
than yon are doing now

m Kxaminatinn of Tip Income deporting

Under the Tip Itnlr Dclrrniiiuilitin/
IMuailitm I'nwam (THD/ICI), the
employer may enter into either lhe
Till)A or THAU arrangement. The IHS
will assist applicants in understanding
and meeting lhe retpiirenieiils lor
parlieipalion. The next pages show
how these two arrangements differ.

Ihr does the program berelit
the employer?

li No suhseipienl lip examination as
long as a THD.-Im TIILK."arrangement
is in rlleet

m Employer credit allowance Cor MCA
taxes paid on lips reported by employ-
ees in excess ol'the minimum wage

m Compliance with Ihe law

1Imv does the program berelit
the employee?

m (Irealer social security henelils
m Increased proofofiiconic when

applying for morlgagi. ear, and other
loans

m Increased unemployment henelils

m Increased retirement plan eonlrilm-
tions (if applicable)

m Increased workers' compensation

m No subsequent lip examination is
imposed as long as tern s of lhe ar-
rangement have been met and all lips
have been reported



T R D A v

TithA

Tit DA requires Ilir 11tS lo work willi
Hie esliihlislimeul lo arrive, at a lip rale
lor Hie various reslauraul oecnpalious.

Tit DA requires lhe employee lo enter
into a Ti/if/ial r.m/iliiyir Piirtiri/nilion
Afiirrinrnl (THI.1) with Ihe employer.

Tit DA requires Ilhe employer lo gel Tfi''n
of lhe employees lo sign 77vIll.* and
report at or above lhe determined rale.

S

T R AC

TAC

TItAC does not require llial a lip rale
he established hut it does require lhe
employer lo:

m establish a procedure where a direclly-
lipped employee is provided (no less
than monlhly) a writleu stalemeul ol
charged lips attributed lo the employee.

m implement a procedure for the em-
ployee to verily or correct any statement
ol"attributed tips.

is adopt a method where an iodirreily-
lipped employee reports his or her lips
(no less than monthly). This could in-
clude a statement prepared by the em-
ployer and verified or corrected by the
employee.

m establish a procedure where a written

stalemeul is prepared and processed (no
less than monthly) rellecling all cash tips
attributable lo sales of the direelly-tipped
employee.

TItAC does not require an agreement
between lhe employee and lhe employer.

TItAC alleels all (100%) employees,

TilDA

Tit DA provides Dial ifemployees fail lo
report al or above Ihe determined rale,
lhe employer will provide Ihe names of
those employees, llieir social security
numbers, job elassiliealiou, sales, hours
worked, and amount of lips reported.

Tit DA has no speeilie education
requirement.

Tit DA participation assures lhe em-
ployer that prior periods will not he
examined during the period that lhe
TUD.tis in elfeel.

Tit DA results in Ihe mailing of a notice
N yrr lor the
employe) portion of KICA taxes on
uurcporleo tips determined for lhe six-

mnulh period used lo set lhe lip rale(s).

Tit DA prevents employer (only)
assessments during lhe period llial
lhe agreemenl is in elleel.

TItAC provides llial if Ihe lip rale does
not improve collectively, IThe 7Vf.!I(.
may be revoked. If revoked, lhe em-
ployer could he aibjeel to a TKD. I or
lip examination.

TItAC includes a commitment by lhe
employer lo educate and reeducate
quarterly all direclly and indireelly-
lipped employees and new hires of
their statulory requirement to report
all lips to Ilieir employer.

TItAC includes lhe same rules.

TItAC has no validation period.
Therefore, no notice and demand is
appropriale.

TItAC coulnius a similar provision.



E xam ple o

a T R A C Statem

en t

Tin* following is mi cxniuplo of a statement Ilial an employer can use as required
in llie TItAC nrrnngoinenl. 'I'liis TItAC Slalenic.nl is «iven lo mi employee showing
lips nllrilmled lo him/her. This e.vnmple not only tulliHs lhe sintemenl required
lor charged lips Iml encompasses intlireclly-lipped employee, reporting and lhe

reporting oldish lips.

Kmployer Porlion

Mark Doe
123 Mala Slreel

Employee Name:
Kmployec Address:

Oily, Slale, /.ip: Aay Town. USA 12345
. Employee SSN: nort-00-0000
llilo Joli Category: Koud St rver
Iteslauranl Name: AItC Bar & (trill
employer KIN: (10-(1(101)000

Iteporl Period: 01/01/90-01/31/90

(iross Sales

Charged Sales w/Tips $2,000.

Charged Tips $ 280.
Charged Tip Hale

Sales Sulijeel lo Cash Tips $ 4,001).

Kinployce Portion

Cash Tips $520.
Cash Tip Uali' Ui%_

Tips Shared w/Otlicrs

Name: Jlot) Category: Ammml:

Joliimy Nooame  llnsser $ 120.
Tnlal (120.).
Tips lleeelved IVnin Others

Name: Job Category: Ammml:

Susie Cue _ Cocktail $ v
Total 100.
Net lips Kept and reported: $ 7HO.

Kiuplnyee Signalure: ffyu fc T k' Dale:

Kmployer nils out top
portion.

Cross Sales: only iaelude.
I'ood & drink ainoual.

Do mil include tax, lip,
or nonfood/drink items.

Charged Sales: include
charged sales that show

a lip on food & drink
nmounis only. Do not
iaelude lax, lip, or nonfood/
drink items. (A charged
sale with no lip is inelml d
as a cash sale.)

Kmploycc lilts otil
holloui porlion.

An indireelly-iipped em -
ployee would only receive
(from lhe employer) llie
“title" porlion of stalemeul
lilleil oul, unless employer
captured "lips shared \v/
others™ iururmnlimi from
lhe directly-lipped employ-
ees TItAC Stalemeul and
showed it as “lips received
from others."”

Kmployec signs .slnlcmcnl
and gives a copy Inem-
ployer, relaining a copy

lor his/her records. This
sinlecmenl would satisfy
employer’s requirement
under the TItAC arrange-
ment and llie employee’s
requirement under lhe law.

Y our P rogram

limy To Apply

To enler into one of lhe arrangemeuls,
stihmil an application ldler lo your
area IUS Chiel', Kxaminalinn/Compli-
anee Division, Altu: Tip Coordinator.
The Tip Coordiiialor can provide a
Idler formal as well as extensive
information on lhe two separate ar-
rangenicnls, Cheek your telephone
directory for llie 111S olllcc in your
area. They can provide llie mailing
address of lhe Tip Coordiiialor.

Who Should Apply

All employers with establishments
where lipping is customary should
review llieir operation. Then, if it is
dclecrmined llial there is or lias been
an underreporting of lips, lhe employer
should apply lor one of Ihe two
arrangemeuls under lhe TIUJ/KIK

employers currently with the THDel in
ell'ed may revoke llie arrangement and
simullaneously enter into a THEI(l.

When 1 Apply

An employer may apply for either one
of llie lwo arrangemeuls al any lime.

The diedivc dale of Ihe arrangement
is delermined by receipt and handling
of lhe employer’ application.

I'N11is dledive as of Ihe dale. lhe
MIS District Director signs the arrangr-
meiil.

Til."/1; is generally dledive :s of lhe
Mrs! day of Ihe quarler following:
-submission ofa '/'/f.7C*application
iTthe application is suhmillcd prior lo
June 1, 1), or

- Ihe dale Ihe District Director signs
lhe agreement If Ilhe application Is

U nderw ay

lor More Information

The following is a list of many MIS
forms and puhliealions relating lo lip
income reporting llial can lie ordered
by calling 1-80()-H2!)-3(i7(i.

I’ub 505 - Tax Uilldinldinp and
Estimated Tax

Poll 531 - Itc/mrlinp Tip laconic

Pub 1244 - Employee's Daily Uccnnl of
'Dps and lIteporl lo Employer. This publi-
cation includes Korin '1070, Employee's
Iteporl of Tips lo Employer, and I'brin
m|070A, Employee's Daily Hee.ord of Tips.

Kurin 941 - Employer's Quarterly Eedernl
Tax Iteturn

I'orni III'IOKS - Estimated Taxfor
Individuals

Kurin 4137 - Social Security mul Medi-
care. Tax on linrcpnrled lip Income.

Korin HII27 - Employer's elnnmil Informa-
tion if Tip Income and .-llinrnird Tips

Korin 1V-2 - ITape, and Tax Slalemeal






Ifyou w ait tables,
bus tables, park cars, bartend,

serve cocktails, deliver food, or
entertain, tins guide is for you.

As an employee ol'a food and beverage establishment,
the tip income you receive- whether it's cash or included in
acharge-is taxable income. As income, these lips are subject
to federal income lax, soeial security and Medicare taxes,

and may he subject to stale income lax as well.

The Internal Revenue Service (IN\S) has prepared
this guide to aid the employee who may need answers to

lip income reporting questions.

What lips do
| have to report?

Do lhave  report tillmy tips ©
my boss?

Tryou received $0,07) ormore ntys
in any one mortth, you should rgort
all your lystoyour employer so tret
fackeral income b, scetial smil ity
and Medicare taes, and maybe stale
income tax can he withreld.

*

Do Ihave to report illmy lipson
my lax retum?

Yes. Al Isare income and should e
regpurled on your tax retum.

*

Iwas told that Ihad to report only
eight percent (\%) ofmy total sales
as tys. kthis tne?

N. You nust rgort toyour emplloyer
dl (100%) ofyour Iysexgpt fortte
s from any mouth tret do rut total &
leest $0.00. The 8% allocation rule Ba
requirement placed on tre amployer.

Hre"shim) te , Yo rulemrits:

Thu enployer hes todetemire iftte
employees have reported tis ntre
aggrecate d M kst 8% oftre establlidh
nment"s gross sales abject o Gpirp.

To pul anotherway, treenployer
adds dll tre establidmat™ s gross
receipts (Sidss where tipirg BiN-
\volved). Then tre employer ligares8%
u = nunber . Ifdll icamployees”
rgoried-lips oA less llien ek 8%
figue, tre enployer ligresaut tre
dill"aate between what the enployees
rgported and the 8% amount. The
employer then alloates trat dill"amice

oil ilmiwwl enutlouiKic Il'iin

employee reported kess linthe allo-
cated amount Intre enployer, sl
allocated amount willl appear mn the
irdivacLal"s Korin W-2 .Uwv/ieand Her
Stateatt, ntre box tlkdAllieEl
"Tilts.

«»

Sometimes ldontgel tips directly
from custorers, but rather from
another employee. Do Ineed to
report those tis?

Yes. Kmplloyees who are irdircelly-
lipoed by another employee are re-
quirad o rgort “Tipauts.”” (Kplloyees
sometimes disluirse tisaut of trelr
eamed s another enployee.) He-
mcmher, dl tisare taxcble incare.

Do Ihave to report tiputs thet |
pay t indirectly-tipped employees?

fyou are a dirccliy-ligod enplloyee,
ymi shauld rgort toyour enployer anly
the amount of lissyou retain. Maiintain
recorts of liprutswirth your other Iip
income (Cash tys, charged s, it
I, tippool).



W h at record s

d o Il n e ed

Wint type*«d“records do Ihave
to keep?

Von must keep a rumning caily lagof
dll your tip incore. Rblication 124,
liev/ibyr_"sDai lyUnoord Nfligsand
i bEployer, alloxsyou ©
record your Iip income farone year.
Tie pblication includes Form 4070,
Bployee™s liqrtafTips o linploa,
and Form 40707, Eployee™s Daily
decord of Tis. Tills I~ | hes specing
loyou b laggyourname, treemployers
name and address, cale lysvere
receinad, cille d enlry, 1S receinved,
s paid att, and name ofenployee
paid. For aaopy of Ibis haepblicatian,
cl lic IPSa 1-810-80-3(G0. Your
chily lagwould be your anlly record
agtable, b lie IKS nteevenl of
an MISe\Lniualion.

\Miiit can happen ifldo not keep
a record ofmy lips?

il DNdetermined nan evamiralion
tretyou underreported your lipincame,
Ihr HISwill as=ss the taxes you one
besad on Hie best aailieble records of
your erployer. Tip incame adds Lp.
Hnderrgporliug ocoulld et nyour
owving dbstantial taes, peralties,
ad inlaesl.

AN

to k eep ?

Ifl report all my tips omy
employer, do | till have to keep
records?

Yes. You shoulld keep a dhily lagyofyour
Ixs <0 thet nesse ofan eamiration,
you can bstantiate the actiall amount
ortis received. There are anumber of
reasons thet you might need racorcs:

® Your retum could be randomly
selected fara fackral income laxex—
amination. The examiner would lock
forudenreporting or income.. For
examle: Your Form 1040, US. Irdi-
vidal e, Tax liftum, esteblides
that you have your own home, two
ears, and three exaptions, and your
Form W-2 shows tretyou earmed anly
$20,000 n incore. This scerariomay
require an eaniration.

m A tipexaminer could reviewyour
employersbooks and recorts. The
eanination could reveal unreporled
Iip income ttetyou may Herneed o
\aify.

® An Intemal evane Service Center
may run amatch ofyour income infor—
meition from your Form 1010, US.
IndnadLal laomic Tax dstum, with
the income information from your
Form W=2_ HIThrsc ligares do rot
mettch, you could receive arotice
about the discrepancy and a possible
eanination ofyour retum.

H o w

d oes this affectm vy

in com e tax filin g?

I forgot o report my tip income o
my employer, but | remembered t©
record iton my federal income lax
retum. Will that present a prob-
lem?

fyou do not report your Iipincome b
your enployer, bhutyou do rgort the
@ income on your feceral income lax
retum, you may owe a50% social
ssaurity and Medicare tax perally and
be abject toa negligence perallyand
possibly an estimated tax parelly.
When you dontrgportyour tiss toyour
employer, iplacesyouremployer at
risk ofpossible assessment of the
employershare ofsocial searrityand
Medicare taes.

*

IFtreport dl my ligsbut my taxes
on the tips are greater than my

pay from my employer, bow do
Ipay Hic remaining taxes?

You can erther pay the laxwhen you
lileyour fackral income lax retum
oryou can reach intoyour lipmoney
and give some loyour employer tobe
goplied lothose underwll ihheld taes.
The employer willl then record these
taesand yon willl get asdit on your
FormW-2. IHyouv fitlopaywhen you
tikyour retum,you may liesubject
loan estimated tax parelly. ,

What can happen if ldontreport
my tps o the IKS?

ifHie IHS determines through an ex-
anmination tretyou underreported your
Iis, you could be subject boaddirtiael
feckral income lax, sooial searity and
Medicare taxes, and maybe state in-
come tax. Also, aperality of50% ofHie
additaical soaial seaarityand Medicare
taes, and anegligence parally ol "20%
oftre additiaal income lax, plus
interestmay gply.

*

WImts in kforme ifl report dl my
lip income?

There are many good reasons why you
wartt o report all your lip incame:

® incresse insciial sty berefits
(ttemore yon my, the belteryour
berefits)

» Increase nunemployment eompen-
slicubrefits

» Incresse your employee pasion,
amuity, or<IOI(K) participatian

d Improve addit standing for loans
(hoe, ex)

m Campliance with the tax lawand
avoidance ofan examination and
possibly increesed taes, paalties,
and interest owed



W h at is this

p rogram l'v e

My employer has entered into a
compliance agreement with the
IMS concemiing; lips. Wlhiat s this?
The Tip Hale Deteriniral invEdLcatian
Program areated in 1903 isa ratiasl
program used indll stakes. The em-
ployer hes the gotion toenter Intbone
oftwo arvangements under thispro-
gram: the Tip Hille. Determination
Agrearent (THADY) or the Tip Hegprl-
ingAltamative Camirtment (a0
(aeated nJune 19%6). You can ask
your emplloyer tarmore informatian
aliad this program.

*

TRDA
What rmy regosihility, as
an employee, under the Tip Hate
Determination Agreement™}

You are required tofileyour fackbral
lax returs. You nust sigha 7/t
Employee ParticiationAgreament
proclaiming tret you are participatiing
inHie program. The enployer, asa
participnt ntre 72/7/1, hes agreed
with the IVS boa Iprake lirte.
enployerestzablishment. To slaya
participating enployee, you must
rqort lisd orabove tik liprale
determined by theagreement. Kurtter,
as mart littte 77/7 1Larrangement, tte
enployer Breouired lo rgortyour
name, seial ssaurty nurber, te
hours worked or sales made, your jdo
disssificatian, and your reported lis o
tre IS Iyou (orot report tysal ar
above the determined liprale.

com p liance

h eard about?

TRAC
What Bmy regposibility, asan

employee, under the 77/; Deporting
AltemdiieCommilmen I?

Directly-lipped employee:

m Your employer will fumishyou a
written statement @ kesst monthly)
rellecligyour charged Ixs.

® You are loaifyor eoneel this
stateat.

= You are o irdicate the aiuotml of

® When rgoortiing your cash Igs, you
shauld remember ttet there sa corre-
lation between dharged tisand cash
Is

(Yaur enployer may be eble lo irnform
you orthe estzblishment™s charged
sales to cash salles ratio. Forexanple,
iftte esteblismant B50% charge

and 50% cagh, and you received and
reported S0 in lpson charged
reEipts, ksreasoeble Dleliee
tret you should ke reportirg close ©©
$100 incash Iys)

m Youmay leasked loprovice tre
name and amount ofany lip-ais©
irdiirecthy-ligoed employess.
Indirectly-lipped employee:

® You are required to report dll your
Iys toyour enployer . Ifbbe establish-
ment hes Hie directly~tigped employee
provice the name and amount of lys
shared withyau, the esteblismant
ocould provice you with astatement of
tis il you would need boverifyor
eoreel.

Is tip reporting

food &

Does lip income reporting apply
only to the food and beverage
industry?

No. Aryone who receives Iip income
Bsrequired by lav brgort klohisor
her eployer. The Tip Hale Determina-
‘tiavEducation Program (THD/EP)
was fastpromoled nthegaming
inLstry (Gesirno indstry) inDas Vags,
Neveda, and hes spread 1o the food and
beverage irdstry. Other imlstries
et receive tis incluce beauty parars,
barber shops, t&24a conpanies, and
p//acelnery establisants.

*

Why should lreport my lis t©
my employer?

When you rgportyour tip income b
your erployer, Hie employer sre-
quirad lowithhold feceral income kg
sial searity and Medicare taes, ad
maybe stale income la< Tip rgorting
may increese your sooial sty
addits reaulting in greater social
sty berefitswhen you retire.

Uunigque to the

beverage industry?

Tip reportingmay also inoresse other
berefits bowhich you may become
aetitled, such as unemployment ben-
efitsor retirarent berefits. Addition-
dlly, agreater income may inmprove
firacing gogoroval Tarnortgece, e,
and otrer lars.

(o]

Why has tip reporting become
such tn issued

To rgoortdl Iip income has always
been tre lav. The 1IShes put greater
emphasis on rgorting lip income over
the st lew years because a significat
number oftaxpayers are rot rgorting
dl lpeamings as inoare.

(0]
How can Igel more information?

The NISprovices the folloving publica-
tiasand foms relatirg b lip imnire
rgorting. To ater, cl tre HIISd
H8D-88-3G/C. (TDD equipmentt
aoess, dial 1-800-89-408.)

Pith 36- JorHilliimidingd
Estimrated Ty

filth53L - Hgoortarg Tip Incare

filih 1244 - Bployee"sDailyKeareduf
Tigsanil Hgrel bEmployer. This pbli-
catian inchudes Form 4000, Erployes3
Ilqaxd nfTips oEployes, and Form
4007, BEplloyee”s Daily Haatof Tis.
Form bxi IS Estanated "laciar
irdvid els

Form 4137 - SeEsal Snrityandvedicare
Taxon thvgaxrded Tip Inoore



J- W3t

An IRA can loner tax bill;

can be putinto an IRA atany time
of the year or by the due date of
tax returns for that year, not -
including extensions. -
Contributions must be in the
form of money, such as cash,
check or money order. The most
that can be contributed for any
year is $2,000. For married
couples that work, the maximum
is'$2,000 each. A working spouse
can set up aspousal IRA for a
spouse who has little oi no taxable
income. The maximum combined
contributions to the working

For many people who work for
scompanies without a pension
..plan, setting up an individual
retirement arrangement (IRA) can
give adouble.bonus. Itcan lower
their taxes if they-make deductible

. contributions to the IRA and
provides for a more secure retire-
ment.

Anyone who has taxable
'compensation, such as wages,

tips, commissions and taxable

alimony, and who will be under
age 70 and 1/2 at the end of the
year can set up an IRA. Money

BRQWN &A§ (gCIATES

erving Juneautor 2oyears...

*Professional Service
+Reasonable Rates

For allyour tax needs:
Individual, Business or Corporate
v. PLUS- Direc* Electronic Filing with the I.R.S.

e can do your 1099%, W2s and Financial Reports

2209 N .JoHsrn Avenue *+789-7881

8sun-6pm Wce» 4ays & 10am-2pm Sat-

eafcp-*

-spouse's IRA and the spousal IRA
is $2,250. Many people can
deduct part or all of their contri-
butions. IRA earnings generally
are not taxed until they are
withdrawn from the account.

Publication 590, Individual

gives more information on IRAs,
including how to compute and
report deductible and nondeduct-
ible contributions, when to start
withdrawing money and what
actions will result in penalties.
Order itby calling 1-800-829-3676. m

' eRetirement Arrangements (IRAS),

Workers Tips Are Taxable

must file Form 941 to report the
withholding to the IRS. For a brief
overview, call 1-800-829-3676 and
ask for Tips on Tips (Publication
1872 for employees or 1875 for
employers). Or to get all the details,
ask for Publication 15, Circular E,
Employer's Tax Guide. m

.. Ups that workers get are taxable
income. If tips total $20 or more a
month while working for one
"employer, workers must report
"them to the employer. Employers
must withhold federal income,
Social Security and Medicare taxes

on those tips. Then employers

1040AMPM

= H&R Block has more convenient hours (including evenings and

weekends) and more convenient locations than any other tax preparer.
Our rates are reasonable, we stand behind our work. In fact, you'll find

the difference between us and other tax sevices.Js night and day.

H&R BLOCK®

712 W. 12the Juneau * Phone 463-4800
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Important Reminder

Foreign source Income. Ifyou are a U.S. citi-
zen with income from sources outside the
United States (foreign Income), you must
report all such income on your tax return un-
less it is exempt by U.S. law. This is true
w hether you reside inside or outside the
United States and whetheror notyou receive
a Form W-2 or 1099 from the foreign payor.
Thisappliesto earned income (such as wages
and tips) as wellas unearned income (such as
interest, dividends, capital gains, pensions,
rents and royalties).

Ifyou reside outside the United States, you
may be able to exclude partor all of your for-
eign source earned income, ror details, see
Publication 54, Tax Guide for U.S. Citizensand
ResidentAliens Abroad.

Introduction

This publication will help you understand how
yourtipincome is taxed and how to reportiton
your federal income tax raturn. Employees of
food and beverage establishments who re-
ceive tipsare tho focus of this publication. The
recordkeeping rules and other information
may also apply to other workers who receive
tips, such as hairdressers, cab drivers, and ca-
sino dealers.

All tips you receive are taxable income and
are subjectto federal income tax. You mustin-
clude in gross income all tips you receive di-
rectly from customers, tips from charge cus-
tomers that are paid to you by your employer,
and your share of any tips you receive under a
tip-splitting arrangement.

In addition, cash tips of $20 or more that
you receive ina month while working for any
one employer are subject to withholding of in-
come tax, social security orrailroad retirement
tax, and Medicare tax. Reportthe tips you re-
ceive to your employer so that the correct
amountofthese taxescan be determined.

Socialsocurlty or railroad retirementbene-
fits. Your tipsand other pay are used to deter-
mine the amount of social security or railroad
retirement benefits you or your family may re-
ceive if you retire, become disabled, or die.
Also, your tip Income willbe considered inde-
termining your eligibility for M edicare benefits
atage 65 or ifyou become disabled. You can
getinformation about these benefits from So-
cial Security offices or Railroad Retirement
Board offices. Noncash tips are not counted
as wages tor social security or Medicare
purposes.

Your future benefits can bo figured cor-
rectly only if the Social Security Administration
(SSA) has your correct information. To make
sure that you have received credit for all your
earnings, you should request a statement of
your earnings from SSA at least every other
year. You can get information on how to re-
ceive a statement of your earnings by calling
1-S00-SSA-1213, or forthe hearing impaired
with access to TTY/TDD equipment, 1-800-
325-0778. When you get the statement from


http://www.irs.ustreas.gov
ftp://ftp.irs.ustreas.gov

SSA,you should check itto be sure itincludes

all of yourearnings.

Tip allocation. Every large food or beverage
establishment mustreport to the Internal Rev-
enue Sen/ice (IRS)any tipsallocated to itsem -
ployees. Generally, tips must be allocated to
employees when the total tips reported to an
employer by employees are less than 8% of
the establishment's food and beverage sales.
Formore information, see TipAIIocation, later.

Importance of good records. You and your
employer must keep accurate records of your
tip Income. Tablo L shown laterinthis publica-
tion, shows how tips are reported to you by
youremployer and how to reporttips on your
return. It may be helpful to refer to this table

when you are preparing your return.

Useful Items

You may want to see:

Publication

0O 505 Tax Withholding and Estimated
Tax
0O 1244 Employee’s Daily Record of Tips

and Reportto Employer

Form (and Instructions)

Social Security and Medicare Tax

on Unreporled Tip Income

O 4137

see How To Gel More Information, near the
end of this publication for information about

getting these publications and this form.

Reporting TIps

You must report all tips as wages on Form
1040, Form 1040A, or Form 1040EZ. This in-
cludes the value of tips not paid in cash, such
as passes, tickets, goods, or services. If you
received tips of $20 or more ina month and did
not report all of them to your employer, you
must file Form 1040 and Form 4137. Youcan-
not file Form 1040A or Form 1040EZ. Ifyou
are a railroad employee and you did notreport
tips of $20 ormore, contactyouremployer.

Service charges. Aclub, hotel, or restaurant
may require customers who use its dining or
banquetrooms to pay a service charge, which
is given to the waiters or waitresses and other
employees. Your share of this service charge
isnota tip, butitis part of yourwages paid by
the employer. You should not include your
share of the service charge in your report of
tips to your employer. Youremployer should
notincludo yourshare of the sen/ice charge as
tips paid to you, but should include itin your

wages.

Tip splitting. If you split tips with fellow em -
ployees, include- only your share of the tips in
your report to your employer. An example of
tip splitting is a waiter giving part of his tips to
busboys. "Tip splitting"mny be referred to also

as "tip sharing” or "tip pooling.”
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Dally Record of Tips

You must keep a dallyrecordor other docu-
mentation to prove the amount of tip income
you reporton yourreturn.

Dally record. Your daily record must

show the following.

1) Yourname and address,
3Yourem ployer'sname, and

3) Theestablishment’'s name.

Alsoshow lor each workday:

1) The amountofcash tips you receive di-
rectly from customers or from other
employees,

aTipsfrom creditcard charge customers
when paid to you by youremployer,

3) Theamountof tipsyou paid outto other
employees through tip splitting, etc., and

4) Thenames ofthe otheremployees to

whom you paid tips.

M ake the entries in your daily record on or
near the date you receive the tip income. Your
records should also show the date each entry

is made.

Other documentation. Ifyou do not keep a
daily record of tips, you must maintain other
documentation of the tip income you receive.
Thisother documentation must be as credible
and reliable as a daily record. The records
must show:

1) Tipsadded to checks by customers and

paid overto you, or

aAmounts paid for food or beverages on
which you generally would receive a tip.

Examples of other documentary
records are copies of:

1) Restaurant bills,
a(neditcard charges, or
3) Chargesunderany other arrangement

containing amountsadded by customers

as tips.

W hich form to use. You can use Form
4070A, Employee's Daily Record of Tips, to
record your tips.

Form 4070A can be found only in Publica-
tion 1244, Employee's Daily Record of Tips
and Report lo Employer. you can get Publica-
tion 1244 from the IRS oryouremployer. A fil-
led-in Form 4070A is shown at the end of this

publication.

Your personal records. You should keep
your daily tip record and a copy of the written
reports you give youremployer with your per-

sonal records.

When To Report
Tips to Employer

You must give your employer a written report
of your tips foroach month by the 10th day of

tho next month. This report is required for
each month that you receive tips of $20 or
more while working forthatemployer.

Saturday, Sunday, holiday rule. if the
10th day of the month falls on a Saturday,
Sunday, or legal holiday, you can give your
employerthe reporton the nextday thatis not
a Saturday, Sunday, or legal holiday.

Example. You must report tips of $20 or
more you receive during April 1997 to yourem -
ployer by Monday, May 12,1997.

HowTo Report
Tips to Employer

The following discussions refer only to tips

paid by cash, charge, and check.

Less than $20 IntipsInone month. Ifyou re-
ceive less than $20 in tips while working for
one employerduring a month, you do nothave
to reportthem to thatemployer. But you must
include the tips in gross Income on your in-
come lax return. You do nothave to pay social
security tax, Medicare tax, or railroad retire-

menttax on these tips.

$20 or more of tips Inone month. Ifyou re-
ceive tips of $20 or more in a month while
working forany one employer, you mustreport
the totalamountofyourtips tothatemployer.

Example 1 You work for W atson’s Res-
taurant during the month and receive $75 in
tips. Because your tips are more than 520 for
the month, you must report the 575 to your
employer.

Example 2. You work for W atson’s Res-
taurant during tho month and receive 517 in
tips. In that sam e month you work for Parkview
Restaurant and get 514 in tips. Even though
your tips total $31, you do not have to report
tips to eitheremployerbecause you did notre-
ceive $20 or more in tips from either job. How -
ever, you should keep a record of the $31 be-
cause you mustreportitas income on your tax

return.

Example 3. You work for W atson’s Res-
taurant and receive $25 in tips. In that same
month you work for Parkview Restaurant and
get512 in tips. Because your tips for W atson’s
Restaurantare 520 ormore forthe month, you
mustreport the $25 to that employer. You do
not have to report the $12 in tips you received
while working for Parkview Restaurant to ei-
theremployer. However,you should keep a re-
cord of the $12 because you mustreportitas
income on your tax return with your other tips.

Termination of employment. When you stop
working for your employer, you should report
your tips of 520 or more to your employer at
thattimo. Ifyou do notreportthe tipswhen you
stop working, you must give a statement to
youremployer either before your final payday
or by the 10th d following the month you re-
ceive the tips, whichever Is earlier.

Example. You stop working as a waiter in
April after receiving 585 In lips for the month.
You will roceivo your final pay in May. You
must reportyourtips for April to youremployer



before the earlier of May 10 or the day before

you receive your final pay.

D ate tips are treated as paid. Tips are
treated as paid to you when you make th9 writ-
ten report to your employer. However, ifyou
make no report to your employer, tips are
treated as paid to you when you receive them.

Example 1L puring Decemberof last year,
you received $300 in tips. On January 10 of
this year, you reported the tips to your em -
ployer. Your December tips will be treated as
paid to you InJanuary, the time you made the
report to your employer. You mustreport the
$300 on thisyear’s income tax return.

Example 2.1fduring December of last year
your tipswere only $18, you would not have to
make a report to youremployer. In this case,
your tips are treated as paid in December of
last year, the time you actually received them.
You mustreportthe 518 on thisyear’s Income

tax return.

Inform ation you mustreport. To report tips
to your employer, you can use Form 4070 ,
Employee's Report of Tips to Employer. This
form, available only in Publication 1244, tells
you whatinformation you mustreport. If you
do notuse Form 4070, your report should in-
clude the following.

« Theamountoftips,

Youremployer’s name and address,

Yourname, social security number, and

address,

The month (orshorter period) covered,

< Yoursignature, and

« The date of the report.

A filled-in Form 4070 isshown atthe end of
this publication.

Withholding on Tips

by Employer

Youremployer must withhold income tax, so -
cial security or railroad retirement tax, and
M edicare tax on the tips you report. Yourem -
ployer usually deducts the withholding due on
tips from your regularwages. However, you do
not have to have income tax withheld if you
can claim exemption from withholding.

Exemption from withholding. Income tax
will riotbe taken out of your pay ifyou give your
employer a filled-in Form W -4, Employee's
Withholding Allowance Certificate, claiming
exemption from withholding. You can claim
exemption only ifyou had no income tax liabil-
ity last year and expect none this year. Your
exemption from withholding is only good for 1
year. To continue your exemption, you must
filea new Form W -4 by February 15 nextyear
certifying that you meet the condit'ons for

claiming exem ption.

Employer's recordkeeping. Youremployer
may withhold an amount from your wages

based on an estimate of your tips. Your em -
ployeralso may require your written tip reports
more than once a month and deducttho taxes
due on yourreported tips even though they do
notyettotal $20. Ifthis Isdone, youremployer
must adjustthe amountof taxes withheld from
time to time, based on the actual amount of

tips you report.

Form W -2. The Form W -2, Wage and Tax

Statement, which you get from youremployer,

includes yourreported tips.

¢« Box 11ncludesyourtotal wages, othercom -
pensation, and the tipsyou reported.

Box 3 isyour social security wages notin-
cluding tips.

Box 7 isyoursocial security tips, the tips you

reported to youremployer.

« Box 5isyour Medicare wages and tips,
which formostpersons willbe the sum of
boxes 3 and 7. Your Medicare wages and
tips total willbe higherifyourwages and tips
are more than $62,700.

Any tips that are allocated to you (discussed
later) are shown in box 8. Allocated tips are
notincluded in boxes 1,5, and 7. Any errors
you find in these amounts should be brought
to youremployer’s attention as soon as possi-
ble.so you can obtain a corrected form.

GiVirgyour employer money for {EMXES.
Yourregular pay may notbe enough for your
employer to withhold all the tax due on your
regular pay plus reported tips. You can give
youremployer money to pay this withholding
tax up to the close ofthe calendar year.

If your wages and any money you provide
are notenough to pay all of your withholding
taxes, the amounts will be applied in the fol-
lowing order. Youremployer will first withhold
from yourwages all taxes due on your regular
wages. Thisincludes withholding for s.ate and
localincome tax. Next,youremployer will with-
hold, from the balance of your wages, taxes
due on your reported tips. Social security and
M edicare tax on reported tips will be withheld
before any income tax wili be withheld. Any
taxes thatremain unpaid should be collected
by the employeroutofyournextpaycheck.

You may pay estimated tax instead of giv-
ing your employer extra money. Use Form
1040-Es, Estimated Tax for Individuals. see
Publication 505, Tax Withholding and Esti-
mated Tax, tor more information.

Uncollected employee social security
and Medicare tax on tips. Box 13 (code A) on
your Form W -2 will show the amountof social
security tax on tips that youremployerwas un-
able to withhold and for which you did not give
youremployerextra money to pay the tax.

Box 13 (code B) will show the amount of
M edicare tax on tips that your employer was
unable to withhold and for which you did not
give youremployerextra money to pay the tax.

You must file Form 1040 to report the
amountofuncollected tax on tips from box 13
(codes A and B), Form W -2, and pay It with
yourreturn, even ifyou do notothorwi30 have
to file a return. Include the amount of uncol-
lected tax in the total cn line 51 of Form 1040.

On the dotted line nextto line 51, write "UT™"
and show the amount.

Limiton social security tax. The pay you re-
ceived and the tips you reported to a
nonrailroad employer In 1996 were subject to
the withholding of social security tax at the
rate 0f6.2% on the first$62,700 ofcom pensa-
tion. Your pay and tipsare also subject to with-
holding of M edicare tax at the rate of 1.45%
on all compensation. No more than $3,887.40
for social security tax should have been with-

held from your pay by any one employer.

Limiton railroad retirement tax. Ifyour pay
and tho tips you reported to your railroad em -
ployerin 1996 were subject to the withholding
of tier 1 and/or tier 2 railroad retirement tax,
see the following discussions.

Tier L yourem ployer withheld tier 1 rail-
road retirementtax at the rate of 6.2% on the
first $62,700 of com pensation and Medicare
tax atthe rate of 1.45% on yourtotal compen-
sation. No more than $3,887.40 forrailroad re-
tirement tax should have been withheld from
yourpay by “ny one employerduring 1996.

Tier 2. yourem ployer withheld tier 2 rail-
road retirementtax atthe rate of4.90% on the
first $46,500 of your pay and tips. No more
than $2,278.50 should have been withheld
from yourpay during 1996.

Two or more employers. If you worked for
two or more employers in 1996, who together
withheld more than 53,887.40 of social secur-
ity tax or tier 1 railroad retirement tax, or
$2,278.50 of tier 2 railroad retirement tax, you
may claim the extra amountas a credit to re-
duce your income tax when you file your re-
turn. see Excess Social Security or Railroad
Retirement Tax Withholding in Publication 503
formore information.

OverwlthholdIng by one employer. if
any one employer withheld too much social
security, Medicare, or railroad retirement tax,
you may notclaim the extraamountas a credit
to reduce your income tax. Your employer

mustadjust this for you.

No limitfor withholding of Income tax. Un-
like the social security and railroad retirement
taxes, there isno dollar limiton the income tax
withheld on wages and tips. The income tax
withheld by youremployer will eitherdecrease
what you owe at the end of the year or in-
crease yourrefund when you fileyour return.

B FHj Penalties. Toensure that all taxpay-

ers pay their fair share of taxes, the
m “wuH law provides penalties for failure to
file returns or pay taxes as required. Some
other penalties that may be charged include
those for:

1) Notsupplying a correctsocial security
numbertoan employerorother person
requirad to file a report with IRS about the
taxpayer,

2) Filing a frivolous income tax return,

3) Filing a fraudulentreturn, or

4) Failing to reporttips, discussed later.
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Some penalties may not be charged if fail-
ure to follow the tax laws and regulations was
due to reasonable cause and not willful
neglect.

Penalty tor false Information on Form
W-4. If you make statements or claim with-
holding allowances on your Form W -4 thatde-
crease the amountoftax withheld and there is
noreasonable basis forsuch statements oral-
lowances at the time you prepare your Form
W -4, you may have to pay a penalty of $500.

There isalso a criminal penalty for willfully
supplying false or fraudulent information on
your Form W -4 or for willfully falling to supply
information that would increase the amount
withheld. The penalty, upon conviction, Is a
fine of not more than 51,000, or imprisonment

fornotmore than 1 year, or both.

Tips Not Reported
to Employer

If you received tips of $20 or more in any
month while working forone employer, butdid
notreport all of them to youremployer, you
must figure your social security and Medicare
tax on the tips notreported. You should use
Form 4137, Social Security and Medicare Tax
on Unreported Tip Income , and attach it to
Form 1040. see Social Securityand Medicare
Tax on Unreported Tip Income (Form 4137),

later.

Employees subjectto the Railroad Retire-
ment Act. Ifyou receive tips while working for
a railroad employer, you should report all of
yourtips to youremployer. Youcannotgetrail-
road retirementcredit for your tips unless you
reportthese tips to your employer. A railroad
employee cannot file Form 4137 for unre-
ported tips. You should reportthese tips each
pay period. Your tips will be subject to with-
holding from your regular pay. Any balance of
tax duo on your tips will be shown in box 13 of
Form W -2.

Ifyoudo notreportyourtipsthroughoutthe
year, contact your employer. Your employer
will collect the tax. You mustinclude all of the
tips you received, including unreported tips, in

yourgross income.

Penalty for failure to reporttips.

w 19 Ifyou do not report tips to your em-
y 1~ ployeras required, you may be sub-
prflitt-in /ect to a penalty equal to 50% of the
employee social security or railroad retirement
taxand Medicare tax, inaddition to the tax that
you owe.

Reasonable cause. you can avoid this
penalty ifyou can show reasonable cause for
not reporting these tips to youremployer. To
do so, attach a statement to your return ex-

plaining why you did notreportthem.

Pago4

Tip Allocation

Large food orbeverage establishments are re-
quired to report certain additional Information
abouttips to the IRS.

To make sure thatemployees are correctly
reporting tips, employers must keep records to
verify amounts reported by employees. Cer-
tain employers must allocate tips ifthe per-
centage of tips reported by employees falls
below a required minimum percentage of
gross sales, To "allocate tips” means to as-
sign an additional amountas tips to each em -
ployee whose reported tips are below the re-

quired percentage.

W ho must follow the tip allocation rules.

The rules apply to operations in which:

1) Food orbeverages are provided forcon-

sumption on the premises,
2) Tipping iscustomary, and

j) Theemployernormallyemployed more
than 10 people on a typical business day
during the preceding calendar year.

Towhom tip allocation rules do notapply.
Food orbeverage operations where tipping is
notcustomary do notcome under the rules.

Examples of these operations are:
1) A cafeteriaor “fast food” operation,

2) Anoperation thatadds a service charge
of 10% ormore to 95% or more of its

food orbeverage sales, or

3) Food orbeverage operations located
outside the United States.

How the rules work. The rules apply only if
the total amount of tips reported by all tipped
employees to youremnloyer is less than 8%
(orsome lower acceptable percentage) of the
establishment's total food or beverage sales
(with some adjustments).

If reported tips total less than 8% of total
sales, your employer must allocate the differ-
ence between 8% of total sales (or some
loweracceptable percentage) and the amount
of reported tips among all tipped employees.
Youremployer will exclude carryout sales,
state and local taxes, and sales with a service
charge of 10% or more when figuring total

sales.

Allocation to Individual em ployees. Gener-
ally, youremployer will allocate to all affected
e 'ployees their share of allocated tips every
roll period. However, your employer may
>ihis less frequently, Your employer should
not withhold any taxes from the allocated
amount.
No allocation willbe made to you ifyou re-
port tips at least equal to your share of 8% of
the establishment's total food or beverage

sales.

Allocation formula. The allocation can be
done eitherundera formula agreed to by both
the employer and the employees or, if they

cannot reach an agreement in good faith,
undera formula presc: Ibed by IRS regulations.

The allocation formula in the regulations
provides that tip allocations are made only to
directly-tipped em ployees. Ifyou receive tips
directly from customers, you are a directly-
tipped employee, even ifthe tips are turned
over to a tip pool. Forexample, waiters, wait-
resses, and bartenders are usually considered
directly-tipped employees.

Ifyou do not normally receive tips directly
from customers, you are an Indirectly-tipped
employee. Examples of indirectly-tipped em -
ployees are busboys, service bartenders, and
cooks. Ifyou receive tips both directly and indi-
rectly through tip splitting or tip pooling, you

are treated as a directly-tipped employee.

Lowering the tip allocation percentage. If
customers of the establishment tip less than
8% on the average, either youremployer or a
majority of the directly-tipped employees (in-
cluding those who turn their tips OVEr to a tip
pool) may petition to have the allocation per-
centage reduced from 8% . This petition is
made to the district director for the Internal
Revenue Service district in which the estab -
lishmentis located. However, the percentage
cannotbe reduced below 2% . Also, a user fee
must be paid with the petition.

User fee. A user fee is required to have the
IRS consider a petition to lower the tip alloca-
tion percentage. The fee must be paid by
check ormoney order made outto the Internal
Revenue Service. The user fee amount for
1996 was $275. To check if this amount has
changed, contact the districtdirector for your
area.

Employees'petition. The petition to lower
the allocation percuntrge must be in writing
and must contain enough information to allow
the district director to estim ate with reasona-
ble accuracy the establishment's actual tip
rate. This information might include the
charged tip rate, type of establishment, menu
prices, location, hours of operation, amount of
self-service required, and whether the cus-
tomer receives the check from the server or
pays the server forthe meal.

Ifthe employerpossesses any relevant In-
formation, the employer must provide it to the
districtdirectorupon requestoftheemployees
or the district director.

Anemployee petition must be consented
to by more than one-half of the directly-tipped
employees working for the establishment at
the time the petition is filed. If the petition cov-
ers more than one establishment, it must be
consented to by more than one-half of the to-
tal number of directly-tipped em ployees of the
covered establishments. The petition must
state the total number of directly-tipped em -
ployees of the establishment (or establish-
ments) and the number of directly-tipped em -
ployees consenting to the petition.

The petition may covertwo or more estab -
lishments if the employees have made a good
faith determination that tho tip rates are es-
sentially the same and if the establishments

are:

D Owned by tresamo aployor,



2) Essentially the same type of business,
and

3) Inthe same Internal Revenue Service

region.

A petition that covers two or more establish-
ments mustinclude the names and locations
of the establishments and must be sent to the
district director for the district in which the
greatest number of covered establishments
are located. Ifthere isan equal numberofcov-
ered establishments in two or more districts,
the employees can choose which district to
petition.

Employees who file a petition must
promptly notify their employer of the petition.
The omployer must then promptly furnish the
district director with copies of any Forms
8027, Employer's Annual Information Return
of Tip Income and Allocated Tips, filed for the
establishment forthe 3 immediately preceding

calendaryears.

Allocated tips on Form W -2. Vouremployer
will report the amount of tips allocated to you
on your Form W -2 (in box 8) separately from
yourwages and reported tips. Youremployer
bases withholding only on wages and repo.ted
tips. Youremployer Should not withhold in-
come, social security, railroad retirement, or
M edicare taxes from the allocated amount.
Any incorrectly withheld taxes should be re-
funded to you by youremployer.

If you leave your job before the end of the
calendaryearand request an early Form W -2,
your employerdoes not have to include a tip
allocation on the Form W -2. However, your
employer may show the actual allocated
amount ifitis known, or show an estimated al-
location. InJanuary of the nextyear, yourem -
ployer must provide Form W -2¢, Statement of
Corrected Wageand Tax Amounts, ifthe early
Form W -2 showed no allocation and yourem -
ployer laterdetermined that an allocation was
required, or ifthe estimated allocation shown
was wrong by more than 5% of the actual

allocation.

Allocated tips you mustreportas income.
Ifyou do not have adequate records for your
actual tips, you mustinclude the allocated tips
shown on your Forms W -2 as additional tip in-
come on your tax return. Ifyou have records,
do notinclude allocated lips on your return. In-
clude additional tip income only if those

records show you actually received more tips

than the amount you r<Hjrted to your em -
ployer. Forrocordkeeping requirements, see
Daily Record of Tips, earlier, under Reporting
Tips.

Allocated tips have not been included in
the amountof wages and reported tips shown
inbox 1ofyour Forms W-2,and no taxes have
been withheld from these lips.

Example. Judy reported $4,000 tip Income
to her employer this year. Box 8 of this year's
Form W -2 showed allocated tips of $1,000.
Her daily record of tips made on or near the
date she received her tip income totaled
$6,000.

Judy mustreportan additional $2,000 of tip
income ($6,000 total tips minus $4,000 tips re-
ported to employer) on her income tax return
this year.

Social security and Medicare tax. For al-
located tips that you include in gross income
on line 7 of Form 1040, use Form 4137 to fig-
ure your social security and M edicare tax on
the tips notreported to youremployer.

Social Security and
MedicareTax
on Unreported Tlg
Income (Form 4137)

Report on line 1 of Form 4137 all of the tips
you received. This includes tips you reported
to your employer, unreported tips, and allo-
cated tips that you mustreportas income. Re-
porton line 2 the amount of tips you reported
to youremployerand on line 4 the amount of
tips you did not report because the total was
less than $20 in a calendar month. These
amounts are subtracted from the amount on
line 1. The balances on lines 9 and 5 are the
unreported tips subject to social security and
M edicare tax figured on Form 4137.

Only include cash, check, and charge
tips when completing Form 4137. The
H-UIH-ih value of tips not paid in cash or by
check or charge card is not counted as wages
forsocialsecurity and Medicare tax purposes.

®m R R

Be sure to complete Schedule U on the
bottom of Form 4137. Schedule U is used by
the Social Security Administration to credit
yoursocial security and M edicare accounts.

Attach Form 4137 to Form 1040. Enter the
tax on line 47 of Form 1040. You may notuse

Form 1040EZ or Form 1040A.

gffsye Donotinclude on line 47, Form 1040,

any amount of uncollected social se-
ftrtirrffl curity tax and Medicare tax due on
tips you did report to your employer. This
amount, ifany, isshown in box 13on Form W-
2. Instead, see Uncollected employee social
security and Medicare tax on tips under With-
holding on Tips by Employer for the method of
paying these taxes.

How To Get More
Information

You can get help from the IRS inseveral ways.

Free publications and forms. To order free
publications and forms, call 1-800-TA X -
FORM (1-800-829-3676). You can also write
to the IRS Forms Distribution Center nearest
you. Check your income tax package for the
address. Your local library or post office also
may have the items you need.

For a list of free tax publications, order
Publication 910, Guide to Free Tax Services. it
also contains an index of tax topics and re-
lated publications and describes other tree tax
information services available from IRS, in-
cluding tax education and assistance
programs.

Ifyou have access to a personal computer
and modem, you also can get many forms and
publications electronically. See QUiCk and
EasyAccess to Tax Helpand Formsin your in-
come tax package fordetails. Ifspace perm it-
ted, this information is at the end of Uiis

publication.

Tax questions. You can call the IRS with your
tax questions. Check yourincome tax package
ortelephone book forthe local number, oryou
can call 1-800-829-1040.

TTY/TDD equipment. Ifyou have access to
TTY/TDD equipment, you can call 1-800-
829-4059 to ask tax questions or to order
forms and publications. See your income tax

package forthe hours of operation.



Table 1. Understanding Tip Income Reporting

Willthese tips be Doesyouremployer Should you file Form Do you have to report
reported to you on Form withhold social security 4137 to figure yoursocial these tipsas Income on
W -2? and Medicaretax on security and Medicare tax your Income tax return?
these tips?' on these tips?
Tipsyou
reported to your Yes
employerduring (Box 1 ofyourw-2) Yes No Yes
the year
Allocated tips Yes You mustreport ALL
(Box 8 of your W-2) No Yes7 tip income
Tipsof$20or
more Ina month
thatyoudid not No No Y es73 Yes
reportto your
employer
Tipsofless than
$20 Ina month
No No Yes

thatyou did not No
reportto your 1
employer

1If you are arailroad employee the question would be, "Does your employer withhold railroad retirement and Medicare tax?"

7You may be subject to a penalty equal to 50% c | the employee social security or railroad retirement tax and Medicare tax in addition to the tax that you owe.
5SRailroad employees should not file Form 4137 and should contact their employer who will collect the employment taxes.

Sample Filled-in Form 4070 from Publication 1244

Form 4070 Employee’s Report

Rev. July 1996 .

(rev. July 1996) of Tips to Employer OMB No. 1545-0065
Department ol the Treasury

Internal Revenue Service » For Paperwork Reduction Act Notico, see back of form.

Social security number

A It /Haflft A «/c.
Art/ to M2Q 3L %7\31Q1H33i

Employer's name and address (include establishment name, if different) 1 Cash tips received

Dan\or\d ‘flI&faumni' hQM .oo

- ! 2 Credit card lips received
63V oin 5-hfttH 5JJ1_2Q.

3 Tips paid out

Ay-tow j/vy 513 b0

Month or shorter period in which tips were received 4 Net tips (lines 1 +2-3)

1 GeJ'rfov 3/ iz M i

Date

Mm . m k

Employee s name and address

Signature

Page 6



Sample Filled-in Form 4070A from Publication 1244

Form 4070A Employee’s Daily Record of Tips
f)z::;ﬂ“e':i ;gii)masury m>sa\dr%0% m%am OMB No. 1545.0065
Internal Revenue Service
Employee’s name and address Employer's name Month and year
db/inUA Allw\ 'D "'omoaol fa an't +
IIn /napit. Esteisert reno (f dffeat) OcT.
b. Gedtadtis  c i D dNmesd lowamyau
x5 e%y TNl R N o THREE
1 K - o FF.
2 V8-90 _ 26 MCI /15’30 O'Lrfiry Srousn
3 h 3.8.00 31. £0 8.00 Car! obTie.5
4+ s v*,a0 _ 21-co /0.00 CTycfy 3»TU7»7
¢ tth VO- BO 39, .00 12.00
subtotals | rs”™.lo /IDO-00 15.30
For Paporvrork Roduction Act Notice, see Instructions on the bock of Form 40710 Page 1
o [jo eces b Qadlaods o lispdato  d Noesd owomya
e ty dﬂgﬁ% edcoits d’gg&)ﬁs g(%ps
s m - OFF - _
7m 32,20 aa, vo 2-_00 C (is 1 30/1Cc-5
B m 50. S0 /7 .ao0 70.00 i-Carl Jcamcs
9 m 33.60 /6, VO 8-00 OLrJC/TVOUVI
10 m 30. VO 33, 00 230 TLely TVbkJri
nm ‘M- CQ //. 60 3.80 Caw
2 m is. . 76. 00 7. 00 Jt/cy 3/Meli7/i
s m - OF F _
14 m Qgi gcé é]/_ \b(b /st. vo JirQy-3rpivtt FEAftin&U t1?
sm . s 2, /7.ao0
Subtotals | 30t3 "30 | &/*ao
FHQD

tHe b Qet cadlips m%qego dr\masdeagj&&smwm
< ey 10k %ﬂ /$ Yd 850 3\ tfrrgulll

17 21-30 @ ?.£0

18 12,80 3-yo_ Carl' JDV\*2

19 Rij 31 OO 19.30 JQ,DO crvdy 3roun

20 -

zléy ﬁféo 26.00 /A.SO Fadyé&h'(Mt7
22 W5 YO 23.m 1320 ..Q)AllX

23 l§.2 0 13.60 Sud%/ 'TC]_ fl

24 |CU é? /9.30 10 #$o_  3/rthi Smtlh

25 4m \ tHso 9.57) . Tycty 3rou/\
subtotals ~ 3S52'00 nbfto

r;'%g 6%;'; dﬁgﬁ%ﬂﬁm b Ogdtanis ¢ Jimmatio dmd%mm;
26 .38£c|>:... juIxL s 1

28 ' TvTgj /5t50.

29 3%7-8/)" Y g£ ft-gg CarlJbné&

30 hosl 321

3 72

%ﬁcﬂs 1&30
s |7 60

Totals 7@/&) 21M O
1. Report total cosh tips (col. a) on Form <1070, lino 1

2. Report total credit card tips (col. b) on Form 4070, lino 2.

3. Report total tips paid out (col. ¢) on Form 4070. lino 3.

P4
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How To Get Forms, Publications, and Other information

You can get Information from the IRS In several ways. Choose the method from the table below that Is best for you.

Method Type of Information

*By phone « Formsand publications

«Tele-Tax topics

* Personal assistance

*By mail e« Fcrmsand publications

¢ By visiting your local post « Formsand publications

office or library

« With acomputerand modem «Formsand publications
e Educational materials

«IRS press releases and
factsheets

*Tele-Tax topics

« Answers to frequently
asked questions

* By fax *Forms and other
Information

« Tele-Tax topics

US Ganmet RirirgCice 1056— 40750

v

>

>

How To Get the Information

Cali 1-000-TAX-FORM (1-800-829-3676) during regularbusiness hours. Ifyou
have access to TTY/TDD equipment, you can call 1-800-829-4059.

See yourincome tax package forthe phone numberand listof Tele-Tex topics.

Call 1-800-829-1040 during regular business hours. Ifyou have access to
TTY/TDD equipment, you can call 1-300-829-4059.

Wrrite to the IRS Forms Distribution Center listed for your state. Printortype
yourname and address clearly and Indicate the number of the form or
publication, i.e., Form 1040 or Publication 463.

Address States (abbreviated)
W estern Area Distribution Center AK,AZ,CA,CO, HILLID,MT, NV, NM,
Rancho Cordova, CA 95743-0001 OR,UT, WA, WY, Guam, Northern

M arianas, American Samoa
Central Area Distribution Center AL, AR, IL, IN, IA, KS, KY, LA, MI, MN,
P.O.Box 8903 MS, MO, NE, ND, OH, OK, SD, TN, TX,
Bloomington, IL61702-8903 Wil
Eastern Area Distribu.ion Center CT,DE,DC, FL, GA, ME, MD, MA, NH,
P.O. Box 85074 NJ, NY, NC, PA, RI, SC, VT, VA, WV

Richmond, VA 23261-5074

Ifyou live inany other location, see yourincome tax package forthe address.

The postoffice isa good source of the mostcommon forms and schedules.

The library stocks a wider variety of forms and some publications thatyou may
photocopy. Itmay also have a CD-ROM from which you can view or print items.
The CD contains forms from 1991 to the presentand publications from 1994 to

the present.

Use tho Internet-
world Wide Web— http://www.Irs.ustroa8.gov
Telnet— Irl8.Irs.ustreas.gov
FTP— ftprs.ustrea8.gov
: Ifyou subscribe to an on-line sen/ice, ask your
provider how to bestaccess IRS information.

Accoss tho Internal Revenue Information Services bulletin board at
703-321-8020 (nottoll-free).

TlP Ifyou're a new user, you may
wantto read the on-line help first.

Dial 703-487-4160 (not toll-free) from your fax machine toroach IRS Tax Fax.
Youcan requestup to 3 items during each call. This fax program provides 100
of the mostpopular formsand instructions (not publications), as well as other
information, 24 hours a day, seven days a week.

Seeyour income tax package fora listof Tele-Tax topics.
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Important Reminder

Electronic deposit of taxes.— If your total deposits of
social security, Medicare, railroad retirement, and with-
held income taxes were more than $50,000 during cal-
endar year 1995, you must make electronic deposits for
dll depository tax liabilities that occur after June 30,
1997. When determining whether you exceeded the
$50,000 deposit threshold, combine deposits of the fol-
lowing tax returns you filed: Forms 941, 941-PR, 941—
SS, 943,945, and CT-1. If you were required to deposit
by electronic funds transfer in prior years, you must con-
tinue to do so throughout 1997. The Electronic Federal
Tax Payment System (EFTPS) must be used to make
electronic deposits. If you are required to make deposits
by electronic funds transfer and fail to do so, you may be
subject to a 10% penalty. Use EFTPS to deposit taxes
reported on any of the following tax forms:

e Form 720, Quarterly Federal Excise Tax Return

e Form 940 or 940-EZ, Employer's Annual Federal Un-
employment (FUTA) Tax Return

e Form 941, Employer’s Quarterly Federal Tax Return
(including Forms 941-PR and 941-SS)
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*Except a person employed aaa school bus Jriver shall recelveat)eds(two times the Alaska minimum wege.

Alaska Statute 23.10.050 « 23.10.150 establishes minimum wages and pxS”m~ayjjtnndajnls for employment subject lo its provisions. These stan-

dards are generally applicable to all employees. However, there.OTjcsccptfowtod [in * * A -
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14.

Nn employer shall

Any individual employed
Any individual employed i
Any individual employed i C e

Any individual employed in domestlc service (including babysmers) In or about aprivate home,' -~3 V.
Any individual employed by the United Stotes, Stalet/rlodal’goyemnient Cl.tjifPolitical Subdivision!.’ "T
Any individual engaged “m®- u-iu..yAi..lji.i.i_fi

voluntary basis. ‘e
Any individual engaged in the delivery of. newspaperiftc™hi
Any individual employed solely as awatchman™ orplanLinol in operation forfour months or more,
Any individual employed in a bona fide execulivi
Labor, or as an outside salesman Or any'sale;
Any individual employed in thtsearch
Any individual under 18 years old
Employment by anonprofit ed
the employment requires resj
a. $10,000.00 fornj
b. $15,000.00 fot*t marri' > N-s-'é e
An independent cab cab, cab permit ordis-
patch service, and vtfo - .
A person who holi
60 work days in

arc in residence at the facility if
.at an annual rate of less than:

08.54, for the first

per day.
aid at the rate of

Should on employe
one and onc-hulftijics the re

1
2

BEREB

16.

9
An employee fanempl
Any individua employ:
horticultural commodities

Tagricultural or

Any employee of any individual is
employed not in Vices! g aggregate in any
A.tC."-

calendar year during t|qji
Any employee eng:
Any individual cmpliVed in com’,
1000
Any switchboard opcratrtamployed thtf’public
Any employee engaged in nutdling telegfAjiic,’
telegraph or communications o*mpan”whjr
Any individual employed as a sg;
Any individual employed in planting”ii
other forestry products to the mill, proce!
lumber operation does not exceed'12.">&J£?
Any individual employed as an outside truyef®fpowll R atti-nTe'llTTnirTnnirnj' llinii TTTnr namral atateFriv't . I
Casual employees as definetfby regulations bT tbejCbtiuril*fbnfi®
Any employee of n hospital whose femployrffr
Work perfarmed by an employee under a flexible sybrk Hou{ptan IfIhe planTi‘iricludctl as'part o fiicollective bargaining agreement.
Work performed by an employee under aVoluntary'flexible”ork jllari‘lf/I-AMANZ A ek
o. The employee and the employe/ have"signed n \yridenagreemeitt and.lhe written agreement has been filed with the Department; and
b. The Department has issued a certificate appTOviiigrheplan'\yhich*jiate?lbe'\vork.is for 40 hours'a week and not more than 10 hours a
day: for work over 40 hours a'weekor'lO hours a'daj/uridef.’a flek!ble.work plan not included as put of a collective bargaining agree-
ment compensation nt the rate of one and'bne-half times the reguWYate’ cf pa/shall be paid tor the overtime.
An individual employed as a line haul truck driver.for trip that ikceeds '100 road miles one if the compensation system under which the truck
driver is paid includes overtime pay for work in excess bf 40 hours'pcVweek of for,more than eight hours aday and the compcnsniiim system
requires arate of pay comparable to the rate‘of pay required by this sectlore/iw"-
An individual employed as acommunity health aid by d local ptheglbnal Jiealth'orguiization as lltose terms are defined in AS 18.28.100.

‘otion of less dtan
igertcy ore t arrangements with a
lcncy doesnq” ,cecd $500.00 a month.

n*:v*flEuir r in preparing or transporting logs or
tfiSCTtfANISrrlutnbe T'of employees in such forestry or

1

An employer shall keep for a period of at least three yeafail pnyfoU'fttfotinatW and records‘for each employcc’in his employ, nt the pincc of his

employment. i -eaw*

esste ’ L]

NOTE: The text above it not Intended lo have the eifecl Oflaw andI* (liteijded tblely.fofexplanatory purposes. Inquiries should be made to: Wage & Hour

Administration, Alaska Deportment of Labor, 3301.Eagle'Street, Sultd30I|P.d/BoX'107021,-Anchorage, 'Alaska 99510-7021, (907) 269-1900
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Summary of Alaska Wage & Hour Act

M INIMUM W AGE S§TANUDATRTD

NOTE: Alaskaminimum wage™ isasfollois:

EFFECTIVE DATE MINIMUM WAGE
YIPL-YIV/DB. . - - eeiis i .75
VB -831/97. . o oo e $%.25

S 1 7 $5.66

*Excepi a person employed as a school bus driver shall receive at least two times the Alaska minimum wage.
Alaska Statute 23.10.050 - 23.10.150 establishes minimum wages and overtime pay standards for employment subject to its provisions. These stan—

dards are generally applicable to all employees. However, there are exceptions to the Act. The following are not eligible for minimum wage:

Any individual employed in agriculture.

Any individual employed in the taking of aquatic life.

Any individual employed in the hand picking of shrimp.

Any individual employed in domestic service (including babysitters) in or about a private home.
Any individual employed by the United States, State or local government (i.e. Political Subdivision).

o a0k wdhp

Any individual engaged in the activities of a nonprofit religious, charitable, cemetery, or educational organization where the services are on a
voluntary basis.

Any individual engaged in the delivery of newspapers to the consumer.

8. Any individual employed solely as a watchman or caretaker on premises, property or plants not in operation for four months or more.
Any individual employed in a bona fide executive, professional or administrative capacity as defined by regulations of the Commissioner of
Labor, or as an outside salesman or any salesman working on a straight commission basis
10. Any individual employed in the search for placer or hard rock minerals.
11. Any individual under 18 years old employed on a part-time basis for not more than 30 hours in any week.
12. Employment by a nonprofit educational or child care facility to serve as a parent of children while the children are in residence at the facility if
the employment requires residence at the facility and is compensated on a cash basis exclusive of room and board at an annual rate of less than:
a. S10.000.00 for an unmarried person; or
b. S15.000.00 for a married couple.

13. An independent cab driver who establishes the driving area and hours, who contracts on a flat rate basis for the use of the cab. cab permit or dis—

patch sendee, and who is compensated solely by the customers served.

14. A person who holds a license under AS 08.54 and who is employed by a registered guide or master guide licensed under AS 08.54, for the first

60 work days in which the person is employed by the registered guide or master guide during a calendar year.

OVERTIME HOURS A

No employer shall employ an employee not acting in a supervisory capacity for a workweek longer than 40 hours for more than 8 hours pei day.
Should an employer find it necessary to employ an employee in excess of these standards, compensation for such overtime shall be paid at the rate of
one and one-half times the regular rate of pay. However, there are exceptions to the requirement of payment of overtime, and these are:

An employee of an employer who employs three people or less in the regular course of business.

2. Any individual employed in handling, packing, storing, pasteurizing, drying, preparing in their raw or natural state or canning of agricultural or
horticultural commodities for market or in making cheese or butter or other dairy products.
3. Any employee of any employer engaged in small mining operations where not more than 12 people are employed, as long as in individual is

employed not in excess of 12 hours a day or 56 hours a week during a period or periods of not more than 14 workweeks in the aggregate in any
calendar year during the mining season.

Any employee engaged in agriculture.

Any individual employed in connection with the publication of any weekly, semi-weekly or daily newspaper with a circulation of less than
1.000.

6. Any switchboard operator employed in a public telephone exchange which has fewer than 750 stations.

7. Any employee engaged in handling telegraphic, telephone or radio messages for the public under an agency or contract arrangements with a
telegraph or communications company where the message or communications revenue of such agency does not exceed $500.00 a month.
Any individual employed as a seaman.
Any individual employed in planting or tending trees, cruising or surveying or bucking or felling timber, or in preparing or transporting logs or

other forestry products to the mill, processing plant, railroad or other transportation terminal if the total number of employees in such forestry or
lumber operation does not exceed 12.

10. Any individual employed as an outside buyer of poultry, eggs, cream of milk in their raw or natural state.
11. Casual employees as defined by regulations of the Commissioner cf Labor.
12. Any employee of a hospital whose employment includes the provision of medical services.
13. Work performed by an employee under a flexible work hour plan if the plan is included as part of a collective bargaining agreement.
14. Work performed by an employee under a voluntary flexible work plan if:
a. The employee and the employer have signed a written agreement and the written agreement has been filed with the Department; and
b. The Department has issued a certificate approving the plan which states the work is for 40 hours a week and not more than 10 hours a
day; for work over 40 hours a week or 10 hours a day under a flexible work plan not included as part of a collectivebargaining agree—
ment compensation at the rate of one and one-half times the regular rate of pay shall be paid for the overtime.
15. An individual employed as a line haul truck driver for trip that exceeds 100 road miles one if the compensation system under which the truck

driver is paid includes overtime pay for work in excess of 40 hours per week or for more than eight hours a day and the compensation system
requires a rate of pay comparable to the rate of pay required by this section.

16. An individual employed as a community health aid by a local or regional health organization as those terms are defined in AS 18.28.100.

An employer shall keep for a period of at least three year all payroll information and records for each employee in his employ, at the place of his
employment.

NOTE: The textabove isnot intended to have the effect of law and s intended solely Tor explanatory purposes.  Inquiries should be made to: Wage & Hour
Adhinistration. Alaska Department of Labor, 3301 Eagle Strest. Suite 301. P.0. Box 107021, Anchorage, Alaska 99510-7021, (907) 269-4900
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DRAFT - TIP CREDIT LEGISLATION

Section 1. Tip Credit
Amend AS 23.10.065(a) as follows: i

Except as provided under (b) of this section, an employer shall pay to each employee
wages at a rate o f not less than 50 cents an hour greater than the prevailing Federal
Minimum Wage Law for hours worked in a pay period , whether the work is measured by
time, piece, commission, or otherwise. An employer may-not-apply-tips-or gratuities
bestowed upon employees-as-a-credit-toward-pay ment of-the-m-flimuHi-lieurly-wage
requHed-ky-thkr-seetieft. Tip credit as-defined by4he-Fair-L-abor-Standards-Act of-1938-us
amended does not-apply4o-the-imnimttHi-wage-established-by-this section. IN
DETERMINING THE MINIMUM HOURLY WAGE AN EMPLOYER IS REQUIRED
TO PAY A TIPPED EMPLOYEE, THE AMOUNT PAID SUCH EMPLOYEE SHALL

BE AN AMOUNT EQUAL TO

(1) A CASH WAGE PAID SUCH EMPLOYEE BY HIS OR HER EMPLOYER
NOT LESS THAN S5.25 PER HOUR; AND

(2) AN ADDITIONAL AMOUNT ON ACCOUNT OF THE TIPS RECEIVED
BY SUCH EMPLOYEE, WHICH AMOUNT ISEQUAL TO THE
DIFFERENCE BETWEEN THE MINIMUM WAGE SPECIFIED IN THE

FIRST PARAGRAPH OF THIS SECTION AND THE CASH WAGE
SPECIFIED IN PART (1) HEREOF.

Section 2. Effect Date
This Act takes effect immediately pursuant to AS 01.10.070(c).
Section 3. Short Title

This Act may be cited as the “Tip Credit Act of 1997.”
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— casual babysitters and persons employed as companions to the elderly or infirm.

Most farmworkers do not have to be paid overtime but must be paid at least the minimum wage for all

hours worked.

Certain full-time students, students in vocational education programs, and workers with disabilities may
be paid less than the minimum wage if employers obtain special certificates from the Department of

Labor.
Training Wage
(The training wage provisions expired March 31, 1993.)

Tipped Employees

A tipped employee is one who regularly receives more than $30 a month in tips. Tips received by such
employees may be counted as wages up to 50 per cent of the minimum wage. The minimum cash wage
that employers must pay (from their own pockets) to lipped employees is $2,125 per hour. If an

employee's hourly tip earnings (averaged weekly) added to this hourly wage do not equal the minimum

wage, the employer is responsible for paying the balance.

Enforcement

The Wage and Hour Division of the Department of Labor administers and enforces the FLSA and has
the authority to supervise voluntary payment of back wages, but cannot order such payment if the
employer refuses to pay. Such matters fall under the jurisdiction of the courts and individuals have a
private right under Section 16(b) of the FLSA to file suit to recover back wages as well as court costs

and reasonable attorney fees.

For more information...

Contact the nearest office of the Wage and Hour Division, listed in most telephone directories under
U.S. Government, Department of Labor, Employment Standards Administration.

This is one of a series of fact sheets highlighting U.S. Department of Labor Programs. It is intended as a
general description only and does not cany the force of legal opinion.

Texas Workforce Commission
Last Modified; April 03, 1995
Return to die TWC Home Pave.

01/25/97 18:13:36
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Federal Minimum Wage and Overtime Pay Standards

UNITED STATES DEPARTMENT OF LABOR Employment Standards Administration Fact Sheet No.
ESA 91-7

FEDERAL MINIMUM WAGE AND OVERTIME PAY STANDARDS

The Fair Labor Standards Act of 1938 (FLSA), as amended, requires that most employees in the U.S. be
paid a minimum hourly wage and premium overtime pay after 40 hours in a workweek.

Over 80 million nonsupervisory employees are subject to the minimum wage; 69.7 million are in the
private sector and 10.9 million are employed in the public sector.

Minimum Wage

On April 1, 1991, the minimum wage increased from $3.80 an hour to $4.25 an hour (some states and
the District of Columbia have higher minimum wages; those wages prevail over the Federal minimum

wage).
Overtime Pay

Employees covered by the FLSA generally are entitled to overtime pay for all hours worked over 40 in
one workweek. Overtime pay must equal at least one and one-halftimes an employee's regular rate of
pay. There is no limit to the number of hours per day or days per week an adult employee may be

required to work.
Covered Employees

Covered employees are:

-- employees engaged in interstate commerce or in the production of goods for interstate commerce (i.e.,
goods that travel across stale lines), regardless ofthe employer's annual volume o f business;

—employees who work for enterprises that have an annual gross volume of sales made or business done
ofover $500,000;

—employees of hospitals, residential facilities that care for those who are physically or mentally ill or
disabled, or aged, schools for children who are mentally or physically disabled or gifted, pre- schools,
elementary and secondary schools, and institutions of higher education regardless o f the annual volume

ofbusiness;
—employees of public agencies.

Exemptions

Certain executive, administrative and professional employees and outside salespeople arc exempt from
both the minimum wage and overtime pay standards.

Other exemptions: — employees of certain seasonal amusement or recreational establishments,
employees of certain small newspapers, switchboard operators of small telephone companies, seamen
employed on foreign vessels, and employees engaged in fishing operations;

lof2 01/25/97 18:13:35
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W age Data for Selected 0ccupations

Anchorage and MatSu Census Areas (July 1995)

Hourly wage information isfor private employers only. Federal, state, and local government wages are
not represented.

Thefirms selectedfor the wage rate sample were the ones most likely to employ the occupations
included in the survey. Survey responses are voluntary, and while eveiy effort was made to obtain wage

informationfrom employers, some chose not to respond.

Each occupation that appears in the wage rate table was reportedfor at least 15 employees by a
minimum o fseven businesses or 30 employees byfive businesses.

Median Middle Mean No. ol No. of]

Occupation %) Range ($) (S) Businesses Employees

MANAGERS and ADMINISTRATORS

Automotive Parts Department Managers 18.50 14.96-23.80 Lol 19 34
;Fast Food Restaurant Managers 12.02 10.59-16.37 13.83 6 53
Financial Managers 23.59 18.14-30.67 25.28 65 125
Food Service & Lodging Managers | 15.003 10.90-19.35 15.35 6 30
Merchandise Managers | 24.03j] 17.50-30.19,(25.03 ~ 20 ;
PROFESSIONAL,

PARAPROFESSIONAL, and

TECHNICAL

Accountants & Auditors 17.21 13.94—21.39, 17.66] 70 151
Architects (Exc. Landscape & Marine) 25.52 23.75—32.29 27.56 | 5 33
Broadcast Technicians 10.00 8.00—12.97j 11.44 j 6 31
Chemists (Exc. Biochemists) 14.00 12.50-16.00, 15.17 j 61 43
Chiropractors 34.641 19.90-45.04 37.46 10 16
Civil Engineering Technicians &

Technologists 20.00, 15.56-23.81! 21.35 19 58
Civil Engineers 27.97j 21.67-33.33 28.23 23 i 92
Computer Programmers 23.03] 19.11—28.39 23.64 10 46
Dental Hygicnists 30.00 30.00—30.87j 30.14 181 32
Dentists 50.73148.11—-57.741 54.05 9 ] 15!
Drafters 18.25] 15.22—20.47j 18.84 31 74
Electrical & Electronic Engineering

Technicians 21.65' 15.90-25.96 21.00 12: 79
Electrical & Electronic Engineers 25.45 j 22.22-32.50 27.89 12 40
Floral Designers 9.00|]] 7.50-10.50 9.05] 9] 31
|Gcologists/Geophysicists/Occanographcrs 18.00]] 18.00-23.17121.43 || 8 54
Inspectors Compliance Officers 31.23 j20.89—33.24 [28.09 ) 7 16
[Lawyers jl 29.25 | 26.56-41.86]]33.19 ]| 20 ] 95
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I Loan Officers

Mechanical Engineering Technicians &
Technologists

Mechanical Engineers

Medical Laboratory Technicians &
Technologists

Microcomputer Support technicians
Nurse Practitioners

Nurses: Licensed Practical

Nurses: Registered

Opticians: Dispensing & Measuring
Paralegal Personnel

Personnel, Training, Labor Relations

|Specialists

Photographers
'Physician Assistants
Physicians & Surgeons

Purchase Agents (Exc. Whoiesale/Retail/Fann

Products)

Radiologic Technicians
| Social Workers
Surveyors & Mapping Scientists
j Systems Analysts, Electronic Data Processing ;

[Teachers: Preschool & Kindergarten

Underwriters

Veterinarian Technicians & Technologists

Veterinarians

Wholesale & Retail Buyers (Exc. Farm

Products)

[Writers & Editors

[SALES

|Cashiers

[Counter & Rental Clerks

[Sales Representatives (Exc. Scientific & Retail

[products)

Salespersons: Parts
Salespersons: Retail

[|Travel Agents

CLERICAL and ADMINISTRAT IVE

SUPPORT

Billing, Cost & Rate Clerks
|Bookkeeping, Accounting & Auditing Clerks

http://mww.state.ak.us/local/akpages/LABOR/researriiywage/anc_ms.htm

19.13

21.20
28.85

15.00

§o°
28..43
13.00
17.40
12.62
18.50

23.19

9.87
32.00
50.02

19.75
15.15]
12.00]
22.77
28.26
9.24;
20.68
9.75
23.09

16.94
19.40

7.30!
7.50

16.35
10.00]
8.50 j
10.38 J

15.02-23.98

19.43-32.40
20.00-33.15

13.50-17.37
12.50-19.23
25.00-30.00,
12.51-15.01
15.00-20.60
9.81-16.91
16.33-20.57

15.08-32.88
7.75-13.59]

21.41-34.61

40.00-86.55

15.82-25.04
12.73-19.00
10.60-14.29;
18.25-27.05
22.90-30.04

8.54-10.34)
16.49—24.52]

20.42

25.68
27.33

15.33
15.70
28.49
13.65
18.86
13.74
18.57

23.94-j
11.16
29.17j

64.69 j
" n

21.01
16.05 |
12.98 1
23.46
25.82
9.71
21.17

8.62-11.13[ 10.18]

19.28-26.69!

23.53

14.06-21.031 17.75

18.16-20.50] 18.68 |

6.25-11.00

9.26

6.25- 9.80J 9.00,

14.00-19.50
8.89-12.50
6.50-12.50
8.06-12.38i

16.65
10.86
10.13:
10.48

? 10.81—16.70113.63 |

11.11 |

9.39—13.86j|1 1.91 [

252 [

14

10
16
23
44
12
25

18

11
29

271

16;

9]

81
11

11

12,0

28!
24

21
30 ;
48

nn

34

92

21
41 i

21
31
32
67
166 |
30
84|

52 j
22
15
82

38
39
151
24
21
42
29
30
29

48
101

665
95
90!

175

207
68

76
737
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Computer Operators (Exc. Peripheral

Equipment) 15.01 12.12-18.01 15.63 21 51
Customer Service Representatives: Utilities 17.72 16.75-18.10 17.15 5 86
Data Entry Keyers 9.02 6.95-11.12 9.44 14 62
Dispatchers (Exc. Police/Fire/Ambulance) 17.56 12.12-23.25 17.40 23 44
Expediters 12.00 9.00-16.00 12.55 27 35
File Clerks 8§.00 7.00- 9.03 8.38 37 62]
General Office Clerks 10.15 8.25-13.00 10.98 185 483 1)
IHotel Desk Clerks 9.00 6.93- 9.49 8.38 5 55
j Insurance Adjusters/Examiners/Investigators 25.67 22.55-30.09 26.55 8 79
| Loan & Credit Clerks 12.63 11.25-16.74 13.66 8 75
Mail Clerks (Exc. Mail Machine/Postal
Service) 8.17 7.22-10.81 9.01 9 36 |
;Messengers 8.75 7.87—10.10 9.02 16 22 i
JOrder Clerks: Materials/Merchandise/Service 11.53 10.00-14.27j 12.21 18 50
I Order Fillers: Wholesale/Retail Sales 8§.00 8.00-8.18 9.15 6 30 i
|Payroll & Timekeeping Clerks 12.77 10.94-13.92| 12.54 30 40
'Personnel Clerks (Exc. Payroll &
'Timekeeping) 11.83 10.14-14.62. 12.72 23 32
'Receptionists & Information Clerks 9.51 §.00-11.11j 9.85 140! 261
Reservation/Transportation Ticket Agents 10.881 9.50-15.70; 12.08 61 229
Secretaries 12.12 J 10.26-15.00 12.85 118 j 2641
Secretaries: Legal 17.71 j 15.50-19.68 17.53 26 j 87
Secretaries: Medical 14.50j 11.42—17.25) 14.38 16 29
Stock Clerks: Stockroom/Warehouse/Storage I
IYard 9.50 8.00-12.18 10.30i « | 58
Supervisors/Managers: 1 1
Clerical/Administrative Support 15.01 13.33-20.19 17.42 140 438
Switchboard Operators 9.10j 7.50-10.22 9.44 121 43
Teacher Aides 7.96!I 6.46-8.10 7.53 8 1 37
[Tellers 8.35 7.79-9.14 8.63 M 340
I|Traffic, Shipping & Receiving Clerks 10.09 8.88-15.52 13.34 191 72
[Typists (Including Word Processing) 11.50 j| 10.50—12.50j12.26 | 15 1 29
SERVICE
Amusement & Recreation Workers 6.50: 5.00- 7.00 6.78 6 S7
Bartenders 8.75 7.00- 9.34j 8.411 21 1 74!
Child Care Workers 7.52 7.00- 8.00 7.58! 9] 189
Combiner Food Prep/Service Workers: Fast |
Food 5.25 5.00- 5.75 5.74 8 271
:Cooks: Institutional or Cafeteria 10.001 9.22-11.00 10.41 | 12 j 24
Cooks: Restaurant 9.00 7.70-10.36 9.06; 16 8l
Dental Assistants 14.001 12.40-15.69 13.791 23] 58
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Dining Room/Cafeteria Attendant/Bartender

Helpers ! 5.50 5.37- 6.47 5.94 6 45
jDishwashers j 6.50 5.50- 8.25 6.71 18 86
Food Preparation Workers 7.50 5.25- 9.00 7.64 18 90
Guards & Watch Guards 8§.00 6.25- 9.60 8.59 9 951
Hosts/Hostess: Restaurant/Lounge/Coffee

Shop 6.33 5.43- 7.50 6.47 7 26
Housekeeping Cleaners 8.44 8.25-9.04 ["8.34 9 107
Janitors/Cleaners (Exc. Maid/House Cleaner) 7.00 6.50- 8.00 7.71 45 298
iMedical Assistants 12.00 10.50-13.78 12.28 13 21 [
Tour Guides 10.39 8.08-10.39 9.76 5 _ 3713
|Waiters & Waitresses 5.00 | 4.75-5.99j[ 5.43) 22 | 274 i
AGRICULTURE, FORESTRY, and

FISHING

Animal Caretakers 6.50 5.87- 8.00 6.84 16 37
Gardeners & Groundskeepers (Exc. Farm) il 8.50 6.69—11.78|] 9.59 10 Jil
PRODUCTION, CONSTRUCTION,

OPERATING, MAINTENANCE,

MATERIAL HANDLING

Aircraft Pilots & Flight Engineers 32.25 15.96-80.41 50.04 6 311
Automotive Body Repairers 16.00 12.00-18.00J 15.92| 8 521
|Bus Drivers 9.75 8.00-11.05] 10.17] 43|
Carpenters 16.48 14.00-22.00; 18.081 . 32, 219!
Concrete & Terrazzo Finishers 24.82) 18.00-24.82 22.02; 3 52
jDriver-Sales Workers 9.07 7.00-12.95, 10.25 14 41 ,
|Electrical Powerline Installers/Repairers 30.65 25.67-32.40; 23.27 61i 85
[Electricians 26.32 19.00-28.55, 24.86 o 19 219
;Excavating & Loading Machine Operators 26.37 23.11-26.55; 24.07 10 57
Freight, Stock, & Material Movers: Hand 9.00} 7.58-11.85 9.74 18 1221
Glaziers 23.02 18.50-23.42;' 20.53 30
Hand Packers & Packagers 10.501 9.00-11.50 10.29; 5 39
Heating, Air Conditioner/Refrigeration

Mechanics 18.00 15.50-19.75 18.36 15 55
Helpers, Laborers, & Material Movers: h »»d 10.00!1 8.84-13.59 11.70 46 215[
;Industrial Truck & Tractor Operators 14.67 11.95—28.70 17.70; 6 82
Laundry/Drycleaning Machine Operators |
(Exc. Pressing) 8.44 7.56- 9.27j 8.35 8 21
Line Service Attendants 10.10 8.03-13.93 11.30 5 365
Machinery Maintenance Workers 11.70 8.00-15.00, 11.92 8 18
Machinists | 20.75 | 13.50-21.00| 17.97 [ 6 “H i
Maintenance Repairers: General Utility I 13.93 | 10.20-17.00 13.641 16 67
[Mechanics: Aircraft 17.80 | 15.65-20.50 18.021 11 225]
[Mechanics: Automotive [ 16.00 | 10.65-19.38]| 15.39 | 32 1 217
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Mechanics: Bus/Truck & Diesel Engine
Specialist

Operating Engineers

Painters & Paperhangers: Construction &
Maintenance

Plumbers, Pipefitters & Steamfitters
Printing Press Machine Operators & Tenders
I Roofers
| Service Station Attendants
f Sheet Metal Workers
Small Engine Specialists

Supervisors: Production, Construction,
IOperation, Maintenance

Truck Drivers: Heavy or Tractor-trailer

Truck Drivers: Light (Includes Delivery/Route |

Workers)
Vehicle Washers & Equipment Cleaners

SWelders & Cutters

http:/Mmww.state.ak.us/local/akpages/LABOR/research/wage/anc_ms.htm

16.00
21.22

16.75
21.50
10.61
18.00

6.50
2711
12.50

22.50
15.55

8.50
6.00
16.90

13.67-20.39 16.96
15.00-26.37 21.13

14.00-19.04 16.77
16.00—27.00] 21.94
8.87-14.00; 12.08
10.00- 21.00; 16.53
6.00- 7.75 6.98
27.11-27.11 2528,
12.00-16.50] 15.05

16.81-29.45] 24.38
13.65-22.55 16.98

7.00-H.00] 9.25]
6.00- 7.00 6.64
12.87-17.00; 15.79

Source: Alaska Department of Labor, Research and Analysis Section

22

cobuou R Rk &

321

126
30
75
94]

25

149
291

160
119
42

Median=The hourly wage at which halfofthe employees in the occupation cam more and halfearn

less.

Middle Range-The middle 50% ofhourly wages. One-quarter ofthe workers in an occupation earn

less than the low end ofthe range and one-quarter earn more than the high end ofthe range.

Mean=The arithmetic average computed by adding up the hourly wage rate ofeach employee in that

occupation and then dividing by the number ofemployees.

[Research and Analysis Home Page] [Department of Labor Home Page] [Stale of Alaska Home Page]

Return to Wane Rate Menu

Last Update: 9/05/96
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1 Are you going to do this as a committee bill or as a personal bill? ( 5V

Re: tip bill

*

2. As | understanél it, tips are to be considered a part of a food server's hourly
wage so that a business owner can deduct from the floor (minimum wage) the tips
earned by a person so that the”person doesn't get the benefit of the tip. In other
words, | dont like this concept and don't really understand it but it is your political

career not mine! 't

So let's use Suzy Waitress under the two plans:

Right now, Suzy Waitress earns $6 an hour. When she is tipped, what
|  <happens to that tip and what does a business have to do about it. Back in the dark

] '\gtl ages when | was waiting tables, I only had to report to the IRS what | made in tips
(- and no onesjbut me counted mine! As I understand it, the business that employs

71 Suzy Waitress has to make some kind of accounting now for her tips and figure a
percentage and then that percentage plus Suzy's basic wages are (reported to the IRS.

» AL Under your plan, Suzy Waitress would earn a minimum hourly wage, no
& less than the federal minimum wages adopted for Alaska, but the tips would go
( where???? Does the tip credit offset the overall hourly wage, for example, so

11 " business owner A doesn't pay .Suzy Waitress anything because the tip earnings takes

'[7 care of her wages or what?w (Jw  N* P+t £ d <'f faftf'Vvt.
w

Nt f J ott>d b jJfp fan. $ /w r
See, | really am confused and | have read how some of the other states do it but it

just isn't sinking in. ’

Janet
/U

t froull (5
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FEB-11-97 TUE 12:44 LEGISLATIVE RESEARCH AGY FAX NO 907 463 3351

to: Janet Seitz

fax 465-2040

re: California Assembly Bill 2791
cate: February 11. 1997

pages: 4, including cover sheet.

Attached are copies of both California Assembly Bill 2791 and a current bill status.
The bill was never passed into law. | hope this information is helpful for your

purposes. Ifyou need further assistance please do not hesitate to contact me.

From ihe desk of...

Paul Brandt

OnmizinofLegal and Ressarch Saviess
130 Senard Sheet, Site2 B
JureauAK 998012196

907-465-6607
Fax: 90/-463-3351
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RILL NUMBER: AB 2791 AVENDED 04/29/96
BILL TEXT

AVENDED IN ASSEMBLY  APRIL 29, 1996
AVENDED IN ASSEMBLY MARCH 25, 1996

INTRODUCED BY Assembly Member Baldwin
FEBRUARY 22, 1996

An act to amend Sections 351 and 1173 of the Labor Code, relating
to employment.

LEGISLATIVE COUNSEL'S DIGEST

AB 2791, as amended, Baldwin. Minimum wage: deduction of
gratuities.

E xisting law generally prohibits employers from deducting
gratuities paid, given to, or left for employees from wages due the
employees. Existing law provides an exception for employment in
which no charge is made to the patron for the services rendered to
the patron by the employee if the employee is receiving the higher of
the federal or state minimum wage and the employee's wage or salary

is guaranteed in full irrespective of the amount of tips received by
the employee.
This bill would, for purposes of compliance with the state minimum

wage and subject to authorization by an order of the Industrial
Welfare Commission, permit employers to deduct from the minimum wage
otherwise due an employee the same amount of gratuities permitted to
be deducted for purposes of compliance with the minimum wage
established by the federal Fair Labor Standards Act. {+ However,
these deductions could not cause the wages paid to be below the state
minimum wage in effect on January 1, 1996. +)

vote: majority. Appropriation: no. Fiscal committee: vyes.

State-mandated local program: no.
THE PEOPLE OF THE STATE OF CALIFORNIA DO ENACT AS FOLLOWS:

SECTION 1. Section 351 of the Labor Code is amended to read:

351. (a) Except as provided in subdivisions (c) and (d), no
employer or agent shall collect, take, or receive any gratuity or a
part thereof, paid, given to or left for an employee by a patron, or
deduct any amount from wages due an employee on account of the
gratuity, or require an employee to credit the amount, or any part
thereof, of the gratuity against and as a part of the wages due the
employee from the employer.

(b) Every gratuity so received by an employee is the sole property
of the employee or employees to whom it was paid, given, or left
for.
(c) Subdivision (a) does not apply to any employment in which no
charge is made to a patron for services rendered to the patron by an
employee on behalf Of his or her employer if both of the following
conditions are met:

(1) The employee is receiving a wage or salary not Less than the
higher of the state or federal minimum wage, regardless of whether
the employee is subject to either minimum wage law.

(2) The employee's wage or salary is guaranteed and paid
irrespective of the amount of tips received by the employee.

(d) For purposes of complying with, and where permitted by, an

in full

Tuesday, February 11, 1997 12:22 PM
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order of the industrial Welfare commission establishing the minimum
wage, an employer may deduct from wages due an employee the same
amount of gratuities received that could be deducted from wages due
the employee for purposes of complying with the minimum wage
established by Section 6 of the federal Fair Labor Standards Act, as
amended (29 U.S.C., Sec. 20S). {+ However, deductions pursuant to
this subdivision from wages due an employee shall in no ease reduce
the wage paid the employee below the minimum wage specified by the
laws of this state on January 1, 1996. +)

SBC. 2. Section 1173 of the Labor Code j.s amonded to read:

1173. it shall be the continuing duty of the Industrial Welfare
Commission, hereinafter referred to in this chapter as the
commission, to ascertain the wages paid to all employees in this
state, and to ascertain the hours and conditions of labor and
employment in the various occupations, trades, and industries in
which employees are employed in this state, and to investigate the
health, safety, and welfare of such employees.

The commission shall conduct a full review of the adequacy of the
minimum wage at least once every two years. The commission may, upon
its own motion or upon petition, amend or rescind any Order or
portion of any order or adopt an order covering any occupation,
trade, or industry not covered by an existing order pursuant to the
provisions of this chapter. Consistent with the purposes of this
chapter Che commission may adopt or amend an order permitting
employers to credit gratuities received by an employee in reduction
of the employer's obligation to pay the minimum wage, in accordance
with section 351.

Before adopting any new rules, regulations, or policies, the
commission shall consult with the occupational Safety and Health
Standards Board to determine those areas and subject matters where
the respective jurisdiction of the commission and the Occupational
Safety and Health Standards Board overlap. In the case of such
overlapping jurisdiction, the Occupational Safety and Health
Standards Board shall have exclusive jurisdiction, and rules,
regulations, or policies of the commission on the same subject have

no force or effect.

Tuesday, February 11, 1997 12 23 PM
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CURRENT BILL STATUS

MEASURE : A.B. No. 2791
AUTHOR(S) ; Baldwin.

TOPIC ; Minimum wage: deduction of gratuities.
HOUSE LOCATION ; ASM

+LAST AVENDED DATE : 04/29/96

TYPE OF BILL
Inactive

Non-Urgency
Non-Appropriations

Majority Vote Required
Non-State-Mandated Local Program
Fiscal

Non-Tax Levy

LAST HIST. ACT. DATE; 09/01/96
LAST HIST. ACTION j  From committee without further action pursuant to Joint

Rule 62(a).
31 DAYS IN PRINT : 03/24/96
An act to amend sections 351 and 1173 of the Labor Code,

TITLE
relating to employment.

Tuesday, February 11, 1997 12:15 PM
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Minimum Wage and Overtime Premium Pay Standards Applicable to
Nonsupervisory NONFARM Private Sector Employment
Under State and Federal Laws
January 2, 1997

Future Basic mini- Premium pay after
State or effective mum rate designated hours 1/
other jurisdiction* date (per hour) _
Daily Weekly
FEDERAL;
Fair Labor Standards Act $4.75 40
(FLSA) 9/1/97 5.15
STATE:
Alabama 1«
Alaska 5.25 8 2/ 40 2/
9/1/97 5.65
Arizona * *«
Arkansas 4.25 40
(Applicable to em-
ployers of 4 or mere)
California 4.75 8 3/ 40 3/
3/1/197 5.00 over 12 7th day 3/
9/1/97 5.15 (double First 8
3/1/98 5.75 time) (time
and
half)
Over 8
(double
time)
Colorado 4.75 12 40
Connecticut 4.77 40 4/
9/1/97 5.18
Delaware 5.00 iii
9/1/97 5.15
District of Columbia 3.73 40
9/1/97 6.15
Florida yoeo oo

See footnotes at end of table
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Minimum Wage and Overtime Premium Pay Standards Applicable to
Nonsupervisory NONFARM Private Sector Employment

State or

other jurisdiction™*

Georgia
(Applicable to

Under State and Federal
January 2,

Future

effective

date

employers of 6 or more)

Guam

Hawaii 5/

Idaho
Illinois
(Applicable to
employers
of 4 or more)
Indiana
(Applicable to
employers
of 2 or more)

lowa
Kansas
Kentucky
Louisiana

Maine

Maryland

9/1/97

9/1/97

9/1/97

9/1/97

9/1/97

Baltimore City Ordinance

(Applicable to

employers of 2 or more)

Massachusetts

See footnotes at end of table

Basic mini-
mum rate
(per hour)

S3.25

75
15

o1~

15
.15

[Sa

15
.15

75
.15

.25

~ [S2RN~N [S2 R =N

5.25

Laws—Continued
1997

Premium pay after
designated hours 1/

Daily

6/

Weekly

40

40

40
40

46

40
7th day

40

40 7/

40

40



Minimum Wage and Overtime Premium Pay Standards Applicable to
Nonsupervisory NONFARM Private Sector Employment
Under State and Federal Laws—Continued
January 2, 1997

" Future Basic mini- Premium pay after
State or effective mum rate designated hours 1/
other jurisdiction™* date (per hour)
Daily Weekly
Michigan $3.35

(Applicable to
employers of 2 or more)

Minnesota
Large employer (enterprise with
annual receipts of $362,500
or more) 4-25
Small employer (enterprise with
annual receipts of less than

$362,500) 4.00
Mississippi
Missouri 8/ 4.75 40 8/
9/1/97 5.15
Montana 4.75 40
except businesses with 9/1/97 5.15

gross annual sales of

$110,000 or less 4.00
Nebraska 4.25
(Applicable to em-
ployers of 4 or more)
Nevada 4.75 0 9/ 40 y
9/1/97 5.15
New Hampshire 4.75 40
9/1/97 5.15
New Jersey 5.05 40
New Mexico 4.25 40
New York 4.25 40
North Carolina 4.25 40
North Dakota 4.75 40

See footnotes at end of table



Minimum Wage and Overtime Premium Pay Standards Applicable to
Nonsupervisory NONFARM Private Sector Employment
Under State and Federal Laws—Continued
January 2, 1997

Future Basic mini- Premium pay after
State or effective mum rate designated hours 1/
other jurisdiction* date (per hour) _
Daily Weekly
Ohio $4.25 40

except/ employers with

gross annual sales from

$150,000 to $500,000 3.35
and except employers with

gross annual sales under

$150,000 2.80

Oklahoma

Employers of 10 or more 4.75
full-time employees at  9/1/97 5.15

any one location and
employers with annual
gross sales over
$100,000 irrespective of
number of full-time

employees
All other employers 2.00
Oregon 5.50 11/ 40
1/1/90 6.00
1/1/99 6.50
Pennsylvania 4.75 40
9/1/97 5.15
Puerto Rico 1.20 to 8, and 40 (double
4.75 12/ on stat- time)
utory
rest
day
(double
time)
Rhode Island 5.15 13/ 40
South Carolina
South Dakota 4.25

Tennessee

See footnotes at end of taPle



Minimum Wage and Overtime Premium Pay Standards Applicable to

Nonsupervisory NONFARM Private Sector Employmei »
Under State and Federal Laws—Continued

January 2, 1997

Future Basic mini-

State or effective mum rate

other jurisdiction™* date (per hour)

Texas $3.35

9/1/97 5.15

Vermont 5.00
(Applicable to employers 9/1/97 5.15
of 2 or more)

Virginia 4.75
(Applicable to employers 9/1/97 5.15
of 4 or more)

Virgin Islands 4.65 15/
except businesses
with gross annual
receipts of less
than $150,000 4.30

Washington 4.90

West Virginia 4.25
(Applicable to employers
of 6 or more at one
location)

Wisconsin 4.75

Wyoming 1. 60

See footnotes on next page

Premium pay after
designated hours 1/

Weekly

40 14/

40

On 6th and
7th con-
secutive
days

40 16/

40

40



FOOTNOTES

*In 10 States/ the State law excludes from coverage any employment that is
subject to the Federal Fair Labor Standards Act (Arkansas, Georgia, Indiana,
Kansas, Missouri, Oklahoma, Texas, Utah, Virginia and West Virginia). Four
other States (Hawaii, Michigan, Montana, and North Carolina), have a
contingent exclusion i.e. Federally-covered employment is excluded except when

the State standard is higher than the Federal.

1/ The overtime premium rate is one and one-half times the employee’s
regular rate, unless otherwise specified.

2/  Alaska: Under a voluntary flexible work hour plan, with a written,
signed employee/employer agreement filed with and approved by the Department
of Labor, a 10-hour day, 40-hour week may be instituted with premium pay after
10 hours a day instead of after 8 hours.

The premium overtime pay requirement on either a daily or weekly basis is
not applicable to employers of fewer than 4 employees.

3/ California: Under very specific rules, a 10 or 12-hour day (varying
by wage order) may be instituted without premium pay after 0 hours, but
overtime pay at applicable premium rates is required after 40 hours a week and
for hours or days in excess of scheduled hours or days. For any such
alternative workweek a prior voluntary written agreement is required, ratified
by a two-thirds vote of affected employees in a secret ballot election, and

signed by the employer.
Premium pay required: after 56 hours a week in ski establishments; after 54

hours a week for organized camp counselors and certain other care-provider
occupations; and after 14 hours a day in motion picture industry under

specified circumstances.
Premium pay on 7th day not required for employee whose total weekly work-

hours do not exceed 30 and whose total hours in any one work day thereof do
not exceed 6.

4/ Connecticut: In .restaurants and hotel restaurants, for the 7th
consecutive day of work, premium pay is required at time and
one-half the minimum rate.

5/ Hawaii: An employee earning aguaranteed monthly compensation of
$1,250 or more is exempt from the law.

6/ Kentucky: The 7th day overtime law, which is separate from the
minimum wage lav;, differs in coverage from that in the minimum wage law and
requires premium pay to those employeeswho have worked 40 hours on the six

previous days.
7/  Maryland: Premium pay required after 48 hours in bowling alleys and

for residential employees of institutions (other than a hospital) primarily
engaged in care of sick, aged, or mentally ill.



8/ Missouri; In addition to the exemption for federally-covered
employment, the law exempts, among others, employees of a retail or service
business with gross annual sales or business done of less than $500,000.

Premium pay required after 52 hours in seasonal amusement or recreation

business.

9/ Nevada: By mutual employer/employee agreement, a scheduled 10-hour
day for 4 days a week may be worked without premium pay after 8 hours.

The premium overtime pay requirement on either a daily or weekly basis is
not applicable to employees who are compensated at not less than one and one-
half times the minimum rate or to employees of enterprises having a gross
annual sales volume of less than $250,000.

10/ North Carolina; Premium pay is required after 45 hours a week in
seasonal amusements or recreational establishments.

11/ Oregon; Premium pay required after 10 hours a day in nonfarm
canneries, driers, or packing plants and in mills, factories or manufacturing
establishments (excluding sawmills, planing mills, shingle mills, and' logging

camps).

12/ Puerto Rico: Separate minimum rates are in effect for almost 350
nonfarm occupations by industry Mandatory Decrees. A few rates above the
listed rate include a $6.50 minimum rate in effect for cigarette manufacturing
employees, and a $5 rate for occupations related to telephone and other
related services of the Commonwealth.

13/ Rhode Island: Time and one-half premium pay for work on Sundays and
holidays in retail and certain other businesses is required under two laws
that are separate from the minimum wage law. These laws require a license
or permit for Sunday/holiday operation that would otherwise be unlawful.

14/ Vermont: The State overtime pay provision has very limited
application because it exempts numerous types of establishments, such as
retail and service; seasonal amusement/recreational; hotels, motels,
restaurants; and transportation employees to whom the Federal (FLSA) overtime

provision does not apply.

15/ Virgin lIslands: Implementation of an indexed rate, which was to
have-started January 1, 1991, has been delayed. (The law provides that on
January 1, 1991, and each January 1 thereafter, the minimum rate is to equal
50 percent of the average private, nonsupervisory, nonagricultural hourly wage
as determined by the Virgin Islands Wage Board for the previous November,

rounded to the nearest multiple of 5 cents.)

16/ Washington: Premium pay not applicable to employees who request
compensating time off in lieu of premium pay.



Note: Laws in 19 jurisdictions link changes in the State rate to changes in
the highest minimum wage under the Federal Fair Labor Standards Act (FLSA).
Linkage provisions are of several types:
1) Laws in 10 jurisdictions do not contain current dollar minimums.
Instead, these 10 statutes adopt the FLSA rate by reference, or mandate
or authorize matching the FLSA rate by administrative action, thereby
conforming to Federal changes on a continuing basis. These 10
jurisdictions are Guam, Illinois, Maryland, Missouri, Montana (mandates

administrative action), Nevada, (mandates administrative action),
Oklahoma, Pennsylvania, Utah (authorizes, but does not mandate,
administrative action) and Virginia.

2) Laws in Delaware, lowa, Maine, New Hampshire and Vermont have their
own rates, but replace the State rate with the FLSA minimum if it is
higher than the State minimum.

3) In Alaska, Connecticut, and the District of Columbia, the rates rise
above the Federal rate by a fixed differential on a continuing basis. In
Alaska, the rate is automatically set at 50 cents above the FLSA rate.

In Connecticut, the State rate automatically increases to 1/2 of 1
percent above the FLSA rate if the Federal minimum equals or becomes
higher than the State minimum. In the District of Columbia, the rate is

set at $1. above the FLSA rate.

4) Another type of linkage is in California. The California rate, now

$4.75, matches any higher Federal rate on a continuing basis. In
California, the Industrial Welfare Commission sets rates administratively
by issuance of industry wage orders. If the Federal rate is scheduled to

exceed the state rate, the Commission is directed to adopt, in a public
meeting, an order matching the higher rate, without the necessity of

convening a wage board.

Prepared by:

Division of External Affairs

Wage and Hour Division, Employment Standards Administration
U.S. Department of Labor

December 12, 1996
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Minimum Hourly Cash Wage for TIPPED EMPLOYEES Under State Minimum Wage Laws

Jurisdiction Future
Effective

date

FEDERAL: Fair Labor
Standards Act (FLSA)
9/1/97

STATE LAW DOES NOT ALLOW TIP CREDIT

Alaska
9/1/97
California
3/1/97
9/1/97
3/1/98
Guam
9/1/97
Minnesota:
Large employer 2/
Small employer 2/
Montana:
Business with gross
annual sales over
$110,000 9/1/97

Business with gross annual
sales of $110,000 or less

See footnotes at end of table

Basic

combined
cash & tip
minimum
wage rate

$4.75

Minimum rate

%

5.15

January 2, 3997

Maximum tip
credit against
minimum wage

$2.62
3.02

same for tipped and

Minimum

cash

wage 1/

$2

2.

13

13

Definition of tipped
employee by minimum
tips received
(monthly unless
otherwise specified)

More than $30

non-tipped employees

5.
5.

(O I o1 o1

SN

25
65

.15
.00
.15
.15

.75
.15

.25

4.00

.75
.15

.00



Minimum Hourly Cash Wage for TIPPED EMPLOYEES Under State Minimum Wage Laws

January 2, 1997

Jurisdiction Future Basic Maximum tip Minimum
Effective combined credit against cash
date cash &tip minimum wage wage 1/
minimum
wage rate
Nevada $4 .75
9/1/97 5.15
. Oregon 5.50
0 1/1/98 6.00
1/1/99 6.50

oc

Puerto Rico:
B Restaurant, bar and soda

fountain industry 3.70 3/

Washington 4.90

Definition of tipped
employee by minimum
tips received
(monthly unless
otherwise specified)

Minimum rate lov/er for tipped employees than for non-tipped

N
o/
H New Mexico 4/ 2.125
?gj
<
u.
& STATE LAW ALLOWS TIP CREDIT
Arkansas 4.25 500 2.125
Colorado 4.75 $2. 62 2.13

See footnotes at end of table

oo,o-l-

More than $30

Mot specified
More than $30
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Minimum Hourly Cash Wage for TIPPED EMPLOYEES Under State Minimum Wage Laws
January 2, 1997

Jurisdiction Future Basic Maximum tip Minimum Definition of 'tipped
Effective combined credit against cash employee by minimum
date cash & tip minimum wage wage 1/ tips received

minimum (monthly unless
wage rate otherwise specified)

Connecticut $4.77
9/1/97 5.18

Beauty shop None $4.77 At least $10 weekly for
9/1/97 5.18 full-time employees or
Hotel, restaurant 23% 3.6729 $2.00 daily for part-
9/1/97 3.9886 time in hotels and
Any other industry $.35 4.42 restaurants. Not
9/1/97 4.83 specified for other
industries.

Delaware 5.00 2.77 2.23 More than $30
9/1/97 5.15 2.92 2.23

District of Columbia 5.75 55% 2.59 Not specified
9/1/97 6.15 2.77

Hawalii 5.25 20 5.05 More than $20

(Tip credit permissible
only for employees who

average 70 cents an hour
or more in tips)

Idaho 4.25 25% 3.1875 More than $30

See footnotes at end of table
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Minimum Hourly Cash Wage for TIPPED EMPLOYEES Under State Minimum Wage Laws

Jurisdiction Future
Effective
date

Illinois

9/1/97

Indiana

lowa
9/1/97

Kansas

Kentucky

Maine
9/1/97

Maryland
9/1/97

Massachusetts

Michigan

See footnotes at end of table

January 2, 1997

Basic Maximum tip
combined credit against
cash £ tip minimum wage
minimum

wage rate

$4 .75 $1. 90

5.15 2.06

3.35 40%

4.75 40%

5.15

2.65 4%

4.25 50%

4.75 50%

5.15

4.75 50%

5.15

5.25 50%

3.35 25% 5/

Minimum
cash
wage 1/

$2.85
3. 09

«2.01

Definition of tipped
employee by minimum
tips received
(monthly unless
otherwise specified)

$20

Not specified

More than $30

More than $20
More than $30

More than $20

More than $30

More than $30

Not specified



Jurisdiction

Missouri

Nebraska

New Hampshire

New Jersey

WAGE & HOUR

Chambermaid,

Minimum Hourly Cash Wage for TIPPED EMPLOYEES Under State Minimum Wage Laws
January 2, 1997

Future
Effective
date

9/1/97

9/1/97

Hotel, restaurant

nonseasonal hotel:

without food and/or lodging
with food and/or lodging

2022195122

New York

FAX

14:21

Chambermaid,
without food and/or lodging
with food and/or lodging

seasonal hotel:

Building service

Hotel, restaurant
Employees averaging $.95 to

$1.35 per hour in tips

™Y

01/30/97

See footnotes at end of table

Basic
combined
cash & tip
minimum
wage rate

$4 .75
5.15
4.25

4.75
5.15

5.05

4.25

Maximum tip
credit against
minimum wage

Up to 50%

$2.12

50%

5/

11%
16%

20%
25%

None

§ .95

Minimum
cash
wage \J

4.25

3.30

Definition of tipped
employee by minimum
tips received
(monthly unless
otherwise specified)

Mot specified

Not specified
More than $20

Not specified

Not specified
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Minimum Hourly Cash Wage for TIPPED EMPLOYEES Under State Minimum Wage Laws
January 2, 1997

Jurisdiction Future Basic Maximum tip Minimum Definition of tipped
Effective combined credit against cash employee by minimum
date cash & tip minimum wage wage 1/ tips received

minimum (monthly unless
wage rate otherwise specified)

Employees averaging $1.35 per $1.35 $2.90

hour or more in tips

Resort only hotel

Service employees whose weekly 1.70 2.55
average tips exceed $2.40 per hour

Chambermaids averaging $.65 to .65 3. 60
$2.40 per hour in tips

Chambermaids averaging more than 1.35 2.90

$2.40 per hour in tips

Miscellaneous Industries
Employees averaging $.65 to $1.05

per hour in tips . 65 3. 60

Employees averaging $1.05 per hour

or more in tips 1.05 3.20
North Carolina 6/ 4.25 50% 2.125 More than $20
North Dakota 4.75 33% 3.18 More than $30
Ohio 7/ 4.25 50% 2.125 More than $30

See footnotes at end of table
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Minimum Hourly Cash Wage for TIPPED EMPLOYEES Under State Minimum Wage Laws

Jurisdiction

Oklahoma 8/
Pennsylvania

Rhode Island
South Dakota
Texas

Utah

Vermont
Customer service,
chambermaids, and
counter service
employees in hotels
resort hotels, motels
restaurants, and
tourist places

All other employees

See footnotes at end of

Future
Effective
date

9/1/97

9/1/97

9/1/97

9/1/97

table

January 2, 1997

Basic Maximum tip
combined credit against
cash & tip minimum wage
minimum
wage rate
$4.75 50% 5/
5.15
4.75 45%
5.15
5.15 2.26
4.25 50% 5/
3.35 50%
4.75 50%
5.15
5.00 47%
5.15 48%

None

Minimum
cash
wage 1/

$2.38
2.58

. 61
.83

NN

N

.89

.38
.58

NN

.65
.68

NN

Definition of tipped
employee by minimum
tips received
(monthly unless
otherwise specified)

Not specified

More than $30

Not specified
More than $35
More than $20
More than $30

More than $30
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Minimum Hourly Cash Wage for TIPPED EMPLOYEES Under State Minimum Wage Laws
January 2, 1997

Jurisdiction Future Basic
Effective combined
date cash & tip

minimum
wage rate

Virginia $4 .75
9/1/97 5.15

Virgin Islands

Tourist Service 4.65
and Restaurant
industries

All other industries 4 .65

West Virginia 4.25

Wisconsin 9/ 4.75

Wyoming 1.60

See footnotes on next page

Maximum tip
credit against
minimum wage

Actual amount
received

50%

None
20
2.42

50%

Minimum
cash
wage 1/

$2.33

4.65
3.40
2.33

1.10

Definition of tipped
employee by minimum
tips received
(monthly unless
otherwise specified)

Not specified

Not specified

Not specified

Not specified

More than $20
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Footnotes

The following seven states, not included in table, do not have State minimum wage laws: Alabama,
Arizona, Florida, Louisiana, Mississippi, South Carolina, and Tennessee. Also not included is Georgia,
which exempts tipped employees from its lav/.

Some states set subminimum rates for minors and/or students or exempt them from coverage, or have a
training wage for new hires. Such differential provisions are not displayed in this table.

1/ Other additional deductions are permitted, for example for meals and lodging, except as noted in
footnote 6/.

2] Minnesota. A large employer is an enterprise with annual receipts of $362,500 or more; a small
employer, less than $362,500.

3/ Puerto Rico. Rates are established by industry wage orders and vary by industry, occupation or other
factors. A tip credit allowance is not permitted in, 1) the restaurant, bar and soda fountain industry
which has a $3.70 minimum for all employees, and 2) the guest house industry, with a minimum of $2.75.
However, in the hotel industry, a lower rate is established for tipped occupations than for non-tipped.
For hotel waiters and bellboys, the minimum wage is $2.50 or $2.25, depending on v/hether annual gross
income is $362,500 or more or less than this amount, and $3.35 or $2.90 for other employees.

Al New Mexico. The minimum rate for non-tipped employees is $4.25 per hour.

5/ In Michigan, New Jersey, Oklahoma, and South Dakota, the listed maximum credit 1is thetotal amount

allowable for tips, food and lodging combined, not for tips alone as in other states.
In New Jersey, in specific situations where the employer can prove to the satisfaction of the labor
department that the tips actually received exceed the creditable amount, a higher tip credit may be

taken.

6/ North Carolina. Tip credit is not permitted unless the employer obtains fromeach employee, monthly
orfor each pay period, a signed certification of the amount of tips received.

7/ Ohio.  The minimum cash wage for tipped employees of employers with gross annual sales of $500,000
or less is $2.01 per hour. For non-tipped employees of such employers, the minimum rates are $3.35 for
employers with sales from $150, 000 to $500,000 arid $2.80 with sales under $150,000.
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B/ Oklahoma. For employers with fewer than 10 full-time employees at any one location who have gross
annual sales of $100,000 or less, the basic minimum rate is $2.00 per hour, with a 50% maximum tip
credit.

9/ Wisconsin. $2.13 per hour may be paid to employees who are not yet 20 years old and who have been
in employment status with a particular employer for 90 or fewer consecutive calendar days from the date
of initial employment.

Prepared by:

Division of External Affairs

Wage an Hour Division

Employment Standards Administration
U.S. Department of Labor
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link about the tip you leave

I’'m writing this for a lot of wait staff and
bartenders.

Most of us love our jobs and enjoy waiting
on the public, whether male or female, young
or old, but I don’t think the majority of the
public realizes something important. Most of
us get paid by the hour and every sale wej
make is kept track of by computer, written
receipts or other means. The IRS then takes a
percentage (8 percent) outofevery penny wel
generate and this is taken out of our already/
small paychecks.

A lot of us have to give a percentage of ouij
sales to our bartender, a percentage to ouij
busser, a percentage to our expeditor anc
even to a hostess.

In my situation, if you spent $15 for two
you and left a $1 tip, I lost out on waiting or
you. | can remember times when customer”®
would sit at my table and I would give theml
excellent service, even though | knew they]
were poor tippers because | had waited on]
them every week. Ifa waiter or waitress does
a bad job | can understand them receiving a
likewise tip, but some of us are supporting
ourselves and families, so we work hard at
what we do.

Another thing to consider is that we re-
ceive no benefits.

So next time you go to leave the tableM
n [lease think twice when leaving us a tip.
|

— J.A. Hershbergej;
* A”chorai
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TITLE 8. LABOR.

Part

1. Industrial Welfare (8 AAC 05 — 8 AAC 27)

3. Workers’Compensation (8 AAC 45 — 8 AAC 55)

4. Occupational Safety and Health Division (8 AAC 60 — 8 AAC 80)
5. Employment Security Division (8 AAC 85 — 8 AAC 87)

Publisher's note: Emergency regula- @phletoftheAlaska Administra-
tions, if any, are placed in"an appendix tive
following the permanent regulations in

PART 1. INDUSTRIAL WELFARE.

Chapter
15. Alaska Weges and Hours (8 AAC 15010 - 8AAC 15910)

CHAPTER 15. ALASKA WAGES AND HOURS.

Article .
6. General Provis.nns (8 AAC 15900 —8 AAC 15.910)

ARTICLE 6. GENERAL PROVISIONS.

Section ]
907 Employee tips

8 AAC 15.907. EMPLOYEE TIPS, (a) The purpose of this section
is to prevent the circumvention or evasion ofAS 23.10.050 —23.10.150
(Alaska Wage and Hour Act) by an employer handling, or taking
possession or control of, an employees tips,

(b) Except as provided in this section, an employer may not handle
or take possession or control ofan employee’ tips. However, nothing in
this section precludes a tip pooling arrangement to the extent allowed
under 29 U.S.C. 201 — 219 (Fair Labor Standards Act of 1938, as
amended).

(¢) An employer may handle tips only for the purpose of

(1) delivering the cash amount of the tip to the employee when a
customer provides for a tip on a credit card charge slip; or

(2) redistributing the tips to employees under a tip pooling ar-
rangement.

(d) Ifan employer must pay a credit card company a fee based on a
percentage ofa customer’s bill, an employer may reduce the amount of
a credit card tip by a percentage not greater than the percentage
charged by the credit card company for its fee.

1



8 AAC 15.907 A dministrative Code Supplement 8 AAC 15.907

(e) For the purposes of this section,
(1) “tip pooling arrangement”means an agreement under which a

portion of an employee’ tips is collected for distribution among
certain other employees;

(2) “tips”means an amount ofcash, or an amount designated as a
“tip” by a credit card customer on a credit card charge slip, that is
determined, and freely given, by a customer in recognition of an
employee's service to that customer; “tips” does not include a
compulsory charge for service that is part of the employer’s gross
receipts, such as a service charge of 15 percent ofa customers hill.
(Eff. 4/7/96, Register 138)

Authority: AS 2305060 AS 2310065 AS 2310095
AS 2310.065



Database:

Business Index ASAP

Subject: tipping
Library: Capital City Libraries

Source:
Title:
Author:
Subjeccs:

Gov Agncy:
SIC code:

Atlanta Business Chronicle, March 3, 1995 v17 n4l1 p6B(l).

Restaurants, IRS bargaining over how to tax tips. (Industry
Focus: Insurance/Employee Benefits)
Susan K. Curtis

Tipping - Taxation
Restaurant industry - Tax policy
United States. Internal Revenue Serv--e - Tax policy

5812

Organizations: National Restaurant Association - Tax policy

RN: A15738565
- End -



Subject: tipping
""Library: Capital City Libraries

Source: Michigan CPA, Fall 1995 v47 n2 p24(l).

Title: New tip reporting regulations for food service employees.
Author: Thomas Buttross, Ira S. Greenberg and George Schmelzle

Abstract: The IRS has implemented a new tip reporting policy by issuing
Market Segment Understanding with the Food Service Industry - Tip Reporting
Alternative Commitment (TRAC). TRAC provides alternative methods to those
described in Fo™m 8027, a program designed to get information on tip income
from the food and beverage sector. The TRAC requires the IRS to form
partnerships with qualified food and beverage service operators. The
commitment to specific terms then secures the determination of their tax

share on employee®s tip i1ncome.

Subjects: Food service - Laws, regulations, etc.
Tipping - Laws, regulations, etc.
Gov Agncy: United States. Internal Revenue Service - lLavw/s, regulations,
etc.
SIC code: 9311; 5812

Electronic Collection: A18936919
RN: A18936919



Underreporting of tip income by food service industry employees has long
been a concern of the Internal Revenue Service. Current estimates suggest

noncompliance with regard to the reporting of tip income to be as high as
75%. The IRS further estimates that only 20% to 25% of all food and beverage
establishments that are required to file Form 8027 to report tip income do
so. The purpose of Form 8027 is to make annual reports to the IRS on
receipts from food and beverage operations and tips reported by employees.

Only large food and beverage establishments are required to file Form 8027.7"
A large establishment is defined as one to which all of the following apply:

* Food or beverage 1is provided for consumption on the premises.

* Tipping 1Is a customary practice.

* More than 10 employees were normally employed on a typical<business day
during the preceding calendar year.

The ten employee requirement is based upon the total of all employees, not
just the number of directly tipped employees and any person who owns 50-s or
more of the stock of a corporation that runs the establishment is not an

employee for this purpose.

A return is not required for establishments that only operated for less than
one month a year or for cafeterias and fast food restaurants.

Form 8027 is due for all eligible establishmentson February 28th of each
year. The following information is required to be reported for the calendar

year:
* Total charged tips,
* Total charged receipts on which there were charged’tips,

* Total amount of service charges of less than 10% paid aswages to
employees,

* Total tips reported by employees,
* Gross receipts from food or beverage operations, and

* Total allocated tips to employees if total amount of reportedtips is less
than 8% (or the approved lower r T gross receipts.

The objective of the program represented by Form 8027 is to obtain
agreements with employers and employees regarding the rate of tip iIncome.
The IRS recently released Market Segment Understanding with the Food Service

Industry - Tip Reporting Alternative Commitment (TRAC).

Under the TRAC programs on alternative to the procedures used in Form 8021,
the IRS will enter into a pro forma agreement with all eligible food and
beverage service employers. Employers agree to the following:

1) Establish methods by which employee compliance 1is accurate;

2) Create quarterly educational programs for new employees and to update
existing employees regarding tip reporting; and

3 Comply with all federal tax requirements regarding records and reporting
of tip iIncome.

In return, the employer is assured that notice and demand for the employer-®s
share of FICA taxes on employees®™ tip income can only be determined based
upon either Form 4137 (Social Security and Medicare Tax on Unreported Tip



Income) filed by the employees with their 1040 or Form 885-T (Adjustment Q.
Social Security Tax on Tip Income Not Reported to Employer) prepared as the

result of an employee tip examination.

— End -



jjataoase: Business maex hbhb
Subject: tipping
Library: Capital City Libraries

Source: Restaurant Hospitality, Nov 1995 v79 nil p42(l).

Title: Tip reporting tips.
Author: Carolyn Thomas

Abstract: Restaurateurs have until May 31, 1996 to decide whether or not
to sign IRS"™ Tip Rate Determination Agreement (TRDA) or its alternative, the
Tip Reporting Alternative Contract (TRAC). The less-restrictive TRAC was
developed after opposition to TRDA has arisen. Those who are in the process
of opening a restaurant or those whose tip reporting is adequate may not

sign.

Subjects: Restaurateurs - Law/s, regulations, etc.
Tipping - Laws, regulations, etc.
Gov Agncy: United States. Internal Revenue Service - Laws, regulations,
etc.
SIC code: 5812

Business Collection: o0X2311
Electronic Collection: A17869017
RN: A17869017

— End -



Key™ Words: tip credit
Library: Capital City Libraries

Source: Nation®s Restaurant News, March 13, 1995 v29 nil p7(l).

Title: Grandma®s heads south to the Carolinas; Minnesota-born chain
eyes greener economic, demographic pastures for growth,

(restaurant chain)
Author: Carolyn Walkup

Restaurant and specialty food retailer Grandma®s plans to expand
its operations to the Carolinas. The Duluth-based company cites factors such
as lower real-estate costs and a tip-tax credit as reasons for its plan to
open nine restaurants in the region. The first Grandma®s Saloon & Grill
restaurant opened in Feb 1995 in Greenville, SC. The next two restaurant
openings are planned for Aug 1995, and they will be located in Asheville,

SC, and Myrtle Beach, SC.

Abstract:

Subjects: Restaurant industry - Planning
Companies: Grandma®s - Planning
SIC code: 5812

Business Collection: 85T4348
Electronic Collection: A16662671
RN: A16662671

Full Text COPYRIGHT Lebhar-Friedman Inc. 1995

DULUTH, Minn. -- Grandma"s, a Duluth-based restaurant and specialty food
retailer for 19 years, 1is hoping for a warm reception to the first of a
cluster of restaurants slated to ™“en in the Carolinas.

The 10-unit group of all company-owned dinner houses chose to debut its
first out-of-state restaurant, Grandma®s Saloon & Grill, in Greenville,
S.C., iIn February because of favorable economics and demographics, according

to Don Bleau, president.

Company research revealed that the Carolinas offered lower real-estate costs
compared with other such potential target states as Florida and California.
Moreover, the Carolinas also have a tiptax credit; Minnesota operators, on

the other hand, must pay tipped employees minimum wage.

As a result, operating costs in the nine planned Carolina stores are
expected to be lower than those of their Minnesota counterparts.

The next openings are scheduled for August in Asheville, N.C., and September
in Myrtle Beach, S.C., Bleau said.

Grandma®s also plans to expand in its core market, where it now operates
five Grandma®s Saloon & Delis, 250-seat casual dinner houses with prominent
specialty retail food sections, decorated with extensive antique and
memorabilia collections. The name of that division is in the process of
being changed to Grandma®s Saloon & Grill to reflect more accurately the
breadth of the current menu, said Brian Daugherty, vice president of



The company also operates one each of Mickey"s Grill, a casual steak house;
Grandma®s Sports Garden, a sports bar with a full indoor basketball court;
Little Angie"s Cantina, a Mexican concept; and Virginia Grill. Those
concepts are being fine-tuned now, Bleau said.

Grandma®s Saloon & Grill is the only concept chosen for national expansion
at this time. "It"s family-oriented, fun and friendly,” said Bleau, who

joined the company six months ago from Dayton-Hudson department stores*
foodservice division, where he was merchandising manager, strategic planning

and development.

The restaurants are perc.-ived as offering good value for large portions of
made-from-scratch foods, Bleau said, adding that checks average $11.
Grandma®s also places a high priority on staff training, in hopes of
attaining outstanding customer service. Each store employs an extra manager
who is visible to customers and oversees service details.

Signature dishes include onion rings; sesame chicken salad; bicycle burger

— two beef patties topped with grilled onions, sauteed mushrooms,
mozzarella, cheddar and American cheeses; steak cheese French; and Minnesota
wild-rice recipes, such as wild chicken tetrazzini — sauteed breast of
chicken on a bed of long-grain wild rice, topped with Mornay sauce and

melted mozzarella.

Marathon spaghetti became popular with competitive runners entering
Grandma®s Marathon in Duluth each June, and that pasta topped with meat and
tomato sauce remains a good seller at $5.99 for an oversized portion.

The menu also features a steaks and ribs section as well as "Grandma % Home
Cook"n"™ daily specials, ranging from chicken fried steak on Thursdays for

$7.99 to prime rib on Fridays and Saturdays for $14.99.

The retail store sells regional specialty foods, 1including bulk chocolates
in the style of old candy stores. Nonedible merchandise includes T-shirts

and other clothing imprinted with Grandma®s logo.

No reproductions are allowed 1in decorating the restaurants, Bleau said.
Among the most noteworthy decor elements iIn various restaurants are a Model
T Ford, a 40-foot ice sailboat, an eight-man racing scull suspended from the
ceiling and Tiffany lamps. The memorabilia collections stem from the

founders® former antiques business.

Reproductions of historic local photographs are exceptionsto the
authenticity rule. The Greenville stcre displays photos of the first
airplane to land in town and an old soda pop bottling plant building, among

others. .

When a sufficient number of restaurants are open iIn the Carolinas, Grandma®s
plans to introduce television advertising there. It has budgeted for TV
advertising in Minnesota, scheduled to begin airing next year, Daugherty
said. That represents a shift away from concentrating on print and outdoor
media. "Our competitors are iIn that arena,” he said. "We want to go

toe-to-toe with them.™

Grandma®s founders and owners , Michael Paulucci and Andy Borg, who 1is
chairman, opened their first Grandma®s Saloon & Deli1inl976. The original

concept centered around deli sandwiches and the bar.

End
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Title: Go ahead, make our day; who"s afraid of the IRS? Not operators
anymore, (restaurant operators upset over the Internal Revenue
Service"s tip-rate determination program) (includes related
article on tip-rate determination)

Author: John McLaughlin

Abstract: The restaurant industry 1is upset over the Internal Revenue
Service"s attempt at getting more tax monies from restaurant operators by
encouraging them to voluntarily sign its tip-rate determination agreement.
In return, the IRS will agree not to audit participating restaurants except
for the last six months of 1993. Restaurant operators believe that if they
do not sign the agreement they will be audited as a punishment.

Subjects: Restaurant industry - Taxation
Tipping - Taxation
Gov Agncy: United States. Internal Revenue Service - Tax policy

SIC code: 5812

Business Collection: 79T2975
Electronic Collection: Al15484534
RN: A15484534

Full Text COPYRIGHT Restaurant Business Magazine=1994

THE INDUSTRY KEPT ITS COOL FOR over a year. Who, after all, wanted to make
an enemy of the Internal Revenue Service? You"d have to be crazy

But tolerance can only last so long, especially when you"re being
strong-armed to do someone else’s work In a set-up that"s neither ethical

nor legal. And that"s exactly how restaurant-industry officials view the
feared tax agency"s tip-rate determination agreement, a program that uses



The program is supposedly voluntary, and the IRS argues that it can only
help restaurants by shielding them from audits leading to hundreds of

thousands of dollars in unpaid taxes.

But operators don"t see it that way. They say the IRS finds "volunteers"™ by
putting a gun to their heads: agree to participate, or we"ll audit you all

the way back to 1988.
Now, at long last, the industry is Ffighting back at all levels.

After months of not taking sides, the National Restaurant Association joined
the fray, declaring its opposition to the tax-compliance agreement in the
spring. NRA then budgeted $100,000 to counter the measure with a lawsuit

against--who else?— the IRS.

But no legal action has as yet occurred. '"We are waiting for the perfect
test case,” says NRA tax lobbyist Katy McGregor.

State associations, meanwhile, are already on the front lines. Many of the
groups say their members have already received "letters of invitation”™ from
the IRS urging them to participate in the tip-compliance plan. The letters
explain that participants Will undergo a voluntary audit of FICA
tax-reporting procedures to determine how much their servers are likely

making in tips.
According to state restaurant association officials, the IRS has verbally

indicated that those audits will only cover the last six months of 1993.
But, they add, the agency hasn"t put that guarantee iIn writing.

Non-participants, the IRS reportedly suggests, could be audited as far back
as Jan. 1, 1988.

Typically, say state association officials, the IRS solicits their help in
putting the proposal before operators, or even asks their assistance in
signing on participants.

"1 smile [and] say, “l can’t tell an individual operator to do something,™
says Steward McLaurin, executive director of the Alabama Restaurant and
Foodservice Association.

Others aren"t as tactful. In a story that quickly passed from executive to
executive, Marcia Harris, head of Maryland®"s group, leportedly told IRS

personnel, "The Restaurant Association of Maryland rolls over for no
one--not even the IRS."

"They don"t seem to be playing fair, and we"re not about to help them," says
John Livengood of the Indiana group.

The International Society of Restaurant Association Executives has suggested
that restaurateurs ask their congressmen and senators to press the IRS for

some relief.

Already, says the NRA"s McGregor, Sen. Bob Packwood and Rep. Bill Brewster
"aie trying to set up meetings with the IRS to get them to back off."

McGregor did not appear too optimistic about their chances, however.

"They [the IRS] think they are absolutely doing the right thing and
interpreting the law the right way,” she explains.

"The IRS sees the foodservice industry as a bad industry It is very
disturbing.”

State officials worry that the IRS"s resolve may be hardened by the early
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"In Arizona, for example, where the compliance-agreement system was tested,
the agency is now collecting taxes on an additional $1.8 million in server
tips— money that otherwise was going unreported. And it"s collected another
$281,000 in employer FICA taxes on unreported tips that were discovered
through audits, according to the Arizona Restaurant Association.

"They" 1l proceed with or without our support,”™ says Rob Gifford, executive
director of the Michigan Restaurant Association.

"We"re not happy"

The Tip-Rate Determination Agreement

How it works

The IRS presents operators with a "letter of invitation”™ to join the
program, which includes a voluntary audit of FICA-tax reporting procedures
on tips. According to state restaurant association officials, the IRS has
verbally guaranteed that volunteers will only be audited for the last six
months of 1993, while non-volunteers could be probed for as far back as Jan.
1, 1988. Indications of under-reported tips could lead to assessments for

back FICA taxes.

Volunteers enter iInto an agreement stipulating what percentage of sales
should be reported by servers as tip income. The restaurants then have to
convince at least 75% of theilr servers to report at that rate.

If staffers refuse to participate, the operator has to forward their name
and Social Security number to the IRS. Associaion officials say they"ve been
told point-blank that those individuals will be audited, breeding ill will

with the staffers.

IT the reported totall falls below the tip-rate determination, the employer
allocates the difference to the servers, and pays FICA taxes accordingly.

- End --
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Cornell Hotel & Restaurant Administration Quarterly, Feb 1995

v36 nl p40(7).

The high cost of violating tip-reporting laws.
Raymond S. Schmidgall and John Tarras

The Tax Equity and Fiscal

Responsibility Act of 1982 specifies



that employee tip income and aggregate charged tips be included in annual
feturns filed by food service establishments employing more than 10 people.
However, in a survey of hospitality students who were employed in tipped
food-service positions iIn 1993, a majority of respondents reported that
their employers did not tell them to report all their tips. Employers who
violate the tip-reporting law could be charged with violation of the Federal

Insurance Contributions Act.

Subjects: Tipping - Laws, regulations, etc.
Food service employees - Taxation
Tax Equity and Fiscal Responsibility Act of 1982
Federal Insurance Contributions Act

Statutes: Tax Equity and Fiscal Responsibility Act of 1982
Federal Insurance Contributions Act

SIC code: 5812

Business Collection: 84Vv2187
Electronic Collection: A16630290
RN: A16630290

Full Text COPYRIGHT Cornell University School of Hotel Administration 1995

The potential impact on food-service employees who do not properly report
their tips is significant in terms of penalties and interest imposed by the
IRS. Likewise, employers may be subject to additional taxes and interest for
their failure to pay the proper amount of taxes. Despite the potential for
costly penalties, the following study found that a large percentage of
food-service employees either do not understand or do not adhere to IRS

tip-reporting requirements.

For decades the Internal Revenue Service has perceived compliance by tipped
employees as a growing problem.(l) After studying the matter, Congress
finally acted by passing a tip-reporting requirement as part of the Tax
Equity and Fiscal Responsibility Act of 1982.

Under this law/, food-service establishments that normally employ more than
ten people are required to file annual returns showing gross food and
beverage sales, employee tip income, aggregate charge receipts, aggregate
charged tips, and aggregate mandatory service charges under 10 percent.

In addition, such establishments must allocate 8 percent of gross qualified
food and beverage receipts to employees. However, this allocation is not
required iIf employees voluntarily report aggregate tips equal to at least 8
percent of the qualified receipts.

This requirement appears to be the source of misunderstanding in the
fpnd-service industry. It does not mean that employees need only report 8
percent of their tip income. In fact, according to IRS regulations,
employees must maintain a daily record of all tips received and report them
to their employer.(2) The regulations also provide that the IRS may
determine during an audit that employees have received a larger amount of
tip income than is reflected in any employer allocation.(3)

The tip-reporting law came about as a result of a Congressional study
showing that oniy a small portion of tips was being properly reported. (@)
The IRS hoped changes in the new reporting lav; and the fear of potential
audits would result iIn employees®™ more accurately reporting their tip
income. Unfortunately, many food-service personnel did not fully understand

the iIntent of Congress. As stated by Congress:

The 8-percent figure reflects the conferees®™ judgment that the tip rate iIn
establishments subject to this reporting requirement Vill rarely be below
the 8-percent level Thus, an employee who reports less than his allocated
amount of tips must be able to substantiate his reporting position V/ith
adequate books and records (as he must under present law). (5)



In fact, a compliance survey of restaurants and hotels previously conducted
by the authors found that a substantial number of properties were only
reporting employee tips at the 8-percent level.(6) The findings suggested
employees were merely reporting a fixed percentage of tips to avoid
allocation and were not adhering to the basic requirement that all tip

income be reported.

In addition, the IRS is continuing its pressure on tipped employees and
their employers by launching a program called the Tip Rate Determination
Agreement. Food-service operations that agree to participate will have their
tips estimated by the IRS based on sample reviews. Under the program, if at
least 75 percent of employees at the establishment agree to report tips at
or above the estimated tip rate, the IRS will agree not to audit the food
establishment. Although its effect on the hospitality industry is yet to be
determined, the program demonstrates that the IRS views compliance among

tipped employees as a serious problem.

Against this background we decided to do our latest survey to determine the
extent of underreporting of tip income from student workers in selected
hospitality programs. By surveying students at several academic
institutions, we were able to minimize our research costs while still
obtaining a representative sample of food-service v/orkers across the United

States.

Over the past several years Congress has passed law/s that affected the labor
costs of the hospitality industry by iIncreasing the minimum wage and by
requiring employers to pay taxes on all declared tips, even though the tips

legally belong to the tipped employees.

From a cost perspective it may seem advantageous to both hospitality
operations and their employees if tipped employees do not declare all of
their earned tips, but is it really? Several of our own students here at
Michigan State told us that they have worked in tipped positions where they
were not encouraged to report 100 percent of their tips, 1lwading us to
wonder whether this is a widespread practice orunique to employers of
Michigan State University students. We decided to survey hospitality
students at several colleges to explore the underreporting of tips. We asked
survey participant®s the following questions regarding their past employment

in food-service operations:

(1> Did you periodically (such as daily or weekly) complete a form reporting
your tips?

(@ Did your employer instruct you on the percentage of tips to report?
(3 What amount or percentage of sales were reported as tips?

Survey Respondents

Exhibit 1 reflects the demographics of the 156 usable responses to our
survey. Students surveyed were from seven hospitality programs throughout
the United States. Over 63 percent were seniors, while 26.9 percent were
juniors, and the remainder (9.6 percent) were freshmen, sophomores, graduate

students, or did not indicate their class standing.

Fifty percent worked for independent firms, while 30.1 percent worked either
directly for a franchisor or for a franchisee firm. The remaining 19.9
percent either did not know or did not indicate whether their employers were
independent companies or affiliated with a chain. About 56 percent of the
students were women. The students ranged in age from 18 to 38, but 107
respondents (68.6 percent) fell into the 20-to-22 age group.

Exhibit 1

Characteristics of survey respondents

attended n Percentage
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College
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Central Michigan University 16 10.5 ~
Michigan State University-East Lansing 34 22.3
Penn State University-University Park 24 15.8
Purdue University 17 11.2
Rochester Institute of Technology 16 10.5
University of Central Florida 29 19.1
University of Massachusetts-Amherst 19 9.9
Not indicated 1 e
Total 156 100.0
Class standing n Percentage
Freshman/Sophomore 5 3.2
Junior 42 26.9
Senior 29 63.5
Other 6 3.8
Not indicated 4 2.6
Total 156 100.0
Restaurant affiliation n Percentage
Franchisor 26 16.7
Franchisee 21 13.4
Independent 78 50.0
Other 27 17.3
Not indicated 4 2.6
Total 156 100.0

Research Results

Ninety-three (59.6 percent) of the students indicated that they completed a
tip-reporting form periodically, while 54 (34.6 percent) said that they did
not. The remaining students responded in various ways including, "We told
our boss how much we made and he reported it for us™ and "'l reported tips

sometimes if a form was attached to my time slip.”

Just over 52 percent of the students said that they were instructed on the
amount of cash or credit tips to report, while 48 percent revealed they
received no instruction regarding the amount of tips to report. Comments by
students i1ncluded "No one explained hew much 1 should put in or how often to
fill i1t out,” "The employer said [to report] 8 percent [of sales],” and "The
employer said we should report all of our tips."” These comments suggest that
some of those tipped employees who did receive instruction on tip reporting

were incorrectly advised.

Our question regarding tips reported by tipped employees was worded as
follows: "What amount or percentage of sales was reported as tips?" The
three choices were (1) all tips received, (2) tips equal to 8 percent of
sales (based on our prior knowledge that this amount is used by many
restaurants), and (3) "other." Only 22 students (14.1 percent) indicated
that they reported all tips received. Fifty-four of the students (34.6
percent) revealed they reported tips equal to 8 percent of their sales,
whille 67 (42.9 percent) indicated they reported "other."™ The ™other"™ choice
on our questionnaire requested the students to explain what they meant.

Those explanations varied considerably. Ten respondents reported an amount
per hour worked. At the low end one respondent indicated he reported $1 to
$2 per hour, while at the high end a respondent indicated she claimed $3.10
per hour. Thirteen tipped employees indicated they reported no tips.
Comments related to this response included "If you are only working for
minimum wage, | don®"t think you should have to claim tips,” "Right now I™m
working for a company, and we don"t report anything. Is this illegal?,” and



'l worked iIn a hotel as a front-desk clerk, food-service server, bellman,
and room attendant. 1 received tips In every department, but was not
instructed to report any [tips] - maybe the manager did i1t.” Sixteen tipped
employees indicated they reported tips beyond 8 percent of their sales, with
the highest reporting 17 percent of her sales. The most common percentages
reported were between 8 percent and 10 percent of sales, but those figures
varied widely, as the following comments demonstrate:

* "1 reported tips on all charge sales plus some cash tips."”
* "1 reported 25 percent of the total tips received."
* "1 reported whatever 1wanted to claim.”

"l reported 12 percent of banquet sales but no cash tips."
* "1 reported all tips on charged sales but no cash tips.”
* "1 reported the lowest amount that sounded reasonable.™

It appears that all six tipped employees above violated the tip-reporting
law. The law specifically states that all tips received must ke. reported to
the employer by the employee. ™"All tips"” includes tips on both cash and

credit-card sales.

We encouraged respondents to indicate any other concerns they had regarding
tip reporting. The responses of several reflected the belief that not all
tips actually need be reported.

* "People are eligible to be audited at any time. We are told [by the
employer] to claim 10 percent [of sales], but I know 1 can claim 8 percent

and probably be safe."
* "1 know 100 percent of the tips should be reported but no one ever does."

* "Only honest people report their tips, which sometimes makes me wonder why
I should bother."

* "1 really don"t think tips should be reported. Customers are saying
thanks! You don"t report all the money you get for your birthday or

graduation."

* "When people pay With a credit card [l report the tips]. | prefer a cash
tip. That way there is no record of the tip 1 received. The fewer records,
the less the government knows."

Another common concern expressed byseveral students was the fear of the IRS
and the possibility of an audit:

* "1 feel the formulas the IRS usesmight not be accurate. 1 just think the
formula used by the IRS should be available to servers so we can check to

make sure we are covered.'
* "1 usually declared 15 to 20 percent, just to be safe.”

* "How serious is the IRS on checking up on the exact percentage of the
amount of tips declared?"

* "The IRS assumes that everyone tips all the time and that it"s always
15-20 percent, which is so untrue. A lot of people stiff their server. We
were told the IRS could make us pay more because they think we make so much.
I think they should accept 8 percent or more and just leave it alone.
Besides, how can they prove or disprove the amount of tips you actually
made?"’

The students' concerns about the IRS are real. One of the problems the |IRS



