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Methodology Work Effectively
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Does your gross-up methodology work effectively with
your relocation policy?
After the cost of the home sale and household goods, tax assistance, often referred to as
gross-up, is generally the third-largest expense incurred by an employer in a relocation.
Gross-up can best be described as an estimated tax reimbursement paid by the employer
on behalf of a transferee to cover a transferee’s added tax liability incurred as a result of a
relocation. Because certain relocation expenses need to be added to a transferee’s reported
income, and are therefore subject to tax withholdings, a transferee’s tax liability could
increase if the company is reimbursing or paying these costs on the transferee’s behalf. Tax
assistance helps offset this added tax liability. While there is no law requiring a company to
provide a gross-up benefit to transferring associates, typically most companies include tax
assistance in their relocation policy.
Unfortunately, the “mystery” surrounding gross-up and how to effectively administer
the benefit causes many companies tremendous angst and has considerable financial
implications. For example, decisions must be made on which relocation expenses, e.g. rental
assistance, temporary living, etc., should be grossed up and on what expenses the transferee
will receive payment net of taxes, i.e. no gross-up. A common and costly mistake is to gross
up an item that does not warrant the gross-up benefit. These items include, but are not
limited to, relocation expenses that are deductible (such as mortgage points) and IRSexcludable items (such as the movement of household goods). Grossing up such items
often results in additional payroll and withholding expenses for the company, as well as the
potential for a large windfall for the transferring associate.
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Once an organization determines the expenses upon which to provide tax assistance, a
decision must be made about how the company is going to gross-up the expense—just once
or multiple iterations, commonly referred to as tax-on-tax. The tax-on-tax method is often
used because when a company offers a gross-up benefit, the company is paying the tax
obligation of the transferee and thus the payment of the tax itself creates additional taxable
income, which is then subject to income tax.
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If an employee has a total tax rate of 30 percent and receives gross-up on $10,000 of the
relocation expenses incurred, the tax assistance an employee receives will vary greatly
based on the company’s one-time tax or tax-on-tax decision. If a company decides to gross
up the expenses one time, the transferee will receive $3,000 in tax assistance; however, if
the tax-on-tax calculation is used, the transferee will receive $4,286 in tax assistance. If a
company moves 100 people with the same scenario, the decision could have a vastly different
outcome— a $128,600 difference. In order to curb costs, a company’s gross-up methodology
warrants senior management’s scrutiny.

Questions to ask about tax gross-up:
• What are the various methodologies
		 used to calculate gross-up?
• What are the year-end procedures?
• How much will the gross-up cost the
		company?
• What other income, i.e. spouse, prior
		 position, etc., should be included?
• Has the intent of the policy changed?
• When was the last time the policy was
		benchmarked?
• What are other policy benefits intended
		 to cover, for instance, the miscellaneous
		allowance?
• Ultimately, what is the intent of the 		
		 company’s gross-up policy?
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Understanding Gross-Up Methods
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There are four primary gross-up methods. They are:
Supplemental Method Companies that use the supplemental method (the most commonly
used method) calculate the transferee’s total taxes due by using the IRS’s Supplemental Rate
Table. This option does not take into account the phase out of deductions, exemptions and
child credits.
Statute or Tax-Return Method Companies that use the statute or tax-return method
calculate what a transferee’s tax return would be both before and after receiving the expense
reimbursement. The differencebetween the two calculations is the gross-up amount. This
method will result in a blended tax rate and takes into account the phase out of deductions,
exemptions and child credits.
Flat-Rate Method Companies that use the flatrate method determine a fixed percentage to
be used in the tax-assistance calculation. This option does not take deductions, exemptions
or child credits into account.
Marginal Method Companies that use the marginal method calculate the transferee’s
estimated taxable income before receiving the relocation expense reimbursement. The
company then compares the estimated taxable income to the IRS Tax Tables. The tax table
rate is then used to determine the tax assistance amount for that expense. The tax rate will
not change for the expense and therefore is not blended.

Allied Van Lines is a subsidiary of SIRVA.
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Year-End Procedures

www.allied.com

Planning for year-end payroll procedures and the creation of a year-end timeline should start
relatively early in the year—no later than September. This allows a company sufficient time
to allocate resources and communicate timely with transferring associates. This year-end
timeline is built so that all parties are aware of the year-end cutoff and are given adequate
time to review the gross-up policy established. Some of the action items that should be
decided on and incorporated into the timeline include:
• When to disseminate information to the transferring associates relative to the
		year-end procedures
• When to send payroll the list of transferring associates being serviced
• When payroll needs the true-up numbers
• When and who will send out the year-end packet recapping the tax year activity to the
		transferring associates
These action items will differ slightly when working with a relocation service provider. When
establishing the timeline, it is important to consider the time constraints and demands on the
transferring associate, human resources and the payroll department. Human resources and
the relocation service provider should work hand-in-hand with the payroll department in order
to transmit all relative data and service the collective client—the transferring associate(s).
After payroll year-end, transferring associates should receive a packet of income tax
information containing a Relocation Tax Report (RTR), which replaces IRS Form 4782
and shows a summary of the relocation expenditures for the tax year, along with other
documentation that will aid the transferring associates and/or the associates’ tax preparers
in filing tax returns.

Year-End True-Ups
Year-end true-ups are relocation tax
adjustments made at the end of a
corporation’s fiscal tax year. These
adjustments are the differences between
the taxes that were withheld throughout
the year and what taxes should have been
withheld based on any changes to salary,
FICA wages,filing status and the relocation
as a whole.

Percentages are based on SIRVA Relocation clients.
Allied Van Lines is a subsidiary of SIRVA.
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Next Steps
Once there is an understanding of the intent of a gross-up policy, the various gross-up
methodologies, including what items to tax assist and how to calculate a gross-up credit,
it is important to regularly examine how the gross-up benefit fits into a company’s overall
relocation policy. For example, are there benefits in the gross-up policy that are intended
to cover items not covered elsewhere in the overall relocation policy? This question is vital
in determining the appropriate gross-up methodology. For example, the miscellaneous
expense allowance (also referred to as the incidental allowance or relocation bonus) is often
strategically lucrative in assisting the transferring associate with items not covered by the
relocation policy or shortfalls within a specific category. The owner of a company’s relocation
policy needs to determine if lower tax assistance is aligned with a larger miscellaneous
expense allowance.
Along with deciding on the appropriate gross-up methodology, there are additional items that
need to be evaluated to see if they belong in the gross-up policy. For instance, if a company
decides to utilize the Statue or Tax-Return Methodology, the decision to annualize the
transferring associate’s wages and whether to include or exclude other income, such as
a spouse’s wage, into the calculation needs to be addressed. The answers to the above
questions will have a direct impact on the cost of offering a tax assistance benefit.
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Items that are commonly evaluated include:
• Annualizing salaries
• Tax-on-tax gross-up
• Employee’s filing status
• Handling of Social Security withholdings
• What tax authorities should be included in the gross-up calculation
• Bonuses, incentives and other income to be included
• Income over and above the transferring associate’s salary (e.g. spouse’s income)
• Whether a transferring associate itemizes or uses the standard deduction
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Determining who should analyze a company’s gross-up methodology is a very important
decision. Whether a company maintains this function inside its organization or decides to
outsource it to a third party, it is important to recognize the complexity of gross-up and look
for individuals or a provider with the experience and skills to present a strategic vision to the
overall relocation methodology. Even if the technical skills reside in-house, these individuals
may not always have the time and breadth of experience required to conduct a thorough
review.
The table below highlights a number of factors to consider when selecting a supplier for
outsourcing expense and gross-up policy development and administration.
Finally, in addition to regular reviews, there are one-time events that may dictate the need to
re-evaluate a relocation benefit. For example, the Jobs and Growth Tax Reconciliation Act
of 2003 offered companies the opportunity to incorporate new tax rates and provisions that
could result in significant tax gross-up savings. This change required a mid-year analysis and
revision of gross-up policies to adjust to the new tax rates.

6

Proprietary and Confidential Not for reproduction or distribution
® 2014 Allied Van Lines, Inc. U.S. DOT No. 076235 ALLIED and the
ALLIED ROADWAY DESIGN are registered trademarks and service
marks of Allied Van Lines, Inc.

Conclusion
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Annually evaluating the gross-up policy is critical to the success of a company’s relocation
policy and recruiting results. There is no one correct gross-up methodology; however, there
may be a more appropriate methodology for a particular company at a given point in time. A
company needs to understand the intent of the relocation policy and then align the tax grossup feature with the overall relocation policy. Although there are multiple variables to consider
when creating or analyzing a gross-up methodology, which can make the task fairly complex,
it is as important as it is painstaking to go through this process. Failure to do the legwork can
be extremely costly, and companies can miss the opportunity to improve their bottom line.

Allied Van Lines specializes in all
types of moves and is committed
to sharing our knowledge to keep
your company informed about
moving topics. To learn more
about Allied’s capabilities, please
visit www.allied.com/corporate or
call 1-866-841-7530.
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