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TAX ALLOWANCE

1. SUBJECT, APPLICABILITY, AND DEFINITIONS
Subject
1.01 
This Rule sets forth the provisions governing the payment of income tax allowances and social security tax reimbursements to Bank Group staff members.  This Rule, as revised, is effective March 1, 2004.

Applicability
1.02 
Except where otherwise specified in the text, this Rule applies to all staff members whose Bank Group compensation is paid net of income taxes.

Definitions
1.03 
In this Rule:
(a) 
Compensation means the salary, allowances (other than the tax allowance), and other payments to or for the account of a staff member made by the Bank Group, whether in cash, cash equivalent, or in kind, which are subject to income taxation or social security taxation applicable to the staff member. Compensation does not include benefits paid under the Bank Group Staff Retirement Plan.
(b) 
Designated Official means the Compensation and Benefits Officer, Chief, Payroll/Tax Section or the head of a country office designated for a specified purpose by the Manager, Human Resources Services Compensation Management.

(c) 
Gross, when used with reference to income, compensation, amounts of compensation, and the like, means inclusive of income taxes.
(d) 
Adjusted Gross Income, when used with reference to the income taxation of the United States (U.S.) or one of its political subdivisions, has the same meaning it has in the corresponding income tax legislation and includes income imputed or deemed to be received under that legislation. Adjusted gross income, when used with reference to the calculation of tax allowances payable for taxes imposed by the U.S. or one of its political subdivisions, includes the modifications provided for in sections 3 and 4 below.
(e) 
Spouse Income includes all the earned and unearned income of a spouse treated as subject to taxation under relevant income tax legislation. With respect to income from properties or assets to which legal title is held jointly by the staff member and his or her spouse, spouse income includes a portion of such income that is proportionate to the spouse's documented ownership interest in the property or asset, but if the spouse's ownership interest is not established, one half of the income will be considered spouse income. Spouse income does not include income relating to property or assets for which the staff member holds sole legal title and/or for which the spouse holds no title.
(f) 
Average Deductions, when used with reference to a tax allowance calculated under section 3, means the average amounts of itemized deductions taken into account in establishing net taxable income by subtractions from adjusted gross income. It does not include adjustments or exclusions from gross income, deferrals of income which may be taxed in future years, or deductions for personal exemptions.
(g) 
U.S. Income Taxes includes federal, state, and local income taxes unless the context requires otherwise.
(h) 
Non-pay Items include:

(i) 
income represented by spouse travel;

(ii) 
imputed income from group life insurance plans;

(iii) 
social security tax reimbursement;
(iv) 
severance payments received in a lump sum;
(v) 
separation grant;(vi) payments for accrued annual leave;(vii) education benefits;

(viii) 
resettlement grant;

(ix) 
relocation/settling-in grant;
(x) 
a safety net tax allowance;
(xi) 
emergency travel benefit; and
(xii) 
benefits on assignment away from headquarters.

(i)
Staff Member includes a former staff member except where otherwise specified.
2. OBLIGATIONS OF STAFF MEMBERS AND THE BANK GROUP
Timely Payment of Taxes
2.01 
A staff member is required by the Bank Group to pay timely all income and social security taxes due from time to time under law on Bank Group compensation, including payments of estimated taxes. The payment of such taxes is a condition of the staff member's receiving a payment of tax allowance or social security tax reimbursement.

Reports Furnished to Staff Members

2.02 
Subject to the provisions of Rule 2.01, "Confidentiality of Personnel Information," if the Bank Group reports income of a staff member to tax authorities, it will furnish the staff member a copy of the report.

Correct and Complete Information Required
2.03 
A staff member who applies for a tax allowance or a social security tax reimbursement is required to furnish the Bank Group correct and complete information upon which a payment of the tax allowance or social security tax reimbursement may be calculated or a question involving the recalculation of such a payment can be reviewed. Failure to submit a tax allowance application annually with updated information will result in suspension of a tax allowance payment until such time as an updated application is received. By submitting a tax allowance application, whether electronically or on paper, staff members agree to be bound by the provisions of this Rule. Staff members may be required by the Tax Section or internal auditors to furnish evidence supporting information provided pursuant to this Rule.

Recalculation of Tax Allowances
2.04 
If a staff member's taxes are re-determined, whether at the initiative of the staff member or of tax authorities, on the basis of a change in information or the tax consequences attributed to information furnished in connection with an application for a tax allowance or a social security tax reimbursement, the staff member must promptly inform the Bank Group so that a recalculation of the payment can be made. If a staff member discovers an omission or error in the information furnished in connection with an application for a tax allowance or a social security tax reimbursement, he or she should request a recalculation and furnish new or corrected information (together with evidence substantiating such information as requested by the Tax Section) no later than one year after the due date for the final payment of the tax for which the staff member received an allowance or reimbursement from the Bank Group. The Bank Group will recalculate the payment based on the new or corrected information.

Tax Legislation

2.05 
References to the U.S. Internal Revenue Code, U.S. state and local income tax legislation, and similar references to other legislation are to such legislation as it exists from time to time or at a time specified. In calculating the tax allowances or social security tax reimbursement under any system provided for in this Rule, the Bank Group will take account of generally applicable changes in taxation which increase or decrease the staff member's tax liability.

Lowest Taxation Assumed
2.06 
Except as may result from the application of paragraph 5.01 below, the Bank Group will calculate tax allowances and social security tax reimbursements on the basis that the lowest tax payable under the governing law on Bank Group compensation is attributable to it under this Rule.

No Allowance for Other Taxes

2.07 
Except as provided in this Rule, the Bank Group will pay no allowance or reimbursement for any tax imposed upon or measured by Bank Group compensation. Except as provided under the Bank Group U.S. estate tax protective measures, the Bank Group will not pay allowances or reimbursements for gift, estate, succession, or other taxes imposed on the payment or transfer of money, money's worth, or property to a staff member, beneficiaries or survivors of a staff member, or an estate or succession.

Tax Liability 
2.08 
Staff members who incur taxation on payments from the Bank Group by reason of departure from the duty station prior to separation from employment assume any tax liability on salary or other payments that arise as a result.

3. AVERAGE DEDUCTIONS TAX ALLOWANCE
Eligibility
3.01 
Subject to section 6, all staff members who are U.S. citizens and whose Bank Group compensation is paid net of taxes and who incur U.S. income taxes on Bank Group compensation may apply for a tax allowance computed under this section.

Amount of Tax Allowance
3.02 
The tax allowance payable to the staff member will be the amount of U.S. income taxes calculated under this section which, when subtracted from gross Bank Group income (reduced by income taxes attributable to a spouse and any social security tax reimbursement), will equal the Bank Group compensation paid net of tax.

Calculation
3.03 
The tax allowance will be calculated as follows:
(a) 
Average Deductions. For state and local income tax purposes, the staff member will be treated as deducting the average deductions for all U. S. taxpayers at the staff member's adjusted gross income level for federal income tax purposes, except that, where a staff member's filing status is single or head of household and the staff member has adjusted gross income  less than an amount determined by the Manager, Human Resources Services Compensation Management or designated official, the average deductions will be those for single taxpayers. Average deductions will be derived from the most recent U.S. Internal Revenue Service statistics, adjusted for changes in tax legislation and taking into account the applicable phase-outs for the applicable year. Average deductions will not include data relating to:

(i) 
overseas income;

(ii) 
foreign tax credits;
(iii) 
farm and business income and expenses;
(iv) 
medical and dental expenses;
(v) 
moving expenses;
(vi) 
miscellaneous itemized deductions; and 
(vii) 
investment interest.

The above notwithstanding, if the standard deduction is greater than the average deduction which otherwise would be used in calculating the staff member's tax allowance, the standard deduction will be used.

(b) 
Adjustments for State and Local Taxation. Average deductions will be adjusted for differences between U.S. federal and state and local income tax legislation. For federal income tax purposes, the average deductions will be the deductions used for calculating the state and local tax allowances (without adjustments for differing provisions of state and local income tax legislation) less the average deduction for state and local income taxes plus the calculated annual tax for state and local income taxes.
(c) 
Adjusted Gross Income. The amount of adjusted gross income will determine the level of average deductions used in calculating the staff member's tax allowance as follows:

(i) 
Adjusted gross income will be reduced by non-pay items and will include payments in respect of a staff member's education expense. Adjusted gross income will be increased by the amount of alimony paid, and the amount by which adjusted gross income is reduced for contributions to individual retirement accounts, Keogh and other retirement plans in Internal Revenue Service statistics. Adjusted gross income will also be increased by the additions to and reduced by the subtractions from U.S. federal adjusted gross income provided for in state and local income tax legislation;
(ii) 
Adjusted gross income will be increased by the costs, benefits, and allowances paid or furnished in connection with relocation and resettlement and will be reduced by the amount of costs, benefits, and allowances which are deductible when fully expended; and
(iii) 
If the staff member's spouse has income and if the staff member is treated as married filing jointly, the adjusted gross income of both will be used to ascertain average deductions as provided in (e) below. The amount of a spouse's deductible contributions to an individual retirement account or other retirement plan will be subtracted from the combined gross income.
For the purpose of calculating the tax allowance and determining the level of average deductions, adjusted gross income includes all items of income included in adjusted gross income under relevant income tax legislation plus alimony paid, but not income of the staff member from sources other than the Bank Group compensation.

(d) 
Filing Status. Tax allowance will be calculated using the filing status which produces the lowest tax and which the staff member is eligible to use, except that a married staff member will be treated as married filing jointly unless:

(i) 
the staff member establishes that the spouse is nonresident for U.S. income tax purposes and does not elect to be treated as a resident (i.e., does not file jointly);
(ii) 
the staff member can demonstrate that using an alternative filing status for which the staff member is eligible would result in an overall tax allowance that is less than that which would be payable when treating the staff member as married filing jointly; or
(iii) 
the Chief, Payroll/Tax Section, or an official he or she designates, determines that due to the staff member's marital circumstances it would be impracticable for the staff member to file jointly with the spouse and that the actual filing status should be used as a basis for calculation.

All staff who have their tax allowance calculated using married separate filing status may be required to submit a copy of their Internal Revenue Service Form 1040 and State tax return, upon request, to the Tax Section or the Bank Group's internal auditors. If a staff member is a surviving spouse as defined in the U.S. Internal Revenue Code or is entitled to file a joint return which includes the income of a deceased spouse (other than income in respect of a decedent), the staff member will also be treated as married filing jointly.
(e) 
Spouse Income 

(i) 
Staff member compensation greater than spouse net of tax income. If the spouse of a staff member treated as married filing jointly has a net income lower than that of the staff member, a tax allowance will be calculated as follows. A net of tax income will be calculated for the spouse. The calculation of the tax the spouse would pay will be made using the following: 1) average deductions at the spouse's adjusted gross income level; 2) the spouse's own personal exemption that the spouse can claim separately; 3) the prorated portion of exemptions for dependents that the spouse would be entitled to claim filing separately based on the ratio that the gross income of the spouse bears to the total income of the spouse and the staff member; 4) the prorated portion of the child credit that the staff member and the spouse can claim jointly based on the ratio that the gross income of the spouse bears to the total gross income of the spouse and the staff member; and 5) the spouse's calculated state tax. The tax on the spouse income will be calculated applying married filing separately rates. A tax will be calculated using married filing jointly rates on the combined compensation of the staff member and the net of tax income of the spouse, and the tax allowance will be the difference between the joint tax so calculated and the tax the spouse alone would pay using married filing separately rates.

(ii) 
Staff member compensation less than spouse net of tax income. If the spouse of a staff member treated as married filing jointly has net of tax income equal to or higher than that of the staff member, the tax allowance will be the greater of: 1) a tax allowance on Bank Group income taking into account spouse income and calculated under subparagraph (i) above, and (2) a tax allowance on Bank Group income not taking into account spouse income and calculated using married filing separately rates, the staff member's personal exemption, a proportion of exemptions for child credit for dependents that the staff member and the spouse would be entitled to claim filing jointly that the gross income of the staff member bears to the total gross income of the spouse and staff member.

Staff Members Married to Each Other

3.04 
The Bank Group compensation of a staff member who is a U.S. citizen and who is married to another staff member who is a U.S. citizen will be aggregated with the Bank Group compensation of the spouse. No other income of either spouse will be taken into account. A federal tax will be calculated as provided in this section. If both staff members are U.S. citizens, the federal tax so calculated will be divided in the proportion that the Bank Group compensation of each bears to the whole, and a tax allowance will be paid to each staff member accordingly. The state tax will be calculated on each staff member's Bank Group compensation and a tax allowance so calculated will be paid to each staff member. The tax allowance of a U.S. staff member married to a staff member who is not a U.S. citizen will be calculated ignoring non-taxable Bank Group compensation of the spouse. Taxable spouse income from sources other than the Bank Group will be included in the calculation in accordance with section 3.03.

Part-Year Staff
3.05 
The tax allowance of a staff member whose appointment becomes effective or whose appointment terminates during a year (for reasons other than death in service) will be calculated under this section as if the staff member received Bank Group net salary and dependency allowance during the entire year at the same rate they were received during the part of the year the staff member held an appointment. Actual overtime paid net of income taxes will be added to the annualized net salary. The annual federal and state tax on Bank Group net salary and dependency allowance so calculated will be multiplied by the fraction of the year the staff member held an appointment, except that periods for which the staff member received Bank Group gross compensation, and the gross compensation will be disregarded. A tax will also be calculated on all other items of compensation including benefits and allowances which are subject to taxation at the applicable marginal rates. The tax so calculated will be added to the tax calculated on actual overtime, annualized net salary and dependency allowance. The amount resulting will be the tax allowance. In the event that a staff member eligible for a tax allowance dies in service, a tax allowance may be due on account of Bank Group compensation paid net of tax to the staff member, or to the staff member's estate, surviving spouse or other beneficiary. Such a tax allowance will be calculated on the basis of the actual taxable Bank Group compensation paid during the year. 
Transfers to or from the International Monetary Fund
3.06 
The tax allowance of a staff member transferring to or from the International Monetary Fund without interruption of service will be calculated as if the staff member were a part-year staff member.

Staff Members Receiving U.S. Citizenship
3.07 
The tax allowance of a staff member who becomes a U.S. citizen during a year while receiving Bank Group compensation will be calculated for that year as provided in this section based on the actual amount of Bank Group compensation from the date of becoming a citizen.

U.S. Citizens Qualifying for the Foreign Earned Income Exclusions
3.08 (a) 
Payment of tax allowance to U.S. citizens for U.S. federal, state and local income taxes will be calculated using the maximum allowable foreign earned income and housing exclusions under the U.S. Internal Revenue Code, where applicable. Except as provided in paragraph (b) below, a staff member who is a U.S. citizen assigned to a duty station outside the U.S for a period of at least a year is required during such period to maintain physical presence in other countries to the extent necessary to qualify for the maximum foreign earned income and housing exclusions.

(b) 
A staff member may request, in advance, that he or she not be required to qualify for the maximum foreign earned income and housing exclusions on the basis of physical presence. The request should explain the operational and/or personal circumstances that would require extended presence in the U.S., and it must be approved by the staff member's manager at the level of Department Director or above, after consultation with the Tax Section. Staff members who so fail to qualify for the maximum exclusions will be required to have their tax circumstances reviewed by the Tax Section and an external accounting firm to determine if they qualify for the exclusion on the alternative basis of bona fide residency. The tax allowance will be computed taking into account the maximum foreign earned income, housing exclusions and housing deductions that are determined to be allowable. 

(c) 
Those staff members who are determined under paragraph (b) to qualify for the foreign earned income and housing exclusions as bona fide residents must have their tax returns prepared by a Bank Group approved accounting firm, which will report the actual foreign earned income, housing exclusions and housing deductions to the Bank Group's Tax Section. Other information from the tax return will remain confidential, except as provided below. If the tax filing is based on bona fide residency, and prepared by a Bank Group approved accounting firm, the Bank Group will be responsible for any additional tax allowance, penalties and interest relating to any future denial by the IRS of the foreign earned income and housing exclusions (or any portion thereof) claimed with respect to Bank income only. The Bank Group's responsibility for additional allowance and/or reimbursement is further conditioned on the Bank Group's right to review the tax return as well as relevant correspondence with the accounting firm and the IRS. 

(d) 
The staff member is responsible for fees charged by the accounting firm for late submission of information, or charges relating to amended tax returns as a result of changes in non-bank income.

(e) 
A staff member who is not required to qualify for the maximum foreign income exclusions on the basis of physical presence or bona fide residency and who chooses to file his or her tax returns claiming these exclusions will so notify the Tax Section, and the tax allowance will be calculated applying the exclusions, to the extent claimed. (Outside tax advice regarding eligibility is strongly suggested.) If the claimed exclusion is subsequently disallowed by tax authorities, the tax allowance will be recalculated pursuant to paragraph 2.04, but the staff member will bear the cost, without reimbursement, of any interest and penalties assessed in connection with the disallowance of bona fide residency. 
(f) 
Upon the request of the Tax Section or of the Bank Group's internal auditors, all staff who have assignments outside the U.S. for 11 months or more but who are not required to meet the physical presence or bona fide residence test may be required to submit a copy of their Internal Revenue Service 1040, Form 2555 (if any), the first two pages of their state tax returns, and agree to sign Internal Revenue Service Form 8821 for a given year.
Time of Payment
3.09 
Payments of tax allowance for U.S. federal, state, and local income taxes under this section will be made quarterly at least one week in advance of U.S. federal estimated tax payments due in April, June, and September. A fourth payment will be made before the end of the calendar year.

4. SAFETY NET TAX ALLOWANCE
Eligibility
4.01 
Subject to section 6, a staff member who is eligible to apply for a tax allowance for a given year under section 3 may also apply for a tax allowance under this section for that year. An application for a tax allowance under this section must be made by December 31 of the year in which the final return for the tax year which is the subject of the application is due, 60 days after the final return is filed or a later date approved by the Chief, Payroll/Tax Section or a designated official, except that an eligible staff member whose taxes are redetermined by tax or judicial authorities and if he or she was eligible for a tax allowance under this section for the year in question, may apply for a tax allowance under this section within one year after the redetermination becomes final.

Amount of Tax Allowance
4.02 
The tax allowance payable to the staff member will be the amount calculated under paragraph 4.03 reduced by the tax allowance paid the staff member under sections 3 and 7.

Calculation
4.03 
The tax allowance will be calculated using actual data appearing in the returns or other documents submitted by full-year and part-year staff. Married staff members must indicate the amount of spousal income on the safety net tax allowance application, and the Tax Section may request evidence substantiating this amount. The actual deductions claimed which are attributable on a pro rata basis to the staff member's own actual outside income will be subtracted from the total deductions claimed. A tax allowance will then be calculated using the staff member's actual filing status or the filing status which produces the lowest tax and which the staff member was eligible to use, actual income, actual number of exemptions claimed, actual deductions, state of residence, and other relevant data, using the method used to calculate the tax allowance under section 3. The actual deductions, reduced as provided above, will also be prorated between Bank Group income and spouse income. In the case of part-year staff applying for a tax allowance under this section, federal and state income taxes will be calculated taking into account the staff member's total actual Bank Group compensation, actual outside earned or pension income (in lieu of annualized salary), spouse income (if applicable) and actual deductions for the year. The tax allowance payable will be the taxes so calculated multiplied by the ratio which the staff member's total Bank Group compensation bears to the sum of total Bank Group compensation plus actual outside earned and/or pension income plus spouse income.

Time of Payment
4.04 
Payment of tax allowance under this section will be made in the quarter following the staff member's application for the tax allowance, provided application is made by a date specified by the Chief, Payroll/Tax Section, or a designated official from time to time. Payment of tax allowance pursuant to applications made in the last quarter of a year may be made in that quarter.

Verification Procedures
4.05 
In respect of staff members receiving tax allowance under this section, the Bank Group reserves the right to request from the Internal Revenue Service or state tax authorities tax information, including copies of actual filed tax returns. Upon request of the Tax Section or internal Bank Group auditors, such a staff member must sign Internal Revenue Service Form 8821 and corresponding state forms granting the Bank Group access to the desired information. Only data or forms necessary to verify the information provided in the tax allowance applications or to authenticate the copies of tax returns furnished by the staff member will be requested from the Internal Revenue Service or state authorities.

5. OTHER TAX ALLOWANCES

5.01 
Subject to section 6, all staff members who are citizens of countries other than the U.S., or who are nationals, but not citizens of the U.S., and whose Bank Group compensation is paid net of taxes and who incur income taxes on Bank Group compensation may apply for a tax allowance calculated and payable as determined by the Chief, Payroll/Tax Section or a designated official. The tax allowance will be calculated on the same or similar bases as are set forth in sections 3 and 4 to the extent the Chief, Payroll/Tax Section or a designated official will decide, considering the applicable income tax legislation, the availability of average deduction statistics, and the practicability of alternative methods of calculation.

6. SPECIAL PROVISIONS FOR STAFF MEMBERS HOLDING SHORT TERM CONSULTANT, SHORT TERM TEMPORARY EXTENDED TERM CONSULTANT, AND EXTENDED TERM TEMPORARY APPOINTMENTS

6.01 
If a staff member holding an appointment mentioned in the caption is paid Bank Group compensation net of income tax and an income tax is imposed on his or her Bank Group compensation, the Manager, Human Resources Services Compensation Management or a designated official may determine the gross amount of Bank Group compensation that would have been paid the staff member had compensation been paid gross initially and thereafter, and the staff member will be paid gross compensation. The amount of gross compensation will be the gross amount paid or which would have been paid to a staff member subject to the same tax legislation with the same or similar professional skills for the performance of the same or similar duties. The difference between the amount so determined and the Bank Group compensation paid will be paid to the staff member in lieu of a tax allowance calculated under the foregoing sections of this Rule.

7. SOCIAL SECURITY TAX REIMBURSEMENT
Amount of Reimbursement
7.01 
A staff member whose compensation is subject to social security taxation will be paid a reimbursement for social security taxes on Bank Group compensation as provided in this paragraph. No reimbursement will be paid for social security taxes or contributions the payment of which is not compulsory. Subject to paragraph 7.02 below, the amount of reimbursement will be the difference between the amount of social security taxes paid by the staff member and, if less, the amount of such taxes the staff member would have paid on Bank Group compensation had it been paid by a taxable employer whose employees were not exempt from social security taxation. If the amount of social security taxes is subject to a maximum and the staff member has paid such taxes on sums other than Bank Group compensation paid net of income taxes, before or during employment with the Bank Group, the amount of such payments will be subtracted from the reimbursement paid to the staff member by the Bank Group.

7.02 
If the Bank Group permits a staff member to participate in a governmental social security system in lieu of providing benefits it generally provides to staff members holding the same appointment, and the staff member pays social security taxes or contributions directly, the amount of reimbursement will be the amount of such taxes or contributions or a portion of such taxes or contributions determined by the Manager, Human Resources Services Compensation Management or a designated official, based on the payments made by employees of taxable employers generally or the employer share of the benefits foregone by the staff member.

Time of Payment
7.03 
Reimbursements of social security taxes for staff whose duty station is headquarters will be made before the due dates for payment of social security taxes at the times income tax allowances are paid. At offices other than headquarters, reimbursements will be made at times determined by the Manager, Human Resources Services Compensation Management or a designated official.
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