
ZEBRA 
Zebra Technologies Corporation 
3 Overlook Point 
Lincolnshire, IL 60069 

p 847-634-6700 
f 847-913-8766 

zebra.com 

August 14, 2015 

Illinois Independent Tax Tribunal 
Office of Legal Services 
100 W Randolph St, 7-900 
Chicago, IL 60601 
Re: Petition 

Dear Sir/Madam, 

The Petitioner, Zebra Technologies Corporation, hereby petition the Illinois 
Independent Tax Tribunal to review and modify the Notice of Deficiency 
issued by the Illinois Department of Revenue for the reasons stated below. 

1) The Notice of Deficiency was issued by the Department on 06/17/15 
assessing a total deficiency of $193,945.71 for taxable periods of 
01/2008 through 12/2010. A copy of the Notice of Deficiency is 
attached to this Petition. 

2) The petitioner is Zebra Technologies Corporation with its principal 
place of business in Lincolnshire, IL. 

3) It is located at 3 Overlook Point, Lincolnshire, IL 60069 and the 
telephone number is 847/793-6745. The taxpayer account number is 
36-2675536. 

Sincerely, 

g~~ 
Eileen Conrad 

Payroll Manager 

84 7-793-67 45 



Additional information for Protest Petition 

3. The Department concluded that the entire adjustment made under the federal audit agreement was 

taxable and reportable to Illinois. Illinois calculated the deficiency based on that assumption. Most of 

the adjustments were based on payments to individuals who neither lived or worked in Illinois. We 

have created a worksheet for those individuals who were residents or lived in Illinois that would be basis 

for calculating the appropriate taxes. 

Background and Relevant Facts 

6-

An audit was initiated by the Internal Revenue Service for the periods 2008 through 2010. An agreement 

was reached by Zebra and the Internal Revenue Service that is outlined with the attached document. 

There were 6 distinct matters covered by the audit 

1. Payments under an acquisition, Wherenet 

2. Reclassification of payments made as 1099 to W-2 

3. Reclassification under IRC Section 3509 (a) 

4. Reclassification under IRC Section 3509 (b) 

5. Settlement for employee 

6. Stock deposit penalty 

7. Payments under acquisition of Wherenet -Stock options paid to two executives of Wherenet 

were not reported as W-2 wages. The two employees lived and worked in California. 

8. Reclassification of payments reported on Form 1099s to W-2. There are 5 employees whereby 2 

employees lived and/or worked in Illinois. 

9. Reclassification under IRC Section 3509 (a) for 9 employees 

10. Reclassification under IRC Section 3509 (b) for 9 employees 

11. Settlements to two former employees were reported on Form 1099. One of the two employees 

live/work in Illinois 

12. Stock deposit penalty for transactions related to two CA employees 



Additional information for Protest Petition 

Applicable Law 

11. TITLE 86: REVENUE 
CHAPTER I: DEPARTMENT OF REVENUE 
PART 100 INCOME TAX 
SECTION 100.7000 REQUIREMENT OF WITHHOLDING (UTA SECTION 701) 

Section 100.7000 Requirement of Withholding (UTA Section 701) 

12. 

Error 1 

a) General rules. Every employer maintaining an office or transacting business 
within this State and required under the provisions of 26 USC 3401 through 3404 
to withhold and pay federal income tax on compensation paid in this State (see 
Section 100. 7010 of this Part) to an individual is required to deduct and withhold 
from such compensation for each payroll period (as defined in 26 USC 3401 ), an 
amount computed in accordance with UTA Section 701 and 702. Illinois income 
tax is not required to be withheld on any compensation paid in this State of a 
character which is not subject to federal income tax withholding (whether or not 
such compensation is subject to withholding for federal taxes other than income 
tax, e.g., F.I.C.A. (Social Security taxes). (As to what constitutes "transacting 
business within this State", see Section 100.7020 of this Part.) 

13. The assessment made by the IL Department of Revenue was based on the assumption that all 

earnings that were identified in the 2008-2010 federal audit were subject to IL taxes as provided under 

Section 100.700. This is not correct. We have the information to substantiate which employees are 

subject to IL taxes for which an amended return is required based on either working or living in Illinois. 

14. 

15. 

Error 2 

16. 

Error 4 

19. 

Conclusion and Relief Requested 

20. Petitioner requests that a review ofthe material submitted that will identify those individuals and 

the relevant payments that are reportable to Illinois. 



Additional Information for Protest Petition 

WHEREAS, Petitioner requests that the Notice of Deficiency be modified or 
cancelled for the reasons contained herein. 

r~ 
Todd R. Naughton 

Vice-President, Business Transformation 



Notice of Deficiency 
for Form IL-941, Illinois Quarterly Withholding Tax Return 

#BWNKMGV 
#CNXX XXX8 8968 2X88# 
ZEBRA TECHNOLOGIES CORP & 
ZEBRA TECHNOLOGIES CORP & 
3 OVERLOOK PT 
LINCOLNSHIRE IL 60069-4302 

1.11 .. 11 ... 11 •••• 11 .. 1.1 ... 1 .. 1 .. 11.11 ••••• 1.111 ..... 11.1 ••• 11 

June 17, 2015 

" ,I I STATE OF 

\_ . llinois 
DEPARTMENT OF REVENUE 

\ . : tax.illinois.gov 
··'-' 

I lllllll llllll II lllll lllll lllll lllll llllll lllll lllll lllll lllll lllll llll llllll lllll llll llll 
Letter ID: CNXXXXX889682X88 

Taxpayer ID: 
Audit ID: 
Audit periods: 
Total Deficiency: 
Balance due: 

36-2675536 
A2053709824 
01/2008 - 12/2010 
$193,945.71 
$193,945.71 

We have audited your account for the period listed above. The attached statement explains the computation of your deficiency 
and the balance due. !!!inois law requires that we notify you of this deficiency and your rights. 

If you agree to the deficiency, pay the total balance due as soon as possible to minimize penalty and interest assessed. Make 
your check payable to "Illinois Department of Revenue," write your taxpayer ID on your check, and mail a copy of this notice 
along with your payment. 

If you do not agree, you may contest this notice by following the instructions listed below. 
• If the amount of this tax deficiency, exclusive of penalty and interest is more than $15,000, or if no tax deficiency is 

assessed but the total penalties and interest are more than $15,000, file a petition with the Illinois Independent Tax 
Tribunal within 60 days of this notice. Your petition must be in accordance with the rules of practice and procedure provided 
by the Tribunal (35 ILCS 1010/1-1, et seq.). 

• In all other cases, file a protest with us, the Illinois Department of Revenue, within 60 days of this notice. If you file a protest 
on time, we must reconsider the proposed deficiency, and if requested, grant you or your authorized representative an 
administrative hearing. An administrative hearing is a formal legal proceeding conducted pursuant to rules adopted by the 
Department and is presided over by an administrative law judge. Submit your protest on Form EAR-14, Format for Filing a 
Protest for Income Tax, (available on our website at tax.illinois.gov). If we do not receive your protest within 60 days, this 
deficiency will become final. A protest of this notice does not preserve your rights under any other notice. 

• In any case, you may instead, under Sections 2a and 2a.1 of the State Officers and Employees Money Disposition Act (30 
ILCS 230/2a, 230/2a.1 ), pay the total deficiency under protest using Form RR-374, Notice of Payment Under Protest 
(available on our website at tax.illinois.gov), and file a complaint with the circuit court for a review of our determination. 

If you do not protest this notice or pay the balance due in full, we may take collection action against you for the balance 
due, which may include levy of your wages and bank accounts, filing of a tax !ien, or other action. 

If you have questions, contact us at the telephone number shown below. 

Sincerely, 

Constance Beard 
Director 

ILLINOIS DEPARTMENT OF REVENUE· 
PO BOX 19012 
SPRINGFIELD, IL 62794-9012 
(217) 524-2230 

IDR-393 WIT (R-07/13) 
P-000004 
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FAX 

Confidentiality Notice 
This eommtmil::at!Or'l ls intended far tbe sole 
US9 of the individual to Whotn it is aadr~d 
and may contain informat1on 111at is prMiesed, 
conflde11!ia1, /ilnd exempt fro111 disi;:losute under 
applicable law. If the reader cf this 
communic:atlon Is not the intended reoipient, or 
the employea or agent for deliV4>rlng the 
communication to th& Intended recipient, ycu 
are hereby notified that any dissemination, 
dlsll'ibution, or copying of this communicallon 
ma)' be strlo;tly prohibited. 

If YQU have reealved this comm11r'llcatlon ill error, please 
rtolifythe sender lm111earat(!ly by tel9phone- call and 
ratum the communication to the fax n1.11nber you will be 
stven. then de$1J'Oylh11 documan1(s}. lbank you! 

TO: 

ZEBR 
Melody Suchatda 

Tax Manager 

Phone 847 955 4732 

Fax Phone 847 793 5586 

Lee: 

I REMARKS: D Urgent 

Taxpayer: ZEBR 

181 For your review 

P.001 

Department of the Treasury 

Internal Revenue Service 

I Date 7/25112 

Number of pages including cover .sheet 39 

FROM: 
Mary 
Angelini 

Phone630.-
49U175 

Fax630-
493·5804 

0 ReplyASAP D P/ea:se Comment 
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Dep;irtme<l\ Qf the Treasuiy.lntamal ~enua S&Nfee 
!Jal:b.r~l'/~b)'~

Re\latiuttSmi= 

Fol"!'l'l2504-WC 
(Mardi 2011) 

Agreem*l\t to A$senment and Collection of Additional Tax and 
Acceptance of Overassessment In Worker Clas$ifieation Cases 

(Emplo>-mont Tax) 
;•m•.~N orl:lN;.oncl ~a<l,,,..-Qf-toxiiay<>~•. 

Zebra Technol<:>sles Corporation 
333 Corporate Woods Pkwy 
Vernon Hill~, IL 
60061-3109 

36-267SS36 

~-·----···-' .. -·--· -··-. ----·---

Tax Perle<! EndGd Return Form Kind of Tax and Jntem:il Amol.ll'ltofTax Cr~lt Increase 
P~nolly Number Ravonue Code SecliQn {D(lo~•~e) 

313l /OS-12131108 941 l'ICA&.trWlll IRC'JIOl, lRC'311l ll. IRC 133,374.39 3'!02. !RC JSO?(o), IRC JS(l9(b) 

3/31 /0<,..1 irJ 1109 941 
F!CA.O.ITWll<IRC 3101, lRC3l 11£ll\{' 133,374.39 :l«li. !RC 3SO'lt.l. IRC lSll'ffl>) 

3/31/10-~ 1110 941 l'lCA&rrWJH ll!CJlOl.JRCJll1~ lRC 133,374,3? l402. IRC J!U?!lJ), !RC' '~(bl 

- =:::,,.. 
Total \_ 400,123.17) 

·-------···-·· ... -- ···---·---· ·-· ... .. ,_ ... ___ ... ...__, ___ .. _. ··--·-
addition. I accept any ov~ent(decrease In lax and panalllas ;ind/or increase In credi\$) shown above. plus any 
by raw. I understand that by &i9"1il19 this agreement I am walvtng Ille restrlcl!Ol'\$ on a6lia$SIT\enl provided in section 7436(d) and 6213(a) oflhe 
lmelna! Re~enue Code of 1986 

"StSrf • 
Here 
Sign • ... 
Here 

Si1,1n I 6y 

r''" Here 

Note. 

If )'Qu consent to the assessment or the amourrts shown In this 
agreemeot, y0ur signatvre will expediU! our adJustmentto your 
account Your eonsent will not prevem. )IOU from filing a ciaim for 
1efund (after you have paid !he laX) if you later believe You are 
entltled to a refund. It will riot prevent U$ ftQm 1$)r determfnln9, !f 
necessary. 1hat )'QU owe additional taX: Ml extend the ~me 
provided by law for either action.. 

Who M11$t Sign 

1r you are making this agreement for a partnership, all P?rirnil'I 
must sign. However, one partner may srgn with appropriate 
evidenoe or aulhorizl;ltion to ect fortie partnership. 

Oalll 

Date 

C~te 

For a coiporation, em.er the officer or officers of the eorpora~M 
followed by the signature and title of the offieer(s) authorized to 
sign. 

An a~ or attorney acting under a Power of Attorney 
aulhorizf;i~i;m mu~t att<ich the authorization to this fcnn unless 1t Is 
already filed willl us. 

......... -.. •• •-••• _, • ..,. .. ,, • ..,.,,..,...,, '' &._. -·-- ""I --- ._.._..., _.,...,..._.. ,.,..v..-o• ""'' • • "'"' o --
Tax PeriOd Endsd RetlJm Form 

Cted~ for ablltom4nt Tax Period £ndod Rc!tumFol'ITI Crudit for abatemont Numoer Number 

CaUllQI) Number 33202Q www.~.gov Fenn 2504-WC (Rev. 3-2011) 
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Page 2 of 7 P<iges 

Departmam of !fie 'rreasUTY- Internal Revenue SeNice Return form number 
Form4668 I 
(Rev. llll<Jreh 2011) Employment Tax Examination Changes Report 941 

Name and Address of Employer Employer ldentilicatlon Number Calendar Ye;ir .• 

Zebra Technologies Corporation 
36-2675$36 

2008 
333 Cotfiorate Woods Pkwy Toti! ta)( plus penalty or (decrease) in tax 
Vernon Hills, IL 

133,374.39 Last qvarter of this 
60061-3109 examination 

Total Increase or (decrease) rn credits 

0.00 12131/2010 

Examination discussed with (Name and title) D Agreed (Subject. to acceplan¢e by the Oire<:tor) 

Melody Saucharda D UnagAied 
(b} (c} 
1st 2nd 

Quarter Quarter 
1. Total social security and Medicare tax adjustment (from 

29,035.77 29,035.77 .Schedule of Adjustments, Line 7) 
2. SOciar secul'ity and Medicare t.ex aclj...stment under !RC 

3121(q) (fri:>m Schedule of Adjl.l$tments. l.ine S) 
3. Increase (decrease) in tax exemption on exempt wages/tips 

(From ~eclule of Adjustments, Line 10) 
4. Total income 1ax withholding (from Schedule of Adjustmertts 

4,307.83 4.S07.S3 l..ine 17) 
5. Delinquent tax or increase (decmasa} in tax (Lines 1, 2 and 

.33,343.60 33,343.60 4 minus/plus Line 3) 
6. Net increase (decrease) in Credits (from Schedule of 

Adjustments, Line 23) 
7. Penalty code section 6651(a)(1) 
8. Penalty code section 6651(a)(2) 
9. Penalty eode section 6656 

10. Panaltycodesectiori 
11. Total penalty ($1.1m of L.!nes 7, 8, 9 and 10) 
12. M!lllimum tax avallable for abatement under !RC 

'.None None 3402(d} 

Form 2504-WC, scction 7436 i~~ 

Examlne~s name 
Angelini 

catalog N11mbe123:?7SZ 

GrotJP Number 
1163 

www.irs.gov 

Area 
t.B&l:FS:ET 

{d) (e) 
3rd 4th 

Quarter Quarter 

29,035.77 29,03$.76 

4,307.83 4,:307.83 

33,343.60 33,343.59 

None None 

Date 
7/24/2012 

Form 4668 (Rev. 03-2011) 
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Page 4 of 7 Page$ 

Forrn4668 I Department of the Treasury- Internal Rovlll\ue SeNlee Return form number 

(Rev. March 2011) Employment Tax Examination Changes Report 941 

Name and Addl'e$$ of' Employer Employet l<lentlfication Number calendar Year 

Zebra Tec.bnologie!l Corporation 36·21S7S536 2009 
333 Corporate Woods Pkwy Total tax plus penalty or (decrease) in rax 
Vernon Hill<;, IL 133,374.39 

Last quarter of this 
60061-31-09 examination 

Total increase or (dei:rease) in credits 

0.00 12131/2010 

Examination discussed with (Name al'ld title) Cl Agreed {Subject to acceptance by the Dil'eci.or} 

Melody Saucharda. D Unagreed 
(l>) (c) (d) (e} 
1st 2nd 3rd 4th 

Quarter Quarter Quarter Quarter 
1. Total social security and ~dicare 1ax adjustmer\t (fr¢m 

29,025.77 29,035.77 29,0SS.77 29,035.76 Schedule of Adjustments, Une 7) 

2. So<;ial security and Medicare tax adjustment under lRC 
3121(q) (from Schedule of Adjustments. Line 8) 

3. Increase (decrease) in wx exemption on exemptwageslt!ps 
(From Schedule of Adjustments. Line 10) 

4. Total ineome tax withhold!n9 (from Schedule of Adjustments 
4,307.83 4,3-07.83 4,307.83 4,307.83 Line 17) 

5. Delin(luenttaxor Increase (decrease) in tax (Lines 1. 2 and 
33,s.4.MO 33,34.'3.60 33,343.60 33$43.59 4 minus/plus L.ine 3) 

6. Net Increase (decrease) in credits (from SChedule of 
Adjustments. L.lne 23) 

7. Penally code seetion 5651{al(1) 
8. ?enall'/ code section 6651(a)(2) 
9. Pen<ilty code section 6656 

1 O. Penally code section 
11. Total penalty (sum of Lines 7, 8, 9 and 10) 
12. Maximum tax available for abatement Utldet IRC 

None None None;: None-3402(d) 

Under lRC sections 0051 anl;I 0071 and the regulations under those sections. you are requited to furnish Form W-2o {Corrected W-et.Je 
and Ta>: Statement) on or before the last day of JanUSl"J to each of the employe¢3 whose wages are 
adjusted by this report. Also. you are required to file the original ~statements with FOriii'W-3C (Transmittal of Correct~ Wage and 
Ta:< Statementll) by the las! day of February , IRC 6721 and 6722 ~rcvide pen;;ilties for failure 10 file and failure to furnish 
these statements by the reqUired dates. P!e<i:se ~statements with! 

EJ<am111er's name 
~.~gelirU 

Ca~log Null'lber2327SZ 

Internal Revenue Service 
CC?..SCOwcroft Building 
Man Stop 4030 
1973 North Rulon White Blvd. 
Ogden UT 84404 

Fonn 2504-WC, wction 7436 issues 

Group Number 
1163 

www.irs.gov 

lvea Date 
r:s&I: FS:E'I' 7124/2012 

Form 4668(Rev. 03·2011} 
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Paga __ 6 of 7 Pages 

Rirm466S I Oepm'fment of the Treasury- lnternel Revenue S~ce Retul't! form m.imber 

(Rev. Mardi 2011) Employment Tax Examination Changes Report 941 

Name and AddreS$¢f employer Employer ldentifiealion Number Calendar Year 

Zebra Teehuologies Corporation 36-Z675536 2010 
333 Corporat.e Wood!:; l'l"WY To1al uix pl1.1& penally or (decrea~) In tax 
Y=onHills,!L 133 .. ~74.39 I.a& quarter of this 
60061-3109 examination 

Total Increase or (doorease} In credits 

o.oo 12/.H/2010 

Examination diScussed with (Name and title) 0 Agreed {Subject to acceptance by the Director) 

Melody Sauchill"da D Un agreed 
{b) (c} 
1st 2nd 

Q1.1arter Quarter 
1. Total social seCl.lrity and Medicare tax adJustment (from 29,035.77 29,0SS.77 Schedule of Adjustments, Line 7) 
2. Social security and Medlcare tax adjustment \lllder IRC 

3121(q)(from Schedule of Adjustmerrts, Une13) 
3. Increase (decrease) in tax exemption on exempt 'Hages/tips 

(From Schedule of Adjustmenis, Line 10) 
4. Total income tax withholding (from Sched~te of Adjustments 

4,307.83 4,307.83 Line 17) 
5. Delinquent tax or increase (decrease) In tax (Lines 1, 2 and 

33,343.60 33,343.60 4 minus/plus Line 3) 
6. Net incr~ (decrease} in credits (from Sehedule of 

Adjustments, l..ine 23) 
7. Penalty code section G651(a)(1) 
8. Penalty code section 6651(a)(2) 
9. Penalty code section 6656 

1 O. F>enalty code section 
11, Total penalty (sum ofl.ines 7. $, 9and 10) 
12. Maximum tax available for abatement under !RC 

Nono None 3402(d) 

Form 2:504-WC, section 7436 issues 

Elc;lmlriersname 
Mary .Angelini. 

Catalog Nvmber23275Z 

Grolip Number 
1163 

www.il'$.gov 

IArea 
L:S&:r:I<S:ET 

(d) (e} 
3rd 4th 

Quarter Quarter 

29,035.77 29,035.76 

4,307.83 4,307.83 

33,.343.60 33,343.59 

None None 

Date 

7/24/2012 

Form 4668 (Rev. 0$-2011) 
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Rirm2504 
(March 2011) 

Ocpartmenlofth& Tr•••ul)'-lnlem$1 Revenue service 
Ag(eement to Assessment and COJlection 

·o... """'"''"fliy lnlomal 
R•vonuoServ!Oe 

of Additional Tax :and Acceptance af OVerassessment 
(e(f;l4o or Emptoymilt2t TIR<) 

Nsme.~a~:ind~of ~sHN~i;i~QC' 

Zc:bra Technologies Corpon1tion 
333 Corponrtc Woods Pkwy 
VemonHllls,JL 
60061-3109 

36-2675536 

. -- --····-... - . .. -·--·- -·~. ~-·-···--

Tax ~riod Ended ~!um Form Kin<! of T~ and Inter~ Amount al Tax 
C!l!Oil !ncresoo Penally 

Nunwer Revenue Code SectJQll (O!lcraase) 

313 !/08-l2/3 lf08 941 RCA& ITW/IJJ\tC3101,IRC31!1 &!RC 69,081.58 39.609.90 34Q2 

3/Sl/09--12/3JI09 941 RCA&. lTW/M l!\C3101,IF.C3lll &DU: 
69.081.58 39,609.90 3402 

3131/10-12131110 941 
l'!CA&.ITWIH!l\CSIC!,IRC3111 Ame 69,081.58 39,609.90 

:>4-02 

..----~ 

To1at ~7,244.74. :') 118,829.70 
•-----·•-~L-LI--•·- ··--''·•- - •••••••·-·--"-•-·-- 'i .• --'----hl--•--' "- _,_ ~---- ·- ___ _.,,_ ---"- ...... '-- -· --·· __ ._ - ___ ....... _ ~-
addition, I a@pl any overassessment (de=~ In t.>J( and pona/51111 anlilor increase In ctt>Dlts) show11 above. I $1i;c;> ,greo to any Interest as 
provided by 1<1w. 

r-~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~r.o~~~~~~~~~~~~-

By Title 

If you consent to the as=ment¢f ttle arnOW'!I:$ $hown in this 
agreement, your signature will expedite our ad)l.IStment to your 
account. Your consent will not pt event you tern 1ilin9 a ~m for 
refund (after you have paid the lax) if you tater believe ycu are 
entitled to a refund. It wl\J not prevent us ftom later determlnlng, Jr 
n1;1ce$$<1ry, 1hat yo~ awe addifional tax: nor extend ti'te time provided 
by lawror elthen1ction. 

Who Must Sign 

If you are making this agreement fer a partnership, all partnara must 
sign. However, one partner may sign with appropriate 
evidence of authormon tc ad for the partnership, 

·-·-···-·. ---------. --··---·- -··---

TaxPoriod~cl 
RetumFonn Aba!llment amount Number 

Dato 

Oare 

For a corporation, enter the offi<::er or afficers of 1fle corporation 
followed by the signature and tiUe of tt1e officer(s) :autnoriZed to 
sign. 

An agent or attorney acting under a Power of AttOmey 
authorlzaUon mustattach the authorization to lhls fQrm unless It 
is 3\readyflled with us. 

--- -· --- ---·-···----· -

T~x Period ended Rel~mFoll'll Abatement amQ1lnt Number 

ca1a1oa Number 21 ns~ www.1rs.9cv Form 2504 (Rov. :J-2011) 
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P?SO Z Cf l_ Pages 

l"OITI'l4668 I Department of the T1easwy-lntemal ~enve Servll» Return form number 

(Rev. March 2011) Employment Tax Examination Changes Report 941 

Name and Address of Ernployet Employer Identification Nvmber calendar Year 

7.ebra Tecbnoloi,oics Corporation 3&-2675536 2008 
333 Corporate Woods Pkwy Total tax plus penally or (decrease) in tax 
Vernon Hills, IL 108,691.48 Last quarter of this 
60061-3109 examination 

To1<1l ln<:rease of (decrease] in credits 

0.00 
12/3112010 

Examination discussed with (Name and title} D Agreed (Svbject to acceptance by !he Director) 

Melody Sa1.1ohatda D Unegreed 
(b) {c) (d) (e) 
1st 2nd 3rd 4th 

Quarter Quarter Quarter Quarter 
1. iota! social security and Medicare tax adjustment (from 

15,138.47 15,138.47 15,138.47 l.S,!38.45 ScneduJe of Adjusttrients, Une 7) 
2. So6e.I secllrity and Medicare tax adjvment under IRC 

3121((!) (from Schedule of Adju$b'llerrti;, Line 8) 
3. Increase (decrease) in tax exemption on exempt wages/tip$ 

{From SchedU!e of Adjustments, Line 10) 
4. Total income tax withholdlng (from Schedule of Adjustmenls 

2.131.93 2,131.93 2,131.93 2,131.93 Line 17) 
S. Delinquent tax or increase (decrease) ln tax (Lines 1. 2 and 

17,270.40 17,270.40 17,270.40 17,270.38 4 minu~p!us Line 3) 

6. Net increase (decrease) in credits (from Schedule of 
Adjustments, Line 23) 

7. Penalty code section 6651(a)(1) 
8. Penalty code section 6651(a)(2) 
9. Penalty code section 6656 9,902.48 9.902.48 9.902.48 9,902.% 

1 O. Penalty code sectlon 
11. Total penaJty(sum of Lines 7, a, 9and10) 9,902.48 9.902.48 9,902.48 9,902.46 
12. Maximum tax available for abatement under lRC 

2,131-93 2,131.93 2,131.93 2,131.93 3402(d) 

Form 2504, i\0!1·Section 7436 ~~ 

5xamil'lefs name 

Mary AIW:clini 

Catalog Number 232762: 

Gicii.tpNumbar 

1153 
www.irs.gov 

Area !Date 
L'B&l:FS:ET 7/2412012 

Fonn 4668 (Rev. 0~2011) 
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P:otg8 4 of 7 Pages 

Form466S I Department of the 'l'teasury - Internal Revenue Service Return form number 

(Rev. March 2011) Employment Tax Examination Changes Report 941 

Name and Address of Employer Employer Identification Number calendar Year 

Zebra Technologies Cm:poration 36-2675$36 
2009 

333 Corporate Woods P1..-wy Total tax plus p~nalty or (decrease) in tax 
VernO!l. liill~. IL 

108,'591.48 Last quarter of this 
60061-:H09 e)lafllinalion 

Total incteaseor(decrease) I~ ere<fits 

0.00 !2131/:2010 

Examination discussed with {Name and tltle) a A.greed {Subject to acceptance by the Director) 

Melody Sauclu.rda Cl unagreed 
(b) (c) (d) (e) 
1st Znd 3rd 4th 

Quarter Quarter Quarter Quarter 
1. Total social soourity and Medicare la){ adjustment (from 

15,138.47 15,138.47 tS,138.47 15,138.45 Schedule of Adjustments, Line 7} 
2. Social security and Medicare til){ adjustment under IRC 

3121 (q) (from Schedule of Adjustmenls, Line 8) 
3. Increase (decrease} in tax exemption on exempt wage$/tips 

(From Schedule of Adjustments, Une 1 OJ 
4. Total income tax withholding (from Schedule of Adjustments 

2,131.93 2,r:>l.93 2,[31.93 2,131.93 Line 17} 

5. Oelirniuenttaxor increase (C!ecrease) In tax(Unes 1. 2 and 
17,270.40 17,270.40 \7,270.40 17,270.38 4 minus/plus Line 3} 

6. Net in~ (decrease) in ¢redits (from Schedufe of 
Adjustments, Line 23) 

7. Penalty code section 6651(a)(1) 
8. Penalty code section S651(a)(2) 
9. Penalty code seatlon SllSS 9,902.48 9,902.48 9,902.48 9,902.49 

1 0. Penalty code section 
11. TotaJ penalty(sum of Lines 7. a, 9 and 10) 9,902.48 9,902-48 9,902.48 9,902.46 
12. Maxim1,lll1 la){ available for abatement under IRC 

2.,131.93 2,131.93 2,131.93 2,131.93 3402(d) 

Under IRC sections 6051 lilnd 6071 and the regulations under those sections. y0u ate required to furnish Form W·2c (~ed Wage 
and Ta>t Statement) on or before 1he last day of January to each of the employees whose Wl:lges are 
adjusted by this raport. Also, you are required to flle the o~gi~etatements with F~ (Transmittal of Corrected Wage and 
Tax.Statements} bylhe last day of February • IRC 6721 and~ provide penalties f¢rfalluretofile and fanure to fumish 
these statements by the required dates. Please~ statements with: 

Examiner's name 
Mary .Ati.2elini 

CalalQg Number 23275Z 

Internal Revenue Service 
CCP-Scowcroft Building 
Man stop 4030 
1973 North Rulon White Blvd. 
Ogden UT 84404 

Form 2504, non-section 7436 issues 

Gii;JupNumber 
ll63 

www.irs.gov 

!Area 
LB&I:FS:Et 

Date 
7/2412012 

Form 4668 (Rev. 03·2011} 
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Page ___?_ of 7 Pages 

Form 4668 ! Oepar1ment of 1he Treasury- Internal Revenue Service Return fol'!TI n l,lmber 

(Rev. March 201 i} Employment Tax Examination Changes Report 941 

Name and Address of Employer Employer Identification Number Calendar Year 

Zebra Tcclmologies Corporation 36-2675536 2010 
333 Corporate Wooas l>kwy Total tax plus penalty or (decrease) in lax 
V cm on fillls, IL 

108,691.48 
Last quarter of this 

60061-.3109 examination 
Tolal lnetease or (decrease) In crl\ldlls 

0.00 12/31/2010 

Examination discussed with (Name <md title) a Agreed {Subject to acc:eptan~e by the Director) 

Melody Saucharda D Unagreed 
(b) (<:} 
1st 2nd 

Quarter Quarter 
1. Total social security and Med1<;<1.re tax adjustment (from 

15,138.47 15,138.47 Schedule of Adjuslments, Une 7) 
2. Social security and Medl<:are tax adjustment under IRC 

3121{q) (fl'Om Schedule of Adjustments, Une S) 
3. Increase (decrease) In !<!ix exemption on exempt wages/tips 

(From Seheclule of Adjustments, Line 10) 
4. Total income tax withholding (ff om Schedule of Adjustments 

2.131.93 2,131.93 Line 17) 
5. Delinquent tax or increase (decrease} in tax (Lines 1, 2 and 

17,170.40 17,270.40 4 minuslplu11 Line 3) 
6. Nat increase (decrease) in craarts (from Schedule of 

Adjustments, Line 23) 
7. Penalty code section 6651(a)(1) 
8. Penalty code section 6651(a)(2} 
9. Penalty code section 6656 9,902.48 9,902.48 

1 O. Penal\V code section 
11. Total i:ienalty(sum ofLines7, 8, 9 and 10) 9.902.48 9,902.48 
12. Maximum lax available for abatement under !RC 

2,131.93 2,131.93 3402(d) 

Fonn 2504, non-section 7436 issues 

Examlnars name 
Mary Angelini. 

0;111atog Number 232752: 

Group Number 

1163 

www.irs.gov 

'Area 
. LB&.l!FS:ET 

(d) (e) 
3rd 4th 

Quarter Quarler 

15,138.47 15,138,4$ 

2,131.93 2,131.93 

17,270.4() 17,270.38 

9,902.4S 9,902.46 

9,902.48 9.902,46 

2,I~l.93 2,131.93 

Dam 
7/2412012 

Fonn 4668 (Rev. 0~2011) 



Zebra Technologies Corporation 
36-2675536 
2-000, 2D09, 2010 MA 

Summary of Adjustments 

7/2412012 
D Wisherds Stock 

ET1 132,50944 nol on W2 
ET1 Wherenet Stock $/H 1099 

B Logsdon mlsciaasified 
ET1 on 1,408,446.30 lis1 

ET2 Retlass 1099 W2 EE 
ET2 Reclass 3509(a)X .1066 
ET2 Rec!ass 3509{b) X .1371 
ET3 SeU!ements 

Stock Deposit Penalty 
ET4 1,408,446.30 

Stock Deposit Penally 
Navls Stk Options 

ET4 200,235.43 
Stock Deposit Penally 
1,285,997 .82· 

ET4 92233:JIF1203764. 

I.led Wago SSW&g& l!'ITWWage 

132,609.44 17,675.00 
338,4l02.00 308,605.00 

10,435.88 10,435.88 10,435.88 

713,394.00 196,911.<JO 
956,(133.84 5{}2,797.50 956,633.84 

96.060.72 96,060.72 96,060,72 
46,000.00 46,000.00 6,000.00 

3,224,473.03 

Modl<>ar~Tax SS Tax FllW 

3,842.77 . 4,418.75 
9,821.78 38,254.62 -

302.64 1,294.05 2,008.97 

20,688.43 24,416.96 -
16,645.43 44,104.13 14,349..61 
1,950.03 8,338.07 2,881.82 
1,334.00 5,704.00 1,600.00 

Total ET Due Total ET Due 2008 

Total ET Due Tote I ET Due 2009 

Total EfDue T<ltal ET Due 2010 
Total ET Due 2008, 2009, 2010 

2008 

8,261.62 
48,076.40 

4,205.66 

45.105.39 
76,099.07 
13,169.92 

8,538.00 

15,066.76 

3,140.02 

~401.10 

242,065.67 

242,065.87 

242,065.87 

726,197.61 

~ 
"" (JI 

I 

"" ~ 
"' 
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-<I 

OI 
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Fol'!'n886-A \ 
(Rev. JamJaiy 1$94) 

Name Of tmcpayer 
ZEBRA TECHNOLOGIES 
CORPORATION 

LMSB:PFTG 

Explanation of Items 

I
-Tax ldeMdilcatlon N\imber 
36-2615536 

Issue: Stock Options and Stock Option Income as Wages 

See Attached Spreadsheet 

FACTS: 

P.021 

Schedule nuirilier-or-extiibit 
Form 5701 ET 1 886A 

Yearl?eriod ended 
200812 200912 201012 

some of the stock shares and some of the Income associated with the stock shares did not have 
the proper amo1.1nt of withheld for employee Social Security and Medicare taxes that should be 
considered as taxable income. It was determine(:! th<it the value of these shares should be 
reported as taxable compensation during the period in which the shares vest and are sold to pay 
Employment Taxes. Based on the final review, it was determined there was en underpayment for 
the Social Security, Medicare and Federal Income Tax (FIT) withholding. 

1A!'![: 

Internal Revenue Code (lRC) §61 and Treasury Regulation (Reg) §1.61 provides that, except as 
otherwise provided, gross income rneans all income from whatever source derived, including, but 
not limited to, compensation for services Including fees, commissions, fringe benefits, and similar 
items. 

Per lRC §3402, an employer who makes payment of wages to an employee must deduct and 
withhold from these wages an Income tax collected at the source determined by tables or 
computational procedures done on the wages paid. Under IRC §3402(d), if the employer does not 
withhold this income tax on the employee, the employer is responsible for payment of all taxes. 

TAXPAYER'S POSITION: 

In agreement. 

·CONCLUSION: 

It is the government's position that the wages to the employees are subject to Social Security 
Medicare and Federal Income Tax. 

N>nn SSS.A (1-1984) Catalog Number20810W Page 1 publl$h.noJrs.gov Oepartment ¢f the Treasury-lntetnal Revenue Sel'llice 
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FQrm 5701 
(Rev. occ:omber:ZOOO) 

N~""'<>f-ayer 
ZEl!RA TECHNO~QGIES CORPORATION 

Name ~nd tiUo of person townom dnfivared 
SIJC1"1~,Molo<fy 

Eniity '"' tlll!l piQ~aojusirumf 
ZEBRA 7ECHNOLOGIES CORPORATION 

LMSB:PFTG 

l)ri~ntoflh""Ttt=r.iy • tntam;J RMlll.IS&:ir.a 

Notice of Proposed Adjustment 
lsaua No. 
ET-2 

t>ole 
0712~12 

Based on the informa~on wo now hsvs available and our dl$ou55lons wHh you, WQ bel1$Velhe proposed a~ustmantliiit'iKI below should be 
lne!Uded in !he revenue agent's report HQWever, It you have ~ddi1ional lnfomr.itlon lhld waul<! alter or rov°"'o 1hr. J1l'QIXll!8l, ple3$c 
rum!Sh this information as soon as ~ble. 

P.023 

Years Amount Account or return Una SAIN NO. lS$1JeCode 
200S12 S1,7116,j)88$ Othor deduotiona(not II~) 526 034ll1 '°4-00 

:l00~12 $1,766,0BB.58 0-,jt~uction> (not llated) 5211 00401,04-00 

201012 $1,7~.088.5& Ot1'ar dododioiis (net~) 5211 00401.04--00 

Rea.sons fnr Propo$iilr;I AOj\lstment (J/n.tatplMalJOltat1t1ct~""'ti .. k..prnanfMtp:"°ptaV/rJOdboilrNl,llll}~up1111n1ft'l'lt!OC/M~"1>f(l{MB&M/~d~ 

JS.&..t,IE! Whether certain workers should be recla$$itied from Independent Contractors to Employees 

See 886A for Explanation of Law 

TaxpB)'W$/ Rop,....n!Blive'aAdlcn: 

D ASr•&d O Agreed In Part D DIS!ll!reed D Hava addilional Jn!Qrmal!Qn; WID ~bma by: 

TuXpo.yef's/ ROpriloonl'11ive's Signature 

II Di:111greed In Pott or In F"11 • Chock here fnrconsl<torJ!llQn ¢1 F~:it T"1CI< Sotllomont 

0Texpayer D IRS 
T"iam Marl89er 
Morldo, lllomsa w 

Patti - Yaxoayof3 Filo COpy 

,,._....;:7~tl~ 

Wlatjorie Cybuls~ 1!,~...........:;;:..:~ 
~"'llilliltt"''""""'"""" 

ca~ No. 42770J 

Acting Te;un Ma.11ag.:;i- lI 63 

wwwJrs.gov 

,~ 

D<>le 

i.24.20!.2 

F¢lll'l 5701 (Rov.12-2006) 
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1"orm886-A I 
(Rev. January 1994) Explanation of Items 

Schedule number or e:<lllbit 
Fonn 5701 ET 2 886A 

Name Of taxpayer I Tax /dentifleatlon Number Year/Peli~ ended 
ZEBRA TECHNOLOGIES 36-2675536 200812 200912201012 
CORPORATION 

not constitute "holding one's self out 1"o others. • .. " 

Treasury Regulation § $1.3121(d}-1(c)(2) provides th<'!t generally, Ula relationship Of employer and 
employee exists when the person for whom the services are performed has the right to control and 
direct the lndlvidual who performs the services not only as to the resul1s to be accomplished by the 
work, but also as to the details and means by Which the result is accomplished. That is, an employee is 
subject to the will and control of the employer not only as to what shall be done, but also as to how it 
shall be done. In this connection, it is not necessary that the employer actually direct or control the 
manner in which services are performed; it is sufficient if he or she has the right to do so. In general, if 
an individual Is subject to the control or direction of another merely as to the result to be accomplished 
and not as to the means and methods for accomplishing the result he is an independent contractor. 

In determining whether an individual is an employee or an independent contractor under the common 
Jaw, all evidence of control and autonomy must be considered. Facts illustrate whether there is a right 
to direct or control how the worker performs the specific tasks for which he or she is hired, whether 
there is a right to direct or control how the aspects of the worker's activities are conducted, and how the 
parties perceived their relationship. These factors provide evidence of the degree of control and 
autonomy. 

Treasury Regulation§ 31.3121 (d)-1(a)(3) provides that if the relationship of en employer and employee 
exists, the designation or descrlptloli of the parties as anything other than that of employer and 
employee is immaterial. Thus, if such relationship exists, it is of no consequence that the employee is 
designated as a partner. co-advemurer, agent, independent contractor, or the like. 

In interpreting the code sections listed above, the courts have considered many factors in deciding 
whether a worker is an independent contractor or employee. These relevant factors fall into three main 
categories: behavioral control, financial control, and relationship of parties. 

Behavioral Control: These facts show whether there is a right to direct or control how the worker does 
the work. A worker is an employee when the business has the right to direct and control the work.er. 
The business does not actually have to direct or control the way work Is done-as long as the employer 
has the right to direct and CQntrol the work. 

Financial Control: These facts show whether there is a right to direct or control the business ~rt of the 
work. The three indicators of financial control include financial investment of the contractor, opportunity 
for profit or loss and paying the business expenses that arise in the coul'Se of the work being 
performed. 

Relationship of the oarties: These are facts that illustrate how the business and the worker perceived 
their relationship. The payment of employee benefits and the written contract are indicators of how the 
parties perceived their relationship. 

social Security and Medicare Tax: Internal Revenue Code § 3101 and § 3111 impose Federal 
Insurance Contributions Act (FICA) tax on "wages," as that term is defined in§ 3121(a). OASDI (FICA) 
taxes consist of the Old Age, Survivors and Disability Insurance tax (Social security tax) and the 
hospital Insurance tax (MediC<l.re tax). These taxes are imposed on an employer under § 3111 (a} and 
(b) on the wages paid by the employer with respect to employment (employer portion of OASDI (FICA} 

Form 886-A (1-1994) ca\<ilog Number20810W Page2 publlsh.no.irs.gov D~rtmerit ol the Treaswy-lntemal Revenue Setvice 
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Foim886-A I S¢11eclule number or exhibit 
(Rev. Januaiy 1994) EXplanatlon of Items Fom'I 5701 ET 2 886A 

Name 011alcj)3yer I Tax ldetltifioation Number Year/Per1¢c;1 ended 
ZEBRA TECHNOLOGIES 36·2675536 200812 200912 2010'!2 
CORPORATION 

subject to direction and control. When the success or continuation of the business depends to an · 
appreciable degrea upon the performance of certain services, the workers who perform those services 
must necessarily be subject to a certain amount of control by the business. The work performed by the 
individuals classified as independent contractors were critical to the company's goals. 

The nature of a worker's occupation also affects the degree of direction and control necessary to 
detennine worker states. Highly trained profesi;ionals such as art directors, photographers may require 
very little, if any, training and/or instruction on how to perform their services. Nevertheless, an 
employer-employee rela1ionshlp can eXist between a business and workers. The absence of need to 
control should not be confused with the absence of right to control. Review of the independent 
contracts showed that the independent contractors need to work closely with current employees to set 
and adjust priorities. 

Financial Control: 

If the payment for services is by the hour, week, or month, generally points to an employer-employee 
relationship, provided that his method of payment is not just a convenient way of paying a lump sum 
agreed upon as the cost of a job. Where as, a payment made by the job or on straight commission 
generally indicates that the worker is an independent contractor. Tne individuals classified as 
independent contractor were paid based on an hourly set amount. When the individuals billed for their 
services. the number of hours worked was shown on the invoices and the total amount of the invoices 
was the number of hours worked times the hourly agreed amount. 

If the person or persons for whom the services are performed ordinarily pay the worker's business 
and/or traveling expenses, the worker is ordinarily an employee. Based on the review of the 
independent contractor agrl;lements, the company was responsible for the payment of reasonable 
expenses to be incurred in connection with the delivery of the services. 

If the person or persons for whom the services are performed furnish significant tools, materials, and 
other equipment tends to show the existence of an employer~employee relationship. Review of the 
independent contractor agreements show that upon termination the individual returns all property of the 
company including equipment, business or product plans, and other records, and any materials 
generated or produced by the contractor in providing the services. 

A worker who can realize a profit or suffer a loss as a result of the worker's services is generally an 
independent contractor, but the worker who cannot is an employee. If the worker is subject to a real 
risk of economic loss due to significant investments or a bona fide liability for expenses. such as salary 
payments to unrelated employee$, that factor indicates that the worker ls an independent contractor. It 
is sometime asserted that because a worker can receive more money by working longer hours or 
receive less money by working less, the worker has the ability to incur a profrt or loss. This type of 
inc::ome variation, however, is consistent with employee status. Based on the review of the independent 
contractor agreements, the company was responsible for the payment of reasonable expenses to be 
incurred in connection with the delivery of the ser11ices. Therefore, the independent contractor doesn't 
have the abiltty to realize a profrt: or incur a loss. 

Relationship of the Parties: 

The factors of relationship of the parties reflect how the work.er and the business perceived their 

Form 886-A(M994} C\llalQg Number20810W ?age4 publi$h.no.lrs.gov DepartmentoflheTreasury-lnternaJ Revenue Service 



Zebra Technologles Corporation 

3£·2675536 
:ioos, 2001J, 2010 
1099 Income and W2 

712412012 

'fotal Wages Reclassed 713,394.00 
956,633.84 

96,060.72 
1,7fi6,088.56 

1099 Income and W2 
Employees 

llzValdes 
Kris Olsen 
Claudio Ramirel: 
Craig Ebersole 
Ed Kaplan x CEO 

vendor list Wages 

5,2.B 
22,148 
43,950 

150,823 

Sev 491,260 

713,394 

5,213 
22,148 
43,950 

150,823 

491,260 

713,394 

Medicare 

Wage FICA Wage FITW wages Medicare FICA 

5,213 5,213 151 646 
22,148 22,148 642 2,741> 
43,950 43,950 1,275 5,450 

150,823 102,000 4,374 12,648 

491,260 23,600 - 14,247 2,926 

713,394 196,911 20,688 24,417 

Total ETOue 

FITW Total 

798 
3,389 
6,724 

17,022 

- 17,173 

45,105 
45,105 

2008 45,105.39 
2009 

2010 

45,105.39 
45,105.39 

135,316.17 
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Zebra Technologies Corporation 
36-267S536 
2008, 2009, 2010 MA 
Individual$ Reclassified 3509(a) 

712412012 
Med 

EILEl;N ECK 306,000.00 

SUSAN P LANDIS 216,163.00 
BRIAN R KENDALL 134,740.00 
JOANNE E KELSEY .31,9.10.00 
DANE WATKINS 68,220.00 
KAREN J:l.LIS-WHITE USE 2052i 26,127.00 
BOBSMlTH 34,582.SO 
*JENNY MORGAN 114,933.34 
GINNY Mill.AA 23,958.00 

956,633.84 
EE Social Security Medicare 

SS 

102,000.00 
102,000.00 . 

102,000.00 
;n;910.oo 
GS,220.00 
26,127.00 

34,582.50 

102,000.00 
23,958.00 

592,797.50 

FIT'vV lotal 3509(a) 

306,000.00 
216,163.00 
134,740.00 
31,910.00 
68,220.00 
26,127.00 
34,582.50 

114,933.34 1099 for44,333.35 
23,958.00 

956,6S3.84 

P.031 

FITW 0.0029 OM?.d -·-- . O.DlS 0.0303 
2,774.24 7,350.69 

956,633.84 592,797.50 
ER Social Security Medicare 0.0145 0,062 

13,87Ll.9 36,753.45 

Total Employment Tax Due 16,645.43 44,104.13 

14,349.51 24,474.43 

501624.64 

14,349.51 ! 75,0~9.07! 
2008 ·-~75;099:07" 
2009 7S,099.o7 
2010 75,099.07 

Total ET Due 245,297.21 

0.0765 

0.1068 
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Fomi886-A I SCl'ledule number er flllhlb!t 
(Rev. Januaiy 1994) Explanation of Items Form 5701 ET 3 886A 
Name of taxpayer I TaK ldentificat!on Number Year/Period ended 
ZEBRA TECHNOLOGIES .SS-2675536 200812 200$12 .20101.2 
CORPORATION 

~ Whether $eitlernent payment to a former employee constitute wages subject to Federal 
Income Tax and OASOI (FICA)/Medicare Tax withholding. 

2008 2009 2010 
Medicare Wages 45,00D 46,000 46,000 

667.00 
EE Med X .0145 667.00 667.00 

ER Med X .0145 667.-00 007.oo 667.00 

EE ER Medicare 1,334.00 1,334.00 1,334.00 

SS Wage 45,000 48,000 46,000 

2,852.00 2,852.00 2,8$2.00 
EE SS X .062 (2011 .042) 

2,852.00 2,852.00 2.852.00 
ERSSX.062 

5,704.00 5,704.00 5,704.00 
EE ER Social Sec1,1rity 

FITW Tax $6000. x 25% 1.500.00 1,500.00 1,500.00 

Total Employment Tax a~.oo 8,538.00 S,538.00 25,614.00 

~ 

During 2008, settlement agreements were entered Into belWeen the Taxpayer (TP) and former 
employees. The agreements were entered Into to resolve sueh alleged employee claims as age 
discrimination, wrongful termination, and retaliation. The settlement payment relieves the company of 
the expenses of more potential liabilities and attorney fees relating to taking these cases to court A 
review of this settlement payment revealed that the TP failed to allocate proper amounts to wages even 
though the former employee alleged lost wages. earnlng ootential and lob benefits. Information retums 
were tiled for the former employees that had received the settlement amount 

LAW: 

The taxability of court settlements, or through a settlement agreement entered into in lieu of such 
prosecution, falls under section 104(Compensatlon for injuries or Sickness) and related regulations. 

!RC 104(a)(2), as amended by section 1605 of the Small Business Job Protection Act of 1996, provides 
generally that gross income does not include amount of any damages received (whether by suit or 
agreement} on account of personal physical injuries or physical sickness. Section 104{a) further 
provides that, for purposes of paragraph (2), emotional distress is not treated as physical injuries or 
physical sickness except to the extent of damages paid for medical care (described in IRC213(d)(1)(A) 
attributable to emotional distress. 

Fomi 886-A{1·19$4) ~~109 N11mlier20&10W Pa9e 1 publi:lh.no.i~gov Oepartmentof1heTrea:;uiy-lntemal RevenueSel'Yic:e 
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Form886-A I Sched~le nl.ll1lber or exhibit 
(Rev. January 1$94) Eixplanation of Items Ferm 5701 CT 3 886A 

Nante of la"P8)'er I Tax ldentlfli:atton Num~er Year/Period ended 
ZEBRA TECHNOLOGIES 36-2675$36 200812 200912 201012 
CORPORATION 

lntemaI Revenue Code 3102(a) provides the requirement that the tax imposed by 3301 shall be 
collected by the employer of the individual, by deducting the amount of the tax from the wages paid. 

Internal Revenue Code 3102(b) provides every employer required so to deduct the tax shall be liable 
for the payment of such tax. 

TAXPAYER'S POSITION: 

In Agreement 

GOVERNMENT'S POSITION: 

The government concludes that the settlement payment to the former employee is " wages'' under 
Internal Revenue Code 3401(a) and 3121((a) and are subject to the employment taxes computed under 
section 3402(a), 3101 and 3111. The TP has provided no evidence that the lawsuit settlements were 
assessed on anything other than iost wages and benefits. The TP has not provided any evidence that 
the payment to prior employees have been compensation for any medical bills for any medication or for 
any medical payments for physical injuries. The company is liable for the employment tax computed 
under the full rate for the employee and employer share of the OASDI (FICA) up to the wage limits and 
Medicare Tax. As an alternative to conducting an in-depth analysis of settlements for the 2009 and 
2010 tax years and to help facilitate case closing and to reduce taxpayer burden by having the taxpayer 
provide a large quantity of records. the Service discussed tne use of a mutually agreed upon resolution 
technique with the tiixpayer to resolve the issue for these years. Since a review of the 2008 settlements 
resulted in i:in adjustment, it is being proposed to apply the net audit adjustment from the 2008 tax year 
to the 2009 and 2010 tax year. To reduce iaxpayer burden and help facilitate case Closing, FITW was 
not assessed on individuals who received a 1099. 

Form 886-A {1-1994) Catalog Number20810W Page 3 pullr.sn.oo.irs.gov Oep>lrlment of the Treasury·lntemal Revenue Service 

·-----------· --·----·--·-··········-·· 
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Name of taxpayer I Tax lden!iffcaUon Number YearJPeMod ended 
ZEBRA TECHNOLOGIES 36-2615536 200812 200912 201012 
CORPORATION 

ISSUE: Deposit Penalty 

The taxpayer is liable for late deposit penalties on withholding taxes due on wages eonstructively paid 
on the exercise of non-statutory stock options. 

ADJUSTMENTS: 2008 2009 20'!0 
Deposit Penalty on Stock 396,099.00 396,099.00 396,099.00 
Options x10%= x10%= :x.10%::;; 

39,609.90 39,609,90 39,609.90 

FACTS: 
The Taxpayer granted quallfiecf employees stock options under the company's plan. Employees who 
were granted stock options exercised these options in 2008 and 2009. An analysis was conducted to 
determine if the options being exercised had the appropriate taxes withheld and to determine the taxes 
related to the options were timely deposited. The results indicated that some deposits were late. 

The taxpayer is required to deposit the withholding taxes on stock option exercises within one day, if 
the amount exceeds $100,000, or by the next semi-weekly due date, tf accumulated amounts do not 
exceed $100,000. 

LAW; 
internal Revenue Code {IRC) §83(a) proVides that if in connection with the performance of services, 
property is transferred to any person other than the person for whom services were performed, the 
excess of the fair market value of such property at the first tlme the rights of the person having a 
beneficial interest are transferable or are not subject to a substantial risk of forfeiture over the amount 
paid for such property shall be included in income of the service perfonner in the first taxable year in 
which the rights of that person in the property are transferable or ~re not subject to a substantial risk of 
forfeiture. 

Treasury Regulation (Reg) §1.83-7 provides that with regard to a steel< option without a readily 
ascertainable fair market value at date Of grant, /RC §SS{ a) and (b) shall apply at the time the option is 
exercised ot otherwise disposed Of. 

Reg §1.83-7 further provides that IRC §83(a) and (b) apply to the transfer of property pursuant to such 
exercise, and the employee realizes compensation upon such transfer at the time and In the amount 
determined underlRC §83(a)and (b). 

For purposes of taxes imposed under the Federal Insurance Contributions Act (FICA), Reg 
§31.3121(a)-2(b) provides that wages are paid by an employer at the time they are actually or 
constructively paid. Wages are constructively paid when they are credited to the account of or set apart 
for an employee so that they may be drawn upon by hfm at any time although not actually reduced to 
possession. To constitute payment in such a case the wages must be crecfrted or set apart for the 
employee without any substantial limitation or restriction as to the time or manner of payment or 
condition upon Which payment is made, and must be made available to him so that they may be drawn 
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ZEBRA TECHNOLOGIES 36-2675536 .200812 200912 201012 
CORPORATION 

IRC 6656(b)(1)(A)(iii) 10 percentifthefaUure is for more than 15 days. 

TAXPAYER'S POSmON: 

In Agreement 

CONCLUSION: 

The Government concludes that late deposit penalties under IRC §6656(a) are warranted for the 
deposits determined to be made after the due dates determined by the semi-weekly deposit 
requirements and the over $100,000 deposit requirements; but they did not comply with the plain 
language of the Code section and the regulation section which states that deposits must .be made the 
next day after accumulating a tax liability of$100.000 or more. 
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