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Buying and Selling Vacation Time— 
Pros, Cons and Key Considerations

Allowing employees to buy and sell vacation time, though not a widespread 
practice, can create goodwill. But employers may want to consider the significant 

administrative challenges of this benefit before deciding to offer it.
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E
mployees cherish their 
work-life balance and 
time off to be with 
friends and family, but 
this hasn’t always been 

the case. According to Cindy Aron, au-
thor of Working at Play: A History of Vaca-

tions in the United States, the notion of vaca-
tion time didn’t really emerge until the 20th 
century when more and more men began 
working in the corporate world and society 
became less agricultural. In a farming cul-
ture, life was work; there was little separation 
between the two. In the age of industrialism, 
employees began looking for a separation 
between their life outside of work and their 
jobs. Today, vacation time is cherished by 
employees as a highly valued benefit. 

Time Is Money
An exact dollar amount can be as-

signed to an employee’s time off. De-
termine an employee’s daily pretax rate 

of pay, for both exempt and nonexempt 
employees, by dividing the person’s annual 

salary by 52 weeks and again by the standard 
number of hours worked per day (i.e., eight 

hours per day). For part-time employees, multiply 
their hourly rate by their standard number of daily 

work hours. In terms of an employee’s vacation time, 
the daily rate is the cost value associated with each 

day of vacation.
When vacation time is viewed as part of to-

tal compensation, time really is money. When 
showing employees the value of their benefits 
in a total compensation statement, employers 

often include the annual value of the ex-
act dollar amount of time off provided 
by the company. If an economic value 

is being placed on vacation time, it can 
make sense to consider vacation time a 

commodity that can be bought or sold.

Policy Highlights
Many companies allow employees to 

take extra time as unpaid. However, al-
though the practice is not widespread, some 

companies offer employees the opportunity to 
buy and sell their vacation time. Buying extra 

time allows employees additional time that might not other-
wise be granted under company policy. The ability to spread 
the cost out over the course of a year—rather than experienc-
ing a one-time drop in pay—may lessen the financial impact 
on an employee. For an employee planning an overseas trip 
or needing more time for a wedding or honeymoon, for ex-
ample, this can be especially helpful. Conversely, an employ-
ee who sells his or her vacation time back to the employer 
may need the money to buy a car or to add to savings to 
create some extra cushion.

A company’s decision to offer such a program likely is 
based on its desire to offer flexibility in benefits to employees. 
Benefit plans are no longer one-size-fits-all, and the same 
goes for time off. What one employee may want or need for 
annual vacation can be vastly different from another employee. 
Offering the option for an employee to either buy more vaca-
tion or sell some of what he or she has allows the company 
to offer flexibility. With time being such a valued benefit, this 
goodwill can go a long way with employees.

Most policies that allow employees to buy and sell vaca-
tion time are set up through the company’s Section 125 plan. 
The Section 125 plan allows employees to use pretax deduc-
tions from their salaries to make benefit selections such as 
medical, dental or life insurance. The option to buy or sell 
vacation time becomes another such option. Since this is an 
election under the Section 125 plan, employees must make 
this election during open enrollment. If an employee fails to 
select the option, he or she must wait until the next open 
enrollment period to choose to buy or sell time.

When an employer implements the vacation buy/sell 
policy under its Section 125 plan, employer and employees 
avoid certain tax obligations. In contrast, where a cash-out 
option is available at the end of the year and not under the 
Section 125 plan, the employee must pay taxes on the payout. 

At the end of the plan year, Internal Revenue Service (IRS) 
guidelines for the Section 125 plan require that any remain-
ing vacation time purchased through the program cannot be 
carried over into the following year. This balance of time can 
be paid out at the end of the year and will be taxed as wages. 
Additionally, when determining vacation balances, employ-
ees must use their time off provided by the company first and 
then the additional purchased time.

Plan Design
Setting the Limits

While most companies offer the option to buy and sell 
vacation time through their Section 125 plan, the plans 
differ from there. When designing a buy/sell plan, the em-



benefits magazine august 201244

vacation

ployer should think about limits to the 
amount of vacation time it’s willing to 
offer. For example, many employers 
will restrict employees to either buying 
or selling a week’s vacation time and set 
a minimum of one day. On the upper 
end, determining these limits will de-
pend on the bandwidth of the company 
to support extended vacations. A small 
company with many sole practitioners 
may find it difficult to have an employ-
ee out for an extended period of time. 
In a larger company, this may be more 
feasible. The determination for the 
minimum days will be weighed against 
the administrative work it will take to 
implement the program and the value 

to the employees. Both are subjective 
calls and may need to be tweaked after 
an initial plan year.

Purchasing Power

There are two ways a company can 
set up its Section 125 plan and the op-
tion to buy/sell vacation time. If the 
company gives employees a certain 
number of flex credits to purchase ben-
efits, those credits can also be used to 
purchase additional vacation time. In 
such a case, an employee will choose to 
use his or her flex credits to purchase 
additional vacation days or any other 
company benefit such as medical, den-
tal or other insurance coverage.

If the company doesn’t use flex cred-
its for benefits selections, salary deduc-
tions or payments can be set up to buy 
or sell the time. If salary deductions are 
being used to purchase additional days, 
these deductions are typically spread 
out over the plan year so that there are 
a set number of equal deductions over 
a monthly or biweekly payroll. Any de-
ductions to salary should not bring an 
employee’s salary below minimum wage 
for hours worked in the pay period.

If the plan is set up through a Section 
125 plan, deductions to salary can be 
taken pretax. If selling vacation back to 
the company, this is considered taxable 
income. Keep in mind the ramifications 
to other wage-based programs such as 
401(k) or life insurance if an employee 
will be selling back time and increasing 
the annual wages accordingly.

Considerations
Termination

If a participating employee termi-
nates employment during the plan year, 
this would affect his or her payments. If 
the employee purchased days and hadn’t 
taken them all upon termination, he or 
she would be entitled to a refund of those 
days. If, however, the employee bought 
days and took more days than have been 
fully paid back to the company through 
salary deductions, the employee could be 
required to pay that money back to the 
company. In some states this can be done 
easily through a salary deduction from 
the final paycheck. In other states, it is 
more difficult to make this salary deduc-
tion from the final paycheck, so check 
with state guidelines on such deductions. 
Remember, the deduction should not 
decrease the final paycheck to less than 
minimum wage for the hours worked 
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or she has allows the company to offer flexibility. With time being such a valued benefit, 
this goodwill can go a long way with employees.

•   Most policies that allow employees to buy and sell vacation time are set up through the 
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tions from their salaries to make benefit selections such as medical, dental or life insurance.
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changes in benefit status.
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during that pay period. If salary deductions are planned for 
upon termination, this should be clearly defined in plan docu-
ments and employees should be aware of this when enrolling 
in the program.

Leave of Absence

When an employee takes an unpaid leave of absence, 
payments and/or reimbursements will stop during the un-
paid leave. Upon return, payments can be reinstated and the 
amount should be recalculated based on the number of re-
maining pay periods during the plan year. For a paid leave of 
absence, payments can be continued as planned.

Change in Benefits Status

If a participating employee’s employment status chang-
es during the plan year and he or she is no longer benefit-  
eligible, the employee should receive a refund for any unused 
vacation days purchased under the plan. If the employee has 
taken days and not yet fully paid for those days through sal-
ary deductions, the employee should be required to either 
continue these deductions or reimburse the company. Where 
there is a reduction in pay with the employee going part-time, 
be sure that salary deductions do not bring his or her salary 
below minimum wage for hours worked in the pay period.

To Be a Benefit . . . or Not?
The 2011 Paid Time Off Benefits Survey conducted by Zy-

ware, Inc., through insurance brokers and consultants found 
that 2% of employers offer the option to buy and sell time to 
employees. An additional 1% of companies offer the option 
to buy only, with an additional 11% offering the option to sell 
time. If this is such a seemingly good option to offer employ-
ees, why are so few companies offering it?

Offering the option to buy and sell vacation time can pro-
vide employees flexibility with their time off and, in the eyes of 
many employees, be a great benefit. But it doesn’t come with-
out a price. The mere administration of the plan can be a huge 
undertaking from an administrative and payroll perspective. 
Each employee will have unique deductions or payments 
based on his or her salary and the amount of days to be bought 
or sold. These amounts must be determined at the beginning 
of the plan year for each participating employee and commu-
nicated to the employee. Additionally, since the bought days 
must be used after the days provided by the company, there 
must be a system in place to track the days appropriately.

To an employee, the benefit of buying and selling vacation 
time would be realized in total compensation and the flex-
ibility to affect vacation time. To those employees who con-
sistently forfeit time at the end of the plan year, this benefit 
would provide the opportunity to sell back time typically lost 
and receive compensation for it. Beyond total compensation, 
what’s more important to many employees is their work-life 
balance and having more control over their time. 

While the opportunity to sell time back to the company 
may be seen as a benefit to many, it may undermine the es-
sential need for employees to take time off. Vacation time 
is designed to give employees a break from work to reen-
ergize so that they may return refreshed and rejuvenated to 
complete the tasks ahead of them. If an employee is offered 
the chance to sell vacation time, he or she may be sacrific-
ing much-needed vacation time, which later could affect em-
ployee productivity and even morale. Those companies that 
offer the program have found that the benefits of flexibility 
and total compensation outweigh this risk.

Due to the potential ramifications to both employees and 
payroll/benefits staff, an employer interested in setting up 
this type of program should weigh the pros and cons of the 
program for the company. Reviewing the company’s current 
strategy on time off and weighing it with the overall com-
pensation and benefits strategy will give an employer an idea 
of where it stands and where such a policy could make a dif-
ference. Additionally, a survey of different levels and func-
tional areas of employees will provide a good overview of the 
value of this benefit. Together, this information can then be 
weighed with the administrative cost to implement so that 
the plan offered is advantageous to both the employee and 
employer.  
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