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Independent Contractor vs.

Employee
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IRC 3121(d) and Reg. 31.3121(d)-1

= Anyindividuialftindersusualicommontavy
rules
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pay for any person:

— Statutory Employees

Gontinuedieonmextslide



— Any individual who performs services
thatarennclideditinderanfagreemeni
enteredinterinder Section 248ieirsecial
Security Act
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COMMON LAW STANDARD
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= Employer-employeerelationsShipreXxists
WhenstherbUSIneSSHerWhIChithe

SERVICESIake PERGrMEGhasithe to
cdicECt andrcontrolfthe A VerKERWNG
performs the services

= NOIESEmMployerdeestnothaVerto
exercise the right for this to apply



Agreement between State and SSA for Social
Security and Medicare Coverage

Voluntary
Most originated in 1950’s-can still be modified

Agreements cover positions, therefore, any
worker filling that position is covered

Contact Tom Parker at INPERS to obtain a copy
and answer questions as (e/who Is covered by It



Facts that provide
evicdence eifthe
degree of control and
Independence fall
INtEthKEE

categories.

Behavioral Control
Financial Control

Relationship of the
Parties



Are Instructions provided?

Who determines work schedule—
hours/days, locations etc?

Is training provided?

Are there required methods or procedures
to follow?

What assistants are hired terhelpiwith the
work?

Whoerdecidesiwnere torpurcnase Supplies
and services?



Who provides the office space, supplies,
COmMpPULEr; andrether BUSINess equipment?

Are there unreimbursed BUSINESS EXPENSes?
Who pays assistants?

What IS payment arrangement (I-e: eury
ate; moentnly eor vy j018)?

Does the worker advertise services?

DRES thewoerker seek additional BUSInESS
ePPOrURItes and Werkiin the relevant
market?

ISTthereran eppertinity,termakera
pProfiterlessiasraresult ol BUSINESS
decisions?



Does the payer provide benefits (paid
leave, health, life, pension, etc)?

Is the worker covered by payer's
Insurance?

IS there arcontinueus; relatienship?
IS there a Wrtten contract?

Are the services provided an integral part
of the business operation?



Some Factors that may indicate A Worker IS AN
Independent contractor

Makes own schedule
Buys own products
HASIOWIRNPRGRENIUTIBEL
Furnishes own supplies
ULAISHeS ewiieguipient

Makes a profit or loss as a result of
his own business decisions
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Some Factors that may indicate A worker IS AN
employee
RequInea toVearnuniioniis
REGUINEQ OO GELTAalIIGUIS
DS HOLHANGIEIOWIISAIES HEeCEelpLs
[DOESHOLITIAKe I appoIRtNents
QUner proviaesit:aninag

@Unerproviaesieguiprent, SUupples
anagnaternals

Can quUIL euWILHGULIAnIIIE Lo
employer
Stands no risk of loss



WHO ARE GOVERNMENT
EMPLOYEES?



GOVERNMENT EMPLOYEES



— Elected and Appointed Officials
— Volunteer Firefighters
— Election Workers

— All Groups under a Section 218
Agreement






Elected & Appointed Officials



Elected Officials are Employees for
Federal Income Tax Withholding--IRC 3401(c)

Elected and Appointed officials will usually be
employees for FICA Withholding--IRC
3121(d)(2), due to these factors:



Examples
— Mayor
— City Attorney
— Judge or Justice of the Peace
— Building Inspector

— Board Members (Township, Health, Drainage,
Council, etc)

— Road Commissioner
— Animal Control Officer



Volunteer firefighters are employees for tax
purposes if they meet the common law tests

All employment tax rules apply

Per diem/Per call; Iraining/Meeting
payments—considered wages—subject to all
employment taxes

Allowance or' Reimbursement of protective
fire clothing—follows accountable plan rules,
non-taxable with receipt

Allowance or Reimbursement of mileage—
commuting to fire station IS personal, taxable
to employee



Funding for the work is through a Grant

Careful analysis should be made to
determine if common law factors are
present

Form SS-8 can be submitted for
determination of treatment



Effective 4/1/86, State and local government
employees whorare not covered for secial SeCUrIty.
LUnder a Section! 218 Agreement or by mandatory.
law, and wWho were hired or renired after March 31,
1986, are subject to mandatory Medicare only
coverage

Effective 7/1/91, full social security is mandatory, for
all State and local gevernment employees whe are
not covered by a gualified retirement system—IRC
3121(d)(4)



Provides factors used to help

determine worker status as either an
Independent contractor or an employee

Can be filed by firm or worker with
Internal Revenue Service to determine worker

status



Each case Is dependent on the exact
facts and circumstances and the
evaluation of the control factors...

If you have an employer-employee

relationship, it makes no difference how it is
labeled



Allows eligible taxpayers who are not under
audit te) veluntarly: reclassify thelr WerKers as
employees for future tax periods

Taxpayer pays reduced amount for employmenit
tax due

Must meet certain criteria to apply

Not available for workers covered under the
Taxpayer’s Section 218 agreement

More information available at FSLG website



Employer’s Responsibilities
When Hiring Employees

B rorn



Itheremployeerfallsitoe
submit a W-4, withhold

at SINGLE with O
allowances.




Withhold, pay and deposit payroll
taxes (Federal Income & FICA)

Malntain heoKS & HECOLUS

NOHHNARS el any changesfin the
business

File reporting forms



Employer Recording
Requirements

INMantainfheeks &

minIMmUmMmiei4Vears:




Data elements required in payroll records

(per individual):
*Name By Pay Date:
*Social Security Number * Check number
*Home Address *Date Paid
e Date Hired * Gross Earnings

*Description and amount

* Date Terminated/Reason .
of each deduction

for termination

*Net Earnings

BOB JONES

PAY TO THE ORDER OF

FIRST NATIONAL BANK

H =1 EEIZ P77 m B4 TPEE' Z]1Z8]



Gross amount of wages

Amounts deducted from
wages

DESCHPtIoN of deductions<‘,/§”>
From wages
Net amount of wages

Year-to-date wages Is
optional




INDIVIDUAL COMPENSATION RECORD
NAME: SOCIAL SECURITY NUMBER:
ADDRESS: START DATE:
CITY, STATE, ZIP: W4 STATUS:
TELEPHONE: PAY RATE:
TERMINATION DATE TERMINATION REASON:

DATE PAID | CHK | HOURS PAY GROSS FICA MEDI- FED CA STATE NET PAY
NO. RATE CARE INCOME SDI INCOME
TAX TAX
QUARTER
TOTALS:
YEAR-TO-
DATE

TOTALS:




Cash Wages

m Cash

m Salary

m Vacation Pay
m Sick Leave

m Per Diems/Per
Call Stipends




Non-Cash Wages

m Fringe Benefits

m Fair market value
of non-cash
payments (i.e.,
meals, lodging or
personal use of
business car)




o 941 for 2012: Employer's QUARTERLY Federal Tax Return 950112

Flav. January 2012) Departiment of the Treasury — Interral Ay OMB No. 1545-0029

;Wlﬂ-mm'-mw Report for this Quarter of 2012
Name (ot your trace name) %’ [] 1: January, February, March
e — |

(] 3: uly, August, September
o 3 5 [ 4: October, November, December

Prior-year forms are available at
www.irs goviforma41.

Number of employees who received wages, tips, or other compensation for the pay period
Including: Mar. 12 (Quarter 1), June 12 (Quarter 2), Sept. 12 (Quarter 3), or Dec. 2 (Quarter 4)

Wages, tips, and other compensation . . . . . . . . . . . . .

Income tax withheld from wages, tips, and other compensation o G

If no wages, tips, and other compensation are subject to social security or Medicare tax. ] check and go to line 6.
Column 1 Column 2

Taxable social security wages . x 104 = .

Taxablesoclalsecurltytips . . | . | x.104m P
Taxable Medicare wages & tips. I:J x.029 = .

‘Add Column 2 line 5a, Column 2 line 5b, and Column 2 line 5¢

Section 3121(q) Notice and Demand— Tax due on unreported tips (see Instructions)
Total taxes before adjustments (add lines 3, 5d, and 56) .

Current quarter’s adjustment for fractions of cents .

Current quarter's adjustment for sick pay .

Current quarter's adjustments for tips and group-term life insurance

Total taxes after adjustments. Combine lines 6 through 9

Total deposits for this quarter, Including overpayment applied from a prlo' gnrm and
overpayment applied from Form 941-X or Form 944-X . . .
COBRA premium assistance payments (see Instructions)

Number of individuals provided COBRA premium assistance .

5a
)
6¢c
5d
Se
6
.
8
9

Add lines 11 and 12a .
Balance due. f line 10 is more than line 13, enter the difference and see instructions

Overpayment. If ine 13 is more than line 10, enter the difference w heck one: [ sy torestrenm [ Sanda remd

» You MUST complete both pages of Form 941 and SIGN . | Next mp- |

For Privacy Act and Paperwork Reduction Act Notice, see the back of the Payment Voucher. Cat. No. 170012 Foem 941 Flev. 1-2012)




Employers subject to
withholding income tax

Employers subject to
withholding Social Security and

Medicare taxes

Seasonal Employers - only
quarters in which they pay
wages or have tax liability



Use Form 941 to report

— Wages, tips, plus other
COmMmpensation SURJECE tONNCOMEtEX
withholding, Social Security and
Medicare

DUENn thermoenthrfellowing the
cleSelelfthercalendarguarter



DUE DATES OF F. 941

—April 30
—July 31
—October 31
—January 31



Employment tax liability is < $1,000

IRS will notify those who qualify for
Form 944

Can request to file Form 941 (must
WhiteT by MarChEliS 2042 e cal Ny ARKIINSS 2042

DUEN Y/ S/ alter the' encrol;
calendar year



Incemertaxawithhoelding hasedron\WW=-4
Social Security

® 6.2%0 (ER) +4.29% (EE) = 10.4%0
(Form 941 and Form 944)

® for the first $110,100 in wages

Medicare

®1.45% (ER) + 1.45%0 (EE) = 2.9%0
(Form 941 and Form 944)
J\[e) Efpp)it



Yourmust iturnishra formi\\V/-2 to
each employee by January 31

File W-2s and W-3 cover sheet to
the Social Security Administration
by February 28



Quarterly/Monthly/Semi Weekly
Deposits

Federal Income Tax (FIT)- IRS

Employer's and Employee’s Social
Security & Medicare (FICA)




There are three types of

Depositors:

Monthly

Quarterly — Form 944
Semi-Weekly

Based eonrtheramotnteilialnii:y
for the four quarters in the
period starting July 1, 2010 to
June 30, 2011. (Lookback
period)



LOOKBACK PERIOD

_JUIEYAIREERNUNESO o phRoRYEears (1e:
/1710 threughre/SO/ 1Y)
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_FDENERIVIINES Y OURIDEROSINFS CHIEDUI =

* MONTHLY OR SEMIWEEKLY



o~

You are a depositor If:

Your total taxes ior thellookhack
period is less than $50,000.

Deposit taxes on the 15th day of
themextmonith:

A new employer is a monthly
schedule depositor if annual liability
over $1,000.



=

You are a depositor
| j4

—Yourhlerarkorm944sandyoeurianintgy,
Is $2,500 or more for the year but
less than $2,500 for the quarter

= DDeEpPeSIt by therendreifthermonith
ellewingrthermonithratter the
quarter.

— Form 941 filers Deposit
quarterly.



You are a depositor if
you meet one of these two
conditions:

Total taxes for the lookback period
IS greater than $50,000.

The $100,000 rule was applied any
time this year.



ISFAB LSRR AN

NO SEMIWEEKLY DEPOSITOR CAN
SEND A PAYMENT WITH THEIR
FORM 941




DEPOSIT RULES (CONT'D)

PAYMENT WITH RETURN
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SINGEmMeRe than 4007296 rule
AND)
JShortiall palcdiby diierdate;Fenmo41!



Electronic Federal Tax
Payment System (EFTPS)

Available 24/7 all year
Free

Payments are initiated by
the Taxpayer


http://www.eftps.gov/

Deposit may be made by telephone
or internet

Can schedule payment up to 120
daysinradvanceroi duerdate

Must make deposit by 8:00PM ET the
day before deposit is due to avoid
penalties



2%o - If deposit is 1-5 days late
596 - If deposit is 6-15 days late

10%0 - If deposit is more than 16
days late

1590 - 10 days after receiving a
notice

10%0 - paying with return or
directly to the IRS

10%0 - for not using EFTPS If
required



Form 1099-MISC



Required Forms for
Vendor Payments



Required for reportable payments of $600 or more

Payee certifies he/she Is not subject to backup
withholding or'is' exempt

Provides information to prepare Form 1099

Failure to obtain, when required, results In
liability for 28% backup withholding



o WW=9)

(Rev. December 2011)
Department of the Treasury
Internal Revenue Service

Name (as Shown on your Income tax return)

Business name/disregarded entity name, if different from above

Check appropriate box for federal tax classification:

[J individual/sole proprietor [J ¢ Corporation

Print or type
See Specific Instructions on page 2.

[] Other (see instructions) »
Address (number, street, and apt. or suite no.)

City, state, and ZIP code
List account number(s) here (optional)

Part | Taxpayer Identification Number (TIN

Enter your TIN in the appropriate box. The TIN provided must match the name given on the “Name" line

to avoid backup withholding. For individuals, this is your social security number (SSN). However, for a

resident alien, sole proprietor, or disregarded entity, see the Part | instructions on page 3. For other
identification number (EIN). If you do not have a number, see How to get a

entities, it is your employer
TIN on page 3.

Note. If the account is in more than one name, see the chart on page 4 for guidelines on whose

number to enter.

Certification
Under penalties of perjury, | certify that:

Request for Taxpayer
Identification Number and Certification

[ s Corporation

[] Limited liability company. Enter the tax classification (C=C corporation, $=$ corporation, P=partnership) »

Give Form to the
requester. Do not
send to the IRS.

[] Partnership [ Trust/estate

2] Exempt payee

Requester's name and address (optional)

SiaEnipunas

Employer identification number

1. The number shown on this form is my correct taxpayer identification number (or | am waiting for a number to be issued to me), and

2. | am not subject to backup withholding because:
Service (IRS) that | am subject to backup withhol
no longer subject to backup withholding, and

3. lam a U.S. citizen or other U.S. person (defined below).

a) | am exempt from backup withholding, or (b) | have not been notified by the Internal Revenue
g as a result of a failure to report all interest or dividends, or (c) the IRS has notified me that | am

Certification instructions. You must cross out item 2 above if you have been notified by the IRS that you are currently subject to backup withholding
because you have failed to report all interest and dividends on your tax return. For real estate transactions, item 2 does not apply. For mortgage
interest paid, acquisition or abandonment of secured property, cancellation of debt, contributions to an individual retirement arrangement (IRA), and
generally, payments other than interest and dividends, you are not required to sign the certification, but you must provide your correct TIN. See the

instructions on page 4.
Sign Signature of
re person >

General Instructions

Section references are to the Internal Revenue Code unless otherwise
noted.

Purpose of Form

A person who is required to file an information return with the IRS must
obtain your correct taxpayer identification number (TIN) to report, for
example, income paid to you, real estate transactions, mortgage interest
you paid, acquisition or abandonment of secured property, cancellation
of debt, or contributions you made to an IRA.

Use Form W-9 only if you are a U.S. person (including a resident
alien), to provide your correct TIN to the person requesting it (the
requester) and, when applicable, to:

1. Certify that the TIN you are giving is correct (or you are waiting for a
number to be issued),

2. Certify that you are not subject to backup withholding, or

3. Claim exemption from backup withholding if you are a U.S. exempt
payee. If applicable, you are also certifying that as a U.S. person, your
allocable share of any partnership income from a U.S. trade or business
is not subject to the withholding tax on foreign partners’ share of
effectively connected income.

Cat. No. 10231X

Date >

Note. If a requester gives you a form other than Form W-9 to request
your TIN, you must use the requester’s form if it is substantially similar
to this Form W-9.

Definition of a U.S. person. For federal tax purposes, you are
considered a U.S. person if you are:

* An individual who is a U.S. citizen or U.S. resident alien,

* A partnership, corporation, company, or association created or
organized in the United States or under the laws of the United States,

= An estate (other than a foreign estate), or

* A domestic trust (as defined in Regulations section 301.7701-7).
Special rules for partnerships. Partnerships that conduct a trade or
business in the United States are generally required to pay a withholding
tax on any foreign partners’ share of income from such business.
Further, in certain cases where a Form W-9 has not been received, a
partnership is required to presume that a partner is a foreign person,
and pay the withholding tax. Therefore, if you are a U.S. person that is a
partner in a partnership conducting a trade or business in the United
States, provide Form W-9 to the partnership to establish your U.S.
status and avoid withholding on your share of partnership income.

Form W=9 (Rev. 12-2011)




An LLC may be taxed as either a sole

PrOPHELorShIP, a pPartnersnip; oF a
corporation

Obtain a W-9 from the payee to determine
their status

report payments to sole proprietors and
partnerships; and, In Seme Cases, to
corporations



Information Returns
Form 1099-MISC

SErVICEesS periormed iy
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payments to employees;
such as fringe benefits or

/N travell reimbursements
(note: If not paid as part of an
acecountan/eplan, iave.
reimbursements and auto
EXPDENISES SoUIA e Ineiiaea i
wages and reported on W-2)

generally, payments to
corporations




Real estate rentals
(unless paid to Real Estate Agent)

Y E I ERERIGS

Rental assistance payments made to
landlerds or eWRers of heusIng pProjects



Other income not reportable in one of
the other Pexes) of the ferm.

Prizes and awards that are not for
services performed.

Various damage payments.

See Form 1099-MISC Instructions for
additional items to be reported.



Form 1099- MISC
Box 7 - Nonemployee
Compensation

Py MENSOISERICESIOIFal PEFSONAVNONSTNOEY O
empleyeer(mayiincludepartsiormateralSiunisome:

FeeisplitSthetweenprofessionals;

INCILICINGICOpOrationS)Farchitectsiana

RPrelessionallSERIGENEES = eXSattorneys
@
accoluntants

PhIZESIan U a\WarGSHOSERVICESIPERIOMEUraSia
nenemployee



Treasury Regulation 1.6045-5
requikes repoerting payments
to attorneys (individuals,
partnerships and
corporations)

— gross proceeds, and
— payments for services of
attorneys

this change was effective for
1998 and later years

Settiement payments that
are'in atterey and claimant
names may require Form
1099MISC to both parties

o ) \



Form 1099-Misc Box 6
Medical and Healthcare Payments

MOKE N

REPOLTpPaymentsitorall

Individualsipartnerships; and
CORPORALIGNS

\iedicalipe 1ymgm'ics INCILICEIQOCLOK;
fees arigs e:angJf, Al fiees;
phySical therapy, etc:

PIaHTIACIES Ol X eXel P LHOSPILAIS:



Payments for only merchandise

Payments of rent to real estate agents
acting as an agent for the owner

Payments to a corporation

Exceptions:
Payments te: medicallanad nealtn cane providers
Payments to Atterneys for legal Services



Report payments on calendar'year basis

Provide copy of Form 1099 MISC to recipient by
Jan. 31 of the following year

Eile with' IRS by Eeb. 28 of'the following year:

Use Form 1096 transmittal’ form to submit Eorms
1099 to IRS

Maintain copies for three years from the due
date (4 years iftback up'withholding applies)



Can | file an extension to file Forms 109972

— Form 8809 (file by Jan 31 for'a 30 day.
extension)

What it'l file the information returns late?
— Penalties apply unless reasonable cause



Failure to Furnish Form to Recipient

Correctly file by March 31

Correctly file after March 31 but before or on August 1

Correctly file after August 1

Failure to File with IRS

for every 1099-Misc Form
Penalty amount can be less if filed by due dates
above



Common Errors that prevent issuance of
“correct” or " " information returns

—allure to obtain identifying information
pefore making payment

—allure to aggregate payments from all
expense categories
Assuming payee Is a corporation:

— because name is "Company or Associates”
— because an EIN is furnished




INORIHIN

Backup Withholding
applies to payments
at 28%0

File 945

TIP!l Get the W-9
INformation before
Jjob Is awarded

© >



FOIM 945 IS USed o) Feport and pay. hackup
withholding to the IRS.

This s anrannual return, due 1/31. of the following year

ordinary deposit rules apply

(Hewever; see Instriuctions for Form 945 tor determine your
deposit schedule)

make Form 945 depesits separate fremiFerm 941
deposits



Report withholding to payee and to IRS in Box 4
of Form 1099-MISC

This applies even though the amount of the
payment may be below the normal threshold for

filing Form 1099.

Send Copies A of all paper Forms 1099 to
the IRS with Form 1096.



Registered Users can verify if Name/TIN
on Form W-9 from vendor is valid

Reduces Name/TIN mismatches on Form
1099 reporting

May establish reasonable cause for penalty
abatement



FEDERAL STATE AND LOCAL
GOVERNMENTS
and

P ITIES

WORKING TOGETHE

D -
"HAND IN HAND®




