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EMPLOYEE RETENTION CREDIT 
 
**The IRS announced on September 14, 2023, that due to a significant amount of abuse they have placed 
a moratorium on the processing of all new claims through the end of 2023.  This means that the IRS will 
not process any newly filed ERC claims until it works through its backlog of more than 600,000 claims, 
which will not occur until next year. This does not mean that the IRS is shutting down the ERC program, 
they do not have the power to do that; only Congress and the President can do that. It also does not mean 
that the IRS is refusing to pay valid ERC claims that were already filed or will be filed in the future. It just 
means that there will be delays in receiving refunds. 
 
If you have filed a claim and it has not been processed and you believe it is incorrect because you were 
misled by bad advice, you can withdraw it to avoid penalties. But, if the IRS believes a taxpayer willfully 
filed a fraudulent claim, it might initiate a criminal investigation. 
 
The IRS is developing a program for companies that received the ERC refunds and now believe their 
claim was improper. But to avoid penalties and interest, the business must repay the refund. There will 
be more details on this before the year end. 
 
The deadlines to file are firm and extensions or exceptions are not permitted. The deadline to file 2020 
claims is April 15, 2024, and the deadline to file 2021 claims is April 15, 2025.  If eligible you should still 
file your claim as soon as possible and the IRS will get to when it gets to it. 
 
The Employee Retention Credit (ERC) is a refundable credit that can be applied against certain payroll 
taxes. The Consolidated Appropriations Act was revised in 2021, extending the program to 12/31/21 and 
allowing businesses that received a Paycheck Protection Program (PPP) Loan to now qualify for ERC. 
However, the Infrastructure Investment and Jobs Act will terminate the ERC early, making wages paid after 
September 30, 2021, ineligible for a credit (except for wages paid by an eligible recovery startup business). 
 
The significant decline ends on the first day of a 2020/2021 calendar quarter where gross receipts are 
more than 80% of those for the comparable quarter in 2019. 
 
The credit is claimed each quarter on Form 941 and is taken against the employer’s share of social security 
tax through Quarter 2, 2021, and against the employer’s share of Medicare tax for Quarters 3 & 4, 2021. 
Additionally, any excess is refundable. In anticipation of receiving the credit, employers can retain (without 
penalty) employment taxes that otherwise would have been deposited (including federal withholding and 
employee share of Social Security and Medicare taxes). 
 
For those that now qualify for ERC due to the revisions earlier this year from the Consolidated 
Appropriations Act, an amended 941 return can be submitted for up to three years.  
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Wages used in calculation of other credits are excluded from qualified wages used for this credit. These 
credits include: 
 

• Paycheck Protection Program (PPP) 
• Paid Sick and Family Leave under the Families First Coronavirus Response Act (FFCRA) 
• Employer Credit for Paid Family and Medical Leave 
• Work Opportunity Credit 

 
See guidelines on chart below based on covered period: 
 

 
RECOVERY STARTUP PROVISION 
 
ARP ACT modified and extended the employee retention credit for the third and fourth quarters 2021. 
The infrastructure ACT terminated the employee retention credit for wages paid in the fourth quarter of 
2021 for employers that are not recovery startup business. 
 
To be eligible for the Recovery Startup provision of the Employee Retention Tax Credit, you must meet 
these two criteria: 
 

1. Your business mut have average annual gross receipts of no more than $1,000,000 over the three-
year period including 2018, 2019 and 2020; and 

2. You began a new trade or business after February 15, 2020. 
 

EMPLOYEE RETENTION CREDIT (ERC) 
Covered Period 03/13/20 – 12/31/20 01/01/21 – 06/30/21 06/30/21 – 9/30/21 
# Employees for Eligibility < 100 < 500 < 500 
Partial/Full Shutdown 
 
-or- 
 
Significant Decline of Gross 
Receipts 

Government 
mandated partial or 

full shutdown 

Government mandated 
partial or full shutdown 

to 05/15/21 

 
 
 

>50% Reduction >20% Reduction >20% Reduction 

Revenue Quarter 
Comparison 

2020 to Same Qtr of 
2019 

Q1 2021 to Q1 2019 or 
Q4 2020 to Q4 2019, 
Q2 2021 to Q2 2019 

Q3 2021 to Q3 2019 
Q4 2021 to Q4 2019 

Calculation 
50% of first $10,000 
in qualified wages 

per employee 

70% of first $10,000 in 
qualified wages per 

employee in that 
quarter 

70% of first $10,000 in 
qualified wages per 

employee in that 
quarter 

Maximum Credit Per 
Employee/Quarter 

N/A $7,000 $7,000 

Maximum Credit Per 
Employee/Year 

$5,000 for 2020 $28,000 for Year 



 
6 

What is a New Trade or Business? 
By definition, a ‘new trade or business’ can be an entirely new company, or it can be a new trade, product 
or service offering within an existing business. At minimum a business must: 
 

1. Enter into and carry on a new activity with a good-faith intention to earn a profit; and 
2. Engage in the new activity on a regular and continuous basis. 

 
If you started a new activity within an existing business, the next several questions provide additional 
support for your claim. The more you can answer in the affirmative, the stronger your claim. But no single 
factor is definitive. We advise that the new business activity should meet at least two of the following: 
 

• Are there separate records or bank accounts for this business activity? 
• Is the activity performed in a separate facility or location? 
• Is the activity performed by different employees? 
• Does the activity have a different name or brand? 
• Does the activity have a different website or marketing strategy that supports it? 
• Does the activity target different customers? 
• Does the activity require you to invest in different assets or hire new employees to perform it? 

 
How Much is it Worth? 
Under the Recovery Startup provision, the credit amount is 70% of qualified wages paid from either the 
start of the new trade business or July 1, 2021, whichever is later. Qualified wages are capped at $10,000 
per employee per quarter. The total credit cannot exceed $50,000 per quarter, with a maximum of 
$100,000. The credit can be claimed in the third and fourth quarters of 2021. 
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FEDERAL DEPOSIT REQUIREMENTS 
 
Base Period 
Frequency of deposits depends on the liability in the “base period.” Deposit ruling is applicable for the 
entire year unless a $100,000 liability occurs, then requirements automatically switch to semiweekly. 
 

• Base period for 2024 = Qtrs 3 and 4 of 2022 
Qtrs 1 and 2 of 2023 

 
Deposit Schemes and Rules 
Quarterly 

• Liability < $50,000 in base period and < $2,500 at the end of the quarter. 
• Deposit due prior to the end of the month following quarter's end or pay with Form 941. 

 
Monthly 

• Liability < $50,000 in the base period. 
• Deposit due prior to the 15th of the next month. 

 
Semiweekly 

• Liability > $50,000 in the base period, and specific current liability is less than $100,000. 
• Deposit due depending on what day of the week is payday. 

1. Payday - Saturday, Sunday, Monday, or Tuesday – Deposit due on the next Friday. 
2. Payday - Wednesday, Thursday, Friday – Deposit due on the next Wednesday. 

 
One-day deposit 

• Liability > $100,000 at any time during any normal monthly or semiweekly depositing period. 
• Deposit due the next banking day. 

 
Payroll tax deposits are generally required to be made by Electronic Funds Transfer (EFT). See pages 49 
and 50 for more on the Electronic Federal Tax Payment System (EFTPS). The only exceptions are payments 
that can be made with tax returns - such as deposits for employment taxes under $2,500 that can be made 
with a quarterly Form 941 or the annual Form 940. The EFTPS requirement covers corporate income and 
estimated taxes, FICA taxes, withheld FIT, non-payroll taxes (such as backup withholding), FUTA and excise 
taxes. 
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Shortfall Rule 
If certain conditions are met, the IRS allows a “safe harbor” shortfall so employers are not penalized for 
depositing an amount less than the entire amount of their deposit obligation. An employer satisfies its 
deposit obligation if the amount of the shortfall is no more than the greater of $100 or 2% of the entire 
amount due, so long as the original deposit is made timely, and the shortfall is deposited by the 
appropriate “make-up date” (time by which shortage must be covered). 
 

• Monthly depositors - Deposit by the return due date. 
• Semiweekly and one-day depositors - Deposit by the earlier of the first Wednesday or Friday 

(whichever comes first) that falls on or after the 15th of the month following the month in which 
the shortfall occurred or the due date of the return (for the return period of the tax liability). 

 
For example, if a semiweekly schedule depositor has a deposit shortfall during May 2024, the shortfall 
makeup date is June 14, 2024 (Friday). However, if the shortfall occurred on the required October 2, 2024 
(Wednesday), deposit due date for the September 27, 2024 (Friday), pay date, the return due date for the 
September 27 pay date (October 31, 2024) would come before the November 15, 2024 (Friday), shortfall 
makeup date. In this case, the shortfall must be deposited by October 31, 2024.  
 
End of Quarter vs. End of Deposit Period Problems 
Semiweekly filers may encounter two payrolls which are in two different quarters but are within the same 
deposit period. 
 
  Example: 
 

­ First quarter 20XX ends on Thursday, March 31, 20XX. 
­ Company's biweekly payday structure: 

o Nonmanagement personnel paid on Thursdays. 
o Management personnel paid on Fridays. 

− Pay dates Thursday, March 17, and Friday, March 18, were deposited on 
Wednesday, March 23, with one payment. 

− Pay date Thursday, March 31, must be deposited by Wednesday, April 6, 
using a deposit designated as “941 - 1st quarter.” 

− Pay date Friday, April 1, also must be deposited by Wednesday, April 6, but 
using a deposit designated as “941 – 2nd quarter.” 

 
When using the EFTPS website, filers have the ability to select their own tax period and settlement dates. 
There are no defaults for tax periods. Remember, you must schedule payments by 8 p.m. Eastern time 
the day before the due date for your payment to be timely filed. 
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SICK PAY 
 
Origination of Sick Pay 

• Employee after-tax contributions - 100% nontaxable. 
• Employer contributions - taxable for FICA, FUTA and SUTA subject to the coverage period and the 

type of disability. If the employee pays 100% of the cost of insurance with pretax dollars under a 
flexible benefits plan, the insurance is “deemed” to be provided by employer contributions. 
Therefore, 100% of the sick payments are taxable. The sick payments may also be subject to either 
mandatory or voluntary federal income tax withholding, depending on who pays it. 

• If an insurance company is paying the participants, they need to be informed of the date of 
origination so that taxability is handled correctly. 
 

Coverage Period 
• Payments made during the first six months beginning after the month in which the sickness or 

disability occurs. - TAXABLE 
• Payments made after six months following disability, even if earned during the first six-month 

period. – NONTAXABLE 
o Example: 

Participant becomes disabled January 13, 2023. Disability payments begin January 20, 2023. 
Payments made January 20, 2023, through July 31, 2023, are taxable for FICA, FUTA and 
SUTA. Any subsequent payments are not taxable for FICA, FUTA and SUTA purposes.   

• If an employee returns to work, even for one day, the coverage period starts over. 
 

Employer Pays Employee Sick Pay – Treated as Normal Wages 
• All payments are subject to federal income tax withholding. 
• Payments are subject to FICA, FUTA and SUTA during the coverage period. 
• Payments for total and permanent disability are not subject to FICA, FUTA or SUTA.  

 
Agent Pays Employee 

• Agent (third-party) is paid on a cost-plus-fee basis by the employer, so therefore bears no 
insurance risk. 

• Agent is not treated as employer. 
• Payments are subject to federal income tax withholding. 
• Payments are subject to FICA, FUTA and SUTA during the coverage period. 
• Payments for total and permanent disability are not subject to FICA, FUTA or SUTA.  
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Third-Party Pays Employee 
• Third-party is paid an insurance premium by employer, so therefore bears the insurance risk. 
• Third-party is treated as the employer. 
• Federal income tax must be requested to be withheld (using Form W-4S). 
• Payments are subject to FICA, FUTA and SUTA during the coverage period. 
• Payments for total and permanent disability are not subject to FICA, FUTA or SUTA.  
• Can be responsible for “employer portion” of FICA taxes or transfer responsibility back to 

employer. 
a) Third-party retains responsibility for taxes: 

­ Considered employer so responsible for all filings. Employer does not have any 
reporting responsibility. 

b) Third-party transfers responsibility for taxes back to employer. 
­  For transfer to occur, third-party must: 

1. Withhold employee’s share of FICA. 
2. Deposit such tax according to deposit requirements. 
3. Notify the employer of the amount of wages and withholdings within sufficient 

time for employer’s next deposit. 
• See table on following page. 
• If the insurance company issues W-2s under its EIN, then the employer should issue “dummy” W2s. 
• Since the employer and the insurance company are sharing the tax responsibilities, wages 

reported by the third-party can be added to the employer’s FICA, FUTA and SUTA wage bases, and 
vice versa. This could result in significant savings if an employee with earnings greater than the 
Social Security wage base becomes disabled. 
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Third-Party Transfers Responsibility for Taxes Back to Employer 
 

ITEM THIRD-PARTY’S RESPONSIBILITIES EMPLOYER’S RESPONSIBILITIES 

FICA 

Withhold employee’s portion 
 

Deposit tax according to deposit 
requirements 

Match withheld portion 
(employer’s portion) 

 
Deposit tax according to deposit requirements 

Form 941, 
Line 2 

Payments are not included as wages Payments made by third-party are included as wages 

Form 941, 
Line 3 

Federal income tax, if withheld, is 
included on this line 

Federal income tax, if withheld by third-party, 
is not included on this line 

Form 941, 
Lines 5a, 5c 

and 5d 

Payments are included as taxable Social 
Security or Medicare wages 

Payments made by third-party are included as 
taxable Social Security and Medicare wages on lines 

5a and 5c. 
Payments included on 5d are those subject to the 

additional Medicare tax withholding 
Form 941, 

Lines 6 and 8 
Employer’s portion is included on line 8 
and subtracted from amount on line 6 

Employee’s withheld portion is included on line 8 and 
subtracted from amount on line 6 

Form W-2 No - File Form 8922 

Employees are issued “normal” W-2s showing: 
Employer’s name, address and EIN 

Wages paid plus third-party sick pay 
Federal income tax withheld by both 
Social Security tax withheld by both 

Medicare tax withheld by both 
Social Security taxable wages (include sick pay) 

Medicare taxable wages (include sick pay) 

Form W-3 N/A 

Totals of W-2s as normally completed. 
 

If federal income tax was withheld by third-party, 
amount is included in applicable box, and also in box 

14, “Income tax withheld by third-party payer” 

Other 
requirements 

Furnish a statement to employer by 
January 15 showing: 

Employee’s name and 
Social Security number 

Total sick pay paid 
Amount of withholdings 

N/A 

 
Form 8922, Third-Party Sick Pay Recap 
The purpose of the form is to reconcile employment tax returns, such as Form 941, with Forms W-2 when 
third-party sick pay is paid. The agent or insurer must file the form if sick pay is reported on Forms W-2 
under the name and EIN of the employer. The employer files the form only if sick pay is reported on Forms 
W-2 under the name and EIN of the agent or insurer. The form must be filed by February 29, 2024. 
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SUPPLEMENTAL WAGE PAYMENTS 
 
Throughout the year, some employers pay their employees special or irregular types of payments, in 
addition to their regular wages. If these wages were to be combined with the regular wages, the federal 
income tax required to be withheld, in accordance with the IRS tax tables, could be higher than the 
standard amount. Therefore, the IRS permits these wages to be classified as “supplemental wages.” 
Supplemental wages include, but limited to, tips, bonuses, commissions, overtime pay, payments for 
accumulated sick leave, severance pay or payments to employees for moving expenses they cannot 
deduct. 
 
If you pay supplemental wages along with regular wages but do not specify the amount of each, you must 
withhold income tax as if the total wages were a single payment for a regular payroll period. If you pay 
supplemental wages separately (or combine them in a single payment and specify the amount of each), 
the income tax withholding method depends partly on the amount of income tax you withhold from your 
employee's regular wages. 
 

• If you withhold income tax from an employee’s regular wages, you can use one of the following 
methods for the supplemental wages: 

1. Withhold a flat 22% or 
2. Aggregate method – Include the supplemental wages with the regular wages for the most 

recent payroll period this year. Then figure the income tax as if the total wages were a single 
payment. Subtract the tax already withheld from the regular wages. Withhold the 
remaining tax from the supplemental wages. Tax withholding on supplemental wages 
cannot be determined by using the tax tables unless these wages are aggregated with 
regular wages. 

• If you did not withhold income tax from the employee’s regular wages, use method “2” above. 
• If a supplemental wage payment, together with other supplemental wage payments made to an 

employee during the calendar year exceeds $1,000,000, the excess will be subject to withholding 
at 37% (or the highest rate of income tax for the year). 
 

Vacation pay can be considered supplemental wages if the payment made is in addition to regular wages 
for the vacation period. Otherwise, vacation pay is subject to withholding as if it were a regular wage 
payment. If the vacation pay is for a time longer than your usual payroll period, spread it over the pay 
periods for which it would normally be paid. 
 
TAX CREDIT FOR FICA PAID ON TIP INCOME 
 
To ease the payroll-tax burden on restaurant employers and other food and beverage businesses where 
employees commonly receive tips for serving food and beverages to customers, the general business 
credit was expanded to include an amount equal to an employer’s FICA tax obligation (7.65%) on reported 
tips in excess of the amount of tips treated as wages for purposes of the Fair Labor Standards Act (FLSA). 
The credit is calculated on Federal Form 8846.  
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COMMON PAYMASTER 
 

• A group of related corporations who concurrently employ the same individual(s). 
• Considered a single taxpayer of OASDI (Social Security), Medicare and FUTA; thus, reducing 

employment tax expense. 
• To qualify as a related corporation, you must satisfy one of the following tests: 

1. The corporations are members of a controlled group of corporations where 50% of the 
stock of one corporation is owned by one or more of the other corporations. 

2. For a nonstock corporation, either 50% or more of the members of one corporation's board 
of directors are members of the other's board of directors or hold 50% or more of the 
voting power with respect to the other corporation. 

3. 50% or more of one corporation’s officers are concurrently officers of the other 
corporation(s). 

4. 30% or more of one corporation's employees are concurrently employees of the other 
corporation(s). 

• Concurrent employment means the simultaneous existence of an employment relationship 
between one or more individual(s) and two or more corporations. The employee must perform 
services which are of value to each company of which he or she is an employee; it is not sufficient 
that services performed are of a general benefit to all companies in the group. 

• Related corporations are jointly and severally liable for their appropriate share of employment 
taxes. 

• Certain states, including both Pennsylvania and Maryland, do not recognize common paymasters 
for unemployment tax purposes. Therefore, credit for SUTA (as computed on Form 940) must be 
calculated as if each related corporation was a separate employer. 

• Can be used separately for different classes of employees. 
• Permission from IRS to pay tax under common paymaster is not required; however, it is advisable 

to submit a letter of explanation with the first Form 941 filed. 
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Example: 
Corporation A and Corporation B have the same officers and shareholders. There are four employees who 
work concurrently for both corporations. These corporations qualify for use of a common paymaster 
under Item 3 above. Each employee receives $100,000 in compensation from each corporation. 
 

Wages paid from each company: 
 

 FICA tax      $ 100,000 x 4 x 7.65% = $ 30,600.00 
 FUTA tax     7,000 x 4 x 0.60% =  168.00 
 SUTA tax  10,000 x 4 x 3.6890% =  1,475.60 
 Employment taxes per corporation   32,243.60 

 x 2 
Total employment taxes    64,487.20 

 
Wages paid through common paymaster: 

 
 FICA tax      $ 168,600 x 4 x 6.20% = $ 41,812.80 

        200,000 x 4 x 1.45% =  11,600.00 
 FUTA tax      7,000 x 4 x 0.60% =  168.00 
 SUTA tax    10,000 x 4 x 3.6890% =  1,475.60 

   10,000 x 4 x 3.6890% =  1,475.60 
 

 Total employment taxes through 
  common paymaster    56,532.00 

 
     Employment tax savings      $7,955.20 
 
Additional Notes 
Wages are combined for each employee, equaling $200,000 per employee. This amount is greater than 
the Social Security taxable limit (for 2024); therefore, only the first $168,600 of wages is taxable for the 
Social Security portion of FICA tax. 
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FORM W-4 
 
All employers must retain a Form W-4 for each employee. This form needs to be completed by the 
employee on their first day of work based on their current personal tax situation. The employer needs to 
provide the most current W-4 available to the employee and the form needs to be properly completed 
and signed by the employee. 
 
The IRS made substantial changes to Form W-4 in 2020 due to the new tax law. Instead of claiming 
allowances, the form provides the employer with information needed to determine the amount of income 
tax to withhold. The IRS website has a “Withholding Estimator” to assist the employee in determining the 
amount of federal withholding. The calculator can be found at https://www.irs.gov/individuals/tax-
withholding-estimator.  
 
If a completed Form W-4 is not received by the first payroll, the employer will need to withhold using single 
with no allowances. An employer can reject a Form W-4 if the form is incomplete, is altered with additions 
or deletions or if the employer knows that the provided information is false. The form needs to be retained 
for all current employees and for four years from the April 15th that follows the tax year the Form W-4 
was submitted by terminated employees. 
 
If an employee marks the form that they are “Exempt”, meaning the employer does not withhold any 
federal taxes, there are only two things that they can be exempt: 1) they received a refund of all federal 
taxes withheld in the prior year because they had no tax liability, and they expect the same thing to happen 
in the current year.  Employees who complete the form as exempt will need to submit a new W-4 every 
year. 
 
EMPLOYMENT ELIGIBILITY VERIFICATION (FORM I-9) 
 
All U.S. employers must complete and retain a Form I-9 for every individual they hire for employment in 
the United States. This includes citizens and noncitizens. On the Form, the employer must examine the 
employment eligibility and identity document(s) an employee presents to determine whether the 
document(s) reasonably appear to be genuine and relate to the individual and record the document 
information on the Form I-9. The list of acceptable documents can be found on page 173. The United 
States Citizenship and Immigration Services (USCIS) had released a revised Form I-9 on August 1, 2023, 
and as of November 1, 2023, employers must use this revised form.  This revised form has an expiration 
date of July 31, 2026. Form I-9 can be completed as an interactive fillable PDF to reduce errors. Once 
completed, the employer must still print the Form, obtain the appropriate signatures and retain the Form 
based on the retention rules. 
 
Changes made to the 2017 revised Form I-9 included revisions to the Form I-9 instructions and revisions 
related to the list of acceptable documents. 
 
The revised Form I-9 and related instructions are included on pages 172 through 183. 
 
  

https://www.irs.gov/individuals/tax-withholding-estimator
https://www.irs.gov/individuals/tax-withholding-estimator
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An employer needs to ensure that the employee fully completes Section 1 of Form I-9 no later than the 
first day of employment and reviews the employee’s document(s) and fully completes Section 2 of Form 
I-9 within three business days of the first day of work. Section 3 is utilized for recertification, such as 
verifying a name change, reverifying a temporary work authorization or reverification in the case of certain 
rehires. 
 
You DO NOT need to complete a Form I-9 for persons who are: 
 

1. Hired on or before November 6, 1986, who are continuing in their employment and have a 
reasonable expectation of employment at all times; 

2. Employed for casual domestic work in a private home on a sporadic, irregular or intermittent basis; 
3. Independent contractors;  
4. Providing labor to you who are employed by a contractor providing contract services (e.g., 

employee leasing or temporary agencies) or 
5. Not physically working on U.S soil. 

 
Do not file Form I-9 with USCIS or Immigration and Customs Enforcement (ICE). Form I-9 must be kept by 
the employer for as long as the individual works for the employer. Once an employee is terminated, Form 
I-9 must be kept by the employer either for three years after the date of hire or for one year after 
employment is terminated, whichever is later. The Form can be retained on paper, microfilm or 
electronically. The Form must be available for inspection by authorized U.S government officials (e.g., 
Department of Homeland Security, Department of Labor, Department of Justice). 
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EMPLOYEE FILE BEST PRACTICES 
 
As a best practice, employers should maintain employee documents in two separate places depending on 
the type of document it is.  The two categories include: 
 

Category 1: 
A. Pre-employment documentation – job descriptions, resume, offer letters, reference checks, 

emergency contacts, and acknowledgements or receipts of agreements and the like. 
B. Employment documentation – job performance promotions, disciplinary actions or warnings, 

compensation changes, awards, changes to their specific payroll and tax information such as 
direct deposit forms, formal trainings, attendance or tardy records. 

C. Separation documentation – exit interviews, separation checklists or agreements, resignation 
letter and any other corresponding items. 
 

Category 2: 
A. All medical related forms, doctor’s notes, FMLA and other leave requests, results of drug test, 

COBRA information and benefit enrollment forms. 
B. Background or credit check results 

 
Other best practices regarding employee files include: 
 

• Employee Form I-9’s should always be kept in a separate file of their own. 
• Equal Employment Opportunity (EEO) demographic information, which is required by certain 

employers, should also be kept separate from the two listed categories. 
• How long an employer must keep certain records on file depends again on what type of record 

you are looking to retain and compliance with state and federal laws that govern record retention. 
 

Penalties for Prohibited Practices 
Civil and criminal penalties can be assessed by the U.S. Citizenship and Immigration Services for a failure 
to comply with the employment eligibility verification requirements. In 2018, ICE agents had conducted 
nearly five times as many workplace audits as they did in 2017 and this trend in increased worksite 
enforcement efforts has continued. Agents can legally show up unannounced and request to review your 
employee records. More likely, an employer will receive a Notice of Inspection (NOI) which will request 
supporting documentation such as a list of employees, copy of the most recent payroll report, and copies 
of I-9s. 
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The civil penalties relate to the following: 
 

1. Employers who fail to properly complete, retain and/or make available for inspection Form I-9 as 
required by law may face penalties of not less than $110 and not more than $1,100 for each 
employee in noncompliance. 

2. Employers determined to have knowingly hired or continued to employ unauthorized aliens will 
be ordered to cease and desist from such activity and fined as follows: 

a. First offense, not less than $573 and no more than $4,586 for each unauthorized alien. 
b. Second offense, not less than $4,586 and no more than $11,463 for each unauthorized 

alien. 
c. Subsequent offenses, not less than $11,463 and no more than $22,972 for each 

unauthorized alien. 
 
SOCIAL SECURITY NUMBER (SSN) VERIFICATION 
 
You generally must use the SSNVS (Social Security Number Verification Service) to verify SSNs. Employees 
who verify SSNs for their employers must be registered SSNVS users. SSNVS is an online service. 
 
To register, log onto www.ssa.gov./bso/bsowelcome.htm. 
 
Even though the automated telephone verification service ended in 2012, the Social Security 
Administration recognizes that registered SSNVS users may occasionally need to perform verifications 
when no online access is available. In those instances, registered users can call the Social Security’s 
Employer Reporting Service Center telephone number which is 1-800-772-6270. 
 
A good rule of thumb is to have the employee verify his/her own Social Security number and address at 
year-end. For the first pay in December, place in the employee’s envelope a note asking them to verify 
their name, Social Security number and address and to notify the payroll department immediately with 
any discrepancies. If an employee has changed a last name, then he/she must provide a new Social 
Security card before any changes can be made by the payroll department. 
 
  

http://www.ssa.gov./bso/bsowelcome.htm
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COBRA CONTINUATION COVERAGE REQUIREMENTS 
 
Internal Revenue Code Section 4980B authorizes the IRS to impose an excise tax on certain taxpayers for 
the failure to satisfy the continuation coverage requirements of group health plans.  
 
What are the Requirements? 
A group health plan must allow each qualified beneficiary to elect to purchase continuation coverage as a 
result of a qualifying event in which the qualified beneficiary would otherwise lose coverage under the 
group plan. 
 
In accordance with §4980B(f)(6), certain notice requirements must be provided to the covered employee, 
qualified beneficiary, or the plan administrator, as follows: 
 

1. The employer must provide written notice, at the time of commencement of coverage under the 
plan, to each covered employee and spouse of the employee (if any) of the rights to continuation 
coverage. 

2. The employer must notify the plan administrator within 30 days of (or longer period if one is 
provided for in the case of a multi-employer plan): 

a. The death of the covered employee. 
b. The termination (except by reason of gross misconduct) or reduction of hours of the 

covered employee's employment. 
c. The covered employee becoming entitled to benefits under Title XVIII of the Social Security 

Act (Medicare). 
d. A bankruptcy proceeding under Chapter 11 (applies only to retirees). 

3. Each covered employee or qualified beneficiary must notify the plan administrator of a divorce or 
legal separation, and a dependent child ceasing to be a dependent child within 60 days after the 
qualifying event. 

4. The plan administrator must notify any qualified beneficiary with respect to the qualifying event 
of that beneficiary’s rights to continuation coverage. Notification must be given within 14 days of 
the plan administrator receiving the notice described under (2) or (3) above. 
 

What are the Penalties of Noncompliance? 
An excise tax is imposed on any failure to meet the continuation coverage requirements of §4980B(f). The 
standard amount of the tax is $100 per day for each qualified beneficiary during the noncompliance 
period (the maximum amount of the excise tax with respect to a family is $200 per day). The 
noncompliance period starts on the date the failure first occurs and ends on the earlier of the date the 
failure is corrected or, six months after the last date on which the employer could have been required to 
provide such continuation coverage to the qualified beneficiary. 
 
A failure to comply with continued health coverage rules is considered corrected if (1) the rules are 
retroactively satisfied to the extent possible and (2) the qualified beneficiary is put in the same position 
that he or she would have been in but for the failure. For the purposes of (2) above, the qualified 
beneficiary is considered to have elected the most favorable coverage available in light of the expenses 
he or she incurred since the failure first occurred.  
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The employer is liable for the excise tax (the plan is liable under a multi-employer plan). The excise tax is 
calculated and reported on Form 8928. 
 
Exemptions 
The excise tax does not apply to: 
 

• Any failure to provide a qualified beneficiary with continuation coverage if the qualifying event 
occurs in the calendar year immediately following a calendar year during which the employer 
employed fewer than 20 employees on a typical business day, 

• Any governmental plan within the meaning of §414(d), or 
• Any church plan within the meaning of §414(e). 

 
Termination of Continuation Coverage 
Regardless of the above rules, eligibility for coverage will cease on: 
 

1. The date the employer ceases to provide any group health plan to any employee. 
2. The date when coverage ceases because of failure by the beneficiary to make a timely premium 

payment. The payment is considered timely if payment is made within 30 days after the due date 
or such longer period as provided under the plan. 

3. The date when the qualified beneficiary becomes covered under any other group health plan 
(special rule for pre-existing conditions) or in the case of a qualified beneficiary other than a retiree, 
the spouse of the covered employee, the dependent child of the employee or the surviving spouse 
of the covered employee, the date on which he or she becomes entitled to Medicare benefits. 
 

Definitions 
Qualified beneficiary: The spouse or dependent child of the covered employee on the date before the 
qualifying event for that employee. In the case of termination or reduction in the hours of the covered 
employee, “qualified beneficiary” includes the covered employee. 
 
Qualifying event: With respect to a covered employee, an event resulting in the loss of coverage to a 
qualified beneficiary, as follows: 
 

• The death of the covered employee. 
• The termination (other than in the case of gross misconduct) or reduction of hours of the covered 

employee's employment. 
• The divorce or legal separation of the covered employee from the employee’s spouse. 
• The covered employee becoming entitled to benefits under Title XVIII of the Social Security Act 

(Medicare). 
• A dependent child ceasing to be a dependent child under the generally applicable definitions of 

the plan. 
• A bankruptcy proceeding under Title 11, commencing on or after July 1, 1986, with respect to the 

employer from whose employment the covered employee retired at any time. 
 
Continuation coverage: The right of each qualified beneficiary, who would lose coverage under the plan 
as a result of a qualifying event, to elect continued coverage under the plan, within the election period. 
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Election period: A 60-day period which begins no later than the date on which coverage terminates by 
reason of a qualifying event. 
 
Period of coverage: The period of required coverage begins on the date of the qualifying event and ends 
on the date, which is 18 to 36 months after the event, depending on the qualifying event. 
 
Premium payments: The plan may require the payment of a premium for the period of continued 
coverage but in no event can the payment exceed 102% of the regular premium. 
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FRINGE BENEFITS - TAXATION AND REPORTING 
 
A fringe benefit is a form of pay for the performance of services given by the employer/provider to the 
employee/recipient. As a general rule, any fringe benefit that you provide is taxable and must be included 
in the employee/recipient’s pay UNLESS specifically excluded by the tax code.  
 
You must include in an employee/recipient’s pay the amount by which the value of the fringe benefit 
exceeds the sum of (1) the amount excluded by the tax code and (2) the amount the employee/recipient 
paid for the benefit.  
 
If the recipient of a taxable fringe benefit is not your employee, you may have to report the fringe benefit 
on an information return (i.e., Form 1099-MISC). 
 
Fringe benefits specifically excluded from tax under Internal Revenue Code Section 132 include, but not 
limited to, the following: 
 

• De minimis benefits - any property or service you provide to an employee/recipient that has so 
little value that accounting for it would be unreasonable or administratively impracticable. 

o Example: 
Copy machine use, holiday gifts with low fair market value (OTHER THAN CASH AND CASH 
EQUIVALENTS, SUCH AS A GIFT CARD), occasional tickets for entertainment or sporting 
events, occasional parties or picnics for employees and their guests. 

o Note: 
After December 31, 2017 entertainment expenses, i.e., tickets for entertainment and 
sporting events, are no longer deductible on the employer’s income tax return. However, 
they still qualify as a de minimus fringe benefit for payroll reporting purposes. 

 
• Employee discounts - a price reduction you give an employee on property or services you offer to 

customers in the ordinary course of business. The following limits apply: 
1. Discount on services - 20% of the price you charge nonemployee customers. 
2. Discount on merchandise - your gross profit percentage times the price you charge  

  nonemployee customers. 
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Generally, you cannot exclude the value of a discount provided to highly compensated employees if the 
discount is not available to ALL employees on the same terms. 

 
Example: 
Retailer provides x% discount on merchandise purchased by employees. 
 
• No additional cost services - a service you provide to an employee that does not cause you to 

incur any substantial additional costs. The service must be offered to customers in the ordinary 
course of business.  

o Example: 
Excess capacity services such as airline, bus or train tickets, hotel rooms and telephone 
services provided free or at a reduced price to employees working in those lines of 
business. 

 
• Working condition benefits - property and services you provide to an employee so that the 

employee can perform his/her job. The employee must meet any substantiation requirements 
that apply to the deduction. 

o Example: 
Employee use of a company car for business and reimbursement of employee business 
expenses (under accountable plan). 

 
See IRS Publication 15-B, Employer’s Tax Guide to Fringe Benefits, for an in-depth discussion of fringe 
benefit exclusion rules and a discussion on other fringe benefits not specifically discussed in this section 
relating to topics such as accident and health benefits, achievement awards, adoption assistance, 
dependent care assistance, educational assistance, transportation benefits and tuition reduction. All 
publications are available through the IRS website at www.irs.gov. 
 
When Fringe Benefits are Deemed Paid 
Employer-provided fringe benefits are subject to federal income, Social Security, Medicare and 
unemployment tax rules when determined to be taxable. To determine when to deposit taxes withheld, 
you may elect to handle noncash fringe benefits as paid by the pay period, monthly, quarterly or on any 
other basis, as long as you report the benefits as being paid at least annually. This choice can be varied 
among your employees and the employer has no requirement to notify the IRS of the date selected. 
Employers may change methods at any time, as long as they treat all benefits provided in a calendar year 
as paid by December 31 of the calendar year (see Special Accounting Rule exception that follows). The 
employer has the option to consider a single fringe benefit as paid on one or more dates in the same 
calendar year, even if the employee acquires the entire benefit at one time. When employers select the 
payment dates, they must report the taxes on their return in the same tax period in which they treated 
them as paid. This election does not apply to a cash fringe benefit or to a fringe benefit where real property 
or investment personal property is transferred. For these kinds of benefits, you must use the actual date 
the property was transferred to the employee. 
 
  

http://www.irs.gov/
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Special Accounting Rule (Fiscal Year Reporting) 
The employer may elect to handle the value of IRS defined fringe benefits provided in November and 
December, or any other shorter period within the last two months, as paid in the subsequent year. This 
only applies to the benefits actually provided during November and December, not to benefits which were 
treated as being paid during those months. 
 
When used, employers are required to notify the affected employee between the time of the employee's 
last paycheck of the calendar year and at or near the time the employer provides the employees with their 
Form W-2. 
 
This rule cannot be used for a fringe benefit where the employer transfers real property or investment 
personal property to the employee. 
 
Withholding on Fringe Benefits 
The employer has two options in determining how to withhold federal income taxes from fringe benefits: 
 

1. Either add the value of the fringe benefit to the employee’s regular wages for a payroll period and 
calculate the taxes to be withheld on the total wages or 

2. Withhold federal income tax on the value of the fringe benefits at the supplemental rate of 22%. 
 

The employer may elect not to withhold federal income tax on the value of an employee's personal use 
of an employer-provided vehicle. The employer must, however, withhold the applicable Social Security 
and Medicare taxes on such benefits. 
 
Depositing Taxes on Fringe Benefits 
Federal taxes must be deposited in the same tax period that the employer deems the fringe benefit paid. 
Deposit the taxes using the deposit rules for that tax period. 
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BUSINESS EXPENSE REIMBURSEMENTS 
 
The IRS issued final regulations in 1990 pertaining to business expense reimbursements and divided the 
employee expense reimbursement plans into two categories (See the chart titled "Reporting Employee 
Expense Reimbursements"). 
 
Accountable Plans 
Reimbursements or other expense allowances made under this type of plan are generally tax-free to the 
employee and do not require the reporting of income on the employee's Form W-2. An accountable plan 
must meet the following three requirements: 
 

1. Business Connection: Expenses must be business related to the extent the employee could deduct 
them on his or her personal income tax return. 

2. Substantiation: The employee must substantiate the expenses with a detailed record of the 
expense including the time, business purpose, place and amount of the expense. 

3. Return of Unsubstantiated Amounts: The employee must return, within a “reasonable time,” any 
advances that exceed their substantiated expenses. If the employee does not return or 
substantiate the expenses, income and employment taxes must be withheld on the first pay period 
ending after the expiration of the “reasonable time.” The IRS has provided two "safe-harbor" 
methods for meeting the “reasonable time” requirements: 

 
 Fixed Date Method 

• Advance payments made no more than 30 days before an employee incurs business expenses. 
• Expenses that are substantiated within 60 days after they are incurred or paid. 
• Excess payments returned to employer within 120 days after being incurred/paid. 

 
 Periodic Statement Method 

• Employer issues periodic statements to employees, at least quarterly, identifying unsubstantiated 
expenses or unreturned excess payments. 

• Employees substantiate the expenses and refund any excess within 120 days after receiving the 
statement. 
 

Per Diems and Mileage Allowances 
Meals and incidental expense per diems or mileage allowances paid to employees which are less than or 
equal to the applicable rates set for federal employees are “deemed satisfied” without the employee 
having to provide receipts. The employees need only account for time, place and business purpose of 
their expenses. For example, reimbursing an employee at the standard IRS mileage rate of 65.5 cents for 
the period January 1st, 2023 through December 31st, 2023 (         cents in 2024) or less will allow a mileage 
reimbursement plan to be classified as an accountable plan. 
 
If the per diem or mileage allowance paid to an employee under an accountable plan exceeds the federally 
allowed rates, the amount exceeding the federally allowed rates must be treated as paid under a non-
accountable plan unless properly documented with receipts. If not documented, this excess portion is 
subject to withholding and employment taxes. 
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Employers have a choice of reimbursing actual expenses of business travel away from home or 
reimbursing employees at a per-diem rate to cover lodging, meals and incidental expenses. If a per-diem 
rate is paid, any additional payment with respect to these expenses could be treated as paid under a non-
accountable plan, as described in the preceding paragraph. 
 
Per diems paid under a non-accountable plan, in which the employee does not report their expenses, are 
fully included in wages. 
 
Travel Time 
Construction businesses and others are often confused by their obligation to pay employees while they 
are traveling to a job site. Employees must always be given the option to drive their own vehicle or find 
their own transportation. When driving their own vehicle, they do not get paid until they report to the job 
site. Employees who take employer-owned vehicles home do not get paid to drive from home to the 
jobsite and vice versa if the travel is within the normal commuting area for the business. If employees 
drive from the employers’ place of business to the job site in a company-provided vehicle, only the driver 
needs to be compensated. However, if any of the employees riding in the company vehicle do any kind of 
work before the travel, then they also must be compensated for the drive time. Even if they just throw a 
hammer on the truck, they are automatically on the clock. This is applicable regardless of whose vehicle 
is being used.  
 
Notwithstanding the above, employers may establish separate hourly pay rates – a travel rate, which can 
be as low as minimum wage, and a working rate. If the employee works more than 40 hours per week 
including travel time, you will need to determine an overtime rate by following the example below:  
 

 
  

Working rate x hours worked = $17.00 x 40 hrs = $680.00 
Travel rate x traveled hours =   $7.25 x 15 hrs = $108.75 
 
Add $680.00 + $108.75= $788.75 divide by total hrs 55 = $14.34 = regular pay rate 
Regular pay rate of $14.34 times 1.5 = $21.51 = o/t rate 
 
Overtime pay = 15 hrs x $21.51 = $322.65 
Regular pay = 40 hrs x $14.34 = $573.60 
Total pay = $896.25 
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Nonaccountable Plan 
Any business expense reimbursement or advance which does not meet the three qualifications of an 
accountable plan is considered a nonaccountable plan. These reimbursements are to be treated as 
taxable wages when paid, subject to federal income, Social Security, Medicare and unemployment taxes. 
Payment is defined as when the employee fails to meet any of the three requirements required for an 
accountable plan. They must also be reported on the employee’s Form W-2. 
 
Reimbursing an employee at a higher amount than the standard IRS mileage rate would result in the 
amount in excess of 65.5 cents in 2023 (           cents in 2024) being classified as a nonaccountable plan. 
 
Reporting Employee Expense Reimbursements: Travel, Transportation, Meal and 
Entertainment Expenses 
 

 
TYPE OF PLAN 

EMPLOYER 
REPORTING 

REQUIREMENTS 

SUBJECT TO 
EMPLOYMENT 

 TAXES 

Accountable plan 
 
 

 
 

Employer requires adequate accounting: 
1) a business connection, 2) substantiation 

and 
   3) return excess advance 

Not reported N/A 

Employer requires adequate accounting: 
1) a business connection, 2) substantiation 

and  
3) return excess advance; however, the 

employee does not return the excess. 

Excess reported as 
wages - Box 1, Social 
Security wages - Box 

3, and Medicare 
wages - Box 5 

Excess subject to 
employment taxes 

Special rules - per diem or allowance deemed to 
meet substantiation and excess return 
requirements: 

1) Per diem or mileage allowance (up to 
government rate) 

Not reported N/A 

2) Per diem or mileage allowance (exceeds 
government rate) 

Excess reported as 
wages - Box 1, Social 

Security wages - Box 3 
and Medicare wages - 

Box 5. 
 

Amount equal to 
government rate 

reported in Box 12 
Code "L" 

Excess subject to 
employment taxes 
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TYPE OF PLAN 

EMPLOYER 
REPORTING 

REQUIREMENTS 

SUBJECT TO 
EMPLOYMENT 

 TAXES 

Nonaccountable plan 
 
 

 
 

Employer does not require adequate accounting: 
1) a business connection, 2) substantiation or 3) 
return excess advance. 

Entire amount 
reported as wages - 

Box 1, Social Security 
wages - Box 3, 

Medicare wages - Box 
5; amount and 

description in Box 14 

Entire amount subject to 
employment taxes 



 

31 

Substantiation of Employee Business Expenses – Adequate Accounting and Recordkeeping 
 

 
 

TRAVEL 
MEALS AND 

ENTERTAINMENT 
GIFT 

CAR/ 
TRANSPORTATION 

AMOUNT 

Amount of each separate 
expense for travel, lodging 

and meals. Incidental 
expenses may be totaled 

such as taxis, daily meals, etc. 

Amount of each separate expense. 
Incidental expenses such as taxis, 

telephones, etc., may be totaled daily. 
Cost of gift. 

1) Amount of each separate 
expense including cost of car. 

2) Mileage for each business use. 
3) Total miles for tax year. 

TIME 
Date left and returned for 

each trip and number of days 
for business. 

Date of meal or entertainment. For 
meals or entertainment directly before 

or after business meeting, date and 
duration of meeting. 

Date of gift. 
Date of expense 

or use. 

PLACE Name of city or destination. 

Name and address of place of meal or 
entertainment. Type of entertainment 
if not apparent. Place where business 
meeting held if meal or entertainment 

before or after such meeting. 

Not applicable. 
Name of city 

or destination. 

DESCRIPTION Not applicable. Not applicable. Description of gift. Not applicable. 

BUSINESS 
PURPOSE 

Business reason for travel or 
business benefit gained or 

expected to be gained. 

Business reason for travel or business 
benefit gained or expected to be 

gained. Nature of business discussion 
or activity. Identity of persons who took 

part in the business discussion or 
activity. 

Business reason 
for gift or business 
benefit gained or 

expected to be 
gained. 

Business reason for 
the expense or use 

of the car. 

BUSINESS 
RELATIONSHIP 

Not applicable. 

Occupations or other information 
about persons entertained that shows 
business relationship to you. You must 

prove you or employee present at 
meal. 

Occupation or other 
information about 

recipient that shows 
business relationship 

to you. 

Not applicable. 
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MEMBERSHIPS IN COUNTRY CLUBS OR OTHER SOCIAL CLUBS 
 
Membership dues paid to any type of club, including business, social, luncheon, athletic, sporting, airline 
and hotel clubs may not be deducted. However, club dues will be deductible to the extent they are treated 
as compensation to the employee. 
 
GROUP-TERM LIFE INSURANCE 
 
Employer-provided group-term life insurance with a value of $50,000 or less is a tax-free benefit to the 
employee if it is nondiscriminatory. The value in excess of $50,000, less any employee after-tax payroll 
deduction, is to be treated as taxable income, subject to Social Security and Medicare taxes. The employer 
is not required to withhold federal income tax from the employee, but the value is subject to federal 
taxation and must be reported on the employee's Form W-2 as “other compensation.” 
 
Although the value in excess of $50,000 is not taxable for FUTA purposes, it is reportable as total wages 
on Form 940 (FUTA). 
 
When group-term life (GTL) insurance in excess of $50,000 is offered through a flexible benefit (Cafeteria) 
plan, the IRS has issued special instructions (IRS Notice 89-110, CB 1989-2, p.447) which minimize the 
advantage of offering the insurance through such a plan. This notice states that the total amount 
includable in the gross income (federal, Social Security and Medicare taxable income) of an employee who 
contributes to the cost of the insurance under a cafeteria plan is the greater of: 
 

• The employee’s contribution toward the purchase of the insurance, or 
• The insurance cost as determined under the IRS Uniform Premium Table I. 

 
The following are three exceptions where the excess GTL coverage would not be taxable to the employee: 
 

• The beneficiary of the policy is the company. 
• The beneficiary of the policy is a charitable organization. 
• The employee terminates during the year due to a permanent disability. 

 
Finally, greater than 2% shareholders of an S corporation may not take advantage of the tax-favored 
treatment of group-term life insurance plans. 
 
If an employer-provided GTL policy is discriminatory or where the policy provides coverage in excess of 
$50,000, the value of the insurance benefit to be included in the employee’s income is calculated by use 
of the IRS “Uniform Premium Table I” (see next page).  
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UNIFORM PREMIUM TABLE I 
IRC Section 79 

Fair Market Value of GTL Insurance 
per $1,000 of Excess Benefit per Month 

Under age 25 
Age 25 - 29 
Age 30 - 34 
Age 35 - 39 
Age 40 - 44 
Age 45 - 49 

$   0.05 
0.06 
0.08 
0.09 
0.10 
0.15 

Age 50 - 54 
Age 55 - 59 
Age 60 - 64 
Age 65 - 69 

Age 70 & above 

$   0.23 
0.43 
0.66 
1.27 
2.06 

 
The employee’s age on the last day of the calendar year needs to be determined before the following 
formula can be used to calculate the value of GTL in excess of $50,000: 
 
(GTL coverage - $50,000) x GTL cost factor (Premium Table I monthly rate in effect) x .001 - employee 
deduction for policy = Taxable GTL monthly premium value 
 

EXAMPLE: Employee’s age at 12/31/22: 
Employee’s GTL benefit: 
Employee’s GTL deduction per month (after tax): 
Taxable wages on the value in excess of $50,000 
(100,000 - 50,000) x .43 x .001 - 10.50 = $11.00/month 

59 
$100,000 

$10.50 
 

$132.00 

 
Dependent GTL Coverage 
Under the de minimis fringe benefit rules, an employer may provide tax-free dependent group-term life 
insurance coverage to spouses or eligible dependents of employees up to $2,000 of face value coverage. 
If the amount exceeds $2,000, the de minimis value would no longer exist and the entire cost of the GTL 
insurance coverage must be included in income unless the amount over $2,000 is purchased with 
employee contributions on an after-tax basis. The cost would be calculated using the rates in Table I in 
the same manner as when calculating GTL for the employee (i.e., subtract any employee payroll deduction 
for dependent GTL). 
 
Group-Term Life Insurance Coverage for Terminated Employees 
OBRA 1990 added Section 3102(d) to the Internal Revenue Code, which allows employers to report, on the 
W-2 Form, uncollected Social Security and Medicare taxes on group-term life insurance coverage over 
$50,000 purchased for former employees (uncollected Social Security Tax - Code M, Box 12, uncollected 
Medicare Tax – Code N, Box 12). This section of the Code applies to any payment for group-term life to 
the extent “such payment is for coverage for periods during which an employment relationship no longer 
exists between the employee and the employer.” This section only applies in situations where the 
employer continues to provide group-term life insurance coverage for an individual who is no longer on 
the employer’s payroll, such as a retiree. 
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This section does not apply in situations where the employer failed to withhold Social Security and 
Medicare taxes, for GTL insurance coverage, while individuals were employed by the employer. In these 
instances, the employer must either pay the applicable taxes on behalf of the employees and report this 
as wages subject to employment and withholding taxes, or request reimbursement from the employees 
for the Social Security and Medicare taxes due on the imputed income. 
 
CELL PHONES 
 
The Small Business Jobs Act of 2010 removed cell phones and similar communication devices from their 
current classifications as listed property thereby lifting the strict substantiation requirements of use rules. 
The provision enables the fair market value of “personal use” of a cell phone provided to an employee 
predominantly for business purposes to be excluded from gross income for tax years beginning after 
December 31, 2009. Notice 2011-72, issued in September 2011, provided additional guidance. 
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LIMITATION OF CERTAIN BUSINESS EXPENSE DEDUCTIONS 
 
Business Meals and Entertainment 
After December 31, 2017, the deduction has been eliminated for expenses incurred for entertainment, 
amusement or recreation. 
 
Consolidated Appropriations Act, 2021, enacted a temporary exception to the limitation for amounts paid 
or incurred after Dec. 31, 2020, and before Jan. 1, 2023, for food or beverages provided by a restaurant. 
This temporary 100% deduction was designed to help restaurants, many of which have been hard-hit by 
the COVID-19 pandemic.  The business meals deduction has returned to 50% beginning January 1, 2023. 
 
Travel Expenses for Dependents 
Employers are not allowed a deduction for travel expenses with respect to a spouse, dependent or other 
individual accompanying an employee on business trips unless: 
 

• The spouse, dependent or other person is a bona fide employee of the person paying or 
reimbursing the expenses, 

• the travel of the spouse, dependent or other person is for bona fide business purposes and 
• the expenses of the spouse, dependent or other person would otherwise be deductible. 

 
If all three criteria are not met, the travel expenses of the spouse, dependent or other person can only be 
deducted to the extent they are treated as compensation to the employee. 
 
Moving Expenses 
Employers must now include moving expense reimbursements in employees’ wages (beginning in 2018 
through 2025). The new tax law suspends the exclusion for qualified moving expense reimbursements. 
However, members of the U.S. Armed Forces can still exclude qualified moving expense reimbursements 
from their income if they meet certain requirements. 
 
The new tax law also suspends the above-the-line deduction for job-related moving expenses incurred by 
employees and self-employed individuals during this same period except for members of the U.S. Armed 
Forces. 
 
The new law didn’t change the employer’s ability to deduct the reimbursement or direct payment of an 
employee’s moving expenses. However, they are now subject to employment taxes. 
 
For Pennsylvania tax purposes, the expenses paid for moving employees, their immediate family, 
household goods and personal effects are excluded from wages and withholding if: 
 

• Employees must, and do, account to their employers; 
• Employees’ expenses equal or exceed reimbursement. 
• The move is made for the benefit of the employer and is from one full-time position to another and 
• The new workplace is at least 35 miles further from the old residence than the old workplace was. 
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Any reimbursement of moving expenses paid or incurred by an employee in assuming a new job are 
personal expenses that are wages subject to withholding. 
 
Maryland follows the federal law as it relates to the changes in taxability of moving expenses. 
 
Employee Achievement Awards 
An employer can deduct the cost of an employee achievement award up to $400 per employee ($1,600 if 
the award is a qualified plan award). The award must be given as part of a meaningful presentation under 
conditions and circumstances that don’t create a likelihood that the payment is disguised compensation. 
The employee can exclude the value of the award as long as it doesn’t exceed the deductible amount. 
 
An employee achievement award is an item of tangible personal property awarded to an employee 
because of the length of service achievement, or safety achievement. 
 
Tangible personal property doesn’t include the following: 
 

• Cash, cash equivalents, gift cards, gift coupons, gift certificates, vacations, meals, lodging, tickets to 
theater or sporting events, stocks, bonds, other securities, other similar items. 

 
A qualified plan award is an established written plan or program of the employer that is permanent and 
does not discriminate in favor of highly compensated employees. 
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DETERMINING GROSS-UP 
 
In many instances an employer will pay the applicable employment taxes for the fringe benefit on behalf 
of the employee for the value of a fringe benefit. When an employer pays taxes on behalf of the employee 
this is referred to as “gross-up.” An employee could be faced with a substantial tax shortage if the 
employer does not “gross-up” the taxable expenses associated with fringe benefits. To determine the 
employee’s “gross-up” you can use the following formula: 
 

 
 

 
Amount of Payment (fringe benefit after tax) 

 
 = Taxable Income 

 
 

100% - % of employee tax due 

 
Alternative: Gross wage - payroll taxes withheld = fringe benefit 
 
When you “gross-up” the employee’s records, the employer-paid taxes ($1,275.29) are reported as federal, 
state and local wages. In addition, this amount must be reported under federal and state unemployment 
wages. 
 
Employer-Paid Taxes 
If an employer pays federal income, Social Security or Medicare taxes on behalf of an employee, the 
amount paid by the employer is to be treated as taxable income, subject to federal income and 
employment taxes (i.e., a gross-up of a taxable fringe benefit). Employers may have to estimate the 
amount of taxable fringe benefits in order to deposit the correct amount of employment taxes in 
accordance with the employer’s deposit requirements (see page 65 for Pennsylvania requirements and 
page 81 for Maryland requirements). If you underestimate the amount of taxable fringe benefits and 
deposit less than the amount actually due, you may be subject to a penalty. Employers have until January 
31, the due date of their fourth quarter Form 941 return, to determine the actual value and report and 
pay the correct withholding of under withheld tax on the employee's behalf (may be subject to late 
payment penalty). However, employers have until April 1 of the year following the under withholding error 
to receive reimbursement by the employee. 
 
Year-End Procedures for Inclusion of Fringe Benefits in Wages 

1. Employer should determine the amount of the taxable fringe benefit by December 15. 
2. If necessary, determine the gross-up for applicable withholding taxes (see example above). 
3. Deposit taxes on fringe benefits in accordance with deposit requirements. 
4. Update payroll records - manual/computerized and notify outside service bureau of the amount 

of taxable fringe benefits. 
5. W-2 and 941 wage reconciliation must include taxable fringe benefits. 
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2% SHAREHOLDER-EMPLOYEES OF S CORPORATIONS 
 
Employee fringe benefits paid or furnished by an S corporation to a greater than 2% shareholder in 
consideration for services rendered as an employee are treated as wages. The corporation is required to 
include the value of such benefits as taxable wages on the shareholder/employee’s Form W-2. 
 
The corporation may deduct the fringe benefit as compensation and the 2% shareholder may claim any 
such item that would otherwise be allowable as a deduction on his/her individual tax return. 
 
The following common benefits are subject to fringe benefit treatment under the 2% shareholder rule: 
medical reimbursement, group-term life insurance benefits, death benefits, accident and health plan 
benefits, disability benefits, meals and lodging furnished for the convenience of the employer and 
workers’ compensation premiums paid for the benefit of the 2% shareholder. There are additional fringe 
benefits which are not listed above. If you believe they may be taxable fringe benefits, you should consult 
your tax advisor to determine the appropriate treatment. 
 
For federal payroll reporting purposes, the fringe benefits are subject to federal income, Social Security 
and Medicare taxes. However, if the fringe benefits are company-paid medical insurance premiums and 
are made under a plan or system for employees and their dependents or for a class of employees and 
their dependents, the fringe benefits are not considered wages for purposes of Social Security and 
Medicare taxes. 
 
Health Savings Account (HSA) contributions by the employer must be treated the same as health 
insurance. The contribution is added to gross wages and included in box 14. There will not be a code W in 
box 12 for any HSA contributions. 
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COMPANY PROVIDED VEHICLES 
 
The employee’s personal use of an employer-provided vehicle is usually considered as taxable income 
unless it is categorized under one of the following exceptions: 
 

• Working condition fringe benefit. 
• De minimis benefit. 
• Qualified nonpersonal use vehicle. 
• Auto dealerships - special rules. 

 
Personal Use of Company-Provided Vehicle 
Although the business use of an employer-provided vehicle is a nontaxable fringe benefit, the personal 
use is considered taxable. Employers are required to ascertain the value of this personal use and to 
include it in the employee’s wages reported on Form W-2. The employee must submit to the employer an 
accounting for the business use of the car to alleviate the employer reporting the entire value of both 
business and personal use of the car on the employee’s Form W-2. The Internal Revenue Service has 
provided several valuation methods for the employer to select from which to determine the amount of 
income that will be subject to reporting and taxing of the employee's wages. The employer may either use 
the “general valuation method” or select one of the following "safe harbor" valuation methods: 
 

• Commuting Valuation. 
• Cents Per Mile Valuation. 
• Annual Lease Value. 

 
When the employer chooses one of the three “safe harbor” valuation methods, they are required to notify 
their employees, in writing, by January 31 of the calendar year for which the election is to apply (or 30 days 
after the employer provides the vehicle to the employee), as to which method will be applied to their 
assigned vehicle. This written notice, which must be posted in a location where all affected employees are 
reasonably expected to see it, must state: 
 

• The special valuation rule that has been selected. 
• The substantiation requirements under IRC Section 274(d). 
• The effect of failing to comply with the substantiation requirements. 
• Date notice was posted. 
• If the employer has elected NOT to withhold federal income tax. 

 
An employer must adopt a valuation rule by the first day on which the vehicle is made available to the 
employee. The employer must continue to use the same valuation method for an employee until the 
vehicle is no longer used by the employee unless the employee and employer change to the commuting 
method. 
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Recordkeeping 
Employees and employers must maintain adequate records to calculate the business use of an 
employer-provided vehicle. The employee should log the business use of the vehicle including the date, 
purpose of the trip and number of miles traveled. The employee must also keep a record of his or her 
total mileage for the taxable period. The total mileage information is required to be disclosed on Form 
4562 (depreciation and amortization). 
 
The employee should maintain adequate records in a diary, automobile log or other systematic format 
which allows the employee to compile this information in a timely manner. There is no substitute for a 
formal recordkeeping system. 
 
The employee can maintain a mileage record for a representative portion of the year and use that record 
to substantiate the business usage for the entire year. The sample period must be at least 90 days. This 
sampling method can only be used where: 
 

• The vehicle is used by one driver throughout the year, 
• the business use of the car follows a regular pattern throughout the year and 
• there is proof that the mileage record kept for part of the year is indeed representative of the 

business use for the entire year. 
 
The sampling method is useful if the business use is regular. If the employee’s business use changes 
during the year, he or she would have to start a new sample or keep complete records for the balance of 
the year. 
 
Generally, if the vehicle is used for personal and business driving, the employer must substantiate the 
business use by relying on the employee's records and treating the personal use value as compensation. 
The employer can retain either (1) the employee’s record of vehicle use or (2) a statement submitted by 
the employee summarizing the actual record. Under option (2), the employee must keep a copy of the 
records used to prepare the statement. 
 
An employer cannot rely on an employee’s record or statement if it believes, or has reason to believe, that 
the information is inaccurate. In this case, the only practical solution is to treat the vehicle as having been 
used 100% for personal purposes. The burden of proof will then shift to the employee. 
 
To eliminate the necessity of the substantiation requirements, an employer can issue a written policy that 
either prohibits workers from making personal use of company cars or restricts any personal use to 
commuting trips only. 
 
General Valuation Method 
The worker’s personal use of the employer-provided vehicle is determined by the fair market value of the 
automobile (the cost an individual would have to pay to lease the same or comparable vehicle on the 
same comparable terms in the same geographic area). 
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Commuting Valuation Method 
The commuting use of an employer-provided car is valued at $1.50 per one-way commute ($3.00 per 
round trip) if the employee meets the following requirements: 
 

1. The vehicle is owned or leased by the employer and is provided to one or more employees for use 
in connection with the employer's trade or business. 

2. The employer, for bona fide noncompensatory business reasons, requires the employee to 
commute to or from work in the vehicle. 

3. The employer has established a written policy under which the employee may not use the vehicle 
for personal purposes other than for commuting or de minimis personal use (such as a stop for a 
personal errand on the way between a business delivery or the employee’s home). 

4. The employee, except for de minimis personal use, does not use the vehicle for any personal 
purpose other than commuting. 

5. The employee required to use the vehicle for commuting is not a control employee of the 
employer. 

 
Control Employees Definition - Nongovernmental: 
• Officers whose annual compensation is $130,000 or more (indexed annually). 
• All directors, 1% or greater owners and employees whose annual compensation equals or exceeds 

$265,000 (indexed annually). 
• Employers may choose to define control employees as those defined as “highly compensated” 

employees under IRS Regulations Section 1.132-8(f). A highly compensated employee for 2023 is an 
employee who either was a 5% owner at any time during the year or preceding year or who received 
more than $150,000 in pay for the previous year. You can choose to ignore the wage test if the 
employee was not also in the top 20% of employees when ranked by pay for the preceding year.  

 
Control Employees Definition - Governmental: 
• All elected officials. 
• Any employee whose compensation equals or exceeds that of federal employees at Executive Level 

V. 
• Government employers may choose to define control employees as those defined as “highly 

compensated” employees under IRS Regulations Section 1.132-8(f). 
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Cents Per Mile Valuation Method 
The value is determined by multiplying the number of miles driven for personal use by the standard 
mileage rate established by the IRS (65.50 cents for 2023 and       cents in 2024). The cents per mile rate 
includes maintenance, insurance and fuel provided by the employer. If the employer does not provide 
fuel, the cents per mile rate is reduced by no more than 5.5 cents. To use this valuation method the 
following conditions are necessary: 
 

• Employer expects the employee to use the vehicle while conducting the employer’s business during 
the year. 

• Vehicle will be driven at least 10,000 miles in a calendar year. 
• Vehicle will be used primarily by employees. 
• Fair market value of the vehicle cannot exceed $60,800 (adjusted periodically by the IRS). 

 
EXAMPLE: Vehicle Cents Per Mile (based on 2023 mileage rate) 

 
 

Mike Wazowski was issued a vehicle on January 2, 2023 
Fair market value of vehicle on 01/02/23 was $50,000 

Mike has driven 20,000 miles during 2023 
(5,000 personal miles from January through December and 15,000 business miles) 

The Vehicle cents per mile valuation method is used 
 

(5,000 x $.655) = $3,275.00 to be included in Mike’s income (fuel provided) 
(5,000 x $.60) = $3,000.00 (fuel not provided) 

 
 

 
Fair Market Valuation Method (Annual Lease Value) 
An employer determines the fair market value of the employer-provided vehicle on the first day the vehicle 
was available to the employee and then consults the IRS' “Annual Lease Value Table.” The fair market value 
of the vehicle is that amount which the employee would pay when acquiring the vehicle in an arms-length 
transaction, including sales tax, registration fees and title fees. 
 
Once the fair market value is determined for the vehicle, that value is to be used for the first four (4) 
calendar years the employer makes the vehicle available to the employee. After four calendar years, the 
employer may determine a new fair market value. If a vehicle is transferred to another employee, the 
employer may redetermine its fair market value and calculate a new annual lease value, provided this is 
not done for the purpose of reducing an employee's income taxes. 
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Annual Lease Value Table 
 
 Fair Market 
 Value of Car 

 
 Annual 
 Lease Value 

 
 Fair Market 
 Value of Car 

 
 Annual 
 Lease Value 

$     0 - 999 $     600 $     22,000 - 22,999 $      6,100 

 1,000 - 1,999     850    23,000 - 23,999  6,350 

 2,000 - 2,999 1,100   24,000 - 24,999  6,600 

 3,000 - 3,999 1,350   25,000 - 25,999  6,850 

 4,000 - 4,999 1,600   26,000 - 27,999  7,250 

 5,000 - 5,999 1,850   28,000 - 29,999  7,750 

 6,000 - 6,999 2,100   30,000 - 31,999  8,250 

 7,000 - 7,999 2,350   32,000 - 33,999  8,750 

 8,000 - 8,999 2,600   34,000 - 35,999  9,250 

 9,000 - 9,999 2,850   36,000 - 37,999  9,750 

 10,000 - 10,999 3,100   38,000 - 39,999  10,250 

 11,000 - 11,999 3,350   40,000 - 41,999  10,750 

 12,000 - 12,999 3,600   42,000 - 43,999  11,250 

 13,000 - 13,999 3,850   44,000 - 45,999  11,750 

 14,000 - 14,999 4,100   46,000 - 47,999  12,250 

 15,000 - 15,999 4,350   48,000 - 49,999  12,750 

16,000 - 16,999 4,600   50,000 - 51,999  13,250 

 17,000 - 17,999 4,850   52,000 - 53,999 13,750 

 18,000 - 18,999 5,100   54,000 - 55,999  14,250 

 19,000 - 19,999 5,350   56,000 - 57,999  14,750 

 20,000 - 20,999 5,600   58,000 - 59,999  15,250 

 21,000 - 21,999 5,850    
 

For vehicles having a fair market value in excess of $59,999, the Annual Lease 
Value is equal to 25% of the automobile's fair market value + $500. 
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Example of Annual Lease Value: 
 
Mike Wazowski was issued a vehicle on January 2, 2023. 
FMV of the vehicle on January 1, 2023, was $25,000. 
Mike has driven 20,000 miles during 2023; 5,000 personal miles and 15,000 business 
miles. 
 
Calculation: 
Annual lease value     $6,850.00 
Personal use percentage (5,000/20,000)                       25% 
Personal use value included in Mike’s W-2  $1,712.50 
 
If fuel is provided, the employer must include an additional 5.5 cents per mile for 
personal miles. In this example, Mike would have an additional $275.00 (5,000 x $.055) 
in taxable wages, or a total personal use value of $1,987.50 ($1,712.50 + $275.00). 

 
Company Fleets 
Company fleets comprised of 20 or more vehicles using the annual lease value method may choose a fleet 
average valuation. When the employer reasonably expects the vehicles to be used in the employer’s trade 
or business and each unit of the fleet has a fair market value of $60,800 or less (adjusted periodically by 
the IRS), the average of the fair market value for all vehicles may be used. 
 
If the fleet falls below 20 vehicles for more than 50% of the days in the year, the employer will not be able 
to use the fleet valuation method in that year. In this case, the annual lease value must be determined 
separately for each remaining vehicle. Employers may identify more than one fleet within the vehicles 
owned by the employer. If the fleet average method is used, the employer must recalculate the valuations 
every two years. 
 
When the fleet valuation method is used, and the employer continuously provides a unit from the fleet to 
the employee, the employer is not required to provide the same vehicle for the entire period. When this 
occurs, the employee is treated as having the use of a single vehicle for the entire period. Employer-
provided fuel for fleet automobiles can be valued by using an average fuel cost of the entire fleet, or 5.5 
cents per mile. 
 
After you have determined the fair market value or fleet value, find this amount on the “annual lease value 
table” and multiply the amount from the table by the employee's personal use percentage for the vehicle 
(personal miles divided by total miles driven). The employer must add an additional 5.5 cents for each 
personal mile driven if the employer also provides fuel for the vehicle. 
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Part-Year Valuation 
The annual lease value was designed primarily for vehicles used the entire calendar year. However, special 
valuation rules exist for vehicles used for shorter periods of time. To determine the value for a period of 
continuous availability that lasts at least 30 days, but less than a full year, the employer must multiply the 
annual lease value by the number of days the car is available to the employee and divide that figure by 
365. The days the car is unavailable to the employee for bona-fide business reasons may be excluded. The 
days that the car is available but not used by the employee (such as during vacation), may not be excluded. 
The employer may prorate the annual lease value even if the 30-continuous-day period straddles two 
years. This method may not be used when the reduction of taxable income is the primary reason for the 
change. 
 
Fixed and Variable Rate Mileage Allowance (FAVR) 
Revenue Procedure 2010-51 provides for a mileage allowance using a fixed and variable rate computation 
(FAVR) in which employers can reimburse employees using their personal car (owned or leased) for 
company business and exclude the payments from income. 
 
An FAVR allowance is made up of two parts: 
 

1. A periodic fixed payment to cover the employee’s fixed costs for depreciation (or lease payments), 
insurance, registration and license fees and personal property tax for the vehicle and 

2. A periodic variable payment for the employee’s operating costs for gas, oil, tires and routine 
maintenance and repairs. 

 
An FAVR can only be used when the employee meets the following requirements: 
 

• The employee owns or leases the car. 
• The employee substantiates at least 5,000 miles of business use or, if greater, 80% of the annual 

business mileage of the FAVR allowance. 
• At no time during the year may greater than 50% of the employees covered by the FAVR be 

management. 
• At least five employees must be covered under the FAVR at all times during the calendar year. 
• Employees covered by the FAVR for less than the full year may prorate the FAVR on a monthly basis. 

 
When FAVR is used, the employee’s reimbursement must be paid no less frequently than once a quarter. 
The costs (standard automobile cost) used in determining the FAVR must be based on 95% of the sum of 
the dealer's invoice plus state and local sales taxes paid by consumers in the geographic area where the 
employee lives. The standard automobile cost may not exceed $60,800 (including trucks and vans) and 
the employer is permitted to have different FAVR rates for different employees based on different 
standard automobiles. 
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FRINGE BENEFITS 

 
“C” CORPORATIONS 

 
2% OR GREATER SHAREHOLDERS 

IN “S” CORPORATIONS 
State 

Income Tax 
Withholding 

Federal 
Income Tax 
Withholding 

 
FICA 

*** 
FUTA/ 
SUTA 

Federal 
Income Tax 
Withholding 

 
FICA 

*** 
FUTA/ 
SUTA 

Airplanes Business Use 
Personal Use 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Athletic facilities (on premises) Exempt Exempt Exempt Exempt Exempt Exempt Exempt 
Awards and prizes Taxable Taxable Taxable Taxable Taxable Taxable Taxable 
Business expenses reimbursed Accountable Plan 

Cars/transportation Nonaccountable Plan 
Gifts 
Meals and entertainment 
Travel 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Cafeteria Plans Generally 
exempt 

Generally 
exempt 

Exempt(F) 
Taxable(S) 

Taxable** Taxable Exempt(F) 
Taxable(S) 

Generally 
Exempt 

Cars Business Use 
Personal Use 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Exempt 

Computers Business Use 
Personal Use 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Exempt 

Conventions  Business Purpose 
Nonbusiness Purpose 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Country Club memberships and other social clubs Taxable Taxable Taxable Taxable Taxable Taxable Taxable 
De Minimis benefits Exempt Exempt Exempt Exempt Exempt Exempt Exempt 
Dependent care assistance program 
(limited to $5,000; $2,500 if married filing separately) 

Exempt Exempt Exempt Exempt Exempt Exempt Taxable 

Employee discounts Exempt Exempt Exempt Exempt Exempt Exempt Exempt 
Education  Business related Exempt Exempt Exempt Exempt Exempt Exempt Exempt 
Educational assistance program 
(limited to $5,250) 

Exempt Exempt Generally 
Exempt 

Exempt Exempt Generally 
Exempt 

Generally 
Exempt 

Employee achievement awards**** Generally Exempt under Sec 74 (c) Taxable Taxable Taxable Exempt 
Health and accident insurance Exempt Exempt Exempt Taxable Generally 

Exempt 
Generally 
Exempt 

Exempt 

Home offices Exempt if reimbursed home office 
expenses qualify as working condition 

fringe benefit, otherwise taxable 

Exempt if reimbursed home office 
expenses qualify as working condition 

fringe benefit, otherwise taxable 

Same as 
federal 

Legal service, group plans  Taxable Taxable Taxable Taxable Taxable Taxable Taxable 
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FRINGE BENEFITS 

 
“C” CORPORATIONS 

 
2% OR GREATER SHAREHOLDERS 

IN “S” CORPORATIONS 
State 

Income Tax 
Withholding 

Federal 
Income Tax 
Withholding 

 
FICA 

*** 
FUTA/ 
SUTA 

Federal 
Income Tax 
Withholding 

 
FICA 

*** 
FUTA/ 
SUTA 

Life insurance - group term First $50,000 in coverage 
  Over $50,000 in coverage 
 
Life insurance premiums - keyman 

Exempt 
Taxable 

 
Taxable 

Exempt 
Taxable 

 
Taxable 

Exempt 
Exempt 

 
Exempt 

Taxable 
Taxable 

 
Taxable 

Taxable 
Taxable 

 
Taxable 

Taxable 
Taxable 

 
Taxable 

Exempt 
Exempt 

 
Exempt 

Loans with below market interest rates Exempt Taxable Taxable Taxable Taxable Taxable Exempt 
Meals and/or lodging on employer's premises and for employer's 
convenience 

Exempt Exempt Exempt Taxable Taxable Taxable Exempt 

Moving expenses Qualified or Unqualified Taxable Taxable Taxable Taxable Taxable Taxable Generally 
taxable 
(both) 

No additional – cost service Exempt 
 

Exempt Exempt Exempt Exempt Exempt Exempt 

Travel Business purpose 
  Personal purpose 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Exempt 
Taxable 

Uniforms not adaptable to general wear Exempt Exempt Exempt Exempt Exempt Exempt Exempt 
Vacation pay Taxable Taxable Taxable Taxable Taxable Taxable Taxable 
Workers' compensation premiums 
(occupational injuries) 

Exempt Exempt Exempt Taxable Taxable Taxable Exempt 

Working condition benefits Exempt Exempt Exempt Exempt Exempt Exempt Exempt 
 
* This is a partial list of fringe benefits. Consult your tax advisor for the treatment of fringe benefits not listed above. 
** Shareholders of an S corporation are not permitted to participate in a Cafeteria (Section 125) Plan on a pretax basis. 
***  Fringe benefits which are taxable for SUTA (State Unemployment Tax) purposes are also subject to State Unemployment Withholding from employees. 
**** Exempt up to $1,600 for qualified plan awards ($400 for nonqualified awards).



 

 

 
 
 

ELECTRONIC FUNDS 

TRANSFER 
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ELECTRONIC FUNDS TRANSFER (EFT) 
 
The IRS developed the Electronic Federal Tax Payment System (EFTPS) to comply with legislative 
requirements that at least 94% of all federal depository taxes be collected by electronic funds transfer. It 
is a free service from the U.S. Department of Treasury. 
 
The EFT requirement applies to all federal depository taxes (i.e., income tax, excise tax, etc.). The only 
exceptions are deposits that can be made with tax returns – such as deposits for employment taxes under 
$2,500 that can be made with a quarterly 941. If you are required to use EFTPS and you do not transmit 
funds electronically, a 10% penalty will be assessed on the amount of each deposit. 
 
Requirements for Enrollment in the EFTPS Program 
An EFTPS Business Enrollment Form (online at www.eftps.gov or Form 9779) must be completed by the 
employer before any deposits can be made. The IRS will notify an employer if it is mandated to 
electronically deposit taxes. However, if you are required to use EFTPS and do not receive the required 
forms, call 1-800-555-4477 to obtain an enrollment packet. You should allow at least ten weeks to process 
your enrollment application. If you have separate bank accounts in which you pay different tax obligations, 
you must complete a separate enrollment form for each bank account and identify which tax type(s) you 
want paid from such account(s). 
 
Payment Methods 
The EFTPS Program offers two electronic payment methods (you can choose one method or both 
methods). 
 

• EFTPS - Direct (ACH Debit) 
An electronic payment method that allows the taxpayer to initiate a tax payment to the IRS using 
the Internet or a telephone. 

• Transaction in which the IRS, through its designated treasury financial agent, originates an ACH 
transaction debiting the taxpayer’s bank account and crediting the IRS’s bank account for the 
amount of the payment due. 

• EFTPS - Through a Financial Institution (ACH Credit) 
Transaction in which the taxpayer, through its own bank, originates an entry crediting the IRS’s 
bank account and debiting its own bank account for the amount of the payment due. All 
associated costs are borne by the taxpayer. 

  

http://www.eftps.gov/
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EFTPS SECURITY PRACTICES 
 
Effective October 19th 2023, in compliance with Treasury mandates and security best practices, EFTPS 
users are required to utilize Multi-Factor Authentication (MFA) to access their accounts. This provides an 
additional layer of security, protecting EFTPS and its users against unauthorized access threats. 
  
Upon logging in to this site you will be redirected to a separate page and prompted to register and/or 
authenticate with a Credential Service Provider, Login.gov or ID.me.  Upon completion of this step you will 
be redirected back to EFTPS to input your EIN or SSN, PIN, and Password. 
 

 
 
PIV/CAC Certificate Authentication enables U.S. Federal employees and contractors to authenticate 

using a federally provided credential (PIV, PIV-I, CAC) 
  
LOGIN.GOV Login.gov is a trusted provider specializing in digital identity protection, providing users 

with secure access to applications. 
You consent to the privacy and security polices for identity and access management 
through Login.gov.  
https://login.gov/help/ 

  
ID.me ID.me is a trusted provider specializing in digital identity protection, providing users with 

secure access to applications. 
By selecting ID.me, you will be redirected to ID.me’s website. ID.me is not a government 
entity. You consent to privacy and security policies for identity and access management 
through ID.me Terms of Service/Privacy Policy. 
https://help.id.me/hc/en-us 

  
To set up, you will need to provide an email address, create a password and add a cell phone number to 
receive codes either by text or phone call. 

https://login.gov/help/
https://help.id.me/hc/en-us
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OVERTIME REGULATIONS 
 
The U.S. Department of Labor (DOL) announced a final rule for an expansion of overtime protections on 
September 24, 2019. The final rule became effective on January 1, 2020. 
 
The DOL’s final rule updated and revised the overtime regulations under the Fair Labor Standards Act to 
change the earnings thresholds necessary to exempt executive, administrative and professional 
employees along with several other items. Under the final rule: 
 

1. The minimum salary threshold was increased from $455 a week to $684 per week ($35,568 per 
year) 

2. The annual compensation requirement for “highly compensated employees” was increased from 
$100,000 to $107,432 per year. 

3. Employers are allowed to use nondiscretionary bonuses and incentive payments (including 
commissions) paid at least annually to satisfy up to 10% of the minimum salary amount. 

4. Special salary levels for workers in U.S. territories and the motion picture industry were revised.  
 
**DOL is proposing to update the minimum salary threshold to $1,059/week ($55,068 annually for a full-
time worker) and increasing the highly compensated employee salary to $143,988.  Public comment was 
ending on November 7, 2023. 
 
Pennsylvania overtime regulations which were set to increase the minimum salary that employers must 
pay to certain salaried employees in order to consider them exempt from overtime were repealed late 
last year in exchange for increased funding for public schools.   
 
Pennsylvania Department of Labor adopted new rules for tipped and salaried employees who work a 
fluctuating workweek effective August 5, 2022: 
 

• Employers are prohibited from deducting credit card or other payment processing fees from 
employees’ tips. 

• A manager or supervisor may not receive tips from a tip pool. 
• Employers need to perform weekly calculations to insure employees are being compensated for 

overtime when they work a fluctuating workweek. 
• Pennsylvania adopted the 80/20 rule to align with federal legislation which means that a tipped 

employee must not spend more than 20% of a workweek performing tasks that do not generate 
tips. 

 
Pennsylvania provides a lot of information and examples at https://www.dli.pa.gov/Individuals/Labor-
Management-Relations/llc/Pages/Overtime-Rules. 
 
  

https://www.dli.pa.gov/Individuals/Labor-Management-Relations/llc/Pages/Overtime-Rules
https://www.dli.pa.gov/Individuals/Labor-Management-Relations/llc/Pages/Overtime-Rules
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W-2 REPORTING – COST OF EMPLOYER SPONSORED GROUP HEALTH PLAN 
COVERAGE 
 
Employers who filed 250 or more W-2s are required to provide information to employees on the cost of 
employer-provided group health plan coverage. The IRS released Notice 2012-9 to provide additional 
guidance. This Notice clarified that the exemption for employers who filed less than 250 W-2s are exempt 
for 2013 and for later years until further guidance is issued. The Notice also clarified the costs to include 
on the W-2s. 
 
In general, companies are required to report the aggregate cost of employer-sponsored health coverage. 
This disclosure is for information purposes only. The costs are to be reported in Box 12 of the W-2 using 
the “DD” code. The aggregate cost generally includes both the portion of the cost paid by employer and 
the portion paid by the employee, regardless of whether the employee paid through pre-tax or after-tax 
contributions. Self-insured employers who have a group health plan that is subject to the federal 
continuation coverage requirements (COBRA) are required to report the aggregate reportable costs. 
These companies can use the amount of the premiums they charge to terminated employees for COBRA 
coverage as the reportable cost. The cost of coverage does not include amounts included in income such 
as the premiums that 2% S Corporation shareholders include on their W-2s. A chart of Form W-2 reporting 
requirements by coverage type can be found on the IRS website and a copy is reproduced on pages 187 
and 188. 
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RETIREMENT PLANNING 
 
The IRS announced the cost-of-living adjustments applicable to dollar limits on benefits and contributions 
under qualified retirement plans. Below is a summary of some of the more common employee/individual 
contributions limits: 
 
Elective deferral limits: 2023 2024 

401(k) and 403(b) Plans 
Lesser of $22,500 or $100% of 
participant’s compensation 

Lesser of $23,000 or $100% 
of participant’s 
compensation 

Simple 401(k) Plans and 
Simple IRA Plans 

Lesser of $15,500 or $100% of 
participant’s compensation 

Lesser of $16,000 or $100% 
of participant’s 
compensation 

Additional “Catch-Up” Limits 
(Individuals age 50 or older): 

401(k) and 403(b) Plans $7,500 $7,500 

Simple 401(k) and Simple IRA Plans $3,500 $3,500 

 
W-2 VERIFICATION CODE PROGRAM 
 
In an effort to combat tax-related identity theft and refund fraud, the IRS partnered with four major payroll 
providers who added a 16-digit verification code to a box on Form W-2, copies B (to be filed with 
employer’s federal tax return) and C for (employee’s records) for filing season 2016. This code was known 
only to the IRS, the payroll provider and the individual who received the W-2. Individuals who were affected 
by the program, and who used tax software to prepare their personal returns, entered the code when 
prompted to do so by their Form 1040 software. The IRS has announced that this program will be 
discontinued for 2019 filings. Verification codes have been rendered unnecessary since the IRS is now able 
to speed up their verification of W-2 information due to the quicker filing deadlines of Form W-2 with the 
Social Security Administration. 
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FSA (FLEXIBLE SPENDING ARRANGEMENTS) 
 
As of the date of this printing, the IRS has not announced the 2024 annual contribution limit for health 
FSA accounts.  The 2023 amounts are as follows: 

 
Contribution - $3,050  
Carryover - $610 if employer plan permits 
 

The dependent care FSA contribution limit remains at $5,000 per household for 2024. 
 
HSA (HEALTH SAVINGS ACCOUNT) 
 
The IRS announced that the 2024 annual contribution limit on deductions for an individual with self-only 
coverage under a high deductible health plan is $4,150 as compared to the 2023 limit of $3,850. The 2024 
contribution limitation on deductions for an individual with family coverage under a high deductible plan 
is $8,300 as compared to the 2023 limit of $7,750. The catch-up contribution for those age 55 or older 
remains at $1,000 for both self-only and family coverage. 
 
QUALIFIED SMALL BUSINESS PAYROLL TAX CREDIT - FORM 941 
 
Beginning tax year 2017, the IRS added Line 11a (Qualified Small Business Payroll Tax Credit for Increasing 
Research Activities) to the Form 941. Certain “qualified small businesses” who qualify to claim the research 
credit can elect to convert a portion of the research credit to a payroll tax credit. The election should be 
made on Form 6765 attached to a timely filed income tax return (including extensions). Additionally, the 
IRS released Form 8974 (Qualified Small Business Payroll Tax Credit for Increasing Research Activities) 
which will be used by qualified small businesses to calculate the amount of the payroll tax credit available 
to the taxpayer based on the amount elected on the Form 6765 and the amount of Social Security taxes 
reported for the quarter. The amount calculated on Form 8974 will then be entered on a Form 941 that is 
filed after the timely filing of the business income tax return. Taxpayers claiming the credit will file Form 
8974 quarterly by attaching it to the applicable Form 941. 
 
SEVERANCE COMPENSATION 
 
In March 2014, the U.S. Supreme Court ruled that severance compensation is subject to Social Security 
and Medicare taxes. This decision overturned a lower court ruling that could have forced the IRS to refund 
more than $1 billion. 
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FMLA CREDIT 
 
The Tax Cuts and Jobs Act (TCJA) introduced a new credit that is available to employers that provide paid 
family and medical leave to their employees and was initially only available for two years (i.e, tax years 
2018 and 2019). The Taxpayer Certainty and Disaster Tax Relief Act extends this credit to cover 2021-2025 
tax years. The amount of the credit is generally 12.5% of wages paid to an employee on leave. However, 
you must pay at least 50% of the wages normally paid to the employee while he or she is out on qualifying 
leave. The credit is increased by 0.25% (but not above 25%) for each percentage point the rate of pay is 
more than 50% of normal wages. So, if the leave payment rate is the same as the employee’s normal rate, 
a maximum credit of 25% will apply. 
 
You must satisfy several requirements to take advantage of the credit. These include the following: 
 

• You must have a written policy in place that provides at least two weeks of annual paid family and 
medical leave to qualifying full-time employees. (This is prorated for qualifying part-time 
employees.) Also, your policy must provide that qualifying employees on leave will be compensated 
at least 50% of their normal wages. Your current leave policy may need to be revised to comply with 
the credit requirements. 

• The credit only covers wages paid to qualifying employees. These are individuals who have been 
employed for one year or more and didn’t have prior-year compensation exceeding a threshold 
amount. For 2021 and 2022 the threshold amount is $78,000. 

• Wages must be paid for qualifying family and medical leave. This generally includes leave for the 
birth, adoption, or fostering of a child; care for a spouse, child, or parent with a serious health 
condition; an employee’s serious health condition and qualifying needs of a spouse, child or parent 
who is a covered veteran or a member of the Armed Forces. Vacation leave, personal leave and 
medical or sick leave (other than specifically defined as qualifying leave) don’t qualify for the credit. 

 
The maximum length of paid family and medical leave that can qualify for the credit is 12 weeks per 
employee, per tax year. Also, the total credit attributable to one employee can’t exceed the employee’s 
normal hourly rate for each hour (or fraction of an hour) of actual work performed multiplied by the 
number of hours (or fraction of an hour) family and medical leave is taken. The wages for an employee 
who is not paid an hourly wage rate are prorated to an hourly wage rate to determine the credit limit. 
 
Assuming all of these requirements are met, the new employer credit for paid family and medical leave is 
a win-win situation. 
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NEW FOR 2024: BENEFICIAL OWNERSHIP INFORMATION (BOI) REPORTING 
 
New and existing corporations should start familiarizing themselves with a new law that will require 
beneficial ownership information (BOI) to be reported. Effective January 1, 2024, corporations, limited 
liability companies (LLCs) and other entities formed under state law (domestic reporting companies) or 
similar entities formed under foreign law and registered to do business in the U.S. (foreign reporting 
companies), are required to report their beneficial ownership to the U.S. Treasury Department’s Financial 
Crimes Enforcement Network (FinCen). Failure to comply will result in penalties. 
  
What is the Purpose of Filing Beneficial Ownership Information? 
The BOI reporting provisions are included in the Corporate Transparency Act (CTA) which is part of the 
Anti-Money Laundering Act of 2020 (AML Act). This rule was created to strengthen the ability of FinCen 
and other agencies to protect U.S. national security along with preventing and combatting money 
laundering, terrorist financing, tax fraud and other illicit activity.  Under the CTA, access to BOI will be 
granted to federal agencies engaged in national security, intelligence or law enforcement activities. The 
Department of the Treasury in connection with its official duties, as well as state and local law enforcement 
agencies in connection with criminal or civil investigations, will also have access. 
  
Who is Required to File Under the Corporate Transparency Act? 
Reports must be filed by domestic and foreign reporting companies. A domestic reporting company is 
defined as a corporation, LLC or any entity created by the filing of a document with a secretary of state or 
any similar office under the law of a state or Indian tribe. A foreign reporting company is a corporation, 
LLC or other entity formed under the law of a foreign country that is registered to do business in any state 
or tribal jurisdiction by the filing of a document with a secretary of state or any similar office. 
  
Who Is Considered to Be a Beneficial Owner and Company Applicant? 
The rule requires that reporting companies file reports with FinCen that identify individuals who are 
beneficial owners and company applicants of the entity. In most cases, the company applicant will also be 
a beneficial owner of the company. Under the rule, a beneficial owner includes any individual who directly 
or indirectly exercises substantial control over a reporting company or owns or controls at least 25% of 
the ownership interests of a reporting company. The company applicant can be defined as an individual 
who directly files the document that creates the entity, or in the case of a foreign reporting company, the 
document that first registers the entity to do business in the U.S., as well as the individual who is primarily 
responsible for directing or controlling the filing of the relevant document by another. 
  
Nonetheless, the rule exempts five types of individuals from the definition of beneficial owner. The 
following are not considered beneficial owners of a reporting company: 
  

• A minor child, provided that the reporting company reports the required information of the minor 
child’s parent or legal guardian 

• An individual acting as a nominee, intermediary, custodian or agent on behalf of another individual 
• An individual acting solely as an employee of a reporting company in specified circumstances 
• An individual whose only interest is a future interest through a right inheritance 
• A creditor of the reporting company 

https://www.fincen.gov/boi
https://www.fincen.gov/boi
https://www.fincen.gov/anti-money-laundering-act-2020
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Are There Exemptions from Beneficial Ownership Information Reporting? 
An exemption applies to entities that employ more than 20 full-time employees in the U.S., have an 
operating presence at a physical office in the U.S. and demonstrate more than $5 million in gross receipts 
or sales on their federal income tax return. In the future, entities that fall below the exemption threshold 
will have 30 days to file a report. An updated report is required if a reporting company later becomes 
eligible for the exemption. Besides this exemption, the proposed regulations include 23 statutory 
exemptions from the definition of a reporting company. Below are some noteworthy exemptions: 
  

• Securities and Exchange Commission (SEC) reporting companies 
• Regulated financial service companies including banks, credit unions, depository institution 

holding companies, registered securities broker-dealers, registered investment companies and 
investment advisers, venture capital fund advisors and pooled investment vehicles 

• Entities registered pursuant to the Commodity Exchange Act 
• Tax-exempt entities 
• Subsidiaries of certain exempt entities 
• Large operating companies 
• Accounting firms 
• Inactive businesses 

  
The full list of exemptions from beneficial ownership information reporting can be found in the final rule 
by the Financial Crime Enforcement Network in the National Archives of the Federal Register. 
  
What Information is Required in the Report and How Do I File? 
The report will include information about the reporting company and information about individual 
beneficial owners and company applicants. The reporting company will need to include: 
  

• Full legal name and any trade name or “doing business as” name 
• Current and complete street address where the main place of business or headquarters is located 
• Jurisdiction of formation 
• Federal taxpayer identification number (TIN) 

  
Each beneficial owner and company applicant must also provide FinCen with their full legal name, 
birthdate, current residential street address, identifying number from a driver’s license, passport or state 
ID, and an image to prove identity. All reports filed will not be available to the public and are not subject 
to requests under the Freedom Information Act. 
 
What Happens if I Have Changes to the Report? 
If there are any changes or inaccuracies to information previously reported, the reporting company is 
required to file an update within 30 calendar days after the date on which the change occurs. Reporting 
companies created or registered before January 1, 2024, will have one year (January 1, 2025) to file their 
initial reports, while reporting companies created or registered after the effective date will have 30 days 
after receiving notice of their creation or registration to file their initial reports. FinCen is currently 
developing a new IT system called the Beneficial Ownership Secure System (BOSS), which will be used to 
collect, store and maintain BOI reports. 

https://www.federalregister.gov/documents/2022/09/30/2022-21020/beneficial-ownership-information-reporting-requirements
https://www.federalregister.gov/documents/2022/09/30/2022-21020/beneficial-ownership-information-reporting-requirements
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Beneficial Ownership Information Reporting Scam 
FinCen has recently been notified of fraudulent attempts being made to solicit information from 
individuals and entities who may be subject to reporting requirements under the Corporate Transparency 
Act.  The fraudulent correspondence may be titled “Important Compliance Notice” and will ask the 
recipient to click on a URL or to scan a QR code. These emails or letters are fraudulent. FinCen does not 
send unsolicited requests. If you receive a correspondence like this, please do not respond or click on any 
links or scan any QR codes within them. FinCen cannot accept BOI reports before January 1, 2024. 
  
As of right now, FinCen has released a final rule along with fact sheets for reporting companies to read 
over before the rule goes into effect. New guidelines will be released as we approach the new year. If you 
are a reporting company who has any questions on how this may affect you, please contact your BSSF 
advisor. 
 
 
 

  

https://www.fincen.gov/boi
https://www.federalregister.gov/documents/2022/09/30/2022-21020/beneficial-ownership-information-reporting-requirements
https://www.fincen.gov/beneficial-ownership-information-reporting-rule-fact-sheet
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STATE DEPOSIT REQUIREMENTS – PENNSYLVANIA WITHHOLDINGS 
 

 
 

 
2023 

 
2024 

 
 

 
 
 WITHHOLDINGS 

 
 WAGE 
 LIMIT 

 
 
 % 

 
 WAGE 
 LIMIT 

 
 
 % 

 
 
  

 
Federal Income Tax 

 
 N/A 

 
 * 

 
 N/A 

 
 * 

 
 

 
FICA: Social Security 

 
 $160,200 

 
 6.20 

 
 $168,600 

 
 6.20 

 
 

 
Medicare 

 
 N/A 

 
  1.45**** 

 
 N/A 

 
  1.45**** 

 
 

 
State Income Tax 

 
 N/A 

 
 3.07 

 
 N/A 

 
 3.07 

 
 

      

 
Local Income Tax 

 
 N/A 

 
 ** 

 
 N/A 

 
 ** 

 
 

 
PA Unemployment 

 
 N/A 

 
 0.07 

 
 N/A 

 
 0.07 

 
 

 
 EMPLOYER TAXES 

 
 

 
 

 
 

 
 

 
 

 
FICA: Social Security 

 
 $160,200 

 
 6.20 

 
 $160,200 

 
 6.20 

 
 

 
Medicare 

 
 N/A 

 
 1.45 

 
 N/A 

 
 1.45 

 
 

 
FUTA 

 
 $7,000 

 
 0.60 

 
 $7,000 

 
  0.60****** 

 
 

 
SUTA***** 

 
 $10,000 

 
  *** 

 
 $10,000 

 
 *** 

 
 

 
* See Circular E (Publication 15) for percentage or dollar amount tables. 
** Check with your local tax collection district. 
***  See Form PA-UC2 for applicable rate. 
**** Employers must withhold an additional Medicare tax of .9% on wages in excess of $200,000. There is no employer 

matching contribution. An employer has this obligation even though an employee may not be liable for the additional 
Medicare tax because, for example, the employee’s wages together with that of his/her spouse (when filing a joint 
return) does not exceed the $250,000 married filing jointly liability threshold. Any withheld additional Medicare tax 
will be credited against the total tax liability shown on the individual’s personal income tax return. 

***** Per PA Senate Bill 1310, the future wage limits are as follows: 
 2018 and thereafter $10,000. 
****** Even though Form 940 covers a calendar year, you may need to make at least one quarterly FUTA payment. If your 

undeposited FUTA tax is more than $500 at end of quarter, then you must deposit the tax by the last day of the 
month after the end of the quarter. 
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E-VERIFY PROGRAM 
 
As of January 1, 2021, E-Verify became mandatory in Florida. To date, the following states require E-Verify 
for some or all employers: Alabama, Arizona, Colorado, Florida, Georgia, Idaho, Indiana, Louisiana, 
Michigan, Minnesota, Mississippi, Missouri, Nebraska, North Carolina, Oklahoma, Pennsylvania, South 
Carolina, Tennessee, Texas, Utah, Virginia and West Virginia. 
 
E-Verify: The Web-Based Verification Companion to Form I-9 
Since verification of the employment authorization and identity of new hires became law in 1986, Form I-
9 has been the foundation of the verification process. To improve the accuracy and integrity of this 
process, USCIS operates an electronic employment confirmation system called E-Verify.  
 
E-Verify is a system that provides access to federal databases to help employers confirm the employment 
authorization of new hires. E-Verify is free and can be used by employers in all 50 states, as well as the 
District of Columbia, Puerto Rico, Guam, the U.S. Virgin Islands and the Commonwealth of the Northern 
Mariana Islands.  
 
Employers who participate in E-Verify must complete Form I-9 for each newly hired employee in the U.S. 
E-Verify employers may accept any document or combination of documents on Form I-9, but if the 
employee chooses to present a List B and C combination, the List B document must have a photograph.  
 
After completing a Form I-9 for your new employee, create a case in E-Verify that includes information 
from Sections 1 and 2 of Form I-9. After creating the case, you will receive a response from E-Verify 
regarding the employment authorization of the employee. In some cases, E-Verify will provide a response 
indicating a tentative nonconfirmation of the employee’s employment authorization. This does not 
necessarily mean that the employee is unauthorized to work in the United States. Rather, it means that E-
Verify is unable to immediately confirm the employee’s authorization to work. In the case of a tentative 
nonconfirmation, you must notify the employee, and an employee who wishes to contest a tentative 
nonconfirmation result should contact the appropriate agency (DHS or the Social Security Administration) 
within the prescribed time periods.  
 
You must also follow certain procedures when using E-Verify that were designed to protect employees 
from unfair employment actions. You must use E-Verify for all new hires, both U.S. citizens and 
noncitizens, and may not use the system selectively. You may not use E-Verify to prescreen applicants for 
employment, check employees hired before the company became a participant in E-Verify (except 
contractors with a federal contract that requires use of E-Verify) or reverify employees who have 
temporary employment authorization. You may not terminate or take other adverse action against an 
employee based on a tentative nonconfirmation.  
 
E-Verify strengthens the Form I-9 employment eligibility verification process that all employers, by law, 
must follow. By adding E-Verify to the existing Form I-9 process, employers can benefit from knowing that 
it has taken an additional constructive step toward maintaining a legal workforce.  
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You can enroll in E-Verify at uscis.gov/e-verify, which provides instructions for completing the enrollment 
process. For more information, contact E-Verify at 888-464-4218, or visit the website listed above.  
 
PENNSYLVANIA NEW HIRE REPORTING 
 
All employers are required to report new hires within 20 days of hiring date. Employees should be 
reported even if they work only one day and are terminated or leave employment prior to the employer 
fulfilling the new hire reporting requirement. However, if the employee never earned wages he/she does 
not need to be reported. 
 
If an employee is laid off, takes maternity leave or terminates employment and is rehired within 30 days, 
no action is required. If 30 days have passed, you must report as a new hire a former employee who is: 
 

1. Rehired following termination; 
2. Rehired following separation; 
3. Returning to work following a lay off or 
4. Returning to work following a requested leave of absence without pay greater than 30 days. 
 

Failure to report will result in receiving a written warning on the first occasion. Subsequent occurrences 
will result in a $25 fine for each employee not reported, payable to the Department of Labor and Industry. 
If the failure to file is the result of a conspiracy between the employer and employee, the fine will be raised 
to $500. 
 
New hires can be entered manually or uploaded via the PA CareerLink website. For more information on 
the new hire program, visit www.pacareerlink.pa.gov/jponline/. The Customer Service Department’s 
phone number is 1-888-724-4737 (1-888-PAHIRES).  
 

PENNSYLVANIA PAYROLL & UNCLAIMED PROPERTY LAWS 
 
Unclaimed wages are a form of abandoned property that may become the property of the state. Under 
Pennsylvania law, property that is unclaimed by the owner for a period of time (two years for uncashed 
payroll checks) is deemed abandoned and is subject to the custody and control of the state. Employers 
holding outstanding wages must file reports and turn over the abandoned property to the appropriate 
state agency.  
 
Employers should remit unclaimed property to the state with the last known address of the employee. If 
there is no address, the funds should be returned to the state in which the employer is incorporated. 
Employers are not allowed to deduct a fee to offset expenses incurred for abandoned property reporting.  
 
  

https://www.uscis.gov/node/46325
http://www.pacareerlink.pa.gov/jponline/
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As part of Pennsylvania’s 2016-2017 budget, the state now requires the holder of the property presumed 
abandoned to send notice to the owner of the property prior to the transfer of unclaimed property to the 
state. The notice needs to be sent not more than 120 days, nor less than 60 days, prior to the date a report 
concerning the property is required to be submitted to the state. This notice needs to be sent if the holder 
has an address for the owner that is deemed to be accurate and if the value of the property is $50 or 
more. Based on the April 15 due date of the unclaimed property report, the notices should be sent 
between December 21 and February 13. 
 
Businesses who have determined that no unclaimed property exists are encouraged to voluntarily file a 
negative report with the Pennsylvania Treasury. A negative report is a simple one-page report by an 
employer indicating that they have no unclaimed property to report. 
 
For businesses that never filed a report or overlooked certain property types and would like to come into 
compliance, the Pennsylvania Treasury offers a Voluntary Disclosure Agreement to bring companies up 
to date with their annual filing while receiving a waiver of penalties and interests. 
 

To register with the Treasury Department: 
Pennsylvania Treasury Department  
Bureau of Unclaimed Property 
P.O. Box 1837 
Harrisburg, PA 17105-1837 
www.patreasury.gov 
1-800-379-3999 

 
See the Pennsylvania Dormancy Matrix on page 202, the reference guide on page 203 and mailing 
instructions on page 204.  
 

PENNSYLVANIA ACT 32 (LOCAL TAX) 
 
Act 32 requires uniform withholding of earned income taxes (EIT) and remittance to a single local collector 
or Tax Officer. The Act applies to earned income taxes levied and collected after December 31, 2011. 
 
Employers who maintain worksites in PA or employ individuals who may work from their homes are 
required to withhold applicable earned income tax from these employees. All employers should complete 
and keep on file the Residency Certificate Form for each employee. (See page 205 for a copy of the form). 
The resident PSD code and work location PSD code should be established as well as the resident EIT tax 
rate and work location non-resident EIT tax rate. 
 
For purposes of year-end W-2 reporting, box 20 of the W-2 form will have a two-digit numerical code (01 
to 69) representing the tax collection district where the local income tax withholding was paid. This will 
allow for a more efficient collection of the local tax withheld from residents of a tax collection district but 
not received by the tax collector of that district. A list of the tax collection districts is noted on page 206. 
 
For more information on Act 32, visit www.newpa.com 

http://www.patreasury.gov/
http://www.newpa.com/
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PENNSYLVANIA MINI-COBRA 
 
On June 10, 2009, Act 2 of 2009 was passed to help address the growing need to extend healthcare options 
for those newly unemployed. 
 
As a result, employees laid off by small employers are eligible for state Mini-COBRA benefits. Prior to this, 
only those who worked for companies employing more than 20 people were eligible for federal COBRA 
benefits. These benefits extend health coverage under the employer’s insurance plan for nine months. 
 
For more information, call the Pennsylvania Insurance Department at 1-877-881-6388.
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LIMITATION OF CERTAIN BUSINESS EXPENSE DEDUCTIONS 
 
For Pennsylvania tax purposes, the expenses paid for moving employees, their immediate family, 
household goods and personal effects are excluded from wages and withholding if: 
 

• Employees must, and do, account to their employers; 
• Employees’ expenses equal or exceed reimbursement. 
• The move is made for the benefit of the employer and is from one full-time position to another and 
• The new workplace is at least 35 miles further from the old residence than the old workplace was. 

 
Any reimbursement of moving expenses paid or incurred by an employee in assuming a new job are 
personal expenses that are wages subject to withholding. 
 
DETERMINING GROSS-UP – PENNSYLVANIA EXAMPLE 
 

 
  

 
PA EX: Taxable fringe benefits equal $2,500.00 
             Employee's YTD earnings = $15,000.00 
             (22% FIT, 6.2% Soc. Sec., 1.45% Medicare 
             3.07% State, .06% PA UC, 1% local) 

 
$2,500.00 

 
=$3,775.29 

 
100% - 33.78% 

 
 

 
 

 
Verification: 

$3,775.29 x 22% 
$3,775.29 x 6.20% 
$3,775.29 x 1.45% 
$3,775.29 x 3.07% 
$3,775.29 x 1.0% 
$3,775.29 x .06% 
 

                            Total Tax 
 

 
 

= $830.56 
= $234.07 

= $54.74 
= $115.90 

= $37.75 
= $2.27 

 
= $1,275.29 

 
 

 
Mathematical proof: 

Taxable fringe benefit 
Total tax 

 
Gross taxable fringe benefit 

 
 

  $2,500.00 
    1,275.29 

 
  $3,775.29 
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2% SHAREHOLDER-EMPLOYEES OF S CORPORATIONS 
 
For Pennsylvania payroll reporting purposes, noncash fringe benefits are generally not subject to income 
tax withholding. Note, however, that fringe benefits which are subject to FUTA/SUTA tax are also subject 
to state unemployment withholding. 
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PENNSYLVANIA EFT 
 
Taxpayers remitting a payment of $1,000 or more for any of the following taxes are required to make 
payment by Electronic Funds Transfer (EFT): 
 

Sales and Use Tax     Insurance Premiums 
Employer Withholding    Public Utility Realty 
Corporate Net Income    Motor Carrier Road Tax 
Mutual Thrift Institutions    Fuel Use Tax 
Bank Shares      Oil Company Franchise 
Title Insurance and Trust    Liquid Fuels 
Utilities Gross Receipts    Malt Beverage 

 
Any payment less than $1,000 is not required to be remitted by EFT, regardless of the fact that you may 
be registered to pay such taxes by EFT. Likewise, any payment of $1,000 or more must be remitted using 
an approved EFT payment method, regardless of the fact that you may not be registered to pay such taxes 
by EFT. Failure to remit by EFT when required can result in a penalty of 3% of the total tax due not to 
exceed $500. 
 
Registration in the EFT Program 
If you do not have internet access, an EFT Authorization Agreement (Form REV331A) must be completed 
for each type of tax. The required forms should be received automatically from the Commonwealth. 
However, if you are required to use EFT and do not receive the required forms call 1-800-362-2050. It takes 
the Department approximately 30 days to register a taxpayer prior to making EFT payments. A taxpayer 
can also register online at www.mypath.pa.gov. Online applications are processed within three days of 
submission. Not only can you register for EFT, but you can register to file returns and payments 
electronically. 
 
Payment methods 
The EFT Program offers two electronic payment methods: 
 

1. Automated Clearing House Debit (ACH Debit): 
Transaction in which the Commonwealth, through its designated depository bank, originates an 
ACH transaction debiting the taxpayer's bank account and crediting the Commonwealth's bank 
account for the amount of the payment due. There are no taxpayer costs for this method. 
 

2. Automated Clearing House Credit (ACH Credit): 
Transaction in which the taxpayer, through its own bank, originates an entry crediting the 
Commonwealth’s bank account and debiting its own bank account for the amount of the payment 
due. All associated costs are borne by the taxpayer. 
 

  

https://www.etides.state.pa.us/
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A third payment method to satisfy the obligation is remitting payments by certified or cashier's check. 
Prior to the first payment under this payment method, you must complete and return the EFT 
Authorization Agreement. Under this method the taxpayer must hand deliver or mail via an express mail 
delivery service a certified or cashier's check, with the appropriate return or deposit statement, to: 
 
 Pennsylvania Department of Revenue 
 Bureau of Business Trust Fund Taxes, EFT Unit 
 9th Floor, Strawberry Square 
 Harrisburg, PA 17128-0908 
 
on or before 4 p.m. on the tax due date. Payments will not be accepted at any other Department locations.  
 
A fourth payment method allowed is the use of American Express, Discover, Master Card or Visa credit 
cards or Master Card or Visa debit cards. The credit/debit card service provider is Official Payments Corp. 
The service provider charges a fee for this service. Official Payments Corp. contact information is 1-800-
272-9829 or www.officialpayments.com. Official Payments Corp. charges a fee for each transaction. 
 
An emergency backup payment method by FedWire is also offered by the Department for emergency 
situations and only upon prior approval of the Department. Emergency situations are limited to a new 
taxpayer establishing EFT procedures, a taxpayer changing payment methods or banks and system 
failures within the banking system/ACH interface beyond a taxpayer’s control. 
 
With the few exceptions noted below, remitting tax payments electronically does not change the current 
tax return filing requirements. Tax returns must still be filed by the required due date. Penalties will be 
assessed as provided by law for all late filings. 
 
To obtain assistance, please visit www.revenue.state.pa.us or contact the E-Business Tax Unit at 717-783-
6277. 
 
Exceptions: 

• Employer Withholding Tax 
• Semimonthly and Monthly Filers remitting via ACH Debit or ACH Credit do not file the Employer 

Deposit Statement of Withholding Tax (PA-501). However, you must continue to file the Employer 
Quarterly Return of Withholding Tax (PA-W3). 

• Quarterly Filers remitting via ACH Debit or ACH Credit must continue to file the Quarterly Return 
of Withholding Tax (PA-W3). 

• All Type Filers remitting via Certified/Cashier's Check must continue to file all deposit statements 
and returns. 

• Corporate Net Income Tax 
 
  

http://www.officialpayments.com/
http://www.revenue.state.pa.us/
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If you remit payments via ACH debit or ACH Credit, do not file the Estimated Tax Payment coupon 
(REV-857) or the Annual Extension Request coupon (REV-853). However, you must continue to file the PA 
Corporate Tax Report (RCT-101). If no payment is due and an extension to file is needed, Pennsylvania 
accepts the federal extension. 
 
If you remit payments via Certified/Cashier's Check, you must continue to file all coupons and tax reports 
with the Certified/Cashier's check. 
 
PENNSYLVANIA EFT FOR Unemployment 
Employers are required to pay UC contributions electronically if the total liability owed equals or exceeds 
$5,000 for a payment period. Once the threshold is met, all subsequent payments must also be submitted 
electronically, even if the amounts due for the subsequent periods are less than $5,000. All returns and 
payments must be filed through www.uctax.pa.gov. Employers unable to comply with the electronic 
payment requirements may request a temporary waiver to submit a paper remittance. Failure to comply 
with the electronic payment requirement can result in a penalty of 10% of the face value of the payments, 
up to a maximum of $500 with a minimum of $25 per occurrence. 
 
 
 
  

http://www.uctax.pa.gov/
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WORK OPPORTUNITY TAX CREDIT (WOTC) – PENNSYLVANIA SUBMISSION 
 
The Work Opportunity Tax Credit is a federal tax credit available to employers for hiring individuals from 
certain targeted groups who have consistently faced significant barriers to employment. It was set to 
expire on December 31, 2020 however the Consolidated Appropriate Act, 2021 authorized the extension 
of this credit until December 31, 2025. Tax-exempt employers may claim the WOTC for qualified veterans 
who begin work for the employer after 2020 and before 2026. The target groups are listed on pages 191 
through 194. The tax credit claimed depends on the target group of the individual hired, the wages paid 
to that individual in the first year of employment and the number of hours that individual worked. The 
maximum tax credit varies among the target groups. To apply for the credit, IRS Form 8850 (Pre-Screening 
Notice and Certification Request Form) and ETA Form 9061 (Individual Characteristics Form) need to be 
completed and submitted within 28 calendar days of the new employee’s start date to the following 
address:  
 
 PA Department of Labor and Industry 
 Tax Credit Services 
 651 Boas Street, 12th Floor 
 Harrisburg, PA 17121-0750 
 
Visit the WOTC website, https://www.dli.pa.gov/ then search for “WOTC" for more information on eligibility 
requirements and how to apply for the tax credit or the Pennsylvania Department of Labor and Industry 
website. 
 
PA UC REPORTING 
 
Employers are required to electronically file quarterly UC tax and wage reports through UCMS 
(Unemployment Compensation Management System). The Department of Labor and Industry no longer 
mails UC-2 and UC-2A forms to employers.  
 
Also, beginning with the second quarter of 2014, employers were instructed to begin reporting a credit 
week as any calendar week in which an employee earns $116 or more. The definition of a credit week 
changed from $100 to 16 times the minimum hourly wage (currently $7.25 per hour). Credit weeks are 
used by the Department to determine how many weeks of UC benefits an individual may receive. 

  

https://www.dli.pa.gov/
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STATE DEPOSIT REQUIREMENTS – MARYLAND WITHHOLDINGS 
 

 
 

 
2023 

 
2024 

 
 

 
  
 WITHHOLDINGS 

 
 WAGE 
 LIMIT 

 
 
 % 

 
 WAGE 
 LIMIT 

 
 
 % 

 
 
  

 
Federal Income Tax 

 
 N/A 

 
 * 

 
 N/A 

 
 * 

 
 

 
FICA: Social Security 

 
 $160,200 

 
 6.20 

 
 $168,600 

 
 6.20 

 
 

 
Medicare 

 
 N/A 

 
  1.45** 

 
 N/A 

 
  1.45** 

 
 

 
State Income Tax 

 
 N/A 

 
 *** 

 
 N/A 

 
 *** 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 EMPLOYER TAXES 

 
 

 
 

 
 

 
 

 
 

 
FICA: Social Security 

 
 $160,200 

 
 6.20 

 
 $168,600 

 
 6.20 

 
 

 
Medicare 

 
 N/A 

 
 1.45 

 
 N/A 

 
 1.45 

 
 

 
FUTA 

 
 $7,000 

 
 0.60 

 
 $7,000 

 
  0.60**** 

 
 

 
MD SUTA 

 
 $8,500 

 
  Varies 

 
 $8,500 

 
 Varies 

 
 

 
* See Circular E (Publication 15) for percentage or dollar amount tables. 
** Employers must withhold an additional Medicare tax of .9% on wages in excess of $200,000. There is no employer 

matching contribution. An employer has this obligation even though an employee may not be liable for the additional 
Medicare tax because, for example, the employee’s wages together with that of his/her spouse (when filing a joint return) 
does not exceed the $250,000 married filing jointly liability threshold. Any withheld additional Medicare tax will be 
credited against the total tax liability shown on the individual’s personal income tax return. 

*** State income tax percentage varies by county in Maryland and is paid with Maryland State. 
 (See page 221 for Maryland Local Tax Rates). 
**** Even though Form 940 covers a calendar year, you may need to make at least one quarterly FUTA payment. If your 

undeposited FUTA tax is more than $500 at end of quarter, then you must deposit the tax by the last day of the month 
after the end of the quarter. 
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MARYLAND LOCAL TAX 
 
Maryland’s 23 counties and Baltimore City levy local income tax, which is collected on the state income tax 
return. The local income tax is calculated as a percentage of taxable income, and rates are set by local 
officials. The rates range from 2.25% to 3.20% for 2023. Local tax rates are based on where an employee 
lives, not where they work. The rates can be seen on page 221, for Maryland Local Tax Rates, and those 
counties with increases have been noted in bold. 
 
The special nonresident income tax rate is 2.25% in 2023. 
 
2024 tax rates will be available mid-December on the 2024 withholding tax facts page.   
https://www.marylandtaxes.gov/pros/tax-facts/index.php  
 

MARYLAND UC REPORTING 
 
Employers are required to electronically file quarterly UC tax and wage reports through the Maryland 
Department of Labor Unemployment BEACON portal: https://employer.beacon.labor.md.gov. The 
Department of Labor and Industry no longer mails DLLR/OUI-15 forms to employers. Liability tax 
payments can be made electronically or by paper check. 
 

MARYLAND NEW HIRE REPORTING 
 
All employers are required to report new hires within 20 days of hiring date. Employees should be 
reported even if they work only one day and are terminated or leave employment prior to the employer 
fulfilling the new hire reporting requirement. However, if the employee never earned wages, he/she does 
not need to be reported. 
 
If an employee is laid off, takes maternity leave or terminates employment and is rehired within 60 days, 
no action is required. If 60 days passed, you must report as a new hire a former employee who is: 
 

1. Rehired following termination; 
2. Rehired following separation; 
3. Returning to work following a lay off or 
4. Returning to work following a requested leave of absence without pay greater than 60 days. 

 
Failure to report will result in receiving a written warning on the first occasion. Subsequent occurrences 
will result in a $25 fine for each employee not reported, payable to the Department of Labor and Industry. 
If the failure to file is the result of a conspiracy between the employer and employee, the fine will be raised 
to $500. 
 
For more information on the new hire program, visit www.dllr.state.md.us or 
www.mdunemployment.com  
 
 

https://www.marylandtaxes.gov/pros/tax-facts/index.php
https://employer.beacon.labor.md.gov/
http://www.dllr.state.md.us/
http://www.mdunemployment.com/
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The Customer Service Department’s phone number is 410-949-0033. Report at www.mdnewhire.com or 
fax to 888-657-3534. 
 
Copy of form is located on page 224. 
 
MARYLAND PAYROLL & UNCLAIMED PROPERTY LAWS 
 
Under Maryland law, property that is unclaimed by the owner for a period of time (three years for 
uncashed payroll checks) is deemed abandoned and is subject to the custody and control of the state. 
Employers holding outstanding wages must file reports and turn over the abandoned property to the 
appropriate state agency.  
 
Employers should remit unclaimed property to the state with the last known address of the employee. If 
there is no address, the funds should be returned to the state in which the employer is incorporated. 
Employers are not allowed to deduct a fee to offset expenses incurred for abandoned property reporting.  
 
Maryland state requires the holder of the property presumed abandoned to send notice to the owner of 
the property prior to the transfer of unclaimed property to the state. The notice needs to be sent to the 
last known address not more than 120 days, nor less than 30 days, prior to the date a report concerning 
the property is required to be submitted to the state.  
 
Holders should submit a negative report only if holder information has changed since the last report OR 
if it is the final report for the holder, who has reported in the past; OR if incorporated in Maryland. Holders 
with no prior Maryland reporting history should not submit negative holder reports. 
 

To mail reports: 
Unclaimed Property Unit 
Comptroller of Maryland 
P.O. Box 17161 
Baltimore, MD 21297-1161 

 
If you have 10 or more properties to report, you must file electronically at: 
http://comptroller.marylandtaxes.gov/Public_Services/Unclaimed_Property/Unclaimed_Property_Online_
Services/ 
 
See Maryland Dormancy guide on page 228. 
 
  

http://www.mdnewhire.com/
http://comptroller.marylandtaxes.gov/Public_Services/Unclaimed_Property/Unclaimed_Property_Online_Services/
http://comptroller.marylandtaxes.gov/Public_Services/Unclaimed_Property/Unclaimed_Property_Online_Services/
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DETERMINING GROSS-UP – MARYLAND EXAMPLE 

 

2% SHAREHOLDER-EMPLOYEES OF S-CORPORATIONS - MARYLAND 
 
Maryland generally follows the federal guidelines for taxability of fringe benefits, including those related 
to the 2% shareholder rule. 
  

 
MD EX: Taxable fringe benefits equal $2,500.00 
            Employee's YTD earnings = $15,000.00 
            (22% FIT, 6.2% Soc. Sec., 1.45% Medicare 
            7.5% State) 

 
$2,500.00 

 
=$3,977.73 

 
100% - 37.15% 

 
 

 
 

 
Verification: 

$3,977.73 x 22% 
$3,977.73 x 6.20% 
$3,977.73 x 1.45% 
$3,977.73 x 7.5% 
 

 
Total Tax 

 
 

= $875.10 
= $246.62 

= $57.68 
= $298.33 

 
= $1,477.73 

 
 

 
Mathematical proof: 

Taxable fringe benefit 
Total tax 

 
Gross taxable fringe benefit 

 
 

  $2,500.00 
    1,477.73 

 
  $3,977.73 
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MARYLAND ELECTRONIC FUNDS TRANSFER (EFT) 
 
Businesses can use the b-File system to file and pay Employer Withholding and Sales and Use Tax 
electronically. There is no formal registration process; however, it is recommended that users create a 
User login so that returns previously filed on the b-File system can be viewed. Once submitted, most 
returns cannot be edited. Payments can be made via bank debit or credit card. 
 
The website is https://interactive.marylandtaxes.gov/Business/bFile/OSC/SelectApp.aspx.   
 
Maryland Tax Connect is a new system set to be released in February 2024. 
 
MARYLAND EMPLOYER WITHHOLDING REPORTING 
 
Businesses must file withholding reports according to the following categories: 
 

Accelerated: Employers who were required to withhold $15,000 or more for the preceding calendar 
year and also have accumulated $700 of withholding tax in any pay period. Payment is due three 
business days after pay date. 
 
Monthly: Employers with more than $700 withholding in any one quarter. Payment is due on the 15th 
of the following month. 
 
Quarterly: Employers with less than $700 of withholding per quarter. Payment is due on the 15th of the 
month following the quarter’s end. 

 
Seasonally: Employers who operate only during certain months. Employers must obtain prior approval 
to file seasonally. 
 
Annually: Employers with less than $250 withholding per calendar year are required to remit the tax 
withheld on an annual basis. 

 
 Note: A zero return must be filed if no withholding tax for the period. 
  

https://interactive.marylandtaxes.gov/Business/bFile/OSC/SelectApp.aspx
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MARYLANDSAVES LAUNCHED SEPTEMBER 2022 
 
MarylandSaves is a state-sponsored program to offer Maryland employees retirement savings.  The 
program requires most Maryland employers to offer their employees some sort of retirement savings. 
This can be employer sponsored (i.e. traditional pension, a 401 (k) plan, a 403(b) plan, a SEP plan, a SIMPLE 
IRA plan, a governmental deferred compensation plan) or a WorkLife account from MarylandSaves.  
 
MarylandSaves is funded by employee savings only which means there are no employer fees and 
employer contributions are not allowed. Employers have no fiduciary responsibility and employee 
participation is voluntary. Employee savings are deposited into their personal WorkLife account, which is 
a Roth IRA, administered by private sector financial services firms and overseen by a public board that 
includes the Maryland State Treasurer and Maryland’s Secretary of the Department of Labor. 
  
Which Employers Should Register? 
Employers are required to enact the MarylandSaves program if: 

• Their business is registered to conduct business in the state of Maryland 
• They have at least one W-2 employee 
• They currently do not offer a retirement savings program to employees 
• Their business was founded on or before January 1, 2021 
• Their employees are paid through an automated payroll system  

  
As a bonus, Maryland will waive the $300 SDAT annual filing fee every year for companies that participate 
in the MarylandSaves Retirement Program.  
 
Exemptions for Participation in MarylandSaves Program: 
If you offer a retirement plan to your employees, you are exempt from registering and participating.  You 
will need to recertify your exemption each year.  Go to the MarylandSaves.org website, choose certify my 
exemption and choose the option stating that a qualified retirement program is offered to your 
employees.  Fill out all your business information, including your Maryland SDAT ID number.  This needs 
to be done each year by 12/1 to receive the $300 MD PPT annual filing fee waiver. 
 
If your payroll is not automated (all calculations are done manually) you can apply for exemption following 
the steps above.  Choose “I do not use an automated payroll system or service” as the exemption reason.  
Complete this each year by December 1. 
 
How Do I Register My Company? 
You can enroll your company into the program in three easy steps: register, set up and update. Before 
enrolling, you will need a unique access code.  If you have not received an access code, call Maryland Saves 
(410-403-2782) to request one.  You will need this access code along with your company’s federal Employer 
Identification Number (EIN) to register. You will also need your State Department of Assessments and 
Taxation number to receive the $300 filing fee waiver. Then, you will need to upload payroll and employee 
information into the system and submit your employees’ savings contribution levels. Once that is 
completed, you will just need to do basic ongoing account maintenance. This includes submitting your 
payroll details every pay period and keeping your employee listing and payroll contributions up to date.  

https://marylandsaves.com/
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What Will Employers NOT be Responsible For? 
Employers will have a limited role in facilitating MarylandSaves. Here is what employers will not be 
responsible for: 
 

• Setting up your employees’ retirement savings account, this will happen automatically. 
• Helping employees choose investments and answering questions about MarylandSaves and its 

investment portfolios.  
• Managing MarylandSaves investment options and processing employee investment accounts. 
• Processing distributions from employee investment accounts. 
• Managing employee investment account changes. Your employees will be responsible for 

maintaining their account information and settings if enrolled. 
 
Additional Resources 
MarylandSaves will have online resources available 24/7 and call center support available weekdays from 
9:00 AM to 6:00 PM EST to answer any questions regarding the program. Here is a list of helpful links 
explaining the process more in-depth: 
 

• Employer Fact Sheet 
• Employer Fact Sheet (en español) 
• Frequently Asked Questions 
• Registration Checklist 

  
Contact your BSSF advisor if you have any further questions that MarylandSaves cannot answer for you. 
 
  

https://marylandsaves.com/uploads/marylandsaves/attachments/cl3p0gcx80ge50ip6hnnwaq3d-mdsaves-employerfactsheet-050422.pdf
https://marylandsaves.com/uploads/marylandsaves/attachments/clbxvxe38bzc90js20uf45rz4-mdsaves-employerfactsheet-120822-es.pdf
https://marylandsaves.com/faqs/employer
https://marylandsaves.com/uploads/marylandsaves/attachments/cl8ehgohgxr3z0jpeacq8gs0e-md-registration-checklist.pdf
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MARYLAND PAID FAMILY AND MEDICAL LEAVE (FAMLI) 
 
Maryland is preparing to launch a new paid family and medical leave system! Starting in 2026, the 
Maryland FAMLI system will ensure that workers are able to take time away from work to care for 
themselves or a family member and still receive up to $1000 a week for up to 12 weeks.  Any worker in 
MD who has worked 680 hours in the past 12 months will be eligible to receive these benefits. 
 
FAMLI was established through the Time To Care Act passed by the Maryland General Assembly. Maryland 
is the 11th state (including DC) to pass such a law. Three more have since followed.  All employers will be 
required to provide family and medical leave insurance. Employers will either enroll in the State Plan run 
by the Maryland Department of Labor’s FAMLI Division or seek approval for a commercial or self-
administered plan with benefits equal to or greater than those provided by the State Plan 
 
Rules and regulations for the state plan will be published in early 2024.  Contributions are set to begin on 
October 1, 2024, as follows: 
 

• The rate, which will be 0.90% of covered wages up to the Social Security cap, will be equally divided 
between employees and employers with 15 or more workers. 

• Employers may choose to cover part or all of their employees’ contributions. 
• Employers with 14 or fewer employees are not required to contribute but will still collect payments 

from their workers. 
 
WORK OPPORTUNITY TAX CREDIT (WOTC) – MARYLAND SUBMISSION 
 
The Work Opportunity Tax Credit is a federal tax credit available to employers for hiring individuals from 
certain targeted groups who have consistently faced significant barriers to employment. It was set to 
expire on December 31, 2020; however, the Consolidated Appropriate Act, 2021 authorized the extension 
of this credit until December 31, 2025. Tax-exempt employers may claim the WOTC for qualified veterans 
who begin work for the employer after 2020 and before 2026. The target groups are listed on pages 191 
through 194. The tax credit claimed depends on the target group of the individual hired, the wages paid 
to that individual in the first year of employment and the number of hours that individual worked. The 
maximum tax credit varies among the target groups. To apply for the credit, IRS Form 8850 (Pre-Screening 
Notice and Certification Request Form) and ETA Form 9061 (Individual Characteristics Form) need to be 
completed and submitted within 28 calendar days of the new employee’s start date to the following 
address:  
 

Maryland DLLR 
1100 North Eutaw Street 
Baltimore, MD  21201 

 
Visit the WOTC website, https://www.dllr.state.md.us/employment/wotc.shtml, for more information on 
eligibility requirements and how to apply for the tax credit. 
 

https://www.dllr.state.md.us/employment/wotc.shtml
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STATE AND LOCAL TAX (SALT) FORMS AND GUIDES 
 
Pennsylvania Department of Revenue Retailer’s Information (covers State and Local Sales, Use and Hotel 
Occupancy Tax; Public Transportation Assistance Fund Taxes and Fees; and Vehicle Rental Tax) 
 
Pennsylvania Building Machinery and Equipment (BME) Exemption – Act 45 – Contractors’ Purchases for 
Exempt Entities 
 
Manufactory Diagram (identifies whether certain manufacturing assets are or are not taxable): 
 

  

https://www.bssf.com/wp-content/uploads/2023/10/SALT-PA-Retailers-Guide-Compressed.pdf
https://www.bssf.com/wp-content/uploads/2023/10/SALT-PA-BME-Exemption.pdf
https://www.bssf.com/wp-content/uploads/2023/10/SALT-PA-BME-Exemption.pdf


 

 
94 

 
 
 

INFORMATION RETURNS 

AND REPORTING 
  



 

 
95 

 
 
 

FEDERAL INFORMATION RETURNS 

AND REPORTING 
 

  



 

 
96 

FILING INFORMATION RETURNS 
 
Who Must File Information Returns? 
Persons engaged in a trade or business who make reportable payments may be subject to the information 
return filing requirements. 
 
What Are Reportable Payments? 
Any person who, in the normal course of their trade or business, makes payments of rent, annuities, 
remunerations or other fixed or determinable gains amounting to $600 or more in a calendar year has 
made a reportable payment. 
 
If you are a fiscal year taxpayer or an accrual basis taxpayer, reportable payments need to be converted 
to calendar year and cash basis (i.e., need to be adjusted for any accruals at the beginning and the end of 
the year). 
 
What Payments Can Be Excluded? 
 

1. Payments to an incorporated entity (except for certain medical payments and payments to 
corporations for legal services). 

2. Payments of bills for merchandise, freight, etc. 
3. Payments of rent to real estate agents. 
4. Profits paid or distributed by a partnership to its partners. 
5. Payments to a tax-exempt organization. 

 
The 1099 Taxpayer Protection Act of 2011 repealed the controversial expanded information reporting on 
Form 1099 for certain business payments and rental property expense payments. 
 
Form 1099-NEC 
The IRS has added a new form this year, the 1099-NEC. The 1099-NEC removes box 7 (nonemployee 
compensation) from the 1099-MISC and makes it a separate form. The IRS made this change to help filers 
with tax form due dates. A separate 1096 will need to be filed with each batch of 1099-NEC and 1099-MISC 
forms. Both Copy A to the IRS and the Recipient Copy of Form 1099-NEC are due January 31, 2024. 
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What Are the Information Return Penalties? 
Information return penalties are “time sensitive” and are based on when you file the correct information 
return. The penalties were significantly increased by the Trade Preferences Extension Act of 2015. The 
penalties for information returns required to be filed after December 31, 2023 are: 
 

• $50 per information return if you correctly file within 30 days of the required filing date (by March 
30 if the due date is February 28); maximum penalty $556,500 per year ($194,500 for small 
business – defined as gross receipts of not more than $5,000,000). 
 

• $110 per information return if you correctly file more than 30 days after the due date and before 
August 1: maximum penalty $1,669,500 per year ($556,500 for small business). 
 

• $280 per information return if you file after August 1 or you do not file required information 
returns; maximum penalty $3,426,000 per year ($1,142,000 for small business). 
 

If any failure to file a correct information return is due to intentional disregard of the filing or correct 
information requirements, the penalty is at least $550 per information return with no maximum penalty. 
 
De Minimis Rule for Corrections 
Failure to include all the required information is forgiven for the greater of ten information returns or ½ 
of 1% of the total information returns that the filer was required to file if the filer sends the IRS a corrected 
return before August 1 of the calendar year in which the return was due. 
 
Issuer Telephone Number 
The issuer is required to include a contact telephone number in a conspicuous place on the form. This 
number must provide direct access to an individual who can answer questions about the 1099. 
 
Truncation of Social Security Numbers (SSN) 
In July 2014, the IRS published final regulations (TD9675) that allows the use of a truncated taxpayer 
identification number (TTIN) in place of a taxpayer’s SSN or an employer’s identification number (EIN) on 
most payee statements. A TTIN is the last four digits of a taxpayer’s TIN, with asterisks (*) or X’s appearing 
in place of the first five digits. The TTIN can be used on the paper or electronically filed payee statements 
of forms in the 1098 series, 1099 series and 5498 series. They cannot be used on forms or returns filed 
with the IRS or with state or local governments. The payer’s identification number may not be truncated 
on any form. Additionally, truncation continues to be prohibited on the payee copy of Forms W-2. 
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ELECTRONIC REPORTING 
 
Mandatory Reporting – NEW for 2023!  
 
A taxpayer must file these forms electronically if you are required to file 10 or more returns in a calendar 
year. Filers must now aggregate almost all information return types covered by the regulations to 
determine whether the filer meets the 10-return threshold and is required to e-file their information 
returns.  Final regulations for these requirements were issued in February 2023. 
 
To help with this process, the IRS created a new, free online portal in January 2023 to help businesses 
file Form 1099 series information returns electronically. Known as the Information Returns Intake 
System (IRIS), this free electronic filing service is secure, accurate and requires no special software. 
Though available to any business of any size, IRIS may be especially helpful to any small business that 
currently sends their 1099 forms on paper to the IRS. 
 
Filers can use the platform to create, upload, edit and view information and download completed copies 
of 1099-series forms for distribution and verification. 

With IRIS, businesses can e-file both small and large volumes of 1099-series forms by either keying in the 
information or uploading a file with the use of a downloadable template. 

Currently, IRIS accepts Forms 1099 only for tax year 2022 and later. 

The IRS encourages any business, especially those that now file on paper, to switch to e-filing through 
the platform and share in its benefits. 

These benefits include: 

• E-file security standards keep information safe and protected. 
• The portal is an accurate filing method that automatically detects filing errors and provides alerts 

for missing information. 
• Filers can submit automatic extensions and make corrections to information returns filed 

through the platform. 
• The IRS acknowledges receipt of the return in as early as 48 hours. 
• The platform keeps issuer information from year to year, and prior years filed through this 

platform, providing convenience to 1099 filers. 
• E-filing eliminates trips to the post office and can reduce office expenses for paper, postage and 

storage space. 

Enrollment for the IRIS filing platform is now open. Filers should begin the enrollment process 
immediately. 

The Filing Information Returns Electronically (FIRE) system will remain available for bulk filing Form 1099 
series and the other information returns through at least the 2023 filing season. 

  

https://www.irs.gov/newsroom/irs-opens-free-portal-to-file-information-returns-new-electronic-option-can-reduce-millions-of-paper-forms-1099-estimated-to-be-filed-by-businesses-in-2023
https://www.irs.gov/filing/e-file-forms-1099-with-iris
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When and Where to File 
• Form W-2 and W-3: 

o For tax year 2023, W-2 Copy A files must be submitted to the SSA by January 31, 2024 for both 
paper and electronic filing.  

o Regulations section 301.6011-2 was amended by Treasury Decision 9972, published February 
23, 2023, which lowers the threshold to 10 for which employers must file certain information 
returns electronically, including Forms W-2, W-2AS, W-2GU, W-2VI, and Form 499R-2/W-2PR 
(collectively Forms W-2), but not Form W-2CM. To determine whether they must file 
information returns electronically, employers must add together the number of information 
returns (see the list below) and the number of Forms W-2 they must file in a calendar year. If 
the total is at least 10 returns, they must file them all electronically. The new threshold is 
effective for information returns required to be filed in calendar years beginning with 2024. 
The new rules apply to tax year 2023 Forms W-2 because they are required to be filed by 
January 31, 2024. 

o The following information return forms must be added together for this purpose: Form 1042-
S, the Form 1094 series, Form 1095-B, Form 1095-C, Form 1097-BTC, Form 1098, Form 1098-
C, Form 1098-E, Form 1098-Q, Form 1098-T, the Form 1099 series, Form 3921, Form 3922, the 
Form 5498 series, Form 8027, and Form W-2G. 

o If the original Form W-2 was required to be filed electronically, any Form W-2c correcting that 
form must be filed electronically. If the original Form W-2 was permitted to be filed on paper 
and was filed on paper, then any Form W-2c correcting that form must be filed on paper. 
 

If you have questions about electronic filing of Forms W-2, contact the SSA at 1-800-772-6270 or visit the 
SSA website at www.socialsecurity.gov/employer. “Business Services Online” link on the SSA website 
allows you to register for a user ID that is required to e-file the W-2 Forms. 
 

• Form 1099-NEC: 
o For tax year 2023, these files must be submitted to the IRS by January 31, 2024, for both paper 

and electronic filing. 
 

• Forms W-2G, 1099 series (other than 1099-NEC) and 1098: 
o For tax year 2023, these files must be submitted to the IRS by January 31, 2024, if paper filing 

and April 1, 2024, if filing electronically. 
 

• Online filing of Forms W-2 and W-3: 
o You may file Forms W-2 and W-3 electronically by visiting SSA’s website at 

www.socialsecurity.gov/employer and selecting “Business Services Online (BSO).” Once 
registered, you can upload electronic wage files or use SSA’s “Create Forms W-2 Online” to send 
electronic information to the Social Security Administration. This option allows you to create 
“fill-in” versions of Forms W-2 for filing with the SSA and to print out copies of the forms for 
filing with state or local governments, distribution to your employees and for your records. 
Form W-3 will be created for you based on your Forms W-2. 
 
 

http://www.socialsecurity.gov/employer
http://www.socialsecurity.gov/employer
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• Online wage reporting: 
o You can access SSA’s Business Services Online (BSO) to electronically report wage data. To 

obtain information regarding filing wage data electronically with SSA or to access BSO, visit the 
SSA’s W-2 filing instructions and information website at www.socialsecurity.gov/employer. 
Corrections to previously filed wage data can be made by accessing BSO. Call the SSA at 1-888-
772-2970 if you experience problems using any of the services within BSO.  

 
The website includes information on electronic filing, some IRS and SSA publications, and general topics 
of interest about annual wage reporting. You can also use BSO to ask questions about wage reporting.  
 
  

http://www.socialsecurity.gov/employer
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INFORMATION RETURN EXTENSIONS AND WAIVERS 
The IRS, not SSA, is responsible for granting extensions and for waiving the electronic reporting 
requirement. The Commissioner may waive the electronic reporting requirement if hardship is shown by 
the employer or payer. The principal factor to be considered is the amount by which the cost of filing 
returns electronically exceeds the cost of filing returns in other media. If your request for a waiver is 
accepted, this waiver will also cover all corrections. A waiver request, Form 8508, must be received by the 
IRS at least 45 days before the return due date.  
 
 A waiver request must be sent to:  
 Internal Revenue Service 
 Information Returns Branch 
 Attention: Extension of Time Coordinator 
 240 Murall Drive, Mail Stop 4360 
 Kearneysville, WV 25430 
 
In an effort to accelerate the filing of forms in the W-2 series in order to fight identity theft, there are no 
automatic extension requests for Form W-2. 
 
A 30-day extension may be requested by filing Form 8809 on or before January 31, 2024. The form may 
be submitted on paper, or through the FIRE System either as a fill-in form or an electronic file. A 
signature or explanation may be required for the extension. The extension will only be granted for 
extraordinary circumstances or a catastrophe. Form 8809 is also used to request an extension to file Form 
1099-MISC with amounts reported in Box 7 – Nonemployee Compensation. 
 
 A paper filed extension request must be sent to: 
 Department of the Treasury 
 Internal Revenue Service Center 
 Ogden, UT 84201-0209 
 
You may also request an extension to provide the W-2s to recipients by sending a letter, by the due date 
of the statements (1/31/2023), to the West Virginia address. This letter must include (a) your name and 
address, (b) your EIN, (c) a statement that the extension request is to furnish “Forms W-2” to recipients, (d) 
the reason for delay and (e) a signature of the officer, owner or agent. 
 
How to File Corrected Returns 
The same filing requirements apply to the filing of corrected information returns as to original filings. If 
the corrections number less than 250, you may file on paper. If you are required to file electronically and 
can't, you must file for a waiver to avoid a penalty. 
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INFORMATION RETURN PENALTIES 
Penalties may be imposed for each return not filed electronically when required to do so. Persons required 
to file electronically may also be subject to penalties for failure to follow the instructions in the revenue 
procedures or for failure to provide correct information on the return. 
 
Penalty Provisions for Failure to File Information Returns 
The failure to file electronically when required is treated as a failure to file a return and may result in the 
imposition of a failure to file penalty. However, the amount of the penalty depends on the nature of the 
violation. 
 
If no return is filed, each return is subject to the penalty for failing to file a correct information return. If 
the return is filed on paper when it should be filed electronically, the penalty will only apply to the number 
of returns over 250. For penalty calculations, refer to page 97 of this booklet. 
 
Returned Wage Reports 
Effective January 2015, the SSA will return Form W-2 wage reports under the following conditions: 
 

• Medicare wages and tips are less than the sum of Social Security wages and tips; 
• Social Security tax is greater than zero; Social Security wages and tips are equal to zero and 
• Medicare tax is greater than zero; Medicare wages and tips are equal to zero. 

 
If the above conditions occur in an electronic wage report, the SSA will notify the submitter by email or 
postal mail to correct the report and resubmit to the SSA. If the conditions occur in paper report, the SSA 
will notify the employer by email or postal mail to correct the report and resubmit. 
 
Educational Correspondence 
Starting in August of 2018, the SSA began mailing “Educational Correspondence” to employers that submit 
Forms W-2 containing employee names and Social Security Numbers (SSNs) that do not match SSA 
records. The letters provide general background information and offer resources to help employers 
ensure accurate information on Forms W-2. The letters will ask the employer to review any errors and 
take action to correct their records. Even though the IRS has rarely assessed the penalties for incorrect 
names and SSNs on Forms W-2, the enforcement may be evolving. 
 
Contact Information – Form W-3 
The Form W-3 now specifically requests that the employer’s contact information (i.e., contact person, 
telephone number, email address and fax number) be included on the Form.  
 
Retention of Information Return Copies 
You must retain copies of the information returns filed with the IRS or the ability to reconstruct the data, 
for at least three years after the reporting due date. The retention period is four years for Form 1099-C or 
if backup withholding was imposed. The four-year retention period also applies to most payroll related 
records. 
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EMPLOYEE VS. INDEPENDENT CONTRACTOR 
 
On September 25, 2020, the U.S. Department of Labor (Department) published in the Federal Register a 
proposed rule addressing how to determine whether a worker is an employee under the Fair Labor 
Standards Act (FSLA) or an independent contractor. The employer-employee relationship under the FLSA 
is tested by “economic reality” rather than “technical concepts.” Among the factors that are considered 
significant are the following: 
 

1. The extent to which the services rendered are an integral part of the employer’s business. 
2. The permanency of the relationship between the employer and the worker. 
3. The amount the worker invests in facilities and equipment. 
4. The nature and degree of control asserted over the worker by the employer. 
5. The worker’s opportunity for profit and loss. 
6. The amount of initiative, judgment or foresight in open-market competition with others required 

for the worker’s success. 
7. The degree of independent business organization and operation. 

 
For more detailed information, please refer to https://www.dol.gov/agencies/whd/flsa/2020-independent-
contractor-nprm 
 
Employers should review their relationships with independent contractors to determine whether they 
need to be reclassified. 
 
The Internal Revenue Service’s official guidance can be found in Publication 15-A, Employer’s 
Supplemental Tax Guide (Supplement to Publication 15 (Circular E), Employer’s Tax Guide). This 
information outlines the facts that provide the evidence of the degree of control and independence which 
fall into three major categories: behavioral control, financial control and the type of relationship between 
the parties. In an employee – independent contractor determination, all information that provides 
evidence of the degree of control and the degree of independence must be considered. The information 
from Publication 15-A is retyped below. 
 
Behavioral control. Facts that show whether the business has a right to direct and control how the worker 
does the task for which the worker is hired include the type and degree of: 
 
 Instructions that the business gives to the worker. An employee is generally subject to the business’ 

instructions about when, where, and how to work. The following are examples of types of instructions 
about how to do work. 

 
• When and where to do the work. 
• What tools or equipment to use. 
• What workers to hire or to assist with the work. 
• Where to purchase supplies and services. 
• What work must be performed by a specified individual. 
• What order or sequence to follow. 

https://www.dol.gov/agencies/whd/flsa/2020-independent-contractor-nprm
https://www.dol.gov/agencies/whd/flsa/2020-independent-contractor-nprm
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The amount of instruction needed varies among different jobs. Even if no instructions are given, sufficient 
behavioral control may exist if the employer has the right to control how the work results are achieved. A 
business may lack the knowledge to instruct some highly specialized professional; in other cases, the task 
may require little or no instruction. The key consideration is whether the business has retained the right 
to control the details of a worker’s performance or instead has given up that right. 
 

Training that the business gives to the worker. An employee may be trained to perform services in a 
particular manner. Independent contractors ordinarily use their own methods. 

 
Financial control. Facts that show whether the business has a right to control the business aspects of the 
worker’s job include: 
 
 The extent to which the worker has unreimbursed business expenses. Independent contractors are 

more likely to have unreimbursed expenses than are employees. Fixed ongoing costs that are incurred 
regardless of whether work is currently being performed are especially important. However, employees 
may also incur unreimbursed expenses in connection with the services that they perform for their 
employer. 

 
 The extent of the workers’ investment. An independent contractor often has a significant investment in 

the facilities or tools he or she uses in performing services for someone else. However, a significant 
investment is not necessary for independent contractor status. 

 
 The extent to which the worker makes his or her services available to the relevant market. An 

independent contractor is generally free to seek out business opportunities. Independent contractors 
often advertise, maintain a visible business location and are available to work in the relevant market. 

 
 How the business pays the worker. An employee is generally guaranteed a regular wage amount for an 

hourly, weekly or other period of time. This usually indicates that a worker is an employee, even when 
the wage or salary is supplemented by a commission. An independent contractor is often paid a flat 
fee or on a time and materials basis for the job. However, it is common in some professions, such as 
law, to pay independent contractors hourly. 

 
 The extent to which the worker can realize a profit or loss. An independent contractor can make a profit 

or loss. 
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Type of relationship. Facts that show the parties’ type of relationship include: 
 

• Written contracts describing the relationship the parties intended to create. 
• Whether or not the business provides the worker with employee-type benefits, such as insurance, 

a pension plan, vacation pay or sick pay. 
• The permanency of the relationship. If you engage a worker with the expectation that the 

relationship will continue indefinitely, rather than for a specific project or period, this is generally 
considered evidence that your intent was to create an employer-employee relationship. 

• The extent to which services performed by the worker are a key aspect of the regular business of 
the company. If a worker provides services that are a key aspect of your regular business activity, it 
is more likely that you will have the right to direct and control his or her activities. For example, if a 
law firm hires an attorney, it is likely that it will present the attorney’s work as its own and would 
have the right to control or direct that work. This would indicate an employer-employee 
relationship. 

 
IRS help. If you want the IRS to determine whether or not a worker is an employee, file Form SS-8, 
Determination of Worker Status for Purposes of Federal Employment Taxes and Income Tax Withholding, 
with the IRS. 
 
Voluntary Classification Settlement Program (VCSP). This program provides an opportunity for eligible 
taxpayers to voluntarily reclassify their workers as employees for employment tax purposes for future tax 
periods with partial relief from federal employment taxes for the most recent year plus avoid penalties 
and interest on the amount. To be eligible, the employer must not currently be under an employment tax 
audit by the IRS and cannot be currently under audit by the Labor Department or a state agency 
concerning worker classification. Employers can apply by using Form 8952, Application for Voluntary 
Classification Settlement Program. 
 
Employer/Independent Contractor Ruling. In a 2012 information letter, IRS Chief Counsel has indicated 
that it is possible for an individual to be an employee and an independent contractor simultaneously, for 
the same company, when working as a professional consultant on two separate consulting projects where 
an individual provides services in two separate roles to the same business. The IRS examines separately 
the relationship between the worker and the business for each performance of service. The IRS looks at 
behavioral controls, financial controls and the relationship of the parties. Depending on the fact pattern, 
the worker could be an employee for one service and an independent contractor for the other service. 
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INCOME TAX WITHHELD FROM NONPAYROLL PAYMENTS 
 
Who Must File 
The IRS has created Form 945 titled “Annual Return of Withheld Federal Income Tax,” which must be used 
to report the federal income tax withheld on any nonpayroll payments. 
 
Nonpayroll payments include the following: 
 

• Pensions, annuities and IRA’s. 
• Military retirement. 
• Gambling winnings. 
• Backup withholding. 
• Other “reportable payments” reported on Form 1099. 

 
All employment taxes and income tax withholding on Form W-2 must be reported on Form 941. 
 
Filing Requirements 
You are not required to file Form 945 until you have a nonpayroll tax liability.  
 
Depositing Withheld Taxes 
Separate deposits are required for nonpayroll income tax withholding. Do not combine deposits for Form 
941 and Form 945.  
 
You must deposit nonpayroll income tax withholdings using the EFTPS program. The payment must be 
designated as Form 945. If your total withheld taxes are less than $2,500, then the payment can be 
remitted with the Form 945, which is filed annually. 
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Deposit Rules 
The deposit schedule is determined as follows: 
 

• You are a monthly schedule depositor if the total tax reported on Form 945 (line 3) in the lookback 
period was $50,000 or less. 

• You are a semiweekly schedule depositor if the total tax reported on Form 945 (line 3) in the 
lookback period was more than $50,000. 

• If you are a new business and have not filed Form 941 previously, you are a monthly schedule 
depositor. 

 
The lookback period is the second calendar year preceding the current calendar year. For example, the 
lookback period for calendar year 2023 is calendar year 2021 and, for calendar year 2023 is calendar year 
2021. 
 
Although payroll and nonpayroll tax liabilities must be deposited and reported separately, the rules on 
how and when to deposit are basically the same. Monthly depositors who accumulate $100,000 or more 
on any day during a month must change to semiweekly for the remainder of the year and the following 
year. See Section 11 of Circular E (IRS Publication 15) for more information on the $100,000 next-day 
deposit rule. 
 
 Note:  Because the deposit requirements for Form 945 and Form 941 are separate, the application of 

the $100,000 rule to one form will not affect the deposit schedule of the other. 
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LUMP SUM PAYOUTS - MANDATORY WITHHOLDING AND REPORTING 
 
Congress passed legislation with a significant adverse effect on taxpayers who rollover amounts they will 
receive from qualified retirement plans. 
 
As a result of this legislation, taxpayers will generally want to make a direct transfer of funds (a “trustee-
to-trustee” transfer where the trustee’s check does not name the beneficiary as payee) from the qualified 
retirement plan to another qualified plan or IRA. If such a direct transfer is not made, 20% of the amount 
will be withheld. If this withholding occurs, the recipient will have to make up the 20% difference out of 
other funds and contribute 100% of the distributed amount (the 80% actually received plus the 20% 
withheld) to another qualified plan or IRA in order to accomplish a totally tax-free rollover transaction. 
Affected taxpayers would then have to wait until their tax returns for the year are filed to receive their 
refunds of the 20% withheld. 
 
If a taxpayer does not substitute other funds and rollover the withheld amount, it will be subject to income 
tax and potentially the 10% premature withdrawal penalty tax if he/she is under age 59½. The bottom line 
is that for any qualified retirement plan payouts, the taxpayer may no longer receive 100% of the funds 
and then wait 60 days to make the rollover decision. 
 
  Example: 

Denise, age 50, finds a new job and on 1/4/18 receives a $100,000 distribution from her old 
employer’s qualified pension plan. She fails to arrange for a trustee-to-trustee transfer, so her old 
employer withholds $20,000. Denise then immediately rolls over the $80,000 she received into an 
IRA. Denise will be taxed on the $20,000 that was not rolled over, and the 10% penalty tax on 
premature withdrawals will also apply. If Denise wants to make a totally tax-free rollover, she will 
have to come up with another $20,000 to contribute to the IRA (within 60 days). She will then have 
to wait until her 2018 tax return is filed (in early 2019) to receive a refund of the $20,000 withheld 
by her old employer. Thus, she will have to wait well over a year to recover her $20,000 from the 
government. To summarize, the 20% withholding applies unless a trustee-to-trustee transfer 
occurs — even if the entire amount is eventually rolled over within the required 60-day period. 

 
Planning note: An employee who opts to receive a qualified plan payout and rollover should consider 
reducing future income tax withholding, if there is time to do so. 
 
The mandatory federal income tax withholding must be remitted using Form 945, Annual Return of 
Withheld Federal Income Tax. See the section on Form 945 for deposit requirements. 
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BACKUP WITHHOLDING 
 
What are the Requirements? 
You (the payer) may be required to withhold 24% of all reportable payments made to recipients (payees) 
for whom you filed an information return that had either a missing or incorrect taxpayer identification 
number (TIN). A TIN can be either a Social Security number or an employer identification number. 
Generally, you must begin backup withholding on any reportable payment you make when the recipient 
has failed to furnish a TIN, regardless of whether or not you (the payer) requested the TIN prior to making 
the payment. 
 
You must get a TIN from a payee on any account, even for “one-time” transactions. Form W-9 is used to 
request the recipient’s TIN as well as to obtain certifications from recipients that they are not subject to 
backup withholding. In order to minimize reporting and withholding uncertainties, a Form W-9 should 
always be obtained prior to making any payments. The Form W-9 was revised in October 2018. (See pages 
157 through 162.) 
 
The IRS has summarized the rules to backup withholding in Backup Withholding for Missing and Incorrect 
TINS, Publication 1281. We have extracted the flowchart format (pages 184 and 185) along with a section 
discussing the most frequently asked questions about backup withholding from this publication. 
 
To avoid issuing an information return with an incorrect taxpayer identification number, the IRS offers an 
online taxpayer identification matching program (TIN) to “authorized payers”. An authorized payer must 
first register with the IRS to use e-services. Once registered, this program allows the payer the opportunity 
to match 1099 payee information against IRS records prior to filing information returns. Publication 2108A 
discusses the program in more detail. 
 
How to Remit 
Payers must report backup withholding on Form 945. The amounts withheld are subject to basically the 
same depository requirements as wage withholding. However, separate deposits are required for 
nonpayroll (Form 945) income tax withholding. Be sure to designate the deposit as “Form 945”. Do not 
combine the Form 945 deposits with deposits for payroll taxes. (See page 117, Deposit Rules.) 
 
PAYEE EXEMPTIONS (SEE W-9 INSTRUCTIONS FOR ADDITIONAL 
EXEMPTIONS) 
 

1. Exempt organizations. 
2. Individual retirement plans. 
3. United States government or any of its agencies. 
4. A state, District of Columbia, possession of the United States or any political subdivision of the 

foregoing. 
5. A foreign government. 
6. A corporation (other than payments made to a corporation that are reportable on Form 1099-

MISC). 
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Penalties 
Payments that are subject to backup withholding are treated as if they were wages paid by an employer 
to an employee. A payer who fails to impose backup withholding is liable for the amount that should have 
been withheld unless he can show that the tax has been paid by the recipient. However, a payer who 
shows that the tax has been paid by the recipient is not relieved of liability for any civil or criminal penalty. 
 
A penalty of 5% a month of the tax required to be shown on a return up to a maximum of 25% is imposed 
for failure to file a required return unless reasonable cause is shown. If the failure is fraudulent, the 
penalty is 15% per month with a maximum of 75%. 
 
A penalty of 2% is imposed for a failure of not more than five days and 5% for more than five days but not 
more than 15 days. For failures greater than 15 days, but less than 10 days after the first delinquency 
notice, the penalty is 10%. If corrected more than 10 days after the first delinquency notice, the penalty is 
15%. 
 
Any person who must collect, account for and pay over any tax, who willfully fails to collect it or account 
for and pay it or who willfully attempts to evade or defeat it or its payment, is subject to a penalty of 100% 
of the tax evaded, not collected or accounted for or paid. Responsible executives can be held personally 
liable in the event their company fails to pay the tax. 
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PENNSYLVANIA - SUBMISSION OF FEDERAL FORM 1099-MISC 
 
On September 11, 2012, the Pennsylvania Department of Revenue issued a notice that provides payors of 
either nonemployee compensation or payments under an oil and gas lease with guidance for submitting 
a copy of their 1099-MISC (1099M) information returns to the Department. The payments under an oil and 
gas lease are defined as rents, royalties, bonuses and other income paid under the terms of the lease. 
 
Additionally, beginning January 1, 2018, any payors that withheld Pennsylvania income tax on PA-source 
non-employee compensation, business income or certain lease payments paid to non-resident individuals 
or single member LLCs with a non-resident member are required to submit a copy of the 1099M forms 
that report the income and related withholding amounts. 
 
The current filing guidelines regarding the 1099M forms are as follows: 
 

• The entity issuing the 1099-MISC forms must have a PA Employer Withholding Account to be able 
to file the forms electronically through MyPath The forms will have to be filed using a multi-import 
file upload. This process will allow users to prepare a file and upload all their records in a single 
transaction. The file should not exceed 20 MB and be formatted using the .CSV file extension or 
any other type of a comma delimited/comma separated value file. 

• If the entity issuing the 1099-MISC has a PA Employer Withholding Account and 250 or more 1099-
MISC forms, they must be filed through MyPath. 

• If the entity issuing the 1099-MISC has a PA Employer Withholding Account and has less than 250 
1099-MISC forms, they should be filed electronically through e-TIDES, but the entity does have the 
option to submit the paper form. 

• If the entity issuing the 1099-MISC does not have a PA Employer Withholding Account, the forms 
must be submitted in paper format. 

 
 If you are mailing paper forms, please mail them to: 
 PA Department of Revenue 
 P.O. Box 280412 
 Harrisburg, PA 17128-0412 
 
Pennsylvania does not require a transmittal form similar to the federal Form 1096. 
 
Pennsylvania Act 43 
Act 43 of 2017 created a withholding obligation for certain payors of Pennsylvania-source income and 
lessees of Pennsylvania real estate to non-residents and also expanded the requirements with respect to 
when a copy of Federal Form 1099-MISC is required to be filed with the Pennsylvania Department of 
Revenue. 
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Withholding on Non-Employee Compensation and Business Income 
Beginning January 1, 2018, anyone that pays PA-source non-employee compensation or business income 
to a non-resident individual or disregarded entity (single member LLC) that has a non-resident member 
and is required to file a Federal Form 1099-MISC with the Department is required to withhold from such 
payments an amount equal to the PA personal income tax rate (currently, 3.07%). 
 

• Withholding is optional for payors paying a payee less than $5,000 annually. 
o Payors that withhold from a payee are: 

− Required to apply for a 1099-MISC withholding account by completing a PA-100 
registration form. 

− Required to electronically file quarterly withholding returns and annual 
reconciliations with the Department via MyPath. 

− Required to electronically remit the withheld monies via MyPath. 
− Liable for withheld taxes in the same manner as employers withholding employee 

compensation and 
− Liable for taxes not withheld in the same manner as employers withholding employee 

compensation. 
 

Please see the Informational Notice on pages 207 and 208 for the filing and remittance frequency 
schedule. 
 
Withholding on Certain Lease Payments 
Beginning January 1, 2018, anyone leasing PA real estate who makes a lease payment in the course of 
their trade or business to a non-resident lessor (includes only individuals, estates and trusts) is required 
to withhold from such payments an amount equal to the PA personal income tax rate (currently, 3.07%). 
 

• Withholding is optional for lessees paying a non-resident lessor less than $5,000 annually. 
• Lessees withholding tax are required to file a Federal Form 1099-MISC with both the lessor and the 

Department showing the amount paid to them and the amount of withholding. 
o Lessees that withhold from a lessor are: 

− Required to apply for a 1099-MISC withholding account by completing a PA-100 
registration form. 

− Required to electronically file quarterly withholding returns and annual 
reconciliations with the Department via e-TIDES. 

− Required to electronically remit the withheld monies via e-TIDES. 
− Liable for withheld taxes in the same manner as employers withholding employee 

compensation. 
− Liable for taxes not withheld in the same manner as employers withholding employee 

compensation. 
 

Please see the Informational Notice on pages 207 and 208 for the filing and remittance frequency 
schedule. 
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Penalty Relief 
The 1099-MISC income subject to the withholding provisions will not be subject to penalty assessment for 
failure to withhold for the period ending prior to July 1, 2018. 
 
REV-1832 
The 1099-MISC withholding exemption certificate should be given by the payor to all payees for the payees 
to complete if the payor is not going to withhold on the payments to the payee (pages 209 and 210). 
 

EMPLOYEE VS. INDEPENDENT CONTRACTOR – PENNSYLVANIA AWARENESS 
CAMPAIGN 
 
PA Department of Labor and Industry developed new website content at getclassified.pa.gov that includes 
links to the U.S. Department of Labor information on misclassification of employees and a worker 
misclassification inquiry form for individuals to fill out and submit. A toll-free number – (866) 403-6163 
(option 3) – is available for anyone to call for more information. 
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MARYLAND - SUBMISSION OF FEDERAL FORM 1099-MISC 
 
1099-Misc forms only need to be submitted to Maryland if there is a Maryland State withholding.  
 
Forms need to be submitted with MD MW508. If submitting 25 or more, they must be e-filed on the MD 
b-file website: https://interactive.marylandtaxes.gov/business/bfile/osc/selectapp.aspx  
 
2023 Maryland Employer Reporting of 1099s Instructions 
The filing due date for 1099 statements/MW508 return is January 31st. If the due date falls on a Saturday, 
Sunday or legal holiday, it must be filed by the next business day.  
 
Maryland continues to participate in the Combined Federal/State Filing Program for Forms 1099. 1099 
filers who do not participate in the Combined Federal/State Filing Program, should submit paper returns 
with 1099s directly to Maryland by January 31st, each year. 
 
Maryland requires a 1099-G, 1099-R, 1099-S and W-2G for every Maryland payee who receives a payment 
of $10 or more during the tax year being reported. 
 
Note: Maryland only requires a 1099-MISC and 1099-NEC from the payee (or employer) when there is 
Maryland withholding greater than zero. 
 
Failure to comply may result in a penalty of $100 for each violation. Each 1099 that is not properly filed is 
a separate violation subject to the above penalty. Failure to comply with Section 13-706 of the Tax-General 
Article, Annotated Code of Maryland may result in the assessing of additional penalties.  
 
For information concerning 1099 filing requirements refer to the 2022 Maryland Reporting of 1099s 
Instructions and Specifications (not available at this time).  
 
To submit 1099’s in bulk (required for 25 or more): 
Filing Year 2022 (for Tax Year 2021) was the last year Maryland accepted magnetic media (Diskettes/ CDs). 
 
For Filing Year 2023 (Tax Year 2022) forward, Maryland will require 1099 text files to be placed at the 
Comptroller of Maryland secure server by SFTP (Secure File Transfer Protocol), using one of the following 
two methods:  
 

• Option 1:  Manually upload to Comptroller of Maryland SFTP website  
• Option 2:  SFTP automated server to server transmission in which an IP address will be required 

to be whitelisted with Comptroller, State of Maryland  
 
  

https://interactive.marylandtaxes.gov/business/bfile/osc/selectapp.aspx
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Please email SecureTransmission@marylandtaxes.gov no later than October to obtain your SFTP 2023 
Account info along with instructions for setup. In the email, please provide the following:  
 

• Point of Contact Email address  
• Business Name  
• Point of Contact Name  
• Point of Contact Number  
• Business choice of (SFTP) either Option 1 or Option 2 or both 

 
Reminders for Tax Year 2023:  
The filing due date for 1099 wage/tax statements is January 31.  
 
It is a requirement to provide the Federal Employer Identification Number (FEIN) and the corresponding 
Central Registration Number (CRN) in positions 715-722 of the B record. Not providing this information 
will either delay the processing time or will be cause for the file to be rejected.  
 
Amounts reported on a paper Form MW508 are for paper submission only; if you are providing additional 
information by SFTP, exclude that which was reported on paper. Duplicate filings create a bill, erroneous 
balance due notices and/or penalty notices for the employer.  
 
If the payer (employer, organization, etc.) should withhold state taxes that are reported on a 1099-MISC 
for Maryland payee(s), then the 1099-MISC should be included in the payer's annual reconciliation 
(MW508) for the tax year reported. If there is no 1099-MISC Maryland withholding, then there is no need 
to submit this 1099-MISC information to the state. This is also true for the Form 1099-NEC.  
 
The Comptroller of Maryland is a participant in the IRS Combined Federal/State Filing Program. The 
following resources are available:  
 

a) The IRS format from Publication 1220, Specifications for Electronic Filing of Forms 1097, 1098, 
1099, 3921, 3922, 5498, 8935 and W-2G  
 

b) 2022 Maryland Reporting of 1099s Instructions and Specifications (not available at this time) 
 
If you are participating in the Combined Federal/State filing program, do not send paper or media with 
the same returns that are being reported to the IRS. The IRS will forward the 1099 information to 
Maryland. Additionally, if the IRS includes the 1099-NEC in the Combined Federal/State filing program, 
then Maryland will accept the 1099-NEC from the IRS. 
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EMPLOYEE REPRESENTATION REGARDING USE OF COMPANY VEHICLE 
 
The Internal Revenue Service requires employers to provide certain information on their tax return with 
respect to the vehicles provided to employees. This information is also used to calculate the amount of 
the fringe benefit to be included in the employee’s W-2 income. 
 
The Internal Revenue Service generally requires that written records be maintained to document the 
business use of vehicles. Since the company policy requires employees to maintain the detailed records, 
please provide answers to the following questions. If you were provided more than one vehicle that was 
used during the year, you need to prepare a separate statement for each vehicle. 
 
This completed form must be returned no later than ________________ or 100% of the value will be included 
in the employee’s W-2 income. 
 
Description of vehicle    
Reporting period from    to     
Odometer reading: Beginning   Ending     
 
Was the vehicle available for your personal use during off duty hours? 

□ Yes  □ No 
 
Did you have another vehicle available for your personal use (this includes a car you own personally)? 

□ Yes  □ No 
 
Are you an officer or a 1% or greater owner of the business? 

□ Yes   □ No 
 
How many commuting round trips did you make in this vehicle?     
 
For the reporting period specified above, please provide the number of miles for each of the following 
categories: 
 

Total commuting miles       
Total other personal (noncommuting) miles  +    
Total personal miles   =    
Total business miles   +    
Total miles      =    

 
Did the employer pay the cost of fuel consumed by this vehicle? 

□ Yes  □ No 
 

Employee signature    Date     
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EMPLOYER'S WORKSHEET TO CALCULATE EMPLOYEE'S TAXABLE 
INCOME RESULTING FROM EMPLOYER-PROVIDED VEHICLE 

 
Employee:               
Description of vehicle:          
Date vehicle first made available to any employee:        
Date vehicle first made available to this employee:        
 
Select one method (note limitations on Methods II and III) 
 
METHOD I - ANNUAL LEASE VALUE METHOD (For autos available 30 days or more) 
 

Fair market value of vehicle (to be redetermined at the beginning of 
 the 5th year and every four years thereafter).   $    

 
Annual lease value, per attached chart   $   (1) 

 
Enter number of days during the year that the vehicle was available  x    

 
Divide by number of days in tax year   ÷    

 
Prorated annual lease value        

 
Personal use percentage (personal/total miles, per statement 
 from employee)         % 

 
Personal annual lease value    $    

 
If fuel is provided by employer, enter personal miles 
 

    ____________x____________ (2)   +    
 

Personal use taxable income    $    
 
 

(continued) 
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EMPLOYER'S WORKSHEET TO CALCULATE EMPLOYEE'S TAXABLE 
 INCOME RESULTING FROM EMPLOYER-PROVIDED VEHICLE  
 (CONTINUED) 
 
METHOD II - STANDARD MILEAGE RATE METHOD 
 
In order to qualify to use the cents-per-mile method, the vehicle must: (1) be expected to be regularly used 
in the employer's business through the calendar year, (2) be driven at least 10,000 miles per year, and (3) 
have a fair market value of $60,800 or less for a passenger automobile, truck or van. Once this method is 
adopted for a particular vehicle, it must be used until the vehicle no longer qualifies. 
 

Enter personal miles driven from  
January 1 through December 31                   x $0.655 = $                                    
 
If fuel is not provided by the employer enter total  
personal miles         x $0.055 = (   ) 
 
Personal use taxable income     $                               

 
 (continued)  
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EMPLOYER'S WORKSHEET TO CALCULATE EMPLOYEE'S TAXABLE 
 INCOME RESULTING FROM EMPLOYER-PROVIDED VEHICLE  
 (CONTINUED) 
 
METHOD III - SPECIAL COMMUTING METHOD 
 
This method may only be used for vehicles covered by a written policy that allows commuting but no other 
personal use. Do not use if employee is a 1% or greater owner, an officer whose compensation is $130,000 
or more, a control employee whose compensation equals or exceeds $265,000 or a “highly compensated” 
employee as defined in IRS Regulations Section 1.132-8(f). 
 

Number of commuting round trips made       
 

Value per round trip    x   $3.00 
 

Personal use taxable income    $     
 
(1) For autos continuously available to the employee for periods of 30 days or more, but less than an entire 

calendar year, the value of the auto’s availability is prorated, computed by multiplying the annual lease 
value by a fraction, the numerator is the number of days available, and the denominator is 365. For 
autos continuously available to the employee for at least one but less than 30 days, the value of the 
use of the auto is its daily lease value, calculated by multiplying the annual lease value by a fraction; 
the numerator is four times the number of days available, and the denominator is 365. A 30-day period 
may be used even if availability is less than 30 days if this produces a lower valuation. 

 
(2) If fuel is provided “in kind,” the fair market value may be determined based on all facts and 

circumstances or, alternatively, at 5½ cents per mile if auto usage is within the United States, Canada 
and Mexico. Generally, where fuel is purchased and charged to the employer, the actual cost or 
reimbursement should be used. If the employer has a fleet of 20 or more vehicles, reimburses or 
allows employees to charge fuel cost, the fleet-average cents per mile may be used. If the fleet 
employer determines that actual cost or fleet average methods are unreasonable administrative 
burdens, the 5½ cents per mile may be used. 
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AUTOMOBILE USAGE SAMPLE POLICIES 
 
Policy Prohibiting All Personal Use of Company Vehicles 
Management has adopted the following policy regarding personal use of Company owned vehicles: 
 
Vehicles owned or leased by this Company are to be used solely for Company business. There shall be no 
personal use of the vehicles (including commuting to and from work). Individuals driving Company 
vehicles may have occasions where an incidental stop is necessary between business stops. Such use 
shall not be considered in violation of this policy. 

 
The Company requires that vehicles not in use shall be parked in designated areas on the Company 
premises. No personal items are to be stored in the vehicles. Company materials and supplies are to be 
secured in the trunk, lock boxes, or within the Company offices. 
 
Keys are to be returned to ____________________ upon the close of business each day. 
 
Policy Prohibiting All Personal Use of Company Vehicle Except Commuting 
Management has adopted the following policy regarding personal use of Company owned vehicles: 
 
For business reasons, certain employees have been designated to drive a Company owned vehicle to and 
from their residence. This shall be the only authorized personal use of the vehicle. Individuals driving 
Company vehicles may have occasions where an incidental stop is necessary between business stops. 
Such use shall not be considered in violation of this policy. 
 
The Company requires that no personal items other than incidentals be stored in the vehicle. The vehicle 
is to be locked each night with work articles stored either in the lock box or trunk during times when the 
vehicle is not in use. 
 
The Company will compute a daily value for the commuting which will be included in the employee's W-
2 at the end of the calendar year. Such amount will be the minimum allowed by federal income tax laws. 
 

Note: Internal Revenue Service regulations require the Company to maintain evidence which would 
enable the IRS to determine whether the use of the vehicle is in accordance with the policy 
maintained by the Company.
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Policy Regarding Cut-Off Date to Calculate the Value of Personal Use of Company-
Owned Vehicles 
Management has adopted the following policy regarding computation of the taxable value of the personal 
use of company-owned vehicles: 

 
The personal use of Company vehicles will be computed for the 12 months ending 
________________. 
 
Annually, the Company requires you to provide a complete accounting of the personal use 
of the vehicle as of________________. The taxable value of the personal use will be computed 
using the least costly method allowable by tax law. 
 
This income will be considered paid as of ________________ and federal, state (if appropriate), 
and Social Security/Medicare* withholding will be deducted from your ________________ 
paycheck. 
 

or 
 
The taxable value and related withholding amounts will be reflected on your W-2 at year-
end. 
 
Please address your information and questions to ________________. 
 
The company may elect to withhold only Social Security/Medicare. If so, the paragraph 
should read as follows: 
 
This income will be considered paid as of ________________ and Social Security/Medicare 
withholding will be deducted from your ________________ paycheck. 
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 [COMPANY LETTERHEAD] 
 
 
 
 
 
 
 
[DATE] 
 
 
 
To:  Spouses and Dependent Children of Employees of [COMPANY NAME] 
 
 
We are hereby notifying you of your rights to continuation coverage under the group health plan 
sponsored by [COMPANY NAME], as required by Public Law 99-272, Title X, known as COBRA (Consolidated 
Omnibus Budget Reconciliation Act of 1985, as amended). We have enclosed a written Notice of Rights 
which provides an explanation of your rights and responsibilities. We recommend that you review this 
important document and retain a copy with your other plan documents. 
 
If you have any questions concerning this information, please feel free to contact our benefits coordinator. 
 
Sincerely, 
 
 
 
[COMPANY NAME] 
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Pennsylvania W-2/1099 Reporting Instructions and Specifications Handbook:   
https://www.revenue.pa.gov/TaxTypes/EmployerWithholding/Documents/w2-
1099_CSV_reporting_inst_and_specs.pdf  
 
Pennsylvania EFW2/EFW2C Reporting Instructions and Specifications Handbook:  
https://www.revenue.pa.gov/TaxTypes/EmployerWithholding/Documents/EFW2-
EFW2C_reporting_inst_and_specs.pdf  

https://www.revenue.pa.gov/TaxTypes/EmployerWithholding/Documents/w2-1099_CSV_reporting_inst_and_specs.pdf
https://www.revenue.pa.gov/TaxTypes/EmployerWithholding/Documents/w2-1099_CSV_reporting_inst_and_specs.pdf
https://www.revenue.pa.gov/TaxTypes/EmployerWithholding/Documents/EFW2-EFW2C_reporting_inst_and_specs.pdf
https://www.revenue.pa.gov/TaxTypes/EmployerWithholding/Documents/EFW2-EFW2C_reporting_inst_and_specs.pdf
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Maryland Unclaimed Property Guidelines 
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Maryland Unclaimed Property Report COT-ST918  
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Maryland Unclaimed Property Report COT-ST919 
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