HowiVoukalireals

your

Mus

ICHieachers

NI\MM';@i"

iIdeacenter

Presented by

Alan Friedman, CGPA

Friediman, Kannenhery 8 Comnpany, PG




Session Objectives:; Mmumo

- “Pros & Cons” between
classifying music teachers as
employees vs. Independent
contractors

e “Criteria” used by most tax
authorities to determine the
employment status of a worker

- Classification guidance



Classified as “Employees” m\mﬁ3

ideacenter

Pros —

e Control over their work schedule

e Control over their teaching methods

= Control over their teaching rates

e Control over their compensation & benefits offered
e Never have an issue with any tax authority

cons -

= Significantly “higher” worker costs, including payroll
and unemployment taxes, health, liability and workers
comp Insurance, and retirement benefits (Remember -
you can’t discriminate between owners and employees,
or between employees, with regard to employment
benefits)



Classified as “Independent N‘\Mﬁ@’g

Pros —

e Com
e COMm

ete elimination of any payroll taxes

ete elimination of any insurance costs

e Complete elimination of any retirement benefits
e Complete elimination of employment benefits

e Complete elimination of payroll accounting

e Minimized tax reporting (1099-MISC at year-end)

D
o)
o)
o)

cons -
e NO control over their work schedule

e No control over their teaching methods
< No control over their teaching rates




BEWARE: nAMM O

Incorrect classification can cause
you to be held responsible for...

e All “back” federal & state payroll taxes
e All “back” unemployment taxes
e All “back” employment benefits

BAD...VERY BAD !l



IRS Guidelines "‘\“g‘M@t

e |n 1987, the IRS issues the “20 Factor
Test” under Revenue Ruling 87-14

*These rules were strictly (and unfairly)
enforced In court cases, as the IRS would

focus on the violation of 1 or 2 rules to
win Its case against an employer

e |n 1996, the IRS issued a new set of
guidelines which directed agents to
focus on the “overall” set of circum-
stances, rather than one or two factors
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20 Factor




Factor #1 - Instructions NAMM 2

ideacenter

Must follow
mandatory instructions as to
where, when and /or how to
perform work

Performs work
based upon independently
established procedures or
Industry specs



Factor #2 - Training NAMM >
eacenter

Receives and/or is
required to receive training

Skilled professional
requiring no training to
adeqguately perform services



Fact_or #3 — Integration of ! Amﬁ®3
Services deacenter

Provides essential
services which meld into overall
business operation

Work performed Is
not an “integral part” —itis a
“unique” service



Factor #4 — Services N ﬁ@g
Rendered Personally ideacenter

Required to render
services personally

Has assistants or
employees while retaining the
right to hire others to perform
the required work



Factor #5 — Hiring, Superwsmg“I MM@
and Paying Assistants e

Does not supervise
or hire others

Hires assistants at
his/her expense to perform all or
part of project



Factor #6 — Reqgular and :@f_
. . : NAMM A
Continuous Relationship deacenter

Services are part of
a continuing relationship

Provides services
and contracts for separate and
distinct projects, not on
continuing basis



Factor #7 — Set Hours of 4.5 ﬁ@g
Work ‘\ideacenter

Required to work
set hours

Retains right to
complete work at any time



Factqr #8 — Full Time 1 I\MM‘@
Reguwed ideacenter

Required to devote
full-time to a job on a non-
project basis

Contract specifies
what is to be accomplished by
what date; free to choose to
work for other clients



Factor #9 — Doing Work Ty o
onh Employer’s Premises ideacenter

Required to work
on-site, when alternatives exist

Rents or leases
location where work Is
performed



Factor #10 — Order Ty ﬁ@g
or Sequence Set ideacenter

Required to perform
task In a set manner, routine or
schedule

Has full discretion
over routine or manner in which
to perform services



Faf:tor #11 — Oral or e ﬁ@g
Written Reports ideacenter

Required to submit
regular oral and/or written work
reports where work is evaluated

Has few or no
obligations to file regular written
or oral reports



Factor #12 — Payment by e ﬁ@g
Hour, Week, Month ideacenter

A person paid at
regular intervals

Compensation
determined separately by
project or based on fixed fee



Factor #13 — Payment of N

M\~

Business / Training Expenses b

Business or training
expenses are paid or
reimbursed

No reimbursement
for business or training expenses



Factor_ #14 — Furnish Tools NAM ﬁ@g
or ES]UI“ment deacenter

Tools and materials
are furnished

Furnishes own tools
and materials



Factor #15 - Significant _f@f_
NAMM .\
Investment ideacenter

Does not invest In
facilities and/or equipment
used to perform work

Possesses and
iInvests in facilities and
eguipment to perform services



Factor_ #16 — Realization Ty ﬁ@g
of Profit or LOSS ideacenter

Compensation for
services at fixed rate regardless
of profitability

Shoulders the

possibility of incurring a loss and
realizing a profit



Factor #17 — Major Source . Amﬁ®3
of Income deacenter

Performs services for
only one firm at a time, on a
non project basis

Has numerous
concurrent clients and Is not
financially dependent on any
one



Fact_or #18 — Services /AW ﬁ@g
Avallable to General Public  ideacenter

Services are not
offered to general public and
points toward control

Offers services to
public



Factor #19 — Right to :@f_
| NAMM .\
Discharge ideacenter

Can be discharged
at any time with no liquidated
damages

Cannot be
discharged other than for
fallure to perform contracted
service



Factor #20 - Right to :@f_
. NAMM
Terminate ideacenter

May terminate
relationship at any time

May terminate
work relationship only upon
completion of contract or
breach by other party
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Structuring the Relationship

N\ I Vi
N MM@?
Between You & Your Teachers ‘\ideacenter
To best assure a favorable outcome In the
event of an IRS or labor department
scrutiny, employers should:

eHave “written” contracts or arrangements
with their music teachers

eHave an attorney review all documents

e|f need be, request assistance from the IRS in
determining status by filing a Federal Form SS-8



e §SS-8 Determination of Worker Status

e s o for Purposes of Federal Employment Taxes OMB No. 1545-0004
Depariment of o Tressury and Income Tax Withholding
Mame of fem {or ﬂlfltlﬂl for whoemn e workor performod serdces Wiorker's nama
ill"!l' i p {1_,
Firm's Ml:l'l:-:.’.l- (inchace Sireet sddress, apl. O Sute NO.. . Hae, mﬂ T concier) Worker's aoorets (Nchude Sireel A00ress, apt. OF Sule no., city, state,
M Sooth Mawn et ang ZIP code)

West Hacdlocd, T OLIOT

Trade namss

Telephone number (include sres codal Wigrker's social sacurity numbor
. ) :
Telephons number (nchede ares codel Firm's ernployed iontific alion nurries Ww:wmﬂmﬂw

(BC 1521-3190 Ob : \4l, 035

If the worker is paid by a firm olher than the one listed on this form for these iervluea enter the name, address, and employer ldenlification number
of the payer.

Important Information Needed To Process Your Request

We musl have your permission (o disclose your name and the information on this form and any allachments 10 other
parties mvolved wilh this request. Do we have your permission to discloze this information? | .. . K ves ] we
il you answered “No™ or did notl mark a box, we will nol process your equest and will not issus a d-EllBIWInutll:ln

You must answer ALL itemns OR mark them “Unknown” or “Does not apply.” If you need more space. attach another sheat.
A This form is be completed by: Rl firm [J worker: for services o [ 1+
ing ple ¥: performe ——7
Explain your reason(s) lor filing this form (2.9.. you received a bl from the IRS. you believe you received a Form 1099 or Form W-2 erroneously.
you are unable to gel worker's compensation benefils, you were audiled or are being audited by the IRS). ...
e..ose.. o (0. F;rmh:ﬁbﬁﬂ._ﬁgfn. wlizes in . the mwsic. (etonl indoatoy.. In. . ordec . da. .
Jbebher_adyi me_. o tlieabs _with f_mgﬂmp::.. Vi ndependent  tonkcacor isauves e

ose  © uﬂb -.ﬂn. aaf ﬂfm&:l:tﬂﬂﬂ.\ AeBes acd G o '!r‘:{.?u.ﬂ-.\ ALEenasiOo.. fﬁﬂkiﬂ-ﬂ.‘\i .....
lgu 2556 er.& nﬂ:;‘ aue_music cetailina. 8Vieats et
C Total number of workers who peﬂ'mne-cl or are performing the same or similar services Yﬂ-.t..\u..__(..\._.il-ﬁ
D How did the worker obilain the job? [ Application [ Bia [0 employment Agency ® Other tspecify) Nebwsor Kin
E

Attach coples of all supporting documentation [contracts. invoices, memos. Forms W-2, Forms 1099, IRS closing agreements, IRS rulings. etc )

In addition, please inform us of any current or past ltigation concerning the workes’s status. If no income reporting forms (Form 1085-MISC or
W-2) were furmished o the worker, enter the amount of income camed for the year(s) at issue 3
F Delooibe tha fiim s Dl s, o ae o cicssssco o cacssssssser oo —seaESeSSESSeSeo————meSSSSSSfSSecioc——cssssSssssmae————eisai
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G Describe the work done by the workker and prowde the worker's job litle e am e
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IRS Guidance NAMM 0
[deacenter
In a 1970 Court Case, the IRS
challenged the worker status of music
teachers at a music conservatory.
These teachers taught students in
accordance with a curriculum
provided by the school, as well as
provided private Instruction to
students as part of a lesson program
administrated by the school.
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IRS Guidance NAMM 0

[deacenter
eUpon completion of their audit, the IRS
Issued Revenue Ruling 70-338 which stated
“Teachers instructing regular classes at a
music conservatory for regular remunera-
tion are employees of the school;
however, teachers who instruct pupils in
private lessons In return for a percentage
of the fees collected by the conservatory
are not employees.”

eEssentially, the determining issue was
“who” had control over “how” the student
was taught
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