
PAYROLL TAXES -  NOT YOUR MONEY! 
 

          by Joel Flinchbaugh, CPA—Carlisle 
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Your cash account has dwindled, your line of credit is fully 
extended, vendors are pleading for payments and to top 
things off, payroll is on Friday.  You really can’t remember a 
time when cash flow was so tight.  As you sit down to review 
what bills need to be paid and how you are going to prioritize 
them for processing, you may be tempted to postpone the 
payment of payroll taxes.  While delaying the payment of 
these taxes may seem like the easy way out of a tough cash 
flow spot, it is a very bad idea. 

protection does not protect individuals against the 
liability associated with these taxes or penalties.  In 
addition, obligations to government agencies for 
taxes, interest and penalties generally will not be 
discharged in bankruptcy.  As if that is not enough, 
you could be held criminally liable and be incarcer-
ated for the inappropriate use of these funds. 
 
In summary, payroll taxes do not belong to the   
employer and must be remitted to the appropriate 
taxing agency in a timely manner.  The conse-
quences of the inappropriate use of these funds can 
be costly.  If you have any questions about your 
company’s payroll tax obligations, please give us a 
call. 

Insight is published as an informational newsletter for clients and friends of  Smith 
Elliott Kearns & Company, LLC.  The general information in this publication is not  

intended to be nor should it be treated as tax, legal, accounting, or other professional 
advice.  All information is current as of December 1, 2008. 
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Payroll & Reporting Update 

If you are interested in receiving Insight in 
your inbox instead of you mailbox, here’s how: 
 

1. Visit our website at www.sek.com 

2. Click on Insight Newsletter on the left-
side menu bar. 

3. Enter your name and email address  
 

It’s that easy—you’ll receive future issues of 
Insight in PDF format, sent directly to your 
inbox! 

Would you like  
to receive your 

 Insight  newsletter 
by email? 

First and foremost, payroll taxes are not 
the company’s money, and they are not 
the business owner’s money.  These funds 
are called trust fund taxes, because they 
represent employee funds and the        
employer is simply serving as the agent to 
collect and remit those taxes to the       
appropriate taxing agency.  Failure to  
remit these funds can result in both civil 
and criminal penalties. 
 
The financial penalties for not remitting 
federal payroll taxes start with an       
automatic 10% penalty for simply being 
one day late with a payment and rapidly 
grow to 100% of the tax for failure to 
properly remit them.  These penalties can 
be assessed not only on the business, but 
on ANY individual who has the decision 
making authority regarding the payment 
of the taxes.  In other words, everyone 
from the owners and officers of the    
business to the payroll or accounts      
payable clerk could be subject to these 
penalties and tax obligations. 
 
It is important to note that a corporation 
or other entity created for liability        



It is critical that you, the employer, determine 
whether the individuals providing services for your 
business are  employees or independent contractors.  
The ramifications of misclassifying workers can be 
costly. 
  
An employer must generally withhold income taxes 
as well as withhold and pay social security, Medicare 
and  unemployment tax on wages paid to any       
employee.  Rarely does a business have to withhold 
or pay any taxes on payments to independent      
contractors.   Employers are also responsible to    
employees for workers’ compensation coverage and 
where applicable, other benefits such as retirement 
plan contributions and overtime pay.  Independent 
contractors are not eligible for these benefits. 
  
The IRS has a 160 page manual to train their     
auditors on how to determine the proper classifica-
tion between independent contractor or employee.  
The following are some of the major factors in     
determining the proper classification. 
  
1. Who has control?  A worker is considered an 
employee if the employer has the right to direct and 
control when and where they work.  The employer 
can chose not to exercise this right, but simply    
having the ability to control indicates an employee 
relationship. 
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 2.  Right to fire.  An employee can be fired by an 
employer.  An independent contractor cannot be fired 
as long as they produce a result that meets the specifi-
cations of the contract. 
  
3.  Training.  An employee may be trained to        
perform services in a particular manner.  Independent 
contractors usually use their own methods and don't 
receive training from the employer. 
 
4.  Set hours of work.  Employees typically have set 
specific hours of work.  Independent contractors    
usually establish their own work hours. 
  
It is best to document in writing the relationship you 
have with independent contractors.  As a business, you 
are required by law to file Form 1099 MISC when you 
pay an independent contractor over $600 for services 
rendered during the year.  This form must be given to 
the independent contractor by January 31st and filed 
with the IRS by February 28th of the following year. 
  
If the IRS finds you've misclassified an employee as  
an independent contractor you'll pay a percent of    
income taxes that should have been withheld on the 
employee's wages.  You will also be liable for the    
business share of FICA and unemployment taxes, 
AND penalties and interest. 

EMPLOYEE VS. INDEPENDENT CONTRACTOR 
          by Lisa Ankabrandt, CPA—Carlisle 

employees in any given quarter to file their unemploy-
ment reports electronically.  To meet this requirement, 
employers can use the Web-Tax Internet site provided 
by the  Department of Labor and Licensing, Division 
of Unemployment Insurance.  To access the site, you   
will need your MD unemployment account number 
and a PIN.  Enrollment for a PIN can be performed   
on Web-Tax.  Web-Tax provides the following services 
to employers: 

• File and pay current quarter contribution/
employment report 

• View/pay prior quarterly contribution/
employment reports 

• Request re-certification of state UI payments 
(FUTA 940C) 

• View the annual rate notice 

• View quarterly benefit charge statements 
 

If you need any assistance filing your reports online, 
please contact us. 

Pennsylvania:  Beginning with the first quarter of 
2010 the PA Department of Labor & Industry will no 
longer be mailing paper Forms UC-2 and UC-2A for 
quarterly filing. In an effort to standardize the     
collection of data and contributions, all quarterly  
UC forms will need to be filed electronically. 

UC forms are currently available for filing online 
using PA’s e-TIDES website.  e-TIDES is an internet 
filing system that allows you to file returns for      
several Pennsylvania taxes including employer  
withholding and sales and use tax.  Payments can   
be made electronically or by check.  

Most employers are already set up to file their PA 
Employer Withholding taxes online. In order to file 
the UC forms online, you may use the same login 
credential you have for the e-TIDES website and    
register your business for filing the UC forms. 

Maryland:  For a number of years, Maryland has 
required all employers with more than 100           

ELECTRONIC FILING OF UNEMPLOYMENT REPORTS 
by Deb Meckley—Hanover 



The rising cost of health insurance has caused  
many employers to seek other means to provide 
affordable health insurance to their employees.  
Recent changes to tax law have increased the focus 
on Health Savings Accounts (HSA) as a viable     
alternative for employers. 
 
An HSA is a tax-advantaged account that is set up 
by an individual to pay or reimburse certain     
medical expenses incurred by the account holder 
(i.e. your employee).   The advantages for an       
individual to set up an HSA are the following: 

 
1. Immediate tax savings 
2. No “use it or lose it” rules like Flexible     

Spending Arrangements 
3. Manage contributions to the account 
4. Control over which medical expenses are paid 

from the account 
5. Ability to decide which trustee will hold the 

account 
6. Ability to decide types of investments used in 

the account 
7. Potential for additional retirement plan       

savings 
  
The benefits for employers when employees use an 
HSA are: 
 

1. Ability to control health benefits costs 
2. Immediate tax savings for employer 
3. Employees assume more ownership of        

controlling health care expenses 
 

The HSA must be set up with a trustee, such as a 
bank or insurance company, or anyone else         
approved by the IRS to be a trustee of individual 
retirement arrangements. 
 
In order to open an HSA, an individual must meet 
the following requirements: 
 

1. Must have a high deductible health plan 
(HDHP – defined below) 

2. Not be enrolled in Medicare 
3. Cannot be claimed as a dependent on      

someone else’s tax return 
4. Cannot have other health coverage (certain 

exceptions apply such as dental care, vision 
care and long-term care insurance) 

 

An HDHP is an insurance plan with a higher annual 
deductible than typical health plans, and a maxi-
mum limit on the sum of annual deductible and  
out-of-pocket medical expenses that you must pay 
for covered expenses.  Out-of-pocket expenses    
include copayments and other amounts, but do not 
include premiums. 

  
Contributions to an HSA are limited based on the 
type of HDHP coverage, the age of the individual, 
and the month which the individual becomes      
eligible for an HSA.  For 2009, the maximum con-
tribution for individual coverage is $3,000, and the 
maximum contribution for family coverage is 
$5,950.  Individuals who are 55 years of age or 
older can contribute an additional $1,000 for 2009.  
A full year’s contribution may be made to an HSA 
for someone who first becomes eligible during that 
year, even if they start in December; however, the 
individual will be subject to taxes and penalties for 
over contributing if they don’t remain eligible for 
the entire following calendar year. 
 
Contributions to an HSA can be made by any      
eligible individual.  For employee contributions, the 
employee, the employee’s employer, or both, may 
contribute to the employee’s HSA in the same year.  
Employee contributions can be made on a pre-tax 
basis through cafeteria plan salary reductions.  
Elections to make contributions through a cafeteria 
plan can change on a month-by-month basis.     
Employer contributions are excluded from taxable 
income of the employee and must be comparable 
for all employees participating in an HSA. Contri-
butions to an HSA must be in the form of cash;  
contributions of stock and property are not allowed. 
 
HSA distributions used to pay or reimburse     
qualified medical expenses are considered tax free.  
Qualified medical expenses can be incurred by the 
HSA account holder, spouse, and all dependents 
that can be claimed on the account holder’s tax   
return.  Distributions received for other reasons 
(other than qualified medical expenses) will be  
subject to income tax and may be subject to an   
additional 10% tax. 
 
To learn more about Health Savings Accounts, 
please contact our office. 

HEALTH SAVINGS ACCOUNTS BRING BENEFITS FOR  
YOU AND YOUR EMPLOYEES 

Page 3 Smith Elliott Kearns & Company, LLC 

by Peter McDonald—Hagerstown 



Unemployment Compensation (UC) protects   
workers against job loss by providing temporary 
income support to people who become unemployed 
usually through no fault of their own; however,   
under certain circumstances UC benefits may be 
paid to an employee when they quit voluntarily. 
 
Voluntary Quit 

Section 402(b) of the Pennsylvania UC Law    
provides, in part, that a claimant shall be ineligible 
for benefits for any week in which his/her            
unemployment is due to voluntarily leaving work 
without cause of a necessitous and compelling    
nature.  A claimant who voluntarily quits continu-
ing work has the burden of proof in establishing 
good cause for quitting, and that such cause was 
real and substantial, leaving the claimant no other 
alternative.  The burden is on the claimant to show, 
prior to quitting continuing employment, he/she 
made every reasonable effort to maintain the       
employer/employee relationship.  

Following are examples of some common voluntary 
quit situations which may be eligible for UC.  

Health Reasons - Prior to quitting,  the       
employee must inform the employer of his or 
her heath limitations.  The employer then has 
an opportunity to offer suitable work within the 
employee's limitations.  The employee must be 
able and available for suggested accommoda-
tions.  If the employer fails to offer suitable 
work, the employee may be eligible for UC. 
 
Transportation Problems - Prior to       
quitting, the employee must attempt to secure 
alternate transportation.  The employee must 
be able and available for suitable work in the 
local labor market consistent with their        
limitations. 
 
Spouse Relocation - The spouse's relocation 
was beyond the spouse's control and the reloca-
tion created economic circumstances which 
could not be overcome or it was  economically 
impossible to maintain two residences. 
 
Personal Reasons - The employee must 
show they quit due to personal circumstances 
that left them no reasonable alternative.  Prior 

to quitting, the employee must show they made 
a reasonable attempt to maintain the employer-
employee relationship.  The employee must 
also be available for suitable work. 
 
To Attend School - This is not considered a 
cause of necessitous and compelling nature, 
unless it is to attend school or training provided 
under the Trade Adjustment Assistance (TAA). 
 
Unsuitable Work - Quitting when an        
employee feels the job was unsuitable, the    
employee must show there were changes in the 
conditions of employment which were not 
agreed upon that made the job unsuitable, or 
there was employer deception with regard to 
the conditions of employment at the time of 
hire. 
 
Job Not the Same as Anticipated - The  
employee must show that the monetary         
expectations of employment were not fulfilled 
through no fault of their own. 

UNEMPLOYMENT BENEFITS 
NOT JUST FOR LAYOFFS OR BUSINESS CLOSURES 

 

  by Lisa Ankabrandt, CPA—Carlisle 
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RESOURCES 
 

Unemployment Compensation laws and policy    
details vary from state to state.  For more  detailed 
information regarding the policies in your state, 
check out the following links: 

 
Maryland 

MD Division of Unemployment Insurance 
www.dllr.state.md.us/employment/

unemployment.html 
 

Pennsylvania 
Pennsylvania Department of Labor & Industry  

www.dli.state.pa.us 
 

Virginia 
VA Employment Commission 

www.vwc.state.va.us 
 

West Virginia 
WV Unemployment Commission 

www.wvbep.org/bep/uc 
 



As most employers know, the Local Earned Income 
Taxes in Pennsylvania are enough to give you a head-
ache.  Relief is in sight, as the long-awaited Earned 
Income Tax Reform is set to take place in 2012 with 
2011 being the transitional year.   
 
On July 2, 2008 Governor Ed Rendell signed legisla-
tion that will establish uniform tax withholding and    
remittance for all counties in Pennsylvania.  Under 
this legislation the number of Earned Income Tax 
Collectors will be reduced from the nearly 600      
collectors currently being used, down to 69 collectors 
across the state.  This means employers will only 
have to remit the Earned Income Tax withheld from 
their employees to one tax collector, even if they 
have multiple businesses in several different      
counties.  There will be one set of rules & regulations 
that apply to all collectors, taxpayers and employers.  
Standardization of returns, notices, reports,      
schedules and codes for school districts,                 
municipalities and tax collection districts will also  
be implemented.  
  
A recent PA Economy League review estimated that 
as much as $237 million in earned income tax goes  
uncollected annually by municipalities and school 
districts.  These new requirements will strengthen 
the way each tax dollar is tracked from the time it is 
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withheld until it is received by the appropriate taxing 
jurisdiction.   Look for more information on 
this reform in our future issues of Insight. 
 
In the meantime, if you are having trouble determin-
ing how much tax to withhold for an employee or 
which tax collector it should be remitted to, there is 
help. The website www.newpa.com contains the   
official source of withholding information.  
  
The Local Tax Register lists each jurisdiction's 
earned income and LST (formally EMST) rates as 
well as the tax collector.  The register also includes 
tax rates for all county, municipal and school district 
taxes. 
 
There is also a function called Address Search where 
an address can be entered for an employee’s home 
and work address and the tax rates and collectors are 
displayed for you.   
 
Head over to www.newpa.com , and click on the   
following links: Get Local Gov Support/Tax Informa-
tion/Local Tax Register and get the information you 
need in a few clicks.  
 
 If you need help with this feature please let us know 
and we would be happy to assist you. 

PENNSYLVANIA LOCAL EARNED INCOME TAXES 

    by Deb Meckley—Hanover 

Each year the Pennsylvania Treasury Department 
and the Comptroller of Maryland receive millions of 
dollars in unclaimed property from abandoned bank 
accounts, forgotten stocks, checks that have not been 
cashed, certificates of deposit, life insurance policies, 
safe deposit boxes and other sources.  They maintain 
custody of this unclaimed property while working 
hard to return it to its rightful owners. 
  
Unclaimed property is any financial asset that has 
been left with a “holder,” such as a bank, insurance 
company or other business or organization, without 
activity or contact for a period of time.  Maryland’s 
dormancy period is three years while Pennsylvania’s 
dormancy period is five years. 
  
Reporting Unclaimed Property in Pennsylvania: 
Holders must file an unclaimed property report, Re-
port of Abandoned and Unclaimed Property Verifi-
cation and Checklist (AP-1), with the Pennsylvania 

Treasury Department each year.  Even if you have no 
unclaimed property to report, or if your company 
ceased operation this year, you must still file the Veri-
fication and Check List, Form AP-1, and complete the 
information requested by the reporting deadline to 
maintain an active reporting history.   
  
The Treasury Department exempts the following enti-
ties from filing annual negative reports if they have 
no reportable unclaimed property: 
             

•Estates 

•Trusts 

• Sole Proprietorships 

• 501(c)(3) Status non-profit organizations 
  

Any holder that does not file a report by April 15th 
may be subject to interest and penalties.  You may  

 

...continued on page 8 

DOES YOUR BUSINESS HAVE UNCLAIMED PROPERTY? 

    by Lisa Ankabrandt, CPA—Carlisle 
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By December 31, 2008 
 

• Remind employees to submit a new Form 
W-4 if they need to change their            
withholding or will be exempt in 2009 

 
By February 2, 2009 
 

• Furnish copies of Form W-2 to employees 
and Form 1099 as required to other       
payees 

• File most federal, state and local payroll 
tax returns and final payments for 2008 

 
By March 2, 2009 (Paper Filing) 
 

• File Forms 1096 and 1099 

• File Form W-2, Copy A, along with Form  
W-3, to the Social Security Administration 

• File Form 8027, Tip Income & Allocated 
Tips 

 
By March 31, 2009 (Electronic Filing) 
 

• File Forms 1096, 1099, W-2, W-3 and 8027 

One of the most common fringe benefits provided 
to employees is the use of a company-owned or 
leased vehicle.  The personal use of an employer 
provided vehicle is a fringe benefit and, generally, 
fringe benefits are taxable, subject to employment 
taxes and includible in the employee’s Form W-2. 
 
The general way to determine the value of a fringe 
benefit is to determine the fair market value of 
that benefit.  The provider of the benefit is then 
responsible for withholding federal income taxes, 
FICA taxes, and FUTA taxes.  This process is often 
complicated by the fact that the fair market value 
of a vehicle is not determined by the actual cost of 
the vehicle.  The fair market value is the price an 
employee would incur to buy or lease the benefit 
in an arm’s length transaction.  There are three 
special valuation rules an employer can use to 
determine the value of an employer provided   
vehicle: 
 
1. The Vehicle Cents-Per-Miles Rule – The    

employer multiplies the miles the employee 
drove for personal use by the standard rate. 

 

2. The Commuting Valuation Rule – The        
employer multiplies the number of times the  
employee used the vehicle for commuting by 
$1.50,  if the employer meets all the require-
ments for using this method, or 

 

3. The Automobile Lease Value Rule – The      
employer uses the annual lease value to      
determine the value of the employee’s        
personal use of the vehicle. 

 
Personal use of an employer-provided vehicle is a 
non-cash fringe benefit, so its value must be     
determined at least once a year.  There are specific 
requirements that must be met to use these      
special valuation rules.   
 
Note:  An accurate mileage log protects you 
against scrutiny from the IRS regarding a    
mileage-related tax deduction.  A written mile-
age log or spreadsheet, or a digital mileage log     
produced through the use of a Global Positioning 
System (GPS) are all feasible solutions to record 
your business and personal miles for the year. 
 
Please contact your SEK&Co tax advisor for      
additional assistance in calculating valuations. 

PERSONAL USE OF EMPLOYER 
PROVIDED VEHICLES  

By Steve Lubart, CPA—Chambersburg 

TAX CALENDAR 

For access to federal tax forms,        
instructions, and publications, visit 

our website and click on “Information 
Center” on the left side menu. 

www.SEK.com 



INTUIT INTRODUCES QUICKBOOKS® 2009 
       by Steve Lubart, CPA—Chambersburg 
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Intuit recently released the latest version of its 
QuickBooks® accounting software, QuickBooks® 
2009.  Each year a new version of QuickBooks® is 
released, and a common question we get from clients 
is whether to purchase this new version.   Our      
general recommendation is to upgrade your      
QuickBooks® software, by purchasing the latest  
version, once every three years.  
  
Why?   Intuit supports only three to four versions  
of QuickBooks® at a time.  Accordingly, effective 
June 1, 2009 Intuit will no longer support         
QuickBooks® 2006.    
 
What does this mean to users?  Key features 
such as technical assistance from Intuit; online 
banking services; payroll; and credit card processing 
will no longer be available for QuickBooks® 2006 
after June 1, 2009. 
 
Below are several key new features for 2009,         
designed to help you get more from your           
QuickBooks® software: 
 
• The bank reconciliation window can be sorted by 

check number, date, amount and payee, which 
makes finding transactions easier. 

• Bank accounts can be reconciled while the      
accountant’s copy is out, allowing you to         
continue working as usual while your accountant 
makes entries. 

• Number fields have been expanded from eight to 
eleven digits. 

• A user can back up QuickBooks® in multi-user 
mode instead of having to switch to single user 
mode.   Previous versions of QuickBooks®     
required all users to log out in order to make a 
backup.  

• The accountant’s copy can now map 1099 fields 
and merge and modify classes.  This is ideal to 
allow accountants to make modifications to the 
QuickBooks® company without limiting client 
access to the file. 

• 2009 users get a three page business website and 
hosting for up to 12 months to help grow your 
business, free! 

• QuickBooks® 2009 has undergone Microsoft 
compatibility test for ease-of-use, better          
performance, and enhanced security.  Quick-
Books® 2009 has the highest level of Vista     
certification available. 

• Premier 2009 version supports all international 
currencies and offers international payment   
services to initiate drafts and wires within the 
program. 

• A messaging feature allows users to instantly 
communicate with other users logged into the 
software. 

• A new company snapshot produces an executive 
summary which lists customers that owe money; 
generates lists of outstanding bills; and compiles 
to do lists. 

Please contact a QuickBooks® advisor in your local 
SEK&Co office to provide further details about which 
QuickBooks® software package may be best suited 
for your needs. 

2009 STANDARD  
MILEAGE RATES 

 
BEGINNING JANUARY 1, 2009, the standard 
mileage rates will be 55 cents per mile for        
business purposes (compared to 58.5 cents per 
mile in the second half of 2008), 24 cents per mile 
for medical or moving purposes (compared to     
27 cents per mile in the second half of 2008), and    
14 cents per mile for service to a charitable       
organization (unchanged from 2008). 
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SEK&CO HANOVER OFFICE PLANS RELOCATION 

We are excited to announce preparations are      
underway to move our Hanover office to a new   
location at 55 Wetzel Drive in Hanover.   The 
practice has been in the current Frederick Street 
location since the 1970s and has undergone several 
building expansions.  Due to the continued growth 
and success of our firm and clients, we have out-
grown our current space.  
 
The original practice was established by Mr. Ed 
Howe in the 1950s.  In 1985 SEK&Co acquired the 
practice and it was renamed Smith Elliott Kearns & 
Company, LLC.  We are proud to note that we    
continue to serve some of the families of clients  
dating back to Mr. Howe’s original practice.  

We plan to move to our new location on  
January 2, 2009. 

 
In order to keep you updated and share our excite-
ment, we will be posting updates of our progress on 
our website at www.sek.com for you to follow.  Our 
phone (717-637-5915) and fax (717-637-6985)  
numbers will remain the same.  
 

Stay tuned for more details! 

19 Brookwood Avenue               804 Wayne Avenue               480 North Potomac Street               55 Wetzel Drive 
Carlisle, PA              Chambersburg, PA    Hagerstown, MD          Hanover, PA 
717-243-9104              717-263-3910     301-733-5020           717-637-5915 

...Continued from page 5 
 
mail the form directly to the Pennsylvania Treasury 
Department or send an electronic copy via e-mail. 
 
Reporting Unclaimed Property in Maryland: 
Holders must file an unclaimed property report, 
Maryland Unclaimed Property Report (COT/ST-
918/919) with the Comptroller’s office by October 
31st for the fiscal year ending the preceding June 
30th.  If you have no unclaimed property to report, a 
report is not required unless you are a utility, nurs-
ing home, bank or other financial institution, or an 
insurance company. 
 
All holders of property subject to the abandoned 
property law are required to send a written notice by 
first class mail to the apparent owner at the owner’s 
last known address.  In the notice, the property 
holder must inform the owner that the holder is in 

possession of property subject to the abandoned 
property law and the property will be considered 
abandoned unless the owner responds within 30 
days of the notice.  The holder must send the notice 
not more than 120 days and not less than 30 days 
before filing the required report with the Comptrol-
ler’s office. 
 
All holders must retain records of unclaimed prop-
erty for eight years after the property has been re-
ported to the Comptroller’s office. 
 
For more information, call your local SEK office or 
check out the state websites: 
 

Pennsylvania Treasury Department 
 http://www.patreasury.org/ 

 
Comptroller of Maryland 

http://www.marylandtaxes.com 

DOES YOUR BUSINESS HAVE UNCLAIMED PROPERTY? 
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