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THE COST OF WFH: INCREASED TAX LIABILITIES

Amid the pandemic, many companies 
that did not previously have remote 
workers suddenly did — and some of 
those employees may be in states where 
the company did not previously have a 
physical presence. Additionally, many 
companies have since decided to allow 
their workers to remain remote, and many 
employees have opted to relocate to 
other regions, further establishing physical 
presence for those employers. Thus, the 
pandemic has created a potential tax 
liability for many staffing firms.

How? It’s called nexus, which occurs when 
a business has some kind of connection 
to a state. All states have a different 

definition of nexus, but most consider 
a “physical presence” or “economic 
connection” creates nexus. Physical 
presence can mean a number of 
things, including having an office, 
employee, warehouse, or storing 
inventory. Economic nexus comes into 
play when a company has a certain 
dollar amount in sales or a certain 
number of transactions in a state.

Wayfair connection

Prior to the 2018 US Supreme Court 
decision in South Dakota v. Wayfair 
Inc., states could only enforce a tax 

collection on businesses that had a 
physical presence such as a brick-and-
mortar location. As established by 
Wayfair, though, an economic presence 
creates sales tax nexus as well.

Now, more than 40 states have 
expanded nexus to include a sales tax 
obligation based on a certain level 
of economic activity within the state, 
including sales revenue, transaction 
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volume, or a combination of both. 
Like many sales tax laws, economic 
nexus criteria varies by state and by the 
type of tax.

Wayfair has impacted all industries; 
professional service companies are no 
exception. A service company will need 
to understand the taxability of the 
services and location of the customers 
to make sure there are no unexpected 
state tax assessments.

Sales tax implications

Stay at home orders brought a 
significant decline in sales tax revenue 
in many states. While the re-opening 
of businesses will lead to some growth 
in sales tax revenue, many states are 
likely to propose new tax legislation 
or broaden an existing tax to
increase revenue.

States that impose an economic nexus 
threshold as a result of the Wayfair 
case may pass legislation that would 
lower the sales amounts. Tennessee, 
for example, lowered its economic 
threshold from $500,000 to $100,000. 
Other states may follow.

Due to COVID-19, states are likely to 
increase audits, change tax rates or 
bases, or enact entirely new taxes to 
increase revenues. Businesses need to 
monitor the sales tax arena and make 
sure they follow the new regulations 
when enacted.

Remote workforce

Because of the pandemic, a great 
number of employees are working 
remotely. In general, an employee 
working in a state creates nexus for 
the employer for income, franchise and 

sales/use tax. Some states have issued 
guidance providing relief from nexus 
and taxation related to temporarily 
working within the state’s borders in 
connection with the pandemic. If a 
state has not issued relief, the company 
may be subject to various taxes due to 
the remote worker. According to the 
Tax Advisor, “Sellers of business and 
professional services are now presented 
with a significantly altered sales tax 
world, and failure to monitor nexus 
and taxability developments can lead 
to potentially significant sales 
tax exposure.”

There are states who have issued 
specific guidance on whether 
telecommuting employees temporarily 
working in a state due to the impact 
of COVID-19 creates sales and use tax 
nexus for an employer who does not 
operate in that state.

Continued from Page 1...
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Payroll taxes are often complicated 
for companies with stable and settled 
workforces; staffing companies have 
all of the same issues as traditional 
employers, but with higher volumes 
and with additional technical issues. 
While there are no easy solutions, 
below are some issues to be aware of 
and ideas on how to deal with them.

Hiring process

One of the first issues you will deal 
with is at the beginning of the hiring 
process: are the people you are paying 
employees or contractors? This may 
seem like an easy question, but often 
is not. The IRS has identified 20 factors 
to consider in making the decision. 
Many states are cracking down on 
employee misclassifications. If you 
have employees, then you will have 
employer payroll taxes, which will 
effect your costs. Understanding this 
will help you price your work correctly 
and avoid penalties, fines, and other 
things that come with correspondence 
from state and local agencies.

What happens if you are contacted 
by a state or local government

If you do get contacted by a state 
or local government agency, it is 
important that you address the 
correspondence in a timely manner. 
Some notices have deadlines to 
respond to, and if that time passes, 
there may be additional costs and 
fewer options on how to address it. 
Be careful in responding. While you 
obviously want to be truthful, there are 
many words that have one meaning in 
their common usage, but may have a 
special meaning in tax that is different. 
Providing more than you intended or 
other simple miscommunications can 
be costly.

Avoid being contacted by a state

A way to avoid being contacting by 
the state is to register when and where 
required. With how fast things move 

in the staffing world and the changing 
nature of how and where people 
work is becoming more complicated. 
States are still struggling to address 
these changes and their solutions are 
not uniform. Once you determine you 
have an obligation to file in a state, 
registering may not be simple as many 
states have separate registrations to be 
completed with their Secretary of State, 
Department of Labor, and Department 
of Treasury or Revenue. Keeping 
accurate records and making sure your 
accounting team is aware of when 
you have employees or customers in a 
new jurisdiction will help you maintain 
compliance. Once you have registered 
and begun to collect sales tax or 
withhold payroll taxes, it is important 
that you remit them as it is viewed 
as theft to collect the government’s 
money and not remit it. The cost of 
compliance might be high, but the cost 
of non-compliance may be higher. 

Hopefully the information above will 
help you properly classify workers, 
respond timely to communications, be 
careful in how you communicate with 
taxing agencies, and properly register 

when required. Knowing these issues 
will help you avoid mistakes. However, 
if you are already experiencing issues, 
there are ways to move forward. If you 
are having an issue or suspect there 
may be problems, it is always best to 
address these as soon as possible with 
your CPA or an attorney.

COMMON PAYROLL MISTAKES STAFFING COMPANIES 
MAKE…AND HOW TO AVOID THEM

Payroll taxes are 
often complicated 
for companies with 
stable and settled 
workforces.  
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CHANGE MANAGEMENT: DRIVING INNOVATION 
THROUGH A CULTURE OF CONTINUOUS IMPROVEMENT

How do you prepare your people and your 
staffing company for both innovation and 
change? You create a sustainable culture 
of continuous improvement. Companies 
are expected to innovate and become 
profitable more quickly than ever before, 
which makes competition extremely 
fierce. Economic stimuli change the 
business landscape constantly; when your 
processes are stagnant and your people 
are not engaged, it is nearly impossible to 
innovate. In order to compete in 
business today, you need to drive 
innovation in your organization. But 
with innovation comes change, and 
change is not always easy. 

Sustainable continuous improvement

Developing a sustainability program 
is the first step to developing and/or 
maintaining your competitive edge. 
There are many different definitions 
of sustainability, but in the context 
of a business environment, the most 
inclusive way to define sustainability is 
as the conscious and proactive use of 
methods that do not harm people, planet, 
or profit while also leaving a positive 
impact. For your staffing company to 
thrive, it is critical to initiate programs 
that create value and help the business 
evolve by engaging the stakeholders and 
conditioning your entire organization 
for sustainable changes. These are the 
areas that will truly help you remain 
competitive.

There are five critical steps to creating a 
performance management program.

1. Measure    
    
To make sure that processes align with 
corporate goals and strategies, your 
company needs to develop effective 
measurement strategies by asking the 
right questions in the beginning, such 
as: “What are our KPIs?” “What are 
they intended to measure?” “What do 
we want to improve by tracking this?” 
Data provides key indicators to help 
pinpoint when and where there is a 
problem, which ultimately translates to 
profitability. Many companies don’t invest 

in automation and robust ERP systems, 
which is a mistake.

Another common error is adding people 
in response to a problem, when the more 
sustainable and cost-effective solution 
begins with identifying the root cause 
through measuring data. Extracting data 
and measuring KPIs around processes 
often allows companies to identify 
millions of dollars in savings.

2. Empower    
     
You want to create value for your 
customers as well as engaging your 
stakeholders and employees. By 
empowering employees and involving 
the people close to the Gemba, you 
allow them to solve problems and not 
just cover them up. Engaged employees 
set the stage for change. If they buy 
into this empowered culture from the 
beginning, change will happen quickly 
and smoothly. You will also be able to 
utilize improvement ideas from the people 
who are actually doing the work. They see 
things in your organization that others 
don’t and can often make immediate 
changes that have a positive effect on 
processes, people, and profitability.
 
3. Publish    
    
If you can’t see the big picture, it is 
difficult to make meaningful changes 
that will have a positive impact. With 
a performance management program, 
visual boards are the ideal solution in that 
they communicate goals to people at all 
levels, identify problems while there is 
still time to make a difference, help instill 
process discipline, and keep everyone 
informed. Daily control and monitoring 
of department-wide measures provides 
trending data to highlight systematic 
issues. If something is out of sight, it is 
usually out of mind as well. Keep the 
information in front of your employees, 
and you will see positive changes.

4. Communicate    
  
Timely communication is key when 
it comes to sustainability. Holding a 

daily accountability meeting that lasts 
anywhere from 15-30 minutes allows time 
to address the previous day’s sub-optimal 
performance as well as set expectations 
for any potential disruptions in today’s 
operations. With a quick daily meeting, 
team members at all levels can address 
issues in real time which, initiates and 
expedites the root cause analysis process. 
In this meeting you will also assign 
actionable corrective measures and 
identify future continuous improvement 
opportunities. Participation from all areas 
and appropriate levels is necessary to 
enhance communication horizontally and 
vertically.

5. Celebrate    
    
To keep employees engaged and 
passionate about what they do, celebrate 
the wins. This is accomplished through 
employee appreciation and peer 
recognition. Listen to your employees as 
they are the ones who drive innovation. 
Ask them, “If you had a magic wand, 
what would you do?” It says to the 
employees, “My ideas mean something,” 
and what is a better motivator than 
seeing your own ideas put into action? 
It inspires people to go forth and do good 
things!

For an organization to thrive, it must be 
sustainable. If you do nothing else, put 
a performance management program 
in place. It empowers employees and 
fosters a culture where employees think 
like owners, and when employees think 
like owners, productivity improves, 
waste declines, and complexity is 
kept to a minimum via continuous 
monitoring. These improvements 
are noticeable and contribute to the 
bottom line. When incorporated into an 
organization, the employees themselves 
become a competitive advantage in the 
marketplace. By creating a culture of 
continuous improvement, you can drive 
innovation by breaking free from the “we 
have always done it this way” mentality.
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The Pennsylvania Department of Revenue issued a Sales and Use Tax Bulletin 
on September 16, 2021 to inform persons responsible for sales and use tax 
collection and remittance on the taxation of remote help supply services. 
This bulletin provides background on the law under the state’s tax code and 
provides a few examples. However, the bulletin does not change any existing 
laws – it only clarifies and explains the existing law. The state continues to 
apportion services using market-based sourcing. 

One helpful example in the bulletin explains that if a company’s call center equipment is located in the state, the service is 
apportioned to Pennsylvania regardless of where the purchaser is headquartered or where the employee is working remotely from. 
In this example, the service is considered delivered to the location of the call center equipment. In another section, the bulletin 
summarizes the state’s policy of using market-based sourcing by noting, “Whether the help supply employee is reporting in person 
or remotely is not determinative. Rather, where delivery or use occurs controls under both traditional and remote arrangements.”

Again, the bulletin is a clarification and not new law. This and other bulletins can be found on the Pennsylvania Department of 
Revenue website under: Law, Policies, Bulletins > Tax Bulletins > Sales and Use Tax Bulletins.

PENNSYLVANIA DOR CLARIFIES TAXATION OF REMOTE 
HELP SUPPLY SERVICES

For nearly 30 years Ohio has subjected employment services to sales taxes. 
As part of the State’s Budget Bill HB 110, the Ohio House and Senate voted 
to repeal this tax, which was signed by Governor DeWine on June 30. With 
Ohio no longer subjecting employment services to its 7.5% sales tax, the Ohio 
Chamber of Commerce, a long-time advocate for removing the tax, projects 
that companies could save more than $300 million in the next two years. 

The repeal went into effect on October 1, 2021 – 90 days after the Budget 
Bill’s enactment. Staffing companies will want to be prepared to change their 
invoices in October and companies using staffing services will want to make 
sure that they are no longer paying tax on these services. This is a simple and 
taxpayer-friendly change in the law. Acting now to make sure your business is 
ready for the change will save you tax dollars and compliance headaches later.

OHIO REPEALS SALES TAX ON EMPLOYMENT SERVICES

Acting now to make sure your business is ready for the change will 
save you tax dollars and compliance headaches later. 

The Sales and Use Tax Bulletin informs persons responsible for sales 
and use tax collection and remittance on the taxation of remote 
help supply services.
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Today’s staffing organization is growing at a rapid pace and 
needs to have a team of financial services professionals that 
responds quickly to change. The average staffing company 
has outgrown the typical accountant and developed the need 
for a CPA firm with a deep industry focus. Our firm’s National 
Staffing Practice has the skill set to anticipate and respond to 
the needs of your business by providing solutions that give you 
a competitive advantage.

OUR LOCATIONS
We have ample locations across the country with a heavy 
regional presence in the Great Lakes, Mid-Atlantic, Midwest 
and Northeast. Visit uhy-us.com to find an office near you.


