Proposal:
Simplify the Payment of Employment taxes for Household Employees

Submitted:
Brian Hegarty, Individual, brianb0102@comcast.net
Date:
April 27, 2005

Goal:
Increase compliance by reducing paperwork, as well as the marginal rate.
Summary of 

Problem:
Much of the non compliance with the “nanny tax” comes from the hassle of completing the forms, rather than the amount of the tax.    However, since tax is owed on all an employee’s income once they cross the threshold, (currently $1400 a year) there is a very high marginal tax on employees who earn just over that.  (Earning an extra $300 generates extra tax on $1700).    The worst situation occurs when an employer of household help, in order to comply with the law but avoid the hassles, just reduces the employee’s work so as not to go over the threshold for paying and reporting.    This reduces economic activity and has been an effect of the current process.

 
 In addition, by making it easier for employers of household help to report their employees’ income, there is greater incentive for the employee to report the income on his income tax return, reducing the underground economy.
Proposal:

Applicability:  Applicable only to those employers who elect to pay both the employee’s and employer’s share of social security and Medicare.    This eliminates the whole issue of withholding.    If an employer decides to pay the employee less because of this, that is okay.   The employee will have less income to report, but does not have to worry about SS taxes being withheld, so the net is the same.
Threshold:
Reduce the threshold, say to $1000 annually, which is okay if reporting is easier.  Ideally, the first $1000 paid to a household employee could be exempt from tax, so there is not a high marginal rate after the threshold is crossed.   However, if this is not tenable, at least the lower threshold has the effect of reducing the marginal tax rate once the threshold is crossed.    One could make this “streamlined” process only applicable to employees making less than $4-5000 (or some amount) per year.    This amount would be set so as to reduce likelihood that a person would have too much SS tax withheld.   (If the SS threshold is $90,000, an employee would have to have 18 people paying him or her $5000 before having to worry about too much SS tax being paid on his behalf, and since the employer is paying it anyway, it is not a big deal.)
Timing:
The SS tax for household employees would be due on April 15th, with the normal tax forms.

Records:
The employer should report the name,  address,  SS number and wages of each person for whom he is paying SS and Medicare tax.   This could be a simple form, and the tax owed just added to the employer’s 1040.    If the employee does not have a SS number, that should be the employee’s problem to address.    He or she is incented to get one in order to get credit in his SS records, and to comply with the law.      Since the employer is paying the SS tax, getting the SS number does not increase the employee’s tax, except to the extent income tax might be owed. (which should be paid)   
Unemploy-

ment tax:
I doubt much money is raised here from household employees, and I suggest not requiring employers here to pay it.  However, if I am wrong here, the amount could be added and reported on the above form with the SS and Medicare tax.   It should be due then on ALL household employees;  do not make the employer of nannys or cleaners or gardeners figure out an complications in the Federal Unemployment tax law!

Issue:
This proposal would need to be amended if the current SS law were changed to provide private accounts.   The Advisory Panel should recommend that changes in the SS law should not make it more difficult for household employers to comply with the law. 

Conclusion:
Go to Tax Topic 756, Employment Taxes for Household Employees.  It mentions 9 forms, 2 other publications, and 4 other related tax topics.   It is no wonder there is so much non compliance, and that others refrain from hiring household employees or limit their work in order to comply with the law but avoid the hassles.   My proposed solution may have some flaws, but I strongly urge the committee to address this problem.


Thank you, and good luck with your very important work.
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