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Costly Errors and How

to Avoid Them

You can reduce administrative and
processing costs, make sure em-
ployees’ wages are posted to their
earnings records, and avoid IRS
penalties when you make sure
your Forms W-2/W-3 are correctly
submitted to SSA. With the filing
season just around the corner, it’s a
good idea to review the following
list of frequent errors and how to
avoid them:

✓Nonstandard W-2/W-3 Forms

Make sure the forms you use meet
the specifications found in IRS’
Publication 1141. When you pur-
chase Forms W-2/W-3 from
sources other than IRS, they may
not meet IRS’ specifications for pa-
per weight, paper size, red drop-
out ink, and so on.

✓Incorrect EIN

Watch for transposing digits, en-
tering a Social Security number
(SSN) instead of an employer iden-
tification number (EIN), or enter-
ing an incomplete EIN. Always
double check the EIN listed on
your W-2/W-3 against your Form
941 to make sure you recorded it
correctly.

✓Incorrect SSN

Watch for transposing digits, en-
tering the EIN instead of the SSN,
or entering an incomplete SSN.
Each October, ask your employees
to verify/update their name, SSN,
address and withholding allow-
ances recorded in your payroll
records and make appropriate cor-
rections.

✓Incorrectly Listing Employee
Names
Watch for nicknames instead of
proper first names and don‘t use
titles. Recording the name incor-
rectly, or entering titles/suffixes
such as Mr., Dr., Sr., Jr., PhD, etc.,
makes it difficult for SSA’s com-
puter software to determine the
actual name. Also, do not update
your payroll records for a name
change until the employee has a
new Social Security card. Then
change the payroll records to
match the name exactly as it ap-
pears on the new card.

✓Incorrectly Entering Dollar
Amounts
Watch for missing decimal points.
Don‘t use dollar signs or commas.
You must use the decimal point
and show the entire money
amount. For even dollar amounts,
show cents as “.00.”

✓Incorrectly Calculating Social
Security Wages
Watch for wages that exceed the
maximum Social Security wage
base limit. A new wage base limit
is announced each October for the
subsequent tax year and can be
found in IRS’ Circular E or by
contacting your local Social Secu-
rity office. (Note: There is no limit
on wages taxable for Medicare.)
— SSA

For More Info, Check the Internet

SSA — http://www.ssa.gov
IRS — http://www.irs.ustreas.gov

U.S. Business Advisor — http://www.business.gov
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Tax Year 1995 SSA/IRS

Wage Reporting

Reconciliation

The SSA reconciliation process
makes sure proper wages are cred-
ited to the right employees’ earn-
ings records. This process identifies
situations where SSA has received
less in wages (on Forms W-2 or
magnetic media equivalent) than
were reported to IRS on Forms 941/
943 for regular/agricultural em-
ployees or on Schedule H (Form
1040) for household employees.

SSA will begin its part of the Tax
Year (TY) 1995 SSA/IRS reconcilia-
tion process in November 1996. At
that time, employers who usually
file a single wage report and who
have reported less wages (FICA,
Medicare or both) to SSA than to
the IRS will be contacted by letter to
reconcile their wage data. The ma-
jority of TY 1995 reconciliation no-
tices will be mailed to employers in
late February 1997. At that time,
SSA will begin contacting all em-
ployers who reported wages to IRS,
but for whom SSA has processed ei-
ther less wages, or no wages at all.

IRS’ reconciliation process will
begin later in 1997 for TY 1995. This
process identifies situations in
which less taxes have been received
by the IRS than would have been in-
dicated by the amount of wages re-
ported to SSA on Forms W-2. The
two agencies coordinate their pro-
cesses and SSA refers situations
where employers did not respond to
SSA’s notices to IRS for possible
penalty action. — SSA



S S A / I R S

Re porter Page 2
Fall 1996

Empowerment Zones

Offer Tax Incentives

There are a number of tax advan-
tages to businesses that establish
themselves or operate in Empow-
erment Zones (EZs). These zones,
located in six urban and three ru-
ral areas, were created to encour-
age businesses to set up shop in
economically distressed areas.
Businesses that take advantage of
EZ incentives not only reap the
benefits of significant tax incen-
tives, they also help to revitalize a
community.

Qualified businesses in an Em-
powerment Zone can be eligible
for three tax incentives. First, the
Employer Wage Credit allows em-
ployers to claim a 20% credit on as
much as the first $15,000 of quali-
fied wages of each qualified em-
ployee. This credit encourages
employers to hire people who live
within the zone. Next, there may
be an increase in the amount of
the Section 179 deduction. The
Section 179 deduction allows em-
ployers to elect an immediate one-
time deduction for all or part of
the basis of certain business prop-
erty they purchase that would
otherwise be depreciated over a
number of years. Normally, this
deduction is limited to $17,500.
For eligible businesses in an EZ,
the amount of the deduction may
be as much as $37,500. And for

both EZs and the more numerous
Enterprise Communities, special
tax-exempt bond financing is
available. These bonds have lower
interest rates than conventional fi-
nancing.

To find out more about Empow-
erment Zones, and whether your
business qualifies, order IRS Publi-
cation 954, “Tax Incentives for Em-
powerment Zones and Enterprise
Communities” by dialing     1-800-
829-3676.You may call the Depart-
ment of Housing and Urban De-
velopment at 1-800-998-9999 for in-
formation on the six urban EZ
sites, or the Department of Agri-
culture at 1-800-645-4712 about the
rural EZs. On the Internet’s World
Wide Web, you can find the EZ/
EC Home Page at: http://
www.ezec.gov. In addition, many
Empowerment Zone communities
have set up their own web sites on
the Internet. These are great places
to discuss EZ issues or to get more
information.

Empowerment Zones are located
in Atlanta, GA; Baltimore, MD;
Philadelphia, PA/Camden, NJ;
Chicago, IL; Detroit, MI; New
York, NY; Kentucky, Highlands,
KY(counties of Clinton, Jackson
and Wayne); Mid Delta, MS (coun-
ties of Bolivar, Sunflower, Leflore,
Washington, Humphreys and
Holmes); and Rio Grande Valley,
TX (counties of Starr, Cameron,
Hidalgo and Willacy). — IRS

Advance Earned

Income Tax Credit

On the following pages, you will
find a copy of the 1996 Form W-5,
“Earned Income Credit Advance
Payment Certificate.” Through the
Advance Earned Income Tax Credit
(AEITC), you can give your work-
ers as much as $107 per month ex-
tra in their paychecks.

If you have employees who may
earn less than $25,078 during 1996
and have at least one child living
with them in the U.S., they may be
able to receive up to 60% of their
credit in their paychecks. Your em-
ployees can get any additional
credit due to them when they file
their income tax returns.

Details on how to provide AEITC
to your employees are in Publica-
tion 15, Circular E, Employer’s Tax
Guide. To order the following free
information materials, call 1-800-
829-3676.
✔  11"x 14" Poster, Publication 1759
(1759-SP in Spanish)
✔  Paycheck stuffer, Publication
1762 (1762-SP)
✔  Employee Brochure, Publication
1235 (1235-SP)
✔  Employer Brochure, Publication
1844
✔  Form W-5

If you prefer to get forms through
your computer, you may download
Form W-5 through the Internet.
The Internet address is
http://www.irs.ustreas.gov. — IRS

Do Your Employees Need Help
Between Paydays?

Check Out Advance EITC!

Second Reminder: Electronic Federal Tax

Payments Coming Soon

If you are one of the more than
one million employers who will
be required to make tax pay-
ments through the Electronic
Federal Tax Payment System
(EFTPS), enroll now.

Even though the first elec-
tronic funds transfer (EFT) pay-
ment is not required until Janu-
ary 1997, the enrollment and ac-
ceptance process can take up to
ten weeks to complete. That
means that if your form is re-
ceived after November 1, 1996,
you may not be enrolled in time

to make the first EFT payment.
However, the IRS will not as-
sess any penalties until after
June 30, 1997, while employers
become familiar with EFTPS
and set up their procedures to
use the new system.

If you have not received
your enrollment package, call
1-800-945-8400 if you are in the
upper portion of the U.S. or
1-800-555-4477 if you are in the
lower part of the U.S. (See map
in Summer 1996 SSA/IRS
Reporter.) — IRS
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