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Executive Summary 
 
The most recent National Research Program (NRP) announced by the Internal 

Revenue Service (IRS) will audit 6,000 businesses for employment tax 

compliance over a 3-year period.  The program is part of the agency’s 

continuing efforts to measure taxpayer compliance and evaluate its own 

procedures.  The random selection of audited businesses will produce a 

representative sample of all employers, including large companies, small-to-

mid sized businesses, and tax-exempt entities.   

 

It is the opinion of ICon Professional Services that, of the specific audit areas 

announced by the IRS, compliance with the regulations and reporting 

requirements surrounding worker classification should be prioritized by 

companies.  It is an inviting target for tax authorities, as the use of 

contingent workers, including independent contractors, consultants, and 

other non-employees, has soared in the last decade.   

 

The financial incentives for a company to misclassify employees as 

independent contractors are substantial.  Employment taxes are avoided, 

and contractors do not qualify for employee benefits, such as insurance and 

retirement accounts.  Unfortunately, the expertise required of the company 

to properly determine worker classifications is substantial as well.  Each 

employment relationship is subject to a weighted analysis that is difficult to 

administer consistently.  Delegate the determinations to hiring managers 

across an enterprise, who may have a conflict of interest in keeping project 

costs down, and the margin for error increases.  Yet, that is exactly how 

many companies execute.   

 

To date, the IRS has mostly relied on the threat of severe penalties for non-

compliance to compel employers to implement compliant worker 

classification processes.  This NRP represents a more proactive approach to 

enforcement, and a potentially lucrative audit area for the IRS – more so 

than the other focus areas cited in the announcement.  

 

Based on ICon’s review of past NRPs, we advise companies to assume that 

the results of the study will justify a continuing and increased focus on 

employment tax enforcement by the IRS.  ICon recommends that 

companies review their internal processes surrounding employment 

taxation and offers this overview of the issues for their information. 

 

 

 

 

 

 

By following the steps 

outlined in this paper, 

organizations will be on 

their way to preparing for 

the IRS’s 6,000 NRP audits  

which are currently 

underway.  
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Background 
 

National Research Programs (NRPs) collect data on tax filing, reporting, 

and payment compliance to assess the effectiveness of compliance 

programs and determine whether additional procedures should be 

implemented to increase compliance rates.  Secondary goals are to raise 

revenue and to adjust the IRS’s audit selection formula so that the 

numbers of “no change” audits are minimized as an inconvenience for 

taxpayers and an unproductive waste of time for the IRS.  The IRS selects 

specific aspects of tax compliance for study based on preliminary 

indications of significant levels of non-compliance.  Past NRPs, for 

example, have focused on individual tax reporting and S corporation 

compliance. 

 

The agency’s goal is to reduce the “tax gap” – the difference between 

what taxpayers should have paid and what they actually paid on a timely 

basis.  The most recent IRS estimate of the tax gap, released in 2001 and 

based in part on the prior NRP study of individual income tax returns, 

concluded that $290 billion in taxes owed for that year had not been 

collected.  The underreporting of employment taxes represented a 

considerable percentage of that gap, with the report citing significant 

deficits in FICA, unemployment, and self-employment tax collection, 

estimated at $54 billion, and in underpaid taxes, calculated at $5 billion.  

In addition, an inestimable amount of revenue was lost to non-filers.  

 

With the obvious concerns over tax revenue in this recession economy, 

the IRS's decision to review employment tax compliance in light of the 

estimated shortfalls is appropriate.  It might also be predicted that 

Congress will address the issue by enacting more stringent reporting 

requirements or greater enforcement powers.  ICon advises all 

companies to review their compliance with employment tax laws in 

preparation for a potential IRS tax audit.   

 

“…many working men and 

women are not being 

treated fairly because 

some businesses are using 

a little-known tax loophole 

to avoid paying their fair 

share. It’s workers and 

American taxpayers who 

pay the price.” 

Chicago Sun-Times 

by Sen. Barack Obama 

September 15, 2007 
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Areas of Focus  
Audits conducted under the new NRP will examine the filer’s compliance with all requirements of the three federal 

taxes paid by employers on behalf of their workers – income tax, Social Security and Medicare contributions (FICA), 

and unemployment tax (FUTA).  Employers are required to withhold these taxes from employee pay and remit the 

funds to the IRS throughout the year, subject to statutory limitations.  Non-compliance can transfer liability for the 

payment of those taxes to the employer, including any penalties and interest assessed.  For corporate entities, 

typically those that are insolvent, the specific individuals responsible for accounting and remitting the taxes can be 

held personally liable for the taxes.  

The employment tax NRP will focus on these five areas: 

• Worker classification 

• Fringe benefits 

• Reimbursed expenses 

• Compensation of owner employees 

• Non-filers 

As a provider of worker classification services, ICon’s specific expertise in that aspect of the NRP will be the main 

topic of this paper, following this brief overview of each of the five NRP focus areas. 

Worker Classifications   

The classification of workers as either employees or independent contractors has always been scrutinized by the 

IRS.  Classification of workers as employees requires the employer to collect and remit all employment taxes; 

however, independent contractors are personally responsible for reporting and remitting their employment taxes.  

The IRS prefers companies classify workers as employees because it is easier to collect taxes from one employer 

for all its employees than it is to collect from every individual worker.  

Also, because employers and their responsible personnel can be held liable for unpaid taxes, classifying workers as 

employees provides the IRS with alternative sources for the collection of taxes owed.  Alternatively, employers 

may prefer to classify workers as independent contractors to avoid the reporting and collection tasks associated 

with employees. 

Whether a worker is an employee or contractor depends on many factors, and there is no easy test that 

determines that status.  The IRS will first apply a 20-factor assessment described in Revenue Ruling 87-41, 1987-1 

C.B. 296; however, other circumstances can affect those conclusions, including both common law precedent and 

statutory provisions, the nature of the employment relationship, and the process for terminating the relationship.  

Also, the criteria can vary under different state and federal regulations.  In general, most of the criteria relate to 

the extent of the employer’s control over the worker, including hours worked and work practices.   
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Fringe Benefits 

The IRS allows certain fringe benefits to be provided to employees tax-free.  Health insurance, education 

assistance, and reimbursed dependent care expenses are examples.  Because independent contractors cannot 

receive these benefits tax-free, this audit area will refer back to the worker classification decision.   

From the IRS’s perspective, classifying independent contractors as employees minimizes the taxes collected for 

benefits provided.  Yet, because it passes the burden of reporting and collection to the employer, it can make 

reporting and collection easier for the IRS, as described above.  The various standards and documentation 

requirements for each type of fringe benefit are complex, and the consequences of an adverse ruling can be 

significant to both the employer and its employees, if benefits are deemed non-conforming and determined to be 

subject to employment taxes.  We expect the IRS to closely examine how companies classify workers who receive 

fringe benefits.   

It should be noted also, that the IRS has recently solicited comments offering suggestions to simply the record 

keeping required for cell phones provided by employers to workers.  To the extent that an employee uses that cell 

phone for personal use, the costs are a taxable fringe benefit.  Distinguishing and documenting personal from 

business use of a cell phone is regarded by many accounting professionals as unduly burdensome.  ICon advises 

companies to be aware that NRP audits will most likely be used to gather data regarding how companies account 

for the use of employer-provided cell phones.  

Reimbursed Expenses 

Common sense and economic efficiency requires that employees be allowed to incur business expenses for the 

company, and that they be reimbursed accordingly.  Examples could include purchasing office supplies, an airplane 

ticket, or client lunch.  Inversely, independent contractors do not traditionally incur expenses for their client and 

any reimbursements paid are treated as income by the IRS. 

Unless the company has developed a written reimbursement policy that is sufficient under the Internal Revenue 

Code, employee reimbursement can be treated as additional, taxable compensation, subject to withholding and 

employment taxes by the employer and reportable as income on the employee’s W-2.  For employees, deduction 

of the expenses on their personal tax returns can be difficult due to rules and limitations of Schedule A itemized 

deductions.  

To avoid these potential adverse tax consequences, qualified business expenses must generally be processed 

according to an "accountable” reimbursement plan that excludes non-employee contractors and meets these 

three requirements: 

1. The expenses must be reasonable and pertinent to the business operations. 

2. The expenses must be accounted for according to reasonable professional standards. 

3. Any excess reimbursement made to an employee must be repaid within a reasonable period. 

In some cases, the IRS has levied taxes, penalties, and interest on both employees and employers as a result of 

non-compliance with these requirements.    
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Compensation of Owner Employees 

The IRS will be examining the compensation of company owner employees 

for reasonableness.  The standard for determining reasonableness is 

imprecise between compensation treated as wages subject to employment 

taxes and those treated as distributions of dividends or profits that are not 

subject to withholding taxes.  Companies have cause to mischaracterize the 

compensation either way.  Again, worker classification decisions will be 

scrutinized to determine whether owners are only passive investors in the 

company or also perform an operational role. 

Non-Filers 

Obviously, the IRS is always looking for non-filers, and the NRP audits of 

employers will provide opportunities to identify those people and 

companies.  Independent contractors who did not report income received 

might be identified through employer audits, as well as companies that did 

not withhold or report employee compensation by mischaracterizing all 

workers as independent contractors. 

Additional Potential Areas for Audit  

ICon advises companies to also be prepared for a general review of their tax 

reporting and documentation, including the accuracy and completeness of 

W-2 and 1099 forms, the calculation of withholding, and the proper 

execution of tax deposits and reports. 

Also don’t be surprised if that letter arrives, but not from the IRS.  States are 

also aggressively targeting employers for audit as they struggle to raise 

revenues in this economic recession.  Workforce agencies, in particular, are 

seeking to replenish unemployment compensation funds depleted by the 

extended benefits being provided to a growing number of out-of work 

people. 

A 2007 agreement between the federal and state governments authorized 

information sharing between the IRS and state workforce agencies with the 

specific intent to identify companies that are misclassifying workers.  Similar 

agreements have been executed between many states.  In September 2009, 

the U.S. Government Accountability Office (GAO) completed a review of the 

tax gap and issued a recommendation urging the US Department of Labor 

(DOL) and IRS to expand their investigations into improper classification of 

workers and suggested penalties to deter misclassification.  Thus, in addition 

to the NRP, companies face an increased risk of employment tax audit at the 

state level with the aid of interagency agreements that identify and share 

potential audit targets. 

 

Also don’t be surprised if 

that letter arrives, but not 

from the IRS.  States are 

also aggressively targeting 

employers for audit as 

they struggle to raise 

revenues in this economic 

recession. 
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Steps to Take Now 
The NRP is underway now, and the first companies have already received notifications of their selections for audit.  

Companies should be prepared in case they are chosen, and for the predictable increased focus on employment 

tax compliance that will likely result from the NRP’s final conclusions.  We recommend that companies conduct a 

thorough review of their organizations’ employment policies, and their execution and documentation, to identify 

potential issues, assess risk, and reveal any financial exposure to the company.  Act on those findings with 

corrective action as required.  As IRS audits can look back three years, expand the scope of that review to include 

past transactions.  And, because this NRP rolls out over three years, schedule a follow-up review to ensure 

corrective procedures are being enforced.  The following strategies can ensure the success of the internal review 

process: 

Assign Responsibility 

Responding to the audit’s likely requests for information in those five areas will almost certainly require input from 

multiple departments in the company, including Human Resources, Legal, Procurement, and Tax.  Ensure a 

coordinated response by assigning responsibility to one person – a senior manager who has sufficient rank and 

authority to compel participation by all staff as required. 

Be careful to institute procedures that direct IRS communications immediately to your designated project leader.  

Notifications of audit require a prompt and thorough response, and a misdirected delivery can waste critical time 

needed to compose that reply.  Or worse, overly eager clerical staff could respond incorrectly, without consulting 

senior management.    

Secure Executive Sponsorship 

If the project leader is not a senior executive, secure one’s sponsorship of the initiative.  Again, to adequately 

prepare for a potential audit will require cooperation between multiple departments and numerous individuals.  

Executing a comprehensive internal review will incur some expense, which was probably not anticipated in this 

year’s budget.  Implementing corrective measures, if required, may meet resistance – change usually does.  The 

support of a senior executive can be crucial to overcoming these obstacles and obtaining necessary funding. 

Build a cross-functional team   

The project leader continues the assignment of responsibility by assembling a cross-functional team representing 

every organizational touch point of an IRS audit.  Departments are provided clear guidance on the tasks and 

responsibilities they will be asked to deliver. 

Budget Resources 

Ascertain costs and allocate budget for all resources needed to collect, analyze, and compile the information 

required for the audit response, and to implement any corrective measures identified.  Ensure that adequate 

resources are available and that they have time to analyze all relevant data before committing the company to an 

audit date.      
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Components of a Capable Worker 
Classification Process 
 

To ensure a successful IRS audit, we recommend that companies review their current procedures for executing 

proper worker classifications.  

The Evaluation of All Workers 

The process must evaluate all non-employee working relationships.  The IRS has little regard for evidence regarding 

employment relationships other than its stated criterion.  Thus, simply referring to a worker as an independent 

contractor, consultant, freelancer, temp, or other title is irrelevant to his or her IRS classification.  Likewise, 

contractual terms between the company and the worker or a second company do not necessarily establish that 

the worker is an independent contractor.  Even workers that receive a 1099 from a staffing agency for work 

performed for the company can be deemed, in some circumstances, to be employees of the company.  In all cases, 

it is the complex analysis of the employer’s control and the worker’s independence that is the final determiner of 

the appropriate classification.  Companies need to document and enforce rules that state which workers have to 

be vetted. 

First, review the controls in place that determine what should be vetted during the initial evaluation of a new 

project.  Ideally, a gatekeeper is responsible for ensuring that all contractors are vetted, rather than allowing hiring 

managers to make judgment calls on whether the person should be vetted – or worse, allowing that manager to 

determine the classification. 

A successful program will capture every contractor, not only those that have been identified as independent 

contractors.  The IRS will not restrict its audit to the list of workers you claim are independent contractors.  They 

will drill further to determine whether the company a) has controls in place to identify relationships that should 

classify the worker as an employee by the nature of the relationship, and b) whether those controls are 

consistently enforced.   

Therefore, companies should review their processes following the same steps that the IRS auditors will complete, 

as follows: 

• Review current controls 

• Define the steps taken to identify whether a vendor / project should be included in the worker 

classification process 

• Identify and minimize any influence the hiring manager has on the process. 

• Confirm that Accounts Payable reviews all payments 

• Monitor compliance to ensure that contractors cannot circumvent the review process  

 

Next, determine whether those controls are working as planned.  Review the company’s payment journal and scan 

the list for the names of individuals, rather than businesses.  Confirm whether those payees have been vetted or 



 

www.icontract.com  ICon Professional Services 

10 

were misclassified and avoided that process.  The particulars of each independent contractor’s classification should 

be thoroughly documented in a defense file that can be presented to the auditing agency.  

Having eliminated the potentially misclassified workers that were easy to spot, the company will need to dig 

further into the payment journal to find other, less obvious, misclassifications.  The first category comprises small 

business entities with terms such as LLP, associates, or consulting in their names.  Just because a vendor is 

incorporated does not mean that the IRS will not determine that their workers are, in fact, the company’s 

employees.  If the vendor has five or fewer employees and does not issue those workers a year-end W-2, the 

company should include the vendor in its worker classification review process.  Because of the ease with which 

individuals can organize as a corporation, auditing agencies have increased their review of such companies and 

their income sources. 

Attributes of a Well-Managed Program 

Once a company has solidified the scope of its vetting program to include all required workers, the vetting 

procedure itself should be reviewed for adequacy.  Pay attention to the following attributes of your evaluations: 

Objectivity: The IRS is objective in its focus on the pertinent issues regarding worker classification, even if those 

require subjective analysis.  Outside influences on a company’s internal evaluation, such as tight project deadlines 

or the demands of a hiring manager or senior executive, are irrelevant in an audit, but can be very relevant to the 

person making the determination.  The company must enable its determinations to be made free of bias and 

undue influence. 

Consistency: Without a documented classification process, determinations can be made inconsistently, 

undermining the company’s position in an IRS audit.  Often, companies will assign responsibility for the evaluation 

to an existing job title – usually someone in HR or Legal who will view the added workload as a disruption to their 

primary duties and may lack the motivation to stay abreast of regulatory changes.  Employee turnover can also 

disrupt the process.  The company must execute a disciplined methodology that produces consistent 

determinations. 

Record Keeping: Maintain documentation and evidence supporting the classification decision for each worker.  Be 

prepared to produce a complete file for each contractor and each engagement.  Document that vendors’ 

businesses are truly independent of the company.  The evidence should demonstrate the company’s due diligence 

and willful intent to comply with all tax laws.  The penalties for non-compliance increase greatly if the IRS 

concludes that misclassification was willful.  Without a detailed audit trail, careless disregard can take on 

characteristics of willful intent that can be difficult to rebut.  Without a documented classification process, the 

evidence to support a claim of unintentional misclassification is lacking.  Furthermore, if the staff member who 

made the determination is no longer with the company, there may be no way to defend the charge.  A well-

documented and consistent process is required. 

Validated Program: Worker classification is not easy.  The IRS guidelines are very ambiguous and complex.  Even 

experienced professionals must analyze the data carefully to make a correct determination.  Companies can 

implement a process, but until it has successfully passed an IRS audit or been validated by an accounting and/or 

law firm, there is still a good chance it will allow misclassifications.  Companies should have an outside expert in 

worker classification validate their process, rather than assign the task as a secondary job function to an internal 

staff member.  
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Red Flags 

From the experience of thousands of audits, the IRS has learned to further 

investigate companies whose worker classification processes exhibit 

specific attributes.  Companies should be alert to these “red flags” in their 

processes: 

• No 1099 contractors are identified.  Most businesses, and 

especially mid- to large-sized corporations, hire some 

independent contractors during a year.  A company that does 

not should be well-prepared to prove that fact. 

• Former employees are hired as 1099 contractors.  This happens 

for several reasons – maybe employees were laid off in a 

budget-cutting move or the employee retired to begin drawing 

his/her pension.  Yet, the company still needs their unique 

experience, and so, brings them back on board as independent 

contractors.  If nothing else about the work relationship has 

changed, it is likely that the IRS will reject the new classification 

• Hiring managers are making the classification determination.  

The potential for a conflict of interest is too high and the 

required expertise of the typical hiring manager is too low for 

the IRS to ignore this red flag. 

• Lack of documented evidence to support the classification.  

Unfortunately, the IRS operates under a “guilty until proven 

innocent” assumption, and thorough documentation is the only 

way to prove the company’s accurate classifications.  In the best 

case audit scenario, the company will have to re-evaluate 

workers to produce the required documentation or face a de 

facto assumption of misclassification.  
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Problems Have Been 
Identified, Now What? 
 
Instituting corrective measures and enforcing their observance is not 

sufficient to protect a company in an IRS audit.  By law, the IRS can expand 

the audit to look back at the three previous annual returns as well.  Not 

only do companies have to implement effective reporting procedures 

going forward; they must amend data previously recorded incorrectly.  

Following the internal review, cure all defects identified and instigate new 

policies to prevent future mistakes. 

 

For companies that have found serious deficiencies in their programs, or 

that have no existing program, help is available.  For the same valid 

reasons companies utilize independent contractors for other projects, they 

should consider outsourcing the worker classification tasks.  Experts in the 

field can execute faster, more accurately, and less expensively than all but 

the largest employers can.  Unless a company can afford the resources, 

expertise, and distraction required to hire, develop, and implement an in-

house solution, it should probably explore one of these other options: 

 

Law Firms 

Undoubtedly, a competent law firm will provide an excellent evaluation of 

a worker’s employment classification.  The firm will be aware of current 

regulations and will properly document the basis for the determination.  

Reputable firms will stand behind their work and support the client 

company in an audit. 

 

Just as certain, however, is that the cost of legal counsel will be excessive 

in this context, and that the firm’s determination will not be made quickly 

– an hourly billing business model is not conducive to speedy work.  

Engaging a law firm may be appropriate for a single classification 

assignment, but on an ongoing basis, their services would likely be too 

slow and too costly. 

 

Accounting firms 

Unless the accounting firm has developed specific expertise in this field, it 

would probably lack the expertise to address every issue involved.  One 

plus one does not always equal two in worker classification.  Every 

criterion has exceptions.  The same criteria can apply differently to 

different industries based on statutory exemptions and/or court decisions.  

And, even if they have developed the required expertise, the same 

qualities that limit a law firm’s value for this service would apply to 

 

“There is neither a single 

or simple test used to 

determine whether a 

worker is an independent 

contractor or employee” 
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accounting firms – the speed and cost of accounting firms are not aligned 

with most companies’ requirements for this task. 

 

Temporary Staffing Firms 

Many staffing companies offer the option to add independent contractor 

compliance to their engement managing a company’s contingent labor 

force.  If the firm is providing on-premise or a managed service solution, 

bundling IC compliance with those services is an attractive option.  

However, there are several downfalls to this solution.  These firms have 

expertise in temporary staffing, so IC qualification is not a core capability.  

Consequently, they have a tendency to payroll the consultant regardless 

whether they do truly qualify as an independent contractor.  While this 

does protect the company, it does so at a significant cost as the company 

will be responsible for all FICA, federal and state taxes, unemployment 

insurance, workers compensation, and benefits, as well as the firm’s 

markup.  In addition, many in-demand consultants do not want to be 

associated with a temporary staffing firm, such that mandating that 

relationship may hamper the company’s efforts to attract the best 

independent consultants.  Lastly, because staffing firms are in the business 

to staff talent, they could potentially compete, perhaps unethically, for 

talent the company has sourced.  

 

3rd Party IC Compliance Specialists  

These firms, including ICon Professional Services, specialize in the vetting 

of independent contractors and maintain in-house expertise on current 

and impending federal and state employment laws.  The most proficient 

providers deliver very fast turnaround times for comprehensive worker 

classifications at a minimal cost.  For borderline evaluations, the best 

service providerd will consult with the company on alternatives ways to 

restructure the worker relationship to allow 1099 compliance.  Those firms 

also provide audit support and assume financial liability in the event their 

classifications are rejected by the taxing authority.  

 

In addition to compliance services, the firms may offer a host of services 

that allow companies to outsource their entire management of contingent 

workers, including the issuance of year-end 1099s; contractor invoice 

consolidation, budget and reporting; and payroll services for contractors 

that do not qualify as independent contractors.  For companies that 

regularly utilize independent contractors, these firms are a cost effective 

solution.   

 

 A well designed plan 

which is supplemented 

with technology can 

actually speed hiring 

decisions by automating 

much of the process and 

allowing critical 

stakeholders to evaluate 

several candidates 

simultaneously. 
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What is at Stake  
 

If the IRS concludes that a company has misclassified workers, fines and 

assessments can be levied.  The amounts will depend on whether the 

misclassification is deemed to have been intentional or unintentional. 

Unintentional Failures 

To qualify for the lower penalties associated with an unintentional 

failure, an employer must demonstrate that it made a good faith 

attempt to properly classify workers.  This category is further broken 

down by whether or not a 1099 was filed.  

 

• Failure to withhold income taxes – the employer is penalized 1.5 

percent of wages paid, plus interest compounded daily. 

• Failure to withhold FICA (Social Security) taxes – the employer is 

penalized 20 percent of the FICA tax on the employee, plus 

interest compounded daily. 

• Failure to report wages or other payments on Forms W-2 or 1099-

MISC – the employer is penalized 3 percent of wages paid and 40 

percent of the FICA tax, plus interest compounded daily. 

Intentional Failures 

An employer’s conscious disregard of proper classification 

requirements constitutes intentional non-compliance and is subject to 

stiffer fines and assessments, including possible criminal charges.  To 

warrant a finding of intentional failure, the employer must knowingly 

misclassify a worker or exhibit. 

 

• Failure to file a return that includes employment taxes – the 

employer is required to pay the employer share of Social Security 

and unemployment taxes, as well as a penalty equal to 5 percent 

of the tax for each month of the failure to pay, up to a maximum 

of 25 percent of the tax. 

• Failure to pay employment taxes – the employer is penalized 0.5 

percent of the tax, for each month of the failure to pay, up to a 

maximum of 25 percent. 

 

Also, while back taxes and penalties may seem like a substantial price 

to pay, employers can face additional liability in a civil court suit 

brought by misclassified employees seeking retroactive benefits and 

overtime payments.  In some cases, especially when the employee 

benefit package included stock options, the total payout could easily 

exceed the IRS assessment and/or the total compensation paid to the 

contractor.  

 

If the IRS determines that 

an IC should be classified 

as an employee, the 

assessment can be applied 

retroactively for up to the 

statute of limitations 

which is three years.  

However, if employment 

tax returns are not filed or 

are filed fraudulently or 

with willful attempt to 

defeat or evade taxes, 

there is no statute of 

limitations. 
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Case Study 

To make it easier for clients to estimate their potential liability from worker misclassification, ICon has built a risk 

analysis calculator that monetizes the potential back taxes, penalties, benefits, and defense costs that can accrue 

from a tax audit.  The calculator is available at http://www.icontract.com/services/risk_calc.html.   

 

The following chart illustrates the potential liability for a company that hires 50 FTEs at $50 per hour, or a total 

spend of $5.5 million.  Liability is calculated for intentional and unintentional misclassifications.     

  

Figure 1: Potential Liability based on $5.5 Million in IC spend 

 

 
 

Additional Costs  

Other costs that can accrue from an adverse ruling by the IRS are harder to estimate, but cannot be ignored.  They 

include: 

• Brand deterioration – negative publicity can label the company as a tax cheat and adversely affect its brand. 

• Goodwill – the company’s ability to attract and retain top talent, and build customer confidence and loyalty, 

can be affected.    

• Shareholder value – public companies may see lowered stock prices, which may impact the ability to raise 

needed capital. 

• Operational costs – adverse IRS or state audits typically invite future audits that tie up valuable resources 

and increase reporting and administrative costs. 

$3,905 M 

$2,080 M 

$1,077 M 
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About ICon Professional Services 
  

ICon Professional Services is a leading national Human Resource Outsourcing firm specializing in the management 

of independent contractors and contingent workforces.  Clients use ICon’s services to qualify, classify, and optimize 

their use of outsourced resources.  The company’s web-based application, iConnect, is the industry’s most 

comprehensive solution.  In addition to contractor management functionality and in-depth analytics, iConnect 

ensures that clients comply with state and federal tax rules by documenting a consistent and objective worker 

classification process.   

 

ICon clients receive IRS audit support, if needed.  Of hundreds of audit files submitted to state and federal tax 

auditors by ICon in its 15-year history, none have been overturned.  No ICon client has ever been penalized based 

on the company’s worker classification determinations.      

 

Additionally, ICon offers outsourced payroll and benefits administration for certain classes of workers, including 

non-independent contractors, former employees, and company-sourced workers.  To learn more about ICon 

Professional Services, visit: www.icontract.com or call 1(800) ICON YES. 


