
    
    
    
        
    

    


    



    
        
                
                    
                        [image: Armanino LLP]
                    
                


            
                	
                            Solutions
                                    
                                        

                                                
                                                    
                                                        [image: ]Services
                                                    

                                                    	Advisory
	Audit & Assurance
	Business Application Consulting
	Business Management
	Digital
	Outsourcing
	Strategy and Transformation
	Tax


                                                

                                                
                                                    
                                                        [image: ]Software
                                                    

                                                    	BlackLine
	Certent
	Microsoft Dynamics
	Microsoft Power Platform
	Morgan Stanley at Work
	Sage Intacct
	Salesforce
	Solver
	Workday
	Workiva
	Integrations & Toolkits


                                                

                                                
                                                    
                                                        [image: ]Industries
                                                    

                                                    	Cannabis
	Consumer Business
	Education
	Energy
	Entertainment
	Financial Services
	Food and Beverage
	Healthcare
	Insurance
	Law Firms
	Life Sciences
	Manufacturing
	Nonprofit
	Private Equity & Venture Capital
	Professional Services
	Real Estate
	Solid Waste
	Technology


                                                

                                                
                                                    
                                                        [image: ]Individuals
                                                    

                                                    	Family Office Services
	Individual Tax Planning
	Trust & Estate Tax Planning


                                                

                                                
                                                    
                                                        [image: ]Business Function
                                                    

                                                    	Finance
	Human Resources
	Information Technology
	Leadership / Executive
	Marketing & Sales


                                                

                                                
                                                    
                                                        [image: ]Optimization & Growth
                                                    

                                                    	Digital Transformation
	Empowering Operations
	Navigating Disruption
	Reimagining People Strategy


                                                

                                        

                                    

                        
	
                            Company & People
                                
                                        Find an Expert

                                        What Makes Us Different

                                        Who We Are

                                        What We Deliver

                                        Awards and Accolades

                                        What We're Saying

                                

                        
	
                            Resources
                                
                                        Articles

                                        Events

                                

                        
	
                            Careers
                                
                                        Campus

                                        Experienced

                                

                        
	
                        Show/Hide Search
                    
	
                            [image: Contact Us]
                        


            

            Toggle Mobile Menu
        

        
            
                
                    
                        
                            Search
                            
                        

                        
                    

                

            

        

    


    
        
            
                                                
            

        

            

                    
                [image: Armanino Blog]
            

                    

    


    
        
                Article

                            ABC Test: Freelancers Are Now an Even Bigger No-No in CA
                
                            by Jenn McCabe

                            May 31, 2018

                                    
                Share

                	Twitter
	LinkedIn
	Facebook
	Print


            

        

    



    
        
                                        
                    On April 30, the CA Supreme Court issued a long-awaited ruling that makes their description of "employment " even clearer. (See Dynamex Operations West, Inc. v. Superior Court, Cal.5th, 2018 WL 1999120). If you thought you had the employee vs. independent contractor (freelancer) thing nailed, you might need to think again.

The good news, and the bad news, is that the state 's worker classification rules are clearer now than before. There is virtually no grey area or "weighting" of factors regarding degree of control exercised over the worker (federal standards are still a bit hazy and allow for more interpretation of control). California has adopted a new three-factor ABC test, which we have taken the liberty of presenting here in a decision tree fashion, to help you classify a worker quickly and easily.

The Three-Factor ABC Test

Basically, everyone should be considered an employee unless the employer can rebut this premise using all three of these critical factors in the ABC test:

	Does the worker own and independently operate a trade/business of their own? If so, they should prove it by providing a federal ID number, or failing that, some sort of professional license number. This is actually factor C of the ABC test, but we put it first. If this test can 't be easily satisfied, put this worker on payroll, temporarily at least. Our practical advice:
    	Ask your vendors to display their business licensing on their invoices for easy reference in the event of a CA EDD audit of your vendor payments or 1099s.
	If someone gives you a Social Security number as their tax ID, even if they tell you they prefer to be a "freelancer," it 's not up to them. Put them on payroll or get professional advice before you skirt this rule.
	If someone tells you that they don 't want taxes withheld, your freelance radar should sound a warning.
	You can 't coach a worker and tell them to get an FEIN or a business license. They may not understand the obligations they assume as a business owner in terms of the ongoing business tax filing.


    
	The work being performed should be outside the normal course of business and service provided by the hiring entity. This is Factor B, which we also put second in our decision tree. The practical application:
    	This means that if you augment your staff during a busy season with other professionals, even if they are licensed, they probably need to go on payroll.
	If they use a title that matches other titles given to your employees, they probably belong on payroll. Warning signs should appear if they have been given a company title, email, or business card!


    
	Is the worker told where, when or how to do the work? This is where degree of control comes up again, so the confusion didn't entirely go away. We put this as third, not first on our list: If you get this far, it 's the trickiest issue and most likely to result in a discussion and weighted factors. Our advice:
    	Every situation has to be measured on its own. Don 't make rules or assume this is easy.
	Again, coaching a worker to get a business license amounts to controlling them, so don 't do it.
	In the modern economy, if a worker is remote, you can 't assume that means they are independent.
	If the person is economically dependent on the work, or if this is their one big gig, they probably belong on payroll.
	If your team uses terminology commonly used in employment, beware! If the person is a contractor, they should not get reviewed or fired, or participate in your benefit or retirement plans.


    


Keep in mind that the heart and soul of these rulings is protecting workers. Even if you consider yourself a "good" employer, the rules apply because the state wants you to employ more workers unless there is ample proof that they take care of themselves. It 's not just about tax revenues, though it surely helps them control the process when taxes are withheld and paid by an employer.

Have questions about worker classification? Feel free to call our HR experts for help, even if you are not a California employer.

                

                    

    


        


    
        

Stay In Touch


Sign up to stay up-to-date with the latest accounting regulations, best practices, industry news and technology insights to run your business.

    
    First Name*
    
    



    Last Name*
    
    



    Email*
    
    






    
    Title*
    
    



    Company*
    
    



    Industry*
    
Cannabis
Consumer Business
Distribution/Wholesale
Education
Education: Higher Education
Education: Private
Education: Public
Education: Support Services
Energy
Entertainment
Entertainment: Individual
Entertainment: Sports
Financial Services
Financial Services: Credit Unions
Financial Services: Banking
Financial Services: Brokers
Financial Services: Credit & Lending
Financial Services: Cryptocurrency
Financial Services: Funds
Financial Services: Insurance
Financial Services: Investments
Financial Services: Venture Capital/Private Equity
Food & Beverage: Agriculture
Food & Beverage: Dining & Services
Food & Beverage: Manufacturing & Distribution
Gaming
Gaming: Developers & Publishers
Gaming: Platforms & Distribution
Government
Healthcare
Healthcare: Assisted Living
Healthcare: Diagnostics & Labs
Healthcare: Hospitals & Health Centers
Healthcare: Medical Groups
Individual
Individual: Estates & Trusts
Life Sciences: Biotech
Life Sciences: Medical Devices
Life Sciences: Pharmaceutical
Manufacturing
Manufacturing: Electrical
Manufacturing: High Tech
Manufacturing: Materials
Manufacturing: Transportation
Nonprofit
Nonprofit: Animal & Environmental Welfare
Nonprofit: Arts & Museums
Nonprofit: Associations
Nonprofit: Foundation & Grantmakers
Nonprofit: Religious
Nonprofit: Social/Human Services
Professional Services
Professional Services: Accounting
Professional Services: Human Resources
Professional Services: Legal
Professional Services: Marketing/Media
Real Estate
Real Estate: Architects & Engineers
Real Estate: Commercial/Retail/Industrial
Real Estate: Contractors
Real Estate: Hospitality
Real Estate: REIT, Funds, and Investment Companies
Real Estate: Residential & Multi Family
Rental & Leasing
Solid Waste
Technology
Technology: Digital Media/Ad Tech
Technology
Technology: HealthTech
Technology: Services
Technology: Software
Transportation
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	We are always looking for talented people to join our firm. Apply now and become a part of our unique culture.
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