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Top Stories

Don’t miss this month’s insights— Pennsylvania law exempting dependent care assistance from
income tax applies to most local payroll taxes

Top Stories
US employment tax rates and limits

Our 2024 edition of US employment tax rates and limits includes, as of January 25, 2024, the following:

 Social Security wage base for 2024
 Qualified pension plan limits for 2023 and 2024
 Health Savings Account limits for 2023 and 2024
 Fringe-benefit inflation adjustments and Form W-2 penalties for 2024
 Federal mileage rates and luxury vehicle limits for 2024
 Per diem rates under high-low substantiation method for 2024
 2022 and 2023 FUTA credit reduction
 State unemployment insurance wage bases and tax rates for 2024
 Disability and paid family leave insurance wage base and rates for 2024
 Federal income tax withholding for 2024
 State income tax withholding tables, supplemental withholding, and the highest withholding tax

rates for 2024
Download the latest report

Federal developments

Penalties for failing to offer affordable health care minimum coverage decrease for 2025

The IRS has issued the indexing adjustments for calculating employer shared responsibility payments
(ESRPs) under the Affordable Care Act (ACA) for 2025 (Revenue Procedure 2024-14). Under the new
calculations, the 2025 ESRPs will be less than for 2024.
Read more about this development in EY Tax Alert 2024-0412
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https://www.irs.gov/pub/irs-drop/rp-24-14.pdf
https://taxnews.ey.com/news/2024-0412-penalties-for-failing-to-offer-affordable-health-care-with-minimum-coverage-decrease-for-2025
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IRS announces continuation of pilot program giving qualified retirement plan sponsors chance
to review and correct plan documents and operations

IRS Employee Plans announced on February 7, 2024, that it has started the second phase of its pilot Pre-
Examination Retirement Plan Compliance Program. In the second phase, the IRS is continuing to notify
retirement plan sponsors that their plan was selected for examination and giving them 90 days to review
and correct any mistakes in their plan documents or operations, without a comprehensive audit.
According to the IRS, 72% of the 100 plan sponsors notified during the first phase responded.
Read more about this development in EY Tax Alert 2024-0448

Employers seeing increased Affordable Care Act penalties for 2021, this trend may continue in
subsequent years

EY has become aware that several employers have received ACA audit letters (Letters 226-J) from the
IRS with higher ESRP assessments for the 2021 tax year as compared to prior years. This could be due to
more employees participating in the ACA health insurance marketplace program over the last four years
and receiving a premium tax credit (PTC). Employers with health plan offerings that do not meet an
affordability safe harbor could see increased exposure to ESRP IRC Section 4980H(b) assessments if the
premium they offer for coverage does not meet one of the ACA affordability safe harbors.
Read more about this development in EY Tax Alert 2024-0442

State income tax withholding
Ohio Supreme Court upholds temporary city taxation of remote workers during COVID-19
pandemic

In its long-awaited decision in Schaad v. Alder, the Supreme Court of Ohio upheld a temporary state law
allowing cities to collect income tax from non-resident individuals working remotely during the COVID-19
pandemic.
Read more about this development in EY Tax Alert 2024-0435

Local tax
Pennsylvania law excludes dependent care assistance benefits from state income tax and
withholding

Recently enacted Act 34, Section 202.3 (HB 1300), which is effective retroactive to January 1, 2023,
excludes up to $5,000 per year of benefits under an IRC Section 129 dependent care assistance program
from Pennsylvania income tax and withholding. For information concerning the implications on
Pennsylvania’s local payroll taxes, see This month’s insights.
Read more about this development in EY Tax Alert 2024-0586
Other payroll developments

Local tax

State income tax withholding

https://www.irs.gov/retirement-plans/employee-plans-news#Recent%20Developments
https://taxnews.ey.com/news/2024-0448-irs-announces-continuation-of-pilot-program-giving-qualified-retirement-plan-sponsors-chance-to-review-and-correct-plan-documents-and-operations
https://taxnews.ey.com/news/2024-0448-irs-announces-continuation-of-pilot-program-giving-qualified-retirement-plan-sponsors-chance-to-review-and-correct-plan-documents-and-operations
https://taxnews.ey.com/news/2024-0442-employers-seeing-increased-affordable-care-act-penalties-for-2021-and-may-continue-to-do-so
https://taxnews.ey.com/news/2024-0442-employers-seeing-increased-affordable-care-act-penalties-for-2021-and-may-continue-to-do-so
https://files.constantcontact.com/40f65da8401/39a6f93f-b05d-442f-8582-862afba3a322.pdf?rdr=true
https://taxnews.ey.com/news/2024-0435-ohio-supreme-court-upholds-temporary-city-taxation-of-remote-workers-during-covid-19-pandemic
https://taxnews.ey.com/news/2024-0435-ohio-supreme-court-upholds-temporary-city-taxation-of-remote-workers-during-covid-19-pandemic
https://revenue-pa.custhelp.com/app/answers/detail/a_id/4203/~/act-34-of-2023%E2%80%94-dependent-care-plan-%28section-129%29%E2%80%94-employer-info#:~:text=Under%20Act%2034%20of%202023%20%28HB%201300%29%2C%20amounts,from%20the%20employee%E2%80%99s%20Pennsylvania%20Personal%20Income%20Tax%20obligation
https://taxnews.ey.com/news/2024-0586-pennsylvania-law-excludes-dependent-care-assistance-benefits-from-state-income-tax-and-withholding
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Bill watch

Georgia
HB 1015 Status: Sent to the Governor (4-1-2024) Topic: Personal income tax rates

Would, retroactive to January 1, 2024, lower the personal income tax rate from 5.49% to 5.39%. The
tax rate would be reduced by 0.10% annually if certain revenue benchmarks are met, effective
January 1, 2025, until the rate reaches 4.99%.

Illinois
SB 2981 Status: Introduced (1-31-2024) Topic: Personal income tax on

overtime pay
Would, effective immediately, create a deduction of the amount of any overtime wages paid to the
taxpayer during the tax year.

Iowa
HF 2638 Status: Passed House, submitted to Senate

subcommittee (4-2-2024)
Topic: Taxation of nonqualified
deferred comp

Would exclude nonqualified deferred compensation income from individual income tax retroactive
to January 1, 2023.

Kansas
HB 2284 Status: Governor vetoed (1-29-2024)

Veto sustained (2-20-2024)
Topic: Income tax rate

Would have, among other things, implemented a flat tax of 5.25%, exempt Social Security
benefits from state income tax and increase the standard deduction by a cost-of-living
adjustment.

Kansas
HB 2420 Status: Introduced to the House Committee

on Taxation (2-15-2024)
Topic: Nonresident income tax,
de minimis exception

Would exempt nonresident employees performing work in Kansas from income tax for the first 30
days.

Mississippi
HB 224 Status: Died in Ways and Means Committee

(3-27-2024)
Topic: Personal income tax on
overtime pay

Would exclude overtime compensation from gross income effective January 1, 2024.

Missouri
HB 2315 Status: Read second time (1-9-2024) Topic: Personal income tax on

overtime pay
Would authorize an income tax subtraction for work in excess of 40 hours in the workweek.

Bill watch (tracking the status of legislation proposed in 2024)

https://legiscan.com/GA/bill/HB1015/2023
https://eur01.safelinks.protection.outlook.com/?url=http%3A%2F%2Fcst.informz.net%2Fz%2FcjUucD9taT0xMTQyODMzOSZwPTEmdT0xMTczNTU5NzYzJmxpPTEwNzM4NTM5MA%2Findex.html&data=05%7C02%7Cdebera.salam%40ey.com%7C057553c08735419b6b6f08dc32a4f498%7C5b973f9977df4bebb27daa0c70b8482c%7C0%7C0%7C638440931638585792%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=ESxCdSqc2kQYur3fMG3qqHqTo3F6dQq6IdiM8Eo133w%3D&reserved=0
https://fastdemocracy.com/bill-search/ia/2023-2024/bills/IAB00019681/
https://www.kslegislature.org/li/b2023_24/measures/hb2284/
http://www.kslegislature.com/li/b2023_24/measures/hb2420/
https://eur01.safelinks.protection.outlook.com/?url=http%3A%2F%2Fcst.informz.net%2Fz%2FcjUucD9taT0xMTQyODMzOSZwPTEmdT0xMTczNTU5NzYzJmxpPTEwNzM4NTM5MQ%2Findex.html&data=05%7C02%7Cdebera.salam%40ey.com%7C057553c08735419b6b6f08dc32a4f498%7C5b973f9977df4bebb27daa0c70b8482c%7C0%7C0%7C638440931638591032%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=JuQ9rBbLE0Tp%2BznmZfOZtREFBgv26hHqcTvaBtYbyAs%3D&reserved=0
https://eur01.safelinks.protection.outlook.com/?url=http%3A%2F%2Fcst.informz.net%2Fz%2FcjUucD9taT0xMTQyODMzOSZwPTEmdT0xMTczNTU5NzYzJmxpPTEwNzM4NTM5Mg%2Findex.html&data=05%7C02%7Cdebera.salam%40ey.com%7C057553c08735419b6b6f08dc32a4f498%7C5b973f9977df4bebb27daa0c70b8482c%7C0%7C0%7C638440931638596413%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=MeiVsoewHrtCa3ykJPcEvHN4RaPYWwvtQrOi1R%2FRi40%3D&reserved=0
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New Jersey
AB 2621 Status: Referred to Assembly Labor

Committee (1-9-2024)
Topic: Personal income tax on
overtime pay

Would exclude the overtime pay of certain employees from gross income tax.

South Carolina
HB 4811 Status: Referred to Committee on Ways

and Means (1-10-2024)
Topic: Personal income tax on
overtime pay

Would exclude overtime income from personal income tax.

Wisconsin
AB 938 Status: Introduced (1-12-2024) Topic: Personal income tax on

overtime pay
Would exclude overtime income and certain bonuses from personal income tax.

West Virginia
HB 5296 Status: Sent to House Finance Committee

(1-29-2024)
Topic: Personal income tax on
overtime pay

Would exclude overtime income from personal income tax for three years.

This month’s insights

Pennsylvania law exempting dependent care assistance from income tax applies to most local
payroll taxes

Effective retroactive to January 1, 2023, Pennsylvania Act 34 excludes up to $5,000 per year of
benefits under an IRC Section 129 dependent care assistance program from Pennsylvania income tax
and withholding. Because the law was enacted in late December 2023, the Pennsylvania Department of
Revenue has provided instructions for correction of Box 16 of the 2023 Pennsylvania Form W-2. (See
Tax Alert 2024-0586.)

Under Section 501 of the Local Tax Enabling Act, taxable wages for purposes of the local Earned Income
Tax and Local Services Tax are those wages subject to Pennsylvania state income tax. All Pennsylvania
localities are governed by the Local Tax Enabling Act except for Philadelphia, which is governed by the
Sterling Act. Under Philadelphia’s regulations, dependent care assistance benefits continue to be subject
to its Wage Tax.

Accordingly, the reduction for dependent care assistance benefits should also be made to Box 18 of the
2023 Pennsylvania Form W-2 for the Earned Income Tax and Local Services Tax but no adjustment
should be made for Philadelphia’s Wage Tax.

Prior editions of Payroll Month in Review

Payroll Month in Review for March 2023

View prior editions of Payroll Month in Review

This month’s insights

https://eur01.safelinks.protection.outlook.com/?url=http%3A%2F%2Fcst.informz.net%2Fz%2FcjUucD9taT0xMTQyODMzOSZwPTEmdT0xMTczNTU5NzYzJmxpPTEwNzM4NTM5Mw%2Findex.html&data=05%7C02%7Cdebera.salam%40ey.com%7C057553c08735419b6b6f08dc32a4f498%7C5b973f9977df4bebb27daa0c70b8482c%7C0%7C0%7C638440931638601848%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=p24BFylUeHj0YICy%2FDwz7bbo%2FP2KaS331oOElc13utk%3D&reserved=0
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https://eur01.safelinks.protection.outlook.com/?url=http%3A%2F%2Fcst.informz.net%2Fz%2FcjUucD9taT0xMTQyODMzOSZwPTEmdT0xMTczNTU5NzYzJmxpPTEwNzM4NTM5NQ%2Findex.html&data=05%7C02%7Cdebera.salam%40ey.com%7C057553c08735419b6b6f08dc32a4f498%7C5b973f9977df4bebb27daa0c70b8482c%7C0%7C0%7C638440931638612618%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=ahrlJLlsbl0%2FlKZ7FNUXWKXPcBGLorls3ksXcTcoymk%3D&reserved=0
https://eur01.safelinks.protection.outlook.com/?url=http%3A%2F%2Fcst.informz.net%2Fz%2FcjUucD9taT0xMTQyODMzOSZwPTEmdT0xMTczNTU5NzYzJmxpPTEwNzM4NTM5Ng%2Findex.html&data=05%7C02%7Cdebera.salam%40ey.com%7C057553c08735419b6b6f08dc32a4f498%7C5b973f9977df4bebb27daa0c70b8482c%7C0%7C0%7C638440931638617859%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=k03WN467O3RjV1%2FkC61cWkJYE4g%2BNrFSvWUxetBjYLQ%3D&reserved=0
https://revenue-pa.custhelp.com/app/answers/detail/a_id/4203/~/act-34-of-2023%E2%80%94-dependent-care-plan-%28section-129%29%E2%80%94-employer-info#:~:text=Under%20Act%2034%20of%202023%20%28HB%201300%29%2C%20amounts,from%20the%20employee%E2%80%99s%20Pennsylvania%20Personal%20Income%20Tax%20obligation
https://taxnews.ey.com/news/2024-0586-pennsylvania-law-excludes-dependent-care-assistance-benefits-from-state-income-tax-and-withholding
https://taxnews.ey.com/news/2024-0586-pennsylvania-law-excludes-dependent-care-assistance-benefits-from-state-income-tax-and-withholding
https://www.legis.state.pa.us/cfdocs/legis/LI/uconsCheck.cfm?txtType=HTM&yr=1965&sessInd=0&smthLwInd=0&act=511&chpt=5&sctn=1&subsctn=0
https://www.phila.gov/media/20200131115216/Philadelphia-Income-Tax-Regulations-compiled-2020-january.pdf
https://www.phila.gov/services/payments-assistance-taxes/taxes/business-taxes/business-taxes-by-type/wage-tax-employers/
https://taxnews.ey.com/news/2023-0583-payroll-month-in-review-march-2023
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The information contained herein is general in nature and is not intended, and should not be construed, as
legal, accounting or tax advice or opinion provided by Ernst & Young LLP to the reader. The reader is also
cautioned that this material may not be applicable to, or suitable for, the reader's specific circumstances or
needs, and may require consideration of non-tax and other tax factors if any action is to be contemplated. The
reader should contact his or her Ernst and Young LLP or other tax professional prior to taking any action
based upon this information. Ernst & Young LLP assumes no obligation to inform the reader of any changes in
tax laws or other factors that could affect the information contained herein. Copyright 2024. Ernst & Young
LLP. All rights reserved. No part of this document may be reproduced, retransmitted, or otherwise
redistributed in any form or by any means, electronic or mechanical, including by photocopying, facsimile
transmission, recording, rekeying, or using any information storage and retrieval system, without written
permission from Ernst & Young LLP.

Contact Employment Tax Advisory Services for more information
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