NEW PENSION WITHHOLDING RULES
By: Matt W. Zeigler, Esq.
1993 was an incredible year for those who must deal with the new withholding rules on
distributions from retirement plans.
And 1994 will be a little easier for the reporting of the pension plan withholding amounts
to the Internal Revenue Service. The IRS has published final regulations effective for 1994 that
reduce the complexity of the 1993 practice.
New Form 945
The Internal Revenue Service has instituted a new form, Form 945, called the Annual
Return of Withheld Federal Income Tax. This new Form 945 is to be used exclusively for the
reporting of withholding taxes due on amounts disbursed from annuities, pension plan
distributions and IRAs.
Key Elements
•

annual reporting of tax withholding from pension plan distributions.

•

separate tax deposits from normal payroll deposits.

•

new tax deposit coupons changes to reflect the pension tax withheld.

This change in the reporting and the payment of federal income taxes withheld and paid
to the IRS is intended to simplify the current system by removing all "nonpayroll" taxes
currently being reported quarterly on Form 941E. For 1993 both normal federal withholding and
social security taxes were reported on the same form, Form 941, along with withholding taxes on
pension distributions. This combined reporting caused difficulty in reconciling amounts
deposited. To reduce this problem, the new regulations require both the separate reporting and
the separate depositing of the two types of taxes.
The Fine Print
The new Form 945 will be used to report annually the following types of taxes withheld
for nonpayroll amounts:
•

for pensions, annuities, IRAs, and certain other deferred compensation under
section 3405
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•

on certain annuities under §3402(o)(1)(B);

•

for backup withholding under §3406;

•

retirement pay for Armed Forces personnel under §3402;

•

paid on gambling winnings under §3402(q);
Filing Requirements

A taxpayer is not required to file its initial Form 945 until the calendar year the taxpayer
incurs a nonpayroll tax liability. However, after a Form 945 is filed for the first time, a Form
945 will be required to be filed for each year thereafterwards even if no tax liability is to be
reported. The IRS said that it "cannot assume that no tax is due simply because no return has
been filed". The filing of a final return is the only way to terminate the obligation to annually
complete the Form 945.
Deposit Requirements
Generally, the payment of the tax deposits for the amounts withheld on pension
distribution follow the rules with respect to the payment of payroll taxes on Form 941. Even
though a taxpayer reports the withheld taxes annually, the deposits made to the federal system
follow, under the final regulations, the monthly or semi-weekly rule in effect for that taxpayer on
January 1, 1994 applicable to the Form 941 reporting. This will be the rule for 1994 and 1995.
For the years 1996 and thereafterwards, the IRS will look back to the 1994 reporting
period. If the nonpayroll tax liability withheld for 1994 was less that $50,000, then the taxpayer
will become subject to the monthly rule. And if the amounts withheld exceed $50,000 in 1994,
then that taxpayer will become a semi-weekly depositor.
For large tax depositors with amounts withheld in excess of $100,000 even during 1994,
then the One-Day rules apply to that taxpayer.
Conclusion
In 1994, the reporting to the IRS of taxes withheld from the payment of pension
disbursals is to be made on an annual basis. These amounts will be reported separately on the
new Form 945. The payment of these nonpayroll amounts to the federal deposit system will
follow the same rules as the payments of taxes withheld for nonpayroll amounts following either
the semi-weekly or monthly procedures already in place for the taxpayer. If you have any
questions on whether or not this applies to you, talk to your tax advisor before you make your
next pension plan payout.
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