
Section 6: Withholding Taxes

2017 CPP Study Group

Key Concepts – Section 6
Constructive Payment
Social Security Numbers and Taxes
W4s
Federal Income Tax Withholding
Social Security and Medical Taxes

Intro to Withholding Taxes
Second most important function of payroll is 
collecting and remitting various taxes

Approximately 67% of federal tax revenue 
comes from amounts withheld and/or paid by 
employers



The Principle of Actual or 
Constructive Payment (pg 6-2)
Actually or Constructively Paid vs Wages 
Earned or Payable

No Substantial limitation or restriction!

Checks sent through the mail

Postdating/backdating checks
Regardless of the date printed on the 
check, the date it is actually or constructively 
received triggers the employers withholding 
and depositing obligation.

Usually not a big issue until the end of the 
calendar year

Social Security Numbers (pg 6-3)
Nine digits in XXX-XX-XXXX format

ER must require each new employee to 
produce their original SS card when hired to 
verify correct number (cannot be required for 
I-9, but can be required for payroll purposes)

SS-5 Application for a Social Security
Card



Invalid SSN’s
Beginning with number 9, 666 or 000 as 
the first 3 digits

00 as the fourth and fifth digits

0000 as the sixth through ninth digit

123-45-6789

Verifying SSN (pg 6-5)
Online Verification Service

Make corrections to failed verifications

PENALITY ALERT! 
ER may be penalized $260 for each incorrect SSN 
on a W2

EE Withholding Allowance Certificate 
(pg 6-8) Form W-4 is used to 

calculate the amount 
of federal income tax 
to be withheld from 
wages
New hires should 
submit a completed 
and signed W-4 on or 
before their first work 
day



Form W-4
When to submit a new Form W-4:
Within 10 days after a decrease in allowances
Annually by February 15th to retain exempt status 

When to make changes:
New employees - no later than the first pay period
Current employee - no later than the first pay period ending on or after the 30th day from when the form is filed.

Form W-4
Worksheet provided to assist employee 
in determining how many allowances 
should be claimed

Payroll personnel should NEVER give 
tax advice to employees (refer them to 
Publication 505, Tax Withholding and 
Estimated Tax?)

Form W-4 Exempt Status
Refund of all income tax in prior year because 
of no tax liability

AND
Expects no liability this year

BUT NOT IF
Income exceeds $1500 and includes more 
than $350 unearned income
Claimed as a dependant



Invalid Form W-4 (pg 6-11)
Employer should not accept invalid 
Form W-4 if:

Form is altered in any way or any unauthorized 
additions have been made

If employee indicates in writing or verbally that 
the information submitted is false

Flat dollar amounts and percentages 
invalidate the Form W-4

IRS Lock-in Letters
IRS notification that the employee is not entitled to have 
taxes withheld based on their form W4.

Withhold based on allowances and marital status on letter.

If employee wants to claim allowances or status that will 
result in less withholding, they must submit a new W4 to 
IRS.

Recordkeeping
Keep at least 4 years after the date the 
last return was filed using the info on that 
W4.

Successor vs Predecessor?
Depends on who will issue the W2



Electronic Forms W4 (pg 6-15)
Must ensure information sent by EE
Must document each time the W4 is 
changed
Must be reasonably certain person filing is
the person indicated on the form.
E-Form must have same info as paper form
Must not override lock-in letters

Forms W-4P and W-4S (pg 6-16)
Form W-4P Withholding Certificate for Pension or Annuity Payments
Form W-4S Request for Federal Income Tax Withholding from Sick Pay by a third party

Methods of Withholding Federal 
Income Tax (pg 6-18)
Wage bracket method
Percentage method
Supplemental
Annualized wages
Cumulative Wages



Wage Bracket Method (pg 6-18)

Wage Bracket Method
What if the EE is claiming more than 10?

Percentage Method (pg 6-22)



Percentage Method (pg 6-22)
$2,300 - $155.80 = $2,144.20
$2,144.20 - $1,050 = $1,094.20
$1,094.20 x 15% = $164.13
$164.13 + $71.70 = $235.83

Alternative Withholding Methods 
(pg 6-23)
Annualized Wages – Based on annual 
payroll period and then divided among the 
actual payroll periods
Average estimated wages – Based on 
estimated wages during a quarter
Cumulative Wages – Adjusts withholding 
amount for EE’s whose payments are 
inconsistently high and low.
Part Year Employment

Supplemental Wages (pg 6-25/26)
Reported Tips
OT
Bonuses
Back Pay
Commissions
Amts includible in gross income under IRS 409A
Income recognized on the exercise of a nonstatutory stock option
Wages recognized on the lapse of restrictions on restricted property transferred from an ER to EE

Payments made under reimbursement or other expense allowance arrangements under a nonaccountable plan
Non qualified deferred comp
Noncash fringe benefits
Sick pay by a 3rd party as agent of the ER
Wages imputed for health coverage of a non-dependant of an EE



Withholding on Pensions and 
Annuities (pg 6-34)
Periodic vs Non-
periodic
Form W-4P

Backup Withholding (pg 6-38)
Payments made to non-employees greater than 
$600 annually/$5000 for direct sales must be 
reported to the IRS.
Must withhold 28% if:
The payee fails to provide an TIN (taxpayer identification 
number)
The payer is notified that the TIN is invalid
The payer is notified that the payee has underreported 
interest or dividend payments
The payer does not receive from payee a certificate  that 
the payee is not subject to withholding

Earned Income Credit (pg 6-39)
Earned Income Credit (EIC) ER required to 
notify EE of this credit.



SS and Medicare Taxes (pg 6-40)
EE and ER both pay taxes required by 
Federal Insurance Contribution Act (FICA) to 
fund two government benefit programs:
1.Social Security – comprised of Old Age and 
Survivor’s Insurance (OASI) and Disability Insurance 
(DI)
2.Medicare – Health Insurance (HI) programs

SS and Medicare
EE Social Security – 6.2% 
on wages up to $127,200
Medicare - 1.45% wages 
until $200,000; all wages 
after taxed at 2.35%
ER matches all SS and 
Medicare taxes (not 
Additional Medicare)

Common Paymaster (pg 6-47)
If a common paymaster relationship exists, 
the common paymaster only pays up to the SS, 
FUTA, SUTA limits. Common Paymaster is a 
member of a group of related corporations that 
pays wages concurrently to the employees 
working for two or more of corporations at the 
same time



Self-Employment Tax (pg 6-48)
Independent Contractors must pay both the 
EE and ER shares of Social Security and 
Medicare

Exempt from SS and Medicare 
(pg 6-48)
Sickness or injury payment under state worker’s 
comp law
Sickness or injury payment after initial 6 months
Payments made under Sect 125 Qualified moving 
expenses
Deferred compensation (except elected deferrals)
Qualified moving expense reimbursements
Tips totally less than $20
More listed on page 6-48 and 6-49 related to non-
cash payments, agricultural and/or domestic work

Penalties (pg 6-54)
IRS focuses mainly on ER who don’t deposit 
or file returns on time.



Questions?


