
Lesson 10: Deposits – When Required for Backup Withholding

Hello, and welcome back to our lesson on deposits.  We have spent quite a bit of time talking

through the different types and amounts of withholding – now, we will learn what a payor or

withholding agent does with all of the tax liabilities it is withholding. This is our lesson on

depositing or remitting the tax liabilities to the IRS – with a specific focus on amounts that were

backup withheld.  In our next lesson we will focus on the deposit requirements for amounts

withheld under chapters 3 and/or 4.

A payor or withholding agent that has backup withheld must determine when it is required to

deposit or remit that withholding amount to the IRS.  It must first determine whether it is a

monthly or semi-weekly depositor for a calendar year.  This status is based on an annual

determination and generally depends on the aggregate amount of nonpayroll taxes it reported

during the lookback period.  Here, a lookback period for nonpayroll withheld taxes is the second

calendar year preceding the current calendar year.  For example, the lookback period for

calendar year 2020 would be calendar year 2018.  A new payor or withholding agent would be

treated as having nonpayroll withheld taxes of zero for any calendar year in which it did not

exist.

Now, wait, we keep mentioning nonpayroll taxes.  What is that?  We have been talking about

fixed and determinable amounts with respect to backup withholding under section 3406.

Nonpayroll taxes are defined in Treasury Regulation section 31.6302-4(b).  They are amounts

withheld on certain gambling winnings under section 3402(q) of the Code, amounts withheld

with respect to amounts paid as retirement pay for service in the United States Armed Forces

under section 3402, amounts withheld related to certain annuities under section 3402(o)(1)(B),

annuities withheld under section 3405, and finally – but most importantly, amounts withheld

under section 3406 relating to backup withholding with respect to reportable payments.  These

are our backup withholding rules, so when we talk about the aggregate of nonpayroll withheld



taxes, backup withholding gets lumped in to the rest of those nonpayroll taxes when a payor

determines the type of depositor it is.

Now, as we just learned, the determination of whether a taxpayer is a monthly or semi-weekly

depositor for a calendar year is based on an annual determination and generally depends on

the aggregate amount of nonpayroll taxes withheld taxes reported by the taxpayer for the

lookback period.  So, this means for 2020, we must look at all the nonpayroll taxes from 2018

until 2020 to make this determination.  Let’s keep moving.

A payor will be a semi-weekly depositor of nonpayroll withheld taxes for a calendar year if the

amount of nonpayroll withheld taxes accumulated in the lookback period exceeds $50,000.  A

payor will be a monthly depositor of nonpayroll withheld taxes for a calendar year if the amount

of nonpayroll withheld taxes it accumulated in the lookback period is $50,000 or less.  We have

seen exceptions to the rule before, and there is an exception to a monthly depositor. The payor

will not be a monthly depositor of nonpayroll withheld taxes on the first day after the taxpayer

is subject to the One-Day rule with respect to withheld taxes.  Oh boy, now what is that.

The One-Day rule is an exception to the deposit rules.  It tells us that if on any day within a

deposit period – regardless of whether it is monthly or semi-weekly, a payor has accumulated

$100,000 or more of these taxes, it must deposit those taxes by electronic funds transfer in time

to satisfy that tax obligation by the close of the next day.  If the next day happens to be a

Saturday, Sunday, or legal holiday in the District of Columbia, then the taxes will be treated as

timely deposited on the next day – which is not a Saturday, Sunday, or legal holiday.  Now, when

the payor determines whether it meets this $100,000 Next-Day exception, it must look at

whether it is a monthly depositor or a semi-weekly depositor again.  A monthly depositor takes

into account only those taxes accumulated in the calendar month in which the day occurs.  A

semi-weekly depositor takes into account only those taxes accumulated in the Wednesday to

Friday or Saturday to Tuesday semi-weekly period in which the day occurs.



So, a payor will stop being a monthly depositor of nonpayroll withheld taxes on the first day

after the it is subject to the One-Day rule with respect to nonpayroll withheld taxes.  At that

time, the taxpayer immediately becomes a semi-weekly depositor of nonpayroll withheld taxes

for the remainder of the calendar year and the year after that.

One last note, a payor reports these nonpayroll withheld taxes on Form 945, Annual Return of

Withheld Federal Income Tax.  This is different and the payor must treat them separately from

the payroll taxes reportable on Form 941, Employer’s QUARTERLY Federal Tax Return.  The taxes

reported on each form are not combined for purposes of determining whether a deposit of

either is due – whether it is the One-Day rule or whether any other rules apply.  The taxes for

each are deposited separately as well.

Now, for payors that are monthly schedule depositors, they generally must deposit taxes on

payments made during a given month on or before the 15th day of the following month.  So, a

payor must deposit taxes on payments made in July by August 15th.  If August 15th happens to be

on a Saturday, Sunday, or legal holiday in the District of Columbia, then the payor would deposit

the amount on the next business day.  If the 15th was on a Saturday, then the payment would be

due on Monday the 17th, so long as Monday is not a legal holiday in the District of Columbia.

Remember, a business day is any day other than a Saturday, Sunday, or legal holiday in the

District of Columbia.

● For payors that are semi-weekly depositors, the deposits are made using the following

guidelines: Any amounts withheld on Wednesday, Thursday, and/or Friday, must be

deposited by the following Wednesday.

● Any amounts withheld on Saturday, Sunday, Monday, and/or Tuesday, must be deposited

by the following Friday.

And using the same rule for all due dates, if the required deposit date is a legal holiday, the

deposit is due the next business day.  You will notice I did not say if the deposit is due on a

Saturday or Sunday, as a semiweekly depositor’s due dates are always Wednesday and Friday.



Well, this is a good place for us to pause and catch our breath.  Now that we know when and

how to deposit backup withheld amounts, we can move on to learn about when and how to

deposit amounts withheld under chapters 3 and 4 in our next lesson.  See you then!


