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Learning Objectives

List the possible penalties for failing to withhold
Explain the withholding notice and election 
requirements
Discuss how withholding is reported and transmitted 
to the IRS
Describe foreign withholding requirements
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Report Withholding

Offer

Deposit Withholding

Provide Notices

Federal 
Withholding 

Requirements
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Potential Penalties
Requirement Penalty for Failure
Withhold federal income tax or obtain 
signed withholding waiver

The financial organization must pay the tax required to 
be withheld

Keep records necessary to report 
withholding to the IRS

$50 for each IRA for which proper records were not kept

Notify distribution recipients of their 
withholding rights as required

$10 for each failure

Deposit amounts withheld from IRA 
distributions with a federal depository 
on a timely basis

1–5 days late: 2%
6–15 days late: 5%
16+ days late: 10%
More than 10 days after IRS notice: 15%
The penalty is a percentage of the amount that should 
have been deposited.
Because the failure to make a required deposit affects 
all subsequent deposits until the full amount of the 
underdeposit is corrected, it is important to make 
withholding deposits on a timely basis.
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SIMPLE IRA

Traditional IRA

Roth IRA

SIMPLE IRA

Traditional IRA

Roth IRATransfer

Traditional IRA

Roth IRA Traditional IRA

Roth IRA

Recharacterization

SIMPLE IRA

Traditional IRA Employer-
sponsored 

retirement plan

Direct Rollover Qualified Roth Distribution

No Withholding
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Qualified Charitable Distribution

HSA Funding Distribution

Traditional IRA

Roth IRA



Provide Withholding Option

Nonperiodic Distributions

• “Payable on demand”
• Subject to 10% withholding 

rate
• May waive or increase 

withholding

Periodic Distributions

• Annuitized distributions
• Treated as wages
• 10% withholding rate does 

not apply
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Provide Withholding Option

Applies to all 
owners and 
beneficiaries

Provide notices 
>$200

Separate from 
early distribution 

penalty tax
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Provide Withholding Option
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OR

Waive withholdingWithhold



0% 100%10%

Not Allowed Any Percentage

Must be documented
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Frank is receiving scheduled payments from his IRA 
and has elected 10% federal withholding. Frank would 
like to take an extra distribution and waive withholding.
How does Frank make the election?
How will this affect him moving forward?

The financial organization must have Frank complete 
Form W-4P (or substitute form) to reflect this change. 
This change will apply to future payments, including 
the scheduled payments, until Frank completes 
another Form W-4P (or substitute form).
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Withholding for Nonresident Aliens
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Withholding on IRA Distributions

May elect out 
of withholding

May not elect out 
of withholding

Has the recipient elected a treaty
rate on Form W-8BEN or W-8BEN-E?

Is the distribution being delivered to 
the recipient’s U.S. home address?

Is the recipient a U.S. citizen 
or a resident alien?

YES NO

YES NO

May elect out of 
IRC Sec. 1441

withholding (30%) 
and apply treaty rate

May not elect out 
of IRC Sec. 1441
withholding (30% 

withholding applies)

YES NO
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Notify Distribution Recipients of Their Withholding Rights

Type of Distribution Timing of Notification Notification Method

Individual distributions When the distribution is 
requested

Withdrawal Authorization 
form

Quarterly or more 
frequently

Before the first 
distribution each year

Form W-4P or acceptable 
substitute

Less frequently than 
quarterly Before each distribution* Form W-4P or acceptable 

substitute

* This can be no earlier than six months before the scheduled distribution, and must be early 
enough to allow distribution recipients to make a withholding change.
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Withholding Notice

15



Ascensus’ IRA Withholding 
Notice and Election
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IRS Form W-4P
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Valley Financial Organization mails withholding notices to 
recipients twice a year on the following schedule.
In December, the withholding notice is mailed 
for annual distributions scheduled for the first six months 
of the year, and all monthly, quarterly, and semiannual 
distributions.
In June, the withholding notice is mailed for annual 
distributions scheduled for the second six months of the 
year, and all semiannual distributions.

DecNovOctSepAugJulJunMayAprMarFebJanDec
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Total tax reported 
on 2017 Form 945 2019 deposit schedule

$50,000 or less Monthly deposits. Deposit nonpayroll 
withholding balance with a federal depository 
by the 15th day of the following month.

Over $50,000 Semiweekly deposits.  Deposit amounts 
withheld on Wednesday, Thursday, and 
Friday with a federal depository by the 
following Wednesday.

Deposit amounts withheld on Saturday, 
Sunday, Monday, and Tuesday with a federal 
depository by the following Friday.
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EFTPS

General ledger Federal depository
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IRS Form 945 and 945-A
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IRS Form 1042
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Who is responsible at your financial 
organization for depositing withheld 
assets to the federal depository?

Who is responsible for completing 
Forms 945 and 945-A?
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State Income Tax Withholding

Review withholding 
requirements in any other 
states you do business
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State Withholding Requirements
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Deposit 
withholding

Possible noticesOffer in certain 
states

Report
withholding
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State Reporting Requirements
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Combined Federal/State Filing Program

Publication 1220 Must file 
IRS Form 6847

6847

Use state code
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Combined Federal/State Filing
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States Participating in the Federal/State Combined 
Filing Program (9/2018)

State Code* State Code*
Alabama 01 Massachusetts 25
Arizona 04 Michigan 26

Arkansas 05 Minnesota 27
California 06 Mississippi 28
Colorado 07 Missouri 29

Connecticut 08 Montana 30
Delaware 10 Nebraska 31
Georgia 13 New Jersey 34
Hawaii 15 New Mexico 35
Idaho 16 North Carolina 37

Indiana 18 North Dakota 38
Kansas 20 Ohio 39

Louisiana 22 Oklahoma 40
Maine 23 South Carolina 45

Maryland 24 Wisconsin 55
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*The codes listed apply only to the Combined Federal/State Filing Program and 
may not correspond to state codes of agencies or programs outside the IRS.



gross distribution
x federal withholding rate

federal withholding amount
then

gross distribution
– federal withholding amount

net payment

net payment
1.00 – federal withholding rate

(expressed as a decimal)

= gross distribution

Determine a Specific Amount After Withholding

32



Specific Amount After Federal and State Percentage 
Withholding

net payment
1.00 – fed w/h rate – state w/h rate

= gross distribution

OK

OR
VT

IA
ME

CA

MA

NC
AR

KS

33



Kathy would like to receive $5,000 from her IRA. In 
addition to the $5,000, she would also like to have 
10% withheld for federal withholding and 5% Maine 
state withholding. 
What is Kathy’s gross distribution?

$5,000
= $5,882.351.00 – .10 - .05
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Specific Amount After Federal and Specific State 
Withholding

net payment + state w/h amount
1.00 – federal withholding rate

= gross distribution

LA
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Reported distribution amount does not include 
financial organization fees or penalties.

gross distribution – financial organization penalty  =  amount reported on 1099-R
(total withdrawal amount on
Withdrawal Authorization)
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Sandy has a balance of $5,000 in her IRA. 
She would like to withdraw the entire amount. 
In addition to the $5,000, she would also like to 
have 10% withheld for federal withholding. Sandy 
will be assessed a $100 penalty for breaking the 
terms of her investment. 

What is the total amount removed from Sandy’s 
IRA?

$5,000
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What is the distribution amount reported to Sandy?

$5,000 – $100 = $4,900

How much will Sandy receive?

$4,900 x 10% = $490
$4,900 – $490 = $4,410
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Withholding Exercise

23Page
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Withholding Exercise
Mia has been at the financial organization for one year and is now going to assist in the IRA 
department. For each of the following questions, work with the group at your table to 
determine how you would explain the answers to Mia.
1. What is the penalty if the financial organization does not withhold on an IRA 

distribution?

The financial organization must pay the tax required to be withheld.
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Withholding Exercise
2. Does the financial organization have to send a withholding notice? 

If yes, how often does it need to be sent?

Yes, if distributions occur quarterly or more frequently a notice must be sent before the 
first distribution each year. If the distributions are less frequent than quarterly, the notice 
must be sent before each distribution, but no earlier than six months before the 
scheduled distribution.

3. What is the penalty for failing to send a withholding notice?

$10 for each failure

4. What happens to the assets that are withheld?

The assets are sent to the IRS and reported as withheld on the IRA owner’s Form 
1099-R. When the IRA owner files her income tax return she will include that amount as 
withheld.
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Withholding Exercise
Roman is taking scheduled quarterly Traditional IRA distributions in March, June, 
September, and December. Roman elected to withhold 10% for federal income taxes. In 
July, Roman took a $100 distribution and chose to waive withholding.
5. How should withholding be handled on the next scheduled distribution if Roman 

completes no additional paperwork?

Because Roman has now elected to waive withholding, all future scheduled distributions 
should have withholding waived until Roman makes a new election.

6. How could the financial organization ensure that Roman’s scheduled distributions stay 
the same?

Roman would need to complete a new withholding election for his scheduled 
distributions and elect 10% federal withholding.
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Questions?



Thank you for attending

We Appreciate Your Opinion
Please complete the electronic course survey for this course located on the Ascend 2019 mobile app.
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We help over 9 million Americans
save for life’s biggest moments. 
Education. Healthcare. Retirement. 

Ascensus® and the Ascensus logo are registered trademarks of Ascensus, LLC.
Copyright ©2019 Ascensus, LLC. All Rights Reserved.

Ascensus provides administrative and recordkeeping services
and is not a broker-dealer or an investment advisor.


