UCRS: TAX W THHOLDI NG FROM ANNUI TY PAYMENTS

U 167-78
ACCOUNTI NG MANUAL Page 1
UCRS: TAX W THHOLDI NG FROM ANNUI TY PAYMENTS
Cont ent s
Page
l. | nt roducti on
1. Procedures
A Federal | nconme Tax

VI .

TL 50

1. Annui ty Paynents
2. Lunp- Sum Deat h Benefit Paynents
3. O her Paynents

4. Accounting Codes for Federal Tax
W t hhol di ng
B. California Income Tax

1. Annui ty Paynents
2. Lunp- Sum Deat h Benefit Paynents
3. O her Paynments
4. Accounting Codes for Federal Tax
W t hhol di ng
C. Tabl e of Deductions and Reporting

Federal Penalty Tax on Early Distributions
A Expl anati on

B. Excepti ons

C. Deferred Annuity Contracts

Reporting and Rem ttance of Tax Wthheld

A Reporting During the Year
B. Year End Reporting

Responsibilities

Ref er ences

~ ~ ~N ~ ~ ~No o » (63 I~ ArDhOOLOW WNDNDN N N

11/ 1/ 87



UCRS: TAX W THHOLDI NG FROM ANNUI TY PAYMENTS

U 167-78
Page 2 ACCOUNTI NG MANUAL
UCRS: TAX W THHOLDI NG FROM ANNUI TY PAYMENTS
"The olive grove of Acadene, Plato's
retirement, where the Attic bird Trills
her thick-warbled notes the sunmer
| ong. "
--John MIton
| . | NTRODUCTI ON
Federal and State taxing agencies require reporting of

retirement system paynents and related tax w thhol dings, if
any, on designated fornms. This chapter provides gui dance
and procedures for such income tax w thhol di ngs.

1. PROCEDURES

A FEDERAL | NCOVE TAX

1

11/ 1/ 87

Annui ty Paynents

Unl ess an annuitant el ects otherw se, Federal

regul ations require that inconme tax be w thheld
from paynents to annuitants (except for

refunds/wi thdrawal s of after-tax contributions) at
the "married with three exenptions” rate. An
annuitant may elect (1) no wi thholding, (2) use of
a different withholding all owance schedule, or (3)
a flat nmonthly w thhol ding amount by filing

Uni versity Form M5 15a, Election for Recipients of
Mont hly Paynments--Federal and California State

| ncome Tax Wthholding, with the University
Benefit Prograns O fice in the Ofice of the
President. For paynents sent to addresses outside
the United States, Form M5 15d, Election Form -
Federal Tax W thhol ding from UCRS Benefit Paynents
Sent to Addresses Qutside the United States,

Lunp- Sum Deat h Benefit Paynents

Lunp-sum deat h benefit paynents are subject to
mandat ory Federal incone tax w thhol ding (except
for refunds of after-tax contributions) unless the
beneficiary elects not to have w thhol ding apply
by filing Form M5 15b, Notice of Tax W thhol di ng
on UCRS Lunp-Sum Death Benefits, or Form M5 15d,

El ecti on Form - Federal Tax Wthhol di ng from UCRS
Benefit Paynents Sent to Addresses Qutside the
United States, with the University Benefit
Prograns Ofice in the Ofice of the President.
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O her Paynents

Federal tax withholding is required on all other
retirement system paynents as listed in the table
in section I1.C (except for refunds/w thdrawal s
of after-tax contributions) unless the recipient
files with the University Benefit Programs O fice
inthe Ofice of the President a Form U1635,

Di sposition of Accunul ati ons Upon a Break-in-
Service, Form U1635A, Refund of Vol untary

Contri bution Plan Accumnul ati ons--El ection of

Conti nui ng Enpl oyee, or Form M R-22(a), Election
Form - Federal Tax W thhol ding from UCRS Retirenent
Pl an Refunds sent to Addresses Qutside the United
States, as applicable, requesting no w thhol di ng.

Accounti ng Codes for Federal Tax Wthhol di ng

Liability account nunber J-130161, Federal |ncone
Tax Wthhel d--Annuitant System is used to record
deductions fromannuity paynents and from | unp-sum
deat h benefit paynments to beneficiaries.

Deductions fromrefund/ wi thdrawal paynents of tax-
deferred contributions and/or w thdrawal s of
interest or gain are recorded using liability
account nunber J-130165, Federal |ncone Tax

W t hhel d- - Menber shi p System

CALI FORNI A | NCOVE TAX

The procedures for wi thholding California income tax
fromretirenment system paynents nade to residents of
California are presented below. (California incone tax
wi t hhol di ng does not apply to retirenment system
paynents nade to nonresidents of California.)

1

Annui ty Paynents

Unl ess an annuitant el ects otherw se, State

regul ations require that tax be w thheld from
paynents to annuitants (except for

refunds/w thdrawal s of after-tax contributions).
An annuitant may elect (1) no w thhol ding, (2) use
of a different w thhol ding all owance schedul e, or
(3) a flat nonthly w thhol ding ambunt by filing
Uni versity Form M5 15a, Election for Recipients of
Mont hly Paynments--Federal and California State

| ncome Tax Wthholding, with the University
Benefit Prograns Ofice in the Ofice of the

Pr esi dent.
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I11. PROCEDURES
B. CALI FORNI A | NCOME TAX
1. Annuity Paynments (Cont'd.)

| f an annuitant nmakes no el ection regarding State
income tax withholding, but files an election to
have no Federal incone tax w thheld, the annuitant
will also be treated as having el ected to have no
State incone tax withheld. [If an annuitant makes
no el ection regarding State incone tax

wi t hhol ding, but files an election for Federal tax
wi t hhol ding claimng a specific marital status and
nunber of wi thhol ding all onwances, State tax

wi thholding will be required. If the California
tax tables are used in the calculation of State
tax withholding, the tax will be cal cul ated using
the sanme marital status and nunmber of w thhol ding
al l omances cl ai mred by the annuitant for Federal
tax w thhol di ng purposes.

2. Lunp- Sum Deat h Benefit Paynents

Lunp-sum deat h benefit paynents to a California
resident are subject to mandatory State incone tax
wi t hhol di ng (except for refunds of after-tax
contributions) unless the beneficiary elects not
to have wi thhol ding apply by filing Form M5 15D,
Notice of Tax Wthhol ding on UCRS Lunp- Sum Deat h
Benefits, with the University Benefit Prograns
Ofice in the Ofice of the President.

3. O her Paynents

California State tax withholding is required on
all other retirenment system paynents as listed in
the table in section Il.C (except for

refunds/wi thdrawal s of after-tax contri butions)
unl ess the recipient files with the University
Benefit Prograns O fice in the Ofice of the
President a Form Ul1635 or Form UlL635A, as
appl i cabl e, requesting no w thhol di ng.

4. Accounti ng Codes for State Tax W thhol di ng

Liability account nunmber J-130160, State |Incone
Tax Wt hhel d--Annuitant System is used to record
deductions fromannuity paynents and from | unp-sum
deat h benefit paynents to beneficiaries.

Deductions fromrefund/wi thdrawal paynents of tax-
deferred contributions and/or w thdrawal s of
interest or gain are recorded using liability
account nunber J-130166, State |Income Tax

W t hhel d- - Menber shi p System

11/ 1/ 87 TL 50



UCRS: TAX W THHOLDI NG FROM ANNUI TY PAYMENTS
U-167-78
ACCOUNTI NG MANUAL Page 5

C. TABLE OF DEDUCTI ONS AND REPORTI NG

The followng table lists the various types of
retirement system paynents nade by the University,
designates the tax code to be used for each, and
provi des additional information on deductions and

reporting.
SUBJECT TO DEDUCTIONS FOR | TAX REPORTED ON

TAX FED STATE ID# FEDERAL STATE

DESCRIPTION OF PAYMENT CODE TAX TAX REQD FORM FORM
(1) (1)
Annuity Payments 7 Yes Yes Yes 1099R 1099R
Lump-Sum Death Benefit (2) (2)
Payments to Beneficiaries 8 Yes Yes Yes 1099R 1099R
Refund of UCRS Basic (3) (3)
Plan Accumulations 8 Yes Yes Yes 1099R 1099R
Refund/Withdrawal of After-Tax
Contributions R No No Yes 1099R 1099R
Refund/Withdrawal of Tax-Deferred (4) (4)
contributions 8 Yes Yes Yes 1099R 1099R
withdrawal of Interest and/or Gain (4) (4)
(After-Tax or Tax-Deferred 8 Yes Yes Yes 1099R 1099R
Program)
Footnotes

(1) Tax withholding is required unless the recipient files a Form
MS 15a or Form MS 15d with the retirement system requesting no
withholding. (California income tax withholding does not
apply to retirement system payments made to nonresidents of
California.)

(2) Tax withholding is required unless the recipient files a Form
MS 15b or Form MS 15d with the retirement system requesting no
withholding. (California income tax withholding does not
apply to retirement system payments made to nonresidents of
California.)

(3) Tax withholding is required unless the recipient files a Form
U1635 or Form M/R-22(a), requesting no withholding.
(California income tax withholding does not apply to
retirement system payments made to nonresidents of

California.)

(4) Tax withholding is required unless the recipient files a Form
Ul635, Form Ul635A, or Form M/R-22(a) requesting no
withholding. (California income tax withholding does not
apply to retirement system payments made to nonresidents of
California.)

*Change 6/ 30/ 04
TL 92 ***Del eti on 6/ 30/ 04
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I11. FEDERAL PENALTY TAX ON EARLY DI STRI BUTI ONS

A EXPLANATI ON

For tax years beginning after 1986, the Federal
government inposes a 10% penalty tax on early
distributions fromqualified retirenent plans. The
enpl oyee nmust pay the 10% penalty tax on the taxable
portion of the distribution in addition to any incone
tax due on the distribution. "Early distributions” are
defined as distributions nade to an enpl oyee who has
not yet reached age 59% For purposes of this tax, a
"qualified retirenment plan" includes a qualified

pensi on plan (University Basic Retirenment Plan and
after-tax Voluntary Contribution Plan), a section 403
(b) tax-sheltered annuity plan (tax-deferred Vol untary
Contribution Plan) or custodial account, or an

i ndi vidual retirenment account. (Previously, the 10%
penalty tax applied only to early withdrawals from an
i ndi vidual retirement account [IRA]).

The penalty tax does not apply to refunds or
wi t hdrawal s of after-tax contributions.

B. EXCEPTI ONS
Exceptions to the 10% penalty tax include:

1) di stributions nade to a beneficiary because of the
enpl oyee' s deat h;

2) di stributions nade because of the enpl oyee's
di sability;

3) di stributions nade because the enpl oyee separated
fromservice after age 55, providing such enpl oyee
nmet the early retirenent provisions of the
Uni versity pl ans;

4) di stributions nade for certain |arge nedical
expenses that woul d be deductible for Federal
i ncome tax purposes;

5) di stributions nade in substantially equal paynents
over the enployee's (or the enpl oyee's and the
enpl oyee' s beneficiary's) life or |ife expectancy
(after separation fromservice); and

6) certain distributions made under a qualified
donestic relations order.

11/ 1/ 87 TL 50
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VI .

C. DEFERRED ANNUI TY CONTRACTS

The early withdrawal tax for a deferred annuity is
increased from5%to 10% for tax years beginning after
1986. Prior to 1987, the early wthdrawal tax did not
apply to distributions made about equally over the life
of the taxpayer or over a period of at |east 60 nonths
after the annuity starting date. For tax years

begi nning after 1986, the tax does not apply only if
distributions will be nmade over the life of the

t axpayer or the lives of the taxpayer and his or her
beneficiary.

REPORTI NG AND REM TTANCE OF TAX W THHELD

A REPORTI NG DURI NG THE YEAR

The sane requirenments regardi ng reporting and
remttance of inconme tax withheld from payroll paynments
apply to incone tax withheld fromretirenent system
paynments. (See Accounting Manual chapters P-196-28,
Payroll: Federal Taxation of Ctizens, and P-196-77,
Payroll: State Tax Wt hhol di ng from Enpl oyees.)

B. YEAR END REPORTI NG
FormW2P is issued to all annuitants; Form 1099R is
issued to all recipients of other retirenent system
paynments. Both reporting fornms show benefits paid and,
as appropriate, taxes wthheld.

RESPONSI BI LI TI ES

The University Benefit Programs Ofice in the Ofice of the
President is responsible for processing any authorization
requests, Fornms Ms 15a, Forns MS 15b, Fornms MS 15d, Forns
U1635, Forms Ul635A, and Forms M R-22(a). The University
Benefit Programs O fice in the Ofice of the President is

al so responsible for reconciling the liability accounts, for
remtting the taxes withheld, and for preparing the
quarterly and annual reports.

REFERENCES

I nternal Revenue Service Publication No. 15 (Crcular E)
Enpl oyer's Tax Qui de.

I nt ernal Revenue Service Publication No. 553: Highlights of
1986 Tax Changes.
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VI. REFERENCES (Cont'd.)

| nt ernal Revenue Service Publication No. 575: Pensi on and
Annuity I ncone.

State of California, California Personal |ncone Tax
Wt hhol di ng Gui de, published by the Enpl oynent Devel opnent
Depart nent .

University of California Benefit Prograns Publication, IRS
Tax Rul es, Septenber, 1987.

Accounting Manual chapters
P-196- 11 Payroll: Accounting for and Tax Reporting

of Mandatory Deductions and | nsurance
Benefit Contributions

P- 196- 28 Payroll: Federal Taxation of Citizens
P- 196- 77 Payroll: State Tax Wthhol ding from
Enpl oyees

Hi storical note: The policy on Federal tax w thholding from
annuitants was originally stated in a letter dated 11/9/70 from
H D. LaRue to Personnel Director WAl ker and Accounting O ficer
Mundel | . Revised: 1/1/72, 11/20/74, 11/1/80, 11/1/87, and

6/ 30/ 04; anal yst--Kathy Henm .

End.
6/ 30/ 04 TL 92


http://policy.ucop.edu/doc/3410262
http://policy.ucop.edu/doc/3410272
http://policy.ucop.edu/doc/3410254

