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IRS Suspends 409A’s Reporting and Wage
Withholding Requirements for 2005

Good news for your company’s payroll department -- the Internal Revenue Service has suspended
reporting and wage withholding requirements for 2005 on deferred compensation subject to Internal
Revenue Code Section 409A. This suspension provides welcome relief for payroll and benefits
departments and for certain independent contractors who earn deferred compensation. In some
cases, the IRS has agreed not to assert penalties against employees and independent contractors for
failing to comply with the new requirements.

In addition to imposing strict new rules on deferrals and payments of deferred compensation
arrangements, 409A imposes new reporting and wage withholding requirements for deferred
compensation subject to 409A. These new reporting and wage withholding requirements are
effective beginning in 2005. Although the Treasury Department and IRS recently issued
comprehensive guidance on other aspects of 409A, no guidance has been issued on how to comply
with 409A’s reporting and wage withholding requirements.

Recognizing that the end of 2005 is just around the corner and that companies would have very little
(if any) time to redesign their payroll systems to accommodate new requirements, the IRS has opted
to suspend 409A’s reporting and wage withholding requirements for 2005 rather than issue
guidance now on how to comply with the new reporting and wage withholding requirements. The
IRS expects to issue comprehensive guidance on 409A’s reporting and wage withholding
requirements in the first half of 2006. The IRS has cautioned that such future guidance may require
companies and employees and independent contractors to file corrected returns or statements
reporting previously unreported amounts under 409A.

Links to 409A Guidance

For a link to the IRS’s notice suspending 409A’s reporting and wage withholding requirements for 2005
and for our prior client alerts on 409A, click here or go to http://www.chadbourne.com/409A.

For Additional Information

This client alert can be found, together with other recent Chadbourne & Parke LLP client alerts, on
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