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New Payroll Tax Deferral Option 

 

 

In late August the IRS revealed more information on the payroll tax deferral executive order that 
President Trump signed on August 8th. The original executive order was vague but allowed for the 
deferral of payroll taxes for the period of September 1, 2020, through December 31, 2020. It was 
however stated by the Treasury Secretary that the payroll tax deferral is optional to the employer. 

The deferral applies to payments of taxable wages paid to an employee that is less than $4,000 during a 
bi-weekly pay period, with each pay period considered separately. No deferral is available for any 
payment to an employee of taxable wages of $4,000 or above for a bi-weekly pay period. 

This executive order only allows the President to defer collecting tax yet does not allow for forgiveness. 
Therefore, it was outlined by the IRS that an employer does not need to make a deposit to the feds 
during the deferral period but must begin making payments of any deferred taxes starting January 1, 
2021, and ending on April 30, 2021. So, any deferred taxes must be paid in full during this period next 
year, unless the Congress agrees to forgive the repayment obligation. 

For example, a hypothetical employer runs payroll biweekly with the first payday after September 1 
being September 7. This employer would then defer 9 payroll periods in 2020, but would then recoup 
what they owe to fed over 8 payroll periods in 2021 (from January 1st to April 30th). An employer that 
makes $1,000 per pay period would then be taking home an extra $62 per pay period in 2020, but would 
then be making $69.75 less in 2021 to recoup the deferred taxes. 
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The notice also defined the affected taxpayer not as employees, but employers. This means that 
employers are on the hook for any deferred tax payments and must collect anything that is owed to the 
fed from employees. The IRS didn’t outline what an employer must do if an employee leaves the 
company or doesn’t make enough to ratably pay back the tax. Employers should then carefully weigh 
the risks of an employee terminating their employment before the deferred taxes are collected. 

The IRS should release more information in the coming weeks on the payroll tax deferral so keep 
checking back on IRS.gov for updates. With this being an optional program, the risks should be weighed 
on what is best for your company. 

If you have more questions regarding the tax deferrals you can reach out to Pinnacle Tax Department, 
Lola Douglas at 210-344-2088 ext. 105 
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