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Future Developments

For the latest information about developments related to
Form 940 and its instructions, such as legislation enacted
after they were published, go to IRS.gov/Form940.

What's New

Credit reduction state. A state that hasn't repaid money
it borrowed from the federal government to pay
unemployment benefits is a “credit reduction state.” The
Department of Labor determines these states. If an
employer pays wages that are subject to the
unemployment tax laws of a credit reduction state, that
employer must pay additional federal unemployment tax
when filing its Form 940,

For 2021, the U.S. Virgin Islands (USVI) is the only
credit reduction state. If you paid any wages that are
subject to the unemployment compensation laws of the
USVI, your credit against federal unemployment tax will
bereduced based on the credit reduction rate forthe
USVI. Use Scheduls A (Form 240) to figure the credit
reduction. For more informafion, see the Schedule A
(Form 940) instructions or visit IRS.gov,

Reminders

Moving expense and bicycle commuting reimburse-
ments are subject to FUTA tax. The Tax Cuts andJobs
Act (P.L. 115-97) suspends the exclusion for qualified
moving expense reimbursements from your employee's
income under section 132 and the deduction from the
employee’s income under section2 17, as well as the
exclusion for qualified bicycle commuting reimburs ements
from your employee's income undersedtion 132,
beginning after 2017 and before 2026. Therefore, moving
expense and bicycle commuting reimbursements aren't
exempt from FUTA tax during this period. Don't include
moving expense or bicycle commuting reimburs em ents
on Ferm 940, line 4. For more information about fringe
benefits, see Pub. 15-B.

Certification program for professional employer or-
ganizations (PEOs). The Stephen Beck, Jr., Achieving a
Better Life Experience Act of 2014 required the IRS to
establish avoluntary certification program for PECs.
PEOs handle various payroll administration and tax
reporting responsibilities for their business clients and are
typically paid a fee based on payroll costs. To become
and remain cerfified under the cerfification program,
cerfified professional employer organizations (CPEOs)
must meet various requirements described in sections
3511 and 7705 and refated published guidance.
Certification as a CPEQ may affect the employment tax
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liabilities of both the CPEO and its customers. A CPEO s
generally treated for employment tax purposes as the
employer of any individual who performs services for a
customer of the CPEQ and is covered by a contract
described in section 7705(&)(2) between the CPED and
the customer (CPEO contract), but only for wages and
other compensation paid to the individual by the CPEQ.
To become a CPEQ, the organization must apply through
the IRS Online Registration System. For more information
or to apply to become a CPED, visit the IRS website at
1AS.gov/CPED.

For wages paidto awork site employee, a CPEQ s
eligible for the credit for state unemployment tax paid to a
state unemployment fund, whether the CPEO or a
customer of the CPEQ made the contribution. In addition,
a CPEQ is allowed the additional credit if the CPEO is
permitted, under state law, to collect and remit
confributions to the state unemployment fund with resped
to a work site employee. For more informafion on the
cradit, sea Cre dif for Stale Unemployment Tax Paid fo a
State Unemployme nf Fund, later.

CPEQs must generally file Form 940 and Schedule R
(Form 240), Allocation Schedule for Aggregate Form 840
Filers, electronically. For more infarmation about a
CPEO's requirement to file electronically, see Rev. Proc.
2017-14,2017-3 L.R.B. 426, available at [7S.gov/irty
2017-03 IRB#RP-2017-14.

Outso urcing payroll duties. Generally, as an employer,
you're responsible to ensure that tax returns are filed and
deposits and payments are made, even if you contract
with athird party to perform these acts. You remain
responsible if the third party fails to perform any required
action. Before you choose to outsource any of your payroll
and related tax duties (that is, withholding, reporting, and
paying oversocial security, Medicare, FUTA, and income
taxes) to a third-party payer, such as a payroll service
provider or reporting agent, go to [RS.gov/

Quisoursing PayroliDutie s for helpful information on this
topic. If a CPEQ pays wages and other compensation to
an individual performing services for you, and the services
are coverad by a contract describedin section 7705(a)(2)
between you and the CPEQ (CPEO contract), then the
CPEO is generally treated for employment tax purposes
as the employer, but only for wages and other
compensation paid to the individual by the CPEQ.
However, with respectto certain employees covered by a
CPEO contract, you may also be treated as an employer
of the employees and, consequently, may also be liable
for federal employment taxes imposed onwages and
cther compensation paid by the CPEO tosuch
employess. For more information on the different types of
third-party payer arrangements, see section 16in Pub. 15.

Aggregate Form 940 filers. Approved section 3504
agents and CPEOs must complete Schedule R (Form
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