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The taxation system in America is complicated and requires a tremendous amount of paperwork, especially for employers. IRS Form 940 is a document that should be completed by employers annually, as well as other taxation reports. By filling it, you confirm that you were following the Federal Unemployment Tax Act (FUTA) and paid the fees related to unemployment. This review will introduce you to the goals and procedure of completing IRS Form 940 in 2021.

One of the features of this type of tax is that only employers should pay it and file reports about these payments. It is prohibited to collect this tax from workers of the company because it is a part of their protection. As an employer, you pay this money to the federal budget from which the government will take benefits of unemployed residents. Of course, unemployed people will receive it only if the reason for the firing is arguable and it is not their fault.

There are two conditions when you must pay unemployment tax and complete Form 940:

	At least one person has been working for the company for more than 20 weeks in a year, even if working time was one day per week.
	The income of at least one worker in the company exceeded $1,500 per quarter during the last two years.


Remember that you should not consider your partners as workers for these criteria. If one or both of these features are similar to your company, you have to include unemployment tax in the list of other taxes.

As you may know, you should pay not only a federal unemployment tax but also a state one. However, rates of taxation differ between states. The FUTA tax rate is equal to 6% and should be paid for at most each $7,000 of year salary of one employee. Besides, the government offers a decrease in the FUTA tax rate in favor of the state one. They provide a credit on the rate of federal tax, so you will be able to pay the full amount of state tax. For instance, the maximum credit is 5.4%, and the rate for FUTA tax became equal to 0.6%.



Other IRS Forms for Partnerships

Employers in the US have to file numerous IRS forms on a regular basis. Look what other forms might be necessary for your type of business.
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How To Fill Out IRS Form 940

This report consists of two pages and seven blocks of the questions that can be difficult to fill out by yourself. For this reason, we prepared a manual about the completion of IRS Form 940. Follow the steps below, and you will not make a mistake in this document.

You can print it or enter all information online — select the most convenient option.

1. Fill Basic Information About You

You should provide EIN, personal name, name of your organization, and its physical address in the window on the top of the first sheet.




2. Choose the Type of Return

You should specify the goal of your return by checking an appropriate type in the box in the upper right corner of the form. The type depends on the content that you include in the form. There are four primary types of them:

	Amended


Select this one when the purpose of the declaration is to correct a mistake in the previous one.

	Successor employer


If you are a new organization owner and you hire employees who used to work with your predecessor, you should mark this option.

	No payments


If you have a legal right not to pay federal unemployment tax and you have not done it for the last year, select this variant and sign the contract missing other fields.

	Final


This option is available for employers who will not continue the business activity and will not file this form next year.

Remember that you can choose more than one variant in this box.




3. Repeat EIN and Personal Name On Other Pages

You can forget about this step when you will fill out the second or the third pages. That is why you should fill in your identification number and personal name on the next sheets.







4. Describe State Taxes

It is obligatory to complete lines one and two in all cases, except for one when the income of your employees is not taxed by the state. To complete part one, you should write in an abbreviation of the state or states where the taxation system for your company works and point out whether the state is under the program of credit reduction or not. You can find the list of abbreviations below.

When the government is trying to reduce the credit amount of the state, it increases tax rates for residents of this state.







5. Summarize All Fees Made in a Year

Fill in the sum you have paid to your employees for the last year in line 3. Make sure you compute not only wages but also pension and various benefits. Do not put the sign of dollar in this and other similar lines.




6. Give Data About Non-Employment Payments

You should calculate the amount of money you have paid to workers for the last year that is not connected with wage and enter it in line 4. They can be compensations, services, and other categories of fees listed in boxes 4a-4e. Use these fields to check the types of payments you include in the total amount.




7. Compute Values for Different Categories of Payments

Lines 5-8 require some calculations from you.

	You should subtract fees not related to wage from total payments for each employee. Then, you need to subtract $7,000 from the previous value for each person and sum these numbers to get the overall amount of payments without service fees and FUTA wage base. Write this number in line 5.
	Add up values from the fourth and the fifth lines and write the result in line 6.
	Subtract the result of the sixth line from the value of the third line and put it in line 7.
	Make a pre-calculations of tax amount by multiplication of value in line 7 by 0.006 and fill it in line 8.





8. Compute Amount of Federal Tax

You have to complete line 9 only if you did not pay state unemployment tax. Leave this field empty if it is not your case.

Multiply the number in line 7 by 0.054 and enter the result in line 9. It will be added to the sum in line 8 part of the tax.




9. Use worksheet and Calculate Your Tax

You should calculate the sum of the federal tax that should be added to your payments if not all state taxes were eliminated. It is not easy to estimate this number, so you have to apply the worksheet in the instructions. Follow the procedure described in the worksheet and fill in the result you have in line 10. Remember that you should skip lines 10 and 11 if you completed line 9.







10. Clarify Credit Reduction

Make sure you use additional form Schedule A Form 940 for tracking credit reduction applied to your business. Make computation in this form and put the answer in line 11. Do not fill it if all payments were not taxed by the state.







11. Fill In Total Federal Tax

Now you have to sum your previous calculations and put the outcome in line 12. Then you should write the amount of your federal tax deposit in line 13. When you get both numbers, select line 14 or 15 based on the difference between values in lines 12 and 13; if line 15 is suitable for your case, choose the way you want to use your overpayments, checking the appropriate box.




12. State Your Financial Responsibility

If the tax after adjustments is greater than $500, you have to describe FUTA taxes without deposits for each quarter in lines 16a-16d. You can leave the line empty if you did not have liability in a particular period. Then calculate the sum of these values and put the outcome in line 17.




13. Give Your Opinion on Third-Party Involvement

Select one of the options given in the sixth part based on your preferences. A third party can be a person who will be able to answer questions about tax returns in your company. If you want to involve someone in this activity, provide the name of this person, phone number, and create an identification number. The IRS will use this PIN as proof of identity.




14. Check The Form And Sign It

Make sure all required fields of the form are completed and sign this document in part 7. Also, give your name, the name of your organization, and the available telephone number here. Put the date of completion in the box.




So, now you finish filling out IRS Form-940. There is an option to make a payment to the IRS, complete with the form itself. If you need to make a fee, you should complete Form 940-V. Include information about your EIN, the name of the organization, and its contacts in the payment voucher. You cannot use this approach but need to use an electronic one if your payment is bigger than $500.




We offer you to apply our building software to filling out this form as it will speed up this process and make it easier for you.

Where to Send the IRS Form 940

As usual, there are two ways to submit the report to the IRS: online using their website or using a post. If it is more convenient for you to mail this document find the address in the table below according to your physical address.
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