
Lesson 6: Departments Within All Organizations That Have Information Reporting and Withholding

Responsibilities

Hello, and welcome back to our lesson on the departments within all organizations that are impacted by

the U.S. federal tax withholding and information reporting rules.  Over the last lessons in this module, we

have been walking through all the types of organizations, financial and nonfinancial, that have impact in

this area.  Now we will peel back the cover a bit to look at the specific departments within those

organizations that might be impacted on a different level that is not on the customer, or account holder,

or policyholder, or investor level.  Let’s start.

The first, and most thought of department, with the most impact, is accounts payable.  This department

generally has check writing abilities and is able to make payments more easily than other departments.

Its key responsibility is to pay people!  So, you can imagine why it has the most impact.  Accounts

payable usually pays vendors and most often the payments are for services rendered to the organization.

There can be other payments as well here – rents, royalties, copyrights, legal fees, board fees, as you can

see, so many.  All, also as you probably can tell, are U.S. reportable amounts that would be reported on

Form 1099 if paid to a U.S. person and Form 1042-S if paid to a non-U.S. person.

Next, we have the legal department.  How does this department get involved?  Most often, they do have

a check book or check writing privileges, being that they are the legal department, and some items for

payment may be confidential matters known only to the legal department.  What would legal pay?

Could be a settlement, could be fees for an expert witness, could be consulting fees in general.  All, also

as you probably can tell, are U.S. reportable amounts that would be reported on Form 1099 if paid to a

U.S. person and Form 1042-S if paid to a non-U.S. person.

This leads us to the treasury department.  All organizations have a treasury department.  Generally,

these departments are responsible for managing the finances of the organization.  As such we may see

transactions such as swap or financing arrangements or other financial products.  These departments

may participate in hedging transactions, act as a bank for the organization, or manage pooling

arrangements.  All of these activities could lead to payments of interest, dividends, proceeds, or gains.

All, also as you probably can tell, are U.S. reportable amounts that would be reported on Form 1099 if

paid to a U.S. person and Form 1042-S if paid to a non-U.S. person.  One item to note here is that we are

seeing mostly financial payments here, which triggers chapter 4.  Many treasury departments are the



ones responsible in a nonfinancial organization for the chapter 4 obligations.  Although not often, it is

important for these organizations to share and understand what each department is doing, so that they

can confirm compliance on a holistic level.

Next we have the tax department.  This is the department that generally is responsible for executing and

implementing the compliance rules for U.S. federal tax information reporting and withholding.  They

should have access to information from all departments and be able to know who is making payments

and that they are following a general compliant protocol set forth by the tax department.

Tax operations is a department that generally will be responsible for aggregating all of the information

from all of the departments we mentioned and maybe more that we have not.  They will be preparing

the information returns, withholding, deposits, and other obligations related to U.S. federal tax

information reporting and withholding.  If your organization has different departments performing these

functions, it will be important to note these and understand what they pay and who they pay!

One other item to note here is that some funds have administrators.  Some insurance companies have

third party administrators.  Some organizations outsource their accounts payable department.  What we

are trying to convey here is that even though organizations are outsourcing certain functions within their

business that are related to U.S. federal tax information reporting and withholding, they still will be

responsible for all that happens in those arrangements.  It is important to understand the processes and

procedures of the outsourced departments, and to keep in contact regarding updates, changed in

regulatory laws, and process improvements.

Last, we would like to talk a bit about intercompany payments.  Any payments within any organization

that is paid from one entity to another that is a U.S. reportable payment under chapter 61, or an amount

subject to withholding under chapter 3, or a withholdable payment subject to chapter 4 reporting, will

be an obligation that the organization needs to track and confirm compliance.  As of late, the IRS has

been taking a look at Forms 5471, Information Return of U.S. Persons With Respect To Certain Foreign

Corporations.  From the information reported on these forms, the IRS is able to glean where an

organization may have failed to report under the U.S. federal tax withholding and reporting rules of

chapters 3, 4, and 61.  It is important for all organizations to realize that these rules impact all payments,

internal, external, U.S., and non-U.S.



And those are the most impacted departments within any organization, financial or nonfinancial, that

will see the effects of U.S. federal tax information reporting and withholding.  We hope you have enjoyed

all that you learned in these lessons and look forward to module 2!


