
Lesson 10 – Conclusion

Now, what happens when the withholding agent makes a deposit of taxes withheld in the year 

following the calendar year in which the related payment was made?  In this case, the 

withholding agent must designate the deposit at the time it makes the deposit, as attributable 

to the calendar year in which the payment was made.  The withholding agent should report the 

tax paid on Line 65b of Form 1042.

This might happen where a real estate investment trust, or REIT, declares a dividend to 

shareholders of record in October, November, or December of 2020, but pays the dividend in 

January of 2021.  Here, the withholding agent treats the dividend as though it was paid by the 

REIT and received by each shareholder on December 31, 2020.   If the REIT chooses to withhold 

when it pays the dividend in January of 2021, then it should report the liability with respect to 

the distribution on its 2020 Form 1042 and it should designate the deposit of such tax as being 

made for 2020, so long as the deposit was made before March 15th.

The same is true, as we learned earlier in this lesson, for partnerships or trusts that are allowed 

to withhold in a subsequent year with respect to a non-U.S. partner’s or beneficiary’s share of 

income.  They may designate the deposits of the withholding as attributable to the preceding 

calendar year.

Now, what happens if the withholding agent makes a late payment of tax?  The penalty for not 

paying tax when due is usually one half of 1 percent of the unpaid tax for each month or part of 

a month that the tax is not paid.  The penalty here cannot exceed 25 percent of the unpaid tax.

With respect to interest on unpaid taxes, the IRS charges interest on taxes not paid by the due 

date.  This is even if the withholding agent receives an extension of time to file.  The IRS also 

charges interest on penalties imposed for failure to file, negligence, fraud, and substantial 

understatements of tax from the due date to the date of payment.  They figure interest at a rate 

determined under section 6621 of the Code.  You can find more information regarding these



additional penalties for negligence, substantial understatement of tax, and fraud in sections

6662 and 6663.

And now, let’s turn to some common errors that withholding agents should avoid when

completing their Forms 1042.  Here are some items to consider:

- Read all of the information in Publication 515 and the Instructions to Form 1042.  These

details may change on a yearly basis and may even change during the year.  It is very

important to stay on top of this guidance.

- Complete all required information for the withholding agent including its name, address,

chapter 3 and 4 status codes, and EINs, both regular and QI, WP, WT, EINs.  It is

important to remember that the withholding agent must include both chapter 3 and 4

status codes regardless of the types of payments it reports on Form 1042.

- Provide the correct EIN.  When filing a Form 1042 on its own behalf, the withholding

agent should use its own EIN.  When filing a Form 1042 as a QI, use a QI-EIN.  When

filing as a WP, use a WP-EIN.  When filing as a WT, use a WT-EIN.

- Show the federal tax liability for payments made during the applicable quarter monthly

period on Lines 1 through 60.  This section is for reporting the tax liability not the tax

deposited by the withholding agent.

- Double check that the sum of the monthly totals in Section 1 match the amount of total

tax liability reported on Lines 64b, 64c, and 64d.

- Do not include amounts reported as adjustments on Lines 64a in the Record of Federal

Tax Liability in Lines 1 through 60.

- Designate the tax liability as either a chapter 3 tax liability or a chapter 4 tax liability.

- Report the portion of the tax liability for the calendar year that is a chapter 3 tax liability

on Line 64b.

- Report the portion of the tax liability for the calendar year that is a chapter 4 tax liability

on Line 64c.

- Complete Section 2, Reconciliation of Payments of U.S. Source FDAP Income, even if the

withholding agent has not withheld any amounts under chapter 4.



And that covers our Form 1042 walkthrough.  We hope you have enjoyed this time with us and

look forward to our walkthrough of the Form 1042-S in our next lesson.  See you then!


