
Lesson 11: Form 1042-S Walkthrough Part 9

Now, let’s have a look at payments made to a QI, including a QDD, a WP, or a WT.  Remember, all

of these entities have agreements with the IRS in order to be compliant under chapter 3 and

chapter 4.  A withholding agent that makes payments to a QI, whether or not the QI assumes

primary withholding responsibility, a QI acting as a QDD with respect to a payment, a WP, or a

WT, generally must complete a Form 1042-S in most cases, treating these entities as the

recipients.  Here is how:

- Payments made to QIs that are acting as QDDs with respect to the payment would

reflect this information in Box 13a using recipient code 35, for QDD, as the chapter 3

status code.

A QI that does not assume primary withholding responsibility must provide information

regarding the allocations of income subject to a particular withholding rate to the withholding

agent on a withholding statement associated with its Form W-8IMY.  The withholding agent

must complete a separate Form 1042-S for each withholding rate pool associated with the QI.

For chapter 4 purposes, a QI may provide a single pool of recalcitrant account holders, rather

than a separate pool for each class of recalcitrant account holders.  Here, the withholding agent

would report using the chapter 4 pooled reporting code 49 for QI recalcitrant pool general.

QIs that assume primary withholding responsibility, WPs, and WTs, are not required to provide

withholding rate pool information to a withholding agent.  They will report this information

directly to the IRS themselves and not through the withholding agent.  What does this mean?

This means that a withholding agent that makes payments to these entities that are subject to

Form 1042-S will report directly to the QI assuming primary withholding responsibility, WP, or

WT, in the aggregate.  The QI, WP, or WT in this case will allocate the payment to its owners and

then report and furnish the Form 1042-S  informationS information to each owner or recipient

and file the same with the IRS.  This is how the underlying owner information eventually makes

its way to the IRS through an intermediary or flowthrough entity of this kind.



So, how to do the QIs report?  Let’s look at another example.  Assume a QI is a Participating FFI

and has four direct account holders.  They are John and Jane, two non-U.S. individuals, and two

non-U.S. corporations.  The withholdable payments made to these direct account holders are

exempt from chapter 4 withholding, due to their statuses.  John and Non-U.S. Corporation 1 are

residents of a country that has an Income Tax Treaty with the United States.  Both provided a

Form W-8 that establishes that they are entitled to a lower rate of 15 percent on withholding of

U.S. source dividends.  Jane and Non-U.S. Corporation 2 are not residents of a treaty country

and are subject to 30 percent withholding on U.S. source dividends.  QI receives U.S. source

dividends on behalf of its four account holders.

QI must then file one Form 1042-S for a 15 percent withholding rate pool.  This Form 1042-S

must show:

- Box 1income code 06 for dividends paid by U.S. corporations – general

- Box 3a chapter 3 exemption code 00

- Box 3b chapter 3 withholding rate 15.00

- Box 4a chapter 4 exemption code 15, payee not subject to chapter 4 withholding

- Box 4b chapter 4 withholding rate 00.00

- Box 13a, recipient name, would be ‘Withholding Rate Pool’

- Box 13f, recipient chapter 3 status code would be 27, withholding rate pool – general

- Box 13g, recipient chapter 4 status code would be blank

QI must also file one Form 1042-S for the 30 percent withholding rate pool that contains the

same information, except that it will show 30.00 in Bos 3b as the tax rate.  Easy right?

Let’s look at another example.  Assume a withholding agent makes a withholdable payment

of U.S. source dividends to a QI that does not assume primary chapter 3 and chapter 4

withholding responsibility and is a participating FFI.  The QI provides a reliable Form W-8IMY

along with an associated withholding statement that allocates:



- 95 percent of the payment to a chapter 3 withholding rate pool with a single chapter 4

exemption code, and

- 5 percent of the payment to a chapter 4, 30 percent withholding rate pool of

recalcitrant account holders.

Withholding agent must complete a Form 1042-S for the dividends allocated to the chapter 3,

15 percent withholding rate pool, as follows:

For the first Form 1042-S to the 15 percent pool, the withholding agent enters:

- Box 3 should reflect 3 for chapter 3 withholding

- Box 3a should reflect 00 to indicate no chapter 3 withholding exemption code

- Box 3b should indicate 15.00 for the chapter 3 tax rate, as per the pool rate

- Box 4a should reflect chapter 4 exemption code 15 for payee not subject to chapter 4

withholding, since it provided a reliable Form W-8

- Box 13fa would reflect recipient chapter 3 code 12 for the QI

- Box 13gb would reflect recipient chapter 4 status code 05 for participating FFI-other

For the second Form 1042-S related to the dividends allocated to the chapter 4 30 percent

withholding rate pool, the withholding agent enters:

- Box 3 should reflect 4 for chapter 4 withholding

- Box 3a should reflect 12 to indicate that the payee is subject to chapter 4 withholding

- Box 34b should reflect a 00.00 percent chapter 3 tax rate

- Box 4a should reflect chapter 4 exemption code 00, because the payee is not exempt

from chapter 4 withholding

- Box 4ba should indicate 30.00 for the chapter 4 tax rate, as per the pool rate

- Box 4b should reflect chapter 4 exemption code 00, because the payee is not exempt

from chapter 4 withholding

- Box 13fa would reflect recipient chapter 3 code 12 for the QI

- Box 13gb would reflect recipient chapter 4 status code 49 for QI recalcitrant pool general


