
Lesson 1: Form 1042-S - Amounts Subject to Reporting

Now, let’s talk about the amounts subject to reporting on Form 1042-S.  These are amounts of

U.S. source income paid to non-U.S. persons that are subject to chapter 3 withholding or are

withholdable under chapter 4.  Withholding agents report these amounts even if withholding is

not required under either chapter.  Withholding might not be required in cases where the

United States has an Income Tax Treaty in place with another country, or because there is an

exception to taxation in the Code, or because the amount was repaid to a payee or recipient.

As a refresher of the amount subject to chapter 3 withholding, we know that these are amounts

of U.S. source income that constitute:

- Fixed, determinable annual, or periodical income, including deposit interest,

- Certain gains from the disposal of timber, coal, or domestic iron ore with a retained

economic interest, and

- Gains related to contingent payments received from the sale or exchange of patents,

copyrights and similar intangible property.

So, what are the types of income that fit into these categories?  One is interest on deposits paid

to certain non-U.S. persons.  The threshold for reporting this type of income is $10.  You can find

rules related to deposit interest in section 871(i)(2)(A).  Here, the interest on deposit must total

$10 or more, the deposit must be maintained at an office in the United States, and it must be

paid to a non-U.S. person who is resident of country on a Revenue Procedure published by the

IRS.

Two is interest on U.S. source deposits that are chapter 4 withholdable payments.  When a

withholding agent or payor actually withholds on this amount, it must report on Form 1042-S.

We are going to refer to withholding agents and payors collectively as withholding agents for

the remainder of this lesson.

Three is corporate distributions.  A withholding agent must report the entire amount of a

corporate distribution, whether it an actual distribution or a deemed distribution, and



regardless of any estimate of the part of the distribution that represents a taxable dividend.

Now, distributions that are treated as gains from the redemption of stock are not amounts

subject to chapter 3 withholding.  We will learn more about this in our deep dive module on

chapter 3.

Four is interest, which includes the part of a notional principal contract payment that is

characterized as interest.  These are complex financial products that generally include a swap of

sorts.  As part of the swap arrangement, generally, there is an interest component.  That interest

component would be an amount subject to chapter 3 withholding.

Five and six are rents and royalties.  We already know what they are!

Seventh is compensation for independent personal services performed in the United States.

You may remember that talked about this in our walk through of Form 8233.  Also, during that

walk through, we talked about compensation for dependent personal services performed in the

United States as well, but only if that non-U.S. individual or human  is claiming treaty benefits.

Which reminds me, as a side note, as we are talking through this Form 1042-S, you will start to

see familiar terms and concepts from our Form W-8 series and Form 8233.  Many of the boxes

on this Form 1042-S will require information that the withholding agent collects via a Form W-8

or 8233.  You will start to see the overlaps soon!

Our eighth and ninth types of income are annuities and pension distributions, including other

deferred income.

Tenth is gambling winnings, but not all gambling winnings.  On Form 1042-S, withholding agents

would not report proceeds from a wager placed in blackjack, baccarat, craps, roulette, or big-6

wheel, because they are not amounts subject to reporting.



Eleventh, we have cancellation of indebtedness.  Withholding agents must report income from

the cancellation of indebtedness unless it is unrelated to the debtor and does not have

knowledge of the facts that give rise to the payment.

Next, is ECI, something we have discussed a number of times by this point.  This includes

amounts that are or are presumed to be effectively connected with the conduct of a trade or

business in the United States, even if no withholding certificate is required.   Here, bank deposit

interest is subject to Form 1042-S reporting if it is ECI or otherwise reportable on Form 1042-S.

ECI of a publicly traded partnership distributed to a non-U.S. partner must be reported on Form

1042-S.

Thirteenth is income from notional principle contracts that a withholding agent knows or must

presume is effectively connected with the conduct of a U.S. trade or business.  This income uses

income code 32 and is subject to Form 1042-S reporting.  The amount to be reported is the

amount of cash paid on the contract during the calendar year.  Any amount of interest that the

withholding agent determines under the regulations is reportable as interest and not as

notional principal contract income.  The rules dealing with interest in the case of a significant

nonperiodic payment here are found in Treasury Regulations section 1.446-3(g)(4).

Insurance premiums are fourteenth.  These are U.S. source insurance premiums that are

withholdable payments under chapter 4, regardless of whether or not the premium payments

are subject to the excise rules under section 4731, which imposes a a 4 percent rate for casualty

insurance and indemnity bonds, and a 1 percent rate on life insurance, sickness, accident

policies, annuity policies, and reinsurance.  So, if the withholding agent actually withholds this

amount or should have withheld this amount, then it must report the amount on Form 1042-S.

Insurance premiums from U.S. sources are amounts subject to chapter 3 withholding that must

be reported on Form 1042-S.  This does not include the amounts subject to the section 4731

excise tax.  We will talk more about this in our deep dive modules on chapter 3 and chapter 4.

Fifteenth is REMIC excess inclusions.  These are fairly complicated types of income, but as a

quick overview.  Excess inclusions from REMICs and withheld tax must be reported on Form



1042-S.  A U.S. partnership must state a partner’s allocable share of REMIC taxable income or

net loss and the excess inclusion amount on Schedule K-1 or Form 1065.

Sixteenth includes amounts paid to non-U.S. individuals who are students, trainees, teachers, or

researchers as scholarship or fellowship income, and compensation for personal services,

regardless of whether the income is exempt under an income tax treaty.  Withholding agents

must report these amounts.  There is an exception for amounts that are exempt from tax under

section 117 for qualified scholarships, as these amounts are not subject to reporting.

Next, withholding agents must report amounts paid to non-U.S. governments, central banks of

issue, and international organizations.  These amounts are still subject to reporting even if they

are exempt from chapter 3 withholding under section 892 or 895, which provide the rules for

payments to these exempt organizations.

The seventeenth type of income reportable on Form 1042-S includes non-U.S. targeted

registered obligations.  The interest paid by U.S. persons to non-U.S. persons on these types of

obligations is subject to Form 1042-S reporting.  If the U.S. person is a financial institution or a

member of a clearing organization, though, the interest is not reported on Form 1042-S.

Original issue discount or OID is the eighteenth type of income subject to Form 1042-S

reporting.  We will talk more about this type of income in our modules on section 6049 and

chapter 3.  The amount subject to reporting is the amount of OID actually includible in the gross

income of the non-U.S. beneficial owner who receives the OID.  This is so long as the amount is

known.  If it is not known, then the withholding agent would report the entire amount of OID as

if the recipient held the instrument from the date of original issuance.

The nineteenth type of income reported on Form 1042-S includes certain distributions

attributable to dispositions of U.S. real property interest.  Generally, when a publicly traded

trust makes a distribution to a non-U.S. person attributable to the disposition of a U.S. real

property interest, it must withhold tax under section 1445, which provides the rules for these

transactions.  The withholding liability shifts, though, to the person who pays the distribution to



a non-U.S. persons or to the account of the non-U.S. person, if the special notice requirement

under those rules are satisfied.  We find those rules in Treasury Regulations section 1.1445-8(f)

and 1.1445-8(b)(1).

Next, and number twenty on our list of income reportable on Form 1042-S, we have other U.S.

source dividend equivalent payments.  You remember, these are covered in section 871(m).

We are up to our twenty first  type of income reportable on Form 1042-S, guarantee of

indebtedness, which includes amounts paid, directly or indirectly, for the provision of a

guarantee of indebtedness issued after September 27, 2010.

And last, we have specified federal procurement payments subject to 2 percent withholding

under section 5000C.  We talked about these during the Form 1042 walkthrough, and they are

subject to Form 1042-S reporting as well.

Persons who pay specified federal procurement payments to a non-U.S. person must complete a

Form 1042-S for payments upon which it withholds. The Form 1042-S is in the name of the

non-U.S. person.  Withholding agents use income code 44 to report these payments subject to

withholding under section 5000C.


