
Lesson 4 – Form 1042 walkthrough Part 3

Ah, so what else do we have to share about Lines 1 through 60.  First, corporate distributions.

Withholding agents would not include any tax liability caused by adjustments of under withheld

tax on corporate distributions made in the calendar year 2020 if the following apply.

- One is where the distributing corporation made a reasonable estimate of accumulated

and current earnings and profits under the regulations.  We look to Treasury Regulations

section 1.1441-3(c)(2)(ii)(A) or 1.1474-6(c)(2)(ii) for those rules.  This is the general rule

for reasonable estimate of accumulated and current earnings and profits on the date of

payment.  A reasonable estimate for these purposes is a determination made by the

distributing corporation at a time reasonably close to the date of payment.  This is to the

extent that the distribution will constitute a dividend.  The determination is based on

the anticipated amount of accumulated earnings and profits and current earnings and

profits for the taxable year in which the distribution is made, the distributions made

prior to the distribution for which the estimate is made, and all other relevant facts and

circumstances.

- Two is that the distributing corporation or intermediary immediately paid over the

underwithheld tax by March 15, 2021 the due date for the 2020 return.

Instead, the withholding agent would include these payments of underwithheld tax on Line 64a,

or the line for adjustments to total net tax liability.

Our next note is regarding excise tax on specified federal procurement payments.  Under

Section 5000C, we see a 2 percent tax imposed on any non-U.S. person that receives a special

federal procurement payment.   A withholding agent would include any withholding obligation

under this section on Lines 1 through 60.  This is with respect to specified federal procurement

payments.  The withholding agent would report the amount on the line that corresponds with

the date the deposit was due.  Now, what are specified federal procurement payments?  We are

not going into great detail on this, but a quick explanation is that these are payments made

pursuant to a contract with the U.S. government that were entered into after January 1, 2011,



for the provision of goods.  This is so long as the goods are manufactured or produced in any

country which is not a party to an international procurement agreement with the United States,

or the provision of services for the same set of countries.

So, remember those QIs with no primary chapter 3 and chapter 4 withholding responsibility?

We talked a lot about those in our lessons on QIs and in our Form W-8IMY walk through.  These

QIs completing Form 1042 as a withholding agent would enter the total amount of the tax

liability of U.S. withholding agents under both chapters 3 and 4 on Line 59.  This is the

December 31st line again.  The QI would report all other amounts on the line that corresponds

with the date that the liability was incurred.

We also talked a bit about escrows.  A withholding agent that withheld tax during the calendar

year and was not required to deposit with the IRS pursuant to the escrow procedures would not

report the amount as a liability on Lines 1 through 60 or Lines 64a through 64d.  It should not

report these amounts as withheld on Lines 63a through 63d.  Withholding agents must report

amounts held in escrow.  If the escrow amounts are not reported as a liability or amounts

withheld, how are they reported?  They report these amounts on the future calendar year

return for the year in which the withholding agent is required to deposit the amount of tax with

the IRS.  As a quick example, assume a withholding agent has a dividend payment that it must

make to a non-U.S. person in 2023.  It is unsure whether the source of the amount is U.S. or

non-U.S.  The withholding agent may choose to hold the maximum amount of withholding, or

30 percent, in escrow, until it is able to determine the source and whether the amount is

subject to chapter 3 or chapter 4 withholding.  Let’s say that the withholding agent has more

information and is able to make that determination on February 2, 2024.  At that time, the

withholding agent would report the amount held in escrow on a 2024 Form 1042 and deposit

the correct liability amount with the IRS.  This will become clearer in our next lesson on the

Form 1042-S.  So, what happens is that in the year that the amount is actually paid in 2023, the

withholding agent reports the payment to the best of its ability for that calendar year.  On the

2023 Form 1042-S, the withholding agent includes information that it paid the amount to the

recipient and that it withheld, but placed that withholding amount in an escrow account, which



it did not deposit with the IRS.  There is a checkbox on the Form 1042-S to indicate as such in

box 7b.  So, the amount is reported on Form 1042-S in the year that it is paid, but it is not taken

into account for purposes of reconciliation on Form 1042, which we will get to in a moment on

Lines 63a through 63d.  The withholding amount, when actually deposited in 2024, will be

reported on a 2024 Form 1042.  By that time, the IRS will have all of the information it needs

related to the dividend payment, it will have the 2023 Form 1042-S, where the withholding

agent reported the amount to the recipient, the checkbox indicating that the withholding is

being held in escrow, and then the 2024 Form 1042 with the correctly determined withholding

amount.


