
Lesson 4: Amounts Subject to Chapter 3 Withholding – U.S. Source FDAP Income

Hello and welcome back to this lesson on the amounts subject to chapter 3 withholding.  We

talked a bit about withholding agents and the persons subject to chapter 3 withholding in our

last lesson and here we will talk about the amounts subject to chapter 3 withholding.  Let’s

start.

So, what is FDAP income again?  FDAP income is all income except gains from the sale of

property – remember this is a difference from backup withholding under section 3406 which

does apply to gains, and second, items of income excluded from gross income without regard to

U.S. or non-U.S. status of the owner of the income.  This would be something like tax-exempt

municipal interest or qualified scholarship income.  FDAP income includes but is not limited to

the following types of income - and you will see an overlap with the backup withholding and

Form 1099 rules:

- Interest and original issue discount

- Dividends and dividend equivalent payments

- Compensation for personal services paid to an individual or a sole proprietorship.

- Pensions and annuities

- Rents

- Publication rights, royalties, and sales commissions,

- Taxable scholarships, and fellowship grants

- Prizes, awards, and sales commissions

- Prizes awarded to non-U.S. artists for pictures exhibited in the United States.

- Purses paid to non-U.S. boxers for prize fights in the United States.

- Prizes awarded to non-U.S. professional golfers in golfing tournaments in the United

States, and other professional sports.



So, what is the chapter 3 withholding rate?  With respect to the amounts we just mentioned

and so long as a lower rate does not apply, withholding agents must apply 30 percent chapter 3

withholding to gross amounts subject to chapter 3 withholding.  Remember, we keep saying

that chapter 3 withholding applies to U.S. source FDAP income?  Well, if the withholding agent

is unable to determine source at the time of payment, then it must withhold.

On this note, we will pause before we talk about reduced rates of chapter 3 withholding or

exemptions from chapter 3 withholding.  See you then!


