
Lesson 6: Chapter 4 Withholdable Payments

Hello, and welcome back.   We are going to take a few minutes and cover our quick lesson on

chapter 4 withholdable payments.  We have been talking about amounts subject to chapter 3

withholding and before we get into the rules for withholding agent liability and the actual act of

withholding, it makes sense to pause and understand what chapter 4 withholding is.

So, chapter 4 withholding applies mainly to payments of U.S. source interest and dividends.

Similar to chapter 3 withholding, it applies to non-U.S. persons who have not certified their

chapter 4 status to a withholding agent on a Form W-8, but as you can see it is a small

population in terms of persons impacted and a smaller population of types of payments.

Chapter 4 withholding does not have a reduced rate similar to chapter 3 – so there are no

exemptions for say portfolio interest or bank deposit interest.  There are no treaty rates or any

lower rates than 30 percent withholding with respect to U.S. source interest and dividends.

Remember, chapter 4 withholding happens when a payee cannot or will not certify a chapter 4

compliant status.   Now, we learned in our last module that there are excluded nonfinancial

payments, like those for personal services or even royalties, but those are totally excluded from

chapter 4 withholding.  With respect to only U.S. source interest and dividends, we have only

the 30 percent withholding rate for those non-U.S. persons who have not certified their chapter

4 status.

One point we wanted to make here, since the chapter 4 withholdable payments lesson is quite

short, is that many, if not most of the rules overlap with the chapter 3 rules.  Chapter 3 rules for

withholding agents are the same as chapter 4.  Chapter 3 rules for making payments are the

same as chapter 4.  Finally, before we move on to our next lesson, the same rules for

withholding agent liability and timing are the same as chapter 3.

With that said, let’s move on to learn about the rules for chapters 3 and 4 withholding agent

liability and the timing of payments.  See you then!


