
Lesson 7: Amounts Subject to Chapters 3 and 4 Withholding – Withholding Agent Liability and

Timing

Hello and welcome back to our lesson on withholding agent liability and the actual act of

applying chapters 3 and 4 withholding.  We have been working through what is chapter 3

withholding, who is subject to chapter 3 withholding, what amounts are subject to chapter 3

withholding, and where we have exemptions or reduced rates of withholding.   In our last

lesson, we learned the smaller subset of where chapter 4 withholding applies – to U.S. source

interest and dividends.  Now, we will move on to learn the overlap of the rules.   Let’s begin

now.

A withholding agent is personally liable for any tax required to be withheld under chapter 3 and

4.  This liability is different from the tax liability of the non-U.S. person it is paying.  What does

this mean?  If the withholding agent does not apply chapter 3 or 4 withholding where it should

and the non-U.S. payee does not satisfy or pay its U.S. tax liability, then the withholding agent

and the non-U.S. person are both liable for the tax, interest, and any applicable penalties.  The

good news is that this tax is collected only one time, so if either the withholding agent or

non-U.S. person satisfies the liability, then the other will not be liable; however, the other may

be liable for any interest and penalties for failure to withhold.

Now, when is withholding required to occur?  Withholding is required at the time the

withholding agent makes a payment of an amount subject to chapter 3 withholding.  This

happens when the person that receives the income is able to realize or access the income,

whether or not there is an actual transfer of cash or property.  The payment is considered made

to the person if it is paid for that person’s benefit.  This means, for example, a payment to a

creditor of a person in satisfaction that person’s debt to the creditor is considered made to the

person.  A payment is also considered made to the person if it is made to an agent of that

person.



This seems to be a good place to pause.  We learned quite a bit about chapter 3 withholding in

this lesson.  In our next lesson, we will learn about what a withholding agent should do if it

withheld too much or too little under chapter 3.


