
Lesson 8: Chapter 3 Reporting and Form 1042

Hello, and welcome back to our lesson where we will begin our deeper dive into chapter 3

reporting.  We will learn what it is, who does it, who receives it, and which forms we use.  Let’s

begin right away.

So, you have learned a number of times now that every withholding agent, whether it is U.S. or

non-U.S. must file Forms 1042 and 1042-S to report amounts subject to chapter 3 withholding

and the related amounts withheld, if any,  that it pays to non-U.S. person.  This is true even

where no chapter 3 withholding was required.  Separately – and something we will talk about

later – is that the withholding agent uses these forms to report payments to which chapter 4

withholding applies including the amounts withheld.

Let’s first take a look at Form 1042 titled Annual Withholding Tax Return for U.S. Source Income

of Foreign Persons.  Now, all U.S. and non-U.S. withholding agents that are required to file Form

1042-S must also file an annual return on Form 1042.  The Form 1042-S is an information return

and will be filed with the IRS and issued to the income recipient.  The Form 1042 is a tax return

and filed only with the IRS.  Withholding agents are required to file these forms even if they

were not required to withhold any income tax under chapter 3 on the payment or if the

payment is a chapter 4 withholdable amount.  This means that if the withholding agent paid an

amount subject to chapter 3 withholding, let’s say a payment of U.S. source dividends made to

a non-U.S. government that is exempt from chapter 3 withholding, since the non-U.S.

government is exempt from chapter 3 withholding, the withholding agent would not withhold,

but, it would report on Form 1042-S.  As such, the withholding agent would also have to report

on Form 1042.

We are not going to walk through this form line by line here, but will have a whole lesson

dedicated to this form soon.  For now, we want to highlight some of the important information

and processes related to Form 1042.



Forms 1042 are filed with the IRS Service Center in Ogden, Utah.  They are due to be filed on

March 15 in the year following the calendar year in which the payments subject to chapter 3

withholding or the chapter 4 withholdable payment was made.  Similar to our other form

deadlines, if March 15 falls on a Saturday, Sunday, or legal holiday, then the due date will be the

next business day.

Withholding agents can get an automatic 6-month extension to file Form 1042 by filing Form

7004 on or before the due date for Form 1042.  Although this form will extend the time for filing

Form 1042, it does not extend the time for payment of tax.  It also does not extend the due date

for the withholding agent to issue Forms 1042-S to its recipients.

If the withholding agent does not file a correct and complete Form 1042 with the IRS on time,

then it may be subject to a penalty.  The penalty for not filing a timely Form 1042 – this includes

any extensions – is usually 5 percent of the unpaid tax for each month or part of a month that

the return is late.  The penalty amount will not exceed 25 percent of the unpaid tax.  You may

have notice that the penalty is based on the unpaid tax.  So from a practical standpoint, ff all

deposits are correct and made timely, the penalty is zero.

And this seems like a good place to pause until we begin our discussion of Form 1042-S

reporting.  Join us in our next lesson where we will take our deep dive into that form.  See you

then!


