
Lesson 9: Chapter 3 Reporting – Form 1042-S

Hello and welcome back to our lesson on Form 1042-S reporting.  In our last lesson, we began

our discussion and deeper dive into chapter 3 reporting.  In this lesson, we will talk through

Form 1042-S reporting and tie in some important processes and rules.  We will postpone our

formal walkthrough of the form until our lesson that will cover exactly that – a detailed

walkthrough, line by line, of Form 1042-S.  Let’s begin our lesson now.

As we learned over the Foundation Course and this course so far, every U.S. and non-U.S.

withholding agent must file a Form 1042-S for amounts subject to chapter 3 withholding and

chapter 4 reportable amounts unless an exception applies.  The withholding agent must prepare

a separate Form 1042-S for each recipient of income to whom it makes payments during the

preceding calendar year.  This is, again, regardless of whether the withholding agent was

required to withhold tax.  Reporting on Form 1042-S is still required.  This would be where the

withholding agent did not withhold tax because the income payment was exempt under the

Internal Revenue Code or under a U.S. income tax treaty.

Let’s talk about some of the nuances and rules now.  First, we have joint owners.  If a

withholding agent makes a payment to joint owners, then – as we know – generally both

owners must provide documentation to the withholding agent establishing status as a U.S. or

non-U.S. person – among other things.  Now, if all of the owners do this, and the documentation

permits them to receive a reduced rate of withholding – let’s say, pursuant to an income tax

treaty, then the withholding agent is able to apply a reduced rate of withholding.  The

withholding agent must also report this amount on Form 1042-S to the person upon whose

status the withholding agent relied in order to apply that rate.  If any of the owners requests its

own Form 1042-S, then the withholding agent must furnish Form 1042-S to that person who

made the request.  If the withholding agent issues more than one Form 1042-S for a single

payment, then it must report the total amount paid and the tax withheld on all Forms 1042-S.

The trick here is that the amount reported on those forms cannot exceed the total amount paid



to the joint owners  - meaning, if the withholding agent makes a $100 U.S. source dividend

payment to joint owners John and Jane with $30 withholding applied, then it would not report

$100 to each with $30 withholding, because the total then would be $200 in payment and $60

withholding.   In this case, the amount reported to each of the joint owners will be $50 income

and the related $15 withholding.  Last note here is that there can be only one recipient per

Form 1042-S, so the joint owners cannot be listed together on the Form 1042-S.  If a separate

form is requested for each, then the name of each owner must appear separately on its own

Form 1042-S.

Next, let’s talk about electronic reporting.  Generally, withholding agents that are required to

file 250 or more Forms 1042-S for the calendar year 2020 and ALL financial institutions, whether

they are U.S. or non-U.S.  – no threshold for them – must file Forms 1042-S electronically.  All

others are encouraged to file electronically as well – even though there is no requirement yet.

In the coming years; however, the rules are subject to change and to allow even fewer

withholding agents to be allowed to report on paper.  The move here really is toward electronic

reporting where possible.  This is due to the Taxpayers First Act of 2019.  This Act authorized the

IRS and Treasury to issue regulations to reduce the 250-return limit to 100 and then to 10.

These rules are still being implemented and we look forward to the IRS publications regarding

changes in the coming years.

Now, if the withholding agent has few Forms 1042-S and is allowed to file on paper, then it must

also file Form 1042-T as a transmittal.

Withholding agents must furnish a statement to each recipient for whom it is filing a Form

1042-S by the March 15 due date it is required to file with the IRS.  They may use copies of the

official Form 1042-S or a substitute, so long as it confirms with the requirements in Publication

1179.  Withholding agents must issue a separate substitute Form 1042-S for each type of

income or payment and must be sure that any substitute copies B, C, and D, which are provided

to the recipient, are compliant in terms of format and size of the official IRS Form 1042-S.  It also



must include the exact same information as the copy filed with the IRS or submitted

electronically with the IRS.

And this seems to be another good stopping point, before we dig into the chapter 4 reporting

requirements.  See you then!


