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Process QOverview

Adjustments for Overwithholding on Form 1042

This Unit discusses adjustments for overwithholding of tax done on payments of U.S. source income to foreign persons on Forms
1042 tax returns and Forms 1042-S information returns. For discussions on correct withholding, see the “Related Practice Units” slide
at the end of this Unit.

Overwithholding can result from an error or may have been correct based on the documentation available at the time the tax was
withheld.

Withholding Agents (WAs) may make limited adjustments or claim a credit for certain overpayments of tax on income withheld from
nonresident aliens and foreign corporations.

WAS can always correct the reporting of the withholding they applied. They usually must make reporting corrections of which they are
aware.
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Detailed Explanation of the Process

Adjustments for Overwithholding on Form 1042

Analysis

How corrections to overwithholding are made depends on whether the overwithholding is discovered: (1) before last deposits for the
year, (2) before Form 1042-S due date (with additional limitations), or (3) after that.

1. A WA that discovers overwithholding before the WA's final deposits are made for the year can make balancing payments to the
payees and to the IRS. In this case the WA never needs to report the errors or corrections to the IRS.

2. A WA that has overwithheld and already completed its deposits for the calendar year but whose Forms 1042-S have neither been
sent out nor are overdue, may adjust the overwithheld amount using one of the following methods:

a. Reimbursement Procedure (Treas. Reg. 1.1461-2(a)(2)) or,
b. Set-off Procedure (Treas. Reg. 1.1461-2(a)(3)).

3. A WA that discovers overwithholding after the earlier of (a) the due date of Forms 1042-S, including extensions that have been
granted, or (b) the date WA has provided a Form 1042-S to either Beneficial Owner (BO) or the IRS, must report the
overwithholding on Form 1042-S and the recipient must claim a refund for the overwithholding. Proposed burden reduction
regulations 132881-17 anticipate that the expanded time allowed for reimbursement and set-off corresponding to any granted
extensions of time to file Forms 1042-S will be effective for 2019 calendar year.

Back to Table of Contents
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Step 1: Overwithholding Fixed Before the Last Deposit

Adjustments for Overwithholding on Form 1042

Step 1

Overwithholding discovered and corrected before the last deposits for the year are due.

Considerations

Resources

Overwithholding could occur for many reasons. Most commonly, it seems to occur because a
payee has not supplied complete documentation that allows a WA to withhold less than 30%.
If the reason for overwithholding is rectified and the WA would like to correct the
overwithholding before the last deposit for the year has been made, the WA may do so by
repaying the payee that was overwithheld upon and reducing deposits associated with
payments to be made later in the same calendar year. The WA reports on Forms 1042-S to all
of the payees without noting the overwithholding that has already been corrected.

Dates that final deposits are due:

Liability Amount Last Deposit Due

$2,000 or more 3 business days after 12/31/x1
$200 or more but less than $2,000 3/15/x2
Less than $200 Later of 3/15/x2 and Form 1042 filing date

On lines 1-60 of Form 1042, the WA's liability is the higher one until the reason for
overwithholding is corrected.

See Example #1

» Pub. 515 - Withholding of Tax on
Nonresident Aliens and Foreign
Entities

= Form 1042 Instructions
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Step 2: Overwithholding Fixed Using Reimbursement

Adjustments for Overwithholding on Form 1042

Step 2

For overwithholding discovered soon enough, but after deposits were complete, the WA repays the payee by not making deposits that
are due for year 2. WA must show the overwithholding and correction on Forms 1042-S and Form 1042.

Considerations

Resources

= When overwithholding to BO1 in 2018 is to be corrected between 1/1/2019 and the due

date of Forms 1042-S (including extensions), a WA may use the reimbursement
procedures.

CAUTION: In addition to the Form 1042-S due date (including any extensions) cutoff,
these procedures can only be used before the first Form 1042-S is sent to either BO1
or the IRS.

= WA repays BO1 by NOT depositing funds it would have had to deposit for other payees
(BO2 and BO3) in 2019. BO2 and BO3 are withheld upon correctly but WA does not
deposit some of the funds.

= WA shows on BO1’s 1042-S for 2018 the high dollar withholding in box 7a and a repayment
in box 9 (per the new box numbering on Form 1042-S for 2018) such that the total
withholding credit (TWC) available to the BO in box 10 is correct, based on the gross
income and the corrected tax rate of box 3b.

CAUTION: The examples in this Unit pertain to Forms 1042-S up to 2017. The 2018

0 form switched the position of boxes 9 and 11 to result in a more logical intermediate
step calculation of BO’s “Total withholding credit” on Box 10. In this practice unit we
refer to Form 1042-S box numbering using 2018 numbering.

» Treas. Reg. 1.1461-2(a)(2)
= Form 1042 Instructions
= Form 1042-S Instructions
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Step 2: Overwithholding Fixed Using Reimbursement (cont’d)

Adjustments for Overwithholding on Form 1042
Step 2

Considerations Resources

= WA has deposited more during 2018 than it now knows that it should have. Therefore WA
shows the high deposits on Form 1042, and gets a credit usable on the 2019 Form 1042,
because the 2018 deposits exceed the corrected lower liability for 2018.

= |If this was the only correction, all of the Forms 1042-S for 2019 (Year 2) appear entirely
normal.

» Form 1042 for 2019 shows fewer deposits in 2019 relative to the liabilities shown on all of
the 2019 Forms 1042-S, and this exactly uses up the credit that was shown on the 2018
Form 1042. See Example #2
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Step 2: Overwithholding Fixed Using Reimbursement (cont’d)

Adjustments for Overwithholding on Form 1042

Step 2
Considerations Resources
Stated another way: » Treas. Reg. 1.6414-1

For 2018 (Year 1):

A WA may only reduce a deposit of tax otherwise due for a 2019 payment for the
overwithholding in 2018 if WA:

1. Onthe 2018 Form 1042-S (timely filed, now including extensions):
a) Puts the dollar amount of federal tax withheld during 2018 (box 7a),
b) Puts the amount repaid to recipient (in early 2019) (box 9),
c) Puts the total withholding credit is box 7a plus box 8 less box 9 and
d) Puts the corrected lower tax rate in box 3b.
2. On the 2018 Form 1042 (timely filed, now including extensions):
a) Puts the amount WA repaid to BO1 on line 63c(1) and 70a,
b) Checks the credit box on line 71,
c) Includes the total 2018 overwithheld dollar amounts on lines 63a and 65a,
d) Includes the net (after repaying BO1) liability amount on lines 63e, 64b and 64e,

e) Adjusts liability of line 59 (or a prior quarter monthly period, if necessary to avoid
negative liability) by the repaid amount.

Back to Table of Contents 8




Step 2: Overwithholding Fixed Using Reimbursement (cont’d)

Adjustments for Overwithholding on Form 1042

Step 2

Considerations Resources

For 2019 (Year 2):

A WA that reduces a deposit of tax otherwise due for a 2019 payment for overwithholding
done in 2018 should report on its 2019:

1. Forms 1042-S:

a) All have full dollar withholding (box 7a) and the full tax rate (box 3b). Repaid amounts
of box 9 is blank. That is, no unusual entries are required.

2. Form 1042:
a) Reports the full 2019 tax liability on lines 1 through 60 and lines 64b and 64e.
b) Reduces the amount deposited on line 65a by the 2018 overwithholding.
c) Includes the overwithholding credit (from 2018 lines 70a and 71) on line 66.

CAUTION: This Practice Unit uses chapter 3 withholding on FDAP income for its
examples and explanations. The same procedures and limitations apply to any
overwithholding under chapter 4 FATCA regulations.

Back to Table of Contents 9




Step 2: Overwithholding Fixed Using Reimbursement (cont’d)

Adjustments for Overwithholding on Form 1042

Step 2

Considerations

Resources

Back to 2018 (Year 1) Form 1042 lines 1-60:

= WA'’s liability for withholding was high before the end of 2018 (year 1), either because BO1's
documentation was incomplete, or WA thought it was incomplete. Either way between
1/1/2019 and 3/15/2019, the 2018 liability was discovered to drop.

= To have the 2018 Form 1042 result in the expected credit, that will get used to make up for
the reduced deposits of 2019, the recently realized lower liability must be shown for 2018.

= WA shows the higher liability on Form 1042 lines 1 to 58, from the week of overwithholding
in 2018 until almost the end of 2018.

» WA reduces the liability at year end 2018 first on line 59, but not below zero. If line 59 is too
small to accommodate the discovered overwithholding, WA reduces line 58, then line 57,
and so on.

» The WA “shall keep as part of its records a receipt showing the date and amount of any
repayment under reimbursement procedures, and provide a copy of such receipt to the BO.
For this purpose, a canceled check or an entry in a monthly statement is sufficient provided
that the check or statement contains a specific notation that it is a “refund of tax
overwithheld.”

» Treas. Reg. 1.1461-2(a)(2)
* Form 1042 Instructions

» Form 1042-S Instructions
» Treas. Reg. 1.1464-1(b)

Back to Table of Contents
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Step 2: Overwithholding Fixed Using Reimbursement (cont’d)

Adjustments for Overwithholding on Form 1042

Step 2

Considerations

Resources

case of set-off), the amount repaid to the BO per 20x1 Form 1042-S Box 11 is no
longer considered to be tax that was actually withheld from the BO, and the BO would
not be allowed a refund of that overwithheld amount.

Stated another way, a BO’s “Total withholding credit” is reduced by the “amount repaid”
Additionally, the IRS would not allow a refund to the WA if the WA has issued a Form 1042-S
to either the IRS or the BO that indicates the WA withheld from the BO.

o CAUTION: After a WArepays a BO (or reduces 20x2 withholding on the BO in the

= Treas
= Treas
= Treas
= Treas

. Reg. 1.1464-1(b)
. Reg. 1.1464-1(a)
. Reg. 1.6414-1(c)
. Reg. 1.1461-2(a)(2)(A)
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Step 3: Overwithholding Fixed Using Set-off

Adjustments for Overwithholding on Form 1042

Step 3

The set-off procedures correct overwithholding in year 1 by reducing the otherwise required withholding on the same payee in year 2.

Considerations

Resources

» The set-off procedure achieves the same purpose and follows nearly identical rules as the
reimbursement procedure.

» The set-off procedure is reflected in reporting on Forms 1042-S and 1042 for both Year 1
and Year 2 in the same way as the reimbursement procedure. This began in 2016.

» The only difference between the two procedures is that the Year 2 payee, BO4, whose
withholding is not deposited must be the same payee, BO4 who was overwithheld upon in
the prior year. So set-off is only possible for a WA to use if WA would have had to withhold
from a payment to BO4 in Year 2.

= Areceipt from WA to BO4, and a notation of the set-off on WA's Form 1042-S and any
statement to BO4 as well as recording in WA's books, is required, as it is under the

reimbursement procedures, to notify BO4 as to the overwithholding that occurred in Year 1.

BO4 also sees the repayment of the overwithholding on box 9 of the 2018 Form 1042-S.
Use of box 9 began in 2016.

» The liability reduction in the last period of Year 1 as recorded in line 59 (typically) of Form
1042 is the same as in the reimbursement procedure.

= See Example #3

» Treas. Reg. 1.1461-2(a)(3)
= Form 1042 Instructions
= Form 1042-S Instructions

Back to Table of Contents
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Examples of the Process

Adjustments for Overwithholding on Form 1042

Description

Example #1: Overwithholding fixed before last deposit.
Example #2: Overwithholding fixed using reimbursement procedures.
Example #3: Overwithholding fixed using set-off procedures.

The taxpayer and business names and other identifying information shown in this material are hypothetical. They were chosen from
Document 13324 - Category Lists of Names for Fictionalizing Taxpayer Names and Addresses.

Back to Table of Contents 13




Examples of the Process (cont’'d)

Adjustments for Overwithholding on Form 1042

Description

#1a Overwithholding Fixed Before Last Deposit

Facts:

= “A” opened an account at Otter Fund in early 2016.

» Otter Fund paid a $10,000 dividend to “A” on 11/1/2016.

= “A” furnished a valid Form W-8BEN-E on 11/8/16.

= Otter Fund paid a $50,000 dividend payment on 11/16/16.

$10,000 Dividend

j t $3,000 WH 11/1/2016 30%

ﬁ
USWA '
$50,000 Dividend
Otter Fund $6,000 WH, 11/16/2016, 12% “p"
Recipient
1042-S Totals: $60,000 Dividend Beneficial Owner, or
$9,000 WH, 12/31/2016, 15% Payee

Back to Table of Contents 14




Examples of the Process (cont’'d)

Adjustments for Overwithholding on Form 1042

Description

#1b Overwithholding Fixed Before Last Deposit

Resolution

Otter Fund received a W-8BEN-E from “A” on 11/8/2016, that claimed a 15% treaty rate on dividends. Otter may use a netting
adjustment for the earlier overwithholding of $1,500 because:

= An additional payment of the same income type was made to the same foreign person.

= Alower withholding rate was determined to be usable by Otter.

» The availability of the lower rate was discovered before last deposit was due for the year.

» Remaining deposits were sufficient to absorb the earlier overwithholding.

The liability listed on 2016 Form 1042 line 51 should be $3,000, not $1,500, as is shown on example #1c. The liability on line 52
should be $6,000 ($7,500 -$1,500). Line 55, the total liability is $9,000. Because line 51 was greater than $2,000, Otter had to deposit
30% within 3 business days of the first payment, until “A” was documented to be entitled to a lower withholding rate.

The Form 1042-S to “A” shows no overwithholding. It only shows the correct totals for the year.

Though the deposit dates for one account are usually not visible on Form 1042 due to many other accounts receiving
payments, an inquiring auditor comparing the first payment date of a new account to the date on its Form W-8BEN might check
for the correct initial liability.

o CAUTION: Setup and coding of new accounts, or “on-boarding” is often the most problematic time for account documentation.

After a grace period, “A” must add an affidavit to his late W-8BEN-E that states that the facts on it were correct back to the date that
the first payment was made.

Back to Table of Contents
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Examples of the Process (cont’'d)

Adjustments for Overwithholding on Form 1042

Description

#1c Overwithholding Fixed Before Last Deposit

Record of Federal Tax

Liability (Do not show federal tax deposits here)

Tax Bability for period

Tax Eability for period

{inchuding any taxes assumad
on Formmes) 100:0)

ILlnl-

Pericd

Mo ending
Eil T
42) Sept. 15
43| 22
44 30
45| Sept. total
|46 | T
471 Oct. |1°
48| 22
49 H
50| Oct. total
|51 T
52 15
E Mo, 29
54 30
55| Mov. total
|56 | T
5T 15
58 Dec. o0
59 31
60| Dec. total

b Electronically

Liree: Period (inchuding any taxes assumed |Line Pericd
Ho. ending on Formmes] 100:0) Ho. ending
_ 1 [l 21| [l
—2| Jgan. |15 22) May 15
_ 3 22 |23 22
4 31 24 31
5| Jan. total 25| May total
_ 6| 7 15 7
7l Feb. |15 E June |1°
_ 8] 22 28] 22
9 29 29 20
10| Feb. total 30| June total
A1) T |31 T
12 15 32 15
E Mar. 29 E July 29
14 31 34 31
15) Mar. total 35| July total
6] Fil |36 | Fil
17 15 37 15
18] AP |55 38 Aug. |,
19 30 39 31
20| Apr. total 40| Aug. total
&1 MNo. of Forms 1042-S filed: a On paper
G2 Total gross amounts reported on all Forms 1042-5 and 1000:

Total U.5. source FDAP income (other than LS. source substitute payments) reported
Total U.5. source substitute payments reported:
(1) Total LS. source substitute dividend payments reported -
(2) Total U.5. source substitute payments reported other than Sul:-stltute dh-llden{l pawnentﬁ
Total gross amounts reported (Add lines &2a-b) . L

Enter gross amounts actually paid it differant from gross -EI.IT}UI.JI'ITS I"-E'D(}I"[Eﬂ

Tax liability for period

(including any taxes assumed
on Formis) 1000)

\ 3,000

6,000

\ grmu;
1

62a 60,000
'

E_DEL |

62c 60,000
62d

<0%
12%

15%
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Examples of the Process (cont’'d)

Adjustments for Overwithholding on Form 1042

Description

#2a Overwithholding Fixed Using Reimbursement Procedures

Facts
In February 2016, NRA, an Indian nonresident alien opened an account at Buffalo Brokerage, “Buffalo”. On October 10, 2016, Buffalo
paid a one-time $100 dividend to NRA, and withholds $30. NRA receives $70.

Buffalo also pays $10,000 on the first day of each month to FC 1 through all of 2016 and 2017. Buffalo deposits $3,000 per month to
the IRS on behalf of FC 1.

FC1
$100 Dividend
$30 Wlthhe}d $10,000 per month
USWA Similar to
Treas. Reg. 1.1461-2(a)(4)
Buffalo Example 1

Back to Table of Contents 17




Examples of the Process (cont’'d)

Adjustments for Overwithholding on Form 1042

Description

#2b Overwithholding Fixed Using Reimbursement Procedures

Resolution

On February 10, 2017 (before Forms 1042-S or 1042 were filed), NRA finally furnished a valid Form W-8BEN to claim the reduced tax
rate of 25% under the U.S.-India Income Tax Treaty.

Amount Withheld and Deposited $30
Withholding Tax Liability 25
Repayment to NRA on 2/10/17

%5 repayment from Buffalo to NRA must be recorded in Buffalo’s books

Back to Table of Contents
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Examples of the Process (cont’'d)

Adjustments for Overwithholding on Form 1042

Description

#2c Overwithholding Fixed Using Reimbursement Procedures

Resolution (cont'd)

= On March 1, 2017, Buffalo withholds as usual on FC 1 (no change to the liability), but Buffalo reduces the $3,000 deposit to the IRS
that Buffalo would normally have made on March 4, 2017, by $5.

» #2d shows the 2016 Form 1042-S to NRA.

» #2e & #2f show the 2016 Form 1042 filed by Buffalo.

» Buffalo used the reimbursement procedures to repay NRA. Because Buffalo made no payments to NRA in 2017, it could not do the
repayment to NRA using the setoff procedures.

» The 2017 (year 2) Forms 1042-S using for reimbursement or setoff scenarios do not show any evidence of the use of reimbursement
or set-off procedures on the 2016 overwithholding. These are not shown.

» #29g shows page 2 of Buffalo’s 2017 Form 1042.

Back to Table of Contents
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Examples of the

Process (cont’d)

Adjustments for Overwithholding on Form 1042

Description

#2d Overwithholding Fixed Using Reimbursement Procedures

Form 1042-S for 2016

1 042 s Foreign Person's U.S. Source Income Subject to Withholding
Fam F irformation about Fomm 1042-5 and i separats Insiucions is ot www s gov/ Torm id2s =i
[ | PRO-RATA BASIS REPORTING

Deparimant of the Treasury

Intemal Revenue Sanvice AMENDED

OMB Mo, 1545-0096

Copy A for

Internal Revenue Service

"'|'|"\-

016

1income| 2 Gross Income | 5 Chapter Indicator. Enfer =3 or "4” 3 | T3eReciplenl's LLS. TIN, ¥ amy
code po n 00-1111111
33 Examplion code 0 | 43 Exsoplion code 15
06 100] 3 Tax rats 75| wTmme |, |13rcnasEnscee 15 [ 13g ch. 4 staus code 71
5 Withhakiing alowance 13N Recipiant's Gl 131 Fociplent's lomign lax identfication | 13 code
rumber, T ary +
6 Met Incoma Th Chack ¥ tan nof dopostiod wif

5

7a Federd tax wihheld 0 19 mcrom preced
B Tax witnheid by ofer agents

@ Tax paid by withholding

13k Reciphent's account rmber 131 Raciplant’s date of Dirth

10 Total withholding credt 25| 148 Prmary wnhciding Agert s Mame (T appiicabie)
11_Amount repaid 1o recipient 5] M0 Primary WInROIENG Agent's EIN
128 Wimholding agent's EIN 120 Ch S eats 008 | 126 004 it code | 158 Fiemedary o Sowdhrough enty's EIN, T afy | 150 Ch. 3 staha cooa | 152 On 4 sl ot

XX-0123456 o1 o1

120 Withhoiding agent's name  Bulfalo Brokerage

150 Fermary of Tow-Ircugn #Ry S name

128 Wilmholding agent's Global infsrmsdiany Ioentication Nurmba (G

158 Intermisdleny Of Bow- irough snity"s GilN

required?

121 Country code 12g Foreign tapayer IdentNcation numbss, If sy

151 Country Cooé 15g Forsgn L srtifcation numbse, If any

120 ADORSsS |RUmbar BRd S1res)

150 ADONGSS [MUMDer And Sireed)

Required
121 City or town, 5tate of province, country, ZIP o fofsign posta code

15 City or iown, S18% Of provinca, country, 1P of fonsign postal code

Required 18a Payers rame 18b Payer's TIN
138 Recinen's nams 13b Fﬁdm'ﬁ COUNEYY CO0e
NRA - 16 Payers GIN 160 Cn. 2 sl | 168 O, 4 6Ehs
cade code

13c Adoress jnumiber and swreel

Required

130 Gty or town, &l or province, Couniry, ZIF o forsign posial cooe

Required

17a Z3ie Income =x withneld | 1Th Payer's state tax no. | 17¢ Name of state

For Privacw Act and Paperwork Reduction Act Notice. see instructions.

Form 1042-5 poie

Cat Mo 11366R
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Examples of the Process (cont’'d)

Adjustments for Overwithholding on Form 1042

Description

#2e Overwithholding Fixed Using Reimbursement Procedures

Form 1042 for 2016 Page 1

EEEE Record of Federal Tax Liability (Do not show federal tax deposits hera)

] . Tax hability for period : . Tax hiability for penod . - Tax ability for period
| Sps |oechwsvirgemed ) Mrps |ecedosvimgemes ) Smps | e b
.l TE 3.000 |24 7L 3,000 41 7l 3.000
2 15 2 15 42 15
—3| YA |5 T23] MaY |, Taa] SoP |of
4 31 24 31| 44 30 .
5| Jan. total 3.000)|25| May total 3,000 45| Sept. total 3.000
_8] 7 3,000 26| 7l 3,000 46 71 \’a,mu
T 15 27 15 47 15 30
8l Feb. 22 28 June 22| irr Oct. 22 =3
5| 29 29 30/ 40 31 _
10| Feb. total 3,000 30| June total 3,000 50| Oct. total | 3,030
A T 3,000 [31) G 3,000/ 51 | | 3,000
12 15 32 15 52 15
13 Mar, o = July = = MNov, i
14 31 34 31 54 30 :
15( Mar. total 3.000|35| July total 3,000/ 55| Nov. total 3,000
o |7 w8 |7 a0 |7 \ 2995
A7 Apr. |19 37} Aug. |15 5T Dee. |19 .
18| 22 EX 22| 58| 22
19 30 30 31 59 31| |
20| Apr. total 3,000 (40 Aug. tetal | 3,00060| Dec. total 2,995
61 No. of Forms 1042-5 filed: a On paper 0 _ b Electronically i
62 Total gross amounts reported on all Forms 1042-S and 1000
Total U.S. source FDAP income {other than U.S, source substitute payments) reported &2a 120,100
Total US. source substitute payments reported:
(1) Total U.S. source substitute dividend payments reported . . 1)
(2) Total U.5. source substitute payments reported other than substrmte dwldend payments ) I
Total gross amounts reported (Add lines 62a-b) i ; B2c 120,100
d Enter gross amounts actually paid if different from gross arnc:unts repnrted g 62d 120,100

Instructions say
reduce Line 59 liability
if repaying a BO after
year end (before
3/15/x2). But do not
use negative liability
amounts. Adjust the
next prior positive
liability.
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Examples of the Process (cont’'d)

Adjustments for Overwithholding on Form 1042

Description

#2f Overwithholding Fixed Using Reimbursement Procedures

Form 1042 for 2016 Page 2

Form 1042 [2018) Fage 2
63 Total tax reported as withheld or paid by withholding agent on all Forms 1042-5 and 1000:

a Tax withhald by withholding agent C e e e e .

b Tax withhald by other withholding agants:
(1) For payments other than substitute dividends .
(2) For substitute dividends .

¢ Adjusiments to withholding:
(1) Adjustments to overwithholding

N

i2) Adjustments tounderwithholding . . . . . . . . . . . . . . . . . . . . . B
d Tax paid by withholding agent . 63d
e Total tax reported as withheld or paid |Md Ilnes asa-d‘- 63 36,025
64  Total net tax hability
a Adjustments to total net tax liability - B4a
b Total not tax Eehily mdor chapier 3 T—r— o
¢ Total net tax kability under chapter 4 . . .. . . |B4c
d Excise tax on specified federal procurament pa'_.'mams. I'Tmal pzr_.'rnants made X 2%1 . B4d
e Total net tax liability (Add lines 6da-d) . 6de 36,025
65 Total paid by elactronic funds transfar (or with a requast f-:ur an@nsmn r::f tlrne tc:- flll'-_‘-}
a Total paid during calendar year . 65a 36,030
b Total paid during subsequant year. 65b
66 Enter overpayment applied as cradit from 2D15 Form m-'.z 66
67 Cradit for amounts withheld by other withholding agents:
a For paymants other than substitute dividend paymams 67a
b Forsubsttute dividend payments . . . . . - 67b
68 Total payments. Add lines 65 through 67 68 36,030
60  If ina 640 is larger than line 68, anter balance dua her@ ) . 60
0Da Enter overpayment atiributable to overwithholding on U.S. source income ﬂf fnralgﬂ parsuns . T0a 5
Entar overpayment attributable to excise tax on specified faderal procuremeant payments T0b
T148 Anply overpaymant (sum of linas 70a and 70b) to [check ona):
Credit on 2017 Form 1042 or [ Refund

T Reconciliation of Pavments of U.S. Source FDAP Income
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Examples of the Process (cont’'d)

Adjustments for Overwithholding on Form 1042

Description

#2q Overwithholding Fixed Using Reimbursement Procedures

Form 1042 for 2017 Paqge 2

63
a
b

T oo

Total tax reported as withheld or pald by withholding agant on all Forms 1042-5 and 1000
Tax withheld by withholding agent . e

Tax withheld by other withholding agents:

(1) For payments other than substitute dividends .

(2) For substitute dividends .

Adjustments to withholding:

(1) Adjustments to overwithholding

(2) Adjustments to underwithholding .

Tax pald by withholding agent .

Total tax reported as withheld or pald [Au:] Ilnes 63&-0]

Ta0 Do

Total net tax lability

Adjustments to total net tax llability

Total net tax lability under chapter 3 .

Total net tax liabllity under chapter 4 . :
Excise tax on specified faderal procuroment payments {Tutal pag.menlﬁ mar:i-_: * 2%} y
Total net tax llabliity (Add lings 64a-d) .

Total paid by electronic funds transfer (or with a request I'|:|-r Gxtens.lon nl' tlme Io I'Ie].'
Total pald during calendar year .

Total paid during subsaquent year . .

Enter overpayment applied as credit from 2016‘ Forrn 1042

Creadit for amounts withhald by other withholding agants:

For payments other than substitute dividend payments .

For substitute dividend payments . S

Total payments. Add lines 65 through 67 . g

If line B4& Is larger than line 68, enter balance due here .

Enter overpayment atfributable to overwithholding on U.S. source Incume of Turelgn persons
Entar ovarpayment attributable to excise tax on spacified faderal procurament payments
Apply overpayment (sum of lines 70a and 70b) to (check one):

[] Credit on 2018 Form 1042 or [ Refund

67a|

67h

60 |

TOa|

T0b
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Examples of the Process (cont’'d)

Adjustments for Overwithholding on Form 1042

Description

#3a Overwithholding Fixed Using Set-off Procedures

Facts

In May 2016, Customer A, a Japanese NRA opened an account at Antelope Bank (“Antelope”) in Austin, TX but provided no W-8. On
September 28, 2016, Antelope made the first $100,000 payment of interest to Customer A on a private note and withheld $30,000.
Antelope also pays $1,000,000 and withholds $300,000 on Customer B on December 9, 2016. The next scheduled payment of interest
to Customer A is $800,000 on March 10, 2017.

Customer A Customer B
A Japanese xR
NRA Similar to

Treas. Reg. 1.1461-2(a)(4)

$100,000 Interest e
: xample 2
$30,000 Withheld I\ /' p
$1,000,000 Gross income

$300,000 Withheld

USWA

Antelope Bank
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Examples of the Process (cont’'d)

Adjustments for Overwithholding on Form 1042

Description

#3b Overwithholding Fixed Using Set-off Procedures

Facts (cont'd)

Customer A furnished a valid Form W-8BEN until February 20, 2017. The March 10, 2017 interest payment to Customer B also does
not qualify for the portfolio interest exemption.

Resolution

» The U.S. Japan treaty rate on interest payments is 10%. To recover the 2016 $20,000 of discovered overwithholding on Customer
A, Antelope chooses to apply the set-off procedure to the March 10, 2017 interest payment to Customer A. Instead of 10% or
$80,000, Antelope withholds and deposits only $60,000 from the $800,000 interest payment to Customer A. This is equivalent to
withholding the correct $80,000 on the 2017 payment and repaying the $20,000 of 2016 overwithholding to Customer A.

» When Antelope files its 2016 Forms 1042-S and Form 1042 on March 13, 2017:

— On #3c the 2016 Form 1042-S to Customer A shows $30,000 of actual 2016 withholding, only 10% liability, $10,000 total
withholding credit and $20,000 as amount repaid to recipient.

- On #3d page 1 of the 2016 Form 1042 shows line 59 liability must be reduced if repaying a BO after year end (before March 15,
2017). But negative liability amounts are not allowed, so Antelope adjusts line 57 instead.

- On #3e page 2 of the 2016 Form 1042 shows overwithholding of and a carryforward credit of $20,000.

» The 2017 Form 1042-S to Customer A shows $800,000 of gross income, 10% tax rate and $80,000 of federal tax withheld. That is,
the 2017 Form 1042-S would not show that set-off was used in 2016.

= On #3f page 2 of the 2017 Form 1042 shows $20,000 less of deposits than was withheld, which uses up the $20,000 2016 credit.
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Examples of the Process (cont’'d)

Adjustments for Overwithholding on Form 1042

Desc

ription

#3c Overwithholding Fixed Using Set-off Procedures

Form 1042-S for 2016

- Foreign Person's U.5. Source Income Subject to Withholding &1 (T
Fom 1042 s * Iformation about Form 1042-5 and 3 Separate INSTUCEONS I it www.is, gov/Termiodzs Al 16

Intial Fevenue Service | [ AMENDED

OME MO, 1545-0056

Copy A for

| PRO-RATA BASIS REPORTING Internal Revenue Senace

1income| 2 Gross Incoma | 5 Chapter Inclcator. Enter 3" or =4” g | T3e Reciplent's LLE. TIM, ¥ ary
code — O00-xx-1111
23 Pempon cooe () | 4a Cesmption cote 15
o1 100,000] 3 Tax rate I.1 Taxrale | 131.Cn, 3 stalus cooe ;5 [13g cn, 4 status cooe 2
5 Wimnoiding alowance Vah FRCENT 8 Gi T3l Pecipiert s forgn tas Kerencaten | 13) LOB G008
rumtar, i ary
& Met Income Th Check it not deposhied wih

oy

7a Fecerd tax wihneld 10,000] " = P
B Tax withinaid Dy oer agents

13k Reciplent’s sccount numibar

131 Raclplent's date d:{'%th

14a Primary Witihokding Agant’s Mama ¥ applicabis)

@ T pald by withholging agont \
\ 10,000

10 Totsl withholding creas
11_Amount repeid to recipient 20,000

| 40 Primary Withhoicding Agent's EIM

12a WAmholding egent's BN 128y O 3 sfmiis ode | 12¢ Ch 4 stehie code
O0-0e:01234 (i o1

15a Imemadary or Sow-Efrough entty's B8, Fany | 15b Ch. 3 ==te sode | 1520, 4 S0 0l

120 Warhoiding agent s 7&Te _ Anrelone Bank

150 Fprmecian o Sow-Iougn eTTY'S Rame

122 WATholdng agent's Gobal Intermediany identincation Mumber (G

15¢ Intermediary or fow-through entity's GIN

151 Country code 15 Foreign tx ioantication mamber, If any

121 Country coda 1:2g Foreign taxpayer identification numoer, If any

Sh ADONess [MUMDer and ireel)

12h AdShess (umbar and sineal)

—— 151 City or town, Staie Of province, courtry, ZIP Of fonsgn postal code
121 Cliy of 10WT, 588 Of provinge, Country, Z5° of foreign postal code
Required., US 168 Payers name 16b Payars TIN
1 ACHGTT 5 MUATHE T30 FAOCIDHICE § COUNETY GO0
Customer A m 16C Payers GIN 160 Ch. d=aus | 168 00, 4 Bas
coda code

13¢ Address (numbar and sresl
Required

T3d Cify OF [0WI, 52808 OF pIOWINCE, COUNDY, ZIF OF IOMeigN POSLE GO0s
O=aka 5360087

1Ta 5tate Income @ withneld | 17D Payers state ta no. | 17¢ Name of st&Ele

For Privacy Act and Paperwork Reduction Act Notice, see instructions.

Cat No. 113867 rorm 1042-5 goig)
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Examples of the Process (cont’'d)

Adjustments for Overwithholding on Form 1042

Description

#3d Overwithholding Fixed Using Set-off Procedures

Form 1042 for 2016 Page 1

EEEENIRN Record of Federal Tax Liability (Do not show federal tax deposils here)

]  Tax lability for period  Tax lability for pariod ‘ ) Tax Nability for period
Line Pariod (including any taxes assumed |Line Pariod {including any taxes assumad |Lin Pariod (including any taxes assumed
Mo | yanding on Formis) 1000) Mo, anding on [Formds) 1000] K. onding on Formis) 1000)
1] +{§ 7 21] 7| A1) 7
= hi: |18 22 May L = Sept. ) -
3 22 | 23] 22| 43 22 |
a 31 24 31] a4 30 \ 30,000
5| Jan. total 25) May total | 45| Sept. total 30,000
8] 7 26 7] 46 7]
7 15 27 15 47 15
E Feb. o 28 June 221 E Oct. B
9 29 20 30 49 a3
10| Feb. total 30| June total | 50| Oct. total
1] 7 31] 7| |51] 7|
12 15 32 15 52 15
13 Mar. 29 33 July 22| 53] MNowv. b5
14 31 34] 31| 54
15| Mar. total 35| July total 55| MNov. total
16} 7 36, 7| 56 7 .
17 15 a7 15 57 15 280,000
8] Apr. 22 38 Aug. 22 58] Dec. 2/
19 30 39 3 59 ] [
20| Apr. total 40| Aug. total | 60| Dec. total 280,000
61  Mo. of Forms 1042-S filed: a Onpaper o b Electronically 2
62 Total gross amounts reported on all Forms 1042-5 and 1000:
a Total U.S. source FDAR income (other than U.S. source substitute payments) reporied G2a 1,700,000
b Total U.S. source substitute payments reported:
(1) Total U.S, source substitute dividend payments reported . . . 1)
(2) Total U.S. source substitute payments reported other than substltute dmdend pa:,-ments % |
¢ Total gross amounts reported (Add lines 62a-b) . 62c 1,100,000
d Ent&r gross amounts actually paid if different from gross a.muunts reporl.ed . G2d
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Examples of the Process (cont’'d)

Adjustments for Overwithholding on Form 1042

Description

#3e Overwithholding Fixed Using Set-off Procedures

Form 1042 for 2016 Page 2

Famm 1042 [2016]

63 Total tax reporied as withheld or paid by withholding agant on all Forms 1042-3 and 1000:
a Tax withheld by withholding agent : «
b Tax withhald by other withholding agents:
(1) For payments other than substitute dividends .
(2) For substitute dividends .
¢ Adjustments to withholding:
(1) Adjustments to overwithholding
(2) Adjustments to undarwithholding .
Tax paid by withholding agent . .
Total tax reported as withheld or paid L&dd Iurms Eaa dJ

& o

g

¢

=§ 5

20,000

F

310,000

64 Total net tax Bability

Adjustments to total nat tax kability

Total nat tax hability under chapter 3 .

Total net tax liability under chaptar 4 . . )
Excise tax on specified federal procurement naymants rTnml paymanls rnada X 2%- .
Total net tax liability (Add IIines 64a-d) .

LI =T I - -]

310,000

310,000

65 Total paid by electronic funds transfer (or with a rerfuest Tar extmsmn of turne tn ||EJI
Total paid during calendar year .

Total paid during subsaquent year.

66  Enter overpayment appled as credit from 201 5 Form 10-:2

67 Credit for amounts withheld by other withholding agents:

a For payments other than substitute dividend Daz.rments
b For subsfitute dividend payments _ . -

Total payments. Add lines 85 through &7
If line 642 iz larger than ling 68, enter balance dus hs-re

60 .
T0a Enter overpayment attributable to overwithholding on U.S. sourcea income {:I TGFE'I-’._.'H persons .

b Enter overpayment atiributable to excise tax on specified federal procurement payments
T Apply overpayment (sum of lines 70a and 70k to (check one):
Cradit on 2017 Form 1042 or [ Refund

330,000

g8F FEREE 28

9
1]

330,000

20,000

EHEGEE
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Examples of the Process (cont’'d)

Adjustments for Overwithholding on Form 1042

Description

#3f Overwithholding Fixed Using Set-off Procedures

Form 1042 for 2017 Page 2

Fom 1042 20N 7)

Page 2

63 Total tax reported as withheld or paid by withholding agent on all Forms 1042-5 and 1000:
a Tax withheld by withholding agent
b Tax withheld by other withholding agents:
(1) For payments other than substitute dividends .
(2) For substitute dividends .
¢ Adjustments to withholding:
(1) Adjustments to owverwithholding
(2) Adjustrments to underwithholding .
d Tax paid by withholding agent . '
Total tax reported as withheld or paid {Add Ilnes ﬁﬂa djl

80,000

64 Total net tax llability

Adjustments to total net tax liability

Total net tax liability under chapter 3 .

Total net tax llability under chapter 4 .

Excise tax on specified federal procurement Da:rments I:Tﬂtal pa:.frm.-nts made X 2%
Total net tax liability (Add lines 64a-d) .

L =P = T = )

65 Total paid by dlectronic funds transfer (or with a FEGUE-E‘K for e&:tensmn of hme t{:l ﬁle]
Total paid during calendar year . i R oW $aiae
b Total paid during subsequent year. i
66  Enter overpayment applied as cradit from 2()16 Form 1ﬂd2
67 Credit for amounts withheld by other withholding agents:
a For payments other than substitute dividend payments .
b For substitute dividend payments .
68 Total payments. Add lines 65 through 87 .
69  Ifline 642 Is larger than line 68, enter balance due nere .
70a Enter overpayment attributable to overwithholding on LS. source income r.:f foremn persuns
b Enter overpayment attributable to excise tax on specified federal procurement payments
71 Apply overpayment (sum of lines 70a and 70b) to (check one);
[l Credit on 2018 Form 1042 or [] Refund

%@ REEENER NG
g
z

&

7a
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Other Considerations / Impact to Audit

Adjustments for Overwithholding on Form 1042

Considerations

Resources

None at this time.
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Index of Referenced Resources

Adjustments for Overwithholding on Form 1042

Pub. 515 - Withholding of Tax on Nonresident Aliens and Foreign Entities

Form 1042 - Annual Withholding Tax Return for U.S. Source Income of Foreign Persons

Form 1042 Instructions

Form 1042-S - Foreign Person's U.S. Source Income Subject to Withholding

Form 1042-S Instructions

Treas. Reg. 1.1461-2 - Adjustments for Overwithholding or Underwithholding of Tax

Treas. Reg. 1.1464-1 - Refunds or Credits

Treas. Reg. 1.6414-1 - Credit or Refund of Tax Withheld on Nonresident Aliens and Foreign Corporations
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Training and Additional Resources

Adjustments for Overwithholding on Form 1042

Type of Resource

Description(s)

Other Training Materials

= How to Audit a Claim for Refund or Credit - 2015 (IBC) CPE
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Glossary of Terms and Acronyms

Term/Acronym Definition
BO Beneficial Owner

TWC Total Withholding Credit

WA Withholding Agent
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Index of Related Practice Units

Associated UIL(S)

Related Practice Unit

9424

FDAP Income

9424

FDAP Payments Source of Income

9424

FDAP Withholding under Chapter 3
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