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Objectives
• 1042 Reporting

 Types of W-8s
 Reporting process and deadlines
 Reportable payments
 Important AP procedures
 U.S. resident vs. foreign supplier
 Chapter 3 vs. Chapter 4 reporting
 Income sourcing
 Penalties
 1042-S requirements



1042-S 
Deadlines and 

Dates

• December 4th 2020
 First report of all foreign payments from 

the 2020 tax year sent to agencies

• January 4th 2021
 1042-S forms due for foreign suppliers 

• January 11th 2021
 Last day for payment 

cancellations/reissues including ACH 
returns

• Febuary 1st 2021
 Cancellations and ACH Returns will 

resume on February 1st
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1042 Reporting-Foreign Suppliers



1042 Reporting - Individuals

• Line 1 – Name
• Line 2 – Country of citizenship
• Line 3 – Permanent residence address; cannot be U.S.; may not be the same as 

country of citizenship
• Line 10 – Must be used if claiming a treaty benefit
• Signature, printed name, and date

W-8BEN –
Individuals 

• Used by individuals to make treaty claims on U.S. source services income (i.e., for 
services performed in the U.S.)

• This form must be an original – faxed, emailed, photocopied, etc. forms are not 
acceptable

• This form must be signed by both the beneficial owner and the payer
• This form must be sent to the IRS for verification of treaty claims within five days of 

payer’s acceptance of it (usually counted from the day the payer signs the form)
• IRS has 10 days to respond to the claim; if they do not respond, payer can assume 

the treaty claim is valid and release funds without withholding

Form 8233
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Form W-8BEN
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Form 8233
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1042 Reporting - Entities

•Line 1 – Name
•Line 2 – Country of incorporation or organization
•Line 4 – Type of entity for Chapter 3 purposes
•Line 6 – Permanent residence address
•Line 8 – U.S. TIN or Line 9b – Foreign TIN
•Part 3 – Treaty section

•The following are examples of persons who should complete this line:
•Exempt organizations claiming treaty benefits under the exempt 

organizations articles of the treaties with Canada, Mexico, Germany, and 
the Netherlands

•Persons claiming treaty benefits under the “other income” treaty article
•Persons claiming treaty benefits on royalties if the treaty contains 

different withholding rates for different types of royalties
•Signature, printed name, date, and capacity check box

W-8BEN-E 
– Entities 

only
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Form W-8BEN-E
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Form W-8BEN-E 
Page 2
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1042 Reporting - ECI

W-8ECI – Income effectively connected to the conduct of a trade or business in the U.S. (“ECI”)

• Line 1 – Name
• Line 2 – Country of incorporation or organization
• Line 4 – Type of entity
• Line 5 – Permanent residence address (Not U.S.)
• Line 6 – Business address in the U.S.
• Line 7 – U.S. taxpayer identification number
• Line 11 – Specify each item of income received from the payer that is “ECI”
• Signature, printed name, date, and capacity check box

Must be a non-U.S. entity

Must have a physical presence in the U.S.

Must have a U.S. TIN and file U.S. tax returns

All payments subject to reporting

Use exemption code “01” in Box 3a of 1042-S
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1042 Reporting

Payments to non-U.S. suppliers reported on 1042-S - withholding and 
reporting rules

• You must source the income for payments to these suppliers
• Non-U.S. source income is not subject to U.S. tax withholding or reporting
• IRS presumption is that all income is from U.S. sources, so to avoid having 

to withhold 30% from payments of non-U.S. source income paid to non-U.S. 
suppliers, you have to document the income’s source as non-U.S. 
• Use documentation underlying the transaction (invoice, contracts, etc.) 
• Invoice should state “not from U.S. sources”
• U.S. source income paid to non-U.S. persons is subject to 30% withholding 

unless the beneficial owner makes a valid ECI claim and/or makes a valid 
treaty claim on a Chapter 3 payment (some treaties still require some 
withholding on certain kinds of payments)
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1042 Reporting Guidelines

Important AP 
guidelines when 
paying foreign 

suppliers

Never issue 
foreign payments 
using a ProCard

Getting a complete 
and correct W-8 
before payments 

are issued

Perform due diligence 
and search for the red 
flags that give reason 

to void a provided 
certification

Understand the 
critical role of invoices 

and contracts to 
minimize the risk of 
noncompliance and 

overpayment

Keep up-to-date 
with changes to 

the 1042 reporting 
process
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1042 Reporting – U.S. vs. Non U.S.
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U.S. Non U.S. 

• Citizens 
• Residents 

• Green Card 
• Substantial Presence 

Test (SPT)
• Entities organized under U.S. 

law 
• U.S. law = 50 states 

and D.C. 
• Taxed by U.S. on worldwide 

income
• Sourcing income for 

payments to U.S. 
persons is 
unnecessary, as all 
income is subject to 
U.S. taxation 
regardless of the 
income’s source

• Chapter 3 
• Non-resident aliens 
• Individuals who are neither citizens nor 

residents of the U.S. 
• They may be within or out of the U.S.; can 

include short-term visitors, individuals who are 
never in the U.S., individuals who can be in the 
U.S. for quite some time but will remain non-
residents per certain rules

• Entities not organized under U.S. law

• Taxed by U.S. on U.S. source income
• 30% withholding on U.S. source FDAP (fixed, 

determinable, annual, periodical) income unless 
supplier has claimed that income is effectively 
connected with the conduct of a U.S. trade or 
business (Form W-8ECI) or 

• 30% withholding on FATCA withholdable
payments unless beneficial owner provides 
required certifications on Form W-8BEN-E, or 

• 30% withholding on U.S. source income unless 
supplier has claimed treaty benefit

• Non-U.S. source income paid to non-
U.S. persons is not subject to 
withholding or reporting, but you need 
to establish that: 

• Collect W-8/8233
• Establish income is non-U.S. source income; 

Invoices, contracts, correspondence, ect. 



1042 Reporting – U.S. vs. Non U.S.
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U.S. Non U.S.

• U.S.
• W-9/1099

• 24% backup w/h 
• Some corporate 

exemptions 
• Tax-exempt and govt

exemptions 
• $600 threshold for 

most reporting 
• No treaty benefits (some 

exceptions)
• Goods purchases exempt 

form reporting 
• Deadline for Agencies: Jan. 

13th

• Non U.S. 
• W-8s/8233/1042-S

• 30% withholding (14% on 
certain scholarships)

• No corporate exemption 
• No general tax-exempt or 

government exemption 
• No minimum dollar 

threshold for reporting 
• Goods purchases exempt from 

reporting
• Deadline for Agencies: Jan. 4nd



1042 Reporting – Chapters 3 & 4
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Chapter 3 Chapter 4
U.S. source income:
• Real and personal property rentals 
• Royalties 
• Software licensing fees 
• Gambling winnings 
• Transportation income 
• Non-financial services payments 
• Compensatory scholarship payments
• Prizes and awards 
• Interest on accounts payable if for 

the acquisition of goods (e.g., 
installment payments) or services 
(e.g., interest on late payments)

• Ect. 

U.S. source income 
• Bank deposit interest 
• Premiums for life insurance and annuity 

contracts
• Amounts distributed to clients under cash 

value life insurance products or annuity 
contracts

• Investment advisory, custodial, bank, 
brokerage, or other financial service fees

• Fees and other payments in connection with 
any lending transaction including loan 
guarantees

• Certain notional principal contracts and 
derivatives, like fuel contracts and energy 
hedges 

• Substitute dividends, dividend equivalents, 
specified notional principal contracts, 
substitute interest

• In short: payments arising out of lending and 
investment activities, and certain insurance 
premium payments

• Payments listed are examples, not comprehensive



1042 Reporting – Sourcing Rules
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Summary of Sourcing Rules 

Personal Services Where service was performed; if both 
in U.S. and outside, must prorate on 
time basis; fee x # of days in the U.S./ 
total # of days

Dividends Where entity is incorporated

Interest Tax residence of payer 

Rentals Where property is located 

Royalties – patents, copyrights Where property is used

Royalties – natural resources Where property is located

Prizes & Awards (that are not 
compensation) 

Residence of the payer 



1042 Reporting – Sourcing Rules
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Summary of Sourcing Rules

Transportation Truck and rail: If start and or stop in 
U.S. may need to prorate based on 
mileage logs or other means

Software License fees sourced where the server 
or hard drive is located in which the 
software is mounted. Real question: 
whether software is leased for rentals, 
or licensed for royalties, or purchased 

Subscription fees to 
electronically maintained 
information, databases, etc. 

No direct authority on point, most 
think U.S. source if date are accessed 
through a U.S. server, whether 
applying the royalty sourcing rule 
where the property is used or rental 
sourcing rule where the property is 
located



1042 
Reporting
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1042 Reporting Process

Your agency will 
receive a bulletin to 
your email December 
4th,2020, listing the 
foreign suppliers paid 
year-to-date
•DOS will check for any 
changes weekly, and 
communicate any 
differences

This list is generated 
from query: 

MTAPAFSD_1042S

DOS will attach the 
link to this year’s 

version of the 1042-S 
and the instructions

1042-S forms are due 
to DOS by January 

4th, 2020

2020 1042-S Form

at IRS.gov 

2020 Instructions for 
Form 1042-S

at IRS.gov 

Specific Instructions 
for Withholding Agent 

1042-S
at IRS.gov 
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Form 1042-S Required Fields 

•At a minimum, you must enter information in 
•Box 1 – income code
•Box 2 – gross income; cannot be zero
•Box 3 – chapter indicator; either 3 or 4, not both
•Box 7 – federal tax withheld; if any, if not 0.00
•Box 12a – withholding agent’s EIN; 81-0302402
•Box 12d – withholding agent’s name; State of Montana
•Box 12h-i – withholding agent’s address; PO BOX 200102, Helena, MT 

59620-1020
•Box 13a – payee name
•Specific instruction for withholding agent 1042-S
•Depending on the status of each supplier, other entries may apply

Complete all required fields 

21 • Penalty risk $100 per form 1042-S if you file after August 1st or you do not file 
correct Forms 1042-S



1042 
Reporting –
Agency 
Responsibility

Never paying foreign suppliers with a ProCard

Verifying and procuring correct and complete W-8

Determining the type of payment being made and identifying the 
income source

Collecting invoices that specify “not from U.S. sources” if supplier 
has not made a valid treaty claim – submitting them to DOS

Withholding 30% if supplier has F.D.A.P income and has not 
provided appropriate documentation

Reporting withholding amount immediately and sending to DOS

Submitting 1042-S for all reportable suppliers by January 4th, 2021 
to saccounting@mt.gov using file transfer service
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DOS Agency Support

Verifying W-8s 
and 1042-S 
forms

1
Providing current 
1042-S, IRS 
instructions, prior 
year reporting 
information, and 
Cokala
recommendations

2
Identifying 
foreign supplier 
payments using 
query results

3
Researching 
treaty claims

4
Submitting 
information 
reporting to the IRS 
along with any 
withholding that has 
been taken during 
the calendar year

5
Answering 
agency inquiries 
and assisting in 
any way that 
we can

6
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Foreign Payment Process
Link to FVP Release form in ServiceNow.
Link to Other Accounting/SABHRS Questions form.

Agency 
receives 

invoice from 
foreign 
supplier

1

Agency 
decides 

whether the 
payment is 

reportable or 
not

2

Agency 
procures 

correct and 
complete 

documentation 
including W-8 
form; sends to 

DOS

3

If payment does 
not require 

withholding, 
agency should 

verify that 
either the 

invoice states 
“not from U.S. 
sources, ” there 
is a valid treaty 
claim, or there 
is a valid ECI 

claim

4

Agency enters 
payment into 
SABHRS AP 

module

5

SABHRS 
automatically 
holds foreign 

supplier 
payments 

until released 
by DOS

6

DOS verifies 
any new 
foreign 
supplier 

payments 
daily, 

including 
verifying all 

documentation

7

DOS releases 
foreign 

supplier 
payment if 

documentation 
is accurate 

and complete, 
otherwise 

contacts the 
agency with 
any issues

8
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Review Questions

Which IRS form is used by an individual making a treaty 
claim on U.S. source services income?
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Review Questions

When can a foreign payment be exempt from 30% withholding?

*Hint:  There are three instances.
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Review Questions

When is it okay to pay a foreign supplier with a ProCard?
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Review Questions

What is the minimum dollar amount for 1042 reporting?
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Review Questions

Is rental income sourced by where the renter lives, the 
owner of the rental lives, or the property location?
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Review Questions

What is the penalty risk for 1042 reporting per form?
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Review Questions

Who has the responsibility of verifying and procuring 
correct and complete W-8 forms?

31



Thank you for 
viewing!

Please reach out to us with questions in ServiceNow or give us a call 
at  406-444-3092.


