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Learning Tuesdays: Program Transcript
Taxation Payment and Reporting

Learning Objectives:

· The importance of accurate payment for the overall RF community

· The prepayment steps/hierarchy in processing accurate reportable payments

· The basics to taxation and reporting rules

· Year-end reporting, inquiries, corrections and new year requirements

Carolyn Mattiske:
Good morning and welcome to Learning Tuesdays.  I’m Carolyn Mattiske, Learning and Development Administrator for the Research Foundation at Central Office and I’m proud to present today’s session, payment taxation and reporting.  Our facilitator for today’s program is Mr. Ned Gellner, corporate payment compliance manager at the RF Central Office.  We are also joined by Ms. Kate Malia, Associate Director, Campus and Central Office Human Resource Administration and Mr. Michael Simpson, Director of Sponsored Research and Programs at Sunni Plattsburg.  Panelists will address as many of your questions as they can during the next hour and a half or so.  And as always, I encourage you to submit questions to be addressed live.  

You may either call or e-mail the studio.  E-mail the studio at studioa@hvcc.edu or you may call 888-313-4822.  This information will appear on the screen periodically throughout the session.  Also a link to the very brief exit survey is already posted on the live stream page so after the program concludes, please take two minutes and complete it.  Your feedback helps us improve these programs so please share your reactions with us.  

Today’s program and all learning Tuesdays programs are archived and available on the RF website soon after the live event which means you have access to these training resources on demand any time you need them.  Be sure to tell your colleagues that were unable to join us today that they can access this program as soon as noon just by visiting the web page you are on right now.  With that, I am proud to present Mr. Ned Gellner.

Ned Gellner:
Thanks Carolyn.  Hi, I’m Ned Gellner from the central office and corporate payroll manager, compliance manager for the research foundation.  I would first like to thank Kate and Michael for joining me in the studio today.  They have been very helpful in preparation of the material and have provided excellent insight into the application of this information and our community.  I’m sure you will see that insight during the program.  Thank you.  You’ve made it better.

Kate Malia:
Pleasure to be here.

Michael Simpson:
Are you a PI looking for funding of a project or research?  Project staff involved with the proposals or preparing a project budget?  An individual receiving payments from the research foundation, administrators or administrative staff responsible for setting up payment records or payment processing, a parent of a student or a payment recipient.  Today’s program will cover payments we process at the research foundation and the basic steps to insure accurate taxation and reporting.  

Ned Gellner:
I can’t stress enough the attempt today to share these basics with the entire community, project staff, RF administrators as well as students, faculty and any payment recipient.  Almost all the information discussed today is also modeled on information available on the RF external website which will be illustrated in the program.  When we talk about taxation and reporting rules.  We are talking about government rules, the RF as well as any other organization would have to meet.  So agencies such as the IRS, exciting right?  

Michael Simpson:
Well trust us when we say that we understand that you might not find all of the information exciting but we ask your patience as we review the basics to accurate payments.  I’ll even bet you’ll hear something today that will make you wonder if it’s handled correctly at your location.  

You will find certain sections or topic areas more interesting than others and tax-reporting rules can get a little complicated.  We will do our best throughout to explain how certain areas and information impacts certain groups in the audience.  We understand that our business first and foremost is sponsored programs research and physical stewardship topics such as taxation and reporting rules are not always going to grab the highest peak of interest.  But sponsor as well as corporate impact can be significant if the payment taxation or reporting is incorrect.  That said, we understand the project staff such as researchers and faculty just wanna focus on their craft and do what they do. 

Ned Gellner:
We are thrilled to be presenting this information today in the Learning Tuesday format.  Over the years with the RF, we have detailed the somewhat complicated information and many procedures and continually looked for ways to break the information down to provide it in a more useful format for our community.  The Learning Tuesday format is great since it’s archived and could be referenced at any time.  Project staff can reference the material to understand tax and reporting implications and how it impacts their budget.  It can also be used as a training tool whenever needed and if you are an individual receiving a payment, it can even explain why taxes may have been withheld or clarify the tax statement you receive.


So with that we’ll start our presentation, payment taxation and reporting.  Our objectives today will be that participants will be able to understand the importance of accurate payments for the overall RF community, understand the steps and there are steps and hierarchy steps to this process to get to accurate reporting payments.  Understand the basics, and it’s gonna be the basics and high-level areas.  It won’t be specific detailed items that many of our administrators deal with.  When I say administrators I mean like our payroll, staff or accounts payable staff actually putting the information into the system.  So we’re gonna talk about the basic, high-level items to taxation and reporting rules.  And understanding of the yearend reporting, inquiries, corrections and new year requirements.  So at the very end of all this we collect all the payments, we produce tax statements and the things that happen after that.

Today our topics that we’re gonna touch are the importance and impact to everybody on this topic, tools that are available to the community, the payment tax and reporting steps and they are steps as I mentioned before.  And again every organization goes through these steps.  We’ll talk about specific to the steps what are reportable payments, payment classification intents and how they tie together, IRS residency for tax purposes and taxation and reporting rules and then we’ll finish up the presentation with yearend reporting and new year things that need to be done. 

Mike’s gonna go into the importance and impact.

Michael Simpson:
Well and of course sponsored program requirements are high on the list in terms of nobody wants to open up closed award because we didn’t classify something properly in the beginning.  But there’s also internal and external embarrassment involved with making a mistake and this is particularly of interest to the person receiving the check.  If they get less money than they planned on then that’s an issue.  In terms of project impact, you know you wanna make sure you meet the sponsor program requirements, you know follow RF policies and procedures and the big thing is to budget up front, talk to the PI about how they foresee classifying some of these payments and having those conversations so that you can avoid missteps on the post ward end.

Now course corporate impacts, you know we have a limited budget so when there is a mistake quite often you have less money for the institution but you’re otherwise trying to find the money to make that up elsewhere.  Where we are in the process I think we just showed the slide for payments in our business.  This is primarily a post award function but again the importance of taking a look at these issues on the pre award end, that can’t be understated.

Kate Malia:
Mike, do you have any best practices that you’ve employed at your campus for kind of insuring these things are correctly classified up front?

Michael Simpson:
I find the development of the budget narrative a good place to tackle that.  So for example if you know there’s gonna be some foreign nationals that might be participating, if you mention to the PI that if they want the person to net $1,000.00 like everybody else, they might actually have to get paid $1,500.00 after the withholding.  And so as long as they’re aware of and budget that there’s some instances where some of the people they wanna pay could be impacted by tax rules, they’re not shocked by it if and when that instance does occur.  Cause they might not always know the names or countries of people that are gonna participate at the time of proposal solution.  

Kate Malia:
So I would think communication between your pre-award, some of the post award HR, other areas is key in ensuring all that happens.  

Michael Simpson:
Correct.  And of course corporate impact, there’s limited budgets and so when an error does occur, quite often the pi is looking to make the person whole that was expecting $1,500.00 instead of $1,000.00.  That’s one of the big things.  But also there could be tax implications from having to refile taxes, both corporately but also the individuals might have to refile taxes and we all wanna get noticed by the McArthur Foundation but we don’t wanna get noticed by the Internal Revenue Service.  


So things to ask yourself if you’re an administrator.  How are these things administered at your location?  Do you need to review or examine the process you’re using to ensure compliance?  And does your location need to make any changes?  We do have a quiz here, it’s quiz time.  Our first question is, is the research foundation responsible in determining how much income tax to withhold from an employee’s pay?  And it’s kind of a softball question but the answer is no.  The employees required a complete IRS and New York State withholding certificates to claim their tax status and wishes for income tax withholdings.  

Ned Gellner:
And just to mention at this point, the employees actually present those certificates.  A question that comes up many times is what if they don’t fill out a form provided to us?  There’s a default withholding rule of single zero which is the highest possible rate.  So that question comes up a lot.  What do we do if we don’t have the W4, the IT214?  There’s a default withholding by the IRS. 

Michael Simpson:
And question number two, is the research foundation responsible in determining if Social Security and Medicare tax is withheld from the employee’s pay?  And the answer to that is yes.  A Social Security and Medicare as a governmental flat rate tax and the IRS must withhold that from an employee’s pay.  But there are some exemptions that exist.

Ned Gellner:
And to those exemptions, we’ll talk about them later but one is a student status exemption and another one is a non-citizen status exemption.  So we’ll mention that later.  So we’ve talked about the topics of importance and impact.  Next let’s talk about the tools available and the tools we have available are RF procedures.  We mentioned in the information in the beginning that we have a lot of procedures and many of you know that going to the procedures and finding all the information is kinda difficult at times so we’ve tried to find ways to simplify that.  

In 2003 we created what’s called an overview process diagram which I’m going to actually demonstrate or pull up shortly.  And we also have some self-paced training courses on the RF Learning Center on certain pieces of what we’ve done or what we’ll cover today.  So another group of tools which are more I’ll say more current even though the process diagram is very useful too, we have the tax decision tool which I’ll show a screenshot shortly.  The tax decision tool is actually administrator tool.  The policy and procedures I mentioned before are slowly being moved to the external website.  

Eventually the tax decision tool will come to the external website also but it’s a tool that our administrators can use and go through and answer certain questions.  Once the procedures are at the external site, the tax decision tool will be available to everybody also.  But the one item that has really – and I’m gonna actually demonstrate shortly is – and a tool for the entire community was created just like we talked about in the beginning of this.  We wanna talk to the community not just our administrators.  We wanna be able to have project staff be able to get it and we want people who are actually just receiving payments be able to access the tool.  


This is an image of the tax decision tool.  You’ll notice in the upper right hand corner where I’ve got a circle over review process diagram, so within that tax decision tool it actually has links to the process diagram.  This page to the tax decision tool is a jumping off point.  It’s probably the most important page.  It actually has each payment classification and we’re gonna touch upon this when we get to that section but next to that there’s those little carrots you can actually roll over and it actually gives definitions.  Later on we’ll also hear a testimonial from someone who actually uses the tool.  

And this is an image of the community tool so at this point I’m going to take us into a demonstration of these tools that are available online on our external website.  So from the website you’ll notice I have the cursor on contact – have to take my glasses off.  Contact the RF and it’s also available under working at the RF.  You’ll see one that says right here, it says payments, tax and reporting information but I’m gonna access it through the contact the RF site and the reason it’s under working at the RF also is because it is an informational tool for employees and that working at the RF section is really more tied to our employees.  But we also have payments out of our accounts payable system and people doing business with the RF.  

So under the contact RF area you’ll see it says doing business with the RF.  You would click on that and it brings up this option page and in the left margin, payment reporting and tax information and once you click on that, as it’s bringing it up, it brings up this page that says tax and reporting information for payments to the RF community.  So from this page you can springboard – I’ll open that up a little but you can springboard.  You’ll see it has U.S. citizen, permanent residence in one button, on the other button it shows nonresident aliens.  From here you can link into many different sections.  You’ll notice on the left margin, this as I said is a model.  

We’re actually going to be as we go through this presentation, doing the same thing.  The first item is what is a reporting payment so we’re gonna talk about that.  Just as I mentioned we’ll do it within our session here.  Payment classifications, again we’ll have a whole bunch of information once you click on that page and links to government sites.  The tax decision tool links to a lot of our procedures and forms.  We’re actually linking to the government sites on this external page.  So basically information and later you’ll see that, actually we’re taking us into the payment class payment window. 

And you’ll see actually it’s good because it’s also showing the services versus nonservice theme which you’re gonna hear as we move through later.  Then there’s determine a residency for tax status.  That is another item and again there’ll be links within there and one of the most, I think one of the more important pages, I’m actually try and pull that page up, is tax information numbers and TIN assistance.  

One of the things that happens and we’ll cover that also later is ITINs and some people get a little confused about ITINs and actually even a person coming from another country can apply for certain TINs and things.  There’s actually links within there about how to apply for a tax identification number from abroad.  Also I wanted to bring up the document that I talked about that was the process diagram which is a PDF formatted diagram and we didn’t put it on a slide because obviously there’s a lot of detail there but back in 2003 we tried to put an high level overview on one page of how you could follow a flow.  Then we went into more detail and that’s where we are today with the tools we have.  I know that Mike – 

Michael Simpson:
I love that form.  It’s a great way to document the decision you made so that later on if someone’s questioning particularly classification or why you went that route you can explain the questions that were asked and the answers that were asked and the answers that were received and it helps document how you arrived at a decision.

Ned Gellner:
So next we’re going to actually hear from a person at a campus level whose actually used the tax decision tool.  

Lori Henry:
Hello, my name is Lori Henry and I’m a grant administrator for the research foundation at the University of Albany.  One of my primary functions as a grant administrator is to review direct payment requests for compliance and allowability prior to payments being issued.  The part of that process, questions often come up regarding tax liability and reporting which need to be addressed from the very beginning when the supplier is set up.  The tax decision tool is a great administrative tool because it is interactive.  As a question is asked you click on the answer and the tool moves you through the pass of a particular type of payment.  

The internal and external RF websites provide the same information contained in the pages of the tool.  However the tool helps to put that information to context and relate it to a certain situation or question.  My portfolio includes a number of departments with projects focused overseas.  Navigating the tax rules related to foreign nationals can be a very daunting experience as there are so many variables that can change how we are to handle the processing, reporting and withholding related to the payment.  The tax decision tool has been very useful in sorting out the variables and addressing each one to make sure that we’re in compliance.  The tool walks you through the process, explains why the decisions are being made and the best part is that it indicates which forms should be used to document the process.  It helps ensure that we’re asking all the necessary questions and gathering all the information at the beginning of the process so that we remain in compliance with the IRS regulations.  

Although I’m more familiar with the tax rules related to the foreign nationals, I also find the tool very helpful in reviewing payments for U.S. Individuals.  This is especially true when the payment is related to a new set of circumstances or for situations that do not happen very often.  I use the tool to make sure that I have all the necessary forms and that I’m consistently applying the same logic and regulations to the payments and suppliers.  The tax decision tool is a great place to start the decision-making process.  There have been times where the answer is not very clear or where a variable doesn’t seem to be a part of the tool.  In this case we reach out to central office but more often than not the tax decision tool is the answer that we’re looking for.  

Ned Gellner:
Okay, so I’d like to thank Lori for her insight into the tool.  Next we’re going to move on to our topics.  So we’ve talked about the importance and impact.  We’ve talked about the tools available to the community.  Next we’re gonna talk about the payment tax and reporting steps.  

As I mentioned before, these are specific steps to get to accurate payment and again, back to the theme, this could be useful at the project level, people budgeting, it could be useful to our administrators to understand.  But not only that, the person who actually is receiving a payment, they can actually help in the process to understand or know how these steps happen at the RF level to get to say the tax statement they receive at the end of the year or the taxes withheld from them.  

So the steps go in this order.  Basically we start with reporting versus non-reportable payments, payment classification and U.S. ID’s.  We’re gonna talk a little bit about how those tie together.  Citizenship and IRS residency for tax purpose, that is an IRS status not an immigration status.  And then we’ll talk about the application of the appropriate taxation reporting rules.  Again this is gonna be high level and basic.  I’m sure many out there that are actually listening have many detailed scenarios.

I felt the best way to show reportable payments was to actually put it in a visual document.  Basically at the top we’re starting with – we’re gonna have a planned payment and reportable goes in two different directions.  We’ll go the direction of no for those that are not reportable.  Typically those are gonna be certain just plain project costs such as supplies, some are reimbursements.  And under the rules with the IRS rules, we don’t have to report any payments we make to an incorporated entity.  So in those situations there’s no tax or reporting implications.  

But if we follow the yes side, it’s where we have relationships and activity that match a payment classification.  So my nice little diagram down there kinda is taking payment classifications and pulling them out and showing the six different payment classifications that we identify at the research foundation for reporting and tax purposes.  You’ll also notice that we’ve got services next to employee or an independent contractor side.  So when we talk about these different type of payment classifications we’re talking about services and non-services.  So the six different ones that we look at and report on are employees, independent contractors, fellows, something we call a participant stipend or royalties or rent.  If we’re going to talk about reportable payments we also have to talk about some miscellaneous taxable and reportable situations.  The general rule that has to be understood that all amounts paid or items provided to an individual are basically taxable and reportable unless there’s an IRS rule that exempts or excludes them from taxation or reporting.  

One thing I just also wanted to mention is that – actually we’ll just back up to it for a second.  The items that would not get reported are gonna be out of our accounts payable system.  So our payment processing systems are our payroll system and our accounts payable system.  The only type of payments that would be in that non reportable side are gonna be out of our accounts payable system so those project costs certain supplies.  Just wanna make sure we touch upon that.  It’s important as we move forward.  So we talked about the miscellaneous taxable items, they typically are gonna be something that you have to watch for out of the accounts payable system so maybe you have an employee but you’re paying certain things out of the AP system.  Well you need to watch those to make sure that they’re not taxable, reportable items.

So let’s just mention the characteristics of these taxable miscellaneous items.  The rules from the government are gonna always start with cash equivalents meaning something that’s just like cash to the IRS.  A perfect example is gift cards.  Another characteristic is expenses that a person would normally pay themselves.  Sometimes we hear about housing being paid for an individual.  Well if that’s something that they normally would pay for themselves them that’s a taxable reportable item.  Not to be misunderstood with situations where they might be – have to have housing tied to the requirements of their job but if we’re all just going to pay somebody’s rent, well we gotta watch that.  That’s taxable reportable items.  

Benefits might also not be directly paid to the individual, might be such as an example where an employee has an agreement.  He’s coming on board and some of the tuition for his child is gonna be considered in that package even though it’s not paying directly to the employee, it’s actually a benefit to the individual student in this case, then that’s taxable reportable income to the employee.  

And the last characteristic to always remember is that there’s items that are provided via business but could or may lend to personal use.  A perfect example of this is a personal use of a company vehicle.  The key to all that is that you have to document personal versus business use.  The personal use is taxable and reportable income.

Kate Malia:
So Ned, in looking at those last three bullets, if you’re gonna kind of overall try to figure it out, especially with housing or something like that, if you’re looking at it, it would be is this more the benefit of the employee or is it more the benefit of the employer that you might make some of these – help make some of these determinations and whether it’s taxable to that employee?

Ned Gellner:
Correct and that’s a great point because it’s not always clear-cut.  And of course and something we’ll always say is you know, if you’re still not sure you should contact us or the office at your location and figure it out but yes.  It’s to look at is it a specific benefit the employee’s getting or something that they normally pay themselves.  Mike’s gonna talk a little bit about business travel.

Michael Simpson:
The important thing with business travel is making sure you’ve documented everything properly.  And of course you know, it’s keeping your receipts.  Everybody kinda gets that but even something as simple as having an itinerary, particularly if you’re bookending the trip, you’re going someplace really neat, presenting at a conference that’s at, in Hawaii or at Disneyworld.  You’re gonna stay a few extra days.  It’s important to document what was business and what wasn’t and so if you’re questioned later you can demonstrate particularly with an itinerary you can say who you met when.  If you’re leaving on a Monday instead of a Friday, so if there’s ever any questions you’re not caught unprepared.

Ned Gellner:
And one thing for everyone to remember is sometimes it’s just taken for granted that business travel is always exempt but it really is only applicable to service types of PIN classifications such as employees and independent contractors.  

Michael Simpson:
And of course we’ve got time for another quick quiz.  Are all payments processed – question, all payments processed are taxable and reportable, true or false?  And the answer is false.  Not every payment is tied to payment classification activity.  Could just be certain non-reportable project costs, payments or benefits paid or provided to individuals should be provided for tax and reporting impacts.  So we’ll get back to the steps of accurate payment.  We just talked about reportable versus non-reportable.  Now we’ll talk about payment classification and U.S. taxpayer identification numbers.  Kate’s gonna talk to the payment classification side, now I’ll cover the U.S. taxpayer ID’s.  

Kate Malia:
So this sort of starts us out when you’re thinking of the tools that Ned showed you, step one is that high level reportable-not reportable.  In order to figure that out you’re gonna look at the payment classification so what type of payment, where does it fall in the six circles that Ned has in the chart down below?  So when looking at this it’s the activity that’s gonna drive this payment class, not what the payment is called.  And we see this a lot where an award document may say you know that a stipend is to be paid to an employee and logically people may say, “Oh it’s a stipend in the award.  We’re gonna call it a participant stipend classification done.  

Well it doesn’t really work that way.  You need to look deeper into what kind of activity is being done for that stipend because really a stipend is what we earn every day.  It’s a way to payment.  It’s a payment to a person so we certainly wanna really delve deeper into that.  And then you know the easiest may be service versus non-service classification.  So once you kind of know if they’re services required, you can look to independent contractor employee.  If it’s non services then you’re gonna go down the list and see whether it falls into a fellow participant stipend, rent or royalty and we’re gonna talk a little bit about that.  

So for an employee just at a high level to talk about these, there’s an employee-employer relationship which means the RF controls how and when those services are performed.  We’re gonna look at sort of the IRS categories of evidence that they would look at so is there financial control, meaning whether I am here I’m working my hours, I get paid for that.  I know what I’m gonna get paid, I’m sort of guaranteed to get that based on my schedule.  Is there behavioral control meaning we’re saying how and when they do the work, the schedule that they need to be at work and the types of activities that they would be doing while they’re there, that’s controlled.  And then certainly we provide benefits to employees such as retirement, health insurance and so forth, time off.  Independent contractors, their self employed or sole proprietors, we may control the outcomes and we may say we want a product at the end of this report or something like that but we’re not gonna tell them when to do it, where to do it, how to do it.  

And there could be a risk that an independent contractor makes an estimate on a project and ends up losing money because it takes them longer hours than they thought or they make out because it takes them less hours than they thought.  For non-service payment classifications we have to start fellowship and participant stipends and this is always a good discussion.  And we do have a document out there on the web that kinda walks us through fellowship or participant stipend table at a high level and generally fellowships or payments in support of academic study or fellow initiated research.  These are typically given by a sponsor directly to a recipient and the RF is the conduit for that money to get to them.  So in theory if a fellowship recipient were to go to another institution, they would take that fellowship with them is one way you’d look at that.  

And it is in support of research at a higher ed university.  Participant stipends or honestly I prefer participant support, it’s really a payment for a non-academic or a vocational secondary school education training program or event and more for participating in that event.  So a very simple participant support example would be a secondary school science teacher comes to participate in a workshop at a higher education institution to learn how to teach science to their students so they’re college ready to take the courses coming up and they get a small participant stipend to do that.   

Ned Gellner:
We also have two other non-service as you saw, the diagram, royalties and rent.  Not every location has that activity.  There’s more – a few locations that have a lot of that activity so we’re not gonna spend a lot of time on that but a royalty is tied typically to a negotiated agreement for such things as industrial or copyright royalties.  Rents are based upon the use or occupying of property typically 1099 reportable if it’s a U.S. citizen.  We’re gonna get into all that.  

Next we wanted to talk about the key risks to the payment classification.  This is an area where it’s really, really important because typically you hear about it all the time, misclassification, someone who is an independent contractor thought they were an employee.  The key is the difference, employee versus independent contractor and getting it right up front.  The risk side of that is basically back taxes.  It’s usually an independent contractor that shoulda been an employee.  Well that means the government expected that withholding should’ve happened and paid to them and it’s funny how they think you know, oh well you didn’t pay it to me when it was supposed to be withheld so therefore it’s also late.  Penalties on top of that, it wasn’t reported right.  It’s just a stack in a snowball of problems if you have that classification incorrect.

Fellowship participant stipends are a little less risky but still it gets back to the reporting and penalties that can be put on that.  We do hear about fellowships versus employees where people question it.  They’re really two different things where fellowships or awards, employment and services but one of the things that kinda spurs that sometimes is the IRS publications will have a lot of language that will talk about the fellowship that provides services.  We at the research foundation just separate the two from the beginning.  We say a fellowship is a fellowship and you treat that as an assignment in the payroll system and an employee is an employee.  Treat that as an assignment.  So there are people who are on the system as employees and fellows, two separate assignments and we treat that separately in reporting.

Kate Malia:
And there may be examples, a time when a fellowship does have a small portion that is requiring teaching a lecture for example.  If there is any service that we would look at that’s kind of core to our business or where we would see they’re providing a service to the research foundation, that would be carved out and paid as an employee.  And you know just to kind of jump in even more on the independent contractor and employee situation, we’re seeing more unemployment claims.  We’ve had a few of them from independent contractors.  And it may not be that they’re misclassified up front but we have the burden of proof as Ned mentioned up front.  IRS looks at everything as taxable.  They’re gonna look at all compensation as wages so we need to show and document and prove that it isn’t. 

Ned Gellner:
And to understand the critical part of that is when they do do an audit and they find certain let’s say populations, the government, IRS, whoever will then expound and just look at your total volume and just extrapolate it.  So it just becomes a huge penalty or fine number.  So payment classification as we’re saying through here is just a huge cornerstone to accurate payment tax and reporting.  

Kate Malia:
Yeah, and the documentation as Mike talked about earlier, using these tools is key.  You’ve heard it in other Learning Tuesdays that we’ve talked about with payments and it’s document, document, document, the three D’s.  So it is time to take you back to elementary school days and we’re gonna have a little match the payment class to characteristic.  I don’t think this is in the common core curriculum that they have these days we’re a little, we’re being a little easier on you than that.  But we’re gonna have 30 seconds if you wanna just take a look down the payment classification side and match it up to the characteristic.  

[Music] 


Okay so let’s go through and see if you got them all right.  I’m sure you have.  Rent, we’ll start, we’re just gonna go down the line, rent, green, color-coded.  It’s paid in return for use of property.  That one’s pretty straightforward as most of us have rented at some point in time in their lives.  Independent contractor as we just discussed.  It is services, E but the RF does not control the work and therefore they would be doing it on their own with just a product to require fellowship in red is A, award and support of an academic study.  Then we have employee, which is B, services and RF does control how, when and where the work is done.  Royalties are negotiated portion per agreement and then number six, RF participant stipend is a non-academic vocational event; C.  

So not sure, incorrect payment class does open the project and corporation to risk as we’ve talked about which can be significant to administrators and the payment recipient.  We all want this to be right so that we as administrators don’t have to go back to the recipient of the payment and say oh, there’s a correction that needs to happen which may ‘cause them to receive less money if there are taxes involved because the project budget is limited as we all know.  So contact the appropriate RF office if you are a PI watching out there.  You’d wanna go to your campus RF office that handles these types of things whether that’s sponsored programs or HR or the office that administers RF work and if you’re an administrator watching I think you probably know Ned’s number by now.  I have it on speed dial and my number as well, we’re always here to help you with these classification issues which they can be complicated we know.

Ned Gellner:
One of the questions we got in was someone asked about scholarships.  The research foundation typically wouldn’t be paying a scholarship.  It’s really something that goes through a more of an educational institution, something that’s put on a student’s account and then utilized that way.  But if you’re in those situations and you hear about it, I can tell you the tax and reporting role and basically it follows the same rules as a fellowship.  So as later we got into tax and reporting and all that but typically they’re – well really the research foundation wouldn’t be paying the scholarship.  It’s really back through the Sunni process there.

The other question we got and it’s come up in a lot of procedures we’ve been working on lately and items is some campuses are saying you know obviously we pay certain things to Sunni employees sometimes.  We are working on as I mentioned, some procedures and things like that but the problem is that Sunni is a separate reporting entity so if it’s a taxable reportable item that’s being paid, it really should be worked back through the Sunni system first, their processes.  And we are working on some guidance on that later but the real issue there is that the – if the research foundation pays taxable reportable items for a Sunni employee.  We’re actually responsible for the tax and reporting implications.  So I know that question’s actually been coming up lately as we’ve been working on certain items that we’re gonna be slowly releasing later at a later date.

Next we wanted to move on, even though we kinda finished up on payment classification there’s always one type of payment classification because it does have reporting tied to it that comes up and that’s human subjects.  One of the things with human subjects is we would like to see the best practices made of utilizing our system such as our AP system which makes the payment, can look at the thresholds on when certain things are paid.  But we do know that at times we have and we have flexibility on different ways to pay human subjects.  So confidentiality is typically the reason for that flexibility in ways to pay.  One of the assumptions is that that human subject’s always going to receive a 1099 and 1099’s have thresholds.  

So most projects will think oh well, they’ll never reach that $600.00 threshold so therefore it’s not a big issue so that way we don’t have any reporting impact.  The caution here as you see my little red box there is that’s for U.S. Citizens, resident aliens and we’re gonna talk more about that.  If it’s a nonresident alien, the general taxation rule is 30 percent.  So there is an impact there and sometimes this human subject payment is so small that by the time you take that 30 percent it’s kind of a real blow.  So tax and reporting, that is a – that’s a kind of an issue t be careful of on human subjects.  This page of the presentation is purely more of a help to what’s happened in some language with the IRS.  

In 2007 the IRS realized that many organizations were coding or setting up and paying and reporting human subjects as a box nine which is for a 1099 box 9 which is for independent contractor.  That could have some huge impacts to the individual when they actually go to file their income tax returns.  So they realize that many, and many were asking, they realize that many of these human subjects, situations are for medical research.  So at that time back in 2007 they came out with an opinion which then turned into something that’s now on the instructions to the 1099 miscellaneous form that if it is for medical research to code it under the 1099 box 3.  So in the AP system you’d be processing it at the invoice level making sure that it has the MISC 3 code.  That’s a language for our administrators out there.  If you’re a payment recipient, the idea is that box three is a lot better for you than box seven ‘cause box seven the IRS thinks you’re a self employed person you’re gonna deal with self employed taxes.  So box three is actually called other income.  

I’m gonna talk brief – try and talk briefly about U.S. taxpayer identification numbers.  

Kate Malia:
You can do it Ned. 

Ned Gellner:
Yeah I know, I know.  I like to – this is a point of confusion a lot and I’d like to try and make it as simple as possible.  The best way to start with is that employees are the only ones that must have a Social Security number.  So either they have one or they need to obtain one.  So obviously if they’re gonna obtain one we’re usually talking about someone who’s a non-citizen.  Most U.S. citizens have a Social Security number.  All other reportable payments with our payment classification things or rents or royalties, fellas, we have to put a valid U.S. Tax identification number on their tax statement.  So all others must have a U.S. Tax identification number, those reportable payments must have a us tax identification number.  

So it’s important to understand that really to keep this simple, the employees must have a Social Security number.  Now talking about the non-citizens, sometimes a non-citizen has a Social Security number.  They may have had dealings with the U.S. in the past and they actually have a Social Security number or they may have been an employee for somebody else.  So within the process of inquiring there’s actually the IRS W9 which is a pretty common form and the IRS WABEN for nonresident aliens.  But that asks for their official name, address, US10, their tax status.  So the idea is we all need to have a U.S. tax identification number and it’s easiest to remember that employees are the only ones that must have a Social Security number.  

Now we’re gonna talk briefly about ITIN’s.  We’re also gonna have a testimonial with a person who has to deal with ITIN’s on a normal basis.  So an ITIN is an individual taxpayer identification number so as I mentioned, employees must have a Social Security number, and they might also have a Social Security number on some of the ones that are not employees.  If the individual is not eligible for a Social Security number, the next U.S. tax identification number they would apply for is with the IRS W7 and when it’s issued, that number actually starts in a nine.  

Now it’s very important that you plan time and patience with this application process.  You might remember on the tools I showed on the web, I mentioned that taxpayer identification number section, there’s a lot of information about how to apply abroad, different ways to apply for tax identification numbers.  So it’s important that you put time and patience into it because it actually is a but of a burdenous process and it takes time.  And that right now we’re gonna hear a testimonial from someone who goes and works on ITINS.

Tobi Cole:
Hello, my name is Tobi Cole.  I am a senior project manager at the Sunni Center for International Development.  I provide programmatic and administrative oversight for international development programs, mostly funded by USAID which is the United States Agency for International Development.  I oversee projects that provide technical assistance and legislative, legal and policy analysis to parliaments in different parts of the world which currently includes Kenya.  

Under the USAID sponsorship participants are nonresident aliens that come here to the U.S. to participate in legislative collaboration.  One of the nuances for tax and reporting with USAID projects is that the payments for the non-U.S. citizen fall under IRS reporting rules on a yearend, 1042S tax statement.  This means the RF requests a USTN from the non-citizen which they typically do not possess.  Therefore the individual has to apply for US Tax pay identification number.  Since the activity is not employment, this means the individual must obtain an individual tax pay identification number from the IRS.  

The ITIN application process which involves completing a W7 tax form for the IRS is a burden.  Under USAID it is part of the visa process which I also assist with and the IRS will instruct it can take six to eight weeks from start to finish.  We have literally assisted participants by walking them to our local IRS office to get ITIN only to have the IRS agent basically laugh in our faces because they believe the requests were invalid.  We have sat with some of our visitors who do not speak English and help them complete the forms, mailed them out and had them returned because they did not meet the proper requirements.  At times you will run into a situation where an IRS agent is not willing to release an ITIN because he/she feels the ITIN is not warranted.  

The dilemma for the central office and corporate reporting is that IRS instructions require that a USTIN on the 1042S.  In those cases instruction by the ventral office is to fully walk through the application process and then document the application attempt to show due diligence in trying to obtain an ITN.  Thank you. 
Ned Gellner: 
Okay, so I’d like to thank Toby for her insight on that.  It gives you an idea on the burden and that’s why I mentioned you have to have time and patience in planning ahead for that.  Now we just wanted to touch upon Social Security number versus an ITIN.  I mentioned the employee has to have a Social Security number but there are times I’ve seen it with like fellows that are non-citizens who get a ITIN and later they become an employee.  In that case they have to obtain that Social Security number and the Social Security number now takes precedent.  The ITIN is not the key number at that point, the Social Security number would take precedent at that point.  

This slide is to talk about something that happens on the government level and the information we send to the government.  At the end of the year when we accumulate and send all of our tax statements, we send files to the government which has the person’s – for this purpose, name and tax identification number.  So the IRS looks at that as a name TIN combination.  So they’ll review the record and they’ll basically ask us, or come back to us if there’s a significant amount of mismatches.  Kate was gonna – you’ll talk to the idea of e-verify.

Kate Malia:
Yeah so we really don’t see a lot of this activity on the payroll side for a number of reasons.  We have had, historically had a process where we require a Social Security number, so you’re matching and entering that Social Security number directly into payroll.  That’s a payroll requirement to ensure we don’t have the mismatches.  Now with requirement that the research foundation has to register with new employees with e-verify which you input Social Security number and that validates the Social Security information directly in the Social Security database with the government, we really should be seeing zero of that.  So I’d be surprised if we have any Ned, I’d be interested to know that but I would imagine we don’t have any on the payroll side.

Ned Gellner:
Even at the stages for years and years and years, because we do such a good job gathering that information, and the Social Security card is that, the name and combination.  We’ve never really gotten a notice from the government.  I think maybe once in 20 years and it’s four or five that we’re looking at so it’s gotta be a significant amount for the ors or the government to communicate with us.  On the accounts payable side, not that we don’t do a good job over there too, actually it’s been reduced over time, we do get some mismatches and those folks that are out there on the accounts payable side know that about every October, November, I get the notice from the IRS and we send the information out and it’s called a B notice solicitation process where they basically go out to the individual and say, “Our records show that there’s a mismatch between name and TIN.  Please send us a new W9 or something of that sort.”  

So they’re analyzing the 10, the government’s analyzing the 1099 reporting.  Won’t go into too much detail but the 1042 side, I don’t think the government’s got that far along.  So if there are mismatches there, they’re not telling us about them at this point.  But that’s a whole other subject so – 

Kate Malia:
And of course it’s important for the employees to have the correct credits in their Social Security account certainly so it’s a good thing we do well with that.

Michael Simpson:
Okay.  It’s time for another pop quiz.  Which statement below is true?  Non-citizens do not require a USTIN.  Employees are required to have or obtain a Social Security number.  It does not take long for an ITIN to be issued.  Social Security numbers are issued by the IRS. 

Ned Gellner:
So the answer is employers are required to have or obtain a Social Security number.  Some of these questions I’ve made sure to make you think on some of ‘em.  You mighta thought about that Social Security numbers are issued by the IRS but they’re actually issued by the Social Security Administration whereas the ITIN is actually issued by the IRS but the answer is on this and I have to point to the number A answer because I do hear this from a lot of people that there’s an assumption sometimes that non citizens don’t require a USTIN.  If we have to report it on a tax statement, they require a USTIN.  It’s typically the ITIN.  

So we’ve talked as our – coming back to our steps we’ve talked about reporting versus non-reporting, payment class and U.S. tax identification numbers.  Again that tied in the fact that the payment class, if it’s reportable, we need a U.S. TIN.  And third, we’re gonna talk about citizenship and IRS residency for tax purposes.  So citizenship, it seems like a simple evaluation right there.  Either they’re a U.S. citizen or a non-U.S. citizen.  But it could be very well an inquiry you have to make at times.  For employees citizenship is identified on the I9 and Kate talked about e-verify but we actually have a form available and hopefully everybody’s using it.  If you’re wondering about how to gather information, how to make some of these evaluations, this form can walk you through the process.  

So this is a screen shot of the front page of the request for alien information form.  You’ll notice it says request for alien information for employees and fellows.  There’s also one for employees and fellows are tied to our payroll processing side.  There’s also one available on the AP procedures also and it says miscellaneous income for those.  So on the AP side it’s our independent contractors, rents, royalties, or our participant stipends.  The front page of this form, and what’s key is for a lot of determinations is the date the person entered the U.S. and it doesn’t have to be the date they came to work or do things with us.  It’s the date they entered the U.S.  

So it counts into something we’ll see later on counting days and the visa type code.  So obviously we wanna gather as much information as we want or we need here but these are some of the basis, base of information we’re gonna need for a non citizen situation.  This information can then be on the payroll side there’s a place to actually enter the information.  On the AP side you’d hold that form for your documentation, documentation, documentation. 

So when we talk about IRS residency for tax purpose there are four types of residency for tax purpose.  One is a U.S. citizen which we kinda talked about as somewhat simple, then there’s permanent residence or a permanent resident which is actually an individual that has a green card, resident aliens, and again this is all for tax purposes.  Resident aliens and this is what’s called meeting the SPT test.  And then there’s a class for nonresident aliens and one of the things that makes this confusing really is the resident aliens that meet the SPT test ‘cause you get into a whole bunch of days counting.  

But when we talk about a non-citizen, a non-citizen really takes in those last three bullets, the permanent resident, the resident alien and the nonresident alien.  Later you’ll see how that shifts again when we get to tax and reporting.  And again this is IRS tax status, not immigration.  So you need to talk, Kate’s gonna talk a little bit about making sure it’s eligible for payment, things of that sort.  

Kate Malia:
Yeah, so to add you know another layer as the, we’ve seen throughout the presentation the determination of taxation doesn’t stand-alone.  It goes with the payment classification and then this is another area.  So with the visa type, you would still need to be looking at that and say are they eligible to receive that kind of payment with that visa type.  So a primary example would be an independent contractor may come through.  If they’re an H1B specialty worker, they’re not eligible to be an independent contractor so that might stop in the tracks any further determination on the taxation so of course your first step would be to determine that they’re eligible for that kind of payment with that kind of visa status.

Ned Gellner:
And that’s a perfect example of how we’ve talked about we’re working on the basics here.  That’s a great example but every scenario is gonna have an interesting – we’ve seen them.  So every scenario is gonna have an interesting twist to it and then you have to actually look at how does that work, how does that visa work based upon the activity they’re doing.  Are they even eligible to actually receive the payment and that would even before we even, that’s even more important even before we get into residency purposes and taxes and all that.  If they’re not eligible to receive the payments that’s a problem at the very beginning. 

So I thought I put a slide in here a little bit about trying to give an idea to everybody of how much activity we have ‘cause a lot of times when we get into non citizens and nonresident aliens, a lot of times people well I don’t have that activity at my campus and you very well may not.  But if you take the payroll system which has more information in it as to who’s a non-citizen and who isn’t, basically ranges between 10, 15 percent of the activity across the corporation.  So it’s probably a little bit bigger than you might think but you also have to remember that is non citizens again, that query and information so that’s the permanent resident, the resident alien under the SPT and nonresident aliens.  So it’s really everybody accept the U.S. citizen. 

The majority of the activity obviously is at the university centers and larger campuses, more than half the locations have reportable interactivity which means more than half of our locations we produce 1042S at the end of the year.  So we all need to know somewhere along the line those that don’t have activity may end up having activity so we all need to know the additional determinations and information for non-citizens.  

So continuing, we have another slide in here I wanted to mention.  Typically we hear based on the Sunni campuses that there’s some kinda international office at the campus level.  It’s not gonna go away.  The Sunni big six items, one of ‘em is Sunni and the world.  And again the collection, the point to collecting the information for IRS residency.  How does it work at your location? 

Michael Simpson:
Well the biggest issue for us is when somebody graduates and is a certain period where they continue to work but you know there’s – that’s usually the toughest one for us to keep track of making sure we know when those sort of events happen.  Usually it’s not too hard to classify them properly in the beginning, it’s just those changes that you wanna make sure you catch or if they – a grad student and they dropped the number of credits.  There’s those sort of issues where you wanna have lots of conversations with your PI about any foreign nationals working at a part time.

Ned Gellner:
So to kinda stress why the IRS residency for tax is important, NRA taxation rules are far more complicated than U.S. citizen rules.  Typically when we pay a U.S. citizen independent contractor it’s kinda like we’re not required to withhold.  We report it on a 1099 but with a nonresident alien, the general rule always starts with 30 percent withholding is required.  Now there may be exceptions to that but so there’s a taxed impact right off the bat.  So we need to make sure that we’ve got things lined up and we’re gonna process it correctly. 

Michael Simpson:
And this is the kinda thing that if there’s PIs out there, if they take one thing away from this is you don’t wanna find yourself in a situation where someone was expecting 1,500 and they got 1,000 and without being warned that it was gonna happen.  It can ‘cause embarrassment for the PI but also even for the person that’s visiting.  And so that’s usually probably the biggest gotcha, the most common thing that happens is someone’s expecting a certain dollar amount and didn’t know the taxes were gonna get taken out.  

Ned Gellner:
And it’s a great point.  When I talk to people on the phone sometimes, providing guidance I’m usually, I usually kinda say, “Well if you know they’re a non U.S. citizen then I like to say there should be a stop sign for a second to say okay, wait.  I’ve gotta take some time and we’ve gotta get more information, make sure the residency for tax before we process.  

Michael Simpson:
And some of it can be as picky as do we have a tax treaty with that country and so a PI might successfully pay somebody ten times and that 11th person gets hit with a tax.

Ned Gellner:
Right.  And we’re gonna talk about how that can be different with tax treaties later.  So one of the things that happens with 1099 reporting in U.S. citizens is there’s no – or there is thresholds for things like I’d mentioned, the $600.00 threshold for independent contractors and things like that.  When you’re out talking about nonresident alien it’s all reportable.  There are no thresholds and it goes on a 1042S.  

You’re actually gonna see this slide later when we get into tax impacts but you might remember I kinda mentioned how it kinda shifts when we get to tax rule.  So before I mention that the permanent resident alien and the nonresident alien are non-citizens.  But when we get to tax rules, if a person’s a permanent resident and resident alien, they’re actually gonna fall under the U.S. citizen tax rule.  So that’s why it’s important to understand that, that we’re gonna cover that when we get to tax and reporting.  

The biggest challenge really is the substantial presence to us, that resident alien meeting the SPT test.  The reason it’s kinda – or the reason it is challenging is ‘cause it’s a complicated calculation.  It’s based on a three year look-back period and you’re taking percentages of each second, two, three years prior but it’s based on the whole time the individual’s been in the United States, when you get to the counting of days.  And of course, to complicate it even more, and this is still just high-level unsubstantial presence, when they’re an F or J1 visa, they’re actually exempt from the SPT test.  So that creates another layer so many times people call me and say, “How would I walk through this test?”  

Kate Malia:
And when you say exempt from the SBT test, you mean they get the taxation as if they already met the test or?

Ned Gellner:
Great, I’m glad you asked that.  I actually didn’t put that in the notes but it’s only an exemption from the SPT Test.  It doesn’t tie directly to income tax exemption.  Actually we’re gonna mention something about Social Security and it does tie to the residency, to Social Security tax on the non-citizen status.  Great question.  So instead of trying to elaborate detail by detail, this is actually another link that when you’re in the model tool I was talking about on our external website, this is a link in there.  It’ll talk about Substantial Presence Test and this is the actual definition on the IRS page.  

So actually you’ll see one and two on the side there.  First thing is they actually have to be in the country for 31 days.  And then it goes into an 183 day test over a three day look-back period I’d like to say ‘cause if you look down at the bullets below, it’ll say all the days of the present year, a third of the days that you were present and the year before that and then a sixth of the days present year before that.  The 183-day significance is basically it’s a half a year.  So the IRS rule in this case, as complicated as it is, is really looking on a three year period, have you been in the country at least a half a year.  Then they say okay, you are a resident alien for tax purposes so now you’re subject to U.S. tax rules.

So to show that this – we have forms and tools available.  I’m back to the request for alien information form.  This is actually page two.  And test one, test two, test three were actually shown on the next slide.  This is basically walking a person through the substantial presence test.  The research foundation is ultimately responsible for that determination but a person could certainly fill this out.  If they don’t then we can utilize this test for that purpose.  

So the first test is actually whether it’s a permanent resident.  The second test goes into the F&J visa exemption.  The third test as you can see gets into rows and columns of actually counting the days.  And at the bottom of the form the person would actually mark or you would set as they’re a resident alien or nonresident alien.  Then we’ll move to the tax when we get to that point.

So our steps to accurate payments, we’ve talked about reportable versus non-reportable.  We’ve talked about payment class and ITIN or U.S. TINs, citizenship and residency for tax purposes and now we’ll talk about the application high-level application of the appropriate tax and reporting rules.  As I said you’d see this sign again or this screen again.  So once that all is decided, U.S. citizen, permanent resident and resident aliens all fall under the U.S. taxation reporting rules.  

And then there’s a whole separate set of nonresident alien taxation rules.  So if you think about it, for every employee there’s employee, two sets of rules whether they’re a U.S. citizen under the U.S. citizen tax rules or whether they’re under the nonresident rules.  Same thing with independent contractors, fellows, participant stipends.  Let’s cover the main differences and we’ll start with employees.  If they’re under the U.S. citizen rules, they can designate whoever they want to on their W4, IT2104 how they want their taxes withheld and it’s really that individual’s responsibility.  

They’re saying to us how much you know, put this in the system and withhold this amount.  They have to reconcile that with the government when they file their income tax returns.  For nonresident aliens they cannot fill out that W4 or IT2104 however they want.  The general rule, and there are exceptions to certain countries and I can go on and on, but the general rule is that they have to file single and one allowance.  Doesn’t matter what their marital status is but they’re supposed to file single and one allowance.  There’s a whole myriad of roles behind it and why that’s the case.  In essence non-citizens might be in the country and leave so they want to make sure the taxes are withheld so that they’re taken care of and reconciled at the end of the year on their income tax return.

Now there could be some exceptions tied to income tax treaties and we’re gonna cover that a little later.  Had to put a slide in there about Social Security and this is Social Security not income taxes.  So a U.S. citizen is always taxable and our questions that Mike covered, they’re taxable to the Social Security holdings.  But a U.S. citizen could be exempt under a student exemption status.  That means it’s a Sunni student also is an employee.  They’re registered, regularly attending classes and primarily a student doing student work.  They don’t get benefits, things of that sort.  The NRA could be exempt under the student status or a non-citizen status and I kinda alluded to it before but it’s tied to that J1F1 exemption from the SPT test.  But there is something called a non-citizen status so they could be exempt under the student status or the non-citizen status.  There is no, neither one takes precedent.  It just means they’re double exempted if they’re under both.

The main difference for non-employees, employees usually fall under that graduated table so if they provide a W4 there’s tables to do the withholdings.  When it gets to non employees, it’s different, it’s flat rate when you get to the nonresidents but U.S. citizens, we are not required as an organization to withhold tax but we do report it and there are thresholds so we’ve talked about that a few different times, typically independent contractors and $600.00.  But with nonresident aliens as I’ve mentioned before the standard rule is 30 percent and there are no reporting thresholds.  Again there can be some exceptions, usually treaty.

So we put this chart up.  It’s actually an excerpt from a procedure in our procedures and we put it in a more comparison format.  So on the left kinda like I was alluding to before, on the left is U.S. citizen permanent resident and resident alien tax rules and on the right is nonresident alien tax rules.  And it basically goes down and it basically goes down and basically talks about the mechanisms, the rules and what kinda tax statement is provided at the end of the year.  We’re not gonna go into each and every one of ‘em because we’ve already covered them on the differences between them.  And the first one was employees independent contractors, you might remember on our risks to misclassification.  Those are the two that you looked at, then fellows versus participant stipends, again they’re in a row.  And then we also talked about rent and royalty recipients.  

All right so we’re gonna go to a question here.  So if a person is a non-employee and a non-U.S. citizen reporting, has no thresholds, so is the answer yes or no?  And I gotta tell ya sorry, it’s actually a trick question.  The actual answer, but this tells you how you have to make these determinations that can be complicated sometimes.  The question’s maybe.  If the person who’s a non-U.S. citizen is actually a resident alien under the IRS tax reporting rules, then they would fall under the 1099 reporting thresholds.  If they’re a nonresident alien, then there would be no thresholds and it’s a standard 30 percent and reporting on the 1042.  So all of it is reported for a nonresident alien.  

Michael Simpson:
It’s because of those maybe’s that I’m still a big fan of that tax decision tool to help document how you got to the answer you got to.

Ned Gellner:
Yeah.  And the tax decision tool is really cool because it goes down past and keeps people away from all the different payment classes.  So it would you into that independent contractor and take you down that path only.  So let’s talk a little bit about the steps for compliance for figuring nonresident or working with nonresident aliens.  So we’ve gotten past the IRS residencies and now we’re saying these are nonresident aliens and this is how you apply the tax and reporting rules.  Again high level.  

The first thing that has to be – and this is forgotten a lot, is to determine what’s called an IRS sourcing.  I hate the word but the IRS uses it.  It’s not what you think it is and I’ll get into that when we get to it.  The second item is that if you determine the person is – or this activity is U.S. source, then it’s the 30 percent withholding and there are some other reduced rates.  We won’t actually get into but it’s specific to different scenarios.  And the third item is if there actually is an income tax treaty, it could be exempt from tax and reporting.  

So let’s move into the IRS sourcing.  As I said, it’s not what you think.  Most people say, “Oh sourcing means it’s where the money originated from.”  It’s actually different for each and every payment classification.  For instance just as an example like fellowships.  It’s a combination of where the money came from and where the research happens.  

So actually has to be both cases in the U.S. to be U.S. Sourced.  If either one of those is outside it’s foreign source.  So but the bottom line is if it’s determined to be foreign source based upon those rules, we don’t have to report or withhold on those items.  So yes, we would create no tax statement and we don’t have to withhold and it’s also important to make sure if it’s the case and we don’t have to withhold it you don’t actually withhold.  Our systems are a little bit limited there so you have to make evaluations and get it in the system correctly.  

Let’s talk a little bit about income tax treaties.  Not all countries have an income tax treaty with the United States but even if a country has a treaty it doesn’t mean that the income the person is receiving is really available to them.  If they do have an income tax treaty and if that activity is covered by an article in the treaty, then they have to fill out an IRS form to claim the treaty.  So a lot of people get confused with that.  They think oh if they have the treaty we just give them the treaty.  It’s not the case.  There has to be an IRS form to allow us the research foundation to provide that.  

So if you’re a payment recipient and you go out and figure out that you have a income tax treaty then you need to find that form.  We could go into more detail we would but that form based on your activity to actually claim or put in your claim to have no taxes withheld on an income tax treaty.  So administrators, we have to get the form to allow the exception.  

Michael Simpson:
And if you’re a pre-award person, again if you think this is a likely scenario for that PI, you might wanna discuss in advance what you’re gonna do if this opportunity presents itself.  If it considers some sorta language in the budget narrative so that you’ve got something to refer to just in case memories have faded a year later when the grant comes in.

Ned Gellner:
Right.  There’s a table in, it’s IRS publication 515 that actually lists out the countries that have income tax treaties.  They’re in the back of the book and goes by the different type of activity.  Certainly when you look at it call me up and I’ll walk you through it.  Many already know it out there.  So let’s go with a nonresident alien question.  Which bullet below is true?  The IRS sourcing rules are the same for each payment class.  

There are specific steps in evaluating the NRA taxation and reporting.  And all NRA’s can claim an income tax treaty exemption.  NRA fellowships are subject to 30 percent withholding.  The answer is B, course the answer’s been B.  D mighta been a little tricky because fellowships do originally fall under the 14 percent withholding but they’re actually allowed a reduced rate at 14 percent under the IRS rules.  

So we’ve talked about the importance and impact, tools available, the payment tax and reporting steps and of course we went all through those.  Those are the steps.  First you figure out it’s reportable then you figure out the payment class in ITINS and not to forget immigration visa, you know that’s even more important.  IRS residency for tax purpose and taxation reporting rules.  So the last to cover here is yearend reporting and new year.  

So we’ve gone through and I kinda mentioned this before, we’ve paid people, we’ve accurately set them up to go to the correct tax statement, be withheld correctly.  The final goal as we’ve accumulated all that is actually create tax statements that we send out to the individuals.  The little table down below explains or shows that W2’s, we have a deadline.  The RF has a deadline of sending them out by January 31st or having them available or send out by January 31st.  W2’s can actually be gathered online.  

We have through self-service in our external – well basically through our availability to employees you can go through self-service and actually get yours online.  There’s ways to opt out of getting a hard copy but 1099’s also have a January 31st date.  Those are through a manual process.  We create those forms and send them out.  We don’t have it available online yet.  It’s the same with 1042’s.  And you’ll notice this is always interesting but the 1042 has a March 15th deadline so that can get kinda interesting ‘cause some employees that are nonresident aliens might receive a W2 and a 1042 and have to go into the whole details but they have different deadlines.  

So we get to the point where we send out accurate statements.  And those statements are based upon when we pay in a calendar year.  It’s not about like employees, it’s not about they earned it in a prior time.  It’s when we actually paid it.  So that’s how tax reporting is based.  All those, all that reporting actually happens from the central office.  Actually I’ll show that on the next tape.  But once we’ve sent that tax statement out, we’ve closed the files.  We’ve taken our last data and we call that closing the reporting period.  

So anything that we’re gonna do past that falls into the next bullet which is corrections and prior period adjustments.  We’re in a different calendar year but we’re fixing something from the prior closed period as far as tax statements.  So it’s a prior, what we like to call, not like to call but call it prior period adjustment.  Now those statements that are actually sent out, I talked about W2’s you can certainly get online but those statements are actually sent out.  The responsibility is from the central office.  We would always be the ones to create and send those; the responsibility at the central office.  If it can’t be delivered because there’s an address issue in the system, it will come back to that central office.  

There’s a variety of different rules of what happens like on W2’s we wouldn’t send it back to the campus because it’s available online.  In some cases with 1099, 1099’s or 1042’s we might send it back to the campus.  We might try and track down the individual.  So if you’re wondering about your address and whether a tax statement is gonna get to you, if you’re a payment recipient out there and you get a 1099 or a 1042 or even a W2 and you still opt to get it via mail, then you need to make sure that you get information in, on address change.  We’re actually going to have an e-news come out on that soon.  

Copy request, so for some reason you didn’t get it, the dog ate it, it fell through the cracks on an elevator, who knows I had a couple of those one time here.  1099’s and 1042’s are a manual process as I mentioned.  But you need to complete a formal form.  The individual’s tax statement is actually their personal property.  So the individual should be completing a form to request a copy.  And then you would submit that to your local RF office and they would forward us to get a copy sent out and that’s for the 1099 and 1042.  Again W2’s are online so through self-service a person can get a copy of their W2 anytime.  

And then we get to corrections again.  So if we weren’t thrilled or did exactly what we needed to do to get it, payment classification correct, taxes withheld correct, then there’s an administrative burden and it falls on all of us.  It’s in the calculations and communications as to what happened and why it happened and what we’re gonna do to fix it.  We have to create the amended tax statement at corporate level.  We have to file amended returns but I’ll still go so far as to say I think we should be more concerned about the significant inconvenience to the payment recipient.  

They may now be burdened with IRS amendments, New York State filing amendments or any state filing amendments and they may have tax impacts.  They mighta thought they were all set, filed their tax returns and they’re good and all of a sudden an amended return shows up and now they’ve gotta file an amended return and they might owe some taxes.  So the significance really, we should be really more concerned about is what we’ve done to the individual, the payment recipient.  

For a new calendar year and these processes, the administrators I’m talking to actually have procedures and things on how to solicit information.  But for the new calendar year, anybody who has claimed exempt, W4 for instance there’s a spot to claim exempt, treaty exemptions with the IT20 – well I won’t go into it but the form, depending on what kinda payment class and the treaty exemption form, those forms expire.  For instance the W4 expires like in February, somewhere in February.  For IT2104 I think it’s in April but the concept is that their exemption has expired.  If they wanna be exempt they have to file a new form.  So as I mentioned administrators also have a process and procedure out there in guidance.  Tied to that, residency for tax purposes should also be examined at that time.  

If you’re a payment recipient out there and we’ve just gone through all those rules and you’re thinking well, am I still a non-resident alien?  Maybe I’m a resident alien now.  And in all of this, things may have changed.  You may actually thought you were exempt and find out you’re really taxable.  You should have some withholdings.  It’s not about us wanting to make those withholdings.  It’s about when you get to the end of the year and you file your income tax return, do I have enough withholdings for my reconciliation with the government?  So these are two typical things at year end that have – yearend into the new year is filing new exemption forms and looking at residency status for tax purposes and we do have some within those procedures some reports that administrators have to help them as far as tools.

So here’s a question on yearend tax statements, yes or no.  You should provide a copy of a tax statement to a payment recipient’s spouse.  The answer is no actually.  You need to as I mentioned in there, it is actually personal property of the individual.  The only reason I put this in here is it’s a typical case they put in workshops and things of that sort where there may be legal issues going on between one person and another and you shouldn’t really be releasing that personal property to a person that’s not the actual owner.  So spouse meaning it might be that you know, someone just provided it to a wife where maybe there’s legal proceedings going on and that’s a problem and it is.  It’s been known in certain legal bounds that it’s worked to the advantage of the person who got it when they shouldn’t have gotten the copy.  And again, a reminder again that W2’s are available online.  

So at this point we hope that everybody’s got a good understanding of what it takes to get some accurate payments set up and processed or at least the basics and high over and how it affects the RF community, that you understand the steps to processing those accurate reportable payments, understand the basics to taxation and reporting rules and that you understand the implications and some of the responsibilities for year end and if we end up in corrections or new year adjustments.  So at this point any wrap-ups, questions?  And again thank you very much Michael and Kate.  It’s been beneficial.  You’ve made it better.  So – 

Kate Malia:
Pleasure to be here.  

Ned Gellner:
So thank you for making time to attend this learning and development program today.  Please take two minutes to let us know your thoughts on today’s program by completing the exit survey.  If you registered in advance you will receive a link to the survey and the e-mail very shortly, however if you did not register, we still wanna hear from you and I encourage you to use the links in the live stream web page you’re on right now.  As always your feedback is used to improve future programs.  The next learning Tuesday program is scheduled for December 17th and is entitled “Preventing Insurance Issues”.  As always we encourage you to attend to register and mark your calendar.  Thanks again and have a great day.

[Music]

[End of Audio] 
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