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ADMINISTRATIVE PRACTICE LETTER

SUBJECT: Pavments to Nonresident Aliens

INTRODUCTION

United States tax law requires the University of Maine System (University) to withhold federal income tax
from and report to the Internal Revenue Service (IRS) all payments made to Nonresident Aliens, excluding travel
reimbursements. These requirements are difficult to comply with due in large part to the complexity of the laws
that surround payments to Nonresident Aliens. The purpose of this APL is to document procedures to insure
University compliance.

PROCEDURES

Effective November 1, 2001, when processing a payment to a Nonresident Alien, including for
employment, independent contractor services, fellowships, scholarships, and travel expenses, the following
procedures must be followed.

PAYMENT FOR EMPLOYMENT, INDEPENDENT CONTRACTOR SERVICES., AND
FELLOWSHIPS

All requests for payments to Nonresident Aliens for employment, independent contractor services, and
fellowships should include a completed Foreign National Information Form. A copy of this form is attached for
your reference and may be duplicated. The completed Foreign National Information Form should be forwarded to
the following department designated as the Nonresident Alien Tax Administrator for your institution:

University of Maine at Augusta UMS Accounting
University of Maine at Farmington UMS Accounting
University of Maine at Fort Kent ~ UMS Accounting
University of Maine at Machias UMS Accounting

University of Maine UM Payroll

University of Southern Maine USM Human Resources
University of Maine at Presque Isle UMS Accounting
University of Maine System UMS Accounting

The information on the completed Form will be entered into the Windstar Nonresident Alien software to
analyze the Nonresident Alien’s residency status and eligibility for exemption of income from taxation through a
tax treaty. The software will generate the appropriate IRS forms that need to be completed and signed by the
Nonresident Alien. The forms will be returned to the sender within three working days for appropriate signatures.
Once the IRS forms are properly completed, the Nonresident Alien will be eligible for payment.
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SCHOLARSHIPS

All Nonresident Aliens identified in the student information system as having received a taxable
scholarship are required to complete the Foreign National Information Form. The department granting the
scholarship is not responsible for the completion of the Form. The University of Maine System Accounting
Department is responsible for identifying those Nonresident Aliens with taxable scholarships and coordinating
with representatives at each institution to get the Foreign National Information Form completed. The information
on the completed Form will be entered into the Windstar Nonresident Alien software to generate the appropriate
IRS forms that the Nonresident Alien will need to complete and sign. The forms will then be sent to the
Nonresident Alien for completion.

TRAVEL EXPENSES

Reimbursement to Nonresident Alien independent contractors for travel expenses are not taxable provided
documentation exists to substantiate the reimbursement. The Foreign National Information Form need not be
completed for these types of payments. Payments made to Nonresident Alien Independent Contractors that include
payment for both independent contracted services and travel reimbursement should be treated as two separate
payments.

ASSISTANCE

The Manager of Accounting Operations at the System office will be handling Nonresident Alien issues for
the University. If you have questions regarding this APL or need assistance with planning for foreign visitors,
please contact 973-3315.

ATTACHMENTS

Attachment #1 is the Foreign National Information Form and should be used as prescribed in this APL.

Attachment #2 is an interpretation of the IRS laws governing nonresident aliens and can be used by
University personnel as a reference in dealing with Nonresident Alien issues. It is important to note that IRS laws
surrounding Nonresident Aliens are constantly being revised. Consequently, the attachment may not contain the
latest revisions to IRS laws.

APPROVED

Joanne L. Yestramski

Chief Financial Officer and Treasurer
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All applicable questions below must be answered. A copy of both sides of your I-94 Form “Arrival and Departure Record” (a small white card inside

your passport), copy of you U.S. VISA from your passport, and [-20 or IAP66 must be attached to this form. This form must be returned before any

check can be issued by the Payroll or Accounts Payable Department and must also be completed by anyone receiving tuition remission/scholarship

(1) Last or Family Name: First: Middle:

(2) Social Security # or ITIN #: (B)ID#:

s

=

N

d—/
<

¢

; | (5) Postal Code Province/Region:
(#) State: Zip: I (§8) Foreign Country: -
L
(6) Country of Citizenship (7) Country That Issued Passport:
(8) Passport #; (9) Visa #: Date of Birth: / /
Month Day Year
(10) Have you ever had another immigration status in the United States? dYes WNo Iifyes, see page 2.

[EE=Ri=

ATUS IS J-1, WHAT IS THE SUBTYPE? CHECK ONE:

(2 05 Professor [ 12 Research Scholar
i Other:
CTUAL PRIMARY ACTIVITY OF THE VISIT? CHECK ONE:
soree Program 05 Observing (1 09 Demonstrating Special Skills
lon-Degree Program 0 06 Consulting Q 10 Clinical Activities
i 07 Conducting Research 1 11 Temporary Employment
(1 08 Training (J 12 Here with Spouse
(14) WHAT IS THE ACTUAL DATE | [(15) WHAT IS THE START DATE OF | [(16) WHAT IS THE PROJECTED END
YOU ENTERED THE UNITED ||  YOUR IMMIGRATION STATUS DATE OF YOUR IMMIGRATION
 STATES?: I i FOR THIS PRIMARY ACTIVITY?: STATUS PRIMARY ACTIVITY?:
. /. . —_—
_Month Day Year l | Month Day Year | Month Day Year
i : ] 1 L
(17) INCOME PROVIDING ACTIVITY | [(18) WHAT TYPE STUDENT?: (19) SPOUSE IN USA?:
& OFESSOR OF CHEMISTRY)?: | |@ Undergraduate [ Masters QO Yes U No
- . | |@ Doctoral Q Other Number of dependents?
|

(21) COUNTRY OF TAX RESIDENCE IE DIFFERENT FROM

[(20) FOR CONSULTANTS/SELF EMPLOYED INDIVIDUALS
FOREIGN RESIDENCE ADDRESS:

you have office (fixed base)? Month Day Year |

|
0ONo Ifyes, how many days in this tax year did | |Did tax residency end? @ Yes QA No Ifyes,when? / [/
|

y certify that all of the above information is true and correct. I understand that if my status changes from that which I have indicated on this

form, I must submit a new Foreign National Form to the Payroll Department.

Signature; Local Phone Number: Date:
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- VISA IMMIGRATION STATUS:

QaJ2 Spouée or child of Exchange Visitor

vmporagy*Employée

D(} St dcnit":“. . - 05Professor .

PRIMARY ACTIVITY:
0 05 Observing 0 09 Demonstrating Special Skills
06 Consulting 0110 Clinical Activities
U 07 Conducting -0 11 Temporary Employee

[ 08 Training B 12 Here with Spouse

I hereby certify that all of the above information is true and correct. I understand that if my status changes from that which I have indicated on this
form , I must submit a new Foreign National Information Form to the Payroll Department.

Signature: Date:

Reproduced with permission from Windstar Technologies, Inc.




ATTACHMENT II

UNIVERSITY OF MAINE SYSTEM
NONRESIDENT ALIEN TAX MANUAL

RESIDENT ALIEN AND NONRESIDENT ALIEN DEFINED

RESIDENT ALIEN

A resident alien is an alien who meets either the green card test (defined later) or
the substantial presence test (defined later) for a given calendar year. A resident alien
(for tax purposes) must pay tax to the United States (U.S.) Government on all sources of
income, worldwide, and may, in certain limited circumstances, enjoy the benefits of tax
treaty exemptions. Resident aliens must annually file a tax return on IRS Form 1040,
1040A, or 1040EZ on or before April 15™.

NONRESIDENT ALIEN

A nonresident alien is an individual who is not an U.S. citizen or resident for a
given calendar year. A nonresident alien (for tax purposes) must pay tax to the U.S.
government only on income sources within the U.S. with certain exceptions made for
those nonresident aliens qualifying for tax treaty benefits. Nonresident aliens must file an
annual income tax return on IRS Form 1040NR on or before April 15.

Residency Tests

e Green Card Test: An alien is a U.S. resident if the individual was a lawful
permanent resident of the United States at any time during the calendar year. This is
known as the "green card" test because these aliens hold immigrant visas (also known
as "green cards").

e Substantial Presence Test: An alien is also considered a U.S. resident if the
individual meets the substantial presence test for the calendar year. Under this test,
the individual must be physically present in the United States on at least:

1. 31 days during the current calendar year; and,

2. 183 days during the current year and the 2 preceding years, counting all the days
of physical presence in the current year, but only 1/3 the number of days of
presence in the first preceding year, and only 1/6 the number of days in the second
preceding year.



PAYMENTS TO NONRESIDENT ALIENS

e If the recipient of a University salary, scholarship, or other type of payment is a
nonresident alien, special withholding and reporting rules apply. These rules
generally provide for reporting on Form 1042, Annual Withholding Tax Return for
U.S. Source Income of Foreign Visitors and Form 1042-S, Foreign Person's U.S.
Source Income Subject to Withholding (which is a form that is comparable to Form
W-2 and Form 1099). With the exception of certain wage payments, which will be
reported on Form W-2, ALL payments made to nonresident aliens must appear on
Form 1042 and Form 1042-S.

e In general, payments to nonresident aliens are subject to federal income tax
withholding at a flat rate (14% for scholarships/fellowships and 30% for all non-
wage payments, unless a tax treaty operates to reduce those percentages).

e The United States has over 40 tax treaties with foreign nations which serve, in some
instances, to reduce the withholding requirements, or exempt the tax completely, on
payments made to citizens of that particular country.

e All nonresident aliens who receive some type of payment from the University must
have either a social security number or an Individual Taxpayer Identification Number
(ITIN) prior to receipt of those payments. An ITIN, which is discussed later, is
required for any nonresident alien who is eligible to obtain a social security number.

WITHHOLDING REQUIREMENTS ASSOCIATED WITH PAYMENTS TO
NONRESIDENT ALIENS

Wage Payments to Nonresident Alien Employees

In general, federal income tax and state income tax is withheld at the graduated rates plus
an additional $7.60 per week unless specifically excluded from tax by operation of a tax
treaty. To claim exemption under a tax treaty the nonresident alien must complete IRS
Form 8233, Exemption From Withholding on Compensation for Independent Personal
Services of a Nonresident Alien.

Payments Made to Nonresident Alien Independent Contractors

In general, federal income tax is withheld at the rate of 30% (plus 5% state withholding),
unless specifically excluded from tax by operation of a tax treaty. To claim exemption
under a tax treaty, the nonresident alien must complete Form 8233, Exemption From
Withholding on Compensation for Independent Personal Services of a Nonresident Alien.

Travel and Living Expense Reimbursements Made to Foreign Independent Contractors

In general, travel and living expense reimbursements made to nonresident alien
independent contractors are not subject to taxation or reporting. Receipts substantiating
the expenses incurred must be provided prior to reimbursing the nonresident alien.



Payments Made to Nonresident Alien Scholarship/Fellowship Recipients

In general, federal income tax is withheld at the rate of 14% (plus 5% state withholding)
on the taxable portions of the scholarship/fellowship (i.e., amounts not used for tuition,
books, fees, and course required supplies and materials), unless specifically excluded
from tax by operation of a tax treaty. In addition, scholarship recipients can also claim a
withholding allowance. To claim exemption under a tax treaty the nonresident alien must
complete IRS Form W8-BEN (Certificate of Foreign Status of Beneficial Owner for
United States Tax Withholding). To claim a withholding allowance the nonresident alien
must complete IRS Form W-4 (Employee's Withholding Allowance Certificate).

UNIVERSITY REPORTING REQUIREMENTS

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

e This is an annual report submitted to the IRS listing all payments, whether tax was
withheld from those payments or not, made to nonresident alien individuals.

e The purpose of this form is to summarize the total amount of income paid and tax
withheld from specific payments made to nonresident aliens (i.e., non employee
payments and employee compensation payments that were exempt from U.S. taxation
because of operation of a tax treaty or through the specific operation of tax law).

e Form 1042 is due no later than March 15" of the subsequent year in which
withholding occurred.

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

e The purpose of Form 1042-S is to replace Form W-2 and Form 1099 for the reporting
of all income paid to a nonresident alien (except for employee payments which are
still reported on the W-2) irrespective of the taxability of those payments.

e Form 1042-S is due no later than March 15™ of the subsequent year in which payment
occurred. These forms are submitted to the IRS and the nonresident alien.



