The Sth Wave By Rich Tennant

Hello, You’ve veached the TRShelp line.
Press 1 i you've been negligent and
need more time to procrastinate. Press
2 i€ you’re not very good at math and
hope that we aren’t either. Press 3 if
you’d like to talk to someone about
deducting your slot machine losses;
we get a Kick out of those. Press4...



Presenter
Presentation Notes
Spousal/family travel and other benefits (athletic tickets, meals, etc)
Awards, prizes and employee recognition
International employee and student payments
Student payments – refresher on the Compensation Payment Path
Independent contractor vs. employee
UBIT awareness
Q&A on these and other topics
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Agenda

o Spouse/family travel and other benefits

* Awards, prizes and employee recognition

o Student payments

* Independent contractor vs. employee

* International employee and student payments
* Unrelated business income (UBI)

e Q&A



Spouse/Family Travel & Other Benefits

Everything provided to an employee is taxable unless there’s an exception, such

Bona fide business purpose; working
condition fringe

No additional cost service

De minimis fringe — infrequent and
administratively impractical to track

Spouse travel expenses when business purposes is
supportable

Employee use of tickets to events when
accompanied by a donor or business partner
Working lunches with employees or contractors

Tickets not sold for an event and provided at the last
minute for employees, spouses & dependents

Employee picnics, holiday parties

Occasional group meals or celebrations

Employee meals at an eating facility operated by the
University located on campus if the revenue at least
covers cost


Presenter
Presentation Notes
No additional cost service
Service is offered for sale to customers (other than employees) in the ordinary course of the line of business of the employer in which the employee is performing services, and
The employer incurs no substantial additional cost (including forgone revenue) in providing such service to the employee (determined without regard to any amount paid by the employee for such service).
Benefit available for retired and disabled employees, surviving spouses, current spouses and dependents.
Eligible for reciprocal agreements = service can be provided to employees of another employer.
Only available to highly compensated employees if there is no discrimination.



Spouse/Family Travel & Other Benefits

Examples of benefits that are generally taxable are:

* Spouse or dependent travel (e.g. airfare, meals) where a business purpose for the spouse or
dependent isn’t substantiated to IRS standards.

» Tickets provided far in advance of the event on a regular basis.

» Employee meals provided more than infrequently where no business is conducted, and the
employee meal does not meet the “convenience of the employer” exception.

» Travel advances where documentation is not timely provided or excess funds are not timely
returned

» Travel where the personal portion outweigh the business portion.

» Personal use of employer provided vehicles where mileage records of business use are not
adequately maintained.


Presenter
Presentation Notes
No additional cost service
Service is offered for sale to customers (other than employees) in the ordinary course of the line of business of the employer in which the employee is performing services, and
The employer incurs no substantial additional cost (including forgone revenue) in providing such service to the employee (determined without regard to any amount paid by the employee for such service).
Benefit available for retired and disabled employees, surviving spouses, current spouses and dependents.
Eligible for reciprocal agreements = service can be provided to employees of another employer.
Only available to highly compensated employees if there is no discrimination.
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Awards, Prizes and Employee Recognition

Everything provided to an employee is taxable unless there’s an exception

Scholarship or :

 W-2 required for
services to Ul

« No W-2 or 1099 is
required if Ul is
receiving no
services

» Generally taxable
and reportable on
1099

o Tax exempt if
designated for
qualified tuition,
fees, books,
supplies; not
reported on Form
1099 =
scholarship

Generally taxable
on W-2
Nontaxable if it
meets the length
of service or
safety
achievement
award rules

Nontaxable if it
gualifies as a de
minimis benefit


Presenter
Presentation Notes
Scholarship = Any amount paid for the benefit of an individual to assist in the pursuit of study or research. 
Services to UI = teaching or research where the University benefits
Prize or award = contest 


@ MOSSADAMS

Student Payments



Perception vs. Reality

Perception

Student Accounts:
e Administratively cumbersome
e Dept. of Ed rules are complex
e Financial Aid / Accounting functions lack synergy

Payroll = “Bad”:
e Could cost departments money for taxes.
* Taxes may not be covered by grants
e May subject student to withholding

Accounts Payable:
e Administratively easy
e Student gets full amount of their payment
 Doesn’t cost the University anything



Perception vs. Reality

Reality

Student Accounts:
e Most payments are intended to help students with
educational costs
e 1098-T does not trigger an income match for IRS

Payroll:
e |f students are providing services for the benefit of the
University, then this is the appropriate payment
vehicle to use

Accounts Payable = Risk:
 May result in audits for the University and students
e 1099 results in students paying self employment tax;
no withholding to pre-pay income tax


Presenter
Presentation Notes
Purpose of the 1098-T is to report payments that students might be able to take a tax credit or deduction for; it’s not designed to report income.


Which Payment Vehicle to Use?

[Student Accounts} [ Payroll } Accounts
Payable

4 N O N[ N

: For student Hardly ever
Paid thru employment appropriate
Financial Aid PIoY PRrop
: b risk
Lowest risk to L9W n.Sk t0 H-|g r!s t0
University and University and University and
Y student Student
student
I
Most favorable | Payroll & Student pays a
income taxes payroll &
tax outcome

\ / \ withheld / \incometaxes/




What is a Scholarship?

IRS definition - Any amount paid for the benefit of an
individual to assist in the pursuit of study or research.

Does NOT apply to any portion of the payment which is for
teaching, research, or other services required as a condition
of receiving the scholarship

Reporting:
e Offset qualified expenses = Form 1098-T
e Offset nonqualified expenses = no reporting required *

Vehicle: no services required = process through Financial
Aid / Student Accounts
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Presentation Notes
Must be a candidate for a degree
* Rules are different for Nonresident aliens

Qualifying expenses = tuition & fees required for enrollment or attendance; fees, books, supplies & equipment required for courses.
Nonqualifying expenses = travel, room and board, non-required fees or supplies, fees for courses involving sports or hobbies unless it’s part of a degree program, insurance, medical expenses (including student health fees), transportation, and similar personal, living, or family expenses.

Note the no reporting required can be a problem for students as this is taxable income for them, but they don’t receive a tax form notifying them of that = communication up front in award letters.

Vehicle – 
Processing through financial aid = eliminates possibility of incorrect 1099 being issued
If there are services to the university, it’s not a scholarship and the University issues a W-2
If there are services to the grantor, the grantor is the employer and issues a 1099
If there are services to a nonprofit and the University is the grantor, it’s a scholarship if it’s used for qualifying expenses.


What is a Scholarship?

Example:

Student is awarded an internship for an educational stipend
of S5,000. Student is to work 200 hours over the summer
as a condition of the internship under the supervision of a
University employee. A reasonable rate per hour for the
duties to be performed is S15 per hour.

Total grant

$5,000

Less: payment for services

(3,000)

W-2 for 200 hr x S15

Potential scholarship

2,000

1) Credit to Student
Account = no reporting
2) Process through A/P =
1099



Presenter
Presentation Notes
Option 1) if the potential scholarship is credited to the Student Account and is not used for qualifying expenses, it will be taxable to the student.
Option 2) could stop the 1099 from being issued if the University knows it was used for qualifying expenses, but that’s a burden on A/P and could be missed.


Payments Processed through Payroll

All compensatory payments:

e Internships with an hour requirement for services to Ul

e Internships where the grantor is expecting Ul to fulfill the
withholding and reporting requirements

e Research performed where the primary beneficiary is Ul

This should be considered as part of grant agreements and
internship arrangements.

Reporting = Form W-2

e Payroll taxes are paid by the University and withheld
from the student

 |ncome taxes are withheld from the student


Presenter
Presentation Notes
Payments to help a students in their studies or their own research should be paid through Student Accounts / Financial Aid. Payments should not be conditioned on a set number of hours per period in order to be paid – this is an indicia of work or services being provided. 

If students are providing services to a third party, they should be employed by that third party – unless the University agrees specially to act as the agent for the employer (still results in a W-2 / payroll tax withholding for the student). If work is to performed under a grant, be sure to be mindful about employment taxes in the proposal. 

Withholdings from the student = don’t need to come up with income and SE tax later when they file their personal taxes.


Payments Processed through Accounts Payable

ﬁlother payments: \

 Payments to independent contractors for services
e Prize or awards for competitions that are not qualified
scholarships, no future services are required

Reasons NOT to process student payments through A/P:
e Students are generally not vendors
e Most A/P payments = 1099 reporting

— No withholding for the student to pre-pay the income tax
— Student is subject to all of the payroll taxes, due with their return

e Suppressing 1099 reporting is easy to miss and increases

!dministrative burden for A/P J
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Presentation Notes
Examples:
Prize or award for a business competition that is used for room and board
Professional musicians hired to play at a University social event
Guest lecturer who speaks in various classes for one week
Contracting a free lance web designer to create or maintain a web page.

Terminology:
Stipend or Honorarium
Internship

Discouraging using AP
Students as vendors - Typically payments made to students are intended to help them while they are in school, not to compensate them for services. Therefore, Student Accounts is a more appropriate payment mechanism.
1099 - When payments are reported on a 1099, it tells the IRS (1) payments were for compensation for work performed and (2) IRS should expect for the student to report the payment on their tax return. This affects students and parents because they receive notices from IRS, and the University because such payments are regularly questioned under audit and misclassified payments cost the University money due to penalties and interest assessed.
1099 - 
Suppressing 1099 - For a high-transaction based function such as A/P, it is not possible to spend the time that is necessary to evaluate each payment and perform the applicable analysis. Therefore campus-wide procedures are helpful in streamlining business processes.
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Independent Contractor vs. Employee

Direct evidence of Method of
the right to control payment

o - Right to terminate
Furnishing of major : -
items of equipment relat|o|r;§lr;=ﬁt>\;vnhout

www.iic.idaho.gov/publications/ec_ic_vs_employee.pdf


Presenter
Presentation Notes
“Right to control” test
See handout


Independent Contractor vs. Employee

Type of

Relationship

https://www.irs.gov/businesses/small-businesses-self-employed/independent-
contractor-self-employed-or-employee


Presenter
Presentation Notes
Behavioral: Does the company control or have the right to control what the worker does and how the worker does his or her job?
Financial: Are the business aspects of the worker’s job controlled by the payer? (these include things like how worker is paid, whether expenses are reimbursed, who provides tools/supplies, etc.)
Type of Relationship: Are there written contracts or employee type benefits (i.e. pension plan, insurance, vacation pay, etc.)? Will the relationship continue and is the work performed a key aspect of the business?
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International Issues

U.S. citizen or
U.S. national

Resident alien

Nonresident alien

Undocumented /
illegal alien

Individuals born in the U.S., parent is a U.S. citizen, or is a
naturalized citizen

1) Agreen card holder or

2) Meets the substantial presence test

Treated as a U.S. citizen for tax withholding and reporting
purposes

Generally here on a F, J, M or Q visa and does not meet the
substantial presence test.
Special reporting and withholding rules apply

Treated as a nonresident alien



International Employee & Student Payments

Forget everything we just talked about....nonresident aliens are different:
1. Wages are generally reported on Form 1042-S, NOT Form W-2.
2. Everything other than a qualified scholarship is reported on Form 1042-S

3. Wages and payments other than qualified scholarships are subject to special withholding
rules based on the type of payment and treaty benefits:

1. DEFAULT WITHHOLDING RATE IS 30%

2. 14% RATE FOR TAXABLE SCHOLARSHIPS AND PAYMENTS RELATING TO TRAVEL OR ROOM AND BOARD

4. Forms needed to qualify for reduced withholding or treaty benefits are W-8BEN or Form
8233. Ul requires students to complete online immigration information (ENIS), in lieu of
completing the above forms. The required forms are generated by the software based on
answers provided by the student.

5. Nonresident students not studying in the US are not subject to withholding or reporting;
foreign-sourced scholarships are not subject to US withholding or reporting


Presenter
Presentation Notes
Form 8233, Exemption from Withholding on Compensation for Independent Personal Services of a Nonresident Alien Individual, is used by a nonresident alien providing services in the U.S. to claim treaty benefits to reduce or avoid income tax withholding. If this person is also receiving a noncompensatory scholarship or fellowship (e.g. scholarship for room and board or travel), Form 8233 can be used in place of Form W-8BEN. When the University receives a Form 8233, the UI employee receiving the form should confirm if the person is receiving taxable scholarships, and if so, confirm this section of the form is filled in. 

W-8BEN – Certificate of Foreign Status of Beneficial Owner for US Tax Withholding and Reporting (Individual)
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Trade or
business

Regularly
carried on

Unrelated
to exempt
purpose



Trade or
business

1. Profit motive
2. Loss activity that has
evidence of a profit motive

- History of NOLs?

- Changes in manner of conducting
the activity?

- Hobby loss rules

- Net position before depreciation
& charitable contribution deduction



Regularly
carried on

- Frequency & continuity = not
sporadic or infrequent
- Similar to commercial enterprises



Does not contribute importantly to the exempt purpose
No substantial causal relationship to the achievement of
the exempt purpose

Size and extent of the activities; exploitation of exempt
activities

Dual use property

Unrelated
to exempt
purpose



Trade or
business

Regularly
carried on

Unrelated
to exempt
purpose



Key Exceptions & Exclusions

Real Property
Personal Property
Services

FOR
RENT

IntEreSt
Dividends
Royalties
Gain on sales



Presenter
Presentation Notes
1) Rental – personal property leased w/ real property is excluded only if the personal portion is no more than 10% of the total lease
i.e. rental of a conference room = portion relating to AV equipment & use of chairs or tables has to be less than 10%; no services allowed
Exclusion not available if personal property portion is >50% of total, or tied to user’s net income or profits

2) Passive sources - interest, dividends, royalties

3) Volunteer labor – substantially all = 85% & activity must be labor intensive.  N/A if it’s a capital intensive program.  “compensation” should not include reimbursement of out of pocket expenses.

4) Sale of donated items


Key Exceptions & Exclusions

Real Property

Personal Property —
Services Caution If there’s

debt involved in the
acquisition or
Improvement of the
property

Interest
Dividends
Royalties
Gain on sales



Presenter
Presentation Notes
1) Rental – personal property leased w/ real property is excluded only if the personal portion is no more than 10% of the total lease
i.e. rental of a conference room = portion relating to AV equipment & use of chairs or tables has to be less than 10%; no services allowed
Exclusion not available if personal property portion is >50% of total, or tied to user’s net income or profits

2) Passive sources - interest, dividends, royalties

3) Volunteer labor – substantially all = 85% & activity must be labor intensive.  N/A if it’s a capital intensive program.  “compensation” should not include reimbursement of out of pocket expenses.

4) Sale of donated items


Key Exceptions & Exclusions
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Presentation Notes
3) Volunteer labor – substantially all = 85% & activity must be labor intensive.  N/A if it’s a capital intensive program.  “compensation” should not include reimbursement of out of pocket expenses.

4) Sale of donated items

5) Research by US government, agency or instrumentality, any State or political subdivision, college, university or hospital, research freely available to the general public.


Key Exceptions & Exclusions

Public entertainment activities

_ & trade shows
Sponsorships o

Convenience exception


Presenter
Presentation Notes
1) AT&T park – SF Giants
Sponsorships – i.e. naming rights for a new stadium or arena
Split of contract between “qualified” payment and “nonqualified” payment
The TEO is responsible for establishing the FMV of the substantial return benefit – defined as the price at which the benefit would be provided under a standard arms-length transaction.
treated as contribution revenue, regardless of how the business classifies the expense
Defn – “any payment made by any person engaged in a trade of business with respect to which there is no arrangement or expectation that such person will receive any substantial return benefit other than the use or acknowledgment of the name or logo (or product lines) of such person’s trade or business in connection with the activities of the organization that receives such payment.”
dependant on attendance or participation levels is not a qualified sponsorship
Substantial return benefit – any benefit other than “use or acknowledgment” or a “disregarded benefit”.  Examples of benefits are:
Advertising and exclusive provider arrangements,
Goods, facilities, service, or other privileges, and
Exclusive or nonexclusive rights to use an intangible asset, such as a trade mark, patent or logo
Complimentary tickets; Pro-am playing spots
Disregarded benefit level =2% or less of sponsor’s payment
Advertising = contain qualitative or comparative language, price information, other indications of savings or value
Exclusive provider arrangements are not excluded under the corporate sponsorships exclusion – may be excluded as not a Trade or Business since it’s not regularly carried on
Sponsorship payments never apply to any payment made in connection with a qualified convention or trade show activity.  Also not available for payment for publicity in a periodical that is not related to an primarily distributed in connection with a specific event conducted by the payee organization.

2) Public entertainment activity – (c)(3),(4) or (5) only
3) Convenience exception – primarily for students, staff & faculty, patients, etc. - (c)(3) only
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Ul Contacts

Questions about.... Contact....
e Spouse/family travel and

other benefits - Accounts Payable
e Awards, prizes and - Payroll

employee recognition - Controller

e Student payments (including

international) - Student Accounts
* Independent contractor vs. - Human Resources
employee - Contracts & Purchasing
* International employee payments - Human Resources

e Unrelated business income (UBI) - General Accounting




The material appearing in this presentation is for informational purposes
only and is not legal or accounting advice. Communication of this
information is not intended to create, and receipt does not constitute, a
legal relationship, including, but not limited to, an accountant-client
relationship. Although these materials may have been prepared by
professionals, they should not be used as a substitute for professional
services. If legal, accounting, or other professional advice is required, the
services of a professional should be sought.
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