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DI SBURSEMENTS:  STATE TAX W THHOLDI NG FROM
NONVWAGE PAYMENTS TO NONRESI DENTS OF CALI FORNI A

| NTRODUCTI ON

This chapter sets forth the requirenents and procedures
applicable to withholding California State incone tax from
nonwage paynents nmade by the University to nonresidents of
California (nonresident). The tax treatnent of nonwage
paynents nade to U.S. residents of California is covered in
Accounting Manual chapter D-371-12.1, Disbursenents:
Accounting For and Tax Reporting of Paynents Made Through

t he Vendor System

In general, California does not distinguish between U. S.
citizens, residents, and nonresident aliens with respect to
State incone tax wi thholding. Therefore, the term
nonr esi dent al so includes residents of a foreign country
(see Section IV.B for nore information). Moreover,
California does not generally conformto Federal tax
treaties; thus, residents of foreign countries who perform
services in California or who receive inconme from California
sources are usually subject to State incone tax w thhol ding.

The foll ow ng types of paynents are covered in this chapter:
Ent ertai nnent :
Paynments to performng entities;
CGeneral :
Conmpensation for services rendered in California, such
as fees for professional services (e.g., honorariumns,
consulting fees, fees for architectural services, fees
for conducting sem nars, etc.);

Prizes and awards, prem unms, rewards, and w nnings from
contests within California; and

*x Royalties paid for the right to use natural resources
|ocated in California, and royalty or residual paynents
made for services originally perfornmed in California;
and

Schol arship and fell owship grants.'®

' Amounts that represent paynent for teaching, research, or
ot her services are subject to tax w thholding and are paid
t hrough the payroll system
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Cor por at e:

Paynments nmade to corporations, partnerships, or limted
[iability conmpanies (LLC) that are not residents of
California, i.e., do not have a permanent place of
business in the State.

For accounting and payroll procedures related to State

i ncome tax w thhol ding fromenpl oyees, refer to Accounting
Manual chapter P-196-77, Payroll: State Tax Wthhol di ng
from Enpl oyees.

1. DETERM NATI ON OF NONRESI DENT STATUS

A | NDI VI DUALS

I n general, under the California Personal |ncome Tax
regul ati ons, an individual who spends nore than nine
nonths of the tax year in California is presuned to be
a resident of the State. Refer to FTB Publication
1031, @uidelines for Determ ning Resident Status, for
additional information on nmaking a determ nation of
resi dency st atus.

B. CORPORATI ONS, PARTNERSHI PS, LLC S

A corporation, partnership, or LLCis considered to
have a permanent place of business in the State if it
is organi zed and existing under the laws of the State
or if it is a foreign corporation qualified by the
California Secretary of State's Ofice to transact

i ntrastate business.

1. TAX W THHOLDI NG PROCEDURES- - PERFORM NG ENTI Tl ES

Payments in excess of $1,500 nade to a nonresident
performng entity for services rendered in California are
subject to State inconme tax wthholding at a rate of 7% of
gross incone. A waiver or reduced rate may be granted by
the FTB if it is determined that the 7% w thhol ding rate
results in significant overwi thholding, e.g., if deductible
expenses are likely to be |arge.

To obtain a reduced rate or a waiver, a letter requesting
t he change, along with an income statenent and the
entertainer's identification nunber, nust be sent by the
entertainer or the withholding agent, i.e., the payer, to
the FTB at the foll ow ng address:
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I11. TAX W THHOLDI NG PROCEDURES- - PERFORM NG ENTI TI ES (Cont.)

Wthhold at Source Unit

Attn: Entertai nment Wt hhol di ng
P. OO Box 651

Sacranento, CA 95812-0651

or the request may be faxed to the FTB at the foll ow ng
nunber: (916) 845-4831.

Such requests should be made as early as possible before a
paynment is due to be made. The FTB will reply in witing
(within three working days if a faxed reply is requested).

The FTB's approval or denial of such requests is provided on
a Form 595, Notice to Wthhol di ng Agent.

V.  TAX W THHOLDI NG PROCEDURES- - ALL OTHER PAYEES

The foll ow ng types of paynents are covered in this section:
general ; corporate, partnership, or LLC, and schol arship and
fell owship grants.

A GENERAL

State inconme tax withholding is required if the total
paynments nmade to a nonresident for services (or prizes
and awards) rendered in California equal nore than
$1,500 during the cal endar year. The w thholding rate
is 7%of gross income. |If it is expected that the
total paynments will exceed $1,500 during the cal endar
year, W thhol ding should begin with the first paynent.
However, if the w thhol di ng agent reasonably believes

that paynents will not exceed that amount during the
year, wthholding is not required on any prior
paynents.

The wi t hhol di ng agent or the payee may request a waiver
or a reduced wi thholding rate by conpleting a Form 588,
Nonr esi dent Wt hhol di ng Wai ver Request (refer to
Section VI for address and fax number).

B. CORPORATI ONS, PARTNERSHI PS, OR LLC S

Cor porations, partnerships, or LLC s that do not have a
per manent place of business in California are subject

** Addi ti onal 6/30/03 TL 90
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to State tax wi thhol ding frompaynents made for the
performance of services within the State in accordance
with the withholding requirenents detailed in Section A
above. However, there is no provision in the law to

al l ow wai vers or reduced wi thhol ding on paynents to
foreign nonresident partners or nmenbers. The State

i ncone tax wi thholding rate on foreign nonresident
partners that are not corporations or banks is 9.3
percent of gross incone.

Form 590, Nonresident Wthhol di ng Exenption
Certificate, is used by the above types of entities
eligible to obtain an exenption fromw thhol ding. The
wi t hhol di ng agent will be relieved of the nonresident
wi t hhol ding requirenents if it relied in good faith on
a conpl eted and signed Form 590.

C SCHOLARSHI P AND FELLOWSHI P GRANTS °

The regul ations regarding the amount of a schol arship
or fellowship grant that is excludible fromor
includible in gross income are as follows®:

1) Degree Candi dat es

Amounts spent for tuition, fees, and course-rel ated
expenses (books, supplies, and equi pnent required
for courses of instruction) are excludible fromthe
recipient's gross incone. All other anobunts, such
as amounts used to pay for room and board,
transportation, and other general |iving expenses,
are includible in the gross incone of the recipient.

2) Non- Degr ee Candi dat es

No exclusion is allowed for scholarship and

fell owshi p paynents made to non-degree candi dates
(e.qg., postdoctoral fellows); therefore, the tota
anount awarded is includible in the gross incone

of the recipient.

2

The provisions in this section apply to grants received
after January 1, 1987.

* * See Accounting Manual chapter T-182-77, Taxes: Taxation of
Schol arshi p and Fell owship G ants and Educati onal Assistance, for
nore information.
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V. TAX W THHOLDI NG PROCEDURES- - ALL OTHER PAYEES ( Cont.)
C SCHOLARSHI P AND FELLOWSHI P GRANTS (Cont . )

The State of California only requires reporting and
wi t hhol ding on the portion of a scholarship or
fell owshi p grant paynent that represents paynment for

*x services perforned in California. Paynents of non
excl udabl e portions (room board, etc.) are taxable to
nonresi dents and shoul d be reported but are not subject
to w t hhol di ng.

V. TAX REM TTANCE

A MONTHLY RETURNS

A Form 592-A, Nonresident Wthhol ding Rem ttance
Statenent, nmust be filed and any withheld tax remtted
to the FTB within 20 days followi ng the nonth the total
tax withheld fromall sources exceeds $2,500 (or, for
performng entities, the 20th day of the nonth
following the nonth the performance closed)® This
procedure continues each tine the total of the amounts
wi t hhel d exceeds $2, 500.

The rem ttance nust be sent to:

Franchi se Tax Board
P. O. Box 942867
Sacranento, CA 94267-0001

B. ANNUAL RETURN

To report the total anpunt of inconme subject to wth-
hol di ng and the anmount of tax wi thheld during a

cal endar year, a separate Form 592-B, Nonresi dent

Wt hhol ding Tax Statement, nust be filed for each
nonr esi dent . °

Form 592, Nonresident Wthhol di ng Annual Return, which
is the transmttal formfor Form 592-B, nust be filed
on or before January 31st followi ng the close of the
cal endar year.® The total of any ampunts withheld that

4

For performing entities, Form594, Notice to Wthhold Tax at Source, is
used for tax remttance. However, if this formis not available, Form 592-A
may be used.

° Anmounts in excess of $600 fromwhich no State tax was withhel d are reported
to the State on Internal Revenue Service Form 1099.

° For foreign partners or nmenbers, Form592 is filed by the 15th day of the
4th nmonth after the partnership's or LLC s tax year end.

TL 93 **Addition 12/31/04
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VI .

VI,
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were not previously remtted (i.e., anounts w thheld
during the year but not previously required to be sent
or anmounts that are less than $2,500 at the end of the
year), and a Copy A of Form 592-B for each payee, nust
be included with the Form 592. Copy B and Copy C nust
be sent to the payee by the filing due date for the
Form 592

Effective 1/1/01, the Franchise Tax Board requires that
all 592-B information be submtted via magnetic nedi a
(e.g., disks or tapes) fromw thhol ding agents with 250
or nore payees. For instructions on submtting

wi t hhol ding information to the FTB via magnetic nedi a,
refer to Publication 1023F, Nonresident Wt hhol di ng--
Magnetic Media Guidelines, or call (916) 845-3778.

FTB | NFORVATI ON

Addi tional information concerning tax w thholding from
nonr esi dent and non-enpl oyees nmay be obtained fromthe
Wthhold at Source Unit, Franchise Tax Board, P.O Box 651,
Sacranent o, CA 95812-0661 (Tel ephone: (916) 845-4900; FAX
(916) 845-4831)).

Copi es of the FTB fornms and sone publications referred to in
this chapter are available fromthe FTB Wbsite at the
foll owi ng address: http://ww.ftb.ca.gov

RESPONSI BI LI TI ES

A ACCOUNTI NG CFFI CE

It is the responsibility of the canmpus accounting
office to determne the tax status of paynents to
nonresi dents of California, to withhold tax at the
appropriate rate, and to use the appropriate tax code
for each transaction.

The accounting office is responsible for preparing the
Forms 592, 592-A, and 592-B and for remtting the tax

wi thheld to the FTB, as specified in section V of this
chapter.

B. DEPARTMENTS OR HI RI NG CONTRACTI NG UNI TS
Departnents or hiring/contracting units are responsible

for obtaining the information necessary to determ ne
whet her a payee is a nonresident of California.

12/ 31/ 04
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