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INCOME TAXATION

G-4S  AND U.S. CITIZENS COMPARED


U.S. CITIZEN

PERMANENT RESIDENT
G-4



A.  OAS INCOME





Salary /Post Adjustment

Contribution to Retirement

Accrued Income on Retirement


Tax Table

Tax Table Deferred

Tax Table Deferred
Exempt

Exempt

Exempt


B.  OTHER INCOME





1.  Capital Gains
Home

      $250,000/500,000 exclusion

Other Real Estate

Collectibles

Stocks

Most other items


20%

Yes

20%

28%

20%

20%
20%

Yes

20%

30%

30%

If from trade or business, 20%,



2.  Dividends

Stocks

Money Market


Tax/Tax Table
30%

30%

3. Royalties
Tax/Tax Table
30%



4.  Interest

Portfolio Debt (Bond, Mortgage)

Registered

Unregistered

Interest Credited by

Insurance companies

CDs

Saving accounts

Money Markets

Checking accounts
Tax/Tax Table

Tax/Tax Table

Tax/Tax Table

Tax/Tax Table

Tax/Tax Table

Tax/Tax Table

Tax/Tax Table

Tax/Tax Table
Exempt

Exempt

Exempt

Exempt

Exempt

Exempt

Exempt

Exempt



5.  Gambling Winnings
Tax/Tax Table
Exempt

6.  Non OAS Employment
Tax/Tax Table
Tax/Tax Table

7.  OAS Retirement Fund Distributions

Lump Sum

Annuity

Return of Contributions (Individual, Institutional)

Accrued Income


Tax/Tax Table

Tax/Tax Table

Tax/Tax Table
Exempt

Exempt

Tax/Tax Table


8.  Other Retirement Fund Distributions

IRA

Roth IRA

Other Section 401

[401 (a), (k), (m)]


Tax/Tax Table

Exempt

Tax/Tax Table
Tax/Tax Table

Exempt

Tax/Tax Table

DISCLAIMER:  TABLE INTENDED ONLY TO CONVEY GENERAL INFORMATION FOR PURPOSES OF ORIENTATION AND IS NOT INTENDED TO SERVE AS BASIS FOR FINAL TAX OR TAX PLANNING DECISIONS.  USER SHOULD CONSULT CORRESPONDING IRS PUBLICATIONS, IRS ADVISORY SERVICES, OR A TAX PROFESSIONAL (ATTORNEY/CPIA) BEFORE TAKING THOSE DECISIONS.

END NOTES

� 	Permanent Residents include those who have signed the waiver of immunities, including immunities from U.S. income tax on income from public international organizations, in accordance with Section 247B of the Immigration and Naturalization Act.





� 	The best and most comprehensive single source of easily understandable information on the income taxation of G-4 (non-resident aliens) is IRS Publication No. 519.  You can download that Publication and others mentioned below from the internet at WWW.IRS.USTREAS.GOV.





� 	The term "tax-/tax table" as used in this Chart means that all such income is taxed in accordance with the tax rate tables published by the Internal Revenue Service (attached).  Those rates are progressive and range from 15% for persons (excluding Head Married Filing Separate Filers) with up to $25,300 taxable income up to 39.6% for all income received in excess of  $248,450.  For most taxpayers,  the average effective rate of taxation is around 28% on taxable income because the scales are progressive.





	Single tax-payers below age 65 with less than $6,950 have no tax liability and need not file a return.  For single persons over 65, that amount is $8,000.  For married persons filing joint returns who are U.S. Citizens or Permanent Residents, liability and the obligation to file the return begins with $12,500 for those below sixty-five; $13,500 where one spouse is above 65; and $14,500 where both spouses are above age 65.  These amounts are computed by adding the standard deduction and number exemption (one for single taxpayers) to which the average taxpayer in each class is entitled.





� 	Because this is a qualified plan, any income tax obligation on income earned and accumulated on amounts contributed by the Institution and the Individual is deferred, as is the case of the U.S. Citizens and Permanent Residents ("U.S. Persons").  If the G-4 eventually withdraws his account as a lump sum while he still has his G-4 visa (or another  non-resident visa and does not satisfy the substantial presence test in the US), the amount withdrawn is considered by GS/OAS as both  foreign source income and a termination payment for the G-4.  Thus no tax on the income component is due; however, if the amount is withdrawn as a pension annuity, the percentage of each pension annuity payment which is made up of accumulated investment income earned on the Institutional and Individual amounts contributed will be taxable if the G-4 is a  permanent resident, other resident alien,  or U.S. Citizen when those payments are made.  The United Nations and other international organizations provide this same treatment to their Pension Fund distributions to G-4s.  Note that income earned by pensions contributions in pension funds other than those directly managed by the  OAS Retirement and Pension Committee (i.e., Sub-plan 3 of the Revitalized Provident Plan)will be  tax deferred but the accumulated income earned on institutional and individual contributions will be taxable when withdrawn by the G-4.





� 	Collectibles include stamps, coins, jewels, antique automobiles, etc.





� 	The Capital Gains tax for all assets held for more than one year has been reduced to 20% for those above the 15% marginal bracket and 10% for those in the 15% bracket.  In 20001, it will be reduced to 18% and 8% respectively for assets purchased after the year 2000 and subsequently held for more than five years.  Capital gains taxes are substantially higher for property held for more than one year.





� 	We base this conclusion on an interpretation of Articles 865(g), 911(d), 162(a)(2), and 871(a)(2) of the Code, and largely, because we believe in most cases, the IRS will conclude, based on those articles, that the tax home of a G-4 is the United States.  Nonetheless, tax advisors disagree on this question.  Some insist that the G-4 is exempt because although Section 871(a)(2) states that every nonresident alien individual "present in the United States" for a period or periods aggregating 183 days or more during the taxable year must pay the 30% tax, Section 7701(b)(3)(D) states that "An individual shall not be treated as being present in the United States on any day if (I) such an individual is an exempt individual for such day . . . .  "Exempt Individuals" include, under Section 7701(b)(5)(b)(ii)-(iii) "a full time employee of an international organization" and members of his/her "immediate family."  Those who disagree say that the Section 7701(b) exclusion applies only to the Substantial Presence Test and not to the 183 test for capital gains treatment.  We believe the law is unclear, and we have vacillated ourselves on the point.  Presently, we take a conservative approach and would recommend either paying the tax or asking the IRS for an opinion on the question.  Nonetheless, we recognize the merits in the argument that those who claim the tax is not owed.





� 	Section 163(f)(3) of the Internal Revenue Code ("IRC") defines a registered portfolio debt obligation as "any obligation (including any obligation issued by a governmental entity other than an obligation which (i) is issued by a natural person, (ii) is not a type offered to the public, (iii) has a maturity (at issue) of not more than one year, and (iv) is described in subparagraph B [of that Section]."  Registered bonds and mortgage debt includes those registered with state and federal securities commissions and those bond and mortgage funds which include only registered debt securities.  They must yield interest, not dividends.   As stated elsewhere, the capital gains income from the sale of the bonds and bond fund shares is subject to capital gains tax.








� 	Unregistered portfolio debt include those instruments described in the aforementioned subsection B of Section 153(f)(3) of the IRC, and in particular, notes payable to foreign persons.  Examples include  purchase-money mortgage note or other note given to a G-4s in exchange for a loan which the borrower pays the G-4 interest.  Section 873(h) of  the IRC provides that the interest on certain unregistered debt, including unregistered portfolio debt instruments described in that Section B, is exempt from taxation for the G-4, provided certain requirements are satisfied.  Those requirements, which are listed in Section B, specify, among others, that the note must be payable to the G-4 and there must be arrangements to provide that it will only be negotiated or sold to another non-resident alien; the interest must be payable to an off-shore account; the text of the note must provide that if the note holder of the note becomes a U.S. person (Citizen or permanent resident), and receives the interest, the interest will be subject to tax.





� 	To be exempt, interest earned on CDs, savings accounts, and checking accounts must be generated from "deposits held by persons in the banking business (investment banks, commercial banks), as well as savings and loan associations and credit unions supervised by Federal and State law.








� 	Some U.S. Citizens and Permanent Residents who receive the entire amount in a lump sum may reduce their tax liability by using five year averaging.  In many cases, this will result in the amount being taxed at a lower marginal rate.  Partial lump sum withdrawals do not qualify for five-year averaging.  Also, no tax is owed on the part of  the payment which represents the  Individual Contribution because the staff member already paid the tax in the year he made those 7% contributions.   See IRS Publication 575 








� 	The proportion of the annuity attributable to the individual contribution will not be taxed.  IRS publishes instructions and tables for computing that amount based on the actuarial value of the pension.  See IRS Publications 575 and 939.





� 	See footnote 3.	If the individual is a non-resident (G-4 or other non-resident visa or status) when he receives the lump sum, it will not be taxable under current practice.  If he is a permanent resident , resident alien, or U.S. Citizen when he receives it, the sums accumulated during his period as a G-4 will be taxed under the tax table as income connected with a trade or business carried out in the United States.  The part attributable to Individual and Institutional contributions will be exempt because those contributions were entirely tax exempt when made. 





� 	If the G-4 becomes a Permanent Resident, other resident alien, or U.S. citizen while receiving the pension payments, the proportion of the pension attributable to income earned and accrued on the a individual and institutional contributions will be taxable as ordinary income connected with a trade or business under the tax tables.








� 	Early withdrawals (before taxpayer reaches 59.5 years of age), except for purposes allowed under law (purchase of first home up to $10,000, death, education for taxpayer and taxpayer's children, part of life-time annuity approved by IRS, or  disability), are subject to a 10% surtax.  See IRS Publication No.590.





	If Contributions were taxed on deposit in IRA, they are exempt from the amount taxed.  If they were not subject to tax, the entire amount is subject to tax as withdrawn as ordinary income.  Regardless of whether contributions are taxable, all income earned and accumulated is taxable as ordinary income connected with a trade or business.





	Withdrawals must begin no later than April 1 of the year following the year in which the participant reaches the age of 70.5.  The amount of minimum distributions may extend over the life-time of the participant and his/her designated beneficiary; however, if the beneficiary is someone other than the spouse and the beneficiary has a longer life expectancy than the spouse (child, etc.), the maximum period for extending payments may not extend for longer than ten years beyond the life expectancy of the spouse. 





	The stretching out of the payments over a long period of time will most likely reduce taxation because the taxpayer's overall income  is likely to be taxed at a lower marginal rate.





	Under the 2001 Tax Act, IRA the maximum IRA contribution increases  from $2,000 to $3,000 in 2002, $4,000 in 2005, and $5,000 in 2008, after which it will increase in accordance with an index.  Persons over age 50 may contribute an additional $500 per year from 2002-05, and up to an additional $1,000 in 2006.  Thus, a G-4 whose only income from employment or selling services is non-taxable OAS income cannot contribute..  An individual may also contribute up to the same maximum amounts for  his/her unemployed spouse.    





The nontaxable portion of  any other qualified pension plan can be rolled over into an IRA to defer immediate taxation of the rollover amount.  This is not an option for the G-4 who receives his lump-sum distribution as a G-4 or other non-resident because under current practices, none of the lump sum is treated as taxable income.  For the Permanent Resident and U.S., Citizen, it means that all of the lump-sum, except that amount which constitutes the 7% contribution made each year by the participant, can be rolled over into an IRA.  The roll over must be made within sixty days of receiving the distribution from the other plan.  Otherwise, the opportunity is lost.





� 	Contributions are all taxable when made.  Nonetheless, the big advantage of the Roth is that no withdrawals are taxable.  Thus, all income accumulates and is withdrawn tax free.





	Contribution limits are the same as with traditional IRAs, and an individual cannot contribute more than $2,000 in total to all his IRAs – Roth and Traditional – combined.





	Not everyone can contribute to a Roth.  The right to contribute for single tax payers begins to diminish once adjusted gross income reaches $95,000 and terminates altogether at $110,000.  For married joint taxpayers, the amounts are $150,000 and $160,000 respectively.





	Similarly, there is a limit on who may roll over an existing IRA or other qualified plan distribution into the Roth.  Only persons (joint and married filers) with an adjusted gross income of less than $100,000 are eligible.





	The taxpayer may continue to contribute to the Roth after reaching age 70.5, provided the taxpayer is still earning income from employment.  There is no requirement for initiating withdrawals as in traditional IRA; nor is there a limit on the period of time the Roth  must be totally withdrawn..  Taxpayer cannot begin withdrawals until 59.5, except for reasons permitting early withdrawals  under the traditional IRA; nor may any withdrawals be made during the first five years following the initial deposit.





	Only persons with "taxable compensation" can contribute to IRAs.  G-4s can contribute to IRAs, both Roth and Traditional, only if they have "taxable compensation from other employment.”  Thus, if their only income from employment is OAS income, they cannot contribute.
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