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AGENDA
• What is Taxable Income for Federal Tax Purposes?
• How Is the Tax Paid Regarding The Taxable Income?

• Form W-2
• Form 1099/1042S 
• Form 1098-T

• How Do I File My Taxes for CYE 2020 with the IRS?
• Filing Threshold
• Standard Deduction
• Income Tax Return

• How Do I Pay and File My Federal and State Quarterly 
Estimated Taxes for CYE 2020 and CYE 2021?

• How Do I File My Taxes with State Agency(s)?
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What is Taxable Income for Federal 
Tax Purposes?

• Internal Revenue Code (IRC) – Subjects taxpayers to income 
taxes earned annually on their net income.
• Taxpayers include individuals, trusts, estates, corporations, etc.
• Income is defined as an accretion of wealth (IRC Section 61).

• Wages, interest, dividend income, capital gains, rental income, etc.
• The tax forms also include self-employment contribution act (SECA) 

or federal insurance contributions act (FICA).
• The taxes are based on graduated tax rates.

• Rates vary based on filing statuses, e.g. single, married, etc.
• Individuals tend to file returns based on the calendar year.

• Virtually all individuals account and report their income on a cash-
basis.

• The IRC subjects to taxation the taxpayer’s world-wide income.
• But for non-resident aliens (NRAs) who are taxed on their US 

sourced income only.
• Taxpayers must pay their taxes as they earn their income.

• Either their employers withhold on their behalf or they make 
quarterly estimated tax payments.
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Income Tax Rates and Brackets for 
Individuals for CYE 2020

Rate For Single 
Individuals

For Married 
Individuals Filing 
Joint Returns

For Heads of 
Households

10% Up to $9,875 Up to $19,750 Up to $14,100

12% $9,876 to $40,125 $19,751 to $80,250 $14,101 to $53,700

22% $40,126 to $85,525 $80,251 to 
$171,050 $53,701 to $85,500

24% $85,526 to 
$163,300

$171,051 to 
$326,600

$85,501 to 
$163,300

32% $163,301 to 
$207,350

$326,601 to 
$414,700

$163,301 to 
$207,350

35% $207,351 to 
$518,400

$414,701 to 
$622,050

$207,351 to 
$518,400

37% $518,401 or more $622,051 or more $518,401 or more

Source: Internal Revenue Service
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How Is the Tax Paid Regarding The Taxable 
Income?

• Form W-2 – Employers withhold and submit the taxes on wages 
paid to their employees due to the IRS throughout the year and 
file these amounts on this form with the IRS and provide copies 
to their employees shortly after year end.

• Form 1042S – Employers withhold and submit the taxes on 
payments, including scholarships and fellowships, made to non-
resident aliens (NRA) due to the IRS throughout the year and file 
these amounts on this form with the IRS and provide copies to 
these NRAs shortly after year end.

• Form 1099 – U-M reports to the IRS the amounts paid to 
vendors shortly after year end.
• No such forms are issued for scholarships or fellowships paid to 

domestic citizens or resident aliens.
• The students bear the burden of quantifying their tax liabilities. 
• Also, since the payer is not withholding on these tax liabilities, the 

students must make payments to the IRS directly.
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Income Taxation of Scholarships or 
Fellowships
•General Rule Qualified Scholarships - Generally, scholarships and  
fellowships constitute taxable income unless they are ‘qualified 
scholarships’.
•Qualified Scholarships – Defined as payments that are given to the 

recipient who is a candidate for a degree that is made for the 
purpose of studying or conducting research at an educational 
institution. 
Payments include tuition and fees required for enrollment or attendance at 
the educational institution, and fees, books, supplies or equipment 
‘required for courses of instruction’ at the institution.

•Non-Qualified Scholarships – Any fellowship payments that are not 
qualified scholarships.

•Examples include cash stipends used to pay rent, buy food, or pay for     other 
personal items

There is an exception for students from self employment taxation or 
Federal Insurance Contributions Act (FICA) taxes. 
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Tax Consequences For Non-
Resident Aliens (NRAs)?

• NRAs – Defined as non-US citizens who have not become 
resident aliens in the U.S. as determined by the following: 
• The green card test, 
• The substantial presence test for the calendar year (which may be 

overridden by a provision in an applicable Income Tax Treaty), or 
• US citizen status via marriage.

• U.S. Sourced Income – NRAs are taxed by the IRC on income 
from U.S. sources only.

• Payroll - The IRS requires schools (U-M) to report “non-
qualified” scholarship and fellowship grants (stipends) to 
NRAs on Form 1042S-Foreign Person’s U.S. Sourced Income 
Subject to Withholding.
• “Qualified” scholarships or fellowships are not reported or withheld on.
• Payroll will withhold on these stipends typically at 14% unless a treaty 

provision applies. 
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NRAs
• Treaties – Provisions may provide reduced income tax 

withholding rates or allow exemptions.
• FICA - All aliens are subject to FICA taxes but for the following:

• Students holding an F-1 or J-1 visa (exemption is valid for the first five 
(5) calendar years they are in the U.S.)

• Teachers and researchers holding a J-1 visa (exemption is valid for 
either the first two (2) calendar years they are in the U.S., or 2 out of 
the last 6 calendar years regardless of Immigration and Naturalization 
Service (INS) status. 

• U.S. Income Tax Returns - NRAs should fill out either a Form 
1040NR or Form 1040NR-EZ when given a Form 1042S. 
• Attach Form 8843 if you are "exempt" from the substantial presence 

test.
• Contact Payroll - The NRA student must determine whether an 

exemption applies.
• Web Resources  -
• www.internationalcenter.umich.edu/intlstudents/

https://internationalcenter.umich.edu/resources/tax
• https://finance.umich.edu/finops/payroll/resources/faculty/

http://www.finance.umich.edu/finops/payroll/foreign
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Quiz? 
• Query: Would you rather have a $50 deduction or a $15 

credit?
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Tax Computation Deduction Credit

Income $100 $100

Deduction ($50) $0

Taxable Income $50 $100

Tax @ 10% $5 $10

Credit ($0) ($15)

Taxes Due or Refund $5 $0 if non-refundable 
or
$5 if a refundable 
credit



Form 1098-T 
• Form 1098-T- This form is a tuition statement filed by the 

institution that permits taxpayers to take either a deduction or 
credit on their income tax returns.
• The taxpayers must complete Form 8863 - Education Credits

Filed by the Student Who Paid Tuition, to determine whether they 
are entitled to this tax benefit.
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Credit – Form 1098-T
• Purpose of Form – Educational institutions provide this form, 

1098-T, to help taxpayers determine whether and, if so, how 
much credit they may take on their individual income tax 
returns for education expenses paid to these schools.

• There are two education credits: 
• The American Opportunity Credit, part of which may be refundable. 
• The Lifetime Learning Credit, which is nonrefundable. 

• Note - A refundable credit can give you a refund even if you 
owe no tax and are not otherwise required to file a tax return. 
A nonrefundable credit can reduce your tax, but any excess is 
not refunded to you. 

• Student Financial Services - link for tax information
http://www.finance.umich.edu/finops/student/taxrelief97
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Form 8863 – Education Credits
Filed by the Student Who Paid Tuition
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How Do I File My Taxes for CYE 2020 
with the IRS?

U
-M

 Ta
x 

De
pa

rt
m

en
t

16



Filing Threshold for CYE 2020
• New Filing Threshold – The elimination of the exemption deduction means 

that taxpayers whose gross income is less than the standard deduction for 
their filing status are not required to file an individual income tax return for 
that calendar year unless claimed as dependents on another taxpayer’s 
return.

• Standard deduction amount increased. For CYE 2020, the standard 
deduction amount has been increased for all filers. Taxpayers who do not 
itemize deductions may take the standard deduction listed in the following 
chart. 

• Exception - However, if a taxpayer  can be claimed as a dependent on another 
person's individual income tax return for CYE 2020, then the standard 
deduction is the greater of:
• $1,100, or the taxpayer’s earned income plus $350 (up to the standard deduction 

amount).
• IRS Publication 17 under Standard Deduction considers taxable scholarships as 

earned income for this purpose.
• Filing Regardless - Students may file for refunds even if not required to file.

U
-M

 Ta
x 

De
pa

rt
m

en
t

17



Overview of the Rules for Claiming an 
Exemption for a Dependent 
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Tests To Be a Qualifying Child Tests To Be a Qualifying 
Relative

1. The child must be your son, daughter, stepchild,
foster child, brother, sister, half brother, half sister, 
stepbrother, stepsister, or a descendant of any of
them.

2. The child must be (a) under age 19 at the end of the
year o r  (b) under age 24 at the end of the year, a
student, or (c) any age if permanently and totally
disabled.

3. The child must have lived with you for more than
half of the year.

4. The child must not have provided more than half
of his or her own support for the year.

5. The child must not be filing a joint return for the
year.

1. The person cannot be your
qualifying child or the qualifying
child of any other taxpayer.

2. The person either (a) must be
related to you in one of the ways
listed under Relatives who donot
have to live with yo u  or (b) must
live with you all year as a member 
of your household (and your
relationship must not violate local
law).

3. The person's gross income for the
year must be less than $4,300.

4. You must provide more than half
of the person's total support for
the year.



Case Study #1

• A graduate student who is single receives a 
total of $14,250 of scholarship funds in 2020. 

• She is a US citizen who is 23 years old and 
worked solely on her scholarship.
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• Please note good news regarding the “Kiddie Tax”.
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Case Study #2
• A post doctorate student receives a grant award 

of $15,000 from NIH to conduct research at the 
University of Y.

• He is a U.S. citizen.
• The expenses are primarily for rent and other living 

expenses.
• In the alternative, same facts as above but the  

graduate student receives a grant award of 
$25,000 for conducting research at University Y; 
$9,000 which covers tuition, $1,000 which covers 
books required for the curriculum and $15,000 for 
rent and other living expenses.  
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How Do I File My Federal and State 
Quarterly Estimated Taxes?
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Payment Dates and Forms
•Estimated Taxes: Estimated taxes for the calendar year 
end 2021 are due in four installments; 

•April 15th, 
•June 15th, 
•September 15th of the current year and January 
15th, 2022. 

• You don’t have to make the payment due January 15, 2022, if 
you file your 2021 tax return by January 31, 2022, and pay 
the entire balance due with your return. 

Forms: Payments made by check should accompany a form 
1040-ES with the student’s social security number listed on 
the form. 
•State Taxes – States have similar filing requirements.

•Example - Quarterly estimates are required if you 
expect to owe more than $500 (translates to 
$11,765 @4.25%) when you file form 1040-MI.
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Example
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Penalties for Failure to Pay Quarterly 
Payments 

Penalties:
Failure to make these payments timely may result in the assessment 
of underpayment penalties. To avoid this penalty the student may 
(1) pay at least 90% of the tax shown on the current year’s return, OR 
(2) pay 100% of the tax shown on the prior year’s return assuming 
that the return represents a 12 month period, or 
(3) make payments on a current basis using the annualized income 
installment method. 

Exception:
Note that no penalty for failure to pay estimated taxes will apply to an 
individual whose tax liability for the year, after credit for withheld 
taxes, is less than $1,000. 
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How Do I File My Taxes with State 
Agency(s)?

A fresh solution for safeguarding U.S. 
nuclear security:

The Department of Energy 
should rewrite our nuclear secrets 
in the style of the federal tax code, 

so that any enemy who tried to read them 
would be driven insane.

--Humor Columnist, Dave Barry
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State Income Taxes
• State Filing Requirement – In general, income that the 

federal government deems subject to taxation is also 
subject to taxation by states agencies unless the state does 
not have an income tax regime. 
• If the student files a federal return, he or she will most 

likely file a corresponding state return. 
• Multi-State Filing Requirement - The student may file more 

than one state income tax return if the state in which the 
scholarship was earned is different from the student’s state 
of domicile. 
• Domicile is determined by the student’s intent to 

reside. 
• No Double Taxation - The student should be sure to file a 

credit form with the ‘domicile’ return to avoid double taxes. 
• If the student moved during the year to the state in 

which the grant was earned, he or she may have to file 
two state income tax returns as a part-year resident in 
both states. Under these circumstances, no credit form 
is necessary. 
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Michigan State Filing Requirements
•Filers – Much like most states, the state of 
Michigan places an income tax on individual 
taxpayers.
•MI Homestead Exemption – You may claim a 
property tax credit if all of the following apply:

• Your homestead is located in MI,
• You were a MI resident at least 6 months during the 

year,
• You pay property taxes or rent on your MI 

homestead,
• If you own your home, your taxable value is 

$135,000 or less
• Your total household resources are <  or = $50,000.
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Case Study #3

• The graduate student receives $8,025 in non-
qualified scholarships for the calendar year. 

• No other income was earned.
• The student is not claimed as a dependent by 

another taxpayer.
• The student is a resident of Michigan and 

qualifies for the homestead exemption. U
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Michigan Homestead Tax Credit
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Case Study #4
• A post doctorate student receives a grant 

award of $30,000 from NIH to conduct 
research at the University of Michigan.

• The student has interest income of $70.
• The student is a resident of South 

Carolina and is not claimed as a 
dependent by another taxpayer.
• The individual would need to file state tax 

returns in Michigan and South Carolina.
• Michigan Income Tax Rate: 4.25%
• South Carolina Income Tax Rate: 5.00 %
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Michigan Tax Return for Non Resident Filers
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South Carolina Tax Return for South 
Carolina Resident Filer
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Fundamental Resources
More Information

WWW.IRS.GOV includes publications that 
provide further information. 

For specific information please refer to the following 
publications;

■ IRS Publication 17 – Your Federal Income Tax

□ IRS Publication 970 – Tax Benefits for Education

■ IRS Publication 505 – Tax Withholding and Estimated Tax

■ IRS Publication 515 – Withholding of Tax on Nonresident 
Aliens and  Foreign Entities
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