Foreign Investor Withholding Tax on Rent

PROMAS

Property Management Solutions for Over 30 Years
Overview

Under certain circumstances the IRS may require that you withhold 30% of the gross income for one
of your foreign investor clients. Collecting and paying the tax on rent involves analyzing and
determining the net income for each owner/property, then moving the money from the owner/property
ledger to a management group ledger. Checks are written to the tax authorities from the
management group ledger. Tax is collected and paid for the prior month. (To collect and pay for the
current month see NOTE on page 3.)

Tax is reported to the IRS on form 1042-S.

One Time
. Set up an account code called FWT Out: Foreign Tax Paid with an account type of
expense. It will be used to take the tax money from the owner.
. Set up an account code called FWT In: Foreign Tax In with an account type of income. It
will be used to put the tax money into the Management Group ledger.
. Set up a Foreign Tax Collections Management Group. It is where the tax monies will

accumulate. That will keep them separate from your management fee income. you may
get a warning message when creating the new management group - just click <OK>.
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e Set up an account code called FWT Paid with an account type of expense. It will be used to
pay the tax authority.

e Set up a Bill Code to point to the FWT Paid account code that you can use on the check to the
Tax Authority (IRS).
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Each Time
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Foreign Withholding Tax
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NOTE: The tax collection and recurring transfers consider transactions relative to the Next Scheduled
date. For example, a Next Scheduled date of 3/1 will consider transactions from 2/1 - 2/28. A Next
Scheduled of 3/16 will consider transactions from 2/16 - 3/15. Thus, if you want to include this
month’s collections to show on this month’s statement and your day to do statements is the 20th, then
set the Next Scheduled to the 20th and you will collect tax on all relevant transactions from the 21st of

last month through the 20th of this month.
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Income Details
June 13, 2012
Foreign Withholding Tax MG
Date Description Amount Balance
§/1/2012 Beginning Balance 50.00
Income
§/1/2012 Foreign Withholding In to Foreign Withholding Tax MG 254450
§/1/2012 Foreign Withholding In to Foreign Withholding Tax MG 5294.00
Foreign Withholding In 283850
Total Income 283850
Net Income (Loss) 283850
Net Balance Change S838.50 283850
6/13/2012 Ending Balance $838.50
5838.50

Income Summary
June 13, 2012

Foreign Withholding Tax MG

Date Description Amount Balance
§/1/2012 Beginning Balance 50.00
Income
Foreign Withholding In $338.50
Total Income 283850
Net Income (Loss) 283850
Net Balance Change S838.50 283850
§/13/2012 Ending Balance $338.50
5838.50
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Write a check to the tax authority using the Tax Management Group as the Bill To and the Bill Code

you create earlier.

Write Check

Internet
Publishi
@ wm

All Tasks
comnos

E
Posting Date [ Hand Yitten
Payee |IRS.\RS [vendor] \,|g,| |Vendur -|
Bank |CHECK\NG. Bank Account Checking q,|g,|
One Time | | Check Number l:l
Memo | | Discourt (%) l:l
Wark Order | \’|D| Discount (§) l:l
—\l Invoice /\2 Payee Address & Comments [
Bill To |FWT: Foreign Withholding Tax MG [Management Groug \’|D| |ManagememGrDup v| ?
Bill Cade |PWT OUT: Foreign Withholding Paid $|D| -
Amount $838.50) [] Split Charge with Owner
b
-

Undiscauntad Total $83850  Total Discount Discounted Total $638.50

e [ ron [ oo

After writing the check, you can run the Income Details report again to show that the management

group has been zeroed out.

Income Details
June 13, 2012

Foreign Withholding Tax MG

Date
BM/2012

Income

BM/2012
6M/2012

Expenses
813202

BM320M2

Description

Beginning Balance

Foreign Withholding In to Foreign Withholding Tax MG
Foreign Withholding In to Foreign Withholding Tax MG

Foreign Withholding In

Total Income

Foreign Withholding Paid by check #12345 to RS

Ending Balance

Total Expenses
Net Income (Loss)

Net Balance Change 50.00

($838.50)

Amount Balance
50.00

554450
5254.00
$838.50

$838.50

(3838.50)

50.00

50.00

50.00
50.00
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Note that the check you write to the Tax Authority is based on the transactions in the Tax
Management Group. If you discover that one of the owners had the wrong category assigned, that
means that both the report and the journal transfer were wrong. Voiding the check only voids the
check. It does not affect the journal entries or the report.

To correct the journal entry:
. Void it out of the Tax Management Group ledger. Then use <<GL, Journal Transfer>> to
move the money from the owner ledger to the correct Tax Management Group ledger.

To correct the report:

. Go into <<Setup, Recurring Transfer>>. Edit the transfer record that was incorrect.
o Note the Next Scheduled Date. Set the Next Scheduled Date back one month. Save
. Go to <<GL, Scheduled Journal Entries, Tax Collections>>. Compile for the same date you

originally used.
Print the report but DO NOT post the transactions.

. Go back to <<Setup, Recurring Transfer>>. Edit the transfer record and change the Next
Scheduled Date back where it was.

Please contact the Help Desk if you have any questions.

The PROMAS Landlord Software Center « 703-255-1400 » www.promas.com

Document Number R-373 6 July 2022


http://promas.com/

