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Are you an H-1B or L-1 worker seeking to file your first tax return? An international student
struggling through a labyrinth of forms with strange names like "W-2", "1042-S", and "1040NR"?
A long-term U.S. resident with income and investments both in the U.S. and abroad? Or a
professional tax preparer looking to understand the ins and outs of the U.S. tax code on behalf of
your international clients? If you answered "yes" to any of the above questions, then this book is
for you.This comprehensive, meticulously researched, and easy-to-follow book is designed to
help you to understand how taxes work in the United States, regardless of whether you are
newcomer or a long-term resident. It contains detailed information and clear guidelines to help
you to determine your tax situation and prepare a complete and accurate tax return that takes
advantage of all the options available to you.Written in plain English and with lots of examples,
this book explains many of the most common issues facing non-citizens and even some citizens,
such as residency for tax purposes, social security numbers (SSN) and individual tax
identification numbers (ITIN), tax treaties, foreign income, foreign taxes, treatment of different
types of income, refund of social security taxes, treatment of independent contractors vs.
employees, amended returns, selection and preparation of various tax forms (1040NR, 1040NR-
EZ, 1040, 8843, 8833, 8840), and much more.

About the AuthorGrant Newton, CPA, CIRA, CMA (Medford, OR) is?the founder and President
of the National Association of Insolvency Accountants. He is also the editor and contributing
author of CMA Review (Malibu Publishing). Dr. Newton is a former member of the AICPA's Task
Force on Financial Reporting by Entities in Reorganization Under the Bankruptcy Code, which
resulted in the issuance of AICPA Statement of Position 90-7. He speaks throughout the United
States on bankruptcy and insolvency matters and is frequently an expert witness on bankruptcy
issues.Robert Liquerman (Washington, D.C.) is a principal in KPMG LLP's Washington National
Tax Practice, Corporate Tax Group, specializing in matters under Subchapter C of the Internal
Revenue Code. He is an adjunct professor of law in the LL.M. program at the Georgetown
University Law Center and previously served as an adjunct professor in the LL.M. program at
The College of William & Mary, Marshall-Wythe School of Law.?He is a frequent speaker on
bankruptcy and tax issues at various tax institutes and conferences around the country.
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ending residency early)Closer connection exception for foreign students (maintaining
nonresident status)Options for married individuals who wish to file jointly with their spouseTreat
nonresident spouse as resident (nonresident married to dual-status or resident) –
§6013gChoosing resident status (dual-status married to a resident or two married dual-status) –
§6013hStep 3: Prepare the Tax ReturnSpousesDependents (children, parents, etc.)Tax benefits
of having dependentsDependent exemptionChild Tax CreditAdditional Child Tax CreditChild and
Dependent Care CreditEarned Income CreditHead of Household filing statusQualifying
Widow(er) with Dependent Child filing statusHow to apply for an Individual Tax Identification



Number (ITIN)Documents to send with ITIN applicationBy mailIn person at an IRS officeThrough
an Acceptance Agent or Certifying Acceptance AgentThrough your educational institution for
students on “F”, “J”, or “M” visasSource of Income: U.S. or foreign?Nonresident Tax ReturnForm
8833, Treaty-Based Return Position Disclosure Under Section §6114 or §7701(b)Form 8840,
Closer Connection Exception Statement for AliensForm 8843, Statement for Exempt Individuals
and Individuals With a Medical ConditionForm 8854, Initial and Annual Expatriation Information
StatementEffectively Connected IncomePersonal Services: wages, salary, independent
contractor, consultant, etc.Scholarships, Fellowships, Grants, Awards, etc.Sale of Real Estate
PropertyNot Effectively Connected IncomeInterestDividendsCapital GainsReal Estate Income
(Rents and Royalties)Income exempt by tax treatyItemized deductionsState and Local Income
TaxesGifts to charityEducation credits and deductionsResident Tax Return with Foreign
IncomeConvert foreign currency into U.S. dollarsForm 8891, U.S. Information Return for
Beneficiaries of Certain Canadian Registered Retirement PlansTax treaties and the “Saving
Clause”Foreign Earned Income ExclusionForeign Housing ExclusionForeign Housing
DeductionForeign Tax CreditItemized deductionsForeign Income TaxesForeign General Sales
TaxesForeign Real Estate TaxesForeign Mortgage InterestForeign bank accounts, financial
accounts, and assetsSchedule B part III, Foreign Accounts and TrustsForm 8938, Statement of
Specified Foreign Financial Assets (FATCA)Form TD F 90-22.1, Report of Foreign Bank and
Financial Accounts (FBAR)Dual-status Tax ReturnHow to allocate income and deductions
between resident and nonresident partNonresident becoming residentResident becoming
nonresidentProblems with Social Security and Medicare taxesSocial Security and Medicare
taxes withheld in errorEmployees classified as independent contractorsTotalization agreements
(Social Security Tax Treaties)Step 4: File the Tax Return with the IRSNonresident and Dual-
status Tax ReturnsBy mailAt an IRS officeResident Tax ReturnElectronic filing (e-file)By mailAt
an IRS officeExtensions6-month extension (Form 4868)2-month automatic extension (residents
out of the U.S.)4-month extension (residents out of the U.S.)Discretionary 2-month extension
(residents out of the U.S.)Extension of time to meet tests (Form 2350)Estimated taxesReceiving
a refundDirect depositCheckPaying a balance dueCheck or money orderCredit or debit
cardEFTPS (Electronic Federal Tax Payment System)Scheduled direct withdrawal from your
bank accountInstallment agreementExtension to pay due to hardshipStep 5 (optional): Modify
(amend) an already filed Tax ReturnAmend a Nonresident or Dual-status Tax ReturnAmend a
Resident ReturnReferencesAppendix A - State Income Tax DepartmentsAppendix B – Eligibility
for a Social Security Number according to Visa TypeAppendix C – Exceptions to Filing a Tax
Return with an ITIN ApplicationAcknowledgementsI would like to thank all my co-workers and
my clients through the years for giving the inspiration to write this book.Many thanks to all the
people who made this book possible; my husband and son for giving me the time, space, and
support to write this book, and my friends and family for their encouragement and confidence.I
would also like to thank those who took the time to review the different chapters of this book for
their valuable comments (in alphabetical order): Deborah Arnold; Kotuan Banan; Ronald Fong;



Patricia Harris EA; Betty Hiltbruner EA; Sharron Holtz EA; Jane L. Johnson; Karen Knebel;
Sharon Lutton; Leonid Meyerguz; Shilpi Pachauri; Robin Parrott-Horjes; Stacy Riley, Chitra Ram;
Jim Risio; Kinza Schuyler; Nancy M. Shelton; and Chantel Suehring.Legal DisclaimerThe
information found in this book is presented as general information only. None of it should be
construed as legal or financial advice. For personal advice please contact your tax advisor. The
author should not be held liable or responsible for any consequences of the misuse or
misunderstanding of this information. This book is sold with the understanding that the reader is
the sole responsible party of the use of the information contained in it. Neither the author nor her
tax firm shall be considered the preparer of any tax return prepared following the explanations or
directions on this book. If the author is specifically hired and paid as a tax preparer, different
rules will apply.All the individual names, company names, addresses, phone numbers, social
security numbers, individual tax identification numbers, employer identification numbers, visa
numbers, passport numbers, and dates are fictional. Any similarity to any place, document, or
person living or dead is purely coincidental. The only correspondence to real places is cities with
their actual zip codes and phone area codes.What this book is and what it is notThis book is an
overview of situations and rules that apply to most non-U.S. citizens who need to file a tax return
with the United States. This book was written with you, the individual taxpayer, in mind. But,
because it is so comprehensive, it can be used by anyone who needs information about taxes
for non-U.S. citizens, including tax professionals.Let me point out that all the information
contained in this book can be found in the official publications of the Internal Revenue Service
(IRS), but it is scattered in many different places. In this book it is all in one place; it is organized
in a way that makes sense because it follows the preparation process of the tax return. It is also
written in a language that anybody can understand not the complex and rather confusing
language of government publications. And it includes many examples from real life situations
that tax preparation professionals frequently face. It is a source that you can easily consult and
quickly find what you are looking for while preparing your tax return and after, when you want to
know how changes in your life can affect your tax situation.This book is, however, not a
substitute for IRS publications and instructions. Those are the official IRS interpretations of the
tax law (the actual tax law is the Internal Revenue Code, part of the United States Code) and will
always supersede whatever this book says. This book is not a set of instructions on how to fill out
the forms. Instead it explains most of the situations where different rules apply, what applies to
you. It tells you whether there are special forms to fill out to document your situation, and it
clarifies many misinterpretations or misunderstandings of the official sources. This book is your
companion; it is the voice of your tax professional explaining your situation to you.This book is
intended for individuals who file tax returns with the United States, not for other entities like
trusts, estates, partnerships, or corporations. Also, if you are an individual who is a beneficiary, a
grantor, a general partner, or a major shareholder in any of these entities, this book does not
provide details about your situation with respect to these entities. However, it is still a valuable
source in understanding your situation as an individual.How to read this bookThe tax rules for



non-U.S. citizens are complex. They can be some of the most complex rules that apply to
individual taxpayers. They cover many different situations.This book is very comprehensive and
covers a great variety of situations. Therefore not one person will ever need the whole book
since no one person can ever be in every single situation described here. The chapters are
divided into sections that can be easily skipped if they don’t apply to you. You can also skip a
complete chapter if you wish. Each chapter and section is self-contained and when they refer to
information from another section, there are links that will take to that particular section. In that
sense, this book is very dynamic. You can get out of it as much or as little as you want.The table
of contents is a very valuable resource to find what you are looking for. Refer to it and you will not
be lost.IntroductionIf you are reading this book, most likely you are not a United States citizen.
Also, most likely, you need to file a tax return with the United States. This task might be similar to
what you did in your own country or it might be a completely new, overwhelming, and unfamiliar
process. I am here to explain to you how it works, how to determine your situation and how you
should file. Allow me to first point a few things out:-Popular commercial tax preparation software
assumes that you are a citizen. Depending on your particular situation, you might be able to use
the software (follow the same rules that citizens follow) or not. This also applies to all online and
all electronic filing (e-file) services.-The majority of volunteers are not familiar with the rules for
non-citizens. Volunteers, at a public library or community center for example, do not usually have
extensive training in complex tax matters; they might have experience with non-citizens or they
might be completely unaware that there are different rules for them.-Many tax preparation
services might also not be familiar with the rules for non-citizens. Many tax professionals –
Certified Public Accountants (CPA), Enrolled Agents (EA), Registered Tax Return Preparers
(RTRP) and other preparers – may or may not see non-citizens often enough to be familiar with
these rules either.-Your school or workplace is not authorized to give you tax advice. The tax/
payroll department of your school or workplace cannot give you any personal tax advice. They
can, however, give you general tax information, provide you with publications, pamphlets, state
revenue department information, or refer you to tax advisors in your area, which sometimes is a
good start.-The Internal Revenue Service (IRS) customer service also assumes you are a
citizen. The IRS offices or help line (1-[800]-829-1040) usually help citizens. They do have
knowledgeable people who can help you but sometimes but you may need to spend hours on
the line and be transferred multiple times before finding them.If the prospect of filing your tax
return leaves you overwhelmed and alone, do not worry – it is normal. By the time you are done
with this book, you will have a better idea of how the tax system works in the U.S., which aspects
of it apply to you, and how you can prepare a correct tax return that takes advantage of all the
options that you qualify for. No resource like this was available when I needed to file my first U.S.
tax return. This book is designed to make it easier for you.I came to the U.S. as a student on an
“F-1” visa. I had a scholarship from my University which paid me a stipend in addition to the
tuition it paid. I received one check in August and one in January, that were to last me for the
academic year. Then, sometime in February I received a strange envelope in the mail; a folded



letter with 4 copies of a form filled with information called the 1042-S. I had no idea what it was or
what to do with it but somehow it looked important.I did the logical thing: asked my coworkers /
fellow students. The first answer I got was: “I don’t know, I get a W-2”, “A W-2? What is a W-2?” I
thought. So I asked the next one: “Oh, we have an accountant, we give her all the information
throughout the year: the farm, the rentals, our income and she takes care of everything…” That
sounded too complicated and potentially expensive; I was sure this poor student needed
something simpler. Lastly, I asked another student, who happened to also be an international
student: “Don’t ask the ‘natives’” she said, “They know nothing about us. We are different!” and
she proceeded to introduce me to the filing rules of the non-citizens. Then the real process
began, I had to navigate IRS publications and several sets of form instructions until my tax return
was finally ready! Success!The following years, I kept filing my own tax return and I also started
helping others fill out theirs. Six years later I faced a challenge: I got married and moved across
the country from where I finished writing my PhD dissertation. I knew my tax return for that year
was going to be very different and I needed to figure out how. So, after years of dealing with
nonresident tax returns, I immersed myself in the rules for citizens and residents.That same year
I joined a major tax preparation firm. There I kept learning about taxes, not only from reading
publications and taking classes, but by interacting with my colleagues and more importantly,
with my clients. Given my background, past experience, and the demographics of the Seattle
area, after a few months more than half of my clients were non-citizens.Real-life experiences are
the best teachers. Having filed hundreds of tax returns for my clients, I have achieved
experience with complex tax returns including taxpayers who rent out properties, with their own
businesses, with complex portfolios of investments (including those who receive investments as
compensation from their employers), and any combination thereof for both citizens and non-
citizens.After leaving my tax firm a few years later, I opened my own tax firm: and obtained my
Enrolled Agent license.Interacting with so many people who are new to the country and to the
tax rules, hearing the same questions over and over inspired me to write this book. My goal is
that at the end you will understand how the tax system works, what applies to you, and what
options you have in order for you to have peace of mind by filing a correct tax return that takes
advantage of all the benefits that you can qualify for.The process can be summarized in 4 steps
that must be followed in order, the most important being Step 1: Determining Residency, do not
skip it!Step 1: Determine your Residency status(Resident, Nonresident or Dual-status [Resident
and Nonresident on the same year])Step 2: Determine whether you are eligible to choose a
different Residency status(For example, switch from Nonresident to Dual-status)Step 3: Prepare
the Tax Return that corresponds to your Residency status(Form 1040, Form 1040NR or both
combined)Step 4: File the Tax Return with the IRS(By mail if Nonresident or Dual-status,
electronically or by mail if Resident)The sections of this book are arranged following these steps.
Each section, however, is self-contained, so it is easy to find the parts that apply to you and skip
those that don’t. The last section, “Step 5 (optional): Modify (amend) an already filed Tax Return”
is needed only if you change your tax return after you filed it. It is not necessary if you are



preparing your original tax return.So if you are ready, get your calendar, passport, computer (or
pen and paper), and start on Step 1. If you are not completely sure, start on Step 0: The
Basics.Step 0: The BasicsIncome Tax ReturnIn the United States, individuals pay taxes to the
federal government and sometimes to the state government on the income they receive during
the year. The government agency that collects the tax from U.S. taxpayers at the federal level is
the Internal Revenue Service, better known by its initials, IRS (). At the state level, it depends on
the state you live and/or work in. A full list of the state departments is in the Appendix A of this
book.The “default” year for an individual starts on January 1st and ends on December 31st. In
general, all the income and eligible expenses (deductions) that happened during the year you
are currently focusing on –“the current year”– are counted, and anything that happened before or
after that year is counted in the year it occurs. For example, salary earned in December 2011 but
paid in January 2012 is accounted for in 2012, the year it was paid, not in 2011 when the work
was performed.The set of forms used to summarize the income, deductions, credits, and
payments is known as the Tax Return. A tax return for an individual can be filed using the Form
1040, Form 1040A, Form 1040EZ, Form 1040NR, or Form 1040NR-EZ (). Which form you
should use depends on several things and that is one of the main objectives of this book; to help
you determine the correct form for you.When to file the tax return is another important issue. The
tax season, that is, the period in which individuals file their tax returns for the year that just
ended, runs from January 1st to April 15th most years. If the ending day falls on a weekend or
holiday, it can be moved to the next business day. For example in 2011 the last day to file a tax
return for the year 2010 was April 18th, 2011; and in 2012 the last day to file a 2011 tax return
was April 17th, 2012. The ending day is a “postmark by” date and not an “arrive by” date. This
means that, as long as the Post Office stamps the envelope on the last day of the Tax Season,
the tax return is considered filed on time even if the IRS receives it after the
deadline.Traditionally tax returns were filed by mail. Where to file it depends first on which form
you are filing and second, on where you live. If there is an nearby, you can also file it in person.
The most common, fastest, and more secure way to file today, however, is electronically. But not
all forms are eligible. If you have a form that cannot be filed electronically, the whole tax return
has to be filed on paper (by mail or in person).Lastly, you may be wondering why you need to do
all this and file a tax return when your employer is already taking taxes out of your paycheck. I
have heard this question many times, especially from non-U.S. citizens whose countries’ tax
systems work differently. The short answer is that the amount that employers withhold for taxes
is just an estimate; your employer may not know if you have a second job, if your spouse has a
job, if you have investments, how much you pay for your children’s daycare or college, how much
you pay for medical expenses, etc. and all of these are considered when calculating the final
amount of tax that you must pay. You balance your account with the government by preparing
and filing a tax return.Flow of a Tax ReturnThe U.S. tax return consists of a base form (1040,
1040A, 1040EZ, 1040NR or 1040NR-EZ) and can include additional Forms and Schedules that
are used to document certain items of income, certain deductions, and certain credits. The



forms are usually identified by a 4-digit number (2555, 6251, 8843, etc.) while the schedules are
identified by letters (A, B, C, D, etc.). So your tax return can be as simple as one page or as
complex as dozens of pages, depending on your particular situation.The tax return includes at
least one person: the taxpayer. If the taxpayer is married, the spouse (whether s/he works or not)
can sometimes be included on the same tax return. Other people that the taxpayer support
financially like children and parents can also be included (“claimed”) on the tax return as
dependents. The chapter “Step 3: Prepare the Tax Return” contains more information about
when a dependent can actually be claimed.Spouses and DependentsThe U.S. recognizes
marriages performed outside of the U.S. between a man and a woman. If you marry in a foreign
country and, later on, one of you moves to the U.S. while the other one stays behind, you are still
married and should file as married. There is such a thing as “Married Filing Separately” but there
is no such thing as “Married Filing Single”.One exception is in the case of same-sex marriages,
including marriages performed in a state of the United States that allows them; the federal
government of the U.S. does not currently recognize same-sex marriages and does not allow
same-sex spouses to file as married.Although a spouse might depend economically on another,
and one spouse might hold a “dependent” visa, in tax terms a spouse is never a dependent on a
tax return, s/he is a spouse.When considering claiming a dependent on the tax return, both
conditions must be fulfilled:-The taxpayer must qualify to claim dependents, AND-The potential
dependent must qualify as dependent in order to be claimed.The IRS has defined 5 filing
statuses depending on the marital status of the taxpayer and who is included on the tax return:-
Single [S]: This status is generally used by unmarried taxpayers. They may or may not have
dependents, but if they do, they may qualify for the “Head of Household” status which is
generally more advantageous (see below).-Married filing jointly [MFJ]: This status is for married
taxpayers who file together; combining their income, deductions, and credits on a single tax
return. Only citizens and residents for tax purposes can use this filing status. The couple may or
may not have dependents.-Married filing separately [MFS]: This status is for married taxpayers
who file independently of one another. If one of them has at least one dependent and s/he meets
other conditions, that spouse may qualify for the “Head of Household” status which is generally
more advantageous. This status must be used by married nonresidents (for tax purposes)
because MFJ is not allowed.-Head of household [HH]: This status is for single taxpayers who
have a dependent and for married taxpayers who do not file jointly, meet a set of strict
requirements, and also have a dependent. However, not all dependents will qualify the taxpayer
for this status. HH is more advantageous than S and MFS but less advantageous than MFJ. It is
also available only to citizens and residents for tax purposes.-Qualifying widow(er) with
dependent child [QW]: This status can only be used by a surviving spouse for the two years
following the year the now-deceased spouse passed away. The taxpayer also needs to not have
remarried, to be supporting a dependent, and the spouses must have been allowed to file as
MFJ on the year of death. These requirements make this status difficult to qualify for if you are a
nonresident.Once the filing status has been defined, the rest of the tax return deals with the



calculations. It follows this flow:Income– All the income for the year is added together: salaries
(wages), interest (from bank accounts for example), dividends and capital gains (from
investments), pensions, unemployment payments, social security payments, even gambling,
awards, and lottery prizes. In the case of business activities such as freelance work,
independent contractors, and rentals, only the profit is added (business income – expenses =
profit).By law, most payers (employers, banks, government offices, etc.) must send you a form
informing you how much they paid you during the year. The most common forms are the W-2
and the 1099 series but many non-U.S. citizens receive a 1042-S. The IRS also receives a copy
of these forms. See the chapter “Step 3: Prepare the Tax Return” for examples of what to do with
them.Deductions– Deductions are amounts that you are allowed to subtract from your income so
you don’t pay tax on those amounts. There are 4 kinds of deductions:-Adjustments (“above the
line deductions”): These are deductions for specific expenses that can be taken in addition to
and independently of either the standard or the itemized deductions (defined below).-Standard
deduction: This is an amount defined by the United States Congress that most taxpayers can
“take” (subtract from their income) for free, no questions asked. You do not need proof of any
expense to take it. For example, taxpayers who file using the Single status and taxpayers who
file using the “Married Filing Separately” status can deduct $5,950 on their 2012 tax return. In
other words, $5,950 of their income will not be counted when computing their tax. Not everyone
is allowed to take this deduction.-Itemized deductions: This is a list of specific expenses that are
combined (added up) and taken together. The grand total of itemized deductions is compared to
the allowed standard deduction and the larger of the two is usually taken. It is generally more
advantageous to deduct the greater amount, but it is not mandatory. More details on what is
allowed to take can be found in “Step 3: Prepare the Tax Return”.-Personal exemptions: This is
an amount also defined by the United States Congress that can be taken “per person” included
on the tax return. For example, in 2012 the value of a personal exemption is $3,800. If there is
only one taxpayer on the tax return, s/he can subtract $3,800 from the income, but if there are
two people included on the tax return, let’s say taxpayer and spouse, the amount to subtract is
$7,600 ($3,800 x 2).Taxable income– Once all the deductions have been subtracted from the
income, the result is the income upon which the tax is actually calculated.Tax– In the U.S., the
income tax is a graduated or progressive tax; that is, the marginal tax rate increases as the
income increases. The marginal tax rate is the rate at which your last dollar of income is taxed.
Since 2003 and until 2012, the U.S. has had 6 different marginal tax rates, also known as tax
brackets: 10%, 15%, 25%, 28%, 33%, and 35%. In 2013, there will be an additional tax bracket:
39.6%. For example, let’s say your taxable income is $100,001; on a 2011 joint tax return
(“Married Filing Jointly”) your tax would be $17,250.25. If you add $1 to the taxable income so
now it is $100,002, your tax would increase exactly $0.25 to $17,250.50; therefore, you are in the
25% tax bracket. If these were $200,001 and $200,002, the taxes would be $44,069.78 and
$44,070.06 respectively, a difference of $0.28 (28% tax bracket).Your tax bracket will depend on
both your taxable income and your filing status. The following graph based on 2011 figures



shows how the tax increases as the taxable income increases for the 5 filing statuses available.
The most advantageous (“the cheapest”) statuses are “Married Filing Jointly (MFJ)” and
“Qualifying Widow(er) with Dependent Child” (QW), which use the exact same tax rates,
followed by “Head of Household” (HH), then “Single” (S), and finally “Married Filing
Separately” (MFS), which is the status that pays the most tax for the same amount of
income.There is a second set of rules to calculate the income tax which result in a different
amount. This is known as the “Alternative Minimum Tax” or AMT for short. This tax is designed to
apply to people with high incomes and some with too many deductions. Since most people are
not affected by this tax, we will not discuss it in this book. But it is important that you know that it
exists.Nonrefundable Credits– Credits reduce the amount of tax dollar for dollar until potentially
eliminating all tax liability. You can claim as many credits as you qualify for until there is no more
tax to reduce. That is why they are called “Nonrefundable”. Any credits that you still qualify for
beyond $0 of tax are either lost or saved for the next year, depending on the rules of the
individual credit. For example, let’s say your tax is calculated as $570 and you qualify for a
Foreign Tax Credit of $1,280. You can only claim $570 of credit to reduce your tax to $0, and the
remaining $710 is saved (carried over) for next year. Now let’s say that you qualified for a Child
and Dependent Care Credit instead; your tax is still $570 and the credit that you can take is still
$1,280, so you can use $570 of the credit to bring your tax to $0, but in this case, the remaining
$710 is lost forever.Other Taxes– There are other taxes that are paid and reconciled using the
income tax return. If you must pay one or more of these taxes, they are added after the income
tax is calculated and all the Nonrefundable credits are applied. These other taxes could come
from different sources but they all have in common that they apply at a flat rate (everybody pays
the same rate) instead of a graduated rate (your rate depends on your income). Some of these
taxes are discussed later in this book: the Self-employment Tax, the Uncollected Social Security
and Medicare tax, and the tax on “Not Effectively Connected Income”. Penalties will not be
discussed, but if you have any account that is designed with a specific purpose like retirement
(401k, 403b, IRA), education (Coverdell, 529 plans), or healthcare (HSA), you need to pay
attention to the rules of the account to avoid paying penalties.Payments– By the time you are
filing a tax return, most likely, you have already made payments towards your tax. The most
common way of doing this is through withholding from your paycheck; but sending estimated
payments to the IRS every quarter is also common, especially if you have your own business
and nobody is withholding taxes for you.Refundable Credits– Refundable credits are similar to
nonrefundable credits in the sense that they reduce the amount of tax dollar for dollar. However,
unlike nonrefundable credits, when you have more credit amount than total tax, you can have
that amount paid to you. For example, let’s say that after applying nonrefundable credits your tax
has been reduced to $0 but you still qualify for an Additional Child Tax Credit of $428. In this
case you would receive a payment from the IRS of $428. When filing your tax return, you add up
all your payments and all your refundable credits for the year, and see if it is enough to cover
your tax liability.Refund– If the addition of payments and refundable credits is more than your tax



liability, the government will return (refund) the difference to you. This can be in the form of a
check mailed to you, or it can be deposited electronically (direct deposit) into a checking or
savings bank account held in a U.S. bank, whichever you prefer. Investment accounts such as
IRAs can also be used to receive the electronic transfer of funds. Another option is to purchase
“U.S. Series I Savings Bonds”; these are government bonds issued by the Department of
Treasury. The IRS cannot do wire transfers and will not deposit refunds into foreign accounts;
however, they can mail a check to a foreign country.Balance due– If the addition of payments
and refundable credits is less than your tax liability, you have to pay the difference. You have until
the last day of the Tax Season (usually April 15th) to submit your payment in order to avoid
further interest and/or penalty charges. By law the IRS will charge interest on any balance due
after the last day of the season. The interest compounds daily, so the faster you pay any balance
due, the better.Residency for tax purposesOne of the most important aspects of the U.S. law
that a non-citizen must understand is when s/he is considered a resident and when s/he is not.
This apparently easy distinction can get confusing very quickly.There is not a single definition of
a resident; it depends on the context. Talk about immigration and a resident would be somebody
holding a Green Card, talk about tuition for a University and a resident might be somebody who
lives in the same state as the school, or talk about driver’s licenses and a resident may be
somebody who has an address in that state.In other words, as a foreign national, you may be
considered a resident for some purposes and not for others.Residency for immigration purposes
vs. Residency for tax purposesThe (CA), a division of the is the government agency that grants
U.S. visas to foreign nationals and passports to U.S. citizens. If you are reading this book,
chances are you have already dealt with them (have you ever been in a U.S. embassy or
consulate?). The United States (CBP), a division of the (DHS) is the one who allows you to enter
the country. Its agents, at the border or at the ports of entry, are the ones who stamp your
passport and decide how long you can stay in the United States. But once inside the country, the
(USCIS), another division of the Department of Homeland Security, oversees immigration to the
U.S.: it grants Lawful Permanent Resident status, changes of immigration status (change from
one visa type to another), extensions of time to stay in the country, and issues employment
authorizations (work permits) to nonimmigrants to work in the country. The U.S. grants two types
of visas: immigrant and nonimmigrant. The immigrant type is known as the “Green Card”, while
all the nonimmigrant types are normally known as just “visa”.On a side note, before the USCIS
was formed in 2003, the Immigration and Naturalization Service (INS), a division of the
Department of Justice, performed its functions. In the minds of the American public, INS still
exists and you might hear people referring to it when in reality, they should be referring to
USCIS.USCIS defines a (permanent) resident for immigration purposes as: “Someone who has
been granted authorization to live and work in the United States on a permanent basis (a Green
Card holder)” (). So, for immigration purposes, it is very easy to know whether you are a resident;
if you have a Green Card you are, if you don’t, you are not, period.The , a division of the , on the
other hand, defines resident for tax purposes as: “Someone who meets either the green card



test or the substantial presence test for the calendar year (January 1–December 31)” ().In other
words, if you have a Green Card, you are a resident for tax purposes. If you don’t have a Green
Card, you may or may not be considered a resident. Residents follow the same tax rules as
citizens. Read the chapter “Step 1: Determining Residency” to determine your status even if you
have a Green Card.Form to file with the IRS: 1040, 1040NR, or bothYour residency for tax
purposes status determines how you are taxed in the U.S. The main difference is the form you
file and what is included and/or reported on that form:Residents file Form 1040 (or the shorter
versions 1040A or 1040EZ) and are taxed on worldwide income. That is, if you are considered a
resident for tax purposes, any income you receive in or from any place in the world must be
reported on your U.S. tax return using Form 1040, 1040A or 1040EZ. Residents are taxed
exactly the same way as citizens.Nonresidents file Form 1040NR (or the shorter version
1040NR-EZ) and are taxed on U.S. income only. That is, if you are a nonresident for tax
purposes, only income that is from U.S. sources is reported on your U.S. tax return using Form
1040NR; income that you receive from foreign sources is omitted.Since people do not usually
move to the U.S. or receive their Green Card on January 1st, it is entirely possible to be both a
resident and a nonresident in the same year. This is called “dual-status”. The same thing can
happen when people leave the U.S. permanently or terminate their permanent residency; it
usually doesn’t happen on December 31st. Therefore, the last year of residency could also be a
dual-status year.Dual-status aliens file a combined Form 1040/1040NR or combined Form
1040NR/1040 and are taxed as residents on the part of the year they are residents and as
nonresidents in the other part of the year. That is, for the part of the year that you are a resident,
you are taxed on worldwide income, and for the part of the year that you are a nonresident, you
are taxed only on U.S. income.Another difference is what the different forms (1040, 1040NR,
etc.) call the filing statuses. The form for nonresidents (Form 1040NR) has six filing statutes that
correspond to three of the five filing statuses available to residents (Form 1040). These six filing
statuses follow the rules of the resident filing status they correspond to when looking at
individual credits, deductions, etc. For example, the filing status “5. Other married nonresident
alien” follows the rules of “Married Filing Separately”.Resident filing status (1040)Nonresident
filing status (1040NR)Single1. Single resident of Canada or Mexico or single U.S. national2.
Other single nonresident alienMarried Filing Separately3. Married resident of Canada or Mexico
or married U.S. national4. Married resident of South Korea5. Other married nonresident
alienQualifying widow(er) with dependent child6. Qualifying widow(er) with dependent
childMarried Filing JointlyNo equivalentHead of HouseholdNo equivalentIn addition to these
basic differences, there are other aspects in which the taxation of residents, nonresidents and
dual-status aliens differ. They are explained in more detail in “Step 3: Prepare the Tax
Return”.Social Security Number (SSN) and Individual Tax Identification Number (ITIN)One very
important requirement when filing a tax return is that every taxpayer must have a Tax
Identification Number (TIN). You can think of this as your “file” number. This will be the number
by which the IRS will access all your records. Most of the time, this will be a Social Security



Number (SSN) but in cases where a person does not qualify to have a Social Security Number,
they must obtain an Individual Tax Identification Number (ITIN). These numbers are unique and
not transferable; your number belongs to you and to you only.In addition, every person that is
claimed (included) on a tax return such as spouses and dependents must also have a Tax
Identification Number (SSN or ITIN).Social Security Number (SSN)The SSN is issued by the
Social Security Administration (SSA) (), the federal government agency that administers the Old-
Age, Survivors, and Disability Insurance program. The SSN is a nine digit number with the
format 3 digits, hyphen, 2 digits, hyphen, 4 digits:X X X – X X – X X X XThis number is used by
the SSA and the IRS to keep track of your earnings and your paid taxes. If you pay social
security taxes for 10 years, you may become eligible for retirement benefits, even if you are not a
U.S. citizen.Because the SSN is used for many purposes including employment, tax, medical,
and financial matters, it is very important to not give out your number unless it is absolutely
necessary.Eligibility for a Social Security Number (SSN)Not every person who is in the U.S. is
eligible for a Social Security Number. To be eligible, you must be either:-allowed to work in the
U.S., or-eligible to receive government benefits that require an SSNIn other words, people
eligible to apply for an SSN are:-U.S. citizens-Permanent Residents (Green Card holders)-Non-
U.S. citizens allowed to work in the U.S. (certain visas)-Non-U.S. citizens receiving certain
government benefitsTo apply for an SSN you need to fill the Form SS-5 (), and submit
documents that confirm your eligibility. If you are not a U.S. citizen you must submit a copy of
your Green Card or your visa, your I-94 (which is a small white form filled just prior to arrival in
the U.S. and usually stapled to your passport), and, if needed, your authorization for employment
(Employment Authorization Document) issued by the USCIS. You can review the requirements in
the SSA website ().Notice that as a non-U.S. citizen or permanent resident, there are only two
circumstances under which the SSA will issue an SSN: employment and recipient of
government benefits. The SSA will not issue a SSN used only to file a tax return, to open a bank
or investment account, to buy a house, to apply for a loan, to attend school, or to receive
medical treatment.According to the SSA policies and procedures, the “class of admission” (visa
type) for nonimmigrants determines whether you are eligible to obtain an SSN and if so, whether
you need an Employment Authorization Document (EAD) or not. “Appendix B” lists all the visa
types and their eligibility for an SSN. But some of the most common types are:Class of
admissionDescriptionEmployment authorization and eligibility for SSNF-1Academic studentNot
eligible for SSN if not workingEligible for SSN without EAD if working on-campus or in CPT
(Curricular Practical Training)Needs EAD if on OPT (Optional Practical Training), economic
hardship or working with an international organization.F-2Spouse or child of F-1 alienNot
authorized to work and not eligible for SSNH-1BWorker in a specialty occupationEligible for
SSN. Work authorized without EADH-4Spouse or child of H-1A, H-1B, H-2A, H-2B, or H-3
alienNot authorized to work and not eligible for SSNJ-1Exchange visitor (pursuant to an
approved program)Eligible for SSN. Work authorized without EAD, but may need a sponsor
letterJ-2Spouse or minor child of J-1 alienNeeds EAD to work and to apply for SSNK-1Fiancé(e)



of U.S. citizenEligible for SSN. Work authorized without EADK-2Child of K-1Needs EAD to work
and to apply for SSNL-1Intracompany transfereeEligible for SSN. Work authorized without
EADL-2Spouse of an intracompany transfereeEligible for SSN. May need EAD to work, but not
to apply for an SSN (submit marriage certificate instead)L-2Child of L-1 alienGenerally not
authorized to work and not eligible for SSN. (May apply for EAD)Adjustment ApplicantApplicant
for adjustment to permanent resident alienApplicant for creation of a record of lawful admission
for permanent residenceNeeds EAD to work and to apply for SSNOnce you apply, either by mail
or by going to your local SSA office, you will receive in the mail the Social Security Card or a
letter indicating that they could not issue one. In many cases your school or sponsor will include
this form among all the documents you fill out and sign for your employment or school
attendance. It is possible that you filled out this form without even noticing. If you received an
SSN in the mail, you don’t have to repeat the process.Employment Authorization Document
(EAD)The Employment Authorization Document (EAD), commonly known as “work permit” is a
document issued by the which allows the visa holder to be legally employed in the U.S. Although
this card is issued by the USCIS, it is not an immigration document. The EAD does not change
your immigration status or visa type. Its only purpose is to certify that the holder is allowed to
work in the U.S.Depending on the visa type, it will be necessary to first obtain an EAD in order to
obtain an SSN. If you need an EAD, you need to apply to USCIS using “”.Individual Tax
Identification Number (ITIN)The ITIN is a number that those not eligible for Social Security
Numbers can apply for. Its purpose is to be used for tax matters only. Therefore, if a person who
cannot obtain an SSN is filing a tax return or is claimed on a tax return, that person should obtain
an ITIN. The ITIN does not change your immigration status and does not allow you to work in the
U.S. The ITIN is issued directly by the IRS and will only be issued when there is a valid “tax
reason” to have it, usually this reason is a tax return. The ITIN is also a nine digit number with the
format 3 digits, hyphen, 2 digits, hyphen, 4 digits. However the first digit is always a “9” and the
fourth digit is a “7”, an “8” or a “9”:9 X X – 7 X – X X X X9 X X – 8 X – X X X X9 X X – 9 X –
X X X XThe use of an ITIN is more restricted than that of an SSN. It can only be used for tax
purposes. If you open a bank or broker account, if you get a mortgage, or if you sell a house in
the U.S., you can provide the ITIN as your tax number as these institutions will use that number
to report your earnings (interest, dividends, etc.) to the IRS. But you cannot use it in place of an
SSN in school or in medical documents.If your immigration status changes and you are now
eligible to apply for an SSN, you should obtain the SSN and stop using the ITIN.On the tax
return, the ITIN takes the place of the SSN to identify each person and for the most part they are
equivalent. However, there are a few differences regarding some credits:CreditSSNITINEarned
Income CreditThe taxpayer needs SSN to claim the credit. If it is a joint tax return (MFJ), both
spouses need SSN. If including a child to claim the credit, the child also needs an SSN.Credit
not allowed if the taxpayer, the spouse (if MFJ) or the child used to claim the credit (if any) have
ITIN.Recovery Rebate Credit (2008 tax return only)The taxpayer and spouse (if MFJ) must have
SSNs to claim the credit. If the additional amount for children is claimed, the children also need



SSN.Not allowed if the taxpayer or the spouse (if MFJ) have ITIN. Both need to have SSN. If
child has ITIN, the additional amount for children cannot be claimed.Making Work Pay Credit
(2009 and 2010 tax returns only)The taxpayer or the spouse (if MFJ) must have SSN to claim
the credit.Credit not allowed unless one valid SSN is provided (either taxpayer or spouse if
MFJ)Eligibility for an Individual Tax Identification Number (ITIN)There are two requirements to be
eligible for an ITIN:-not be eligible for an SSN-have a need to provide a tax identification
numberIn other words, people eligible to apply for an ITIN are:-Non-U.S. citizens who are NOT
allowed to work in the U.S. (certain visas, visitors not needing a visa, undocumented aliens)It is
important to note that the first requirement is that you are not eligible for an SSN, not that you
don’t currently have an SSN. If you are eligible for an SSN, you should apply for one. Also, if you
have an application for an SSN pending, do not apply for an ITIN. Wait until you receive a
response from the SSA. If the SSA issues you an SSN, then you don’t need to apply for an ITIN
at all. If the SSA sends you a letter indicating that they will not issue an SSN, then you attach this
letter to your ITIN application.The second requirement is that you need to have a tax reason for
needing a tax identification number, generally this would be a tax return that you are filing with
the IRS but it could be somebody else who needs your number to report tax information about
you to the IRS (a bank, an investment firm, etc.). This means that only when you actually need
the number you can apply for it. There is no “applying in advance”; the IRS will not issue a
number now so months later you can file a tax return. The application and the filing are done at
the same time. See the section “How to apply for an Individual Tax Identification Number (ITIN)”
under “Step 3: Prepare the Tax Return”.Because the ITIN application requires several identifying
documents to be attached and the signature of the applicant, it is sometimes difficult if not
impossible to get all the documentation in time to file. In such cases, you can get an extension of
time to file or you can file a tax return without the spouse or dependent and later on, when the
documents are ready, file an amendment to the already-filed tax return adding your spouse or
dependent. See “Step 5 (optional): Modify (amend) an already filed Tax Return” for information
on how to do this.This is a common strategy used when:-You have a refund due and you prefer
to receive part of it now and the other part when the ITIN application is ready.-The spouse or
dependent is in another country and sending/getting the documents is slow, difficult, or
cumbersome.-The spouse or dependent will be visiting the U.S. soon but after the deadline to
file a tax return and you prefer to wait until the person is in the U.S.Social Security and Medicare
taxes (payroll taxes)Social Security and Medicare Taxes are known as the payroll taxes because
the great majority of employees pay them and they are automatically withheld from their
paychecks. They are also known as FICA taxes because their rules are established under the
Federal Insurance Contributions Act. Although the IRS collects these taxes, ultimately the (SSA)
is the one in charge of the programs that these taxes support, the IRS only collects the
payments and forwards them to the SSA. These are separate from the Income Tax. Keep in mind
that different employers may call them differently in their paychecks:Social Security, also called
Old Age, Survivors, and Disability Insurance or OASDI for short is a tax that is normally withheld



from every paycheck at a rate of 6.2%. This is a flat tax; everybody pays the same rate. In 2011
and 2012 the rate was lowered to 4.2%; but in 2013 it went back to 6.2%. This tax has a
maximum amount, a cap; you will pay until your income for the year reaches certain amount:
$106,800 in 2011, $110,100 in 2012, $113,700 in 2013. Once you reach that amount you will not
pay this tax for the rest of the year.Medicare, also called Hospital Insurance (HI) is another tax
that is withheld at a rate of 1.45%. There is no cap on this tax so regardless of the amount of
money you make, you will always pay 1.45%. It is also a flat tax; everybody pays the same rate
regardless of how low or high their income is.Social Security is a retirement fund. When you
work in the U.S. and pay your share of Social Security tax you are granted credits, in general one
credit equals one quarter (three months) of work. After earning 40 credits, you are eligible for the
benefits of the program, even if you are not a U.S. citizen: an amount of income per month when
you retire for as long as you are alive.Medicare is medical insurance for people who are at least
65 years old. The eligibility for this program does not directly depend on your earnings through
the years.The payroll taxes actually have two components, the part paid by the employee (the
one that is withheld from your paycheck) and the part that is paid by the employer (you don’t see
this reported to you anywhere). The employer part is usually the same amount as the employee
part; but in 2011 and 2012, the employer rate for Social Security (6.2%) was not lowered when
the employee rate was (4.2%).Self-employment taxPeople who are not employees are usually
self-employed, they work for themselves. They don’t have a payroll that withholds Social
Security and Medicare taxes for them, so they pay the taxes when they file the income tax return.
They pay both the employer and the employee parts, since they are both at the same time (they
are their own bosses). This is known as the Self-employment tax. All nonresidents are exempt
from Self-employment tax. But you become subject to this tax when you become a resident for
tax purposes because you meet the Substantial Presence Test or the Green Card Test (see
“Step 1. Determining Residency” for details on these tests). If, on the other hand you became a
resident because you qualified to change your residency (see “Step 2. Choosing to change
Residency Status”), then you don’t have to pay Self-employment tax.The immigration laws
generally don’t allow a nonresident to have self-employment income, but in some cases
employers classify workers as “independent contractors” and report their income as “self-
employment”. In that case a nonresident alien does not have to pay Self-employment tax, but a
resident alien does if s/he reports the income as self-employment. You can find details on what
to do if you are in this situation on the section “Employees classified as independent contractors”
on “Step 3. Prepare the Tax Return”.It is interesting that even when Self-employment tax and the
payroll taxes (Social Security and Medicare) are equivalent, the rules about who pays them are
different. Residents for tax purposes have to pay one or the other depending on what kind of
income they have. But nonresidents do not have to pay Self-employment tax if they are self-
employed, but do have to pay payroll taxes if they are employees (with some exceptions).Who
pays Social Security and Medicare taxes?The majority of workers in the U.S. pay these taxes. It
does not matter if they are citizens, permanent residents, or nonimmigrants. However, some



categories of nonimmigrants are exempt:-“A” visas – Only those that are actually employees of a
foreign government are exempt from Social Security and Medicare taxes; spouses, children, and
servants are not exempt (unless they are also employees of the foreign government).-“D” visas –
Crew members who are employees of a foreign employer and work on a foreign vessel are
exempt. Also crew members of an American vessel who signed on to the vessel out of the U.S.,
or those who signed in the U.S. but the vessel never stops at a U.S. port while the individual is
employed.-“F-1”, “J-1”, “M-1”, “Q-1”, and “Q-2” visas – Students, scholars, professors, teachers,
trainees, au pairs, etc. who work in the U.S. and the work is both related to the purpose of their
visit and allowed by USCIS. For example, employment on-campus as a teaching assistant,
research assistant, other employment on-campus up to 20 hours per week, off-campus
employment authorized by USCIS, OPT, and CPT are categories exempt from payroll taxes. The
exemption only applies to the principal, not to spouses or children on “F-2”, “J-2”, “M-2” or “Q-3”
visas. Also the exemption applies as long as you are a nonresident for tax purposes; if you
become a resident you must start paying payroll taxes.-“G” visas – Employees of international
organizations are exempt, but only the actual employee. Spouses, children, or servants are not
exempt unless they are also employees of the international organization.-“H-2A” visas –
Agricultural workers admitted temporarily are exempt. Workers from the Philippines who work in
Guam are exempt too.There is another exemption for students in the Tax Code which applies to
both citizens and non-citizens. As long as you are a student, your wages are exempt from Social
Security and Medicare taxes even if you become a resident for tax purposes.Agnes is a citizen
of France in “J-1” status. She works in the U.S. for 3 years, 2009-2011. During 2009 and 2010 her
wages were exempt from Social Security and Medicare taxes but in 2011 they are not because
she became a resident for tax purposes.Catalina, a citizen of Honduras, is a student on a “J-1”
visa since 2010. She is a Teaching Assistant at her University. She does not have to pay Social
Security or Medicare taxes on her wages because both exemptions apply to her, she is a
student and she is a nonresident on “J-1” status. During the summer of 2011, her second year in
“J-1” status, Catalina works as an intern at a company. This internship is related to her studies
and she does not have to pay the payroll taxes even when the work is off-campus. In 2012 she
becomes a resident for tax purposes (in general you are nonresident only the first two years in
“J” status). Her wages as a Teaching Assistant are still exempt because she is a student. In the
Summer of 2012, after graduating, she returns to the company for a second internship. Her
wages are subject to Social Security and Medicare taxes because she is a resident for tax
purposes.Self-prepare vs. hiring tax professionalsWhen you need to file your tax return, you
have two options: you can prepare it yourself, or you can hire somebody to do it for you. Each
option has its advantages and disadvantages. At the end you choose the way that you feel more
comfortable with.If you prepare it yourself, it can be completely free. The printed forms are free,
you can obtain copies at the local public library, the local IRS office, or you can download them
from the . If you qualify, you can use software, installed on your computer or online, to prepare
your tax return. Preparing your tax return online could be free or you may have to pay for it, in



which case the cost to you is the cost of the software. So an advantage of self-preparation is that
it is cheap or completely free.The disadvantage is that for the most part you are on your own. It is
your responsibility to understand and to determine if you qualify for any deduction or credit you
are claiming on your tax return. You are solely and completely responsible for the accuracy of the
tax return. So, you should feel comfortable reading the publications and instructions published
by the IRS, and not be afraid of doing some research if the instructions are not clear enough.
The principal purpose of this book is to help you with this task.In addition, if the IRS examines
(audits) your tax return, you are usually on your own. Although at that point many choose to hire
a tax professional to help with the audit. This, however, could be expensive.In contrast, if you
hire a tax professional to prepare your tax return, you are not on your own. The advantage is that
tax professionals are trained in tax matters and can understand your tax situation better. They
have Continuing Education requirements which ensure that they are up to date with changes in
the law. And if your tax return is audited by the IRS, usually they are there to help you.The
disadvantage of hiring a tax professional is that it can be expensive, frequently a lot more
expensive than a computer program can be. Also, you can have bad luck and end up with a “tax
professional” that takes advantage of you or gets you in trouble with the IRS. It is therefore very
important to choose your tax professional carefully.So, how do you choose a tax professional?
There a few things that you should look for:-The tax professional has one or more of the licenses
that shows they are serious about their profession:-Certified Public Accountant (CPA)-Tax
attorney-Enrolled Agent (EA)-Registered Tax Return Preparer (RTRP)-The tax professional has
a Preparer Tax Identification Number (PTIN)-The tax professional signs the tax return-The tax
professional or somebody at his or her firm is available throughout the year-The fee charged is
not based on the amount of your refund-The tax professional does not force you to send your
refund to him or herCPAs and attorneys are licensed and regulated by the individual states,
whereas EAs and RTRPs are regulated directly by the IRS. However, all of them are covered
under a strict code of ethics set by the Department of the Treasury. In addition CPAs, attorneys,
and EAs are authorized to represent you before the IRS, which is very important if your tax return
is audited. RTRPs are also authorized to represent you but in more limited circumstances and
capacity.If you pay somebody to prepare your tax return, it is very important that the preparer
signs your tax return and provides all the information required at the bottom of the tax return:
name, signature, address, etc. and very importantly, his or her PTIN (this number starts with the
letter “P” followed by 8 digits):If somebody prepared your tax return, but you did not pay for it (a
relative, a friend, a volunteer, etc.), then the preparer does not provide that information and that
section is left blank. The same happens if you prepare the tax return yourself.Step 1:
Determining ResidencyThe Green Card Test and the Substantial Presence Test (SPT)The
resident for tax purposes definition is: “Someone who meets either the green card test or the
substantial presence test for the calendar year (January 1–December 31)” (). Before going into
the details of both tests, there are two issues to be aware of:-Resident for tax purposes and
resident for immigration purposes have different definitions; you can be a nonresident for



immigration (non-immigrant) and at the same time be a resident for taxes.-Each person who will
be included on the tax return has his/her own residency status. Do not assume that everybody in
the family has the same status. The status has to be determined individually, even for small
babies.The Green Card TestThe first step to determine your residency for tax purposes is to
apply the “Green Card Test”. This means that if you can answer “yes” to the question: “Were you
a lawful permanent resident (did you have a green card) at any time during the year?”, then you
have become a resident for tax purposes. If you have not been in the U.S. at all until you received
your Green Card, you can skip the Substantial Presence Test section and see the Residency
Starting and Ending Days sections or the “Permanent Residents (Green Card holders) – The
Green Card Test” section. If you were present in the U.S. before receiving your Green Card, you
might have become a resident for tax purposes under the Substantial Presence Test.The
Substantial Presence Test (SPT)If you answer “No” to the Green Card Test question, or if you
have been living in the U.S. before becoming a lawful permanent resident, you must apply the
Substantial Presence Test (SPT). This test says that you are a resident if you either:-were
present in the U.S. for at least 183 days during the current year, OR-were present in the U.S. for
at least 31 days during the current year AND at total of at least 183 days counting:all the days
present in the current year+ 1/3 of the days present in the previous year+ 1/6 of the days present
in the second previous yearAlthough it sounds very straightforward, there is a catch: Not all days
spent in the U.S. count towards the test.Before defining which days don’t count, let’s first define
what is a day spent in the U.S.? The IRS considers a day spent in the U.S. any portion of a day
spent in the U.S. For example, if you arrive at the customs desk at 7:00pm on a Saturday, that
Saturday is considered a day spent in the U.S. If you take a weekend trip to Canada leaving the
U.S. on Friday at 5:00pm and returning on Sunday at 11:00pm, both Friday and Sunday are days
spent in the U.S. but not Saturday because you spent the whole day outside of the U.S.Once you
know how many days you have spent in the U.S., you need to check that all those days can be
counted towards the test. Here is a list of all the days you cannot count:Do not count these days
for the Substantial Presence TestExampleDays that you commute from Canada or Mexico if you
regularly commute from there.Michael lives in Niagara Falls, Ontario Canada but works in
Niagara Falls, New York, U.S. None of the days he commutes to work count.Days that you are in
transit between two places outside the U.S. and you are in the U.S. less than 24 hours.Juan flies
from Panama to Paris with a 4-hour layover in Atlanta, Georgia. That day does not
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please contact your tax advisor. The author should not be held liable or responsible for any
consequences of the misuse or misunderstanding of this information. This book is sold with the
understanding that the reader is the sole responsible party of the use of the information
contained in it. Neither the author nor her tax firm shall be considered the preparer of any tax
return prepared following the explanations or directions on this book. If the author is specifically



hired and paid as a tax preparer, different rules will apply.All the individual names, company
names, addresses, phone numbers, social security numbers, individual tax identification
numbers, employer identification numbers, visa numbers, passport numbers, and dates are
fictional. Any similarity to any place, document, or person living or dead is purely coincidental.
The only correspondence to real places is cities with their actual zip codes and phone area
codes.Legal DisclaimerThe information found in this book is presented as general information
only. None of it should be construed as legal or financial advice. For personal advice please
contact your tax advisor. The author should not be held liable or responsible for any
consequences of the misuse or misunderstanding of this information. This book is sold with the
understanding that the reader is the sole responsible party of the use of the information
contained in it. Neither the author nor her tax firm shall be considered the preparer of any tax
return prepared following the explanations or directions on this book. If the author is specifically
hired and paid as a tax preparer, different rules will apply.All the individual names, company
names, addresses, phone numbers, social security numbers, individual tax identification
numbers, employer identification numbers, visa numbers, passport numbers, and dates are
fictional. Any similarity to any place, document, or person living or dead is purely coincidental.
The only correspondence to real places is cities with their actual zip codes and phone area
codes.What this book is and what it is notThis book is an overview of situations and rules that
apply to most non-U.S. citizens who need to file a tax return with the United States. This book
was written with you, the individual taxpayer, in mind. But, because it is so comprehensive, it can
be used by anyone who needs information about taxes for non-U.S. citizens, including tax
professionals.Let me point out that all the information contained in this book can be found in the
official publications of the Internal Revenue Service (IRS), but it is scattered in many different
places. In this book it is all in one place; it is organized in a way that makes sense because it
follows the preparation process of the tax return. It is also written in a language that anybody can
understand not the complex and rather confusing language of government publications. And it
includes many examples from real life situations that tax preparation professionals frequently
face. It is a source that you can easily consult and quickly find what you are looking for while
preparing your tax return and after, when you want to know how changes in your life can affect
your tax situation.This book is, however, not a substitute for IRS publications and instructions.
Those are the official IRS interpretations of the tax law (the actual tax law is the Internal Revenue
Code, part of the United States Code) and will always supersede whatever this book says. This
book is not a set of instructions on how to fill out the forms. Instead it explains most of the
situations where different rules apply, what applies to you. It tells you whether there are special
forms to fill out to document your situation, and it clarifies many misinterpretations or
misunderstandings of the official sources. This book is your companion; it is the voice of your tax
professional explaining your situation to you.This book is intended for individuals who file tax
returns with the United States, not for other entities like trusts, estates, partnerships, or
corporations. Also, if you are an individual who is a beneficiary, a grantor, a general partner, or a



major shareholder in any of these entities, this book does not provide details about your situation
with respect to these entities. However, it is still a valuable source in understanding your situation
as an individual.What this book is and what it is notThis book is an overview of situations and
rules that apply to most non-U.S. citizens who need to file a tax return with the United States.
This book was written with you, the individual taxpayer, in mind. But, because it is so
comprehensive, it can be used by anyone who needs information about taxes for non-U.S.
citizens, including tax professionals.Let me point out that all the information contained in this
book can be found in the official publications of the Internal Revenue Service (IRS), but it is
scattered in many different places. In this book it is all in one place; it is organized in a way that
makes sense because it follows the preparation process of the tax return. It is also written in a
language that anybody can understand not the complex and rather confusing language of
government publications. And it includes many examples from real life situations that tax
preparation professionals frequently face. It is a source that you can easily consult and quickly
find what you are looking for while preparing your tax return and after, when you want to know
how changes in your life can affect your tax situation.This book is, however, not a substitute for
IRS publications and instructions. Those are the official IRS interpretations of the tax law (the
actual tax law is the Internal Revenue Code, part of the United States Code) and will always
supersede whatever this book says. This book is not a set of instructions on how to fill out the
forms. Instead it explains most of the situations where different rules apply, what applies to you. It
tells you whether there are special forms to fill out to document your situation, and it clarifies
many misinterpretations or misunderstandings of the official sources. This book is your
companion; it is the voice of your tax professional explaining your situation to you.This book is
intended for individuals who file tax returns with the United States, not for other entities like
trusts, estates, partnerships, or corporations. Also, if you are an individual who is a beneficiary, a
grantor, a general partner, or a major shareholder in any of these entities, this book does not
provide details about your situation with respect to these entities. However, it is still a valuable
source in understanding your situation as an individual.How to read this bookThe tax rules for
non-U.S. citizens are complex. They can be some of the most complex rules that apply to
individual taxpayers. They cover many different situations.This book is very comprehensive and
covers a great variety of situations. Therefore not one person will ever need the whole book
since no one person can ever be in every single situation described here. The chapters are
divided into sections that can be easily skipped if they don’t apply to you. You can also skip a
complete chapter if you wish. Each chapter and section is self-contained and when they refer to
information from another section, there are links that will take to that particular section. In that
sense, this book is very dynamic. You can get out of it as much or as little as you want.The table
of contents is a very valuable resource to find what you are looking for. Refer to it and you will not
be lost.How to read this bookThe tax rules for non-U.S. citizens are complex. They can be some
of the most complex rules that apply to individual taxpayers. They cover many different
situations.This book is very comprehensive and covers a great variety of situations. Therefore



not one person will ever need the whole book since no one person can ever be in every single
situation described here. The chapters are divided into sections that can be easily skipped if
they don’t apply to you. You can also skip a complete chapter if you wish. Each chapter and
section is self-contained and when they refer to information from another section, there are links
that will take to that particular section. In that sense, this book is very dynamic. You can get out
of it as much or as little as you want.The table of contents is a very valuable resource to find
what you are looking for. Refer to it and you will not be lost.IntroductionIf you are reading this
book, most likely you are not a United States citizen. Also, most likely, you need to file a tax
return with the United States. This task might be similar to what you did in your own country or it
might be a completely new, overwhelming, and unfamiliar process. I am here to explain to you
how it works, how to determine your situation and how you should file. Allow me to first point a
few things out:-Popular commercial tax preparation software assumes that you are a citizen.
Depending on your particular situation, you might be able to use the software (follow the same
rules that citizens follow) or not. This also applies to all online and all electronic filing (e-file)
services.-The majority of volunteers are not familiar with the rules for non-citizens. Volunteers, at
a public library or community center for example, do not usually have extensive training in
complex tax matters; they might have experience with non-citizens or they might be completely
unaware that there are different rules for them.-Many tax preparation services might also not be
familiar with the rules for non-citizens. Many tax professionals – Certified Public Accountants
(CPA), Enrolled Agents (EA), Registered Tax Return Preparers (RTRP) and other preparers –
may or may not see non-citizens often enough to be familiar with these rules either.-Your school
or workplace is not authorized to give you tax advice. The tax/payroll department of your school
or workplace cannot give you any personal tax advice. They can, however, give you general tax
information, provide you with publications, pamphlets, state revenue department information, or
refer you to tax advisors in your area, which sometimes is a good start.-The Internal Revenue
Service (IRS) customer service also assumes you are a citizen. The IRS offices or help line (1-
[800]-829-1040) usually help citizens. They do have knowledgeable people who can help you
but sometimes but you may need to spend hours on the line and be transferred multiple times
before finding them.If the prospect of filing your tax return leaves you overwhelmed and alone,
do not worry – it is normal. By the time you are done with this book, you will have a better idea of
how the tax system works in the U.S., which aspects of it apply to you, and how you can prepare
a correct tax return that takes advantage of all the options that you qualify for. No resource like
this was available when I needed to file my first U.S. tax return. This book is designed to make it
easier for you.I came to the U.S. as a student on an “F-1” visa. I had a scholarship from my
University which paid me a stipend in addition to the tuition it paid. I received one check in
August and one in January, that were to last me for the academic year. Then, sometime in
February I received a strange envelope in the mail; a folded letter with 4 copies of a form filled
with information called the 1042-S. I had no idea what it was or what to do with it but somehow it
looked important.I did the logical thing: asked my coworkers / fellow students. The first answer I



got was: “I don’t know, I get a W-2”, “A W-2? What is a W-2?” I thought. So I asked the next one:
“Oh, we have an accountant, we give her all the information throughout the year: the farm, the
rentals, our income and she takes care of everything…” That sounded too complicated and
potentially expensive; I was sure this poor student needed something simpler. Lastly, I asked
another student, who happened to also be an international student: “Don’t ask the ‘natives’” she
said, “They know nothing about us. We are different!” and she proceeded to introduce me to the
filing rules of the non-citizens. Then the real process began, I had to navigate IRS publications
and several sets of form instructions until my tax return was finally ready! Success!The following
years, I kept filing my own tax return and I also started helping others fill out theirs. Six years later
I faced a challenge: I got married and moved across the country from where I finished writing my
PhD dissertation. I knew my tax return for that year was going to be very different and I needed
to figure out how. So, after years of dealing with nonresident tax returns, I immersed myself in the
rules for citizens and residents.That same year I joined a major tax preparation firm. There I kept
learning about taxes, not only from reading publications and taking classes, but by interacting
with my colleagues and more importantly, with my clients. Given my background, past
experience, and the demographics of the Seattle area, after a few months more than half of my
clients were non-citizens.Real-life experiences are the best teachers. Having filed hundreds of
tax returns for my clients, I have achieved experience with complex tax returns including
taxpayers who rent out properties, with their own businesses, with complex portfolios of
investments (including those who receive investments as compensation from their employers),
and any combination thereof for both citizens and non-citizens.After leaving my tax firm a few
years later, I opened my own tax firm: and obtained my Enrolled Agent license.Interacting with
so many people who are new to the country and to the tax rules, hearing the same questions
over and over inspired me to write this book. My goal is that at the end you will understand how
the tax system works, what applies to you, and what options you have in order for you to have
peace of mind by filing a correct tax return that takes advantage of all the benefits that you can
qualify for.The process can be summarized in 4 steps that must be followed in order, the most
important being Step 1: Determining Residency, do not skip it!Step 1: Determine your Residency
status(Resident, Nonresident or Dual-status [Resident and Nonresident on the same year])Step
2: Determine whether you are eligible to choose a different Residency status(For example,
switch from Nonresident to Dual-status)Step 3: Prepare the Tax Return that corresponds to your
Residency status(Form 1040, Form 1040NR or both combined)Step 4: File the Tax Return with
the IRS(By mail if Nonresident or Dual-status, electronically or by mail if Resident)The sections
of this book are arranged following these steps. Each section, however, is self-contained, so it is
easy to find the parts that apply to you and skip those that don’t. The last section, “Step 5
(optional): Modify (amend) an already filed Tax Return” is needed only if you change your tax
return after you filed it. It is not necessary if you are preparing your original tax return.So if you
are ready, get your calendar, passport, computer (or pen and paper), and start on Step 1. If you
are not completely sure, start on Step 0: The Basics.IntroductionIf you are reading this book,



most likely you are not a United States citizen. Also, most likely, you need to file a tax return with
the United States. This task might be similar to what you did in your own country or it might be a
completely new, overwhelming, and unfamiliar process. I am here to explain to you how it works,
how to determine your situation and how you should file. Allow me to first point a few things out:-
Popular commercial tax preparation software assumes that you are a citizen. Depending on your
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of volunteers are not familiar with the rules for non-citizens. Volunteers, at a public library or
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they might have experience with non-citizens or they might be completely unaware that there are
different rules for them.-Many tax preparation services might also not be familiar with the rules
for non-citizens. Many tax professionals – Certified Public Accountants (CPA), Enrolled Agents
(EA), Registered Tax Return Preparers (RTRP) and other preparers – may or may not see non-
citizens often enough to be familiar with these rules either.-Your school or workplace is not
authorized to give you tax advice. The tax/payroll department of your school or workplace cannot
give you any personal tax advice. They can, however, give you general tax information, provide
you with publications, pamphlets, state revenue department information, or refer you to tax
advisors in your area, which sometimes is a good start.-The Internal Revenue Service (IRS)
customer service also assumes you are a citizen. The IRS offices or help line (1-[800]-829-1040)
usually help citizens. They do have knowledgeable people who can help you but sometimes but
you may need to spend hours on the line and be transferred multiple times before finding them.If
the prospect of filing your tax return leaves you overwhelmed and alone, do not worry – it is
normal. By the time you are done with this book, you will have a better idea of how the tax
system works in the U.S., which aspects of it apply to you, and how you can prepare a correct
tax return that takes advantage of all the options that you qualify for. No resource like this was
available when I needed to file my first U.S. tax return. This book is designed to make it easier for
you.I came to the U.S. as a student on an “F-1” visa. I had a scholarship from my University
which paid me a stipend in addition to the tuition it paid. I received one check in August and one
in January, that were to last me for the academic year. Then, sometime in February I received a
strange envelope in the mail; a folded letter with 4 copies of a form filled with information called
the 1042-S. I had no idea what it was or what to do with it but somehow it looked important.I did
the logical thing: asked my coworkers / fellow students. The first answer I got was: “I don’t know, I
get a W-2”, “A W-2? What is a W-2?” I thought. So I asked the next one: “Oh, we have an
accountant, we give her all the information throughout the year: the farm, the rentals, our income
and she takes care of everything…” That sounded too complicated and potentially expensive; I
was sure this poor student needed something simpler. Lastly, I asked another student, who
happened to also be an international student: “Don’t ask the ‘natives’” she said, “They know
nothing about us. We are different!” and she proceeded to introduce me to the filing rules of the
non-citizens. Then the real process began, I had to navigate IRS publications and several sets of



form instructions until my tax return was finally ready! Success!The following years, I kept filing
my own tax return and I also started helping others fill out theirs. Six years later I faced a
challenge: I got married and moved across the country from where I finished writing my PhD
dissertation. I knew my tax return for that year was going to be very different and I needed to
figure out how. So, after years of dealing with nonresident tax returns, I immersed myself in the
rules for citizens and residents.That same year I joined a major tax preparation firm. There I kept
learning about taxes, not only from reading publications and taking classes, but by interacting
with my colleagues and more importantly, with my clients. Given my background, past
experience, and the demographics of the Seattle area, after a few months more than half of my
clients were non-citizens.Real-life experiences are the best teachers. Having filed hundreds of
tax returns for my clients, I have achieved experience with complex tax returns including
taxpayers who rent out properties, with their own businesses, with complex portfolios of
investments (including those who receive investments as compensation from their employers),
and any combination thereof for both citizens and non-citizens.After leaving my tax firm a few
years later, I opened my own tax firm: and obtained my Enrolled Agent license.Interacting with
so many people who are new to the country and to the tax rules, hearing the same questions
over and over inspired me to write this book. My goal is that at the end you will understand how
the tax system works, what applies to you, and what options you have in order for you to have
peace of mind by filing a correct tax return that takes advantage of all the benefits that you can
qualify for.The process can be summarized in 4 steps that must be followed in order, the most
important being Step 1: Determining Residency, do not skip it!Step 1: Determine your Residency
status(Resident, Nonresident or Dual-status [Resident and Nonresident on the same year])Step
2: Determine whether you are eligible to choose a different Residency status(For example,
switch from Nonresident to Dual-status)Step 3: Prepare the Tax Return that corresponds to your
Residency status(Form 1040, Form 1040NR or both combined)Step 4: File the Tax Return with
the IRS(By mail if Nonresident or Dual-status, electronically or by mail if Resident)The sections
of this book are arranged following these steps. Each section, however, is self-contained, so it is
easy to find the parts that apply to you and skip those that don’t. The last section, “Step 5
(optional): Modify (amend) an already filed Tax Return” is needed only if you change your tax
return after you filed it. It is not necessary if you are preparing your original tax return.So if you
are ready, get your calendar, passport, computer (or pen and paper), and start on Step 1. If you
are not completely sure, start on Step 0: The Basics.Step 0: The BasicsIncome Tax ReturnIn the
United States, individuals pay taxes to the federal government and sometimes to the state
government on the income they receive during the year. The government agency that collects
the tax from U.S. taxpayers at the federal level is the Internal Revenue Service, better known by
its initials, IRS (). At the state level, it depends on the state you live and/or work in. A full list of the
state departments is in the Appendix A of this book.The “default” year for an individual starts on
January 1st and ends on December 31st. In general, all the income and eligible expenses
(deductions) that happened during the year you are currently focusing on –“the current year”–



are counted, and anything that happened before or after that year is counted in the year it
occurs. For example, salary earned in December 2011 but paid in January 2012 is accounted for
in 2012, the year it was paid, not in 2011 when the work was performed.The set of forms used to
summarize the income, deductions, credits, and payments is known as the Tax Return. A tax
return for an individual can be filed using the Form 1040, Form 1040A, Form 1040EZ, Form
1040NR, or Form 1040NR-EZ (). Which form you should use depends on several things and that
is one of the main objectives of this book; to help you determine the correct form for you.When to
file the tax return is another important issue. The tax season, that is, the period in which
individuals file their tax returns for the year that just ended, runs from January 1st to April 15th
most years. If the ending day falls on a weekend or holiday, it can be moved to the next business
day. For example in 2011 the last day to file a tax return for the year 2010 was April 18th, 2011;
and in 2012 the last day to file a 2011 tax return was April 17th, 2012. The ending day is a
“postmark by” date and not an “arrive by” date. This means that, as long as the Post Office
stamps the envelope on the last day of the Tax Season, the tax return is considered filed on time
even if the IRS receives it after the deadline.Traditionally tax returns were filed by mail. Where to
file it depends first on which form you are filing and second, on where you live. If there is an
nearby, you can also file it in person. The most common, fastest, and more secure way to file
today, however, is electronically. But not all forms are eligible. If you have a form that cannot be
filed electronically, the whole tax return has to be filed on paper (by mail or in person).Lastly, you
may be wondering why you need to do all this and file a tax return when your employer is already
taking taxes out of your paycheck. I have heard this question many times, especially from non-
U.S. citizens whose countries’ tax systems work differently. The short answer is that the amount
that employers withhold for taxes is just an estimate; your employer may not know if you have a
second job, if your spouse has a job, if you have investments, how much you pay for your
children’s daycare or college, how much you pay for medical expenses, etc. and all of these are
considered when calculating the final amount of tax that you must pay. You balance your account
with the government by preparing and filing a tax return.Flow of a Tax ReturnThe U.S. tax return
consists of a base form (1040, 1040A, 1040EZ, 1040NR or 1040NR-EZ) and can include
additional Forms and Schedules that are used to document certain items of income, certain
deductions, and certain credits. The forms are usually identified by a 4-digit number (2555,
6251, 8843, etc.) while the schedules are identified by letters (A, B, C, D, etc.). So your tax return
can be as simple as one page or as complex as dozens of pages, depending on your particular
situation.The tax return includes at least one person: the taxpayer. If the taxpayer is married, the
spouse (whether s/he works or not) can sometimes be included on the same tax return. Other
people that the taxpayer support financially like children and parents can also be included
(“claimed”) on the tax return as dependents. The chapter “Step 3: Prepare the Tax Return”
contains more information about when a dependent can actually be claimed.Spouses and
DependentsThe U.S. recognizes marriages performed outside of the U.S. between a man and a
woman. If you marry in a foreign country and, later on, one of you moves to the U.S. while the



other one stays behind, you are still married and should file as married. There is such a thing as
“Married Filing Separately” but there is no such thing as “Married Filing Single”.One exception is
in the case of same-sex marriages, including marriages performed in a state of the United
States that allows them; the federal government of the U.S. does not currently recognize same-
sex marriages and does not allow same-sex spouses to file as married.Although a spouse might
depend economically on another, and one spouse might hold a “dependent” visa, in tax terms a
spouse is never a dependent on a tax return, s/he is a spouse.When considering claiming a
dependent on the tax return, both conditions must be fulfilled:-The taxpayer must qualify to claim
dependents, AND-The potential dependent must qualify as dependent in order to be
claimed.The IRS has defined 5 filing statuses depending on the marital status of the taxpayer
and who is included on the tax return:-Single [S]: This status is generally used by unmarried
taxpayers. They may or may not have dependents, but if they do, they may qualify for the “Head
of Household” status which is generally more advantageous (see below).-Married filing jointly
[MFJ]: This status is for married taxpayers who file together; combining their income, deductions,
and credits on a single tax return. Only citizens and residents for tax purposes can use this filing
status. The couple may or may not have dependents.-Married filing separately [MFS]: This
status is for married taxpayers who file independently of one another. If one of them has at least
one dependent and s/he meets other conditions, that spouse may qualify for the “Head of
Household” status which is generally more advantageous. This status must be used by married
nonresidents (for tax purposes) because MFJ is not allowed.-Head of household [HH]: This
status is for single taxpayers who have a dependent and for married taxpayers who do not file
jointly, meet a set of strict requirements, and also have a dependent. However, not all
dependents will qualify the taxpayer for this status. HH is more advantageous than S and MFS
but less advantageous than MFJ. It is also available only to citizens and residents for tax
purposes.-Qualifying widow(er) with dependent child [QW]: This status can only be used by a
surviving spouse for the two years following the year the now-deceased spouse passed away.
The taxpayer also needs to not have remarried, to be supporting a dependent, and the spouses
must have been allowed to file as MFJ on the year of death. These requirements make this
status difficult to qualify for if you are a nonresident.Once the filing status has been defined, the
rest of the tax return deals with the calculations. It follows this flow:Income– All the income for
the year is added together: salaries (wages), interest (from bank accounts for example),
dividends and capital gains (from investments), pensions, unemployment payments, social
security payments, even gambling, awards, and lottery prizes. In the case of business activities
such as freelance work, independent contractors, and rentals, only the profit is added (business
income – expenses = profit).By law, most payers (employers, banks, government offices, etc.)
must send you a form informing you how much they paid you during the year. The most common
forms are the W-2 and the 1099 series but many non-U.S. citizens receive a 1042-S. The IRS
also receives a copy of these forms. See the chapter “Step 3: Prepare the Tax Return” for
examples of what to do with them.Deductions– Deductions are amounts that you are allowed to



subtract from your income so you don’t pay tax on those amounts. There are 4 kinds of
deductions:-Adjustments (“above the line deductions”): These are deductions for specific
expenses that can be taken in addition to and independently of either the standard or the
itemized deductions (defined below).-Standard deduction: This is an amount defined by the
United States Congress that most taxpayers can “take” (subtract from their income) for free, no
questions asked. You do not need proof of any expense to take it. For example, taxpayers who
file using the Single status and taxpayers who file using the “Married Filing Separately” status
can deduct $5,950 on their 2012 tax return. In other words, $5,950 of their income will not be
counted when computing their tax. Not everyone is allowed to take this deduction.-Itemized
deductions: This is a list of specific expenses that are combined (added up) and taken together.
The grand total of itemized deductions is compared to the allowed standard deduction and the
larger of the two is usually taken. It is generally more advantageous to deduct the greater
amount, but it is not mandatory. More details on what is allowed to take can be found in “Step 3:
Prepare the Tax Return”.-Personal exemptions: This is an amount also defined by the United
States Congress that can be taken “per person” included on the tax return. For example, in 2012
the value of a personal exemption is $3,800. If there is only one taxpayer on the tax return, s/he
can subtract $3,800 from the income, but if there are two people included on the tax return, let’s
say taxpayer and spouse, the amount to subtract is $7,600 ($3,800 x 2).Taxable income– Once
all the deductions have been subtracted from the income, the result is the income upon which
the tax is actually calculated.Tax– In the U.S., the income tax is a graduated or progressive tax;
that is, the marginal tax rate increases as the income increases. The marginal tax rate is the rate
at which your last dollar of income is taxed. Since 2003 and until 2012, the U.S. has had 6
different marginal tax rates, also known as tax brackets: 10%, 15%, 25%, 28%, 33%, and 35%.
In 2013, there will be an additional tax bracket: 39.6%. For example, let’s say your taxable
income is $100,001; on a 2011 joint tax return (“Married Filing Jointly”) your tax would be
$17,250.25. If you add $1 to the taxable income so now it is $100,002, your tax would increase
exactly $0.25 to $17,250.50; therefore, you are in the 25% tax bracket. If these were $200,001
and $200,002, the taxes would be $44,069.78 and $44,070.06 respectively, a difference of
$0.28 (28% tax bracket).Your tax bracket will depend on both your taxable income and your filing
status. The following graph based on 2011 figures shows how the tax increases as the taxable
income increases for the 5 filing statuses available. The most advantageous (“the cheapest”)
statuses are “Married Filing Jointly (MFJ)” and “Qualifying Widow(er) with Dependent
Child” (QW), which use the exact same tax rates, followed by “Head of Household” (HH), then
“Single” (S), and finally “Married Filing Separately” (MFS), which is the status that pays the most
tax for the same amount of income.There is a second set of rules to calculate the income tax
which result in a different amount. This is known as the “Alternative Minimum Tax” or AMT for
short. This tax is designed to apply to people with high incomes and some with too many
deductions. Since most people are not affected by this tax, we will not discuss it in this book. But
it is important that you know that it exists.Nonrefundable Credits– Credits reduce the amount of



tax dollar for dollar until potentially eliminating all tax liability. You can claim as many credits as
you qualify for until there is no more tax to reduce. That is why they are called “Nonrefundable”.
Any credits that you still qualify for beyond $0 of tax are either lost or saved for the next year,
depending on the rules of the individual credit. For example, let’s say your tax is calculated as
$570 and you qualify for a Foreign Tax Credit of $1,280. You can only claim $570 of credit to
reduce your tax to $0, and the remaining $710 is saved (carried over) for next year. Now let’s say
that you qualified for a Child and Dependent Care Credit instead; your tax is still $570 and the
credit that you can take is still $1,280, so you can use $570 of the credit to bring your tax to $0,
but in this case, the remaining $710 is lost forever.Other Taxes– There are other taxes that are
paid and reconciled using the income tax return. If you must pay one or more of these taxes,
they are added after the income tax is calculated and all the Nonrefundable credits are applied.
These other taxes could come from different sources but they all have in common that they
apply at a flat rate (everybody pays the same rate) instead of a graduated rate (your rate
depends on your income). Some of these taxes are discussed later in this book: the Self-
employment Tax, the Uncollected Social Security and Medicare tax, and the tax on “Not
Effectively Connected Income”. Penalties will not be discussed, but if you have any account that
is designed with a specific purpose like retirement (401k, 403b, IRA), education (Coverdell, 529
plans), or healthcare (HSA), you need to pay attention to the rules of the account to avoid paying
penalties.Payments– By the time you are filing a tax return, most likely, you have already made
payments towards your tax. The most common way of doing this is through withholding from
your paycheck; but sending estimated payments to the IRS every quarter is also common,
especially if you have your own business and nobody is withholding taxes for you.Refundable
Credits– Refundable credits are similar to nonrefundable credits in the sense that they reduce
the amount of tax dollar for dollar. However, unlike nonrefundable credits, when you have more
credit amount than total tax, you can have that amount paid to you. For example, let’s say that
after applying nonrefundable credits your tax has been reduced to $0 but you still qualify for an
Additional Child Tax Credit of $428. In this case you would receive a payment from the IRS of
$428. When filing your tax return, you add up all your payments and all your refundable credits
for the year, and see if it is enough to cover your tax liability.Refund– If the addition of payments
and refundable credits is more than your tax liability, the government will return (refund) the
difference to you. This can be in the form of a check mailed to you, or it can be deposited
electronically (direct deposit) into a checking or savings bank account held in a U.S. bank,
whichever you prefer. Investment accounts such as IRAs can also be used to receive the
electronic transfer of funds. Another option is to purchase “U.S. Series I Savings Bonds”; these
are government bonds issued by the Department of Treasury. The IRS cannot do wire transfers
and will not deposit refunds into foreign accounts; however, they can mail a check to a foreign
country.Balance due– If the addition of payments and refundable credits is less than your tax
liability, you have to pay the difference. You have until the last day of the Tax Season (usually
April 15th) to submit your payment in order to avoid further interest and/or penalty charges. By



law the IRS will charge interest on any balance due after the last day of the season. The interest
compounds daily, so the faster you pay any balance due, the better.Residency for tax
purposesOne of the most important aspects of the U.S. law that a non-citizen must understand
is when s/he is considered a resident and when s/he is not. This apparently easy distinction can
get confusing very quickly.There is not a single definition of a resident; it depends on the context.
Talk about immigration and a resident would be somebody holding a Green Card, talk about
tuition for a University and a resident might be somebody who lives in the same state as the
school, or talk about driver’s licenses and a resident may be somebody who has an address in
that state.In other words, as a foreign national, you may be considered a resident for some
purposes and not for others.Residency for immigration purposes vs. Residency for tax
purposesThe (CA), a division of the is the government agency that grants U.S. visas to foreign
nationals and passports to U.S. citizens. If you are reading this book, chances are you have
already dealt with them (have you ever been in a U.S. embassy or consulate?). The United
States (CBP), a division of the (DHS) is the one who allows you to enter the country. Its agents,
at the border or at the ports of entry, are the ones who stamp your passport and decide how long
you can stay in the United States. But once inside the country, the (USCIS), another division of
the Department of Homeland Security, oversees immigration to the U.S.: it grants Lawful
Permanent Resident status, changes of immigration status (change from one visa type to
another), extensions of time to stay in the country, and issues employment authorizations (work
permits) to nonimmigrants to work in the country. The U.S. grants two types of visas: immigrant
and nonimmigrant. The immigrant type is known as the “Green Card”, while all the nonimmigrant
types are normally known as just “visa”.On a side note, before the USCIS was formed in 2003,
the Immigration and Naturalization Service (INS), a division of the Department of Justice,
performed its functions. In the minds of the American public, INS still exists and you might hear
people referring to it when in reality, they should be referring to USCIS.USCIS defines a
(permanent) resident for immigration purposes as: “Someone who has been granted
authorization to live and work in the United States on a permanent basis (a Green Card
holder)” (). So, for immigration purposes, it is very easy to know whether you are a resident; if
you have a Green Card you are, if you don’t, you are not, period.The , a division of the , on the
other hand, defines resident for tax purposes as: “Someone who meets either the green card
test or the substantial presence test for the calendar year (January 1–December 31)” ().In other
words, if you have a Green Card, you are a resident for tax purposes. If you don’t have a Green
Card, you may or may not be considered a resident. Residents follow the same tax rules as
citizens. Read the chapter “Step 1: Determining Residency” to determine your status even if you
have a Green Card.Form to file with the IRS: 1040, 1040NR, or bothYour residency for tax
purposes status determines how you are taxed in the U.S. The main difference is the form you
file and what is included and/or reported on that form:Residents file Form 1040 (or the shorter
versions 1040A or 1040EZ) and are taxed on worldwide income. That is, if you are considered a
resident for tax purposes, any income you receive in or from any place in the world must be



reported on your U.S. tax return using Form 1040, 1040A or 1040EZ. Residents are taxed
exactly the same way as citizens.Nonresidents file Form 1040NR (or the shorter version
1040NR-EZ) and are taxed on U.S. income only. That is, if you are a nonresident for tax
purposes, only income that is from U.S. sources is reported on your U.S. tax return using Form
1040NR; income that you receive from foreign sources is omitted.Since people do not usually
move to the U.S. or receive their Green Card on January 1st, it is entirely possible to be both a
resident and a nonresident in the same year. This is called “dual-status”. The same thing can
happen when people leave the U.S. permanently or terminate their permanent residency; it
usually doesn’t happen on December 31st. Therefore, the last year of residency could also be a
dual-status year.Dual-status aliens file a combined Form 1040/1040NR or combined Form
1040NR/1040 and are taxed as residents on the part of the year they are residents and as
nonresidents in the other part of the year. That is, for the part of the year that you are a resident,
you are taxed on worldwide income, and for the part of the year that you are a nonresident, you
are taxed only on U.S. income.Another difference is what the different forms (1040, 1040NR,
etc.) call the filing statuses. The form for nonresidents (Form 1040NR) has six filing statutes that
correspond to three of the five filing statuses available to residents (Form 1040). These six filing
statuses follow the rules of the resident filing status they correspond to when looking at
individual credits, deductions, etc. For example, the filing status “5. Other married nonresident
alien” follows the rules of “Married Filing Separately”.Resident filing status (1040)Nonresident
filing status (1040NR)Single1. Single resident of Canada or Mexico or single U.S. national2.
Other single nonresident alienMarried Filing Separately3. Married resident of Canada or Mexico
or married U.S. national4. Married resident of South Korea5. Other married nonresident
alienQualifying widow(er) with dependent child6. Qualifying widow(er) with dependent
childMarried Filing JointlyNo equivalentHead of HouseholdNo equivalentIn addition to these
basic differences, there are other aspects in which the taxation of residents, nonresidents and
dual-status aliens differ. They are explained in more detail in “Step 3: Prepare the Tax
Return”.Social Security Number (SSN) and Individual Tax Identification Number (ITIN)One very
important requirement when filing a tax return is that every taxpayer must have a Tax
Identification Number (TIN). You can think of this as your “file” number. This will be the number
by which the IRS will access all your records. Most of the time, this will be a Social Security
Number (SSN) but in cases where a person does not qualify to have a Social Security Number,
they must obtain an Individual Tax Identification Number (ITIN). These numbers are unique and
not transferable; your number belongs to you and to you only.In addition, every person that is
claimed (included) on a tax return such as spouses and dependents must also have a Tax
Identification Number (SSN or ITIN).Social Security Number (SSN)The SSN is issued by the
Social Security Administration (SSA) (), the federal government agency that administers the Old-
Age, Survivors, and Disability Insurance program. The SSN is a nine digit number with the
format 3 digits, hyphen, 2 digits, hyphen, 4 digits:X X X – X X – X X X XThis number is used by
the SSA and the IRS to keep track of your earnings and your paid taxes. If you pay social



security taxes for 10 years, you may become eligible for retirement benefits, even if you are not a
U.S. citizen.Because the SSN is used for many purposes including employment, tax, medical,
and financial matters, it is very important to not give out your number unless it is absolutely
necessary.Eligibility for a Social Security Number (SSN)Not every person who is in the U.S. is
eligible for a Social Security Number. To be eligible, you must be either:-allowed to work in the
U.S., or-eligible to receive government benefits that require an SSNIn other words, people
eligible to apply for an SSN are:-U.S. citizens-Permanent Residents (Green Card holders)-Non-
U.S. citizens allowed to work in the U.S. (certain visas)-Non-U.S. citizens receiving certain
government benefitsTo apply for an SSN you need to fill the Form SS-5 (), and submit
documents that confirm your eligibility. If you are not a U.S. citizen you must submit a copy of
your Green Card or your visa, your I-94 (which is a small white form filled just prior to arrival in
the U.S. and usually stapled to your passport), and, if needed, your authorization for employment
(Employment Authorization Document) issued by the USCIS. You can review the requirements in
the SSA website ().Notice that as a non-U.S. citizen or permanent resident, there are only two
circumstances under which the SSA will issue an SSN: employment and recipient of
government benefits. The SSA will not issue a SSN used only to file a tax return, to open a bank
or investment account, to buy a house, to apply for a loan, to attend school, or to receive
medical treatment.According to the SSA policies and procedures, the “class of admission” (visa
type) for nonimmigrants determines whether you are eligible to obtain an SSN and if so, whether
you need an Employment Authorization Document (EAD) or not. “Appendix B” lists all the visa
types and their eligibility for an SSN. But some of the most common types are:Class of
admissionDescriptionEmployment authorization and eligibility for SSNF-1Academic studentNot
eligible for SSN if not workingEligible for SSN without EAD if working on-campus or in CPT
(Curricular Practical Training)Needs EAD if on OPT (Optional Practical Training), economic
hardship or working with an international organization.F-2Spouse or child of F-1 alienNot
authorized to work and not eligible for SSNH-1BWorker in a specialty occupationEligible for
SSN. Work authorized without EADH-4Spouse or child of H-1A, H-1B, H-2A, H-2B, or H-3
alienNot authorized to work and not eligible for SSNJ-1Exchange visitor (pursuant to an
approved program)Eligible for SSN. Work authorized without EAD, but may need a sponsor
letterJ-2Spouse or minor child of J-1 alienNeeds EAD to work and to apply for SSNK-1Fiancé(e)
of U.S. citizenEligible for SSN. Work authorized without EADK-2Child of K-1Needs EAD to work
and to apply for SSNL-1Intracompany transfereeEligible for SSN. Work authorized without
EADL-2Spouse of an intracompany transfereeEligible for SSN. May need EAD to work, but not
to apply for an SSN (submit marriage certificate instead)L-2Child of L-1 alienGenerally not
authorized to work and not eligible for SSN. (May apply for EAD)Adjustment ApplicantApplicant
for adjustment to permanent resident alienApplicant for creation of a record of lawful admission
for permanent residenceNeeds EAD to work and to apply for SSNOnce you apply, either by mail
or by going to your local SSA office, you will receive in the mail the Social Security Card or a
letter indicating that they could not issue one. In many cases your school or sponsor will include



this form among all the documents you fill out and sign for your employment or school
attendance. It is possible that you filled out this form without even noticing. If you received an
SSN in the mail, you don’t have to repeat the process.Employment Authorization Document
(EAD)The Employment Authorization Document (EAD), commonly known as “work permit” is a
document issued by the which allows the visa holder to be legally employed in the U.S. Although
this card is issued by the USCIS, it is not an immigration document. The EAD does not change
your immigration status or visa type. Its only purpose is to certify that the holder is allowed to
work in the U.S.Depending on the visa type, it will be necessary to first obtain an EAD in order to
obtain an SSN. If you need an EAD, you need to apply to USCIS using “”.Individual Tax
Identification Number (ITIN)The ITIN is a number that those not eligible for Social Security
Numbers can apply for. Its purpose is to be used for tax matters only. Therefore, if a person who
cannot obtain an SSN is filing a tax return or is claimed on a tax return, that person should obtain
an ITIN. The ITIN does not change your immigration status and does not allow you to work in the
U.S. The ITIN is issued directly by the IRS and will only be issued when there is a valid “tax
reason” to have it, usually this reason is a tax return. The ITIN is also a nine digit number with the
format 3 digits, hyphen, 2 digits, hyphen, 4 digits. However the first digit is always a “9” and the
fourth digit is a “7”, an “8” or a “9”:9 X X – 7 X – X X X X9 X X – 8 X – X X X X9 X X – 9 X –
X X X XThe use of an ITIN is more restricted than that of an SSN. It can only be used for tax
purposes. If you open a bank or broker account, if you get a mortgage, or if you sell a house in
the U.S., you can provide the ITIN as your tax number as these institutions will use that number
to report your earnings (interest, dividends, etc.) to the IRS. But you cannot use it in place of an
SSN in school or in medical documents.If your immigration status changes and you are now
eligible to apply for an SSN, you should obtain the SSN and stop using the ITIN.On the tax
return, the ITIN takes the place of the SSN to identify each person and for the most part they are
equivalent. However, there are a few differences regarding some credits:CreditSSNITINEarned
Income CreditThe taxpayer needs SSN to claim the credit. If it is a joint tax return (MFJ), both
spouses need SSN. If including a child to claim the credit, the child also needs an SSN.Credit
not allowed if the taxpayer, the spouse (if MFJ) or the child used to claim the credit (if any) have
ITIN.Recovery Rebate Credit (2008 tax return only)The taxpayer and spouse (if MFJ) must have
SSNs to claim the credit. If the additional amount for children is claimed, the children also need
SSN.Not allowed if the taxpayer or the spouse (if MFJ) have ITIN. Both need to have SSN. If
child has ITIN, the additional amount for children cannot be claimed.Making Work Pay Credit
(2009 and 2010 tax returns only)The taxpayer or the spouse (if MFJ) must have SSN to claim
the credit.Credit not allowed unless one valid SSN is provided (either taxpayer or spouse if
MFJ)Eligibility for an Individual Tax Identification Number (ITIN)There are two requirements to be
eligible for an ITIN:-not be eligible for an SSN-have a need to provide a tax identification
numberIn other words, people eligible to apply for an ITIN are:-Non-U.S. citizens who are NOT
allowed to work in the U.S. (certain visas, visitors not needing a visa, undocumented aliens)It is
important to note that the first requirement is that you are not eligible for an SSN, not that you



don’t currently have an SSN. If you are eligible for an SSN, you should apply for one. Also, if you
have an application for an SSN pending, do not apply for an ITIN. Wait until you receive a
response from the SSA. If the SSA issues you an SSN, then you don’t need to apply for an ITIN
at all. If the SSA sends you a letter indicating that they will not issue an SSN, then you attach this
letter to your ITIN application.The second requirement is that you need to have a tax reason for
needing a tax identification number, generally this would be a tax return that you are filing with
the IRS but it could be somebody else who needs your number to report tax information about
you to the IRS (a bank, an investment firm, etc.). This means that only when you actually need
the number you can apply for it. There is no “applying in advance”; the IRS will not issue a
number now so months later you can file a tax return. The application and the filing are done at
the same time. See the section “How to apply for an Individual Tax Identification Number (ITIN)”
under “Step 3: Prepare the Tax Return”.Because the ITIN application requires several identifying
documents to be attached and the signature of the applicant, it is sometimes difficult if not
impossible to get all the documentation in time to file. In such cases, you can get an extension of
time to file or you can file a tax return without the spouse or dependent and later on, when the
documents are ready, file an amendment to the already-filed tax return adding your spouse or
dependent. See “Step 5 (optional): Modify (amend) an already filed Tax Return” for information
on how to do this.This is a common strategy used when:-You have a refund due and you prefer
to receive part of it now and the other part when the ITIN application is ready.-The spouse or
dependent is in another country and sending/getting the documents is slow, difficult, or
cumbersome.-The spouse or dependent will be visiting the U.S. soon but after the deadline to
file a tax return and you prefer to wait until the person is in the U.S.Social Security and Medicare
taxes (payroll taxes)Social Security and Medicare Taxes are known as the payroll taxes because
the great majority of employees pay them and they are automatically withheld from their
paychecks. They are also known as FICA taxes because their rules are established under the
Federal Insurance Contributions Act. Although the IRS collects these taxes, ultimately the (SSA)
is the one in charge of the programs that these taxes support, the IRS only collects the
payments and forwards them to the SSA. These are separate from the Income Tax. Keep in mind
that different employers may call them differently in their paychecks:Social Security, also called
Old Age, Survivors, and Disability Insurance or OASDI for short is a tax that is normally withheld
from every paycheck at a rate of 6.2%. This is a flat tax; everybody pays the same rate. In 2011
and 2012 the rate was lowered to 4.2%; but in 2013 it went back to 6.2%. This tax has a
maximum amount, a cap; you will pay until your income for the year reaches certain amount:
$106,800 in 2011, $110,100 in 2012, $113,700 in 2013. Once you reach that amount you will not
pay this tax for the rest of the year.Medicare, also called Hospital Insurance (HI) is another tax
that is withheld at a rate of 1.45%. There is no cap on this tax so regardless of the amount of
money you make, you will always pay 1.45%. It is also a flat tax; everybody pays the same rate
regardless of how low or high their income is.Social Security is a retirement fund. When you
work in the U.S. and pay your share of Social Security tax you are granted credits, in general one



credit equals one quarter (three months) of work. After earning 40 credits, you are eligible for the
benefits of the program, even if you are not a U.S. citizen: an amount of income per month when
you retire for as long as you are alive.Medicare is medical insurance for people who are at least
65 years old. The eligibility for this program does not directly depend on your earnings through
the years.The payroll taxes actually have two components, the part paid by the employee (the
one that is withheld from your paycheck) and the part that is paid by the employer (you don’t see
this reported to you anywhere). The employer part is usually the same amount as the employee
part; but in 2011 and 2012, the employer rate for Social Security (6.2%) was not lowered when
the employee rate was (4.2%).Self-employment taxPeople who are not employees are usually
self-employed, they work for themselves. They don’t have a payroll that withholds Social
Security and Medicare taxes for them, so they pay the taxes when they file the income tax return.
They pay both the employer and the employee parts, since they are both at the same time (they
are their own bosses). This is known as the Self-employment tax. All nonresidents are exempt
from Self-employment tax. But you become subject to this tax when you become a resident for
tax purposes because you meet the Substantial Presence Test or the Green Card Test (see
“Step 1. Determining Residency” for details on these tests). If, on the other hand you became a
resident because you qualified to change your residency (see “Step 2. Choosing to change
Residency Status”), then you don’t have to pay Self-employment tax.The immigration laws
generally don’t allow a nonresident to have self-employment income, but in some cases
employers classify workers as “independent contractors” and report their income as “self-
employment”. In that case a nonresident alien does not have to pay Self-employment tax, but a
resident alien does if s/he reports the income as self-employment. You can find details on what
to do if you are in this situation on the section “Employees classified as independent contractors”
on “Step 3. Prepare the Tax Return”.It is interesting that even when Self-employment tax and the
payroll taxes (Social Security and Medicare) are equivalent, the rules about who pays them are
different. Residents for tax purposes have to pay one or the other depending on what kind of
income they have. But nonresidents do not have to pay Self-employment tax if they are self-
employed, but do have to pay payroll taxes if they are employees (with some exceptions).Who
pays Social Security and Medicare taxes?The majority of workers in the U.S. pay these taxes. It
does not matter if they are citizens, permanent residents, or nonimmigrants. However, some
categories of nonimmigrants are exempt:-“A” visas – Only those that are actually employees of a
foreign government are exempt from Social Security and Medicare taxes; spouses, children, and
servants are not exempt (unless they are also employees of the foreign government).-“D” visas –
Crew members who are employees of a foreign employer and work on a foreign vessel are
exempt. Also crew members of an American vessel who signed on to the vessel out of the U.S.,
or those who signed in the U.S. but the vessel never stops at a U.S. port while the individual is
employed.-“F-1”, “J-1”, “M-1”, “Q-1”, and “Q-2” visas – Students, scholars, professors, teachers,
trainees, au pairs, etc. who work in the U.S. and the work is both related to the purpose of their
visit and allowed by USCIS. For example, employment on-campus as a teaching assistant,



research assistant, other employment on-campus up to 20 hours per week, off-campus
employment authorized by USCIS, OPT, and CPT are categories exempt from payroll taxes. The
exemption only applies to the principal, not to spouses or children on “F-2”, “J-2”, “M-2” or “Q-3”
visas. Also the exemption applies as long as you are a nonresident for tax purposes; if you
become a resident you must start paying payroll taxes.-“G” visas – Employees of international
organizations are exempt, but only the actual employee. Spouses, children, or servants are not
exempt unless they are also employees of the international organization.-“H-2A” visas –
Agricultural workers admitted temporarily are exempt. Workers from the Philippines who work in
Guam are exempt too.There is another exemption for students in the Tax Code which applies to
both citizens and non-citizens. As long as you are a student, your wages are exempt from Social
Security and Medicare taxes even if you become a resident for tax purposes.Agnes is a citizen
of France in “J-1” status. She works in the U.S. for 3 years, 2009-2011. During 2009 and 2010 her
wages were exempt from Social Security and Medicare taxes but in 2011 they are not because
she became a resident for tax purposes.Catalina, a citizen of Honduras, is a student on a “J-1”
visa since 2010. She is a Teaching Assistant at her University. She does not have to pay Social
Security or Medicare taxes on her wages because both exemptions apply to her, she is a
student and she is a nonresident on “J-1” status. During the summer of 2011, her second year in
“J-1” status, Catalina works as an intern at a company. This internship is related to her studies
and she does not have to pay the payroll taxes even when the work is off-campus. In 2012 she
becomes a resident for tax purposes (in general you are nonresident only the first two years in
“J” status). Her wages as a Teaching Assistant are still exempt because she is a student. In the
Summer of 2012, after graduating, she returns to the company for a second internship. Her
wages are subject to Social Security and Medicare taxes because she is a resident for tax
purposes.Self-prepare vs. hiring tax professionalsWhen you need to file your tax return, you
have two options: you can prepare it yourself, or you can hire somebody to do it for you. Each
option has its advantages and disadvantages. At the end you choose the way that you feel more
comfortable with.If you prepare it yourself, it can be completely free. The printed forms are free,
you can obtain copies at the local public library, the local IRS office, or you can download them
from the . If you qualify, you can use software, installed on your computer or online, to prepare
your tax return. Preparing your tax return online could be free or you may have to pay for it, in
which case the cost to you is the cost of the software. So an advantage of self-preparation is that
it is cheap or completely free.The disadvantage is that for the most part you are on your own. It is
your responsibility to understand and to determine if you qualify for any deduction or credit you
are claiming on your tax return. You are solely and completely responsible for the accuracy of the
tax return. So, you should feel comfortable reading the publications and instructions published
by the IRS, and not be afraid of doing some research if the instructions are not clear enough.
The principal purpose of this book is to help you with this task.In addition, if the IRS examines
(audits) your tax return, you are usually on your own. Although at that point many choose to hire
a tax professional to help with the audit. This, however, could be expensive.In contrast, if you



hire a tax professional to prepare your tax return, you are not on your own. The advantage is that
tax professionals are trained in tax matters and can understand your tax situation better. They
have Continuing Education requirements which ensure that they are up to date with changes in
the law. And if your tax return is audited by the IRS, usually they are there to help you.The
disadvantage of hiring a tax professional is that it can be expensive, frequently a lot more
expensive than a computer program can be. Also, you can have bad luck and end up with a “tax
professional” that takes advantage of you or gets you in trouble with the IRS. It is therefore very
important to choose your tax professional carefully.So, how do you choose a tax professional?
There a few things that you should look for:-The tax professional has one or more of the licenses
that shows they are serious about their profession:-Certified Public Accountant (CPA)-Tax
attorney-Enrolled Agent (EA)-Registered Tax Return Preparer (RTRP)-The tax professional has
a Preparer Tax Identification Number (PTIN)-The tax professional signs the tax return-The tax
professional or somebody at his or her firm is available throughout the year-The fee charged is
not based on the amount of your refund-The tax professional does not force you to send your
refund to him or herCPAs and attorneys are licensed and regulated by the individual states,
whereas EAs and RTRPs are regulated directly by the IRS. However, all of them are covered
under a strict code of ethics set by the Department of the Treasury. In addition CPAs, attorneys,
and EAs are authorized to represent you before the IRS, which is very important if your tax return
is audited. RTRPs are also authorized to represent you but in more limited circumstances and
capacity.If you pay somebody to prepare your tax return, it is very important that the preparer
signs your tax return and provides all the information required at the bottom of the tax return:
name, signature, address, etc. and very importantly, his or her PTIN (this number starts with the
letter “P” followed by 8 digits):If somebody prepared your tax return, but you did not pay for it (a
relative, a friend, a volunteer, etc.), then the preparer does not provide that information and that
section is left blank. The same happens if you prepare the tax return yourself.Step 0: The
BasicsIncome Tax ReturnIn the United States, individuals pay taxes to the federal government
and sometimes to the state government on the income they receive during the year. The
government agency that collects the tax from U.S. taxpayers at the federal level is the Internal
Revenue Service, better known by its initials, IRS (). At the state level, it depends on the state
you live and/or work in. A full list of the state departments is in the Appendix A of this book.The
“default” year for an individual starts on January 1st and ends on December 31st. In general, all
the income and eligible expenses (deductions) that happened during the year you are currently
focusing on –“the current year”– are counted, and anything that happened before or after that
year is counted in the year it occurs. For example, salary earned in December 2011 but paid in
January 2012 is accounted for in 2012, the year it was paid, not in 2011 when the work was
performed.The set of forms used to summarize the income, deductions, credits, and payments
is known as the Tax Return. A tax return for an individual can be filed using the Form 1040, Form
1040A, Form 1040EZ, Form 1040NR, or Form 1040NR-EZ (). Which form you should use
depends on several things and that is one of the main objectives of this book; to help you



determine the correct form for you.When to file the tax return is another important issue. The tax
season, that is, the period in which individuals file their tax returns for the year that just ended,
runs from January 1st to April 15th most years. If the ending day falls on a weekend or holiday, it
can be moved to the next business day. For example in 2011 the last day to file a tax return for
the year 2010 was April 18th, 2011; and in 2012 the last day to file a 2011 tax return was April
17th, 2012. The ending day is a “postmark by” date and not an “arrive by” date. This means that,
as long as the Post Office stamps the envelope on the last day of the Tax Season, the tax return
is considered filed on time even if the IRS receives it after the deadline.Traditionally tax returns
were filed by mail. Where to file it depends first on which form you are filing and second, on
where you live. If there is an nearby, you can also file it in person. The most common, fastest,
and more secure way to file today, however, is electronically. But not all forms are eligible. If you
have a form that cannot be filed electronically, the whole tax return has to be filed on paper (by
mail or in person).Lastly, you may be wondering why you need to do all this and file a tax return
when your employer is already taking taxes out of your paycheck. I have heard this question
many times, especially from non-U.S. citizens whose countries’ tax systems work differently. The
short answer is that the amount that employers withhold for taxes is just an estimate; your
employer may not know if you have a second job, if your spouse has a job, if you have
investments, how much you pay for your children’s daycare or college, how much you pay for
medical expenses, etc. and all of these are considered when calculating the final amount of tax
that you must pay. You balance your account with the government by preparing and filing a tax
return.Flow of a Tax ReturnThe U.S. tax return consists of a base form (1040, 1040A, 1040EZ,
1040NR or 1040NR-EZ) and can include additional Forms and Schedules that are used to
document certain items of income, certain deductions, and certain credits. The forms are usually
identified by a 4-digit number (2555, 6251, 8843, etc.) while the schedules are identified by
letters (A, B, C, D, etc.). So your tax return can be as simple as one page or as complex as
dozens of pages, depending on your particular situation.The tax return includes at least one
person: the taxpayer. If the taxpayer is married, the spouse (whether s/he works or not) can
sometimes be included on the same tax return. Other people that the taxpayer support
financially like children and parents can also be included (“claimed”) on the tax return as
dependents. The chapter “Step 3: Prepare the Tax Return” contains more information about
when a dependent can actually be claimed.Spouses and DependentsThe U.S. recognizes
marriages performed outside of the U.S. between a man and a woman. If you marry in a foreign
country and, later on, one of you moves to the U.S. while the other one stays behind, you are still
married and should file as married. There is such a thing as “Married Filing Separately” but there
is no such thing as “Married Filing Single”.One exception is in the case of same-sex marriages,
including marriages performed in a state of the United States that allows them; the federal
government of the U.S. does not currently recognize same-sex marriages and does not allow
same-sex spouses to file as married.Although a spouse might depend economically on another,
and one spouse might hold a “dependent” visa, in tax terms a spouse is never a dependent on a



tax return, s/he is a spouse.When considering claiming a dependent on the tax return, both
conditions must be fulfilled:-The taxpayer must qualify to claim dependents, AND-The potential
dependent must qualify as dependent in order to be claimed.Spouses and DependentsThe U.S.
recognizes marriages performed outside of the U.S. between a man and a woman. If you marry
in a foreign country and, later on, one of you moves to the U.S. while the other one stays behind,
you are still married and should file as married. There is such a thing as “Married Filing
Separately” but there is no such thing as “Married Filing Single”.One exception is in the case of
same-sex marriages, including marriages performed in a state of the United States that allows
them; the federal government of the U.S. does not currently recognize same-sex marriages and
does not allow same-sex spouses to file as married.Although a spouse might depend
economically on another, and one spouse might hold a “dependent” visa, in tax terms a spouse
is never a dependent on a tax return, s/he is a spouse.When considering claiming a dependent
on the tax return, both conditions must be fulfilled:-The taxpayer must qualify to claim
dependents, AND-The potential dependent must qualify as dependent in order to be
claimed.Spouses and DependentsThe U.S. recognizes marriages performed outside of the U.S.
between a man and a woman. If you marry in a foreign country and, later on, one of you moves
to the U.S. while the other one stays behind, you are still married and should file as married.
There is such a thing as “Married Filing Separately” but there is no such thing as “Married Filing
Single”.One exception is in the case of same-sex marriages, including marriages performed in a
state of the United States that allows them; the federal government of the U.S. does not currently
recognize same-sex marriages and does not allow same-sex spouses to file as
married.Although a spouse might depend economically on another, and one spouse might hold
a “dependent” visa, in tax terms a spouse is never a dependent on a tax return, s/he is a
spouse.When considering claiming a dependent on the tax return, both conditions must be
fulfilled:-The taxpayer must qualify to claim dependents, AND-The potential dependent must
qualify as dependent in order to be claimed.The IRS has defined 5 filing statuses depending on
the marital status of the taxpayer and who is included on the tax return:-Single [S]: This status is
generally used by unmarried taxpayers. They may or may not have dependents, but if they do,
they may qualify for the “Head of Household” status which is generally more advantageous (see
below).-Married filing jointly [MFJ]: This status is for married taxpayers who file together;
combining their income, deductions, and credits on a single tax return. Only citizens and
residents for tax purposes can use this filing status. The couple may or may not have
dependents.-Married filing separately [MFS]: This status is for married taxpayers who file
independently of one another. If one of them has at least one dependent and s/he meets other
conditions, that spouse may qualify for the “Head of Household” status which is generally more
advantageous. This status must be used by married nonresidents (for tax purposes) because
MFJ is not allowed.-Head of household [HH]: This status is for single taxpayers who have a
dependent and for married taxpayers who do not file jointly, meet a set of strict requirements,
and also have a dependent. However, not all dependents will qualify the taxpayer for this status.



HH is more advantageous than S and MFS but less advantageous than MFJ. It is also available
only to citizens and residents for tax purposes.-Qualifying widow(er) with dependent child [QW]:
This status can only be used by a surviving spouse for the two years following the year the now-
deceased spouse passed away. The taxpayer also needs to not have remarried, to be
supporting a dependent, and the spouses must have been allowed to file as MFJ on the year of
death. These requirements make this status difficult to qualify for if you are a nonresident.Once
the filing status has been defined, the rest of the tax return deals with the calculations. It follows
this flow:Income– All the income for the year is added together: salaries (wages), interest (from
bank accounts for example), dividends and capital gains (from investments), pensions,
unemployment payments, social security payments, even gambling, awards, and lottery prizes.
In the case of business activities such as freelance work, independent contractors, and rentals,
only the profit is added (business income – expenses = profit).By law, most payers (employers,
banks, government offices, etc.) must send you a form informing you how much they paid you
during the year. The most common forms are the W-2 and the 1099 series but many non-U.S.
citizens receive a 1042-S. The IRS also receives a copy of these forms. See the chapter “Step 3:
Prepare the Tax Return” for examples of what to do with them.Deductions– Deductions are
amounts that you are allowed to subtract from your income so you don’t pay tax on those
amounts. There are 4 kinds of deductions:-Adjustments (“above the line deductions”): These are
deductions for specific expenses that can be taken in addition to and independently of either the
standard or the itemized deductions (defined below).-Standard deduction: This is an amount
defined by the United States Congress that most taxpayers can “take” (subtract from their
income) for free, no questions asked. You do not need proof of any expense to take it. For
example, taxpayers who file using the Single status and taxpayers who file using the “Married
Filing Separately” status can deduct $5,950 on their 2012 tax return. In other words, $5,950 of
their income will not be counted when computing their tax. Not everyone is allowed to take this
deduction.-Itemized deductions: This is a list of specific expenses that are combined (added up)
and taken together. The grand total of itemized deductions is compared to the allowed standard
deduction and the larger of the two is usually taken. It is generally more advantageous to deduct
the greater amount, but it is not mandatory. More details on what is allowed to take can be found
in “Step 3: Prepare the Tax Return”.-Personal exemptions: This is an amount also defined by the
United States Congress that can be taken “per person” included on the tax return. For example,
in 2012 the value of a personal exemption is $3,800. If there is only one taxpayer on the tax
return, s/he can subtract $3,800 from the income, but if there are two people included on the tax
return, let’s say taxpayer and spouse, the amount to subtract is $7,600 ($3,800 x 2).Taxable
income– Once all the deductions have been subtracted from the income, the result is the income
upon which the tax is actually calculated.Tax– In the U.S., the income tax is a graduated or
progressive tax; that is, the marginal tax rate increases as the income increases. The marginal
tax rate is the rate at which your last dollar of income is taxed. Since 2003 and until 2012, the
U.S. has had 6 different marginal tax rates, also known as tax brackets: 10%, 15%, 25%, 28%,



33%, and 35%. In 2013, there will be an additional tax bracket: 39.6%. For example, let’s say
your taxable income is $100,001; on a 2011 joint tax return (“Married Filing Jointly”) your tax
would be $17,250.25. If you add $1 to the taxable income so now it is $100,002, your tax would
increase exactly $0.25 to $17,250.50; therefore, you are in the 25% tax bracket. If these were
$200,001 and $200,002, the taxes would be $44,069.78 and $44,070.06 respectively, a
difference of $0.28 (28% tax bracket).Your tax bracket will depend on both your taxable income
and your filing status. The following graph based on 2011 figures shows how the tax increases
as the taxable income increases for the 5 filing statuses available. The most advantageous (“the
cheapest”) statuses are “Married Filing Jointly (MFJ)” and “Qualifying Widow(er) with Dependent
Child” (QW), which use the exact same tax rates, followed by “Head of Household” (HH), then
“Single” (S), and finally “Married Filing Separately” (MFS), which is the status that pays the most
tax for the same amount of income.There is a second set of rules to calculate the income tax
which result in a different amount. This is known as the “Alternative Minimum Tax” or AMT for
short. This tax is designed to apply to people with high incomes and some with too many
deductions. Since most people are not affected by this tax, we will not discuss it in this book. But
it is important that you know that it exists.Nonrefundable Credits– Credits reduce the amount of
tax dollar for dollar until potentially eliminating all tax liability. You can claim as many credits as
you qualify for until there is no more tax to reduce. That is why they are called “Nonrefundable”.
Any credits that you still qualify for beyond $0 of tax are either lost or saved for the next year,
depending on the rules of the individual credit. For example, let’s say your tax is calculated as
$570 and you qualify for a Foreign Tax Credit of $1,280. You can only claim $570 of credit to
reduce your tax to $0, and the remaining $710 is saved (carried over) for next year. Now let’s say
that you qualified for a Child and Dependent Care Credit instead; your tax is still $570 and the
credit that you can take is still $1,280, so you can use $570 of the credit to bring your tax to $0,
but in this case, the remaining $710 is lost forever.Other Taxes– There are other taxes that are
paid and reconciled using the income tax return. If you must pay one or more of these taxes,
they are added after the income tax is calculated and all the Nonrefundable credits are applied.
These other taxes could come from different sources but they all have in common that they
apply at a flat rate (everybody pays the same rate) instead of a graduated rate (your rate
depends on your income). Some of these taxes are discussed later in this book: the Self-
employment Tax, the Uncollected Social Security and Medicare tax, and the tax on “Not
Effectively Connected Income”. Penalties will not be discussed, but if you have any account that
is designed with a specific purpose like retirement (401k, 403b, IRA), education (Coverdell, 529
plans), or healthcare (HSA), you need to pay attention to the rules of the account to avoid paying
penalties.Payments– By the time you are filing a tax return, most likely, you have already made
payments towards your tax. The most common way of doing this is through withholding from
your paycheck; but sending estimated payments to the IRS every quarter is also common,
especially if you have your own business and nobody is withholding taxes for you.Refundable
Credits– Refundable credits are similar to nonrefundable credits in the sense that they reduce



the amount of tax dollar for dollar. However, unlike nonrefundable credits, when you have more
credit amount than total tax, you can have that amount paid to you. For example, let’s say that
after applying nonrefundable credits your tax has been reduced to $0 but you still qualify for an
Additional Child Tax Credit of $428. In this case you would receive a payment from the IRS of
$428. When filing your tax return, you add up all your payments and all your refundable credits
for the year, and see if it is enough to cover your tax liability.Refund– If the addition of payments
and refundable credits is more than your tax liability, the government will return (refund) the
difference to you. This can be in the form of a check mailed to you, or it can be deposited
electronically (direct deposit) into a checking or savings bank account held in a U.S. bank,
whichever you prefer. Investment accounts such as IRAs can also be used to receive the
electronic transfer of funds. Another option is to purchase “U.S. Series I Savings Bonds”; these
are government bonds issued by the Department of Treasury. The IRS cannot do wire transfers
and will not deposit refunds into foreign accounts; however, they can mail a check to a foreign
country.Balance due– If the addition of payments and refundable credits is less than your tax
liability, you have to pay the difference. You have until the last day of the Tax Season (usually
April 15th) to submit your payment in order to avoid further interest and/or penalty charges. By
law the IRS will charge interest on any balance due after the last day of the season. The interest
compounds daily, so the faster you pay any balance due, the better.Residency for tax
purposesOne of the most important aspects of the U.S. law that a non-citizen must understand
is when s/he is considered a resident and when s/he is not. This apparently easy distinction can
get confusing very quickly.There is not a single definition of a resident; it depends on the context.
Talk about immigration and a resident would be somebody holding a Green Card, talk about
tuition for a University and a resident might be somebody who lives in the same state as the
school, or talk about driver’s licenses and a resident may be somebody who has an address in
that state.In other words, as a foreign national, you may be considered a resident for some
purposes and not for others.Residency for immigration purposes vs. Residency for tax
purposesThe (CA), a division of the is the government agency that grants U.S. visas to foreign
nationals and passports to U.S. citizens. If you are reading this book, chances are you have
already dealt with them (have you ever been in a U.S. embassy or consulate?). The United
States (CBP), a division of the (DHS) is the one who allows you to enter the country. Its agents,
at the border or at the ports of entry, are the ones who stamp your passport and decide how long
you can stay in the United States. But once inside the country, the (USCIS), another division of
the Department of Homeland Security, oversees immigration to the U.S.: it grants Lawful
Permanent Resident status, changes of immigration status (change from one visa type to
another), extensions of time to stay in the country, and issues employment authorizations (work
permits) to nonimmigrants to work in the country. The U.S. grants two types of visas: immigrant
and nonimmigrant. The immigrant type is known as the “Green Card”, while all the nonimmigrant
types are normally known as just “visa”.On a side note, before the USCIS was formed in 2003,
the Immigration and Naturalization Service (INS), a division of the Department of Justice,



performed its functions. In the minds of the American public, INS still exists and you might hear
people referring to it when in reality, they should be referring to USCIS.USCIS defines a
(permanent) resident for immigration purposes as: “Someone who has been granted
authorization to live and work in the United States on a permanent basis (a Green Card
holder)” (). So, for immigration purposes, it is very easy to know whether you are a resident; if
you have a Green Card you are, if you don’t, you are not, period.The , a division of the , on the
other hand, defines resident for tax purposes as: “Someone who meets either the green card
test or the substantial presence test for the calendar year (January 1–December 31)” ().In other
words, if you have a Green Card, you are a resident for tax purposes. If you don’t have a Green
Card, you may or may not be considered a resident. Residents follow the same tax rules as
citizens. Read the chapter “Step 1: Determining Residency” to determine your status even if you
have a Green Card.Form to file with the IRS: 1040, 1040NR, or bothYour residency for tax
purposes status determines how you are taxed in the U.S. The main difference is the form you
file and what is included and/or reported on that form:Residents file Form 1040 (or the shorter
versions 1040A or 1040EZ) and are taxed on worldwide income. That is, if you are considered a
resident for tax purposes, any income you receive in or from any place in the world must be
reported on your U.S. tax return using Form 1040, 1040A or 1040EZ. Residents are taxed
exactly the same way as citizens.Nonresidents file Form 1040NR (or the shorter version
1040NR-EZ) and are taxed on U.S. income only. That is, if you are a nonresident for tax
purposes, only income that is from U.S. sources is reported on your U.S. tax return using Form
1040NR; income that you receive from foreign sources is omitted.Since people do not usually
move to the U.S. or receive their Green Card on January 1st, it is entirely possible to be both a
resident and a nonresident in the same year. This is called “dual-status”. The same thing can
happen when people leave the U.S. permanently or terminate their permanent residency; it
usually doesn’t happen on December 31st. Therefore, the last year of residency could also be a
dual-status year.Dual-status aliens file a combined Form 1040/1040NR or combined Form
1040NR/1040 and are taxed as residents on the part of the year they are residents and as
nonresidents in the other part of the year. That is, for the part of the year that you are a resident,
you are taxed on worldwide income, and for the part of the year that you are a nonresident, you
are taxed only on U.S. income.Another difference is what the different forms (1040, 1040NR,
etc.) call the filing statuses. The form for nonresidents (Form 1040NR) has six filing statutes that
correspond to three of the five filing statuses available to residents (Form 1040). These six filing
statuses follow the rules of the resident filing status they correspond to when looking at
individual credits, deductions, etc. For example, the filing status “5. Other married nonresident
alien” follows the rules of “Married Filing Separately”.Resident filing status (1040)Nonresident
filing status (1040NR)Single1. Single resident of Canada or Mexico or single U.S. national2.
Other single nonresident alienMarried Filing Separately3. Married resident of Canada or Mexico
or married U.S. national4. Married resident of South Korea5. Other married nonresident
alienQualifying widow(er) with dependent child6. Qualifying widow(er) with dependent



childMarried Filing JointlyNo equivalentHead of HouseholdNo equivalentResident filing status
(1040)Resident filing status (1040)Nonresident filing status (1040NR)Nonresident filing status
(1040NR)SingleSingle1. Single resident of Canada or Mexico or single U.S. national1. Single
resident of Canada or Mexico or single U.S. national2. Other single nonresident alien2. Other
single nonresident alienMarried Filing SeparatelyMarried Filing Separately3. Married resident of
Canada or Mexico or married U.S. national3. Married resident of Canada or Mexico or married
U.S. national4. Married resident of South Korea4. Married resident of South Korea5. Other
married nonresident alien5. Other married nonresident alienQualifying widow(er) with
dependent childQualifying widow(er) with dependent child6. Qualifying widow(er) with
dependent child6. Qualifying widow(er) with dependent childMarried Filing JointlyMarried Filing
JointlyNo equivalentNo equivalentHead of HouseholdHead of HouseholdNo equivalentNo
equivalentIn addition to these basic differences, there are other aspects in which the taxation of
residents, nonresidents and dual-status aliens differ. They are explained in more detail in “Step
3: Prepare the Tax Return”.Social Security Number (SSN) and Individual Tax Identification
Number (ITIN)One very important requirement when filing a tax return is that every taxpayer
must have a Tax Identification Number (TIN). You can think of this as your “file” number. This will
be the number by which the IRS will access all your records. Most of the time, this will be a
Social Security Number (SSN) but in cases where a person does not qualify to have a Social
Security Number, they must obtain an Individual Tax Identification Number (ITIN). These
numbers are unique and not transferable; your number belongs to you and to you only.In
addition, every person that is claimed (included) on a tax return such as spouses and
dependents must also have a Tax Identification Number (SSN or ITIN).Social Security Number
(SSN)The SSN is issued by the Social Security Administration (SSA) (), the federal government
agency that administers the Old-Age, Survivors, and Disability Insurance program. The SSN is a
nine digit number with the format 3 digits, hyphen, 2 digits, hyphen, 4 digits:X X X – X X – X X X
XThis number is used by the SSA and the IRS to keep track of your earnings and your paid
taxes. If you pay social security taxes for 10 years, you may become eligible for retirement
benefits, even if you are not a U.S. citizen.Because the SSN is used for many purposes including
employment, tax, medical, and financial matters, it is very important to not give out your number
unless it is absolutely necessary.Eligibility for a Social Security Number (SSN)Not every person
who is in the U.S. is eligible for a Social Security Number. To be eligible, you must be either:-
allowed to work in the U.S., or-eligible to receive government benefits that require an SSNIn
other words, people eligible to apply for an SSN are:-U.S. citizens-Permanent Residents (Green
Card holders)-Non-U.S. citizens allowed to work in the U.S. (certain visas)-Non-U.S. citizens
receiving certain government benefitsTo apply for an SSN you need to fill the Form SS-5 (), and
submit documents that confirm your eligibility. If you are not a U.S. citizen you must submit a
copy of your Green Card or your visa, your I-94 (which is a small white form filled just prior to
arrival in the U.S. and usually stapled to your passport), and, if needed, your authorization for
employment (Employment Authorization Document) issued by the USCIS. You can review the



requirements in the SSA website ().Notice that as a non-U.S. citizen or permanent resident,
there are only two circumstances under which the SSA will issue an SSN: employment and
recipient of government benefits. The SSA will not issue a SSN used only to file a tax return, to
open a bank or investment account, to buy a house, to apply for a loan, to attend school, or to
receive medical treatment.According to the SSA policies and procedures, the “class of
admission” (visa type) for nonimmigrants determines whether you are eligible to obtain an SSN
and if so, whether you need an Employment Authorization Document (EAD) or not. “Appendix B”
lists all the visa types and their eligibility for an SSN. But some of the most common types
are:Class of admissionDescriptionEmployment authorization and eligibility for SSNF-1Academic
studentNot eligible for SSN if not workingEligible for SSN without EAD if working on-campus or
in CPT (Curricular Practical Training)Needs EAD if on OPT (Optional Practical Training),
economic hardship or working with an international organization.F-2Spouse or child of F-1
alienNot authorized to work and not eligible for SSNH-1BWorker in a specialty
occupationEligible for SSN. Work authorized without EADH-4Spouse or child of H-1A, H-1B,
H-2A, H-2B, or H-3 alienNot authorized to work and not eligible for SSNJ-1Exchange visitor
(pursuant to an approved program)Eligible for SSN. Work authorized without EAD, but may need
a sponsor letterJ-2Spouse or minor child of J-1 alienNeeds EAD to work and to apply for
SSNK-1Fiancé(e) of U.S. citizenEligible for SSN. Work authorized without EADK-2Child of
K-1Needs EAD to work and to apply for SSNL-1Intracompany transfereeEligible for SSN. Work
authorized without EADL-2Spouse of an intracompany transfereeEligible for SSN. May need
EAD to work, but not to apply for an SSN (submit marriage certificate instead)L-2Child of L-1
alienGenerally not authorized to work and not eligible for SSN. (May apply for EAD)Adjustment
ApplicantApplicant for adjustment to permanent resident alienApplicant for creation of a record
of lawful admission for permanent residenceNeeds EAD to work and to apply for SSNClass of
admissionClass of admissionDescriptionDescriptionEmployment authorization and eligibility for
SSNEmployment authorization and eligibility for SSNF-1F-1Academic studentAcademic
studentNot eligible for SSN if not workingEligible for SSN without EAD if working on-campus or
in CPT (Curricular Practical Training)Needs EAD if on OPT (Optional Practical Training),
economic hardship or working with an international organization.Not eligible for SSN if not
workingEligible for SSN without EAD if working on-campus or in CPT (Curricular Practical
Training)Needs EAD if on OPT (Optional Practical Training), economic hardship or working with
an international organization.F-2F-2Spouse or child of F-1 alienSpouse or child of F-1 alienNot
authorized to work and not eligible for SSNNot authorized to work and not eligible for
SSNH-1BH-1BWorker in a specialty occupationWorker in a specialty occupationEligible for
SSN. Work authorized without EADEligible for SSN. Work authorized without
EADH-4H-4Spouse or child of H-1A, H-1B, H-2A, H-2B, or H-3 alienSpouse or child of H-1A,
H-1B, H-2A, H-2B, or H-3 alienNot authorized to work and not eligible for SSNNot authorized to
work and not eligible for SSNJ-1J-1Exchange visitor (pursuant to an approved
program)Exchange visitor (pursuant to an approved program)Eligible for SSN. Work authorized



without EAD, but may need a sponsor letterEligible for SSN. Work authorized without EAD, but
may need a sponsor letterJ-2J-2Spouse or minor child of J-1 alienSpouse or minor child of J-1
alienNeeds EAD to work and to apply for SSNNeeds EAD to work and to apply for
SSNK-1K-1Fiancé(e) of U.S. citizenFiancé(e) of U.S. citizenEligible for SSN. Work authorized
without EADEligible for SSN. Work authorized without EADK-2K-2Child of K-1Child of K-1Needs
EAD to work and to apply for SSNNeeds EAD to work and to apply for SSNL-1L-1Intracompany
transfereeIntracompany transfereeEligible for SSN. Work authorized without EADEligible for
SSN. Work authorized without EADL-2L-2Spouse of an intracompany transfereeSpouse of an
intracompany transfereeEligible for SSN. May need EAD to work, but not to apply for an SSN
(submit marriage certificate instead)Eligible for SSN. May need EAD to work, but not to apply for
an SSN (submit marriage certificate instead)L-2L-2Child of L-1 alienChild of L-1 alienGenerally
not authorized to work and not eligible for SSN. (May apply for EAD)Generally not authorized to
work and not eligible for SSN. (May apply for EAD)Adjustment ApplicantAdjustment
ApplicantApplicant for adjustment to permanent resident alienApplicant for creation of a record
of lawful admission for permanent residenceApplicant for adjustment to permanent resident
alienApplicant for creation of a record of lawful admission for permanent residenceNeeds EAD
to work and to apply for SSNNeeds EAD to work and to apply for SSNOnce you apply, either by
mail or by going to your local SSA office, you will receive in the mail the Social Security Card or a
letter indicating that they could not issue one. In many cases your school or sponsor will include
this form among all the documents you fill out and sign for your employment or school
attendance. It is possible that you filled out this form without even noticing. If you received an
SSN in the mail, you don’t have to repeat the process.Employment Authorization Document
(EAD)The Employment Authorization Document (EAD), commonly known as “work permit” is a
document issued by the which allows the visa holder to be legally employed in the U.S. Although
this card is issued by the USCIS, it is not an immigration document. The EAD does not change
your immigration status or visa type. Its only purpose is to certify that the holder is allowed to
work in the U.S.Depending on the visa type, it will be necessary to first obtain an EAD in order to
obtain an SSN. If you need an EAD, you need to apply to USCIS using “”.Individual Tax
Identification Number (ITIN)The ITIN is a number that those not eligible for Social Security
Numbers can apply for. Its purpose is to be used for tax matters only. Therefore, if a person who
cannot obtain an SSN is filing a tax return or is claimed on a tax return, that person should obtain
an ITIN. The ITIN does not change your immigration status and does not allow you to work in the
U.S. The ITIN is issued directly by the IRS and will only be issued when there is a valid “tax
reason” to have it, usually this reason is a tax return. The ITIN is also a nine digit number with the
format 3 digits, hyphen, 2 digits, hyphen, 4 digits. However the first digit is always a “9” and the
fourth digit is a “7”, an “8” or a “9”:9 X X – 7 X – X X X X9 X X – 8 X – X X X X9 X X – 9 X –
X X X XThe use of an ITIN is more restricted than that of an SSN. It can only be used for tax
purposes. If you open a bank or broker account, if you get a mortgage, or if you sell a house in
the U.S., you can provide the ITIN as your tax number as these institutions will use that number



to report your earnings (interest, dividends, etc.) to the IRS. But you cannot use it in place of an
SSN in school or in medical documents.If your immigration status changes and you are now
eligible to apply for an SSN, you should obtain the SSN and stop using the ITIN.On the tax
return, the ITIN takes the place of the SSN to identify each person and for the most part they are
equivalent. However, there are a few differences regarding some credits:CreditSSNITINEarned
Income CreditThe taxpayer needs SSN to claim the credit. If it is a joint tax return (MFJ), both
spouses need SSN. If including a child to claim the credit, the child also needs an SSN.Credit
not allowed if the taxpayer, the spouse (if MFJ) or the child used to claim the credit (if any) have
ITIN.Recovery Rebate Credit (2008 tax return only)The taxpayer and spouse (if MFJ) must have
SSNs to claim the credit. If the additional amount for children is claimed, the children also need
SSN.Not allowed if the taxpayer or the spouse (if MFJ) have ITIN. Both need to have SSN. If
child has ITIN, the additional amount for children cannot be claimed.Making Work Pay Credit
(2009 and 2010 tax returns only)The taxpayer or the spouse (if MFJ) must have SSN to claim
the credit.Credit not allowed unless one valid SSN is provided (either taxpayer or spouse if
MFJ)CreditCreditSSNSSNITINITINEarned Income CreditEarned Income CreditThe taxpayer
needs SSN to claim the credit. If it is a joint tax return (MFJ), both spouses need SSN. If
including a child to claim the credit, the child also needs an SSN.The taxpayer needs SSN to
claim the credit. If it is a joint tax return (MFJ), both spouses need SSN. If including a child to
claim the credit, the child also needs an SSN.Credit not allowed if the taxpayer, the spouse (if
MFJ) or the child used to claim the credit (if any) have ITIN.Credit not allowed if the taxpayer, the
spouse (if MFJ) or the child used to claim the credit (if any) have ITIN.Recovery Rebate Credit
(2008 tax return only)Recovery Rebate Credit (2008 tax return only)The taxpayer and spouse (if
MFJ) must have SSNs to claim the credit. If the additional amount for children is claimed, the
children also need SSN.The taxpayer and spouse (if MFJ) must have SSNs to claim the credit. If
the additional amount for children is claimed, the children also need SSN.Not allowed if the
taxpayer or the spouse (if MFJ) have ITIN. Both need to have SSN. If child has ITIN, the
additional amount for children cannot be claimed.Not allowed if the taxpayer or the spouse (if
MFJ) have ITIN. Both need to have SSN. If child has ITIN, the additional amount for children
cannot be claimed.Making Work Pay Credit (2009 and 2010 tax returns only)Making Work Pay
Credit (2009 and 2010 tax returns only)The taxpayer or the spouse (if MFJ) must have SSN to
claim the credit.The taxpayer or the spouse (if MFJ) must have SSN to claim the credit.Credit not
allowed unless one valid SSN is provided (either taxpayer or spouse if MFJ)Credit not allowed
unless one valid SSN is provided (either taxpayer or spouse if MFJ)Eligibility for an Individual
Tax Identification Number (ITIN)There are two requirements to be eligible for an ITIN:-not be
eligible for an SSN-have a need to provide a tax identification numberIn other words, people
eligible to apply for an ITIN are:-Non-U.S. citizens who are NOT allowed to work in the U.S.
(certain visas, visitors not needing a visa, undocumented aliens)It is important to note that the
first requirement is that you are not eligible for an SSN, not that you don’t currently have an SSN.
If you are eligible for an SSN, you should apply for one. Also, if you have an application for an



SSN pending, do not apply for an ITIN. Wait until you receive a response from the SSA. If the
SSA issues you an SSN, then you don’t need to apply for an ITIN at all. If the SSA sends you a
letter indicating that they will not issue an SSN, then you attach this letter to your ITIN
application.The second requirement is that you need to have a tax reason for needing a tax
identification number, generally this would be a tax return that you are filing with the IRS but it
could be somebody else who needs your number to report tax information about you to the IRS
(a bank, an investment firm, etc.). This means that only when you actually need the number you
can apply for it. There is no “applying in advance”; the IRS will not issue a number now so
months later you can file a tax return. The application and the filing are done at the same time.
See the section “How to apply for an Individual Tax Identification Number (ITIN)” under “Step 3:
Prepare the Tax Return”.Because the ITIN application requires several identifying documents to
be attached and the signature of the applicant, it is sometimes difficult if not impossible to get all
the documentation in time to file. In such cases, you can get an extension of time to file or you
can file a tax return without the spouse or dependent and later on, when the documents are
ready, file an amendment to the already-filed tax return adding your spouse or dependent. See
“Step 5 (optional): Modify (amend) an already filed Tax Return” for information on how to do
this.This is a common strategy used when:-You have a refund due and you prefer to receive part
of it now and the other part when the ITIN application is ready.-The spouse or dependent is in
another country and sending/getting the documents is slow, difficult, or cumbersome.-The
spouse or dependent will be visiting the U.S. soon but after the deadline to file a tax return and
you prefer to wait until the person is in the U.S.Social Security and Medicare taxes (payroll
taxes)Social Security and Medicare Taxes are known as the payroll taxes because the great
majority of employees pay them and they are automatically withheld from their paychecks. They
are also known as FICA taxes because their rules are established under the Federal Insurance
Contributions Act. Although the IRS collects these taxes, ultimately the (SSA) is the one in
charge of the programs that these taxes support, the IRS only collects the payments and
forwards them to the SSA. These are separate from the Income Tax. Keep in mind that different
employers may call them differently in their paychecks:Social Security, also called Old Age,
Survivors, and Disability Insurance or OASDI for short is a tax that is normally withheld from
every paycheck at a rate of 6.2%. This is a flat tax; everybody pays the same rate. In 2011 and
2012 the rate was lowered to 4.2%; but in 2013 it went back to 6.2%. This tax has a maximum
amount, a cap; you will pay until your income for the year reaches certain amount: $106,800 in
2011, $110,100 in 2012, $113,700 in 2013. Once you reach that amount you will not pay this tax
for the rest of the year.Medicare, also called Hospital Insurance (HI) is another tax that is
withheld at a rate of 1.45%. There is no cap on this tax so regardless of the amount of money
you make, you will always pay 1.45%. It is also a flat tax; everybody pays the same rate
regardless of how low or high their income is.Social Security is a retirement fund. When you
work in the U.S. and pay your share of Social Security tax you are granted credits, in general one
credit equals one quarter (three months) of work. After earning 40 credits, you are eligible for the



benefits of the program, even if you are not a U.S. citizen: an amount of income per month when
you retire for as long as you are alive.Medicare is medical insurance for people who are at least
65 years old. The eligibility for this program does not directly depend on your earnings through
the years.The payroll taxes actually have two components, the part paid by the employee (the
one that is withheld from your paycheck) and the part that is paid by the employer (you don’t see
this reported to you anywhere). The employer part is usually the same amount as the employee
part; but in 2011 and 2012, the employer rate for Social Security (6.2%) was not lowered when
the employee rate was (4.2%).Self-employment taxPeople who are not employees are usually
self-employed, they work for themselves. They don’t have a payroll that withholds Social
Security and Medicare taxes for them, so they pay the taxes when they file the income tax return.
They pay both the employer and the employee parts, since they are both at the same time (they
are their own bosses). This is known as the Self-employment tax. All nonresidents are exempt
from Self-employment tax. But you become subject to this tax when you become a resident for
tax purposes because you meet the Substantial Presence Test or the Green Card Test (see
“Step 1. Determining Residency” for details on these tests). If, on the other hand you became a
resident because you qualified to change your residency (see “Step 2. Choosing to change
Residency Status”), then you don’t have to pay Self-employment tax.The immigration laws
generally don’t allow a nonresident to have self-employment income, but in some cases
employers classify workers as “independent contractors” and report their income as “self-
employment”. In that case a nonresident alien does not have to pay Self-employment tax, but a
resident alien does if s/he reports the income as self-employment. You can find details on what
to do if you are in this situation on the section “Employees classified as independent contractors”
on “Step 3. Prepare the Tax Return”.It is interesting that even when Self-employment tax and the
payroll taxes (Social Security and Medicare) are equivalent, the rules about who pays them are
different. Residents for tax purposes have to pay one or the other depending on what kind of
income they have. But nonresidents do not have to pay Self-employment tax if they are self-
employed, but do have to pay payroll taxes if they are employees (with some exceptions).Who
pays Social Security and Medicare taxes?The majority of workers in the U.S. pay these taxes. It
does not matter if they are citizens, permanent residents, or nonimmigrants. However, some
categories of nonimmigrants are exempt:-“A” visas – Only those that are actually employees of a
foreign government are exempt from Social Security and Medicare taxes; spouses, children, and
servants are not exempt (unless they are also employees of the foreign government).-“D” visas –
Crew members who are employees of a foreign employer and work on a foreign vessel are
exempt. Also crew members of an American vessel who signed on to the vessel out of the U.S.,
or those who signed in the U.S. but the vessel never stops at a U.S. port while the individual is
employed.-“F-1”, “J-1”, “M-1”, “Q-1”, and “Q-2” visas – Students, scholars, professors, teachers,
trainees, au pairs, etc. who work in the U.S. and the work is both related to the purpose of their
visit and allowed by USCIS. For example, employment on-campus as a teaching assistant,
research assistant, other employment on-campus up to 20 hours per week, off-campus



employment authorized by USCIS, OPT, and CPT are categories exempt from payroll taxes. The
exemption only applies to the principal, not to spouses or children on “F-2”, “J-2”, “M-2” or “Q-3”
visas. Also the exemption applies as long as you are a nonresident for tax purposes; if you
become a resident you must start paying payroll taxes.-“G” visas – Employees of international
organizations are exempt, but only the actual employee. Spouses, children, or servants are not
exempt unless they are also employees of the international organization.-“H-2A” visas –
Agricultural workers admitted temporarily are exempt. Workers from the Philippines who work in
Guam are exempt too.There is another exemption for students in the Tax Code which applies to
both citizens and non-citizens. As long as you are a student, your wages are exempt from Social
Security and Medicare taxes even if you become a resident for tax purposes.Agnes is a citizen
of France in “J-1” status. She works in the U.S. for 3 years, 2009-2011. During 2009 and 2010 her
wages were exempt from Social Security and Medicare taxes but in 2011 they are not because
she became a resident for tax purposes.Catalina, a citizen of Honduras, is a student on a “J-1”
visa since 2010. She is a Teaching Assistant at her University. She does not have to pay Social
Security or Medicare taxes on her wages because both exemptions apply to her, she is a
student and she is a nonresident on “J-1” status. During the summer of 2011, her second year in
“J-1” status, Catalina works as an intern at a company. This internship is related to her studies
and she does not have to pay the payroll taxes even when the work is off-campus. In 2012 she
becomes a resident for tax purposes (in general you are nonresident only the first two years in
“J” status). Her wages as a Teaching Assistant are still exempt because she is a student. In the
Summer of 2012, after graduating, she returns to the company for a second internship. Her
wages are subject to Social Security and Medicare taxes because she is a resident for tax
purposes.Self-prepare vs. hiring tax professionalsWhen you need to file your tax return, you
have two options: you can prepare it yourself, or you can hire somebody to do it for you. Each
option has its advantages and disadvantages. At the end you choose the way that you feel more
comfortable with.If you prepare it yourself, it can be completely free. The printed forms are free,
you can obtain copies at the local public library, the local IRS office, or you can download them
from the . If you qualify, you can use software, installed on your computer or online, to prepare
your tax return. Preparing your tax return online could be free or you may have to pay for it, in
which case the cost to you is the cost of the software. So an advantage of self-preparation is that
it is cheap or completely free.The disadvantage is that for the most part you are on your own. It is
your responsibility to understand and to determine if you qualify for any deduction or credit you
are claiming on your tax return. You are solely and completely responsible for the accuracy of the
tax return. So, you should feel comfortable reading the publications and instructions published
by the IRS, and not be afraid of doing some research if the instructions are not clear enough.
The principal purpose of this book is to help you with this task.In addition, if the IRS examines
(audits) your tax return, you are usually on your own. Although at that point many choose to hire
a tax professional to help with the audit. This, however, could be expensive.In contrast, if you
hire a tax professional to prepare your tax return, you are not on your own. The advantage is that



tax professionals are trained in tax matters and can understand your tax situation better. They
have Continuing Education requirements which ensure that they are up to date with changes in
the law. And if your tax return is audited by the IRS, usually they are there to help you.The
disadvantage of hiring a tax professional is that it can be expensive, frequently a lot more
expensive than a computer program can be. Also, you can have bad luck and end up with a “tax
professional” that takes advantage of you or gets you in trouble with the IRS. It is therefore very
important to choose your tax professional carefully.So, how do you choose a tax professional?
There a few things that you should look for:-The tax professional has one or more of the licenses
that shows they are serious about their profession:-Certified Public Accountant (CPA)-Tax
attorney-Enrolled Agent (EA)-Registered Tax Return Preparer (RTRP)-The tax professional has
a Preparer Tax Identification Number (PTIN)-The tax professional signs the tax return-The tax
professional or somebody at his or her firm is available throughout the year-The fee charged is
not based on the amount of your refund-The tax professional does not force you to send your
refund to him or herCPAs and attorneys are licensed and regulated by the individual states,
whereas EAs and RTRPs are regulated directly by the IRS. However, all of them are covered
under a strict code of ethics set by the Department of the Treasury. In addition CPAs, attorneys,
and EAs are authorized to represent you before the IRS, which is very important if your tax return
is audited. RTRPs are also authorized to represent you but in more limited circumstances and
capacity.If you pay somebody to prepare your tax return, it is very important that the preparer
signs your tax return and provides all the information required at the bottom of the tax return:
name, signature, address, etc. and very importantly, his or her PTIN (this number starts with the
letter “P” followed by 8 digits):If somebody prepared your tax return, but you did not pay for it (a
relative, a friend, a volunteer, etc.), then the preparer does not provide that information and that
section is left blank. The same happens if you prepare the tax return yourself.Step 1:
Determining ResidencyThe Green Card Test and the Substantial Presence Test (SPT)The
resident for tax purposes definition is: “Someone who meets either the green card test or the
substantial presence test for the calendar year (January 1–December 31)” (). Before going into
the details of both tests, there are two issues to be aware of:-Resident for tax purposes and
resident for immigration purposes have different definitions; you can be a nonresident for
immigration (non-immigrant) and at the same time be a resident for taxes.-Each person who will
be included on the tax return has his/her own residency status. Do not assume that everybody in
the family has the same status. The status has to be determined individually, even for small
babies.The Green Card TestThe first step to determine your residency for tax purposes is to
apply the “Green Card Test”. This means that if you can answer “yes” to the question: “Were you
a lawful permanent resident (did you have a green card) at any time during the year?”, then you
have become a resident for tax purposes. If you have not been in the U.S. at all until you received
your Green Card, you can skip the Substantial Presence Test section and see the Residency
Starting and Ending Days sections or the “Permanent Residents (Green Card holders) – The
Green Card Test” section. If you were present in the U.S. before receiving your Green Card, you



might have become a resident for tax purposes under the Substantial Presence Test.The
Substantial Presence Test (SPT)If you answer “No” to the Green Card Test question, or if you
have been living in the U.S. before becoming a lawful permanent resident, you must apply the
Substantial Presence Test (SPT). This test says that you are a resident if you either:-were
present in the U.S. for at least 183 days during the current year, OR-were present in the U.S. for
at least 31 days during the current year AND at total of at least 183 days counting:all the days
present in the current year+ 1/3 of the days present in the previous year+ 1/6 of the days present
in the second previous yearAlthough it sounds very straightforward, there is a catch: Not all days
spent in the U.S. count towards the test.Before defining which days don’t count, let’s first define
what is a day spent in the U.S.? The IRS considers a day spent in the U.S. any portion of a day
spent in the U.S. For example, if you arrive at the customs desk at 7:00pm on a Saturday, that
Saturday is considered a day spent in the U.S. If you take a weekend trip to Canada leaving the
U.S. on Friday at 5:00pm and returning on Sunday at 11:00pm, both Friday and Sunday are days
spent in the U.S. but not Saturday because you spent the whole day outside of the U.S.Once you
know how many days you have spent in the U.S., you need to check that all those days can be
counted towards the test. Here is a list of all the days you cannot count:Do not count these days
for the Substantial Presence TestExampleDays that you commute from Canada or Mexico if you
regularly commute from there.Michael lives in Niagara Falls, Ontario Canada but works in
Niagara Falls, New York, U.S. None of the days he commutes to work count.Days that you are in
transit between two places outside the U.S. and you are in the U.S. less than 24 hours.Juan flies
from Panama to Paris with a 4-hour layover in Atlanta, Georgia. That day does not count.Step 1:
Determining ResidencyThe Green Card Test and the Substantial Presence Test (SPT)The
resident for tax purposes definition is: “Someone who meets either the green card test or the
substantial presence test for the calendar year (January 1–December 31)” (). Before going into
the details of both tests, there are two issues to be aware of:-Resident for tax purposes and
resident for immigration purposes have different definitions; you can be a nonresident for
immigration (non-immigrant) and at the same time be a resident for taxes.-Each person who will
be included on the tax return has his/her own residency status. Do not assume that everybody in
the family has the same status. The status has to be determined individually, even for small
babies.The Green Card TestThe first step to determine your residency for tax purposes is to
apply the “Green Card Test”. This means that if you can answer “yes” to the question: “Were you
a lawful permanent resident (did you have a green card) at any time during the year?”, then you
have become a resident for tax purposes. If you have not been in the U.S. at all until you received
your Green Card, you can skip the Substantial Presence Test section and see the Residency
Starting and Ending Days sections or the “Permanent Residents (Green Card holders) – The
Green Card Test” section. If you were present in the U.S. before receiving your Green Card, you
might have become a resident for tax purposes under the Substantial Presence Test.The
Substantial Presence Test (SPT)If you answer “No” to the Green Card Test question, or if you
have been living in the U.S. before becoming a lawful permanent resident, you must apply the



Substantial Presence Test (SPT). This test says that you are a resident if you either:-were
present in the U.S. for at least 183 days during the current year, OR-were present in the U.S. for
at least 31 days during the current year AND at total of at least 183 days counting:all the days
present in the current year+ 1/3 of the days present in the previous year+ 1/6 of the days present
in the second previous yearAlthough it sounds very straightforward, there is a catch: Not all days
spent in the U.S. count towards the test.Before defining which days don’t count, let’s first define
what is a day spent in the U.S.? The IRS considers a day spent in the U.S. any portion of a day
spent in the U.S. For example, if you arrive at the customs desk at 7:00pm on a Saturday, that
Saturday is considered a day spent in the U.S. If you take a weekend trip to Canada leaving the
U.S. on Friday at 5:00pm and returning on Sunday at 11:00pm, both Friday and Sunday are days
spent in the U.S. but not Saturday because you spent the whole day outside of the U.S.Once you
know how many days you have spent in the U.S., you need to check that all those days can be
counted towards the test. Here is a list of all the days you cannot count:Do not count these days
for the Substantial Presence TestExampleDays that you commute from Canada or Mexico if you
regularly commute from there.Michael lives in Niagara Falls, Ontario Canada but works in
Niagara Falls, New York, U.S. None of the days he commutes to work count.Days that you are in
transit between two places outside the U.S. and you are in the U.S. less than 24 hours.Juan flies
from Panama to Paris with a 4-hour layover in Atlanta, Georgia. That day does not count.Do not
count these days for the Substantial Presence TestDo not count these days for the Substantial
Presence TestExampleExampleDays that you commute from Canada or Mexico if you regularly
commute from there.Days that you commute from Canada or Mexico if you regularly commute
from there.Michael lives in Niagara Falls, Ontario Canada but works in Niagara Falls, New York,
U.S. None of the days he commutes to work count.Michael lives in Niagara Falls, Ontario
Canada but works in Niagara Falls, New York, U.S. None of the days he commutes to work
count.Days that you are in transit between two places outside the U.S. and you are in the U.S.
less than 24 hours.Days that you are in transit between two places outside the U.S. and you are
in the U.S. less than 24 hours.Juan flies from Panama to Paris with a 4-hour layover in Atlanta,
Georgia. That day does not count.Juan flies from Panama to Paris with a 4-hour layover in
Atlanta, Georgia. That day does not count.
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