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With the dramatic increase in international business
and personnel exchange, many tax preparers are
now encountering foreign national clients. For-

eign nationals who are resident aliens, either because they
are U.S. Lawful Permanent Residents (“green card” holders)
or because they are “substantially present” under the 183-
day U.S. residency formula, are taxed on their worldwide
income under the same rules that apply to U.S. citizens.
However, foreign nationals who are not resident aliens
(called “nonresident aliens”) are only subject to U.S. tax on
gross U.S.-sourced fixed or determinable income (such as
dividends, rents, and royalties) and on income effectively
connected to a U.S. trade or business that is taxed after lim-
ited deductions at either single or married filing separately
rates. Foreign nationals who are both a resident alien and a
nonresident alien in the calendar year are subject to tax
under the rules for dual-status taxpayers. 

New IRS Compliance Initiatives

Marti Sartipi, International Policy Program Manager, Small
Business/Self-Employed Division announced on the IRS
TaxTalkToday.tv webcast, “International Issues and U.S.
Taxpayers,” that they now have 300 personnel trained in

international compliance matters and are in the process of
hiring and training 100 more. Sartipi also announced that
the IRS international compliance initiatives include:
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such as foreign tax credits, are too complicated for
them to deal with.

• Their capital transactions are not taxed in their home
country and they expect that the transactions are
not taxable in the U.S. either.

• Their tax preparer never asked them about income
from abroad, so they did not know that it was
income for U.S. tax purposes.

• They fail to mention income earned abroad because
they think it should not be taxed in the U.S. and they
do not expect to be caught for not reporting the
income.

4. Claiming incorrect personal exemptions. In order
for a dependent to be claimed for a personal exemption,
the dependent must be a U.S. citizen or resident alien
unless an exception applies. There are exceptions for
dependents who are U.S. nationals or residents of
Canada or Mexico. Nonresidents who are residents of
South Korea, within certain restrictions, can claim
dependent exemptions. (A similar rule for residents of
Japan was eliminated by the new treaty with Japan.) Non-
resident business apprentices and students from India
can claim a dependent exemption for their spouse.

5. Incorrectly claiming a tax treaty benefit. The U.S.
has income tax treaties with over 60 countries. Many for-
eign nationals, particularly foreign students and scholars,
may be eligible for treaty exemptions from tax. Eligibility
for treaty benefits is based on tax residency (not citizen-
ship) in the treaty country as described by the treaty
article under which a benefit is claimed. 

Treaty benefits for income such as dividends, interest,
rents, and royalties require the taxpayer to be a resident of
the treaty country and not a resident of the United States
when the income is paid. Generally, tax treaty provisions for




