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This presentation has been prepared by Embassy Tax Services LLC.

The information in this presentation is current as of January 2018 and is intended 
to be of a general nature. The presentation is not intended to address the facts or 
situation pertaining to any particular individual. It should not be viewed as legal, 
tax or investment advice.  If advice is needed please consult with a professional 
tax advisor.
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⚫ Vienna Conventions - Exemptions from US Tax 

⚫ Social Security numbers and ITIN numbers

⚫ Working in the US

– Wages

– Employee Withholding 

⚫ Investing in the US

– Tax Treaty 

– Interest and Dividend income

– Rental Property

– Capital Gains

– Sale of Residence

⚫ Nonresident Tax Return 

– Form 1040NR 

www.embassytax.com | 703-949-1977

Agenda



Embassy
Tax Services

To work or invest in the US, you will need to have either a social security 
number or an IRS individual taxpayer identification number (ITIN).

You don’t need both:

If you plan to work, you will need a social security number which can be used 
for working and investing.

If you do not plan to work, you only will need an ITIN number which cannot 
be used for employment purposes.  
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Tax Identification Numbers 
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Income received from US sources by nonresident aliens is classified as 
either:

Effectively connected with a trade or business in the US. 

or

Fixed and Determinable Income

Effectively connected income (wages or self-employment income) is taxed 
at graduated rates. 

Fixed and determinable income (interest income or dividends) is taxed at 
a flat rate of 30% or less where a lower rate is established by an income 
tax treaty. 
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Types of Income 
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If you work outside of the embassy, you are subject to both income tax 
and social security tax.  You will have to pay income tax to the Federal 
Government and the local state where you live.

The exemption from taxes provided by the Vienna Conventions does not 
extend to income earned outside of your official capacity in the embassy.

⚫ Complete IRS Form W-4 to set up Federal withholding and the 
appropriate State withholding forms.   These forms are filed with your 
employer.

⚫ After the year ends, you will receive Form W-2 showing total wages 
received in the calendar year.  The form should come by January 31st. 
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Working in the U.S. - Wages 
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Nonresident Aliens completing Form W-4 should 

⚫ 1) Enter your Social Security Number on Line 2 (Don't use an ITIN number, it 
needs to be an SSN)

⚫ 2) Check Single on Line 3

⚫ 3) Claim only 1 allowance on Line 5

⚫ 4) Write NRA on the dotted line on Line 6

⚫ 5) Do not claim EXEMPT on Line 7
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Filling out Form W-4 
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To open a bank account or investment  account, you will need provide the 
bank or investment firm with either a social security number or an IRS 
individual taxpayer identification number (ITIN)

Be sure that when you open your account with your bank or investment 
company that you let them know you are not a US resident

You should give them your ITIN or SSN and Form W-8BEN so they can set up 
your account properly and withhold tax at the correct tax treaty rates

At the end of the year you should receive Form 1042-S.  

If your bank issues you a Form 1099 series form to report interest or 
dividends, the account is not set up correctly..
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Investing in the US 
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⚫ Income from US sources, like interest income,  dividend income and capital 
gains is taxed at a flat 30% or lower tax treaty rate. 

⚫ Australia has a tax treaty with the US.  In order to qualify for the lower tax 
treaty rates, you must qualify as a resident of a Australia.  

⚫ For US sourced rental income there is special election that can be made to 
be taxed on a net income basis rather than the flat rate of 30% of gross 
rental income.
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Taxation of Fixed and Determinable Income 
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⚫ Due date April 15 of each year if wages or other effectively connected 
income is being reported.   If only investment income is being reported the 
due date is June 15th

⚫ Filing Status - Use either Other Single Nonresident Alien if you are not 
married, or Other Married Nonresident Alien   \

⚫ Exemptions - Only 1 exemption allowed.   No exemptions for spouse or 
children

⚫ Itemized deductions are limited.   No deductions allowed for mortgage 
interest or real estate taxes.
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Australia/US Income Tax Treaty Rates

Income Type Treaty Article Treaty Tax Rate Comments

Dividend  Income 10 15%

Interest Income 11 10%
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Capital gains (not involving real estate)

183 day rule.  

If you were in the US for less than 183 days, capital gains are not taxable

If you were in the US for 183 days or more during the tax year, the net 
gain from sales of capital assets is taxed at 30% .

Net gain = the excess of US sourced capital gains over US sourced capital 
losses.  
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Capital Gains and Losses
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Capital gains (involving real estate)

⚫ Taxed at graduated tax rates rather than at the 30% standard tax rate 
for fixed income.  Use Schedule D to compute the amount 
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Capital Gains and Losses
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Expenses must be:

⚫ Ordinary and necessary, required by employer.

⚫ For items where no employer reimbursement available.

⚫ Use Form 2106 to calculate the amount of unreimbursed employee 
business expense and claim deduction on Form 1040NR Schedule A as 
Other Miscellaneous Deductions.  Subject to 2% AGI limitation.
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Employee Business Expenses
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Exclusion of up to $250,000 on the gain from the sale of your main home. 

Requirements: 

⚫ Property must be your main home.

⚫ You must have owned and lived in the home for at least 2 years during 
the 5 year period ending on the date of sale. 

If all the gain is excluded, the sale does not have to be reported on your 
tax return.
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Sale of Your Residence in the US  
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⚫ If you are a nonresident and are married to a US citizen or resident, you can 
make a one time election to file a joint tax return with your spouse.

⚫ Written election is required in year of election

⚫ The nonresident alien spouse is required to report worldwide income

⚫ The election can be revoked but once revoked cannot be made again 
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Joint Filing Election with Nonresident Spouse
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FIRPTA – IRC 1441

⚫ IRS requires 15% withholding on the sale of US real estate owned by 

nonresidents

⚫ Sales of a personal residence for not more than $300,000 are exempt 
from the withholding requirement

⚫ The purchaser of the property is the withholding agent

⚫ The withholding is sent to the IRS 

⚫ You can apply to eliminate or reduce the 15% withholding if the tax 
owed on the sale is less than the flat 15% 

⚫ File IRS Form 8288-B to request the reduction in withholding
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Sale of Your Residence in the US  
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⚫ www.irs.gov – IRS web site

⚫ IRS Publication 519   US Tax Guide for Aliens

⚫ IRS Publication 901  - US Tax Treaties 
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Resources

http://www.irs.gov/
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Taxation of US Citizens

Questions?


