
    
    

 

Preparation of Form 1040-NR, 
U.S. Nonresident Alien Income 

Tax Return 



 

          

         
    

        
      
  

          
    

Learning Objectives 

At the end of this course, you will be able to: 

• Recognize where to report various types of income and 
expenses on a Form 1040-NR 

• Identify the common types and tax treatment of 
effectively connected income (ECI) and non-effectively 
connected income (non-ECI) 

• Describe changes to the Form 1040-NR due to the Tax 
Cuts and Jobs Act (TCJA) 



   

      
     

       
       
        

      

      
     

Nonresident Alien Individual Taxation 

 Nonresident alien individuals (NRAs) are generally 
taxed on 2 categories of income: 
 U.S. source fixed or determinable, annual or 

periodical (FDAP) income (that is not effectively 
connected with a U.S. trade or business) – subject 
to U.S. tax at a 30% rate 

 Effectively connected income (ECI) – taxable at 
graduated rates on a net basis 



    

        
          

        

         
             
      

        
          

      

Nonresident Alien Individual Taxation (cont’d) 

 In determining whether U.S. source FDAP income or 
U.S. source capital gains are ECI, the principal tests to 
be applied pursuant to Treas. Reg. § 1.864-4(c)(1) are 
the: 
 Asset Use Test – Whether the income is derived from 

assets used in or held for use in the conduct of a U.S. 
Trade or Business (USTB). Treas. Reg. § 1.864-4(c)(2) 

 Business Activities Test – Whether the activities of the 
USTB were a material factor in the realization of the 
income, gain, or loss. Treas. Reg. § 1.864-4(c)(3) 



   
            

             
           

    
             

           

           
  

           
          

         

Form 1040-NR Filing Requirements 
 NRAs engaged in a U.S. trade or business even if no income 

from that trade or business or no U.S. source income, or if the 
income is exempt from U.S. tax under an applicable treaty or 
any section of the Code 

 NRAs not engaged in a trade or business in the U.S., but with 
U.S. source income, the tax on which is not satisfied by 
withholding 

 A representative or agent responsible for filing the return of an 
NRA described above 

 A fiduciary of an estate or trust of an NRA described above 
 NRAs who wish to claim the benefit of any deductions, 

including for the purpose of making a claim for refund 



   

           
         
 
         

        
         

 

       
          

Form 1040-NR Due Date 

 A timely filed return for an NRA is due on June 
15th following the close of the calendar year. See 
IRC § 6072(c) 
 If an NRA receives wages subject to chapter 24 

withholding, the return is due on April 15th 
following the close of the calendar year. See Treas. 
Reg. § 1.6072-1(c) 

 NRAs may secure a 6-month automatic extension 
by filing Form 4868 by the regular due date of 
return. 



     Form 1040-NR – Filing Status and Dependents 



   

  
       

 

           
        
       

        
   

Filing Status and Dependents 

 3 filing statuses 
 Single nonresident alien, Married nonresident alien, and 

Qualifying widow(er) 

 Boxes 1, 3 and 4 are greyed out because the deduction 
for personal exemptions was suspended by the 2017 
Tax Cuts and Jobs Act, P.L. 115-97 (TCJA). 

 Dependents 
 Dependent information is needed to claim tax credits 

available to certain NRAs. 



    
    

Form 1040-NR – Income Effectively 
Connected with a U.S. Trade/Business 



      

    
           

               
 

       
      

        
              
       

            
            

           
     
 

Income Effectively Connected with a U.S. 
Trade/Business 

 Line 8 – Wages, salaries, tips 
 Does not include amounts exempted under a tax treaty. These amounts 

should be included on Line 22 and reflected on item L of Schedule OI on 
page 5. 

 Line 22 – Total income exempt by a treaty 
 Includes both exempt ECI and exempt non-ECI 
 Should not be included in the total ECI amounts 
 Item L of Schedule OI must be completed to report income that is exempt 

from U.S. tax by an income tax treaty. 
 Generally, wages paid to an NRA which are exempt under an income 

tax treaty are reported on Form 1042-S, using Exemption Code 04. 
Any additional U.S. sourced wages paid which are over the exempt 
amount are reported on Form W-2. 
 Form 8233 



      
 

      
            

        
     

          
      

     
          
         

        
     

              
   

Income Effectively Connected with a U.S. 
Trade/Business (cont’d) 

 Lines 9 and 10 – Interest and Dividends 
 Amounts that are effectively connected with a USTB are reported on these 

lines. 
 Must pass either Asset Use or Business Activities test 

 Line 13 – Business income or (loss) 
 Effectively connected income and expenses from a sole proprietorship are 

reported on and carried from Schedule C. 
 Line 14 – Capital gain or (loss) 

 Capital gains/losses that are effectively connected with a USTB are 
reported on and carried from Schedule D and Form 8949. 

 Must pass either Asset Use or Business Activities test 
 Line 15 – Other gains or (losses) 

 Gains/Losses from the sale of assets used in a USTB are reported on and 
carried from Form 4797. 



      
 

     
         
  

         
          

        
          

     

  

Income Effectively Connected with a U.S. 
Trade/Business (cont’d) 

 Line 12 – Scholarship and fellowship grants 
 Taxable amounts are reported on Form 1042-S, Box 2, 

Income Code 16. 

 Does not include amounts exempted under a tax treaty. 
These amounts should be included on Line 22 and reflected 
on item L of Schedule OI on page 5. 
• Amounts exempt under an income tax treaty are reported on 

Form 1042-S using Exemption Code 04. 

• Form W-8BEN 



      
 

   
          
 

    
         

   
          

  
          

      
         

      

Income Effectively Connected with a U.S. 
Trade/Business (cont’d) 

 Line 16 – IRA distributions 
 Total distributions and taxable amounts from IRAs are reported on 

Form 1099-R. 

 Line 17 – Pensions and annuities 
 Distributions from pensions and annuities are reported either on 

Form 1042-S or 1099-R. 
• Distributions that are effectively connected with a USTB are included 

on this line. 
• Distributions that are not effectively connected income is subject to 

30% withholding and included on Schedule NEC. 
• Allocation may be necessary for reported amounts that include 

employer contributions, earnings, and/or foreign sourced distributions. 



      
 

       
        

            
         

            
         
       

         
       

   
         

          

Income Effectively Connected with a U.S. 
Trade/Business (cont’d) 

 Line 18 – Rental real estate, partnerships, trusts, etc. 
 Amounts are reported on and carried from Schedule E. 
 Include on this line rental income that is considered ECI or if 

the election to treat rental income as ECI is made. 
• Note that gains and losses from the sale of U.S. real property 

interests are considered effectively connected with a USTB and 
therefore reported on Schedule D and/or Form 4797. 

 Amounts from a Schedule K-1 should be reviewed to 
determine whether they are considered ECI or non-ECI. 

 Line 21 – Other income 
 Includes any other income effectively connected with a USTB 

that is not reported elsewhere on the return or other schedules. 



    Form 1040-NR – Adjusted Gross Income 



     

         
        

       

          
         

     
         

        
           

      

Form 1040-NR – Adjusted Gross Income 
(cont’d) 

 Line 26 – Moving expenses for members of the Armed Forces 
 Under pre-TCJA rules, NRAs may deduct unreimbursed moving 

expenses for job location if requirements are met. 

 Under post-TCJA rules, the deduction is suspended and only allowed 
to members of the U.S. Armed Forces on active duty. 

 Line 33 – Student loan interest deduction 
 Rules are the same for both U.S. taxpayers and NRAs 

 Eligible education institutions include institutions that are located 
outside the U.S. that are eligible to participate in the U.S. 
Department of Education’s Federal Student Aid programs. 



      Form 1040-NR – Tax and Credits, Other Taxes 



      
 

Form 1040-NR – Tax and Credits, Other 
Taxes (cont’d) 



   
    

  
        

       

         
           

      
           

          
    

   
              

Tax Credits, Other Taxes 
 Line 46 – Foreign tax credit 

 To claim credit: 
• Report income from foreign sources on Form 1040-NR, and 
• Paid or owe foreign tax on that income 

 Line 49 – Child tax credit and credit for other dependents 
 Only U.S. nationals, residents of Canada, Mexico, or South Korea, and 

certain residents of India can claim credit. 
 The person claimed must be U.S. citizen, national, or resident alien. 

 Line 54 – Tax on income not effectively connected with a USTB 
 Amounts from completed Schedule NEC 

 Line 55 – Self-employment tax 
 NRAs are not subject to SE tax unless tax is part of a totalization 

agreement. 



  

         
           
        

           
    

Form 1040-NR – Payments 

 For withholding to be allowed as a payment or credit, 
 A copy of the form reporting the withholding generally has to 

be attached to the Form 1040-NR when filed, and 
 The withholding agent must file a copy of the form reporting 

the withholding with the IRS. 



   Form 1040-NR – Schedule A 



   

      
      

   

     
       

        
 

     
      

Schedule A – Itemized Deductions 

 Line 1 – State and local income taxes 
 Post-TCJA – Deductibility capped at $10,000, or 

$5,000 if married NRA 

 Line 6 – Casualty and theft loss(es) 
 Post-TCJA – Personal casualty and theft losses are 

generally only deductible if attributable to a federally 
declared disaster. 

 Post-TCJA – All miscellaneous itemized deductions 
subject to the 2% floor are suspended. 



   

              
          

              
 

      
             

Form 1040-NR – Schedule NEC 

 Statutory rate of tax on non-ECI is generally 30%; the 10% and 15% rates 
commonly apply to various types of income eligible for treaty benefits. 

 Any taxes withheld at source are reported here and carried to Page 2 of 
Form 1040-NR. 

 Lines 1 and 2 – Dividends and Interest 
 Amounts that are not effectively connected with a USTB are reported on these 

lines. 



    

               
      

                
          
             

              
                

            
  

                
      

Form 1040-NR – Schedule NEC (cont’d) 

 Line 6 – Should not include any income that NRA elected to treat as ECI and 
included on page 1 of Form 1040-NR. 

 Line 8 – 85% of any U.S. social security benefits are taxable to NRAs and subject to 
30% withholding rate unless exempt or taxed at lower treaty rate. 

 Line 10 – Includes all taxable gambling winnings and gambling losses* to the extent 
of winnings for residents of Canada who are not in a USTB of gambling. 

 Line 11 – NRAs (other than a residents of Canada) who are not in a USTB of 
gambling must report full amount of taxable gambling winnings. Gambling losses 
are not allowed. 

* Note: Taxable gambling winnings and losses for NRAs do not include winnings or losses from 
blackjack, baccarat, craps, roulette or big-6 wheel. 



    

             
                

          

             
             

    
       

Form 1040-NR – Schedule NEC (cont’d) 

 U.S. personal property capital gains are taxed at a flat 30% or lower 
tax treaty rate if the NRA was in the U.S. 183 days or more during the 
year, and the gains are not effectively connected with a USTB. 

 Capital losses allocable to U.S sources that are not directly related to a 
USTB may be used to offset any capital gains that are not effectively 
connected with a USTB. 
 Losses in excess of gains are not allowed. 



   

           
          

             
          

  

Form 1040-NR – Schedule OI 

 Item B – If claiming a treaty benefit, country listed here should 
match appropriate treaty in which the NRA is claiming a benefit. 

 Item E – Type of visa held is needed to determine whether or not 
NRA is an “exempt” individual for purposes of the Substantial 
Presence Test (SPT). 



    

             
          
    

            
          

Form 1040-NR – Schedule OI (cont’d) 

 Item G and H – These items details days of presence in the U.S., 
which are important in calculating whether or not the taxpayer 
meets the SPT. 

 An individual that does not meet the SPT is considered an NRA 
for tax purposes. Information in this section should reflect this. 



    

             
     

            
           

Form 1040-NR – Schedule OI (cont’d) 

 Item L – Must be completed to report income that is exempt from U.S. 
tax by an income tax treaty 

 Item M – Checked if NRA is making the initial election or has 
previously made the election to treat income from real property as ECI 



          
        

     
         

     
        

        
         

       
      
        

  Comprehensive Example - Facts 
 NRA is a resident of China attending graduate school in 

U.S. on an F-1 student visa since Sept. 2017. 
 Received the following year-end tax forms: 

 Form W-2 for campus job: $20,000 wages, $2,500 federal 
tax withheld, $800 state tax withheld 

 Form W-2 for summer internship: $10,000 wages, $1,700 
federal tax withheld, $400 state tax withheld 

 Form 1042-S: $5,000 with income code 20, exemption code 
04 

 Form 1042-S: $500 dividend, $150 federal tax withheld 
 Form 1099-G: $300 state income tax refund 
 Form 1099-INT: $200 for savings account at U.S. bank 



     

         
     

     
        

      

      

       
 

   Comprehensive Example – Facts (cont’d) 

 Received $20,000 in qualified scholarship grants 

 Received $12,000 rental income for renting out half of 
condo she owned and lived in 

 Records of the following expense items: 
 $6,000 real property tax, $1,000 utilities, $800 homeowners 

insurance, and $600 HOA fees for condo 

 $800 cash contribution to qualified U.S. charities 

 $1,000 unreimbursed employee business expenses during the 
summer internship 



     Comprehensive Example – Form 1040-NR, Page 1 



   Comprehensive Example – Schedule E 



     Comprehensive Example – Form 1040-NR, Page 2 



      Comprehensive Example – Form 1040-NR, Page 2 (cont’d) 



   Comprehensive Example – Schedule A 



   Comprehensive Example – Schedule NEC 



   Comprehensive Example – Schedule OI 



    Comprehensive Example – Schedule OI (cont’d) 



  

      
    

      

    

    IRS Publications and Additional 
Resources 

Form 1040-NR Instructions 

Publication 515, Withholding of Tax on 
Nonresident Aliens and Foreign Entities 

Publication 519, U.S. Tax Guide for Aliens 

International Tax Topics – IRS.gov 
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