
Worldwide 
personal tax guide 
2020–2021
Going to/leaving the  
United States of America



Local information

Tax Authority The Internal Revenue Service (IRS)

Website www.irs.gov

Tax Year 1 January to 31 December

Tax Return due date 15 April (for US residents residing overseas on 15 April there is a 2 month automatic 
extension to 15 June)

Are tax return extensions possible Yes. However, an extension to file a return is not an extension to pay tax. To prevent 
interest and penalties from being charged on unpaid tax, any tax due should be paid 
by 15 April

Is joint filing possible Yes, depending on personal circumstances, married taxpayers may file jointly or elect 
to file as "married filing separate".

2020 Income Tax Rates separately and at a rate of 28% on alternative minimum taxable 
income exceeding $197,900 for all filers except $98,950 for 
married filing separately (long-term capital gains and qualified 
dividends are generally taxed at lower rates of 15% or 20%

Some states, cities and municipalities also levy income tax. 
City or municipal income tax rates are generally 1% or lower. 
However, the top 2020 rate for residents of New York City 
is 3.876%. State income tax rates generally range from 0% 
to 12%. Therefore, an individual’s total income tax liability 
depends on the state and the municipality where the individual 
resides or works.

Who is liable?
U.S. citizens and resident aliens are subject to tax on their 
worldwide income, regardless of source. U.S. citizens and 
resident aliens may exclude, however, up to $107,600 (for 
2020) of their foreign-earned income plus certain housing 
expenses if they meet specified qualifying tests and if they file 
U.S. tax returns to claim the exclusion.

A non-resident alien is subject to U.S. tax on income that is 
effectively connected with a U.S. trade or business and on 
U.S.-source fixed or determinable, annual or periodic gains, 
profits and income (generally investment income, including 
dividends, royalties and rental income). U.S.-source investment 
income is taxed on a gross basis at a flat rate of 30%.

Residence status for tax purposes
Residence for income tax purposes generally has no bearing 
on an individual’s immigration status. Generally, foreign 
nationals may be considered resident aliens if they are lawful 
permanent residents (“green card” holders) or if their physical 
presence in the United States lasts long enough under a 
substantial presence test. Under the substantial presence 

Taxable Income  
Band USD

National Income 
Tax Rates

Married Filing Jointly
0–19,750 10%

19,751–80,250 12%

80,251– 171,050 22%

171,051–326,600 24%

326,601–414,700 32%

414,701–622,050 35%

622,051 + 37%

Taxable Income  
Band USD

National Income 
Tax Rates

Single
0–9,875 10%

9,876–40,125 12%

40,126–85,525 22%

85,526–163,300 24%

163,301–207,350 32%

207,351–518,400 35%

518,401 + 37%

Unmarried non-resident aliens are taxed under the rates for 
single individuals. Married non-residents whose spouses are 
also non-residents are generally taxed under the rates for 
married persons filing separately.

The United States also imposes alternative minimum tax (AMT) 
at a rate of 26% on alternative minimum taxable income, up 
to $197,900, for all filers except $98,950 for married filing 

The content of this document is current as of 1 February 2021. The content is next expected to be updated by 1 April 2023.
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test, a foreign national is deemed to be a U.S. resident if the 
individual fulfils both of the following conditions:

• The individual is present in the United States for at least 31 
days during the current year.

• The individual is considered to have been present for at 
least 183 days during a consecutive three-year test period 
that includes the current year, using a formula weighted 
with the following percentages:

• Current year — 100%

• 1st preceding year — 33.33%

• 2nd preceding year — 16.67%

Among several exceptions to the substantial presence test are 
the following:

• Days present as a qualified student, teacher or trainee, or if 
a medical condition prevented departure, are not counted.

• An individual might claim to be a non-resident of the United 
States by virtue of having a closer connection (such as a 
tax home) to a foreign country.

• Bilateral income tax treaties may override domestic U.S. 
tax rules for dual residents.

In certain circumstances, it may be beneficial for an individual 
to be considered a resident of the United States for income tax 
purposes. An individual may make what is known as a first-
year election to be treated as a resident in the year of arrival if 
certain conditions are met.

Income subject to tax
 In general, gross income must be segregated into the 
following three separate baskets:

• Earned income, which is generally salary and earnings from 
active trades or businesses.

• Portfolio income, which is generally investment income, 
including interest, dividends, certain royalties and gains 
from the disposition of investment property.

• Passive income, which is generally income from traditional 
tax-shelter investments including real estate.

Employment income — In addition to cash payments, 
taxable salary generally includes all employer-paid items, 
except, medical insurance premiums, pension contributions 
to a U.S. qualified plan and, for individuals on short-term 
assignments of one year or less, meals and temporary 
housing expenses.

In general, a non-resident alien who performs personal 
services as an employee in the United States at any time 
during the tax year is considered to be engaged in a U.S. trade 
or business. An exception to this rule applies to a non-resident 
alien performing services in the United States if all of the 
following conditions apply:

• The services are performed for a foreign employer.

• The employee is present no more than 90 days during the 
tax year.

• Compensation for the services does not exceed $3,000.

These conditions are similar to those contained in many 
income tax treaties, although the treaties often expand the 
time limit to 183 days and increase or eliminate the maximum 
dollar amount of compensation.

Compensation is considered to be from a U.S. source if it 
is paid for services performed in the United States. The 
place where the income is paid or received is irrelevant in 
determining its source. If income is paid for services performed 
partly in the United States and partly in a foreign country, and 
if the amount of income attributable to services performed in 
the United States cannot be accurately determined, the U.S. 
portion is determined on a workday ratio basis.

States often follow the federal tax treatment in determining 
if a non-resident alien’s income is subject to state taxation; 
however, certain states tax income of a non-resident regardless 
of federal tax treatment or treaty relief.
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Self-employment income — In general, a non-resident alien 
who performs independent personal services in the United 
States at any time during the tax year is considered to be 
engaged in a U.S. trade or business.

Although subject to tax at the graduated rates, compensation 
paid to a non-resident alien for performing independent 
personal services in the United States is subject to a 30% 
withholding tax.

Investment income — Dividends, interest income and capital 
gains are considered portfolio income and are generally 
taxed at the ordinary rates. Certain types of interest income, 
including interest on certain state and local government 
obligations, are exempt from federal tax, but may be subject to 
alternative minimum tax.

Net income from the rental of real property and from 
royalties is aggregated with other income and taxed at the 
ordinary rates.

In general, passive losses, including those generated from 
limited-partnership investments or rental real estate may be 
offset only against income generated from passive activities.

Limited relief may be available for real estate rental losses. 
For example, an individual who actively participates in rental 
activity may use up to $25,000 of losses to offset other types 
of income. The $25,000 offset is phased out for taxpayers 
with adjusted gross income of between $100,000 and 
$150,000, and special rules apply to married individuals filing 
separate tax returns.

Disallowed losses may be carried forward indefinitely and used 
to offset net passive income in future years. Any remaining 
loss may be used in full when a taxpayer sells the investment in 
a transaction that is recognized for tax purposes.

Directors’ fees — In general, directors’ fees are considered to 
be earnings from self-employment.

Deferred compensation and participation in foreign 
pension plans — The United States has very complex rules 
regarding the taxation of deferred compensation. If a plan of 
deferral does not meet the requirements of the law, significant 
penalties and interest may be charged. Complex rules apply to 
the taxation related to participation in a non-U.S. retirement 
plan. In many cases, continued participation in the home 
country plan may result in income that is taxable in the United 

States. Certain newer income tax treaties attempt to address 
this issue.

Income from certain foreign corporations — Under a 
complex set of rules, US citizens and residents with ownership 
interests in “controlled foreign corporations” may be subject 
to US tax on certain categories of income, even if the income 
has not been distributed to them as a dividend. Beginning in 
2018, the categories of income subject to current taxation are 
expanded. Individuals who were subject to these rules in 2017 
were required to calculate a “transition tax” when filing their 
2017 tax returns.

Taxation of employer-provided stock options — Under 
incentive stock option (ISO) rules, options provided to 
employees under qualified stock option plans are not subject 
to tax at the time the option is granted or at the time the 
employee exercises the option and buys the stock. However, 
at the time of exercise, the difference between the exercise 
price and the fair market value of the stock at the date of 
exercise is considered a tax preference item for AMT purposes. 
Tax is levied at capital gains tax rates when the employee sells 
the stock.
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A stock option provided to an employee under a non-qualified 
plan is taxed when it is granted if the option has a readily 
ascertainable fair market value at that time. Most non-qualified 
options that are not traded on an established market do not 
have a readily ascertainable fair market value and are not 
taxable at the date of grant.

The exercise of a non-qualified stock option triggers a 
taxable event. An employee recognises ordinary income in 
the amount of the value of the stock purchased, less any 
amount paid for the stock or the option. When the stock is 
sold, the difference between the sale price and the fair market 
value of the stock at the date of exercise, if any, is taxed as a 
capital gain.

Capital gains and losses
Net capital gain income is taxed at ordinary rates, except 
that the maximum rate for long-term gains is limited to the 
following:

• 0% for married individuals filing jointly, with a maximum 
taxable income of USD80,000 (USD40,000 for single 
individuals).

• 15% for married individuals filing jointly, with a maximum 
taxable income of USD496,600 (USD441,450 for single 
individuals).

• 20% for married individuals filing jointly, with taxable 
income of more than USD496,600 (USD441,450 for single 
individuals).

Net capital gain is equal to the difference between net 
long-term capital gains over net short-term capital losses. 
Long-term refers to assets held longer than 12 months. 
Short-term capital gains are taxed as ordinary income at the 
ordinary rates.

Once every two years, U.S. taxpayers, including resident 
aliens, may exclude up to $250,000 ($500,000 for married 
taxpayers filing jointly) of gain derived from the sale of a 
principal residence. To be eligible for the exclusion, the 
taxpayer must generally have owned the residence and used 
it as a principal residence for at least two of the five years 
immediately preceding the sale. 

Capital losses are fully deductible against capital gains. 
However, net capital losses are deductible against other 

income only up to an annual limit of $3,000. Unused capital 
losses may be carried forward indefinitely. Losses attributable 
to personal assets (for example, a personal residence or an 
automobile) are not deductible.

Dividends received by individuals from domestic corporations 
and “qualified foreign corporations” are taxed at the same 
special rates as those applicable to net capital gains, for both 
the regular tax and the alternative minimum tax. 

To qualify for the 15% (or 0% or 20%) tax rate, the shareholder 
must hold a share of stock for more than 60 days during the 
120-day period beginning 60 days before the ex-dividend date. 
Other dividends are taxed at ordinary rates.

Net worth tax
No federal tax is levied on an individual’s net worth. However, 
some states and municipalities impose a tax on an individual’s 
net worth.

Estate and gift tax
U.S. estate and gift taxes are imposed at graduated rates 
ranging from 18% to 40% on the value of property transferred 
by reason of death or gift. In general, citizens and residents 
are entitled to a unified exemption of $10 million (indexed 
for inflation; $11,580,000 for 2020) on these taxes. A third 
transfer tax, known as the generation-skipping transfer (GST) 
tax, operates under a complex set of rules.

In general, transfers between spouses who are U.S. citizens, or 
from a non-U.S. citizen to a U.S. citizen spouse, are not subject 
to estate or gift taxes. However, transfers from a U.S. citizen to 
a non-U.S. citizen spouse may be subject to estate or gift tax.

Like U.S. income tax rules, U.S. estate and gift tax rules differ, 
depending on whether a foreign national is considered to 
be a resident or non-resident alien. However, the distinction 
between residents and non-residents differs from that under 
U.S. income tax rules. For estate and gift tax purposes, a 
non-resident is a foreign national who is not a U.S. citizen 
and whose domicile is outside the United States at the date of 
death or gift. A person’s domicile is defined generally as the 
place the individual regards as his or her permanent home—
that is, the place where he or she is living with no present 
intention of leaving.
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Application of U.S. estate and gift tax rules may be modified if 
a non-resident alien is a resident of a country that has entered 
into an estate and gift tax treaty with the United States. The 
United States currently has estate and/or gift tax treaties with 
16 countries.

Gift tax — U.S. citizens and resident aliens are subject to 
gift tax on transfers of all property, tangible and intangible, 
regardless of the location of the property. Tax is imposed on 
the fair market value of property on the date of the gift, at 
graduated rates determined by the individual’s cumulative 
lifetime transfers. Certain exemptions and reliefs apply.

Foreign nationals who are not domiciled in the United States 
must generally pay gift tax on transfers of real property 
and tangible personal property located in the United States. 
Intangible property, including stocks and bonds, is generally 
exempt. The gift tax rates for non-residents are the same 
as those for citizens and residents. These non-residents are 
allowed to give up to $15,000 (for 2020) annually to each 
recipient with no gift tax consequences, but they may not split 
gifts with their spouses.

Estate tax — The estate of a U.S. citizen or resident includes 
all property, tangible and intangible, regardless of location.

Property transferred at death from a U.S. citizen to a non-U.S. 
citizen spouse is generally not excluded from the decedent’s 
gross estate, unless the property is placed in a qualified 
domestic trust or the surviving spouse becomes a U.S. citizen 
before the estate tax return is due. 

For U.S. tax purposes, the estate of a non-resident includes 
only property deemed to be located in the United States. 
This generally includes tangible, intangible and real property 
located within the United States at the time of death. The 
estate tax rates are the same as those for citizens and 
residents. 

Expatriation tax
Effective from 17 June 2008, certain individuals known 
as “covered expatriates” are immediately taxed on the net 
unrealised gain in their property exceeding $600,000 (indexed 
for inflation; $737,000 for 2020) as if they sold the property 
for fair market value the day before expatriating or terminating 
their U.S. residency. In general, “covered expatriates” are 

U.S. citizens, or long-term residents (“green card” holders for 
any part of 8 tax years during the preceding 15 years) who 
either have a five-year average income tax liability exceeding 
$124,000 (indexed for inflation; $171,000 for 2020) or a net 
worth of $2 million or more, or who have not complied with 
their U.S. tax filing obligations for the preceding five years. 
This treatment applies to most types of property interests held 
by individuals.

At the election of the taxpayer, subject to approval of the IRS, 
payment of the exit tax may be deferred if adequate security 
is provided. Such deferral is irrevocable, carries an interest 
charge and requires the taxpayer to waive any treaty rights 
with respect to the taxation of the property.

Social security taxes
Social security tax — Under the Federal Insurance 
Contributions Act (FICA), social security tax is imposed on 
wages or salaries received by individual employees to fund 
retirement benefits paid by the federal government. FICA tax 
is imposed on compensation for services performed in the 
United States, regardless of the citizenship or residence of the 
employee or employer. Consequently, absent an exception, 
non-resident alien employees who perform services in the 
United States are subject to FICA tax, even though they may 
be exempt from U.S. income tax under a statutory rule or an 
income tax treaty.
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Self-employment tax — Self-employment tax is imposed 
under the Self-Employment Contributions Act (SECA) on 
self-employment income, net of business expenses, that is 
derived by U.S. citizens and resident aliens. If a taxpayer 
has both wages subject to FICA tax and income subject to 
SECA tax, the wage base subject to FICA tax is used to reduce 
the income base subject to SECA tax. SECA tax is computed 
on the individual’s U.S. income tax return. Non-resident aliens 
are not subject to SECA tax unless they are required to pay tax 
under a totalisation agreement.

Federal unemployment tax — Federal unemployment 
tax (FUTA) is imposed on employers’ wage payments to 
employees. FUTA is imposed on income from services 
performed within the U.S., regardless of the citizenship or 
residency of the employer or employee. It is also imposed 
on wages for services performed outside the U.S. for a U.S. 
employer by U.S. citizens. Self-employed individuals are not 
subject to FUTA tax.

Tax filing and payment procedures
The U.S. system of tax administration is based on 
the principle of self-assessment. U.S. taxpayers must 
file tax returns annually with the IRS and with the 
state and local tax authorities under whose jurisdiction 
they live if those governments impose income or net 
worth taxes.

On the federal return, taxpayers must report income, 
deductions and exemptions and must compute the tax 
due. Taxes are generally collected by employer withholding 
on wages and salaries and by individual payment of 
estimated taxes on income not subject to withholding. 
Normally, tax due in excess of amounts withheld and 
payments of estimated tax must be paid with the return 
when filed. The taxpayer may also claim a refund of an 
overpayment of tax on the annual return. Substantial 
penalties and interest are usually imposed on a taxpayer 
if a return is not filed on time or if tax payments, 
including estimated payments, are not made by the 
applicable due dates.

An employer (U.S. or foreign) is responsible for withholding 
U.S. income and social security taxes from non-resident alien 
employees.

For years in which a foreign national is both a resident alien 
and a non-resident alien, two returns are generally prepared, 
attached to each other, and filed simultaneously. One return 
reports income and deductions for the residence period, 
and the other reports income and deductions for the non-
resident period. The income from the non-resident period 
that is effectively connected with the taxpayer’s U.S. trade 
or business is combined with all income from the resident 
period for computation of the tax on income subject to 
graduated tax rates.

Two elections are available to married aliens that enable them 
to file one tax return and qualify for the lower married filing 
joint return tax rates. 

In addition to the income tax return filing requirements, 
the United States has information reporting rules, which 
affect certain U.S. residents and citizens, and certain non-
residents. The rules cover interests and signature authority 
in foreign bank and other financial accounts and assets, 
including foreign pension plans, foreign corporations, foreign 
trusts and foreign partnerships. The reporting rules are 
extremely complex, and penalties (both civil and criminal) 
for failure to comply with the reporting requirements can 
be significant.

Double tax relief and tax treaties
A foreign tax credit is the principal instrument used by U.S. 
individuals to avoid being taxed twice on foreign-source 
income—once by a foreign government and again by the United 
States. In general, the foreign tax credit permits a taxpayer to 
reduce U.S. tax by the amount of income tax paid to a foreign 
government, subject to certain limitations.

The foreign tax credit is generally limited to the lesser of actual 
foreign taxes paid or accrued and U.S. tax payable on foreign-
source income. Separate limitations must be calculated for two 
categories of income. These categories are passive category 
income and general category income, which includes earnings 
from personal services. 

Special rules apply to non-resident aliens who are residents of 
countries that have income tax treaties with the United States. 
The United States has entered into double tax treaties with 58 
countries.
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EY  |  Building a better working world

EY exists to build a better working world, helping 
to create long‑term value for clients, people and 
society and build trust in the capital markets.

Enabled by data and technology, diverse EY 
teams in over 150 countries provide trust 
through assurance and help clients grow, 
transform and operate.

Working across assurance, consulting, law, 
strategy, tax and transactions, EY teams ask better 
questions to find new answers for the complex 
issues facing our world today.

EY refers to the global organization, and may refer to one or more, of 
the member firms of Ernst & Young Global Limited, each of which is 
a separate legal entity. Ernst & Young Global Limited, a UK company 
limited by guarantee, does not provide services to clients. Information 
about how EY collects and uses personal data and a description of the 
rights individuals have under data protection legislation are available via 
ey.com/privacy. EY member firms do not practice law where prohibited 
by local laws. For more information about our organization, please visit 
ey.com. 
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