
1040NR? or 1040? 

 –1– © 2021 Jean Mammen, EA 

The Masaryk Twins – 2020 Tax Year 

Case Study II (CWM) and Case Study III (JWM) 

Common Elements: The Masaryk twins are both physician trainees, in the U.S. on J1 
visas. They share the same date of birth, U.S. address, phone number, sponsor, 
employer, and financials. Both qualify for a treaty income exclusion. 

Individual Elements: The twins have different first names. They entered the U.S. a 
year apart. One has not yet met the Substantial Presence Test (SPT) and will file on 
Form 1040-NR. One has met the SPT and will file on Form 1040. For 2020, he qualifies 
for the Recovery Rebate Credit. The RRC calculation is not shown. 

Common Information  
Neither twin is blind nor disabled 

Taxpayer DOB November 12, 1991 

Address 603 Berwyn Road, Berwyn Heights, MD, 20784 
Living Arrangement Shares rented apartment 
Taxpayer Occupation Physician trainee 

Each twin is a physician trainee at Berwyn Hospital in Prince George’s County, MD. 
Each resided in the Czech Republic immediately before entering the U.S. Each contract 
began May 1 of the twin’s first year in the U.S. It is renewable in two-year increments.  

Income 
Each twin received a compensation form and an interest form. No other income. 

Wages were paid by Berwyn Hospital.  

On 1042-S, Box 1 code is 19. Box 2 shows $ 42,400. Box 3 is checked. 3b is 14%. Box 
7 is $ 5,418. Each had $32 interest on his account in the BH FCU. 

Case Study II – Individual Information 
Taxpayer Name Carlos Wenceslaus Masaryk 
Taxpayer SSN XXX-XX-X201 
Cell phone, work phone XXX-555-5201, XXX-555-5202 
Email Masaryk.c.w.@net.net 
Passport Czech Republic X2345678 
Visa J1 issued April 15, 2019 
First date in U.S. Entered U.S. April 24, 2019; no prior visits  

Case Study III Individual Information 
Taxpayer Name Josef Wenceslaus Masaryk 
Taxpayer SSN xxx-xx-x301 
Cell phone xxx-555-5301 
Work phone xxx-555-5303 
Email Masaryk.j.w.@net.net 
Passport Czech Republic X3456789 
Visa J1 issued April 15, 2018 
First date in U.S. Entered U.S. April 24, 2018; no prior visits 

 

mailto:Masaryk.j.w.@net.net
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Common Information 

Tax Treaty Benefits 
Table 2 of Tax Treaty Tables shows the following for Czech Republic: 

 

 

 

Other 1042-S and Form 8843 info: Enter generic information, as, ‘name’, ‘address’. 

Expenses 
Stethoscope $280 
Medical reference materials $475 
Professional dues $330 

Quarterly ES payments to MD $3,000 total, four timely payments of $ 750 
 (Same amount paid each quarter in prior year.) 
Tax preparation for prior year $150 
 

Each twin would like the most advantageous tax return possible. He would like to claim 
treaty benefits available in the U.S.-Czech Republic income tax treaty. 

Consider: 
– What forms must each Masaryk twin submit? 

– Should any Return Notes be submitted with the return? Required or helpful? 

– Would it be helpful to prepare or update a Preparer Client History Note? 

– Which expenses listed may be claimed? 

Case Study II: Carlos W. Masaryk 

This tax return is for his second calendar year in the U.S. on a J1 visa. 

Prepare a Federal tax return. Prepare any required or useful statements or notes. 

Tax Prep Tips:  

Compensation: Only taxable compensation is entered on Form 1040-NR Line 1a or 1b. 
Treaty-excluded income is noted on Line 1c. 

Treaty income exclusion, if any, is entered with its history and justification on Line 22, 
Schedule OI (Form 1040-NR). 
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If an information document reports the full income amount, the treaty exclusion listed on 
Line 22 plus the taxable income on Line 1a or 1b will equal the information document 
amount. Not all taxpayers or employers utilize Form 8283 to have correct withholding. 
Different employers have different systems (maybe no system at all!) for how to report 
the pay of J1 visa holders.  

Treaties differ: Treaty income exclusions vary from treaty to treaty. There are variations 
in the article provisions, such as type or source of income, amount of income, period 
that income may be excluded. And of course the start and end dates of the exclusion 
vary according to the individual’s arrival date in the U.S.  

On Form 1040-NR, generally the information included in Schedule OI, Item L, is 
sufficient to explain the circumstances and amount of the exclusion. The first and last 
year that a treaty exclusion applies, it likely does not last 12 months. Exclusion periods 
less than 12 months warrant an exclusion calculation note, such as is shown in the 
statement for Form 1040 for Case Study III.  

State and local tax payments: Enter as a deduction on Schedule A (Form 1040-NR) and 
as a payment on the state tax form. 

Non-taxable bank deposit interest: IRC 871(i)(1, 2. 3) declares interest on deposit 
accounts not connected to a U.S. trade or business and held in certain federally 
chartered institutions to be non-taxable. Various IRS presentations (IRS tax forums, 
webinars) simply omit this interest. However the instructions for Form 1040-NR state in 
Table A, Who Must File Form 1040-NR, that a nonresident alien engaged in a trade or 
business in the U.S. (that’s just about everybody, per code) must file Form 1040-NR 
EVEN IF their income is exempt from U.S. tax under a tax treaty or any section of the 
Internal Revenue Code. I prefer to enter this non-taxable interest on Schedule NEC, 
Line 2c, in a column that I label for 0%. 

Required Form: Form 8843 is required to show the number of days eXempt from being 
considered present days for the Substantial Presence Test (SPT). Carlos must submit 
this form attached to his income tax return. It is not illustrated here. Case Study 1 does 
illustrate a Form 8843. 
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Case Study III: Josef W. Masaryk 

This tax return is for his third calendar year in the U.S. on a J1 visa. 

Prepare both a federal and a state tax return. Prepare any required or useful statements 
or notes. 

Josef has been in the U.S. on a J1 visa for some part of two calendar years prior to the 
tax year. His eXemption from counting days spent in the U.S. towards the substantial 
presence test (SPT) ended before the tax year began. Assume he properly informed 
Berwyn Hospital that he expected to become a tax resident and so they should begin 
withholding for social security and Medicare taxes with the first pay period beginning 
after January 1 of the tax year.  

For 2020, he is a tax resident of the U.S. and qualifies for the Recovery Rebate Credit. 
This is not illustrated in the solution. Most foreign nationals with Social Security 
numbers who file as tax residents also filed as tax residents in 2019. They would have 
received an ‘advance’ stimulus or economic impact payment. If it was the correct 
amount for their actual 2020 income, they need do nothing. First-time tax residents in 
2020 and those who did not receive the correct amount of stimulus payment will 
complete the Recovery Rebate Credit worksheet to claim their due on this 2020 Form 
1040 tax return.  

Tax Prep Tip: 

On Form 1040, even when there is a treaty income exclusion, the full amount of 
employer compensation is reported on Line 1. On 2020 returns, the amount eXcluded 
by treaty is entered on Schedule 1, Part I, Line 8, additional income, as a negative 
number. The reason for this subtraction is entered as a literal on the dotted line beside 
‘List type and amount” as ‘treaty offset’ followed by the amount, treaty name, and article 
number. The paper form has room to enter all the information. The tax software may 
not. This carries to Page 1, Line 7a.  

The full qualifying information and exclusion calculation is entered in a note attached to 
the tax return. The history of prior use of the exclusion is also detailed, as it would be on 
Schedule OI (Form 1040-NR), Item L. 
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Solution Case Study III – JWM 

(For JMW’s third J1 year in the U.S. on Form 1040) 

Return Note for Form 1040 

Tax-excluded portion of physician-trainee compensation from Form 1042-S 

The U.S.-Czech Income Tax Treaty applies to this income. Taxpayer was a resident of 
the Czech Republic immediately before entering the U.S. on a J1 visa as a physician-
trainee on April 24, 2018.  

Taxpayer is claiming the 5-year exclusion of $ 5,000 from taxable compensation 
provided in Article 21(1) of the U.S.-Czech Republic income tax treaty. 

For his 2018 Form 1040-NR, taxpayer was in the U.S. for 8 months and excluded $ 
5,000. 

For his 2019 Form 1040-NR, taxpayer was in the U.S. for 12 months and excluded $ 
5,000. 

For this 2020 Forrn1040, taxpayer was in the U.S. 12 months and may exclude $ 5,000. 

2020 Exclusion 
Amount shown on Form 1042-S $ 42,400 
Annual exclusion amount $ 5,000 
Taxable compensation after exclusion $ 37,400 

 

Potential Need for Withholding Return Note on Form 1040 

Compensation information for F, J, M, and Q visa holders may be reported on the wrong 
form. It may be on Form 1042-S long after it should have been on a W-2. FICA may 
have been treated incorrectly. 

Enter withholding shown on a Form 1042-S on Form 1040, page 2, line 25 c and attach 
the 1042-S to the return. 

If FICA was withheld when it should not have been, or was not withheld when it should 
have been, the employer should be asked to correct the situation. And a return note 
may be appropriate. 

See book and index for how to address the situation if the employer does not correct the 
situation. 

Return Note – State (MD) Quarterly Estimated Payments 

Taxpayer pays timely quarterly estimated payments of $ 750 per quarter, $ 3,000 per 
year. 

FYI: On the form, taxpayer deducts the 4th quarter payment for the prior year MD return, 
paid in January of this tax year, plus the first three quarters for this tax return year and 
paid during this tax year. 

$ 750 paid Jan 15, 2020, for 2019, and April, June, and September 15, 2020 for 2020. 

On the MD state return, taxpayer enters all 4 quarterly payments made in and for 2020.  
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