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Re: TaxAct Product Issues Affecting Dual-Status Taxpayers 

 

 

 

I wish to inform TaxAct of serious issues producing incorrect calculations and understatements 

of tax liability for users who are “dual-status taxpayers”, i.e. persons who have changed 

residency status during the year.  These issues are observed on returns for the 2024 tax year. 

 

TaxAct advertises support for dual-status returns (Fig. 1).  On that support page, it instructs the 

user to prepare two returns, a Form 1040 for the resident period, and a Form 1040-NR for the 

nonresident period.  Then, it directs the user to an interview page for dual-status taxpayers.  

There are two versions of this page, which are both defective, as described in detail in 

 

 Appendix 1. Deficiency of TaxAct’s “Dual-Status Taxpayer – Form 1040NR” Interview 

 Appendix 2. Deficiency of TaxAct’s “Dual-Status Taxpayer – Form 1040” Interview 

 

To protect TaxAct users, I encourge the following remedies: 

 

 Short-term remedy.  TaxAct should disable access to the Dual-Status Taxpayer interview 

pages which are linked from Federal ▶ Miscellaneous Topics, and revise the “Dual-

Status Taxpayer” support page to state that dual-status returns are not currently supported. 

 

 Long-term remedy.  TaxAct’s development team should reimplement dual-status 

functionality in a way that correctly aggregates resident-period income and 

nonresident-period effectively connected income, as described in Appendix 1 and the 

citations supplied in Fig. 4 and Fig. 5. 

 

Thank you for your attention to the matter. 

  



 
Fig. 1. TaxAct’s support page, available at https://www.taxact.com/support/22211/2024/dual-

status-taxpayer (accessed Jan 4, 2025). 

 

  



Appendix 1. Deficiency of TaxAct’s “Dual-Status Taxpayer – Form 1040NR” Interview 

 

A departing alien (nonresident at the end of the year) prepares a Form 1040-NR return with a 

Form 1040 supporting statement.  TaxAct’s dual-status instructions (Fig. 1) will direct the user to 

the screen “Dual-Status Taxpayer - Form 1040NR” (Fig. 2, following page). 

 

Here the user enters “Amount of tax calculated on Form 1040, line 16”.  TaxAct then computes 

the following sum for Form 1040-NR line 16: 

 

tax on resident-period income (Form 1040 line 16) 

+ tax on nonresident-period effectively connected1 income 

  = combined tax?? 

 

But this is the wrong calculation to perform.  According to the IRS’s Form 1040-NR instructions 

(Fig. 4) and Treasury Regulations § 1.871-13(a)(1) (Fig. 5), the incomes must be combined first: 

 

  resident-period taxable income (Form 1040 line 15) 

 + nonresident-period effectively connected income 

 = combined taxable income (Form 1040-NR line 15) 

 

Then the tax due on Form 1040-NR line 16 must be computed on the combined taxable income.  

This will tend to be a larger amount than TaxAct’s incorrect calculation, due to the progressivity 

of the tax brackets. 

  

 
1 A nonresident alien is subject to US tax on two types of income.  Income “effectively connected with the conduct 

of a trade or business within the United States” is taxed at progressive rates, using the same brackets that apply to 

US residents.  IRC § 871(b).  This income is reported on the first page of Form 1040-NR (lines 1-15).  Meanwhile, 

US-source income that is not effectively connected with a US trade or business is taxed at a flat rate of 30%, or a 

lower rate under the terms of a tax treaty.  IRC § 871(a).  This income is reported on Form 1040-NR Schedule NEC. 

 

Income may be deemed to be effectively connected in a variety of ways.  For example, employee wages for services 

performed in the US are effectively connected, subject to limited exceptions.  IRC § 864(b).  Furthermore, deferred 

compensation arrangements, such as employee stock option or restricted stock unit (RSU) plans, often result in a 

departing alien recognizing US-connected income after they have left the country.  The incidence of nonresident-

period effectively connected income is not limited to business owners. 



 
Fig. 2. TaxAct’s “Dual-Status Taxpayer – Form 1040NR” Interview 

  



Appendix 2. Deficiency of TaxAct’s “Dual-Status Taxpayer – Form 1040” Interview 

 

A US-inbound alien (resident at the end of the year) prepares a Form 1040 return with a Form 

1040-NR supporting statement.  TaxAct’s dual-status instructions (Fig. 1) will direct the user to 

the screen “Dual-Status Taxpayer – Form 1040” (Fig. 3). 

 

 
Fig. 3. TaxAct’s “Dual-Status Taxpayer – Form 1040” Interview 

 

This page contains three fields relating to the 1040-NR supporting statement.  However, it fails 

to ask the user for a critical input, namely the income effectively connected with US trade or 

business during the nonresident period.2 

 

This income would appear on lines 1-15 of the Form 1040-NR supporting statement, but TaxAct 

simply ignores it when calculating the tax due on Form 1040, line 16.  A return prepared in this 

manner will understate the user’s tax liability. 

  

 
2 For a description of effectively connected income, see Appendix 1, footnote 1. 



 
 

Fig. 4. IRS Form 1040-NR instructions, p. 13, available at https://www.irs.gov/pub/irs-

pdf/i1040nr.pdf (accessed Jan 4, 2025). 

  



 
 

Fig. 5. Treasury Regulations § 1.871-13(a)(1).  Available from www.ecfr.gov. 


