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Introduction
Boxing fans who were looking forward to Manny
Pacquaio' s fifth fight against Juan Manuel Marquez did
not see it live in Las Vegas. The reason? Taxes. The Fili
pino boxer-actor-singer-politician reportedly refused to
submit to recent U.S. federal income tax increases, which
would drain millions of dollars from his take-home pay.1
He may have also been aware that foreign athletes and
entertainers performing in the United States receive a
great deal of attention from a most unwanted source: the
Internal Revenue Service (IRS). Unfortunately for these
individuals, the IRS has created an Issue Management
Team that is "focused on improving U.S. income report
ing and tax payment compliance by foreign athletes and
entertainers who work in the United States."2
From tax enforcement perspective, having a foreign
nationality and a career in sports and/ or entertainment
are a toxic combination. As an initial matter, foreigners of
any profession often do not know what their tax obliga
tions are or how to fulfill them. To make matters worse,
athletes and artists frequently travel among various
countries (i.e., tax jurisdictions) to participate in tours
and competitions, thereby raising questions regarding
residence for tax purposes. Some command very high
salaries, royalties, or other payments while incurring
significant business expenses; this financial situation may
arouse suspicion of inappropriate deductions resulting in
allegedly understated taxable income and lost tax rev
enue. Finally, celebrity athletes and entertainers of any
nationality capture media attention, making them partic
ularly attractive targets when the IRS decides to send the
public a message of deterrence. Few have forgotten Wes
ley Snipes, who was in prison for failure to file tax returns
until his release in April.3 Brazilian race car driver Helio
Castroneves, along with his business manager and tax
attorney, managed to avoid prison but endured a federal
grand jury investigation, an indictment for tax evasion
and conspiracy to defraud the government, and a lengthy
trial before being acquitted by a jury.4 Famed Mexican
boxer Julio Cesar Chavez, while not charged with any tax
crime, reportedly underwent an IRS audit that resulted
in a tax deficiency and tax lien of over $12 million.5 More
recently, in March 2013, the U.S. Tax Court found Spanish
golfer Sergio "El Nifio" Garcia liable for additional taxes
on his royalty income for 2003 and 2004-although not
the $1.7 million alleged by the IRS.6
U.S. tax laws are notoriously complex and riddled
with traps for the unwary. The IRS's heightened scrutiny
of foreign athletes and entertainers should propel these
individuals to enlist a guide to navigate tax issues when
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contemplating any performance in, or transaction relat
ing to, the United States. Skilled U.S. tax counsel can help
foreign taxpayers not only stay out of trouble with the IRS
but also save money by engaging in tax-efficient plan
ning. The unhappy foreign taxpayer who forgoes proper
tax planning only to receive a letter or visit from the
IRS should immediately retain tax counsel-before any
further communication with the IRS-to represent him or
her in the course of any examination or other inquiry.
Tax Residence
Complying with the law first requires knowing which
set of rules applies to the situation. For individuals, there
are two basic tax7 regimes: one for U.S. citizens and resi
dents, and one for everyone else (known in tax parlance
as nonresident aliens, or nonresidents). U.S . citizens and
residents are generally subject to tax on their worldwide
income.8 Nonresidents, on the other hand, are subject
to tax only on certain income from U.S. sources, as well
as on income from non-U.S. sources that are "effectively
connected with the conduct of a U.S. trade or business."9
Thus, the first step in identifying anyone's tax obligations
is to determine his or her tax residence.
Tax residence is a tricky business. The IRS may
consider someone a resident of the United States for tax
purposes regardless of where he or she calls home. To
complicate matters further, U.S. residence as determined
under tax law bears some relation to, but differs from,
U.S. residence as determined under immigration law.
The Internal Revenue Code10 and Treasury Regu
lations define a United States person for U.S. federal
income tax purposes (a U.S. tax resident) as a citizen or
resident of the United States.11 U.S. citizens, therefore, are
U.S. tax residents no matter where they live and without
need for further inquiry. This leaves the murkier ques
tion of what constitutes a "resident of the United States."
A non-U .S. citizen will be treated as a "resident of the
United States"-and therefore a U.S. tax resident-if he or
she satisfies any one of the following three tests:
1. He or she is a lawful permanent resident of the
United States (i.e., holds a "green card") at any
time during the calendar year.12
2. He or she is "substantially present" in the United
States, meaning physical presence in the United
States for at least 31 days during the current year
and at least 183 days for the current and past two
years combined, with each day of presence dur
ing the current year counting as one day, each day
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