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earned income that you may be able to exclude • How to report your income if it is paid in Questions and answers. Frequently asked
from your U.S. gross income has increased to foreign currency, questions and answers to those questions are
$78,000. The foreign earned income exclusion presented in the back of the publication.• How to determine your filing status if your
is discussed in chapter 4.

spouse is a nonresident alien, and Comments and suggestions. We welcome
your comments about this publication and your• Whether you must pay estimated tax.
suggestions for future editions.

If you own stock in a foreign corporation or have You can e-mail us while visiting our web siteImportant Reminders an interest in a foreign partnership, you may at www.irs.gov.
have to file information returns. See the instruc- You can write to us at the following address:

Social security numbers for dependents. tions under Information Returns and Reports in
You generally must list on Form 1040 or Form chapter 1. Internal Revenue Service
1040A the social security number (SSN) of any Technical Publications Branch
person for whom you claim an exemption. See Withholding tax. Chapter 2 discusses the W:CAR:MP:FP:P
Social security number under Exemptions in withholding of income, social security, and Medi- 1111 Constitution Ave. NW
chapter 5. care taxes from the pay of U.S. citizens and Washington, DC 20224

resident aliens. It will help you determine if the
Form 2555–EZ. Instead of the longer Form correct amounts of taxes are being withheld and

We respond to many letters by telephone.2555, Foreign Earned Income, you may be able how to adjust your withholding if too much or too
Therefore, it would be helpful if you would in-to file Form 2555–EZ, Foreign Earned Income little is being withheld.
clude your daytime phone number, including theExclusion, if:
area code, in your correspondence.Self-employment tax. Chapter 3 discusses• Your foreign earned income for the year

who must pay self-employment tax.was $78,000 or less, and

Foreign earned income exclusion and hous-• Your return is not for a short year.
ing exclusion and deduction. Chapter 4 dis-
cusses income tax benefits that apply if youForm 2555–EZ has fewer lines than Form
meet certain requirements while living abroad.2555. For more information, see Form 2555–EZ 1.You may qualify to treat up to $78,000 of yourin chapter 4.
income as not taxable by the United States. You

Foreign income tax withheld. If your em- may also be able to either deduct part of your
ployer withheld foreign taxes from your pay, you housing expenses from your income or treat a Filingcannot claim those taxes on your U.S. income limited amount of income used for housing ex-
tax return as federal income tax withheld. penses as not taxable by the United States.

You may be able to claim a foreign tax credit These benefits are called the foreign earned Information
or a foreign tax deduction based on the amount income exclusion and the foreign housing de-
withheld and paid to a foreign tax authority. duction and exclusion.

For more information about foreign taxes, To qualify for either of the exclusions or the Topicssee Taxes of Foreign Countries and U.S. Pos- deduction, you must have a tax home in a for-
This chapter discusses:sessions in chapter 5. eign country and earn income from personal

services performed in a foreign country. These • Whether you have to file a return,Change of address. If you change your mail- rules are explained in chapter 4.
ing address, be sure to notify the Internal Reve- • When to file your return and pay any taxIf you are going to exclude or deduct your
nue Service using Form 8822, Change of due,income as discussed above, you must file Form
Address. If you are changing both your home 2555 or Form 2555–EZ. You will find an exam- • How to treat foreign currency,and business addresses, you need to complete ple with filled-in Forms 2555 and 2555–EZ in
two forms. • Where to file your return,this publication.

Photographs of missing children. The Inter- • When you can treat your nonresidentExemptions, deductions, and credits.
nal Revenue Service is a proud partner with the spouse as a resident,Chapter 5 discusses exemptions, deductions,
National Center for Missing and Exploited Chil- and credits you may be able to claim on your • When you may have to make estimateddren. Photographs of missing children selected return. These are generally the same as if you tax payments, andby the Center may appear in this publication on were living in the United States. However, if you
pages that would otherwise be blank. You can • Information returns and reports you maychoose to exclude foreign earned income or
help bring these children home by looking at the have to file.housing amounts, you cannot deduct or exclude
photographs and calling 1–800–THE–LOST any item or take a credit for any item that is
(1–800–843– 5678) if you recognize a child. related to the amounts you exclude. Among the Useful Items

topics discussed in chapter 5 are: You may want to see:
• Exemptions you can claim,

PublicationIntroduction • Contributions you can deduct,
❏ 3 Armed Forces’ Tax GuideThis publication discusses special tax rules for • Moving expenses you can deduct, and

U.S. citizens and resident aliens who work ❏ 501 Exemptions, Standard Deduction,• Foreign taxes you can either deduct orabroad or who have income earned in foreign and Filing Informationtake a credit for.countries. As a U.S. citizen or resident alien,
❏ 505 Tax Withholding and Estimatedyour worldwide income generally is subject to

TaxU.S. income tax, regardless of where you are Tax treaty benefits. Chapter 6 discusses
living. Also, you are subject to the same income some benefits that are common to most tax ❏ 519 U.S. Tax Guide for Aliens
tax filing requirements that apply to U.S. citizens treaties and explains how to get help if you think

❏ 520 Scholarships and Fellowshipsor residents living in the United States. you are not getting a treaty benefit to which you
are entitled. It also explains how to get copies of

Form (and Instructions)Filing information. Chapter 1 contains gen- tax treaties.
eral filing information, such as:

❏ 1040–ES Estimated Tax for IndividualsHow to get tax help. Chapter 7 is an explana-• Whether you must file a U.S. tax return,
tion of how to get information and assistance ❏ 1040X Amended U.S. Individual Income

• When and where to file your return, from the IRS. Tax Return

Page 2 Chapter 1 Filing Information
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❏ 2350 Application for Extension of Time If your net self-employment income is 4-month extension. If you are not able to file
$400 or more, you must file a return your return by the due date, you generally canTo File U.S. Income Tax Return
even if your gross income is below the get an automatic 4-month extension of time toCAUTION

!
❏ 2555 Foreign Earned Income amount listed for your filing status in the table file. To get this automatic extension, you must

shown earlier.❏ 2555–EZ Foreign Earned Income file Form 4868. You must pay any tax you expect
Exclusion to owe with your extension.

65 or older. You are 65 on the day before your❏ 2688 Application for Additional Paperless filing. You can file Form 4868
65th birthday. If your 65th birthday is on JanuaryExtension of Time To File U.S. electronically (e-file) by telephone, using your
1, you are 65 on December 31 of the previousIndividual Income Tax Return personal computer, or through a tax profes-
year. sional. For more information about filing elec-

❏ 4868 Application for Automatic
tronically, see the form instructions.Extension of Time To File U.S. When To File and Pay

Individual Income Tax Return You may not be eligible. You cannot
use the automatic 4-month extensionIf you file on the calendar year basis, the due❏ 5471 Information Return of U.S.
of time to file if:date for filing your return is April 15 of the follow- CAUTION

!
Persons With Respect To Certain

ing year. If you file on a fiscal year basis (a year • You want the IRS to figure your tax, orForeign Corporations
ending on the last day of any month except

• You are under a court order to file by the❏ 8822 Change of Address December), the due date is 3 months and 15
regular due date.days after the close of your fiscal year. In gen-❏ SS–5 Application for a Social Security

eral, the tax shown on your return should be paidCard When to file. Generally, you must requestby the due date of the return, without regard to
the 4-month extension by the regular due date of❏ TD F 90–22.1 Report of Foreign Bank any extension of time for filing the return.
your return.and Financial Accounts

A tax return delivered by the U.S. mail
Previous 2-month extension. If you can-❏ W–7 Application for IRS Individual or a designated delivery service that is

not file your return within the automatic 2-monthTaxpayer Identification Number postmarked or dated by the deliveryCAUTION
!

extension period, you generally can get an addi-service on or before the due date is considered
tional 2-month extension of time to file yourSee chapter 7 for information about getting to have been filed on or before that date.
return, for a total of 4 months. The automaticthese publications and forms. You can use certain private delivery services
2-month extension and the 4-month extensiondesignated by the IRS to meet the “timely mail-
start at the same time. You do not have toing as timely filing/paying” rule for tax returns

and payments. See your Form 1040 or Form request the 4-month extension until the new due
1040A instructions for a list of designated deliv- date allowed by the first extension, but the totalFiling Requirements
ery services. combined extension will still only be 4 months

from the regular due date.If you are a U.S. citizen or resident alien, the
rules for filing income, estate, and gift tax returns Time to pay not extended. A 4-month ex-
and for paying estimated tax are generally the Extensions tension of time to file is not an extension of time
same whether you are in the United States or to pay. You must make an accurate estimate of

You can get an extension of time to file yourabroad. your tax and send any necessary payment with
return. In some circumstances, you can also getYour income, filing status, and age generally your Form 4868 or pay the tax due by credit
an extension of time to file and pay any tax due.determine whether you must file an income tax card. If you find you cannot pay the full amount

However, if you pay the tax due after thereturn. Generally, you must file a return for 2001 due with Form 4868, you can still get the exten-
regular due date, interest will be charged fromif your gross income from worldwide sources is sion. You will owe interest on the unpaid
the regular due date until the date the tax is paid.at least the amount shown for your filing status in amount.

the following table: You also may be charged a penalty for pay-Automatic 2-month extension. You may be
ing the tax late unless you have reasonableallowed an automatic 2-month extension to file
cause for not paying your tax when due. Interestyour return and pay any federal income tax thatFiling Status Amount
and penalties are assessed (charged) from theis due. You will be allowed the extension if youSingle . . . . . . . . . . . . . . . . . . . . . . . $ 7,450

65 or older . . . . . . . . . . . . . . . . . . $ 8,550 original due date of your return.are a U.S. citizen or resident and on the regular
Head of household . . . . . . . . . . . . . . . $ 9,550 due date of your return:

65 or older . . . . . . . . . . . . . . . . . . $10,650 Extension beyond 4 months. If you qualifyQualifying widow(er) . . . . . . . . . . . . . . $10,500 1) You are living outside of the United States for the 4-month extension and you later find that65 or older . . . . . . . . . . . . . . . . . . $11,600 and Puerto Rico and your main place of you cannot file within the 4-month extensionMarried filing jointly . . . . . . . . . . . . . . $13,400
business or post of duty is outside theNot living with spouse at end of year . . $ 2,900 period, you may be able to get 2 more months to
United States and Puerto Rico, orOne spouse 65 or older . . . . . . . . . . $14,300 file, for a total of 6 months.

Both spouses 65 or older . . . . . . . . . $15,200
2) You are in military or naval service on duty You can apply for an extension beyond theMarried filing separately . . . . . . . . . . . $ 2,900

outside the United States and Puerto Rico. 4-month extension either by sending a letter toIf you are the dependent of another taxpayer, see the
instructions for Form 1040 for more information on whether you the IRS or by filing Form 2688. You shouldIf you use a calendar year, the regular duemust file a return.

request the extension early so that, if refused,date of your return is April 15.
you still will be able to file on time. Except in

Service in a combat zone. If you served in cases of undue hardship, Form 2688 or a re-Gross income. This includes all income you
a combat zone or qualified hazardous duty area, quest by letter will not be accepted until youreceive in the form of money, goods, property,
see Extension of deadline in Publication 3. have first used the 4-month extension. Formand services that is not exempt from tax.

2688 or your letter will not be considered if youFor purposes of determining whether you Married taxpayers. If you file a joint return,
send it after the extended due date.must file a return, gross income includes any either you or your spouse can qualify for the

To get an extension beyond the automaticincome that you can exclude as foreign earned automatic extension. If you and your spouse file
4-month extension, you must give all the follow-income or as a foreign housing amount. separate returns, this automatic extension ap-
ing information.plies only to the spouse who qualifies.Self-employed individuals. If you are

self-employed, your gross income includes the • Your reason for requesting the extension.How to get the extension. To use this au-
amount on line 7 of Schedule C (Form 1040), tomatic 2-month extension, you must attach a • The tax year to which the extension ap-Profit or Loss From Business, or line 1 of Sched- statement to your return explaining which of the

plies.ule C–EZ (Form 1040), Net Profit From Busi- two situations listed earlier qualified you for the
ness. • The amount of additional time you need.extension.

Chapter 1 Filing Information Page 3
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• Whether you have already requested an- of your return and you file on a calendar year change rate, use the one that most properly
other extension for time to file for this tax basis, the due date for filing your return is June reflects your income. You can generally get ex-
year. 15. change rates from banks and U.S. Embassies.

 If you have a QBU, translate the results,You can sign the request for this extension, or it What if tests are not met. If you obtain an
such as income or loss, into U.S. dollars on acan be signed by your attorney, CPA, enrolled extension and unforeseen events make it im-
monthly basis.agent, or a person with a power of attorney. If possible for you to satisfy either the bona fide

you are unable to sign the request because of residence test or the physical presence test, you
illness or for another good reason, a person in should file your income tax return as soon as

Blocked Incomeclose personal or business relationship to you possible because you must pay interest on any
can sign the request. tax due after the regular due date of the return You generally must report your foreign income

(even though an extension was granted). in terms of U.S. dollars and, with one exceptionExtension granted. If IRS approves your
(see Fulbright grants, later), you must pay taxesapplication for this extension, you will be noti- You should make any request for an
due on it in U.S. dollars.fied. extension early, so that if it is denied

If an extension is granted and the IRS later you still can file your return on time. If, because of restrictions in a foreign coun-CAUTION
!

determines that the statements made on your Otherwise, if you file late and additional tax is try, your income is not readily convertible into
request for this extension are false or misleading due, you may be subject to a penalty. U.S. dollars or into other money or property that
and an extension would not have been granted is readily convertible into U.S. dollars, your in-

Return filed before test is met. If you file abased on the true facts, the extension is null and come is “blocked” or “deferrable” income. You
return before you meet the bona fide residencevoid. You may have to pay the failure-to-file can report this income in one of two ways:
test or the physical presence test, you mustpenalty if you file after the regular due date.
include all income from both U.S. and foreign 1) Report the income and pay your federalExtension not granted. If your application
sources and pay the tax on that income. If you income tax with U.S. dollars that you havefor this extension is not approved, you must file
later qualify for the foreign earned income exclu- in the United States or in some other coun-your return by the extended due date of the
sion, the foreign housing exclusion, or the for- try, orautomatic extension. You may be allowed to file
eign housing deduction under the bona fide

within 10 days of the date of the notice you get 2) Postpone the reporting of the income untilresidence or physical presence rules, you can
from the IRS if the end of the 10-day period is it becomes unblocked.file a claim for refund of tax on Form 1040X. The
later than the due date. The notice will tell you if

refund will be the difference between the If you choose to postpone the reporting of thethe 10-day grace period is granted.
amount of tax already paid and the tax liability as income, you must file an information return with
figured after the exclusion or deduction. your tax return. For this information return, youFurther extensions. You generally cannot

should use another Form 1040 labeled “Reportget an extension of more than 6 months. How-
of Deferrable Foreign Income, pursuant to Rev.Foreign Currencyever, if you are outside the United States and
Rul. 74–351.” You must declare on the informa-meet certain tests, you may be able to get a

You must express the amounts you report on tion return that you will include the deferrablelonger extension.
your U.S. tax return in U.S. dollars. If you receive income in your taxable income for the year that itYou can get an extension of more than 6
all or part of your income or pay some or all of becomes unblocked. You also must state thatmonths to file your tax return if you need the time
your expenses in foreign currency, you must you waive any right to claim that the deferrableto meet either the bona fide residence test or the
translate the foreign currency into U.S. dollars. income was includible in your income for anyphysical presence test to qualify for either the
How you do this depends on your functional earlier year.foreign earned income exclusion or the foreign
currency. Your functional currency generallyhousing exclusion or deduction. The tests, the You must report your income on your infor-
is the U.S. dollar unless you are required to useexclusions, and the deduction are explained in mation return using the foreign currency in
the currency of a foreign country.chapter 4. which you received that income. If you have

You must make all federal income tax deter-You should request an extension if all three blocked income from more than one foreign
minations in your functional currency. The U.S.of the following apply. country, include a separate information return
dollar is the functional currency for all taxpayers for each country.
except some qualified business units (QBUs). A1) You are a U.S. citizen or resident. Income becomes unblocked and reportable
QBU is a separate and clearly identified unit of a

2) You expect to meet either the bona fide for tax purposes when it becomes convertible, or
trade or business that maintains separate books

residence test or the physical presence when it is converted, into dollars or into otherand records. Unless you are self-employed,
test, but not until after your tax return is money or property that is convertible into U.S.your functional currency is the U.S. dollar.
due. currency. Also, if you use blocked income forEven if you are self-employed and have a

your personal expenses or dispose of it by gift,3) Your tax home is in a foreign country (or QBU, your functional currency is the dollar if any
bequest, or devise, you must treat it as un-countries) throughout your period of bona of the following apply.
blocked and reportable.fide residence or physical presence, • You conduct the business in dollars. If you have received blocked income onwhichever applies.
which you have not paid tax, you should check• The principal place of business is locatedGenerally, if you are granted an extension, it to see whether that income is still blocked. If it isin the United States.will be to 30 days beyond the date on which you not, you should take immediate steps to pay tax

can reasonably expect to qualify under either • You choose to or are required to use the on it, file a declaration or amended declaration of
the bona fide residence test or the physical pres- dollar as your functional currency. estimated tax, and include the income on your
ence test. However, if you have moving ex- tax return for the year in which the income be-• The business books and records are not
penses that are for services performed in 2 came unblocked.kept in the currency of the economic envi-
years, you may be granted an extension to 90 If you choose to postpone reporting blockedronment in which a significant part of the
days beyond the close of the year following the income and in a later tax year you wish to beginbusiness activities is conducted.
year of first arrival in the foreign country. including it in gross income although it is still

blocked, you must obtain the permission of theHow to get an extension. To obtain an Make all income tax determinations in your
IRS to do so. To apply for permission, file Formextension, you should file Form 2350 with the functional currency. If your functional currency is
3115, Application for Change in AccountingInternal Revenue Service Center, Philadelphia, the U.S. dollar, you must immediately translate
Method. You also must request permission fromPA 19255–0002, the local IRS representative, into dollars all items of income, expense, etc.
the IRS on Form 3115 if you have not chosen toor other IRS employee. (including taxes), that you receive, pay, or ac-
defer the reporting of blocked income in theYou must file Form 2350 by the due date for crue in a foreign currency and that will affect
past, but now wish to begin reporting blockedfiling your return. Generally, if both your tax computation of your income tax. Use the ex-
income under the deferred method. See thehome and your abode are outside the United change rate prevailing when you receive, pay, or
instructions for Form 3115 for information.States and Puerto Rico on the regular due date accrue the item. If there is more than one ex-

Page 4 Chapter 1 Filing Information
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Fulbright grants. All income must be re- ments, forms, and schedules) with the Virgin which the injury or wounds were incurred and
ported in U.S. dollars. In most cases, the tax Islands Bureau of Internal Revenue. ending with the year of death.
must also be paid in U.S. dollars. If, however, at The amount of tax you must pay to the Virgin If the deceased government employee and
least 70% of your Fulbright grant has been paid Islands is figured by the following computation: the employee’s spouse had a joint income tax
in nonconvertible foreign currency (blocked in- liability for those years, the tax must be divided
come), you can use the currency of the host between the spouses to determine the amount
country to pay the part of the U.S. tax that is forgiven.
based on the blocked income. To determine the

Total tax on U.S. return
(after certain adjustments)

V.I. AGI

Worldwide AGI
�

For more information on how to have the tax
amount of the tax that you can pay in foreign  Form 8689, Allocation of Individual Income Tax forgiven or how to claim a refund of tax already
currency, get Publication 520. You may also be to the Virgin Islands, is used for this computa- paid, see Publication 559, Survivors, Executors,
able to get details of these arrangements from tion. You must complete this form and attach it to and Administrators.
the U.S. Educational Foundations or Commis- your return. You should pay any tax due to the
sions in foreign countries. Virgin Islands when you file your return with the

Virgin Islands Bureau of Internal Revenue.
Where To File You should file your U.S. return with the Nonresident Spouse

Internal Revenue Service Center, Philadelphia,
If any of the following situations apply to you, file PA 19255–0215. Treated as a Residentyour return with the: See Publication 570, Tax Guide for Individu-

als With Income From U.S. Possessions, for If, at the end of your tax year, you are married
Internal Revenue Service Center information about filing Virgin Islands returns. and one spouse is a U.S. citizen or a resident
Philadelphia, PA 19255–0215.

alien and the other is a nonresident alien, youResident of Guam
can choose to treat the nonresident as a U.S.

If you are a resident of Guam on the resident. This includes situations in which one of
1) You claim the foreign earned income ex- last day of your tax year, you should file you is a nonresident alien at the beginning of the

clusion. a return with Guam and pay your tax on tax year and a resident alien at the end of the
income you have from all sources to the: year and the other is a nonresident alien at the2) You claim the foreign housing exclusion or

end of the year.deduction.
Department of Revenue and Taxation If you make this choice, the following two3) You claim the exclusion of income for Government of Guam

rules apply.bona fide residents of American Samoa. P.O. Box 23607
GMF, GU 96921. 1) You and your spouse are treated, for in-4) You live in a foreign country or U.S. pos-

come tax purposes, as residents for all taxsession and have no legal residence or However, if you are a resident of the United
principal place of business in the United years that the choice is in effect.States on the last day of your tax year, you
States. should file a return with the United States and 2) You must file a joint income tax return for

pay your tax on income you have from allThe exclusions and the deduction are ex- the year you make the choice.
sources to the Internal Revenue Service Center,plained in chapter 4.

This means that neither of you can claim taxPhiladelphia, PA 19255–0215.If you do not know where your legal resi- treaty benefits as a resident of a foreign countrySee Publication 570, Tax Guide for Individu-dence is and you do not have a principal place of for a tax year for which the choice is in effect.als With Income From U.S. Possessions, forbusiness in the United States, you can file with You can file joint or separate returns in yearsinformation about filing Guam returns.the Philadelphia Service Center. The address after the year in which you make the choice.
for the Philadelphia Service Center is shown Resident of the Commonwealth of the
above. Northern Mariana Islands Example 1. Pat Smith, a U.S. citizen, is

However, you should not file with the Phila- married to Norman, a nonresident alien. Pat andIf you are a resident of the Common-delphia Service Center if you are a bona fide Norman make the choice to treat Norman as awealth of the Northern Mariana Islandsresident of the Virgin Islands or a resident of resident alien by attaching a statement to theiron the last day of your tax year, youGuam or the Commonwealth of the Northern joint return. Pat and Norman must report theirshould file a return with the Northern MarianaMariana Islands on the last day of your tax year. worldwide income for the year they make theIslands and pay your tax on income you have
choice and for all later years unless the choice isfrom all sources to the:Resident of Virgin Islands
ended or suspended. Although Pat and Norman

If you are a bona fide resident of the must file a joint return for the year they make theDivision of Revenue and Taxation
Virgin Islands on the last day of your choice, they can file either joint or separate re-Commonwealth of the Northern Mariana
tax year (even if your legal residence or turns for later years.Islands

principal place of business is in the United P.O. Box 5234, CHRB
Example 2. Bob and Sharon Williams areStates), you generally are not required to file a Saipan, MP 96950.

married and both are nonresident aliens. In JuneU.S. return. However, you must file a return with
However, if you are a resident of the United of last year, Bob became a resident alien andthe Virgin Islands and pay your tax on income

States on the last day of your tax year, you remained a resident for the rest of the year. Bobyou have from all sources to the:
should file a return with the United States and and Sharon both choose to be treated as resi-Virgin Islands Bureau of Internal Revenue
pay your tax on income you have from all dent aliens by attaching a statement to their joint9601 Estate Thomas
sources to the Internal Revenue Service Center, return for last year. Bob and Sharon must reportCharlotte Amalie
Philadelphia, PA 19255–0215. their worldwide income for last year and all laterSt. Thomas, Virgin Islands 00802.

See Publication 570 for information about years unless the choice is ended or suspended.
filing Northern Mariana Islands returns. Bob and Sharon must file a joint return for lastNon-Virgin Islands resident with Virgin Is-

year, but they can file either joint or separatelands Income. If you are a U.S. citizen or
returns for later years.resident and you have income from sources in Terrorist or Military Action

the Virgin Islands or income effectively con-
Social Securitynected with the conduct of a trade or business in U.S. income taxes are forgiven for U.S. Govern-

the Virgin Islands, and you are not a bona fide ment military or civilian employees who die as a Number (SSN)
resident of the Virgin Islands on the last day of result of wounds or injuries sustained outside

If your spouse is a nonresident alien and you fileyour tax year, you must file identical tax returns the United States in a terrorist or military action
a joint or separate return, your spouse mustwith the United States and the Virgin Islands. directed against the United States or its allies.
have either an SSN or an individual taxpayerFile the original return with the United States and The taxes are forgiven for the tax years begin-
identification number (ITIN).file a copy of the U.S. return (including all attach- ning with the year immediately before the year in

Chapter 1 Filing Information Page 5
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To get an SSN for your spouse, apply at a You generally make this choice when you file dent alien. Dick and Judy can file joint or sepa-
social security office or U.S. consulate. You your joint return. However, you can also make rate returns for 2000. Neither Dick nor Judy was
must complete Form SS–5. You must also pro- the choice by filing a joint amended return on a resident alien at any time during 2001 and their
vide original or certified copies of documents to Form 1040 or Form 1040A. Be sure to print the choice is suspended for that year. For 2001,
verify your spouse’s age, identity, and citizen- word “Amended” across the top of the amended both are treated as nonresident aliens. If Dick
ship. return. If you make the choice with an amended becomes a resident alien again in 2002, their

If your spouse is not eligible to get an SSN, return, you and your spouse must also amend
choice is no longer suspended and both arehe or she can file Form W–7 with the IRS to any returns that you may have filed after the
treated as resident aliens.apply for an ITIN. year for which you made the choice.

You generally must file the amended joint Ending the Choicereturn within 3 years from the date you filed yourHow To Make the Choice
original U.S. income tax return or 2 years from

Once made, the choice to be treated as a resi-Attach a statement, signed by both spouses, to the date you paid your income tax for that year,
dent applies to all later years unless suspendedyour joint return for the first tax year for which the whichever is later.
(as explained above) or ended in one of thechoice applies. It should contain the following:
ways shown in Figure 1–A.Suspending the Choice1) A declaration that one spouse was a non-

If the choice is ended for any of the reasons
resident alien and the other spouse a U.S.

The choice to be treated as a resident alien does listed in Figure 1–A, neither spouse can make acitizen or resident alien on the last day of
not apply to any later tax year if neither of you is choice in any later tax year.your tax year and that you choose to be
a U.S. citizen or resident alien at any time duringtreated as U.S. residents for the entire tax If you do not choose to treat your non-the later tax year.year, and resident spouse as a U.S. resident, you

may be able to use head of household
TIP

Example. Dick Brown was a resident alien2) The name, address, and social security
filing status. To use this status, you must payon December 31, 1998, and married to Judy, anumber (or individual taxpayer identifica-
more than half the cost of maintaining a house-nonresident alien. They chose to treat Judy as ation number) of each spouse. (If one
hold for certain dependents or relatives otherresident alien and filed a joint 1998 income taxspouse died, include the name and ad-
than your nonresident alien spouse. For morereturn. On January 10, 2000, Dick became adress of the person making the choice for

nonresident alien. Judy had remained a nonresi-the deceased spouse.) information, see Publication 501.

Figure 1-A. Ending the Choice

Revocation

Death

Divorce or
Legal separation

Inadequate records

● Either spouse can revoke the choice for any tax year.
● The revocation must be made by the due date for filing the tax return for that tax year.
● The spouse who revokes must attach a signed statement declaring that the choice is being

revoked. If the spouse revoking the choice does not have to file a return and does not file a claim
for refund, send the statement to the Internal Revenue Service Center where the last joint return
was filed.

● The statement revoking the choice must include the following:
● The name, address, and social security number (or taxpayer identification number) of each

spouse.
● The name and address of any person who is revoking the choice for a deceased spouse.
● A list of any states, foreign countries, and possessions that have community property laws in

which either spouse is domiciled or where real property is located from which either spouse
receives income.

● The death of either spouse ends the choice, beginning with the first tax year following the year
the spouse died.

● If the surviving spouse is a U.S. citizen or resident and is entitled to the joint tax rates as a
surviving spouse, the choice will not end until the close of the last year for which these joint rates
may be used.

● If both spouses die in the same tax year, the choice ends on the first day after the close of the
tax year in which the spouses died.

● A divorce or legal separation ends the choice as of the beginning of the tax year in which the
legal separation occurs.

● The Internal Revenue Service can end the choice for any tax year that either spouse has failed to
keep adequate books, records, and other information necessary to determine the correct income
tax liability, or to provide adequate access to those records.
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• You have an interest in a foreign bank or investment securities in bearer form or other-
financial account. wise in such form that title passes upon delivery,Estimated Tax

and negotiable instruments (except warehouse
receipts or bills of lading) in bearer form or other-Form 5471. Form 5471 must generally be filedThe requirements for determining who must pay
wise in such form that title passes upon delivery.estimated tax are the same for a U.S. citizen or by certain U.S. shareholders of controlled for-
The term includes bank checks, and money or-resident abroad as for a taxpayer in the United eign corporations and by certain shareholders,
ders that are signed, but on which the name ofStates. For current instructions on making esti- officers, and directors of foreign personal hold-
the payee has been omitted. The term does notmated tax payments, see Form 1040–ES. ing companies. Form 5471 must also be filed by
include bank checks, or money orders madeofficers, directors, and shareholders of U.S. enti-If you had a tax liability for 2001, you may
payable to the order of a named person thatties that acquire, dispose of, or are involved inhave to pay estimated tax for 2002. Generally,
have not been endorsed or that bear restrictiveyou must make estimated tax payments for the reorganization of a foreign corporation.
endorsements.2002 if you expect to owe at least $1,000 in tax If Form 5471 is required, you must file it at

for 2002 after subtracting your withholding and A transfer of funds through normal bankingthe time you file your income tax return. More
credits and you expect your withholding and procedures (wire transfer) which does not in-information about the filing of Form 5471 can be
credits to be less than the smaller of: volve the physical transportation of currency orfound in the instructions for this information re-

bearer monetary instruments is not required toturn.
1) 90% of the tax to be shown on your 2002 be reported on Form 4790.

tax return, or Form 3520. You may have to file Form 3520, Recipients. Each person who receives cur-
2) 100% of the tax shown on your 2001 tax Annual Return To Report Transactions With rency or other monetary instruments from a

return. (The return must cover all 12 Foreign Trusts and Receipt of Certain Foreign place outside the United States for which a re-
months.) Gifts, if: port has not been filed by the shipper must file

If less than two thirds of your gross income for Form 4790.• You are involved in the creation of a for-
2001 or 2002 is from farming or fishing and your eign trust, It must be filed within 15 days afteradjusted gross income for 2001 is more than

receipt with the Customs officer in• You are involved in the transfer of money$150,000 ($75,000 if you are married and file
charge at any port of entry or depar-or property to a foreign trust,separately), substitute 112% for 100% in (2)

ture, or by mail with the:above. See Publication 505 for more informa- • You are treated as the owner of any part
tion. of the assets of a foreign trust under the

Commissioner of CustomsThe first installment of estimated tax is due grantor trust rules,
Attention: Currencyon April 15, 2002.

• You received a distribution from a foreign Transportation ReportsWhen figuring your estimated gross income, trust, Washington, DC 20229.subtract amounts you expect to exclude under
• A related foreign trust held an outstandingthe foreign earned income exclusion and the

Shippers or mailers. If the currency orobligation issued by you (or a person re-foreign housing exclusion. In addition, you can
other monetary instrument does not accompanyreduce your income by your estimated foreign lated to you),
a person entering or departing the Unitedhousing deduction. However, if the actual • You received more than $100,000 from a States, Form 4790 can be filed by mail with theamount of the exclusion or deduction is less than

nonresident alien individual or a foreign Commissioner of Customs at the above ad-you estimate, you may have to pay a penalty for
estate (including foreign persons related to dress. It must be filed by the date of entry,underpayment of estimated tax.
the individual or estate) that you treated as departure, mailing, or shipping.
gifts or bequests, or

Travelers. Travelers carrying currency or
• You received more than $11,273 from for- other monetary instruments must file Customs

eign corporations or foreign partnershipsInformation Returns Form 4790 with the Customs officer in charge at
(including foreign persons related to the any Customs port of entry or departure whenand Reports corporations or partnerships) that you entering or departing the United States.
treated as gifts.

Penalties. Civil and criminal penalties areThere are several instances in which you may
provided for failure to file a report, supply infor-have to file either an information return or a If Form 3520 is required, you generally must

report. You may have to file a return or a report if mation, and for filing a false or fraudulent report.file it at the time you file your income tax return.
any of the following apply. Also, the entire amount of the currency or mone-Send Form 3520 to the Internal Revenue Ser-

tary instrument may be subject to seizure andvice Center, Philadelphia, PA 19255. More infor-• You are a shareholder of a controlled for- forfeiture.mation about the filing of Form 3520 can be
eign corporation.

found in the instructions for the form. More information about the filing of Form
• You are a shareholder, officer, or director 4790 can be found in the instructions on the

of a foreign personal holding company. Form 4790. Form 4790, Report of Interna- back of the form.
tional Transportation of Currency or Monetary• You are a shareholder, officer, or director
Instruments,  must be filed by each person whoof a U.S. entity that acquires, disposes of, Form TD F 90–22.1. Form TD F 90–22.1physically transports, mails, ships, or causes toor is involved in the reorganization of a must be filed if you had any financial interest in,be physically transported, mailed, or shipped,foreign corporation.

or signature or other authority over, a bank,into or out of the United States, currency or other• You are the responsible party for reporting securities, or other financial account in a foreignmonetary instruments totaling more than
foreign trust events. country. You do not have to file the report if the$10,000 at one time. The filing requirement also

assets are with a U.S. military banking facilityapplies to any person who attempts to transport,• You receive large gifts or bequests from
operated by a U.S. financial institution or if theforeign persons. mail, or ship the currency or monetary instru-
combined assets in the account(s) are $10,000ments or attempts to cause them to be trans-• You are treated as owning any portion of a or less during the entire year.ported, mailed, or shipped. Form 4790 must alsoforeign trust under the grantor trust rules.

be filed by certain recipients of currency or mon- You must file this form by June 30 each year
• You receive distributions from a foreign etary instruments. with the Department of the Treasury at the ad-

trust. The term “monetary instruments” includes dress shown on the form. Form TD F 90–22.1 is
coin and currency of the United States or of any not a tax return, so do not attach it to your Form• You ship currency to or from the United
other country, money orders, traveler’s checks,States. 1040.
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housing exclusion, your employer must consider General Information
any information about pay you received from
any other source outside the United States. In general, U.S. social security and Medicare2. taxes do not apply to wages for services youYour employer should withhold taxes from

perform as an employee outside of the Unitedany wages you earn for working in the United
States unless one of the following exceptionsStates.
applies.Withholding Tax

Foreign tax credit. If you plan to take a for-
1) You perform the services on or in connec-

eign tax credit, you may be eligible for additional
tion with an American vessel or aircraft

withholding allowances on Form W–4. You canTopics (defined later) and either:
take these additional withholding allowancesThis chapter discusses:
only for foreign tax credits attributable to taxable a) You entered into your employment
salary or wage income. contract within the United States, or• Withholding income tax from the pay of

U.S. citizens, b) The vessel or aircraft touches at aWithholding from pension payments. U.S.
U.S. port while you are employed on• Withholding tax at a flat rate, and payers of benefits from employer deferred com-
it.pensation plans, individual retirement plans,• Social security and Medicare taxes.

and commercial annuities generally must with-
2) You are working in one of the countrieshold income tax from the payments or distribu-

with which the United States has enteredUseful Items tions they make to you. Withholding will apply
into a binational social security agree-You may want to see: unless you choose exemption from withholding.
ment (discussed later).You cannot choose exemption unless you:

Publication 3) You are working for an American em-
1) Provide the payer of the benefits with a ployer (defined later).

❏ 505 Tax Withholding and Estimated residence address in the United States or
4) You are working for a foreign affiliate (de-Tax a U.S. possession, or

fined later) of an American employer under
2) Certify to the payer that you are not a U.S. a voluntary agreement entered into be-Form (and Instructions)

citizen or resident alien or someone who tween the American employer and the
❏ 673 Statement For Claiming Benefits left the United States to avoid tax. U.S. Treasury Department.

Provided by Section 911 of the
Internal Revenue Code

American vessel or aircraft. An AmericanCheck your withholding. Before you report
❏ W–4 Employee’s Withholding vessel is any vessel documented or numberedU.S. income tax withholding on your tax return,

Allowance Certificate under the laws of the United States and anyyou should carefully review all information docu-
other vessel whose crew is employed solely byments, such as Form W–2 and Form 1099.

See chapter 7 for information about getting one or more U.S. citizens, residents, or corpora-Compare other records, such as final pay rec-
these publications and forms. tions. An American aircraft is an aircraft regis-ords or bank statements, with Form W–2 or

tered under the laws of the United States.Form 1099 to verify the withholding on these
forms. Check your U.S. income tax withholding

American employer. An American employereven if you pay someone else to prepare your
includes any of the following employers.Withholding tax return. You may be assessed penalties and

interest if you claim more than your correct 1) The U.S. Government or any of its instru-U.S. employers generally must withhold U.S. amount of withholding. mentalities.income tax from the pay of U.S. citizens working
abroad unless the employer is required by for- 2) An individual who is a resident of the
eign law to withhold foreign income tax. United States.

Your employer does not have to withhold 30% Flat Rate 3) A partnership of which at least two-thirds
U.S. income tax from any wages earned abroad

of the partners are U.S. residents.
that you can reasonably be expected to exclude Withholding
under either the foreign earned income exclu- 4) A trust of which all the trustees are U.S.
sion or the foreign housing exclusion. residents.Generally, U.S. payers of income other than

wages, such as dividends and royalties, are 5) A corporation organized under the laws ofStatement. You can give a statement to your
required to withhold tax at a flat 30% (or lower the United States, any U.S. state, or theemployer indicating that you will meet either the
treaty) rate on nonwage income paid to nonresi- District of Columbia, Puerto Rico, the Vir-bona fide residence test or the physical pres-
dent aliens. If you are a U.S. citizen or resident gin Islands, Guam, or American Samoa.ence test and indicating your estimated housing
and this tax is withheld in error from payments tocost exclusion.
you because you have a foreign address, youForm 673 is an acceptable statement. You Foreign affiliate. A foreign affiliate of anshould notify the payer of the income to stop thecan use Form 673 only if you are a U.S. citizen. American employer is any foreign entity in whichwithholding. Use Form W–9, Request for Tax-You do not have to use the form. You can pre- the American employer has at least a 10% inter-payer Identification Number and Certification, topare your own statement. See the previous est, directly or through one or more entities. Fornotify the payer.page for a copy of Form 673. a corporation, the 10% interest must be in its

You can claim the tax withheld in error as aGive the statement to your employer and not voting stock. For any other entity, the 10% inter-
withholding credit on your tax return if theto the IRS. est must be in its profits.
amount is not adjusted by the payer.Generally, your employer can stop the with- Form 2032, Contract Coverage Under Title II

holding once you submit a signed statement that of the Social Security Act,  is used by American
includes a declaration under penalties of per- employers to extend social security coverage to
jury. However, if your employer has reason to U.S. citizens and residents working abroad for
believe that you will not qualify for either the Social Security foreign affiliates of the American employers.
foreign earned income or the foreign housing Coverage under an agreement in effect on orand Medicare Taxesexclusion, your employer must continue to with- after June 15, 1989, cannot be terminated.
hold.

Social security and Medicare taxes may apply toIn determining whether your foreign earned Excludable meals and lodging. Social se-
wages paid to an employee regardless of whereincome is more than the limit on either the for- curity tax does not apply to the value of meals
the services are performed.eign earned income exclusion or the foreign and lodging provided to you for the convenience
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673
Statement For Claiming Benefits Provided

by Section 911 of the Internal Revenue Code

Form OMB No. 1545-1022

(Rev. March 1997)

Department of the Treasury – Internal Revenue Service

(See Instructions on Reverse)

The following statement, when completed and furnished by a citizen of the United States to his or her employer, permits the employer to
exclude from income tax withholding all or a part of the wages paid for services performed outside the United States.

Name (please print) Social security number

I expect to qualify for the foreign earned income exclusion under either the bona fide residence or physical presence test for calendar

year  or fiscal year beginning and ending .

Please check applicable box

Bona Fide Residence Test
I am a citizen of the United States. I have been a bona fide resident of and my tax home has been located in

(foreign country or countries) for an uninterrupted period which includes an entire

tax year that began on ,19 .

I expect to remain a bona fide resident and retain my tax home in a foreign country (or countries) until the end of the tax year for which

this statement is made. Or if not that period, from the date of this statement until , 19 .

I have not stated to the authorities of any foreign country named above that I an not a resident of that country. Or, if I made such a
statement, the authorities of that country thereafter made a determination to the effect that I am a resident of that country.

Based on the facts in my case, I have good reason to believe that for this period of foreign residence I will satisfy the tax home and the
bona fide foreign residence requirements prescribed by the section 911(d)(1)(A) of the Internal Revenue Code and qualify for the exclusion Code
section 911(a) allows.

(date)

(date within tax year)

Physical Presence Test
I am a citizen of the United States. Except for occasional absences that won’t disqualify me for the benefit of section 911(a) of the Internal

Revenue Code, I expect to be present in and maintain my tax home in (foreign country or countries) for

a 12-month period that includes the entire tax year . Or, if not the entire year, for the part of the tax year beginning on

,19 , and ending on , 19 .

Based on the facts in my case, I have good reason to believe that for this period of presence in a foreign country or countries, I will
satisfy the tax home and the 330 full-day requirements within a 12-month period under section 911(d)(1)(B).

Estimated Housing Cost

(1) Rent

(2) Utilities (other than telephone Charges)

(3) Real & Personal Property Insurance

(4) Occupancy tax not deductible under section 164

(5) Nonrefundable fees paid for securing a leasehold

(6) Household Repairs

(7) Add lines 1 through 6

(8) Estimated Base Housing Amount for my qualifying period is

(9) Subtract line 8 from line 7. This is your estimated housing cost amount

I understand that this total, plus the total reported on any other statements outstanding with other employers, should not be more than
my expected housing cost amount exclusion.

If I become disqualified for the exclusions, I will immediately notify my employer and advise what part, if any, of the period I am qualified
for.

I understand that any exemption form income tax withholding permitted by reason of furnishing this statement is not a determination by
the Internal Revenue that any amount paid to me for any services performed during the tax year is excludable form gross income under the
provisions of Code section 911(a).

Your Signature Date

Cat. No. 10183Y Form 673 Page 1 (Rev. 03-97)
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of your employer and excluded from your in- Only wages paid on or after the effective date social security tax is $80,400. All net earnings of
come. at least $400 are subject to the Medicare tax.of the totalization agreement can be exempt

from U.S. social security tax.
Binational Social Employed by a U.S. church. If you were em-
Security(Totalization) ployed by a U.S. church or a qualified

church-controlled organization that chose ex-Agreements
emption from social security and Medicare taxes

The United States has entered into agreements and you received wages of $108.28 or more
with several foreign countries to coordinate so- from the organization, the amounts paid to you3.cial security coverage and taxation of workers are subject to self-employment tax. However,
who are employed in those countries. These you can choose to be exempt from social secur-
agreements are commonly referred to as totali- ity and Medicare taxes if you are a member of a
zation agreements and are in effect with the recognized religious sect. See Publication 517
following countries. Self-Employment for more information about church employees

and self-employment tax.
Austria Luxembourg
Belgium Netherlands Tax
Canada Norway Effect of exclusion. You must take all of your
Finland Portugal self-employment income into account in figuringFrance South Korea

your net earnings from self-employment, evenGermany Spain Topics
income that is exempt from income tax becauseGreece Sweden

This chapter discusses:Ireland Switzerland of the foreign earned income exclusion.
Italy United Kingdom

• Who must pay self-employment tax, and Example. You are in business abroad as aUnder these agreements, dual coverage and
consultant and qualify for the foreign earned• Who is exempt from self-employment tax.dual contributions (taxes) for the same work are
income exclusion. Your foreign earned incomeeliminated. The agreements generally make
is $95,000, your business deductions totalsure that you pay social security taxes to only Useful Items $27,000, and your net profit is $68,000. Youone country.
must pay self-employment tax and Medicare taxYou may want to see:Generally, under these agreements, you will
on all of your net profit, including the amount youonly be subject to social security taxes in the
can exclude from income.Publicationcountry where you are working. However, if you

are temporarily sent to work in a foreign country
❏ 517 Social Security and Otherand your pay would otherwise be subject to Members of the clergy. If you are a memberInformation for Members of thesocial security taxes in both the United States of the clergy, you are treated as self-employedClergy and Religious Workersand that country, you generally can remain cov- for self-employment tax purposes. Your U.S.

ered only by U.S. social security. You can get ❏ 533 Self-Employment Tax self-employment tax is based upon net earnings
more information on any specific agreement by from self-employment figured without regard to
contacting the United States Social Security Ad- Form (and Instructions) the foreign earned income exclusion or the for-
ministration. If you have access to the Internet, eign housing exclusion.

❏ Form 4361 Application for Exemptionyou can get more information at:
You can receive exemption from coveragehttp://www.ssa.gov/international From Self-Employment Tax for

for your ministerial duties if you conscientiouslyUse by Ministers, Members of
oppose public insurance due to religious rea-Religious Orders and Christian

Covered by U.S. only. sons or if you oppose it due to the religiousScience Practitioners
principles of your denomination. You must fileIf your pay in a foreign country is sub-

❏ Form 1040–PR Planilla Para La Form 4361 to apply for this exemption. ject only to U.S. social security tax and
Declaración de la Contribución This subject is discussed in further detail inis exempt from foreign social security
Federal Sobre el Trabajo por Publication 517.tax, your employer should get a certificate of
Cuenta Propiacompliance from the:

❏ Form 1040–SS U.S. Self-Employment Puerto Rico, Guam, Commonwealth of the
U.S. Social Security Administration Tax Return Northern Mariana Islands, American Samoa,
Office of International Programs or Virgin Islands. If you are a U.S. citizen or❏ Schedule SE (Form 1040)P.O. Box 17775 resident and you own and operate a business inSelf-Employment TaxBaltimore, MD 21235. Puerto Rico, Guam, the Commonwealth of the

Northern Mariana Islands, American Samoa, orSee chapter 7 for information about gettingCovered by foreign country only. If you are the Virgin Islands, you must pay tax on your netthese publications.permanently working in a foreign country with earnings from self-employment (if they are $400
which the United States has a social security or more) from those sources. You must pay the
agreement and, under the agreement, your pay self-employment tax whether or not the income
is exempt from U.S. social security tax, you or is exempt from U.S. income taxes (or whether or
your employer should get a statement from the Who Must Pay not you must otherwise file a U.S. income tax
authorized official or agency of the foreign coun- return). Unless your situation is described be-
try verifying that your pay is subject to social Self-Employment Tax? low, attach Schedule SE (Form 1040) to your
security coverage in that country. U.S. income tax return.

If you are a self-employed U.S. citizen or resi-If the authorities of the foreign country will not
If you do not have to file Form 1040 with theissue such a statement, either you or your em- dent, the rules for paying self-employment tax

United States and you are a resident of any ofployer should get a statement from the U.S. are generally the same whether you are living in the U.S. possessions listed in the precedingSocial Security Administration, Office of Interna- the United States or abroad. paragraph, figure your self-employment tax ontional Programs, at the above address. The
The self-employment tax is a social security either Form 1040–PR or Form 1040–SS,statement should indicate that your wages are

and Medicare tax on net earnings from self-em- whichever applies.not covered by the U.S. social security system.
ployment of $400 or more a year. You must file these forms with the InternalThis statement should be kept by your em-

 For 2001, the maximum amount of net earn- Revenue Service Center, Philadelphia, PAployer because it establishes that your pay is
19255–0215.exempt from U.S. social security tax. ings from self-employment that is subject to the
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Page 11 of 44 of Publication 54 16:14 - 26-OCT-2001

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

Form (and Instructions) If you are a nonresident alien married to a
U.S. citizen or resident, and both you and yourExemption From ❏ 1040X Amended U.S. Individual Income spouse choose to treat you as a resident, you

Tax Return are a resident alien for tax purposes. For infor-Social Security and mation on making the choice, see the discussion❏ 2555 Foreign Earned Income
in chapter 1 under Nonresident Spouse TreatedMedicare Taxes ❏ 2555–EZ Foreign Earned Income as a Resident.

Exclusion
The United States may reach agreements with

Waiver of minimum time requirements. Theforeign countries to eliminate dual coverage and See chapter 7 for information about getting
minimum time requirements for bona fide resi-dual contributions (taxes) to social security sys- these publications and forms.
dence and physical presence can be waived iftems for the same work. See Binational Social
you must leave a foreign country because ofSecurity (Totalization) Agreements in chapter 2
war, civil unrest, or similar adverse conditions in

under Social Security and Medicare Taxes. As a
that country. This is fully explained at Waiver of

general rule, self-employed persons who are Who Qualifies for the Time Requirements under Exceptions to Tests,
subject to dual taxation will only be covered by later. 
the social security system of the country where Exclusions and the
they reside. For more information on how any Tax Home in
specific agreement affects self-employed per- Deduction? Foreign Countrysons, contact the United States Social Security

If you meet certain requirements, you may qual-Administration, as discussed in chapter 2. To qualify for the foreign earned income exclu-ify for the foreign earned income and foreignIf your self-employment earnings should be sion, the foreign housing exclusion, or the for-housing exclusions and the foreign housing de-
exempt from foreign social security tax and sub- eign housing deduction, your tax home must beduction.
ject only to U.S. self-employment tax, you in a foreign country throughout your period of

If you are a U.S. citizen or a resident alien of bona fide residence or physical presenceshould request a certificate of coverage from the
the United States and you live abroad, you are abroad. Bona fide residence and physical pres-U. S. Social Security Administration, Office of
taxed on your worldwide income. However, you ence are explained later.International Programs. The certificate will es-
may qualify to exclude from income up totablish your exemption from the foreign social
$78,000 of your foreign earnings. In addition,

security tax.
you can exclude or deduct certain foreign hous- Tax Home
ing amounts. See Foreign Earned Income Ex-

Your tax home is the general area of your mainclusion and Foreign Housing Exclusion and
place of business, employment, or post of duty,Deduction, later.
regardless of where you maintain your familyYou may also be entitled to exclude from
home. Your tax home is the place where you areincome the value of meals and lodging provided
permanently or indefinitely engaged to work asto you by your employer. See Exclusion of Meals4. an employee or self-employed individual. Hav-and Lodging, later.
ing a “tax home” in a given location does not
necessarily mean that the given location is your
residence or domicile for tax purposes.Foreign Earned If you do not have a regular or main place ofRequirements business because of the nature of your work,
your tax home may be the place where youIncome and To claim the foreign earned income exclusion,
regularly live. If you have neither a regular or

the foreign housing exclusion, or the foreign
main place of business nor a place where you

housing deduction, you must satisfy all three of
regularly live, you are considered an itinerantHousing: the following requirements.
and your tax home is wherever you work.

You are not considered to have a tax home in1) Your tax home must be in a foreign coun-Exclusion – a foreign country for any period in which yourtry.
abode is in the United States. However, your

2) You must have foreign earned income. abode is not necessarily in the United StatesDeduction
while you are temporarily in the United States.3) You must be either:
Your abode is also not necessarily in the United
States merely because you maintain a dwelling• A U.S. citizen who is a bona fide residentTopics in the United States, whether or not your spouseof a foreign country or countries for an

This chapter discusses: or dependents use the dwelling.uninterrupted period that includes an en-
tire tax year, “Abode” has been variously defined as one’s• Who qualifies for the foreign earned in- home, habitation, residence, domicile, or place• A U.S resident alien who is a citizen orcome exclusion, the foreign housing exclu- of dwelling. It does not mean your principal placenational of a country with which the Unitedsion, and the foreign housing deduction, of business. “Abode” has a domestic rather thanStates has an income tax treaty in effect

a vocational meaning and does not mean the• How to figure the foreign earned income and who is a bona fide resident of a for-
same as “tax home.” The location of your abodeexclusion, and eign country or countries for an uninter-
often will depend on where you maintain yourrupted period that includes an entire tax• How to figure the foreign housing exclu- economic, family, and personal ties.year, orsion and the foreign housing deduction.

Example 1. You are employed on an off-• A U.S. citizen or a U.S. resident alien who
shore oil rig in the territorial waters of a foreignis physically present in a foreign country orUseful Items
country and work a 28-day on/28-day off sched-countries for at least 330 full days during

You may want to see: ule. You return to your family residence in theany period of 12 consecutive months.
United States during your off periods. You are

Publication See Publication 519 to find out if you qualify considered to have an abode in the United
as a U.S. resident alien for tax purposes and States and do not satisfy the tax home test in the

❏ 519 U.S. Tax Guide for Aliens
whether you keep that alien status when you foreign country. You cannot claim either of the

❏ 596 Earned Income Credit temporarily work abroad. exclusions or the housing deduction.

Chapter 4 Foreign Earned Income and Housing: Exclusion –  Deduction Page 11
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Figure 4-A. Can I Claim the Exclusion or Deduction?

Do you have foreign
earned income?

Is your tax home in a
foreign country?

Are you a U.S. citizen?
Are you a U.S. resident
alien?

Were you a bona fide
resident of a foreign
country or countries for
an uninterrupted period
that includes an entire
tax year?

Are you a citizen or
national of a country with
which the Unted States
has an income tax treaty
in effect?

You CAN claim the
foreign earned income
exclusion and the
foreign housing
exclusion or the foreign
housing deduction.

Were you physically
present in a foreign
country or countries for
at least 330 full days
during any period of 12
consecutive months?

You CANNOT claim the foreign earned income exclusion, the
foreign housing exclusion, or the foreign housing deduction.

Example 2. For several years, you were a Temporary or Foreign Country
marketing executive with a producer of machine Indefinite Assignment

To meet the bona fide residence test or thetools in Toledo, Ohio. In November of last year,
physical presence test, you must live in or be The location of your tax home often depends onyour employer transferred you to London, En-
present in a foreign country. A foreign countrywhether your assignment is temporary or indefi-gland, for a minimum of 18 months to set up a
usually is any territory (including the air spacenite. If you are temporarily absent from your taxsales operation for Europe. Before you left, you
and territorial waters) under the sovereignty of ahome in the United States on business, you maydistributed business cards showing your busi-
government other than that of the United States.be able to deduct your away-from-home ex-ness and home addresses in London. You kept

The term “foreign country” includes the sea-penses (for travel, meals, and lodging) but youownership of your home in Toledo but rented it
bed and subsoil of those submarine areas adja-would not qualify for the foreign earned incometo another family. You placed your car in stor-
cent to the territorial waters of a foreign countryexclusion. If your new work assignment is for anage. In November of last year, you moved your
and over which the foreign country has exclu-indefinite period, your new place of employmentspouse, children, furniture, and family pets to a
sive rights under international law to explore andbecomes your tax home and you would not behome your employer rented for you in London.
exploit the natural resources.able to deduct any of the related expenses thatShortly after moving, you leased a car and

The term “foreign country” does not includeyou have in the general area of this new workyou and your spouse got British driving licenses.
Puerto Rico, Guam, the Commonwealth of theassignment. If your new tax home is in a foreignYour entire family got library cards for the local
Northern Mariana Islands, the Virgin Islands, orcountry and you meet the other requirements,public library. You and your spouse opened
U.S. possessions such as American Samoa. Foryour earnings may qualify for the foreign earnedbank accounts with a London bank and secured
purposes of the foreign earned income exclu-income exclusion.consumer credit. You joined a local business
sion, the foreign housing exclusion, and the for-league and both you and your spouse became

If you expect your employment away from eign housing deduction, the terms “foreign,”active in the neighborhood civic association and
home in a single location to last, and it does last, “abroad,” and “overseas” refer to areas outsideworked with a local charity. Your abode is in
for 1 year or less, it is temporary unless facts the United States, American Samoa, Guam, theLondon for the time you live there. You satisfy
and circumstances indicate otherwise. If you Commonwealth of the Northern Mariana Is-the tax home test in the foreign country.
expect it to last for more than 1 year, it is indefi- lands, Puerto Rico, the Virgin Islands, and the
nite. If you expect it to last for 1 year or less, but Antarctic region.
at some later date you expect it to last longer
than 1 year, it is temporary (in the absence of
facts and circumstances indicating otherwise)
until your expectation changes.

Page 12 Chapter 4 Foreign Earned Income and Housing: Exclusion –  Deduction
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your job are only some of the factors to be under the North Atlantic Treaty Status of ForcesAmerican Samoa,
considered in determining whether you meet the Agreement. You are subject to United KingdomGuam, and the
bona fide residence test. income taxes and may qualify as a bona fideCommonwealth of the

resident.Northern Mariana Islands Bona fide residence. To meet the bona fide
residence test, you must have established such Example 2. You are a U.S. citizen in theResidence or presence in a U.S. possession  
a residence in a foreign country. United Kingdom who qualifies as an “employee”does not qualify you for the foreign earned in-

Your bona fide residence is not necessarily of an armed service or as a member of a “civiliancome exclusion. You may, however, qualify for
the same as your domicile. Your domicile is your component” under the North Atlantic Treaty Sta-the possession exclusion.
permanent home, the place to which you always tus of Forces Agreement. You do not qualify as
return or intend to return.American Samoa. There is a possession ex- a bona fide resident.

clusion available to individuals who are bona
Example. You could have your domicile infide residents of American Samoa for the entire Example 3. You are a U.S. citizen em-

Cleveland, Ohio, and a bona fide residence intax year. Gross income from sources within ployed in Japan by a U.S. employer under con-
London, England, if you intend to return eventu-American Samoa, Guam, or the Commonwealth tract with the U.S. Armed Forces. You are
ally to Cleveland.of the Northern Mariana Islands may be eligible subject to the agreement of the Treaty of Mutual

The fact that you go to London does notfor this exclusion. Income that is effectively con- Cooperation and Security between the United
automatically make London your bona fide resi-nected with the conduct of a trade or business States and Japan. You do not qualify as a bona
dence. If you go there as a tourist, or on a shortwithin those possessions also may be eligible fide resident.
business trip, and return to the United States,for this exclusion. Use Form 4563, Exclusion of
you have not established bona fide residence inIncome for Bona Fide Residents of American Example 4. You are a U.S. citizen em-
London. But if you go to London to work for anSamoa, to figure the exclusion. ployed as an “official” by the United Nations in
indefinite or extended period and you set up Switzerland. You are exempt from Swiss taxa-

Guam and the Commonwealth of the North- permanent quarters there for yourself and your tion on the salary or wages paid to you by the
ern Mariana Islands. A possession exclusion family, you probably have established a bona United Nations. This does not prevent you from
will be available to residents of Guam and the fide residence in a foreign country, even though qualifying as a bona fide resident if you meet all
Commonwealth of the Northern Mariana Islands you intend to return eventually to the United the requirements for that status.
if, and when, new implementation agreements States.
take effect between the United States and those Effect of voting by absentee ballot. If youYou are clearly not a resident of London in
possessions. are a U.S. citizen living abroad, you can vote bythe first instance. However, in the second, you

For more information, see Publication 570. absentee ballot in any election held in the Unitedare a resident because your stay in London
States without risking your status as a bona fideappears to be permanent. If your residency is
resident of a foreign country.not as clearly defined as either of these illustra-

Puerto Rico However, if you give information to the localtions, it may be more difficult to decide whether
and Virgin Islands election officials about the nature and length ofyou have established a bona fide residence.

your stay abroad that does not match the infor-
Determination. Questions of bona fide resi-Residents of Puerto Rico and the Virgin Islands mation you give for the bona fide residence test,

dence are determined according to each individ-cannot claim the foreign earned income exclu- the information given in connection with absen-
ual case, taking into account factors such assion, the foreign housing exclusion, or the pos- tee voting will be considered in determining your
your intention, the purpose of your trip, and thesession exclusion. status, but will not necessarily be conclusive.
nature and length of your stay abroad.

Puerto Rico. Generally, if you are a U.S. citi- You must show the Internal Revenue Ser- Uninterrupted period including entire tax
zen who is a bona fide resident of Puerto Rico vice (IRS) that you have been a bona fide resi- year. To qualify for bona fide residence, you
for the entire tax year, you are not subject to dent of a foreign country or countries for an must reside in a foreign country for an uninter-
U.S. tax on income from Puerto Rican sources. uninterrupted period that includes an entire tax rupted period that includes an entire tax year. An
This does not include amounts paid for services year. The IRS decides whether you qualify as a entire tax year is from January 1 through De-
performed as an employee of the United States. bona fide resident of a foreign country largely on cember 31 for taxpayers who file their income
However, you are subject to U.S. tax on your the basis of facts you report on Form 2555. IRS tax returns on a calendar year basis.
income from sources outside Puerto Rico. In cannot make this determination until you file During the period of bona fide residence in a
figuring your U.S. tax, you cannot deduct ex- Form 2555. foreign country, you can leave the country for
penses allocable to income not subject to tax. brief or temporary trips back to the United States

Statement to foreign authorities. You are or elsewhere for vacation or business. To keep
not considered a bona fide resident of a foreign your status as a bona fide resident of a foreignBona Fide Residence Test country if you make a statement to the authori- country, you must have a clear intention of re-
ties of that country that you are not a resident ofYou meet the bona fide residence test if you are turning from such trips, without unreasonable
that country and the authorities either:a bona fide resident of a foreign country or delay, to your foreign residence or to a new bona

countries for an uninterrupted period that in- fide residence in another foreign country.1) Hold that you are not subject to their in-
cludes an entire tax year. You can use the bona come tax laws as a resident, or

Example 1. You arrived with your family infide residence test to qualify for the exclusions
2) Have not made a final decision on your Lisbon, Portugal, on November 1, 1999. Yourand the deduction only if you are either:

status. assignment is indefinite, and you intend to live• A U.S. citizen, or there with your family until your company sends
Special agreements and treaties.  An in- you to a new post. You immediately established• A U.S. resident alien who is a citizen or
come tax exemption provided in a treaty or other residence there. On April 1, 2000, you arrived innational of a country with which the United
international agreement will not in itself prevent the United States to meet with your employer,States has an income tax treaty in effect.
you from being a bona fide resident of a foreign leaving your family in Lisbon. You returned to

You do not automatically acquire bona fide country. Whether a treaty prevents you from Lisbon on May 1, and continued living there. On
resident status merely by living in a foreign becoming a bona fide resident of a foreign coun- January 1, 2001, you completed an uninter-
country or countries for 1 year. try is determined under all provisions of the rupted period of residence for a full tax year

treaty, including specific provisions relating to (2000), and you meet the bona fide residence
Example. If you go to a foreign country to residence or privileges and immunities. test.

work on a particular construction job for a speci-
fied period of time, you ordinarily will not be Example 1. You are a U.S. citizen em- Example 2. Assume that in Example 1, you
regarded as a bona fide resident of that country ployed in the United Kingdom by a U.S. em- transferred back to the United States on Decem-
even though you work there for 1 tax year or ployer under contract with the U.S. Armed ber 13, 2000. You would not meet the bona fide
longer. The length of your stay and the nature of Forces. You do not qualify for special status residence test because your bona fide resi-
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dence in the foreign country, although it lasted returning, or the nature and purpose of your stay transit. You are treated as traveling over areas
more than a year, did not include a full tax year. not within any foreign country.abroad.
You may, however, qualify for the foreign

How to figure the 12-month period.  There330 full days. Generally, to meet the physicalearned income exclusion or the housing exclu-
are four rules you should know when figuring thepresence test, you must be physically present insion or deduction under the physical presence
12-month period.a foreign country or countries for at least 330 fulltest (discussed later).

days during a 12-month period. You can count 1) Your 12-month period can begin with anyBona fide resident for part of a year. Once days you spent abroad for any reason. You do day of the month. It ends the day beforeyou have established bona fide residence in a not have to be in a foreign country only for the same calendar day, 12 months later.foreign country for an uninterrupted period that employment purposes. You can be on vacation
includes an entire tax year, you will qualify as a 2) Your 12-month period must be made up oftime.
bona fide resident for the period starting with the consecutive months. Any 12-month periodYou do not meet the physical presence test if
date you actually began the residence and end- can be used if the 330 days in a foreignillness, family problems, a vacation, or your
ing with the date you abandon the foreign resi- country fall within that period.employer’s orders cause you to be present for
dence. You could qualify as a bona fide resident less than the required amount of time. 3) You do not have to begin your 12-monthfor an entire tax year plus parts of 1 or 2 other tax

period with your first full day in a foreignException. You can be physically presentyears.
country or end it with the day you leave.in a foreign country or countries for less than 330
You can choose the 12-month period thatExample. You were a bona fide resident of full days and still meet the physical presence
gives you the greatest exclusion.England from March 1, 1999, through Septem- test if you are required to leave a country be-

ber 14, 2001. On September 15, 2001, you re- cause of war or civil unrest. See Waiver of Time 4) In determining whether the 12-month pe-
turned to the United States. Since you were a Requirements, later. riod falls within a longer stay in the foreign
bona fide resident of a foreign country for all of country, 12-month periods can overlap one

Full day. A full day is a period of 24 consecu-2000, you also qualify as a bona fide resident another.
tive hours, beginning at midnight.from March 1, 1999, through the end of 1999

and from January 1, 2001, through September
Example 1. You are a construction workerTravel.  When you leave the United States to14, 2001.

who works on and off in a foreign country over ago directly to a foreign country or when you
Reassignment. If you are assigned from 20-month period. You might pick up the 330 fullreturn directly to the United States from a foreign

one foreign post to another, you may or may not days in a 12-month period only during the middlecountry, the time you spend on or over interna-
have a break in foreign residence between your months of the time you work in the foreign coun-tional waters does not count toward the 330-day
assignments, depending on the circumstances. try because the first few and last few months oftotal.

the 20-month period are broken up by long visits
Example 1. You were a resident of Pakistan to the United States.Example. You leave the United States for

from October 1, 2000, through November 30, France by air on June 10. You arrive in France at
2001. On December 1, 2001, you and your fam- Example 2. You work in New Zealand for a9:00 a.m. on June 11. Your first full day in
ily returned to the United States to wait for an 20-month period from January 1, 2000, throughFrance is June 12.
assignment to another foreign country. Your August 31, 2001, except that you spend 28 days

Passing over foreign country. If, in travel-household goods also were returned to the in February 2000 and 28 days in February 2001
ing from the United States to a foreign country,United States. on vacation in the United States. You are pre-
you pass over a foreign country before midnightYour foreign residence ended on November sent in New Zealand 330 full days during each of
of the day you leave, the first day you can count30, 2001, and did not begin again until after you the following two 12-month periods: January 1,

were assigned to another foreign country and toward the 330-day total is the day following the 2000 — December 31, 2000, and September 1,
physically entered that country. Since you were day you leave the United States. 2000 — August 31, 2001. By overlapping the
not a bona fide resident of a foreign country for 12-month periods in this way, you meet the

Example. You leave the United States bythe entire tax year of 2000 or 2001, you do not physical presence test for the whole 20-month
air at 9:30 a.m. on June 10 to travel to Kenya.meet the bona fide residence test in either year. period. See Table 4-1.
You pass over western Africa at 11:00 p.m. onYou may, however, qualify for the foreign
June 10 and arrive in Kenya at 12:30 a.m. onearned income exclusion or the housing exclu- Exceptions to Tests

sion or deduction under the physical presence June 11. Your first full day in a foreign country is
test, discussed later. June 11. There are two exceptions to meeting the re-

quirements under the bona fide residence andChange of location. You can move aboutExample 2. Assume the same facts as in the physical presence tests.from one place to another in a foreign country orExample 1, except that upon completion of your
to another foreign country without losing fullassignment in Pakistan you were given a new
days. But if any part of your travel is not within aassignment to England. On December 1, 2001, Waiver of Time Requirementsforeign country or countries and takes 24 hoursyou and your family returned to the United
or more, you will lose full days.States for a month’s vacation. On January 2, Both the bona fide residence test and the physi-

2002, you arrived in England for your new as- cal presence test contain minimum time require-Example 1. You leave England by air atsignment. Because you did not interrupt your ments. The minimum time requirements can be
11:00 p.m. on July 6 and arrive in Sweden atbona fide residence abroad, you meet the bona waived, however, if you must leave a foreign
5:00 a.m. on July 7. Your trip takes less than 24fide residence test. country because of war, civil unrest, or similar
hours and you lose no full days. adverse conditions in that country. You also

must be able to show that you reasonably couldPhysical Presence Test Example 2. You leave Norway by ship at
have expected to meet the minimum time re-10:00 p.m. on July 6 and arrive in Portugal at

You meet the physical presence test if you are quirements if not for the adverse conditions. To6:00 a.m. on July 8. Since your travel is not
physically present in a foreign country or coun- qualify for the waiver, you must actually havewithin a foreign country or countries and the trip
tries 330 full days during a period of 12 consecu- your tax home in the foreign country and be atakes more than 24 hours, you lose as full days
tive months. The 330 days do not have to be bona fide resident of, or be physically present in,July 6, 7, and 8. If you remain in Portugal, your
consecutive. Any U.S. citizen or resident can the foreign country on or before the beginningnext full day in a foreign country is July 9.
use the physical presence test to qualify for the date of the waiver.

In United States while in transit. If you areexclusions and the deduction. Early in 2002, the IRS will publish in the
in transit between two points outside the UnitedThe physical presence test is based only on Internal Revenue Bulletin a list of countries qual-
States and are physically present in the Unitedhow long you stay in a foreign country or coun- ifying for the waiver for 2001 and the effective
States for less than 24 hours, you are not treatedtries. This test does not depend on the kind of dates. If you left one of the countries on or after
as present in the United States during theresidence you establish, your intentions about the date listed for each country, you can qualify
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Table 4-1. How To Figure Overlapping 12-Month Periods

First Full 12-Month Period

Second Full 12-Month Period* 28-day vacation in the United States

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug
’00 ’00 ’00 ’00 ’00 ’00 ’00 ’00 ’00 ’00 ’00 ’00 ’01 ’01 ’01 ’01 ’01 ’01 ’01 ’01

*

This Table illustrates Example 2 under How to figure the 12-month period.

*

for the bona fide residence test or physical pres- ther the bona fide residence test or the physical Allowances or reimbursements. Earned in-
ence test for 2001 without meeting the minimum presence test, see Bona Fide Residence Test come includes allowances or reimbursements
time requirement. However, in figuring your ex- and Physical Presence Test, earlier. you receive, such as the following amounts.
clusion, the number of your qualifying days of Foreign earned income does not include the

• Cost of living allowances.bona fide residence or physical presence in- following amounts.
cludes only days of actual residence or pres- • Overseas differential.

1) The value of meals and lodging that youence within the country. • Family allowance.exclude from your income because it wasYou can read the Internal Revenue Bulletins
furnished for the convenience of your em-on the Internet at www.irs.gov. Or, you can get • Reimbursement for education or education
ployer.a copy of the list of countries by writing to: allowance.

2) Pension or annuity payments you receive, • Home leave allowance.
including social security benefits (see Pen-Internal Revenue Service

• Quarters allowance.sions and annuities, later).International Section
P.O. Box 920 • Reimbursement for moving or moving al-3) Pay you receive as an employee of the
Bensalem, PA 19020-8518. lowance (unless excluded from income asU.S. Government. (See U.S. Government

discussed later).Employees, later.)

4) Amounts you include in your income be-
Source of Earned IncomeU.S. Travel Restrictions cause of your employer’s contributions to a

nonexempt employee trust or to a non-
The source of your earned income is the placeIf you are present in a foreign country in violation qualified annuity contract.
where you perform the services for which youof U.S. law, you will not be treated as a bona fide

5) Any unallowable moving expense deduc- received the income. Foreign earned income isresident of a foreign country or as physically
tion that you choose to recapture as ex- income you receive for working in a foreignpresent in a foreign country while you are in
plained under Recapture of Moving country. Where or how you are paid has noviolation of the law. Income that you earn from
Expense Deduction in chapter 5). effect on the source of the income. For example,sources within such a country for services per-

income you receive for work done in Austria isformed during a period of violation does not 6) Payments you receive after the end of the
income from a foreign source even if the incomequalify as foreign earned income. Your housing tax year following the tax year in which you
is paid directly to your bank account in theexpenses within that country (or outside that performed the services that earned the in-
United States and your employer is located incountry for housing your spouse or dependents) come.
New York City.while you are in violation of the law cannot be

included in figuring your foreign housing If you receive a specific amount for workEarned income. This is pay for personalamount. done in the United States, you must report thatservices performed, such as wages, salaries,
Currently, the countries to which travel re- amount as U.S. source income. If you cannotor professional fees. The list that follows classi-

strictions apply and the beginning dates of the determine how much is for work done in thefies many types of income into three categories.
restrictions are as follows: United States, or for work done partly in theThe column headed Variable Income lists in-

United States and partly in a foreign country,come that may fall into either the earned income• Cuba — January 1, 1987 determine the amount of U.S. source incomecategory, the unearned income category, or
using the method that most correctly shows the• Iraq — August 2, 1990 partly into both.  For more information on earned
proper source of your income.and unearned income, see Earned and• Libya — January 1, 1987

In most cases you can make this determina-Unearned Income, later.
The restrictions are still in effect in all three tion on a time basis. U.S. source income is the
countries. Earned Unearned Variable amount that results from multiplying your total

Income Income Income pay (including allowances, reimbursements
other than for foreign moves, and noncashSalaries and Dividends BusinessForeign Earned Income

wages Interest profits fringe benefits) by a fraction. The numerator (top
Commissions Capital gains RoyaltiesTo claim the foreign earned income exclusion, number) is the number of days you worked
Bonuses Gambling Rentsthe foreign housing exclusion, or the foreign within the United States. The denominator (bot-
Professional fees winnings

housing deduction, you must have foreign tom number) is the total number of days of workTips Alimony
earned income. for which you were paid.Social security

benefitsForeign earned income generally is income
Pensions Example. You are a U.S. citizen, a bonayou receive for services you perform during a
Annuities fide resident of Canada, and working as a min-period in which you meet both of the following

ing engineer. Your salary is $76,800 per year.requirements. In addition to the types of earned income
You also receive a $6,000 cost of living allow-listed, certain noncash income and allowances
ance, and a $6,000 education allowance. Your1) Your tax home is in a foreign country. or reimbursements are considered earned in-
employment contract did not indicate that youcome.  2) You meet either the bona fide residence
were entitled to these allowances only while

test or the physical presence test. Noncash income. The fair market value of outside the United States. Your total income is
To determine whether your tax home is in a property or facilities provided to you by your $88,800. You work a 5-day week, Monday
foreign country, see Tax Home in Foreign Coun- employer in the form of lodging, meals, or use of through Friday. After subtracting your vacation,
try, earlier. To determine whether you meet ei- a car is earned income. you have a total of 240 workdays in the year.
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You worked in the United States during the year Trade or business—corporation. The sal- repairs and collecting rents, none of his net
ary you receive from a corporation is earned income from the house is considered earnedfor 6 weeks (30 workdays). The following shows
income only if it represents a reasonable allow- income. It is all unearned income.how to figure the part for work done in the United
ance as compensation for work you do for theStates during the year.

Professional fees. If you are engaged in acorporation. Any amount over what is consid-Number of days worked in the United States professional occupation (such as a doctor orered a reasonable salary is unearned income.during the year (30) ÷ Number of days of work lawyer), all fees received in the performance of
during the year for which payment was made these services are earned income.Example 1. You are a U.S. citizen and an(240) × Total income ($88,800) = $11,100.

officer and stockholder of a corporation in Ca- Income of an artist. Income you receive fromYour U.S. source earned income is $11,100.
nada. You perform no work or service of any the sale of paintings is earned income if you
kind for the corporation. During the tax year you painted the pictures yourself.
receive a $10,000 “salary” from the corporation.Earned and
The $10,000 clearly is not for personal services Use of employer’s property or facilities. IfUnearned Income and is unearned income. you receive fringe benefits in the form of the right

to use your employer’s property or facilities, youEarned income was defined earlier as pay for
Example 2. You are a U.S. citizen and work must add the fair market value of that right topersonal services performed. Some types of in-

full time as secretary-treasurer of your corpora- your pay. Fair market value is the price at whichcome are not easily identified as earned or
tion. During the tax year you receive $100,000 the property would change hands between aunearned income. These types of income —
as salary from the corporation. If $80,000 is a willing buyer and a willing seller, neither beingspecifically, income from sole proprietorships,
reasonable allowance as pay for the work you required to buy or sell, and both having reasona-partnerships, corporations, stock options, pen-
did, then $80,000 is earned income. ble knowledge of all the necessary facts.sions, annuities, royalties, rents, and fringe ben-

efits—are further explained here. Income from Stock options. You may have earned income Example. You are privately employed andsole proprietorships and partnerships is gener- if you disposed of stock that you got by exercis- live in Japan all year. You are paid a salary ofally treated differently than income from corpo- ing a stock option granted to you under an em- $6,000 a month. You live rent-free in a house
rations. ployee stock purchase plan. provided by your employer that has a fair rental

If your gain on the disposition of stock you value of $3,000 a month. The house is not pro-
Trade or business—sole proprietorship or got by exercising an option is treated as capital vided for your employer’s convenience. You re-
partnership. Income from a business in which gain, your gain is unearned income. port on the calendar year, cash basis. You

However, if you disposed of the stock lesscapital investment is an important part of pro- received $72,000 salary from foreign sources
than 2 years after you were granted the option orducing the income may be unearned income. If plus $36,000 fair rental value of the house, or a
less than 1 year after you got the stock, part ofyou are a sole proprietor or partner and your total of $108,000 of earned income.
the gain on the disposition may be earned in-personal services are also an important part of
come. It is considered received in the year you Reimbursement of employee expenses. Ifproducing the income, the part of the income
disposed of the stock and earned in the year you you are reimbursed under an accountable planthat represents the value of your personal ser-
performed the services for which you were (defined below) for expenses you incur on yourvices will be treated as earned income.
granted the option. Any part of the earned in- employer’s behalf and you have adequately ac-

Capital a factor. If capital investment is an come that is due to work you did outside the counted to your employer for the expenses, do
important part of producing income, no more United States is foreign earned income. not include the reimbursement for those ex-
than 30% of your share of the net profits of the See Publication 525, Taxable and Nontax- penses in your earned income.
business is earned income. able Income, for a discussion of the treatment of The expenses for which you are reimbursed

If you have no net profits, the part of your stock options. are not considered allocable (related) to your
gross profit that represents a reasonable allow- earned income. If expenses and reimbursement

Pensions and annuities.  For purposes of theance for personal services actually performed is are equal, there is nothing to allocate to ex-
foreign earned income exclusion, the foreignconsidered earned income. Because you do not cluded income. If expenses are more than the
housing exclusion, and the foreign housing de-have a net profit, the 30% limit does not apply. reimbursement, the unreimbursed expenses are
duction, amounts received as pensions or annu- considered to have been incurred in producing
ities are unearned income.Example 1. You are a U.S. citizen and meet earned income and must be divided between

the bona fide residence test. You invest in a your excluded and included income in determin-Royalties. Royalties from the leasing of oil
partnership based in Cameroon that is engaged ing the amount of unreimbursed expenses youand mineral lands and patents generally are a
solely in selling merchandise outside the United can deduct. (See chapter 5.) If the reimburse-form of rent or dividends and are unearned in-
States. You perform no services for the partner- ment is more than the expenses, no expensescome.
ship. At the end of the tax year, your share of the remain to be divided between excluded and in-Royalties received by a writer are earned
net profits is $80,000. The entire $80,000 is cluded income and the excess reimbursementincome if they are received:
unearned income. must be included in earned income.

1) For the transfer of property rights of the These rules do not apply to the following
Example 2. Assume that in Example 1 you writer in the writer’s product, or individuals.

spend time operating the business. Your share
2) Under a contract to write a book or series 1) Straight-commission salespersons.of the net profits is $80,000, 30% of your share

of articles.of the profits is $24,000. If the value of your 2) Employees who have arrangements with
services for the year is $15,000, your earned their employers under which taxes are notRental income. Generally, rental income isincome is limited to the value of your services, withheld on a percentage of the commis-unearned income. If you perform personal ser-$15,000. sions because the employers consider thatvices in connection with the production of rent,

percentage to be attributable to the em-Capital not a factor. If capital is not an up to 30% of your net rental income can be
ployees’ expenses.income-producing factor and personal services considered earned income.

produce the business income, the 30% rule
Accountable plan. An accountable plan isdoes not apply. The entire amount of business Example. Larry Smith, a U.S. citizen living

a reimbursement or allowance arrangement thatincome is earned income. in Australia, owns and operates a rooming
includes all three of the following rules.house in Sydney. If he is operating the rooming

Example. You and Lou Green are manage- house as a business that requires capital and
1) The expenses covered under the planment consultants and operate as equal partners personal services, he can consider up to 30% of

must have a business connection.in performing services outside the United net rental income as earned income. On the
States. Because capital is not an income-pro- other hand, if he just owns the rooming house 2) The employee must adequately account to
ducing factor, all the income from the partner- and performs no personal services connected the employer for these expenses within a
ship is considered earned income. with its operation, except perhaps making minor reasonable period of time.
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3) The employee must return any excess re- fide resident for the remainder of 2000 and all of (the year of the move), the includible reimburse-
imbursement or allowance within a reason- 2001. Your employer reimbursed you $2,000 in ment is considered pay for services performed
able period of time. January 2001 for the part of the moving expense in the foreign country for both 2001 and 2000.

that you were not allowed to deduct. Because You figure the part of the moving expense
you did not qualify as a bona fide resident for at reimbursement for services performed in theReimbursement of moving expenses.
least 120 days last year (the year of the move), foreign country for 2001 by multiplying the totalEarned income may include reimbursement of
the reimbursement is considered pay for ser- includible reimbursement by a fraction. The frac-moving expenses. You must include as earned
vices performed in the foreign country for both tion is the number of days of foreign residenceincome:
2000 and 2001. during the year (90) divided by the number of

You figure the part of the reimbursement for days in the year (365). The remaining part of the1) Any reimbursements of, or payments for,
services performed in the foreign country in includible reimbursement is for services per-nondeductible moving expenses,
2000 by multiplying the total reimbursement by a formed in the foreign country in 2000. You report

2) Reimbursements that are more than your fraction. The fraction is the number of days dur- the amount of the includible reimbursement on
deductible expenses and that you do not ing which you were a bona fide resident during your Form 1040 for 2001, the year you received
return to your employer, the year of the move divided by 366. The re- it.

maining part of the reimbursement is for ser-3) Any reimbursements made (or treated as In this example, if you qualified undervices performed in the foreign country in 2001.made) under a nonaccountable plan (any the physical presence test for a period
This computation is used only to determineplan that does not meet the rules listed that included at least 120 days in 2001,

TIP

when the reimbursement is considered earned.above for an accountable plan), even if the moving expense reimbursement would be
You would report the amount you include inthey are for deductible expenses, and considered earned entirely in the year of the
income in 2001, the year you received it.

move.4) Any reimbursement of moving expenses
Move between foreign countries. If youyou deducted in an earlier year.

move between foreign countries, any moving Storage expense reimbursements. If you
This section discusses reimbursements that expense reimbursement that you must include are reimbursed for storage expenses, the reim-
must be included in earned income. Publication in income will be considered earned in the year bursement is for services you perform during the
521, Moving Expenses, discusses additional of the move if you qualify under either the bona period of time for which the storage expenses
rules that apply to moving expense deductions fide residence test or the physical presence test are incurred.
and reimbursements. for a period that includes at least 120 days in the

The rules for determining when the reim- year of the move.
bursement is considered earned or where the U.S. Government Employees

Move to U.S. If you move to the Unitedreimbursement is considered earned may differ
States, the moving expense reimbursement that For purposes of the foreign earned income ex-somewhat from the general rules previously dis-
you must include in income is generally consid- clusion, the foreign housing exclusion, and thecussed.
ered to be U.S. source income. foreign housing deduction, foreign earned in-Although you receive the reimbursement in

However, if under either an agreement be- come does not include any amounts paid by theone tax year, it may be considered earned for
tween you and your employer or a statement of United States or any of its agencies to its em-services performed, or to be performed, in an-
company policy that is reduced to writing before ployees. Payments to employees of nonap-other tax year. You must report the reimburse-
your move to the foreign country, your employer propriated fund activities are not foreign earnedment as income on your return in the year you
will reimburse you for your move back to the income. Nonappropriated fund activities includereceive it, even if it is considered earned during
United States regardless of whether you con- the following employers.a different year.
tinue to work for the employer, the includible

Move from U.S. to foreign country. If you 1) Armed forces post exchanges.reimbursement is considered compensation for
move from the United States to a foreign coun- past services performed in the foreign country. 2) Officers’ and enlisted personnel clubs.try, your moving expense reimbursement is gen- The includible reimbursement is considered
erally considered pay for future services to be 3) Post and station theaters.earned in the year of the move if you qualify
performed at the new location. The reimburse- under the bona fide residence test or the physi- 4) Embassy commissaries.ment is considered earned solely in the year of cal presence test for at least 120 days during
the move if your tax home is in a foreign country Amounts paid by the United States or itsthat year. Otherwise, you treat the includible
and you qualify under the bona fide residence agencies to persons who are not their employ-reimbursement as received for services per-
test or physical presence test for at least 120 ees may qualify for exclusion or deduction.formed in the foreign country in the year of the
days during that tax year. move and the year immediately before the year If you are a U.S. Government employee paid

If you do not qualify under either test for 120 of the move. by a U.S. agency that assigned you to a foreign
days during the year of the move, a portion of See the discussion under Move from U.S. to government to perform specific services for
the reimbursement is considered earned in the foreign country (earlier) to figure the amount of which the agency is reimbursed by the foreign
year of the move and a portion is considered the includible reimbursement considered government, your pay is from the U.S. Govern-
earned in the year following the year of the earned in the year of the move. The amount ment and does not qualify for exclusion or de-
move. To figure the amount earned in the year of earned in the year before the year of the move is duction.
the move, multiply the reimbursement by a frac- the difference between the total includible reim- If you have questions about whether you are
tion. The numerator (top number) is the number bursement and the amount earned in the year of an employee or an independent contractor, get
of days in your qualifying period that fall within the move. Publication 15–A, Employer’s Supplemental
the year of the move, and the denominator (bot- Tax Guide.
tom number) is the total number of days in the Example. You are a U.S. citizen employed
year of the move. in a foreign country. You retired from employ- Panama Canal Commission. U.S. employ-

ment with your employer on March 31, 2001, ees of the Panama Canal Commission are em-The difference between the total reimburse-
and returned to the United States after having ployees of a U.S. Government agency. Becausement and the amount considered earned in the
been a bona fide resident of the foreign country they are U.S. Government employees, their for-year of the move is the amount considered
for several years. A written agreement with your eign earned income does not include anyearned in the year following the year of the
employer entered into before you went abroad amounts paid to them by the Panama Canalmove. The part earned in each year is figured as
provided that you would be reimbursed for your Commission. No provision of the Panama Canalshown in the following example.
move back to the United States. Treaty or Agreement exempts their income from

Example. You are a U.S. citizen working in In April 2001, your former employer reim- U.S. taxation. Employees of the Panama Canal
the United States. You were told in October bursed you $2,000 for the part of the cost of your Commission and civilian employees of the De-
2000 that you were being transferred to a foreign move back to the United States that you were fense Department of the United States stationed
country. You arrived in the foreign country on not allowed to deduct. Because you were not a in Panama can exclude certain foreign-area and
December 15, 2000, and you qualify as a bona bona fide resident for at least 120 days last year cost-of-living allowances. See Publication 516,
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U.S. Government Civilian Employees Stationed They are considered provided for your Limit on Excludable Amount
Abroad, for more information. employer’s convenience if there is a good busi-

ness reason for providing them, other than to You may be able to exclude up to $78,000 ofAmerican Institute in Taiwan. Amounts paid give you more pay. income earned in 2001. The table below showsby the American Institute in Taiwan are not for- If the conditions listed earlier are met (includ- the maximum amount excludable for othereign earned income for purposes of the foreign ing the convenience of employer condition), do years.earned income exclusion, the foreign housing not include the value of the meals or lodging in
exclusion, or the foreign housing deduction. If Year Maximumyour income, even in the following situations.
you are an employee of the American Institute in Excludable Amount

1997 and earlier $70,000Taiwan, allowances you receive are exempt 1) Your employer intends them as part of
1998 $72,000from U.S. tax up to the amount that equals your pay.
1999 $74,000tax-exempt allowances received by civilian em-
2000 $76,0002) A law or your employment contract saysployees of the U.S. Government. 2001 $78,000that they are provided as compensation.
2002 and later $80,000Allowances. Cost-of-living and foreign-area

On the other hand, if your employer providesallowances paid under certain Acts of Congress For 2001, you cannot exclude more than the
meals or lodging to you or your family as ato U.S. civilian officers and employees stationed smaller of:
means of giving you more pay, and there is noin Alaska and Hawaii or elsewhere outside the
other business reason for providing them, their 1) $78,000, or48 contiguous states and the District of Colum-
value is extra income to you because they arebia can be excluded from gross income. Post 2) Your foreign earned income (discussednot furnished for the convenience of your em-differentials are wages that must be included in earlier) for the tax year minus your foreignployer.gross income, regardless of the Act of Congress housing exclusion (discussed later).

under which they are paid. Condition of employment. Lodging is pro-
If both you and your spouse work abroad andvided as a condition of employment if you mustMore information. Publication 516 has more you and your spouse meet either the bona fideaccept the lodging to properly carry out the du-information for U.S. Government employees residence test or the physical presence test, youties of your job. You must accept lodging toabroad. can each choose the foreign earned incomeproperly carry out your duties if, for example,

exclusion. You do not both need to meet theyou must be available for duty at all times.
same test. Together, you and your spouse canExclusion of Foreign camps. If the lodging is in a camp exclude as much as $156,000.

Meals and Lodging located in a foreign country, the camp is consid-
Paid in year following work. Generally, youered part of your employer’s business premises.

You do not include in your income the value of are considered to have earned income in theA camp is lodging that is:
meals and lodging provided to you and your year in which you do the work for which you
family by your employer at no charge if the receive the income, even if you work in one year1) Provided for your employer’s convenience
following conditions are met. but are not paid until the following year. If youbecause the place where you work is in a

report your income on a cash basis, you reportremote area where satisfactory housing is
1) The meals are furnished: the income on your return for the year you re-not available to you on the open market

ceive it. If you work one year, but are not paid forwithin a reasonable commuting distance,a) On the business premises of your em-
that work until the next year, the amount you canployer, and 2) Located as close as reasonably possible in exclude in the year you are paid is the amount

the area where you work, andb) For the convenience of your employer. you could have excluded in the year you did the
work if you had been paid in that year. For an3) Provided in a common area or enclave

2) The lodging is furnished: exception to this general rule, see Year-endthat is not available to the general public
payroll period, later.for lodging or accommodations and thata) On the business premises of your em-

normally houses at least ten employees.ployer, Example. You qualify as a bona fide resi-
dent of Brazil for all of 2000 and 2001. Youb) For the convenience of your employer,
report your income on the cash basis. In 2000,and
you were paid $65,000 for work you did in Brazil

c) As a condition of your employment. Foreign Earned during that year. You excluded all of the $65,000
from your income in 2000.

The terms used in this list are explained later. Income Exclusion In 2001, you were paid $91,000 for your work
Amounts you do not include in income be- in Brazil. $12,000 was for work you did in 2000

cause of these rules are not foreign earned If your tax home is in a foreign country and you and $79,000 was for work you did in 2001. You
income. meet the bona fide residence test or the physical can exclude $11,000 of the $12,000 from your

presence test, you can choose to exclude from income in 2001. This is the $76,000 maximumFamily. Your family, for this purpose, includes
your income a limited amount of your foreign exclusion allowable in 2000 minus the $65,000only your spouse and your dependents.
earned income. Foreign earned income is de- you actually excluded that year. You must in-

Lodging. The value of lodging includes the fined earlier. clude the remaining $1,000 in income in 2001
cost of heat, electricity, gas, water, sewer ser- You can also choose to exclude from your because you could not have excluded that in-
vice, and similar items needed to make the lodg- income a foreign housing amount. This is ex- come in 2000 if you had received it that year.
ing fit to live in. plained later under Foreign Housing Exclusion. You can exclude $78,000 of the $79,000 you

If you choose to exclude a foreign housing were paid for work you did in 2001 from yourBusiness premises of employer. Generally,
amount, you must figure the foreign housing 2001 income.the business premises of your employer is wher-
exclusion before you figure the foreign earned Your total foreign earned income exclusionever you work. For example, if you work as a
income exclusion. Your foreign earned income for 2001 is $89,000 ($11,000 of the pay receivedhousekeeper, meals and lodging provided in
exclusion is limited to your foreign earned in- in 2001 for work you did in 2000 and $78,000 ofyour employer’s home are provided on the busi-
come minus your foreign housing exclusion. the pay you received in 2001 for work you did inness premises of your employer. Similarly,

If you choose to exclude foreign earned in- 2001). You would include in your 2001 incomemeals provided to cowhands while herding cat-
come, you cannot deduct, exclude, or claim a $2,000 of the pay you received in 2001 ($1,000tle on land leased or owned by their employer
credit for any item that can be allocated to or of the pay received in 2001 for the work you didare considered provided on the premises of their
charged against the excluded amounts. This in 2000 and $1,000 of the pay received in 2001employer.
includes any expenses, losses, and other nor- for the work you did in 2001).

Convenience of employer. Whether meals mally deductible items allocable to the excluded
or lodging are provided for your employer’s con- income. For more information about deductions Year-end payroll period. There is an excep-
venience must be determined from all the facts. and credits, see chapter 5. tion to the general rule that income is considered
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earned in the year you do the work for which you of qualifying days in the year. The number of 2) Count forward 12 months from October 20,
receive the income. If you are a cash basis qualifying days is the number of days in the year 2000, to find the last day of this 12-month
taxpayer, any salary or wage payment you re- within the period on which you both: period, October 19, 2001. This 12-month
ceive after the end of the year in which you do period runs from October 20, 2000,
the work for which you receive the pay is consid- 1) Have your tax home in a foreign country, through October 19, 2001.
ered earned entirely in the year you receive it if and

3) Count the total days during 2001 that fallall four of the following apply. 
2) Meet either the bona fide residence test or within this 12-month period. This is 292

1) The period for which the payment is made the physical presence test. days (January 1, 2001—October 19,
is a normal payroll period of your employer 2001).For this purpose, you can count as qualifyingthat regularly applies to you.

days all days within a period of 12 consecutive 4) Multiply $78,000, the maximum limit, by
2) The payroll period includes the last day of months once you are physically present and the fraction 292/365 to find your maximum

your tax year (December 31 if you figure have your tax home in a foreign country for 330 exclusion for 2001 ($62,400).
your taxes on a calendar-year basis). full days. To figure your maximum exclusion,

multiply the maximum excludable amount for the3) The payroll period is not longer than 16 Choosing the Exclusiondays. year by the number of your qualifying days in the
year, and then divide the result by the number of4) The payday comes at the same time in The foreign earned income exclusion is volun-
days in the year.relation to the payroll period that it would tary. You can separately choose the foreign

normally come and it comes before the earned income exclusion and the foreign hous-
Example. You report your income on theend of the next payroll period. ing exclusion by completing the appropriate

calendar-year basis and you qualified under the
parts of Form 2555. Your initial choice of the

bona fide residence test for 75 days in 2001.
exclusions on Form 2555 or Form 2555–EZIncome earned over more than 1 year. Re- You can exclude a maximum of 75/365 of
generally must be made with a timely filed returngardless of when you actually receive income, $78,000, or $16,027, of your foreign earned in-
(including any extensions), a return amending ayou must apply it to the year in which you earned come for 2001. If you qualify under the bona fide
timely filed return, or a late-filed return filedit in figuring your excludable amount for that residence test for all of 2002, you can exclude
within 1 year from the original due date of theyear. For example, a bonus may be based on your foreign earned income up to the full
return (determined without regard to any exten-work you did over several years. You determine $80,000 limit.
sions).the amount of the bonus that is considered

Physical presence test. Under the physi-earned in a particular year in two steps. You can choose the exclusion on a return
cal presence test, a 12-month period can be any filed after the periods described above provided1) Divide the bonus by the number of calen- period of 12 consecutive months that includes you owe no federal income tax after taking intodar months in the period when you did the 330 full days. If you qualify under the physical account the exclusion. If you owe federal in-work that resulted in the bonus.
presence test for part of a year, it is important to come tax after taking into account the exclusion,

2) Multiplying the result of step 1) by the carefully choose the 12-month period that will you can choose the exclusion on a return filed
number of months you did the work during allow the maximum exclusion for that year. after the periods described above provided you
the year. This is the amount that is subject

file before IRS discovers that you failed toto the exclusion limit for that tax year. Example. You are physically present and choose the exclusion. You must type or legibly
have your tax home in a foreign country for a print at the top of the first page of the Form 1040
16-month period from June 1, 2000, through “Filed pursuant to section 1.911–7(a)(2)(i)(D).”Income received more than 1 year after it was
September 29, 2001, except for 15 days in De-earned. You cannot exclude income you re- If you owe federal income tax after taking into
cember 2000 when you were on vacation in theceive after the end of the year following the year account the foreign earned income exclusion
United States. You figure the maximum exclu-you do the work to earn it. and the IRS discovered that you failed to choose
sion for 2000 as follows. the exclusion, you must request a private letterExample. You qualify as a bona fide resi-

ruling under Revenue Procedure 92–85 (asdent of Sweden for 1999, 2000, and 2001. You 1) Beginning with June 1, 2000, count for-
modified by Revenue Procedure 93–28).report your income on the cash basis. In 1999, ward 330 full days. Do not count the 15

you were paid $65,000 for work you did in Swe- Revenue procedures are published in thedays you spent in the United States. The
den that year and in 2000 you were paid Internal Revenue Bulletin (I.R.B.) and in the Cu-330th day, May 11, 2001, is the last day of$70,000 for that year’s work in Sweden. You mulative Bulletin (C.B.), which are volumes con-a 12-month period.excluded $65,000 on your 1999 federal income taining official matters of the Internal Revenue
tax return and $70,000 for your 2000 return. 2) Count backward 12 months from May 11, Service. You can buy the C.B. containing a par-

In 2001, you were paid $90,000; $80,000 for 2001, to find the first day of this 12-month ticular revenue procedure from the Superinten-
your work in Sweden during 2001, and $10,000 period, May 12, 2000. This 12-month pe- dent of Documents, U.S. Government Printingfor work you did in Sweden in 1999. You cannot riod runs from May 12, 2000, through May Office, Washington, DC 20402.exclude any of the $10,000 for work done in 11, 2001.

Once you choose to exclude your foreign1999 because you received it after the end of the
3) Count the total days during 2000 that fallyear following the year in which you earned it. earned income or housing amount, that choice

within this 12-month period. This is 235That is, you received it after 2000. You must remains in effect for that year and all later years
include the $10,000 in income. You can exclude days (May 11, 2000 –  December 31, unless you revoke it.
$78,000 of the $80,000 received for work you 2000).
did in 2001.

4) Multiply $76,000 by the fraction 235/365 to Revocation. You can revoke your choice for
find your maximum exclusion for 2000 any year. You do this by attaching a statement

Community income. The maximum  exclu- ($48,932). that you are revoking one or more previously
sion applies separately to the earnings of a hus-

made choices to the return or amended returnYou figure the maximum exclusion for 2001band and wife. Ignore any community property
for the first year that you do not wish to claim thein the opposite manner.laws when you figure your limit on the foreign
exclusion(s). You must specify which choice(s)earned income exclusion.
you are revoking. You must revoke separately a1) Beginning with your last full day, Septem-
choice to exclude foreign earned income and aber 29, 2001, count backward 330 fullPart-year exclusion. If you qualify under ei-
choice to exclude foreign housing amounts.days. Do not count the 15 days you spentther the bona fide residence test or the physical

in the United States. That day, October 20, If you revoked a choice and within 5 yearspresence test for only part of the year, you must
2000, is the first day of a 12-month period. again wish to choose the same exclusion, youadjust the maximum limit based on the number

Chapter 4 Foreign Earned Income and Housing: Exclusion –  Deduction Page 19



Page 20 of 44 of Publication 54 16:14 - 26-OCT-2001

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

must apply for IRS approval. You do this by meet the bona fide residence test or the physical • Depreciation or amortization of property or
requesting a ruling from the IRS. improvements.presence test. The annual salary is determined

on January 1 of the year in which your tax yearMail your request for a ruling, in dupli-
begins.cate, to: No double benefit. You cannot in-

On January 1, 2001, the GS–14 salary was clude in housing expenses the value of
$65,983 per year; 16% of this amount comes to meals or lodging that you exclude fromCAUTION

!
$10,557 or $28.92 per day. To figure your baseAssociate Chief Counsel (International) gross income (see Exclusion of Meals and
amount if you are a calendar-year taxpayer,Internal Revenue Service Lodging, earlier) or that you deduct as moving
multiply $28.92 by the number of your qualifyingCC:INTL expenses.
days during 2001. (See Limit on ExcludableP.O. Box 7604
Amount, earlier.) Subtract the result from your Second foreign household. Ordinarily, ifBen Franklin Station
total housing expenses for 2001 to find your you maintain two foreign households, your rea-Washington, DC 20044.
housing amount. sonable foreign housing expenses  include only

Because requesting a ruling can be complex,
costs for the household that bears the closer

you may need professional help. Also, the IRS Example. You qualify under the physical relationship (not necessarily geographic) to your
charges a fee for issuing these rulings. For more presence test for all of 2001. During the year, tax home. However, if you maintain a second,
information, see Revenue Procedure 2001–1, you spend $12,800 for your housing. Your hous- separate household outside the United States
which is published in Internal Revenue Bulletin ing amount is $12,800 minus $10,557, or for your spouse or dependents because living
No. 2001–1. $2,243. conditions near your tax home are dangerous,

In deciding whether to give approval, the IRS
unhealthful, or otherwise adverse, include the

will consider any facts and circumstances that U.S. Government allowance. You must re- expenses for the second household in your rea-
may be relevant. These may include a period of duce your housing amount by any U.S. Govern- sonable foreign housing expenses. You cannot
residence in the United States, a move from one ment allowance or similar nontaxable allowance include expenses for more than one second
foreign country to another foreign country with intended to compensate you or your spouse for foreign household at the same time.
different tax rates, a substantial change in the the expenses of housing during the period for If you maintain two households and you ex-
tax laws of the foreign country of residence or which you claim a foreign housing exclusion or clude the value of one because it is provided by
physical presence, and a change of employer. deduction. your employer, you can still include the ex-

Foreign tax credit. Once you choose to ex- penses for the second household in figuring a
Housing expenses. Housing expenses in-clude either foreign earned income or foreign foreign housing exclusion or deduction.
clude your reasonable expenses paid or in-housing costs, you cannot take a foreign tax Adverse living conditions include a state of
curred for housing in a foreign country for youcredit for taxes on income you can exclude. If warfare or civil insurrection in the general area of
and (if they live with you) for your spouse andyou do take the credit, one or both of the choices your tax home and conditions under which it is
dependents.may be considered revoked. See Credit for For- not feasible to provide family housing (for exam-

eign Income Taxes in chapter 5 for more infor- ple, if you must live on a construction site orConsider only housing expenses for the part
mation. drilling rig).of the year that your tax home is in a foreign

country and that you meet either the bona fide
Earned income credit. You will not qualify for residence test or the physical presence test. Foreign Housing Exclusion
the earned income credit if you claim the foreign

Housing expenses include:
earned income exclusion, the foreign housing If you do not have self-employment income, all
exclusion, or the foreign housing deduction for • Rent, of your earnings are employer-provided
the year. For more information on this credit, see amounts and your entire housing amount is con-• The fair rental value of housing provided inPublication 596. sidered paid for with those employer-providedkind by your employer,

amounts. This means that you can exclude (up
• Repairs, to the limits) your entire housing amount.

• Utilities (other than telephone charges),Foreign Housing Employer-provided amounts. These include
• Real and personal property insurance, any amounts paid to you or paid or incurred onExclusion and your behalf by your employer that are taxable• Nondeductible occupancy taxes,

foreign earned income (without regard to theDeduction • Nonrefundable fees for securing a lease- foreign earned income exclusion) to you for the
hold, year. Employer-provided amounts include:

In addition to the foreign earned income exclu-
• Rental of furniture and accessories, andsion, you can also claim an exclusion or a de- 1) Your salary,

duction from gross income for your housing • Residential parking. 2) Any reimbursement for housing expenses,
amount if your tax home is in a foreign country

3) Amounts your employer pays to a thirdand you qualify under either the bona fide resi- Housing expenses do not include:
party on your behalf,dence test or the physical presence test.

• Expenses that are lavish or extravagantThe housing exclusion applies only to 4) The fair rental value of company-ownedunder the circumstances,amounts considered paid for with employer-pro- housing furnished to you unless that value
vided amounts. The housing deduction applies • Deductible interest and taxes (including is excluded under the rules explained
only to amounts paid for with self-employment deductible interest and taxes of a under the rules explained earlier at Exclu-
earnings. tenant-stockholder in a cooperative hous- sion of Meals and Lodging,

If you are married and you and your spouse ing corporation),
5) Amounts paid to you by your employer aseach qualifies under one of the tests, see Mar-

• The cost of buying property, including prin- part of a tax equalization plan, andried Couples Living Apart, later.
cipal payments on a mortgage,

6) Amounts paid to you or a third party by
Housing Amount • The cost of domestic labor (maids, gar- your employer for the education of your

deners, etc.), dependents.
Your housing amount is the total of your housing

• Pay television subscriptions,expenses for the year minus a base amount.
Choosing the exclusion. You can choose• Improvements and other expenses that in-

Base amount. The base amount is 16% of the the housing exclusion by completing the appro-crease the value or appreciably prolong
annual salary of a GS–14, step 1, U.S. Govern- priate parts of Form 2555. Follow the rules ex-the life of property,
ment employee, figured on a daily basis, times plained earlier in Choosing the Exclusion under

• Purchased furniture or accessories, orthe number of days during the year that you Foreign Earned Income Exclusion. You cannot
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use Form 2555–EZ to claim the housing exclu- Example. Tom and Jane live together and
1) Your foreign earned income exclusion,sion. file a joint return. Tom was a bona fide resident

plus of and had his tax home in Ghana from AugustYour housing exclusion is the lesser of:
17, 2001, through December 31, 2002. Jane2) Your housing exclusion.• That part of your housing amount paid for was a bona fide resident of and had her tax

with employer-provided amounts, or home in Ghana from September 15, 2001,
Carryover. You can carry over to the next through December 31, 2002.• Your foreign earned income.
year any part of your housing deduction that is During 2001, Tom received $75,000 of for-

If you choose the housing exclusion, you must not allowed because of the limit. You are al- eign earned income and Jane received $50,000
figure it before figuring your foreign earned in- lowed to carry over your excess housing deduc- of foreign earned income. Tom paid $10,000 for
come exclusion. You cannot claim less than the tion to the next year only. If you cannot deduct it housing expenses, of which $7,500 was for ex-
full amount of the housing exclusion to which in the next year, you cannot carry it over to any penses incurred from September 15 through the
you are entitled. other year. You deduct the carryover in figuring end of the year. Jane paid $3,000 for housing

adjusted gross income. The amount of carryover expenses in 2001, all of which were incurred
Foreign tax credit. If you claim either you can deduct is limited to your foreign earned during her period of residence in Ghana.
the foreign earned income exclusion or income for the year of the carryover minus the Tom and Jane can choose to figure their
the foreign housing exclusion, you can- total of your foreign earned income exclusion, housing amount jointly. If they do so, and TomCAUTION

!
not take a foreign tax credit for taxes on income housing exclusion, and housing deduction for claims the housing exclusion, their housing ex-
you can exclude. If you do take a credit for any of that year. penses would be $13,000 and their base
these taxes, one or both of the exclusions may amount, using Tom’s period of residence (Aug.
be considered revoked. See Credit for Foreign 17—Dec. 31, 2001), would be $3,962 ($28.92 ×Married Couples
Income Taxes in chapter 5 for more information 137 days). Tom’s housing amount would beLiving Apartabout the foreign tax credit. $9,038 ($13,000 –  $3,962). If, instead, Jane

claims the housing exclusion, their housing ex-If you and your spouse live apart and maintain
penses would be limited to $10,500 ($7,500 +separate households, you both may be able toForeign Housing Deduction $3,000) and their base amount, using Jane’sclaim the foreign housing exclusion or the for-
period of residence (Sept. 15—Dec. 31, 2001),eign housing deduction. You can do this if bothIf you do not have self-employment income, you
would be $3,123 ($28.92 × 108 days). Jane’sof the following conditions are met.cannot take a foreign housing deduction.
housing amount would be $7,377 ($10,500 –

How you figure your housing deduction de- • You and your spouse have different tax $3,123).
pends on whether you have only self-employ-

homes that are not within reasonable com- If Tom and Jane choose to figure their hous-
ment income or both self-employment income

ing amounts separately, then Tom’s separatemuting distance of each other.
and employer-provided income. In either case,

base amount would be $3,962 and Jane’s sepa-
the amount you can deduct is subject to the limit • Neither spouse’s residence is within rea-

rate base amount would be $3,123. They could
explained below. sonable commuting distance of the other divide their total $13,000 housing expenses be-

spouse’s tax home. Otherwise, only one of tween them in any proportion they wished.Self-employed — no employer-provided you can claim a foreign housing exclusion
amounts. If none of your housing amount is or deduction. Housing exclusion. Each spouse claiming aconsidered paid for with employer-provided

housing exclusion must figure separately theamounts, such as when all of your income is
part of the housing amount that is attributable toIf you both claim a foreign housing ex-from self-employment, you can deduct your
employer-provided amounts, based on his orclusion or a foreign housing deduction,housing amount, subject to the limit below, in
her separate foreign earned income.neither of you can claim the expenses

TIP
figuring your adjusted gross income.

for a qualified second foreign household main-Take the deduction by including it in the total
tained for the other. If one of you qualifies for buton line 32 of Form 1040. Enter the amount to the
does not claim the exclusion or the deduction,left of line 32 and write “Form 2555” on the
the other spouse can claim the expenses for a Form 2555 anddotted line.
qualified second household maintained for the Form 2555–EZfirst spouse. This would usually result in a largerSelf-employed and employer-provided
total foreign housing exclusion or deductionamounts. If you are both an employee and a

You can use Form 2555 to claim the foreignsince you would apply only one base amountself-employed individual during the year, you
earned income exclusion. You must use it toagainst the combined housing expenses.can deduct part of your housing amount and
claim the foreign housing exclusion or deduc-exclude part of it. To find the part that you can If you and your spouse live together, both of tion. In some circumstances you can use Formtake as a housing exclusion, multiply your hous- you claim a foreign housing exclusion or a for- 2555–EZ to claim the foreign earned incomeing amount by the employer-provided amounts eign housing deduction, and you file a joint re- exclusion.(discussed earlier) and then divide the result by turn, you can figure your housing amounts either You must attach Form 2555   to your Formyour foreign earned income. The balance of the separately or jointly. If you file separate returns, 1040 or 1040X if you claim the foreign housinghousing amount can be deducted, subject to the you must figure your housing amounts sepa- exclusion or the foreign housing deduction. Iflimit below. rately. In figuring your housing amounts sepa- you cannot use Form 2555–EZ, you must at-

rately, you can allocate your housing expenses tach Form 2555 if you claim the foreign earnedExample. Your housing amount for the year between yourselves in any proportion you wish, income exclusion. Form 2555 shows how youis $12,000. During the year, your total foreign but each spouse must use his or her full base qualify for the bona fide residence test or physi-earned income is $80,000, of which half amount. cal presence test, how much of your earned($40,000) is from self-employment and half is
In figuring your housing amount jointly, you income is excluded, and how to figure thefrom your services as an employee. Half of your

can combine your housing expenses and figure amount of your allowable housing exclusion orhousing amount ($12,000/2) is considered pro-
one base amount. If you figure your housing deduction. Do not submit Form 2555 or Formvided by your employer. You can exclude
amount jointly, only one spouse can claim the 2555–EZ by itself. See the instructions for the$6,000 as a housing exclusion. You can deduct
housing exclusion or housing deduction. Either forms if you are not sure about the informationthe remaining $6,000 as a housing deduction
spouse can claim the exclusion or deduction. requested.subject to the following limit.
However, if you and your spouse have different
periods of residence or presence and the one Form 2555–EZ
with the shorter period of residence or presenceLimit
claims the exclusion or deduction, you can claim Form 2555–EZ has fewer lines than Form 2555.
as housing expenses only the expenses for thatYour housing deduction cannot be more than You can use this form if all seven of the following
shorter period.your foreign earned income minus the total of: apply.
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salary, which was entirely from foreign sources, Jim’s Form 2555. On Jim’s Form 2555, Part
1) You are a U.S. citizen or a resident alien. amounted to $71,000. In addition, his employer IV, he lists his salary on line 19, his housing

provided him an annual housing allowance of allowance on line 22e, and the fair market value2) Your total foreign earned income for the
$18,000, which he used to maintain a rented of meals and lodging provided in camps by hisyear is $78,000 or less.
apartment at his tax home in Country X for the employer on lines 21a and 21b. The entries on

3) You have earned wages/salaries in a for- period he was not working at remote drilling lines 21a and 21b are not shown as income on
eign country. sites. Form 1040. Jim enters the total of these two

At various times during the year, Jim worked4) You are filing a calendar year return that entries on line 25 of Form 2555.
at remote oil drilling sites in nearby countries.covers a 12-month period. Jim combines his housing expenses,
While he worked at these remote sites, his em- $18,000, with the qualified expenses for the sec-5) You did not have any self-employment in- ployer provided him lodging and meals at ond household, $12,000, and enters total hous-come for the year. nearby camps. Satisfactory housing was not

ing expenses of $30,000 on line 28. He puts aavailable on the open market near these drilling6) You did not have any business or moving base amount of $10,557 on line 30 and sub-sites, and the lodging was provided in commonexpenses for the year. tracts that amount to arrive at a total foreignareas that normally accommodated 10 or more
housing amount of $19,443 on line 31. He7) You are not claiming the foreign housing employees and were not available to the general

exclusion or deduction. figures a housing exclusion of $19,443 on linepublic. The fair market value of the lodging he
34.was provided in these camps was $2,000, and

the value of the meals was $1,000. Although Judy could claim a separateForm 2555
After he made an adequate accounting, Jim housing exclusion for the expenses of

was reimbursed by his employer for part of his the Paris apartment rather than com-If you claim exclusion under the bona fide resi-
TIP

travel expenses and other employee business bining those expenses with Jim’s housing ex-dence test, you should fill out Parts I, II, IV, and V
expenses. Jim had $2,500 of unreimbursed em-of Form 2555. In filling out Part II, be sure to give penses, she does not do so because she would
ployee business expenses for travel, meals, andyour visa type and the period of your bona fide have to reduce her expenses by a separate
lodging that were allocable to his foreign earnedresidence. Frequently, these items are over- base housing amount. Also, her foreign earned
income.looked. income is less than the maximum foreign earned

Because of adverse conditions in Country X,If you claim exclusion under the physical income exclusion, so claiming a separate hous-
Judy and the children lived in Paris, France,presence test, you should fill out Parts I, III, IV, ing exclusion would not result in any tax benefit.
while Jim worked in the Middle East. Judy had aand V of Form 2555. When filling out Part III, be

Jim figures his foreign earned income exclu-job as an executive secretary with a U.S. com-sure to insert the beginning and ending dates of
sion in Part VII of Form 2555. Because his for-pany in Paris. Her earnings from this job wereyour 12-month period and the dates of your
eign earned income is more than the maximum$44,000. These earnings were subject to Frencharrivals and departures, as requested in the
exclusion of $78,000, he must reduce the in-income tax.travel schedule.
come by the housing exclusion The foreignThe Adams family rented an apartment inYou must fill out Part VI if you are claiming a
earned income exclusion on line 40 is $69,557Paris during 2001 for Judy and the children.foreign housing exclusion or deduction.
($89,000 –  $19,443).They paid $1,000 a month rent, including utili-Fill out Part IX if you are claiming the foreign

ties, or $12,000 for the year. The Adamseshousing deduction. When Jim combines this exclusion of
choose to treat the expenses for the Paris apart-If you are claiming the foreign earned income $69,557 with his housing exclusion of $19,443
ment as those for a qualified second foreignexclusion, fill out Part VII. he comes up with a total exclusion of $89,000 in
household. They include the $12,000 ParisFinally, if you are claiming the foreign earned Part VIII.
housing expenses with Jim’s $18,000 Country Xincome exclusion, the foreign housing exclu- The Adamses cannot deduct any of Jim’s
housing expenses. This results in a larger totalsion, or both, fill out Part VIII. unreimbursed employee business expenses be-
housing exclusion.If you and your spouse both qualify to claim cause they are all allocable to excluded income.

Jim and Judy had taxable U.S. interest andthe foreign earned income exclusion, the foreign However, the Adamses are still entitled to the full
dividend income of $7,500 for the year. Thehousing exclusion, or the foreign housing de- standard deduction for a married couple filing
Adamses had no other income for the year andduction, you and your spouse must file separate jointly.
do not itemize deductions.Forms 2555 to claim these benefits. See the

The Adamses report their income and figurediscussion earlier under Married Couples Living
Judy’s Form 2555–EZ. Judy completes atheir foreign earned income exclusions and for-Apart.
Form 2555–EZ to figure her foreign earned in-eign housing exclusion, as shown on the accom-
come exclusion. Her foreign earned income ispanying filled-in forms.Illustrated Example less than the maximum excludable amount. OnFirst, they list their income on the front of
Judy’s Form 2555–EZ, Part IV, she lists herForm 1040. Their combined salaries, includingJim and Judy Adams are married and have two
salary on line 17. She figures an exclusion ofJim’s $18,000 housing allowance, totaldependent children. They are both U.S. citizens
$44,000 on line 18.$133,000. They enter this on line 7. They enterand they file a joint U.S. income tax return. Each

The Adamses enter their combined exclu-their interest and dividend income of $7,500 onone has a tax home in a foreign country and
sions of $133,000 on line 21, Form 1040. Theylines 8a and 9.each meets the physical presence test for all of
identify this item to the left of the entry space.2001. They both can exclude their foreign At this point, Jim will complete Form 2555 
Their adjusted gross income on line 33 isearned income up to the limit. and Judy will complete Form 2555–EZ to figure
$7,500, their investment income, which does notJim is a petroleum engineer. He works pri- their foreign earned income and housing exclu-
qualify for exclusion.marily in the Persian Gulf region. For 2001, his sions.
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00
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Forms 2555 & 2555-EZ
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2
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133,000
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-0-
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�

�

�

��

Department of the Treasury—Internal Revenue Service1040 U.S. Individual Income Tax Return
OMB No. 1545-0074For the year Jan. 1–Dec. 31, 2001, or other tax year beginning , 2001, ending , 20

Last nameYour first name and initial Your social security number

(See
instructions
on page 19.)

L
A
B
E
L

H
E
R
E

Last name Spouse’s social security numberIf a joint return, spouse’s first name and initial

Use the IRS
label.
Otherwise,
please print
or type.

Home address (number and street). If you have a P.O. box, see page 19. Apt. no.

City, town or post office, state, and ZIP code. If you have a foreign address, see page 19.

Presidential
Election Campaign

1 Single
Filing Status 2 Married filing joint return (even if only one had income)

3

Check only
one box.

4

Qualifying widow(er) with dependent child (year spouse died � ). (See page 19.)5

6a Yourself. If your parent (or someone else) can claim you as a dependent on his or her tax
return, do not check box 6aExemptions

Spouseb
(4) if qualifying
child for child tax

credit (see page 20)

Dependents:c (2) Dependent’s
social security number

(3) Dependent’s
relationship to

you(1) First name Last name

If more than six
dependents,
see page 20.

d Total number of exemptions claimed

7Wages, salaries, tips, etc. Attach Form(s) W-27
8a8a Taxable interest. Attach Schedule B if requiredIncome

8bb Tax-exempt interest. Do not include on line 8aAttach 
Forms W-2 and
W-2G here.
Also attach
Form(s) 1099-R
if tax was
withheld.

99 Ordinary dividends. Attach Schedule B if required
1010 Taxable refunds, credits, or offsets of state and local income taxes (see page 22)
1111 Alimony received
1212 Business income or (loss). Attach Schedule C or C-EZ

Enclose, but do
not attach, any
payment. Also,
please use
Form 1040-V.

1313 Capital gain or (loss). Attach Schedule D if required. If not required, check here �

1414 Other gains or (losses). Attach Form 4797
15a 15bTotal IRA distributions b Taxable amount (see page 23)15a

16b16aTotal pensions and annuities b Taxable amount (see page 23)16a
1717 Rental real estate, royalties, partnerships, S corporations, trusts, etc. Attach Schedule E
1818 Farm income or (loss). Attach Schedule F
1919

20b20a b Taxable amount (see page 25)20a Social security benefits
2121

22 Add the amounts in the far right column for lines 7 through 21. This is your total income � 22

23IRA deduction (see page 27)23

Archer MSA deduction. Attach Form 8853 2525

One-half of self-employment tax. Attach Schedule SE

26

Self-employed health insurance deduction (see page 30)

26
2727

Self-employed SEP, SIMPLE, and qualified plans

2828

Penalty on early withdrawal of savings

2929

Alimony paid  b Recipient’s SSN �

32Add lines 23 through 31a

30

Subtract line 32 from line 22. This is your adjusted gross income �

31a

Adjusted
Gross
Income

33

If you did not
get a W-2,
see page 21.

F
o

rm

Married filing separate return. Enter spouse’s social security no. above and full name here. �

Cat. No. 11320B

�

�

Label

Form 1040 (2001)

IRS Use Only—Do not write or staple in this space.

Head of household (with qualifying person). (See page 19.) If the qualifying person is a child but not your dependent,
enter this child’s name here. �

Other income. List type and amount (see page 27)

Moving expenses. Attach Form 3903

24 24

For Disclosure, Privacy Act, and Paperwork Reduction Act Notice, see page 72.

No. of boxes
checked on
6a and 6b
No. of your
children on 6c
who:

Dependents on 6c
not entered above

Add numbers
entered on
lines above �

● lived with you
● did not live with
you due to divorce
or separation
(see page 20)

32

31a

Student loan interest deduction (see page 28)

30

33

� �Important!

NoYes
Note. Checking “Yes” will not change your tax or reduce your refund.
Do you, or your spouse if filing a joint return, want $3 to go to this fund? �

You must enter
your SSN(s) above.

YesNo

SpouseYou

2001

(See page 19.)

(99)

Unemployment compensation
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James M. Adams

10 Wadi Abu Hassan, City A, Country X

1 1 1 00 1111

Engineer
Pan American Oil Company
N/A
65 Sheik Hussein Street, City A, Country X

X

2000

�

�

United States

Paris, France 365 days
City A, Country X 6-9-95

OMB No. 1545-0067

Foreign Earned IncomeForm 2555
Department of the Treasury
Internal Revenue Service

� See separate instructions. � Attach to Form 1040.

For Use by U.S. Citizens and Resident Aliens Only
Your social security numberName shown on Form 1040

Your occupationYour foreign address (including country)

Employer’s name �

Employer’s U.S. address �

Employer’s foreign address �

Employer is (check
any that apply):

A U.S. companyA foreign entity
Other (specify) �

Self
A foreign affiliate of a U.S. company

If, after 1981, you filed Form 2555 to claim either of the exclusions or Form 2555-EZ to claim the foreign earned income
exclusion, enter the last year you filed the form. �

NoYesHave you ever revoked either of the exclusions?
If you answered “Yes,” enter the type of exclusion and the tax year for which the revocation was effective. �

Did you maintain a separate foreign residence for your family because of adverse living conditions at your
tax home? See Second foreign household on page 3 of the instructions
If “Yes,” enter city and country of the separate foreign residence. Also, enter the number of days during your tax year that
you maintained a second household at that address. �

List your tax home(s) during your tax year and date(s) established. �

Next, complete either Part II or Part III. If an item does not apply, enter “NA.” If you do not give
the information asked for, any exclusion or deduction you claim may be disallowed.

Taxpayers Qualifying Under Bona Fide Residence Test (See page 2 of the instructions.)

Date bona fide residence began �  , and ended �10
Rented roomRented house or apartmentPurchased houseKind of living quarters in foreign country �11

Quarters furnished by employer
Did any of your family live with you abroad during any part of the tax year?12a
If “Yes,” who and for what period? �

Have you submitted a statement to the authorities of the foreign country where you claim bona fide residence
that you are not a resident of that country? (See instructions.)

13a

b Are you required to pay income tax to the country where you claim bona fide residence? (See instructions.)
If you answered “Yes” to 13a and “No” to 13b, you do not qualify as a bona fide resident. Do not complete the rest of
this part.
If you were present in the United States or its possessions during the tax year, complete columns (a)–(d) below. Do not
include the income from column (d) in Part IV, but report it on Form 1040.

14

(d) Income earned in
U.S. on business

(attach computation)

(c) Number of
days in U.S.
on business

(d) Income earned in
U.S. on business

(attach computation)

(c) Number of
days in U.S.
on business

(b) Date left
U.S.

(a) Date
arrived in U.S.

(b) Date left
U.S.

(a) Date
arrived in U.S.

List any contractual terms or other conditions relating to the length of your employment abroad. �15a

Enter the type of visa under which you entered the foreign country. �b
Did your visa limit the length of your stay or employment in a foreign country? If “Yes,” attach explanationc
Did you maintain a home in the United States while living abroad?

e If “Yes,” enter address of your home, whether it was rented, the names of the occupants, and their relationship
to you. �

Form 2555 (2001)For Paperwork Reduction Act Notice, see page 4 of separate instructions. Cat. No. 11900P

NoYes

NoYes

NoYes
NoYes

NoYes
NoYes

�

3
4a

5

6a

c

8a

9

7

21

b
a
d

b
e

c

b

a
d

b c

d

d

b

Part I

Part II

General Information

b If you did not file Form 2555 or 2555-EZ after 1981 to claim either of the exclusions, check here � and go to line 7 now.

Of what country are you a citizen/national? �

Attachment
Sequence No. 34

2001
(99)
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1-1-01
Country X

12-31-01

Physically present in foreign countries during entire 12 month period

71,000

2,000

1,000

18,000

92,000

3,000

89,000

18,000

Page 2Form 2555 (2001)

Taxpayers Qualifying Under Physical Presence Test (See page 2 of the instructions.)

16 The physical presence test is based on the 12-month period from � through �

17 Enter your principal country of employment during your tax year. �

If you traveled abroad during the 12-month period entered on line 16, complete columns (a)–(f) below. Exclude travel between
foreign countries that did not involve travel on or over international waters, or in or over the United States, for 24 hours or
more. If you have no travel to report during the period, enter “Physically present in a foreign country or countries for the entire
12-month period.” Do not include the income from column (f) below in Part IV, but report it on Form 1040.

18

(f) Income earned in U.S.
on business (attach

computation)

(e) Number of
days in U.S.
on business

(d) Full days
present in

country

(a) Name of country
(including U.S.) (c) Date left(b) Date arrived

All Taxpayers

Note: Enter on lines 19 through 23 all income, including noncash income, you earned and actually or constructively received dur ing
your 2001 tax year for services you performed in a foreign country. If any of the foreign earned income received this tax year
was earned in a pr ior tax year, or will be earned in a later tax year (such as a bonus), see the instructions. Do not include
income from line 14, column (d), or line 18, column (f). Report amounts in U.S. dollars, using the exchange rates in effect
when you actually or constructively received the income.

If you are a cash basis taxpayer, report on Form 1040 all income you received in 2001, no matter when you performed
the service.

Amount 
(in U.S. dollars)2001 Foreign Earned Income

19Total wages, salaries, bonuses, commissions, etc.19
Allowable share of income for personal services performed (see instructions):20

20aIn a business (including farming) or professiona
In a partnership. List partnership’s name and address and type of income. �b

20b

21 Noncash income (market value of property or facilities furnished by employer—attach statement
showing how it was determined):

21aHome (lodging)a

21bMealsb

21cCarc
Other property or facilities. List type and amount. � d

21d

Allowances, reimbursements, or expenses paid on your behalf for services you performed:22
22aa Cost of living and overseas differential
22bb Family
22cc Education
22dd Home leave
22ee Quarters

f For any other purpose. List type and amount. �

22f

22gg Add lines 22a through 22f
Other foreign earned income. List type and amount. �23

23

24Add lines 19 through 21d, line 22g, and line 2324

25Total amount of meals and lodging included on line 24 that is excludable (see instructions)25
Subtract line 25 from line 24. Enter the result here and on line 27 on page 3. This is your 2001
foreign earned income �

26
26

Part III

Part IV

Form 2555 (2001)

Chapter 4 Foreign Earned Income and Housing: Exclusion –  Deduction Page 25
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89,000

30,000

365
10,557

19,443
89,000

1 00

19,443

365

78,000
69,557

89,000

1 00

69,557

89,000

Page 3Form 2555 (2001)

Taxpayers Claiming the Housing Exclusion and/or Deduction

28Qualified housing expenses for the tax year (see instructions)28
Number of days in your qualifying period that fall within your 2001 tax
year (see instructions)

29
29

30Multiply $28.92 by the number of days on line 29. If 365 is entered on line 29, enter $10,557.00 here30

31
Subtract line 30 from line 28. If the result is zero or less, do not complete the rest of this part
or any of Part IX

31

32Enter employer-provided amounts (see instructions)32
Divide line 32 by line 27. Enter the result as a decimal (rounded to at least three places), but do
not enter more than “1.000”

33
33

Housing exclusion. Multiply line 31 by line 33. Enter the result but do not enter more than the
amount on line 32. Also, complete Part VIII �

34
34

Note: The housing deduction is figured in Part IX. If you choose to claim the foreign earned
income exclusion, complete Parts VII and VIII before Part IX.

Taxpayers Claiming the Foreign Earned Income Exclusion

35 $78,000 00Maximum foreign earned income exclusion35

● All others, enter the number of days in your qualifying period that
fall within your 2001 tax year (see the instructions for line 29).

36

● Otherwise, divide line 36 by the number of days in your 2001 tax year and enter the result
as a decimal (rounded to at least three places).

37

38Multiply line 35 by line 3738
39Subtract line 34 from line 2739

40 Foreign earned income exclusion. Enter the smaller of line 38 or line 39. Also, complete Part VIII � 40

Taxpayers Claiming the Housing Exclusion, Foreign Earned Income Exclusion, or Both

41Add lines 34 and 4041
Deductions allowed in figuring your adjusted gross income (Form 1040, line 33) that are allocable
to the excluded income. See instructions and attach computation

42
42

Subtract line 42 from line 41. Enter the result here and in parentheses on Form 1040, line 21.
Next to the amount enter “Form 2555.” On Form 1040, subtract this amount from your income
to arrive at total income on Form 1040, line 22 �

43

43
Taxpayers Claiming the Housing Deduction—Complete this part only if (a) line 31 is more than line
34 and (b) line 27 is more than line 41.

44Subtract line 34 from line 3144

45Subtract line 41 from line 2745

Enter the smaller of line 44 or line 4546 46

Note: If line 45 is more than line 46 and you could not deduct all of your 2000 housing deduction
because of the 2000 limit, use the worksheet on page 4 of the instructions to figure the
amount to enter on line 47. Otherwise, go to line 48.

47Housing deduction carryover from 2000 (from worksheet on page 4 of the instructions)47

48 Housing deduction. Add lines 46 and 47. Enter the total here and on Form 1040 to the left of
line 32. Next to the amount on Form 1040, enter “Form 2555.” Add it to the total adjustments
reported on that line � 48

.�

.�

Part VIII

Part VII

Part VI

Part IX

Part V

● If you completed Part VI, enter the number from line 29.36

● If line 36 and the number of days in your 2001 tax year (usually 365) are the same, enter “1.000.”37

27

All Taxpayers

Enter the amount from line 2627
Are you claiming the housing exclusion or housing deduction?

No. Go to Part VII.

�
�

Yes. Complete Part VI.

Form 2555 (2001)

days

days

Page 26 Chapter 4 Foreign Earned Income and Housing: Exclusion –  Deduction
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Judith E. Adams 222 00 2222

�

�

�

12-31-011-1-01

Secretary
21 Rue Reynaud
Paris, France

A B Insurance Co., Inc.
2645 Pewter Place
Anytown, Anystate, U.S.A.

40 Rue Royale
Paris, France

�

2000

France 6-1-95

United States

365

78,000

44,000

44,000

1 000

General Information

OMB No. 1545-1326

Foreign Earned Income ExclusionForm 2555-EZ
Department of the Treasury
Internal Revenue Service � See separate instructions. � Attach to Form 1040.

Your social security numberName shown on Form 1040

Your occupationYour foreign address (including country)

Employer’s name

Form 2555-EZ (2001)For Paperwork Reduction Act Notice, see page 3 of separate instructions. Cat. No. 13272W

4 5

6

9 Employer is (check any that apply):
A U.S. business
A foreign business
Other (specify) �

10a

If you answered “Yes,” enter the tax year for which the revocation was effective. �

b Of what country are you a citizen/national? �

NoYesHave you ever revoked the foreign earned income exclusion?

Employer’s U.S. address (including ZIP code)7 Employer’s foreign address8

● Are a U.S. citizen or a resident alien.
● Earned wages/salaries in a foreign country.
● Had total foreign earned income of

$78,000 or less.

● Do not have self-employment income.

● Do not have business/moving expenses.And You:
You May Use

This Form
If You:

b
c

a
b
c

● Do not claim the foreign housing
exclusion or deduction.

Part II

● Are filing a calendar year return that
covers a 12-month period.

11a List your tax home(s) during 2001 and date(s) established. �

If you filed Form 2555 or 2555-EZ after 1981, enter the last year you filed the form. �

If you did not file Form 2555 or 2555-EZ after 1981, check here � and go to line 11a now.

d

1 Bona Fide Residence Test

Yes No

Enter the date your bona fide residence began � , and ended (see instructions) � .

2 Physical Presence Test

Yes No

b

a

b

a

Tests To See If You Can Take the Foreign Earned Income Exclusion

Were you a bona fide resident of a foreign country or countries for a period that includes an entire tax year
(see page 2 of the instructions)?

Were you physically present in a foreign country or countries for at least 330 full days during—

● If you answered “Yes,” you meet this test. Fill in line 1b and then go to line 3.
● If you answered “No,” you do not meet this test. Go to line 2 to see if you meet the Physical Presence Test.

2001 or
any other period of 12 months in a row starting or ending in 2001?

● If you answered “Yes,” you meet this test. Fill in line 2b and then go to line 3.
● If you answered “No,” you do not meet this test. You cannot take the exclusion unless you meet the

Bona Fide Residence Test above.
The physical presence test is based on the 12-month period from � 

● If you answered “No,” you cannot take the exclusion. Do not file this form.

Tax Home Test. Was your tax home in a foreign country or countries throughout your period of bona fide
residence or physical presence, whichever applies?

� �

through � .

3
Yes No

● If you answered “Yes,” you can take the exclusion. Complete Part II below and then go to page 2.

Part I

Attachment
Sequence No. 34A

2001
(99)

Page 2Form 2555-EZ (2001)

$78,000 00

Enter the number of days in your qualifying period that fall within 2001

Did you enter 365 on line 14?

Multiply line 13 by line 15

� .

Enter, in U.S. dollars, the total foreign earned income you earned and received in 2001 (see
instructions). Be sure to include this amount on Form 1040, line 7

Foreign earned income exclusion. Enter the smaller of line 16 or line 17 here and in
parentheses on Form 1040, line 21. Next to the amount enter “2555-EZ.” On Form 1040, subtract
this amount from your income to arrive at total income on Form 1040, line 22 �

18

13

14

15

16

17

Maximum foreign earned income exclusion 13

14

15

17

18

16

Part IV Figure Your Foreign Earned Income Exclusion

Enter “1.000.”

Part III

(d) Income earned in U.S. 
on business (attach computation)

(c) Number of days
in U.S. on business(b) Date left U.S.(a) Date arrived in U.S.

Days Present in the United States—Complete this part if you were in the
United States or its possessions during 2001.

12

�Divide line 14 by 365 and enter the result as
a decimal (rounded to at least three places).

Yes.

No.

days

Form 2555-EZ (2001)
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nada, or Mexico for some part of the calendar
year in which your tax year begins.Items Related to

Social security number. You must include5. Excluded Income on your return the social security number of
each dependent for whom you claim an exemp-

U.S. citizens and resident aliens living outside tion. To get a social security number for a de-
the United States generally are allowed the pendent, apply at a Social Security office or U.S.
same deductions as citizens and residents living consulate outside the United States. You mustExemptions, in the United States. provide original or certified copies of documents

If you choose to exclude foreign earned in- to verify the dependent’s age, identity, and citi-
come or housing amounts, you cannot deduct, zenship and complete Form SS–5, ApplicationDeductions, and
exclude, or claim a credit for any item that can for Social Security Card.
be allocated to or charged against the excluded You do not need an SSN for a child who wasCredits amounts. This includes any expenses, losses, born in 2001 and died in 2001. Atach a copy of
and other normally deductible items that are the child’s birth certificate to your tax return.
allocable to the excluded income. You can de- Print “Died” in column (2) of line 6c of your Form
duct only those expenses connected with earn- 1040 or Form 1040A.Topics
ing includible income. If your dependent is a nonresident alien who

This chapter discusses: These rules apply only to items definitely is not eligible to get a social security number,
related to the excluded earned income and they you must list the dependent’s individual tax-• The rules concerning items related to ex- do not apply to other items that are not definitely payer identification number (ITIN) instead of an

cluded income, related to any particular type of gross income. SSN. To apply for an ITIN, file Form W–7 with
These rules do not apply to items such as: the IRS. It usually takes 30 days to get an ITIN.• Exemptions,

Enter your dependent’s ITIN wherever an SSN• Personal exemptions,• Contributions to a foreign charitable or- is requested on your tax return.
ganization, • Qualified retirement contributions,

Children. Children usually are citizens or
• Moving expenses, • Alimony payments, residents of the same country as their parents. If

you were a U.S. citizen when your child was• Contributions to individual retirement ar- • Charitable contributions,
born, your child generally is a U.S. citizen. Thisrangements (IRAs), • Medical expenses, is true even if the child’s other parent is a non-

• Taxes of foreign countries and U.S. pos- resident alien, the child was born in a foreign• Mortgage interest, or
sessions, and country, and the child lives abroad with the other

• Real estate taxes on your personal resi- parent.• How to report deductions.
dence. If you are a U.S. citizen living abroad and

have a legally adopted child who is not a U.S.
For purposes of these rules, your housingUseful Items citizen or resident, you can claim an exemption

deduction is not treated as allocable to your for the child as a dependent if your home is theYou may want to see: excluded income, but the deduction for self-em- child’s main home and the child is a member of
ployment tax is. your household for your entire tax year.Publication If you receive foreign earned income in a tax

More information. For more informationyear after the year in which you earned it, you❏ 501 Exemptions, Standard Deduction, about exemptions, see Publication 501.may have to file an amended return for theand Filing Information
earlier year to properly adjust the amounts of

❏ 514 Foreign Tax Credit for Individuals deductions, credits, or exclusions allocable to
your foreign earned income and housing exclu-❏ 521 Moving Expenses Contributions tosions.

❏ 523 Selling Your Home Foreign CharitableExample. If you excluded all of your❏ 590 Individual Retirement
$76,000 foreign earned income in 2000, youArrangements (IRAs) Organizationswould not have been able to claim any deduc-

❏ 597 Information on the United tions allocable to that excluded income. If you
If you make contributions directly to a foreignthen receive a bonus of $10,000 in 2001 for workStates–Canada Income Tax
church or other foreign charitable organization,you did abroad in 2000, you cannot exclude itTreaty
you generally cannot deduct them. Exceptionsbecause it exceeds the foreign earned income
are explained under Canadian, Israeli, and Mex-exclusion limit in effect for 2000. (You have noForm (and Instructions)
ican organizations, later.housing exclusion.) But, you can file an

You can deduct contributions to a U.S. or-❏ 1116 Foreign Tax Credit (Individual, amended return for 2000 to claim the $1,163 of
ganization that transfers funds to a charitableEstate, Trust, or Nonresident Alien your allocable deductions that are now allowa-
foreign organization if the U.S. organization con-Individual) ble ($10,000 included foreign earned income
trols the use of the funds by the foreign organi-over $86,000 total foreign earned income).

❏ 2106 Employee Business Expenses zation, or if the foreign organization is just an
administrative arm of the U.S. organization.❏ 2555 Foreign Earned Income

Canadian, Israeli, and Mexican organiza-❏ 2555–EZ Foreign Earned Income Exemptions tions. Under income tax treaties, you can de-Exclusion
duct contributions to certain Canadian, Israeli,

❏ 3903 Moving Expenses You can claim an exemption for your nonresi- and Mexican charitable organizations. These or-
dent alien spouse on your separate return, pro- ganizations must meet the qualifications that a❏ Schedule A (Form 1040) Itemized
vided your spouse has no gross income for U.S. U.S. charitable organization must meet underDeductions
tax purposes and is not the dependent of an- U.S. tax law. The organization can tell you

❏ Schedule C (Form 1040) Profit or Loss other U.S. taxpayer. whether it qualifies. If you are unable to get this
From Business You can also claim exemptions for depen- information from the organization itself, contact

dents who qualify under all the dependency IRS at the address below.
See chapter 7 for information about getting tests. The dependent must be a U.S. citizen or You cannot deduct more than the percent-

these publications and forms. national or a resident of the United States, Ca- age limit on charitable contributions applied to

Page 28 Chapter 5 Exemptions, Deductions, and Credits
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your Canadian, Israeli, or Mexican source in- not required to meet the time test. The other trip from your former home to your new
requirements must be met.come. If you or a member of your family is home (including costs of getting pass-

enrolled at a Canadian college or university, the ports).
limit does not apply to gifts to that school. For

Closely Related toadditional information on the deduction of contri- Members of your household. A member
the Start of Workbutions to Canadian charities, see Publication of your household includes anyone who has

597. both your former and new home as his or her
Your move must be closely related, both in time home. It does not include a tenant or employeeFor more information on these treaty and in place, to the start of work at your new job unless that person is your dependent.provisions, write to: location.

Foreign moves. A foreign move is a move
Closely related in time. In general, moving in connection with the start of work at a new job
expenses you incur within one year from theInternal Revenue Service location outside the United States and its pos-
date you first report to work at the new locationInternational Section sessions. A foreign move does not include a
are considered closely related in time to the startP.O. Box 920 move back to the United States or its posses-
of work.Bensalem, PA 19020-8518. sions.

If you do not move within 1 year, you ordina-
rily cannot deduct the expenses unless you can
show that circumstances existed that prevented Allocation of Moving Expenses
the move within that time.Moving Expenses When your new place of work is in a foreign

Example. Your family moved more than a country, your moving expenses are directly con-
If you moved to a new home in 2001 because of year after you started work at a new location. nected with the income earned in that foreign
your job or business, you may be able to deduct Their move was delayed because you allowed country. If you exclude all or part of the income
the expenses of your move. To be deductible, your child to complete high school. You can that you earn at the new location under the
the moving expenses must have been paid or deduct your allowable moving expenses. foreign earned income exclusion or the foreign
incurred in connection with starting work at a housing exclusion, you cannot deduct the part ofClosely related in place. A move is generallynew job location. your moving expense that is allocable to theconsidered closely related in place to the start of

excluded income.work if the distance from your new home to theRequirements Also, you cannot deduct the part of the mov-new job location is not more than the distance
from your former home to the new job location. A ing expense related to the excluded income ifYou may be able to deduct moving expenses if
move that does not meet this requirement may you move from a foreign country to the Unitedyour move meets the following requirements.
qualify if you can show that: States and all 3 of the following conditions apply.

• Distance.
• You are reimbursed for your move by your1) A condition of employment requires you to

• Time. live at your new home, or employer.

• Closely related to the start of work. 2) You will spend less time or money com- • You are able to treat the reimbursement
muting from your new home to your new as compensation for services performed in
job. the foreign country.Distance

• You choose to exclude your foreign
The distance from your new job location to your

earned income.Deductible Expensesformer home must be at least 50 miles more
.than the distance from your old job location to You can only deduct certain expenses.

your former home. If you did not have an old job The moving expense is connected with earn-
location, your new job location must be at least Reasonable expenses. You can only deduct ing the income (including reimbursements, as
50 miles from your former home. expenses that are reasonable for the circum- discussed in chapter 4 under Reimbursement of

stances of your move. The cost of traveling from moving expenses) either entirely in the year of
your former home to your new one should be by

the move or in 2 years. It is connected withTime the shortest, most direct route available by con-
earning the income entirely in the year of theventional transportation.
move if you qualify under the bona fide resi-You must work full time for at least 39 weeks
dence test or physical presence test for at leastduring the first 12 months after you move. If Reimbursements. If you are reimbursed by
120 days during that tax year.you are self-employed, you must work full time your employer for allowable moving expenses,

for at least 39 weeks during the first 12 these reimbursements may have been excluded If you do not qualify under either the bona
months AND for at least 78 weeks during the from your income. You cannot deduct moving fide residence test or the physical presence test

expenses for which you were reimbursed byfirst 24 months after you move. for at least 120 days during the year of the move,
your employer unless the reimbursement was the expense is connected with earning the in-

Retirees. You can deduct your allowable mov- included in your income. come in 2 years. The moving expense is con-
ing expenses if you move to the United States nected with the year of the move and theDeductible moving expenses. Some of thewhen you permanently retire if your principal following year if the move is from the Unitedmoving expenses that you may be able to de-place of work and former home were outside the States to a foreign country. The moving expenseduct include the reasonable costs of:United States and its possessions. You do not is connected with the year of the move and the
have to meet the time test. The other require- 1) Moving household goods and personal ef- preceding year if the move is from a foreign
ments must be met. fects (including packing, crating, in-transit country to the United States.

storage, and insurance) of both you and To figure the amount of your moving ex-Survivors. You can deduct moving expenses
members of your household. For for- pense that is allocable to your excluded foreignfor a move to a home in the United States if you
eign moves, costs of moving household earned income (and not deductible), you mustare the spouse or dependent of a person whose
goods and personal effects include rea- multiply your total moving expense deduction byprincipal place of work at the time of death was
sonable expenses of moving the items to a fraction. The numerator (top number) of theoutside the United States and its possessions.
and from storage and storing them while fraction is the total of your excluded foreignThe move must begin within 6 months after the
your new place of work abroad is your earned income and housing amounts for bothdecedent’s death and must be from the
principal place of work. years and the denominator (bottom number) ofdecedent’s former home outside the United

States and its possessions in which you lived the fraction is your total foreign earned income2) Transportation and lodging for yourself
with the decedent at the time of death. You are and members of your household for one for both years.

Chapter 5 Exemptions, Deductions, and Credits Page 29
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Example. You are transferred by your em- information needed to properly figure the mov-
ployer on November 1, 2000, to Monaco. Your ing expense deduction. See Extensions under Taxes of Foreign
tax home is in Monaco, and you qualify as a When To File and Pay in chapter 1.
bona fide resident of Monaco for the entire tax Countries and

If you do not request an extension, youyear 2001. In 2000 you paid $6,000 for allowable
should figure the part of the moving expensemoving expenses for your move from the United U.S. Possessions
that you cannot deduct because it is allocable toStates to Monaco. You were fully reimbursed
the foreign earned income you are excluding.(under a nonaccountable plan) for these ex- You can take either a credit or a deduction for

penses in the same year. The reimbursement is income taxes paid to a foreign country or a U.S.You do this by multiplying the moving expense
included in your income. Your only other income possession. Taken as a deduction, foreign in-by a fraction, the numerator (top number) of
consists of $14,000 wages earned in 2000 after come taxes reduce your taxable income. Takenwhich is your excluded foreign earned income
the date of your move, and $80,000 wages as a credit, foreign income taxes reduce your taxfor the year of the move, and the denominator
earned in Monaco for 2001. liability. You must treat all foreign income taxes(bottom number) of which is your total foreign

Because you did not meet the bona fide in the same way. You generally cannot deduct
earned income for the year of the move. Onceresidence test for at least 120 days during 2000, some foreign income taxes and take a credit for
you know your foreign earnings and exclusionthe year of the move, the moving expenses are others. However, regardless of whether you
for the following year, you must either:for services you performed in both 2000 and the take a credit for foreign income taxes, you may

following year, 2001. Your total foreign earned be able to deduct other foreign taxes. See De-
1) Adjust the moving expense deduction byincome for both years is $100,000, consisting of duction for Other Foreign Taxes, later.

filing an amended return for the year of the$14,000 wages for 2000, $80,000 wages for There is no rule to determine whether it is to
2001, and $6,000 moving expense reimburse- your advantage to take a deduction or a creditmove, or
ment for both years. for foreign income taxes. In most cases, it is to

2) Recapture any additional unallowableYou exclude the maximum amount under the your advantage to take foreign income taxes as
amount as income on your return for theforeign earned income exclusion and have no a tax credit, which you subtract directly from
following year.housing exclusion. The total amount you can your U.S. tax liability, rather than as a deduction

exclude is $90,667, consisting of the $78,000 in figuring taxable income. However, if foreignIf, after you make the final computation, you
full-year exclusion for 2001 and a $12,667 income taxes were imposed at a high rate andhave an additional amount of allowable moving
part-year exclusion for 2000 ($76,000 times the the proportion of foreign income to U.S. incomeexpense deduction, you can claim this only on
fraction of 61 qualifying bona fide residence is small, a lower final tax may result from deduct-an amended return for the year of the move. You
days over 366 total days in the year). To find the ing the foreign income taxes. In any event, you

cannot claim it on the return for the second year.part of your moving expenses that is not deducti- should figure your tax liability both ways and
ble, multiply your $6,000 total expenses by the then use the one that is better for you.
fraction $90,667 over $100,000. The result, You can make or change your choice withinForms to file. Report your moving expenses
$5,440, is your nondeductible amount. 10 years from the due date for filing the taxon Form 3903. Report your moving expense

return on which you are entitled to take either thededuction on line 26 of Form 1040. If you mustYou must report the full amount of the
deuction or the credit.moving expense reimbursement in the reduce your moving expenses by the amount

year in which you received the reim- allocable to excluded income (as explained laterCAUTION
!

Foreign income taxes. These are generally
bursement. In the preceding example, this year under How To Report Deductions), attach a income taxes you pay to any foreign country or
was 2001. You attribute the reimbursement to statement to your return showing how you fig- possession of the United States.
both 2000 and 2001 only to figure the amount of ured this amount.
foreign earned income eligible for exclusion for Foreign income taxes on U.S. return. For-

For more information about figuring movingeach year. eign income taxes can only be taken as a credit
expenses, see Publication 521. on Form 1040, line 43, or as an itemized deduc-

Move between foreign countries. If you tion on Schedule A. These amounts cannot be
move between foreign countries, your moving included as withheld income taxes on Form
expense is allocable to income earned in the 1040, line 59.
year of the move if you qualified under either the Contributions to Foreign taxes paid on excluded income.bona fide residence test or the physical pres-

You cannot take a credit or deduction for foreignence test for a period that includes at least 120 Individual Retirement income taxes paid on earnings you exclude fromdays in the year of the move.
tax under any of the following.ArrangementsNew place of work in U.S. If your new place
1) Foreign earned income exclusion.of work is in the United States, the deductible

Contributions to your individual retirement ar-moving expenses are directly connected with 2) Foreign housing exclusion.
rangements (IRAs) that are traditional IRAs orthe income earned in the United States. If you

3) Possession exclusion.treat a reimbursement from your employer as Roth IRAs are generally limited to the lesser of
foreign earned income (see the discussion in $2,000 or your compensation that is includible in 4) Extraterritorial income exclusion.
chapter 4), you must allocate deductible moving your gross income for the tax year. Therefore,

If your wages are completely excluded, you can-expenses to foreign earned income. do not take into account compensation you ex-
not deduct or take a credit for any of the foreignclude under either the foreign earned incomeStorage expenses. These expenses are at- taxes paid on these wages.

exclusion or the foreign housing exclusion. Dotributable to work you do during the year in If only part of your wages is excluded, you
not reduce your compensation by the foreignwhich you incur the storage expenses. You can- cannot deduct or take a credit for the foreign

not deduct the amount allocable to excluded housing deduction. income taxes allocable to the excluded part. You
income. find the taxes allocable to your excluded wagesIf you are covered by an employer retirement

by applying a fraction to the foreign taxes paidplan at work, your deduction for your contribu-Recapture of Moving on foreign earned income received during thetions to your traditional IRAs is generally limited
tax year. The numerator (top number) of theExpense Deduction based on your modified adjusted gross income.
fraction is your excluded foreign earned income

This is your adjusted gross income figured with-If your moving expense deduction is attributable received during the tax year minus deductible
out taking into account the foreign earned in-to your foreign earnings in 2 years (the year of expenses allocable to that income (not including
come exclusion, the foreign housing exclusion,the move and the following year), you should the foreign housing deduction). The denomina-
or the foreign housing deduction. Other modifi-request an extension of time to file your return tor (bottom number) of the fraction is your total
cations are also required. For more informationfor the year of the move until after the end of the foreign earned income received during the tax
on IRAs, see Publication 590.following year. By then, you should have all the year minus all deductible expenses allocable to
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that income (including the foreign housing de- If you make this election, you cannot carry back Deduction for
duction). or carry over any unused foreign tax to or from Foreign Income TaxesIf foreign law taxes both earned income and this year.
some other type of income and the taxes on the Instead of taking the foreign tax credit, you canSeparate limit. You must figure the limit on aother type cannot be separated, the denomina- deduct foreign income taxes as an itemized de-separate basis with regard to each of the follow-tor of the fraction is the total amount of income duction on Schedule A (Form 1040).ing categories of foreign source income (see thesubject to foreign tax minus deductible ex- You can deduct only foreign income taxesinstructions for Form 1116).penses allocable to that other type of income. paid on income that is subject to U.S. tax. You

• Passive income. cannot deduct foreign taxes paid on earningsIf you take a foreign tax credit for tax on
you exclude from tax under any of the following.income you could have excluded under • High withholding tax interest.

your choice to exclude foreign earnedCAUTION
!

• Financial services income. 1) Foreign earned income exclusion.income or your choice to exclude foreign hous-
ing costs, one or both of the choices may be • Shipping income. 2) Foreign housing exclusion.
considered revoked.

• Certain dividends from a domestic interna- 3) Possession exclusion.
tional sales corporation (DISC) or former

4) Extraterritorial income exclusion.DISC.Credit for
Foreign Income Taxes • Certain distributions from a foreign sales Example. You are a U.S. citizen and qualify

corporation (FSC) or former FSC. to exclude your foreign earned income. YourIf you take the foreign tax credit, you may have
excluded wages in Country X are $70,000 on• Any lump-sum distributions from employerto file Form 1116  with Form 1040. Form 1116 is
which you paid income tax of $10,000. Youbenefit plans for which a special averagingused to figure the amount of foreign tax paid or
received dividends from Country X of $2,000 ontreatment is used to determine your tax.accrued that can be claimed as a foreign tax
which you paid income tax of $600.credit. Do not include the amount of foreign tax • Section 901(j) income.

You can deduct the $600 tax payment be-paid or accrued as withheld federal income
• Income resourced by treaty. cause the dividends relating to it are subject totaxes on Form 1040, line 59.

U.S. tax. Because you exclude your wages, youThe foreign income tax for which you can • All other income not included above (gen-
cannot deduct the income tax of $10,000.claim a credit is the amount of legal and actual eral limitation income).

tax liability you pay or accrue during the year. If you exclude only a part of your wages, see
The amount for which you can claim a credit is the earlier discussion under Foreign taxes paid

Figuring the limit. In figuring taxable incomenot necessarily the amount withheld by the for- on excluded income.
in each category, you take into account only theeign country. You cannot take a foreign tax
amount that you must include in income on yourcredit for income tax you paid to a foreign coun- Deduction for
federal tax return. Do not take any excludedtry that would be refunded by the foreign country Other Foreign Taxesamount into account.if you made a claim for refund.

To determine your taxable income in each
You can deduct real property taxes you pay thatSubsidies. If a foreign country returns your category, deduct expenses and losses that are
are imposed on you by a foreign country. Youforeign tax payments to you in the form of a definitely related to that income.
take this deduction on Schedule A (Form 1040).subsidy, you cannot claim a foreign tax credit Other expenses (such as itemized deduc-
You cannot deduct other foreign taxes, such asbased on these payments. This rule applies to a tions or the standard deduction) not definitely
personal property taxes, unless you incurred thesubsidy provided by any means that is deter- related to specific items of income must be ap-
expenses in a trade or business or in the produc-mined, directly or indirectly, by reference to the portioned to the foreign income in each category
tion of income.amount of tax, or to the base used to figure the by multiplying them by a fraction. The numerator

On the other hand, you generally can deducttax. (top number) of the fraction is your gross foreign
personal property taxes when you pay them toSome ways of providing a subsidy are re- income in the separate limit category. The de-
U.S. possessions. But if you claim the posses-funds, credits, deductions, payments, or dis- nominator (bottom number) of the fraction is
sion exclusion, see Publication 570.charges of obligations. A credit is also not your gross income from all sources. For this

The deduction for foreign taxes other thanallowed if the subsidy is given to a person re- purpose, gross income includes amounts that
foreign income taxes is not related to the foreignlated to you, or persons who participated in a are otherwise exempt or excluded. You must
tax credit. You can take deductions for thesetransaction or a related transaction with you. use special rules for deducting interest ex-
miscellaneous foreign taxes and also claim thepenses. For more information on allocating and
foreign tax credit for income taxes imposed by aapportioning your deductions, see Publication
foreign country.Limit 514.

Exemptions. Do not take the deduction forThe foreign tax credit is limited to the part of your
exemptions for yourself, your spouse, or yourtotal U.S. tax that is in proportion to your taxable
dependents in figuring taxable income for pur-income from sources outside the United States How To Report
poses of the limit.compared to your total taxable income. The al-

lowable foreign tax credit cannot be more than DeductionsRecapture of foreign losses. If you have anyour actual foreign tax liability.
overall foreign loss and the loss reduces your

If you exclude foreign earned income or housingExemption from limit. You will not be subject U.S. source income (resulting in a reduction of
amounts, how you show your deductions onto this limit and will not have to file Form 1116 if your U.S. tax liability), you must recapture the
your tax return and how you figure the amountyou meet all three of the following requirements. loss in later years when you have taxable in-
allocable to your excluded income depends oncome from foreign sources. This is done by
whether the expenses are used in figuring ad-1) Your only foreign source income for the treating a part of your taxable income from for-
justed gross income (Form 1040, line 34) or areyear is passive income (dividends, inter- eign sources in later years as U.S. source in-
itemized deductions.est, royalties, etc.) that is reported to you come. This reduces the numerator of the limiting

If you have deductions used in figuring ad-on a payee statement (such as a Form fraction and the resulting foreign tax credit limit.
justed gross income, enter the total amount for1099–DIV or 1099– INT).

Foreign tax credit carryback and carryover. each of these items on the appropriate lines and
2) Your foreign taxes for the year that qualify

The amount of foreign income tax not allowed as schedules of Form 1040. Generally, you figure
for the credit are not more than $300

a credit because of the limit can be carried back the amount of a deduction related to the ex-
($600 if you are filing a joint return) and

2 years and carried forward 5 years. cluded income by multiplying the deduction by a
are reported on a payee statement.

More information on figuring the foreign tax fraction, the numerator of which is your foreign
3) You elect this procedure. credit can be found in Publication 514. earned income exclusion and the denominator
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of which is your foreign earned income. Enter In this situation (Example 2), you can- tive share of the partnership net profit, on
not use Form 2555–EZ since you had Schedule E (Form 1040). On Form 2555, showthe amount of the deduction(s) related to ex-
self-employment income and business $78,000 on line 40 and show $31,200 on line 42.cluded income on line 42 of Form 2555. 

TIP

expenses. Your exclusion on Form 2555 is $46,800.If you have itemized deductions related to
excluded income, enter on Schedule A (Form In this situation (Example 5), you would

Example 3. Assume in Example 2, that both not use Form 2555–EZ since you had1040) only the part not related to excluded in-
capital and personal services combine to pro- earned income other than salaries andcome. You figure that amount by subtracting

TIP

duce the business income. No more than 30% of wages and you had business expenses.from the deduction the amount related to ex-
your net income, or $12,000, assuming that thiscluded income. Generally, you figure the
amount is a reasonable allowance for your ser-amount that is related to the excluded income by
vices, is considered earned and can be ex-multiplying the deduction by a fraction, the nu-
cluded. Your exclusion of $12,000 is 12% ofmerator of which is your foreign earned income
your gross income ($12,000/$100,000). Be-exclusion and the denominator of which is your
cause you excluded 12% of your total income,

foreign earned income. Attach a statement to
$7,200, or 12% of your business expenses, are

your return showing how you figured the deduct- 6.attributable to the excluded income and are not
ible amount. deductible.

Example 1. You are a U.S. citizen em- Example 4. You are a U.S. citizen, have a
ployed as an accountant. Your tax home is in Tax Treatytax home in Brazil, and meet the physical pres-
Germany for the entire tax year. You meet the ence test. You are self-employed and both capi-
physical presence test. Your foreign earned in- tal and personal services combine to produce Benefitscome for the year was $100,000 and your in- business income. Your gross income was
vestment income was $12,000. After excluding $146,000, business expenses were $172,000,
$78,000, your AGI is $34,000. and your net loss was $26,000. A reasonable

Topicsallowance for the services you performed for theYou had unreimbursed business expenses
business is $77,000. Because you incurred a This chapter discusses:of $1,500 for travel and entertainment in earning
net loss, the earned income limit of 30% of youryour foreign income, of which $500 were for
net profit does not apply. The $77,000 is foreign • Some common tax treaty benefits,meals and entertainment. These expenses are
earned income. If you choose to exclude thedeductible only as miscellaneous deductions on • How to get help in certain situations, and$77,000, you exclude 52.74% of your gross in-Schedule A (Form 1040). You also have $500 of
come ($77,000/$146,000), and 52.74% of your • How to get copies of tax treaties.miscellaneous expenses that are not related to
business expenses ($90,712) are attributable toyour foreign income that you enter on line 22 of
that income and not deductible. Show your total

Schedule A. Useful Itemsincome and expenses on Schedule C (Form
You must fill out Form 2106. On that form, You may want to see:1040). On Form 2555, exclude $77,000 and

reduce your deductible meal and entertainment show $90,712 on line 42. Subtract line 42 from
expenses by 50% ($250). You must reduce the Publicationline 41, and enter the difference as a negative (in
remaining $1,250 of travel and entertainment parentheses) on line 43. Because this amount is

❏ 597 Information on the Unitedexpenses by 78% ($975) because you excluded negative, enter it as a positive (no parentheses)
States–Canada Income Taxon line 21, Form 1040, and combine it with your78% ($78,000/$100,000) of your foreign earned
Treatyother income to arrive at total income on line 22income. You carry the remaining total of $275 to

of Form 1040.line 20 of Schedule A. Add the $275 to the $500 ❏ 901 U.S. Tax Treaties
that you have on line 22 and enter the total In this situation (Example 4), you would

See chapter 7 for information about getting($775) on line 23. probably not want to choose the for-
these publications.eign earned income exclusion if thisOn line 25 of Schedule A, enter $680, which

TIP

was the first year you were eligible. If you hadis 2% of your adjusted gross income of $34,000
chosen the exclusion in an earlier year, you(line 34, Form 1040) and subtract it from the
might want to revoke the choice for this year. Toamount on line 23.
do so would mean that you could not claim the Purpose of TaxEnter $95 on line 26 of Schedule A.
exclusion again for the next 5 tax years without

TreatiesIRS approval. See Choosing the Exclusion, inExample 2. You are a U.S. citizen, have a
chapter 4.tax home in France, and meet the physical pres- The United States has tax treaties or conven-

ence test. You are self-employed and personal tions with many countries. Under these treaties
Example 5. You are a U.S. citizen, have aservices produce the business income. Your and conventions, citizens and residents of the

tax home in Venezuela, and meet the bona fidegross income was $100,000, business ex- United States who are subject to taxes imposed
residence test. You have been performing ser-penses $60,000, and net income (profit) by the foreign countries are entitled to certain
vices for clients as a partner in a firm that pro-$40,000. You choose the foreign earned income credits, deductions, exemptions, and reductions
vides services exclusively in Venezuela. Capitalexclusion and exclude $78,000 of your gross in the rate of taxes of those foreign countries. If a
investment is not material in producing theincome. Since your excluded income is 78% of foreign country with which the United States has
partnership’s income. Under the terms of theyour total income, 78% of your business ex- a treaty imposes a tax on you, you may be
partnership agreement, you are to receive 50%penses are not deductible. Report your total entitled to benefits under the treaty. See Table
of the net profits. The partnership received grossincome and expenses on Schedule C (Form 6–1, later.
income of $200,000 and incurred operating ex-

1040). On Form 2555 you will show the follow- Treaty benefits generally are available to re-penses of $80,000. Of the net profits of
ing: sidents of the United States. They generally are$120,000, you received $60,000 as your distrib-

not available to U.S. citizens who do not resideutive share.
1) Line 20a, $100,000, gross income in the United States. However, certain treaty

You choose to exclude $78,000 of your benefits and safeguards, such as the nondis-2) Lines 40 and 41, $78,000, foreign earned
share of the gross income. Because you ex- crimination provisions, are available to U.S. citi-income exclusion
clude 78% ($78,000/$100,000) of your share of zens residing in the treaty countries. U.S.

3) Line 42, $46,800 (78% × $60,000) busi- the gross income, you cannot deduct $31,200, citizens residing in a foreign country may also be
ness expenses attributable to the exclu- 78% of your share of the operating expenses entitled to benefits under that country’s tax trea-
sion. (78% × $40,000). Report $60,000, your distribu- ties with third countries.
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You should carefully examine the spe- not affect the U.S. taxation of its own citizens protective steps and when any required steps
cific treaty articles that may apply to need to be taken.and residents. As a result, U.S. citizens and
find if you are entitled to a tax credit, tax residents generally cannot use the treaty to re-

TIP

Your request for competent authorityexemption, reduced rate of tax, or other treaty duce their U.S. tax liability. consideration should be addressed to: benefit or safeguard.
However, most treaties provide exceptions

to saving clauses that allow certain provisions of
Internal Revenue Servicethe treaty to be claimed by U.S. citizens or re-
Director, Internationalsidents. It is important that you examine theCommon Benefits LM:IN:Tapplicable saving clause to determine if an ex-
950 L’Enfant Plaza South, SWception applies.

Some common tax treaty benefits are explained Washington, DC 20024.
below. The credits, deductions, exemptions, re-

The request should contain all essentialductions in rate, and other benefits provided by
items of information, including the followingtax treaties are subject to conditions and various
items.restrictions. Benefits provided by certain treaties Competent

are not provided by others. • The facts from which the issue arises.
1. Personal service income.  If you are a Authority Assistance

• The amounts of income and tax involved.U.S. resident who is in a treaty country for a
limited number of days in the tax year and you If you are a U.S. citizen or resident, you can • A description of the issue and identifica-
meet certain other requirements, pay you re- request assistance from the U.S. competent au- tion of the relevant treaty provisions.
ceive for personal services performed in that thority if you think that the actions of the United

• The respective positions taken by you andcountry may be exempt from that country’s in- States, a treaty country, or both, cause or will
the foreign country.come tax. cause a tax situation not intended by the treaty

2. Professors and teachers.   If you are a between the two countries. You should read any • Copies of any protests, briefs, or other
U.S. resident, pay you receive for the first 2 or 3 pertinent documents.specific treaty articles, including the mutual
years that you are teaching or doing research in

agreement procedure article, that apply in youra treaty country may be exempt from that Additional details on the procedures for re-situation.country’s income tax.
questing competent authority assistance are in-

3. Students,  trainees, and apprentices. If If your request provides a basis for compe- cluded in Revenue Procedure 96–13, which isyou are a U.S. resident, amounts you receive tent authority assistance, the U.S. competent in Cumulative Bulletin 1996–1.from the United States for study, research, or authority will consult with the treaty country com-
business, professional and technical training petent authority on how to resolve the situation. More information on treaties and problems.may be exempt from a treaty country’s income

Publication 901 contains an explanation ofThe U.S. competent authority cannot con-tax.
treaty provisions that apply to amounts receivedsider requests involving countries with which theSome treaties exempt grants, allowances,
by teachers, students, workers, and governmentUnited States does not have an applicable taxand awards received from governmental and
employees and pensioners who are alien non-certain nonprofit organizations. Also, under cer- treaty.
residents or residents of the United States.tain circumstances, a limited amount of pay re-

It is important that you make your request for Since treaty provisions generally are reciprocal,ceived by students, trainees, and apprentices
competent authority consideration as soon as you can usually substitute “United States” for themay be exempt from the income tax of many
either of the following occurs.treaty countries. name of the treaty country whenever it appears,

4. Pensions and annuities.  If you are a and vice versa when “U.S.” appears in the treaty• You are denied treaty benefits.U.S. resident, nongovernment pensions and an- exemption discussions in Publication 901.
nuities you receive may be exempt from the • Actions taken by both the United States Publication 597 contains an explanation of a
income tax of treaty countries. and the foreign country result in double number of frequently used provisions of the

Most treaties contain separate provisions for taxation or will result in taxation not in- United States–Canada income tax treaty.
exempting government pensions and annuities tended by the treaty.
from treaty country income tax, and some trea-
ties provide exemption from the treaty country’s In addition to making a request for assistance,
income tax for social security payments. you should take steps so that any agreement Obtaining Copies5. Investment income.  If you are a U.S. reached by the competent authorities is not
resident, investment income, such as interest

barred by administrative, legal, or procedural of Tax Treatiesand dividends, that you receive from sources in
barriers. Some of the steps you should considera treaty country may be exempt from that

Table 6–1 lists those countries with which thetaking include the following.country’s income tax or taxed at a reduced rate.
United States has income tax treaties. This tableSeveral treaties provide exemption for capi-
is updated through December 31, 2001.1) Filing a protective claim for credit or refundtal gains (other than from sales of real property

You can get complete information aboutof U.S. taxes.in most cases) if specified requirements are met.
treaty provisions from the taxing authority in the6. Tax credit provisions. If you are a U.S. 2) Delaying the expiration of any period of country from which you receive income or fromresident who receives income from or owns cap-

limitations on the making of a refund or the treaty itself. You can obtain the text of mostital in a foreign country, you may be taxed on
other tax adjustment. of the treaties at www.irs.gov. You can alsothat income or capital by both the United States

obtain the text of most of the treaties at theand the treaty country. 3) Avoiding the lapse or termination of your
following address:Most treaties allow you to take a credit right to appeal any tax determination.

against or deduction from the treaty country’s
4) Complying with all applicable procedurestaxes based on the U.S. tax on the income. Department of Treasury

for invoking competent authority consider-7. Nondiscrimination provisions. Most Office of Public Liaison
ation.U.S. tax treaties provide that the treaty country 1500 Pennsylvania Ave. NW — Rm. 4418

cannot discriminate by imposing more burden- 5) Contesting any adjustment or seeking an Washington, DC 20220.
some taxes on U.S. citizens who are residents of appropriate correlative adjustment with re-
the treaty country than it imposes on its own spect to the U.S. or treaty country tax.

If you have specific questions about a treaty,citizens in the same circumstances.
Taxpayers can consult with the U.S. competent you can get this information from most Internal8. Saving clauses. U.S. treaties contain
authority to determine whether they need to take Revenue Service offices or from:saving clauses that provide that the treaties do
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cations and an index of tax topics. It also de- • We sometimes record telephone calls to
Internal Revenue Service evaluate IRS assistors objectively. Wescribes other free tax information services,
International Section hold these recordings no longer than oneincluding tax education and assistance pro-
P.O. Box 920 week and use them only to measure thegrams and a list of TeleTax topics.
Bensalem, PA 19020-8518. quality of assistance.

Personal computer. With your per-
• We value our customers’ opinions.sonal computer and modem, you can

Throughout this year, we will be surveyingaccess the IRS on the Internet at
our customers for their opinions on ourwww.irs.gov. While visiting our web site, you
service.can:

• Find answers to questions you may have.
Walk-in. You can walk in to many post

• Download forms and publications or offices, libraries, and IRS offices to pick7. search for forms and publications by topic up certain forms, instructions, and pub-
or keyword. lications. Some IRS offices, libraries, grocery

stores, copy centers, city and county govern-• View forms that may be filled in electroni-
ments, credit unions, and office supply storesHow To Get cally, print the completed form, and then
have an extensive collection of products avail-

save the form for recordkeeping. able to print from a CD-ROM or photocopy from
reproducible proofs. Also, some IRS offices and• View Internal Revenue Bulletins publishedTax Help
libraries have the Internal Revenue Code, regu-in the last few years.
lations, Internal Revenue Bulletins, and Cumu-You can order free publications and forms, • Search regulations and the Internal Reve- lative Bulletins available for research purposes.ask tax questions, and get more information nue Code.

from the IRS in several ways. By selecting the
Mail. You can send your order for• Receive our electronic newsletters on hotmethod that is best for you, you will have quick
forms, instructions, and publications totax issues and news.and easy access to tax help. Access to most of
the Distribution Center nearest to youthese services depends on whether you are • Get information on starting and operating and receive a response within 10 workdays afterinside or outside of the United States. a small business. your request is received. Find the address that

applies to your part of the country.
You can also reach us with your computer • Western part of U.S.:using File Transfer Protocol at ftp.irs.gov.

Western Area Distribution CenterServices Available
Rancho Cordova, CA 95743–0001TaxFax Service. Using the phone at-Inside the tached to your fax machine, you can • Central part of U.S.:

receive forms and instructions by call- Central Area Distribution CenterUnited States
ing 703–368–9694. Follow the directions from P.O. Box 8903
the prompts. When you order forms, enter the Bloomington, IL 61702–8903You can get help with unresolved tax issues,
catalog number for the form you need. The itemsorder free publications and forms, ask tax ques- • Eastern part of U.S. and foreign
you request will be faxed to you.tions, and get more information from the IRS in addresses:

several ways. By selecting the method that is For help with transmission problems, call the Eastern Area Distribution Center
best for you, you will have quick and easy ac- P.O. Box 85074FedWorld Help Desk at 703–487–4608.
cess to tax help. Richmond, VA 23261–5074

Phone. Many services are available by
phone.Contacting your Taxpayer Advocate. If you CD-ROM. You can order IRS Publica-

have attempted to deal with an IRS problem tion 1796, Federal Tax Products on
unsuccessfully, you should contact your Tax- CD-ROM, and obtain:• Ordering forms, instructions, and publica-
payer Advocate. tions. Call 1–800–829–3676 to order cur- • Current tax forms, instructions, and publi-The Taxpayer Advocate represents your in- rent and prior year forms, instructions, and cations.terests and concerns within the IRS by protect-

publications.ing your rights and resolving problems that have • Prior-year tax forms and instructions.
not been fixed through normal channels. While • Asking tax questions. Call the IRS with

• Popular tax forms that may be filled inTaxpayer Advocates cannot change the tax law your tax questions at 1–800–829–1040.
electronically, printed out for submission,or make a technical tax decision, they can clear • TTY/TDD equipment. If you have access and saved for recordkeeping.up problems that resulted from previous con-

to TTY/TDD equipment, call 1–800–829–tacts and ensure that your case is given a com- • Internal Revenue Bulletins.4059 to ask tax questions or to orderplete and impartial review.
forms and publications.To contact your Taxpayer Advocate: The CD-ROM can be purchased from Na-

tional Technical Information Service (NTIS) by• TeleTax topics. Call 1–800–829–4477 to• Call the Taxpayer Advocate at
calling 1–877–233–6767 or on the Internet atlisten to pre-recorded messages covering1–877–777–4778.
www.irs.gov. The first release is available invarious tax topics.• Call the IRS at 1–800–829–1040. mid-December and the final release is available
in late January.• Call, write, or fax the Taxpayer Advocate

Evaluating the quality of our telephone ser- IRS Publication 3207, Small Business Re-office in your area.
vices. To ensure that IRS representatives give source Guide, is an interactive CD-ROM that

• Call 1–800–829–4059 if you are a accurate, courteous, and professional answers, contains information important to small busi-
TTY/TDD user. we evaluate the quality of our telephone ser- nesses. It is available in mid-February. You can

get one free copy by calling 1–800–829–3676vices in several ways.
For more information, see Publication 1546, or visiting the IRS web site at www.irs.gov.

The Taxpayer Advocate Service of the IRS. • A second IRS representative sometimes
monitors live telephone calls. That person
only evaluates the IRS assistor and doesFree tax services. To find out what services
not keep a record of any taxpayer’s nameare available, get Publication 910, Guide to Free
or tax identification number.Tax Services. It contains a list of free tax publi-
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Paris, France (33) (1) 4312 – 2555 The Taxpayer Advocate represents your in-
Rome, Italy (39) (06) 4674 – 2560 terests and concerns within the IRS by protect-Services Available Singapore (65) 476 – 9413 ing your rights and resolving problems that haveTokyo, Japan (81) (3) 3224 – 5466

not been fixed through normal channels. WhileOutside the
Overseas taxpayers can also call the U.S. for Taxpayer Advocates cannot change the tax law
help at (215) 516–2000. or make a technical tax decision, they can clearUnited States

If you are in Guam, the Bahamas, U.S. Virgin up problems that resulted from previous con-
Islands, or Puerto Rico, you can call (787)During the filing period (January to mid-June), tacts and ensure that your case is given a com-
759–5100 or 1–800–829–1040.you can get the necessary federal tax forms and plete and impartial review.

publications from U.S. Embassies and consul- Mail. For answers to technical or ac- Mail. Persons living outside the United
ates. You can request Package 1040–7 for count questions, you can write to: States may contact the Taxpayer Ad-
Overseas Filers, which contains special forms

vocate at:
with instructions and Publication 54.

Also during the filing season, the IRS con- Internal Revenue Service Internal Revenue Service
ducts an overseas taxpayer assistance pro- International Section Taxpayer Advocate
gram. To find out if IRS personnel will be in your P.O. Box 920 P.O. Box 193479
area, you should contact the consular office at Bensalem, PA 19020–8518. San Juan, PR 00919.
the nearest U.S. Embassy.

Personal computer. With your per-Phone.You can also call your nearest You can also contact one of the IRS officessonal computer and modem, you canU.S. Embassy, consulate, or IRS office located abroad, listed earlier.access the IRS on the Internet atlisted below to find out when and where
www.irs.gov. For more information on the web-assistance will be available. These IRS tele- Phone. You can call the Taxpayer Ad-site, see Personal computer under Servicesphone numbers include the country and city vocate at (787) 622–8930.Available Inside the United States, earlier.codes required if you are outside the local dial-

ing area.
Contacting your Taxpayer Advocate. If you

Fax. You can fax the Taxpayer Advo-have attempted to deal with an IRS problemBerlin, Germany (49) (30) 8305 – 1140 cate at (787) 622–8933.unsuccessfully, you should contact your Tax-London, England (44) (20) 7408 – 8077
Mexico City, Mexico (52) (555) 080 – 2191 payer Advocate.
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Table 6-1. Table of Tax Treaties (Updated through December 31, 2000)

Country
Official Text

Symbol1
General

Effective Date Citation

Applicable Treasury
Explanations or

Treasury Decision (T.D.)

Australia
Austria
Barbados

Protocol
Belgium

Protocol
Canada2

Protocol
China, People’s Republic of
Commonwealth of

Independent States3

Cyprus
Czech Republic
Denmark
Egypt

Finland
France
Germany
Greece
Hungary
Iceland
India
Indonesia
Ireland
Israel
Italy
Jamaica
Japan
Kazakstan
Korea, Republic of

Luxembourg
Mexico

Protocol
Morocco
Netherlands
New Zealand
Norway

Protocol
Pakistan
Philippines
Poland
Portugal
Romania
Russia

South Africa
Spain
Sweden
Switzerland

Trinidad and Tobago
Tunisia

United Kingdom

TIAS 10773
TIAS
TIAS 11090
TIAS
TIAS 7463
TIAS 11254
TIAS 11087
TIAS
TIAS 12065

TIAS 8225
TIAS 10965
TIAS
TIAS
TIAS 10149

TIAS 12101
TIAS
TIAS
TIAS 2902
TIAS 9560
TIAS 8151
TIAS
TIAS 11593
TIAS
TIAS
TIAS 11064
TIAS 10207
TIAS 7365
TIAS
TIAS 9506

TIAS
TIAS
TIAS
TIAS 10195
TIAS
TIAS 10772
TIAS 7474
TIAS 10205
TIAS 4232
TIAS 10417
TIAS 8486
TIAS
TIAS 8228
TIAS

TIAS
TIAS
TIAS
TIAS

TIAS 7047
TIAS

TIAS 9682

Dec. 1, 1983
Jan. 1, 1999
Jan. 1, 1984
Jan. 1, 1994
Jan. 1, 1971
Jan. 1, 1988
Jan. 1, 1985
Jan. 1, 1996
Jan. 1, 1987

Jan. 1, 1976
Jan. 1, 1986
Jan. 1, 1993
Jan. 1, 2001
Jan. 1, 1982

Jan. 1, 1991
Jan. 1, 1996
Jan. 1, 19904

Jan. 1, 1953
Jan. 1, 1980
Jan. 1, 1976
Jan. 1, 1991
Jan. 1, 1990
Jan. 1, 1998
Jan. 1, 1995
Jan. 1, 1985
Jan. 1, 1982
Jan. 1, 1973
Jan. 1, 1996
Jan. 1, 1980

Jan. 1, 2001
Jan. 1, 1994
Oct. 26, 1995
Jan. 1, 1981
Jan. 1, 1994
Nov. 2, 1983
Jan. 1, 1971
Jan. 1, 1982
Jan. 1, 1959
Jan. 1, 1983
Jan. 1, 1974
Jan. 1, 1996
Jan. 1, 1974
Jan. 1, 1994

Jan. 1, 1998

Jan. 1, 1996
Jan. 1, 1998

Jan. 1, 1970
Jan. 1, 1990

Jan. 1, 1975

Jan. 1, 1991

1986-2 C.B. 220

1991-2 C.B. 436

1973-1 C.B. 619

1986-2 C.B. 258

1988-1 C.B. 414

1976-2 C.B. 463
1989-2 C.B. 280

1982-1 C.B. 219

1958-2 C.B. 1054
1980-1 C.B. 333
1976-1 C.B. 442

1992-1 C.B. 442
1982-1 C.B. 257
1973-1 C.B. 630

1979-2 C.B. 435

1994-2 C.B. 424

1982-2 C.B. 405

1990-2 C.B. 274
1973-1 C.B. 669
1982-2 C.B. 440
1960-2 C.B. 646
1984-2 C.B. 384
1977-1 C.B. 416

1976-2 C.B. 492

1971-2 C.B. 479

1980-1 C.B. 394

1986-2 C.B. 246

1991-2 C.B. 466

1987-2 C.B. 298

1988-1 C.B. 447

1976-2 C.B. 475
1989-2 C.B. 314

1982-1 C.B. 243

T.D. 6109, 1954-2 C.B. 638
1980-1 C.B. 354
1976-1 C.B. 456

1992-1 C.B. 473
1982-1 C.B. 291
1973-1 C.B. 653

1979-2 C.B. 458

1994-2 C.B. 489

1982-2 C.B. 427

1990-2 C.B. 303
1973-1 C.B. 693
1982-2 C.B. 454
T.D. 6431, 1960-1 C.B. 755
1984-2 C.B. 412
1977-1 C.B. 427

1976-2 C.B. 504

1980-1 C.B. 455

1

2

3

4

(TIAS)—Treaties and Other International Act Series.
Information on the treaty can be found in Publication 597, Information on the United States—Canada Income Tax Treaty.
The U.S.—U.S.S.R. income tax treaty applies to the countries of Armenia, Azerbaijan, Belarus, Georgia, Kyrgyzstan, Moldova, Tajikistan, Turkmenistan, and
Uzbekistan.
The general effective date for the area that was the German Democratic Republic is January 1, 1991.

Slovak Republic TIAS Jan. 1, 1993

Thailand TIAS Jan. 1, 1998

Turkey TIAS Jan. 1, 1998

Estonia TIAS Jan. 1, 2000

Latvia TIAS Jan. 1, 2000
Lithuania TIAS Jan. 1, 2000

Venezuela TIAS Jan. 1, 2000

Ukraine TIAS Jan. 1, 2001

Slovenia TIAS Jan. 1, 2002
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Questions and Answers

I required to file a U.S. incomeThis section answers tax-re- 2350 is a special form for those benefits of income earned abroad
tax return?lated questions commonly asked U.S. citizens or residents abroad are claimed.

by taxpayers living abroad. who expect to qualify under either
Yes. All U.S. citizens and resident 11) Does a Form 2555 (orthe bona fide residence test or

2555–EZ) with a Schedule C oraliens, depending on the amount ofphysical presence test and wouldFiling Requirements—
Form W–2 attached constitute athe foreign source income, are sub-like to have an extension of time toWhere, When, and How
return?ject to U.S. tax on their worldwidedelay filing until after they have

income. If you paid taxes to a for-qualified.1) When are U.S. income tax re-
No. The Form 2555 (or 2555–EZ),eign government on income fromturns due? b) If the extension is granted,
Schedule C, and Form W–2 aresources outside the United States,you should file your return after you
merely attachments and do not re-you may receive a foreign tax creditGenerally, for calendar year tax- qualify, but by the approved exten-
lieve you of the requirement to file aagainst your U.S. income tax liabil-payers, U.S. income tax returns are sion date.
Form 1040 to show the sources ofity for the foreign taxes paid. Formdue on April 15. If you are a U.S. c) You must file your Form 1040
income reported and the exclu-1116 is used to figure the allowablecitizen or resident and both your tax with Form 2555 (or Form
sions or deductions claimed.credit.home and your abode are outside 2555–EZ). 

the United States and Puerto Rico
12) On Form 2350, Application7) I am a U.S. citizen who has4) My entire income qualifies foron the regular due date, an auto-
for Extension of Time to File U.S.retired, and I expect to remain inthe foreign earned income exclu-matic extension is granted to June
Income Tax Return, I stated that Ia foreign country. Do I have anysion. Must I file a tax return?15 for filing the return. Interest will would qualify under the physicalfurther U.S. tax obligations?be charged on any tax due, as presence test. If I qualify underGenerally. Every U.S. citizen orshown on the return, from April 15. the bona fide residence test, canYour U.S. tax obligation on yourresident must file a U.S. income tax I file my return on that basis?income is the same as that of areturn unless total income without2) Where do I file my U.S. income

retired person living in the Unitedregard to the foreign earned in-tax return? Yes. You can claim the foreignStates. (See the discussion income exclusion is below an earned income exclusion and thechapter 1 of this publication for fil-amount based on filing status. TheIf you claim the foreign earned in- foreign housing exclusion or de-ing requirements.)income levels for filing purposescome exclusion, the foreign hous- duction under either test as long as
are discussed under Filing Re-ing exclusion, the foreign housing you meet the qualification require-8) I have been a bona fide resi-quirements in chapter 1.deduction, or an exclusion of in- ments. You are not bound by thedent of a foreign country for overcome for bona fide residents of test indicated in the application for5 years. Is it necessary for me to5) I was sent abroad by my com-American Samoa, you should file extension of time. You must bepay estimated tax?pany in November of last year. Iyour return with the: sure, however, that you file theplan to secure an extension of

Form 1040 return by the date ap-U.S. taxpayers overseas have theInternal Revenue Service Center time on Form 2350 to file my tax
proved on Form 2350, since a re-same requirements for paying esti-Philadelphia, PA 19255-0215. return for last year because I ex-
turn filed after that date may bemated tax as those in the Unitedpect to qualify for the foreign

If you are not claiming one of subject to a failure to file penalty.States. See the discussion underearned income exclusion under
the exclusions or the deduction, but the physical presence test. How- Estimated Tax in chapter 1. If you will not qualify under the
are living in a foreign country or ever, if my company recalls me Overseas taxpayers should not bona fide residence test until a date
U.S. possession and have no legal to the United States before the include in their estimated income later than the extension granted
residence or principal place of busi- end of the qualifying period and I any income they receive that is, or under the physical presence rule,
ness in the United States, you find I will not qualify for the ex- will be, exempt from U.S. taxation. apply for a new extension to a date
should send your return to the ad- clusion, how and when should I Overseas taxpayers can deduct 30 days beyond the date you ex-
dress shown above. file my return? their estimated housing deduction pect to qualify as a bona fide resi-

If you are not sure of the place in figuring their estimated tax. dent.
If your regular filing date hasof your legal residence and have no The first installment of esti-
passed, you should file a return,principal place of business in the 13) I am a U.S. citizen whomated tax is due on April 15 of the
Form 1040, as soon as possible forUnited States, you also can file with worked in the United States for 6year for which the tax is paid.
last year. Include a statement with months last year. I accepted em-the Philadelphia Service Center.
this return noting that you have re- ployment overseas in July of lastHowever, you should not file with 9) Will a check payable in foreign
turned to the United States and will year and expect to qualify for thethe Philadelphia Service Center if currency be acceptable in pay-

foreign earned income exclu-not qualify for the foreign earned ment of my U.S. tax?you are a bona fide resident of the
sion. Should I file a return andincome exclusion. You must reportVirgin Islands or a resident of
pay tax on the income earned inyour worldwide income on the re- Generally, only U.S. currency is ac-Guam or the Commonwealth of the
the United States during the firstturn. If you paid a foreign tax on the ceptable for payment of incomeNorthern Mariana Islands on the
6 months and then, when I qual-income earned abroad, you may be tax. However, if you are a Fulbrightlast day of your tax year. See the
ify, file another return coveringable to either deduct this tax or grantee, see the discussion underdiscussion in chapter 1.
the last 6 months of the year?claim it as a credit against your Fulbright grants in chapter 1.

U.S. income tax.3) I am going abroad this year
No. You have the choice of one ofand expect to qualify for the for- However, if you pay the tax due 10) I have met the test for physi-
the following two methods of filingeign earned income exclusion. cal presence in a foreign countryafter the regular due date, interest
your return:How can I secure an extension of and am filing returns for 2 years.will be charged from the regular

a) You can file your return whentime to file my return, when Must I file a separate Form 2555due date until the date the tax is
due under the regular filing rules,should I file my return, and what (or Form 2555–EZ) with each re-paid.

forms are required? turn? report all your income without ex-
cluding your foreign earned in-6) I am a U.S. citizen and have no

a) You should file Form 2350 by the Yes. A Form 2555 (or Form come, and pay the tax due. Aftertaxable income from the United
due date of your return to request 2555–EZ) must be filed with each you have qualified for the exclu-States, but I have substantial in-
an extension of time to file. Form come from a foreign source. Am Form 1040 tax return on which the sion, you can file an amended re-
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1) I recently came to Country X to 7) On August 13 of last year I leftturn,  Form 1040X, accompanied No. Uninterrupted refers to the
the United States and arrived inwork for the Orange Tractor Co. bona fide residence proper and notby Form 2555 (or 2555–EZ), for a
Country Z to work for the Gordonand I expect to be here for 5 or 6 to the physical presence of the indi-refund of any excess tax paid.
Manufacturing Company. I ex-years. I understand that upon vidual. During the period of bonab) You can postpone the filing of pected to be able to exclude mythe completion of 1 full year I will fide residence in a foreign country,your tax return by applying on Form foreign earned income under thequalify under the bona fide resi- even during the first full year, you2350 for an extension of time to file physical presence test because Idence test. Is this correct? can leave the country for brief andto a date 30 days beyond the date planned to be in Country Z for at

temporary trips back to the Unitedyou expect to qualify under either least 1 year. However, I was reas-Not necessarily. The law provides States or elsewhere for vacation, orthe bona fide residence test or the signed back to the United Statesthat to qualify under this test for the even for business. To preserve and left Country Z on July 1 ofphysical presence test, then file foreign earned income exclusion, your status as a bona fide resident this year. Can I exclude any ofyour return reflecting the exclusion the foreign housing exclusion, or of a foreign country, you must have my foreign earned income?of foreign earned income. This al- the foreign housing deduction, a a clear intention of returning fromlows you to file only once and person must be a “bona fide resi- those trips, without unreasonable No. You cannot exclude any of thesaves you from paying the tax and dent of a foreign country or coun- delay, to your foreign residence. income you earned in Country Zwaiting for a refund. However, in- tries for an uninterrupted period because you were not in a foreignterest is charged on any tax due on that includes an entire taxable 4) I am a U.S. citizen and during country for at least 330 full days asthe postponed tax return, but inter- year.” 2000 was a bona fide resident of required under the physical pres-
est is not paid on refunds paid Country X. On January 15, 2001, IIf, like most U.S. citizens, you ence test.
within 45 days after the return is was notified that I was to be as-file your return on a calendar year
filed. (If you have moving expenses signed to Country Y. I was recal-basis, the taxable year referred to Foreign Earned Income
that are for services performed in led to New York for 90 daysin the law would be from January 1

orientation and then went totwo years, you can be granted an 1) I am an employee of the U.S.to December 31 of any particular Country Y, where I have beenextension to 90 days beyond the Government working abroad.year. Unless you established resi- since. Although I was not inclose of the year following the year Can all or part of my governmentdence in Country X on January 1, it Country X on January 1, I was aof first arrival in the foreign coun- income earned abroad qualifywould be more than 1 year before bona fide resident of Country X for the foreign earned incometry.) you could qualify as a bona fide and was in Country Y on Decem- exclusion?
resident of a foreign country. Once ber 31, 2001. My family remained14) I am a U.S. citizen. I have
you have completed your qualifying in Country X until completion oflived abroad for a number of No. The foreign earned income ex-

the orientation period, and myperiod, however, you are entitled toyears and have only recently re- clusion applies to your foreignhousehold goods were shippedexclude the income or to claim thealized that I should have been earned income. Amounts paid bydirectly to my new post. Can Ihousing exclusion or deductionfiling U.S. income tax returns. the United States or its agencies toqualify as a bona fide resident offrom the date you established bonaHow do I correct this oversight in their employees are not treated, fora foreign country for 2001, orfide residence.not having filed returns for these this purpose, as foreign earned in-must I wait for the entire year of
years? come.2002 to qualify?2) I understand the physical

presence test to be simply a mat- 2) I qualify under the bona fideFile the late returns as soon as pos- Since you did not break your periodter of being physically present in residence test. Does my foreignsible, stating your reason for filing of foreign residence, you woulda foreign country for at least 330 earned income include my U.S.late. For advice on filing the re- continue to qualify as a bona fidedays within 12 consecutive dividends and the interest I re-turns, you should contact either the resident for 2001.months; but what are the criteria ceive on a foreign bank ac-Internal Revenue Service repre- of the bona fide residence test? count?
sentative serving your area or the 5) Due to illness, I returned to the

United States before I completedInternal Revenue official who trav- To be a bona fide resident of a No. The only income that is foreignmy qualifying period to claim theels through your area (details can foreign country, you must show earned income is income from theforeign earned income exclu-be obtained from your nearest U.S. that you entered a foreign country performance of personal servicession. Can I figure the exclusionconsulate or Embassy). You can intending to remain there for an in- abroad. Investment income is notfor the period I resided abroad?also write to the Internal Revenue definite or prolonged period and, to earned income. However, you
Service, International Section, P.O. that end, you are making your must include it in gross income re-No. You are not entitled to any ex-B o x  9 2 0 ,  B e n s a l e m ,  P A ported on your Form 1040.home in that country. Considera- clusion of foreign earned income19020-8518. tion is given to the type of quarters since you did not complete your

3) My company pays my foreignoccupied, whether your family went qualifying period under either the15) In 1996 I qualified to exclude income tax on my foreign earn-with you, the type of visa, the em- bona fide residence test or physicalmy foreign earned income, but I ings. Is this taxable compensa-ployment agreement, and any presence test. If you paid foreigndid not claim this exclusion on tion?other factor pertinent to show tax on the income earned abroad,the return I filed in 1997. I paid all whether your stay in the foreign you may be able to claim that tax asoutstanding taxes with the re- Yes. The amount is compensationcountry is indefinite or prolonged. a deduction or as a credit againstturn. Can I file a claim for refund for services performed. The tax
To claim the foreign earned in- your U.S. tax.now? paid by your company should be

come exclusion or foreign housing reported on line 7 of Form 1040
6) Can a resident alien of theexclusion or deduction under thisIt is too late to claim this refund and in item 22(f) of Part IV, Form
United States qualify for an ex-test, the period of foreign residencesince a claim for refund must be 2555 (or line 17 of Part IV, Form
clusion or deduction under themust include 1 full tax year (usuallyfiled within 3 years from the date 2555–EZ).bona fide residence test or theJanuary 1—December 31), butthe return was filed or 2 years from physical presence test?once you meet this time require- 4) I live in an apartment in a for-the date the tax was paid, which-

ment, you figure the exclusions and eign city for which my employerever is later. A return filed before Resident aliens of the Unitedthe deduction from the date the res- pays the rent. Should I include inthe due date is considered filed on States can qualify for the foreign my income the cost to my em-idence actually began.the due date. earned income exclusion, the for- ployer ($1,200 a month) or the
eign housing exclusion, or the for- fair market value of equivalent3) To meet the qualification ofMeeting the eign housing deduction if they meet housing in the United States“an uninterrupted period whichRequirements the requirements of the physical ($800 a month)?includes an entire taxable year”

of Either the Bona Fide presence test. Certain residentdo I have to be physically pre-
Residence Test or the aliens can qualify under the bona No. You must include in income thesent in a foreign country for the
Physical Presence Test entire year? fide residence test. fair market value (FMV) of the facil-
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2) How do I qualify for the foreignity provided, where it is provided. Yes. You can claim an exemption Social Security and
earned income exclusion?This will usually be the rent your for your nonresident alien spouse Railroad Retirement

employer pays. Situations when on your tax return if your spouse Benefits
To be eligible, you must have a taxthe FMV is not included in income has no income from sources within
home in a foreign country and youare discussed in chapter 4 under 1) Are U.S. social security bene-the United States and is not the
must be a U.S. citizen or a residentExclusion of meals and lodging. fits taxable?dependent of another U.S. tax-
alien who is a citizen or national of payer.
a country with which the United5) My U.S. employer pays my sal- Benefits received by U.S. citizensYou must use the married filingStates has an income tax treaty inary into my U.S. bank account. Is and resident aliens may be taxable,separately column in the Tax Tableeffect. You must be a bona fidethis income considered earned depending on the total amount ofor the Tax Rate Schedule for mar-resident of a foreign country orin the United States or is it con- income and the filing status of theried individuals filing a separate re-sidered foreign earned income? countries for an uninterrupted pe- taxpayer. Under certain treaties,turn, unless you qualify as a headriod that includes an entire tax year, U.S. social security benefits are ex-of household. (Also see QuestionIf you performed the services to or you must be a U.S. citizen or empt from U.S. tax if taxed by the12 under General Tax Questions,earn this salary outside the United resident and be physically present

country of residence.later. )in a foreign country or countries forStates, your salary is considered
Benefits similar to social secur-at least 330 full days during anyearned abroad. It does not matter A U.S. citizen or resident mar-

ity received from other countries byperiod of 12 consecutive months.that you are paid by a U.S. em- ried to a nonresident alien also can
U.S. citizens or residents may beYour tax home must be in theployer or that your salary is depos- choose to treat the nonresident
taxable. (Refer to our tax treatiesforeign country or countriesited in a U.S. bank account in the alien as a U.S. resident for all fed-
with various countries for any ben-throughout your period of resi-United States. The source of sal- eral income tax purposes. This al-
efit granted by the treaty.)dence or presence. For this pur-ary, wages, commissions, and lows you to file a joint return, but

pose, your period of physicalother personal service income is also subjects the alien’s worldwide 2) As a U.S. citizen or resident,presence is the 330 full days duringthe place where you perform the income to U.S. income tax. how do I figure the amount of mywhich you are present in a foreignservices.
U.S. social security benefits tocountry, not the 12 consecutive 2) What exemptions can be include in gross income?months during which those days6) What is considered a foreign claimed by a U.S. citizen for a

occur.country? nonresident alien spouse who See Publication 915, Social Secur-
was blind and 65 years of age? ity and Equivalent Railroad Retire-3) Is it true that my foreignFor the purposes of the foreign The spouse did not have income ment Benefits, to figure if any ofearned income exclusion cannotearned income exclusion and the from U.S. sources and was not aexceed my foreign earned in- your benefits are includible in in-foreign housing exclusion or de- dependent of another U.S. tax-come? come.duction, any territory under the sov- payer.

ereignty of a country other than the
3) How are railroad retirementYes. The amount of the exclusion isUnited States is a foreign country. A U.S. taxpayer can generally benefits taxed? limited each year to the amount ofPossessions of the United States claim one exemption for his or heryour foreign earned income afterare not treated as foreign coun- spouse. In addition, if the U.S. tax- The part of a tier 1 railroad retire-reducing that income by the foreigntries. payer does not itemize deductionshousing exclusion. The foreign ment benefit that is equivalent to

on Schedule A (Form 1040), theearned income must be earned the social security benefit you7) What is meant by the source
taxpayer may be entitled to aduring the part of the tax year that would have been entitled to receiveof earned income?
higher standard deduction if his oryou have your tax home abroad if the railroad employee’s work had
her spouse is age 65 or older or isand meet either the bona fide resi- been covered under the social se-The word “source” refers to the

dence test or the physical presence blind at the end of the year. curity system rather than the rail-place where the work or personal
test. road retirement system is treatedservices that produce earned in-

3) I spend $375 a month to sup- the same as a social security bene-come are performed. In other
4) My wife and I are both em- port my parents who live in Italy. fit, discussed above.words, income received for work in
ployed, reside together, and file I am sure this provides the bulka foreign country has its source in The other part of a tier 1 benefita joint return. We meet the quali- of their support. Can I claim ex-that country. The foreign earned in- that is not considered a social se-fications for claiming the foreign emptions for them?come exclusion and the foreign curity equivalent benefit is treatedearned income exclusion. Do we

housing exclusion or deduction are like a private pension or annuity, aseach figure a separate foreign It depends on whether they arelimited to earned income from are tier 2 railroad retirement bene-earned income exclusion and U.S. citizens or residents. If yoursources within foreign countries. foreign housing exclusion? fits. Pensions and annuities are ex-parents are not U.S. citizens or re-
plained in chapter 4 under Earnedsidents, you cannot claim exemp-Foreign Earned You figure your foreign earned in- and Unearned Income. Vestedtions for them even if you providecome exclusion separately sinceIncome Exclusion dual benefits and supplemental an-most of their support. To qualify asyou both have foreign earned in- nuities are also treated like privatea dependent, a person generally1) I qualify for the foreign earned come. The amount of the exclusion pensions but are fully taxable.must be either a citizen or nationalincome exclusion and earned for each of you cannot exceed your The proper amounts of the so-of the United States or a resident ofmore than $78,000 during the separate foreign earned incomes. cial security equivalent part of tier 1the United States, Canada, or Mex-year. Am I entitled to the maxi- If you each have a housing benefits and any special guarantymum $78,000 exclusion? ico for some part of the tax year.amount, you can figure your hous- benefits are shown on the FormThe other tests of dependency alsoing exclusion either separately or RRB–1099, Payments by the Rail-Not necessarily. Although you must be met.jointly. See the discussion, Married
road Retirement Board, that you re-qualify for the foreign earned in- Couples Living Apart, in chapter 4
ceive from the Railroad Retirement4) Should I prorate my own per-come exclusion, you may not have for further details.
Board. The taxable amounts of thesonal exemption and the exemp-met either the bona fide residence
non-social security equivalent parttions for my spouse andtest or the physical presence test Exemptions and
of tier 1, tier 2, vested dual benefits,dependents, since I expect to ex-for your entire tax year. If you did Dependency Allowances
and supplemental annuities areclude part of my income?not meet either of these tests for
shown on the  Form RRB –your entire tax year, you must pro- 1) I am a U.S. citizen married to a

No. Do not prorate exemptions for 1099–R, Annuities or Pensions byrate the $78,000 maximum exclu- nonresident alien who has no in-
yourself, your spouse, and your de- the Railroad Retirement Board,sion based on the number of days come from U.S. sources. Can I
pendents. Claim the full amount for that you receive from the Railroadthat you did meet either test during claim an exemption for my
each exemption permitted. Retirement Board.the year. spouse on my U.S. tax return?
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3) I am a U.S. citizen residing 4) What types of foreign taxes ment and my wife does the cook-Social Security Tax
overseas, and I receive dividend are deductible? ing?and Self-Employment Tax
and interest income from U.S.
sources from which tax is being Generally, real estate and foreign Keep a day-to-day record of ex-1) I am a minister with earned
withheld at a rate of 30%. How income taxes are deductible as penses, with receipts where possi-income from abroad and expect
can I have this situation cor- itemized deductions. Foreign in-to qualify for the foreign earned ble. Allocate meals by dividing the
rected? come taxes are deductible only ifincome exclusion. How do I pay total expense by the number in

you do not claim the foreign taxmy self-employment tax? your family and take your propor-File Form W–9 (indicating that you credit. Foreign income taxes paid tionate share. Generally, your de-are a U.S. citizen) with the with- on excluded income are not de-File a Form 1040 with Schedule SE duction for rent will be limited to theholding agents who are paying you ductible as an itemized deduction.and   Form 2555. Figure your amount you would have paid hadthe dividends and interest. This is
self-employment tax on Schedule you been abroad alone.Note. Foreign income taxes aretheir authority to stop withholding
SE and enter it on Form 1040 as usually claimed under the creditthe 30% income tax at the source
the tax due with the return. provisions, if they apply, because General Tax Questionson payments due you.

this is more advantageous in most
2) Because I expect to qualify for 1) Will the Internal Revenue Ser-cases.4) As a U.S. citizen receiving div-
the foreign earned income exclu- vice representatives at the Em-idend and interest income from
sion, I have requested and re- 5) I rented an apartment in the bassies answer questions aboutthe United States from which tax
ceived an extension of time until United Kingdom and had to pay tax laws of our home state andhas been withheld, do I report

a local tax called a “generalJanuary 30, 2003, to file my 2001 the laws of the foreign countrythe net dividend and interest in-
rates” tax, which is based on oc-return. However, since I will be come on my return, or do I report where we reside as well as U.S.
cupancy of the apartment. Can Ipaying self-employment tax on the gross amount and take credit federal income tax laws?
deduct this tax as a foreign realmy spouse’s income, should I for the tax withheld?
estate tax?file a 2001 return when due, pay No. The IRS representatives are

the self-employment tax, and You must report the gross amount authorized only to answer tax
No. This tax does not qualify as athen file another return when I of the income received and take a questions on U.S. federal income
real estate tax since it is levied onqualify for the exclusion? tax credit for the tax withheld. This tax. You should write your home
the occupant of the premises ratheris to your advantage since the tax state’s tax office for state tax infor-
than on the owner of the property.No. You do not need to file a 2001 withheld is deducted in full from the mation and contact the tax officials

tax due. It is also advisable to at-Form 1040 (the regular income tax of the country where you reside forScholarship andtach a statement to your return ex-return) when due if you have re- information regarding their taxes.Fellowship Granteesplaining this tax credit so there willceived an extension. To stop inter-
be no question as to the amount ofest  f rom accru ing on the 2) Can Internal Revenue Service

1) I am a Fulbright grantee. Whatcredit allowable.self-employment tax due for 2001, personnel recommend tax prac-documentation must I attach to
titioners who prepare returns?you can pay enough estimated tax my return?Deductionsto cover the self-employment tax
No. IRS employees are not permit-and any income tax that would be a) There are no special tax forms1) Can I claim a foreign tax credit ted to recommend tax practitionersdue after taking out the amount of for Fulbright grantees. File on aeven though I do not itemize de- who prepare income tax returns.excludable income. regular Form 1040.ductions?

b) If you claim exemption as a 3) I just filed my return. How longIncome Tax Withholding Yes. You can claim the foreign tax scholarship or fellowship grantee, will it take to get my refund?
credit even though you do not item- submit brochures and correspon-1) How can I get my employer to ize deductions. dence describing the grant and It may take up to 10 weeks to issuestop withholding federal income

your duties. a refund on a return that is properlytaxes from wages while I am 2) I had to pay customs duty on a
made out. A refund may takeoverseas and eligible for the for- c) If you are located in a foreignfew things I brought back with
longer than that if the return is filedeign earned income exclusion? country and wish to pay tax in for-me from Europe last summer.
just before the filing deadline.eign currency, you should submit aCan I include customs fees with

File a statement in duplicate with An error on the return will alsomy other deductible taxes? certified statement showing that
your employer stating that with- you were a Fulbright grantee and at delay the refund. Among the most
holding should be reduced be- No. Customs duties, like federal least 70% of the grant was paid in common causes of delay in receiv-
cause you meet the bona fide excise taxes, are not deductible. nonconvertible foreign currency ing refunds are unsigned returns

(see Publication 520).residence test or physical presence and incorrect social security num-
3) Some taxes paid in the Unitedtest. See also the following ques- bers.
States are not deductible if I 2) I taught and lectured abroadtion.
itemize my deductions. Which under taxable grants. What ex- 4) I have not received my refund
ones are they? penses can I deduct?2) Does the Internal Revenue from last year’s return. Can I

Service provide forms to be claim the credit against this
Sales taxes, as well as the state You may be able to deduct yourused by employees requesting year’s tax?
and local taxes levied specifically travel, meals, and lodging ex-employers to stop withholding
on cigarettes, tobacco, and alco- penses if you are temporarily ab-income tax from wages they ex- No. That would cause problems to
holic beverages are not deductible. sent from your regular place ofpect to be excluded as income both years’ returns. If your last
In addition, no deduction can be employment. For more informationearned abroad? year’s refund is overdue, write to
taken for drivers’ licenses or gaso- about deducting travel, meals, and the Internal Revenue Service
line taxes. Auto registration fees lodging expenses, get PublicationYes. Form 673 is a sample state- Center where you filed your return
cannot be deducted except when 463.ment that can be used by individu- and ask about the status of the re-they qualify as personal propertyals who expect to qualify under the fund. Be sure to include your social3) I am a professor who is teach-taxes. To qualify as personal prop-bona fide residence test or the security number (or individual tax-ing abroad while on sabbaticalerty taxes they must be based onphysical presence test. A copy of payer identification number) in theleave from my position in thethe value of the auto.this form is displayed in chapter 2. letter.United States. What records am I

You can get this form by writing to Some state and local taxes are required to keep to prove my ex-
the  Internal Revenue Service, In- deductible, such as those on per- 5) I forgot to include interest in-penses? How do I allocate my
ternational Section, P.O. Box 920, sonal property, real estate, and in- come when I filed my return lastmeals and lodging if my wife and
Bensalem, PA 19020-8518. come. children live with me in an apart- week. What should I do? 
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To correct a mistake of this sort you If you reside in a country that has the principal home for the whole alien spouse as a U.S. resident and
an income tax treaty with the file a joint income tax return. Onceyear for your mother or father forshould prepare Form 1040X. In-
United States, that country may al- you make the choice, however, youwhom you can claim an exemptionclude the omitted interest income,
low a credit against the tax you owe must report the worldwide income(your parent does not have to haverefigure the tax, and send the form
them for the U.S. tax paid on U.S. of both yourself and your spouse.lived with you), oras soon as possible along with any
source income. Nontreaty coun-additional tax due to the Internal b) You paid more than half the
tries, depending on their laws, may Penalties and InterestRevenue Service Center where cost of keeping up the home in
give the same type of credit againstyou filed your return. Form 1040X which you lived and in which one of
the tax you owe them for the U.S. 1) Does the June 15 extendedthe following also lived for morecan be used to correct an individual

due date for filing my return be-tax paid on U.S. source income. than half the year:Form 1040 income tax return filed
cause both my tax home and myIf double taxation exists andfor any year for which the period of
abode are outside the United• Your unmarried child,you cannot resolve the problemlimitation has not expired (usually 3 States and Puerto Rico on thegrandchild, stepchild, fosterwith the tax authorities of the for-years after the due date of the re- regular due date relieve me fromchild, or adopted child. A fos-eign country, you can contact theturn filed, or 2 years after the tax having to pay interest on tax notter child will qualify you forInternal Revenue Service, Interna-was paid, whichever is later). paid by April 15?this status only if you cantional Section, P.O. Box 920, Ben-

claim an exemption for thesalem, PA 19020-8518.6) I am a U.S. citizen and, be- No. An extension, whether an auto-child.cause I expect to qualify for the matic extension or one requested10) My total income after claim-foreign earned income exclu- • Your married child, in writing, does not relieve you ofing the foreign earned incomesion, all my foreign income grandchild, stepchild, or the payment of interest on the taxand housing exclusions con-(which consists solely of salary) adopted child for whom you due as of April 15 following the yearsists of $5,000 taxable wages.will be exempt from U.S. tax. Do I can claim an exemption, or for which the return is filed. TheAm I entitled to claim the refund-
get any tax benefit from income for whom you could claim anable earned income credit? interest should be included in your
tax I paid on this salary to a for- exemption except that you payment.
eign country during the tax signed a statement allowingNo. If you claim the foreign earned
year? the noncustodial parent to 2) If I wait to file my return until Iincome exclusion, the foreign

qualify for the foreign earned in-claim the exemption, or thehousing exclusion, or the foreign
No. You cannot take either a tax come exclusion, I will benoncustodial parent provideshousing deduction, you cannot
credit or a tax deduction for foreign charged interest on the U.S. tax Iat least $600 support andclaim the earned income credit.
income taxes paid on income that will owe. To avoid being chargedclaims the exemption under a
is exempt from U.S. tax because of interest, can I file my return on11) Last May my employer trans- pre-1985 agreement.

time, reporting only my taxablethe foreign earned income exclu- ferred me to our office in Puerto • Any relative listed below for income, excluding my salary forsion. Rico. I understand that my salary
whom you can claim an ex- services abroad that will be ex-earned in Puerto Rico is tax ex-

empt after I have met the qualifi-emption.7) I am a U.S. citizen stationed empt. Is this correct?
cations?abroad. I made a personal loan

to a nonresident alien who later Parent Father-in-lawAs long as your employer is not the
No. If you file a return before youwent bankrupt. Can I claim a bad Grandparent Brother-in-lawU.S. Government, all income from

Brother Sister-in-law qualify for the exclusion, you mustdebt loss for this money? sources within Puerto Rico is ex-
Half-brother Half-sister report all income, including all in-empt from U.S. tax if you are a Sister Son-in-law come for services performedYes. The loss should be reported bona fide resident of Puerto Rico Stepbrother Daughter-in-law, or abroad, and pay tax on all of it.as a short-term capital loss on during the entire tax year. The in- Stepsister If related by blood:

After you meet the qualifications,Schedule D (Form 1040). You have Stepmother — Unclecome you received from Puerto Ri-
you can file a claim for refund byStepfather — Auntthe burden of proving the validity of can sources the year you moved to

Mother-in-law — Nephew excluding the income earnedthe loan, the subsequent bank- Puerto Rico is not exempt. The tax
— Niece abroad. If you defer the filing ofruptcy, and the recovery or paid to Puerto Rico in the year you

your return, you can avoid interestnonrecovery from the loan. moved to Puerto Rico can be If your spouse was a nonresident on tax due on your return to be filedclaimed as a foreign tax credit on alien at any time during the year by paying the tax you estimate you8) With which countries does the Form 1116. and you do not choose to treat your will owe with your request for anUnited States have tax treaties?
nonresident spouse as a resident extension of time to file on Form12) I am a U.S. citizen married to
alien, then you are treated as un- 2350, or by paying enough esti-a nonresident alien. I believe ITable 6–1 lists those countries
married for head of household pur- mated tax to cover any tax that youqualify to use the head of house-with which the United States has
poses. You must have another expect will be due on the return.hold tax rates. Can I use the headincome tax treaties.
qualifying relative and meet theof household tax rates?
other tests to be eligible to file as9) I am a retired U.S. citizen living
head of household. You can useYes. Although your nonresidentin Europe. My only income is
the head of household column inalien spouse cannot qualify you asfrom U.S. sources on which I pay
the Tax Table or the head of house-a head of household, you can qual-U.S. taxes. I am taxed on the
hold Tax Rate Schedule.ify if (a) or (b) applies:same income in the foreign

It may be advantageous toa) You paid more than half thecountry where I reside. How do I
choose to treat your nonresidentavoid double taxation? cost of keeping up a home that was

■
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850

579SP

Comprendiendo el Proceso de Cobro594SP

947

Tax Benefits for Adoption968

Informe de Pagos en Efectivo en
Exceso de $10,000 (Recibidos en
una Ocupación o Negocio)

1544SP

See How To Get Tax Help for a variety of ways to get forms, including by computer, fax,
phone, and mail. For fax orders only, use the catalog number when ordering.

U.S. Individual Income Tax Return
Itemized Deductions & Interest and
Ordinary Dividends

Profit or Loss From Business
Net Profit From Business

Capital Gains and Losses

Supplemental Income and Loss
Earned Income Credit

Profit or Loss From Farming

Credit for the Elderly or the Disabled

Income Tax Return for Single and 
Joint Filers With No Dependents

Self-Employment Tax
U.S. Individual Income Tax Return

Interest and Ordinary Dividends for
Form 1040A Filers
Child and Dependent Care
Expenses for Form 1040A Filers
Credit for the Elderly or the 
Disabled for Form 1040A Filers

Estimated Tax for Individuals
Amended U.S. Individual Income Tax Return

Unreimbursed Employee Business
Expenses

Underpayment of Estimated Tax by
Individuals, Estates, and Trusts

Power of Attorney and Declaration
of Representative

Child and Dependent Care Expenses

Moving Expenses
Depreciation and Amortization
Application for Automatic Extension of Time
To File U.S. Individual Income Tax Return
Investment Interest Expense Deduction
Additional Taxes Attributable to IRAs, Other
Qualified Retirement Plans, Annuities,
Modified Endowment Contracts, and MSAs
Alternative Minimum Tax–Individuals
Noncash Charitable Contributions

Change of Address
Expenses for Business Use of Your Home

Nondeductible IRAs
Passive Activity Loss Limitations

1040
Sch A & B

Sch C
Sch C-EZ
Sch D

Sch E
Sch EIC
Sch F
Sch H Household Employment Taxes 

Sch R
Sch SE

1040EZ

1040A
Sch 1

Sch 2

Sch 3

1040-ES
1040X

2106 Employee Business Expenses
2106-EZ

2210

2441
2848

3903
4562
4868

4952
5329

6251
8283
8582
8606

8822
8829

Form Number and Title
Catalog
Number

Sch J Farm Income Averaging

Additional Child Tax Credit8812

Education Credits8863

Catalog
Number

11700
20604

11744

11862
11980

12490
12906
13141

13177
13329

13600
62299
63704
63966
10644
12081
13232
25379

11320

Form Number and Title

11330

11334
14374
11338

11344
13339
11346
12187
25513
11359
11358
11327
12075

10749

12064

11329

11340
11360

See How To Get Tax Help for a variety of ways to get publications, including
by computer, phone, and mail.

970 Tax Benefits for Higher Education
971 Innocent Spouse Relief

Sch D-1 Continuation Sheet for Schedule D 10424

972 Child Tax Credit (For Individuals
Sent Here From the Form 1040 or
1040A Instructions)
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