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10	Under the Tax Reform Act of 1986, effective for tax years commencing after 31 December 1986, taxpayers who work abroad for as short a period as one year may claim an exclusion in respect of their foreign earned income and an exclusion for excess housing costs, provided that they do not return to the United States for more than one month for work or vacation during the tax year concerned.
[bookmark: _GoBack]20	A United States taxpayer who is also a United States citizen can qualify for the exclusions either if he/she is physically present in a foreign country or countries for 330 full days during any period of 12 consecutive months (11 out of 12 months), or if, under the bona fide residence test, the taxpayer is a bona fide resident of a foreign country or countries for an entire calendar year.  Resident aliens can qualify under the physical presence test.   A United States resident alien may also qualify under the bona fide residence test, provided he/she is a citizen of a foreign country with which the United States has a treaty containing a nondiscrimination clause.
30	Taxpayers who qualify under either test must also have a foreign tax home, which, for purposes of the deductions for away-from-home travel expenses, is the taxpayer's principal place of work.  A taxpayer is not considered to have a tax home in a foreign country during any period when his abode is in the United States.
40	Only a taxpayer's foreign-source earned income can be excluded under these provisions.  Earned income includes wages, salaries, professional fees and other compensation typically paid to expatriate employees for excess foreign living costs, such as housing, cost of living, schooling and home leave allowances. Earned income is considered foreign-source income when it is attributable to services performed in a foreign country.  Pensions, annuities and compensation paid to United States government employees are not subject to exclusion.
50	In order to be eligible for the annual earned income exclusion and the housing exclusion, foreign-source earned income must be paid for services performed during the period a taxpayer qualifies under either the bona fide residence test or the physical presence test and has a foreign tax home.
60	Foreign-source earned income does not include compensation for services performed in the United States.  Consequently, a taxpayer who makes business trips to the United States (i.e. duty travel for WHO but not leave), would not be able to exclude all of his earned income because a portion, determined by the number of days worked in the United States, would be considered as United States source earned income and thus would not be subject to exclusion.
70	Under the new law a qualifying United States taxpayer may claim foreign housing exclusion based on either physical presence or bona fide test. The amount of the foreign housing exclusion depends on whether the number of days in the qualifying period within the tax year is 365 or less. Regardless of the number of days, the amount is subject to limitation provided on IRS Form 2555 instruction. If the days are 365, the foreign housing exclusion amount is calculated as: Total qualified foreign housing expenses minus 16% of allowable foreign earned income exclusion (FEIE) amount for the tax year (refer to Form 2555 instructions for FEIE amount). If the days are less than 365, then the foreign housing exclusion amount is calculated as: Total qualified foreign housing expenses minus [daily rate amount (refer to From 2555 instruction for daily rate amount) multiply by number days in qualifying period within tax year] the tax year’s allowable foreign earned income exclusion.
80	Housing expenses include reasonable amounts paid or incurred during the tax year by or on behalf of the taxpayer for housing of the taxpayer and his spouse and dependants if they reside with the taxpayer.  These comprise expenses attributable to housing such as rent and utilities but specifically exclude interest, real property taxes or any other expenses which are allowed as itemized deductions.   Housing expenses may also include expenses for real and personal property insurance, occupancy taxes (not allowed as an itemized deduction), non-refundable fees paid for securing a household, rental of furniture and accessories, residential parking and repairs.
90	When a second foreign household is maintained for a spouse and dependants who do not reside with the taxpayer because living conditions at the taxpayer's household are dangerous, not healthy or otherwise adverse, qualified housing expenses include expenses for both households.

	2
	


HRD – Updated 20/12/2017

