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Individual Foreign-Earned Income and Foreign Tax Credit,

2006

by Scott Hollenbeck and Maureen Keenan Kahr

abroad reported approximately $36.7 billion

in foreign-earned income, an increase in real
percentage terms of 17.7 percent from 2001 (the
last time this study was done). Nearly $18.4 billion
were claimed by U.S. taxpayers as a foreign-earned
income exclusion on their tax returns. Between
2001 and 2006, the inflation-adjusted amount of the
foreign-earned income exclusion increased by 14.6
percent, while the housing exclusion decreased by
38.7 percent, falling from approximately $2.2 billion
for 2001 to just over $1.3 billion for 2006.

In contrast to the relatively moderate growth in
the foreign-earned income exclusion, foreign-source
gross income and foreign tax credits increased great-
ly since 2001. Between 2001 and 2006, inflation-ad-
justed foreign-source gross income reported on Form
1116 grew 86.6 percent, and real foreign tax credits
claimed grew 53.9 percent. For 2006, U.S. taxpayers
claimed foreign tax credits totaling nearly $11.0 bil-
lion on 6.4 million returns; these credits were based
on a reported $120.0 billion in foreign-source gross
income and $13.9 billion in foreign taxes paid or ac-
crued.

For 2006, the largest amount of total foreign-
earned income from any continent was reported on
returns from Asia, a change from 2001 when Europe
was highest. These U.S. taxpayers reported $14.7
billion of total foreign-earned income for 2006, a
29.1-percent increase in real growth from the $11.4
billion reported for 2001. Some of this growth was
attributable to returns with a tax home of Iraq with
over $1.8 billion reported in total foreign-earned in-
come for 2006, after no returns were filed for Iraq in
2001. The growth in Asia was also driven by U.S.
taxpayers in China reporting a real increase of 110.2
percent, to just over $1.7 billion; and with taxpayers
in the United Arab Emirates reporting an increase of
80.2 percent, to $0.8 hillion.

European-based U.S. taxpayers reported the
second largest amount of foreign-earned income
with over $13.3 billion, which was a real increase of
just 10.2 percent from 2001. The United Kingdom
continued to lead all countries with over $6.2 billion
in foreign-earned income reported and accounted
for nearly half of all European-based returns. The

I n 2006, about 335,000 U.S. taxpayers living
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amount reported for the United Kingdom was an
actual decrease of 0.6 percent from the 2001 amount
of $6.3 billion, while the overall European-based
growth was driven by increases from Switzerland
(37.9 percent), Germany (22.8 percent), and France
(11.8 percent).

Total foreign-earned income reported for North
American-based taxpayers grew by 21.0 percent for
2006, and was driven by a 31.5-percent increase for
Canada, to nearly $2.7 billion. Over 57 percent of
all taxpayers reporting foreign-earned income had no
U.S. tax liability for 2006. As with foreign-earned
income, among individual countries, the United
Kingdom had the highest foreign-source gross in-
come and foreign taxes paid, with $11.9 billion and
$3.0 billion, respectively.

In contrast to their foreign-earned income, Euro-
pean countries, with $24.8 billion in foreign-source
gross income and $5.4 billion in foreign taxes paid,
continued to be the largest source of both of these
measures. However, of all the regions, Europe
had the lowest growth from 2001 (32.1 percent for
foreign-source gross income and 13.4 percent for
foreign taxes). In contrast, foreign-source gross in-
come grew 186.6 percent in real percentage terms for
Latin/South America, and taxes grew by 36.5 percent
in real percentage terms for North America.

Overview of Foreign-Earned Income

Provisions

In an effort to increase U.S. participation in foreign
trade, a Federal income tax law was passed in 1926,
which allowed for an exclusion of foreign-earned in-
come from taxes. Under the 2006 version of the law,
section 911 of the Internal Revenue Code, qualified
U.S. citizens or resident aliens living and working
abroad could elect to exclude a certain amount of
foreign-earned income and an excess foreign housing
cost. The election was made separately for each of
the exclusions.

To qualify, an individual must have had a foreign
tax home and satisfied either the bona fide residence
or physical presence test. Only U.S. citizens could
use the bona fide residence test. The bona fide resi-
dence test was generally satisfied if the individual
had established and maintained residence in a foreign
country for an uninterrupted period that included an
entire taxable year. An individual would not be con-
sidered a resident if a statement was submitted to the
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taxing authorities of the foreign country indicating
nonresidency and the foreign country did not subject
the individual to foreign income taxation. Under the
physical presence test, an individual had to be pres-
ent in a foreign country during at least 330 full days
during any period of 12 consecutive months.

In general, earned income was compensation
received for personal services. Thus, wages, salaries,
and professional fees qualified as earned income for
purposes of the exclusion. Taxpayers engaged in a
trade or business that used both capital and services
to produce income could treat as earned income any
reasonable amount that did not exceed 30 percent of
the taxpayer’s share of the net profits of the trade or
business. Earned income also included employer-
provided allowances or such reimbursements as
cost-of-living allowances, overseas compensation
differentials, quarters, education allowances, and the
full rental value of property or facilities provided by
the employer.

To qualify for the exclusions, the earned income
had to be foreign-earned income. In general, it
would be foreign-earned income if personal services
were performed in a foreign country. The actual
location of the employer and employee at the time
compensation was received did not affect this deter-
mination. Not included in foreign-earned income
were pensions, annuities, compensation by the U.S.
Government, and income excluded by an employer
to compensate for meals and lodging provided for the
employer’s convenience.

For 2006, the maximum amount of foreign-
earned income that could be excluded was $82,400,
prorated on a daily basis for the qualifying period.
(For 2001, the maximum amount of foreign-earned
income that could be excluded was $78,000.) If both
the foreign-earned income and housing exclusion
were elected, the foreign housing exclusion was cal-
culated first. The foreign-earned income exclusion
was then limited to the excess of foreign-earned in-
come over the housing exclusion.

Qualified housing expenses were reasonable
housing costs paid or incurred during the tax year.

In general, they included such expenses as utilities,
insurance, and rent. The excess housing cost amount
was equal to the individual’s qualified housing ex-
penses for the tax year over a base-level amount
($13,184 for 2006) prorated on a daily basis.

To the extent these were employer-provided
amounts, the excess housing cost amount was al-
lowed as a foreign housing exclusion. Housing costs
related to self-employment were allowed as a foreign
housing deduction in computing adjusted gross in-
come. The foreign housing deduction was limited to
the excess of foreign-earned income over the sum of
foreign-earned income and housing exclusions. Any
excess housing amount that was not deductible could
be carried over to the following tax year.

In addition to the exclusions (foreign-earned
income and housing) and the housing deduction,
individuals could also claim a foreign tax credit
(discussed in more detail in the Foreign Tax Credit
Overview section) for foreign income taxes paid or
accrued on two types of foreign-source income: (1)
foreign-earned income for which the foreign-earned
income exclusion was not claimed, and (2) foreign-
source income that did not qualify for the exclusions
or deduction.

U.S. taxpayers filed Form 2555, Foreign Earned
Income, with Form 1040, U.S. Individual Income
Tax Return, to claim the exclusions and the housing
deduction. For 2006, of the 138.4 million individual
income tax returns filed with the Internal Revenue
Service, an estimated 334,851 had a Form 2555 at-
tached, slightly more than 0.2 percent of the total.1
Tables 1 and 2 present statistics for individual in-
come tax returns reporting the foreign-earned income
exclusion, foreign housing exclusion, and foreign
housing deduction.

Total Foreign-Earned Income

For 2006, the total amount of foreign-earned income
reported by U.S. individuals was over $36.7 billion, a
real increase of 17.7 percent from the 2001 inflation-
adjusted amount of $31.2 billion. This represents a
real annual growth rate of 3.3 percent from 2001.2,3

1 Data for all taxpayers who filed a Form 1040 for 2006 cited in this article are from Statistics of Income, Individual Income Tax Returns 2006, Publication 1304.
2 Data in this article are compared to 2001 data because this is the last year for which comparable statistics are available.

3 For comparability, 2001 amounts presented in this article are adjusted for U.S. inflation to 2006 constant dollars. However, these adjustments do not necessarily adjust
for country-specific inflation in the various foreign countries for which income was reported. The inflation-adjusted constant dollars are based on the Consumer Price Index
(CPI-U) computed and reported by the U.S. Department of Labor, Bureau of Labor Statistics, Monthly Labor Review. The consumer price index represents annual averages
of monthly indices and approximates buying patterns of typical urban consumers.

Year CPI-U
2006 201.6
2001 177.1
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This increase can be attributed to an increase in the
number of returns filing for the exclusion, along with
an increase in the average amount of foreign-earned
income reported per return. From 2001 to 2006, ap-
proximately forty thousand more returns were filed
by taxpayers for the exclusion, resulting in a 13.6-
percent increase. Also, during this same period,

the average amount of total foreign-earned income
per return increased approximately 3.6 percent in
real terms, from an average of $105,890 for 2001 to
$109,716 for 2006.

Of the nearly 335,000 returns filed with a Form
2555 attached for 2006, returns with a tax home
of Canada, the United Kingdom, Japan, Germany,
and Iraq represented about 36.4 percent of the total
number of returns filed. About 9.0 percent reported
Canada; 8.5 percent, the United Kingdom; 7.0 per-
cent, Japan; 6.4 percent, Germany; and 5.5 percent,
Iraq as tax homes.

In 2006, slightly over twenty-four thousand tax-
payers reported a tax home of Iraq or Afghanistan,
compared to zero for 2001. For 2001, taxpayers
were not allowed to declare Iraq as a tax home for
the purpose of filing a Form 2555, as it was listed as
one of the countries falling under travel restrictions.

The number of returns reporting China as a tax
home increased by 143.6 percent from 2001. The
introduction of returns with foreign-earned income
from Iraq and Afghanistan plus this huge growth in
China, along with more modest increases in the num-
ber of returns from other Asian tax homes, led to an
overall increase in Asian-based returns of 41.6 per-
cent (Figure A). Thus, for 2006, more returns with
foreign-earned income were reported for Asia (about
139,000) than were for Europe (slightly less than
100,000). This represents a reversal from 2001 when
most returns were from Europe.

Along with number of returns, the largest in-
creases in total earned income were seen in Asian-
based countries, which reported just under $14.7 bil-
lion in foreign-earned income for 2006, an increase
of 29.1 percent from 2001. Also showing significant
real increases from 2001 to 2006 were income from
North American-based countries, which grew by 21.0
percent, and income from European-based countries,
which grew by 10.2 percent. The latter occurred de-

spite the number of returns from Europe declining by
5.5 percent from 2001. The only areas where total
foreign-earned income decreased from 2001 to 2006
(by 16.7 percent) were Latin/South American-based
countries. This is in sharp contrast to the 2001 data
for Latin/South American-based countries, at which
time foreign-earned income for these countries had
grown by 18.3 percent from the 1996 study.4
Remarkable growth was seen in total foreign-
earned income reported by China-based individuals
for 2006, with the total amount of foreign-earned
income growing by 110.2 percent in real terms, from
approximately $0.8 billion for 2001 to over $1.7 bil-
lion for 2006. United Kingdom-based individuals
still reported the largest amount of foreign-earned
income in 2006, with just over $6.2 billion claimed.
The slight decrease of 0.6 percent in foreign-earned
income reported by United Kingdom-based in-
dividuals, along with the rapid growth in several
other countries, saw their percentage share of total
foreign-earned income decrease from 20.1 percent
for 2001 to 17.0 percent for 2006. The difference in
total foreign-earned income reported between United
Kingdom-based returns and returns with the second
largest source of foreign-earned income, in this case
Canada, was $3.6 billion. For 2001, the gap in total
foreign-earned income reported between the two tax
homes reporting the largest source of foreign income
(then United Kingdom-based returns and Japan-
based returns) was approximately $3.7 billion.
Figure B shows the countries with the largest
amounts of foreign-earned income reported on in-
dividual tax returns for 2006. Approximately 52.0
percent of the total foreign-earned income reported
on individual tax returns for 2006 was reported by
individuals with tax homes in the United Kingdom
(17.0 percent), Canada (7.3 percent), Japan (5.7 per-
cent), Hong Kong (5.0 percent), Iraq (5.0 percent),
Germany (4.7 percent), China (4.7 percent), and
Switzerland (2.7 percent). Five of the eight coun-
tries shown in the figure were listed among the eight
countries with the largest amounts of income for the
2001 study, with Irag, China, and Switzerland replac-
ing Singapore, Saudi Arabia, and France. As for the
order of countries, the only movement among the top
four countries was Canada moving ahead of Japan.

4 See Curry, Jeff, and Maureen Keenan Kahr, “Individual Foreign-Earned Income and Foreign Tax Credit, 2001,” Statistics of Income Bulletin, Spring 2004, VVolume 23,

Number 4.
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Foreign-Earned Income, Exclusion, and Housing Deduction, by Selected Country or Region,
Tax Years 2001 [1] and 2006
[Money amounts are in thousands of dollars]
Number of returns [2] Total foreign-earned income Foreign-earned '"°°”Te exclusion
Selected country before deductions
orregion 2001 2006 Percentage 2001 2006 Percentage 2001 2006 Percentage
change change change
@ (@) (©) (@) ®) (6) ) (8) )
All geographic areas 294,763 334,851 13.6 31,212,403 36,738,574 17.7 16,020,249 18,357,200 14.6
North America 30,493 36,179 18.6 2,684,826 3,248,559 21.0 1,498,677 1,778,374 18.7
Canada 24,790 30,067 21.3 2,032,392 2,671,963 315 1,156,688 1,459,721 26.2
Other North America 5,703 6,112 7.2 652,435 576,596 -11.6 341,990 318,653 -6.8
Asia 98,037 138,795 41.6 11,362,109 14,672,274 29.1 5,796,812 7,922,615 36.7
China 5,103 12,430 143.6 814,666 1,712,601 110.2 317,672 742,633 133.8
Hong Kong 12,476 10,792 -13.5 1,974,007 1,844,813 -6.5 815,191 689,045 -15.5
Iraq 0 18,325 [3] 0 1,827,813 [3] 0 1,187,886 [3]
Israel 8,491 8,986 5.8 589,960 506,127 -14.2 459,810 401,871 -12.6
Japan 24,578 23,529 -4.3 2,605,814 2,106,707 -19.2 1,254,999 1,115,473 -11.1
Saudi Arabia 7,449 5,109 -31.4 953,731 617,179 -35.3 557,431 365,144 -34.5
Singapore 4,624 3,636 -21.4 973,843 747,901 -23.2 373,045 261,410 -29.9
South Korea 4,885 6,668 36.5 515,117 694,003 34.7 262,378 349,846 33.3
UAE 4,100 7,423 81.0 421,592 759,629 80.2 261,369 505,403 93.4
Other Asia 26,331 41,900 59.1 2,513,379 3,855,499 53.4 1,494,917 2,303,901 54.1
Europe 105,590 99,732 -5.5 12,078,032 13,306,949 10.2 5,669,833 5,483,891 -3.3
France 8,975 9,653 7.6 845,026 944,881 11.8 461,367 494,997 7.3
Germany 23,432 21,513 -8.2 1,399,274 1,718,890 22.8 934,915 1,050,100 12.3
Switzerland 6,370 7,093 11.4 723,505 997,485 37.9 403,793 459,225 13.7
United Kingdom 33,344 28,409 -14.8 6,279,710 6,238,909 -0.6 2,122,894 1,725,794 -18.7
Other Europe 33,469 33,067 -1.2 2,830,518 3,406,783 20.4 1,746,864 1,753,774 0.4
Latin/South America 15,307 13,911 -9.1 1,397,818 1,164,998 -16.7 790,362 677,079 -14.3
Oceania 11,521 9,724 -15.6 847,406 851,543 0.5 563,327 536,464 -4.8
Australia 7,864 6,420 -18.4 671,787 661,928 -1.5 400,726 387,338 -3.3
Other Oceania 3,657 3,305 -9.6 175,619 189,615 8.0 162,601 149,126 -8.3
Other 33,815 36,510 8.0 2,842,212 3,494,251 22.9 1,701,238 1,958,777 15.1
Housing exclusion Housing deduction
Selected country or region
2001 2006 Percentage 2001 2006 Percentage
change change
(10) (11) (12) (13) (14) (15)
All geographic areas 2,180,244 1,336,430 -38.7 104,808 83,632 -20.2
North America 71,389 27,640 -61.3 379 475 25.3
Canada 18,364 11,865 -35.4 165 *158 -4.2
Other North America 53,024 15,775 -70.2 214 *318 48.6
Asia 1,155,233 644,989 -44.2 53,178 38,665 -27.3
China 88,171 112,418 275 4,410 2,788 -36.8
Hong Kong 338,752 194,828 -42.5 18,607 13,395 -28.0
Iraq 0 * 2,290 [3] 0 *829 [3]
Israel 4,674 650 -86.1 191 145 -24.1
Japan 354,873 133,821 -62.3 19,404 10,139 -47.7
Saudi Arabia 16,872 6,352 -62.4 484 *4 -99.2
Singapore 148,097 52,724 -64.4 3,077 683 -77.8
South Korea 54,841 38,858 -29.1 * 466 2,976 539.2
UAE 34,755 27,230 -21.7 *2,518 3,240 28.7
Other Asia 114,198 75,817 -33.6 4,022 4,469 11.1
Europe 721,207 544,843 -24.5 43,085 37,640 -12.6
France 40,260 38,712 -3.8 3,485 3,793 8.8
Germany 35,427 51,291 44.8 1,443 3,460 139.8
Switzerland 41,871 49,381 17.9 2,723 1,467 -46.1
United Kingdom 482,708 296,566 -38.6 27,260 22,323 -18.1
Other Europe 120,940 108,894 -10.0 8,173 6,598 -19.3
Latin/South America 108,091 30,066 -72.2 2,509 868 -65.4
Oceania 27,101 11,943 -55.9 370 *49 -86.8
Australia 26,751 11,479 -57.1 370 *48 -87.0
Other Oceania 349 * 465 33.2 0 *1 [4]
Other 97,224 76,949 -20.9 5,287 5,934 12.2
* Estimate should be used with caution because of the small number of sample returns on which it is based.
[1] For comparability, 2001 amounts have been adjusted for inflation to 2006 constant dollars.
[2] Forms 2555.
[3] Percentage not computed.
NOTE: Detail may not add to totals because of rounding. 57
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Foreign-Earned Income by Selected Country, Tax Year 2006

Billions of dollars

7.0 r
$6.2

65
60 | [iE03

55

50 F 1.8

45 ¢

Total: $36.7 Billion

40 r
35 |
3.0 ¢
25 ¢

20 r T 0.3

15 ¢
1.0 ¢
05 ¢

$1.7 $1.7

00 £ | 0.3 - 0.1 $1.0

0.2 0.6 0.1

—
' 0.8

0.0

United Kingdom Canada Japan

Hong Kong

Iraq Germany China Switzerland

Selected country

.Salaries and wages, business or professional, and partnership income (loss)
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Foreign-earned income reported on Form 2555EZ

NOTE: Detail may not add to totals because of rounding.

While foreign-earned income decreased in Japan
(19.2 percent), Hong Kong (6.5 percent), and the
United Kingdom (0.6 percent), it increased in all five
other countries.

Composition of Foreign-Earned Income

For 2006, of the $36.7 billion in foreign-earned in-
come (cited above), over $32.8 billion were reported
on Form 2555. The remaining $3.9 billion were re-
ported on Form 2555-EZ. Data related to the compo-
sition of foreign-earned income are not available on
Form 2555-EZ; therefore, the analysis in the ensuing
discussion includes only those amounts reported on
Form 2555.
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Salaries and wages comprised 72.9 percent of the
total foreign-earned income reported for 2006 (Table
1). Along with this, allowances, reimbursements, or
expenses paid by employers made up 14.6 percent,
and business or professional plus partnership, non-
cash, and other income accounted for the remaining
12.5 percent. The average foreign-source salary for
a taxpayer filing Form 2555 with wages was approxi-
mately $103,938.

This average, however, varied greatly among
the various countries. Figure C shows that, of the
top eight countries (those with the largest number of
Forms 2555 attached), returns from the United King-
dom reported the highest average salary at $174,700,

5/29/2009 9:00:40 AM
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Average Foreign Salaries and Wages Earned by U.S. Taxpayers Reporting Wages on Form 2555,
by Selected Country, Tax Year 2006

Selected country
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while Israel reported the lowest with an average The amount of housing exclusion reported fell by

salary of $61,189. The average salary reported for approximately 38.7 percent, from an inflation-adjust-

United Kingdom returns increased by nearly $29,000 ed $2.2 billion for 2001 to $1.3 billion for 2006. The

(in real dollars) from 2001. Also, for 2006, the dif- housing deduction also declined in real terms (20.2

ference in average salary between the United King- percent), to a total of $83.6 million reported

dom and Hong Kong (which had the second highest for 2006.

average salary) was just under $32,000. The United A portion of the declines in both the housing

Kingdom and Hong Kong were also the top two exclusion and housing deduction can be attributed to

countries based on average salary for the 2001 study, new limits placed on the amount of housing expenses

where the difference was just over $29,500. that were eligible for the exclusion or deduction,
beginning in Tax Year 2006. In general a limit of

Foreign-Earned Income Exclusion, Housing $24,720 was placed on eligible housing expenses.

Exclusion, and Housing Deduction However, taxpayers could take a higher expense

For 2006, the amount of exclusion for foreign-earned amount if they resided in specific countries or cities

income grew from 2001 by 14.6 percent (in real which were I|steo! by the IRS in the instructions for

terms), to $18.4 billion. This growth in the foreign- Form 2555, Fo_relgq Earned_ Income.

earned income exclusion occurred while the amount For 2.006’ individuals with a tax home of the

of foreign-earned income that could be excluded per Un'tEd. Kingdom re_zported the _hlghest amount of

taxpayer increased from $78,000 to $82,400 during e>_<c_|u3|ons for forelg_n-earned Income at over 1.7

this same period. billion. However, this was a decline of 18.7 percent
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from the inflation-adjusted $2.1 billion excluded in
2001 (Figure A). Canada-based taxpayers reported
the second largest amount at nearly $1.5 billion in
exclusions for foreign-earned income, up 26.2 per-
cent from 2001.

The tax home with the third highest amount re-
ported was Iraq, with nearly $1.2 billion, after having
no exclusions reported in 2001. Iraq was one of three
countries listed by the U.S. as falling under travel
restrictions in 2001.5 Income earned in any country
on the list was not considered foreign-earned income.
Housing expenses were not considered qualified if
they were incurred while in one of the listed coun-
tries. The restriction on income and housing expens-
es for Iraq lasted from August 1990 until July 2004,
with exceptions starting in 2003. Much of the over-
all growth in Asia-based countries, 36.7 percent, can
be attributed to the 133.8-percent growth in China
to $0.7 billion, along with the previously mentioned
new reporting from Iraq and Afghanistan.

As cited above, approximately $1.3 billion in
housing exclusions were reported by individual tax-
payers for 2006, down about 38.7 percent from the
$2.2 billion reported for 2001. Of this $1.3 billion
reported for 2006, 22.2 percent was reported by in-
dividuals with a tax home of United Kingdom; 14.6
percent, Hong Kong; 10.0 percent, Japan; and 8.4
percent, China. Of all the countries represented in
Figure A, only Germany (44.8 percent), China (27.5
percent), and Switzerland (17.9 percent) showed in-
creases in the amount of housing exclusion claimed
for 2006.

The housing deduction is used by taxpayers with
foreign-earned income to increase their total statu-
tory adjustments, thus decreasing adjusted gross in-
come. For 2006, just over $83.6 million were report-
ed by all taxpayers for the housing deduction, down
from the inflation-adjusted $104.8 million claimed
for 2001, a decrease of 20.2 percent. The average
housing deduction for those taxpayers claiming the
deduction was $21,178 for 2006.

Individual taxpayers claiming both the foreign-
earned income and housing exclusions, along with
the housing deduction, reported worldwide income
of over $57.0 billion for 2006. These taxpayers
used the aforementioned exclusions and deduction
to reduce their worldwide incomes by nearly $19.8

billion, or almost 35 percent. Approximately 57.4
percent of all taxpayers with foreign-earned income,
after claiming the foreign-earned income and hous-
ing exclusion, housing deduction, and any foreign
tax credit to which they were entitled, had no U.S.
income tax liability. This is up from 54.6 percent for
2001.

Starting in 2006, individual taxpayers report-
ing foreign-earned income on their tax returns were
instructed to use a new foreign-earned income tax
worksheet to figure out their tax. This worksheet
calculated tax on nonexcluded income using tax rates
that would have applied had they not claimed the
exclusion. The change in the calculation affected
nearly 139,000 returns and resulted in an additional
$806 million in tax.

Overview of Foreign Tax Credit Provisions

For 2006, U.S. taxpayers with income from sources
outside the United States, regardless of their residen-
cy, could claim a credit against their U.S. income tax
liabilities for most foreign taxes they paid or accrued
(except for taxes paid on income excluded under the
foreign-earned income provisions). The purpose

of the credit, originally created in 1918, is to avoid
double taxation on foreign-source income, since the
United States taxes its citizens and resident aliens
based on their worldwide incomes.

The foreign tax credit is subject to a limitation
based on the taxpayer’s total U.S. income tax liabil-
ity. These limitations prevent taxpayers from using
foreign taxes paid in relatively high tax rate countries
to offset taxes paid on their U.S.-source incomes.
The limitation is computed separately for the fol-
lowing categories of foreign-source income: pas-
sive income, high withholding tax interest, financial
services income, shipping income, dividends from an
Interest-Charge Domestic International Sales Corpo-
ration (IC-DISC), distributions from a Foreign Sales
Corporation (FSC), lump-sum distributions from cer-
tain retirement plans, Section 901(j) income, certain
income resourced by a treaty, and other (general limi-
tation) income.6 The allowable credits for each type
of foreign-source income are then added together.

Passive income generally includes dividends,
interest, rents, royalties, and annuities. High with-
holding tax interest is foreign interest income that

5 Cuba and Libya were also listed.

6 Foreign income reported in the IC-DISC (Interest-Charge Domestic International Sales Corporation) category may include dividends from a former DISC (Domestic
International Sales Corporation). The IC-DISC entity was created by the Deficit Reduction Act of 1984 and replaced the DISC.
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is subject to a gross withholding tax of at least 5
percent. Financial services income includes income
derived by a financial service entity engaged in bank-
ing, financing, or insurance. Shipping income is in-
come from the use of any aircraft or vessel in foreign
commerce or income derived from space and ocean
activities. IC-DISC dividends are dividend income
from domestic international sales corporations deal-
ing with exports, to the extent these dividends are
treated as foreign. FSC distributions are derived
from earnings and profits attributable to foreign trade
income. Lump-sum distributions are distributions
from a retirement plan that are subject to U.S. tax
using income averaging. Section 901(j) income is
income earned from activities conducted in a sanc-
tioned country; no credit is allowed for taxes paid or
accrued to sanctioned countries.” Certain income re-
sourced by treaty allows specific types of income to
be treated as foreign-source income if there is a tax
treaty that treats it as such and the treaty is applied.
General limitation income is all other foreign income
from sources outside the United States.

In general, for taxpayers who file Form 1116,
Foreign Tax Credit, with Form 1040, the limitation
on the foreign tax credit for each type of income is
calculated by multiplying the total U.S. income tax
liability before credits by the ratio of the foreign-
source taxable income for that type of income to total
U.S. taxable income.8 However, not all taxpayers
who claim the foreign tax credit file Form 1116 (see
Data Sources and Limitations). Foreign taxes paid
in excess of the limitation can be carried back 1 year
and then forward up to 10 years. Taxes carried to
another year are added to taxes available for credit
for that year for the same limitation income. Tables
3 through 5 present statistics on the foreign tax credit
and related foreign-source income reported on indi-
vidual income tax returns.

Foreign-Source Gross Income
Foreign-source gross income is all income earned
outside the United States, except for income used to

claim the foreign-earned income exclusion. Taxpay-
ers reported $120.0 billion in foreign-source gross
income for 2006. This represents approximately
10.1 percent of total worldwide income for those
taxpayers who reported foreign-source gross income
and about 1.5 percent of total worldwide income

for all U.S. taxpayers. These statistics include only
foreign-source gross income reported on Form 1116,
because some taxpayers with foreign-source gross
income do not file Form 1116.% Between 2001 and
2006, foreign-source gross income grew 86.6 percent

Selected Income, Exclusion, Deduction, and
Credit Items, Tax Years 2001 and 2006

[Money amounts are in thousands of dollars]

Item 2001 [1] 2006 Pecr;’::;aege
M 2 (3)
Worldwide income [2] 7,111,026,545| 8,164,179,385 14.8
Form 2555
Total foreign-earned income 31,212,403 36,738,574 17.7
Foreign-earned income exclusion
before deductions 16,020,249 18,357,200 14.6
Housing exclusion 2,180,244 1,336,430 -38.7
Housing deduction 104,808 83,632 -20.2
Form 1116
Foreign-source gross income 64,272,272 119,963,255 86.6
Foreign tax credit 7,119,589 10,958,470 53.9

[1] For comparability, 2001 amounts have been adjusted for inflation to 2006 constant
dollars.

[2] Worldwide income is total income or loss reported on Form 1040 before the foreign-
earned income and housing exclusions have been taken.

in real percentage terms, whereas worldwide income
reported on all individual U.S. tax returns grew only
14.8 percent during that period (Figure D).

Of the $120.0 billion in foreign-source gross in-
come, nearly $63.1 billion, representing 52.6 percent,
were reported without a specific country being stated,
while $56.9 billion were reported for a specific
country.10 The top five countries with the most in

7 A foreign tax credit is not allowed for foreign taxes paid or accrued to countries sanctioned by the U.S. Government. Nevertheless, a foreign tax credit limitation is
computed for each sanctioned country. For 2006, the countries are Cuba, Iran, North Korea, Sudan, and Syria.

8 For income from the certain income re-sourced by treaty category, a separate foreign tax credit limitation has to be computed for each amount resourced from a treaty

country.

9 Taxpayers with $300 (3600 if married filing a joint return) or less in creditable foreign taxes that also met certain other conditions, mainly that the foreign-source gross
income was from the passive income category and all of the income and any foreign taxes paid on it were reported on a qualified payee statement, did not have to file Form
1116 to claim the foreign tax credit on Form 1040. Also, some taxpayers deduct their foreign taxes on Schedule A rather than taking a credit by filing Form 1116. Therefore,

foreign-source income for these taxpayers would not be reported.

10 The $63.1 billion of total foreign-source gross income reported without a specific country being stated include $62.5 billion where the country is not stated, as well as
$0.4 billion for IC-DISC dividends and slightly over $0.1 billion for FSC dividends.
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foreign-source gross income are the United Kingdom
with $11.9 billion, followed by Canada with $10.0
billion, Germany with $3.7 billion, Colombia with
$3.2 billion, and Japan with $2.6 billion. Together,
these five countries accounted for 55.3 percent of to-
tal foreign-source gross income with a stated country.
Separately, 21.0 percent was earned in the United
Kingdom, 17.5 percent in Canada, 6.6 percent in
Germany, 5.6 percent in Colombia, and 4.6 percent
in Japan (Figure E).

Foreign-Source Gross Income, by Selected
Country or Region, Tax Year 2006

Other
Countries Colombia
8.9% 5.6%

Mexico
3.8%
United

Kingdom

21.0%

Germany
6.6%
Other Asia
13.2%
Other
Hong Europe
Kong Japan 16.0%

3.0  4.6%

[1] Foreign-source gross income reported on the Form 1116 with
stated country or region. Total foreign-source income (including that
reported without a country or region) was $120.0 billion.

NOTE: Percentages may not add to 100 due to rounding.

The overall average foreign-source gross in-
come reported by U.S. taxpayers on Form 1116
was $40,777. For the top five leading countries
mentioned above, the average foreign-source gross
income reported was $93,596, $41,493, $88,157,
$2,583,418, and $53,790, respectively. The high av-
erage foreign-source gross income of $2,583,418 for
Colombia was largely the result of a few returns re-
porting a sizeable foreign-source gross income from

Colombia, while the total number of returns with in-
come from Colombia was a little over 1,200. In con-
trast, over 125,000 returns reported foreign-source
gross income from the United Kingdom.

Among the geographic regions with the most
significant foreign-source gross income (see Figure
F), the region with the highest growth between 2001
and 2006 was Latin/South America. Foreign-source
gross income reported for Latin/South American
countries grew 186.6 percent for that period, rising
to just over $4.3 billion for 2006 from an inflation-
adjusted $1.5 billion for 2001. Much of this increase
is due to the growth in foreign-source gross income
earned in Colombia. Foreign-source gross income
reported for Colombia grew 405.1 percent from 2001
to 2006, from $0.6 billion to $3.2 billion, and, for
2006, Colombia accounted for 74.2 percent of total
foreign-source gross income earned in Latin/South
American countries.

Despite the large growth for Latin/South Ameri-
can countries, the amount of foreign-source gross
income ($4.3 billion) for this region was still much
smaller than for other regions. Europe had the larg-
est foreign-source gross income at $24.8 billion
(more than double the amount of the next largest
region), representing 43.6 percent of all income with
a stated country. North America followed with $12.1
billion and Asia with $11.7 billion. For additional
data on foreign-source gross income by region or
country, see Table 4.

Foreign Taxes and Foreign Tax Credit
For 2006, U.S. taxpayers paid (or accrued) nearly
$13.9 billion in foreign taxes as reported on Form
1116. This was before carrybacks, carryovers, and
reductions. Of the top five countries in terms of for-
eign taxes paid or accrued, the first four, the United
Kingdom, Canada, Germany, and Japan, were also
the top four countries in both 1996 and 2001.11. 12
However, the fifth country for 2006 was China, with
nearly $0.5 billion in foreign taxes paid, while the
fifth county for 2001 was Australia. Combined, for-
eign taxes paid or accrued to the top five countries
for 2006 accounted for 48.3 percent of the total.

As with foreign-source gross income, the United
Kingdom accounted for more of the foreign taxes

11 See Curry, Jeff and Maureen Keenan Kahr, “Individual Foreign-Earned Income and Foreign Tax Credit, 2001,” Statistics of Income Bulletin, Spring 2004, VVolume 23,

Number 4.

12 See Curry, Jeff; and Maureen Keenan Kahr; and Sarah E. Nutter, “Individual Foreign-Earned Income and Foreign Tax Credit, 1996,” Statistics of Income Bulletin,

Summer 1999, Volume 19, Number 1.
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Foreign-Source Gross Income and Foreign Taxes, by Selected Country or Region, Tax Years

2001 and 2006

[Money amounts are in thousands of dollars]

Item, selected country or region 2001 [1] 2006 Percentage
change
(€] 2 3

Foreign-source gross income, total 64,272,272 119,963,255 86.6
North America 8,166,125 12,133,130 48.6
Canada 6,559,127 9,966,174 51.9
Other North America [2] 1,606,999 2,166,955 34.8
Asia 8,513,439 11,696,581 37.4
China 471,295 1,578,847 235.0
Hong Kong 1,418,253 1,583,595 11.7
Japan 3,263,158 2,596,680 -20.4
Other Asia 3,360,733 5,937,459 76.7
Europe 18,786,658 24,809,573 32.1
Germany 3,372,626 3,742,259 11.0
United Kingdom 9,762,470 11,940,245 22.3
Other Europe 5,651,562 9,127,069 61.5
Latin/South America 1,510,838 4,330,765 186.6
Colombia 636,321 3,213,772 405.1
Other Latin/South America 874,517 1,116,993 27.7
Oceania 1,224,879 1,196,689 -2.3
Australia 1,126,147 1,004,632 -10.8
Other Oceania 98,731 192,056 94.5
Other 26,070,333 65,796,517 152.4
Foreign taxes paid or accrued, total 10,418,903 13,885,215 33.3
North America 1,490,616 2,034,525 36.5
Canada 1,169,267 1,773,465 51.7
Other North America [2] 321,349 261,060 -18.8
Asia 2,055,097 2,348,346 14.3
China 138,629 469,638 238.8
Hong Kong 225,409 270,900 20.2
Japan 789,618 658,674 -16.6
Other Asia 901,441 949,134 5.3
Europe 4,784,855 5,424,521 13.4
Germany 568,211 760,185 33.8
United Kingdom 2,970,532 3,046,948 2.6
Other Europe 1,246,113 1,617,388 29.8
Latin/South America 220,999 286,178 295
Colombia 21,281 82,923 289.7
Other Latin/South America 199,718 203,255 1.8
Oceania 372,184 255,492 -31.4
Australia 356,334 232,008 -34.9
Other Oceania 15,851 23,483 48.1
Other 1,495,152 3,536,153 136.5

[1] For comparability, 2001 amounts have been adjusted for inflation to 2006 constant dollars.

[2] For 2001, all the data for Other North America are from Mexico.
NOTES: Detail may not add to totals because of rounding. Data are from Forms 1116.

paid than any other country. Just over $3.0 billion
in foreign taxes were paid or accrued to the United
Kingdom (Figure G). This represents 28.5 percent
of total foreign taxes paid (excluding foreign taxes
paid not attributable to any country). The next larg-
est recipient of foreign taxes paid or accrued was

Canada with $1.8 billion (16.6 percent), followed by
Germany with $0.8 billion (7.1 percent), and Japan
with $0.7 billion (6.2 percent). Of the $13.9 billion
in foreign taxes paid or accrued, nearly $3.2 billion,
representing approximately 22.9 percent of the total
amount, were reported without a stated country.13

13 The $3.2 billion of total foreign taxes paid or accrued without a specific country being stated include amounts from the IC-DISC dividends and FSC dividends income

categories.
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Foreign-Source Taxable Income and Foreign Taxes, by Selected Country, Tax Year 2006
Billions of dollars

100 1 o,

9.0 ¢

8.0 r

6.8 Totals [1]: $41.4 B3

7.0 | : $10.7 N

6.0 |

50 r

40 |

3.0
30T 2.1 2.1
: : 2.0
1.8
20 1.4 1.4 12
0.7 0.8
1.0 0.5
01 0.3 0.3
0.0
United Kingdom Canada Japan India Germany Hong Kong China Mexico
Selected country
@ Foreign-source taxable income before adjustments
. Foreign taxes paid or accrued
[1] Totals represent amounts reported on Form 1116 with stated country or region.
NOTE: Detail may not add to totals because of rounding. Data are from Forms 1116.

As shown in Figure F, total foreign taxes paid or the United Kingdom continues to maintain its posi-
accrued grew 33.3 percent between 2001 and 2006. tion as the largest country in terms of foreign taxes
Among the most significant regions, North America paid, the growth has slowed. From 1996 to 2001,
had the highest growth, 36.5 percent. This was pri- foreign taxes paid or accrued to the United Kingdom
marily due to the 51.7-percent real growth in foreign grew 85.4 percent, but the growth from 2001 to 2006
taxes paid or accrued to Canada. was only 2.6 percent.

Latin/South America showed the next highest The income type for which most of the nearly
growth, 29.5 percent. As for countries in this region, $13.9 billion in foreign taxes reported on Form 1116
there was substantial growth, 289.7 percent, in for- were paid or accrued was general limitation income.
eign taxes paid or accrued to Colombia. However, Slightly over $11.3 billion in foreign taxes, repre-
the amount of foreign taxes paid or accrued to Latin/ senting 81.5 percent of the total, were reported for
South American countries, just $0.3 billion, was still general limitation income. Passive income was the
small in comparison to other regions. next largest income type, with just over $2.3 billion

As for Asia and Europe, the growth in these ar- (16.7 percent of the total) in foreign taxes. Total
eas was more modest. Asia grew 14.3 percent, while foreign taxes available for credit after carrybacks,
Europe grew 13.4 percent. Even with the modest carryover, and reductions were $18.1 billion, and the
growth, European countries were the largest recipient foreign tax credit before adjustments was approxi-
of foreign taxes paid or accrued at $5.4 billion. As mately $10.7 billion. (See Explanation of Selected
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Terms.) Table 5 presents additional data on foreign
taxes, by income type.

For 2006, a foreign tax credit was reported on
6.4 million individual tax returns, an increase of 62.8
percent from the 3.9 million returns for 2001. The
foreign tax credit grew in real terms by 53.9 percent
between 2001 and 2006, and reached an all-time
high of $11.0 billion for 2006, up $3.9 billion from
the inflation-adjusted $7.1 billion reported for 2001
(Figure D).

Though the foreign tax credit grew between
2001 and 2006, it did not grow for each of the years
in between. For 2002 and 2003, total inflation-ad-
justed foreign tax credits claimed fell, 6.6 percent
and 4.3 percent, respectively, and then increased
for the remaining years. The growth for 2004 was
13.4 percent, followed by 34.0-percent growth for
2005, and 13.4-percent growth for 2006 (Figure H).
The average foreign tax credit for 2006 was $1,707,
down slightly from $1,806 (in 2006 constant dollars)
for 2001.

Foreign Tax Credit, Tax Years 2001-2006

Billions of dollars
12

Summary
For 2006, the total amount of foreign-earned income
reported by U.S. taxpayers grew in real terms by 17.7
percent, to over $36.7 billion. The largest percentage
increase was realized by returns from Asian-based
countries, which grew by 29.1 percent, while North
American-based countries (21.0 percent) and Euro-
pean-based countries (10.2 percent) grew substan-
tially as well. Latin/South American-based countries
saw a decline of 16.7 percent, after showing an in-
crease of 18.3 percent during the 2001 study.
Taxpayers with a tax home in the United King-
dom reported, by far, the most foreign earned income
at just over $6.2 billion. The largest overall growth
by an individual country was from China-based tax-
payers, which increased 110.2 percent to just over
$1.7 billion. Also showing substantial growth were
Switzerland (37.9 percent), South Korea (34.7 per-
cent), Canada (31.5 percent), and Germany (22.8
percent).

2001 2002 2003
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Tax year

2004 2005 2006

NOTE: For comparability, all amounts have been adjusted for inflation to 2006 constant dollars.
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Irag-based taxpayers reported the fifth highest
amount of foreign-earned income, with more than
$1.8 billion, after having no returns in the 2001
study. In contrast with the growth of foreign-earned
income for 2006, the total amount of housing exclu-
sion claimed declined by 38.7 percent, from $2.2 bil-
lion reported for 2001 to $1.3 billion for 2006. The
housing deduction also declined in 2006, by 20.2
percent to $83.6 million.

Foreign-source gross income reported by U.S.
taxpayers reached nearly $120.0 billion for 2006,
and the total foreign tax credit claimed was $11.0
billion for the same period. These amounts rep-
resented notable growth in foreign-source gross
income and the foreign tax credit from 2001, the
last time a study was prepared on these data. For
2006, foreign-source gross income grew, in real
terms, 86.6 percent, and the foreign tax credit grew
53.9 percent. As the source of $24.8 billion in for-
eign-source gross income and the recipient of $5.4
billion in foreign taxes paid, European countries
were the largest component of these measures. Ad-
ditionally, a foreign tax credit was claimed on 6.4
million returns, an increase of 62.8 percent from
2001, while the size of the credit grew in real terms
by 53.9 percent over this period.

Data Sources and Limitations

The 2006 data presented in this article are based on a
sample of individual income tax returns, Forms 1040,
processed during Calendar Year 2007, that have

one or more of the following: a foreign tax credit,
an attached Form 1116, a foreign-earned income
exclusion, housing exclusion or housing deduction,
or an attached Form 2555 or Form 2555-EZ. For-
eign-source income and taxes are understated in this
article to the extent that they either were not nor did
not have to be reported on Form 1116 to support the
foreign tax credit claimed on Form 1040. Taxpayers
with $300 ($600 if married filing a joint return) or
less in creditable foreign taxes who also met certain
other conditions were not required to file Form 1116
to claim the foreign tax credit. Therefore, about
61.7 percent of Forms 1040 (as originally filed) with
a foreign tax credit did not include the supporting
Form 1116. The average foreign tax credit reported
on these returns was $70. Foreign-source income
and losses are also understated to the extent that
taxpayers who were not eligible for a credit did not
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file Form 1116. Taxpayers who had foreign-source
income but paid no taxes or had no U.S. tax liability
before credits could not claim a foreign tax credit.

About 1.7 percent of the sampled returns with a
foreign tax credit or an attached Form 1116 and 13.2
percent of the sampled returns with an attached Form
2555 or Form 2555-EZ were for tax years prior to
2006, reported on delinquent returns processed dur-
ing the 2006 filing period. These prior-year returns
were included as a representation of 2006 returns
filed after December 31, 2007. The sampled returns
used for the statistics do not reflect adjustments made
during audit examination, which determines the ac-
ceptability of the reported data.

The sample was stratified based on: (1) the
presence or absence of Form 2555, Foreign Earned
Income, Form 2555-EZ, Foreign Earned Income
Exclusion, and Form 1116, Foreign Tax Credit;

(2) presence or absence of other specific forms

or schedules; (3) the larger of positive income or
negative income; (4) the size of business and farm
receipts; and (5) the usefulness of returns for tax
policy modeling purposes. The data from Form
2555, Foreign Earned Income, and Form 1116,
Foreign Tax Credit, for 2006 are based on a sample
of 104,849 returns and a population of 7,129,627
returns. For a general description of the sampling
procedures and data limitations of Statistics of
Income tabulations, see Statistics of Income, Indi-
vidual Income Tax Returns 2006 and SOI Sampling
Methodology and Data Limitations in the back of
this issue.

Explanation of Selected Terms

Foreign tax credit adjustments—These include
reductions for participation in unsanctioned interna-
tional boycotts and increases permitted by tax trea-
ties between the United States and certain foreign
countries.

Statutory adjustments—Certain adjustments to
total income were allowed as deductions in the cal-
culation of adjusted gross income. These mainly
included Archer MSA deductions, educator expenses,
certain business expenses of certain reservists, per-
forming artists, and fee-based government officials,
health savings account deduction, moving expenses,
the deduction for one-half of self-employment tax,
payments to a self-employed Keogh retirement plan
or a simplified employee pension (SEP), the self-em-
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ployed health insurance deduction, forfeited interest
penalty, alimony paid, payments to an IRA, student
loan interest deductions, jury duty pay given to an
employer, deduction for certain domestic production
activities, tuition and fees deductions, and the foreign
housing deduction.

Foreign-source taxable income—This is foreign-
source gross income less deductions and losses. The
deductions include any expenses directly related
to foreign-source income, a prorated share of the
taxpayer’s itemized or standard deductions, and a
prorated share of interest expenses.

Spring 2009 SOI Bulletin.indb 67

Worldwide income—This is the total income
or loss reported on Form 1040 before the foreign-
earned income and foreign housing exclusions have
been taken. It includes salaries and wages; taxable
interest; dividends; taxable refunds of State and local
income taxes; alimony received; business income or
loss; capital gains or losses, and taxable distributions
from an IRA; taxable pensions and annuities; income
or loss from rents, royalties, partnerships, S corpora-
tions, and estates and trusts; farm income or loss; un-
employment compensation; taxable Social Security
benefits; and other income or losses.
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Table 1. Individual Income Tax Returns With Form 2555: Source of Income, Deduction, Tax ltems, and

Foreign-Earned Income and Exclusions, by Size of Adjusted Gross Income, Tax Year 2006
[All figures are estimates based on samples—money amounts are in thousands of dollars]

Selected income, exclusion, deduction, and credit items reported on Form 1040

Salaries and Foreign-earned
Size of adjusted nIr?\ts:ar Adiusted aross wages income exclusion [3]
gross income of returns [1] ) incomge Worldwide
or deficit income [2]
Number of Number of
returns Amount returns Amount
@ @ ®3) 4 ®) (6) U
All returns 334,851 37,033,327 57,022,480 318,987 43,989,267 329,264 18,154,653
No adjusted gross income 69,986 -279,210 2,789,969 65,201 2,927,578 68,781 3,002,210
$1 under $10,000 76,680 254,629 3,802,492 73,193 3,494,941 75,005 3,484,089
$10,000 under $25,000 41,416 703,336 3,043,184 39,501 2,663,830 40,162 2,253,692
$25,000 under $50,000 39,348 1,435,074 3,791,781 37,924 3,198,543 38,859 2,229,633
$50,000 under $75,000 24,327 1,503,491 3,070,108 23,187 2,542,719 24,226 1,443,808
$75,000 under $100,000 16,150 1,404,428 2,534,860 15,562 2,159,071 16,089 1,034,390
$100,000 under $200,000 30,702 4,316,245 6,700,650 29,864 5,676,931 30,530 2,056,528
$200,000 under $500,000 24,326 7,423,446 9,656,697 23,436 8,110,280 24,006 1,755,019
$500,000 under $1,000,000 7,180 4,932,644 5,710,809 6,805 4,471,017 6,975 540,579
$1,000,000 under $1,500,000 2,034 2,480,648 2,721,199 1,831 1,921,420 2,005 153,207
$1,500,000 under $2,000,000 843 1,448,715 1,545,672 774 1,115,838 824 61,706
$2,000,000 under $5,000,000 1,341 3,949,063 4,120,596 1,224 2,633,610 1,308 101,266
$5,000,000 under $10,000,000 309 2,095,008 2,137,653 293 1,258,473 293 22,930
$10,000,000 or more 209 5,365,809 5,396,809 192 1,815,016 200 15,598

Footnotes at end of table.
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Table 1. Individual Income Tax Returns With Form 2555: Source of Income, Deduction, Tax ltems, and

Foreign-Earned Income and Exclusions, by Size of Adjusted Gross Income, Tax Year 2006—Continued
[All figures are estimates based on samples—money amounts are in thousands of dollars]

Selected income, exclusion, deduction, and credit items reported on Form 1040
Total Taxable Foreign tax Total income

Size of adjusted adjustments income credit tax Number of | Number of
gross income For_ms 2555 For_ms 2555

filed by filed by
primary secondary

Number of Amount Number of Amount Number of Amount Number of Amount taxpayer taxpayer

returns returns returns returns
(8 9 (10) (11) (12) (13) (14) (15) (16) (17)

All returns 76,339 498,071 168,292 32,622,379 90,242 4,907,376 142,524| 4,269,286 328,981 37,097
No adjusted gross income 12,221 39,390 0 0 *10 *5 wx wx 69,757 5,098
$1 under $10,000 14,409 37,711 2,643 2,658 588 94 ** 1,331 ** 246 76,439 6,898
$10,000 under $25,000 10,844 34,323 21,792 148,881 5,297 6,174 17,069 21,262 40,899 4,461
$25,000 under $50,000 11,413 48,801 36,837 702,969 12,100 30,559 27,929 97,531 37,057 6,626
$50,000 under $75,000 7,651 41,856 24,033 974,282 10,448 64,777 20,646 136,614 23,260 3,443
$75,000 under $100,000 4,332 26,216 16,097| 1,038,630 7,875 80,022 14,327 161,971 15,480 2,108
$100,000 under $200,000 7,363 65,111 30,653 3,510,980 21,329 406,441 27,499 484,765 30,060 3,934
$200,000 under $500,000 5,104 75,536 24,324 6,743,197 21,253| 1,131,148 22,456 808,816 24,165 3,116
$500,000 under $1,000,000 1,706 56,845 7,176| 4,686,360 6,795 880,053 6,770 573,289 7,146 945
$1,000,000 under $1,500,000 518 29,867 2,034| 2,382,233 1,928 444,618 1,923 305,299 2,024 192
$1,500,000 under $2,000,000 200 9,505 843| 1,399,856 823 255,714 791 183,944 843 74
$2,000,000 under $5,000,000 406 21,561 1,340 3,793,493 1,294 657,451 1,291 515,259 1,334 146
$5,000,000 under $10,000,000 99 6,039 309| 2,029,870 301 339,177 294 265,340 307 34
$10,000,000 or more 71 5,311 209| 5,208,969 201 611,143 197 714,948 209 20

Footnotes at end of table.
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Table 1. Individual Income Tax Returns With Form 2555: Source of Income, Deduction, Tax ltems, and

Foreign-Earned Income and Exclusions, by Size of Adjusted Gross Income, Tax Year 2006—Continued
[All figures are estimates based on samples—money amounts are in thousands of dollars]

Selected income, exclusions, and deductions reported on Form 2555

Total foreign- Foreign-earned income Salaries and Business or professional
Size of adjusted earned income reported on Form 2555 only wages income (less loss)
gross income
Number of Number of Number of Number of
returns Amount returns Amount returns Amount returns Amount
(18) (19) (20) (21) (22) (23) (24) (25)

All returns 333,944 36,738,574 246,558 32,835,529 230,363 23,943,539 20,660 1,323,788
No adjusted gross income 70,021 3,165,545 34,829 1,654,137 31,554 1,444,343 4,054 139,271
$1 under $10,000 76,647 3,640,862 44,877 2,272,889 41,573 2,014,224 4,653 159,466
$10,000 under $25,000 40,400 2,628,379 32,645 2,220,237 30,561 2,043,428 2,608 83,370
$25,000 under $50,000 39,493 2,971,763 32,077 2,629,479 30,414 2,365,456 2,434 132,111
$50,000 under $75,000 24,338 2,253,217 21,581 2,121,070 20,452 1,843,055 1,765 97,394
$75,000 under $100,000 16,104 1,889,616 15,124 1,842,837 14,365 1,574,850 1,168 90,218
$100,000 under $200,000 30,786 4,777,242 29,649 4,710,327 27,969 3,614,137 2,119 188,949
$200,000 under $500,000 24,222 6,438,466 23,959 6,420,417 22,733 4,040,131 1,229 213,844
$500,000 under $1,000,000 7,210 3,386,055 7,134 3,378,947 6,613 1,962,453 360 77,914
$1,000,000 under $1,500,000 2,037 1,386,376 2,019 1,385,299 1,755 710,245 109 29,213
$1,500,000 under $2,000,000 843 704,479 836 704,159 747 423,559 39 14,414
$2,000,000 under $5,000,000 1,336 1,624,397 1,329 1,624,029 1,172 904,338 92 59,575
$5,000,000 under $10,000,000 304 653,510 302 653,386 277 339,431 18 18,437
$10,000,000 or more 204 1,218,667 199 1,218,315 179 663,890 12 19,611

Footnotes at end of table.
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Individual Foreign-Earned Income and Foreign Tax Credit, 2006

Table 1. Individual Income Tax Returns With Form 2555: Source of Income, Deduction, Tax ltems, and

Foreign-Earned Income and Exclusions, by Size of Adjusted Gross Income, Tax Year 2006—Continued
[All figures are estimates based on samples—money amounts are in thousands of dollars]

Selected income, exclusions, and deductions reported on Form 2555

Allowances, reimbursements,

Partnership income Noncash ) Less: meals and
Size of adjusted (less loss) income or expenses paid by lodging excluded
. employers
gross income
Number of Amount Number of Amount Number of Amount Number of Amount
returns returns returns returns
(26) (27) (28) (29) (30) (31) (32) (33)

All returns 2,229 960,616 10,680 146,172 46,284 4,792,710 1,761 18,257
No adjusted gross income * 333 * 18,032 2,109 18,198 1,629 18,457 *215 * 1,177
$1 under $10,000 * 208 * 11,024 1,619 12,177 3,392 39,750 * 201 *2,618
$10,000 under $25,000 * 159 *11,018 1,285 12,268 2,748 56,859 606 3,357
$25,000 under $50,000 * 180 * 5,656 1,959 18,023 3,428 86,805 * 306 *2,070
$50,000 under $75,000 *14 * 1,939 685 11,935 3,372 139,512 *114 *1,601
$75,000 under $100,000 *59 * 1,304 514 9,425 3,039 137,581 *52 * 703
$100,000 under $200,000 133 22,705 1,044 24,009 10,188 676,241 177 3,675
$200,000 under $500,000 374 97,485 983 21,634 12,466 1,582,397 79 1,653
$500,000 under $1,000,000 341 173,933 303 11,651 3,853 865,986 *5 *181
$1,000,000 under $1,500,000 207 189,202 90 2,592 958 312,832 *3 *1
$1,500,000 under $2,000,000 55 48,830 ** 74 ** 2731 404 134,160 ** 4 ** 1,221
$2,000,000 under $5,000,000 125 147,936 *x *k 589 341,487 *x *x
$5,000,000 under $10,000,000 25 43,262 11 895 137 168,845 0 0
$10,000,000 or more 15 188,291 *4 * 634 81 231,796 0 0

Footnotes at end of table.
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Individual Foreign-Earned Income and Foreign Tax Credit, 2006

Table 1. Individual Income Tax Returns With Form 2555: Source of Income, Deduction, Tax ltems,
and Foreign-Earned Income and Exclusions, by Size of Adjusted Gross Income, Tax Year
2006—Continued

[All figures are estimates based on samples—money amounts are in thousands of dollars]

Selected income, exclusions, and deductions reported on Form 2555
Other foreign-earned Foreign-earned income Housing Housing
Size of adjusted income (less loss) exclusion before deductions exclusion deduction
gross income
Number of Number of Number of Number of
returns Amount returns Amount returns Amount returns Amount
(34) (35) (36) @7) (38) (39) (40) (41)

All returns 19,837 1,686,961 330,471 18,357,200 57,009 1,336,430 3,949 83,632
No adjusted gross income 1,509 17,014 68,991 3,042,573 1,856 27,579 * 150 *1,139
$1 under $10,000 2,293 38,865 75,168 3,516,734 2,209 26,064 * 228 * 3,408
$10,000 under $25,000 1,090 16,653 40,352 2,277,452 3,463 51,833 401 3,366
$25,000 under $50,000 1,152 23,498 39,099 2,258,338 5,834 78,273 597 6,991
$50,000 under $75,000 1,086 28,835 24,338 1,457,527 5,072 80,954 494 5,130
$75,000 under $100,000 907 30,160 16,104 1,047,706 4,126 69,827 298 4,313
$100,000 under $200,000 3,804 187,962 30,650 2,076,320 12,624 262,765 588 8,943
$200,000 under $500,000 5,031 466,580 24,113 1,772,062 14,384 402,696 477 12,631
$500,000 under $1,000,000 1,834 287,191 7,013 546,996 4,667 180,742 341 12,157
$1,000,000 under $1,500,000 515 141,215 2,011 156,275 1,242 57,477 155 8,962
