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June 27, 2003

MEMORANDUM FOR LMSB EXECUTIVES


MANAGERS


AGENTS

FROM:
Carol A. Dunahoo /s/ Carol A. Dunahoo

Director, International (LMSB)

SUBJECT:
Form 8873 (“Extraterritorial Income Exclusion”) 


Compliance Directive

I am writing to alert you to recent changes to Form 8873 (“Extraterritorial Income Exclusion”) and its Instructions.  I would like to draw your attention to the fact that the 2000 and 2001 Forms 8873 contained an error in the computation of the extraterritorial income exclusion (net of disallowed deductions) shown on line 55 of the form in certain instances in which a taxpayer used the foreign sale and leasing income method.  This error may have led some taxpayers that used the foreign sale and leasing income method to claim excessive extraterritorial income exclusions for tax years 2000 and 2001.

The Service has revised the 2002 Form 8873 and its Instructions to correct this error and to make other clarifications.  Compared to the 2000 and 2001 Forms 8873, the 2002 Form 8873 has been revised as follows: line 46 has been modified, lines 52 through 54 have been deleted, and line 55 has been redesignated as line 52 and modified to reflect the deletion of lines 52 through 54.  As a result, the 2002 Form 8873 reflects the correct calculation of the extraterritorial income exclusion (net of disallowed deductions) on line 52 regardless of whether the taxpayer uses the foreign trade income, foreign trading gross receipts, or foreign sale and leasing income method to calculate the amount entered on line 45.

The Service is publishing an announcement to alert taxpayers to the changes to Form 8873 and its Instructions.  In examining returns for taxpayers that used the foreign sale and leasing income method on their Forms 8873, please implement the process described in this paragraph to ensure the correct determination of such exclusion amounts.  If the amounts entered on lines 44 and 45 of a 2000 or 2001 Form 8873 are identical, but the amount entered on line 55 is greater than the amount entered on line 45, the examiner should determine whether an adjustment is appropriate to correct an excessive extraterritorial income exclusion.  To the extent an excessive exclusion is attributable to the computational error on the 2000 or 2001 Form 8873, penalties should not be asserted.  Other issues relating to the extraterritorial income exclusion should be examined as necessary.

I would like to thank you in advance for your actions in support of this important compliance initiative. Please feel free to direct any questions or comments to Tina Byrd, Manager, International Technical Advisors, Office of Pre-Filing and Technical Guidance or Jim Guidone, International Technical Advisor, Office of Pre-Filing and Technical Guidance. 

cc: 
Deborah M. Nolan, Commissioner, Large and Mid-Size Business Division

Dale F. Hart, Commissioner, Small Business/Self-Employed Division
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