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f you are a United States citizen or a 
resident alien, you are taxed on your 
worldwide income, whether you live 

inside or outside of the United States. 
However, if you live and work abroad, you 
may be able to exclude all or part of your 
foreign earnings and, in addition, may 
qualify to exclude or deduct a foreign 
housing cost amount.

A qualified individual with foreign earned 
income and foreign housing expenses may 
elect to exclude or deduct a foreign housing 
cost amount. The election to exclude or 
deduct a foreign housing cost amount 
applies only if the qualified individual files a 
U.S. Federal income tax return that reports 
foreign earned income.

GENERAL RULE

To qualify for the foreign housing exclusion 
or deduction, you must:

•  Be a U.S. citizen or resident alien (for 
federal tax purposes),

•  Have foreign earned income (income

received for working in a foreign 
country),

•  Have a tax home in a foreign country,
•  Meet either the bona fide residence 

test or the physical presence test, and
•  Have paid (or incurred) foreign housing 

expenses.

FOREIGN HOUSING 
COST AMOUNT

The housing cost amount is the total of 
your foreign housing expenses for the year 
minus a base housing amount.

The base housing amount is 16 percent of 
the maximum foreign earned income 
exclusion for the tax year, computed on a 
daily basis for the number of days in the 
qualifying period that fall within the tax 
year. For example, the maximum amount a 
qualified individual can exclude as foreign 
earned income for 2008 is $87,600, 
$91,400 for 2009 and $91,500 for 2010. 
Thus for example, the base amount for 
2008 is $14,016 (16 percent of $87,600), or 

$38.30 per day. The housing cost exclu-
sion generally is equal to the housing 
expenses of the taxpayer to the extent they 
exceed a base equal to 16 percent of the 
foreign earned income exclusion ($14,640 
for 2010), subject to a limitation, or cap, 
equal to 30 percent of the foreign earned 
income exclusion ($27,450 for 2010). 
However, for certain foreign localities with 
high housing costs, the 30-percent 
limitation can be adjusted by the U.S. 
Department of the Treasury.

IRS NOTICE 2010-27 

Notice 2010-27 provides a table that 
identifies localities within foreign countries 
with high housing costs relative to housing 
costs in the United States. The table 
provides an adjusted limitation to the 
excludible housing expenses for individuals 
who qualify to claim the section 911 
exclusions for 2010.  Thus, a qualified 
individual incurring housing expenses in 
one or more of the high-cost localities 
identified in the table for 2010 may use the 
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adjusted limit provided (in lieu of $27,450) 
in determining the excludible housing cost 
amount. A qualified individual who incurs 
housing expenses in a locality other than 
one of those listed in the table is limited to 
the maximum exclusion for housing 
expenses of $27,450 for 2010
Foreign Housing Expenses

Housing expenses include reasonable 
expenses paid or incurred in the taxable 
year for housing in a foreign country for 
you, your spouse and your dependents. 
Only the housing expenses actually 
incurred or paid for the part of the year that 
you qualify for the foreign earned income 
exclusion are considered.

Eligible housing expenses include rent, the 
fair rental value of housing provided in kind 
by your employer, utilities (other than 
telephone charges), real and personal 
property insurance, rental of furniture and 
accessories, repairs, and residential 
parking.

Reasonable housing expenses do not 
include expenses that are lavish or 
extravagant under the circumstances, 
deductible interest or taxes, the cost of 
buying property, principle payments on a 
mortgage, the cost of domestic labor 
(maids, gardeners, etc.), purchased 
furniture or accessories, or improvements 
and other expenses that increase the value 
or appreciably prolong the life of property.  
You also cannot include in housing 
expenses the value of meals or lodging that 
you exclude from gross income (under the 
rules for the exclusion of meals and 
lodging), or that you deduct as moving 
expenses.

FOREIGN HOUSING 
EXPENSE LIMITATION

The amount of foreign housing expenses 
eligible to be considered in calculating the 
housing cost amount is limited.

Beginning with tax year 2006, the amount 
of foreign housing expenses in excess of 
the base amount that can be taken into 
account in computing the foreign housing 
cost amount is limited to a maximum 
foreign housing expense limitation.  The 
maximum limitation on foreign housing 
expenses is 30 percent of the maximum 
foreign earned income exclusion for the 
corresponding year, computed on a daily 
basis.  For 2008, 30 percent of the 

maximum foreign earned income exclu-
sion is $26,280, or $71.80 per day.

However, the maximum foreign housing 
expense limit will vary depending on the 
location of your foreign tax home.  Since 
2006, the maximum limitations for certain 
high-cost localities are listed in official 
notices issued by the IRS.  For 2008, the 
maximum limitations on qualified housing 
expenses incurred in over 275 high-cost 
foreign locations are included in IRS 
Notice 2010-27.

Additionally, foreign housing expenses 
may not exceed your total foreign earned 
income for the taxable year.

FOREIGN HOUSING 
EXCLUSION AMOUNT 
AND LIMITS

The foreign housing exclusion applies 
only to amounts considered paid for with 
employer-provided amounts.  Employer-
provided amounts include any amounts 
paid to you or paid or incurred on your 
behalf by your employer that are taxable 
foreign earned income to you for the year, 
such as wages, salary, reimbursement for 
housing expenses, payments by your 
employer as part of a tax equalization 
plan, and the fair rental value of 
company-owned housing furnished to you 
(unless that value is excluded from 
income under the exclusions of meals and 
lodging rules).

Since the foreign housing cost amount 
exclusion is in addition to the foreign 
earned income exclusion, if you choose to 
exclude a foreign housing cost amount, 
you must figure the foreign housing 
exclusion before you figure the foreign 
earned income exclusion.  The foreign 
housing exclusion is limited to the lesser 
of the foreign housing costs paid for with 
employer-provided amounts or your 
foreign earned income.  Also, if you 
choose the foreign housing exclusion, you 
cannot claim less than the full amount of 
the housing exclusion to which you are 
entitled.

FOREIGN HOUSING DEDUC-
TION AMOUNT AND LIMITS

The foreign housing deduction applies 
only to amounts paid for with 

self-employment earnings.  If you do not 
have self-employment income, you cannot 
take the foreign housing deduction.  If you 
are both an employee and a self-employed 
individual during the year, you can deduct 
part of your housing amount and exclude 
part of it, subject to the following limitation.

Your foreign housing deduction cannot be 
more than your foreign earned income less 
the total of your foreign earned income 
exclusion plus your housing exclusion.

Although the foreign housing exclusion 
and/or the deduction will reduce your 
regular income tax, they will not reduce 
your self-employment tax

HOW TO CLAIM THE FOR-
EIGN HOUSING EXCLUSION 
OR DEDUCTION

Since the foreign housing exclusion and 
deduction is voluntary, qualified individuals 
must choose to claim the exclusion or 
deduction.  The foreign housing exclusion 
and deduction are claimed and figured 
using Form 2555, Foreign Earned Income, 
which must be attached to Form 1040, U.S. 
Individual Income Tax Return. For 
additional advice please contact MillerMus-
mar CPAs at 001-703-437-8877 or via 
email at info@millermusmar.com. ■ 

Reston, VA    |    Manassas, VA    |    Cape Coral, FL    |    www.millermusmar.com

[ [

[ [ [ [

[ [

FOREIGN HOUSING EXLCUSION OR DEDUCTION 2



entrally located in Northern 
Virginia, MillerMusmar has 
been providing auditing, tax, 

accounting and financial manage-
ment consulting services to clients 
throughout the Washington, D.C., 
metropolitan area since 1989.

The firm has been recognized as 
one of the "Fantastic 50" small 
private businesses by Virginia 
Chamber of Commerce and Virginia 
Business magazine. We have also 
been ranked as the 28th largest 
accounting firm by the Washington 
Business Journal's "Book of Lists." 

ABOUT MILLERMUSMAR CPAS
MillerMusmar also has a financial 
advisory affiliate, Financial Strategies 
Group, that allows our clients access 
to an investment approach that goes 
beyond one-dimensional strategies 
while leveraging the expertise of 
highly skilled professional investment 
managers.

As a member of the Private Compa-
nies Practice Section of the American 
Institute of Certified Public Accoun-
tants, the firm is subject to periodic 
review by its peers. Unqualified 
opinions received from the AICPA 
attest to our practice standards. ■ 

CONTACT:
G. F. Joey Musmar, CPA, CVA, PFS, ABV
Managing Partner
MillerMusmar CPAs
1861 Wiehle Ave, Suite 125
Reston, VA 20190

703.437.8877 Ext. 117 (o)
703.437.8937 (f)

Info@millermusmar.com
www.millermusmar.com
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