Changes to Form 8873
(“Extraterritorial Income
Exclusion”) and its Instructions

Announcement 2003-47

This announcement alerts taxpayers to
recent changes to Form 8873 (“Extraterri-
torial Income Exclusion”) and its Instruc-
tions. 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 theformin certain instancesin which
ataxpayer used theforeign saleand leasing
income method. This error may have led

some taxpayers that used the foreign sale
and leasing income method to claim exces-
sive extraterritorial income exclusions for
tax years 2000 and 2001.

The Service has revised the 2002 Form
8873 and its Instructions to correct this er-
ror and to make other clarifications. Com-
pared 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 regard-
less of whether the taxpayer uses the for-
eigntradeincome, foreigntrading grossre-
ceipts, or foreign sale and leasing income
method to calcul ate the amount entered on
line 45.

OnJune 27, 2003, the Director, Interna-
tional (LMSB) issued a compliance direc-
tive to LMSB executives, managers, and
agents regarding these corrections to Form
8873 that instructed examinersin theiden-
tification and resolution of this issue on
2000 and 2001 Forms 8873.

For further information regarding this
announcement, call (202) 435-5264 (not a
toll-free call).





