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U.S. and California Income Tax Filing Requirement for JET Participants

U.S. citizens and resident aliens living abroad must file a U.S. tax return and with several
important exceptions, must use the same forms and must compute tax by reference to the same
tax rules as their stateside counterparts. The exceptions? Special rules allow taxpayers to
exclude up to $85,700 of foreign earned income if they meet foreign residence or physical
presence abroad tests.

This outline combines a general explanation of the U.S. and California rules which pertain to
JET Participants with respect to their filing requirements in the year of departure and decisions
that need to be considered in preparing for and during the course of their foreign assignment. It
is not intended to answer all questions but only serve as an introduction to the many issues that
face many U.S. taxpayers living abroad.

1. U.S. Tax Rules

For 2007, qualifying U.S. taxpayers with a tax home outside the United States are allowed to
elect to exclude annually up to $85,700 of foreign earned income. A U.S. citizen may qualify
for the exclusion in one of two ways:

1. By establishing himself or herself as a bona fide foreign resident (BFR) for an
uninterrupted period that includes an entire year; or

2. By being physically present in one or more foreign countries for 330 full days in any
consecutive twelve-month period (the physical presence test).

In most cases, only the physical presence test is available to JET Participants. Treaty provisions
exempting a JET Participant from Japanese income taxes may so distinguish a JET Participant
from other residents in Japan that they prevent the JET Participant from qualifying as a BFR.

The exclusions for foreign earned income are elective by the taxpayer. The election must be
made on Federal Form 2555 or 2555-EZ, Forcign Eamed Income Exclusion. Form 2555/2555-
EZ is then filed with Federal Form 1040.



Because you will be residing outside the U.S. on April 15, 2008 (the original due date of your
2007 U.S. income tax return), you are granted an automatic two-month extension until June 16,
2008 to file your 2007 U.S. income tax return. However, for first year JET Participants, you
must file for an additional extension of time because you will have not qualified for the foreign
earned income exclusion under the Physical Presence Test by June 16, 2008. Therefore, you will
need to file for this additional extension of time on Form 4868, Application for Automatic
Extension of Time to File U.S. Individual Income Tax Return. This application must be filed on
or before June 16, 2008. The timely filing of this application allows you to file your 2006 U.S.
income tax return on or before October 15, 2008.

You must file your 2007 U.S. income tax return with the Internal Revenue Service Center,

Austin, TX 73301-0215 or at the Internal Revenue Service located at the U.S. Embassy in Tokyo,
Japan.

11. California Rules

California tax rules does not allow its taxpayers to exclude up to $85,700 of foreign earned
income as the U.S. tax rules allow. Therefore, JET Participants should determine whether to
retain or abandon their residency prior to their departure for Japan.

Whether you will be subject to California income taxes on income earned in Japan will depend
on whether you are deemed a "resident" under California tax rules. California law defines the
term "resident” as every individual who is domiciled in the state but who is outside the state for a
temporary or transitory purpose. "Domicile" is an individual's permanent home, the place to
which the individual, whenever absent, intends to return.

There is no easy "rule of thumb" for determining when an individual is a California resident. All
of the surrounding circumstances must be considered in making a residency determination. In
particular, the following factors, taken from residential status questionnaires used by the
Franchise Tax Board, may be significant:

s  Current California Address

 Number of months of each year you spent over a petiod of several years in (a) California, (b)
"other state" and (c) elsewhere, travel, etc.

e Years California auto license plates were purchased

e Have you maintained bank accounts in California?

o  Where you registered to vote in California?

» Have you maintained tie to clubs, lodges, or other organizations in California?

California law specifically provides that an individual whose permanent home is in California,

but who is absent from the state for an uninterrupted period of at least 546 days (approximately
18 months) under an employment-related contract, will generally be considered to be outside the
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