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© See separate instructions. 

Identifying number as shown on page 1 of your tax return Name 

Passive income
 

Lump-sum distributions
 Dividends from a DISC or former DISC

 
High withholding tax
interest
 Financial services income
 

General limitation income
 

Certain distributions from a foreign
sales corporation (FSC) or former
FSC
 Resident of (name of country) © 

Note: If you paid taxes to only one foreign country or U.S. possession, use column A in Part I and line A in Part II. If you paid taxes to
more than one foreign country or U.S. possession, use a separate column and line for each country or possession.

 Taxable Income or Loss From Sources Outside the United States (for Category Checked Above) 
Total Foreign Country or U.S. Possession 

(Add cols. A, B, and C.) C B A Enter the name of the foreign country or U.S. 
possession ©

 Gross income from sources within country
shown above and of the type checked above (see 
page 13 of the instructions):

 

1a 

1a 

Deductions and losses (Caution: See pages 13 and 14
of the instructions):

 2 

3 Pro rata share of other deductions not definitely
related:
 Certain itemized deductions or standard
deduction (see instructions)

 

a 

b Other deductions (attach statement)
 Add lines 3a and 3b

 
c 

Gross foreign source income (see instructions)
 

d 
Gross income from all sources (see instructions)
 

e 
Divide line 3d by line 3e (see instructions)

 
f 

Multiply line 3c by line 3f
 

g 
4 Pro rata share of interest expense (see instructions):

 a Home mortgage interest (use worksheet on 
page 13 of the instructions)

 b Other interest expense
 5 Losses from foreign sources

 Add lines 2, 3g, 4a, 4b, and 5
 

6 6 
Subtract line 6 from line 1a. Enter the result here and on line 14, page 2 © 7 7 

Foreign Taxes Paid or Accrued (see page 14 of the instructions) 
Foreign taxes paid or accrued Credit is claimed

for taxes
(you must check one)
 

In foreign currency In U.S. dollars 
Paid (s) Other

foreign taxes
paid or
accrued
 

(w) Other
foreign taxes

paid or
accrued
 

(x) Total foreign
taxes paid or

accrued (add cols.
(t) through (w))
 

Taxes withheld at source on: Taxes withheld at source on: Accrued 
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o

un
tr

y
 (q) Rents

and royalties
 

(u) Rents
and royalties
 

(o) Date paid
or accrued
 

(p) Dividends
 

(r) Interest
 

(t) Dividends
 

(v) Interest
 

A 
B 
C 
8 Add lines A through C, column (x). Enter the total here and on line 9, page 2 © 8 
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Use a separate Form 1116 for each category of income listed below. See Categories of Income on page 3 of the instructions. Check only one
box on each Form 1116. Report all amounts in U.S. dollars except where specified in Part II below.
 

f
 

Section 901(j) income
 

j
 

Certain income re-sourced by treaty
 

(99)

 

Check if line 1a is compensation for personal 
services as an employee, your total
compensation from all sources is $250,000
or more, and you used an alternative method 
to determine its source (see instructions) ©

 

b 

2006 



Draft a
s of

07/27/2006

5 
I.R.S. SPECIFICATIONS TO BE REMOVED BEFORE PRINTING 

DO NOT PRINT — DO NOT PRINT — DO NOT PRINT — DO NOT PRINT 

INSTRUCTIONS TO PRINTERS
FORM 1116, PAGE 2 of 2
MARGINS: TOP 13mm (1⁄ 2 "), CENTER SIDES. PRINTS: HEAD TO HEAD
PAPER: WHITE WRITING, SUB. 20. INK: BLACK
FLAT SIZE: 203mm (8") 3 279mm (11")
PERFORATE: (NONE)
 

Form 1116 (2006) Page 2 
Figuring the Credit 

9 Enter the amount from line 8. These are your total foreign taxes paid
or accrued for the category of income checked above Part I

 

9 

10 Carryback or carryover (attach detailed computation)
 

10 

11 Add lines 9 and 10
 

11 

12 Reduction in foreign taxes (see page 15 of the instructions)
 

12 
13 13 Subtract line 12 from line 11. This is the total amount of foreign taxes available for credit

 14 Enter the amount from line 7. This is your taxable income or (loss) from 
sources outside the United States (before adjustments) for the category 
of income checked above Part I (see page 15 of the instructions)

 

14 
15 15 Adjustments to line 14 (see page 16 of the instructions)

 
16 Combine the amounts on lines 14 and 15. This is your net foreign

source taxable income. (If the result is zero or less, you have no foreign
tax credit for the category of income you checked above Part I. Skip
lines 17 through 21. However, if you are filing more than one Form
1116, you must complete line 19.)

 Individuals: Enter the amount from Form 1040, line 41 (minus any
amount on Form 8914, line 6). If you are a nonresident alien, enter the 
amount from Form 1040NR, line 38 (minus any amount on Form 8914, 
line 6). Estates and trusts: Enter your taxable income without the
deduction for your exemption

 

17 

17 

18 Divide line 16 by line 17. If line 16 is more than line 17, enter “1”
 

18 
Individuals: Enter the amount from Form 1040, line 44. If you are a nonresident alien, enter the amount 
from Form 1040NR, line 41.
 

19 

19 

20 Multiply line 19 by line 18 (maximum amount of credit)
 

20 
Enter the smaller of line 13 or line 20. If this is the only Form 1116 you are filing, skip lines 22 through 
30 and enter this amount on line 31. Otherwise, complete the appropriate line in Part IV (see 
page 18 of the instructions) ©

 

21 

21 
Summary of Credits From Separate Parts III (see page 18 of the instructions) 

22 Credit for taxes on passive income
 

22 
23 Credit for taxes on high withholding tax interest

 
23 

24 Credit for taxes on financial services income
 

24 
25 Credit for taxes on shipping income

 
25 

26 
Credit for taxes on dividends from a DISC or former DISC and certain
distributions from a FSC or former FSC

 

26 

27 

Credit for taxes on certain income re-sourced by treaty
 

27 
28 

Credit for taxes on lump-sum distributions
 28 

Credit for taxes on general limitation income 
 

29 29 
30 Add lines 22 through 29

 
30 

32 Reduction of credit for international boycott operations. See instructions for line 12 on page 15
 

32 
33 Subtract line 32 from line 31. This is your foreign tax credit. Enter here and on Form 1040, line 47; 

Form 1040NR, line 44; Form 1041, Schedule G, line 2a; or Form 990-T, line 40a ©

 
33 

Part IV
 

Part III
 

Caution: If you figured your tax using the lower rates on qualified dividends or capital gains, see
page 17 of the instructions.
 

16 

Printed on recycled paper

 

Estates and trusts: Enter the amount from Form 1041, Schedule G, line 1a, or the total of Form 990-T,
lines 36 and 37

 

Form 1116 (2006) 

31 Enter the smaller of line 19 or line 30
 

31 

Caution: If you are completing line 19 for separate category g (lump-sum distributions), see page 18 of the instructions.
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Department of the Treasury
Internal Revenue Service2005

Instructions for Form 1116
Foreign Tax Credit
(Individual, Estate, or Trust)
Section references are to the Internal Revenue Code unless otherwise noted.

includes (a) income subject to the and Foreign Taxes Not Eligible for aGeneral Instructions special rule for high-taxed income Credit on page 2.
described on page 4, (b) income that • You are still required to reduce the
would be passive except that it is also taxes available for credit by any amountWhat’s New for 2005
described in another category, and (c) you would have entered on line 12 of

Rate of exchange for foreign taxes. certain export financing interest. Form 1116. See the instructions for
If you claim the credit for foreign taxes Line 12 on page 15.• All the income and any foreign taxes
on an accrual basis, you must generally paid on it were reported to you on a To make the election, just enter on
use the average exchange rate for the qualified payee statement. Qualified the foreign tax credit line of your tax
tax year to which taxes relate. However payee statements include Form return (for example, Form 1040, line 47)
in tax years beginning in 2005 and later 1099-DIV, Form 1099-INT, Schedule the smaller of (a) your total foreign tax
years, you can elect to use the K-1 (Form 1041), Schedule K-1 (Form or (b) your regular tax (for example,
exchange rate in effect on the date the 1065), Schedule K-1 (Form 1065-B), Form 1040, line 44).
taxes were paid. See Election to use Schedule K-1 (Form 1120S), or similar
exchange rate on date paid on page 2. substitute statements. Purpose of Form

• Your total creditable foreign taxes are
Who should file. File Form 1116 toElection To Claim the not more than $300 ($600 if married
claim the foreign tax credit if thefiling a joint return).Foreign Tax Credit election above does not apply and:
• You are an individual, estate, or trust,This election is not available toWithout Filing Form 1116 andestates or trusts.You may be able to claim the foreign • You paid or accrued certain foreign

tax credit without filing Form 1116. By taxes to a foreign country or U.S.If you make this election:making this election, the foreign tax possession.• You cannot carry over to any othercredit limitation (lines 14 through 20 of year any foreign taxes paid or accrued See Foreign Taxes Eligible for athe form) will not apply to you. This in a tax year to which the election Credit on page 2 to determine if theelection is available only if you meet all applies (but carryovers to and from taxes you paid or accrued qualify forof the following conditions. other years are unaffected). See the the credit.
instructions for line 10 on page 14.• All of your foreign source gross Do not use Form 1116 to figure a

income was from the “passive income” • You are still required to take into credit for taxes paid to the Virgin
category (which includes most interest account the general rules for Islands. Instead, use Form 8689,
and dividends) (see page 3). However, determining whether a tax is creditable. Allocation of Individual Income Tax to
for this purpose, passive income also See Foreign Taxes Eligible for a Credit the Virgin Islands.

Nonresident aliens. If you are a
Tax Help nonresident alien, you generally cannot

take the credit. However, you may be
For more information about, or assistance with figuring, the foreign tax credit, able to take the credit if:
the following IRS resources are available. • You were a resident of Puerto Rico

during your entire tax year, or
• You pay or accrue tax to a foreignIRS Contacts
country or U.S. possession on income

In the U.S. and • Call 1-800-829-1040, or from foreign sources that is effectively
Puerto Rico: • Visit your local IRS office. connected with a trade or business in

the United States. But if you must pay
Overseas: • Call 215-516-2000 (not toll free); or tax to a foreign country or U.S.

possession on income from U.S.• Contact IRS offices at U.S. embassies in London or Paris; sources only because you are a citizenor or a resident of that country or U.S.
possession, do not use that tax in• Write to: Internal Revenue Service, International Section,
figuring the amount of your credit.P.O. Box 920, Bensalem, PA 19020-8518.

See section 906 for more information
on the foreign tax credit allowed to aPublications • Pub. 54, Tax Guide for U.S. Citizens and Resident Aliens nonresident alien individual.

Abroad.
• Pub. 514, Foreign Tax Credit for Individuals. Credit or Deduction
• Pub. 519, U.S. Tax Guide for Aliens. Instead of claiming a credit for eligible
• Pub. 570, Tax Guide for Individuals With Income From foreign taxes, you can choose to

U.S. Possessions. deduct foreign income taxes. Form
• Pub. 575, Pension and Annuity Income. 1040 filers choosing to do so would

deduct foreign income taxes on

Cat. No. 11441F
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Schedule A (Form 1040), Itemized amounts eligible for refund by the exclusion on Form 8873, Extraterritorial
Deductions. Generally, if you take the foreign country. If you do not exercise Income Exclusion. However, see
credit for any eligible foreign taxes, you your available remedies to reduce the section 943(d) for an exception for
cannot take any part of that year’s amount of foreign tax to what you certain withholding taxes.
foreign taxes as a deduction. However, legally owe, a credit for the excess

You cannot take a credit for anyeven if you take the credit for eligible amount is not allowed.
interest or penalties you must pay.foreign taxes for the year, you can take Example. Country X withholds $25a deduction for: of tax from a payment made to you. Foreign Currency• Foreign taxes not allowed as a credit Under the income tax treaty betweenbecause of boycott provisions. the United States and Country X, you Conversion• Taxes paid to certain foreign owe only $15 and can claim a refund Report all amounts in U.S. dollarscountries for which a credit has been from Country X for the other $10. Only except where specified otherwise indenied, as described in item (2) under $15 is eligible for the foreign tax credit Part II. If you have to convert fromForeign Taxes Not Eligible for a Credit (whether or not you apply for a refund). foreign currency, attach a detailedon this page. 2. Taxes imposed by and paid to explanation of how you figured the• Taxes on income or gain that are not certain foreign countries. These conversion rate.creditable because you do not meet the countries are those designated by theholding period requirement, as If you take a credit for taxes paid, theSecretary of State as countries thatdescribed in item (3) or (5) under conversion rate is the rate of exchangerepeatedly provide support for acts ofForeign Taxes Not Eligible for a Credit in effect on the day you paid the foreigninternational terrorism, countries withon this page. taxes (or on the day the tax waswhich the United States does not have• Taxes on income or gain that are not withheld). If you receive a refund ofdiplomatic relations, or countries whosecreditable because you have to make foreign taxes paid, the conversion rategovernments are not recognized by therelated payments, as described in item is the rate in effect when you paid theUnited States. Pub. 514 contains a list(4) or (6) under Foreign Taxes Not taxes, not when you receive the refund.of these countries.Eligible for a Credit on this page. If you choose to account for foreign3. Foreign taxes withheld on a• Certain taxes paid or accrued to a income taxes on an accrual basis, youdividend from a corporation, if you haveforeign country in connection with the must generally use the averagenot held the stock for at least 16 dayspurchase or sale of oil or gas extracted exchange rate for the tax year to whichwithin the 31-day period that begins 15in that country, as described in item (8) the taxes relate. However, you cannotdays before the ex-dividend date. Thisunder Foreign Taxes Not Eligible for a do so if either of the following apply.required holding period is greater forCredit on this page. • The foreign taxes are actually paidpreferred-stock dividends attributable to
more than 2 years after the close of theIf you want to change your election periods totaling more than 366 days.
tax year to which they relate.to take a deduction instead of a credit, See section 901(k)(3) or Pub. 514.
• The foreign taxes are actually paid inor a credit instead of a deduction, you 4. Foreign taxes withheld on a
a tax year prior to the year to whichmust do so within a special 10-year dividend to the extent that you have to
they relate.limitation period. See Pub. 514 for more make related payments on positions in

information. similar or related property. Accrued foreign taxes not eligible for
conversion at the yearly averageExample. You receive a dividendForeign Taxes Eligible exchange rate must be converted usingsubject to foreign withholding tax. You
the exchange rate on the date ofare obligated to pay someone else anfor a Credit payment of the tax.amount equal to all these dividends youYou can take a credit for income, war Election to use exchange rate onreceive. You cannot claim a foreign taxprofits, and excess profits taxes paid or date paid. If you have accrued foreigncredit for the withholding tax on theseaccrued during your tax year to any taxes that you are otherwise required todividends.foreign country or U.S. possession, or convert using the average exchange5. Foreign taxes withheld on incomeany political subdivision (for example, rate, you may elect to use theor gain (other than dividends) fromcity, state, or province), agency, or exchange rate in effect on the date theproperty if you have not held theinstrumentality of the country or foreign taxes are paid if the taxes areproperty for at least 16 days within thepossession. This includes taxes paid or denominated in a foreign currency.31-day period that begins 15 daysaccrued in lieu of a foreign or Once made, the election applies to thebefore the date on which the right topossession income, war profits, or tax year for which made and allreceive the payment arises. This ruleexcess profits tax that is otherwise subsequent tax years unless revokedapplies to income or gain paid orgenerally imposed. For purposes of the with the consent of the IRS. Theaccrued after November 21, 2004. Seecredit, U.S. possessions include Puerto election is available for tax yearssection 901(l) or Pub. 514.Rico, Guam, the Commonwealth of the beginning after 2004. It must be made6. Foreign taxes withheld on incomeNorthern Mariana Islands, and by the due date (including extensions)or gain (other than dividends) fromAmerican Samoa. for filing the tax return for the first taxproperty to the extent you have to make

 U.S. citizens living in certain treaty year to which the election applies.related payments on positions in similar
countries may be able to take an Make the election by attaching aor related property. This rule applies to
additional foreign tax credit for foreign statement to the applicable tax return.income or gain paid or accrued after
tax imposed on certain items of income November 21, 2004. Special rules for a qualified business
from the United States. See Tax 7. Payments of foreign tax that are unit.  If you have a qualified business
Treaties in Pub. 514 for details. If this returned to you in the form of a subsidy. unit, see Pub. 514 for special rules for
applies to you, use the worksheet near 8. Taxes paid or accrued to a converting foreign income and taxes
the back of Pub. 514 to help you figure foreign country in connection with the into U.S. dollars. You may have a
this additional credit. purchase or sale of oil or gas extracted qualified business unit if you own and

in that country if you do not have an operate a business or areForeign Taxes Not economic interest in the oil or gas, and self-employed in a foreign country.
the purchase price or sales price isEligible for a Credit different from the fair market value of Foreign Tax Credit

You cannot take a credit for the the oil or gas at the time of the
following foreign taxes. Redeterminationspurchase or sale.

1. Taxes paid to a foreign country 9. Foreign taxes paid or accrued on If you claim a credit for foreign taxes
that you do not legally owe, including income for which you are claiming an paid, and you receive a refund of all or

-2-
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part of those taxes in a later year, you copyright, or trademark; ocean 1.904-4(e)(2)(i)(Y), you must show the
must file an amended return reducing activities; and transportation services type and amount of each item on an
the taxes credited by the amount that begin or end in the United States attachment to Form 1116.
refunded. or a U.S. possession. See Pub. 514 for d. Shipping Incomemore information.If you claim the foreign tax credit

Shipping income generally includesbased on foreign taxes accrued instead
income derived from, or in connectionCategories of Incomeof foreign taxes paid, your credit must
with, the use (or hiring or leasing forbe redetermined in any of the following Use a separate Form 1116 to figure the use) of any aircraft or vessel in foreignsituations. credit for each category of foreign commerce, or income derived fromsource income listed above Part I of1. Your accrued taxes when paid space and ocean activities. TreatForm 1116. The following instructionsdiffer from the amount you claimed as a income that is both shipping incometell you what kind of income to includecredit. and financial services income asin each category. For more information,2. You do not pay the accrued taxes financial services income.see Pub. 514, section 904, andwithin 2 years after the close of the tax

Regulations sections 1.904-4 andyear to which they relate. e. Dividends From a DISC or
1.904-5.3. After you pay the accrued taxes, Former DISCyou receive a full or partial refund of

This category includes dividends from aa. Passive Incomethem.
DISC (domestic international salesPassive income generally includes
corporation) or former DISC to theFor item (2) above, foreign taxes dividends, interest, royalties, rents,
extent these dividends are treated aspaid more than 2 years after the close annuities, gain from the sale of property
foreign sourced. See section 992(a).of the tax year to which they relate can that produces such income or of

be taken into account in figuring the non-income-producing investment f. Certain Distributions Fromforeign tax credit for the year to which property, and gains from foreign
a FSC or Former FSCthey relate. However, the taxes must be currency or commodities transactions.

converted into dollars at the exchange Capital gains not related to the active This category includes distributions
rate in effect at the time they are paid. conduct of a trade or business are also from a FSC (foreign sales corporation)

generally passive income. or former FSC out of earnings andIf any of the above situations occurs
profits attributable to “foreign tradeafter you file your return, you must file Passive income does not include
income.” Foreign trade income is theForm 1040X, Amended U.S. Individual high withholding tax interest, export
gross income of a FSC attributable toIncome Tax Return, or other amended financing interest, active business rents
foreign trading gross receipts.return, to notify the IRS so that your and royalties, or high-taxed income

U.S. tax for the year or years affected (see High-Taxed Income on page 4). g. Lump-Sum Distributionscan be redetermined. Complete and Passive income also does not You can take a foreign tax credit forattach to Form 1040X (or other include gain from the sale of inventory taxes you paid or accrued on a foreignamended return) a revised Form 1116 or property held primarily for sale to source lump-sum distribution from afor the tax year(s) affected. See customers in the ordinary course of pension plan. Special formulas may beTemporary Regulations section your trade or business; gain from used to figure a separate tax on a1.905-4T(b) for more information. commodities hedging transactions; and qualified lump-sum distribution for the
active business gains or losses ofIf you do not notify the IRS of a year in which the distribution is
producers, processors, merchants, orforeign tax refund or change in received. See Pub. 575 for more
handlers of commodities. It may alsothe dollar amount of foreign information.CAUTION

!
not include dividends or interesttaxes paid or accrued, you may have to If you are able to elect, and do elect,received from a controlled foreignpay a penalty. to figure your U.S. tax on a lump-sumcorporation (CFC) in which you are aSee Pub. 514 for more information. distribution using Form 4972, Tax onU.S. shareholder who owns 10% or Lump-Sum Distributions, a separateTax years beginning before 1998. more of the total voting power of all foreign tax credit limitation applies. UseFor the rules relating to redetermining classes of the corporation’s stock. a separate Form 1116. On thisU.S. taxes for years beginning before

separate Form 1116, check box g1998, see Pub. 514. b. High Withholding Tax
above Part I. Skip Part I. Complete PartInterest II showing only foreign taxes that areIncome From Sources In general, high withholding tax interest attributable to the lump-sum

is foreign interest that is subject to aOutside the distribution. Then, complete the
foreign withholding or other gross-basis Worksheet for Lump-Sum Distributions,United States tax of 5% or more. on page 4, to figure the amounts to

This income generally includes, but is enter in Part III.c. Financial Services Incomenot limited to, the following.
h. Section 901(j) IncomeFinancial services income generally• Compensation for services

includes income derived by a financialperformed outside the United States. No credit is allowed for foreign taxes
services entity predominantly engaged• Interest income from a payer located imposed by and paid or accrued to
in the active conduct of a banking,outside the United States. certain sanctioned countries. However,
financing, insurance, or similar• Dividends from a corporation income derived from each such country
business. Financial services income ofincorporated outside the United States. is subject to a separate foreign tax
a financial services entity also includes• Gain on the sale of nondepreciable credit limitation. Therefore, you must
passive income and certain incidentalpersonal property you sold while use a separate Form 1116 for income
income; however, no part of themaintaining a tax home outside the derived from each such country.
passive income that is financialUnited States, if you paid a tax of at These countries are those
services income is treated asleast 10% of the gain to a foreign designated by the Secretary of State as
high-taxed income (see High-Taxedcountry. countries that repeatedly provide
Income on page 4).Special rules apply in determining support for acts of international

the source of income from the sale of If you qualify as a financial services terrorism, countries with which the
inventory; sale of depreciable property entity because you treat certain items United States does not have diplomatic
used in a trade or business; sale of of income as active financing income relations, or countries whose
intangible property such as a patent, under Regulations section governments are not recognized by the

-3-
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United States. Pub. 514 contains a list Important. You must compute a Special Rulesof these countries. separate foreign tax credit limitation for
any such income for which you claim

If you paid taxes to a country that High-Taxed Incomebenefits under a treaty, using aceased to be a sanctioned country In some cases, passive income andseparate Form 1116 for each amount ofduring the tax year, see Pub. 514 for taxes must be treated as generalre-sourced income from a treatydetails on how to figure the foreign tax limitation income and taxes. Generally,country. Add the amounts from line 21credit for the period that begins after passive income and taxes must beof each separate Form 1116 and enterthe end of the sanctions. placed in the general limitation incomethe total on line 28 of your summary
category if the foreign taxes you paidPresidential waiver. For periods Form 1116 (that is, the Form 1116 for
on the income (after allocation ofbeginning on or after February 1, 2001, which you are completing Part IV).
expenses) exceed the highest U.S. taxthe President of the United States has

Other types of income that are that can be imposed on the income.the authority to waive the denial of the
re-sourced under the terms of However, no part of the passive incomecredit with respect to a foreign country
an income tax treaty (for that is financial services income is

TIP
if (a) it is in the national interest of the

example, compensation for services treated as high-taxed income. SeeUnited States and will expand trade
performed in the United States by a Regulations section 1.904-4(c) for moreand investment opportunities for U.S.
U.S. citizen resident in a foreign information.companies in such foreign country, and
country) are not subject to a separate(b) the President reports to the
foreign tax credit limitation. However, Look-Through RulesCongress, not less than 30 days before
the specific treaty may provide for otherthe waiver is granted, the intention to Certain income received or accrued by
restrictions on the amount of incomegrant such a waiver and the reason for you as a 10%-or-more U.S. shareholder
that is re-sourced or the amount ofsuch waiver. in a controlled foreign corporation
credit that is allowed with respect to (CFC) is treated as income in one of
foreign tax paid on re-sourced income.Since no credit is allowed for the separate limitation categories listed
See, for example, article 24, paragraphtaxes paid to sanctioned under Categories of Income starting on

countries, you would generally 1, of the treaty between France and the page 3. For example, Subpart F
TIP

complete Form 1116 for this category United States. inclusions, dividends, interest, rents,
only through line 16. and royalties from a CFC are treated as

separate limitation income to the extentj. General Limitation Incomei. Certain Income Re-sourced they are attributable to separateGeneral limitation income is income limitation income of the CFC. Seeby Treaty that does not fall into one of the above Regulations section 1.904-5 for morecategories. Common examples include:If a sourcing rule in an applicable information.income tax treaty treats any of the • Wages, salary, and overseas
specific types of income described allowances of an individual as an Reporting Foreign Taxbelow as foreign source, and you elect employee. Information Fromto apply the treaty, the income will be • Income earned in the active conduct
treated as foreign source. Partnerships and Sof a trade or business that does not fall

into one of the above categories. Corporations• Certain gains (section 865(h)), or
• Gains from the sale of inventory or• Certain income from a U.S.-owned If you received a 2005 Schedule K-1
depreciable property used in a trade orforeign corporation (section 904(g)(10)). from a partnership or S corporation that
business that do not fall into one of theSee Regulations section 1.904-5(m)(7) includes foreign tax information, use the
above categories.for an example. rules below to report that information on

Form 1116.

General Information for
Worksheet for Lump-Sum Distributions (Keep for Your Records) Partners and S Corporation

Shareholders
Less-than-10% limited partners and1. Enter the amount from Form 1116, line 8 . . . . . . . . . . . . . . . . . 1.
certain less-than-10% S corporation

2. Enter the sum of the amounts from Form 4972, lines 6 and 12, shareholders. If you are a limited
that are from foreign sources. Also enter this amount partner or an S corporation shareholder
on Form 1116, line 16 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2. who does not actively participate in the

management of the S corporation and
3. Enter the sum of the amounts from Form 4972, lines 6 and 12, you own a less-than-10% interest (by

that are from all sources (both U.S. and foreign). Also enter value) in the partnership or S
this amount on Form 1116, line 17 . . . . . . . . . . . . . . . . . . . . . . 3. corporation, you generally may assign

exclusively to the passive income4. Divide line 2 by line 3. Enter the result as a decimal (rounded category your distributive share ofto at least four places) here and on Form 1116, line 18. If foreign source income and deductions
line 2 is equal to or more than line 3, enter “1” . . . . . . . . . . . . . 4. from that partnership or S corporation.

See Regulations section 1.904-5(h)(2)5. Enter the amount from Form 4972, line 30. Also include
for more details and exceptions.this amount on Form 1116, line 19 . . . . . . . . . . . . . . . . . . . . . . 5.

This rule takes precedence overCaution: Do not include the amount on line 5 above in the
the income category rulestax you enter on line 19 of any other Form 1116 you
outlined in the instructions thatCAUTION

!
are filing.

follow for line 16, codes C and D–F, (or
line 14, codes C and D–F) of the6. Multiply line 5 by line 4. Enter the result here and on
Schedule K-1, and the apportionmentForm 1116, line 20 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.
of deductions rules outlined in the

7. Enter the smaller of line 1 or line 6 here and on Form 1116, instructions on page 5 for line 16,
line 21. To the left of line 21, write “LSD” . . . . . . . . . . . . . . . . . 7. codes H and I–K, (or line 14 codes H

and I–K) of the Schedule K-1.
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Reporting amounts on Form 1116. the nature of your work, then your tax partnership’s or S corporation’s gross
Include amounts reported to you on home is the place where you regularly income (for purposes of the $5,000
Schedule K-1 with any other amounts live. If you do not fit either of these threshold) or your pro rata share of the
reportable on Form 1116 using: categories, you are considered an partnership’s or S corporation’s assets.
• A separate Form 1116 for each itinerant and your tax home is wherever However, if you were a limited partner
category of income. you work. or an S corporation shareholder who
• A separate column in Part I and a did not actively participate in theNonresident. A nonresident is any
separate line in Part II for each country management of the S corporation andperson who is not a U.S. resident. U.S.
or possession. your interest in the partnership or Scitizens and resident aliens with a

corporation was less than 10%, see theforeign tax home will not be treated asExplanation of Certain Line next paragraph. Include interestnonresidents for a sale of eligibleItems on Schedule K-1 expense that you allocate to foreignpersonal property unless a foreign tax
source income on line 4b of theof 10% or more was paid or accrued onIn each instance that follows, applicable Form 1116. Do not enter inthe gain on the sale (or, in the case of athe first line reference is to the Part I of Form 1116 any interestloss sale, a foreign tax of 10% or moreSchedule K-1 for Form 1065 expense that you allocate to U.S.

TIP
would have been paid had the saleand the second line reference is to the source income.resulted in a gain).Schedule K-1 for Form 1120S. (The

Less-than-10% limited partnersNote. To help you with these rules, theSchedule K-1 for Form 1065-B includes
and certain less-than-10% Spartnership or S corporation hasall foreign tax information in an
corporation shareholders. If you arespecifically identified the following.attachment for box 9.)
a limited partner or an S corporation• Gains on the sale of eligible personalLine 16, code B, or line 14, code B— shareholder (who does not activelyproperty for which a foreign tax of 10%Gross income from all sources. participate in the management of the Sor more was paid or accrued.Combine your distributive share of corporation) and you own (directly or• Losses on the sale of eligible“gross income from all sources” with all indirectly) a less-than-10% interest (bypersonal property for which a foreignof your other gross income and enter income) in the partnership or Stax of 10% or more would have beenthe total on line 3e. “Gross income from corporation, you may generally allocatepaid had the sale resulted in a gain.all sources” is a constant amount (that your distributive share of interestInclude foreign source income inis, you will enter the same amount on expense from that partnership or SPart I of the applicable Form 1116 (thatline 3e of all Forms 1116 that you file). corporation to foreign or U.S. sourceis, the Form 1116 for each category ofLine 16, code C, or line 14, code C— income based on your distributive shareincome provided to you for this line ofGross income sourced at partner or of the gross foreign or U.S. sourcethe Schedule K-1). Do not include inshareholder level. This line includes income of that partnership or SPart I of Form 1116 income that youincome from the sale of eligible corporation. The interest expense youdetermined (using the above rules) topersonal property (most personal allocate to foreign source incomebe U.S. source income.property other than inventory, generally may be apportioned

depreciable property, and certain exclusively to the passive incomeIf the partnership or S
intangible property). See Pub. 514 for category. However, see Temporarycorporation has specifically
details. Regulations section 1.861-9T(e)(4) foridentified any capital gains orCAUTION

!
exceptions.losses or unrecaptured section 1250Although all income reported to

gain on this line (Schedule K-1, line 16,you on this line of the Schedule Line 16, code H, or line 14, code H—code C, or line 14, code C) and youK-1 has been apportioned to Other expenses. This line includesCAUTION
!

have determined that those gains orseparate categories of income, you expenses (other than interest expense)losses are foreign source, see Foreignmust nevertheless first determine of the partnership or S corporation thatQualified Dividends and Capital Gains(using the rules below) whether the must be allocated and apportioned at(Losses) starting on page 6 beforeincome on this line is U.S. source the partner or shareholder level (forentering an amount in Part I ofincome or foreign source income. Then, example, research and experimentalForm 1116.enter only foreign source income in Part expenses).
Line 16, codes D, E, and F, or line 14,I of each of the applicable Forms 1116

Combine your distributive share ofcodes D, E, and F—Foreign gross(that is, those Forms 1116 for each
these expenses with all of your otherincome sourced at partnership or Scategory of income you received from
like expenses, if any, and then allocatecorporation level. Income reported onthe partnership or S corporation).
and apportion them using thethis line has already been sourced forUse the following rules to source the applicable rules (for example, foryou by the partnership or S corporation.income reported to you on this line of research and experimental expenses,The partnership or S corporation hasthe Schedule K-1. If you are a U.S. the rules under Regulations sectionreported this income to you by countryresident (as defined below), the income 1.861-17(f)).and by category of income. Includeis U.S. source income. If you are a

these amounts in Part I of each of thenonresident (as defined below), the Include expenses that you allocate
applicable Forms 1116 (that is, thoseincome is foreign source income. to foreign source income on line 2 of
Forms 1116 for each category of the applicable Form 1116. ExpensesU.S. resident. A U.S. resident is a income you received). that you allocate to U.S. source incomeU.S. citizen or resident alien who does

should not be entered on any line ofYou should disregard anynot have a tax home in a foreign
Part I of Form 1116.information shown on yourcountry or a nonresident alien who has

Schedule K-1 pertaining toa tax home in the United States.
TIP

Line 16, codes I, J, and K, or line 14,
gross income attributable to a foreignTax home. Generally, your tax codes I, J, and K—Deductions
branch. It is intended only for corporatehome is the general area of your main allocated and apportioned at
partners preparing Form 1118.place of business, employment, or post partnership or S corporation level to

of duty, regardless of where you Line 16, code G, or line 14, code G— foreign source income. The
maintain your family home. Your tax Interest expense. See the instructions partnership or S corporation has
home is the place where you are for line 4b on page 14 to allocate and already allocated these expenses to
permanently or indefinitely engaged to apportion the interest expense shown foreign source income and has reported
work as an employee or self-employed on this line of Schedule K-1. In applying them to you by country and by category
individual. If you do not have a regular those instructions, take into account of income. Include these amounts on
or main place of business because of your distributive share of the line 2 of each of the applicable Forms
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1116 (that is, those Forms 1116 for Worksheet in your tax return Adjustment exception: If you qualify
each category of income you received). instructions. for the adjustment exception, you do

• You do not have to file Schedule D. not need to make any adjustment to
You should disregard any • Line 7 of the Qualified Dividends and your foreign source qualified dividends.
information shown on your Capital Gain Tax Worksheet is greater You qualify for the adjustment
Schedule K-1 pertaining to than zero. exception if:

TIP

definitely allocable deductions • Line 17 of the Qualified Dividends 1. Line 5 of the Qualified Dividendsattributable to a foreign branch. It is and Capital Gain Tax Worksheet is less Tax Worksheet does not exceedintended only for corporate partners than line 18 of that worksheet. $7,150, andpreparing Form 1118. 2. The amount of foreign sourceAdjustment exception: If you qualify
Line 16, codes L and M, or line 14, qualified dividends reported on Formfor the adjustment exception, you do
codes L and M—Total foreign taxes. 1041, line 2b(2), is less than $20,000.not need to make any adjustment to
The partnership or S corporation has For this purpose, ignore any qualifiedyour foreign source capital gains or
already allocated and apportioned total dividends you elected to include onqualified dividends. You qualify for the
foreign taxes for you and has reported Form 4952, line 4g.adjustment exception if you meet both
them to you by country and by category of the following requirements.

How to make adjustment. To adjustof income. Include these amounts in 1. Line 7 of the Qualified Dividends your foreign source qualified dividends,Part II of each of the applicable Forms and Capital Gain Tax Worksheet does multiply your foreign source qualified1116 (that is, those Forms 1116 for not exceed: dividends in each separate category byeach category of income you received).
a. $182,800 if married filing jointly or 0.4286. Include the results on line 1 ofLine 16, code N, or line 14, code N— qualifying widow(er), the applicable Form 1116.Reduction in taxes available for b. $91,400 if married filing

credit. The partnership or S separately, Do not adjust the amount of any
corporation has already apportioned the c. $150,150 if single, or foreign source qualified
reduction in taxes available for credit d. $166,450 if head of household. dividends that you elected toCAUTION

!
and has reported it to you by country 2. The amount of your foreign include on Form 4952, line 4g.
and by category of income. Include source capital gain distributions, plus No adjustment required. If you arethese amounts on line 12 of each of the the amount of your foreign source not required to make adjustments toapplicable Forms 1116 (that is, those qualified dividends, is less than your foreign source qualified dividends,Forms 1116 for each category of $20,000. For this purpose, ignore any include your foreign source qualifiedincome you received). capital gain distributions or qualified dividends on line 1 of the applicabledividends you elected to include on Form 1116 without adjustment.Form 4952, line 4g.Foreign Qualified

Schedule D FilersDividends and Capital How to make adjustments. To adjust
Note. Throughout these instructions,your foreign source qualified dividends,Gains (Losses) references to Schedule D (Form 1041)multiply your foreign source qualified
are for estates and trusts only.If you have foreign source qualified dividends in each separate category by

dividends or foreign source capital 0.4286. Include the results on line 1 of Adjustments to foreign qualified
gains (including any foreign source the applicable Form 1116. dividends. If you are required to file
capital gain distributions) or losses, you Schedule D (Form 1040 or Form 1041),

Do not adjust the amount of anymay be required to make certain you must adjust the amount of your
foreign source qualifiedadjustments to those amounts before foreign source qualified dividends that
dividends that you elected totaking them into account on line 1 CAUTION

!
you include on line 1 of Form 1116 if

include on Form 4952, line 4g.(qualified dividends and gains) or line 5 one of the following applies to you.
(losses). To adjust your foreign source capital 1. You figured your tax using the

gain distributions, multiply your foreign Qualified Dividends and Capital GainIf you completed the Qualified
source capital gain distributions in each Tax Worksheet (Form 1040), line 7 ofDividends and Capital Gain Tax
separate category by 0.4286. Include that worksheet is greater than zero, andWorksheet in the instructions for your
the results on line 1 of the applicable line 17 of that worksheet is less thantax return, and are not required to file
Form 1116. line 18.Schedule D, see Qualified Dividends

2. You figured your tax usingand Capital Gain Tax Worksheet No adjustments required. If you are
Schedule D (Form 1041), line 23 of(Individuals), next, to determine the not required to adjust the amount of
Schedule D is greater than zero, andadjustments you may be required to your foreign source qualified dividends
line 33 of Schedule D is less than linemake. If you completed the Qualified or capital gain distributions, include the
34.Dividends Tax Worksheet in the amount of your foreign source qualified

3. You figured your tax using theInstructions for Form 1041, see dividends and capital gain distributions
Schedule D Tax Worksheet (in theQualified Dividends Tax Worksheet in each separate category (without
Schedule D (Form 1040) instructions or(Estates and Trusts), later, to determine adjustment) on line 1 of the applicable
in the Form 1041 instructions), line 17the adjustments you may be required to Form 1116.
of the Schedule D Tax Worksheet ismake. If you are required to file
greater than zero, and line 35 of theQualified Dividends TaxSchedule D, see Schedule D Filers, on
Schedule D Tax Worksheet is less thanthis page, to determine the adjustments Worksheet (Estates and
line 36.you may be required to make. Trusts)

If you completed the Qualified Adjustment exception. If you qualifyQualified Dividends and
Dividends Tax Worksheet in the for the adjustment exception, you doCapital Gain Tax Worksheet Instructions for Form 1041, you must not need to make any adjustment to(Individuals) adjust the amount of your foreign your foreign source qualified dividends.

You must adjust the amount of your source qualified dividends if: You qualify for the adjustment
foreign source qualified dividends and • Line 5 of the Qualified Dividends Tax exception if the amount of your foreign
capital gain distributions if all of the Worksheet is greater than zero, and source net capital gain, plus the
following apply: • Line 15 of the Qualified Dividends amount of your foreign source qualified
• You completed the Qualified Tax Worksheet is less than line 16 of dividends, is less than $20,000 and
Dividends and Capital Gain Tax that worksheet. either of the following applies to you.
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1. Line 7 of the Qualified Dividends Capital Gains and Losses in Pub. 514 • You figured your tax using Schedule
and Capital Gain Tax Worksheet in the to determine the adjustments you must D (Form 1041) and (a) line 23 of
instructions for Form 1040 or line 17 of make to your foreign capital gains or Schedule D is zero, (b) line 18 of
the Schedule D Tax Worksheet in the losses. Read the instructions below to Schedule D minus the amount on Form
instructions for Schedule D (Form see if you qualify to use Worksheet A or 4952, line 4e, that you elected to
1040) is less than or equal to: Worksheet B. If you do not qualify to include on Form 4952, line 4g, is zero

use Worksheet A or Worksheet B, use or less, or (c) line 33 is equal to ora. $182,800 if married filing jointly or
the instructions for Capital Gains and greater than line 34.qualifying widow(er),
Losses in Pub. 514 to determine the • You figured your tax using theb. $91,400 if married filing
adjustments you must make. Schedule D Tax Worksheet (in theseparately,

Schedule D (Form 1040) instructions orc. $150,150 if single, or Before you complete Worksheet in the Form 1041 instructions) and (a)d. $166,450 if head of household. A or Worksheet B, you must line 17 is zero, (b) line 9 is zero or a2. Line 23 of Schedule D (Form reduce each foreign sourceCAUTION
!

loss, or (c) line 35 is equal to or greater1041) or line 17 of the Schedule D Tax long-term capital gain by the amount of than line 36.Worksheet in the Form 1041 that gain you elected to include on
instructions is less than or equal to Complete Worksheet A only once,Form 4952, line 4g. The gain you
$7,150. even if you have capital gains or losseselected to include on Form 4952, line

in two separate categories. Retain the4g, must be entered directly on line 1 ofNote. Your foreign source net completed Worksheet A for your files.the applicable Form 1116 withoutcapital gain is the excess of your net Do not file Worksheet A with your taxadjustment.long-term capital gain from foreign return.Worksheet A. You can usesources over your net short-term capital Capital losses are deductible only upWorksheet A on page 8 to determineloss from foreign sources. Ignore any to $3,000 of ordinary income.the adjustments you must make to yourlong-term capital gains you elected to
Worksheet B. If you do not qualifyforeign source capital gains or losses ifinclude on Form 4952, line 4g in

to use Worksheet A, use Worksheet Byou have foreign source capital gainsdetermining your foreign source net
on page 9 to determine the adjustmentsor losses in no more than two separatecapital gain. Ignore any qualified
you must make to your foreign sourcecategories and any of the followingdividends you elected to include on
capital gains or losses if:apply.Form 4952, line 4g in determining the • You have foreign source capital• You qualify for the adjustmentamount of your foreign source qualified
gains or losses in no more than twoexception discussed earlier underdividends.
separate categories, andAdjustments to foreign qualifiedHow to make adjustment. To • You did not complete thedividends under Schedule D Filers.adjust your foreign source qualified Unrecaptured Section 1250 Gain• Line 15 or 16 of Schedule D (Formdividends, multiply your foreign source Worksheet or the 28% Rate Gain1040)(line 14a or 15 of Schedule Dqualified dividends in each separate Worksheet in the Schedule D(Form 1041)) is zero or a loss.category by 0.4286. Include the results instructions.• You figured your tax using theon line 1 of the applicable Form 1116. Qualified Dividends and Capital Gain Complete Worksheet B only once,

Do not adjust the amount of any Tax Worksheet in the Form 1040 even if you have capital gains or losses
foreign source qualified instructions and (a) line 3 of that in two separate categories. Retain the
dividends that you elected to worksheet minus the amount on FormCAUTION

!
completed Worksheet B for your files.

include on Form 4952, line 4g. 4952, line 4e, that you elected to Do not file Worksheet B with your tax
include on Form 4952, line 4g, is zeroNo adjustment required. Include return.
or less, (b) line 7 of that worksheet ison line 1 of Form 1116 the full amount
zero, or (c) line 17 of that worksheet isof foreign source qualified dividends
equal to or greater than line 18.that you are not required to adjust.

Adjustments to foreign capital gains
and losses. You must use Worksheet
A, Worksheet B, or the instructions for
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Worksheet A (See instructions below) (Keep for Your Records)

Category #1 Category #2

Specify �

1. Separate category capital gain or (loss) . . . . . . . . . . . . . . . 1.

2. Foreign source capital gain net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.

3. Capital gain net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.

4. Total U.S. capital loss adjustment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.

5. Adjusted separate category capital gain . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.

6. U.S. capital loss adjustment factor. (For each separate
category, divide line 1 by line 2 and round off the result
to at least four decimal places.) . . . . . . . . . . . . . . . . . . . . . 6.

7. U.S. capital loss adjustment. (For each separate category,
multiply line 4 by line 6.) . . . . . . . . . . . . . . . . . . . . . . . . . . 7.

8. Adjusted separate category capital gain. (For each
separate category, subtract line 7 from line 1. Enter
the result here and include the result on line 1 of the
applicable Form 1116.) . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.

Instructions for Worksheet A

Line 1. For each separate category for which you have foreign source capital gains or losses, combine your foreign source
capital gains and losses in that separate category and enter the result on line 1. Show a loss on line 1 of this worksheet as a
negative amount and include the loss on line 5 of the Form 1116 you are filing for that separate category.

Line 2. Combine the amounts entered on line 1. If the result is zero or less, do not complete the rest of the worksheet.
Instead, for each separate category with a positive amount on line 1 of this worksheet, include that positive amount on line 1
of the Form 1116 you are filing for that separate category.

Line 3. Enter the amount from line 16 of Schedule D (Form 1040), less the portion of net capital gain you included on Form
4952, line 4g. If the result is zero or less, enter -0-.

Estates and trusts: Enter the amount from line 15 of Schedule D (Form 1041), less any amount shown on line 21 of that
Schedule D. If the result is zero or less, enter -0-.

Line 4. Subtract line 3 from line 2 and enter the result on line 4. If the result is zero or less, do not complete the rest of the
worksheet. Instead, for each separate category with a positive amount on line 1 of this worksheet, include that positive
amount on line 1 of the Form 1116 you are filing for that separate category.

Line 5.
• If both separate categories have a positive amount on line 1, skip line 5 and go to line 6.
• If only one separate category has a positive amount on line 1, subtract line 4 from that positive amount. Enter the result
here and include the result on line 1 of the Form 1116 you are filing for that separate category. Skip lines 6–8 of this
worksheet.
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Worksheet B (See instructions below) (Keep for Your Records)

Category #1 Category #2
Specify �____________ Specify �__________

(1) (2) (3) (4) (5)
Short-Term Long-Term Short-Term Long-Term Other

(15%) (15%)

1. Separate category rate
group capital gain or (loss)

2. U.S. capital loss adjustment
amount

3. Subtotal (subtract line 2
from line 1 gain amounts)

4. Net U.S. long-term capital
loss

5. U.S. long-term capital loss
adjustment

6. Excess net U.S. long-term
capital loss

7. Long-term capital gain (or
adjustment amount)

8. Limitation percentage

9. Long-term limitation
amounts

10. Adjustment amounts

11. Rate differential adjustments

12. Long-term gains

13. Rate differential adjustment

14. Long-term gain

15. Adjusted separate category
capital gains and losses

Instructions for Worksheet B

Caution. If you are an individual computing your AMT foreign tax credit, use Worksheet A instead of Worksheet B if (a)
line 15 or line 16 of the AMT Schedule D (Form 1040) is zero or a loss, or (b) the amount on line 3 of the AMT Qualified
Dividends and Capital Gain Tax Worksheet (or line 9 of the AMT Schedule D Tax Worksheet) minus the amount on
Form 4952, line 4e, that you elected to include on Form 4952, line 4g, is zero or less.

Line 1. For each separate category:
• Combine your foreign source short-term capital gains and losses and enter the result in column (1) or (3).
• Combine your foreign source long-term capital gains and losses and enter the result in column (2) or (4).

Line 2. Complete the Line 2 Worksheet on page 11 for each column on line 1 with a gain.

Line 4. Enter your net long-term capital loss (if any) from U.S. sources. To determine this amount, subtract your
long-term capital losses from U.S. sources from your long-term capital gains from U.S. sources. Enter the loss (if any)
as a positive amount in column (5). If you do not have a loss, leave line 4 blank and skip lines 5 through 14.

-9-



Page 10 of 18 Instructions for Form 1116 11:04 - 21-NOV-2005

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

Line 5. Combine the amounts (if any) from columns (2) and (4) on line 2. Enter the result in column (5). If you do not
have any amount entered in either column, enter -0- in column (5).

Line 6. Subtract line 5 from line 4. Enter the result in column (5). If the result is zero or less, leave line 6 blank and skip
lines 7 through 14 of this worksheet.

Line 7.
• If you entered an amount in either column (2) or (4) (but not both) of line 3, subtract line 6 from the amount entered in
either column (2) or (4) of line 3. Enter the result in column (2) or (4) on line 7 and skip lines 8 through 12.
• If you entered amounts in both columns (2) and (4) on line 3, combine those amounts and enter the result in column
(5) on line 7.

Line 8. Divide each amount on line 3 by line 7 and enter the results on line 8. Round off each result to at least four
decimal places.

Line 9. Multiply each decimal amount on line 8 by line 6 and enter the results in the appropriate columns on line 9.

Line 10. Subtract line 9, column (2) from line 3, column (2) and enter the result on line 10, column (2). Subtract line 9,
column (4) from line 3, column (4) and enter the result on line 10, column (4).

Line 11. Multiply each amount on line 10 by 0.4286 and enter the results here.

Line 12. Combine line 11, column (2) with line 9, column (2) and enter the result on line 12, column (2) . Combine line
11, column (4) with line 9, column (4) and enter the result on line 12, column (4). Include the amounts on line 1 of the
applicable Form 1116. Skip lines 13 and 14.

Line 13. Multiply the amount on line 7 by 0.4286 and enter the result here in the applicable column.

Line 14. Combine line 6 and line 13 and enter the result here. Include the result on line 1 of the applicable Form 1116.

Line 15.
If you have a:
• Short-term gain shown in column (1) or (3) of line 3, enter the amount of that short-term gain on line 15, column (1)
or (3).
• Long-term gain shown in column (2) or (4) of line 3, and line 6 is blank, multiply the amount of each gain by 0.4286
and enter the result on line 15, column (2) or (4).
• Short-term loss in any column of line 1, complete the Line 15 Worksheet on page 12 for each column with a loss.
• Long-term loss in column (2) or (4) of line 1, multiply the amount of the loss by 0.4286 and enter the result on line 15
in the appropriate column.

After you have completed line 15:
• Include line 15 gain amounts on line 1 of the applicable Form 1116.
• Include line 15 loss amounts on line 5 of the applicable Form 1116.
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Line 2 Worksheet (For Line 2 of Worksheet B)
(See instructions below) (Keep for Your Records)

Category #1 Category #2

Specify �

1. Separate category rate group
gain (or loss) . . . . . . . . . . . . . . . . . 1.

Short-Term Long-Term Short-Term Long-Term

2. Separate category gain (or loss) 2.

3. Foreign source capital gain net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.

4. Capital gain net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.

5. Total U.S. capital loss adjustment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.

6. Separate category adjustment . . . . . 6.

7. Rate Group Factor . . . . . . . . . . . . . 7.

8. Rate Group Adjustment . . . . . . . . . 8.

Instructions for Line 2 Worksheet

Line 1. Enter your gains and losses from line 1 of Worksheet B. Enter a loss as a negative amount (in parentheses).

Line 2. For each separate category, combine the amounts from line 1. Enter a loss as a negative amount (in parentheses).

Line 3. Combine the amounts from line 2 of this worksheet. If the result is zero or less, stop here. Do not enter any amount on line 2 of
Worksheet B.

Line 4. Enter the amount from line 16 of the Schedule D (Form 1040), less the portion of net capital gain you included on Form 4952, line
4g. If the amount entered on line 4 is zero or less, stop here. Do not continue with this worksheet or Worksheet B. Instead, complete
Worksheet A.

Estates and trusts: Enter the amount from line 15 of the Schedule D (Form 1041), less any amount shown on line 21 of that Schedule D.
If the amount entered on line 4 is zero or less, stop here. Do not continue with this worksheet or Worksheet B. Instead, complete
Worksheet A.

Line 5. Subtract line 4 from line 3 and enter the result on line 5. If the result is zero or less, stop here. Do not enter any amount on line 2 of
Worksheet B.

Line 6.
• If only one separate category has a positive amount on line 2, enter the amount from line 5 on line 6 (in the column for the separate
category with the positive amount on line 2).
• If both separate categories have positive amounts on line 2, divide each amount on line 2 by line 3. Multiply each result by line 5. Enter
the results on line 6 in the appropriate columns.
Line 7.
For each separate category:
• If you entered an amount on line 6 and you entered positive amounts in both the short-term and long-term columns on line 1, divide each
positive amount on line 1 by line 2 and enter the results in the appropriate columns.
• Leave line 7 blank if you did not enter an amount on line 6 or only one column on line 1 has a positive amount.
Line 8.
For each separate category:
• If you entered amounts on line 7, multiply each amount on line 7 by line 6. Enter the results in the appropriate columns on line 8 of this
worksheet and on line 2 of Worksheet B.
• If line 7 is blank, enter the amount from line 6 in the same column on line 8 as the column that has a gain on line 1. Also, enter the amount
on line 2 of Worksheet B in the appropriate column. If line 6 is blank, do not enter any amount on line 8 of this worksheet or line 2 of
Worksheet B.
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Line 15 Worksheet
(For line 15 of Worksheet B.)

(Keep for Your Records)

Step 1. Enter your net short-term capital gain (if any) from U.S. sources. To determine this amount,
subtract your short-term capital losses from U.S. sources from your short-term capital gains from
U.S. sources. If the result is zero or a loss, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Step 2. If you entered a short-term gain on line 3 of Worksheet B, enter that amount here . . . . . . . .

Step 3. Add Step 1 and Step 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Step 4. If you entered a short-term capital loss on line 1 of Worksheet B for one (but not both) of the
separate categories, complete the following worksheet and then skip Step 5. Otherwise, skip Step 4
and go to Step 5.

1. Enter the amount of the short-term loss (enter the loss as a positive amount) . . . . . . . . .

2. Enter the gain determined in Step 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

3. Subtract line 2 from line 1. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

4. Multiply line 3 by 0.4286 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

5. Enter the smaller of line 1 or line 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

6. Add lines 4 and 5. Enter the result here and on line 15 of Worksheet B . . . . . . . . . . . . . . .

Step 5. If you entered a short-term capital loss on line 1 of Worksheet B for both separate
categories and:
• The Step 1 result is zero or a loss. Multiply each short-term loss by 0.4286 and enter the
results on line 15 of Worksheet B.
• The Step 1 result is a gain. Complete the following worksheet:

1. Enter your short-term loss from Worksheet B, line 1, column (1) (enter the loss as a
positive amount) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

2. Enter your short-term loss from Worksheet B, line 1, column (3) (enter the loss as a
positive amount) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

3. Add line 1 and line 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

4. Enter the gain determined in Step 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

5. Subtract line 4 from line 3 and enter the result here. If the result is zero or less,
enter -0- and do not complete the remainder of this worksheet. Instead, enter each
short-term loss from line 1 on line 15 of Worksheet B, in the applicable column, without
adjustment (that is, each short-term loss you enter on line 15 of Worksheet B will be the
same as the short-term loss you entered on line 1 of Worksheet B) . . . . . . . . . . . . . . . . . .

6. Multiply line 5 by 0.4286 and enter the result here . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

7. Add line 4 and line 6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

8. Divide line 1 by line 3. Multiply the result by line 7 and enter the result here and on
Worksheet B, line 15, column (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

9. Divide line 2 by line 3. Multiply the result by line 7 and enter the result here and on
Worksheet B, line 15, column (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
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2555-EZ, Foreign Earned Income • The deduction for personal
Exclusion. exemptions. (However, you can includeSpecific Instructions

the additional exemptions for housingExample. If you received dividends Hurricane Katrina displaced individuals
(passive income) and wages (generalPart I—Taxable Income from Form 8914, line 2.)
limitation income) from foreign sources,

Special rules apply to the allocationor Loss From Sources you must complete two Forms 1116.
of research and experimentalOn one Form 1116, check box aOutside the United expenditures. See Regulations section(passive income), enter the dividends
1.861-17.on line 1, and write “Dividends” on theStates

dotted line. On the other Form 1116, If the law of a U.S. state to which
check box j (general limitation income), you pay income taxes does notPart I must be completed by all
enter on line 1 wages not excluded on specifically exempt foreign sourcefilers unless specifically
Form 2555 or Form 2555-EZ, and write income from tax, you may be requiredindicated otherwise in theseCAUTION

!
“Wages” on the dotted line. Complete to make a special allocation of stateinstructions.
Parts I, II, and III of each Form 1116. taxes you paid. See Pub. 514 for more
Then, complete the summary Part IV on information.Line l—Foreign Country or one Form 1116. Itemized deduction limit. If you mustU.S. Possession reduce the total amount of your

If you are filing a Form 1116Generally, if you received income from, itemized deductions on line 28 of
that includes foreign sourceor paid taxes to, more than one foreign Schedule A (Form 1040) because your
qualified dividends or foreignCAUTION

!
country or U.S. possession, report adjusted gross income was more than

source capital gains or losses, seeinformation on a country-by-country $145,950 ($72,975 if married filing
Foreign Qualified Dividends and Capitalbasis on Form 1116, Parts I and II. Use separately), you must reduce each of
Gains (Losses) starting on page 6.a separate column in Part I and a the itemized deductions that are subject

separate line in Part II for each country to the reduction by the reductionLines 2 Through 5—or possession. If you paid taxes to percentage before you complete lines
more than three countries or 2, 3a, and 4a.Deductions and Losses
possessions, attach additional sheets Use the Itemized DeductionsYou must reduce your foreign gross
following the format of Parts I and II. Worksheet in the Instructions forincome on line 1 by entering on lines 2

Schedule A (Form 1040) to figure thethrough 5:
reduction percentage. Divide the• Any of your deductions that definitelyLine 1—Foreign Gross
amount on line 9 of the worksheet (therelate to that foreign income, andIncome
overall reduction) by the amount on line• A ratable share of your other

Include income in the category checked 3 of the worksheet (total itemizeddeductions that do not definitely relate
above Part I that is taxable by the deductions subject to the reduction).to that foreign income, any other
United States and is from sources This is your reduction percentage.foreign income, or U.S. source income.
within the country entered on line l. You Apply this percentage (expressed as a
must include income even if it is not Do not include: decimal rounded to at least four places)
taxable by that foreign country. Identify • Deductions and losses related to to each itemized deduction subject to
the type of income on the dotted line exempt or excluded income, such as the reduction to determine the amount
next to line 1. Do not include any foreign earned income you have to enter on the appropriate line of
earned income excluded on Form 2555, excluded on Form 2555 or Form 1116.
Foreign Earned Income, or Form Form 2555-EZ. Note. You do not need to make this

computation if the entire amount of your
itemized deductions is entered on any

Worksheet for Home Mortgage Interest one of the following lines: line 2, line(Keep for Your Records)
3a, or line 4a. Just enter your reduced—Line 4a
itemized deductions on that line.

Example. You are single and haveNote: Before you complete this worksheet, read the instructions for line 4a above. an adjusted gross income of $205,950.
Your itemized deductions subject to the1. Enter gross foreign source income* of the type shown on
overall reduction (line 3 of theForm 1116. Do not enter income excluded on Form 2555 worksheet) total $20,000. $8,000 ofor Form 2555-EZ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1. these deductions are definitely related
to the income on Form 1116, line 1.2. Enter gross income from all sources. Do not enter income
The other $12,000 ($20,000 – $8,000)excluded on Form 2555 or Form 2555-EZ . . . . . . . . . . . . .  2. are real estate taxes, which are not
definitely related.3. Divide line 1 by line 2 and enter the result as a decimal

The amount of the overall reduction(rounded to at least four places) . . . . . . . . . . . . . . . . . . . . 3.
on line 9 of the worksheet is $1,800. To

4. Enter deductible home mortgage interest (from lines 10 figure the amount of the real estate
through 12 of Schedule A (Form 1040))** . . . . . . . . . . . . . 4. taxes to include in the total for line 3a of

Form 1116, divide the amount on line 9
5. Multiply line 4 by line 3. Enter the result here and on the ($1,800) by the amount on line 3

appropriate Form 1116, line 4a . . . . . . . . . . . . . . . . . . . . . 5. ($20,000). This is your reduction
percentage (9%). You must reduce*If you have to report income from more than one country on Form 1116, complete your $12,000 deduction by $1,080 (9%

a separate worksheet for each country. Use only the income from that country on x $12,000). The reduced deduction of
line 1 of the worksheet. $10,920 ($12,000 – $1,080) is the

amount to enter on line 3a of Form**If you were required to reduce the amount of your itemized deductions on 1116. Make a similar computation to
Schedule A, enter the reduced amount of home mortgage interest on line 4 of the figure the amount of definitely related
worksheet. itemized deductions ($7,280) to enter

on line 2.
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income you have excluded on FormLine 2
2555 or Form 2555-EZ but do not Part II—Foreign Taxesinclude any other exempt income.Before you complete line 2, read

Itemized deduction limit on page If you are a nonresident alien, Paid or Accrued
13. include on both lines 3d and 3e yourCAUTION

!
income that is not effectively connected See page 2 for descriptions ofEnter your deductions that definitely
with a trade or business in the United foreign taxes that are eligible forrelate to the gross income from foreign
States. the foreign tax credit and foreignCAUTION

!
sources shown on line 1. For example,

taxes that are not eligible for the foreignIf you had to adjust your foreignif you are an employee reporting
tax credit.qualified dividends or capital gains (seeforeign earned income on line 1,

page 6), include those amounts withoutinclude on line 2 expenses such as You can take a foreign tax credit in
regard to any adjustments.those incurred to move to a new the tax year you paid or accrued the

principal place of work outside the foreign taxes, depending on yourLine 3fUnited States or supplies you bought method of accounting. If you report on
Divide line 3d by line 3e and round offfor your job outside the United States. the cash basis, you can choose to take
the result to at least four decimal places the credit for accrued taxes by checkingDo not include any interest expense (for example, if your result is the “accrued” box in Part II. But onceon line 2. See lines 4a and 4b for 0.8756782, round off to 0.8757, not to you choose to do this, you must creditspecial rules for interest expense. 0.876 or 0.88). Enter the result, but do foreign taxes in the year they accrue on
not enter more than “1.”Lines 3a and 3b all future returns.

Some deductions do not definitely Line 4a Generally, you must enter in Part II
relate to either your foreign source the amount of foreign taxes, in both theIf your gross foreign source income
income or your U.S. source income. foreign currency denomination(s) and(including income excluded on Form
Enter on lines 3a and 3b any as converted into U.S. dollars, that2555 or Form 2555-EZ) does not
deductions (other than interest relate to the category of incomeexceed $5,000, you can allocate all of
expense) that: checked above Part I. Taxes areyour interest expense to U.S. source• Are not shown on line 2, and related to the income if the income isincome. Otherwise, deductible home• Are not definitely related to your U.S. included in the foreign tax base onmortgage interest (including points) is
source income. which the tax is imposed. If the foreignapportioned using a gross income

tax you paid or accrued relates to moreLine 3a. Before you complete line 3a, method. Use the worksheet on page 13
than one category of income, apportionread Itemized deduction limit starting on to figure the amount to enter on line 4a.
the tax among the categories. Thepage 13. Before you complete the worksheet,
apportionment is based on the ratio ofread Itemized deduction limit on pageEnter the following itemized
net foreign taxable income in each13.deductions (from Schedule A (Form
category to the total net income subject1040)) on line 3a. Line 4b to the foreign tax. See Pub. 514 for an• Medical expenses (line 4) Other interest expense includes example.• Real estate taxes (line 6) investment interest, interest incurred in However, if foreign tax paid on• General sales taxes (line 5) a trade or business, and passive passive income is reported to you inIf you do not itemize deductions, activity interest. If you are a U.S. U.S. dollars on a Form 1099-DIV,enter your standard deduction on citizen, resident alien, or a domestic 1099-INT, or similar statement, you doline 3a. estate, and your gross foreign source not have to convert the amount shown

income (including any income excludedLine 3b. Enter on line 3b any other into foreign currency. This rule applies
on Form 2555 or Form 2555-EZ) doesdeductions that do not definitely relate whether or not you can make the
not exceed $5,000, you can allocate allto any specific type of income. election to claim the foreign tax credit
of your interest expense to U.S. sourceExamples of these deductions are the without filing Form 1116 (as explained
income. Otherwise, each type ofdeduction for alimony paid from Form on page 1). Enter “1099 taxes” in Part
interest expense is apportioned1040, line 31a, and the additional II, column (o), and complete columns (t)
separately using an “asset method.”exemptions for housing Hurricane through (x) for each foreign country
See Pub. 514 for more information.Katrina displaced individuals from Form indicated in Part I.

8914, line 2. Example. You have investment Note. If you are taking a credit forinterest expense of $2,000. Your assetsLines 3d and 3e additional taxes paid or accrued as theof $100,000 consist of stock generating result of an audit by a foreign taxingFor lines 3d and 3e, gross income U.S. source income (adjusted basis, authority or you are filing an amendedmeans income without regard to $40,000) and stock generating foreign return reflecting a foreign tax refund,deductions and losses. source income (adjusted basis, attach a statement to Form 1116Line 3d. Enter your gross foreign $60,000). You apportion 40% ($40,000/ identifying these taxes.source income from the category you $100,000) of $2,000, or $800 of your
checked above Part I of this investment interest, to U.S. source
Form 1116. Include any foreign earned income and 60% ($60,000/$100,000) of Part III—Figuring theincome you have excluded on Form $2,000, or $1,200, to foreign source
2555 or Form 2555-EZ but do not income. In this example, you will enter Creditinclude any other exempt income. the $1,200 apportioned to foreign

source income on line 4b. You wouldIf you had income from more than Line 10not enter the $800 apportioned to U.S.one country, you must enter income You can carry back 1 year and thensource income on any line of Part I offrom only one country in each column. forward 10 years any foreign tax youForm 1116.If you had to adjust your foreign paid or accrued to any foreign country
qualified dividends or capital gains (see Line 5 or U.S. possession (reduced as
page 6), include those amounts without If you have capital losses from foreign described on page 15) on income in a
regard to any adjustments. sources, see Foreign Qualified separate category that is more than the
Line 3e. Enter on line 3e in each Dividends and Capital Gains (Losses) limitation. First, apply the excess to the
column your gross income from all starting on page 6 for information on earliest year to which it may be carried.
sources and all categories, both U.S. adjustments you may be required to Then, apply it to the next earliest year,
and foreign. Include any foreign earned make. and so on. The carryback-carryforward
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period cannot be extended even if you charges tax on foreign earned income 5471, Information Return of U.S.
are unable to take a credit in one of the and some other income (for example, Persons With Respect To Certain
intervening years. earned income from U.S. sources or a Foreign Corporations. If you do not file

type of income not subject to U.S. tax) Form 5471 and furnish all of theYou cannot carry a credit back to a
and the taxes on the other income information required by the due date oftax year for which you claimed a
cannot be segregated, the denominator your tax return, reduce by 10% alldeduction, rather than a credit, for
is the total amount of income subject to foreign taxes that you otherwise mayforeign taxes paid or accrued. However,
foreign tax minus deductible expenses take into account for the foreign taxyou must reduce the amount of any
allocable to that income. credit. You may have to makecarryback or carryforward by the

additional reductions if the failureamount that you would have used had See Pub. 514 for a comprehensive
continues. See section 6038(c) foryou chosen to claim a credit rather than example.
details and exceptions.a deduction in that year. • Taxes on income from Puerto Rico
Note. The reduction in foreign taxes isexempt from U.S. tax. The reduction If, for any year, you elected to claim
reduced by any dollar penalty imposedapplies if you have income from Puertothe foreign tax credit without filing Form
under section 6038(b).Rican sources that is not taxable on1116 (as explained on page 1), the

your U.S. tax return. To figure the • Reduction for failure to file Formfollowing rules apply.
credit, reduce your foreign taxes paid or 8865. U.S. partners who control a• You cannot carry over unused
accrued by the taxes allocable to the foreign partnership must file Formforeign taxes paid or accrued in a year
exempt income. See Pub. 570 for more 8865, Return of U.S. Persons Withto which the election does not apply to
information. Respect to Certain Foreignany year for which you made the • Taxes on income from Guam, Partnerships. If you do not file Formelection.
American Samoa, or the 8865 and furnish all of the information• The carryback-carryforward period is
Commonwealth of the Northern required by the due date of your taxnot extended if you are unable to use a
Mariana Islands excluded from U.S. return, reduce by 10% all foreign taxescarryback or carryforward because you
tax. If you are a bona fide resident of that you otherwise may take intomade the election.
American Samoa, reduce taxes paid or account for the foreign tax credit. You• Do not reduce the carryback or
accrued by any taxes attributable to may have to make additional reductionscarryforward by the amount you would
excluded income from sources in if the failure continues. See sectionhave used in the election year if you
Guam, American Samoa, or the 6038(c) for details and exceptions.had not made the election.
Commonwealth of the Northern Note. The reduction in foreign taxes isFile Form 1040X or other amended Mariana Islands. For more information, reduced by any dollar penalty imposedreturn and a revised Form 1116 for the see Pub. 570. under section 6038(b).earlier tax year to which you are • Taxes on foreign-oil-related • Reduction of taxes or credit due tocarrying back excess foreign taxes. income. Reduce taxes paid or accrued international boycott operations. InSpecial rules apply to the carryback by foreign taxes paid or accrued on general, if you agree to participate in, orand carryforward of foreign taxes paid foreign-oil-related income, but only to cooperate with, an international boycott,or accrued on foreign oil and gas the extent the tax imposed by the you must file Form 5713, Internationalextraction income. See section 907(f). foreign country on the oil-related Boycott Report, and attach all

See Pub. 514 for more information income is considered to be materially supporting schedules. In addition, you
on carryback and carryforward greater than the tax generally imposed must reduce either the total taxes
provisions, including examples. by that country on other kinds of available for credit or the credit

income. See Regulations section otherwise allowable by your foreignLine 12 1.907(b)-1. The amount of tax not taxes resulting from boycott activities. IfYou may have to reduce the foreign allowed as a credit under this rule is you can figure the taxes specificallytaxes you paid or accrued by the allowed as a business expense attributable to boycott operations, enterfollowing items. deduction. the amount on line 12. If you cannot• Taxes on income excluded on • Taxes on foreign oil and gas figure the amount of taxes specificallyForm 2555 or Form 2555-EZ. Reduce extraction income. Reduce taxes paid attributable to boycott operations,taxes paid or accrued by the taxes or accrued by taxes imposed on foreign multiply the credit otherwise allowableallocable to any foreign earned income oil and gas extraction income. The by the international boycott factorexcluded on Form 2555 or Form amount of the reduction is the amount (figured on Schedule A (Form 5713),2555-EZ. If only part of your foreign by which your foreign oil and gas International Boycott Factor) and enterearned income is excluded, you must extraction taxes exceed the amount of the result on line 32 of Part IV. Attach adetermine the amount of tax allocable your foreign oil and gas extraction statement showing in detail how youto excluded income. To do so, multiply income for the year multiplied by a figured the reduction.the foreign taxes paid or accrued on fraction equal to your pre-credit U.S. tax
For more information, see Formforeign earned income received or liability (for example, Form 1040, line

5713 and its instructions.accrued during the tax year by the 44) divided by your worldwide income.
following fraction. You may be entitled to carry over to Line 14

other years taxes reduced under thisNumerator: Foreign earned income The amount on line 14 is your taxablerule. See section 907(f).and housing amounts you excluded for income (or loss), before adjustments,• Taxes on foreign mineral income.the tax year minus otherwise deductible from sources outside the United States.Reduce taxes paid or accrued onexpenses (not including the foreign If the amount on line 14 is zero or amineral income from a foreign countryhousing deduction) allocable to that loss, you generally have no foreign taxor U.S. possession if you took aincome. credit for the category of incomededuction for percentage depletionDenominator: Your total foreign checked above Part I of this Formunder section 613 for any part of theearned income received or accrued 1116. However, you must complete linemineral income.during the tax year minus deductible 15 and continue with the form even if• Reduction for failure to file Formexpenses (including the foreign housing line 14 is zero or a loss.5471. U.S. shareholders who control adeduction) allocable to that income. foreign corporation must file FormHowever, if the foreign jurisdiction
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adjustments, enter $600 ($1,000 − 14, less any adjustment for allocation ofLine 15
$400) on line 16 of that form. losses from other categories and anyYou are required to increase or adjustment under the two precedingIn this case, all of the $2,000 lossdecrease the amount on line 14 by the paragraphs. See Pub. 514 if youwas allocated between the foreignfollowing adjustments. The adjustments disposed of property described abovesource passive income and the highmust be made in the order listed. If you and you recognized foreign source gainwithholding tax interest categories, andhave more than one adjustment, enter in a different category than the overallno reduction was made to U.S. sourcethe net adjustment on line 15 and foreign loss, you recognized U.S.income.attach a detailed statement showing source gain, or you did not recognizeIf you receive general limitationyour computation. See Pub. 514 for gain.income in a later year, you mustmore details on each of these

Attach a statement to Form 1116recharacterize all or part of that incomeadjustments.
showing the balance in each separateas passive income and high withholding
limitation overall foreign loss account.tax interest in that later year. See theThe adjustments are:
See Regulations section 1.904(f)-1(b)example under Recharacterization of1. Allocation of foreign losses. If for more information.income on this page.you have a loss on line 14 of one Form

2. Recapture of prior year overall 3. Recharacterization of income.1116 and you have income on line 14
foreign loss. If you had an overall If, in a prior tax year, you reduced yourof one or more other Forms 1116, you
foreign loss in a prior year that offset foreign taxable income in the categorymust reduce the foreign income by a
U.S. source income, a part of your checked above Part I by a pro ratapro rata share of the loss before you
foreign income (in the same category share of a loss from another category,use any remaining loss to reduce U.S.
as the loss) is treated as U.S. source you must recharacterize in 2005 all orsource income.
income in each following tax year. The part of any income you receive in 2005If the loss reduces foreign source part that is treated as U.S. source in that loss category. Youincome, you must recharacterize the income is the smallest of: recharacterize the income by:income you receive in the loss category • Increasing the amount on line 14a. The amount of overall foreignin later years. See Recharacterization (adjusted by any of the otherloss not recaptured in earlier years,of income on this page. In situations adjustments previously mentioned inb. 50% (or more, if you choose) ofwhere the loss to be allocated exceeds these line 15 instructions) of the Formyour taxable income from foreignforeign income in other categories, the 1116 for each of the other categoriessources, orexcess reduces U.S. source income (as previously reduced by including on linec. The amount from line 14, lessmodified below under Capital losses) 15 any recharacterized income andany adjustment for allocation of lossesand for later years you must follow the • Decreasing the amount on line 14from other categories, as describedrules described under Recapture of (adjusted by any of the otherunder Allocation of foreign losses onprior year overall foreign loss on this adjustments previously mentioned inthis page.page. these line 15 instructions) of the FormReduce the income on line 14 by

1116 for the loss category by includingincluding (in parentheses) on line 15Capital losses.  In determining your on line 15 the amount ofthe smallest of a, b, or c above. This isU.S. source income, reduce the amount recharacterized income as a negativethe amount of the recapture. Be sure toof any capital losses from U.S. sources number (in parentheses).attach your computation. If you elect toby the amount you entered on line 4 of
recapture more of an overall foreign Also include on line 15 income thatWorksheet A or line 5 of the Line 2
loss than is required (b above), show in must be recharacterized in 2005 asWorksheet for Worksheet B. If you have
your computation the percentage of income in the category checked abovecapital losses from U.S. sources and
taxable income recaptured and the Part I because of a foreign lossyou did not use either Worksheet A or
dollar amount of the recapture. allocation that reduced U.S. sourceWorksheet B, see Pub. 514 to

income in prior tax years.determine your U.S. source income. Dispositions of certain property.
Example. Using the facts in theExample. For 2005, you completed If you recognized foreign source gain in

example under Allocation of foreignthree Forms 1116. The first had a loss the same category as the overall
losses on this page, in the next yearfrom general limitation income of foreign loss on a disposition of property
(2006), you have $5,000 of general$2,000 on line 14, the second had that was used predominantly in a
limitation income, $3,000 of passiveincome of $4,000 from passive sources foreign trade or business and that
income, and $500 of high withholdingon line 14, and the third had income of generated foreign source income in the
tax interest. Because $1,600 of the$1,000 from high withholding tax same category as the overall foreign
general limitation loss was used tointerest on line 14. You must allocate loss, then the gain on the disposition
reduce your passive income in 2005,the $2,000 loss between the passive may be subject to recapture as U.S.
$1,600 of your 2006 general limitationincome and the high withholding tax source income to the extent of 100% of
income must be recharacterized asinterest in the same proportion as each your foreign source taxable income.
passive income. Similarly, $400 of thecategory’s income bears to the total See section 904(f)(3).
general limitation income must beforeign income. The above rule also generally recharacterized as high withholding taxThe amount of the loss that would applies to a gain on the disposition of interest. On your 2006 Form 1116 forreduce passive income would be 80% stock in a controlled foreign corporation passive income, you would include($4,000/$5,000) of the $2,000 loss or (CFC), if you owned more than 50 $1,600 on line 15. On your 2006 Form$1,600. Include the $1,600 (in percent (by vote or value) of the stock 1116 for high withholding tax interest,parentheses) on line 15 of the passive right before you disposed of it. See you would include $400 on line 15. Onincome Form 1116. Assuming you have section 904(f)(3)(D) for more your 2006 Form 1116 for generalno other line 15 adjustments, enter information and exceptions. limitation income, you would include$2,400 ($4,000 − $1,600) on line 16 of Reduce line 14 by including (in ($2,000) on line 15.that form. parentheses) on line 15 the smallest of

Recharacterizing income from aThe amount of the loss that would (a) the amount of the gain not
separate category does notreduce high withholding tax interest recaptured under the two preceding
result in recharacterizing anywould be 20% ($1,000/$5,000) of the

TIP
paragraphs, (b) the remaining amount

tax.$2,000 loss or $400. Include the $400 of the overall foreign loss not
(in parentheses) on line 15 of the high recaptured in earlier years or in the 4. Allocation of U.S. losses. If you
withholding tax interest Form 1116. current year under the two preceding have a net loss from U.S. sources in
Assuming you have no other line 15 paragraphs, or (c) the amount from line 2005, proportionately allocate that loss
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among the separate categories of your • Line 7 of your Qualified Dividends Lines 2 through 5. Skip these lines.
foreign income. Reduce the income on and Capital Gain Tax Worksheet is

Line 6. Enter the amount fromline 14 (adjusted by any of the other greater than zero, and
line 14 of the Qualified Dividends andadjustments previously mentioned in • Line 17 of your Qualified Dividends
Capital Gain Tax Worksheet.these line 15 instructions) by including and Capital Gain Tax Worksheet is less

(in parentheses) on line 15 the than line 18 of that worksheet. Complete all other lines as instructed
allocable portion of any U.S. loss. A Adjustment exception:  If you qualify on the worksheet.
U.S. loss includes a rental loss on for the adjustment exception, you do
property located in the United States. If Estates and Trusts Thatnot need to use the worksheet for line
you have any qualified dividends or 17 to figure the amounts to enter on Completed a Qualified
capital gains (including capital gain line 17. You qualify for the adjustment Dividends Tax Worksheet ordistributions) or losses for the taxable exception if you meet both of the Schedule Dyear and you are required to make any following requirements:

If you completed the Qualifiedadjustments to those amounts, as 1. Line 7 of the Qualified Dividends Dividends Tax Worksheet in theexplained earlier under Foreign and Capital Gain Tax Worksheet does instructions for Form 1041 or youQualified Dividends and Capital Gains not exceed: completed Part V of Schedule D (Form(Losses) starting on page 6 or the • $182,800 if married filing jointly or 1041), you must use the Worksheet forinstructions for line 17, the amount of qualifying widow(er); Line 17 on this page to figure theyour U.S. loss is the excess of: • $91,400 if married filing amount to enter on line 17 if:1. The total of the amounts entered separately;
1. You figured your tax using theon line 14 for each Form 1116 you are • $150,150 if single; or

Qualified Dividends Tax Worksheet,filing, over • $166,450 if head of household.
line 5 of that worksheet is greater than2. The amount entered on line 17 of 2. The amount of your foreign
zero, and line 15 of your Qualifiedthe Form 1116. source net capital gain, plus the
Dividends Tax Worksheet is less thanamount of your foreign source qualified
line 16 of that worksheet, ordividends is less than $20,000. For thisLine 17 2. You figured your tax using thepurpose, ignore any capital gain
Part V of Schedule D (Form 1041), lineIf you have qualified dividends or distributions or qualified dividends you
23 of the Schedule D is greater thancapital gains, you may be required to elected to include on Form 4952, line
zero, and line 33 of the Schedule D ismake adjustments to those qualified 4g.
less than line 34.dividends and gains before you take

those amounts into account on line 17. Your foreign source net capital Adjustment exception: If you qualify
Also, individuals have to adjust their gain is the excess of your for the adjustment exception, you do
taxable income before exemptions if foreign source net long-term not need to use the Worksheet for Line

TIP

they file Form 8914, Exemption Amount capital gain over your foreign source 17 to figure the amount to enter on line
for Taxpayers Housing Individuals net short-term capital loss. 17. You qualify for the adjustment
Displaced by Hurricane Katrina. exception if:If you do not need to complete the

Worksheet for Line 17, enter on 1. Line 5 of the Qualified DividendsIndividuals Who Completed a line 17 of Form 1116 your taxable Tax Worksheet or line 23 of Schedule
Qualified Dividends and Capital income without the deduction for your D (Form 1041) does not exceed
Gain Tax Worksheet exemption (for example, the amount $7,150, and

from Form 1040, line 41), minus anyIf you completed the Qualified 2. The amount of your foreign
amount shown on Form 8914, line 2.Dividends and Capital Gain Tax source net capital gain, plus the

Worksheet in the instructions for your Completing the Worksheet for amount of your foreign source qualified
tax return, you must use the Worksheet Line 17. If you do need to complete dividends, is less than $20,000. For this
for Line 17 on this page to figure the the Worksheet for Line 17, do the purpose, ignore any foreign source
amount to enter on line 17 if: following. qualified dividends or capital gains that

Worksheet for Line 17 (Worldwide Qualified Dividends and Capital Gains) (Keep for Your Records)

Caution: See the instructions for Line 17 beginning on this page before starting this worksheet.

1. Individuals: Enter the amount from Form 1040, line 41 (minus any amount on Form 8914, line 2).
If you are a nonresident alien, enter the amount from Form 1040NR, line 38 (minus any amount
on Form 8914, line 2).
Estates and trusts: Enter taxable income without the deduction for your exemption . . . . . . . . . . 1.

2. Enter your worldwide 28% gains (see instructions) . . . . . . . . . . . . . . . 2.

3. Multiply line 2 by 0.2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.

4. Enter your worldwide 25% gains (see instructions) . . . . . . . . . . . . . . . 4.

5. Multiply line 4 by 0.2857 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.

6. Enter your worldwide 15% gains and qualified dividends (see
instructions) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.

7. Multiply line 6 by 0.5714 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.

8. Add lines 3, 5, and 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.

9. Subtract line 8 from line 1. Enter the result here and on Form 1116, line 17 . . . . . . . . . . . . . . . . . 9.
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you elected to include on Form 4952, of Form 1116 your taxable income figured on all of your Forms 1116.
line 4g. without the deduction for your However, if you completed a Form

exemption (for example, the amount 1116 for category g (lump-sum
Your foreign source net capital from Form 1040, line 41), minus any distributions) or h (section 901(j)
gain is the excess of your amount shown on Forms 8914, line 2. income), do not use Part IV of that
foreign source net long-term Form 1116 as your summary. Enter theIf you do need to complete the

TIP

capital gain over your foreign source credits from line 21 of all of your FormsWorksheet for Line 17, do the following.
net short-term capital loss. 1116 on lines 22 through 29 of theLine 2. Enter the amount (if any) Form 1116 you are using to summarizeIf you do not need to complete the from line 32 of the Schedule D Tax your credits. File the other Forms 1116Worksheet for Line 17, enter on Worksheet. as attachments.line 17 of Form 1116 the estate’s or Line 4. Enter the amount (if any)
trust’s taxable income without the from line 29 of the Schedule D Tax Line 31deduction for its exemption. Worksheet. Enter the smaller of line 19 or line 30.Completing the Worksheet for Line 6. Enter the amount (if any) Note. Generally, line 30 will exceedLine 17. If you do need to complete from line 23 of the Schedule D Tax line 19 only if you have U.S. capitalthe Worksheet for Line 17, do the Worksheet. gains or qualified dividends that arefollowing.

Complete all other lines as instructed subject to the capital gain rateLines 2 through 5. Skip these lines. on the worksheet. differential (figured in the Worksheet for
Line 6. Enter the amount from line Line 17 on page 17).Line 1912 of the Qualified Dividends Tax

Worksheet or line 30 of Schedule D. If you are completing line 19 for
Paperwork Reduction Act Notice.separate category g (lump-sumComplete all other lines as instructed
We ask for the information on this formdistributions), enter the amount fromon the worksheet.
to carry out the Internal Revenue lawsline 5 of the Worksheet for Lump-SumTaxpayers Who Completed the of the United States. You are requiredDistributions on page 4.Schedule D Tax Worksheet to give us the information. We need it toDo not complete line 19 for separate ensure that you are complying with If you figured your tax using the category h (section 901(j) income). See these laws and to allow us to figure andSchedule D Tax Worksheet (in the page 3. collect the right amount of tax.Schedule D (Form 1040) instructions or For all other applicable categories,in the Form 1041 instructions), you You are not required to provide thecomplete line 19 as follows.must use the Worksheet for Line 17 on information requested on a form that is

Form 1040 filers. Enter the amountpage 17 to figure the amount of tax to subject to the Paperwork Reduction Act
from Form 1040, line 44, less any taxenter on line 17 of Form 1116 if: unless the form displays a valid OMB
included on line 44 from Form 4972.• Line 17 of the Schedule D Tax control number. Books or records
Form 1040NR filers. Enter the amountWorksheet is greater than zero, and relating to a form or its instructions
from Form 1040NR, line 41, less any• Line 35 of the Schedule D Tax must be retained as long as their
tax included on line 41 from Form 4972.Worksheet is less than line 36. contents may become material in the

Adjustment exception: If you qualify administration of any Internal RevenueForm 1041 filers. Enter the amount
for the adjustment exception, you do law. Generally, tax returns and returnfrom Form 1041, Schedule G, line 1a.
not need to use the Worksheet for Line information are confidential, as required

Line 2117 to figure the amount to enter on line by section 6103.
17. You qualify for the adjustment The maximum foreign tax credit you The time needed to complete and
exception if: can claim in the current year is file this form will vary depending on

generally limited to the allocated1. The amount of your foreign individual circumstances. The
amount of U.S. tax imposed on thesource qualified dividends plus the estimated burden for individual
foreign income, or the actual amount ofamount of your foreign source net taxpayers filing this form is approved
foreign tax paid or accrued on thecapital gain is less than $20,000, and under OMB control number 1545–0074
foreign income (after reductions2. Line 17 of the Schedule D Tax and is included in the estimates shown
required on line 12), whichever is less.Worksheet (Form 1040) is less than or in the instructions for their individual
However, see Foreign Taxes Eligibleequal to: income tax return. The estimated
for a Credit on page 2 for additional burden for all other taxpayers who file• $182,800 if married filing jointly or information. this form is:Recordkeeping, 2 hr., 43qualifying widow(er); min.; Learning about the law or theIf the amount on line 20 is smaller• $91,400 if married filing separately; form, 1 hr., 5 min.; Preparing thethan the amount on line 13, see• $150,150 if single; or form, 2 hr., 39 min.; Copying,Pub. 514 for more information on• $166,450 if head of household assembling, and sending the form tocarryback and carryforward provisions,(or, for trusts and estates, line 17 of the the IRS,including examples.Schedule D Tax Worksheet (Form 34 min.1041) is less than or equal to $7,150).

If you have comments concerning
Your foreign source net capital Part IV—Summary of the accuracy of these time estimates or
gain is the excess of your suggestions for making this formCredits From Separateforeign source net long-term

TIP
simpler, we would be happy to hear

capital gain over your foreign source from you. You can write to the IRS atParts IIInet short-term capital loss. Ignore any the address listed in the instructions ofComplete lines 22 through 29 inforeign source qualified dividends or the tax return with which this form isPart IV only if you must complete morecapital gains that you elected to include filed.than one Form 1116 because you haveon Form 4952, line 4g, in determining
more than one of the categories ofthe amount of your foreign source
income listed above Part I.qualified dividends and net capital gain.

Complete Part IV on only one FormIf you do not need to complete the
1116 to summarize the credits youWorksheet for Line 17, enter on line 17

-18-


	f1_1(0): 
	f1_2(0): 
	c1_1(0): Off
	c1_2(0): Off
	c1_3(0): Off
	c1_4(0): Off
	c1_5(0): Off
	c1_6(0): Off
	c1_7(0): Off
	c1_8(0): Off
	c1_9(0): Off
	c1_10(0): Off
	f1_3(0): 
	f1_4(0): 
	f1_5(0): 
	f1_6(0): 
	f1_7(0): 
	f1_8(0): 
	f1_9(0): 
	f1_10(0): 
	f1_11(0): 
	f1_12(0): 
	f1_13(0): 
	CopyOf_1_c1_11(0): Off
	f1_14(0): 
	f1_15(0): 
	f1_16(0): 
	f1_17(0): 
	f1_18(0): 
	f1_19(0): 
	f1_20(0): 
	f1_21(0): 
	f1_22(0): 
	f1_23(0): 
	f1_24(0): 
	f1_25(0): 
	f1_26(0): 
	f1_27(0): 
	f1_28(0): 
	f1_29(0): 
	f1_30(0): 
	f1_31(0): 
	f1_32(0): 
	f1_33(0): 
	f1_34(0): 
	f1_35(0): 
	f1_36(0): 
	f1_37(0): 
	f1_38(0): 
	f1_39(0): 
	f1_40(0): 
	f1_41(0): 
	f1_42(0): 
	f1_43(0): 
	f1_44(0): 
	f1_45(0): 
	f1_46(0): 
	f1_47(0): 
	f1_48(0): 
	f1_49(0): 
	f1_50(0): 
	f1_51(0): 
	c1_11(0): Off
	c1_12(0): Off
	f1_52(0): 
	f1_53(0): 
	f1_54(0): 
	f1_55(0): 
	f1_56(0): 
	f1_57(0): 
	f1_58(0): 
	f1_59(0): 
	f1_60(0): 
	f1_61(0): 
	f1_62(0): 
	f1_63(0): 
	f1_64(0): 
	f1_65(0): 
	f1_66(0): 
	f1_67(0): 
	f1_68(0): 
	f1_69(0): 
	f1_70(0): 
	f1_71(0): 
	f1_72(0): 
	f1_73(0): 
	f1_74(0): 
	f1_75(0): 
	f1_76(0): 
	f1_77(0): 
	f1_78(0): 
	f1_79(0): 
	f1_80(0): 
	f1_81(0): 
	f1_82(0): 
	f2_1(0): 
	f2_2(0): 
	f2_3(0): 
	f2_4(0): 
	f2_5(0): 
	f2_6(0): 
	f2_7(0): 
	f2_8(0): 
	f2_9(0): 
	f2_10(0): 
	f2_11(0): 
	f2_12(0): 
	f2_13(0): 
	f2_14(0): 
	f2_15(0): 
	f2_16(0): 
	f2_17(0): 
	f2_18(0): 
	f2_19(0): 
	f2_20(0): 
	f2_21(0): 
	f2_22(0): 
	f2_23(0): 
	f2_24(0): 
	f2_25(0): 


