
2007 Form 1116, Foreign Tax Credit and Instructions  

Purpose: This is the first circulated draft of the 2007 Instructions for Form 1116 and a second 
circulated draft of the Form 1116 for your review and comments. See below for a discussion of 
the major changes made to the form since the first circulation. See the next page for major 
changes to the instructions. 

TPCC Meeting: None, but may be arranged if requested. 
 
Prior Version: The 2006 Instructions for Form 1116 are available at:   
http://www.irs.gov/pub/irs-pdf/i1116.pdf 

Form: The first circulation of Form 1116 was posted on April 16, 2007 and is available at:  
http://taxforms.web.irs.gov/Products/Drafts/2007-2/07f1116_d1.pdf 

Other Products: Circulations of draft tax forms, instructions, notices, and 
publications are posted at:  
http://taxforms.web.irs.gov/draft_products.html 

Comments: Please email, fax, call, or mail any comments to the TLS below and Reviewer, 
Mark Richter at mark.e.richter@irs.gov  by August 31, 2007. 

 
Moneta Howland 
Tax Forms and Publications 
SE: W:CAR:MP:T:I:S 
Email:moneta.s.howalnd@irs.gov 
Phone: 202-622-3161 
Fax: 202-622-5022 

Major Changes to the 2007 Form 1116  

Page 1, above Part I  
• We changed passive income to passive category income and general limitation income 

to general category income to match the wording in the code.  
• We moved the general category income box up to b and the lump-sum distribution box   

from b to e. The general category income basket is an official basket and should be listed 
before the three exceptions.  

 
Page 2  

• Line 19, caution- we changed separate category b to e due to the ordering of the boxes 
on page 1.  

• We switched the order of credits- lump-sum distributions is switched from 23 to 25 and 
general category income is switched from 25 to 23 due to the ordering of the boxes on 
page 1.  

http://www.irs.gov/pub/irs-pdf/i1116.pdf
http://taxforms.web.irs.gov/Products/Drafts/2007-2/07f1116_d1.pdf
http://taxforms.web.irs.gov/draft_products.html
mailto:mark.e.richter@irs.gov


Description of Major Changes for the  
2007 Instructions for Form 1116 

 
 Page 1  

• We updated What’s New 
1. To highlight the elimination of certain foreign source income categories per P.L. 

108-357, sec 404. 
2. To add a discussion regarding the carryforward of unused foreign taxes from the 

eliminated categories per P.L. 108-357, sec. 404 
3. To highlight the recharacterization of overall domestic loss per P.L. 108-357, sec. 

402. 
• Middle column, 1st bulleted item-we deleted ”(b) income that would be passive 

except that it is also described in another category.” IRC 904(d)(2)(B)(iii) and IRC 
904(k)(3)(A)(i) as amended by P.L. 108-357, sec. 404. 

 
Pages 3-4 

• We revised the discussion under Categories of Income to reflect the elimination of 
certain foreign source income categories and the renaming of passive income to 
passive category income and general limitation category to general category 
income. Per P.L. 108-357, sec. 404. 

• We revised the discussion of passive category income to include passive income 
and specified passive category income per P.L. 108-357, sec. 404. 

• We reordered the discussion of the baskets to conform to the reordering of the 
baskets on Form 1116: The general category income basket is an official basket 
and should be listed before the three exceptions-Section 901(j) income, Certain 
income re-sourced by treaty and Lump-sum distributions. 

 
Pages 6-7 

• Under Foreign Qualified Dividends and Capital Gains (Losses) we added 
references through out the discussion to reflect that if taxpayers qualify for the 
adjustment exception, they can make an election not to make the adjustment and 
if they do, they must elect not to adjust any of their foreign source qualified 
dividends or capital gains. Reg sec 1.904(b)-1(b)(3). 

• Under Adjustment Exception, we updated the dollar amounts for 1040 filers, 
1040NR filers and Schedule D filers to reflect the inflation adjustments per Rev 
Proc 2006-53. 

 
Page 13 

• Column 2, in the Example, we changed the last sentence to tell taxpayers who 
complete 2 or more Forms 1116 to complete Part IV on the Form 1116 with the 
largest amount entered on line 21. This change was recommended by the LMSB 
Globalization Strategy & Policy office.  

• Column 3, under Lines 2 Through 5-Deduction and Losses, 4th bullet, we deleted 
references to the additional exemption for housing Hurricane Katrina displaced 
individuals. The exemption applied only to tax years 2005 and 2006 per  



P.L. 109-73, sec. 302. 
• Column 3, under Itemized deduction limit, we revised the amount of the itemized 

deduction limit per Rev. Proc 2006-53. We also revised the reference to the line 
on the itemized deduction worksheet (line 11) that has the overall reduction. We 
made the same change in the example that follows. 

Page 14 
• Column 1, under Line 3a, we added General Sales tax to the bulleted list. The 

deductibility of this tax was extended per P.L, 109-432, sec 103. 
• Column 2, under Line 4a, we added “qualified mortgage insurance premiums” to 

the discussion regarding deductible home mortgage interest per P.L. 109-432, sec. 
419. 

 
Page 15 
Column 1, 1st full paragraph- we added a discussion regarding the special rule for 
carrying forward foreign tax credits that were in one of the eliminated baskets.    
CC:INTL is working on rules for carrybacks to 2006, which we plan to cover in these 
instructions. IRC 904(d)(2)(K) 
 
Pages 16-17 
Page 16, Column 3 under Line 17, we deleted references to the additional exemption 
for housing Hurricane Katrina displaced individuals. The exemption applied only to 
tax years 2005 and 2006 per P.L. 109-73, sec. 302.  
We also deleted the references in the Worksheet for Line 17 on page 17. 
 
Pages 17-18 
• Under Adjustment exception, we added references through out the discussion to 

reflect that if taxpayers qualify for the adjustment exception, they can make an 
election not to make the adjustment, and if they do, they must elect not to adjust 
any of their qualified dividends or capital gains. Reg sec. 1.904(b)-1(b)(3) 

• Under Adjustment exception, we updated the dollar amounts for 1040 filers, 
1040NR filers and Schedule D filers to reflect the inflation adjustments per Rev 
Proc 2006-53. 

• Page 18, 3rd column, 1st full paragraph- we changed the last sentence to tell 
taxpayers who complete 2 or more Forms 1116 to complete Part IV on the Form 
1116 with the largest amount entered on line 21. This change was recommended 
by the LMSB Globalization Strategy & Policy office. 
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Department of the Treasury
Internal Revenue Service2007

Instructions for Form 1116
Foreign Tax Credit
(Individual, Estate, or Trust)

Section references are to the Internal Recharacterization of overall described on page 3, and (b) certain
domestic loss. If you have an overall export financing interest.Revenue Code unless otherwise noted.
domestic loss for any tax year • All the income and any foreign taxes
beginning after 2006, you must paid on it were reported to you on aGeneral Instructions
recharacterize a portion of your U.S. qualified payee statement. Qualified
source taxable income in succeeding payee statements include FormWhat’s New for 2007 years as foreign source taxable income 1099-DIV, Form 1099-INT, Schedule
for purposes of the foreign tax credit. K-1 (Form 1041), Schedule K-1 (FormIncome categories eliminated. The

1065), Schedule K-1 (Form 1065-B),following categories of income have In a tax year you choose to claim the Schedule K-1 (Form 1120S), or similarbeen eliminated for purposes of foreign tax credit, the overall domestic substitute statements.computing the foreign tax credit limit. loss is the domestic loss for that tax • Your total creditable foreign taxes areIncome that previously fell in these year to the extent it offsets foreign not more than $300 ($600 if marriedcategories is either passive category source taxable income for that tax year filing a joint return).income or general category income. or for any preceding tax year (in which
you chose to claim the foreign tax This election is not available to• High withholding tax interest.
credit) because of a carryback. If you estates or trusts.• Financial services income.
do not choose to claim the foreign tax• Shipping income. If you make this election:credit for a tax year, the overall • You cannot carry over to any other• Dividends from a domestic domestic loss is the domestic loss for year any foreign taxes paid or accruedinternational sales corporation (DISC) that tax year to the extent it offsets in a tax year to which the electionor former DISC. foreign source taxable income for any applies (but carryovers to and from• Certain distributions from a foreign preceding tax year (in which you chose other years are unaffected). See thesales corporation (FSC) or former FSC. to claim the foreign tax credit) because instructions for line 10 on beginning onof a carryback. page 14.High withholding tax interest and • You are still required to take intoshipping income are passive category Election To Claim the account the general rules forincome or general category income,

determining whether a tax is creditable.Foreign Tax Creditdepending on the circumstances.
See Foreign Taxes Eligible for a CreditFinancial services income is general Without Filing Form 1116 and Foreign Taxes Not Eligible for acategory income if you are
Credit on page 2.You may be able to claim the foreignpredominantly engaged in the active • You are still required to reduce thetax credit without filing Form 1116. Byconduct of a banking, insurance,
taxes available for credit by any amountmaking this election, the foreign taxfinancing or similar business. Dividends you would have entered on line 12 ofcredit limitation (lines 14 through 20 offrom a DISC or former DISC and Form 1116. See the instructions forthe form) will not apply to you. Thiscertain distributions from a FSC or Line 12 on page 15.election is available only if you meet allformer FSC are passive category

of the following conditions.income. To make the election, just enter on
• All of your foreign source gross the foreign tax credit line of your tax

Carryforward of unused foreign income was “passive category income” return (for example, Form 1040, line 51)
taxes. A special rule applies when you (which includes most interest and the smaller of (a) your total foreign tax
carry forward unused foreign taxes that dividends) (see page 3). However, for or (b) your regular tax (for example,
were in the eliminated income this purpose, passive income also Form 1040, line 44).
categories to a tax year beginning after includes (a) income subject to the
2006. See the instructions for line 10. special rule for high-taxed income Purpose of Form

Who should file. File Form 1116 toTax Help claim the foreign tax credit if the
election above does not apply and:

For more information about, or assistance with figuring, the foreign tax credit, the following • You are an individual, estate, or trust,
IRS resources are available. and

• You paid or accrued certain foreign
IRS Contacts • Call 1-800-829-1040 (in U.S. and Puerto Rico). taxes to a foreign country or U.S.

• Call 215-516-2000 (overseas) (not toll free). possession.
• Contact IRS offices at U.S. embassies in London, Paris, or See Foreign Taxes Eligible for a

the U.S. consulate in Frankfurt. Credit on page 2 to determine if the
• Write to Internal Revenue Service, International Section, taxes you paid or accrued qualify for

P.O. Box 920, Bensalem, PA 19020-8518. the credit.
Do not use Form 1116 to figure aPublications • Pub. 54, Tax Guide for U.S. Citizens and Resident Aliens

credit for taxes paid to the U.S. VirginAbroad.
Islands. Instead, use Form 8689,• Pub. 514, Foreign Tax Credit for Individuals. Allocation of Individual Income Tax to

• Pub. 519, U.S. Tax Guide for Aliens. the U.S. Virgin Islands.
• Pub. 570, Tax Guide for Individuals With Income From U.S. Nonresident aliens. If you are a

Possessions. nonresident alien, you generally cannot
• Pub. 575, Pension and Annuity Income. take the credit. However, you may be

able to take the credit if:

Cat. No. 11441F

Draft as of 07/27/2007
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• You were a resident of Puerto Rico  U.S. citizens living in certain treaty purchase or sale of oil or gas extracted
during your entire tax year, or countries may be able to take an in that country if you do not have an
• You pay or accrue tax to a foreign additional foreign tax credit for foreign economic interest in the oil or gas, and
country or U.S. possession on income tax imposed on certain items of income the purchase price or sales price is
from foreign sources that is effectively from the United States. See Tax different from the fair market value of
connected with a trade or business in Treaties in Pub. 514 for details. If this the oil or gas at the time of the
the United States. But if you must pay applies to you, use the worksheet near purchase or sale.
tax to a foreign country or U.S. the back of Pub. 514 to help you figure 9. Foreign taxes paid or accrued on
possession on income from U.S. this additional credit. income for which you are claiming an
sources only because you are a citizen exclusion on Form 8873, Extraterritorial
or a resident of that country or U.S. Income Exclusion. However, seeForeign Taxes Notpossession, do not use that tax in section 943(d) for an exception for
figuring the amount of your credit. certain withholding taxes.Eligible for a Credit

See section 906 for more information You cannot take a credit for the You cannot take a credit for anyon the foreign tax credit allowed to a following foreign taxes. interest or penalties you must pay.nonresident alien individual. 1. Taxes paid to a foreign country
that you do not legally owe, includingCredit or Deduction Foreign Currencyamounts eligible for refund by the

Instead of claiming a credit for eligible foreign country. If you do not exercise Conversionforeign taxes, you can choose to your available remedies to reduce the
Report all amounts in U.S. dollarsdeduct foreign income taxes. Form amount of foreign tax to what you
except where specified otherwise in1040 filers choosing to do so would legally owe, a credit for the excess
Part II. If you have to convert fromdeduct foreign income taxes on amount is not allowed.
foreign currency, attach a detailedSchedule A (Form 1040), Itemized

Example. Country X withholds $25 explanation of how you figured theDeductions. Generally, if you take the
of tax from a payment made to you. conversion rate.credit for any eligible foreign taxes, you
Under the income tax treaty betweencannot take any part of that year’s

If you take a credit for taxes paid, thethe United States and Country X, youforeign taxes as a deduction. However,
conversion rate is the rate of exchangeowe only $15 and can claim a refundeven if you take the credit for eligible
in effect on the day you paid the foreignfrom Country X for the other $10. Onlyforeign taxes for the year, you can take
taxes (or on the day the tax was$15 is eligible for the foreign tax credita deduction for:
withheld). If you receive a refund of(whether or not you apply for a refund).• Foreign taxes not allowed as a credit
foreign taxes paid, the conversion rate2. Taxes imposed by and paid tobecause of boycott provisions.
is the rate in effect when you paid thecertain foreign countries. These• Taxes paid to certain foreign
taxes, not when you receive the refund.countries are those designated by thecountries for which a credit has been

Secretary of State as countries thatdenied, as described in item (2) under If you choose to account for foreignrepeatedly provide support for acts ofForeign Taxes Not Eligible for a Credit income taxes on an accrual basis, youinternational terrorism, countries withon this page. must generally use the averagewhich the United States does not have• Taxes on income or gain that are not exchange rate for the tax year to whichdiplomatic relations, or countries whosecreditable because you do not meet the the taxes relate. However, you cannotgovernments are not recognized by theholding period requirement, as do so if either of the following apply.United States. Pub. 514 contains a listdescribed in item (3) or (5) under • The foreign taxes are actually paidof these countries.Foreign Taxes Not Eligible for a Credit more than 2 years after the close of the
on this page. 3. Foreign taxes withheld on a tax year to which they relate.• Taxes on income or gain that are not dividend from a corporation, if you have • The foreign taxes are actually paid in
creditable because you have to make not held the stock for at least 16 days a tax year prior to the year to which
related payments, as described in item within the 31-day period that begins 15 they relate.
(4) or (6) under Foreign Taxes Not days before the ex-dividend date. This
Eligible for a Credit on this page. required holding period is greater for Accrued foreign taxes not eligible for
• Certain taxes paid or accrued to a preferred-stock dividends attributable to conversion at the yearly average
foreign country in connection with the periods totaling more than 366 days. exchange rate must be converted using
purchase or sale of oil or gas extracted See section 901(k)(3) or Pub. 514. the exchange rate on the date of
in that country, as described in item (8) payment of the tax.4. Foreign taxes withheld on a
under Foreign Taxes Not Eligible for a dividend to the extent that you have to Election to use exchange rate onCredit on this page. make related payments on positions in date paid. If you have accrued foreignsimilar or related property.If you want to change your election taxes that you are otherwise required toto take a deduction instead of a credit, convert using the average exchangeExample. You receive a dividendor a credit instead of a deduction, you rate, you may elect to use thesubject to foreign withholding tax. Youmust do so within a special 10-year exchange rate in effect on the date theare obligated to pay someone else anlimitation period. See Pub. 514 for more foreign taxes are paid if the taxes areamount equal to all these dividends youinformation. denominated in a foreign currency.receive. You cannot claim a foreign tax

Once made, the election applies to thecredit for the withholding tax on theseForeign Taxes Eligible tax year for which made and alldividends.
subsequent tax years unless revoked5. Foreign taxes withheld on incomefor a Credit with the consent of the IRS. Theor gain (other than dividends) fromYou can take a credit for income, war election is available for tax yearsproperty if you have not held theprofits, and excess profits taxes paid or beginning after 2004. It must be madeproperty for at least 16 days within theaccrued during your tax year to any by the due date (including extensions)31-day period that begins 15 daysforeign country or U.S. possession, or for filing the tax return for the first taxbefore the date on which the right toany political subdivision (for example, year to which the election applies.receive the payment arises. Seecity, state, or province), agency, or Make the election by attaching asection 901(l) or Pub. 514.instrumentality of the country or statement to the applicable tax return.6. Foreign taxes withheld on incomepossession. This includes taxes paid or

or gain (other than dividends) fromaccrued in lieu of a foreign or Special rules for a qualified business
property to the extent you have to makepossession income, war profits, or unit.  If you have a qualified business
related payments on positions in similarexcess profits tax that is otherwise unit, see Pub. 514 for special rules for
or related property.generally imposed. For purposes of the converting foreign income and taxes

7. Payments of foreign tax that arecredit, U.S. possessions include Puerto into U.S. dollars. You may have a
returned to you in the form of a subsidy.Rico, Guam, the Commonwealth of the qualified business unit if you own and

8. Taxes paid or accrued to aNorthern Mariana Islands, and operate a business or are
foreign country in connection with theAmerican Samoa. self-employed in a foreign country.

-2-
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activities; and transportation services from a CFC are treated as passiveForeign Tax Credit that begin or end in the United States category income to the extent they are
or a U.S. possession. See Pub. 514 for attributable to passive category incomeRedeterminations
more information. of the CFC. See Regulations sectionIf you claim a credit for foreign taxes 1.904-5 for more information.Compensation for labor or personalpaid, and you receive a refund of all or
services as an employee. If you arepart of those taxes in a later year, you b. General Category Incomean employee and receive compensationmust file an amended return reducing General category income is income thatfor labor or personal servicesthe taxes credited by the amount is not passive category income orperformed both inside and outside therefunded. income described in categories c., d.,United States, special rules apply inIf you claim the foreign tax credit and e., discussed later. Generaldetermining the source of thebased on foreign taxes accrued instead category income may include:compensation. Compensation (otherof foreign taxes paid, your credit must • Wages, salary, and overseasthan fringe benefits) is sourced on abe redetermined in any of the following allowances of an individual as antime basis. Fringe benefits (such assituations. employee.housing and education) are sourced on

1. Your accrued taxes when paid • Income earned in the active conducta geographical basis. Or you may be
differ from the amount you claimed as a of a trade or business.able to use an alternative basis to
credit. • Gains from the sale of inventory ordetermine the source. If you use an

2. You do not pay the accrued taxes depreciable property used in a trade oralternative basis, you may have to
within 2 years after the close of the tax business.check the box on line 1b (discussed on
year to which they relate. page 13). See Pub. 514 for more Financial services income. In

3. After you pay the accrued taxes, information. general, financial services income is
you receive a full or partial refund of treated as general category income if it
them. is derived by a financial services entityCategories of Income

in the active conduct of a banking,Use a separate Form 1116 to figure theFor item (2) above, foreign taxes insurance, financing, or similarcredit for each category of foreignpaid more than 2 years after the close business. You are a financial servicessource income listed above Part I ofof the tax year to which they relate can entity if you are predominantly engagedForm 1116. The following instructionsbe taken into account in figuring the in the active conduct of a banking,tell you what kind of income to includeforeign tax credit for the year to which insurance, financing, or similarin each category. For more information,they relate. However, the taxes must be business for any taxable year.see Pub. 514, Code section 904, andconverted into dollars at the exchange
Regulations sections 1.904-4 and If you qualify as a financial servicesrate in effect at the time they are paid.
1.904-5. entity because you treat certain itemsIf any of the above situations occurs of income as active financing incomeafter you file your return, you must file a. Passive Category Income under Regulations sectionForm 1040X, Amended U.S. Individual Passive category income consists of 1.904-4(e)(2)(i)(Y), you must show theIncome Tax Return, or other amended passive income and specified passive type and amount of each item on anreturn, to notify the IRS so that your category income. attachment to Form 1116.U.S. tax for the year or years affected

 Passive category income does not High-taxed income In some cases,can be redetermined. Complete and
include gain from the sale of inventory passive income and taxes must beattach to Form 1040X (or other
or property held primarily for sale to treated as general category income andamended return) a revised Form 1116
customers in the ordinary course of taxes. Generally, passive income andfor the tax year(s) affected. See
your trade or business; gain from taxes must be treated as generalTemporary Regulations section
commodities hedging transactions; and category income if the foreign taxes1.905-4T(b) for more information.
active business gains or losses of you paid on the income (after allocationIf you do not notify the IRS of a producers, processors, merchants, or of expenses) exceed the highest U.S.foreign tax refund or change in handlers of commodities. tax that can be imposed on the income.the dollar amount of foreignCAUTION

!
However, no part of the passive incomePassive income. Passive incometaxes paid or accrued, you may have to that is financial services income isgenerally includes dividends, interest,pay a penalty. treated as high-taxed income. Seeroyalties, rents, annuities, gain from the

See Pub. 514 for more information. Regulations section 1.904-4(c) for moresale of property that produces such
information.Tax years beginning before 1998. income or of non-income-producing

For the rules relating to redetermining investment property, and gains from c. Section 901(j) IncomeU.S. taxes for years beginning before foreign currency or commodities
No credit is allowed for foreign taxes1998, see Pub. 514. transactions. Capital gains not related
imposed by and paid or accrued toto the active conduct of a trade or
certain sanctioned countries. However,business are also generally passiveIncome From Sources
income derived from each such countryincome.Outside the is subject to a separate foreign taxPassive income does not include credit limitation. Therefore, you mustUnited States export financing interest, active use a separate Form 1116 for incomebusiness rents and royalties, orThis income generally includes, but is derived from each such country.high-taxed income (see High-taxednot limited to, the following. These countries are thoseincome on this page.)• Compensation for services designated by the Secretary of State asperformed outside the United States. Specified passive category income. countries that repeatedly provide• Interest income from a payer located Dividends from a DISC (domestic support for acts of internationaloutside the United States. international sales corporation ) or terrorism, countries with which the• Dividends from a corporation former DISC to the extent they are United States does not have diplomaticincorporated outside the United States. treated as foreign source income, relations, or countries whose• Gain on the sale of nondepreciable taxable income attributable to certain governments are not recognized by thepersonal property you sold while foreign trade income, and certain United States. Pub. 514 contains a listmaintaining a tax home outside the distributions from a FSC (foreign sales of these countries.United States, if you paid a tax of at corporation) or former FSC are

If you paid taxes to a country thatleast 10% of the gain to a foreign specified passive category income .
ceased to be a sanctioned countrycountry. Look-through rules. Certain income
during the tax year, see Pub. 514 forSpecial rules apply in determining received or accrued by you as a
details on how to figure the foreign taxthe source of income from the sale of 10%-or-more U.S. shareholder in a
credit for the period that begins afterinventory; sale of depreciable property controlled foreign corporation (CFC) is
the end of the sanctions.used in a trade or business; sale of treated as passive category income.

intangible property such as a patent, For example, Subpart F inclusions, Presidential waiver. The President of
copyright, or trademark; ocean dividends interest, rents, and royalties the United States has the authority to

-3-

Draft as of 07/27/2007



Page 4 of 18 Instructions for Form 1116 17:47 - 27-JUL-2007

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

waive the denial of the credit with performed in the United States by a Special Rulesrespect to a sanctioned country if (a) it U.S. citizen resident in a foreign
is in the national interest of the United country) are not subject to a separate Reporting Foreign TaxStates and will expand trade and foreign tax credit limitation. However,
investment opportunities for U.S. the specific treaty may provide for other Information From
companies in such sanctioned country, restrictions on the amount of income Partnerships and Sand (b) the President reports to the that is re-sourced or the amount of CorporationsCongress, not less than 30 days before credit that is allowed with respect to

If you received a 2007 Schedule K-1the waiver is granted, the intention to foreign tax paid on re-sourced income.
from a partnership or S corporation thatgrant such a waiver and the reason for See, for example, article 24, paragraph
includes foreign tax information, use thesuch waiver. 1, of the treaty between France and the
rules below to report that information onUnited States.Since no credit is allowed for Form 1116.

taxes paid to sanctioned e. Lump-Sum Distributions General Information forcountries, you would generally
TIP

You can take a foreign tax credit forcomplete Form 1116 for this category Partners and S Corporationtaxes you paid or accrued on a foreignonly through line 16. Shareholderssource lump-sum distribution from a
pension plan. Special formulas may be Less-than-10% limited partners andd. Certain Income used to figure a separate tax on a certain less-than-10% S corporationRe-sourced by Treaty qualified lump-sum distribution for the shareholders. If you are a limited

If a sourcing rule in an applicable year in which the distribution is partner or an S corporation shareholder
income tax treaty treats any of the received. See Pub. 575 for more who does not actively participate in the
specific types of income described information. management of the S corporation and
below as foreign source, and you elect If you are able to elect, and do elect, you own a less-than-10% interest (by
to apply the treaty, the income will be to figure your U.S. tax on a lump-sum value) in the partnership or S
treated as foreign source. distribution using Form 4972, Tax on corporation, you generally may assign

Lump-Sum Distributions, a separate• Certain gains (section 865(h)), or exclusively to the passive category your
foreign tax credit limitation applies. Use• Certain income from a U.S.-owned distributive share of foreign source
a separate Form 1116. On thisforeign corporation (section 904(h)(10)). income and deductions from that
separate Form 1116, check box eSee Regulations section 1.904-5(m)(7) partnership or S corporation. See
above Part I. Skip Part I. Complete Partfor an example. Regulations section 1.904-5(h)(2) for
II showing only foreign taxes that are more details and exceptions.Important. You must compute a
attributable to the lump-sumseparate foreign tax credit limitation for This rule takes precedence overdistribution. Then, complete theany such income for which you claim the income category rulesWorksheet for Lump-Sum Distributions,benefits under a treaty, using a outlined in the instructions thatCAUTION

!
on page 4, to figure the amounts toseparate Form 1116 for each amount of follow for line 16, codes C and D–F, (orenter in Part III.re-sourced income from a treaty line 14, codes C and D–F) of the

country. Add the amounts from line 21 Schedule K-1, and the apportionment
of each separate Form 1116 and enter of deductions rules outlined in the
the total on line 28 of your summary instructions on page 5 for line 16,
Form 1116 (that is, the Form 1116 for codes H and I–K, (or line 14 codes H
which you are completing Part IV). and I–K) of the Schedule K-1.

Reporting amounts on Form 1116.Other types of income that are
Include amounts reported to you onre-sourced under the terms of
Schedule K-1 with any other amountsan income tax treaty (for

TIP

reportable on Form 1116 using:example, compensation for services • A separate Form 1116 for each
category of income.
• A separate column in Part I and a
separate line in Part II for each countryKeep for Your
or possession.Worksheet for Lump-Sum Distributions Records
Explanation of Certain Line
Items on Schedule K-1

1. Enter the amount from Form 1116, line 8 . . . . . . . . . . . . . . . . . 1.
In each instance that follows,2. Enter the sum of the amounts from Form 4972, lines 6 and 12, the first line reference is to the

that are from foreign sources. Also enter this amount Schedule K-1 for Form 1065
TIP

on Form 1116, line 16 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2. and the second line reference is to the
Schedule K-1 for Form 1120S. (The

3. Enter the sum of the amounts from Form 4972, lines 6 and 12, Schedule K-1 for Form 1065-B includes
that are from all sources (both U.S. and foreign). Also enter all foreign tax information in box 9 or in
this amount on Form 1116, line 17 . . . . . . . . . . . . . . . . . . . . . . 3. an attachment for box 9.)

Line 16, code B, or line 14, code B—4. Divide line 2 by line 3. Enter the result as a decimal (rounded Gross income from all sources.
to at least four places) here and on Form 1116, line 18. If Combine your distributive share of
line 2 is equal to or more than line 3, enter “1” . . . . . . . . . . . . . 4. “gross income from all sources” with all

of your other gross income and enter
5. Enter the amount from Form 4972, line 30. Also include the total on line 3e. “Gross income from

this amount on Form 1116, line 19 . . . . . . . . . . . . . . . . . . . . . . 5. all sources” is a constant amount (that
is, you will enter the same amount on

Caution: Do not include the amount on line 5 above in the line 3e of all Forms 1116 that you file).
tax you enter on line 19 of any other Form 1116 you Line 16, code C, or line 14, code C—
are filing. Gross income sourced at partner or

shareholder level. This line includes6. Multiply line 5 by line 4. Enter the result here and on income from the sale of eligible
Form 1116, line 20 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6. personal property (most personal

property other than inventory,7. Enter the smaller of line 1 or line 6 here and on Form 1116, depreciable property, and certain
line 21. To the left of line 21, write “LSD” . . . . . . . . . . . . . . . . . 7. intangible property). See Pub. 514 for

details.
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Although all income reported to an amount in Part I of research and experimental expenses,
you on this line of the Schedule Form 1116. the rules under Regulations section
K-1 has been apportioned to 1.861-17(f)).CAUTION

!
Line 16, codes D, E, and F, or line 14,

separate categories of income, you codes D, E, and F—Foreign gross Include expenses that you allocate
must nevertheless first determine income sourced at partnership or S to foreign source income on line 2 of
(using the rules below) whether the corporation level. Income reported the applicable Form 1116. Expenses
income on this line is U.S. source on this line has already been sourced that you allocate to U.S. source income
income or foreign source income. Then, for you by the partnership or S should not be entered on any line of
enter only foreign source income in Part corporation. The partnership or S Part I of Form 1116.
I of each of the applicable Forms 1116 corporation has reported this income to Line 16, codes I, J, and K, or line 14,(that is, those Forms 1116 for each you by country and by category of codes I, J, and K—Deductionscategory of income you received from income. Include these amounts in Part I allocated and apportioned atthe partnership or S corporation). of each of the applicable Forms 1116 partnership or S corporation level toUse the following rules to source the (that is, those Forms 1116 for each foreign source income. Theincome reported to you on this line of category of income you received). partnership or S corporation hasthe Schedule K-1. If you are a U.S. already allocated these expenses toYou should disregard anyresident (as defined below), the income foreign source income and has reportedinformation shown on youris U.S. source income. If you are a them to you by country and by categorySchedule K-1 pertaining to

TIP
nonresident (as defined below), the of income. Include these amounts ongross income attributable to a foreignincome is foreign source income. line 2 of each of the applicable Formsbranch. It is intended only for corporateU.S. resident. A U.S. resident is a 1116 (that is, those Forms 1116 forpartners preparing Form 1118.
U.S. citizen or resident alien who does each category of income you received).Line 16, code G, or line 14, code G—not have a tax home in a foreign

Interest expense. See the You should disregard anycountry or a nonresident alien who has
instructions for line 4b on page 14 to information shown on youra tax home in the United States.
allocate and apportion the interest Schedule K-1 pertaining to

TIP
Tax home. Generally, your tax expense shown on this line of Schedule definitely allocable deductionshome is the general area of your main K-1. In applying those instructions, take attributable to a foreign branch. It isplace of business, employment, or post into account your distributive share of intended only for corporate partnersof duty, regardless of where you the partnership’s or S corporation’s preparing Form 1118.maintain your family home. Your tax gross income (for purposes of the Line 16, codes L and M, or line 14,home is the place where you are $5,000 threshold) or your pro rata codes L and M—Total foreign taxes.permanently or indefinitely engaged to share of the partnership’s or S The partnership or S corporation haswork as an employee or self-employed corporation’s assets. However, if you already allocated and apportioned totalindividual. If you do not have a regular were a limited partner or an S foreign taxes for you and has reportedor main place of business because of corporation shareholder who did not them to you by country and by categorythe nature of your work, then your tax actively participate in the management of income. Include these amounts inhome is the place where you regularly of the S corporation and your interest in Part II of each of the applicable Formslive. If you do not fit either of these the partnership or S corporation was 1116 (that is, those Forms 1116 forcategories, you are considered an less than 10%, see the next paragraph. each category of income you received).itinerant and your tax home is wherever Include interest expense that youyou work. Line 16, code N, or line 14, code N—allocate to foreign source income on
Nonresident. A nonresident is any Reduction in taxes available forline 4b of the applicable Form 1116. Do

person who is not a U.S. resident. U.S. credit. The partnership or Snot enter in Part I of Form 1116 any
citizens and resident aliens with a corporation has already apportioned theinterest expense that you allocate to
foreign tax home will not be treated as reduction in taxes available for creditU.S. source income.
nonresidents for a sale of eligible and has reported it to you by countryLess-than-10% limited partnerspersonal property unless a foreign tax and by category of income. Includeand certain less-than-10% Sof 10% or more was paid or accrued on these amounts on line 12 of each of thecorporation shareholders. If you arethe gain on the sale (or, in the case of a applicable Forms 1116 (that is, thosea limited partner or an S corporationloss sale, a foreign tax of 10% or more Forms 1116 for each category ofshareholder (who does not activelywould have been paid had the sale income you received).participate in the management of the Sresulted in a gain). corporation) and you own (directly or
Note. To help you with these rules, the Foreign Qualifiedindirectly) a less-than-10% interest (by
partnership or S corporation has income) in the partnership or S Dividends and Capitalspecifically identified the following. corporation, you may generally allocate• Gains on the sale of eligible personal your distributive share of interest Gains (Losses)
property for which a foreign tax of 10% expense from that partnership or S If you have foreign source qualifiedor more was paid or accrued. corporation to foreign or U.S. source dividends or foreign source capital• Losses on the sale of eligible income based on your distributive share gains (including any foreign sourcepersonal property for which a foreign of the gross foreign or U.S. source capital gain distributions) or losses, youtax of 10% or more would have been income of that partnership or S may be required to make certainpaid had the sale resulted in a gain. corporation. The interest expense you adjustments to those amounts before

allocate to foreign source incomeInclude foreign source income in taking them into account on line 1a
generally may be apportionedPart I of the applicable Form 1116 (that (qualified dividends and gains) or line 5
exclusively to the passive category.is, the Form 1116 for each category of (losses).
However, see Temporary Regulationsincome provided to you for this line of If you completed the Qualifiedsection 1.861-9T(e)(4) for exceptions.the Schedule K-1). Do not include in Dividends and Capital Gain TaxPart I of Form 1116 income that you Line 16, code H, or line 14, code H— Worksheet in the instructions for yourdetermined (using the above rules) to Other expenses. This line includes tax return, and are not required to filebe U.S. source income. expenses (other than interest expense) Schedule D, see Qualified Dividends
of the partnership or S corporation thatIf the partnership or S and Capital Gain Tax Worksheet
must be allocated and apportioned atcorporation has specifically (Individuals), next, to determine the
the partner or shareholder level (foridentified any capital gains or adjustments you may be required toCAUTION

!
example, research and experimentallosses or unrecaptured section 1250 make. If you completed the Qualified
expenses).gain on this line (Schedule K-1, line 16, Dividends Tax Worksheet in the

code C, or line 14, code C) and you Combine your distributive share of Instructions for Form 1041, see
have determined that those gains or these expenses with all of your other Qualified Dividends Tax Worksheet
losses are foreign source, see Foreign like expenses, if any, and then allocate (Estates and Trusts), later, to determine
Qualified Dividends and Capital Gains and apportion them using the the adjustments you may be required to
(Losses) on this page before entering applicable rules (for example, for make. If you are required to file
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Schedule D, see Schedule D Filers, on exception if you meet both of the Do not adjust the amount of any
page 6, to determine the adjustments following requirements. foreign source qualified
you may be required to make. dividends that you elected to1. Line 5 of the Qualified Dividends CAUTION

!
include on Form 4952, line 4g.and Capital Gain Tax Worksheet doesYou can elect not to make the

not exceed: No adjustment required. If you areadjustments to your qualified dividends
not required to make adjustments toand capital gains if you qualify for the a. $195,850 if you checked filing
your foreign source qualified dividendsadjustment exception. See Adjustment status box 6,
(or you qualify for the adjustmentexception under Qualified Dividends b. $97,925 if you checked filing
exception and you elected not to adjustand Capital Gain Tax Worksheet status box 3, 4, or 5, or
these dividends), include your foreign(Individuals), Qualified Dividends Tax c. $160,850 if you checked filing
source qualified dividends on line 1a ofWorksheet (Estates and Trusts), and status box 1 or 2.
the applicable Form 1116 withoutSchedule D Filers. 2. The amount of your foreign
adjustment.source capital gain distributions, plus

Qualified Dividends and the amount of your foreign source Schedule D Filersqualified dividends, is less thanCapital Gain Tax Worksheet Note. Throughout these instructions,$20,000.(Individuals) references to Schedule D (Form 1041)
If you completed the Qualified are for estates and trusts only.How to make adjustments. To adjust
Dividends and Capital Gain Tax your foreign source qualified dividends Adjustments to foreign qualifiedWorksheet in your tax return or capital gain distributions, multiply dividends. If you are required to fileinstructions and you do not have to file your foreign source qualified dividends Schedule D (Form 1040, or FormSchedule D, you may have to adjust or capital gain distributions in each 1041), you must adjust the amount ofthe amount of your foreign source separate category by 0.4286. Include your foreign source qualified dividendsqualified dividends and capital gain the results on line 1a of the applicable that you include on line 1a of Formdistributions. Form 1116. 1116 if one of the following applies to
Form 1040 filers. You must adjust the you.Do not adjust the amount of any
amount of your foreign source qualified 1. You figured your tax using theforeign source qualified
dividends and capital gain distributions Qualified Dividends and Capital Gaindividends or capital gainCAUTION

!
if both of the following apply: Tax Worksheet in the Form 1040distributions that you elected to include• Line 7 of the Qualified Dividends and instructions, line 7 of that worksheet ison Form 4952, line 4g.
Capital Gain Tax Worksheet is greater greater than zero, and line 17 of thatNo adjustments required. If you arethan zero. worksheet is less than line 18.not required to adjust the amount of• Line 17 of the Qualified Dividends 2. You figured your tax using theyour foreign source qualified dividendsand Capital Gain Tax Worksheet is less Qualified Dividends and Capital Gainor capital gain distributions, or youthan line 18 of that worksheet. Tax Worksheet in the Form 1040NRqualify for the adjustment exception and

instructions, line 5 of that worksheet isForm 1040NR filers. You must adjust elect not to adjust these items, include
greater than zero, and line 15 of thatthe amount of your foreign source the amount of your foreign source
worksheet is less than line 16.qualified dividends and capital gain qualified dividends and capital gain

3. You figured your tax usingdistributions if both of the following distributions in each separate category
Schedule D (Form 1041), line 23 ofapply: (without adjustment) on line 1a of the
Schedule D is greater than zero, and• Line 5 of the Qualified Dividends and applicable Form 1116.
line 33 of Schedule D is less than lineCapital Gain Tax Worksheet is greater
34.Qualified Dividends Taxthan zero.

4. You figured your tax using the• Line 15 of the Qualified Dividends Worksheet (Estates and Schedule D Tax Worksheet (in theand Capital Gain Tax Worksheet is less Trusts) Schedule D (Form 1040) instructions orthan line 16 of that worksheet.
If you completed the Qualified in the Form 1041 instructions), line 17Adjustment exception. If you qualify Dividends Tax Worksheet in the of the Schedule D Tax Worksheet isfor the adjustment exception, you can Instructions for Form 1041, you must greater than zero, and line 35 of theelect not to adjust your foreign source adjust the amount of your foreign Schedule D Tax Worksheet is less thancapital gains or qualified dividends. You source qualified dividends if: line 36.make this election by not adjusting • Line 5 of the Qualified Dividends Taxthese items. If you make this election, Adjustment exception. If you qualifyWorksheet is greater than zero, andyou must elect not to adjust any of your for the adjustment exception, you can• Line 15 of the Qualified Dividendsforeign source qualified dividends or elect not to adjust foreign sourceTax Worksheet is less than line 16 ofcapital gain distributions. qualified dividends. You make thisthat worksheet.

election by not adjusting theseAdjustment exception for Form Adjustment exception. If you qualify dividends. If you make this election,1040 filers.  You qualify for the for the adjustment exception, you can you must elect not to adjust any of youradjustment exception if you meet both elect not to adjust your foreign source foreign source qualified dividends. Youof the following requirements. qualified dividends. You make this qualify for the adjustment exception if1. Line 7 of the Qualified Dividends election by not adjusting these the amount of your foreign source netand Capital Gain Tax Worksheet does dividends. If you make this election, capital gain, plus the amount of yournot exceed: you must elect not to adjust any of your foreign source qualified dividends, isforeign source qualified dividends. Youa. $195,850 if married filing jointly or less than $20,000 and one of thequalify for the adjustment exception if:qualifying widow(er), following applies to you.b. $97,925 if married filing 1. Line 5 of the Qualified Dividends 1. Line 7 of the Qualified Dividendsseparately, Tax Worksheet does not exceed and Capital Gain Tax Worksheet in thec. $160,850 if single, or $7,650, and Form 1040 instructions or line 17 of thed. $178,350 if head of household. 2. The amount of foreign source Schedule D Tax Worksheet in the2. The amount of your foreign qualified dividends reported on Form Schedule D (Form 1040) instructions issource capital gain distributions, plus 1041, line 2b(2), is less than $20,000. less than or equal to:the amount of your foreign source For this purpose, ignore any qualified
a. $195,850 if married filing jointly orqualified dividends, is less than dividends you elected to include on

qualifying widow(er),$20,000. For this purpose, ignore any Form 4952, line 4g.
b. $97,925 if married filingcapital gain distributions or qualified

How to make adjustment. To adjust separately,dividends you elected to include on
your foreign source qualified dividends, c. $160,850 if single, orForm 4952, line 4g.
multiply your foreign source qualified d. $178,350 if head of household.

Adjustment exception for Form dividends in each separate category by 2. Line 5 of the Qualified Dividends
1040NR filers. If you file Form 0.4286. Include the results on line 1a of and Capital Gain Tax Worksheet in the
1040NR, you qualify for the adjustment the applicable Form 1116. Form 1040NR instructions or line 17 of
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the Schedule D Worksheet in the Capital Gains and Losses in Pub. 514 worksheet is zero, (b) line 5 of that
Schedule D (Form 1040) instructions is to determine the adjustments you must worksheet is zero, or (c) line 15 of that
less than or equal to: make to your foreign capital gains or worksheet is equal to or greater than

losses. Read the instructions below to line 16.a. $195,850 if you checked filing
see if you qualify to use Worksheet A or • You figured your tax using Schedulestatus box 6,
Worksheet B. If you do not qualify to D (Form 1041) and (a) line 23 ofb. $97,925 if you checked filing
use Worksheet A or Worksheet B, use Schedule D is zero, (b) line 18 ofstatus box 3, 4, or 5, or
the instructions for Capital Gains and Schedule D minus the amount on Formc. $160,850 if you checked filing
Losses in Pub. 514 to determine the 4952, line 4e, that you elected tostatus box 1 or 2.
adjustments you must make. include on Form 4952, line 4g, is zero3. Line 23 of Schedule D (Form

or less, or (c) line 33 is equal to or1041) or line 17 of the Schedule D Tax Before you complete Worksheet greater than line 34.Worksheet in the Form 1041 A or Worksheet B, you must • You figured your tax using theinstructions is less than or equal to reduce each foreign sourceCAUTION
!

Schedule D Tax Worksheet (in the$7,650. long-term capital gain by the amount of Schedule D (Form 1040) instructions orthat gain you elected to include onNote. Your foreign source net in the Form 1041 instructions) and (a)Form 4952, line 4g. The gain youcapital gain is the excess of your net line 17 is zero, (b) line 9 is zero or less,elected to include on Form 4952, linelong-term capital gain from foreign or (c) line 35 is equal to or greater than4g, must be entered directly on line 1asources over your net short-term capital line 36.of the applicable Form 1116 withoutloss from foreign sources. Ignore any
adjustment. Complete Worksheet A only once,long-term capital gains you elected to

even if you have capital gains or lossesinclude on Form 4952, line 4g, in Worksheet A. You can use
in two separate categories. Keep thedetermining your foreign source net Worksheet A on page 8 to determine
completed Worksheet A for yourcapital gain. Ignore any qualified the adjustments you must make to your
records. Do not file Worksheet A withdividends you elected to include on foreign source capital gains or losses if
your tax return.Form 4952, line 4g, in determining the you have foreign source capital gains

amount of your foreign source qualified or losses in no more than two separate Capital losses are deductible only updividends. categories and any of the following to $3,000 of ordinary income.apply.How to make adjustment. To
• You qualify for the adjustmentadjust your foreign source qualified Worksheet B. If you do not qualify
exception discussed earlier underdividends, multiply your foreign source to use Worksheet A, use Worksheet B
Adjustments to foreign qualifiedqualified dividends in each separate on page 9 to determine the adjustments
dividends under Schedule D Filers.category by 0.4286. Include the results you must make to your foreign source• Line 15 or 16 of Schedule D (Formon line 1a of the applicable Form 1116. capital gains or losses if:
1040) (line 14a or 15 of Schedule D • You have foreign source capitalDo not adjust the amount of any (Form 1041)) is zero or a loss. gains or losses in no more than twoforeign source qualified • You figured your tax using the separate categories, anddividends that you elected toCAUTION

!
Qualified Dividends and Capital Gain • You did not complete theinclude on Form 4952, line 4g. Tax Worksheet in the Form 1040 Unrecaptured Section 1250 GainNo adjustment required. If you instructions and (a) line 3 of that Worksheet or the 28% Rate Gainare not required to adjust your foreign worksheet minus the amount on Form Worksheet in the Schedule Dsource qualified dividends (or you 4952, line 4e, that you elected to instructions.qualify for the adjustment exception and include on Form 4952, line 4g, is zero

elect not to adjust these dividends), Complete Worksheet B only once,or less, (b) line 7 of that worksheet is
include on line 1a of Form 1116 the full even if you have capital gains or losseszero, or (c) line 17 of that worksheet is
amount of foreign source qualified in two separate categories. Keep theequal to or greater than line 18.
dividends without adjustment. completed Worksheet B for your• You figured your tax using the

records. Do not file Worksheet B withAdjustments to foreign capital gains Qualified Dividends and Capital Gain
your tax return.and losses. You must use Worksheet Tax Worksheet in the Form 1040NR

A, Worksheet B, or the instructions for instructions and (a) line 3 of that
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Keep for Your
Worksheet A (See instructions below) 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 1a 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 1a
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 1a 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 1a of the Form 1116 you are filing for that separate category. Skip lines 6–8 of this
worksheet.
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Keep for Your
Worksheet B (See instructions below) 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

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.

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.
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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 1a 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 1a 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 1a 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) Keep for Your
(See instructions below) 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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Keep for Your
Line 15 Worksheet (For Line 15 of Worksheet B) Records

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- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.

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

3. Add lines 1 and 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.

 4. Did you enter a short-term capital loss on line 1 of Worksheet B for one (but not both) of the separate
categories?

� Yes. Complete lines 5–10 and skip the rest of this worksheet.

� No. Skip lines 5–10 and go to line 11.

5.  Enter the short-term capital loss from line 1 of Worksheet B (enter the loss as a positive amount) . . . . 5.

6. Enter the gain, if any, determined on line 3. If line 3 is not a gain, enter -0-. . . . . . . . . . . . . . . . . . . . . . . . 6.

7. Subtract line 6 from line 5. If zero or a loss, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.

8. Multiply line 7 by 0.4286 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.

9. Enter the smaller of line 5 or line 6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.

10. Add lines 8 and 9. Enter the result here and on line 15 of Worksheet B . . . . . . . . . . . . . . . . . . . . . . . . . . 10.

11. Is the amount on line 1 zero?

� Yes. Multiply each short-term loss by 0.4286. Enter the results on line 15 of
Worksheet B. Skip the rest of this worksheet.

� No. Go to line 12.

12. Enter your short-term loss from Worksheet B, line 1, column (1) (enter the loss as a positive amount) . . 12.

13. Enter your short-term loss from Worksheet B, line 1, column (3) (enter the loss as a positive amount) . . 13.

14. Add lines 12 and 13 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.

15. Enter the gain determined in line 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.

16. Subtract line 15 from line 14. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16.

Is the result zero or less?

� Yes. Skip the rest of this worksheet. 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).

� No. Complete lines 17–22.

17. Multiply line 16 by 0.4286 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17.

18. Add lines 15 and 17 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18.

19. Divide line 12 by line 14. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19.

20. Multiply line 19 by line 18. Enter the result here and on Worksheet B, line 15, column (1) . . . . . . . . . . . . . 20.

21. Divide line 13 by line 14. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21.

22. Multiply line 21 by line 18. Enter the result here and on Worksheet B, line 15, column (3) . . . . . . . . . . . . . 22.
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Example. If you received dividends • For each such item, a computation
(passive category income) and wages showing how the alternative allocationSpecific Instructions
(general category income) from foreign was computed.
sources, you must complete two Forms • A comparison of the dollar amount ofPart I—Taxable Income 1116. On one Form 1116, check box a the compensation sourced within and
(passive category income), enter the without the U.S. under both theor Loss From Sources dividends on line 1a, and write alternative basis and the time or
“Dividends” on the dotted line. On the geographical basis for determining theOutside the United
other Form 1116, check box b (general source.States category income), enter on line 1a You must keep documentation
wages not excluded on Form 2555 or showing why the alternative basis morePart I must be completed by all Form 2555-EZ, and write “Wages” on properly determines the source of thefilers unless specifically the dotted line. Complete Parts I, II, and compensation.indicated otherwise in theseCAUTION

!
III of each Form 1116. Then, complete

instructions. Lines 2 Through 5—Part IV on the Form 1116 with the
largest amount entered on line 21. Deductions and LossesLine l—Foreign Country or

If you are filing a Form 1116 You must reduce your foreign grossU.S. Possession
that includes foreign source income on line 1a by entering on lines 2Generally, if you received income from, qualified dividends or foreign through 5:CAUTION

!
or paid taxes to, more than one foreign source capital gains or losses, see • Any of your deductions that definitelycountry or U.S. possession, report Foreign Qualified Dividends and Capital relate to that foreign income, andinformation on a country-by-country Gains (Losses) starting on page 5. • A ratable share of your otherbasis on Form 1116, Parts I and II. Use deductions that do not definitely relatea separate column in Part I and a Line 1b to that foreign income, any otherseparate line in Part II for each country You must check the box on line 1b if all foreign income, or U.S. source income.or possession. If you paid taxes to of the following apply. Do not include:more than three countries or • The income on line 1a is • Deductions and losses related topossessions, attach additional sheets compensation for services you exempt or excluded income, such asfollowing the format of Parts I and II. performed as an employee. foreign earned income you have• Your total employee compensationLines 1a and 1b—Foreign excluded on Form 2555 orfrom both U.S. and foreign sources was Form 2555-EZ.Gross Income $250,000 or more. • The deduction for personalInclude income in the category checked • You used an alternative basis exemptions.above Part I that is taxable by the (discussed in Pub. 514) to determine

Special rules apply to the allocationUnited States and is from sources the source of the compensation entered
of research and experimentalwithin the country entered on line l. You on line 1a.
expenditures. See Regulations sectionmust include income even if it is not In addition, attach to Form 1116 a 1.861-17.taxable by that foreign country. Identify statement that contains the following

If the law of a U.S. state to whichthe type of income on the dotted line information.
you pay income taxes does notnext to line 1a. Do not include any • The specific compensation income or
specifically exempt foreign sourceearned income excluded on Form 2555, the specific fringe benefit for which the
income from tax, you may be requiredForeign Earned Income, or Form alternative basis is used.
to make a special allocation of state2555-EZ, Foreign Earned Income • For each such item, the alternative
taxes you paid. See Pub. 514 for moreExclusion. basis of allocation of source used.
information.
Itemized deduction limit. If you must
reduce the total amount of your
itemized deductions on line 29 ofWorksheet for Home Mortgage Interest Keep for Your Schedule A (Form 1040) because your—Line 4a Records adjusted gross income was more than
$156,400 ($78,200 if married filing
separately), you must reduce each of

Note: Before you complete this worksheet, read the instructions for line 4a on the itemized deductions that are subject
to the reduction by the reductionpage 14.
percentage before you complete lines

1. Enter gross foreign source income* of the type shown on 2, 3a, and 4a.
Form 1116. Do not enter income excluded on Form 2555 Use the Itemized Deductions

Worksheet in the Instructions foror Form 2555-EZ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.
Schedule A (Form 1040) to figure the
reduction percentage. Divide the2. Enter gross income from all sources. Do not enter income
amount on line 11 of the worksheet (theexcluded on Form 2555 or Form 2555-EZ . . . . . . . . . . . . .  2.
overall reduction) by the amount on line
3 of the worksheet (total itemized3. Divide line 1 by line 2 and enter the result as a decimal
deductions subject to the reduction).(rounded to at least four places) . . . . . . . . . . . . . . . . . . . . 3.
This is your reduction percentage.
Apply this percentage (expressed as a4. Enter deductible home mortgage interest (from lines 10
decimal rounded to at least four places)through 13 of Schedule A (Form 1040))** . . . . . . . . . . . . . 4. to each itemized deduction subject to
the reduction to determine the amount5. Multiply line 4 by line 3. Enter the result here and on the
to enter on the appropriate line ofappropriate Form 1116, line 4a . . . . . . . . . . . . . . . . . . . . . 5. Form 1116.
Note. You do not need to make this*If you have to report income from more than one country on Form 1116, complete
computation if the entire amount of youra separate worksheet for each country. Use only the income from that country on itemized deductions is entered on any

line 1 of the worksheet. one of the following lines: line 2, line
3a, or line 4a. Just enter your reduced**If you were required to reduce the amount of your itemized deductions on itemized deductions on that line.

Schedule A, enter the reduced amount of home mortgage interest on line 4 of the Example. You are single and have
worksheet. an adjusted gross income of $216,400.

Your itemized deductions subject to the
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overall reduction (line 3 of the 2555 or Form 2555-EZ but do not source income on any line of Part I of
worksheet) total $20,000. $8,000 of include any other exempt income. Form 1116.
these deductions are definitely related If you had income from more than Line 5to the income on Form 1116, line 1a. one country, you must enter income If you have capital losses from foreignThe other $12,000 ($20,000 – $8,000) from only one country in each column. sources, see Foreign Qualifiedare real estate taxes, which are not If you had to adjust your foreign Dividends and Capital Gains (Losses)definitely related. qualified dividends or capital gains (see starting on page 5 for information onThe amount of the overall reduction page 5), include those amounts without adjustments you may be required toon line 11 of the worksheet is $1,200. regard to any adjustments. make.To figure the amount of the real estate Line 3e. Enter on line 3e in eachtaxes to include in the total for line 3a of column your gross income from allForm 1116, divide the amount on line sources and all categories, both U.S. Part II—Foreign Taxes11 ($1,200) by the amount on line 3 and foreign. Include any foreign earned($20,000). This is your reduction Paid or Accruedincome you have excluded on Formpercentage (6%). You must reduce 2555 or Form 2555-EZ but do notyour $12,000 deduction by $720 (6% x See page 2 for descriptions ofinclude any other exempt income.$12,000). The reduced deduction of foreign taxes that are eligible forIf you are a nonresident alien,$11,280 ($12,000 – $720) is the the foreign tax credit and foreignCAUTION

!
include on both lines 3d and 3e youramount to enter on line 3a of Form taxes that are not eligible for the foreignincome that is not effectively connected1116. Make a similar computation to tax credit.with a trade or business in the Unitedfigure the amount of definitely related You can take a foreign tax credit inStates.itemized deductions ($7,280) to enter the tax year you paid or accrued theIf you had to adjust your foreignon line 2. foreign taxes, depending on yourqualified dividends or capital gains (seeLine 2 method of accounting. If you report onpage 5), include those amounts without the cash basis, you can choose to takeregard to any adjustments.Before you complete line 2, read the credit for accrued taxes by checking
Line 3fItemized deduction limit on page the “accrued” box in Part II. But once

13. you choose to do this, you must creditDivide line 3d by line 3e and round offCAUTION
!

foreign taxes in the year they accrue onthe result to at least four decimal placesEnter your deductions that definitely all future returns.(for example, if your result isrelate to the gross income from foreign
0.8756782, round off to 0.8757, not to Generally, you must enter in Part IIsources shown on line 1a. For example,
0.876 or 0.88). Enter the result, but do the amount of foreign taxes, in both theif you are an employee reporting
not enter more than “1.” foreign currency denomination(s) andforeign earned income on line 1a,

as converted into U.S. dollars, thatinclude on line 2 expenses such as Line 4a relate to the category of incomethose incurred to move to a new If your gross foreign source income checked above Part I. Taxes areprincipal place of work outside the (including income excluded on Form related to the income if the income isUnited States or supplies you bought 2555 or Form 2555-EZ) does not included in the foreign tax base onfor your job outside the United States. exceed $5,000, you can allocate all of which the tax is imposed. If the foreignDo not include any interest expense your interest expense to U.S. source tax you paid or accrued relates to moreon line 2. See lines 4a and 4b for income. Otherwise, deductible home than one category of income, apportionspecial rules for interest expense. mortgage interest (including points and the tax among the categories. The
qualified mortgage insurance apportionment is based on the ratio ofLines 3a and 3b
premiums) is apportioned using a gross net foreign taxable income in eachSome deductions do not definitely income method. Use the worksheet on category to the total net income subjectrelate to either your foreign source page 13 to figure the amount to enter to the foreign tax. See Pub. 514 for anincome or your U.S. source income. on line 4a. Before you complete the example.Enter on lines 3a and 3b any worksheet, read Itemized deduction However, if foreign tax paid ondeductions (other than interest limit on page 13. passive income is reported to you inexpense) that:
Line 4b U.S. dollars on a Form 1099-DIV,• Are not shown on line 2, and

1099-INT, or similar statement, you do• Are not definitely related to your U.S. Other interest expense includes
not have to convert the amount shownsource income. investment interest, interest incurred in
into foreign currency. This rule appliesa trade or business, and passiveLine 3a. Before you complete line 3a,
whether or not you can make theactivity interest. If you are a U.S.read Itemized deduction limit starting on
election to claim the foreign tax creditcitizen, resident alien, or a domesticpage 13.
without filing Form 1116 (as explainedestate, and your gross foreign sourceEnter the following itemized on page 1). Enter “1099 taxes” in Partincome (including any income excludeddeductions (from Schedule A (Form II, column (j), and complete columns (o)on Form 2555 or Form 2555-EZ) does1040)) on line 3a. through (s) for each foreign countrynot exceed $5,000, you can allocate all• Medical expenses (line 4) indicated in Part I.of your interest expense to U.S. source• General sales tax (line 5)

income. Otherwise, each type of Note. If you are taking a credit for• Real estate taxes (line 6)
interest expense is apportioned additional taxes paid or accrued as theIf you do not itemize deductions, separately using an “asset method.” result of an audit by a foreign taxingenter your standard deduction on See Pub. 514 for more information. authority or you are filing an amendedline 3a. return reflecting a foreign tax refund,Example. You have investmentLine 3b. Enter on line 3b any other attach a statement to Form 1116interest expense of $2,000. Your assetsdeductions that do not definitely relate identifying these taxes.of $100,000 consist of stock generatingto any specific type of income (for U.S. source income (adjusted basis,example, the deduction for alimony paid $40,000) and stock generating foreignfrom Form 1040, line 31a). source income (adjusted basis, Part III—Figuring the
$60,000). You apportion 40% ($40,000/Lines 3d and 3e Credit$100,000) of $2,000, or $800 of yourFor lines 3d and 3e, gross income
investment interest, to U.S. sourcemeans income without regard to Line 10income and 60% ($60,000/$100,000) ofdeductions and losses.
$2,000, or $1,200, to foreign source You can carry back 1 year and thenLine 3d. Enter your gross foreign income. In this example, you will enter forward 10 years any foreign tax yousource income from the category you the $1,200 apportioned to foreign paid or accrued to any foreign countrychecked above Part I of this source income on line 4b. You would or U.S. possession (reduced asForm 1116. Include any foreign earned not enter the $800 apportioned to U.S. described on page 15) on income in aincome you have excluded on Form separate category that is more than the
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limitation. First, apply the excess to the housing deduction) allocable to that foreign taxes that you otherwise may
earliest year to which it may be carried. income. take into account for the foreign tax
Then, apply it to the next earliest year, credit. You may have to makeDenominator: Your total foreign
and so on. The carryback-carryforward additional reductions if the failureearned income received or accrued
period cannot be extended even if you continues. See section 6038(c) forduring the tax year minus deductible
are unable to take a credit in one of the details and exceptions.expenses (including the foreign housing
intervening years. Note. The reduction in foreign taxes isdeduction) allocable to that income.

reduced by any dollar penalty imposedA special rule applies when you However, if the foreign jurisdiction
under section 6038(b).carry forward taxes that were in the charges tax on foreign earned income

eliminated income categories to a tax and some other income (for example, • Reduction for failure to file Form
year beginning after 2006. Under this earned income from U.S. sources or a 8865. U.S. partners who control a
rule, the taxes carried forward are type of income not subject to U.S. tax) foreign partnership must file Form
treated as paid or accrued on income in and the taxes on the other income 8865, Return of U.S. Persons With
the separate category in which the cannot be segregated, the denominator Respect to Certain Foreign
income would have fallen if the taxes is the total amount of income subject to Partnerships. If you do not file Form
were paid or accrued in a tax year foreign tax minus deductible expenses 8865 and furnish all of the information
beginning after 2006. Thus, assign allocable to that income. required by the due date of your tax
these taxes to either passive category return, reduce by 10% all foreign taxesSee Pub. 514 for a comprehensive
income or general category income as that you otherwise may take intoexample.
appropriate. account for the foreign tax credit. You• Taxes on income from Puerto Rico

may have to make additional reductionsYou cannot carry a credit back to a exempt from U.S. tax. The reduction
if the failure continues. See sectiontax year for which you claimed a applies if you have income from Puerto
6038(c) for details and exceptions.deduction, rather than a credit, for Rican sources that is not taxable on

foreign taxes paid or accrued. However, your U.S. tax return. To figure the Note. The reduction in foreign taxes is
you must reduce the amount of any credit, reduce your foreign taxes paid or reduced by any dollar penalty imposed
carryback or carryforward by the accrued by the taxes allocable to the under section 6038(b).
amount that you would have used had exempt income. See Pub. 570 for more • Reduction of taxes or credit due to
you chosen to claim a credit rather than information. international boycott operations. In
a deduction in that year. • Taxes on income from American general, if you agree to participate in, or

Samoa excluded from U.S. tax. If you cooperate with, an international boycott, If, for any year, you elected to claim
are a bona fide resident of American you must file Form 5713, Internationalthe foreign tax credit without filing Form
Samoa, reduce taxes paid or accrued Boycott Report, and attach all1116 (as explained on page 1), the
by any taxes attributable to excluded supporting schedules. In addition, youfollowing rules apply.
income from sources in American must reduce either the total taxes• You cannot carry over unused
Samoa. For more information, see Pub. available for credit or the creditforeign taxes paid or accrued in a year
570. otherwise allowable by your foreignto which the election does not apply to • Taxes on foreign-oil-related taxes resulting from boycott activities. Ifany year for which you made the
income. Reduce taxes paid or accrued you can figure the taxes specificallyelection.
by foreign taxes paid or accrued on attributable to boycott operations, enter• The carryback-carryforward period is
foreign-oil-related income, but only to the amount on line 12. If you cannotnot extended if you are unable to use a
the extent the tax imposed by the figure the amount of taxes specificallycarryback or carryforward because you
foreign country on the oil-related attributable to boycott operations,made the election.
income is considered to be materially multiply the credit otherwise allowable• Do not reduce the carryback or
greater than the tax generally imposed by the international boycott factorcarryforward by the amount you would
by that country on other kinds of (figured on Schedule A (Form 5713),have used in the election year if you
income. See Regulations section International Boycott Factor) and enterhad not made the election.
1.907(b)-1. The amount of tax not the result on Form 1116, line 28. AttachFile Form 1040X or other amended allowed as a credit under this rule is a statement to Form 1116 showing inreturn and a revised Form 1116 for the allowed as a business expense detail how you figured the reduction.earlier tax year to which you are deduction. For more information, see Formcarrying back excess foreign taxes. • Taxes on foreign oil and gas 5713 and its instructions.Special rules apply to the carryback extraction income. Reduce taxes paid

and carryforward of foreign taxes paid or accrued by taxes imposed on foreign Line 14or accrued on foreign oil and gas oil and gas extraction income. The The amount on line 14 is your taxableextraction income. See section 907(f). amount of the reduction is the amount income (or loss), before adjustments,See Pub. 514 for more information by which your foreign oil and gas from sources outside the United States.on carryback and carryforward extraction taxes exceed the amount of If the amount on line 14 is zero or aprovisions, including examples. your foreign oil and gas extraction loss, you generally have no foreign tax
income for the year multiplied by a credit for the category of incomeLine 12 fraction equal to your pre-credit U.S. tax checked above Part I of this FormYou may have to reduce the foreign liability (for example, Form 1040, line 1116. However, you must complete linetaxes you paid or accrued by the 44) divided by your worldwide income. 15 and continue with the form even iffollowing items. You may be entitled to carry over to line 14 is zero or a loss.• Taxes on income excluded on other years taxes reduced under this

Form 2555 or Form 2555-EZ. Reduce rule. See section 907(f). Line 15
taxes paid or accrued by the taxes • Taxes on foreign mineral income. You are required to increase orallocable to any foreign earned income Reduce taxes paid or accrued on decrease the amount on line 14 by theexcluded on Form 2555 or Form mineral income from a foreign country following adjustments. The adjustments2555-EZ. If only part of your foreign or U.S. possession if you took a must be made in the order listed. If youearned income is excluded, you must deduction for percentage depletion have more than one adjustment, enterdetermine the amount of tax allocable under section 613 for any part of the the net adjustment on line 15 andto excluded income. To do so, multiply mineral income. attach a detailed statement showingthe foreign taxes paid or accrued on • Reduction for failure to file Form your computation. See Pub. 514 forforeign earned income received or 5471. U.S. shareholders who control a more details on each of theseaccrued during the tax year by the foreign corporation must file Form adjustments.following fraction. 5471, Information Return of U.S. The adjustments are:Persons With Respect To CertainNumerator: Foreign earned income 1. Allocation of foreign losses. IfForeign Corporations. If you do not fileand housing amounts you excluded for you have a loss on line 14 of one FormForm 5471 and furnish all of thethe tax year minus otherwise deductible 1116 and you have income on line 14information required by the due date ofexpenses (not including the foreign of one or more other Forms 1116, youyour tax return, reduce by 10% all
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must reduce the foreign income by a as the loss) is treated as U.S. source adjustments previously mentioned in
pro rata share of the loss before you income in each following tax year. The these line 15 instructions) of the Form
use any remaining loss to reduce U.S. part that is treated as U.S. source 1116 for each of the separate
source income. income is the smallest of: categories, other than the loss

category, previously reduced byIf the loss reduces foreign source a. The amount of overall foreign
including on line 15 any recharacterizedincome, you must recharacterize the loss not recaptured in earlier years,
income andincome you receive in the loss category b. 50% (or more, if you choose) of • Decreasing the amount on line 14in later years. See Recharacterization your taxable income from foreign
(adjusted by any of the otherof income on this page. In situations sources, or
adjustments previously mentioned inwhere the loss to be allocated exceeds c. The amount from line 14, less
these line 15 instructions) of the Formforeign income in other categories, the any adjustment for allocation of losses
1116 for the loss category by includingexcess reduces U.S. source income (as from other categories, as described
on line 15 the amount ofmodified below under Capital losses) under Allocation of foreign losses
recharacterized income as a negativeand for later years, you must follow the beginning on page 15.
number (in parentheses).rules described under Recapture of Reduce the income on line 14 by

Example. Using the facts in theprior year overall foreign loss on this including (in parentheses) on line 15
example under Allocation of foreignpage. the smallest of a, b, or c above. This is
losses on this page, in the next yearthe amount of the recapture. Be sure toCapital losses.  In determining your
(2008), you have $5,000 of generalattach your computation. If you elect toU.S. source income, reduce the amount
category income, $3,000 of passiverecapture more of an overall foreignof any capital losses from U.S. sources
category income, and $500 of certainloss than is required (b above), show inby the amount you entered on line 4 of
income re-sourced by treaty. Becauseyour computation the percentage ofWorksheet A or line 5 of the Line 2
$1,600 of the general category incometaxable income recaptured and theWorksheet for Worksheet B. If you have
loss was used to reduce your passivedollar amount of the recapture.capital losses from U.S. sources and
category income in 2007, $1,600 ofyou did not use either Worksheet A or Dispositions of certain property. your 2008 general category incomeWorksheet B, see Pub. 514 to If you recognized foreign source gain in must be recharacterized as passivedetermine your U.S. source income. the same category as the overall category income. Similarly, $400 of theExample. For 2007, you completed foreign loss on a disposition of property general category income must bethree Forms 1116. The first had a loss that was used predominantly in a recharacterized as certain incomefrom general category income of $2,000 foreign trade or business and that re-sourced by treaty. On your 2008on line 14, the second had passive generated foreign source income in the Form 1116 for passive categorycategory income of $4,000 from same category as the overall foreign income, you would include $1,600 onsources on line 14, and the third had loss, then the gain on the disposition line 15. On your 2008 Form 1116 forincome of $1,000 from the certain may be subject to recapture as U.S. certain income re-sourced by treaty,income re-sourced by treaty category source income to the extent of 100% of you would include $400 on line 15. Onon line 14. You must allocate the your foreign source taxable income. your 2008 Form 1116 for general$2,000 loss between the passive See section 904(f)(3). category income, you would includecategory income and the certain The above rule also generally ($2,000) on line 15.income re-sourced by treaty category in applies to a gain on the disposition of Recharacterizing income from athe same proportion as each category’s stock in a controlled foreign corporation separate category does notincome bears to the total foreign (CFC), if you owned more than 50 result in recharacterizing anyincome.
TIP

percent (by vote or value) of the stock tax.The amount of the loss that would right before you disposed of it. See
4. Allocation of U.S. losses. If youreduce passive category income would section 904(f)(3)(D) for more

have a net loss from U.S. sources inbe 80% ($4,000/$5,000) of the $2,000 information and exceptions.
2008, proportionately allocate that lossloss or $1,600. Include the $1,600 (in Reduce line 14 by including (in among the separate categories of yourparentheses) on line 15 of the passive parentheses) on line 15 the smallest of foreign income. Reduce the income oncategory income Form 1116. Assuming (a) the amount of the gain not line 14 (adjusted by any of the otheryou have no other line 15 adjustments, recaptured under the two preceding adjustments previously mentioned inenter $2,400 ($4,000 − $1,600) on line paragraphs, (b) the remaining amount these line 15 instructions) by including16 of that form. of the overall foreign loss not (in parentheses) on line 15 theThe amount of the loss that would recaptured in earlier years or in the allocable portion of any U.S. loss. Areduce the certain income re-sourced current year under the two preceding U.S. loss includes a rental loss onby treaty would be 20% ($1,000/ paragraphs, or (c) the amount from line property located in the United States. If$5,000) of the $2,000 loss or $400. 14, less any adjustment for allocation of you have any qualified dividends orInclude the $400 in parentheses on line losses from other categories and any capital gains (including capital gain15 of the certain income re-sourced by adjustment under the two preceding distributions) or losses for the taxabletreaty Form 1116. Assuming you have paragraphs. See Pub. 514 if you year and you are required to make anyno other line 15 adjustments, enter disposed of property described above adjustments to those amounts, as$600 ($1,000 − $400) on line 16 of that and you recognized foreign source gain explained earlier under Foreignform. in a different category than the overall Qualified Dividends and Capital Gainsforeign loss, you recognized U.S.In this case, all of the $2,000 loss (Losses) starting on page 5 or thesource gain, or you did not recognizewas allocated between the foreign instructions for line 17, the amount ofgain.source passive category income and your U.S. loss is the excess of:the certain income re-sourced by treaty Attach a statement to Form 1116 1. The total of the amounts enteredcategory and no reduction was made to showing the balance in each separate on line 14 for each Form 1116 you areU.S. source income. limitation overall foreign loss account. filing, overSee Regulations section 1.904(f)-1(b)If you receive general category 2. The amount entered on line 17 offor more information.income in a later year, you must the Form 1116.recharacterize all or part of that income 3. Recharacterization of income.

as passive category income and certain If, in a prior tax year, you reduced your Line 17income re-sourced by treaty in that later foreign taxable income in the category
If you have qualified dividends oryear. See the example under checked above Part I by a pro rata
capital gains, you may be required toRecharacterization of income on this share of a loss from another category,
make adjustments to those qualifiedpage. you must recharacterize in 2007 all or
dividends and gains before you take2. Recapture of prior year overall part of any income you receive in 2007
those amounts into account on line 17.foreign loss. If you had an overall in that loss category. You

foreign loss in a prior year that offset recharacterize the income by:
U.S. source income, a part of your • Increasing the amount on line 14
foreign income (in the same category (adjusted by any of the other
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1. Line 7 of the Qualified Dividends Line 6. Enter the amount from:Individuals Who Completed a
and Capital Gain Tax Worksheet does • Line 14 of the Qualified DividendsQualified Dividends and Capital
not exceed: and Capital Gain Tax Worksheet in theGain Tax Worksheet • $195,850 if married filing jointly or Form 1040 instructions, orIf you completed the Qualified qualifying widow(er); • Line 12 of the Qualified DividendsDividends and Capital Gain Tax • $97,925 if married filing and Capital Gain Tax Worksheet in theWorksheet in the instructions for your separately; Form 1040NR instructions.tax return, you must use the Worksheet • $160,850 if single; or Complete all other lines as instructedfor Line 17 on this page to figure the • $178,350 if head of household. on the worksheet.amount to enter on line 17 if: 2. The amount of your foreign

Estates and Trusts That1. You file Form 1040 and source net capital gain, plus the
Completed a Qualifiedamount of your foreign source qualifieda. Line 7 of your Qualified Dividends

dividends is less than $20,000. For this Dividends Tax Worksheet orand Capital Gain Tax Worksheet is
purpose, ignore any capital gaingreater than zero, and Schedule D
distributions or qualified dividends youb. Line 17 of your Qualified If you completed the Qualifiedelected to include on Form 4952, lineDividends and Capital Gain Tax Dividends Tax Worksheet in the4g.Worksheet is less than line 18 of that instructions for Form 1041 or you

worksheet, OR completed Part V of Schedule D (FormAdjustment exception for Form2. You file Form 1040NR and 1041), you must use the Worksheet for1040NR filers. You qualify for the
a. Line 5 of your Qualified Dividends Line 17 on this page to figure theadjustment exception if you meet both

and Capital Gain Tax Worksheet is amount to enter on line 17 if:of the following requirements:
greater than zero, and 1. You figured your tax using the1. Line 5 of the Qualified Dividendsb. Line 15 of your Qualified Qualified Dividends Tax Worksheet,and Capital Gain Tax Worksheet doesDividends and Capital Gain Tax line 5 of that worksheet is greater thannot exceed:Worksheet is less than line 16 of that zero, and line 15 of your Qualifieda. $195,850 if you checked filingworksheet. Dividends Tax Worksheet is less thanstatus box 6, line 16 of that worksheet, orAdjustment exception.  If you qualify b. $97,925 if you checked filing 2. You figured your tax using thefor the adjustment exception, you can status box 3,4, or 5, or Part V of Schedule D (Form 1041), lineelect not to adjust your qualified c. $160,850 if you checked filing 23 of the Schedule D is greater thandividends and capital gains. You make status box 1 or 2. zero, and line 33 of the Schedule D isthis election by not completing the 2. The amount of your foreign less than line 34.Worksheet for Line 17. If you make this source net capital gain, plus the
election, you must elect not to adjust Adjustment exception. If you qualifyamount of your foreign source qualified
any of your qualified dividends or for the adjustment exception, you candividends is less than $20,000.
capital gains. elect not to adjust your qualified

dividends and capital gains. You makeYour foreign source net capitalIf you are not required to complete
this election by not completing thegain is the excess of yourthe Worksheet for Line 17 or you
Worksheet for Line 17. If you make thisforeign source net long-termqualify for the adjustment exception and

TIP

election, you must elect not to adjustcapital gain over your foreign sourceelect not to adjust your qualified
any of your qualified dividends ornet short-term capital loss.dividends and capital gains, enter on
capital gains. You qualify for theline 17 of Form 1116 your taxable Completing the Worksheet for
adjustment exception if:income without the deduction for your Line 17. If you do need to complete

exemption (for example, the amount the Worksheet for Line 17, do the 1. Line 5 of the Qualified Dividends
from Form 1040, line 41). following. Tax Worksheet or line 23 of Schedule

D (Form 1041) does not exceedAdjustment exception for Form Lines 2 through 5. Skip these
$7,650, and1040 filers.  You qualify for the lines.

2. The amount of your foreignadjustment exception if you meet both
source net capital gain, plus theof the following requirements:
amount of your foreign source qualified
dividends, is less than $20,000. For this

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

Caution: See the instructions for Line 17 beginning on page 16 before starting this worksheet.

1. Individuals: Enter the amount from Form 1040, line 41. If you are a nonresident alien, enter the
amount from Form 1040NR, line 38.
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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purpose, ignore any foreign source on Form 4952, line 4g, in determining more than one of the categories of
qualified dividends or capital gains that the amount of your foreign source income listed above Part I.
you elected to include on Form 4952, qualified dividends and net capital gain. Complete Part IV on only one Form
line 4g. If you are not required to complete 1116 (the one with the largest amount

the Worksheet for Line 17 or you entered on line 21) to summarize the
Your foreign source net capital qualify for the adjustment exception and credits you figured on all of your Forms
gain is the excess of your elect not to adjust your qualified 1116. However, if you completed a
foreign source net long-term dividends and capital gains, enter on Form 1116 for category e (lump-sum

TIP

capital gain over your foreign source line 17 of Form 1116 your taxable distributions) or c (section 901(j)
net short-term capital loss. income without the deduction for your income), do not use Part IV of that

If you are not required to complete exemption (for example, the amount Form 1116 as your summary. Enter the
the Worksheet for Line 17 or you from Form 1040, line 41). credits from line 21 of all of your Forms
qualify for the adjustment exception and 1116 on lines 22 through 25 of theIf you do need to complete the
elect not to adjust your qualified Form 1116 with the largest amountWorksheet for Line 17, do the following.
dividends and capital gains, enter on entered on line 21 to summarize yourLine 2. Enter the amount (if any)line 17 of Form 1116 the estate’s or credits. File the other Forms 1116 asfrom line 32 of the Schedule D Taxtrust’s taxable income without the attachments.Worksheet.deduction for its exemption. Line 4. Enter the amount (if any) Line 31Completing the Worksheet for from line 29 of the Schedule D Tax Enter the smaller of line 19 or line 26.Line 17. If you do need to complete Worksheet. Note. Generally, line 26 will exceedthe Worksheet for Line 17, do the Line 6. Enter the amount (if any) line 19 only if you have U.S. capitalfollowing.

from line 23 of the Schedule D Tax gains or qualified dividends that areLines 2 through 5. Skip these Worksheet. subject to the capital gain ratelines.
Complete all other lines as instructed differential (figured in the Worksheet forLine 6. Enter the amount from line on the worksheet. Line 17 on page 17).12 of the Qualified Dividends Tax

Worksheet or line 30 of Schedule D. Line 19 Paperwork Reduction Act Notice.
Complete all other lines as instructed We ask for the information on this formIf you are completing line 19 for

on the worksheet. to carry out the Internal Revenue lawsseparate category e (lump-sum
of the United States. You are requireddistributions), enter the amount fromTaxpayers Who Completed the to give us the information. We need it toline 5 of the Worksheet for Lump-SumSchedule D Tax Worksheet ensure that you are complying withDistributions on page 4.

 If you figured your tax using the these laws and to allow us to figure andDo not complete line 19 for separateSchedule D Tax Worksheet (in the collect the right amount of tax.category c (section 901(j) income). SeeSchedule D (Form 1040) instructions or You are not required to provide thepage 3.in the Form 1041 instructions), you information requested on a form that isFor all other applicable categories,must use the Worksheet for Line 17 on subject to the Paperwork Reduction Actcomplete line 19 as follows.page 17 to figure the amount of tax to unless the form displays a valid OMBForm 1040 filers. Enter the amountenter on line 17 of Form 1116 if: control number. Books or recordsfrom Form 1040, line 44, less any tax• Line 17 of the Schedule D Tax relating to a form or its instructionsincluded on line 44 from Form 4972.Worksheet is greater than zero, and must be retained as long as their• Line 35 of the Schedule D Tax Form 1040NR filers. Enter the contents may become material in theWorksheet is less than line 36. amount from Form 1040NR, line 41, administration of any Internal RevenueAdjustment exception. If you qualify less any tax included on line 41 from law. Generally, tax returns and returnfor the adjustment exception, you can Form 4972. information are confidential, as requiredelect not to adjust your qualified Form 1041 filers. Enter the amount by section 6103.dividends and capital gains. You make from Form 1041, Schedule G, line 1a. The time needed to complete andthis election by not completing the
file this form will vary depending onWorksheet for Line 17. If you make this Line 21 individual circumstances. Theelection, you must elect not to adjust The maximum foreign tax credit you estimated burden for individualany of your qualified dividends or can claim in the current year is taxpayers filing this form is approvedcapital gains. You qualify for the generally limited to the allocated under OMB control number 1545–0074adjustment exception if: amount of U.S. tax imposed on the and is included in the estimates shown1. The amount of your foreign foreign income, or the actual amount of in the instructions for their individualsource qualified dividends plus the foreign tax paid or accrued on the income tax return. The estimatedamount of your foreign source net foreign income (after reductions burden for all other taxpayers who filecapital gain is less than $20,000, and required on line 12), whichever is less. this form is: Recordkeeping, 2 hr., 432. Line 17 of the Schedule D Tax However, see Foreign Taxes Eligible min.; Learning about the law or theWorksheet (Form 1040) is less than or for a Credit on page 2 for additional form, 1 hr., 5 min.; Preparing theequal to: information. form, 2 hr., 39 min.; Copying,

If the amount on line 20 is smaller assembling, and sending the form to• $195,850 if married filing jointly or
than the amount on line 13, see the IRS, qualifying widow(er);
Pub. 514 for more information on 34 min.• $97,925 if married filing separately;
carryback and carryforward provisions,• $160,850 if single; or If you have comments concerningincluding examples.• $178,350 if head of household the accuracy of these time estimates or

(or, for trusts and estates, line 17 of the suggestions for making this form
Schedule D Tax Worksheet (Form simpler, we would be happy to hearPart IV—Summary of1041) is less than or equal to $7,650). from you. You can write to the IRS at

the address listed in the instructions ofYour foreign source net capital Credits From Separate the tax return with which this form isgain is the excess of your
filed.Parts IIIforeign source net long-term

TIP

capital gain over your foreign source Complete lines 22 through 25 in
net short-term capital loss. Ignore any Part IV only if you must complete more
foreign source qualified dividends or than one Form 1116 because you have
capital gains that you elected to include
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