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Department of the Treasury
Internal Revenue Service2006

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

Section references are to the Internal • All of your foreign source gross To make the election, just enter on
Revenue Code unless otherwise noted. income was from the “passive income” the foreign tax credit line of your tax

category (which includes most interest return (for example, Form 1040, line 47)
and dividends) (see page 3). However, the smaller of (a) your total foreign taxGeneral Instructions
for this purpose, passive income also or (b) your regular tax (for example,
includes (a) income subject to the Form 1040, line 44).What’s New for 2006 special rule for high-taxed income
described on page 4, (b) income thatSource of compensation for labor or Purpose of Form
would be passive except that it is alsopersonal services. New rules apply in Who should file. File Form 1116 todescribed in another category, and (c)determining the source of claim the foreign tax credit if thecertain export financing interest.compensation for labor or personal election above does not apply and:• All the income and any foreign taxesservices performed as an employee. • You are an individual, estate, or trust,paid on it were reported to you on aUnder the new rules, compensation andqualified payee statement. Qualified(other than fringe benefits) is sourced • You paid or accrued certain foreignpayee statements include Formon a time basis. Fringe benefits (such taxes to a foreign country or U.S.1099-DIV, Form 1099-INT, Scheduleas housing and education) are sourced possession.K-1 (Form 1041), Schedule K-1 (Formon a geographical basis. See Pub 514
1065), Schedule K-1 (Form 1065-B), See Foreign Taxes Eligible for afor more information.
Schedule K-1 (Form 1120S), or similar Credit on page 2 to determine if the

Or you may be able to use an substitute statements. taxes you paid or accrued qualify for
alternative basis to determine the • Your total creditable foreign taxes are the credit.
source. See Line 1b next. not more than $300 ($600 if married Do not use Form 1116 to figure afiling a joint return). credit for taxes paid to the U.S. VirginLine 1b. If you are an employee and

Islands. Instead, use Form 8689,your total compensation for personal This election is not available to
Allocation of Individual Income Tax toservices performed both inside and estates or trusts.
the U.S. Virgin Islands.outside the United States was

If you make this election:$250,000 or more, and you are using Nonresident aliens. If you are a• You cannot carry over to any otheran alternative basis to determine the nonresident alien, you generally cannot
year any foreign taxes paid or accruedsource of this compensation, you must take the credit. However, you may be
in a tax year to which the electioncheck the box on line 1b. See the able to take the credit if:
applies (but carryovers to and frominstructions for line 1b on page 13. • You were a resident of Puerto Rico
other years are unaffected). See the during your entire tax year, or
instructions for line 10 on page 15. • You pay or accrue tax to a foreignElection To Claim the • You are still required to take into country or U.S. possession on income
account the general rules forForeign Tax Credit from foreign sources that is effectively
determining whether a tax is creditable. connected with a trade or business inWithout Filing Form 1116 See Foreign Taxes Eligible for a Credit the United States. But if you must pay

You may be able to claim the foreign and Foreign Taxes Not Eligible for a tax to a foreign country or U.S.
tax credit without filing Form 1116. By Credit on this page. possession on income from U.S.
making this election, the foreign tax • You are still required to reduce the sources only because you are a citizen
credit limitation (lines 14 through 20 of taxes available for credit by any amount or a resident of that country or U.S.
the form) will not apply to you. This you would have entered on line 12 of possession, do not use that tax in
election is available only if you meet all Form 1116. See the instructions for figuring the amount of your credit.
of the following conditions. Line 12 on page 15.

See section 906 for more information
on the foreign tax credit allowed to a

Tax Help nonresident alien individual.

For more information about, or assistance with figuring, the foreign tax credit, the following Credit or Deduction
IRS resources are available. Instead of claiming a credit for eligible

foreign taxes, you can choose toIRS Contacts • Call 1-800-829-1040 (in U.S. and Puerto Rico).
deduct foreign income taxes. Form• Call 215-516-2000 (overseas) (not toll free). 1040 filers choosing to do so would

• Contact IRS offices at U.S. embassies in London, Paris, or deduct foreign income taxes on
the U.S. consulate in Frankfurt. Schedule A (Form 1040), Itemized

• Write to Internal Revenue Service, International Section, Deductions. Generally, if you take the
credit for any eligible foreign taxes, youP.O. Box 920, Bensalem, PA 19020-8518.
cannot take any part of that year’s

Publications • Pub. 54, Tax Guide for U.S. Citizens and Resident Aliens foreign taxes as a deduction. However,
Abroad. even if you take the credit for eligible

foreign taxes for the year, you can take• Pub. 514, Foreign Tax Credit for Individuals.
a deduction for:• Pub. 519, U.S. Tax Guide for Aliens. • Foreign taxes not allowed as a credit• Pub. 570, Tax Guide for Individuals With Income From U.S. because of boycott provisions.

Possessions. • Taxes paid to certain foreign
• Pub. 575, Pension and Annuity Income. countries for which a credit has been

denied, as described in item (2) under

Cat. No. 11441F
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Foreign Taxes Not Eligible for a Credit international terrorism, countries with the taxes relate. However, you cannot
on this page. which the United States does not have do so if either of the following apply.
• Taxes on income or gain that are not diplomatic relations, or countries whose • The foreign taxes are actually paid
creditable because you do not meet the governments are not recognized by the more than 2 years after the close of the
holding period requirement, as United States. Pub. 514 contains a list tax year to which they relate.
described in item (3) or (5) under of these countries. • The foreign taxes are actually paid in
Foreign Taxes Not Eligible for a Credit 3. Foreign taxes withheld on a a tax year prior to the year to which
on this page. dividend from a corporation, if you have they relate.
• Taxes on income or gain that are not not held the stock for at least 16 days Accrued foreign taxes not eligible forcreditable because you have to make within the 31-day period that begins 15 conversion at the yearly averagerelated payments, as described in item days before the ex-dividend date. This exchange rate must be converted using(4) or (6) under Foreign Taxes Not required holding period is greater for the exchange rate on the date ofEligible for a Credit on this page. preferred-stock dividends attributable to payment of the tax.• Certain taxes paid or accrued to a periods totaling more than 366 days.

Election to use exchange rate onforeign country in connection with the See section 901(k)(3) or Pub. 514.
date paid. If you have accrued foreignpurchase or sale of oil or gas extracted 4. Foreign taxes withheld on a
taxes that you are otherwise required toin that country, as described in item (8) dividend to the extent that you have to
convert using the average exchangeunder Foreign Taxes Not Eligible for a make related payments on positions in
rate, you may elect to use theCredit on this page. similar or related property.
exchange rate in effect on the date theIf you want to change your election Example. You receive a dividend foreign taxes are paid if the taxes areto take a deduction instead of a credit, subject to foreign withholding tax. You denominated in a foreign currency.or a credit instead of a deduction, you are obligated to pay someone else an Once made, the election applies to themust do so within a special 10-year amount equal to all these dividends you tax year for which made and alllimitation period. See Pub. 514 for more receive. You cannot claim a foreign tax subsequent tax years unless revokedinformation. credit for the withholding tax on these with the consent of the IRS. Thedividends. election is available for tax years5. Foreign taxes withheld on incomeForeign Taxes Eligible beginning after 2004. It must be madeor gain (other than dividends) from by the due date (including extensions)for a Credit property if you have not held the for filing the tax return for the first taxYou can take a credit for income, war property for at least 16 days within the year to which the election applies.profits, and excess profits taxes paid or 31-day period that begins 15 days Make the election by attaching aaccrued during your tax year to any before the date on which the right to statement to the applicable tax return.foreign country or U.S. possession, or receive the payment arises. See
Special rules for a qualified businessany political subdivision (for example, section 901(l) or Pub. 514.
unit.  If you have a qualified businesscity, state, or province), agency, or 6. Foreign taxes withheld on income
unit, see Pub. 514 for special rules forinstrumentality of the country or or gain (other than dividends) from
converting foreign income and taxespossession. This includes taxes paid or property to the extent you have to make
into U.S. dollars. You may have aaccrued in lieu of a foreign or related payments on positions in similar
qualified business unit if you own andpossession income, war profits, or or related property.
operate a business or areexcess profits tax that is otherwise 7. Payments of foreign tax that are
self-employed in a foreign country.generally imposed. For purposes of the returned to you in the form of a subsidy.

credit, U.S. possessions include Puerto 8. Taxes paid or accrued to a
Rico, Guam, the Commonwealth of the Foreign Tax Creditforeign country in connection with the
Northern Mariana Islands, and purchase or sale of oil or gas extracted RedeterminationsAmerican Samoa. in that country if you do not have an

If you claim a credit for foreign taxeseconomic interest in the oil or gas, and U.S. citizens living in certain treaty paid, and you receive a refund of all orthe purchase price or sales price iscountries may be able to take an part of those taxes in a later year, youdifferent from the fair market value ofadditional foreign tax credit for foreign must file an amended return reducingthe oil or gas at the time of thetax imposed on certain items of income the taxes credited by the amountpurchase or sale.from the United States. See Tax refunded.9. Foreign taxes paid or accrued onTreaties in Pub. 514 for details. If this
income for which you are claiming an If you claim the foreign tax creditapplies to you, use the worksheet near
exclusion on Form 8873, Extraterritorial based on foreign taxes accrued insteadthe back of Pub. 514 to help you figure
Income Exclusion. However, see of foreign taxes paid, your credit mustthis additional credit.
section 943(d) for an exception for be redetermined in any of the following
certain withholding taxes. situations.Foreign Taxes Not

1. Your accrued taxes when paidYou cannot take a credit for anyEligible for a Credit differ from the amount you claimed as ainterest or penalties you must pay.You cannot take a credit for the credit.
following foreign taxes. 2. You do not pay the accrued taxesForeign Currency within 2 years after the close of the tax1. Taxes paid to a foreign country

year to which they relate.that you do not legally owe, including Conversion
3. After you pay the accrued taxes,amounts eligible for refund by the Report all amounts in U.S. dollars you receive a full or partial refund offoreign country. If you do not exercise except where specified otherwise in them.your available remedies to reduce the Part II. If you have to convert fromamount of foreign tax to what you foreign currency, attach a detailed For item (2) above, foreign taxeslegally owe, a credit for the excess explanation of how you figured the paid more than 2 years after the closeamount is not allowed. conversion rate. of the tax year to which they relate canExample. Country X withholds $25 be taken into account in figuring theIf you take a credit for taxes paid, theof tax from a payment made to you. foreign tax credit for the year to whichconversion rate is the rate of exchangeUnder the income tax treaty between they relate. However, the taxes must bein effect on the day you paid the foreignthe United States and Country X, you converted into dollars at the exchangetaxes (or on the day the tax wasowe only $15 and can claim a refund rate in effect at the time they are paid.withheld). If you receive a refund offrom Country X for the other $10. Only

foreign taxes paid, the conversion rate$15 is eligible for the foreign tax credit If any of the above situations occurs
is the rate in effect when you paid the(whether or not you apply for a refund). after you file your return, you must file
taxes, not when you receive the refund.2. Taxes imposed by and paid to Form 1040X, Amended U.S. Individual

certain foreign countries. These If you choose to account for foreign Income Tax Return, or other amended
countries are those designated by the income taxes on an accrual basis, you return, to notify the IRS so that your
Secretary of State as countries that must generally use the average U.S. tax for the year or years affected
repeatedly provide support for acts of exchange rate for the tax year to which can be redetermined. Complete and
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attach to Form 1040X (or other non-income-producing investment profits attributable to “foreign trade
amended return) a revised Form 1116 property, and gains from foreign income.” Foreign trade income is the
for the tax year(s) affected. See currency or commodities transactions. gross income of a FSC attributable to
Temporary Regulations section Capital gains not related to the active foreign trading gross receipts.
1.905-4T(b) for more information. conduct of a trade or business are also g. Lump-Sum Distributionsgenerally passive income.If you do not notify the IRS of a You can take a foreign tax credit forPassive income does not includeforeign tax refund or change in taxes you paid or accrued on a foreignhigh withholding tax interest, exportthe dollar amount of foreignCAUTION

!
source lump-sum distribution from afinancing interest, active business rentstaxes paid or accrued, you may have to pension plan. Special formulas may beand royalties, or high-taxed incomepay a penalty. used to figure a separate tax on a(see High-Taxed Income on page 4).See Pub. 514 for more information. qualified lump-sum distribution for thePassive income also does not year in which the distribution isTax years beginning before 1998. include gain from the sale of inventory received. See Pub. 575 for moreFor the rules relating to redetermining or property held primarily for sale to information.U.S. taxes for years beginning before customers in the ordinary course of1998, see Pub. 514. If you are able to elect, and do elect,your trade or business; gain from
to figure your U.S. tax on a lump-sumcommodities hedging transactions; and
distribution using Form 4972, Tax onIncome From Sources active business gains or losses of
Lump-Sum Distributions, a separateproducers, processors, merchants, orOutside the foreign tax credit limitation applies. Usehandlers of commodities. It may also
a separate Form 1116. On thisnot include dividends, interest, rents, orUnited States separate Form 1116, check box groyalties received from a controlledThis income generally includes, but is above Part I. Skip Part I. Complete Partforeign corporation (CFC) in which younot limited to, the following. II showing only foreign taxes that areare a U.S. shareholder who owns 10%• Compensation for services attributable to the lump-sumor more of the total voting power of allperformed outside the United States. distribution. Then, complete theclasses of the corporation’s stock.• Interest income from a payer located Worksheet for Lump-Sum Distributions,

outside the United States. on page 4, to figure the amounts tob. High Withholding Tax• Dividends from a corporation enter in Part III.Interestincorporated outside the United States.
• Gain on the sale of nondepreciable In general, high withholding tax interest h. Section 901(j) Income
personal property you sold while is foreign interest that is subject to a No credit is allowed for foreign taxesmaintaining a tax home outside the foreign withholding or other gross-basis imposed by and paid or accrued toUnited States, if you paid a tax of at tax of 5% or more. certain sanctioned countries. However,least 10% of the gain to a foreign income derived from each such countryc. Financial Services Incomecountry. is subject to a separate foreign tax

Financial services income generallySpecial rules apply in determining credit limitation. Therefore, you must
includes income derived by a financialthe source of income from the sale of use a separate Form 1116 for income
services entity predominantly engagedinventory; sale of depreciable property derived from each such country.
in the active conduct of a banking,used in a trade or business; sale of These countries are thosefinancing, insurance, or similarintangible property such as a patent, designated by the Secretary of State asbusiness. Financial services income ofcopyright, or trademark; ocean countries that repeatedly providea financial services entity also includesactivities; and transportation services support for acts of internationalpassive income and certain incidentalthat begin or end in the United States terrorism, countries with which theincome; however, no part of theor a U.S. possession. See Pub. 514 for United States does not have diplomaticpassive income that is financialmore information. relations, or countries whoseservices income is treated asCompensation for labor or personal governments are not recognized by thehigh-taxed income (see High-Taxedservices as an employee. If you are United States. Pub. 514 contains a listIncome on page 4).an employee and receive compensation of these countries.

If you qualify as a financial servicesfor labor or personal services If you paid taxes to a country thatentity because you treat certain itemsperformed both inside and outside the ceased to be a sanctioned countryof income as active financing incomeUnited States, special rules apply in during the tax year, see Pub. 514 forunder Regulations sectiondetermining the source of the details on how to figure the foreign tax1.904-4(e)(2)(i)(Y), you must show thecompensation. Compensation (other credit for the period that begins aftertype and amount of each item on anthan fringe benefits) is sourced on a the end of the sanctions.attachment to Form 1116.time basis. Fringe benefits (such as Presidential waiver. For periodshousing and education) are sourced on d. Shipping Income beginning on or after February 1, 2001,a geographical basis. Or you may be the President of the United States hasShipping income generally includesable to use an alternative basis to the authority to waive the denial of theincome derived from, or in connectiondetermine the source. If you use an credit with respect to a sanctionedwith, the use (or hiring or leasing foralternative basis, you may have to country if (a) it is in the national interestuse) of any aircraft or vessel in foreigncheck the box on line 1b (discussed on of the United States and will expandcommerce, or income derived frompage 13). See Pub. 514 for more trade and investment opportunities forspace and ocean activities. Treatinformation. U.S. companies in such sanctionedincome that is both shipping income
country, and (b) the President reportsand financial services income asCategories of Income to the Congress, not less than 30 daysfinancial services income.Use a separate Form 1116 to figure the before the waiver is granted, the

credit for each category of foreign e. Dividends From a DISC or intention to grant such a waiver and the
source income listed above Part I of reason for such waiver.Former DISCForm 1116. The following instructions

This category includes dividends from a Since no credit is allowed fortell you what kind of income to include
DISC (domestic international sales taxes paid to sanctionedin each category. For more information,
corporation) or former DISC to the countries, you would generallysee Pub. 514, section 904, and

TIP

extent these dividends are treated as complete Form 1116 for this categoryRegulations sections 1.904-4 and
foreign sourced. See section 992(a). only through line 16.1.904-5.
f. Certain Distributions From i. Certain Income Re-sourceda. Passive Income
a FSC or Former FSC by TreatyPassive income generally includes

dividends, interest, royalties, rents, This category includes distributions If a sourcing rule in an applicable
annuities, gain from the sale of property from a FSC (foreign sales corporation) income tax treaty treats any of the
that produces such income or of or former FSC out of earnings and specific types of income described
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below as foreign source, and you elect • Gains from the sale of inventory or rules below to report that information on
to apply the treaty, the income will be depreciable property used in a trade or Form 1116.
treated as foreign source. business that do not fall into one of the General Information forabove categories.• Certain gains (section 865(h)), or Partners and S Corporation• Certain income from a U.S.-owned ShareholdersSpecial Rulesforeign corporation (section 904(g)(10)).

Less-than-10% limited partners andSee Regulations section 1.904-5(m)(7)
certain less-than-10% S corporationfor an example. High-Taxed Income
shareholders. If you are a limitedIn some cases, passive income andImportant. You must compute a partner or an S corporation shareholdertaxes must be treated as generalseparate foreign tax credit limitation for who does not actively participate in thelimitation income and taxes. Generally,any such income for which you claim management of the S corporation andpassive income and taxes must bebenefits under a treaty, using a you own a less-than-10% interest (byplaced in the general limitation incomeseparate Form 1116 for each amount of value) in the partnership or Scategory if the foreign taxes you paidre-sourced income from a treaty corporation, you generally may assignon the income (after allocation ofcountry. Add the amounts from line 21 exclusively to the passive incomeexpenses) exceed the highest U.S. taxof each separate Form 1116 and enter category your distributive share ofthat can be imposed on the income.the total on line 28 of your summary foreign source income and deductionsHowever, no part of the passive incomeForm 1116 (that is, the Form 1116 for from that partnership or S corporation.that is financial services income iswhich you are completing Part IV). See Regulations section 1.904-5(h)(2)treated as high-taxed income. See for more details and exceptions.Regulations section 1.904-4(c) for moreOther types of income that are

information.re-sourced under the terms of This rule takes precedence over
an income tax treaty (for the income category rules

TIP

Look-Through Rulesexample, compensation for services outlined in the instructions thatCAUTION
!

performed in the United States by a follow for line 16, codes C and D–F, (orCertain income received or accrued by
U.S. citizen resident in a foreign line 14, codes C and D–F) of theyou as a 10%-or-more U.S. shareholder
country) are not subject to a separate Schedule K-1, and the apportionmentin a controlled foreign corporation
foreign tax credit limitation. However, of deductions rules outlined in the(CFC) is treated as income in one of
the specific treaty may provide for other instructions on page 5 for line 16,the separate limitation categories listed
restrictions on the amount of income codes H and I–K, (or line 14 codes Hunder Categories of Income starting on
that is re-sourced or the amount of and I–K) of the Schedule K-1.page 3. For example, Subpart F
credit that is allowed with respect to inclusions, dividends, interest, rents, Reporting amounts on Form 1116.
foreign tax paid on re-sourced income. and royalties from a CFC are treated as Include amounts reported to you on
See, for example, article 24, paragraph separate limitation income to the extent Schedule K-1 with any other amounts
1, of the treaty between France and the they are attributable to separate reportable on Form 1116 using:
United States. limitation income of the CFC. See • A separate Form 1116 for each

Regulations section 1.904-5 for more category of income.j. General Limitation Income information. • A separate column in Part I and a
General limitation income is income separate line in Part II for each countryReporting Foreign Taxthat does not fall into one of the above or possession.
categories. Common examples include: Information From Explanation of Certain Line• Wages, salary, and overseas Partnerships and S Items on Schedule K-1allowances of an individual as an Corporationsemployee.

In each instance that follows,• Income earned in the active conduct If you received a 2006 Schedule K-1
the first line reference is to theof a trade or business that does not fall from a partnership or S corporation that
Schedule K-1 for Form 1065into one of the above categories. includes foreign tax information, use the

TIP

and the second line reference is to the
Schedule K-1 for Form 1120S. (The
Schedule K-1 for Form 1065-B includes
all foreign tax information in anWorksheet for Lump-Sum Distributions (Keep for Your Records) attachment for box 9.)
Line 16, code B, or line 14, code B—
Gross income from all sources.1. Enter the amount from Form 1116, line 8 . . . . . . . . . . . . . . . . . 1.
Combine your distributive share of

2. Enter the sum of the amounts from Form 4972, lines 6 and 12, “gross income from all sources” with all
of your other gross income and enterthat are from foreign sources. Also enter this amount
the total on line 3e. “Gross income fromon Form 1116, line 16 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.
all sources” is a constant amount (that
is, you will enter the same amount on3. Enter the sum of the amounts from Form 4972, lines 6 and 12,
line 3e of all Forms 1116 that you file).that are from all sources (both U.S. and foreign). Also enter
Line 16, code C, or line 14, code C—this amount on Form 1116, line 17 . . . . . . . . . . . . . . . . . . . . . . 3.
Gross income sourced at partner or

4. Divide line 2 by line 3. Enter the result as a decimal (rounded shareholder level. This line includes
income from the sale of eligibleto at least four places) here and on Form 1116, line 18. If
personal property (most personalline 2 is equal to or more than line 3, enter “1” . . . . . . . . . . . . . 4.
property other than inventory,
depreciable property, and certain5. Enter the amount from Form 4972, line 30. Also include
intangible property). See Pub. 514 forthis amount on Form 1116, line 19 . . . . . . . . . . . . . . . . . . . . . . 5.
details.

Caution: Do not include the amount on line 5 above in the Although all income reported to
tax you enter on line 19 of any other Form 1116 you you on this line of the Schedule
are filing. K-1 has been apportioned toCAUTION

!
separate categories of income, you6. Multiply line 5 by line 4. Enter the result here and on must nevertheless first determine

Form 1116, line 20 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6. (using the rules below) whether the
income on this line is U.S. source7. Enter the smaller of line 1 or line 6 here and on Form 1116, income or foreign source income. Then,

line 21. To the left of line 21, write “LSD” . . . . . . . . . . . . . . . . . 7. enter only foreign source income in Part
I of each of the applicable Forms 1116

-4-
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(that is, those Forms 1116 for each The partnership or S corporation has the applicable Form 1116. Expenses
category of income you received from reported this income to you by country that you allocate to U.S. source income
the partnership or S corporation). and by category of income. Include should not be entered on any line of

these amounts in Part I of each of the Part I of Form 1116.Use the following rules to source the applicable Forms 1116 (that is, thoseincome reported to you on this line of Line 16, codes I, J, and K, or line 14,Forms 1116 for each category ofthe Schedule K-1. If you are a U.S. codes I, J, and K—Deductionsincome you received).resident (as defined below), the income allocated and apportioned at
is U.S. source income. If you are a partnership or S corporation level toYou should disregard anynonresident (as defined below), the foreign source income. Theinformation shown on yourincome is foreign source income. partnership or S corporation hasSchedule K-1 pertaining to

TIP

already allocated these expenses togross income attributable to a foreignU.S. resident. A U.S. resident is a
foreign source income and has reportedbranch. It is intended only for corporateU.S. citizen or resident alien who does
them to you by country and by categorypartners preparing Form 1118.not have a tax home in a foreign
of income. Include these amounts oncountry or a nonresident alien who has Line 16, code G, or line 14, code G— line 2 of each of the applicable Formsa tax home in the United States. Interest expense. See the instructions 1116 (that is, those Forms 1116 forTax home. Generally, your tax for line 4b on page 14 to allocate and each category of income you received).home is the general area of your main apportion the interest expense shown

place of business, employment, or post on this line of Schedule K-1. In applying You should disregard anyof duty, regardless of where you those instructions, take into account information shown on yourmaintain your family home. Your tax your distributive share of the Schedule K-1 pertaining to
TIP

home is the place where you are partnership’s or S corporation’s gross definitely allocable deductionspermanently or indefinitely engaged to income (for purposes of the $5,000 attributable to a foreign branch. It iswork as an employee or self-employed threshold) or your pro rata share of the intended only for corporate partnersindividual. If you do not have a regular partnership’s or S corporation’s assets. preparing Form 1118.or main place of business because of However, if you were a limited partner
the nature of your work, then your tax Line 16, codes L and M, or line 14,or an S corporation shareholder who
home is the place where you regularly codes L and M—Total foreign taxes.did not actively participate in the
live. If you do not fit either of these The partnership or S corporation hasmanagement of the S corporation and
categories, you are considered an already allocated and apportioned totalyour interest in the partnership or S
itinerant and your tax home is wherever foreign taxes for you and has reportedcorporation was less than 10%, see the
you work. them to you by country and by categorynext paragraph. Include interest

of income. Include these amounts inexpense that you allocate to foreignNonresident. A nonresident is any Part II of each of the applicable Formssource income on line 4b of theperson who is not a U.S. resident. U.S. 1116 (that is, those Forms 1116 forapplicable Form 1116. Do not enter incitizens and resident aliens with a each category of income you received).Part I of Form 1116 any interestforeign tax home will not be treated as
expense that you allocate to U.S.nonresidents for a sale of eligible Line 16, code N, or line 14, code N—source income.personal property unless a foreign tax Reduction in taxes available for

of 10% or more was paid or accrued on credit. The partnership or SLess-than-10% limited partners
the gain on the sale (or, in the case of a corporation has already apportioned theand certain less-than-10% S
loss sale, a foreign tax of 10% or more reduction in taxes available for creditcorporation shareholders. If you are
would have been paid had the sale and has reported it to you by countrya limited partner or an S corporation
resulted in a gain). and by category of income. Includeshareholder (who does not actively

these amounts on line 12 of each of theparticipate in the management of the SNote. To help you with these rules, the
applicable Forms 1116 (that is, thosecorporation) and you own (directly orpartnership or S corporation has
Forms 1116 for each category ofindirectly) a less-than-10% interest (byspecifically identified the following.
income you received).income) in the partnership or S• Gains on the sale of eligible personal

corporation, you may generally allocateproperty for which a foreign tax of 10%
your distributive share of interestor more was paid or accrued. Foreign Qualifiedexpense from that partnership or S• Losses on the sale of eligible
corporation to foreign or U.S. sourcepersonal property for which a foreign Dividends and Capital
income based on your distributive sharetax of 10% or more would have been Gains (Losses)of the gross foreign or U.S. sourcepaid had the sale resulted in a gain.
income of that partnership or S If you have foreign source qualifiedInclude foreign source income in corporation. The interest expense you dividends or foreign source capitalPart I of the applicable Form 1116 (that allocate to foreign source income gains (including any foreign sourceis, the Form 1116 for each category of generally may be apportioned capital gain distributions) or losses, youincome provided to you for this line of exclusively to the passive income may be required to make certainthe Schedule K-1). Do not include in category. However, see Temporary adjustments to those amounts beforePart I of Form 1116 income that you Regulations section 1.861-9T(e)(4) for taking them into account on line 1adetermined (using the above rules) to exceptions. (qualified dividends and gains) or line 5be U.S. source income. (losses).Line 16, code H, or line 14, code H—

If the partnership or S Other expenses. This line includes If you completed the Qualified
corporation has specifically expenses (other than interest expense) Dividends and Capital Gain Tax
identified any capital gains or of the partnership or S corporation thatCAUTION

!
Worksheet in the instructions for your

losses or unrecaptured section 1250 must be allocated and apportioned at tax return, and are not required to file
gain on this line (Schedule K-1, line 16, the partner or shareholder level (for Schedule D, see Qualified Dividends
code C, or line 14, code C) and you example, research and experimental and Capital Gain Tax Worksheet
have determined that those gains or expenses). (Individuals), next, to determine the
losses are foreign source, see Foreign adjustments you may be required toCombine your distributive share ofQualified Dividends and Capital Gains make. If you completed the Qualifiedthese expenses with all of your other(Losses) starting on this page before Dividends Tax Worksheet in thelike expenses, if any, and then allocateentering an amount in Part I of Instructions for Form 1041, seeand apportion them using theForm 1116. Qualified Dividends Tax Worksheetapplicable rules (for example, for (Estates and Trusts), later, to determineLine 16, codes D, E, and F, or line 14, research and experimental expenses, the adjustments you may be required tocodes D, E, and F—Foreign gross the rules under Regulations section make. If you are required to fileincome sourced at partnership or S 1.861-17(f)). Schedule D, see Schedule D Filers, oncorporation level. Income reported on

page 6, to determine the adjustmentsthis line has already been sourced for Include expenses that you allocate
you may be required to make.you by the partnership or S corporation. to foreign source income on line 2 of
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How to make adjustments. To adjust 1116 if one of the following applies toQualified Dividends and
your foreign source qualified dividends you.Capital Gain Tax Worksheet or capital gain distributions, multiply 1. You figured your tax using the(Individuals) your foreign source qualified dividends Qualified Dividends and Capital Gain
or capital gain distributions in eachIf you completed the Qualified Tax Worksheet in the Form 1040
separate category by 0.4286. IncludeDividends and Capital Gain Tax instructions, line 7 of that worksheet is
the results on line 1a of the applicableWorksheet in your tax return greater than zero, and line 17 of that
Form 1116.instructions and you do not have to file worksheet is less than line 18.

Schedule D, you may have to adjust 2. You figured your tax using theDo not adjust the amount of anythe amount of your foreign source Qualified Dividends and Capital Gainforeign source qualifiedqualified dividends and capital gain Tax Worksheet in the Form 1040NRdividends or capital gainCAUTION
!

distributions. instructions, line 5 of that worksheet isdistributions that you elected to include
greater than zero, and line 15 of thaton Form 4952, line 4g.Form 1040 filers. You must adjust the worksheet is less than line 16.amount of your foreign source qualified No adjustments required. If you are 3. You figured your tax usingdividends and capital gain distributions not required to adjust the amount of Schedule D (Form 1041), line 23 ofif both of the following apply: your foreign source qualified dividends Schedule D is greater than zero, and• Line 7 of the Qualified Dividends and or capital gain distributions, include the line 33 of Schedule D is less than lineCapital Gain Tax Worksheet is greater amount of your foreign source qualified 34.than zero. dividends and capital gain distributions 4. You figured your tax using the• Line 17 of the Qualified Dividends in each separate category (without Schedule D Tax Worksheet (in theand Capital Gain Tax Worksheet is less adjustment) on line 1a of the applicable Schedule D (Form 1040) instructions orthan line 18 of that worksheet. Form 1116. in the Form 1041 instructions), line 17

Form 1040NR filers. You must adjust of the Schedule D Tax Worksheet isQualified Dividends Taxthe amount of your foreign source greater than zero, and line 35 of theWorksheet (Estates andqualified dividends and capital gain Schedule D Tax Worksheet is less than
distributions if both of the following line 36.Trusts)
apply: If you completed the Qualified• Line 5 of the Qualified Dividends and Adjustment exception. If you qualifyDividends Tax Worksheet in theCapital Gain Tax Worksheet is greater for the adjustment exception, you doInstructions for Form 1041, you mustthan zero. not need to make any adjustment toadjust the amount of your foreign• Line 15 of the Qualified Dividends your foreign source qualified dividends.source qualified dividends if:and Capital Gain Tax Worksheet is less You qualify for the adjustment• Line 5 of the Qualified Dividends Taxthan line 16 of that worksheet. exception if the amount of your foreignWorksheet is greater than zero, and

source net capital gain, plus the• Line 15 of the Qualified DividendsAdjustment exception. If you qualify
amount of your foreign source qualifiedTax Worksheet is less than line 16 offor the adjustment exception, you do
dividends, is less than $20,000 and onethat worksheet.not need to make any adjustment to
of the following applies to you.your foreign source capital gains or Adjustment exception. If you qualify

1. Line 7 of the Qualified Dividendsqualified dividends. for the adjustment exception, you do
and Capital Gain Tax Worksheet in thenot need to make any adjustment toAdjustment exception for Form Form 1040 instructions or line 17 of theyour foreign source qualified dividends.1040 filers.  You qualify for the Schedule D Tax Worksheet in theYou qualify for the adjustmentadjustment exception if you meet both Schedule D (Form 1040) instructions isexception if:of the following requirements. less than or equal to:1. Line 5 of the Qualified Dividends1. Line 7 of the Qualified Dividends a. $188,450 if married filing jointly orTax Worksheet does not exceedand Capital Gain Tax Worksheet does qualifying widow(er),$7,400, andnot exceed: b. $94,225 if married filing2. The amount of foreign sourcea. $188,450 if married filing jointly or separately,qualified dividends reported on Formqualifying widow(er), c. $154,800 if single, or1041, line 2b(2), is less than $20,000.b. $94,225 if married filing d. $171,650 if head of household.For this purpose, ignore any qualifiedseparately, 2. Line 5 of the Qualified Dividendsdividends you elected to include onc. $154,800 if single, or and Capital Gain Tax Worksheet in theForm 4952, line 4g.d. $171,650 if head of household. Form 1040NR instructions or line 17 of

2. The amount of your foreign the Schedule D Worksheet in theHow to make adjustment. To adjust
source capital gain distributions, plus Schedule D (Form 1040) instructions isyour foreign source qualified dividends,
the amount of your foreign source less than or equal to:multiply your foreign source qualified
qualified dividends, is less than dividends in each separate category by a. $188,450 if you checked filing$20,000. For this purpose, ignore any 0.4286. Include the results on line 1a of status box 6,capital gain distributions or qualified the applicable Form 1116. b. $94,225 if you checked filingdividends you elected to include on status box 3, 4, or 5, orDo not adjust the amount of anyForm 4952, line 4g. c. $154,800 if you checked filingforeign source qualified status box 1 or 2.dividends that you elected toAdjustment exception for Form CAUTION

!
3. Line 23 of Schedule D (Forminclude on Form 4952, line 4g.1040NR filers. If you file Form 1041) or line 17 of the Schedule D Tax1040NR, you qualify for the adjustment No adjustment required. If you are Worksheet in the Form 1041exception if you meet both of the not required to make adjustments to instructions is less than or equal tofollowing requirements. your foreign source qualified dividends, $7,400.

include your foreign source qualified1. Line 5 of the Qualified Dividends
dividends on line 1a of the applicableand Capital Gain Tax Worksheet does Note. Your foreign source netForm 1116 without adjustment.not exceed: capital gain is the excess of your net

a. $188,450 if you checked filing long-term capital gain from foreignSchedule D Filersstatus box 6, sources over your net short-term capitalNote. Throughout these instructions,b. $94,225 if you checked filing loss from foreign sources. Ignore anyreferences to Schedule D (Form 1041)status box 3, 4, or 5, or long-term capital gains you elected toare for estates and trusts only.c. $154,800 if you checked filing include on Form 4952, line 4g, in
status box 1 or 2. Adjustments to foreign qualified determining your foreign source net

2. The amount of your foreign dividends. If you are required to file capital gain. Ignore any qualified
source capital gain distributions, plus Schedule D (Form 1040, or Form dividends you elected to include on
the amount of your foreign source 1041), you must adjust the amount of Form 4952, line 4g, in determining the
qualified dividends, is less than your foreign source qualified dividends amount of your foreign source qualified
$20,000. that you include on line 1a of Form dividends.
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How to make adjustment. To the adjustments you must make to your • You figured your tax using the
adjust your foreign source qualified foreign source capital gains or losses if Schedule D Tax Worksheet (in the
dividends, multiply your foreign source you have foreign source capital gains Schedule D (Form 1040) instructions or
qualified dividends in each separate or losses in no more than two separate in the Form 1041 instructions) and (a)
category by 0.4286. Include the results categories and any of the following line 17 is zero, (b) line 9 is zero or less,
on line 1a of the applicable Form 1116. apply. or (c) line 35 is equal to or greater than

• You qualify for the adjustment line 36.Do not adjust the amount of any
exception discussed earlier underforeign source qualified

Complete Worksheet A only once,Adjustments to foreign qualifieddividends that you elected toCAUTION
!

even if you have capital gains or lossesdividends under Schedule D Filers.include on Form 4952, line 4g.
in two separate categories. Keep the• Line 15 or 16 of Schedule D (FormNo adjustment required. Include
completed Worksheet A for your1040) (line 14a or 15 of Schedule Don line 1a of Form 1116 the full amount
records. Do not file Worksheet A with(Form 1041)) is zero or a loss.of foreign source qualified dividends
your tax return.that you are not required to adjust. • You figured your tax using the

Qualified Dividends and Capital GainAdjustments to foreign capital gains Capital losses are deductible only upTax Worksheet in the Form 1040and losses. You must use Worksheet to $3,000 of ordinary income.instructions and (a) line 3 of thatA, Worksheet B, or the instructions for
worksheet minus the amount on FormCapital Gains and Losses in Pub. 514 Worksheet B. If you do not qualify4952, line 4e, that you elected toto determine the adjustments you must to use Worksheet A, use Worksheet Bmake to your foreign capital gains or include on Form 4952, line 4g, is zero on page 9 to determine the adjustmentslosses. Read the instructions below to or less, (b) line 7 of that worksheet is you must make to your foreign sourcesee if you qualify to use Worksheet A or zero, or (c) line 17 of that worksheet is capital gains or losses if:Worksheet B. If you do not qualify to equal to or greater than line 18. • You have foreign source capitaluse Worksheet A or Worksheet B, use • You figured your tax using the

gains or losses in no more than twothe instructions for Capital Gains and Qualified Dividends and Capital Gain
separate categories, andLosses in Pub. 514 to determine the Tax Worksheet in the Form 1040NR

adjustments you must make. • You did not complete theinstructions and (a) line 3 of that
Unrecaptured Section 1250 Gainworksheet is zero, (b) line 5 of thatBefore you complete Worksheet
Worksheet or the 28% Rate Gainworksheet is zero, or (c) line 15 of thatA or Worksheet B, you must
Worksheet in the Schedule Dworksheet is equal to or greater thanreduce each foreign sourceCAUTION

!
instructions.line 16.long-term capital gain by the amount of

that gain you elected to include on • You figured your tax using Schedule
Complete Worksheet B only once,Form 4952, line 4g. The gain you D (Form 1041) and (a) line 23 of

even if you have capital gains or losseselected to include on Form 4952, line Schedule D is zero, (b) line 18 of
in two separate categories. Keep the4g, must be entered directly on line 1a Schedule D minus the amount on Form
completed Worksheet B for yourof the applicable Form 1116 without 4952, line 4e, that you elected to
records. Do not file Worksheet B withadjustment. include on Form 4952, line 4g, is zero
your tax return.or less, or (c) line 33 is equal to orWorksheet A. You can use

greater than line 34.Worksheet A on page 8 to determine
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Worksheet A (See instructions below) (Keep for Your Records)

Category #1 Category #2

Specify �

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

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

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

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

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

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

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

8. Adjusted separate category capital gain. (For each
separate category, subtract line 7 from line 1. Enter
the result here and include the result on line 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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Worksheet B (See instructions below) (Keep for Your Records)

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

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

(15%) (15%)

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

2. U.S. capital loss adjustment
amount

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

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

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

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

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

8. Limitation percentage

9. Long-term limitation
amounts

10. Adjustment amounts

11. Rate differential adjustments

12. Long-term gains

13. Rate differential adjustment

14. Long-term gain

15. Adjusted separate category
capital gains and losses

Instructions for Worksheet B

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 Records)(See instructions below)

Category #1 Category #2

Specify �

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

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

2. Separate category gain (or loss) 2.

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

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

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

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

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

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

Instructions for Line 2 Worksheet

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

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

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

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

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

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

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

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

!
Then, complete the summary Part IV on

instructions. Lines 2 Through 5—one Form 1116.
Deductions and LossesLine l—Foreign Country or If you are filing a Form 1116

that includes foreign source You must reduce your foreign grossU.S. Possession
qualified dividends or foreign income on line 1a by entering on lines 2CAUTION

!
Generally, if you received income from, source capital gains or losses, see through 5:or paid taxes to, more than one foreign Foreign Qualified Dividends and Capital • Any of your deductions that definitelycountry or U.S. possession, report Gains (Losses) starting on page 5. relate to that foreign income, andinformation on a country-by-country • A ratable share of your otherbasis on Form 1116, Parts I and II. Use Line 1b deductions that do not definitely relatea separate column in Part I and a You must check the box on line 1b if all to that foreign income, any otherseparate line in Part II for each country of the following apply. foreign income, or U.S. source income.or possession. If you paid taxes to • The income on line 1a is Do not include:more than three countries or compensation for services you • Deductions and losses related topossessions, attach additional sheets performed as an employee. exempt or excluded income, such asfollowing the format of Parts I and II. • Your total employee compensation foreign earned income you havefrom both U.S. and foreign sources wasLines 1a and 1b—Foreign excluded on Form 2555 or$250,000 or more. Form 2555-EZ.Gross Income • You used an alternative basis • The deduction for personalInclude income in the category checked (discussed in Pub. 514) to determine exemptions. (However, you can includeabove Part I that is taxable by the the source of the compensation entered the additional exemptions for housingUnited States and is from sources on line 1a. Hurricane Katrina displaced individualswithin the country entered on line l. You In addition, attach to Form 1116 a from Form 8914, line 6.)must include income even if it is not statement that contains the following Special rules apply to the allocationtaxable by that foreign country. Identify information. of research and experimentalthe type of income on the dotted line • The specific compensation income or expenditures. See Regulations sectionnext to line 1a. Do not include any the specific fringe benefit for which the 1.861-17.earned income excluded on Form 2555, alternative basis is used.

If the law of a U.S. state to whichForeign Earned Income, or Form • For each such item, the alternative
you pay income taxes does not2555-EZ, Foreign Earned Income basis of allocation of source used.
specifically exempt foreign sourceExclusion.
income from tax, you may be required
to make a special allocation of state
taxes you paid. See Pub. 514 for more
information.Worksheet for Home Mortgage Interest Keep for Your Records Itemized deduction limit. If you must—Line 4a reduce the total amount of your
itemized deductions on line 28 of
Schedule A (Form 1040) because yourNote: Before you complete this worksheet, read the instructions for line 4a on adjusted gross income was more than

page 14. $150,500 ($75,250 if married filing
separately), you must reduce each of1. Enter gross foreign source income* of the type shown on the itemized deductions that are subject

Form 1116. Do not enter income excluded on Form 2555 to the reduction by the reduction
percentage before you complete linesor Form 2555-EZ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.
2, 3a, and 4a.

2. Enter gross income from all sources. Do not enter income Use the Itemized Deductions
excluded on Form 2555 or Form 2555-EZ . . . . . . . . . . . . .  2. Worksheet in the Instructions for

Schedule A (Form 1040) to figure the
3. Divide line 1 by line 2 and enter the result as a decimal reduction percentage. Divide the

amount on line 9 of the worksheet (the(rounded to at least four places) . . . . . . . . . . . . . . . . . . . . 3.
overall reduction) by the amount on line

4. Enter deductible home mortgage interest (from lines 10 3 of the worksheet (total itemized
deductions subject to the reduction).through 12 of Schedule A (Form 1040))** . . . . . . . . . . . . . 4.
This is your reduction percentage.
Apply this percentage (expressed as a5. Multiply line 4 by line 3. Enter the result here and on the
decimal rounded to at least four places)appropriate Form 1116, line 4a . . . . . . . . . . . . . . . . . . . . . 5.
to each itemized deduction subject to
the reduction to determine the amount*If you have to report income from more than one country on Form 1116, complete
to enter on the appropriate line ofa separate worksheet for each country. Use only the income from that country on Form 1116.line 1 of the worksheet. Note. You do not need to make this
computation if the entire amount of your**If you were required to reduce the amount of your itemized deductions on
itemized deductions is entered on anySchedule A, enter the reduced amount of home mortgage interest on line 4 of the one of the following lines: line 2, line

worksheet. 3a, or line 4a. Just enter your reduced
itemized deductions on that line.

-13-



Page 14 of 18 Instructions for Form 1116 14:45 - 29-NOV-2006

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

Example. You are single and have If you do not itemize deductions, of your interest expense to U.S. source
an adjusted gross income of $210,500. enter your standard deduction on income. Otherwise, each type of
Your itemized deductions subject to the line 3a. interest expense is apportioned
overall reduction (line 3 of the separately using an “asset method.”Line 3b. Enter on line 3b any other
worksheet) total $20,000. $8,000 of See Pub. 514 for more information.deductions that do not definitely relate
these deductions are definitely related to any specific type of income. Example. You have investment
to the income on Form 1116, line 1a. Examples of these deductions are the interest expense of $2,000. Your assets
The other $12,000 ($20,000 – $8,000) deduction for alimony paid from Form of $100,000 consist of stock generating
are real estate taxes, which are not 1040, line 31a, and the additional U.S. source income (adjusted basis,
definitely related. exemptions for housing Hurricane $40,000) and stock generating foreign

Katrina displaced individuals from Form source income (adjusted basis,The amount of the overall reduction
8914, line 6. $60,000). You apportion 40% ($40,000/on line 9 of the worksheet is $1,800. To

$100,000) of $2,000, or $800 of yourfigure the amount of the real estate Lines 3d and 3e investment interest, to U.S. sourcetaxes to include in the total for line 3a of
For lines 3d and 3e, gross income income and 60% ($60,000/$100,000) ofForm 1116, divide the amount on line 9
means income without regard to $2,000, or $1,200, to foreign source($1,800) by the amount on line 3
deductions and losses. income. In this example, you will enter($20,000). This is your reduction
Line 3d. Enter your gross foreign the $1,200 apportioned to foreignpercentage (9%). You must reduce
source income from the category you source income on line 4b. You wouldyour $12,000 deduction by $1,080 (9%
checked above Part I of this not enter the $800 apportioned to U.S.x $12,000). The reduced deduction of
Form 1116. Include any foreign earned source income on any line of Part I of$10,920 ($12,000 – $1,080) is the
income you have excluded on Form Form 1116.amount to enter on line 3a of Form
2555 or Form 2555-EZ but do not1116. Make a similar computation to Line 5include any other exempt income.figure the amount of definitely related

If you have capital losses from foreignitemized deductions ($7,280) to enter If you had income from more than sources, see Foreign Qualifiedon line 2. one country, you must enter income Dividends and Capital Gains (Losses)from only one country in each column.Line 2 starting on page 5 for information on
If you had to adjust your foreign adjustments you may be required to

qualified dividends or capital gains (seeBefore you complete line 2, read make.
page 5), include those amounts withoutItemized deduction limit on page
regard to any adjustments.13.CAUTION

!
Line 3e. Enter on line 3e in each Part II—Foreign TaxesEnter your deductions that definitely column your gross income from allrelate to the gross income from foreign Paid or Accruedsources and all categories, both U.S.sources shown on line 1a. For example, and foreign. Include any foreign earnedif you are an employee reporting See page 2 for descriptions ofincome you have excluded on Formforeign earned income on line 1a, foreign taxes that are eligible for2555 or Form 2555-EZ but do notinclude on line 2 expenses such as the foreign tax credit and foreigninclude any other exempt income. CAUTION

!
those incurred to move to a new taxes that are not eligible for the foreignIf you are a nonresident alien,principal place of work outside the tax credit.include on both lines 3d and 3e yourUnited States or supplies you bought

You can take a foreign tax credit inincome that is not effectively connectedfor your job outside the United States.
the tax year you paid or accrued thewith a trade or business in the UnitedDo not include any interest expense foreign taxes, depending on yourStates.on line 2. See lines 4a and 4b for method of accounting. If you report onIf you had to adjust your foreignspecial rules for interest expense. the cash basis, you can choose to takequalified dividends or capital gains (see
the credit for accrued taxes by checkingLines 3a and 3b page 5), include those amounts without
the “accrued” box in Part II. But onceSome deductions do not definitely regard to any adjustments.
you choose to do this, you must creditrelate to either your foreign source Line 3f foreign taxes in the year they accrue onincome or your U.S. source income.
all future returns.Divide line 3d by line 3e and round offEnter on lines 3a and 3b any

the result to at least four decimal places Generally, you must enter in Part IIdeductions (other than interest
(for example, if your result is the amount of foreign taxes, in both theexpense) that:
0.8756782, round off to 0.8757, not to foreign currency denomination(s) and• Are not shown on line 2, and
0.876 or 0.88). Enter the result, but do as converted into U.S. dollars, that• Are not definitely related to your U.S.
not enter more than “1.” relate to the category of incomesource income.

checked above Part I. Taxes areLine 3a. Before you complete line 3a, Line 4a related to the income if the income isread Itemized deduction limit starting on If your gross foreign source income included in the foreign tax base onpage 13. (including income excluded on Form which the tax is imposed. If the foreignEnter the following itemized 2555 or Form 2555-EZ) does not tax you paid or accrued relates to moredeductions (from Schedule A (Form exceed $5,000, you can allocate all of than one category of income, apportion1040)) on line 3a. your interest expense to U.S. source the tax among the categories. The• Medical expenses (line 4) income. Otherwise, deductible home apportionment is based on the ratio of• Real estate taxes (line 6) mortgage interest (including points) is net foreign taxable income in eachapportioned using a gross income category to the total net income subjectAt the time these instructions method. Use the worksheet on page 13 to the foreign tax. See Pub. 514 for anwent to print, Congress was to figure the amount to enter on line 4a. example.considering legislation thatCAUTION
!

Before you complete the worksheet,would extend the deduction for general However, if foreign tax paid onread Itemized deduction limit on pagesales taxes that expired at the end of passive income is reported to you in13.2005. To find out if this legislation was U.S. dollars on a Form 1099-DIV,
enacted, and for more details, go to Line 4b 1099-INT, or similar statement, you do
www.irs.gov, click on More Forms and not have to convert the amount shownOther interest expense includes
Publications, and then on What’s Hot in into foreign currency. This rule appliesinvestment interest, interest incurred in
forms and publications, or see Pub. whether or not you can make thea trade or business, and passive
553. election to claim the foreign tax creditactivity interest. If you are a U.S.

without filing Form 1116 (as explainedIf the legislation is enacted, include citizen, resident alien, or a domestic
on page 1). Enter “1099 taxes” in Partthe deduction for general sales taxes in estate, and your gross foreign source
II, column (o), and complete columns (t)the above list. income (including any income excluded
through (x) for each foreign countryon Form 2555 or Form 2555-EZ) does
indicated in Part I.not exceed $5,000, you can allocate all
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Note. If you are taking a credit for accrued during the tax year by the 5471, Information Return of U.S.
additional taxes paid or accrued as the following fraction. Persons With Respect To Certain
result of an audit by a foreign taxing Foreign Corporations. If you do not fileNumerator: Foreign earned income
authority or you are filing an amended Form 5471 and furnish all of theand housing amounts you excluded for
return reflecting a foreign tax refund, information required by the due date ofthe tax year minus otherwise deductible
attach a statement to Form 1116 your tax return, reduce by 10% allexpenses (not including the foreign
identifying these taxes. foreign taxes that you otherwise mayhousing deduction) allocable to that

take into account for the foreign taxincome.
credit. You may have to makeDenominator: Your total foreign additional reductions if the failurePart III—Figuring the earned income received or accrued continues. See section 6038(c) forduring the tax year minus deductibleCredit details and exceptions.expenses (including the foreign housing
Note. The reduction in foreign taxes isdeduction) allocable to that income.Line 10 reduced by any dollar penalty imposedHowever, if the foreign jurisdiction
under section 6038(b).You can carry back 1 year and then charges tax on foreign earned income

forward 10 years any foreign tax you • Reduction for failure to file Formand some other income (for example,
paid or accrued to any foreign country 8865. U.S. partners who control aearned income from U.S. sources or a
or U.S. possession (reduced as foreign partnership must file Formtype of income not subject to U.S. tax)
described on this page) on income in a 8865, Return of U.S. Persons Withand the taxes on the other income
separate category that is more than the Respect to Certain Foreigncannot be segregated, the denominator
limitation. First, apply the excess to the Partnerships. If you do not file Formis the total amount of income subject to
earliest year to which it may be carried. 8865 and furnish all of the informationforeign tax minus deductible expenses
Then, apply it to the next earliest year, required by the due date of your taxallocable to that income.
and so on. The carryback-carryforward return, reduce by 10% all foreign taxesSee Pub. 514 for a comprehensiveperiod cannot be extended even if you that you otherwise may take intoexample.are unable to take a credit in one of the account for the foreign tax credit. You• Taxes on income from Puerto Ricointervening years. may have to make additional reductionsexempt from U.S. tax. The reduction if the failure continues. See sectionYou cannot carry a credit back to a applies if you have income from Puerto 6038(c) for details and exceptions.tax year for which you claimed a Rican sources that is not taxable on

Note. The reduction in foreign taxes isdeduction, rather than a credit, for your U.S. tax return. To figure the
reduced by any dollar penalty imposedforeign taxes paid or accrued. However, credit, reduce your foreign taxes paid or
under section 6038(b).you must reduce the amount of any accrued by the taxes allocable to the

carryback or carryforward by the • Reduction of taxes or credit due toexempt income. See Pub. 570 for more
amount that you would have used had international boycott operations. Ininformation.
you chosen to claim a credit rather than general, if you agree to participate in, or• Taxes on income from American
a deduction in that year. cooperate with, an international boycott,Samoa excluded from U.S. tax. If you

you must file Form 5713, Internationalare a bona fide resident of American If, for any year, you elected to claim
Boycott Report, and attach allSamoa, reduce taxes paid or accruedthe foreign tax credit without filing Form
supporting schedules. In addition, youby any taxes attributable to excluded1116 (as explained on page 1), the
must reduce either the total taxesincome from sources in Americanfollowing rules apply.
available for credit or the creditSamoa. For more information, see Pub.• You cannot carry over unused
otherwise allowable by your foreign570.foreign taxes paid or accrued in a year
taxes resulting from boycott activities. If• Taxes on foreign-oil-relatedto which the election does not apply to
you can figure the taxes specificallyincome. Reduce taxes paid or accruedany year for which you made the
attributable to boycott operations, enterby foreign taxes paid or accrued onelection.
the amount on line 12. If you cannotforeign-oil-related income, but only to• The carryback-carryforward period is
figure the amount of taxes specificallythe extent the tax imposed by thenot extended if you are unable to use a
attributable to boycott operations,foreign country on the oil-relatedcarryback or carryforward because you
multiply the credit otherwise allowableincome is considered to be materiallymade the election.
by the international boycott factorgreater than the tax generally imposed• Do not reduce the carryback or
(figured on Schedule A (Form 5713),by that country on other kinds ofcarryforward by the amount you would
International Boycott Factor) and enterincome. See Regulations sectionhave used in the election year if you
the result on Form 1116, line 32 .1.907(b)-1. The amount of tax nothad not made the election.
Attach a statement to Form 1116allowed as a credit under this rule isFile Form 1040X or other amended showing in detail how you figured theallowed as a business expensereturn and a revised Form 1116 for the reduction.deduction.earlier tax year to which you are • Taxes on foreign oil and gas For more information, see Formcarrying back excess foreign taxes.

extraction income. Reduce taxes paid 5713 and its instructions.Special rules apply to the carryback or accrued by taxes imposed on foreignand carryforward of foreign taxes paid Line 14oil and gas extraction income. Theor accrued on foreign oil and gas amount of the reduction is the amount The amount on line 14 is your taxableextraction income. See section 907(f). by which your foreign oil and gas income (or loss), before adjustments,
See Pub. 514 for more information extraction taxes exceed the amount of from sources outside the United States.

on carryback and carryforward your foreign oil and gas extraction If the amount on line 14 is zero or a
provisions, including examples. income for the year multiplied by a loss, you generally have no foreign tax

fraction equal to your pre-credit U.S. tax credit for the category of incomeLine 12 liability (for example, Form 1040, line checked above Part I of this Form
You may have to reduce the foreign 44) divided by your worldwide income. 1116. However, you must complete line
taxes you paid or accrued by the You may be entitled to carry over to 15 and continue with the form even if
following items. other years taxes reduced under this line 14 is zero or a loss.• Taxes on income excluded on rule. See section 907(f).
Form 2555 or Form 2555-EZ. Reduce Line 15• Taxes on foreign mineral income.
taxes paid or accrued by the taxes Reduce taxes paid or accrued on You are required to increase or
allocable to any foreign earned income mineral income from a foreign country decrease the amount on line 14 by the
excluded on Form 2555 or Form or U.S. possession if you took a following adjustments. The adjustments
2555-EZ. If only part of your foreign deduction for percentage depletion must be made in the order listed. If you
earned income is excluded, you must under section 613 for any part of the have more than one adjustment, enter
determine the amount of tax allocable mineral income. the net adjustment on line 15 and
to excluded income. To do so, multiply • Reduction for failure to file Form attach a detailed statement showing
the foreign taxes paid or accrued on 5471. U.S. shareholders who control a your computation. See Pub. 514 for
foreign earned income received or foreign corporation must file Form
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more details on each of these 2. Recapture of prior year overall part of any income you receive in 2006
adjustments. foreign loss. If you had an overall in that loss category. You

foreign loss in a prior year that offset recharacterize the income by:The adjustments are:
U.S. source income, a part of your • Increasing the amount on line 141. Allocation of foreign losses. If foreign income (in the same category (adjusted by any of the otheryou have a loss on line 14 of one Form as the loss) is treated as U.S. source adjustments previously mentioned in1116 and you have income on line 14 income in each following tax year. The these line 15 instructions) of the Formof one or more other Forms 1116, you part that is treated as U.S. source 1116 for each of the separatemust reduce the foreign income by a income is the smallest of: categories, other than the losspro rata share of the loss before you category, previously reduced bya. The amount of overall foreignuse any remaining loss to reduce U.S. including on line 15 any recharacterizedloss not recaptured in earlier years,source income. income andb. 50% (or more, if you choose) ofIf the loss reduces foreign source • Decreasing the amount on line 14your taxable income from foreignincome, you must recharacterize the (adjusted by any of the othersources, orincome you receive in the loss category adjustments previously mentioned inc. The amount from line 14, lessin later years. See Recharacterization these line 15 instructions) of the Formany adjustment for allocation of lossesof income on this page. In situations 1116 for the loss category by includingfrom other categories, as describedwhere the loss to be allocated exceeds on line 15 the amount ofunder Allocation of foreign losses onforeign income in other categories, the recharacterized income as a negativepage 15.excess reduces U.S. source income (as number (in parentheses).Reduce the income on line 14 bymodified below under Capital losses) Example. Using the facts in theincluding (in parentheses) on line 15and for later years you must follow the example under Allocation of foreignthe smallest of a, b, or c above. This isrules described under Recapture of losses on this page, in the next yearthe amount of the recapture. Be sure toprior year overall foreign loss on this (2007), you have $5,000 of generalattach your computation. If you elect topage. limitation income, $3,000 of passiverecapture more of an overall foreign

Capital losses.  In determining your income, and $500 of high withholdingloss than is required (b above), show in
U.S. source income, reduce the amount tax interest. Because $1,600 of theyour computation the percentage of
of any capital losses from U.S. sources general limitation loss was used totaxable income recaptured and the
by the amount you entered on line 4 of reduce your passive income in 2006,dollar amount of the recapture.
Worksheet A or line 5 of the Line 2 $1,600 of your 2007 general limitation
Worksheet for Worksheet B. If you have Dispositions of certain property. income must be recharacterized as
capital losses from U.S. sources and If you recognized foreign source gain in passive income. Similarly, $400 of the
you did not use either Worksheet A or the same category as the overall general limitation income must be
Worksheet B, see Pub. 514 to foreign loss on a disposition of property recharacterized as high withholding tax
determine your U.S. source income. that was used predominantly in a interest. On your 2007 Form 1116 for

foreign trade or business and that passive income, you would includeExample. For 2006, you completed
generated foreign source income in the $1,600 on line 15. On your 2007 Formthree Forms 1116. The first had a loss
same category as the overall foreign 1116 for high withholding tax interest,from general limitation income of
loss, then the gain on the disposition you would include $400 on line 15. On$2,000 on line 14, the second had
may be subject to recapture as U.S. your 2007 Form 1116 for generalincome of $4,000 from passive sources
source income to the extent of 100% of limitation income, you would includeon line 14, and the third had income of
your foreign source taxable income. ($2,000) on line 15.$1,000 from high withholding tax
See section 904(f)(3).interest on line 14. You must allocate Recharacterizing income from aThe above rule also generallythe $2,000 loss between the passive separate category does notapplies to a gain on the disposition ofincome and the high withholding tax result in recharacterizing any

TIP
stock in a controlled foreign corporationinterest in the same proportion as each tax.(CFC), if you owned more than 50category’s income bears to the total

4. Allocation of U.S. losses. If youpercent (by vote or value) of the stockforeign income.
have a net loss from U.S. sources inright before you disposed of it. SeeThe amount of the loss that would 2006, proportionately allocate that losssection 904(f)(3)(D) for morereduce passive income would be 80% among the separate categories of yourinformation and exceptions.($4,000/$5,000) of the $2,000 loss or foreign income. Reduce the income onReduce line 14 by including (in$1,600. Include the $1,600 (in line 14 (adjusted by any of the otherparentheses) on line 15 the smallest ofparentheses) on line 15 of the passive adjustments previously mentioned in(a) the amount of the gain notincome Form 1116. Assuming you have these line 15 instructions) by includingrecaptured under the two precedingno other line 15 adjustments, enter (in parentheses) on line 15 theparagraphs, (b) the remaining amount$2,400 ($4,000 − $1,600) on line 16 of allocable portion of any U.S. loss. Aof the overall foreign loss notthat form. U.S. loss includes a rental loss onrecaptured in earlier years or in theThe amount of the loss that would property located in the United States. Ifcurrent year under the two precedingreduce high withholding tax interest you have any qualified dividends orparagraphs, or (c) the amount from linewould be 20% ($1,000/$5,000) of the capital gains (including capital gain14, less any adjustment for allocation of$2,000 loss or $400. Include the $400 distributions) or losses for the taxablelosses from other categories and anyin parentheses on line 15 of the high year and you are required to make anyadjustment under the two precedingwithholding tax interest Form 1116. adjustments to those amounts, asparagraphs. See Pub. 514 if youAssuming you have no other line 15 explained earlier under Foreigndisposed of property described aboveadjustments, enter $600 ($1,000 − Qualified Dividends and Capital Gainsand you recognized foreign source gain$400) on line 16 of that form. (Losses) starting on page 5 or thein a different category than the overall instructions for line 17, the amount ofIn this case, all of the $2,000 loss foreign loss, you recognized U.S. your U.S. loss is the excess of:was allocated between the foreign source gain, or you did not recognizesource passive income and the high 1. The total of the amounts enteredgain.withholding tax interest categories, and on line 14 for each Form 1116 you areAttach a statement to Form 1116no reduction was made to U.S. source filing, overshowing the balance in each separateincome. 2. The amount entered on line 17 oflimitation overall foreign loss account. the Form 1116.If you receive general limitation See Regulations section 1.904(f)-1(b)income in a later year, you must for more information.recharacterize all or part of that income Line 173. Recharacterization of income.as passive income and high withholding If you have qualified dividends orIf, in a prior tax year, you reduced yourtax interest in that later year. See the capital gains, you may be required toforeign taxable income in the categoryexample under Recharacterization of make adjustments to those qualifiedchecked above Part I by a pro rataincome on this page. dividends and gains before you takeshare of a loss from another category,
those amounts into account on line 17.you must recharacterize in 2006 all or
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Also, individuals have to adjust their 1. Line 7 of the Qualified Dividends • Line 12 of the Qualified Dividends
taxable income before exemptions if and Capital Gain Tax Worksheet does and Capital Gain Tax Worksheet in the
they file Form 8914, Exemption Amount not exceed: Form 1040NR instructions.
for Taxpayers Housing Individuals • $188,450 if married filing jointly or Complete all other lines as instructed
Displaced by Hurricane Katrina. qualifying widow(er); on the worksheet.• $94,225 if married filingIndividuals Who Completed a Estates and Trusts Thatseparately;Qualified Dividends and Capital Completed a Qualified• $154,800 if single; or
Gain Tax Worksheet • $171,650 if head of household. Dividends Tax Worksheet or

2. The amount of your foreignIf you completed the Qualified Schedule D
source net capital gain, plus theDividends and Capital Gain Tax If you completed the Qualifiedamount of your foreign source qualifiedWorksheet in the instructions for your Dividends Tax Worksheet in thedividends is less than $20,000. For thistax return, you must use the Worksheet instructions for Form 1041 or youpurpose, ignore any capital gainfor Line 17 on this page to figure the completed Part V of Schedule D (Formdistributions or qualified dividends youamount to enter on line 17 if: 1041), you must use the Worksheet forelected to include on Form 4952, line1. You file Form 1040 and Line 17 on this page to figure the4g. amount to enter on line 17 if:a. Line 7 of your Qualified Dividends

and Capital Gain Tax Worksheet is 1. You figured your tax using theAdjustment exception for Form
greater than zero, and Qualified Dividends Tax Worksheet,1040NR filers. You qualify for the

b. Line 17 of your Qualified line 5 of that worksheet is greater thanadjustment exception if you meet both
Dividends and Capital Gain Tax zero, and line 15 of your Qualifiedof the following requirements:
Worksheet is less than line 18 of that Dividends Tax Worksheet is less than1. Line 5 of the Qualified Dividendsworksheet, OR line 16 of that worksheet, orand Capital Gain Tax Worksheet does2. You file Form 1040NR and 2. You figured your tax using thenot exceed:

Part V of Schedule D (Form 1041), linea. Line 5 of your Qualified Dividends a. $188,450 if you checked filing 23 of the Schedule D is greater thanand Capital Gain Tax Worksheet is status box 6, zero, and line 33 of the Schedule D isgreater than zero, and b. $94,225 if you checked filing less than line 34.b. Line 15 of your Qualified status box 3,4, or 5, orDividends and Capital Gain Tax Adjustment exception. If you qualifyc. $154,800 if you checked filingWorksheet is less than line 16 of that for the adjustment exception, you dostatus box 1 or 2.worksheet. not need to use the Worksheet for Line2. The amount of your foreign
17 to figure the amount to enter on linesource net capital gain, plus theAdjustment exception.  If you qualify
17. You qualify for the adjustmentamount of your foreign source qualifiedfor the adjustment exception, you do
exception if:dividends is less than $20,000.not need to use the worksheet for line

1. Line 5 of the Qualified Dividends17 to figure the amounts to enter on
Your foreign source net capital Tax Worksheet or line 23 of Scheduleline 17.
gain is the excess of your D (Form 1041) does not exceedIf you do not need to complete the foreign source net long-term $7,400, and

TIP
Worksheet for Line 17, enter on line 17 capital gain over your foreign source 2. The amount of your foreignof Form 1116 your taxable income net short-term capital loss. source net capital gain, plus thewithout the deduction for your

Completing the Worksheet for amount of your foreign source qualifiedexemption (for example, the amount
Line 17. If you do need to complete dividends, is less than $20,000. For thisfrom Form 1040, line 41), minus any
the Worksheet for Line 17, do the purpose, ignore any foreign sourceamount shown on Form 8914, line 6.
following. qualified dividends or capital gains thatAdjustment exception for Form you elected to include on Form 4952,Lines 2 through 5. Skip these lines.1040 filers.  You qualify for the line 4g.Line 6. Enter the amount from:adjustment exception if you meet both
• Line 14 of the Qualified Dividendsof the following requirements:
and Capital Gain Tax Worksheet in the
Form 1040 instructions, or

Worksheet for Line 17 (Worldwide Qualified Dividends and Capital Gains) Keep for Your 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 (minus any amount on Form 8914, line 6).
If you are a nonresident alien, enter the amount from Form 1040NR, line 38 (minus any amount
on Form 8914, line 6).
Estates and trusts: Enter 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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Your foreign source net capital exemption (for example, the amount figured on all of your Forms 1116.
gain is the excess of your from Form 1040, line 41), minus any However, if you completed a Form
foreign source net long-term amount shown on Form 8914, line 6. 1116 for category g (lump-sum

TIP

capital gain over your foreign source distributions) or h (section 901(j)If you do need to complete the
net short-term capital loss. income), do not use Part IV of thatWorksheet for Line 17, do the following.

Form 1116 as your summary. Enter theIf you do not need to complete the Line 2. Enter the amount (if any) credits from line 21 of all of your FormsWorksheet for Line 17, enter on line 17 from line 32 of the Schedule D Tax 1116 on lines 22 through 29 of theof Form 1116 the estate’s or trust’s Worksheet. Form 1116 you are using to summarizetaxable income without the deduction Line 4. Enter the amount (if any) your credits. File the other Forms 1116for its exemption. from line 29 of the Schedule D Tax as attachments.Completing the Worksheet for Worksheet.
Line 17. If you do need to complete Line 31Line 6. Enter the amount (if any)the Worksheet for Line 17, do the from line 23 of the Schedule D Tax Enter the smaller of line 19 or line 30.following. Worksheet. Note. Generally, line 30 will exceedLines 2 through 5. Skip these lines. Complete all other lines as instructed line 19 only if you have U.S. capital

Line 6. Enter the amount from line on the worksheet. gains or qualified dividends that are
12 of the Qualified Dividends Tax subject to the capital gain rateLine 19Worksheet or line 30 of Schedule D. differential (figured in the Worksheet for

If you are completing line 19 forComplete all other lines as instructed Line 17 on page 17).
separate category g (lump-sumon the worksheet.

Paperwork Reduction Act Notice.distributions), enter the amount fromTaxpayers Who Completed the We ask for the information on this formline 5 of the Worksheet for Lump-SumSchedule D Tax Worksheet to carry out the Internal Revenue lawsDistributions on page 4.
 If you figured your tax using the of the United States. You are requiredDo not complete line 19 for separate
Schedule D Tax Worksheet (in the to give us the information. We need it tocategory h (section 901(j) income). See
Schedule D (Form 1040) instructions or ensure that you are complying withpage 3.
in the Form 1041 instructions), you these laws and to allow us to figure andFor all other applicable categories,must use the Worksheet for Line 17 on collect the right amount of tax.complete line 19 as follows.page 17 to figure the amount of tax to You are not required to provide theForm 1040 filers. Enter the amountenter on line 17 of Form 1116 if: information requested on a form that isfrom Form 1040, line 44, less any tax• Line 17 of the Schedule D Tax subject to the Paperwork Reduction Actincluded on line 44 from Form 4972.Worksheet is greater than zero, and unless the form displays a valid OMB

Form 1040NR filers. Enter the amount• Line 35 of the Schedule D Tax control number. Books or records
from Form 1040NR, line 41, less anyWorksheet is less than line 36. relating to a form or its instructions
tax included on line 41 from Form 4972.Adjustment exception. If you qualify must be retained as long as their

for the adjustment exception, you do Form 1041 filers. Enter the amount contents may become material in the
not need to use the Worksheet for Line from Form 1041, Schedule G, line 1a. administration of any Internal Revenue
17 to figure the amount to enter on line law. Generally, tax returns and returnLine 2117. You qualify for the adjustment information are confidential, as required
exception if: The maximum foreign tax credit you by section 6103.

can claim in the current year is1. The amount of your foreign The time needed to complete andgenerally limited to the allocatedsource qualified dividends plus the file this form will vary depending onamount of U.S. tax imposed on theamount of your foreign source net individual circumstances. Theforeign income, or the actual amount ofcapital gain is less than $20,000, and estimated burden for individualforeign tax paid or accrued on the2. Line 17 of the Schedule D Tax taxpayers filing this form is approvedforeign income (after reductionsWorksheet (Form 1040) is less than or under OMB control number 1545–0074required on line 12), whichever is less.equal to: and is included in the estimates shownHowever, see Foreign Taxes Eligible in the instructions for their individual• $188,450 if married filing jointly or for a Credit on page 2 for additional income tax return. The estimatedqualifying widow(er); information. burden for all other taxpayers who file• $94,225 if married filing separately; If the amount on line 20 is smaller this form is: Recordkeeping, 2 hr., 43• $154,800 if single; or than the amount on line 13, see min.; Learning about the law or the• $171,650 if head of household Pub. 514 for more information on form, 1 hr., 5 min.; Preparing the(or, for trusts and estates, line 17 of the carryback and carryforward provisions, form, 2 hr., 39 min.; Copying,Schedule D Tax Worksheet (Form including examples. assembling, and sending the form to1041) is less than or equal to $7,400).
the IRS, 

Your foreign source net capital 34 min.
gain is the excess of your Part IV—Summary of If you have comments concerningforeign source net long-term

TIP
the accuracy of these time estimates orCredits From Separatecapital gain over your foreign source suggestions for making this formnet short-term capital loss. Ignore any simpler, we would be happy to hearParts IIIforeign source qualified dividends or from you. You can write to the IRS atComplete lines 22 through 29 incapital gains that you elected to include the address listed in the instructions ofPart IV only if you must complete moreon Form 4952, line 4g, in determining the tax return with which this form isthan one Form 1116 because you havethe amount of your foreign source filed.more than one of the categories ofqualified dividends and net capital gain.

income listed above Part I.If you do not need to complete the
Complete Part IV on only one FormWorksheet for Line 17, enter on line 17

1116 to summarize the credits youof Form 1116 your taxable income
without the deduction for your
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