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Department of the Treasury
Internal Revenue Service2007

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

Section references are to the Internal Recharacterization of overall taxes paid on a country-by-country
Revenue Code unless otherwise noted. domestic loss. If you have an overall basis. See the instructions for line g.

domestic loss for any tax yearGeneral Instructions beginning after 2006, you must Election To Claim the
recharacterize a portion of your U.S. Foreign Tax Creditsource taxable income in succeedingWhat’s New for 2007
years as foreign source taxable income Without Filing Form 1116Income categories eliminated. The for purposes of the foreign tax credit.

You may be able to claim the foreignfollowing categories of income have
tax credit without filing Form 1116. Bybeen eliminated for purposes of In a tax year you choose to claim the
making this election, the foreign taxcomputing the foreign tax credit limit. foreign tax credit, the overall domestic
credit limitation (lines 14 through 20 ofIncome that previously fell in these loss is the domestic loss for that tax
the form) will not apply to you. Thiscategories is either passive category year to the extent it offsets foreign
election is available only if you meet allincome or general category income. source taxable income for that tax year
of the following conditions.• High withholding tax interest. or for any preceding tax year (in which

• Financial services income. you chose to claim the foreign tax • All of your foreign source gross
• Shipping income. credit) because of a carryback. If you income was “passive category income”
• Dividends from a domestic do not choose to claim the foreign tax (which includes most interest and
international sales corporation (DISC) credit for a tax year, the overall dividends) (see page 3). However, for
or former DISC. domestic loss is the domestic loss for this purpose, passive income also
• Certain distributions from a foreign that tax year to the extent it offsets includes (a) income subject to the
sales corporation (FSC) or former FSC. foreign source taxable income for any special rule for high-taxed income

preceding tax year (in which you chose described on page 4, and (b) certainHigh withholding tax interest and
to claim the foreign tax credit) because export financing interest.shipping income are passive category
of a carryback. • All the income and any foreign taxesincome or general category income,

paid on it were reported to you on adepending on the circumstances. A domestic loss is the amount by qualified payee statement. QualifiedFinancial services income is general which the U.S. source gross income for payee statements include Formcategory income if you are the tax year is exceeded by the sum of 1099-DIV, Form 1099-INT, Schedulepredominantly engaged in the active the deductions properly allocated or K-1 (Form 1041), Schedule K-1 (Formconduct of a banking, insurance, apportioned to the income (determined 1065), Schedule K-1 (Form 1065-B),financing or similar business. Dividends without regard to any carryback from a Schedule K-1 (Form 1120S), or similarfrom a DISC or former DISC and subsequent tax year). substitute statements.certain distributions from a FSC or • Your total creditable foreign taxes areformer FSC are passive category Country-by-country reporting no not more than $300 ($600 if marriedincome. longer required of mutual fund or filing a joint return).Carryforward and carryback of other regulated investment company
This election is not available tounused foreign taxes. Special rules (RIC) shareholders.  If you claim a

estates or trusts.apply to carrybacks of unused foreign foreign tax credit in 2007 or later years
taxes to 2006 and carryforwards of for your share of the foreign taxes paid If you make this election:
unused taxes to 2007 and later years. by a mutual fund or other RIC, you no • You cannot carry over to any other
See the instructions for line 10. longer have to report the income or year any foreign taxes paid or accrued

in a tax year to which the election
Tax Help applies (but carryovers to and from

other years are unaffected). See the
instructions for line 10 on page 16.For more information about, or assistance with figuring, the foreign tax credit, the following
• You are still required to take intoIRS resources are available.
account the general rules for

IRS Contacts • Call 1-800-829-1040 (in U.S. and Puerto Rico). determining whether a tax is creditable.
• Call 215-516-2000 (overseas) (not toll free). See Foreign Taxes Eligible for a Credit
• Contact IRS offices at U.S. embassies in London, Paris, or and Foreign Taxes Not Eligible for a

the U.S. consulate in Frankfurt. Credit on page 2.
• You are still required to reduce the• Write to Internal Revenue Service, International Section,
taxes available for credit by any amountP.O. Box 920, Bensalem, PA 19020-8518.
you would have entered on line 12 of

Publications • Pub. 54, Tax Guide for U.S. Citizens and Resident Aliens Form 1116. See the instructions for
Abroad. Line 12 on page 16.

• Pub. 514, Foreign Tax Credit for Individuals. To make the election, just enter on
• Pub. 519, U.S. Tax Guide for Aliens. the foreign tax credit line of your tax
• Pub. 570, Tax Guide for Individuals With Income From U.S. return (for example, Form 1040, line 51)

Possessions. the smaller of (a) your total foreign tax
• Pub. 575, Pension and Annuity Income. or (b) your regular tax (for example,

Form 1040, line 44).

Cat. No. 11441F
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in that country, as described in item (8) days before the ex-dividend date. ThisPurpose of Form under Foreign Taxes Not Eligible for a required holding period is greater for
Credit on this page. preferred-stock dividends attributable toWho should file. File Form 1116 to

periods totaling more than 366 days.claim the foreign tax credit if the If you want to change your election See section 901(k)(3) or Pub. 514.election above does not apply and: to take a deduction instead of a credit, 4. Foreign taxes withheld on a• You are an individual, estate, or trust, or a credit instead of a deduction, you dividend to the extent that you have toand must do so within a special 10-year make related payments on positions in• You paid or accrued certain foreign limitation period. See Pub. 514 for more similar or related property.taxes to a foreign country or U.S. information.
possession. Example. You receive a dividend

subject to foreign withholding tax. YouSee Foreign Taxes Eligible for a Foreign Taxes Eligible are obligated to pay someone else anCredit on this page to determine if the
amount equal to all these dividends youfor a Credittaxes you paid or accrued qualify for
receive. You cannot claim a foreign taxthe credit. You can take a credit for income, war
credit for the withholding tax on theseprofits, and excess profits taxes paid orDo not use Form 1116 to figure a dividends.accrued during your tax year to anycredit for taxes paid to the U.S. Virgin 5. Foreign taxes withheld on incomeforeign country or U.S. possession, orIslands. Instead, use Form 8689, or gain (other than dividends) fromany political subdivision (for example,Allocation of Individual Income Tax to property if you have not held thecity, state, or province), agency, orthe U.S. Virgin Islands. property for at least 16 days within theinstrumentality of the country orNonresident aliens. If you are a 31-day period that begins 15 dayspossession. This includes taxes paid ornonresident alien, you generally cannot before the date on which the right toaccrued in lieu of a foreign ortake the credit. However, you may be receive the payment arises. Seepossession income, war profits, orable to take the credit if: section 901(l) or Pub. 514.excess profits tax that is otherwise• You were a resident of Puerto Rico 6. Foreign taxes withheld on incomegenerally imposed. For purposes of theduring your entire tax year, or or gain (other than dividends) fromcredit, U.S. possessions include Puerto• You pay or accrue tax to a foreign property to the extent you have to makeRico, Guam, the Commonwealth of thecountry or U.S. possession on income related payments on positions in similarNorthern Mariana Islands, andfrom foreign sources that is effectively or related property.American Samoa.connected with a trade or business in 7. Payments of foreign tax that are

 U.S. citizens living in certain treatythe United States. But if you must pay returned to you in the form of a subsidy.
countries may be able to take antax to a foreign country or U.S. 8. Taxes paid or accrued to a
additional foreign tax credit for foreignpossession on income from U.S. foreign country in connection with the
tax imposed on certain items of incomesources only because you are a citizen purchase or sale of oil or gas extracted
from the United States. See Taxor a resident of that country or U.S. in that country if you do not have an
Treaties in Pub. 514 for details. If thispossession, do not use that tax in economic interest in the oil or gas, and
applies to you, use the worksheet nearfiguring the amount of your credit. the purchase price or sales price is
the back of Pub. 514 to help you figure different from the fair market value ofSee section 906 for more information
this additional credit. the oil or gas at the time of theon the foreign tax credit allowed to a

purchase or sale.nonresident alien individual.
9. Foreign taxes paid or accrued onForeign Taxes Not

income for which you are claiming anCredit or Deduction Eligible for a Credit exclusion on Form 8873, ExtraterritorialInstead of claiming a credit for eligible You cannot take a credit for the Income Exclusion. However, seeforeign taxes, you can choose to following foreign taxes. section 943(d) for an exception fordeduct foreign income taxes. Form certain withholding taxes.1. Taxes paid to a foreign country1040 filers choosing to do so would
that you do not legally owe, includingdeduct foreign income taxes on You cannot take a credit for anyamounts eligible for refund by theSchedule A (Form 1040), Itemized interest or penalties you must pay.foreign country. If you do not exerciseDeductions. Generally, if you take the
your available remedies to reduce thecredit for any eligible foreign taxes, you Foreign Currencyamount of foreign tax to what youcannot take any part of that year’s
legally owe, a credit for the excessforeign taxes as a deduction. However, Conversionamount is not allowed.even if you take the credit for eligible Report all amounts in U.S. dollars

foreign taxes for the year, you can take Example. Country X withholds $25 except where specified otherwise in
a deduction for: of tax from a payment made to you. Part II. If you have to convert from• Foreign taxes not allowed as a credit Under the income tax treaty between foreign currency, attach a detailed
because of boycott provisions. the United States and Country X, you explanation of how you figured the• Taxes paid to certain foreign owe only $15 and can claim a refund conversion rate.
countries for which a credit has been from Country X for the other $10. Only

If you take a credit for taxes paid, thedenied, as described in item (2) under $15 is eligible for the foreign tax credit
conversion rate is the rate of exchangeForeign Taxes Not Eligible for a Credit (whether or not you apply for a refund).
in effect on the day you paid the foreignon this page. 2. Taxes imposed by and paid to
taxes (or on the day the tax was• Taxes on income or gain that are not certain foreign countries. These
withheld). If you receive a refund ofcreditable because you do not meet the countries are those designated by the
foreign taxes paid, the conversion rateholding period requirement, as Secretary of State as countries that
is the rate in effect when you paid thedescribed in item (3) or (5) under repeatedly provide support for acts of
taxes, not when you receive the refund.Foreign Taxes Not Eligible for a Credit international terrorism, countries with

on this page. which the United States does not have If you choose to account for foreign
• Taxes on income or gain that are not diplomatic relations, or countries whose income taxes on an accrual basis, you
creditable because you have to make governments are not recognized by the must generally use the average
related payments, as described in item United States. Pub. 514 contains a list exchange rate for the tax year to which
(4) or (6) under Foreign Taxes Not of these countries. the taxes relate. However, you cannot
Eligible for a Credit on this page. 3. Foreign taxes withheld on a do so if either of the following apply.
• Certain taxes paid or accrued to a dividend from a corporation, if you have • The foreign taxes are actually paid
foreign country in connection with the not held the stock for at least 16 days more than 2 years after the close of the
purchase or sale of oil or gas extracted within the 31-day period that begins 15 tax year to which they relate.
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• The foreign taxes are actually paid in attach to Form 1040X (or other Categories of Incomea tax year prior to the year to which amended return) a revised Form 1116
Use a separate Form 1116 to figure thethey relate. for the tax year(s) affected. See Pub
credit for each category of foreign514 for more information.Accrued foreign taxes not eligible for source income listed above Part I ofconversion at the yearly average Amended returns for all years Form 1116. The following instructionsexchange rate must be converted using affected by foreign tax redeterminations tell you what kind of income to includethe exchange rate on the date of that result in U.S. tax deficiencies and in each category. For more information,payment of the tax. that occurred in the three tax years see Pub. 514, Code section 904, and

immediately preceding your first taxElection to use exchange rate on Regulations sections 1.904-4 and
year beginning after November 6, 2007,date paid. If you have accrued foreign 1.904-5.
must be filed no later than the due datetaxes that you are otherwise required to
of your tax return (including extensions)convert using the average exchange a. Passive Category Income
for your second tax year beginning afterrate, you may elect to use the Passive category income consists ofNovember 6, 2007.exchange rate in effect on the date the passive income and specified passive

foreign taxes are paid if the taxes are category income.If you do not notify the IRS of adenominated in a foreign currency.
foreign tax refund or change in  Passive category income does notOnce made, the election applies to the
the dollar amount of foreign include gain from the sale of inventoryCAUTION

!
tax year for which made and all

taxes paid or accrued, you will have to or property held primarily for sale tosubsequent tax years unless revoked
pay a penalty unless you can show that customers in the ordinary course ofwith the consent of the IRS. The
the failure to notify the IRS is due to your trade or business; gain fromelection is available for tax years
reasonable cause and not due to willful commodities hedging transactions; andbeginning after 2004. It must be made
neglect. active business gains or losses ofby the due date (including extensions)

producers, processors, merchants, orfor filing the tax return for the first tax Tax years beginning before 1998. handlers of commodities. It may alsoyear to which the election applies. For the rules relating to redetermining not include dividends, interest, rents, orMake the election by attaching a U.S. taxes for years beginning before royalties received from a controlledstatement to the applicable tax return. 1998, see Pub. 514. foreign corporation (CFC) in which youSpecial rules for a qualified business are a U.S. shareholder who owns 10%unit.  If you have a qualified business Income From Sources or more of the total voting power of all
unit, see Pub. 514 for special rules for classes of the corporation’s stock.Outside theconverting foreign income and taxes

Passive income. Passive incomeinto U.S. dollars. You may have a United States generally includes dividends, interest,qualified business unit if you own and
royalties, rents, annuities, gain from theThis income generally includes, but isoperate a business or are
sale of property that produces suchnot limited to, the following.self-employed in a foreign country.
income or of non-income-producing• Compensation for services
investment property, and gains fromperformed outside the United States.Foreign Tax Credit foreign currency or commodities• Interest income from a payer located
transactions. Capital gains not relatedoutside the United States.Redeterminations
to the active conduct of a trade or• Dividends from a corporationIf you claim a credit for foreign taxes
business are also generally passiveincorporated outside the United States.paid, and you receive a refund of all or
income.• Gain on the sale of nondepreciablepart of those taxes in a later year, you

personal property you sold whilemust file an amended return reducing Passive income does not include
maintaining a tax home outside thethe taxes credited by the amount export financing interest, active
United States, if you paid a tax of atrefunded. business rents and royalties, or
least 10% of the gain to a foreign high-taxed income (see High-taxedIf you claim the foreign tax credit country. income on page 4).based on foreign taxes accrued instead

Special rules apply in determiningof foreign taxes paid, your credit must Specified passive category income.
the source of income from the sale ofbe redetermined in any of the following Dividends from a DISC (domestic
inventory; sale of depreciable propertysituations. international sales corporation ) or
used in a trade or business; sale of former DISC to the extent they are1. Your accrued taxes when paid
intangible property such as a patent, treated as foreign source income,differ from the amount you claimed as a
copyright, or trademark; ocean taxable income attributable to certaincredit.
activities; and transportation services foreign trade income, and certain2. You do not pay the accrued taxes
that begin or end in the United States distributions from a FSC (foreign saleswithin 2 years after the close of the tax
or a U.S. possession. See Pub. 514 for corporation) or former FSC areyear to which they relate.
more information. specified passive category income.3. After you pay the accrued taxes,

you receive a full or partial refund of Compensation for labor or personal b. General Category Incomethem. services as an employee. If you are
General category income is income thatan employee and receive compensation

For item (2) above, foreign taxes is not passive category income orfor labor or personal services
paid more than 2 years after the close income described in categories c., d.,performed both inside and outside the
of the tax year to which they relate can and e., discussed later. GeneralUnited States, special rules apply in
be taken into account in figuring the category income may include:determining the source of the
foreign tax credit for the year to which • Wages, salary, and overseascompensation. Compensation (other
they relate. However, the taxes must be allowances of an individual as anthan fringe benefits) is sourced on a
converted into dollars at the exchange employee.time basis. Fringe benefits (such as
rate in effect at the time they are paid. • Income earned in the active conducthousing and education) are sourced on

of a trade or business.If any of the above situations occurs a geographical basis. Or you may be • Gains from the sale of inventory orafter you file your return, you must file able to use an alternative basis to
depreciable property used in a trade orForm 1040X, Amended U.S. Individual determine the source. If you use an
business.Income Tax Return, or other amended alternative basis, you may have to

return, to notify the IRS so that your check the box on line 1b (discussed on Financial services income. In
U.S. tax for the year or years affected page 14). See Pub. 514 for more general, financial services income is
can be redetermined. Complete and information. treated as general category income if it
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is derived by a financial services entity. These countries are those • Certain gains (section 865(h)), or
You are a financial services entity if you designated by the Secretary of State as • Certain income from a U.S.-owned
are predominantly engaged in the countries that repeatedly provide foreign corporation (section 904(h)(10)).
active conduct of a banking, insurance, support for acts of international See Regulations section 1.904-5(m)(7)
financing, or similar business for any terrorism, countries with which the for an example.
taxable year. Financial services income United States does not have diplomatic Important. You must compute aof a financial services entity generally relations, or countries whose separate foreign tax credit limitation forincludes income derived in the active governments are not recognized by the any such income for which you claimconduct of a banking, financing, United States. Pub. 514 contains a list benefits under a treaty, using ainsurance or similar business. Financial of these countries. separate Form 1116 for each amount ofservices income of a financial services If you paid taxes to a country that re-sourced income from a treatyentity also includes passive income and ceased to be a sanctioned country country. Add the amounts from line 21certain incidental income. during the tax year, see Pub. 514 for of each separate Form 1116 and enter

If you qualify as a financial services details on how to figure the foreign tax the total on line 24 of your summary
entity because you treat certain items credit for the period that begins after Form 1116 (that is, the Form 1116 for
of income as active financing income the end of the sanctions. which you are completing Part IV).
under Regulations section Presidential waiver. The President of

Other types of income that are1.904-4(e)(2)(i)(Y), you must show the the United States has the authority to
re-sourced under the terms oftype and amount of each item on an waive the denial of the credit with
an income tax treaty (forattachment to Form 1116.

TIP
respect to a sanctioned country if (a) it

example, compensation for servicesHigh-taxed income In some cases, is in the national interest of the United
performed in the United States by apassive income and taxes must be States and will expand trade and
U.S. citizen resident in a foreigntreated as general category income and investment opportunities for U.S.
country) are not subject to a separatetaxes. Generally, passive income and companies in such sanctioned country,
foreign tax credit limitation. However,taxes must be treated as general and (b) the President reports to the
the specific treaty may provide for othercategory income if the foreign taxes Congress, not less than 30 days before
restrictions on the amount of incomeyou paid on the income (after allocation the waiver is granted, the intention to
that is re-sourced or the amount ofof expenses) exceed the highest U.S. grant such a waiver and the reason for
credit that is allowed with respect totax that can be imposed on the income. such waiver.
foreign tax paid on re-sourced income.However, no part of the passive income

Since no credit is allowed for See, for example, article 24, paragraphthat is financial services income is
taxes paid to sanctioned 1, of the treaty between France and thetreated as high-taxed income. See
countries, you would generally United States.

TIP
Regulations section 1.904-4(c) for more

complete Form 1116 for this categoryinformation. e. Lump-Sum Distributionsonly through line 16.
c. Section 901(j) Income You can take a foreign tax credit ford. Certain Income taxes you paid or accrued on a foreignNo credit is allowed for foreign taxes Re-sourced by Treaty source lump-sum distribution from aimposed by and paid or accrued to

pension plan. Special formulas may becertain sanctioned countries. However, If a sourcing rule in an applicable
used to figure a separate tax on aincome derived from each such country income tax treaty treats any of the
qualified lump-sum distribution for theis subject to a separate foreign tax specific types of income described
year in which the distribution iscredit limitation. Therefore, you must below as foreign source, and you elect
received. See Pub. 575 for moreuse a separate Form 1116 for income to apply the treaty, the income will be
information.derived from each such country. treated as foreign source.

If you are able to elect, and do elect,
to figure your U.S. tax on a lump-sum
distribution using Form 4972, Tax onKeep for Your
Lump-Sum Distributions, a separateWorksheet for Lump-Sum Distributions Records foreign tax credit limitation applies. Use
a separate Form 1116. On this

1. Enter the amount from Form 1116, line 8 . . . . . . . . . . . . . . . . . 1. separate Form 1116, check box e
above Part I. Skip Part I. Complete Part2. Enter the sum of the amounts from Form 4972, lines 6 and 12, II showing only foreign taxes that arethat are from foreign sources. Also enter this amount attributable to the lump-sum

on Form 1116, line 16 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2. distribution. Then, complete the
Worksheet for Lump-Sum Distributions3. Enter the sum of the amounts from Form 4972, lines 6 and 12,
on this page to figure the amounts tothat are from all sources (both U.S. and foreign). Also enter
enter in Part III.this amount on Form 1116, line 17 . . . . . . . . . . . . . . . . . . . . . . 3.

4. Divide line 2 by line 3. Enter the result as a decimal (rounded Special Rules
to at least four places) here and on Form 1116, line 18. If
line 2 is equal to or more than line 3, enter “1” . . . . . . . . . . . . . 4. Look-Through Rules

Certain income received or accrued by5. Enter the amount from Form 4972, line 30. Also include
you as a 10%-or-more U.S. shareholderthis amount on Form 1116, line 19 . . . . . . . . . . . . . . . . . . . . . . 5.
in a controlled foreign corporation
(CFC) is treated as income in one ofCaution: Do not include the amount on line 5 above in the
the separate categories listed undertax you enter on line 19 of any other Form 1116 you
Categories of Income starting on pageare filing.
3. For example, Subpart F inclusions,

6. Multiply line 5 by line 4. Enter the result here and on dividends, interest, rents, and royalties
from a CFC are treated as separateForm 1116, line 20 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.
category income to the extent they are

7. Enter the smaller of line 1 or line 6 here and on Form 1116, attributable to separate category
line 21. To the left of line 21, write “LSD” . . . . . . . . . . . . . . . . . 7. income of the CFC. See Regulations

section 1.904-5 for more information.
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depreciable property, and certain If the partnership or SReporting Foreign Tax
intangible property). See Pub. 514 for corporation has specificallyInformation From details. identified any capital gains orCAUTION

!
Partnerships and S losses or unrecaptured section 1250

Although all income reported to gain on this line (Schedule K-1, line 16,Corporations
you on this line of the Schedule code C, or line 14, code C) and youIf you received a 2007 Schedule K-1 K-1 has been apportioned to have determined that those gains orCAUTION

!
from a partnership or S corporation that separate categories of income, you losses are foreign source, see Foreignincludes foreign tax information, use the must nevertheless first determine Qualified Dividends and Capital Gainsrules below to report that information on (using the rules below) whether the (Losses) on page 6 before entering anForm 1116. income on this line is U.S. source amount in Part I of Form 1116.

income or foreign source income. Then,General Information for
Line 16, codes D, E, and F, or line 14,enter only foreign source income in PartPartners and S Corporation codes D, E, and F—Foreign grossI of each of the applicable Forms 1116Shareholders income sourced at partnership or S(that is, those Forms 1116 for each
corporation level. Income reportedLess-than-10% limited partners and category of income you received from
on this line has already been sourcedcertain less-than-10% S corporation the partnership or S corporation).
for you by the partnership or Sshareholders. If you are a limited Use the following rules to source the corporation. The partnership or Spartner or an S corporation shareholder income reported to you on this line of corporation has reported this income towho does not actively participate in the the Schedule K-1. If you are a U.S. you by country and by category ofmanagement of the S corporation and resident (as defined below), the income income. Include these amounts in Part Iyou own a less-than-10% interest (by is U.S. source income. If you are a of each of the applicable Forms 1116value) in the partnership or S nonresident (as defined below), the (that is, those Forms 1116 for eachcorporation, you generally may assign income is foreign source income. category of income you received).exclusively to passive category income

U.S. resident. A U.S. resident is ayour distributive share of foreign source
You should disregard anyU.S. citizen or resident alien who doesincome and deductions from that
information shown on yournot have a tax home in a foreignpartnership or S corporation. See
Schedule K-1 pertaining tocountry or a nonresident alien who hasRegulations section 1.904-5(h)(2) for

TIP

gross income attributable to a foreigna tax home in the United States.more details and exceptions.
branch. It is intended only for corporate

Tax home. Generally, your taxThis rule takes precedence over partners preparing Form 1118.
home is the general area of your mainthe income category rules

Line 16, code G, or line 14, code G—place of business, employment, or postoutlined in the instructions thatCAUTION
!

Interest expense. See theof duty, regardless of where youfollow for line 16, codes C and D–F, (or
instructions for line 4b on page 15 tomaintain your family home. Your taxline 14, codes C and D–F) of the
allocate and apportion the interesthome is the place where you areSchedule K-1, and the apportionment
expense shown on this line of Schedulepermanently or indefinitely engaged toof deductions rules outlined in the
K-1. In applying those instructions, takework as an employee or self-employedinstructions on page 6 for line 16,
into account your distributive share ofindividual. If you do not have a regularcodes H and I–K, (or line 14 codes H
the partnership’s or S corporation’sor main place of business because ofand I–K) of the Schedule K-1.
gross income (for purposes of thethe nature of your work, then your taxReporting amounts on Form 1116.
$5,000 threshold) or your pro ratahome is the place where you regularlyInclude amounts reported to you on
share of the partnership’s or Slive. If you do not fit either of theseSchedule K-1 with any other amounts
corporation’s assets. However, if youcategories, you are considered anreportable on Form 1116 using:
were a limited partner or an Sitinerant and your tax home is wherever• A separate Form 1116 for each
corporation shareholder who did notyou work.category of income.
actively participate in the management• A separate column in Part I and a Nonresident. A nonresident is any of the S corporation and your interest inseparate line in Part II for each country person who is not a U.S. resident. U.S. the partnership or S corporation wasor possession. citizens and resident aliens with a less than 10%, see the next paragraph.foreign tax home will not be treated asExplanation of Certain Line Include interest expense that younonresidents for a sale of eligible allocate to foreign source income onItems on Schedule K-1 personal property unless a foreign tax line 4b of the applicable Form 1116. Doof 10% or more was paid or accrued on not enter in Part I of Form 1116 anyIn each instance that follows, the gain on the sale (or, in the case of a interest expense that you allocate tothe first line reference is to the loss sale, a foreign tax of 10% or more U.S. source income.Schedule K-1 for Form 1065

TIP
would have been paid had the sale

and the second line reference is to the resulted in a gain). Less-than-10% limited partnersSchedule K-1 for Form 1120S. (The and certain less-than-10% SNote. To help you with these rules, theSchedule K-1 for Form 1065-B includes corporation shareholders. If you arepartnership or S corporation hasall foreign tax information in box 9 or in a limited partner or an S corporationspecifically identified the following.an attachment for box 9.) shareholder (who does not actively• Gains on the sale of eligible personalLine 16, code B, or line 14, code B— participate in the management of the Sproperty for which a foreign tax of 10%Gross income from all sources. corporation) and you own (directly oror more was paid or accrued.Combine your distributive share of indirectly) a less-than-10% interest (by• Losses on the sale of eligible“gross income from all sources” with all income) in the partnership or Spersonal property for which a foreignof your other gross income and enter corporation, you may generally allocatetax of 10% or more would have beenthe total on line 3e. “Gross income from your distributive share of interestpaid had the sale resulted in a gain.all sources” is a constant amount (that expense from that partnership or S
is, you will enter the same amount on Include foreign source income in corporation to foreign or U.S. source
line 3e of all Forms 1116 that you file). Part I of the applicable Form 1116 (that income based on your distributive share
Line 16, code C, or line 14, code C— is, the Form 1116 for each category of of the gross foreign or U.S. source
Gross income sourced at partner or income provided to you for this line of income of that partnership or S
shareholder level. This line includes the Schedule K-1). Do not include in corporation. The interest expense you
income from the sale of eligible Part I of Form 1116 income that you allocate to foreign source income
personal property (most personal determined (using the above rules) to generally may be apportioned
property other than inventory, be U.S. source income. exclusively to passive category income.
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However, see Temporary Regulations may be required to make certain Adjustment exception for Form
section 1.861-9T(e)(4) for exceptions. adjustments to those amounts before 1040 filers.  You qualify for the

taking them into account on line 1a adjustment exception if you meet bothLine 16, code H, or line 14, code H—
(qualified dividends and gains) or line 5 of the following requirements.Other expenses. This line includes
(losses).expenses (other than interest expense) 1. Line 7 of the Qualified Dividends

of the partnership or S corporation that and Capital Gain Tax Worksheet doesIf you completed the Qualified
must be allocated and apportioned at not exceed:Dividends and Capital Gain Tax
the partner or shareholder level (for Worksheet in the instructions for your a. $195,850 if married filing jointly or
example, research and experimental tax return, and are not required to file qualifying widow(er),
expenses). Schedule D, see Qualified Dividends b. $97,925 if married filing

and Capital Gain Tax Worksheet separately,Combine your distributive share of
(Individuals), next, to determine the c. $160,850 if single, orthese expenses with all of your other
adjustments you may be required to d. $178,350 if head of household.like expenses, if any, and then allocate
make. If you completed the Qualified 2. The amount of your foreignand apportion them using the
Dividends Tax Worksheet in the source capital gain distributions, plusapplicable rules (for example, for
Instructions for Form 1041, see the amount of your foreign sourceresearch and experimental expenses,
Qualified Dividends Tax Worksheet qualified dividends, is less thanthe rules under Regulations section
(Estates and Trusts), later, to determine $20,000. For this purpose, ignore any1.861-17(f)).
the adjustments you may be required to capital gain distributions or qualifiedInclude expenses that you allocate
make. If you are required to file dividends you elected to include onto foreign source income on line 2 of
Schedule D, see Schedule D Filers, on Form 4952, line 4g.the applicable Form 1116. Expenses
page 7, to determine the adjustmentsthat you allocate to U.S. source income
you may be required to make. Adjustment exception for Formshould not be entered on any line of

1040NR filers. If you file FormPart I of Form 1116. You can elect not to make the
1040NR, you qualify for the adjustmentadjustments to your qualified dividendsLine 16, codes I, J, and K, or line 14, exception if you meet both of theand capital gains if you qualify for thecodes I, J, and K—Deductions following requirements.adjustment exception. See Adjustmentallocated and apportioned at

1. Line 5 of the Qualified Dividendsexception under Qualified Dividendspartnership or S corporation level to
and Capital Gain Tax Worksheet doesand Capital Gain Tax Worksheetforeign source income. The
not exceed:(Individuals), Qualified Dividends Taxpartnership or S corporation has

Worksheet (Estates and Trusts), andalready allocated these expenses to a. $195,850 if you checked filing
Schedule D Filers.foreign source income and has reported status box 6,

them to you by country and by category b. $97,925 if you checked filingQualified Dividends andof income. Include these amounts on status box 3, 4, or 5, or
Capital Gain Tax Worksheetline 2 of each of the applicable Forms c. $160,850 if you checked filing

1116 (that is, those Forms 1116 for status box 1 or 2.(Individuals)
each category of income you received). 2. The amount of your foreignIf you completed the Qualified source capital gain distributions, plusDividends and Capital Gain TaxYou should disregard any the amount of your foreign sourceWorksheet in your tax returninformation shown on your qualified dividends, is less thaninstructions and you do not have to fileSchedule K-1 pertaining to
TIP

$20,000.Schedule D, you may have to adjustdefinitely allocable deductions
the amount of your foreign sourceattributable to a foreign branch. It is How to make adjustments. To adjustqualified dividends and capital gainintended only for corporate partners

your foreign source qualified dividendsdistributions.preparing Form 1118.
or capital gain distributions, multiply

Line 16, codes L and M, or line 14, Form 1040 filers. You must adjust the your foreign source qualified dividends
codes L and M—Total foreign taxes. amount of your foreign source qualified or capital gain distributions in each
The partnership or S corporation has dividends and capital gain distributions separate category by 0.4286 if the
already allocated and apportioned total if both of the following apply: foreign source qualified dividends or
foreign taxes for you and has reported • Line 7 of the Qualified Dividends and capital gain distributions are taxed at a
them to you by country and by category Capital Gain Tax Worksheet is greater rate of 15%. To adjust foreign source
of income. Include these amounts in than zero. qualified dividends or capital gain
Part II of each of the applicable Forms • Line 17 of the Qualified Dividends distributions that are taxed at a rate of
1116 (that is, those Forms 1116 for and Capital Gain Tax Worksheet is less 5%, multiply those foreign source
each category of income you received). than line 18 of that worksheet. qualified dividends or capital gain
Line 16, code N, or line 14, code N— distributions in each separate categoryForm 1040NR filers. You must adjust
Reduction in taxes available for by .1429. Include the results on line 1athe amount of your foreign source
credit. The partnership or S of the applicable Form 1116.qualified dividends and capital gain
corporation has already apportioned the distributions if both of the following
reduction in taxes available for credit Do not adjust the amount of anyapply:
and has reported it to you by country foreign source qualified• Line 5 of the Qualified Dividends and
and by category of income. Include dividends or capital gainCapital Gain Tax Worksheet is greater CAUTION

!
these amounts on line 12 of each of the distributions that you elected to includethan zero.
applicable Forms 1116 (that is, those on Form 4952, line 4g.• Line 15 of the Qualified Dividends
Forms 1116 for each category of and Capital Gain Tax Worksheet is less No adjustments required. If you areincome you received). than line 16 of that worksheet. not required to adjust the amount of

Adjustment exception. If you qualify your foreign source qualified dividendsForeign Qualified for the adjustment exception, you can or capital gain distributions, or you
elect not to adjust your foreign source qualify for the adjustment exception andDividends and Capital
capital gains or qualified dividends. You elect not to adjust these items, includeGains (Losses) make this election by not adjusting the amount of your foreign source

If you have foreign source qualified these items. If you make this election, qualified dividends and capital gain
dividends or foreign source capital you must elect not to adjust any of your distributions in each separate category
gains (including any foreign source foreign source qualified dividends or (without adjustment) on line 1a of the
capital gain distributions) or losses, you capital gain distributions. applicable Form 1116.
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greater than zero, and line 17 of that dividends you elected to include onQualified Dividends Tax
worksheet is less than line 18. Form 4952, line 4g, in determining theWorksheet (Estates and 2. You figured your tax using the amount of your foreign source qualified

Trusts) Qualified Dividends and Capital Gain dividends.
Tax Worksheet in the Form 1040NRIf you completed the Qualified How to make adjustment. To
instructions, line 5 of that worksheet isDividends Tax Worksheet in the adjust your foreign source qualified
greater than zero, and line 15 of thatInstructions for Form 1041, you must dividends, multiply your foreign source
worksheet is less than line 16.adjust the amount of your foreign qualified dividends in each separate

3. You figured your tax usingsource qualified dividends if: category by 0.4286 if the foreign source
Schedule D (Form 1041), line 23 of• Line 5 of the Qualified Dividends Tax qualified dividends are taxed at a rate
Schedule D is greater than zero, andWorksheet is greater than zero, and of 15%. To adjust foreign source
line 33 of Schedule D is less than line• Line 15 of the Qualified Dividends qualified dividends that are taxed at a
34.Tax Worksheet is less than line 16 of rate of 5%, multiply those foreign

4. You figured your tax using thethat worksheet. source qualified dividends in each
Schedule D Tax Worksheet (in the separate category by .1429. Include theAdjustment exception. If you qualify
Schedule D (Form 1040) instructions or results on line 1a of the applicablefor the adjustment exception, you can
in the Form 1041 instructions), line 17 Form 1116.elect not to adjust your foreign source
of the Schedule D Tax Worksheet isqualified dividends. You make this Do not adjust the amount of anygreater than zero, and line 35 of theelection by not adjusting these foreign source qualifiedSchedule D Tax Worksheet is less thandividends. If you make this election, dividends that you elected toCAUTION

!
line 36.you must elect not to adjust any of your include on Form 4952, line 4g.

foreign source qualified dividends. You No adjustment required. If youAdjustment exception. If you qualifyqualify for the adjustment exception if: are not required to adjust your foreignfor the adjustment exception, you can
1. Line 5 of the Qualified Dividends source qualified dividends (or youelect not to adjust your foreign source

Tax Worksheet does not exceed qualify for the adjustment exception andqualified dividends. You make this
$7,650, and elect not to adjust these dividends),election by not adjusting these

2. The amount of foreign source include on line 1a of Form 1116 the fulldividends or your foreign capital gains
qualified dividends reported on Form amount of foreign source qualified(or losses). If you make this election,
1041, line 2b(2), is less than $20,000. dividends without adjustment.you must elect not to adjust any of your
For this purpose, ignore any qualified foreign source qualified dividends. You Adjustments to foreign capital gainsdividends you elected to include on qualify for the adjustment exception if and losses. You must use WorksheetForm 4952, line 4g. the amount of your foreign source net A, Worksheet B, or the instructions for

capital gain, plus the amount of your Capital Gains and Losses in Pub. 514How to make adjustment. To adjust
foreign source qualified dividends, is to determine the adjustments you mustyour foreign source qualified dividends,
less than $20,000 and one of the make to your foreign capital gains ormultiply your foreign source qualified
following applies to you. losses. Read the instructions below todividends in each separate category by

see if you qualify to use Worksheet A or1. Line 7 of the Qualified Dividends0.4286 if the foreign source qualified
Worksheet B. If you do not qualify toand Capital Gain Tax Worksheet in thedividends are taxed at a rate of 15%.
use Worksheet A or Worksheet B, useForm 1040 instructions or line 17 of theTo adjust foreign source qualified
the instructions for Capital Gains andSchedule D Tax Worksheet in thedividends that are taxed at a rate of
Losses in Pub. 514 to determine theSchedule D (Form 1040) instructions is5%, multiply those foreign source
adjustments you must make.less than or equal to:qualified dividends in each separate

category by .1429. Include the results a. $195,850 if married filing jointly or Before you complete Worksheet
on line 1a of the applicable Form 1116. qualifying widow(er), A or Worksheet B, you must

b. $97,925 if married filing reduce each foreign sourceCAUTION
!

Do not adjust the amount of any separately, long-term capital gain by the amount offoreign source qualified c. $160,850 if single, or that gain you elected to include ondividends that you elected toCAUTION
!

d. $178,350 if head of household. Form 4952, line 4g. The gain youinclude on Form 4952, line 4g. 2. Line 5 of the Qualified Dividends elected to include on Form 4952, line
No adjustment required. If you are and Capital Gain Tax Worksheet in the 4g, must be entered directly on line 1a
not required to make adjustments to Form 1040NR instructions or line 17 of of the applicable Form 1116 without
your foreign source qualified dividends the Schedule D Worksheet in the adjustment.
(or you qualify for the adjustment Schedule D (Form 1040) instructions is Worksheet A. You can useexception and you elected not to adjust less than or equal to: Worksheet A on page 9 to determinethese dividends), include your foreign a. $195,850 if you checked filing the adjustments you must make to yoursource qualified dividends on line 1a of status box 6, foreign source capital gains or losses ifthe applicable Form 1116 without b. $97,925 if you checked filing you have foreign source capital gainsadjustment. status box 3, 4, or 5, or or losses in no more than two separate

c. $160,850 if you checked filing categories and any of the followingSchedule D Filers
status box 1 or 2. apply.Note. Throughout these instructions,

3. Line 23 of Schedule D (Form • You qualify for the adjustmentreferences to Schedule D (Form 1041)
1041) or line 17 of the Schedule D Tax exception discussed earlier underare for estates and trusts only.
Worksheet in the Form 1041 Adjustments to foreign qualified

Adjustments to foreign qualified instructions is less than or equal to dividends under Schedule D Filers and
dividends. If you are required to file $7,650. you did not make any adjustments to
Schedule D (Form 1040, or Form your foreign qualified dividends (if any).
1041), you must adjust the amount of Note. Your foreign source net • Line 15 or 16 of Schedule D (Form
your foreign source qualified dividends capital gain is the excess of your net 1040) (line 14a or 15 of Schedule D
that you include on line 1a of Form long-term capital gain from foreign (Form 1041)) is zero or a loss.
1116 if one of the following applies to sources over your net short-term capital • You figured your tax using the
you. loss from foreign sources. Ignore any Qualified Dividends and Capital Gain

1. You figured your tax using the long-term capital gains you elected to Tax Worksheet in the Form 1040
Qualified Dividends and Capital Gain include on Form 4952, line 4g, in instructions and (a) line 3 of that
Tax Worksheet in the Form 1040 determining your foreign source net worksheet minus the amount on Form
instructions, line 7 of that worksheet is capital gain. Ignore any qualified 4952, line 4e, that you elected to
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include on Form 4952, line 4g, is zero Schedule D (Form 1040) instructions or • You have foreign source capital
or less, (b) line 7 of that worksheet is gains or losses in no more than twoin the Form 1041 instructions) and (a)
zero, or (c) line 17 of that worksheet is separate categories,line 17 is zero, (b) line 9 is zero or less,
equal to or greater than line 18. • You did not complete theor (c) line 35 is equal to or greater than
• You figured your tax using the Unrecaptured Section 1250 Gainline 36.
Qualified Dividends and Capital Gain Worksheet or the 28% Rate Gain
Tax Worksheet in the Form 1040NR Worksheet in the Schedule DComplete Worksheet A only once,
instructions and (a) line 3 of that instructions, andeven if you have capital gains or losses
worksheet is zero, (b) line 5 of that • You do not have any capital gainsin two separate categories. Keep the
worksheet is zero, or (c) line 15 of that taxed at a rate of 5%.completed Worksheet A for your
worksheet is equal to or greater than Complete Worksheet B only once,records. Do not file Worksheet A with
line 16. even if you have capital gains or lossesyour tax return.• You figured your tax using Schedule in two separate categories. Keep the
D (Form 1041) and (a) line 23 of completed Worksheet B for yourCapital losses are deductible only upSchedule D is zero, (b) line 18 of records. Do not file Worksheet B withto $3,000 of ordinary income.Schedule D minus the amount on Form your tax return.
4952, line 4e, that you elected to

Worksheet B. If you do not qualifyinclude on Form 4952, line 4g, is zero
to use Worksheet A, use Worksheet Bor less, or (c) line 33 is equal to or
on page 10 to determine thegreater than line 34.
adjustments you must make to your• You figured your tax using the
foreign source capital gains or losses if:Schedule D Tax Worksheet (in the
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Keep for Your
Worksheet A (See instructions below) Records

Category #1 Category #2

Specify �

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

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

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

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

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

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

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

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

Instructions for Worksheet A

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

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

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

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

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

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

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

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

(15%) (15%)

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

2. U.S. capital loss adjustment
amount

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

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

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

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

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

8. Limitation percentage

9. Long-term limitation
amounts

10. Adjustment amounts

11. Rate differential adjustments

12. Long-term gains

13. Rate differential adjustment

14. Long-term gain

15. Adjusted separate category
capital gains and losses

Instructions for Worksheet B

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

Line 2. Complete the Line 2 Worksheet on page 12 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).
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Line 6. Subtract line 5 from line 4. Enter the result in column (5). If the result is zero or less, leave line 6 blank and skip
lines 7 through 14 of this worksheet.

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

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

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

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

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

Line 12. Combine line 11, column (2) with line 9, column (2) and enter the result on line 12, column (2) . Combine line
11, column (4) with line 9, column (4) and enter the result on line 12, column (4). Include the amounts on line 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 13 for each column with a loss.
• Long-term loss in column (2) or (4) of line 1, multiply the amount of the loss by 0.4286 and enter the result on line 15
in the appropriate column.

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

Category #1 Category #2

Specify �

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

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

2. Separate category gain (or loss) 2.

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

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

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

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

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

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

Instructions for Line 2 Worksheet

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

11. Is the amount on line 1 zero?

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

� No. Go to line 12.

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

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

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

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

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

Is the result zero or less?

� Yes. Skip the rest of this worksheet. Enter each short-term loss from line 1 on line 15
of Worksheet B, in the applicable column, without adjustment (that is, each
short-term loss you enter on line 15 of Worksheet B will be the same as the
short-term loss you entered on line 1 of Worksheet B).

� No. Complete lines 17–22.

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

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

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

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

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

22. Multiply line 21 by line 18. Enter the result here and on Worksheet B, line 15, column (3) . . . . . . . . . . . . . 22.
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total in a single column in Part I. Enter If you are filing a Form 1116
“RIC” on line g. Total all foreign taxes that includes foreign sourceSpecific Instructions
passed through and enter the total on a qualified dividends or foreignCAUTION

!
single line in Part II for the applicable source capital gains or losses, seePart I—Taxable Income category. Foreign Qualified Dividends and Capital

Gains (Losses) starting on page 6.or Loss From Sources Lines 1a and 1b—Foreign
Line 1bGross IncomeOutside the United
You must check the box on line 1b if allInclude income in the category checkedStates of the following apply.above Part I that is taxable by the • The income on line 1a isUnited States and is from sourcesPart I must be completed by all compensation for services youwithin the country entered on line g.filers unless specifically performed as an employee.You must include income even if it isindicated otherwise in these • Your total employee compensationCAUTION

!
not taxable by that foreign country.instructions. from both U.S. and foreign sources wasIdentify the type of income on the $250,000 or more.dotted line next to line 1a. On yourLine g—Foreign Country or • You used an alternative basisForm 1116 for passive categoryU.S. Possession (discussed in Pub. 514) to determineincome, passive income that is treated the source of the compensation enteredGenerally, if you received income from, as general category income because it on line 1a.or paid taxes to, more than one foreign is high-taxed should be entered as a

country or U.S. possession, report In addition, attach to Form 1116 anegative number. Do not include any
information on a country-by-country statement that contains the followingearned income excluded on Form 2555,
basis on Form 1116, Parts I and II. Use information.Foreign Earned Income, or Form
a separate column in Part I and a • The specific compensation income or2555-EZ, Foreign Earned Income
separate line in Part II for each country the specific fringe benefit for which theExclusion.
or possession. If you paid taxes to alternative basis is used.Example. If you received dividendsmore than three countries or • For each such item, the alternative(passive category income) and wagespossessions, attach additional sheets basis of allocation of source used.(general category income) from foreignfollowing the format of Parts I and II. • For each such item, a computationsources, you must complete two Forms showing how the alternative allocationIf you have passive income that is 1116. On one Form 1116, check box a was computed.treated as general category income (passive category income), enter the • A comparison of the dollar amount ofbecause it is high taxed, use a separate dividends on line 1a, and write the compensation sourced within andcolumn in Part I. Enter “HTKO” on line “Dividends” on the dotted line. On the without the U.S. under both theg of Forms 1116 for passive category other Form 1116, check box b (general alternative basis and the time orincome and general category income. category income), enter on line 1a geographical basis for determining theYou do not need to report income wages not excluded on Form 2555 or source.passed through from a mutual fund or Form 2555-EZ, and write “Wages” on

You must keep documentationother regulated investment company the dotted line. Complete Parts I, II, and
showing why the alternative basis more(RIC) on a country-by-country basis. III of each Form 1116. Then, complete
properly determines the source of theTotal all income, in the applicable Part IV on the Form 1116 with the
compensation.category, passed through from the largest amount entered on line 21.

mutual fund or other RIC and enter the Lines 2 Through 5—
Deductions and Losses
You must reduce your foreign gross

Worksheet for Home Mortgage Interest income on line 1a by entering on lines 2Keep for Your
through 5:—Line 4a Records
• Any of your deductions that definitely
relate to that foreign income, andNote: Before you complete this worksheet, read the instructions for line 4a on • A ratable share of your otherpage 14. deductions that do not definitely relate
to that foreign income, any other1. Enter gross foreign source income* of the type shown on
foreign income, or U.S. source income.Form 1116. Do not enter income excluded on Form 2555

Do not enter any amounts on lines 2or Form 2555-EZ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.
through 5 for your HTKO column. Add
all deductions that are definitely related2. Enter gross income from all sources. Do not enter income
or apportioned to passive income thatexcluded on Form 2555 or Form 2555-EZ . . . . . . . . . . . . .  2.
is treated as general category income
because it is high-taxed and enter the3. Divide line 1 by line 2 and enter the result as a decimal
total amount of those deductions on(rounded to at least four places) . . . . . . . . . . . . . . . . . . . . 3.
line 6 in the HTKO column. Enter the

4. Enter deductible home mortgage interest (from lines 10 amount as a negative number on your
Form 1116 for passive categorythrough 13 of Schedule A (Form 1040))** . . . . . . . . . . . . . 4.
income. Enter the amount as a positive

5. Multiply line 4 by line 3. Enter the result here and on the number on your Form 1116 for general
category income.appropriate Form 1116, line 4a . . . . . . . . . . . . . . . . . . . . . 5.

Do not include:*If you have to report income from more than one country on Form 1116, complete • Deductions and losses related to
a separate worksheet for each country. Use only the income from that country on exempt or excluded income, such as
line 1 of the worksheet. foreign earned income you have

excluded on Form 2555 or**If you were required to reduce the amount of your itemized deductions on Form 2555-EZ.
Schedule A, enter the reduced amount of home mortgage interest on line 4 of the • The deduction for personal
worksheet. exemptions.
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Special rules apply to the allocation Enter your deductions that definitely income that is not effectively connected
of research and experimental relate to the gross income from foreign with a trade or business in the United
expenditures. See Regulations section sources shown on line 1a. For example, States.
1.861-17. if you are an employee reporting If you had to adjust your foreign

foreign earned income on line 1a,If the law of a U.S. state to which qualified dividends or capital gains (see
include on line 2 expenses such asyou pay income taxes does not page 6), include those amounts without
those incurred to move to a newspecifically exempt foreign source regard to any adjustments.
principal place of work outside theincome from tax, you may be required Line 3fUnited States or supplies you boughtto make a special allocation of state
for your job outside the United States. Divide line 3d by line 3e and round offtaxes you paid. See Pub. 514 for more

the result to at least four decimal placesinformation. Do not include any interest expense
(for example, if your result ison line 2. See lines 4a and 4b forItemized deduction limit. If you must 0.8756782, round off to 0.8757, not tospecial rules for interest expense.reduce the total amount of your 0.876 or 0.88). Enter the result, but doitemized deductions on line 29 of Lines 3a and 3b not enter more than “1.”Schedule A (Form 1040) because your Some deductions do not definitelyadjusted gross income was more than Line 4arelate to either your foreign source$156,400 ($78,200 if married filing If your gross foreign source incomeincome or your U.S. source income.separately), you must reduce each of (including income excluded on FormEnter on lines 3a and 3b anythe itemized deductions that are subject 2555 or Form 2555-EZ) does notdeductions (other than interestto the reduction by the reduction exceed $5,000, you can allocate all ofexpense) that:percentage before you complete lines your interest expense to U.S. source• Are not shown on line 2, and2, 3a, and 4a. income. Otherwise, deductible home• Are not definitely related to your U.S.

Use the Itemized Deductions mortgage interest (including points andsource income.
Worksheet in the Instructions for qualified mortgage insuranceLine 3a. Before you complete line 3a,Schedule A (Form 1040) to figure the premiums) is apportioned using a grossread Itemized deduction limit on thisreduction percentage. Divide the income method. Use the worksheet onpage.amount on line 11 of the worksheet (the page 14 to figure the amount to enter

Enter the following itemizedoverall reduction) by the amount on line on line 4a. Before you complete the
deductions (from Schedule A (Form3 of the worksheet (total itemized worksheet, read Itemized deduction
1040)) on line 3a.deductions subject to the reduction). limit on this page.• Medical expenses (line 4)This is your reduction percentage. Line 4b• General sales tax (line 5)Apply this percentage (expressed as a • Real estate taxes (line 6) Other interest expense includesdecimal rounded to at least four places)

investment interest, interest incurred into each itemized deduction subject to If you do not itemize deductions,
a trade or business, and passivethe reduction to determine the amount enter your standard deduction on
activity interest. If you are a U.S.to enter on the appropriate line of line 3a.
citizen, resident alien, or a domesticForm 1116. Line 3b. Enter on line 3b any other
estate, and your gross foreign sourceNote. You do not need to make this deductions that do not definitely relate
income (including any income excludedcomputation if the entire amount of your to any specific type of income (for
on Form 2555 or Form 2555-EZ) doesitemized deductions is entered on any example, the deduction for alimony paid
not exceed $5,000, you can allocate allone of the following lines: line 2, line from Form 1040, line 31a).
of your interest expense to U.S. source3a, or line 4a. Just enter your reduced Lines 3d and 3e income. Otherwise, each type ofitemized deductions on that line.
interest expense is apportionedFor lines 3d and 3e, gross incomeExample. You are single and have separately using an “asset method.”means the total of your gross receiptsan adjusted gross income of $216,400. See Pub. 514 for more information.(reduced by cost of goods sold), totalYour itemized deductions subject to the capital and ordinary gains (before Example. You have investmentoverall reduction (line 3 of the subtracting any losses), and all other interest expense of $2,000. Your assetsworksheet) total $20,000. $8,000 of income (before subtracting any of $100,000 consist of stock generatingthese deductions are definitely related deductions). U.S. source income (adjusted basis,to the income on Form 1116, line 1a. $40,000) and stock generating foreignLine 3d. Enter your gross foreignThe other $12,000 ($20,000 – $8,000) source income (adjusted basis,source income from the category youare real estate taxes, which are not $60,000). You apportion 40% ($40,000/checked above Part I of thisdefinitely related. $100,000) of $2,000, or $800 of yourForm 1116. Include any foreign earned

The amount of the overall reduction investment interest, to U.S. sourceincome you have excluded on Form
on line 11 of the worksheet is $1,200. income and 60% ($60,000/$100,000) of2555 or Form 2555-EZ but do not
To figure the amount of the real estate $2,000, or $1,200, to foreign sourceinclude any other exempt income.
taxes to include in the total for line 3a of income. In this example, you will enterIf you had income from more thanForm 1116, divide the amount on line the $1,200 apportioned to foreignone country, you must enter income11 ($1,200) by the amount on line 3 source income on line 4b. You wouldfrom only one country in each column.($20,000). This is your reduction not enter the $800 apportioned to U.S.

If you had to adjust your foreignpercentage (6%). You must reduce source income on any line of Part I of
qualified dividends or capital gains (seeyour $12,000 deduction by $720 (6% x Form 1116.
page 6), include those amounts without$12,000). The reduced deduction of

Line 5regard to any adjustments.$11,280 ($12,000 – $720) is the
amount to enter on line 3a of Form If you have capital losses from foreignLine 3e. Enter on line 3e in each
1116. Make a similar computation to sources, see Foreign Qualifiedcolumn your gross income from all
figure the amount of definitely related Dividends and Capital Gains (Losses)sources and all categories, both U.S.
itemized deductions ($7,520) to enter starting on page 6 for information onand foreign. Include any foreign earned
on line 2. adjustments you may be required toincome you have excluded on Form

make.2555 or Form 2555-EZ but do notLine 2 include any other exempt income.
If you are a nonresident alien,Before you complete line 2, read

include on both lines 3d and 3e yourItemized deduction limit on this
page.CAUTION

!
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period cannot be extended even if you Line 12
are unable to take a credit in one of thePart II—Foreign Taxes You may have to reduce the foreignintervening years. taxes you paid or accrued by thePaid or Accrued Special rules apply to the carryback following items.
and carryforward of foreign taxes paid • Taxes on income excluded onSee page 2 for descriptions of or accrued on foreign oil and gas Form 2555 or Form 2555-EZ. Reduceforeign taxes that are eligible for extraction income. See section 907(f). taxes paid or accrued by the taxesthe foreign tax credit and foreignCAUTION

!
File Form 1040X or other amended allocable to any foreign earned incometaxes that are not eligible for the foreign

return and a revised Form 1116 for the excluded on Form 2555 or Formtax credit.
earlier tax year to which you are 2555-EZ. If only part of your foreign

You can take a foreign tax credit in carrying back excess foreign taxes. earned income is excluded, you must
the tax year you paid or accrued the determine the amount of tax allocableSpecial rules for carryforwards andforeign taxes, depending on your to excluded income. To do so, multiplycarrybacks of pre-2007 andmethod of accounting. If you report on the foreign taxes paid or accrued onpost-2006 unused foreign taxes.the cash basis, you can choose to take foreign earned income received orThe foreign taxes carried forwardthe credit for accrued taxes by checking accrued during the tax year by thegenerally are allocated to yourthe “accrued” box in Part II. But once following fraction.post-2006 separate income categoriesyou choose to do this, you must credit to which those taxes would have been Numerator: Foreign earned incomeforeign taxes in the year they accrue on allocated if the taxes were paid or and housing amounts you excluded forall future returns. accrued in a tax year beginning after the tax year minus otherwise deductible

Generally, you must enter in Part II 2006. Alternatively, you can allocate expenses (not including the foreign
the amount of foreign taxes, in both the unused foreign taxes in the pre-2007 housing deduction) allocable to that
foreign currency denomination(s) and separate category for passive income income.
as converted into U.S. dollars, that to the post-2006 separate category for Denominator: Your total foreignrelate to the category of income passive category income, and you can earned income received or accruedchecked above Part I. Taxes are allocate all other unused foreign taxes during the tax year minus deductiblerelated to the income if the income is in the eliminated categories to the expenses (including the foreign housingincluded in the foreign tax base on post-2006 separate category for deduction) allocable to that income.which the tax is imposed. If the foreign general category income. However, if the foreign jurisdictiontax you paid or accrued relates to more Foreign taxes paid or accrued on charges tax on foreign earned incomethan one category of income, apportion income in a separate category in 2007 and some other income (for example,the tax among the categories. The that are carried back to 2006 generally earned income from U.S. sources or aapportionment is based on the ratio of are allocated to the same separate type of income not subject to U.S. tax)net foreign taxable income in each categories to which the taxes would and the taxes on the other incomecategory to the total net income subject have been allocated if they had been cannot be segregated, the denominatorto the foreign tax. See Pub. 514 for an paid or accrued in 2006. Alternatively, is the total amount of income subject toexample. you can allocate all unused taxes in the foreign tax minus deductible expenses

However, if foreign tax paid on 2007 separate category for passive allocable to that income.
passive income is reported to you in category income to the 2006 category See Pub. 514 for a comprehensiveU.S. dollars on a Form 1099-DIV, for passive income and allocate all example.1099-INT, or similar statement, you do unused taxes in the 2007 separate • Taxes on income from Puerto Riconot have to convert the amount shown category for general category income to exempt from U.S. tax. The reductioninto foreign currency. This rule applies the 2006 separate category for general applies if you have income from Puertowhether or not you can make the limitation income. Rican sources that is not taxable onelection to claim the foreign tax credit Restrictions. You cannot carry a your U.S. tax return. To figure thewithout filing Form 1116 (as explained credit back to a tax year for which you credit, reduce your foreign taxes paid oron page 1). Enter “1099 taxes” in Part claimed a deduction, rather than a accrued by the taxes allocable to theII, column (j), and complete columns (o) credit, for foreign taxes paid or accrued. exempt income. See Pub. 570 for morethrough (s) for each foreign country However, you must reduce the amount information.indicated in Part I. of any carryback or carryforward by the • Taxes on income from AmericanNote. If you are taking a credit for amount that you would have used had Samoa excluded from U.S. tax. If youadditional taxes paid or accrued as the you chosen to claim a credit rather than are a bona fide resident of Americanresult of an audit by a foreign taxing a deduction in that year. Samoa, reduce taxes paid or accruedauthority or you are filing an amended by any taxes attributable to excluded If, for any year, you elected to claimreturn reflecting a foreign tax refund, income from sources in Americanthe foreign tax credit without filing Formattach a statement to Form 1116 Samoa. For more information, see Pub.1116 (as explained on page 1), theidentifying these taxes. 570.following rules apply.

• Taxes on foreign-oil-related• You cannot carry over unused
income. Reduce taxes paid or accruedforeign taxes paid or accrued in a yearPart III—Figuring the by foreign taxes paid or accrued onto which the election does not apply to
foreign-oil-related income, but only toany year for which you made theCredit
the extent the tax imposed by theelection.
foreign country on the oil-related• The carryback-carryforward period isLine 10 income is considered to be materiallynot extended if you are unable to use a

You can carry back 1 year and then greater than the tax generally imposedcarryback or carryforward because you
forward 10 years any foreign tax you by that country on other kinds ofmade the election.
paid or accrued to any foreign country income. See Regulations section• Do not reduce the carryback or
or U.S. possession (reduced as 1.907(b)-1. The amount of tax notcarryforward by the amount you would
described under Line 12, starting on allowed as a credit under this rule ishave used in the election year if you
this page) on income in a separate allowed as a business expensehad not made the election.
category that is more than the deduction.More information. See Pub. 514 forlimitation. First, apply the excess to the • Taxes on foreign oil and gasmore information on carryback andearliest year to which it may be carried. extraction income. Reduce taxes paidcarryforward provisions, includingThen, apply it to the next earliest year, or accrued by taxes imposed on foreignexamples.and so on. The carryback-carryforward oil and gas extraction income. The
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amount of the reduction is the amount For more information, see Form Capital losses.  In determining your
by which your foreign oil and gas 5713 and its instructions. U.S. source income, reduce the amount
extraction taxes exceed the amount of of any capital losses from U.S. sourcesLine 13your foreign oil and gas extraction by the amount you entered on line 4 of

You must adjust the amount you enterincome for the year multiplied by a Worksheet A or line 5 of the Line 2
on line 13 if you have foreign taxes thatfraction equal to your pre-credit U.S. tax Worksheet for Worksheet B. If you have
relate to passive income that is treatedliability (for example, Form 1040, line capital losses from U.S. sources and
as general category income because it44) divided by your worldwide income. you did not use either Worksheet A or
is high-taxed. On your Form 1116 forYou may be entitled to carry over to Worksheet B, see Pub. 514 to
passive category income, reduce theother years taxes reduced under this determine your U.S. source income.
amount you enter on line 13 by therule. See section 907(f). Example. For 2007, you completed
amount of your foreign taxes that relate• Taxes on foreign mineral income. three Forms 1116. The first had a loss
to that income. In the space above lineReduce taxes paid or accrued on from general category income of $2,000
13, enter “HTKO” and the amount ofmineral income from a foreign country on line 14, the second had passive
the reduction as a negative number (inor U.S. possession if you took a category income of $4,000 on line 14,
parenthesis). On your Form 1116 fordeduction for percentage depletion and the third had income of $1,000
general category income, increase theunder section 613 for any part of the from the certain income re-sourced by
amount you enter on line 13 by themineral income. treaty category on line 14. You must
amount of your foreign taxes that relate• Reduction for failure to file Form allocate the $2,000 loss between the
to that income. In the space above line5471. U.S. shareholders who control a passive category income and the
13, enter “HTKO” and the amount offoreign corporation must file Form certain income re-sourced by treaty
the increase.5471, Information Return of U.S. category in the same proportion as

Persons With Respect To Certain each category’s income bears to theLine 14Foreign Corporations. If you do not file total foreign income.
The amount on line 14 is your taxableForm 5471 and furnish all of the The amount of the loss that wouldincome (or loss), before adjustments,information required by the due date of reduce passive category income wouldfrom sources outside the United States.your tax return, reduce by 10% all be 80% ($4,000/$5,000) of the $2,000If the amount on line 14 is zero or aforeign taxes that you otherwise may loss or $1,600. Include the $1,600 (inloss, you generally have no foreign taxtake into account for the foreign tax parentheses) on line 15 of the passivecredit for the category of incomecredit. You may have to make category income Form 1116. Assumingchecked above Part I of this Formadditional reductions if the failure you have no other line 15 adjustments,1116. However, you must complete linecontinues. See section 6038(c) for enter $2,400 ($4,000 − $1,600) on line15 and continue with the form even ifdetails and exceptions. 16 of that form.line 14 is zero or a loss.Note. The reduction in foreign taxes is

The amount of the loss that wouldreduced by any dollar penalty imposed Line 15 reduce the certain income re-sourcedunder section 6038(b).
by treaty would be 20% ($1,000/You are required to increase or• Reduction for failure to file Form $5,000) of the $2,000 loss or $400.decrease the amount on line 14 by the8865. U.S. partners who control a Include the $400 in parentheses on linefollowing adjustments. The adjustmentsforeign partnership must file Form 15 of the certain income re-sourced byshould be made in the order listed.8865, Return of U.S. Persons With treaty Form 1116. Assuming you haveAlternatively, the adjustments can beRespect to Certain Foreign no other line 15 adjustments, entermade using any reasonable method,Partnerships. If you do not file Form $600 ($1,000 − $400) on line 16 of thatincluding one based on the ordering8865 and furnish all of the information form.rules of Notice 89–3, 1989–1 CB 623.required by the due date of your tax The ordering rules of Notice 89–3 are In this case, all of the $2,000 lossreturn, reduce by 10% all foreign taxes covered in the line 15 instructions of the was allocated between the foreignthat you otherwise may take into 2006 Instructions for Form 1116. If you source passive category income andaccount for the foreign tax credit. You have more than one adjustment, enter the certain income re-sourced by treatymay have to make additional reductions the net adjustment on line 15 and category, and no reduction was madeif the failure continues. See section attach a detailed statement showing to U.S. source income.6038(c) for details and exceptions. your computation. See Pub. 514 for If you receive general categoryNote. The reduction in foreign taxes is more details on each of these income in a later year, you mustreduced by any dollar penalty imposed adjustments. recharacterize all or part of that incomeunder section 6038(b).

The adjustments are: as passive category income and certain• Reduction of taxes or credit due to
income re-sourced by treaty in that later1. Allocation of foreign losses. Ifinternational boycott operations. In
year. See the example underyou have a loss on line 14 of one Formgeneral, if you agree to participate in, or
Recharacterization of income on page1116 and you have income on line 14cooperate with, an international boycott,
18.of one or more other Forms 1116, youyou must file Form 5713, International

2. Allocation of U.S. losses. If youmust reduce the foreign income by aBoycott Report, and attach all
have a net loss from U.S. sources,pro rata share of the loss before yousupporting schedules. In addition, you
proportionately allocate that loss amonguse any remaining loss to reduce U.S.must reduce either the total taxes
the separate categories of your foreignsource income.available for credit or the credit
income. Reduce the income on line 14If the loss reduces foreign sourceotherwise allowable by your foreign
(adjusted by any allocation of losses,income, you must recharacterize thetaxes resulting from boycott activities. If
as described under Allocation of foreignincome you receive in the loss categoryyou can figure the taxes specifically
losses in these line 15 instructions) byin later years. See Recharacterizationattributable to boycott operations, enter
including (in parentheses) on line 15of income on page 18. In situationsthe amount on line 12. If you cannot
the allocable portion of any U.S. loss. Inwhere the loss to be allocated exceedsfigure the amount of taxes specifically
later years, you will be allowed to treatforeign income in other categories, theattributable to boycott operations,
part of your U.S. source income asexcess reduces U.S. source income (asmultiply the credit otherwise allowable
foreign source income.modified below under Capital losses)by the international boycott factor

 A U.S. loss includes a rental loss onand for later years, you must follow the(figured on Schedule A (Form 5713),
property located in the United States. Ifrules described under Recapture ofInternational Boycott Factor) and enter
you have any qualified dividends orprior year overall foreign loss on pagethe result on Form 1116, line 28. Attach
capital gains (including capital gain18.a statement to Form 1116 showing in
distributions) or losses for the taxabledetail how you figured the reduction.
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year and you are required to make any above). See Pub. 514 if you disposed Individuals Who Completed a
adjustments to those amounts, as of property described above and you Qualified Dividends and Capital
explained earlier under Foreign recognized foreign source gain in a Gain Tax Worksheet
Qualified Dividends and Capital Gains different category than the overall

If you completed the Qualified(Losses) starting on page 6 or the foreign loss, you recognized U.S.
Dividends and Capital Gain Taxinstructions for line 17, the amount of source gain, or you did not recognize
Worksheet in the instructions for youryour U.S. loss is the excess of: gain.
tax return, you must use the Worksheet

a. The total of the amounts entered Attach a statement to Form 1116 for Line 17 on page 19 to figure the
on line 14 for each Form 1116 you are showing the balance in each separate amount to enter on line 17 if:
filing, over limitation overall foreign loss account.

1. You file Form 1040 andb. The amount entered on line 17 of See Regulations section 1.904(f)-1(b)
a. Line 7 of your Qualified Dividendsthe Form 1116. for more information.

and Capital Gain Tax Worksheet is3. Recapture of prior year overall 4. Recharacterization of income.
greater than zero, andforeign loss. If you had an overall If, in a prior tax year, you reduced your

b. Line 17 of your Qualifiedforeign loss in a prior year that offset foreign taxable income in the category
Dividends and Capital Gain TaxU.S. source income, a part of your checked above Part I by a pro rata
Worksheet is less than line 18 of thatforeign income (in the same category share of a loss from another category,
worksheet, ORas the loss) is treated as U.S. source you must recharacterize in 2007 all or

2. You file Form 1040NR andincome in each following tax year. The part of any income you receive in 2007
part that is treated as U.S. source a. Line 5 of your Qualified Dividendsin that loss category. You
income is the smallest of: and Capital Gain Tax Worksheet isrecharacterize the income by:

greater than zero, anda. The amount of overall foreign • Increasing the amount on line 14
b. Line 15 of your Qualifiedloss not recaptured in earlier years, (adjusted by any of the other

Dividends and Capital Gain Taxb. 50% (or more, if you choose) of adjustments previously mentioned in
Worksheet is less than line 16 of thatyour taxable income from foreign these line 15 instructions) of the Form
worksheet.sources, or 1116 for each of the separate

c. The amount from line 14, less categories, other than the loss Adjustment exception.  If you qualifyany adjustment for allocation of losses, category, previously reduced by for the adjustment exception and youas described under Allocation of foreign including on line 15 any recharacterized chose not to make adjustments to anylosses and under Allocation of U.S. income and foreign qualified dividends or foreignlosses in these line 15 instructions. • Decreasing the amount on line 14 capital gains (or losses) that you have,Reduce the income on line 14 by (adjusted by any of the other you can elect not to adjust yourincluding (in parentheses) on line 15 adjustments previously mentioned in qualified dividends and capital gains.the smallest of a, b, or c above. This is these line 15 instructions) of the Form You make this election by notthe amount of the recapture. Be sure to 1116 for the loss category by including completing the Worksheet for Line 17.attach your computation. If you elect to on line 15 the amount of You must make this election if you haverecapture more of an overall foreign recharacterized income as a negative any foreign qualified dividends orloss than is required (b above), show in number (in parentheses). foreign capital gains (or losses) and youyour computation the percentage of Example. Using the facts in the chose not to make any adjustments totaxable income recaptured and the example under Allocation of foreign those amounts when you completeddollar amount of the recapture. losses on page 17, in the next year lines 1 and 5.
(2008), you have $5,000 of generalDispositions of certain property. If you are not required to completecategory income, $3,000 of passiveIf you recognized foreign source gain in the Worksheet for Line 17 or youcategory income, and $500 of certainthe same category as the overall qualify for the adjustment exception andincome re-sourced by treaty. Becauseforeign loss on a disposition of property elect not to adjust your qualified$1,600 of the general category incomethat was used predominantly in a dividends and capital gains, enter onloss was used to reduce your passiveforeign trade or business and that line 17 of Form 1116 your taxablecategory income in 2007, $1,600 ofgenerated foreign source income in the income without the deduction for youryour 2008 general category incomesame category as the overall foreign exemption (for example, the amountmust be recharacterized as passiveloss, then the gain on the disposition from Form 1040, line 41).category income. Similarly, $400 of themay be subject to recapture as U.S. Adjustment exception for Formgeneral category income must besource income to the extent of 100% of 1040 filers.  You qualify for therecharacterized as certain incomeyour foreign source taxable income. adjustment exception if you meet bothre-sourced by treaty. On your 2008See section 904(f)(3). of the following requirements:Form 1116 for passive category

The above rule also generally income, you would include $1,600 on 1. Line 7 of the Qualified Dividends
applies to a gain on the disposition of line 15. On your 2008 Form 1116 for and Capital Gain Tax Worksheet does
stock in a controlled foreign corporation certain income re-sourced by treaty, not exceed:
(CFC), if you owned more than 50 you would include $400 on line 15. On • $195,850 if married filing jointly or
percent (by vote or value) of the stock your 2008 Form 1116 for general qualifying widow(er);
right before you disposed of it. See category income, you would include • $97,925 if married filing
section 904(f)(3)(D) for more ($2,000) on line 15. separately;
information and exceptions. • $160,850 if single; orRecharacterizing income from aReduce line 14 by including (in • $178,350 if head of household.separate category does notparentheses) on line 15 the smallest of 2. The amount of your foreignresult in recharacterizing any

TIP
(a) the amount of the gain not source net capital gain, plus thetax.recaptured above, (b) the remaining amount of your foreign source qualified
amount of the overall foreign loss not dividends is less than $20,000. For thisLine 17
recaptured in earlier years or in the purpose, ignore any capital gainIf you have qualified dividends orcurrent year, or (c) the amount from line distributions or qualified dividends youcapital gains, you may be required to14 (less any adjustment for allocation of elected to include on Form 4952, linemake adjustments to those qualifiedlosses, as described under Allocation of 4g.dividends and gains before you takeforeign losses and under Allocation of those amounts into account on line 17.U.S. losses in these line 15 instructions
and any adjustment for any recapture
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Adjustment exception for Form • Line 8 of the Qualified Dividends and lines 1 and 5. You qualify for the
1040NR filers. You qualify for the Capital Gain Tax Worksheet in the adjustment exception if:
adjustment exception if you meet both Form 1040NR instructions. 1. Line 5 of the Qualified Dividends
of the following requirements: Complete all other lines as instructed Tax Worksheet or line 23 of Schedule

1. Line 5 of the Qualified Dividends on the worksheet. D (Form 1041) does not exceed
and Capital Gain Tax Worksheet does $7,650, andEstates and Trusts Thatnot exceed: 2. The amount of your foreignCompleted a Qualified source net capital gain, plus thea. $195,850 if you checked filing Dividends Tax Worksheet or amount of your foreign source qualifiedstatus box 6, Schedule D dividends, is less than $20,000. For thisb. $97,925 if you checked filing

purpose, ignore any foreign sourceIf you completed the Qualifiedstatus box 3,4, or 5, or
qualified dividends or capital gains thatDividends Tax Worksheet in thec. $160,850 if you checked filing
you elected to include on Form 4952,instructions for Form 1041 or youstatus box 1 or 2.
line 4g.completed Part V of Schedule D (Form2. The amount of your foreign

1041), you must use the Worksheet forsource net capital gain, plus the
Your foreign source net capitalLine 17, below, to figure the amount toamount of your foreign source qualified
gain is the excess of yourenter on line 17 if:dividends is less than $20,000.
foreign source net long-term

TIP
1. You figured your tax using the capital gain over your foreign sourceYour foreign source net capital Qualified Dividends Tax Worksheet, net short-term capital loss.gain is the excess of your line 5 of that worksheet is greater than

foreign source net long-term If you are not required to completezero, and line 15 of your Qualified
TIP

capital gain over your foreign source the Worksheet for Line 17 or youDividends Tax Worksheet is less than
net short-term capital loss. qualify for the adjustment exception andline 16 of that worksheet, or

elect not to adjust your qualified2. You figured your tax using theCompleting the Worksheet for
dividends and capital gains, enter onPart V of Schedule D (Form 1041), lineLine 17. If you do need to complete
line 17 of Form 1116 the estate’s or23 of the Schedule D is greater thanthe Worksheet for Line 17, do the
trust’s taxable income without thezero, and line 33 of the Schedule D isfollowing.
deduction for its exemption.less than line 34.Lines 2 through 5. Skip these
Completing the Worksheet forlines. Adjustment exception. If you qualify Line 17. If you do need to completeLine 6. Enter the amount from: for the adjustment exception and you the Worksheet for Line 17, do the• Line 14 of the Qualified Dividends chose not to make adjustments to any following.and Capital Gain Tax Worksheet in the foreign qualified dividends or foreign

Lines 2 through 5. Skip theseForm 1040 instructions, or capital gains (or losses) that you have,
lines.• Line 12 of the Qualified Dividends you can elect not to adjust your

and Capital Gain Tax Worksheet in the Line 6. Enter the amount from linequalified dividends and capital gains.
Form 1040NR instructions. 12 of the Qualified Dividends TaxYou make this election by not

Worksheet or line 30 of Schedule D.completing the Worksheet for Line 17.Line 8. Enter the amount from:
You must make this election if you have• Line 10 of the Qualified Dividends Line 8. Enter the amount from line
any foreign qualified dividends orand Capital Gain Tax Worksheet in the 8 of the Qualified Dividends Tax
foreign capital gains (or losses) and youForm 1040 instructions, or Worksheet or line 26 of Schedule D.
chose not to make any adjustments to Complete all other lines as instructed
those amounts when you completed on the worksheet.

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

Caution: See the instructions for Line 17 beginning on page 18 before starting this worksheet.

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

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

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

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

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

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

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

8. Enter your worldwide 5% gains and qualified dividends (see
instructions) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.

9. Multiply line 8 by .8571 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.

10. Add lines 3, 5, 7, and 9 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.

11. Subtract line 10 from line 1. Enter the result here and on Form 1116, line 17 . . . . . . . . . . . . . . . 11.
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Line 4. Enter the amount (if any) 1116. However, if you completed aTaxpayers Who Completed the
from line 29 of the Schedule D Tax Form 1116 for category e (lump-sumSchedule D Tax Worksheet
Worksheet. distributions) or c (section 901(j) If you figured your tax using the income), do not use Part IV of thatLine 6. Enter the amount (if any)Schedule D Tax Worksheet (in the Form 1116 as your summary. Enter thefrom line 23 of the Schedule D TaxSchedule D (Form 1040) instructions or credits from line 21 of all of your FormsWorksheet.in the Form 1041 instructions), you 1116 on lines 22 through 25 of theLine 8. Enter the amount (if any)must use the Worksheet for Line 17 on Form 1116 with the largest amountfrom line 19 of the Schedule D Taxpage 19 to figure the amount of tax to entered on line 21 to summarize yourWorksheet.enter on line 17 of Form 1116 if: credits. File the other Forms 1116 as• Line 17 of the Schedule D Tax Complete all other lines as instructed attachments.Worksheet is greater than zero, and on the worksheet.

• Line 35 of the Schedule D Tax Line 27Line 19Worksheet is less than line 36. Enter the smaller of line 19 or line 26.Adjustment exception. If you qualify If you are completing line 19 for Note. Generally, line 26 will exceedfor the adjustment exception and you separate category e (lump-sum line 19 only if you have U.S. capitaldid not make adjustments to any distributions), enter the amount from gains or qualified dividends that areforeign qualified dividends or foreign line 5 of the Worksheet for Lump-Sum subject to the capital gain ratecapital gains (or losses) that you have, Distributions on page 4. differential (figured in the Worksheet foryou can elect not to adjust your Do not complete line 19 for separate Line 17 on page 19).qualified dividends and capital gains. category c (section 901(j) income). See
You make this election by not page 4. Paperwork Reduction Act Notice.completing the Worksheet for Line 17. We ask for the information on this formFor all other applicable categories,You must make this election if you have to carry out the Internal Revenue lawscomplete line 19 as follows.any foreign qualified dividends or of the United States. You are requiredForm 1040 filers. Enter the amountforeign capital gains (or losses) and you to give us the information. We need it tofrom Form 1040, line 44, less any taxchose not to make any adjustments to ensure that you are complying withincluded on line 44 from Form 4972.those amounts when you completed these laws and to allow us to figure andForm 1040NR filers. Enter thelines 1 and 5. You qualify for the collect the right amount of tax.amount from Form 1040NR, line 41,adjustment exception if:

You are not required to provide theless any tax included on line 41 from1. The amount of your foreign information requested on a form that isForm 4972.source qualified dividends plus the subject to the Paperwork Reduction ActForm 1041 filers. Enter the amountamount of your foreign source net unless the form displays a valid OMBfrom Form 1041, Schedule G, line 1a.capital gain is less than $20,000, and control number. Books or records2. Line 17 of the Schedule D Tax relating to a form or its instructionsLine 21Worksheet (Form 1040) is less than or must be retained as long as theirThe maximum foreign tax credit youequal to: contents may become material in thecan claim in the current year is administration of any Internal Revenue• $195,850 if married filing jointly or generally limited to the allocated law. Generally, tax returns and returnqualifying widow(er); amount of U.S. tax imposed on the information are confidential, as required• $97,925 if married filing separately; foreign income, or the actual amount of by section 6103.• $160,850 if single; or foreign tax paid or accrued on the• $178,350 if head of household The time needed to complete andforeign income (after reductions
(or, for trusts and estates, line 17 of the file this form will vary depending onrequired on line 12), whichever is less.
Schedule D Tax Worksheet (Form individual circumstances. TheHowever, see Foreign Taxes Eligible
1041) is less than or equal to $7,650). estimated burden for individualfor a Credit on page 2 for additional

taxpayers filing this form is approvedinformation.Your foreign source net capital
under OMB control number 1545–0074gain is the excess of your If the amount on line 20 is smaller and is included in the estimates shownforeign source net long-term than the amount on line 13, see

TIP

in the instructions for their individualcapital gain over your foreign source Pub. 514 for more information on income tax return. The estimatednet short-term capital loss. Ignore any carryback and carryforward provisions, burden for all other taxpayers who fileforeign source qualified dividends or including examples. this form is: Recordkeeping, 2 hr., 43capital gains that you elected to include
min.; Learning about the law or theon Form 4952, line 4g, in determining
form, 1 hr., 6 min.; Preparing thethe amount of your foreign source Part IV—Summary of form, 2 hr., 46 min.; Copying,qualified dividends and net capital gain.
assembling, and sending the form toCredits From SeparateIf you are not required to complete the IRS, 1 hr., 4 min.the Worksheet for Line 17 or you Parts III If you have comments concerningqualify for the adjustment exception and Complete lines 22 through 25 in the accuracy of these time estimates orelect not to adjust your qualified Part IV only if you must complete more suggestions for making this formdividends and capital gains, enter on than one Form 1116 because you have simpler, we would be happy to hearline 17 of Form 1116 your taxable more than one of the categories of from you. You can write to the IRS atincome without the deduction for your income listed above Part I. the address listed in the instructions ofexemption (for example, the amount
the tax return with which this form isComplete Part IV on only one Formfrom Form 1040, line 41).
filed.1116 (the one with the largest amountIf you do need to complete the entered on line 21) to summarize theWorksheet for Line 17, do the following. credits you figured on all of your Forms

Line 2. Enter the amount (if any)
from line 32 of the Schedule D Tax
Worksheet.
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