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Department of the Treasury
Internal Revenue Service2004

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

5-year rule of prior law to tax years election is available only if you meet allGeneral Instructions ending after October 22, 2004. of the following conditions.
Disposition of stock in a controlled • All of your foreign source gross
foreign corporation (CFC). If youWhat’s New for 2004 income was from the “passive income”
dispose of stock in a CFC at a gain category (which includes most interestHolding period for claiming a credit after October 22, 2004, the gain may and dividends) (see page 3). However,for taxes withheld on dividends. The be subject to recapture as U.S. source for this purpose, passive income alsoperiod within which you must hold the income. See Dispositions of certain includes (a) income subject to thestock at least 16 days has changed to a property on page 16. special rule for high-taxed income31-day period. This change applies to

described on page 4, (b) income thatGifts to charity. Do not reduce yourdividends paid after September 4,
would be passive except that it is alsoforeign source gross income by your1997. See item (3) under Foreign
described in another category, and (c)itemized deduction for gifts to charityTaxes Not Eligible for a Credit on
certain export financing interest.made after July 27, 2004. You can electpage 2. • All the income and any foreign taxesto also apply this rule to gifts to charity
paid on it were reported to you on amade before July 28, 2004, but only forCredit for foreign taxes withheld on
qualified payee statement. Qualifiedthe tax year ending after July 27, 2004.income or gain. You cannot claim a
payee statements include FormSee the instructions for line 3a oncredit for foreign taxes withheld on
1099-DIV, Form 1099-INT, Schedulepage 14.income or gain (other than dividends)
K-1 (Form 1041), Schedule K-1 (Formfrom certain property. This rule applies Other changes. For information on 1065), Schedule K-1 (Form 1065-B),to income or gain paid or accrued after changes that are effective beginning in Schedule K-1 (Form 1120S), or similarNovember 21, 2004. See items (5) and 2005, see Pub. 514. substitute statements.(6) under Foreign Taxes Not Eligible for • Your total creditable foreign taxes area Credit on page 2. Election To Claim the not more than $300 ($600 if married
filing a joint return).Carryback and carryover. Unused Foreign Tax Credit

foreign taxes arising in tax years This election is not available toWithout Filing Form 1116beginning after October 22, 2004, can estates or trusts.be carried back 1 year and forward 10 You may be able to claim the foreign
If you make this election:years. In addition, the carryforward tax credit without filing Form 1116. By

• You cannot carry over to any otherperiod has been extended from 5 years making this election, the foreign tax
year any foreign taxes paid or accruedto 10 years for unused foreign taxes credit limitation (lines 14 through 20 of
in a tax year to which the electionthat could be carried forward under the the form) will not apply to you. This
applies (but carryovers to and from
other years are unaffected).Tax Help
• You are still required to take into

For more information about, or assistance with figuring, the foreign tax credit, account the general rules for
the following IRS resources are available. determining whether a tax is creditable.

See Foreign Taxes Eligible for a Credit
and Foreign Taxes Not Eligible for aIRS Contacts
Credit on page 2.

In the U.S. and • Call 1-800-829-1040, or • You are still required to reduce the
taxes available for credit by any amountPuerto Rico: • Visit your local IRS office.
you would have entered on line 12 of

Overseas: • Call 215-516-2000 (not toll free); or Form 1116. See the instructions for
Line 12 on page 15.• Contact IRS offices at U.S. embassies in Berlin, London,

To make the election, just enter onor Paris; or
the foreign tax credit line of your tax

• Write to: Internal Revenue Service, International Section, return (for example, Form 1040, line 46)
P.O. Box 920, Bensalem, PA 19020-8518. the smaller of (a) your total foreign tax

or (b) your regular tax (for example,
Form 1040, line 43).Publications • Pub. 54, Tax Guide for U.S. Citizens and Resident Aliens

Abroad.
• Pub. 514, Foreign Tax Credit for Individuals. Purpose of Form
• Pub. 519, U.S. Tax Guide for Aliens. Who should file. File Form 1116 to
• Pub. 570, Tax Guide for Individuals With Income From claim the foreign tax credit if the

U.S. Possessions. election above does not apply and:
• Pub. 575, Pension and Annuity Income. • You are an individual, estate, or trust,

and

Cat. No. 11441F
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• You paid or accrued certain foreign make related payments on positions inForeign Taxes Eligibletaxes to a foreign country or U.S. similar or related property.
possession. for a Credit Example. You receive a dividend

See Foreign Taxes Eligible for a subject to foreign withholding tax. YouYou can take a credit for income, war
Credit on this page to determine if the are obligated to pay someone else anprofits, and excess profits taxes paid or
taxes you paid or accrued qualify for amount equal to all these dividends youaccrued during your tax year to any
the credit. receive. You cannot claim a foreign taxforeign country or U.S. possession, or

credit for the withholding tax on theseany political subdivision (for example,Do not use Form 1116 to figure a
dividends.city, state, or province), agency, orcredit for taxes paid to the Virgin

5. Foreign taxes withheld on incomeinstrumentality of the country orIslands. Instead, use Form 8689,
or gain (other than dividends) frompossession. This includes taxes paid orAllocation of Individual Income Tax to
property if you have not held theaccrued in lieu of a foreign orthe Virgin Islands.
property for at least 16 days within thepossession income, war profits, or

Nonresident aliens. If you are a 31-day period that begins 15 daysexcess profits tax that is otherwise
nonresident alien, you generally cannot before the date on which the right togenerally imposed. For purposes of the
take the credit. However, you may be receive the payment arises. This rulecredit, U.S. possessions include Puerto
able to take the credit if: applies to income or gain paid orRico, Guam, the Commonwealth of the• You were a resident of Puerto Rico accrued after November 21, 2004. SeeNorthern Mariana Islands, and
during your entire tax year, or section 901(l) or Pub. 514.American Samoa.• You pay or accrue tax to a foreign 6. Foreign taxes withheld on income
country or U.S. possession on income  U.S. citizens living in certain treaty or gain (other than dividends) from
from foreign sources that is effectively countries may be able to take an property to the extent you have to make
connected with a trade or business in additional foreign tax credit for foreign related payments on positions in similar
the United States. But if you must pay tax imposed on certain items of income or related property. This rule applies to
tax to a foreign country or U.S. from the United States. See Tax income or gain paid or accrued after
possession on income from U.S. Treaties in Pub. 514 for details. If this November 21, 2004.
sources only because you are a citizen applies to you, use the worksheet near 7. Payments of foreign tax that are
or a resident of that country or U.S. the back of Pub. 514 to help you figure returned to you in the form of a subsidy.
possession, do not use that tax in this additional credit. 8. Taxes paid or accrued to a
figuring the amount of your credit. foreign country in connection with the

purchase or sale of oil or gas extractedSee section 906 for more information Foreign Taxes Not
in that country if you do not have anon the foreign tax credit allowed to a Eligible for a Credit economic interest in the oil or gas, andnonresident alien individual.
the purchase price or sales price isYou cannot take a credit for the
different from the fair market value offollowing foreign taxes.Credit or Deduction
the oil or gas at the time of the1. Taxes paid to a foreign countryInstead of claiming a credit for eligible purchase or sale.that you do not legally owe, includingforeign taxes, you can choose to 9. Foreign taxes paid or accrued onamounts eligible for refund by thededuct foreign income taxes. Form income for which you are claiming anforeign country. If you do not exercise1040 filers choosing to do so would exclusion on Form 8873, Extraterritorialyour available remedies to reduce thededuct foreign income taxes on Income Exclusion. However, seeamount of foreign tax to what youSchedule A (Form 1040), Itemized section 943(d) for an exception forlegally owe, a credit for the excessDeductions. Generally, if you take the certain withholding taxes.amount is not allowed.credit for any eligible foreign taxes, you

cannot take any part of that year’s You cannot take a credit for anyExample. Country X withholds $25
foreign taxes as a deduction. However, interest or penalties you must pay.of tax from a payment made to you.
even if you take the credit for eligible Under the income tax treaty between
foreign taxes for the year, you can take the United States and Country X, you Foreign Currencya deduction for: owe only $15 and can claim a refund• Foreign taxes not allowed as a credit Conversionfrom Country X for the other $10. Only
because of boycott provisions. $15 is eligible for the foreign tax credit Report all amounts in U.S. dollars• Taxes paid to certain foreign (whether or not you apply for a refund). except where specified otherwise incountries for which a credit has been 2. Taxes imposed by and paid to Part II. If you have to convert fromdenied, as described in item (2) under certain foreign countries. These foreign currency, attach a detailedForeign Taxes Not Eligible for a Credit countries are those designated by the explanation of how you figured theon this page. Secretary of State as countries that conversion rate.• Taxes on income that are not repeatedly provide support for acts of If you take a credit for taxes paid, thecreditable because you do not meet the international terrorism, countries with conversion rate is the rate of exchangeholding period requirement, as which the United States does not have in effect on the day you paid the foreigndescribed in item (3) or (5) under diplomatic relations, or countries whose taxes (or on the day the tax wasForeign Taxes Not Eligible for a Credit governments are not recognized by the withheld). If you receive a refund ofon this page. United States. Pub. 514 contains a list foreign taxes paid, the conversion rate• Certain taxes paid or accrued to a of these countries. is the rate in effect when you paid theforeign country in connection with the 3. Foreign taxes withheld on a taxes, not when you receive the refund.purchase or sale of oil or gas extracted dividend from a corporation, if you have
in that country, as described in item (8) not held the stock for at least 16 days If you choose to account for foreign
under Foreign Taxes Not Eligible for a within the 31-day period that begins 15 income taxes on an accrual basis, you
Credit on this page. days before the ex-dividend date. This must generally use the average

If you want to change your election required holding period is greater for exchange rate for the tax year to which
to take a deduction instead of a credit, preferred-stock dividends attributable to the taxes relate. However, you cannot
or a credit instead of a deduction, you periods totaling more than 366 days. do so if either of the following apply.
must do so within a special 10-year See section 901(k)(3) or Pub. 514. • The foreign taxes are actually paid
limitation period. See Pub. 514 for more 4. Foreign taxes withheld on a more than 2 years after the close of the
information. dividend to the extent that you have to tax year to which they relate.
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• The foreign taxes are actually paid in beginning before 1998 occurred only high-taxed income (see High-Taxed
a tax year prior to the year to which because of changes in the exchange Income on page 4).
they relate. rate, you do not need to file Form

1040X or other amended return if theAccrued foreign taxes not eligible for Note. Active business rents anddifference between the dollar value ofconversion at the yearly average royalties paid or accrued afterthe accrued foreign tax and the dollarexchange rate must be converted using September 20, 2004, are excluded fromvalue of the foreign tax you actuallythe exchange rate on the date of passive income if they are from relatedpaid was less than the smaller of:payment of the tax. or unrelated persons.• $10,000, or
 If you have a qualified business unit, • 2% of the foreign tax initially accrued. Passive income also does notsee Pub. 514 for special rules for

include gain from the sale of inventoryIf you meet this exception, adjustconverting foreign income and taxes
or property held primarily for sale toyour U.S. tax for the year you paid theinto U.S. dollars. You may have a
customers in the ordinary course ofredetermined foreign tax instead ofqualified business unit if you own and
your trade or business; gain fromfiling Form 1040X or other amendedoperate a business or are
commodities hedging transactions; andreturn.self-employed in a foreign country.
active business gains or losses of
producers, processors, merchants, orForeign Tax Credit Income From Sources
handlers of commodities. It may also

Redeterminations not include dividends or interestOutside the
received from a controlled foreignIf you claim a credit for foreign taxes United States corporation (CFC) in which you are apaid, and you receive a refund of all or

This income generally includes, but is U.S. shareholder who owns 10% orpart of those taxes in a later year, you
not limited to, the following. more of the total voting power of allmust file an amended return reducing
• Compensation for services classes of the corporation’s stock.the taxes credited by the amount
performed outside the United States.refunded.
• Interest income from a payer located b. High Withholding TaxIf you claim the foreign tax credit outside the United States. Interestbased on foreign taxes accrued instead • Dividends from a corporationof foreign taxes paid, your credit must In general, high withholding tax interestincorporated outside the United States.be redetermined in any of the following is foreign interest that is subject to a• Gain on the sale of nondepreciablesituations. foreign withholding or other gross-basispersonal property you sold while tax of 5% or more.1. Your accrued taxes when paid maintaining a tax home outside the

differ from the amount you claimed as a United States, if you paid a tax of at c. Financial Services Incomecredit. least 10% of the gain to a foreign
2. You do not pay the accrued taxes Financial services income generallycountry.

within 2 years after the close of the tax includes income derived by a financial
Special rules apply in determiningyear to which they relate. services entity predominantly engaged

the source of income from the sale of3. After you pay the accrued taxes, in the active conduct of a banking,
inventory; sale of depreciable propertyyou receive a full or partial refund of financing, insurance, or similar
used in a trade or business; sale ofthem. business. Financial services income of
intangible property such as a patent, a financial services entity also includes
copyright, or trademark; oceanFor item (2) above, foreign taxes passive income and certain incidental
activities; and transportation servicespaid more than 2 years after the close income; however, no part of the
that begin or end in the United Statesof the tax year to which they relate can passive income that is financial
or a U.S. possession. See Pub. 514 forbe taken into account in figuring the services income is treated as
more information.foreign tax credit for the year to which high-taxed income (see High-Taxed

they relate. However, the taxes must be Income on page 4).
converted into dollars at the exchange Categories of Income If you qualify as a financial servicesrate in effect at the time they are paid.

Use a separate Form 1116 to figure the entity because you treat certain items
If any of the above situations occurs credit for each category of foreign of income as active financing income

after you file your return, you must file source income listed above Part I of under Regulations section
Form 1040X, Amended U.S. Individual Form 1116. The following instructions 1.904-4(e)(2)(i)(Y), you must show the
Income Tax Return, or other amended tell you what kind of income to include type and amount of each item on an
return, to notify the IRS so that your in each category. For more information, attachment to Form 1116.
U.S. tax for the year or years affected see Pub. 514, section 904, and
can be redetermined. Complete and Regulations sections 1.904-4 and d. Shipping Income
attach to Form 1040X (or other 1.904-5. Shipping income generally includesamended return) a revised Form 1116

income derived from, or in connectionfor the tax year(s) affected. See a. Passive Income with, the use (or hiring or leasing forTemporary Regulations section Passive income generally includes use) of any aircraft or vessel in foreign1.905-4T(b) for more information. dividends, interest, royalties, rents, commerce, or income derived from
Note. If you do not notify the IRS of a annuities, gain from the sale of property space and ocean activities. Treat
foreign tax refund or change in the that produces such income or of income that is both shipping income
dollar amount of foreign taxes paid or non-income-producing investment and financial services income as
accrued, you may have to pay a property, and gains from foreign financial services income.
penalty. currency or commodities transactions.

e. Dividends From a DISC orCapital gains not related to the activeSee Pub. 514 for more information.
conduct of a trade or business are also Former DISCTax years beginning before 1998.
generally passive income.For the rules relating to redetermining This category includes dividends from a

U.S. taxes for years beginning before Passive income does not include DISC (domestic international sales
1998, see Pub. 514. high withholding tax interest, export corporation) or former DISC to the

Exception. If the change in your financing interest, active business rents extent these dividends are treated as
foreign tax liability for a tax year and royalties from unrelated persons, or foreign sourced. See section 992(a).
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use a separate Form 1116 for income specific types of income describedf. Certain Distributions From
derived from each such country. below as foreign source, and you electa FSC or Former FSC to apply the treaty, the income will beThese countries are thoseThis category includes distributions treated as foreign source.designated by the Secretary of State asfrom a FSC (foreign sales corporation) • Certain gains (section 865(h)), orcountries that repeatedly provideor former FSC out of earnings and • Certain income from a U.S.-ownedsupport for acts of internationalprofits attributable to “foreign trade foreign corporation (section 904(g)(10)).terrorism, countries with which theincome.” Foreign trade income is the See Regulations section 1.904-5(m)(7)United States does not have diplomaticgross income of a FSC attributable to for an example.relations, or countries whoseforeign trading gross receipts.
governments are not recognized by the Important. You must compute a
United States. Pub. 514 contains a list separate foreign tax credit limitation forg. Lump-Sum Distributions
of these countries. any such income for which you claimYou can take a foreign tax credit for benefits under a treaty, using ataxes you paid or accrued on a foreign separate Form 1116 for each amount ofNote. For periods beginning on or aftersource lump-sum distribution from a re-sourced income from a treatyFebruary 1, 2001, the President of thepension plan. Special formulas may be country. Add the amounts from line 21United States has the authority to waiveused to figure a separate tax on a of each separate Form 1116 and enterthe denial of the credit with respect to aqualified lump-sum distribution for the the total on line 28 of your summaryforeign country if (a) it is in the nationalyear in which the distribution is Form 1116 (that is, the Form 1116 forinterest of the United States and willreceived. See Pub. 575 for more which you are completing Part IV).expand trade and investmentinformation.
opportunities for U.S. companies in Note. Other types of income that are

If you are able to elect, and do elect, such foreign country, and (b) the re-sourced under the terms of an
to figure your U.S. tax on a lump-sum President reports to the Congress, not income tax treaty (for example,
distribution using Form 4972, Tax on less than 30 days before the waiver is compensation for services performed in
Lump-Sum Distributions, a separate granted, the intention to grant such a the United States by a U.S. citizen
foreign tax credit limitation applies. Use waiver and the reason for such waiver. resident in a foreign country) are not
a separate Form 1116. On this subject to a separate foreign tax credit
separate Form 1116, check box g limitation. However, the specific treatyIf you paid taxes to a country that
above Part I. Skip Part I. Complete Part may provide for other restrictions on theceased to be a sanctioned country
II showing only foreign taxes that are amount of income that is re-sourced orduring the tax year, see Pub. 514 for
attributable to the lump-sum the amount of credit that is allowed withdetails on how to figure the foreign tax
distribution. Then, complete the respect to foreign tax paid oncredit for the period that begins after
Worksheet for Lump-Sum Distributions, re-sourced income. See, for example,the end of the sanctions.
below, to figure the amounts to enter in article 24, paragraph 1, of the treatyNote. Since no credit is allowed forPart III. between France and the United States.taxes paid to sanctioned countries, you

would generally complete Form 1116h. Section 901(j) Income j. General Limitation Incomefor this category only through line 16.No credit is allowed for foreign taxes General limitation income is income
imposed by and paid or accrued to that does not fall into one of the abovei. Certain Income Re-sourcedcertain sanctioned countries. However, categories. Common examples include:by Treatyincome derived from each such country • Wages, salary, and overseas
is subject to a separate foreign tax If a sourcing rule in an applicable allowances of an individual as an
credit limitation. Therefore, you must income tax treaty treats any of the employee.

• Income earned in the active conduct
of a trade or business that does not fall
into one of the above categories.Worksheet for Lump-Sum Distributions (Keep for Your Records) • Gains from the sale of inventory or
depreciable property used in a trade or
business that do not fall into one of the1. Enter the amount from Form 1116, line 8 . . . . . . . . . . . . . . . . . 1.
above categories.

2. Enter the sum of the amounts from Form 4972, lines 6 and 12,
that are from foreign sources. Also enter this amount Special Rules
on Form 1116, line 16 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.

High-Taxed Income3. Enter the sum of the amounts from Form 4972, lines 6 and 12,
In some cases, passive income andthat are from all sources (both U.S. and foreign). Also enter
taxes must be treated as generalthis amount on Form 1116, line 17 . . . . . . . . . . . . . . . . . . . . . . 3.
limitation income and taxes. Generally,

4. Divide line 2 by line 3. Enter the result as a decimal (rounded passive income and taxes must be
to at least four places) here and on Form 1116, line 18. If placed in the general limitation income

category if the foreign taxes you paidline 2 is equal to or more than line 3, enter “1” . . . . . . . . . . . . . 4.
on the income (after allocation of

5. Enter the amount from Form 4972, line 30. Also include expenses) exceed the highest U.S. tax
this amount on Form 1116, line 19 . . . . . . . . . . . . . . . . . . . . . . 5. that can be imposed on the income.

However, no part of the passive incomeCaution: Do not include the amount on line 5 above in the
that is financial services income istax you enter on line 19 of any other Form 1116 you
treated as high-taxed income. Seeare filing. Regulations section 1.904-4(c) for more
information.6. Multiply line 5 by line 4. Enter the result here and on

Form 1116, line 20 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6. Look-Through Rules
7. Enter the smaller of line 1 or line 6 here and on Form 1116, Certain income received or accrued by

line 21. To the left of line 21, write “LSD” . . . . . . . . . . . . . . . . . 7. you as a 10%-or-more U.S. shareholder
in a controlled foreign corporation
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(CFC) is treated as income in one of “gross income from all sources” with all • Gains on the sale of eligible personal
the separate limitation categories listed of your other gross income and enter property for which a foreign tax of 10%
under Categories of Income starting on the total on line 3e. “Gross income from or more was paid or accrued.
page 3. For example, Subpart F all sources” is a constant amount (that • Losses on the sale of eligible
inclusions, dividends, interest, rents, is, you will enter the same amount on personal property for which a foreign
and royalties from a CFC are treated as line 3e of all Forms 1116 that you file). tax of 10% or more would have been
separate limitation income to the extent paid had the sale resulted in a gain.Line 16, code C, or line 14, code C—they are attributable to separate Gross income sourced at partner orlimitation income of the CFC. See Include foreign source income inshareholder level. This line includesRegulations section 1.904-5 for more Part I of the applicable Form 1116 (thatincome from the sale of eligibleinformation. is, the Form 1116 for each category ofpersonal property (most personal

income provided to you for this line ofproperty other than inventory,Reporting Foreign Tax the Schedule K-1). Do not include indepreciable property, and certain
Part I of Form 1116 income that youInformation From intangible property). See Pub. 514 for
determined (using the above rules) todetails.Partnerships and S
be U.S. source income.Corporations Although all income reported to

you on this line of the ScheduleIf you received a 2004 Schedule K-1 If the partnership or S
K-1 has been apportioned tofrom a partnership or S corporation that corporation has specificallyCAUTION

!
separate categories of income, youincludes foreign tax information, use the identified any capital gains orCAUTION

!
must nevertheless first determinerules below to report that information on losses or unrecaptured section 1250
(using the rules below) whether theForm 1116. gain on this line (Schedule K-1, line 16,
income on this line is U.S. source code C, or line 14, code C) and you

General Information for income or foreign source income. Then, have determined that those gains or
enter only foreign source income in PartPartners and S Corporation losses are foreign source, see Foreign
I of each of the applicable Forms 1116 Qualified Dividends and Capital GainsShareholders
(that is, those Forms 1116 for each (Losses) starting on page 6 beforeLess-than-10% limited partners and category of income you received from entering an amount in Part I ofcertain less-than-10% S corporation the partnership or S corporation). Form 1116.shareholders. If you are a limited

Use the following rules to source thepartner or an S corporation shareholder Line 16, codes D, E, and F, or line 14,income reported to you on this line ofwho does not actively participate in the codes D, E, and F—Foreign grossthe Schedule K-1. If you are a U.S.management of the S corporation and income sourced at partnership or Sresident (as defined below), the incomeyou own a less-than-10% interest (by corporation level. Income reported onis U.S. source income. If you are avalue) in the partnership or S this line has already been sourced fornonresident (as defined below), thecorporation, you generally may assign you by the partnership or S corporation.income is foreign source income.exclusively to the passive income The partnership or S corporation has
category your distributive share of U.S. resident. A U.S. resident is a reported this income to you by country
foreign source income and deductions U.S. citizen or resident alien who does and by category of income. Include
from that partnership or S corporation. not have a tax home in a foreign these amounts in Part I of each of the
See Regulations section 1.904-5(h)(2) country or a nonresident alien who has applicable Forms 1116 (that is, those
for more details and exceptions. a tax home in the United States. Forms 1116 for each category of

income you received).Note. This rule takes precedence over Tax home. Generally, your tax
the income category rules outlined in home is the general area of your main Note. You should disregard anythe instructions that follow for line 16, place of business, employment, or post information shown on your Schedulecodes C and D-F, (or line 14, codes C of duty, regardless of where you K-1 pertaining to gross incomeand D-F) of the Schedule K-1, and the maintain your family home. Your tax attributable to a foreign branch. It isapportionment of deductions rules home is the place where you are intended only for corporate partnersoutlined in the instructions on page 6 permanently or indefinitely engaged to preparing Form 1118.for line 16, codes H and I-K, (or line 14 work as an employee or self-employed

Line 16, code G, or line 14, code G—codes H and I-K) of the Schedule K-1. individual. If you do not have a regular
Interest expense. See the instructionsor main place of business because ofReporting amounts on Form 1116. for line 4b on page 14 to allocate andthe nature of your work, then your taxInclude amounts reported to you on apportion the interest expense shownhome is the place where you regularlySchedule K-1 with any other amounts on this line of Schedule K-1. In applyinglive. If you do not fit either of thesereportable on Form 1116 using: those instructions, take into accountcategories, you are considered an• A separate Form 1116 for each your distributive share of theitinerant and your tax home is wherevercategory of income. partnership’s or S corporation’s grossyou work.• A separate column in Part I and a income (for purposes of the $5,000separate line in Part II for each country Nonresident. A nonresident is any threshold) or your pro rata share of theor possession. person who is not a U.S. resident. U.S. partnership’s or S corporation’s assets.

citizens and resident aliens with a However, if you were a limited partnerExplanation of Certain Line foreign tax home will not be treated as or an S corporation shareholder whoItems on Schedule K-1 nonresidents for a sale of eligible did not actively participate in the
personal property unless a foreign taxNote. In each instance that follows, the management of the S corporation and
of 10% or more was paid or accrued onfirst line reference is to the Schedule your interest in the partnership or S
the gain on the sale (or, in the case of aK-1 for Form 1065 and the second line corporation was less than 10%, see the
loss sale, a foreign tax of 10% or morereference is to the Schedule K-1 for next paragraph (on page 6). Include
would have been paid had the saleForm 1120S. (The Schedule K-1 for interest expense that you allocate to
resulted in a gain).Form 1065-B includes all foreign tax foreign source income on line 4b of the

information in an attachment for box 9.) applicable Form 1116. Do not enter in
Line 16, code B, or line 14, code B— Note. To help you with these rules, the Part I of Form 1116 any interest
Gross income from all sources. partnership or S corporation has expense that you allocate to U.S.
Combine your distributive share of specifically identified the following. source income.
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Less-than-10% limited partners 1116 (that is, those Forms 1116 for Adjustment exception: If you qualify
and certain less-than-10% S each category of income you received). for the adjustment exception, you do
corporation shareholders. If you are not need to make any adjustment to

Line 16, code N, or line 14, code N—a limited partner or an S corporation your foreign source capital gains or
Reduction in taxes available forshareholder (who does not actively qualified dividends. You qualify for the
credit. The partnership or Sparticipate in the management of the S adjustment exception if you meet both
corporation has already apportioned thecorporation) and you own (directly or of the following requirements.
reduction in taxes available for creditindirectly) a less-than-10% interest (by 1. Line 7 of the Qualified Dividendsand has reported it to you by countryincome) in the partnership or S and Capital Gain Tax Worksheet doesand by category of income. Includecorporation, you may generally allocate not exceed:these amounts on line 12 of each of theyour distributive share of interest a. $178,650 if married filing jointly orapplicable Forms 1116 (that is, thoseexpense from that partnership or S qualifying widow(er),Forms 1116 for each category ofcorporation to foreign or U.S. source b. $89,325 if married filingincome you received).income based on your distributive share separately,of the gross foreign or U.S. source c. $146,750 if single, orincome of that partnership or S Foreign Qualified d. $162,700 if head of household.corporation. The interest expense you 2. The amount of your foreignDividends and Capitalallocate to foreign source income source capital gain distributions, plusgenerally may be apportioned Gains (Losses) the amount of your foreign sourceexclusively to the passive income qualified dividends, is less thanIf you have foreign source qualifiedcategory. However, see Temporary $20,000. For this purpose, ignore anydividends or foreign source capitalRegulations section 1.861-9T(e)(4) for capital gain distributions or qualifiedgains (including any foreign sourceexceptions. dividends you elected to include oncapital gain distributions) or losses, you

Line 16, code H, or line 14, code H— Form 4952, line 4g.may be required to make certain
Other expenses. This line includes adjustments to those amounts before
expenses (other than interest expense) How to make adjustments. To adjusttaking them into account on line 1
of the partnership or S corporation that your foreign source qualified dividends,(qualified dividends and gains) or line 5
must be allocated and apportioned at multiply your foreign source qualified(losses). You can use the instructions in
the partner or shareholder level (for dividends in each separate category bythis section to determine those
example, research and experimental 0.4286. Include the results on line 1 ofadjustments. If you choose not to use
expenses). the applicable Form 1116.the rules outlined in this section, see

sections 1(h)(11)(C)(iv) and 904(b)(2)Combine your distributive share of
Do not adjust the amount of anyto determine the adjustments you mustthese expenses with all of your other
foreign source qualifiedmake.like expenses, if any, and then allocate
dividends that you elected toCAUTION

!
and apportion them using the If you completed the Qualified include on Form 4952, line 4g.applicable rules (for example, for Dividends and Capital Gain Taxresearch and experimental expenses, To adjust your foreign source capitalWorksheet in the instructions for yourthe rules under Regulations section gain distributions, multiply your foreigntax return, and are not required to file1.861-17(f)). source capital gain distributions in eachSchedule D, see Qualified Dividends

separate category by 0.4286. IncludeInclude expenses that you allocate and Capital Gain Tax Worksheet
the results on line 1 of the applicableto foreign source income on line 2 of (Individuals), next, to determine the
Form 1116.the applicable Form 1116. Expenses adjustments you may be required to

that you allocate to U.S. source income make. If you completed the Qualified No adjustments required. If you areshould not be entered on any line of Dividends Tax Worksheet in the not required to adjust the amount ofPart I of Form 1116. Instructions for Form 1041, see your foreign source qualified dividendsQualified Dividends Tax WorksheetLine 16, codes I, J, and K, or line 14, or capital gain distributions, include the(Estates and Trusts), below, tocodes I, J, and K—Deductions amount of your foreign source qualifieddetermine the adjustments you may beallocated and apportioned at dividends and capital gain distributionsrequired to make. If you are required topartnership or S corporation level to in each separate category (withoutfile Schedule D, see Schedule D Filers,foreign source income. The adjustment) on line 1 of the applicableon page 7, to determine thepartnership or S corporation has Form 1116.adjustments you may be required toalready allocated these expenses to
make.foreign source income and has reported Qualified Dividends Tax

them to you by country and by category Worksheet (Estates andQualified Dividends andof income. Include these amounts on
Trusts)line 2 of each of the applicable Forms Capital Gain Tax Worksheet

1116 (that is, those Forms 1116 for If you completed the Qualified(Individuals)
each category of income you received). Dividends Tax Worksheet in theYou must adjust the amount of your Instructions for Form 1041, you mustNote. You should disregard any foreign source qualified dividends and adjust the amount of your foreigninformation shown on your Schedule capital gain distributions if all of the source qualified dividends if:K-1 pertaining to definitely allocable following apply: • Line 5 of the Qualified Dividends Taxdeductions attributable to a foreign • You completed the Qualified Worksheet is greater than zero, andbranch. It is intended only for corporate Dividends and Capital Gain Tax • Line 15 of the Qualified Dividendspartners preparing Form 1118. Worksheet in your tax return Tax Worksheet is less than line 16 of

instructions.Line 16, codes L and M, or line 14, that worksheet.• You do not have to file Schedule D.codes L and M—Total foreign taxes.
• Line 7 of the Qualified Dividends andThe partnership or S corporation has Adjustment exception: If you qualify
Capital Gain Tax Worksheet is greateralready allocated and apportioned total for the adjustment exception, you do
than zero.foreign taxes for you and has reported not need to make any adjustment to

them to you by country and by category • Line 17 of the Qualified Dividends your foreign source qualified dividends.
of income. Include these amounts in and Capital Gain Tax Worksheet is less You qualify for the adjustment
Part II of each of the applicable Forms than line 18 of that worksheet. exception if:
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1. Line 5 of the Qualified Dividends 1. Line 7 of the Qualified Dividends elected to include on Form 4952, line
Tax Worksheet does not exceed and Capital Gain Tax Worksheet in the 4g, must be entered directly on line 1 of
$7,000, and instructions for Form 1040 or line 17 of the applicable Form 1116 without

2. The amount of foreign source the Schedule D Tax Worksheet in the adjustment.
qualified dividends reported on Form instructions for Schedule D (Form Worksheet A. You can use
1041, line 2b(2), is less than $20,000. 1040) is less than or equal to: Worksheet A on page 8 to determine
For this purpose, ignore any qualified the adjustments you must make to youra. $178,650 if married filing jointly or
dividends you elected to include on foreign source capital gains or losses ifqualifying widow(er),
Form 4952, line 4g. you have foreign source capital gainsb. $89,325 if married filing

or losses in no more than two separateseparately,How to make adjustment. To adjust categories and any of the followingc. $146,750 if single, oryour foreign source qualified dividends, apply.d. $162,700 if head of household.multiply your foreign source qualified • You qualify for the adjustment2. Line 23 of Schedule D (Formdividends in each separate category by exception discussed earlier under1041) or line 17 of the Schedule D Tax0.4286. Include the results on line 1 of Adjustments to foreign qualifiedWorksheet in the Form 1041the applicable Form 1116. dividends under Schedule D Filers.instructions is less than or equal to
Do not adjust the amount of any • You figured your tax using the$7,000.
foreign source qualified Qualified Dividends and Capital Gain

Note. Your foreign source net capitaldividends that you elected to Tax Worksheet in the Form 1040CAUTION
!

gain is the excess of your net long-terminclude on Form 4952, line 4g. instructions and either line 3 or line 7 of
capital gain from foreign sources over that worksheet is zero or line 17 of thatNo adjustment required. If you are your net short-term capital loss from worksheet is equal to or greater thannot required to make adjustments to foreign sources. Ignore any long-term line 18.your foreign source qualified dividends, capital gains you elected to include on • You figured your tax using Scheduleinclude your foreign source qualified Form 4952, line 4g in determining your D (Form 1041) and (a) line 23 ofdividends on line 1 of the applicable foreign source net capital gain. Ignore Schedule D is zero, (b) line 15 is zeroForm 1116 without adjustment. any qualified dividends you elected to or a loss, or (c) line 33 is equal to or
include on Form 4952, line 4g inSchedule D Filers greater than line 34.
determining the amount of your foreign • You figured your tax using theNote. Throughout these instructions,
source qualified dividends. Schedule D Tax Worksheet (in thereferences to Schedule D (Form 1041)

Schedule D (Form 1040) instructions orHow to make adjustment. Toare for estates and trusts only.
in the Form 1041 instructions) and (a)adjust your foreign source qualifiedAdjustments to foreign qualified
line 17 is zero, (b) line 9 is zero or adividends, multiply your foreign sourcedividends. If you are required to file
loss, or (c) line 35 is equal to or greaterqualified dividends in each separateSchedule D (Form 1040 or Form 1041),
than line 36.category by 0.4286. Include the resultsyou must adjust the amount of your

on line 1 of the applicable Form 1116. Complete Worksheet A only once,foreign source qualified dividends that
even if you have capital gains or lossesyou include on line 1 of Form 1116 if Do not adjust the amount of any
in two separate categories. Retain theone of the following applies to you. foreign source qualified
completed Worksheet A for your files.dividends that you elected to1. You figured your tax using the CAUTION

!
Do not file Worksheet A with your taxinclude on Form 4952, line 4g.Qualified Dividends and Capital Gain
return.Tax Worksheet (Form 1040), line 7 of No adjustment required. Include

Capital losses are deductible only upthat worksheet is greater than zero, and on line 1 of Form 1116 the full amount
to $3,000 of ordinary income.line 17 of that worksheet is less than of foreign source qualified dividends

line 18. Worksheet B. If you do not qualifythat you are not required to adjust.
2. You figured your tax using to use Worksheet A, use Worksheet BAdjustments to foreign capital gains

Schedule D (Form 1041), line 23 of on page 9 to determine the adjustmentsand losses. You can use Worksheet
Schedule D is greater than zero, and you must make to your foreign sourceA, Worksheet B, or the instructions for
line 33 of Schedule D is less than line capital gains or losses if:Capital Gains and Losses in Pub. 514
34. • You have foreign source capitalto determine the adjustments you must

3. You figured your tax using the gains or losses in no more than twomake to your foreign capital gains or
Schedule D Tax Worksheet (in the separate categories, andlosses. Use the instructions below to
Schedule D (Form 1040) instructions or • You did not complete thesee if you qualify to use Worksheet A or
in the Form 1041 instructions), line 17 Unrecaptured Section 1250 GainWorksheet B. If you do not qualify to
of the Schedule D Tax Worksheet is Worksheet or the 28% Rate Gainuse Worksheet A or Worksheet B, or
greater than zero, and line 35 of the Worksheet in the Schedule Dyou choose not to use the worksheets,
Schedule D Tax Worksheet is less than instructions.use the instructions for Capital Gains
line 36. Complete Worksheet B only once,and Losses in Pub. 514 to determine

even if you have capital gains or lossesthe adjustments you must make.Adjustment exception: If you qualify
in two separate categories. Retain thefor the adjustment exception, you do Before you complete Worksheet completed Worksheet B for your files.not need to make any adjustment to A or Worksheet B, you must Do not file Worksheet B with your taxyour foreign source qualified dividends. reduce each foreign sourceCAUTION

!
return.You qualify for the adjustment long-term capital gain by the amount of

exception if the amount of your foreign that gain you elected to include on
source net capital gain, plus the Form 4952, line 4g. The gain you
amount of your foreign source qualified
dividends, is less than $20,000 and
either of the following applies to you.

-7-



Page 8 of 18 Instructions for Form 1116 15:49 - 27-JAN-2005

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

Worksheet A (See instructions below) (Keep for Your Records)

Category #1 Category #2

Specify �

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

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

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

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

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

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

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

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

Instructions for Worksheet A

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

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

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

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

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

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

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

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

(15%) (15%)

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

2. U.S. capital loss adjustment
amount.

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

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

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

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

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

8. Limitation percentage

9. Long-term limitation amounts

10. Adjustment amounts

11. Rate differential adjustments

12. Long-term gains

13. Rate differential adjustment

14. Long-term gain

15. Adjusted separate category
capital gains and losses

Instructions for Worksheet B

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

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

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

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

Line 6. Subtract line 5 from line 4. Enter the result in column (5). If the result is zero or less, leave line 6 blank and skip
lines 7 through 14 of this worksheet.
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Line 7.
• If you entered an amount in either column (2) or (4) (but not both) of line 3, subtract line 6 from the amount entered in
either column (2) or (4) of line 3. Enter the result in column (2) or (4) on line 7 and skip lines 8 through 12.
• If you entered amounts in both columns (2) and (4) on line 3, combine those amounts and enter the result in column
(5) on line 7.

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

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

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

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

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

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

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

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

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

Category #1 Category #2

Specify �

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

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

2. Separate category gain (or loss) 2.

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

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

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

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

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

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

Instructions for Line 2 Worksheet

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

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

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

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

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

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

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

(Keep for Your Records)

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

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

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

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

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

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

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

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

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

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

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

1. Enter your short-term loss in column (1) (enter the loss as a positive amount) . . . . . . . .

2. Enter your short-term loss in column (3) (enter the loss as a positive amount) . . . . . . . .

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

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

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

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

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

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

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

Example. If you received dividends Special rules apply to the allocation
(passive income) and wages (general of research and experimentalPart I—Taxable Income limitation income) from foreign sources, expenditures. See Regulations section
you must complete two Forms 1116. 1.861-17.or Loss From Sources
On one Form 1116, check box a If the law of a U.S. state to whichOutside the United (passive income), enter the dividends you pay income taxes does not
on line 1, and write “Dividends” on the specifically exempt foreign sourceStates dotted line. On the other Form 1116, income from tax, you may be required
check box j (general limitation income), to make a special allocation of statePart I must be completed by all enter on line 1 wages not excluded on taxes you paid. See Pub. 514 for morefilers unless specifically Form 2555 or Form 2555-EZ, and write information.indicated otherwise in theseCAUTION

!
“Wages” on the dotted line. Completeinstructions. Itemized deduction limit. If you mustParts I, II, and III of each Form 1116. reduce the total amount of yourThen, complete the summary Part IV onLine l—Foreign Country or itemized deductions on line 28 ofone Form 1116.U.S. Possession Schedule A (Form 1040) because your

If you are filing a Form 1116 adjusted gross income was more thanGenerally, if you received income from,
that includes foreign source $142,700 ($71,350 if married filingor paid taxes to, more than one foreign
qualified dividends or foreign separately), you must reduce each ofcountry or U.S. possession, report CAUTION

!
source capital gains or losses, see the itemized deductions that are subjectinformation on a country-by-country
Foreign Qualified Dividends and Capital to the reduction by the reductionbasis on Form 1116, Parts I and II. Use
Gains (Losses) starting on page 6. percentage before you complete linesa separate column in Part I and a

2, 3a, and 4a.separate line in Part II for each country Lines 2 Through 5—or possession. If you paid taxes to Use the Itemized Deductions
Deductions and Lossesmore than three countries or Worksheet in the Instructions for

possessions, attach additional sheets Schedule A (Form 1040) to figure theYou must reduce your foreign gross
following the format of Parts I and II. reduction percentage. Divide theincome on line 1 by entering on lines 2

amount on line 9 of the worksheet (thethrough 5:Line 1—Foreign Gross overall reduction) by the amount on line• Any of your deductions that definitely
Income 3 of the worksheet (total itemizedrelate to that foreign income, and

deductions subject to the reduction).• A ratable share of your otherInclude income in the category checked
This is your reduction percentage.deductions that do not definitely relateabove Part I that is taxable by the
Apply this percentage (expressed as ato that foreign income, any otherUnited States and is from sources
decimal rounded to at least four places)foreign income, or U.S. source income.within the country entered on line l. You
to each itemized deduction subject tomust include income even if it is not Do not include:
the reduction to determine the amounttaxable by that foreign country. Identify • Deductions and losses related to
to enter on the appropriate line ofthe type of income on the dotted line exempt or excluded income, such as
Form 1116.next to line 1. Do not include any foreign earned income you have
Note. You do not need to make thisearned income excluded on Form 2555, excluded on Form 2555 or
computation if the entire amount of yourForeign Earned Income, or Form Form 2555-EZ.
itemized deductions is entered on any
one of the following lines: line 2, line
3a, or line 4a. Just enter your reducedWorksheet for Home Mortgage Interest (Keep for Your Records) itemized deductions on that line.—Line 4a

Example. You are single and have
an adjusted gross income of $202,700.
Your itemized deductions subject to theNote: Before you complete this worksheet, read the instructions for line 4a above.
overall reduction (line 3 of the

1. Enter gross foreign source income* of the type shown on worksheet) total $20,000. $8,000 of
Form 1116. Do not enter income excluded on Form 2555 these deductions are definitely related
or Form 2555-EZ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1. to the income on Form 1116, line 1.

The other $12,000 ($20,000 – $8,000)
2. Enter gross income from all sources. Do not enter income are gifts to charity. You made $9,000 of

excluded on Form 2555 or Form 2555-EZ . . . . . . . . . . . . .  2. these gifts before July 28, 2004. As
explained in the instructions for line 3a,3. Divide line 1 by line 2 and enter the result as a decimal you enter only this part of the gifts to

(rounded to at least four places) . . . . . . . . . . . . . . . . . . . . 3. charity on line 3a (after making the
reduction explained here). You did not4. Enter deductible home mortgage interest (from lines 10
elect to omit all gifts to charity fromthrough 12 of Schedule A (Form 1040))** . . . . . . . . . . . . . 4. line 3a.

5. Multiply line 4 by line 3. Enter the result here and on the The amount of the overall reduction
on line 9 of the worksheet is $1,800. Toappropriate Form 1116, line 4a . . . . . . . . . . . . . . . . . . . . . 5.
figure the amount of the charitable

*If you have to report income from more than one country on Form 1116, complete deduction to include in the total for line
a separate worksheet for each country. Use only the income from that country on 3a of Form 1116, divide the amount on
line 1 of the worksheet. line 9 ($1,800) by the amount on line 3

($20,000). This is your reduction
**If you were required to reduce the amount of your itemized deductions on percentage (9%). You must reduce
Schedule A, enter the reduced amount of home mortgage interest on line 4 of the your $9,000 deduction by $810 (9% x
worksheet. $9,000). The reduced deduction of

$8,190 ($9,000 – $810) is the amount
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to enter on line 3a of Form 1116. Make sources and all categories, both U.S.
a similar computation to figure the and foreign. Include any foreign earned Part II—Foreign Taxesamount of definitely related itemized income you have excluded on Form
deductions ($7,280) to enter on line 2. 2555 or Form 2555-EZ but do not Paid or Accrued

include any other exempt income.Line 2
If you are a nonresident alien, See page 2 for descriptions of

include on both lines 3d and 3e your foreign taxes that are eligible forBefore you complete line 2, read
income that is not effectively connected the foreign tax credit and foreignItemized deduction limit starting CAUTION

!
with a trade or business in the United taxes that are not eligible for the foreignon page 13.CAUTION

!
States. tax credit.

Enter your deductions that definitely You can take a foreign tax credit inLine 3frelate to the gross income from foreign the tax year you paid or accrued theDivide line 3d by line 3e and round offsources shown on line 1. For example, foreign taxes, depending on yourthe result to at least four decimal placesif you are an employee reporting method of accounting. If you report on(for example, if your result isforeign earned income on line 1, the cash basis, you can choose to take0.8756782, round off to 0.8757, not toinclude on line 2 expenses such as the credit for accrued taxes by checking0.876 or 0.88). Enter the result, but dothose incurred to move to a new the “accrued” box in Part II. But oncenot enter more than “1.”principal place of work outside the you choose to do this, you must creditUnited States or supplies you bought Line 4a foreign taxes in the year they accrue onfor your job outside the United States. all future returns.If your gross foreign source incomeDo not include any interest expense (including income excluded on Form Generally, you must enter in Part IIon line 2. See lines 4a and 4b for 2555 or Form 2555-EZ) does not the amount of foreign taxes, in both thespecial rules for interest expense. exceed $5,000, you can allocate all of foreign currency denomination(s) and
your interest expense to U.S. sourceLines 3a and 3b as converted into U.S. dollars, that
income. Otherwise, deductible home relate to the category of incomeSome deductions do not definitely
mortgage interest (including points) is checked above Part I. Taxes arerelate to either your foreign source
apportioned using a gross income related to the income if the income isincome or your U.S. source income.
method. Use the worksheet on page 13 included in the foreign tax base onEnter on lines 3a and 3b any
to figure the amount to enter on line 4a. which the tax is imposed. If the foreigndeductions (other than interest
Before you complete the worksheet, tax you paid or accrued relates to moreexpense) that:
read Itemized deduction limit starting on than one category of income, apportion• Are not shown on line 2, and
page 13. the tax among the categories. The• Are not definitely related to your U.S.

apportionment is based on the ratio ofsource income. Line 4b net foreign taxable income in eachLine 3a. Before you complete line 3a, Other interest expense includes category to the total net income subjectread Itemized deduction limit starting on investment interest, interest incurred in to the foreign tax. See Pub. 514 for anpage 13. a trade or business, and passive example.
Enter the following itemized activity interest. If you are a U.S. However, if foreign tax paid ondeductions (from Schedule A (Form citizen, resident alien, or a domestic passive income is reported to you in1040)) on line 3a. estate, and your gross foreign source U.S. dollars on a Form 1099-DIV,• Medical expenses (line 4) income (including any income excluded 1099-INT, or similar statement, you do• Real estate taxes (line 6) on Form 2555 or Form 2555-EZ) does not have to convert the amount shown• Gifts to charity (line 18) you made not exceed $5,000, you can allocate all into foreign currency. This rule appliesbefore July 28, 2004. However, for the of your interest expense to U.S. source whether or not you can make thetax year ending after July 27, 2004, you income. Otherwise, each type of election to claim the foreign tax creditcan elect to omit these contributions interest expense is apportioned without filing Form 1116 (as explainedfrom line 3a. separately using an “asset method.” on page 1). Enter “1099 taxes” in Part• General sales taxes (line 5) See Pub. 514 for more information. II, column (o), and complete columns (t)
If you do not itemize deductions, Example. You have investment through (x) for each foreign country

enter your standard deduction on interest expense of $2,000. Your assets indicated in Part I.
line 3a. of $100,000 consist of stock generating Note. If you are taking a credit forU.S. source income (adjusted basis,Line 3b. Enter on line 3b any other additional taxes paid or accrued as the$40,000) and stock generating foreigndeductions that do not definitely relate result of an audit by a foreign taxingsource income (adjusted basis,to any specific type of income (for authority or you are filing an amended$60,000). You apportion 40% ($40,000/example, the deduction for alimony paid return reflecting a foreign tax refund,$100,000) of $2,000, or $800 of yourfrom Form 1040, line 34a). attach a statement to Form 1116investment interest, to U.S. source identifying these taxes.Lines 3d and 3e income and 60% ($60,000/$100,000) of
For lines 3d and 3e, gross income $2,000, or $1,200, to foreign source
means income without regard to income. In this example, you will enter Part III—Figuring thedeductions and losses. the $1,200 apportioned to foreign

source income on line 4b. You wouldLine 3d. Enter your gross foreign Credit
not enter the $800 apportioned to U.S.source income from the category you
source income on any line of Part I ofchecked above Part I of this Line 10Form 1116.Form 1116. Include any foreign earned

You can carry back 2 years and thenincome you have excluded on Form Line 5 forward 10 years any foreign tax you2555 or Form 2555-EZ but do not
paid or accrued to any foreign countryIf you have capital losses from foreigninclude any other exempt income.
or U.S. possession (reduced assources, see Foreign Qualified

If you had income from more than described on page 15) on income in aDividends and Capital Gains (Losses)
one country, you must enter income separate category that is more than thestarting on page 6 for information on
from only one country in each column. limitation. First, apply the excess to theadjustments you may be required to
Line 3e. Enter on line 3e in each earliest year to which it may be carried.make.
column your gross income from all
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Then, apply it to the next earliest year, expenses (including the foreign housing foreign corporation must file Form
and so on. Unused foreign taxes arising deduction) allocable to that income. 5471, Information Return of U.S.
in tax years beginning after October 22, However, if the foreign jurisdiction Persons With Respect To Certain
2004, can be carried back 1 year only. charges tax on foreign earned income Foreign Corporations. If you do not file
The carryback-carryforward period and some other income (for example, Form 5471 and furnish all of the
cannot be extended even if you are earned income from U.S. sources or a information required by the due date of
unable to take a credit in one of the type of income not subject to U.S. tax) your tax return, reduce by 10% all
intervening years. and the taxes on the other income foreign taxes that you otherwise may

cannot be segregated, the denominator take into account for the foreign taxYou cannot carry a credit back to a
is the total amount of income subject to credit. You may have to maketax year for which you claimed a
foreign tax minus deductible expenses additional reductions if the failurededuction, rather than a credit, for
allocable to that income. continues. See section 6038(c) forforeign taxes paid or accrued. However,

details and exceptions.you must reduce the amount of any See Pub. 514 for a comprehensive
Note. The reduction in foreign taxes iscarryback or carryforward by the example.
reduced by any dollar penalty imposedamount that you would have used had • Taxes on income from Puerto Rico
under section 6038(b).you chosen to claim a credit rather than exempt from U.S. tax. The reduction

a deduction in that year. applies if you have income from Puerto • Reduction for failure to file Form
Rican sources that is not taxable on 8865. U.S. partners who control a If, for any year, you elected to claim
your U.S. tax return. To figure the foreign partnership must file Formthe foreign tax credit without filing Form
credit, reduce your foreign taxes paid or 8865, Return of U.S. Persons With1116 (as explained on page 1), the
accrued by the taxes allocable to the Respect to Certain Foreignfollowing rules apply.
exempt income. See Pub. 570 for more Partnerships. If you do not file Form• You cannot carry over unused
information. 8865 and furnish all of the informationforeign taxes paid or accrued in a year • Taxes on income from Guam, required by the due date of your taxto which the election does not apply to
American Samoa, or the return, reduce by 10% all foreign taxesany year for which you made the
Commonwealth of the Northern that you otherwise may take intoelection.
Mariana Islands excluded from U.S. account for the foreign tax credit. You• The carryback-carryforward period is
tax. If you are a bona fide resident of may have to make additional reductionsnot extended if you are unable to use a
American Samoa, reduce taxes paid or if the failure continues. See sectioncarryback or carryforward because you
accrued by any taxes attributable to 6038(c) for details and exceptions.made the election.
excluded income from sources in• Do not reduce the carryback or Note. The reduction in foreign taxes is
Guam, American Samoa, or thecarryforward by the amount you would reduced by any dollar penalty imposed
Commonwealth of the Northernhave used in the election year if you under section 6038(b).
Mariana Islands. For more information,had not made the election. • Reduction of taxes or credit due to
see Pub. 570. international boycott operations. InFile Form 1040X or other amended • Taxes on foreign-oil related general, if you agree to participate in, orreturn and a revised Form 1116 for income. Reduce taxes paid or accrued cooperate with, an international boycott,each earlier tax year to which you are by foreign taxes paid or accrued on you must file Form 5713, Internationalcarrying back excess foreign taxes. foreign-oil-related income, but only to Boycott Report, and attach allSpecial rules apply to the carryback the extent the tax imposed by the supporting schedules. In addition, youand carryforward of foreign taxes paid foreign country on the oil-related must reduce either the total taxesor accrued on foreign oil and gas income is considered to be materially available for credit or the creditextraction income. See section 907(f). greater than the tax generally imposed otherwise allowable by your foreign

See Pub. 514 for more information by that country on other kinds of taxes resulting from boycott activities. If
on carryback and carryforward income. See Regulations section you can figure the taxes specifically
provisions, including examples. 1.907(b)-1. The amount of tax not attributable to boycott operations, enter

allowed as a credit under this rule is the amount on line 12. If you cannotLine 12 allowed as a business expense figure the amount of taxes specifically
You may have to reduce the foreign deduction. attributable to boycott operations,
taxes you paid or accrued by the • Taxes on foreign oil and gas multiply the credit otherwise allowable
following items. extraction income. Reduce taxes paid by the international boycott factor• Taxes on income excluded on or accrued by taxes imposed on foreign (figured on Schedule A (Form 5713),
Form 2555 or Form 2555-EZ. Reduce oil and gas extraction income. The International Boycott Factor) and enter
taxes paid or accrued by the taxes amount of the reduction is the amount the result on line 32 of Part IV. Attach a
allocable to any foreign earned income by which your foreign oil and gas statement showing in detail how you
excluded on Form 2555 or Form extraction taxes exceed the amount of figured the reduction.
2555-EZ. If only part of your foreign your foreign oil and gas extraction

For more information, see Formearned income is excluded, you must income for the year multiplied by a
5713 and its instructions.determine the amount of tax allocable fraction equal to your pre-credit U.S. tax

to excluded income. To do so, multiply liability (for example, Form 1040, line Line 14
the foreign taxes paid or accrued on 43) divided by your worldwide income.

The amount on line 14 is your taxableforeign earned income received or You may be entitled to carry over to
income (or loss), before adjustments,accrued during the tax year by the other years taxes reduced under this
from sources outside the United States.following fraction. rule. See section 907(f).
If the amount on line 14 is zero or a• Taxes on foreign mineral income.Numerator: Foreign earned income loss, you generally have no foreign taxReduce taxes paid or accrued onand housing amounts you excluded for credit for the category of incomemineral income from a foreign countrythe tax year minus otherwise deductible checked above Part I of this Formor U.S. possession if you took aexpenses (not including the foreign 1116. However, you must complete linededuction for percentage depletionhousing deduction) allocable to that 15 and continue with the form even ifunder section 613 for any part of theincome. line 14 is zero or a loss.mineral income.Denominator: Your total foreign • Reduction for failure to file Formearned income received or accrued 5471. U.S. shareholders who control aduring the tax year minus deductible
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adjustments, enter $600 ($1,000 − current year under the two precedingLine 15
$400) on line 16 of that form. paragraphs, or (c) the amount from lineYou are required to increase or 14, less any adjustment for allocation ofIn this case, all of the $2,000 lossdecrease the amount on line 14 by the losses from other categories and anywas allocated between the foreignfollowing adjustments. The adjustments adjustment under the two precedingsource passive income and the highmust be made in the order listed. If you paragraphs. See Pub. 514 if youwithholding tax interest categories, andhave more than one adjustment, enter disposed of property described aboveno reduction was made to U.S. sourcethe net adjustment on line 15 and and you recognized foreign source gainincome.attach a detailed statement showing in a different category than the overallIf you receive general limitationyour computation. See Pub. 514 for foreign loss, you recognized U.S.income in a later year, you mustmore details on each of these source gain, or you did not recognizerecharacterize all or part of that incomeadjustments. gain.as passive income and high withholdingThe adjustments are: Attach a statement to Form 1116tax interest in that later year. See the1. Allocation of foreign losses. If showing the balance in each separateexample under Recharacterization ofyou have a loss on line 14 of one Form limitation overall foreign loss account.income on this page.1116 and you have income on line 14 See Regulations section 1.904(f)-1(b)2. Recapture of prior year overallof one or more other Forms 1116, you for more information.foreign loss. If you had an overallmust reduce the foreign income by a foreign loss in a prior year that offset 3. Recharacterization of income.pro rata share of the loss before you U.S. source income, a part of your If, in a prior tax year, you reduced youruse any remaining loss to reduce U.S. foreign income (in the same category foreign taxable income in the categorysource income. as the loss) is treated as U.S. source checked above Part I by a pro rata

If the loss reduces foreign source income in each following tax year. The share of a loss from another category,
income, you must recharacterize the part that is treated as U.S. source you must recharacterize in 2004 all or
income you receive in the loss category income is the smallest of: part of any income you receive in 2004
in later years. See Recharacterization in that loss category. Youa. The amount of overall foreignof income on this page. In situations recharacterize the income by:loss not recaptured in earlier years,where the loss to be allocated exceeds • Increasing the amount on line 14b. 50% (or more, if you choose) offoreign income in other categories, the (adjusted by any of the otheryour taxable income from foreignexcess reduces U.S. source income adjustments previously mentioned insources, orand for later years you must follow the these line 15 instructions) of the Formc. The amount from line 14, lessrules described under Recapture of 1116 for each of the other categoriesany adjustment for allocation of lossesprior year overall foreign loss on this previously reduced by including on linefrom other categories, as describedpage. 15 any recharacterized income andunder Allocation of foreign losses on
Note.  In determining your U.S. source • Decreasing the amount on line 14this page.
income, reduce the amount of any (adjusted by any of the otherReduce the income on line 14 by
capital losses from U.S. sources by the adjustments previously mentioned inincluding (in parentheses) on line 15
amount you entered on line 4 of these line 15 instructions) of the Formthe smallest of a, b, or c above. This is
Worksheet A or line 5 of the Line 2 1116 for the loss category by includingthe amount of the recapture. Be sure to
Worksheet for Worksheet B. If you have on line 15 the amount ofattach your computation. If you elect to
capital losses from U.S. sources and recharacterized income as a negativerecapture more of an overall foreign
you did not use either Worksheet A or number (in parentheses).loss than is required (b above), show in
Worksheet B, see Pub. 514 to your computation the percentage of Also include on line 15 income that
determine your U.S. source income. taxable income recaptured and the must be recharacterized in 2004 as

dollar amount of the recapture. income in the category checked aboveExample. For 2004, you completed
Part I because of a foreign lossthree Forms 1116. The first had a loss

Dispositions of certain property. allocation that reduced U.S. sourcefrom general limitation income of
If you recognized foreign source gain in income in prior tax years.$2,000 on line 14, the second had
the same category as the overallincome of $4,000 from passive sources Example. Using the facts in theforeign loss on a disposition of propertyon line 14, and the third had income of example under Allocation of foreignthat was used predominantly in a$1,000 from high withholding tax losses on this page, in the next yearforeign trade or business and thatinterest on line 14. You must allocate (2005), you have $5,000 of generalgenerated foreign source income in thethe $2,000 loss between the passive limitation income, $3,000 of passivesame category as the overall foreignincome and the high withholding tax income, and $500 of high withholdingloss, then the gain on the dispositioninterest in the same proportion as each tax interest. Because $1,600 of themay be subject to recapture as U.S.category’s income bears to the total general limitation loss was used tosource income to the extent of 100% offoreign income. reduce your passive income in 2004,your foreign source taxable income. $1,600 of your 2005 general limitationThe amount of the loss that would See section 904(f)(3). income must be recharacterized asreduce passive income would be 80%

The above rule also generally passive income. Similarly, $400 of the($4,000/$5,000) of the $2,000 loss or
applies to a gain on the disposition of general limitation income must be$1,600. Include the $1,600 (in
stock in a controlled foreign corporation recharacterized as high withholding taxparentheses) on line 15 of the passive
(CFC) after October 22, 2004, if you interest. On your 2005 Form 1116 forincome Form 1116. Assuming you have
owned more than 50 percent (by vote passive income, you would includeno other line 15 adjustments, enter
or value) of the stock right before you $1,600 on line 15. On your 2005 Form$2,400 ($4,000 − $1,600) on line 16 of
disposed of it. See section 904(f)(3)(D) 1116 for high withholding tax interest,that form.
for more information and exceptions. you would include $400 on line 15. OnThe amount of the loss that would

Reduce line 14 by including (in your 2005 Form 1116 for generalreduce high withholding tax interest
parentheses) on line 15 the smallest of limitation income, you would includewould be 20% ($1,000/$5,000) of the
(a) the amount of the gain not ($2,000) on line 15.$2,000 loss or $400. Include the $400
recaptured under the two preceding Note. Recharacterizing income from a(in parentheses) on line 15 of the high
paragraphs, (b) the remaining amount separate category does not result inwithholding tax interest Form 1116.
of the overall foreign loss not recharacterizing any tax.Assuming you have no other line 15
recaptured in earlier years or in the
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Worksheet in the instructions for your Completing the Worksheet for4. Allocation of U.S. losses. If you
tax return, you must use the Worksheet Line 17. If you do need to completehave a net loss from U.S. sources in
for Line 17 on this page to figure the the Worksheet for Line 17, do the2004, proportionately allocate that loss
amount to enter on line 17 if: following.among the separate categories of your
• Line 7 of your Qualified Dividendsforeign income. Reduce the income on Lines 2 through 5. Skip these lines.
and Capital Gain Tax Worksheet isline 14 (adjusted by any of the other Line 6. Enter the amount from
greater than zero, andadjustments previously mentioned in line 14 of the Qualified Dividends and• Line 17 of your Qualified Dividendsthese line 15 instructions) by including Capital Gain Tax Worksheet.
and Capital Gain Tax Worksheet is less(in parentheses) on line 15 the Complete all other lines as instructedthan line 18 of that worksheet.allocable portion of any U.S. loss. A on the worksheet.U.S. loss includes a rental loss on Adjustment exception:  If you qualify

property located in the United States. If Estates and Trusts Thatfor the adjustment exception, you do
you have any qualified dividends or not need to make any adjustment to Completed a Qualified
capital gains (including capital gain your capital gains or qualified Dividends Tax Worksheet or
distributions) or losses for the taxable dividends. You qualify for the Schedule Dyear and you are required to make any adjustment exception if you meet both

If you completed the Qualifiedadjustments to those amounts, as of the following requirements:
Dividends Tax Worksheet in theexplained earlier under Foreign 1. Line 7 of the Qualified Dividends instructions for Form 1041 or youQualified Dividends and Capital Gains and Capital Gain Tax Worksheet does completed Part V of Schedule D (Form(Losses) starting on page 6 or the not exceed: 1041), you must use the Worksheet forinstructions for line 17, the amount of • $178,650 if married filing jointly or Line 17 on this page to figure theyour U.S. loss is the excess of: qualifying widow(er); amount to enter on line 17 if:1. The total of the amounts entered • $89,325 if married filing

1. You figured your tax using theon line 14 for each Form 1116 you are separately;
Qualified Dividends Tax Worksheet,filing, over • $146,750 if single; or
line 5 of that worksheet is greater than2. The amount entered on line 17 of • $162,700 if head of household.
zero, and Line 15 of your Qualifiedthe Form 1116. 2. The amount of your foreign
Dividends Tax Worksheet is less thansource net capital gain, plus the
line 16 of that worksheet, oramount of your foreign source qualifiedLine 17 2. You figured your tax using thedividends is less than $20,000. For thisIf you have qualified dividends or Part V of Schedule D (Form 1041), linepurpose, ignore any capital gaincapital gains, you may be required to 23 of the Schedule D is greater thandistributions or qualified dividends youmake adjustments to those qualified zero, and line 33 of the Schedule D iselected to include on Form 4952, linedividends and gains before you take less than line 34.4g.those amounts into account on line 17.
Adjustment exception: If you qualifyYou can use the instructions in this
for the adjustment exception, you dosection to determine those adjustments. Note. Your foreign source net capital not need to use the Worksheet for LineIf you choose not to use the rules gain is the excess of your foreign 17 to figure the amount to enter on lineoutlined in this section, see sections source net long-term capital gain over 17. You qualify for the adjustment1(h)(11)(C)(iv) and 904(b)(2) to your foreign source net short-term exception if:determine the adjustments you must capital loss.

1. Line 5 of the Qualified Dividendsmake.
Tax Worksheet or line 23 of ScheduleIf you do not need to complete theIndividuals Who Completed a D (Form 1041) does not exceedWorksheet for Line 17, enter onQualified Dividends and Capital $7,000, andline 17 of Form 1116 your taxableGain Tax Worksheet 2. The amount of your foreignincome without the deduction for your
source net capital gain, plus theIf you completed the Qualified exemption (for example, the amount
amount of your foreign source qualifiedDividends and Capital Gain Tax from Form 1040, line 40).

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

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

1. Individuals: Enter the amount from Form 1040, line 40. If you are a nonresident alien, enter the
amount from Form 1040NR, line 37.
Estates and trusts: Enter taxable income without the deduction for your exemption . . . . . . . . . . 1.

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

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

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

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

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

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

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

9. Subtract line 8 from line 1. Enter the result here and on Form 1116, line 17 . . . . . . . . . . . . . . . . . 9.
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dividends, is less than $20,000. For this line 4g, in determining the amount of than one Form 1116 because you have
purpose, ignore any foreign source your foreign source qualified dividends more than one of the categories of
qualified dividends or capital gains that and net capital gain. income listed above Part I.
you elected to include on Form 4952, Complete Part IV on only one Form
line 4g. If you do not need to complete the 1116 to summarize the credits you

Worksheet for Line 17, enter on line 17 figured on all of your Forms 1116.
of Form 1116 your taxable income However, if you completed a Form

Note. Your foreign source net capital without the deduction for your 1116 for category g (lump-sum
gain is the excess of your foreign exemption (for example, the amount distributions) or h (section 901(j)
source net long-term capital gain over from Form 1040, line 40). income), do not use Part IV of that
your foreign source net short-term Form 1116 as your summary. Enter theIf you do need to complete the
capital loss. credits from line 21 of all of your FormsWorksheet for Line 17, do the following.

1116 on lines 22 through 29 of theLine 2. Enter the amount (if any)If you do not need to complete the Form 1116 you are using to summarizefrom line 32 of the Schedule D TaxWorksheet for Line 17, enter on your credits. File the other Forms 1116Worksheet.line 17 of Form 1116 the estate’s or as attachments.Line 4. Enter the amount (if any)trust’s taxable income without the
from line 29 of the Schedule D Tax Line 31deduction for its exemption.
Worksheet.Completing the Worksheet for Enter the smaller of line 19 or line 30.

Line 6. Enter the amount (if any)Line 17. If you do need to complete Note. Generally, line 30 will exceedfrom line 23 of the Schedule D Taxthe Worksheet for Line 17, do the line 19 only if you have U.S. capitalWorksheet.following. gains or qualified dividends that are
Complete all other lines as instructedLines 2 through 5. Skip these lines. subject to the capital gain rate

on the worksheet. differential (figured in the Worksheet forLine 6. Enter the amount from line
Line 17 on page 17).12 of the Qualified Dividends Tax Line 19

Worksheet or line 30 of Schedule D. If you are completing line 19 for
Complete all other lines as instructed Paperwork Reduction Act Notice.separate category g (lump-sum

on the worksheet. We ask for the information on this formdistributions), enter the amount from
to carry out the Internal Revenue lawsline 5 of the Worksheet for Lump-SumTaxpayers Who Completed the
of the United States. You are requiredDistributions on page 4.Schedule D Tax Worksheet to give us the information. We need it toDo not complete line 19 for separate If you figured your tax using the ensure that you are complying withcategory h (section 901(j) income). SeeSchedule D Tax Worksheet (in the these laws and to allow us to figure andpage 4.Schedule D (Form 1040) instructions or collect the right amount of tax.

For all other applicable categories,in the Form 1041 instructions), you You are not required to provide thecomplete line 19 as follows.must use the Worksheet for Line 17 on information requested on a form that ispage 17 to figure the amount of tax to Form 1040 filers. Enter the amount subject to the Paperwork Reduction Actenter on line 17 of Form 1116 if: from Form 1040, line 43, less any tax unless the form displays a valid OMB• Line 17 of the Schedule D Tax included on line 43 from Form 4972. control number. Books or recordsWorksheet is greater than zero, and Form 1040NR filers. Enter the amount relating to a form or its instructions• Line 35 of the Schedule D Tax from Form 1040NR, line 40, less any must be retained as long as theirWorksheet is less than line 36. tax included on line 40 from Form 4972. contents may become material in theAdjustment exception: If you qualify Form 1041 filers. Enter the amount administration of any Internal Revenuefor the adjustment exception, you do from Form 1041, Schedule G, line 1a. law. Generally, tax returns and returnnot need to use the Worksheet for Line information are confidential, as required17 to figure the amount to enter on line Line 21 by section 6103.17. You qualify for the adjustment The maximum foreign tax credit you The time needed to complete andexception if: can claim in the current year is file this form will vary depending on1. The amount of your foreign generally limited to the allocated individual circumstances. Thesource qualified dividends plus the amount of U.S. tax imposed on the estimated average time is:amount of your foreign source net foreign income, or the actual amount of Recordkeeping, 2 hr., 43 min.;capital gain is less than $20,000, and foreign tax paid or accrued on the Learning about the law or the form, 12. Line 17 of the Schedule D Tax foreign income (after reductions hr., 5 min.; Preparing the form,Worksheet (Form 1040) is less than or required on line 12), whichever is less. 2 hr., 39 min.; Copying, assembling,equal to: However, see Foreign Taxes Eligible and sending the form to the IRS,
for a Credit on page 2 for additional• $178,650 if married filing jointly or 34 min.
information.qualifying widow(er); If you have comments concerning

If the amount on line 20 is smaller• $89,325 if married filing separately; the accuracy of these time estimates or
than the amount on line 13, see• $146,750 if single; or suggestions for making this form
Pub. 514 for more information on• $162,700 if head of household. simpler, we would be happy to hear
carryback and carryforward provisions,(or, for trusts and estates, line 17 of the from you. You can write to the IRS at
including examples.Schedule D Tax Worksheet (Form the address listed in the instructions of

1041) is less than or equal to $7,000). the tax return with which this form is
filed.Part IV—Summary ofNote. Your foreign source net capital

gain is the excess of your foreign Credits From Separatesource net long-term capital gain over
your foreign source net short-term Parts III
capital loss. Ignore any foreign source Complete lines 22 through 29 in
qualified dividends or capital gains that Part IV only if you must complete more
you elected to include on Form 4952,

-18-


