Preparing Form 1116 for Foreign Tax Credits

Taple of Contents

INtrOAUCTION.....ci i ———— 1
1o 1 o 1 N 1
L0 IR T o7 1 24 =Y o SRR 2
ReSIAENt @lIEN ...oooiie e 2
Resident of PUEMO RIiCO.........eiiiiiiiiiiiciee e 2
DomestiC COrporation ........coooeeeeee oo 3
Nonresident alien and foreign corporation .........ccccccvveiiiiccieeieeeeeeceeccee, 3
Qualifying FOreign TaXES ......ccceuccesmrrrssssmmrsisssnnesssssnssssssssssessssssnsssssssnssssssssnsessas 3
Tax Must be IMPOSEd ... 4
FOrEIGN COUNTIY ..ttt 4

LS. POSSESSIONS ..evvvvtiiieeeeeieeeiiiiee et e e e e e e e e e e e e e e a e e e e e e e s 4

Tax must have been paid or accrued.........ccoooveeeieiiiieiieceeeeeee s 5
JOINT FETUML. ... 5
ComMbBINEA INCOMIE.......eiiiiiiiii e 5
Partner or S corporation sharenolder............vvvvvviiiiiiiiiiiiiiiiiiiiiiiiieii, 6
BENETICIAIY ..ttt 6
Mutual fund sharenOIder...............oeiiiiiiiii 6
Controlled foreign corporation shareholder...........cccooovviviiiiiiiiii 6

Tax must be the legal and actual foreign tax liability .........cccceueeeiirieniinnnne. 7
FOreign taX refUNG . ...veee i 7
SUDSIAY FECEIVEA ... .ttt eeeeseeeseeeeeeeeees 8
Shareholder receiving refund for corporate tax in integrated system........ 8

Tax must be an income tax (or tax in lieu of income tax) ........ccceeevveeiieennn. 8
INCOME TAX .ttt 9

© NATP v



Preparing Form 1116 for Foreign Tax Credits

Taxes for Which Foreign Tax Credit is Not Allowed .........ccccccmmrrriiiiiccnnnnnnnn. 12
Taxes 0N eXCluded INCOMIE ........uuuuuueueiiiiiee e nnnnnnees 13
Taxes for which taxpayer can only take an itemized deduction................ 15

Tax payments to sanctioned COUNtHES ..........cvvieiiiieiiiiiiiiiiin e 15
Taxes paid on certain diVIAENdS. .. ... 16
Certain oil and gas related payments.........cooooooiieie e 16
Taxes on foreign mineral INCOME .......cciviuiieeiiiii e e e e 16
Taxes from international boycott operations ...........ccccoveeeeeiiiiiiiciiieeeenen. 17
Taxes on combined foreign oil and gas iNCOME .........ccceeveeeiieiicieeeeeeeeenn. 17

Taxes of U.S. persons controlling foreign corporations and partnerships 17

Taxes of U.S. persons controlling foreign corporations and partnerships. 18

Failure to file forms 5471 Or 8865 .......cuvvviiiiiiiiii e 18

Taxes related to a FTC splitting event ..., 19
Computing the Foreign Tax Credit........cccociiiemmmrniinccserre e 19
Foreign Currency CONVErSION .........cccccoeummmmmmmmmmmmmmmmmmmmmmmmmmmmmm e mmmmmmmmmmmmmmmnnnas 20
Limitation on Foreign Tax Credit..........ccovvmmmmmininiisssmernsssisssssssssess s sssssssnnes 20
Foreign Source INCOME .......cccceeimiiiiiiserr s 26
U.S. SOUICe INCOME....cciiiiiiieetrrs s 27

Reporting Foreign Tax Information From Partnerships and S Corporations28

Schedule K-3 detailS........oooiuiiiiiieeieeeeee e 28
Carryback and Carryforward of Excess Foreign TaX .......ccccccccerreeeseeseeeneennes 30
AMT Foreign Tax Credit........cccccmrriiiiinissssernrsssssssssssssssss s ssssssss s s s sssssssnnns 33
Claiming a Deduction Versus Credit ..........cccovvmmmmiiinninsseinns s 34
Foreign Tax Redeterminations ....... ..o 36
[ [aTozo] o T=38 |, F= t o o 11 o SO 37
Direct Foreign Tax Credit.........ccccomiiiiininiseirrrnsssssss s 37
Indirect Foreign Tax Credit........ccooooooom e 37
Form 1116 = General INStruCtions.........coccveeriniiemesnnissre e 38

vi

© NATP



Preparing Form 1116 for Foreign Tax Credits

Preparing FOrm 1116 ... r s s r e s s s r e e 39
ABOVE Part | ... 39
Part I: Taxable Income or Loss from Sources Outside the U.S. ................ 40
Part II: Foreign Taxes Paid or ACCrUEd .........cooeiiiieiiiiiieiieeeeeeeiccce e e eeeeens 42
Part Ill: Figuring the Credit............ouiiiiiiiee e 43
Part IV: Summary of Credits from Separate Parts lll .........cccccoieiiiiiiiinnnnees 46

Comprehensive EXampPle ......cocccccveemmiriinninsernrssssssssssssssss s sssmsssssssssnses 47

INAEX e s 68

© NATP Vii



