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Schedule J—Tax Computation Line 

1. Income Tax 

Multiply taxable income (Form 1120-F, page 

5, Section II, line 31) by 21% (0.21). Enter 

this amount on line 1. 

Increase in tax attributable to partner’s 

additional reporting year tax. If the 

taxpayer is a foreign corporate partner and 

received a Form 8986 from a partnership that 

has elected to have each reviewed year 

partner take into account the partner's share 

of the adjustments, as finally determined, 

instead of paying the imputed underpayment, 

the foreign corporate partner (taxpayer) will 

have to complete Form 8978 to report 

adjustments shown on the Form 8986 they 

received from the partnership. The foreign 

corporate partner (taxpayer) must complete a 

separate Form 8978 to report adjustments 

pertaining to income that is effectively 

connected with the conduct of a trade or 

business in the United States under section 
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882 (an “ECI Form 8978”) and a separate 

Form 8978 to report adjustments pertaining 

to income from U.S. sources not effectively 

connected with the conduct of a trade or 

business in the United States under section 

881 (an “FDAP Form 8978”). Include any 

increase in taxes due from the ECI Form 

8978, line 14, in the total for Form 1120-F, 

Section II, Schedule J, line 1. On the dotted 

line next to line 1, enter “FROM FORM 8978” 

and the amount. Attach the ECI Form 8978 to 

Form 1120-F. If the ECI Form 8978, line 14, 

shows a decrease in tax, see the instructions 

for Schedule J, line 6. 

Additional tax under section 197(f). A 

corporation that elects to recognize gain and 

pay tax on the sale of a section 197 intangible 

under the related person exception to the 

anti-churning rules should include any 

additional tax due in the total for line 1. On 

the dotted line next to line 1, enter “Section 
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197” and the amount. See section 

197(f)(9)(B)(ii). 

Line 2. Base Erosion Minimum Tax 

Amount 

If the corporation had gross receipts of at 

least $500 million in any 1 of the 3 tax years 

preceding the current tax year, complete and 

attach Form 8991. Enter on line 2 the base 

erosion minimum tax amount from Form 

8991, Part IV, line 5e. See section 59A and 

the Instructions for Form 8991. Also, see the 

instructions for Item DD, earlier. 

Line 3. Corporate Alternative Minimum 

Tax 

Enter on line 3 the amount from Form 4626, 

Part II, line 13, if applicable. See the 

Instructions for Form 4626. 

Line 5a. Foreign Tax Credit 

A foreign corporation engaged in a U.S. trade 

or business during the tax year may take a 
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credit for income, war profits, and excess 

profits taxes paid, accrued, or deemed paid to 

any foreign country or U.S. territory for 

income effectively connected with the conduct 

of a trade or business in the United States. 

See section 906 and Form 1118, Foreign Tax 

Credit—Corporations. 

Line 5b. General Business Credit 

Use Form 3800 to claim any of the general 

business credits. Include on line 5b the 

allowable credit from Form 3800, Part II, line 

38. See the Instructions for Form 3800. 

Also include on line 5b the amount of any 

qualified electric vehicle passive activity 

credits from prior years allowed for the 

current tax year from Form 8834, Qualified 

Electric Vehicle Credit, line 7. Attach Form 

8834. 
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Line 5c. Credit for Prior Year Minimum 

Tax 

Enter any allowable credit from Form 8827, 

Credit for Prior Year Minimum Tax—

Corporations. Complete and attach Form 

8827. 

Line 5d. Bond Credits From Form 8912 

Enter the allowable credits from Form 8912, 

Credit to Holders of Tax Credit Bonds, line 12. 

Line 6. Total Credits 

Add lines 5a through 5d. Enter the total on 

line 6. 

Decrease attributable to partner’s 

additional reporting year tax. If the 

taxpayer is a foreign corporate partner and 

received a Form 8986 from a partnership that 

has elected to have each reviewed year 

partner take into account the partner's share 

of the adjustments, as finally determined, 

instead of paying the imputed underpayment, 
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the foreign corporate partner (taxpayer) will 

have to complete Form 8978 to report 

adjustments shown on the Form 8986 they 

received from the partnership. The foreign 

corporate partner (taxpayer) must complete a 

separate Form 8978 to report adjustments 

pertaining to income that is effectively 

connected with the conduct of a trade or 

business in the United States under section 

882 (an “ECI Form 8978”) and a separate 

Form 8978 to report adjustments pertaining 

to income from U.S. sources not effectively 

connected with the conduct of a trade or 

business in the United States under section 

881 (an “FDAP Form 8978”). Include any 

decrease in taxes due (negative amount) 

from the ECI Form 8978, line 14, in the total 

for Form 1120-F, Section II, Schedule J, line 

6. On the dotted line next to line 6, enter 

“FROM FORM 8978” and the amount. Attach 

the ECI Form 8978 to Form 1120-F. If the ECI 

Form 8978, line 14, shows an increase in tax, 

see the instructions for Schedule J, line 1. 
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Line 8. Other Taxes 

Include any of the following taxes and 

interest. 

Line 8a. Recapture of investment credit. 

If the corporation disposed of investment 

credit property or changed its use before the 

end of the 5-year recapture period under 

section 50(a), enter the increase in tax from 

Form 4255, Recapture of Investment Credit. 

See the Instructions for Form 4255. 

Line 8b. Recapture of low-income 

housing credit. If the corporation disposed 

of property (or there was a reduction in the 

qualified basis of the property) for which it 

took the low-income housing credit, and the 

corporation did not follow the procedures that 

would have prevented recapture of the credit, 

it may owe a tax. See Form 8611, Recapture 

of Low-Income Housing Credit. 
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Line 8c. Interest due under the look-back 

method for completed long-term 

contracts.  If the corporation used the 

percentage-of-completion method under 

section 460(b) for certain long-term 

contracts, figure any interest due or to be 

refunded using the look-back method 

described in section 460(b)(2). Use Form 

8697, Interest Computation Under the Look-

Back Method for Completed Long-Term 

Contracts, to figure any interest due or to be 

refunded. See the Instructions for Form 8697. 

Include any interest on line 8c. 

Line 8d. Interest due under the look-

back method—income forecast method. If 

the corporation used the income forecast 

method to depreciate property, it must figure 

any interest due or to be refunded using the 

look-back method described in section 

167(g)(2). Use Form 8866 to figure any 

interest due or to be refunded. See the 
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Instructions for Form 8866. Include any 

interest due on line 8d. 

Line 8e. Alternative tax on qualifying 

shipping activities. Enter any alternative 

tax on qualifying shipping activities from Form 

8902. 

Line 8f. Other. Include on line 8f additional 

taxes and interest such as the following. 

Attach a statement showing the computation 

of each item included in the total for line 8f 

and identify the applicable Code section and 

the type of tax or interest. 

• Recapture of Indian employment credit. 

Generally, if an employer terminates the 

employment of a qualified employee less 

than 1 year after the date of initial 

employment, any Indian employment 

credit allowed for a prior tax year because 

of wages paid or incurred to that 

employee must be recaptured. For details, 

see Form 8845 and section 45A. 
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• Recapture of new markets credit (see 

Form 8874, New Markets Credit, and Form 

8874-B, Notice of Recapture Event for 

New Markets Credit). 

• Recapture of employer-provided childcare 

facilities and services credit (see Form 

8882). 

• Interest on deferred tax attributable to 

certain nondealer installment obligations 

(section 453A(c)) and dealer installment 

obligations (section 453(l)). 

• Interest due on deferred gain (section 

1260(b)). 

• Recapture of section 45Q carbon oxide 

sequestration credit (see Form 8933, Part 

Ill, line 22). 
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Section III—Branch Profits Tax 

and Tax on Excess Interest 

Part I—Branch Profits Tax 

Section 884(a) imposes a 30% branch profits 

tax on the after-tax earnings of a foreign 

corporation's U.S. trade or business (that is, 

effectively connected earnings and profits 

(ECEP)) that are not reinvested in a U.S. 

trade or business by the close of the tax year, 

or are disinvested in a later tax year. Changes 

in the value of the equity of the foreign 

corporation's U.S. trade or business (that is, 

U.S. net equity) are used as a measure of 

whether earnings have been reinvested in, or 

disinvested from, a U.S. trade or business. An 

increase in U.S. net equity during the tax 

year is generally treated as a reinvestment of 

earnings for the current tax year. A decrease 

in U.S. net equity is generally treated as a 

disinvestment of prior year's earnings that 

have not previously been subject to the 

branch profits tax. 



256 

The amount subject to the branch profits tax 

for the tax year is the dividend equivalent 

amount. See Regulations section 1.884-1(b). 

Other entities subject to the branch 

profits tax.  

• A foreign corporate partner of a 

partnership engaged in a U.S. trade or 

business is subject to the branch profits 

tax on its ECEP attributable to its 

distributive share of ECI. 

• A foreign government is subject to both 

the branch profits tax and the branch-

level interest tax. However, no branch 

profits tax or branch-level interest tax will 

be imposed on ECEP and interest accrued 

prior to September 11, 1992. See 

Regulations section 1.884-0. 

Line 2 

Attach a statement showing the following 

adjustments (based on the principles of 

section 312) to the corporation's line 1 
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effectively connected taxable income (ECTI) 

(before the NOL deduction and special 

deductions) to get ECEP. 

• Positive adjustments for certain ECI items 

that are excluded from ECTI but that must 

be included in computing ECEP (such as 

tax-exempt interest income). 

• Positive adjustments for certain items 

deducted in computing ECTI but that may 

not be deducted in computing ECEP. 

Include adjustments for certain deductions 

claimed in computing ECTI, such as: 

1. Excess of percentage depletion over 

cost depletion, 

2. Excess of accelerated depreciation 

over straight line depreciation (but 

only if 20% or more of the foreign 

corporation's gross income from all 

sources is U.S. source), and 

3. Capital loss carrybacks and carryovers. 
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• Negative adjustments for certain 

deductible items (that are allocable to 

ECI) that may not be deducted in 

computing ECTI but that must be 

deducted in computing ECEP (for example, 

federal income taxes, capital losses in 

excess of capital gains, and interest and 

expenses that are not deductible under 

section 265). 

Note. Do not reduce ECEP by any dividends 

or other distributions made by the foreign 

corporation to its shareholders during the 

year. 

See Temporary Regulations section 1.884-2T 

for any adjustments to ECEP due to a 

reorganization, liquidation, or incorporation. 

Exceptions. Do not include the following 

types of income when computing ECEP. 

• Income from the operation of ships or 

aircraft exempt from taxation under 

section 883(a)(1) or (2). 
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• FSC income and distributions treated as 

ECI under section 921(d) or 926(b), as in 

effect before their repeal, that are not 

otherwise ECI. 

• Gain on the disposition of an interest in a 

domestic corporation that is a U.S. real 

property interest under section 897(c)(1) 

(A)(ii) if the gain is not otherwise ECI. • 

Related person insurance company income 

that a taxpayer elects to treat as ECI 

under section 953(c)(3)(C) if the income 

is not otherwise ECI. 

• Income that is exempt from tax under 

section 892. 

• Interest income derived by a possession 

bank from U.S. obligations if the interest 

is treated as ECI under section 882(e) and 

is not otherwise ECI. 

Note. Deductions and other adjustments 

attributable (under the principles of 

Regulations section 1.861-8) to the types of 
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income not includible in ECEP listed above do 

not reduce ECEP. 

Lines 4a and 4b. U.S. Net Equity 

U.S. net equity is U.S. assets reduced by 

U.S. liabilities. U.S. net equity may be less 

than zero. See Temporary Regulations section 

1.884-2T for specific rules regarding the 

computation of the foreign corporation's U.S. 

net equity due to a reorganization, 

liquidation, or incorporation. 

U.S. assets. In general, property is a U.S. 

asset if all income from its use and all gain 

from its disposition (if used or sold on the last 

day of the tax year) are or would be ECI. The 

amount of property taken into account as a 

U.S. asset is the adjusted basis (for purposes 

of computing earnings and profits) of the 

property. Special rules exist for specific types 

of property, such as depreciable property, 

inventory, and installment obligations. Special 

rules also exist to determine the amount of a 
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partnership interest that is treated as a U.S. 

asset. See Regulations section 1.884-1(d). 

U.S. liabilities. In general, U.S. liabilities are 

U.S.-connected liabilities of a foreign 

corporation (determined under Regulations 

section 1.882-5), computed as of the end of 

the tax year, rather than as an average, as 

required under Regulations section 1.882-5. 

Special rules may apply to foreign insurance 

companies. For more details, see Regulations 

section 1.884-1(e). 

If the corporation is electing to reduce 

liabilities under Regulations section 1.884-

1(e)(3), attach a statement that it is making 

the election and indicate the amount of the 

reduction of U.S. liabilities and the 

corresponding reduction in interest expense. 

The aggregate amount of the corporation's 

liability reduction elections is also required to 

be reported on Schedule I (Form 1120-F),  

line 7b. 
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Reporting requirements. In the statements 

required for lines 4a and 4b, report U.S. 

assets according to the categories of U.S. 

assets in Regulations section 1.884-1(d). For 

U.S. liabilities, show the formula used to 

calculate the U.S. liabilities figure. 

Line 6. Branch Profits Tax 

Qualification for treaty benefits. In 

general, a foreign corporation must be a 

qualified resident (see definition later) in the 

tax year in which it has a dividend equivalent 

amount to obtain treaty benefits for the 

branch profits tax. It must also meet the 

requirements of any limitation on benefits 

article in the treaty. However, a foreign 

corporation is not required to be a qualified 

resident if it meets the requirements of a 

limitation on benefits article of an income tax 

treaty that entered into force after December 

31, 1986.  
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Treaties other than income tax treaties do not 

exempt a foreign corporation from the branch 

profits tax. 

Foreign corporations that meet the 

requirements of the limitation on 

benefits article of an income tax treaty 

that entered into force after December 

31, 1986. Most limitation on benefits articles 

of treaties that entered into force after 

December 31, 1986, include a series of 

objective tests including ownership tests 

(generally describing the circumstances under 

which individuals, publicly traded 

corporations, subsidiaries of publicly traded 

corporations, etc., will be treated as qualified 

residents under a treaty), a base erosion test, 

and a trade or business test. These tests are 

self-executing. A person that does not meet 

these objective tests may still be granted 

benefits under the treaty (and may be treated 

as a qualified resident for branch profits tax 
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purposes) at the discretion of the Competent 

Authority.  

See Rev. Proc. 2015-40, 2015-35 I.R.B. 236, 

available at IRS.gov/irb/ 2015-35_IRB#RP-

2015-40, or its successor. 

Foreign corporations that do not meet 

the requirements of a limitation on 

benefits article of an income tax treaty 

that entered into force after December 

31, 1986. A foreign corporation that does not 

meet the requirements of a limitation on 

benefits article of an income tax treaty that 

entered into force after December 31, 1986, 

is a qualified resident of a country if it 

meets one of the three tests explained in the 

regulations under section 1.884-5. See these 

regulations for details on these tests and 

certain circumstances in which a foreign 

corporation that does not meet these tests 

may request a ruling to be treated as a 

qualified resident. 

https://www.irs.gov/irb/2015-35_IRB#RP-2015-40
https://www.irs.gov/irb/2015-35_IRB#RP-2015-40
https://www.irs.gov/irb/2015-35_IRB#RP-2015-40
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Rate of tax. If treaty benefits apply, the rate 

of tax is the rate on branch profits specified in 

the treaty. If the treaty does not specify a 

rate for branch profits, the rate of tax is the 

rate specified in the treaty for dividends paid 

by a wholly owned domestic corporation to 

the foreign corporation. See Regulations 

section 1.884-1(g) for applicable rates of tax. 

Benefits other than a rate reduction may be 

available under certain treaties, such as the 

Canadian income tax treaty. 

Note. Many treaties listed in Regulations 

section 1.884-1(g)(3) and (g)(4) are no 

longer in force and have been replaced by 

more recently ratified treaty agreements. The 

corporation should use the applicable rate of 

tax specified in the treaty agreement 

currently in force with the United States. 

Effect of complete termination. If the 

foreign corporation has completely terminated 

its U.S. trade or business (within the meaning 

of Temporary Regulations section 1.884-
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2T(a)) during the tax year, enter zero on line 

6, and complete line 11 at the bottom of page 

6 of Form 1120-F. 

In general, a foreign corporation has 

terminated its U.S. trade or business if it no 

longer has any U.S. assets, except those 

retained to pay off liabilities. The foreign 

corporation (or a related corporation) may 

not use assets from the terminated U.S. trade 

or business or the proceeds from their sale in 

a U.S. trade or business within 3 years after 

the complete termination. The foreign 

corporation must also attach Form 8848 

extending the period for assessment for the 

year of complete termination to a date not 

earlier than the close of the sixth year 

following the close of that tax year. 

Effect of complete liquidation or 

reorganization. If a foreign corporation 

transfers its U.S. assets in a liquidation or 

reorganization described in section 381(a), 

see Temporary Regulations section 1.884-
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2T(c). If the transferee is a domestic 

corporation, the foreign corporation must also 

file Form 8848. See Temporary Regulations 

section 1.884-2T(c) and Regulations section 

1.884-2(c)(2)(iii). 

Effect of incorporation under section 

351. If a foreign corporation transfers all or a 

part of its U.S. assets to a domestic 

corporation in a transaction that qualifies 

under section 351, see Temporary 

Regulations section 1.884-2T(d) for the rules 

for determining the foreign corporation's 

branch profits tax liability in the year of the 

transfer, and other rules applicable to the 

domestic transferee corporation. If a foreign 

corporation transfers its U.S. assets to 

another foreign corporation, the foreign 

corporation must compute its branch profits 

tax liability under Regulations section 1. 

884-1. 
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Coordination with withholding tax. If a 

foreign corporation is subject to the branch 

profits tax in a tax year, it will not be subject 

to withholding at source (section 871(a), 

881(a), 1441, or 1442) on dividends paid out 

of earnings and profits for the tax year. 

Part II—Tax on Excess Interest 

If a foreign corporation is engaged in a U.S. 

trade or business, has effectively connected 

gross income, or has U.S. assets for purposes 

of Regulations section 1.882-5, it is subject to 

the tax on excess interest. 

Excess interest is the interest apportioned to 

ECI of the foreign corporation (including 

capitalized and nondeductible interest) under 

Regulations section 1.882-5, less branch 

interest. Branch interest is the interest paid 

by the U.S. trade or business of the foreign 

corporation (including capitalized and other 

nondeductible interest). 
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Important.  See the instructions for Line 10. 

Tax on Excess Interest, later, to determine if 

the foreign corporation is exempt from the 

tax on excess interest. If it is exempt from 

the tax, and not simply subject to a reduced 

rate of tax, do not complete Part II of 

Section III. However, be sure to complete 

item W(1) on page 2 of Form 1120-F. 

Line 7a 

Enter the amount of interest expense 

deduction allocable to ECI under Regulations 

section 1.882-5, from Section II, line 18. 

Lines 7b and 7c 

Lines 7b and 7c reconcile the deduction 

claimed in Section II, line 18, with the 

amount of interest expense allocable to ECI 

under Regulations section 1.882-5. Amounts 

that increase or decrease the amount 

allocable to ECI are reported on line 7b from 

Schedule I (Form 1120-F), line 24g. Line 7c 

reconciles to the amount of interest expense 
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reported on Schedule I (Form 1120-F), line 

23. Lines 7b and 7c are completed as follows. 

Line 7b. Enter the inverse of the amount 

reported on Schedule I (Form 1120-F), line 

24g. For example, if line 24g is negative, 

enter as a positive number. If line 24g is 

positive, enter as a negative number. This is 

the total amount of interest expense included 

in the amount allocable under Regulations 

section 1.882-5 that is deferred, capitalized, 

and disallowed under other sections after 

application of the interest expense allocation 

rules. 

Line 7c. Combine lines 7a and 7b. The 

combined amount is the amount of interest 

expense allocable to ECI for the year under 

Regulations section 1.882-5. The amount on 

line 7c must equal the amount on Schedule I 

(Form 1120-F), line 23. 
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Line 8. Branch Interest 

Foreign banks. Enter from Schedule I (Form 

1120-F) the sum of line 9, column (c), and 

line 22, which is the amount of interest 

expense included on books that give rise to 

U.S. booked liabilities and that is directly 

allocable to ECI under Regulations section 

1.882-5(a)(1)(ii). The sum of these two 

amounts is the amount of book interest 

expense paid or accrued on U.S. booked 

liabilities defined in Regulations section 

1.882-5(d)(2). 

Definition of branch interest. The term 

“branch interest” means interest that is: 

1. Paid by a foreign corporation with 

respect to a liability that is (a) a U.S. 

booked liability within the meaning of 

Regulations section 1.882-5(d)(2) 

(other than a U.S. booked liability of a 

partner within the meaning of 

Regulations section 1.882-

5(d)(2)(vii)), or (b) described in 
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Regulations section 1.884-1(e)(2) 

(relating to insurance liabilities on U.S. 

business and liabilities giving rise to 

interest expense that is directly 

allocated to income from a U.S. 

asset); or 

2. In the case of a foreign corporation 

other than a bank (as defined in 

section 585(a)(2)(B) without regard to 

the second sentence thereof), a 

liability specifically identified as a 

liability of a U.S. trade or business of 

the foreign corporation on or before 

the earlier of the date on which the 

first payment of interest is made with 

respect to the liability or the due date 

(including extensions) of the foreign 

corporation's income tax return for the 

tax year provided that (a) the amount 

of such interest does not exceed 85% 

of the amount of interest of the foreign 

corporation that would be excess 
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interest before taking into account 

interest treated as branch interest; (b) 

certain recipient notification 

requirements are satisfied; and (c) the 

liability was not incurred in the 

ordinary course of a foreign business 

or secured by foreign assets, or is not 

a U.S. booked liability, or is not an 

insurance liability on a U.S. business, 

or is not a liability giving rise to 

interest expense that is directly 

allocated to income from a U.S. asset. 

See Regulations section 1.884-4(b). 

All other foreign corporations. In general, 

branch interest of foreign corporations (other 

than banks) includes: 

1. Interest on liabilities shown on the 

books and records of the U.S. trade or 

business for purposes of Regulations 

section 1.882-5(d)(2), 

2. Interest on liabilities that are secured 

predominantly by U.S. assets or that 
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cause certain nondeductible interest 

(such as capitalized interest) related to 

U.S. assets, and 

3. Interest on liabilities identified as 

liabilities of the U.S. trade or business 

on or before the earlier of the date on 

which the first interest payment is 

made or the due date (including 

extensions) of the foreign 

corporation's income tax return for the 

tax year. 

However, a liability may not be identified 

under 3 above if the liability is incurred in the 

ordinary course of the foreign corporation's 

trade or business, or if the liability is secured 

predominantly by assets that are not U.S. 

assets. The interest on liabilities identified in 

3 above that will be treated as interest paid 

by the U.S. trade or business is capped at 

85% of the interest of the foreign corporation 

that would be excess interest before 
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considering interest on liabilities identified in 

3 above. See Regulations section 1.884-4. 

Interbranch interest. Any interest paid for 

interbranch liabilities is disregarded in 

computing branch interest of any corporation. 

80% rule. If 80% or more of a foreign 

corporation's assets are U.S. assets, the 

foreign corporation's branch interest will 

generally equal the interest reported on line 

7c. However, any interest included on line 7c 

that has accrued but has not been paid will 

not be treated as branch interest on line 8 

unless an election is made under Regulations 

section 1.884-4(c)(1) to treat such interest as 

paid in that year for all purposes of the Code. 

If this 80% rule applies, check the box on  

line 8. 

Note. Branch interest of a foreign corporation 

is treated as if paid by a domestic 

corporation. A foreign corporation is thus 

required to withhold on interest paid by its 
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U.S. trade or business to foreign persons 

(unless the interest is exempt from 

withholding under a treaty or the Code) and 

is required to file Forms 1042 and 1042-S for 

the payments. 

Special treaty shopping rules apply if the 

recipient of the interest paid by the U.S. trade 

or business is a foreign corporation. 

Line 9b 

A foreign bank may treat a percentage of its 

excess interest as if it were interest on 

deposits and thus exempt from tax. Multiply 

the amount on line 9a by the greater of 85% 

(0.85) or the ratio of the foreign bank's 

worldwide interest-bearing deposits to its 

worldwide interest-bearing liabilities as of the 

close of the tax year. 

Line 10. Tax on Excess Interest 

The rate of tax on excess interest is the same 

rate that would apply to interest paid to the 

foreign corporation by a wholly owned 
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domestic corporation. The tax on excess 

interest is not prohibited by any provision in 

any treaty to which the United States is a 

party. The corporation may qualify for treaty 

benefits if it meets certain requirements. See 

Line 6. Branch Profits Tax, earlier. The 

corporation is exempt from the tax on excess 

interest if the rate of tax that would apply to 

interest paid to the foreign corporation by a 

wholly owned domestic corporation is zero 

and the foreign corporation qualifies for treaty 

benefits. 

Schedule L—Balance Sheets per 

Books 

Balance Sheet per Books 

The balance sheet assets, liabilities, and 

equity amounts required to be reported on 

Schedule L are either the worldwide assets, 

liabilities, and equity of the corporation, or, at 

the taxpayer's election, the set(s) of books 

that contains assets located in the United 
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States and other assets used in the trade or 

business conducted in the United States. See 

Regulations section 1.6012-2(g)(1)(iii). If a 

corporation (including a foreign bank) 

chooses worldwide reporting on Schedule L, 

the profit and loss results from the same 

set(s) of books must be used to report the 

adjusted worldwide net income (loss) results 

in Part I, line 11, of Schedule M-3 (Form 

1120-F). 

Set(s) of books based on Regulations 

section 1.882-5(d)(2). If the corporation 

chooses to limit the Schedule L reporting to 

the books that give rise to ECI from assets 

located in the United States and other assets 

used in the trade or business conducted in the 

United States, the total assets, liabilities, and 

equity on the set(s) of books that contain 

these characteristics must be reported on 

Schedule L. These are the total assets, 

liabilities, and equity amounts reflected on 

the same set(s) of books that gives rise to 
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U.S. ECI and U.S. booked liabilities (as 

defined in Regulations sections 1.882-

5(d)(2)(ii)(A) (foreign corporations other than 

banks) and 1.882-5(d)(2)(iii) (foreign 

banking corporations)). 

The set(s) of books required to be reported 

on Schedule L by a foreign bank are the same 

set(s) of books the foreign bank must use to 

derive the net book income on Schedule M-3 

(Form 1120-F), Part I, line 11. The total 

assets and liabilities required to be reported 

include the interbranch assets and liabilities 

and the noneffectively connected assets 

reflected on such books. The set(s) of books 

that gives rise to U.S. booked liabilities under 

Regulations section 1.882-5(d)(2) will 

generally be the set(s) of books maintained 

within the United States by the corporation's 

U.S. trade or business. However, one or more 

sets of books required to be reported on 

Schedule L do not have to be maintained 

within the United States so long as the 
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totality of the books reflects a substantial ECI 

activity that gives rise to inclusion of the 

books' third-party liabilities as U.S. booked 

liabilities under Regulations section 1.882-

5(d)(2). This determination is made under the 

facts and circumstances pertaining to 

materiality of the ECI activities reflected on 

the set(s) of books in accordance with the 

requirements of the interest expense 

allocation regulations. See Regulations 

section 1.882-5(d)(6), example 5. This 

standard is used to determine U.S. booked 

liability qualification regardless of whether the 

foreign corporation uses the Adjusted U.S. 

Booked Liabilities Method or the Separate 

Currency Pools Method to allocate interest 

expense under Regulations section 1.882-5. 

A Schedule L set of books does not include a 

book whose only assets are those that give 

rise to ECI under section 864(c)(6) or (c)(7). 

A set of books that has only ECI assets under 

section 864(c)(6) and (c)(7) is not a set of 
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books that gives rise to U.S. booked liabilities 

under the applicable test for a bank or a 

corporation other than a bank in Regulations 

section 1.882-5(d)(2). Books and records of 

this type are generally books maintained in a 

foreign location that include assets either 

originated through the material activities of 

the U.S. trade or business or assets formerly 

held in connection with a U.S. trade or 

business that are no longer held or used for 

that purpose. Transferred assets from a set of 

books of the U.S. trade or business will 

generally reflect assets described in section 

864(c)(6) or (c)(7). See Regulations section 

1.884-1(d) (2)(xi), example 5. Securities that 

are attributable to a U.S. office of a banking, 

financing, or similar business that are 

transferred to a foreign location of a 

continuing U.S. banking office remain 

attributable to such U.S. office under 

Regulations section 1.864-4(c)(5)(iii) and do 

not constitute assets described in section 

864(c)(6) or (c)(7). However, a foreign set of 
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books and records that reflects securities of a 

banking, financing, or similar business that 

gives rise to ECI may or may not constitute 

books that give rise to U.S. booked liabilities 

under the facts and circumstances. Generally, 

a relatively small number of securities 

reflected on the books and records of the 

home office of a foreign bank that reflects 

predominantly noneffectively connected 

assets of the same type will not cause the 

foreign book to give rise to U.S. booked 

liabilities under Regulations section 1.882-

5(d)(2)(iii). 

If the foreign corporation has more than one 

set of books and records that give rise to U.S. 

booked liabilities under Regulations section 

1.882-5(d)(2), it must report the combined 

amounts shown on all such books and records 

on Schedule L. For example, the books and 

records of a foreign insurance company 

required to file Form 1120-F include, but are 

not limited to, amounts reported on 
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statements (for example, NAIC statements) 

filed with a domestic state insurance 

authority. If a foreign bank maintains a 

consolidation of two or more sets of books 

that collectively give rise to U.S. booked 

liabilities, the corporation may report the 

financial consolidation of such set of books on 

Schedule L. See Regulations section 1.882-

5(d)(6), example 5. However, if the foreign 

corporation has a set of books from a 

disregarded entity that is not included in a 

U.S. trade or business consolidation and such 

other set of books gives rise to U.S. booked 

liabilities under Regulations section 1.882-

5(d)(2), then such set of books must be 

included in the consolidation of books 

reported on Schedule L. Combined books 

reported on Schedule L must be adjusted to 

eliminate transactions recorded between the 

reportable books. However, amounts 

recorded between the set(s) of books and 

other divisions of the foreign corporation or 

disregarded entities whose books do not give 
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rise to U.S. booked liabilities are not 

eliminated unless the taxpayer chooses 

worldwide reporting under the general rule in 

Regulations section 1.6012-2(g)(1)(iii). 

Line 1. Cash. Corporations other than banks 

include certificates of deposit as cash on line 

1. Foreign banks include certificates of 

deposit as current or non-current assets, as 

the case may be, in their appropriate 

interbranch, U.S. asset, or non-U.S. asset 

categories. Line 5. Tax-exempt securities. 

Include: 

• State and local government obligations, 

the interest on which is excludable from 

gross income under section 103(a); and •  

• Stock in a mutual fund or other RIC that 

distributed exempt-interest dividends 

during the tax year of the corporation. 

Line 6. Current assets. On line 6a, enter all 

current interbranch assets (in accordance 

with the corporation's accounting practices) 
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reflected on the combined sets of books that 

are transacted with other books of the 

corporation that are not reportable on 

Schedule L (including books of disregarded 

entities, if applicable). On line 6b, enter the 

current non-U.S. assets on the sets of books 

reportable on Schedule L. Non-U.S. assets are 

third-party assets (whether with related or 

unrelated parties) that give rise only to 

noneffectively connected income. On line 6c, 

enter the current U.S. assets on the Schedule 

L reportable books. U.S. assets are assets 

that give rise to ECI and constitute U.S. 

assets in whole or in part under Regulations 

section 1.884-1(d). Enter assets held for 

trading or dealing to customers in the 

applicable category on line 6. Attach a 

statement to indicate the amount for each 

category of current assets included in line 6, 

such as money market deposits of banks, 

trading assets held for the taxpayer's own 

account, and dealing assets held for 

customers including amounts recorded on the 
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books of a global dealing operation that are 

allocated between ECI and non-ECI under 

Proposed Regulations section 1.863-3(h) and 

Proposed Regulations section 1.864-

4(c)(2)(iv). 

Line 9. Other loans and investments. On 

line 9a, enter the amount of other non-U.S. 

asset loans and investments to third parties 

(whether related or unrelated parties). Non-

U.S. assets in this category are loans and 

investments that give rise to noneffectively 

connected income. If a taxpayer has 

investments that give rise to ECI in part and 

non-ECI in part, enter the proportionate 

amount of the investment asset that gives 

rise to non-ECI on line 9a. Do not include 

interbranch amounts on line 9a. On line 9b, 

report the U.S. asset loans and investments 

to third parties (whether related or unrelated 

parties). U.S. asset loans and investments are 

assets that give rise to ECI. If an investment 

asset gives rise to ECI in part and non-ECI in 
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part, enter the proportionate amount of the 

investment asset that gives rise to ECI on line 

9b. See Regulations section 1.884-

1(d)(2)(vii). Attach a statement indicating the 

amount for each category of loans and 

investment assets held by the corporation 

that give rise to non-ECI (line 9a) and ECI 

(line 9b) (for example, loans to customers, 

securities described in Regulations section 

1.864-4(c)(5)(ii)(b) (3)). 

Line 15. Other non-current interbranch 

assets. Include on line 15 non-current 

interbranch amounts on the Schedule L books 

recorded with other non-Schedule L books of 

the corporation (including disregarded entities 

whose books are not reportable on Schedule 

L). Non-current assets are determined in 

accordance with the accounting practices of 

the corporation on its books and records. 

Line 16. Other non-current, third-party 

assets. Report on line 16a, other non-

current, non-U.S. assets on the Schedule L 
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books with third parties (whether related or 

unrelated parties). Non-U.S. assets are those 

that give rise to noneffectively connected 

income. Attach a statement to indicate the 

amount for each category of non-U.S. assets 

(for example, foreign-related party assets 

that give rise to non-ECI under section 

864(c)(4)(D)). Report on line 16b other non-

current U.S. assets on the Schedule L books 

with third parties (whether related or 

unrelated parties). U.S. assets are those that 

give rise to ECI in accordance with 

Regulations section 1.884-1(d). Attach a 

statement indicating the amount for each 

category of assets that give rise to ECI. 

Line 19. Mortgages, notes, bonds payable 

in less than 1 year. Enter on line 19a 

interbranch liabilities on the Schedule L books 

that are payable in less than one year to 

books of the corporation that are not 

reportable on Schedule L (including books of 

disregarded entities that are not reportable 
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on Schedule L). Report only interbranch 

liabilities that accrue or pay interest on the 

Schedule L books and records to other books 

of the corporation in accordance with the 

corporation's internal accounting practices. 

Attach a statement indicating the amount for 

each category of interbranch liabilities (for 

example, money market deposit liabilities, 

other short-term liabilities, etc.). On line 19b, 

enter liabilities on the Schedule L books that 

are payable in less than one year to third 

parties (whether related or unrelated). Attach 

a statement indicating the amount for each 

category of liability owed to third parties (for 

example, money market deposit liabilities, 

other short-term borrowings, Vostro 

accounts, etc.). 

Line 22. Mortgages, notes, bonds payable 

in 1 year or more. Enter on line 22a 

interbranch liabilities on the Schedule L books 

that are payable in one year or more to books 

of the corporation that are not reportable on 
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Schedule L (including books of disregarded 

entities that are not reportable on Schedule 

L). Report only interbranch liabilities that 

accrue or pay interest on the Schedule L 

books and records to other books of the 

corporation in accordance with the 

corporation's internal accounting practices. 

Attach a statement indicating the amounts for 

each category of liability (for example, long-

term interbranch borrowings). Enter on line 

22b liabilities on the Schedule L books that 

are payable in one year or more to third 

parties (whether related or unrelated parties). 

Attach a statement indicating the amounts for 

each category of liability (for example, long-

term certificates of deposit, other long-term 

borrowings, etc.). 

Line 24. Other liabilities. Enter on line 24a 

other interbranch liability amounts on the 

Schedule L books owed to other books of the 

corporation (including to books of disregarded 

entities) not reportable on Schedule L, 
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including amounts that do not give rise to 

interest accruals or payments in accordance 

with the corporation's internal accounting 

practices. Attach a statement indicating the 

amount for each category of interbranch 

liability reported on line 24a. Enter on line 

24b other liability amounts on the Schedule L 

books owed to third parties (whether related 

or unrelated parties) including amounts that 

do not give rise to interest accruals or 

payments in accordance with the 

corporation's accounting practices. Attach a 

statement indicating the amount for each 

category of third-party liability reported on 

line 24b. 

Line 29. Adjustments to shareholders' 

equity. Some examples of adjustments to 

report on this line include:  

• Unrealized gains and losses on securities 

held “available for sale.”  

• Foreign currency translation adjustments. 
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• The excess of additional pension liability 

over unrecognized prior service cost. 

• Guarantees of employee stock (ESOP) 

debt. 

• Compensation related to employee stock 

award plans. 

If the total adjustment to be entered on line 

29 is a negative amount, enter the amount in 

parentheses. 

Adaptation of Schedule L for treaty-

based reporting. The set(s) of books 

reported on Schedule L for treaty-based 

reporting purposes will generally be the same 

set(s) of books reported on Schedule L, as 

described below. However, certain books that 

give rise to ECI might not necessarily give 

rise to treaty-based reporting. For example, 

the assets on a set of books could still be 

attributed to a U.S. office for ECI reporting 

purposes even when transferred away from 

the U.S. permanent establishment for treaty 
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reporting purposes (see, for example, 

Regulations section 1.864-4(c) (5)(iii)) if 

under the facts and circumstances, such 

assets also constitute a set of books that give 

rise to U.S. booked liabilities under 

Regulations section 1.882-5(d)(2). Under 

such circumstances, the set of books would 

remain reportable on Schedule L for Code-

based reporting purposes, but for treaty-

based reporting purposes, such transfer may 

effect attribution to another part of the 

corporate enterprise under a functional and 

factual analysis and no longer be reportable 

on Schedule L as part of the U.S. permanent 

establishment after the transfer is made. 

Additionally, a set of books having no ECI or 

U.S. booked liabilities under Regulations 

section 1.882-5(d)(2) might still constitute a 

set of books of the U.S. permanent 

establishment because the items recorded 

thereon are primarily attributable to the U.S. 

permanent establishment under the 

application by analogy of the OECD Transfer 
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Pricing Guidelines as authorized by the 

relevant treaty (for example, see Article 7 

(Business Profits) and the accompanying 

Exchange of Notes). In such cases, the set(s) 

of books that must be reported on Schedule L 

are those of the U.S. permanent 

establishment as determined under the OECD 

Transfer Pricing Guidelines. 

Schedules M-1 and M-3 

In completing Schedules M-1 and M-3, the 

following apply. 

• A corporation with total assets of $10 

million or more on the last day of the tax 

year that are reportable on Schedule L 

must file Schedule M-3 (Form 1120-F) 

instead of Schedule M-1. 

• A corporation filing Form 1120-F that is 

not required to file Schedule M-3 may 

voluntarily file Schedule M-3 instead of 

Schedule M-1. See the Instructions for 
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Schedule M-3 (Form 1120-F) for more 

information. 

• Corporations that (a) are required to file 

Schedule M-3 (Form 1120-F) and have 

less than $50 million total assets at the 

end of the tax year, or (b) are not 

required to file Schedule M-3 (Form 1120-

F) and voluntarily file Schedule M-3 (Form 

1120-F), must either (i) complete 

Schedule M-3 (Form 1120-F) entirely, or 

(ii) complete Schedule M-3 (Form 1120-F) 

through Part I, and complete Schedule M-

1 instead of completing Parts II and III of 

Schedule M-3 (Form 1120-F). If the 

corporation chooses to complete Schedule 

M-1 instead of completing Parts II and III 

of Schedule M-3, the amount on Schedule 

M-1, line 1, must equal the amount on 

Schedule M-3, Part I, line 11. See the 

Instructions for Schedule M-3 (Form 

1120-F) for more information. 
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• If Schedule M-3 is not required, the 

foreign corporation must report on line 1 

of Schedule M-1 the net income (loss) per 

the set of books taken into account on 

Schedule L. 

• The foreign corporation must report on 

line 1 of Schedule M-2 the balance of 

unappropriated retained earnings per the 

set(s) of books taken into account on 

Schedule L. 

Note. If Schedule M-3 is filed in lieu of 

Schedule M-1, the corporation is still required 

to file Schedule M-2. 

Do not file Schedules M-1 and M-2 (Form 

1120-F) if total assets at the end of the tax 

year (line 17, column (d), of Schedule L) are 

less than $25,000. 
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Schedule W 

Complete Schedule W to determine the 

portion of the foreign corporation's 

overpayment (on Form 1120-F, page 1, line 

8a) resulting from tax deducted and withheld 

under Chapter 3 or 4. 

Line 3. The amount to be entered on 

Schedule W, line 3, may be computed using 

the general guidelines set forth in the 

following table. 

a. Tax on ECI per the tax 

return. Enter the amount from 

Form 1120-F, page 1, line 2..... a.  ____ 

b. To properly reflect the 

overpayment described in 

section 6611(e)(4), refigure the 

taxable income on Form 1120-

F, Section II, line 31, by 

excluding from Section II, lines 

8 through 10, any amount from 
b.  ____ 
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the disposition of a U.S. real 

property interest, any 

partnership ECTI allocable to 

the corporation under the rules 

of Regulations section 1.1446-

2, and for transactions 

occurring after December 31, 

2018, any amount from the 

disposition of an interest (that 

is not publicly traded) in a 

partnership that is engaged in 

the conduct of a trade or 

business in the United States 

(attach explanation of amounts 

excluded)............ 

c. Refigured tax on ECI. Using 

the refigured taxable income 

from line b, refigure the tax for 

Schedule II of Form 1120-F on 

Schedule J and enter the 
c.  ____ 
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refigured tax from Schedule J, 

line 9, here.... 

d. Subtract line c from line a. 

Enter the result here and on 

Schedule W, line 3 ....... d.  ____ 

Paperwork Reduction Act Notice. We ask 

for the information on this form to carry out 

the Internal Revenue laws of the United 

States. You are required to give us the 

information. We need it to ensure that you 

are complying with these laws and to allow us 

to figure and collect the right amount of tax. 

You are not required to provide the 

information requested on a form that is 

subject to the Paperwork Reduction Act 

unless the form displays a valid OMB control 

number. Books or records relating to a form 

or its instructions must be retained as long as 

their contents may become material in the 

administration of any Internal Revenue law. 

Generally, tax returns and return information 
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are confidential, as required by Internal 

Revenue Code section 6103. 

The estimated burden for taxpayers filing this 

form is approved under OMB control number 

1545-0123. 

If you have comments concerning the 

accuracy of these time estimates or 

suggestions for making this form simpler, we 

would be happy to hear from you. You can 

send us comments through 

IRS.gov/FormsComments. Or you can write to 

the Internal Revenue Service, Tax Forms and 

Publications Division, 1111 Constitution Ave. 

NW, IR-6526, Washington, DC 20224. Do not 

send the tax form to this address. 

Instead, see Where To File, earlier, near the 

beginning of the instructions. 

 

https://www.irs.gov/FormsComments
https://www.irs.gov/FormsComments
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