
  

               
  

   

 
    

  

Foreign Tax Credit (Form 1116) & Common Errors 
July 27, 2022 

Start Time: 11:00pm Eastern / 10:00am Central  
9:00am Mountain / 8:00am Pacific 

Note:  You should be hearing music while waiting for webinar to start. 

Having Technical Issues? 
View the “Technical Issues” troubleshooting guide in the Materials drop-down 

menu on the left side of this page 



  

   

   

  Today our webinar will: 
• Explain the basic requirements for claiming a foreign tax credit 

(“FTC”) 
• Identify commons errors found on Form 1116 and related 

schedules 
• Explain the impact of the Tax Cuts and Jobs Act on FTC 



   
   

  
    

    
   

 
      

 

   Foreign Tax Credit Concepts (1 of 3) 
• Foreign tax credit (FTC) mitigates the effect of potential double 

taxation on foreign source income taxed once by the foreign 
country and once by the U.S. 

• FTC reduces a U.S. taxpayer’s U.S. tax liability by all, or part of 
foreign taxes paid or accrued during a tax year by allowing a 
dollar-for-dollar credit against U.S. taxes for taxes imposed by 
the foreign country 

• Determining the source of income as U.S. or foreign source is 
necessary to correctly compute the FTC 



     Foreign Tax Credit Concepts (2 of 3) 



       
    

  

  
  
   

   Foreign Tax Credit Concepts (3 of 3) 

• Generally, the following four tests must be met for any
foreign tax to qualify for the credit. The tax must be: 

– an income tax, or a tax imposed in lieu of an
income tax, 

– the legal and actual foreign tax liability, 
– tax imposed on the taxpayer and 
– tax paid or accrued by the taxpayer. 



    

    
  

 

      
     

  
  

Treaty Rates vs Statutory
Withholding Rates (1 of 2) 

• The U.S. has income tax treaties with over 60 countries 

• Tax treaties establish specific withholding rates for 
certain types of income, generally passive, such as
interest, rents, royalties, and dividends 

• Treaty rates may be used by taxpayers to reduce the
amount of foreign taxes they pay to the foreign country 



    
     

       
      

 

  
  

Treaty Rates vs Statutory
Withholding Rates (2 of 2) 

• The statutory withholding rate is the rate of tax withheld on 
certain types of income based on the internal tax laws of 
particular countries 

• If a treaty is in place with a foreign country, taxpayers must 
use the lower treaty rate instead of the higher statutory 
withholding rate to compute FTC. 



Statutory Withholding Rates 



  Form 1116 – Foreign Taxes Paid 



     
         

  

 

                                  

   Example 1: Treaty Rates vs. Statutory 
Withholding Rates 

Taxpayer A earns $10,000 of interest income from Foreign 
Country B. Tax is withheld at a rate of 30% but the treaty rate 
is 10%. 

• Statutory Withholding rate ($10,000 x 30%)  $3,000 

• Reduced Withholding rate ($10,000 x 10%)  $1,000 

• Creditable Foreign Taxes $1,000 



    
  

  

 
    

 
    

   
  

Example 2: Treaty Rates vs. Statutory
Withholding Rates (1 of 3) 

Taxpayer B receives Form 1099-DIV reporting total dividends 
of $20,000 and foreign taxes withheld of $6,000. The foreign 
country is listed as “various”. 

Actually, the $20,000 in dividends consist of: 
• $10,000 in dividends from Country C (treaty rate of 15% 

for dividends) and 
• $10,000 in dividends from Country D (treaty rate of 0% 

for dividends) 



  
  

   
    

   

    
   

   
  

Example 2: Treaty Rates vs. Statutory
Withholding Rates (2 of 3) 

Taxpayer B’s Form 1116 list $6,000 in foreign taxes paid on foreign 
dividends and the country as “various” 

Taxpayer B incorrectly reported the amount of creditable foreign 
taxes. The correct reporting is: 

• Each foreign country should have been identified on the Form
1116 

• The creditable foreign taxes should have been claimed based on
the treaty rate, not the statutory withholding rate 



   
  

 

Example 2: Treaty Rates vs. Statutory
Withholding Rates (3 of 3) 

Taxpayer B’s correct foreign taxes paid: 

Country Dividends Received 

Foreign Taxes 
Paid 

(Treaty Rate) 
C $10,000 $1,500 
D $10,000 $ 0 

Foreign Taxes Paid $1,500 



 

   

  

   

Form 1116 Part I Common Errors (1 of 2) 
• Form 1116 Part I 

– Names of foreign countries 

– FEIE adjustment to foreign income and corresponding 
reduction to foreign taxes 

– Qualified dividends and capital gains adjustment 

• Definitely related expenses vs. not definitely related 
expenses 



Form 1116 Part I Common Errors (2 of 2) 
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Form 1116 Part I Common Errors 
Example 

2021 Gross foreign salary $150,000 
Foreign Income Excluded IRC 911  ($108,700) 

Form 1116 line 1a $ 41,300 



 

 

  

 
   

      
 

Form 1116 Part II Common Errors 
(1 of 2) 

• Basis for claiming the credit 

– Paid 

– Accrued 

• General foreign currency rules 

– Paid (cash) method, convert foreign currency using the rate
on date of payment of the taxes to the foreign country 

– Accrued method, convert foreign currency using average
exchange rate for the tax year to which the taxes relate 



      
 

Form 1116 Part II Common Errors 
(2 of 2) 



   
   

  
  

  
 

 Form 1116 Part III Common Errors 

• Line 12 reduction in foreign taxes 
• Line 16 adjustment to foreign income 

– Allocation of foreign and domestic losses 
– Recapture of prior year loss accounts 

• Line 18 adjustment to U.S. taxable income 
– Qualified dividends/capital gains 



    
 

 

   

    
 

Part III Common Errors Example   
(1 of 2) 

Taxpayer A paid $45,000 on gross foreign 
salary of $150,000 
$108,700 IRC 911 FEIE 
$150,000 Gross salary 

X $45,000 = $32,610 



    
 

Part III Common Errors Example   
(2 of 2) 



  

 

 

 

      

   Common Errors line 16 (1 of 2) 
• Adjustments to line 16 include: 

– Allocation of foreign losses 

– Allocation of U.S. losses 

– Recapture of separate limitation loss accounts 

• A complete list can be found in the Instructions for Form 
1116 



   Common Errors line 16 (2 of 2) 



         
  

  Common Errors Line 18 
• An adjustment may be required if total income includes qualified 

dividends and/or capital gains 



     
  

   
 

  Form 1116 Part IV Common Errors 
(1 of 2) 

• Complete Part IV if including more than one Form 1116 
for separate categories of income 

• Complete Part IV on the Form 1116 with the largest 
amount on line 24 



  Form 1116 Part IV Common Errors 
(2 of 2) 



 
   

  
 

   

TCJA Impact 

• Two additional separate limitation categories of income 
– IRC 951A income (global intangible low-taxed income 

(GILTI)) 
– Foreign Branch income 

• Carryback and carryover rule under IRC 904(c) does not 
apply to GILTI income 

• FTC limited to 80% of foreign taxes with respect to GILTI 



 
  

 
   

   
    

 Form 1116 New Schedules 

• Form 1116 Schedule B 
– Reconcile prior year foreign tax carryover with current 

year carryover 
• Form 1116 Schedule C 

– Identify current year foreign tax redeterminations 
(FTRs), the years to which they relate and other 
information that satisfies the obligation to notify IRS 



    
 
    
 

  

   IRS Publications and Additional 
Resources 

• Publication 54, Tax Guide for U.S. Citizens and 
Resident Aliens Abroad 

• Publication 514, Foreign Tax Credit for Individuals 
• Publication 901, U.S. Tax Treaties 
• Form 1116 and Form 1116 Instructions 
• https://www.youtube.com/watch?v=ph8A1eA1lq4 

https://www.youtube.com/watch?v=ph8A1eA1lq4


  
      

    

   
 

      
      

     
 

    

Thank You For Attending 
• The Virtual Nationwide Tax Forum will take place on Tuesdays, Wednesdays, and 

Thursdays between July 19th and August 18th. For more information visit 
www.irstaxforum.com. 

• You must complete the survey within the allotted three minutes and before you log 
off of the webinar to be eligible for CE credit. 

• Certificates of Completion will be emailed to attendees within two weeks of the 
conclusion of the 2022 Virtual IRS Nationwide Tax Forum at the end of August. 
CE Certificates will provide a summary of all Virtual Tax Forum webinars 
successfully attended by the individual. 

• Questions or Concerns? Email us at info@irstaxforum.com. 

mailto:info@irstaxforum.com
www.irstaxforum.com
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