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Foreign Tax Credit for Individuals 
(edited transcript) 

 
Brad Horton: Good afternoon. How’s everybody doing? I know it’s the last day 

after lunch. I know we’re almost there so anyway my name is Brad 
Horton and I’m a technical specialist with the Foreign Tax Credit 
Practice Network and I’m based outta Dallas, Texas and I’d just 
like to say that it’s an honor to be back in the great and resilient 
City of New Orleans. it’s great to be back in New Orleans and an 
honor to be here with you today so we’re gonna be talking about 
the foreign tax and, again, if you could hold your questions until 
we’re done, I’ll make sure. I know there’s another class coming in 
afterwards but I’ll be glad to step outside and meet you guys and 
make sure we get all your issues and questions addressed so  

 
All right before we get into our presentation, just a quick review of 
our objectives. We wanna first explain why foreign taxes can’t be 
used to claim both a foreign tax credit and a deduction. We wanna 
be able to describe what constitutes a creditable foreign tax.  

 
 We wanna be able to explain the application of treaty provisions 

that result in reduced creditable foreign taxes. We wanna be able to 
describe adjustments to foreign-source income. We wanna be able 
to define what is a foreign tax redetermination?  

 
All right so during today’s presentation we’re gonna cover some 
important items on the Form 1116 but first, in case you don’t 
know, I just wanna call your attention to a change that happened 
starting in Tax Year 2014 and before 2014 the total foreign tax 
credit was claimed on Line 47 on Form 1040, which is located 
obviously on the second page but starting with 2014 and going 
forward that changed the foreign tax credit is now claimed on Line 
48. 

 
 And this was due to adding a new line for the – it’s a mouthful – 

excess advanced premium tax credit repayment, which is on Line 
46.  

 
All right so I wanna talk about an area where we’ve been seeing a 
lot of non-compliance over the past few years. I know it may seem 
simple. I know it may seem basic to all of you guys but, again, it is 
an area that we’ve seen a significant amount of exposure so it’s 
worth bringing up today but individuals are allowed to make an 
annual choice to elect the foreign tax credit or to deduct foreign 
taxes. Taxpayers may claim a credit in one year and a deduction 
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the following year or vice-versa but they can’t do both in the same 
year.  

 
 In Treasury Reg 1.901-1C and IRC Section 275A4 deny a 

deduction for credible taxes if a taxpayer chooses to claim to any 
extent the foreign tax credit so, in other words, if you choose to 
claim a deduction on Schedule A for foreign taxes paid then you 
can’t turn around and claim a credit for those same taxes in the 
same tax year and the reasoning for this is obviously pretty 
straightforward. If you deduct foreign taxes on your Schedule A 
and then, turn around, and use those same taxes to compute the 
foreign tax credit or vice-versa then you would be getting a double 
benefit for US tax purposes and obviously this isn’t allowed and so 
for more information on this topic see the instructions to Form 
1116 or Publication 514 and I know you guys have probably been 
told several times throughout the past few days, “See the 
instructions, see the instructions” but I actually think the 
instructions for Form 1116 are actually pretty good, so.  

 
 All right so now let’s talk a bit about the actual Form 1116 and the 

foreign tax credit so – and just FYI – during today’s presentation 
I’m gonna use the terms foreign tax credit and FTC 
interchangeably. I don’t know if you guys do that but in the IRS 
we really like to use acronyms so I just don’t wanna confuse you 
when I say FTC and foreign tax credit and I switch back-and-forth.  
All right and I also wanna discuss just a bit of background on 
international taxation. So as we know US citizens and resident 
aliens are taxed by the US on their worldwide income and a US 
citizen is someone who is either born in the United States or born 
outside the United States and whose mother or father is a US 
citizen or that person could also be a naturalized citizen.   

 
 
 Now a resident alien and I’m also going to refer to as a resident is 

somebody who’s met either the Green Card test or the Substantial 
Presence test, which is based on the number of days of physical 
presence in the US. In publication 519, US Tax Guide for Aliens 
contains the specifics on these 2 tests and we’ll provide you at the 
end of the presentation a list of references containing Pub 519 and 
information like it so for US tax purposes, a US person and a US 
person, when I say US person, I mean either a citizen or a resident 
alien, reports all of their income from worldwide sources, meaning 
all income from both inside of the US and outside of the US on 
their US Tax Return each year.  
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 Also you wanna keep in mind that when you US citizens and US 
resident aliens work and/or invest their money in countries outside 
of the US those countries might also tax this income or non-US-
source income or foreign-source income and some may even tax 
income that is US-source and foreign taxation of foreign-source 
income earned by a US citizen or resident alien creates what’s 
called double taxation and double taxation typically references a 
scenario where both the source country and the country of 
residence or citizenship each separately taxed the same item of 
income so, therefore, the general purpose of the foreign tax credit 
is to mitigate double taxation on foreign-source income.  

 
 
 And more specifically the FTC reduces a US taxpayer’s tax 

liability by all or part of foreign taxes paid or accrued during a tax 
year. Now individuals who are cash-basis tax payers can elect to 
claim FTC’s on the accrual basis on a timely-filed original return. 
Now this election is binding for all future years, though, and, 
again, as we mentioned, the foreign tax credit is claimed on Line 
48 of Form 1040 for tax years beginning in 2014 and going 
forward and obviously as we know it’s a non-refundable type of 
credit. Now for purposes of the foreign tax credit it’s very 
important to ensure that the income is sourced as either US-source 
or foreign. So what exactly do we mean by sourcing?  

 
 
 When the Internal Revenue Code or IRC speaks of the sourcing of 

income it’s referring to the origin of income as either being earned 
in the US or earned outside of the US and before you can figure the 
taxable income in each category of income from sources outside of 
the US on Form 1116, you have to determine whether the gross 
income in each category of income or basket is from US sources or 
foreign sources and so categories of income, call ‘em baskets, vice-
versa, again, I don’t know if you guys are familiar with that or not. 
I just don’t wanna confuse you if I’m talking about a category and 
then start calling it a basket, all right? So US source income is 
income that’s determined by tax law to have originated from 
within the US.  

 
 
 And Publication 514 goes into more detail about what the coverage 

is for the United States such as would territorial waters be 
considered the US, et cetera, et cetera? And foreign-source income 
on the other hand is income determined by tax law or applicable 
treaty to be earned outside of the US and also Pub 514 includes 
additional resources on the sourcing of income and just to briefly 



Foreign Tax Credit for Individuals 
   
 

  Page 4 of 18 
 

mention, sourcing income includes various rules, which are not 
part of this presentation today but it’s important to ensure that for 
FTC purposes any income included in Part 1 of Form 1116 is 
foreign-source income and not US-source income. Now this is 
important because if US-source income is included of Part 1 of 
Form 1116 then taxpayers are basically getting a foreign tax credit 
on US-source income and this is not what the FTC was designed to 
do, however we do see that so I felt like we needed to mention that 
today. 

 
 
 Now the FTC limitation provides that the total amount of a 

taxpayer’s foreign tax credit may not exceed the taxpayer’s US 
income tax liability determined without regard to the credit, which 
is attributable to foreign-source taxable income. Now note that in 
order to arrive at foreign-source taxable income, the Form 1116 
takes you through various steps to take the gross foreign-source 
income and apply deductions and expenses that apply to that 
foreign-source income. It’s very similar to what we do on a US 
1040 when we’re going and taking out the various deductions and 
expenses to arrive at US taxable income. So the Form 1116 is very 
similar in nature to that.  

 
 All right and so any income has to first be correctly sourced 

because once you determine the source of the income you have to 
further separate each of the different foreign sources  of income 
into separate category as each separate category or basket then has 
its own limitation and the Form 1116 has 5 separate categories of 
income and, as I said, it’s very important to source that income 
correctly since the credit is calculated on the basis of foreign-
source income and not on the basis of US-source income and it’s 
also equally important to include the foreign-source income in the 
correct category of income and also note that a separate Form 1116 
must be completed for each separate category and also a separate 
From 1116 must be completed for any amount of income to which 
the income resourced by treaty category applies, which you can see 
it’s Item D here on the Model Form 1116.   

 
 
 All right so again you see the 5 different categories listed here that 

are on Form 1116 and the 2 most common are the Passive 
Category and the General Category and that’s gonna be what we 
focus on today.  
 
So now that we’ve covered a few basics let’s start by describing 
what constitutes a creditable foreign tax. Now in order for a 
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foreign tax or levy to qualify for the FTC all 4 of the tests that you 
see here must be met and the first is that the foreign tax must be an 
income tax or a tax in lieu of an income tax.  

 
 So don’t include any foreign levy such as gasoline taxes, penalties, 

fines, inheritance taxes, certain Social Security taxes paid or 
accrued or value-added taxes. These are not income taxes and thus 
don’t qualify for the FTC so kinda like on Schedule A, our real-
estate taxes that we deduct would not be considered an income tax 
for US tax purposes. It’s a similar concept when you’re dealing 
with foreign taxes. The second requirement is that the foreign tax 
must be the legal and actual tax liability and this requirement is 
very important and we’ll discuss it more in-depth in just a few 
minutes. The third requirement is that the foreign tax must actually 
be imposed on the taxpayer so, for example, a tax that’s deducted 
from the taxpayer’s wages is considered to be imposed on the 
taxpayer so on my IRS salary of $1 million-a-year – I’m just 
kidding.   

 
 
 Obviously I’m just kidding. The taxes that are deducted from my 

wages are considered imposed on me and it’s the same concept for 
the foreign tax credit and then the fourth and final requirement is 
that the foreign tax must be paid or accrued by the taxpayer, all 
right? So taxpayers can claim only a credit if they paid or accrued 
the foreign tax to a foreign country or a US possession and we 
should note here that an individual taxpayer who uses the cash 
method will, by default, take foreign taxes into account when paid 
on the cash method, however a cash-method taxpayer may make a 
special election to accrue foreign but let’s talk a bit more about the 
second requirement that the tax must be the legal and actual tax 
liability, which must be met for any foreign tax to qualify for the 
credit.  

 
 
 So as we mentioned previously this is a very important 

requirement that it appears there’s some confusion when people 
are computing their foreign-tax credit on this requirement and so 
the amount of the foreign-tax credit that qualifies for the credit is 
only the legal and actual foreign-tax liability that’s paid or accrued 
during the yeah. Now this amount is not necessarily the amount of 
tax that’s withheld by a foreign country and, in some cases, a 
taxpayer will include the amount of tax that was withheld as the 
foreign tax paid for FTC computation purposes but this amount 
may not be an accurate reflection of the true amount of the 
taxpayers’ total foreign-tax liability.  
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 The amount withheld may be in excess of the actual liability 

whether due to deductions or credits that are not claimed until the 
foreign-tax return is filed so for example, like to use a US 
taxpayer’s wages as an example, you might have $20,000.00 
withheld from your wages during a tax year but your ultimate tax 
liability may only be $10,000.00, all right? And so it’s the same 
concept with the foreign tax credit and this situation could also be 
due to reduced tax rates under a treaty or another provision of tax 
law. If the amount of foreign tax that a taxpayer paid exceeds the 
amount of liability that’s imposed by a foreign jurisdiction then 
that excess amount is non-compulsory, which means it’s not a 
creditable foreign tax.  

 
 
 Now we realize that in certain countries it’s very difficult to apply 

for and get a refund back. We realize this. I feel your pain. I know 
but if the taxpayer is entitled to such a refund then the taxpayer 
can’t claim the credit to the extent that it exceeds the true legal tax 
liability but however if that taxpayer pays a contested foreign tax 
then there are some special rules, which generally allow taxpayers 
to take a tentative credit while contesting the foreign assessment 
but if that foreign tax is refunded then the taxpayer must back out 
those credits as discussed in detail later. Additionally please note 
that a foreign tax credit cannot be taken for any income taxes that 
are paid to a foreign country if it is reasonably certain that the 
amounts would be refunded, credited, abated, rebated or forgiven if 
a claim was made.  

 
 
 It’s not reasonably certain that an amount could be refunded or 

credited if the amount is not greater than a reasonable 
approximation of final tax liability to the foreign country. 
Furthermore a taxpayer must file and take all the necessary steps 
with the applicable foreign country to settle the final tax liability  
otherwise we consider the taxes not really being due or they’re not 
legally owed because they might be refunded so in the case of an 
audit, taxpayers will be requested to provide copies of any original 
and amended foreign tax returns as filed and any receipts for taxes 
paid or any other documentation from the foreign country to verify 
that the correct amount of the legal and actual foreign-tax liability 
was reported.  

 
 
 And also that the tax was actually paid and finally you wanna 

ensure that you’ve exhausted all administrative remedies before 
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claiming the foreign tax credit including the application of any 
treaties.  

 
 

All right now this brings us to treaties and how they can affect the 
amount of allowable foreign-tax credit. All right so moving on:  
The United States has tax treaties that it’s negotiated with over 60 
countries, worldwide, with the aim of mitigating the effects of 
double taxation. Now under these treaties residents or citizens of 
the United States are taxed at a reduced rate or they’re exempt 
from foreign taxes altogether on certain items of income that they 
receive from sources within those foreign countries. 

 
 
 Within the tax treaties there are specified tax rates for certain types 

of income, such as dividends and interest so, for example, in many 
countries the treaty rate for interest income is zero percent and the 
treaty rate for dividend income may be 15 percent or another rate 
just depending on the terms of the applicable treaty and keep in 
mind for our purposes that treaty rates only affect income derived 
from the treaty country. Treaty rates may be used by taxpayers to 
reduce the amount of foreign taxes paid to a treaty country and 
that’s why it is very important that we’re all aware for any 
applicable treaties when income is earned or invested in a foreign 
country, and it’s imperative to make sure and consult the specific 
treaty and invoke that treaty as necessary with the foreign country.  

 
 
 And so again why is it important to check the treaties? And that’s 

because often times taxpayers include the higher statutory 
withholding rate instead of the lower treaty rates when computing 
the allowable amount of the foreign-tax credit and, as we just 
mentioned, the credible foreign taxes are limited to the lower treaty 
rate so even if taxes were withheld at that higher statutory rate if 
there’s a treaty rate in place that treaty rate is the rate that is to be 
used and this is another area where we’ve seen some significant 
exposure over the past several years. And so the reason for this is 
that if that treaty rate applies, the taxpayers are required to use that 
treaty rate and this is not a choice.  

 
 So again for FTC purposes taxpayers  can only claim the lesser 

treaty rate and not the higher statutory withholding rate and if a 
taxpayer does not claim the treaty rate then he or she is basically 
claiming too much foreign tax for the FTC computation and is, 
thus, ultimately overstating his or her foreign-tax credit. So let’s go 
through an example to show you how treaty rates affect the amount 
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of credible foreign taxes for purposes of the FTC but, as a side 
note, before we get into that example, when including the correct 
amount of taxes on Part 2 of the Form 1116, always keep in mind 
the treaty rates because that’s generally what should be included on 
Part 2 under taxes paid or accrued.  

 
 And also keep in mind that generally – not always but generally – 

a reduced-treaty rate applies most often to your passive category of 
income. All right so now to our example:  Let’s assume that a 
taxpayer earned $1,000.00 of interest income from Foreign 
Country A and Foreign Country A requires that taxpayers give a 
reduced withholding statement to a withholding agent  in order to 
obtain the reduced-treaty withholding rate of 15 percent. The 
taxpayer did not provide the statement to the withholding agent 
and therefore the withholding agent withheld at the higher 
statutory withholding rate of 30 percent. If the taxpayer were to 
include the $300.00 as foreign taxes paid on Part of 2 of the Form 
1116 then that would be incorrect because the treaty rate is 15 
percent or $150.00 for a total of $150.00 of creditable foreign taxes 
in this example.  

 
 
 Any amount in excess of $150.00 would be non-compulsory and 

therefore not allowable.  
 

All right so here’s another example of what we’re discussing in 
terms of the higher statutory withholding rate versus the lower 
treaty rate. Assume in this example that a US citizen received 
$10,000.00 in interest income from investment activities in Foreign 
Country Y. Based on those foreign-investment activities, 
$3,000.00 or 30 percent were withheld in foreign taxes.  The US 
citizen was not aware that a treaty rate was in effect between the 
US and Foreign Country Y so he did not invoke the treaty to avoid 
the 30-percent withholding on this interest income.   

 
 
 The treaty rate for this type of income is zero percent so in our 

example if the taxpayer was aware, he would’ve notified the 
withholding agent of the treaty rate and, ultimately, no withholding 
would have taken place. So given this information what are the 
amount of foreign taxes that should be entered on Part 2 of Form 
1116 given this scenario? Anybody care to take a stab at that? 
Zero:  Very good. Very good all right so the amount to enter again 
on Part 2 would be zero.  
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If  this tax payer was to enter $3,000.00 on Part 2 as foreign taxes 
paid that would not be correct. So what this ultimately means is 
that this taxpayer will receive no credit for those foreign taxes paid 
in the amount of $3,000.00.  

 
 
 And this is a non-compulsory payment because of the established 

treaty rate for this type of income. Now again in this situation what 
the taxpayer would need to do since they didn’t do it up-front 
would be to request a refund from the applicable foreign 
government for the amount in excess of the treaty rate, which, in 
this case, would be $3,000.00 and, again, I know oftentimes this is 
easier said than done, all right? And just FYI:  Note that on the 
back of publication 901 there’s various tables where you can find a 
quick list of treaties and the rates applicable per the treaties to 
different types of income but keep in mind that Publication 901 is 
not all-inclusive and your authoritative source is the treaty itself.  

 
 
 And if you – I know you guys have probably heard “go to irs.gov” 

multiple times over the past 72 hours but if you -- do go to irs.gov 
and type in “tax treaties” in the search engine you’ll actually get all 
of the tax treaties as well as the technical explanations, which are 
oftentimes a lot easier to understand than the actual treaties 
themselves.  

 
All right so moving right along, let’s cover our net objective and 
we’re gonna talk about some of the more common adjustments that 
need to be made under the general category of income for FTC-
computation purposes on Form 1116 and then we’ll talk about a 
couple of the more prevalent passive-category adjustments. So 
when a taxpayer claims the foreign earned income exclusion or 
FEIE he or she needs reduce the amount on Line 1A of Part 1 of 
Form 1116 of the foreign-source income by the amount of the 
FEIE or the housing deduction that he or she claims.   

 
And if this does not happen then the taxpayer includes too much 
income on Form 1116 and basically gets a double benefit. Now if a 
taxpayer claims this FEIE he or she would file a Form 2555 or 
2555 EZ, whichever applies and the taxpayer would attach this 
applicable form to the Form 1040 but note that these forms are 
used to report the foreign earned income exclusion under IRC 
Section 911, which includes items such as wages and self-
employment income earned outside of the United States.  
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 So as we’ll see next any time a taxpayer claims amount to exclude 
under the FEIE he or she needs to make sure that the excluded 
amount is not listed on Line 1A of Part 1 of Form 1116 and, again, 
if this amount is not excluded then the taxpayer is getting a double 
benefit because that amount would be excluded from US taxation 
and then it would turn around and be used to get a credit for US-
taxation purposes so double-dipping, if you will. So let’s cover this 
example to better illustrate what we’ve just been discussing and if 
you can follow along on the screen as we walk through it. So 
assume that Taxpayer D is filling out Form 1116 for his 2015 tax 
return. He returned from Country XYZ where he was a wage 
earner and his foreign wages were $130,100.00 of which 
$100,800.00 qualified for the foreign earned income exclusion as 
he reported on Form 2555.  

 
 So as you can see on the screen he’ll enter the name of the foreign 

country as XYZ under Column A in Part 1 and will enter 
$29,300.00 under Column A and then enter it again on Line 1A, 
which is shown in the bottom right of the illustration. Now this 
$29,300.00 is the difference between the foreign wage income of 
$130,100.00, which is shown on the far left column of Line 1A and 
the $100,800.00 of wages, which is excluded under the FEIE, 
which is also shown in the far-left column of Line 1A so what 
Taxpayer D is doing here is he is removing the income that he 
excluded under the FEIE for purposes of the foreign tax credit 
computation.  

 
 And again this is a very important step to remember any time a 

taxpayer files and excludes foreign-source income on Form 2555 
or 2555 EZ because the taxpayer is not entitled to get a credit on 
income that’s already been excluded from US taxation. One more 
reminder even though we’re not gonna go very in-depth on it but 
remember that any foreign taxes that would’ve been paid and that 
relate to this excluded amount of $100,800.00 that we used in this 
example need to be reduced for FTC computation purposes. This 
reduction of taxes is computed on Line 12 of Part 3 of Form 1116.  

 
 And again we’re not go into this today but just remember that the 

reduction of taxes needs to be taken into account when you’re 
computing the FTC or else, again, the taxpayer would be getting a 
double benefit. The foreign taxes paid related to the excluded 
income, it needs to be – an adjustment needs to be – made on Line 
12 of Part 3, Form 1116.  

 
All right so moving on to the passive category if applicable – not 
always but if applicable – an adjustment needs to be made on Form 
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1116 for rate differential if the taxpayer has foreign-source 
qualified dividends or foreign-source capital gains or losses, 
including any foreign-source capital-gain distributions.  

 
 
 Now this adjustment would be made on Line 1A of Part 1 of Form 

1116 for the passive category just like the FEIE adjustment would 
be made on Part 1 except here, we’re dealing with passive category 
instead of the general category. So foreign-source qualified 
dividends:  Now qualified dividends are the amounts that a 
taxpayer reports on Form 1040, Line 9B or Form 1040 in our Line 
10B. If a taxpayer has any foreign-source qualified dividends, he 
or she may be required to make adjustments to the amount of those 
qualified dividends before he or she takes them into account on 
Line 1A of Form 1116. So now that we’ve talked about the 
adjustment for rate differential on foreign-source qualified 
dividends, next we’ll talk about the adjustment for rate differential 
on foreign-source capital gains or losses.  

 
 Now if a taxpayer has foreign-source capital gains or capital losses 

again including any capital gain distributions, he or she may have 
to make certain adjustments to those gains or losses before taking 
them into account on Line 1A of Form 1116 for gains or Line 5 for 
losses. Now this is similar to the case with the foreign-source 
qualified dividends that we just discussed. And again Form 1116 
instructions will guide you through both this adjustment and the 
dividend adjustment and it details the steps and computations for 
these 2 different categories and the instructions also include 
various worksheets to assist in completing this important 
adjustment step for taxpayers on Line 1A of the passive category 
income.  

 
 
 And again note that if these adjustments do apply and they’re not 

made then the FTC will be overstated and, thus, incorrect.  
All right so moving on let’s start our final objective here:  Foreign 
tax redeterminations. So what exactly is a foreign tax 
redetermination? A foreign tax redetermination occurs when there 
is a change in a taxpayers’ foreign tax liability that affects his or 
her US foreign tax credit. When a foreign tax redetermination 
occurs a taxpayer must notify the IRS on an amended return or 
amended returns if the credit was carried to and used in another 
year.  
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 A foreign tax redetermination occurs when any foreign tax paid is 
refunded in whole or in part or if the accrual election was made 
and either the amount of accrued taxes that were originally claimed 
for foreign tax credit purposes differ from the amount that was 
ultimately paid or the accrued taxes claimed for foreign tax credit 
purposes remain unpaid after two years and the second of these 
two will apply only to accrual-method taxpayers whereas the first 
applies to all taxpayers regardless of their accounting method, 
whether it be accrual or the cash basis. So let’s discuss each of 
these scenarios that gives rise to foreign tax redeterminations in 
more detail.  

 
All right so before we get into this example, as we said previously, 
a foreign tax redetermination occurs when a taxpayer’s accrued 
foreign taxes that were originally claimed for US foreign tax credit 
purposes end up being different from the amount that the taxpayer 
ultimately ends up paying to the respective foreign country.  

 
 
 So let’s walk though this example, to better illustrate this point. 

Now assume that Taxpayer A accrues $100,000.00 of Country X 
income tax with respect to the 2014 US Income Tax Return for that 
year. Taxpayer A discovered that he only owed $75,000.00 in 
taxes to Foreign Country X but Taxpayer A had already filed his 
2014 US Tax Return before he filed his 2014 Country X Tax 
Return so he, thus, reported that he paid $100,000.00 in foreign 
taxes for US foreign tax credit purposes.   

 
 Now the reason for this change is not significant but because 

Taxpayer A only paid $75,000.00 in foreign taxes but accrued 
$100,000.00 in foreign taxes, a foreign tax redetermination has 
occurred and he must notify the IRS of the discrepancy and we’ll 
talk a bit here in just a few minutes about how to notify the IRS. 
Also a foreign tax redetermination can occur when a taxpayer’s 
accrued taxes that were claimed for foreign tax credit purposes in 
one year have not been paid within 2 years after the end of the tax 
year for which they were claimed. If this scenario occurs then 
taxpayers must notify the IRS by filing an amended tax return for 
the year in which the FTC was claimed and reduce their US 
foreign tax credit that they previously claimed by the amount of 
the unpaid foreign taxes.  

 
 
 So if the taxes are subsequently paid then there’s a second foreign 

tax redetermination and the taxpayer may file another amended 
return for the original year, including the foreign taxes. The 
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taxpayer may claim a refund of any resulting overpayment, 
however such claim must comply with the requirements for a claim 
for refund, including the time limitations in Section 6511, which 
generally provides for a refund period of 10 years from the un-
extended due date of the original return for the year in which the 
taxes relate. So for example assume that Taxpayer B reported that 
she accrued $5,000.00 in foreign taxes to Foreign Country Z on her 
2012 US Tax Return.  

 
 However as of midnight on December 31, 2014, Taxpayer B still 

had not paid Foreign Country Z the $5,000.00 in taxes. Now since 
Taxpayer B did not pay Foreign Country Z within 2 years a foreign 
tax redetermination occurred and she must notify the IRS about 
that redetermination so she’ll amend her 2012 Tax Return and can 
no longer claim the $5,000.00 in taxes that she paid to Foreign 
Country Z. Now assume that on February 14, 2015 she finally paid 
her 2012 tax obligation but on this date the exchange rate for the 
amount of taxes in Country Z translated into only 4,000.00 USD. 
Now in this case Taxpayer B will now be required to refigure her 
2012 US foreign tax credit using $4,000.00 rather than $5,000.00 
that she originally claimed, all due to the exchange rate on the date 
that the taxes were actually paid.   

 
 And also important to note is that even though in this case the 

taxes were not paid until 2015 the correct foreign tax credit must 
be claimed for the year in which the foreign tax relates, which in 
this example would be 2012. Now another scenario in which a 
foreign tax redetermination can occur is when foreign taxes that an 
individual paid are refunded in whole or in part and when this 
happens individuals have to notify the IRS and provide the IRS 
with the date and the amount of the refund as well as the exchange 
rate used to translate the amount of the original credit.  

 
So consider the following example:  Assume that Taxpayer C 
accrued and paid $20,000.00 in foreign taxes to Foreign Country Q 
for his 2014 tax obligation.   

 
 
 And he also reported paying $20,000.00 in taxes to Country Q for 

purposes of computing the FTC on his 2014 US Tax Return but, 
midway through 2016, the taxing authority for Country Q noticed 
that Taxpayer C was entitled to a $2,500.00 refund, which 
Taxpayer C forgot to claim on his 2014 Country Q Return so, as 
such, the $2,500.00 was returned and Taxpayer C would be 
required to amend his US Tax Return for 2014 to include only the 
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$17,500.00 that he ultimately paid not the $20,000.00 that he 
originally withheld and thought he paid.  

 
So now let’s talk a little bit about what you need to do in order to 
properly notify the IRS that a redetermination has occurred so 
when this happens taxpayers are required to notify the IRS every 
time and so how do they that?    

 
 
 Generally this is done by filing an amended US Tax Return Form 

1040X with a revised Form 1116 and a statement containing 
sufficient information for the IRS to redetermine the US tax 
liability for every year effected. This is generally an Excel 
spreadsheet and this is generally the item, the document that’s not 
included. Also be aware that if an individual fails to notify the IRS 
about a foreign tax redetermination and also fails to show 
reasonable cause for doing so then IRC Section 6689 imposes a 
penalty of 5 percent of the US tax due, resulting from that 
redetermination and this 5-percent penalty is assessed each month 
that the failure to notify continues until it maxes out at 25 percent 
of any total US tax due resulting from the redetermination.  

 
  

However it should be noted that these penalties are currently not 
available for foreign tax redeterminations that occur in all years 
due to the expiration of the temporary regulations so if you think 
this penalty is applicable you’ll wanna make sure and check that 
the failure is covered by the regulations and, finally, keep in mind 
that if taxpayers ultimately accrue a larger foreign tax than they 
originally claimed a foreign tax credit for then they generally have 
10 years to file a claim for refund for US tax-credit purposes that – 
or for US tax purposes that – begins on the un unextended due date 
for filing US tax return for the year to which that tax relates but, on 
the other hand, the IRS has no time limit to assess the correct US 
tax due when a foreign tax redetermination occurs. So basically 
you have 10 years and we have forever.  

 
All right so as promised here’s a list of pertinent publications that 
you may find useful when dealing with foreign tax-credit issues. 
We have Publication 54, which contains filing and reporting 
information for you US citizens and persons residing abroad, 
Publication 514, which specifies a lot of very important specifics 
relating to the foreign tax credit, Publication 901, which details 
information concerning tax treaties that the US negotiated. And 
also keep in mind that Pub 901 is not all-inclusive and it’s not 
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authoritative but it is a good starting point. And also note that all 
these pubs can be accessed by irs.gov.  

 
 And I know every presentation I’ve been in today everybody has 

used irs.gov as a resource so one more time couldn’t hurt but, with 
that, we’ll open the floor to questions. I do know that we’re 
starting to run short on time so I’ll be glad to meet you out in the 
hall as well. Anyway thank you very much.  

 
[Applause]   
 

  
 
 Generally the Form 1116 is a mirror of the actual 1040 except it 

specifies on foreign-source income and so you – and the Form 
1116 you’ve got it for separate categories:  General Category,  

 
 
[End of Audio] 
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Glossary 

 

Foreign earned income exclusion (FEIE) - If you are a U.S. citizen or a resident alien 
of the United States and you live abroad, you are taxed on your worldwide income. 
However, you may qualify to exclude from income up to an amount of your foreign 
earnings that is adjusted annually for inflation ($92,900 for 2011, $95,100 for 2012, 
$97,600 for 2013, $99,200 for 2014 and $100,800 for 2015). In addition, you can exclude 
or deduct certain foreign housing amounts. 

Foreign tax redetermination - as a change in a foreign tax liability that may affect a 
U.S. taxpayer’s foreign tax credit. 

Green Card test - You are a resident, for U.S. federal tax purposes, if you are a Lawful 
Permanent Resident of the United States at any time during the calendar year. This is 
known as the "green card" test. 

Physical Presence test - You meet the physical presence test if you are physically 
present in a foreign country or countries 330 full days during a period of 12 consecutive 
months. The 330 qualifying days do not have to be consecutive. The physical presence 
test applies to both U.S. citizens and U.S. resident aliens. 

Resident Alien - A resident alien's income is generally subject to tax in the same manner 
as a U.S. citizen. If you are a resident alien, you must report all interest, dividends, 
wages, or other compensation for services, income from rental property or royalties, and 
other types of income on your U.S. tax return. You must report these amounts whether 
from sources within or outside the United States. 

Substantial Presence test - You will be considered a United States resident for tax 
purposes if you meet the substantial presence test for the calendar year. To meet this test, 
you must be physically present in the United States (U.S.) on at least: 
1. 31 days during the current year, and  

2. 183 days during the 3-year period that includes the current year and the 2 years 
immediately before that, counting:  

• All the days you were present in the current year, and  

• 1/3 of the days you were present in the first year before the current year, 
and  

• 1/6 of the days you were present in the second year before the current 
year. 

 
Treaty - Tax Treaties - The U.S. tax liability of aliens is determined primarily by the 
provisions of the U.S. Internal Revenue Code. However, the United States has entered 

https://www.irs.gov/individuals/international-taxpayers/foreign-earned-income-exclusion-tax-home-in-foreign-country
https://www.irs.gov/individuals/international-taxpayers/taxation-of-resident-aliens


Foreign Tax Credit for Individuals 
   
 

  Page 17 of 18 
 

into certain agreements known as tax treaties with several foreign countries which 
oftentimes override or modify the provisions of the Internal Revenue Code. 
 

US person - The term 'United States person' means: 
1. A citizen or resident of the United States, 

2. A partnership created or organized in the United States or under the law of the 
United States or of any State, 

3. A corporation created or organized in the United States or under the law of the 
United States or of any State, 

4. Any estate or trust other than a foreign estate or foreign trust. 
See Internal Revenue Code section 7701(a)(31) for the definition of a 
foreign estate and a foreign trust, or 

5. Any other person that is not a foreign person. 
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