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of foreign taxes with respect to general limi-
tation income that was earned and included 
in income for United States tax purposes in 
2005. The foreign taxes would be creditable 
under section 901 but are not shown on a 
payee statement furnished to X. X’s only in-
come for 2006 from sources outside the 
United States is qualified passive income, 
with respect to which X pays $200 of cred-
itable foreign taxes shown on a payee state-
ment. X may not elect to apply section 904(j) 
for 2006 because some of X’s foreign taxes are 
not creditable foreign taxes within the 
meaning of section 904(j)(3)(B). 

Example 2. (i) In 2009, A, a single individual 
using the cash basis method of accounting 
for income and foreign tax credits, pays cred-
itable foreign taxes of $250 attributable to 
passive income. Under section 904(c), A may 
also carry forward to 2009 $100 of unused for-
eign taxes paid in 2005 with respect to pas-
sive income, $300 of unused foreign taxes paid 
in 2005 with respect to general limitation in-
come, $400 of unused foreign taxes paid in 
2006 with respect to passive income, and $200 
of unused foreign taxes paid in 2006 with re-
spect to general limitation income. In 2009, 
A’s only foreign source income is passive in-
come described in section 904(j)(3)(A)(i), and 
this income is reported to A on a payee 
statement (within the meaning of section 
6724(d)(2)). If A elects to apply section 904(j) 
for the 2009 taxable year, the unused foreign 
taxes paid in 2005 and 2006 are not deemed 
paid in 2009, and A therefore cannot claim a 
foreign tax credit for those taxes in 2009. 

(ii) In 2010, A again is eligible for and 
elects the application of section 904(j). The 
carryforwards from 2005 expire in 2010. The 
carryforward period established under sec-
tion 904(c) is not extended by A’s election 
under section 904(j). In 2011, A does not elect 
the application of section 904(j). The $600 of 
unused foreign taxes paid in 2006 on passive 
and general limitation income are deemed 
paid in 2011, under section 904(c), without 
any adjustment for any portion of those 
taxes that might have been used as a foreign 
tax credit in 2009 or 2010 if A had not elected 
to apply section 904(j) to those years. 

(d) Effective date. Section 1.904(j)–1 
applies to taxable years beginning after 
July 20, 2004. 

[T.D. 9141, 69 FR 43316, July 20, 2004] 

§ 1.905–1 When credit for taxes may be 
taken. 

(a) In general. The credit for taxes 
provided in subpart A (section 901 and 
following), part III, subchapter N, 
chapter 1 of the Code, may ordinarily 
be taken either in the return for the 
year in which the taxes accrued or in 
which the taxes were paid, dependent 

upon whether the accounts of the tax-
payer are kept and his returns filed 
using an accrual method or using the 
cash receipts and disbursements meth-
od. Section 905(a) allows the taxpayer, 
at his option and irrespective of the 
method of accounting employed in 
keeping his books, to take such credit 
for taxes as may be allowable in the re-
turn for the year in which the taxes ac-
crued. An election thus made under 
section 905(a) (or under the cor-
responding provisions of prior internal 
revenue laws) must be followed in re-
turns for all subsequent years, and no 
portion of any such taxes accrued in a 
year in which a credit is claimed will 
be allowed as a deduction from gross 
income in any year. See also § 1.905–4. 

(b) Foreign income subject to exchange 
controls. If, however, under the provi-
sions of the regulations under section 
461, an amount otherwise constituting 
gross income for the taxable year from 
sources without the United States is, 
owing to monetary, exchange, or other 
restrictions imposed by a foreign coun-
try, not includible in gross income of 
the taxpayer for such year, the credit 
for income taxes imposed by such for-
eign country with respect to such 
amount shall be taken proportionately 
in any subsequent taxable year in 
which such amount or portion thereof 
is includible in gross income. 

§ 1.905–2 Conditions of allowance of 
credit. 

(a) Forms and information. (1) When-
ever the taxpayer chooses, in accord-
ance with paragraph (d) of § 1.901–1, to 
claim the benefits of the foreign tax 
credit, the claim for credit shall be ac-
companied by Form 1116 in the case of 
an individual or by Form 1118 in the 
case of a corporation. 

(2) The form must be carefully filled 
in with all the information called for 
and with the calculations of credits in-
dicated. Except where it is established 
to the satisfaction of the district direc-
tor that it is impossible for the tax-
payer to furnish such evidence, the tax-
payer must provide upon request the 
receipt for each such tax payment if 
credit is sought for taxes already paid 
or the return on which each such ac-
crued tax was based if credit is sought 
for taxes accrued. The receipt or return 
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must be either the original, a duplicate 
original, or a duly certified or authen-
ticated copy. The preceding two sen-
tences are applicable for returns whose 
original due date falls on or after Janu-
ary 1, 1988. Any additional information 
necessary for the determination under 
part I (section 861 and following), sub-
chapter N, chapter 1 of the Code, of the 
amount of income derived from sources 
without the United States and from 
each foreign country shall, upon the re-
quest of the district director, be fur-
nished by the taxpayer. If the taxpayer 
upon request fails without justification 
to furnish any such additional informa-
tion which is significant, including any 
significant information which he is re-
quested to furnish pursuant to § 1.861– 
8(f)(5) as proposed in the FEDERAL REG-
ISTER for November 8, 1976, the District 
Director may disallow the claim of the 
taxpayer to the benefits of the foreign 
tax credit. 

(b) Secondary evidence. Where it has 
been established to the satisfaction of 
the District Director that it is impos-
sible to furnish a receipt for such for-
eign tax payment, the foreign tax re-
turn, or direct evidence of the amount 
of tax withheld at the source, the Dis-
trict Director, may, in his discretion, 
accept secondary evidence thereof as 
follows: 

(1) Receipt for payment. In the absence 
of a receipt for payment of foreign 
taxes there shall be submitted a photo-
static copy of the check, draft, or other 
medium of payment showing the 
amount and date thereof, with certifi-
cation identifying it with the tax 
claimed to have been paid, together 
with evidence establishing that the tax 
was paid for taxpayer’s account as his 
own tax on his own income. If credit is 
claimed on an accrual method, it must 
be shown that the tax accrued in the 
taxable year. 

(2) Foreign tax return. If the foreign 
tax return is not available, the foreign 
tax has not been paid, and credit is 
claimed on an accrual method, there 
shall be submitted— 

(i) A certified statement of the 
amount shall be submitted— 

(ii) Excerpts from the taxpayer’s ac-
counts showing amounts of foreign in-
come and tax thereon accrued on its 
books. 

(iii) A computation of the foreign tax 
based on income from the foreign coun-
try carried on the books and at current 
rates of tax to be established by data 
such as excerpts from the foreign law, 
assessment notices, or other documen-
tary evidence thereof. 

(iv) A bond, if deemed necessary by 
the District Director, filed in the man-
ner provided in cases where the foreign 
return is available, and 

(v) In case a bond is not required, a 
specific agreement wherein the tax-
payer shall recognize its liability to re-
port the correct amount of tax when 
ascertained, as required by the provi-
sions of section 905 (c). 

If at any time the foreign tax receipts 
or foreign tax returns become available 
to the taxpayer, they shall be promptly 
submitted to the district director. 

(3) Tax withheld at source. In the case 
of taxes withheld at the source from 
dividends, interest, royalties, com-
pensation, or other form of income, 
where evidence of withholding and of 
the amount withheld cannot be secured 
from those who have made the pay-
ments, the district director may, in his 
discretion, accept secondary evidence 
of such withholding and of the amount 
of the tax so withheld, having due re-
gard to the taxpayer’s books of account 
and to the rates of taxation prevailing 
in the particular foreign country dur-
ing the period involved. 

(c) Credit for taxes accrued but not 
paid. In the case of a credit sought for 
a tax accrued but not paid, the district 
director may, as a condition precedent 
to the allowance of a credit, require a 
bond from the taxpayer, in addition to 
Form 1116 or 1118. If such a bond is re-
quired, Form 1117 shall be used by an 
individual or by a corporation. It shall 
be in such sum as the Commissioner 
may prescribe, and shall be conditioned 
for the payment by the taxpayer of any 
amount of tax found due upon any re-
determination of the tax made nec-
essary by such credit proving incor-
rect, with such further conditions as 
the district director may require. This 
bond shall be executed by the taxpayer, 
or the agent or representative of the 
taxpayer, as principal, and by sureties 
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satisfactory to and approved by the 
Commissioner. See also 6 U.S.C. 15. 

[T.D. 6500, 25 FR 11910, Nov. 26, 1960, as 
amended by T.D. 7292, 38 FR 33300, Dec. 3, 
1973; 38 FR 34802, Dec. 19, 1973; T.D. 7456, 42 
FR 1214, Jan. 6, 1977; T.D. 8210, 53 FR 23613, 
June 23, 1988; T.D. 8412, 57 FR 20653, May 14, 
1992; T.D. 8759, 63 FR 3813, Jan. 27, 1998] 

§ 1.905–3T Adjustments to United 
States tax liability and to the pools 
of post-1986 undistributed earnings 
and post-1986 foreign income taxes 
as a result of a foreign tax redeter-
mination (temporary). 

(a) Effective/applicability dates—(1) 
Currency translation. Except as provided 
in § 1.905–5T, paragraph (b) of this sec-
tion applies to taxes paid or accrued in 
taxable years of United States tax-
payers beginning on or after November 
7, 2007 and to taxes paid or accrued by 
a foreign corporation in its taxable 
years which end with or within a tax-
able year of the domestic corporate 
shareholder beginning on or after No-
vember 7, 2007. For taxable years begin-
ning after December 31, 1997, and before 
November 7, 2007, section 986(a), as 
amended by the Taxpayer Relief Act of 
1997 and the American Jobs Creation 
Act of 2004, shall apply. For taxable 
years beginning after December 31, 
1986, and before January 1, 1998, § 1.905– 
3T (as contained in 26 CFR part 1, re-
vised as of April 1, 2007) shall apply. 

(2) Foreign tax redeterminations. Para-
graphs (c) and (d) of this section apply 
to foreign tax redeterminations occur-
ring in taxable years of United States 
taxpayers beginning on or after No-
vember 7, 2007 where the foreign tax re-
determination affects the amount of 
foreign taxes paid or accrued by a 
United States taxpayer. Where the re-
determination of foreign tax paid or 
accrued by a foreign corporation af-
fects the computation of foreign taxes 
deemed paid under section 902 or 960 
with respect to post-1986 undistributed 
earnings of the foreign corporation, 
paragraphs (c) and (d) of this section 
apply to foreign tax redeterminations 
occurring in taxable years of a foreign 
corporation which end with or within a 
taxable year of the domestic corporate 
shareholder beginning on or after No-
vember 7, 2007. For corresponding rules 
applicable to foreign tax redetermina-
tions occurring in taxable years begin-

ning before November 7, 2007, see 
§§ 1.905–3T and 1.905–5T (as contained in 
26 CFR part 1, revised as of April 1, 
2007). 

(b) Currency translation rules—(1) 
Translation of foreign taxes taken into ac-
count when accrued—(i) In general. Ex-
cept as provided in paragraph (b)(1)(ii) 
of this section, in the case of a tax-
payer or a member of a qualified group 
(as defined in section 902(b)(2)) that 
takes foreign income taxes into ac-
count when accrued, the amount of any 
foreign taxes denominated in foreign 
currency that have been paid or ac-
crued, additional tax liability denomi-
nated in foreign currency, taxes with-
held in foreign currency, or estimated 
taxes paid in foreign currency shall be 
translated into dollars using the aver-
age exchange rate (as defined in 
§ 1.989(b)–1) for the United States tax-
able year to which such taxes relate. 

(ii) Exceptions—(A) Taxes not paid 
within two years. Any foreign income 
taxes denominated in foreign currency 
that are paid more than two years 
after the close of the United States 
taxable year to which they relate shall 
be translated into dollars using the ex-
change rate as of the date of payment 
of the foreign taxes. To the extent any 
accrued foreign income taxes denomi-
nated in foreign currency remain un-
paid two years after the close of the 
taxable year to which they relate, see 
paragraph (b)(3) of this section for 
translation rules for the required ad-
justments. 

(B) Taxes paid before taxable year be-
gins. Any foreign income taxes paid be-
fore the beginning of the United States 
taxable year to which such taxes relate 
shall be translated into dollars using 
the exchange rate as of the date of pay-
ment of the foreign taxes. 

(C) Inflationary currency. Any foreign 
income taxes the liability for which is 
denominated in any inflationary cur-
rency shall be translated into dollars 
using the exchange rate as of the date 
of payment of the foreign taxes. For 
this purpose, the term inflationary cur-
rency means the currency of a country 
in which there is cumulative inflation 
during the base period of at least 30 
percent, as determined by reference to 
the consumer price index of the coun-
try listed in the monthly issues of 

VerDate Mar<15>2010 09:32 May 10, 2013 Jkt 229095 PO 00000 Frm 00860 Fmt 8010 Sfmt 8010 Y:\SGML\229095.XXX 229095w
re

ie
r-

av
ile

s 
on

 D
S

K
5T

P
T

V
N

1P
R

O
D

 w
ith

 C
F

R


		Superintendent of Documents
	2013-06-14T13:32:34-0400
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




