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Learning Objectives

At the end of the presentation you should be 
able to:
• Identify some of the more common K-1 

footnotes related to international tax
• Determine whether additional international 

tax reporting or filing requirements are 
necessary
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Common International K-1 Footnotes

• Effectively Connected Income (ECI)
• Transfers of Property to Foreign Corporations (Form 926)
• Investment in Foreign Corporations (Form 5471)
• Investment in Foreign Partnerships (Form 8865)
• Foreign Tax Credit (FTC) (Form 1116)
• Specified Foreign Financial Assets (Form 8938)
• Passive Foreign Investment Company (PFIC) (Form 8621)
• Global Intangible Low-Taxed Income (GILTI), IRC Section 951A
• Deemed Repatriation, IRC Section 965
• Other International Forms and Considerations

Effectively Connected Income (ECI)

When a foreign person engages in a trade or 
business in the U.S., all income from sources 

within the U.S. connected with the conduct of 
that trade or business is considered ECI

If the partnership is engaged in a US trade or 
business at any time during the tax year, the 
partner is considered to be engaged in a US 

trade or business
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International K-1 Footnotes (ECI)

International K-1 Footnotes (ECI)
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Transfers of Property to Foreign Corporations 
(Form 926)
• File Form 926 if U.S. person:

– Transfers property other than cash to a foreign 
corporation under Sec 6038B(a)(1)(A), 367(d), or 
367(e)

– Transfers cash to a foreign corporation and 
immediately after the transfer the person holds 
directly or indirectly at least 10% of vote or value of 
the foreign corporation, OR

– Transfers cash to a foreign corporation and the 
amount of cash transferred to the foreign corporation 
during the 12-month period ending on the date of the 
transfer exceeds $100,000

Transfers of Property to Foreign Corporations 
(Form 926)

• If the transferor is a partnership (domestic or 
foreign), the domestic partners of the 
partnership, not the partnership itself, are 
required to file Form 926

• Each domestic partner is treated as a 
transferor of its proportionate share of the 
property
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Transfers of Property to Foreign Corporations 
(Form 926)

Transfers of Property to Foreign Corporations 
(Form 926)
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Transfers of Property to Foreign Corporations 
(Form 926) 
No filing requirement

Investment in Foreign Corporations 
(Form 5471)
• File Form 5471 if U.S. person qualifies under 

one or more of the Categories of Filers:
– Category 1 Filer: U.S. shareholder of a foreign 

corporation that is a Sec 965 Specified Foreign 
Corporation (SFC) at any time during any tax year 
of the foreign corporation, and who owned the 
stock on the last day in that year on which it was a 
SFC
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Investment in Foreign Corporations 
(Form 5471)
• File Form 5471 if U.S. person qualifies under 

one or more of the Categories of Filers:
– Category 2 Filer: U.S. citizen or resident who is an 

officer or director of a foreign corporation in 
which a U.S. person has acquired (in one or more 
transactions):
• Stock which meets the 10% stock ownership 

requirement
• An additional 10% or more (vote or value) of the 

outstanding stock of the foreign corporation

Investment in Foreign Corporations 
(Form 5471)
• File Form 5471 if U.S. person qualifies under one or more of the 

Categories of Filers:
– Category 3 Filer:

• U.S. person who acquires stock in a foreign corporation which, when added to 
any stock owned on date of acquisition, meets the 10% ownership 
requirement

• U.S. person who acquires stock which, without regard to stock already owned 
on date of acquisition, meets the 10% stock ownership requirement

• U.S. person who disposes of sufficient stock in the foreign corporation to 
reduce his/her interest to less than the 10% stock ownership requirement

• Person who is treated as a U.S. shareholder under Sec 953(c)
• Stock which meets the 10% stock ownership requirement
• Person who becomes a U.S. person while meeting the 10% stock ownership 

requirement
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Investment in Foreign Corporations 
(Form 5471)
• File Form 5471 if U.S. person qualifies under 

one or more of the Categories of Filers:
– Category 4 Filer: U.S. person who had control of a 

foreign corporation during the annual accounting 
period of the foreign corporation (control = >50% 
vote or value)

Investment in Foreign Corporations 
(Form 5471)
• File Form 5471 if U.S. person qualifies under one 

or more of the Categories of Filers:
– Category 5 Filer: U.S. shareholder who owns stock in a 

foreign corporation that is a Controlled Foreign 
Corporation (CFC) at any time during any tax year of 
the foreign corporation, and who owned that stock on 
the last day in that year on which it was a CFC
• CFC is a foreign corporation that has U.S. shareholders that 

own on any day of the tax year >50% of vote or value
• U.S. shareholder is a U.S. person who owns 10% or more of 

vote or value
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Investment in Foreign Corporations 
(Form 5471)

Investments in Foreign Partnerships 
(Form 8865)
• File Form 8865 if U.S. person qualifies under 

one or more of the Categories of Filers:
– Category 1 Filer: U.S. person controlled the 

foreign partnership at any time during the 
partnership’s tax year (control = >50% interest)
• There may be more than one Category 1 filer due to the 

constructive ownership rules under IRC Sec 267(c)
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Investments in Foreign Partnerships
(Form 8865)
• File Form 8865 if U.S. person qualifies under 

one or more of the Categories of Filers:
– Category 2 Filer: U.S. person owned a 10% or 

greater interest in the partnership at any time 
during the tax year while the partnership was 
controlled (>50%) by U.S. persons each owning at 
least a 10% interest
• If the foreign partnership had a Category 1 filer at any 

time during the tax year, no person will be considered a 
Category 2 filer

Investments in Foreign Partnerships
(Form 8865)
• File Form 8865 if U.S. person qualifies under one or 

more of the Categories of Filers:
– Category 3 Filer: U.S. person contributed property during 

the person’s tax year to a foreign partnership in exchange 
for an interest in the partnership under IRC Sec 721, if that 
person either:
• Owned directly or constructively at least a 10% interest in the 

foreign partnership immediately after the contribution, OR
• The total value of the property contributed exceeds $100,000 

(when added to the value of any other property contributed to the 
partnership by such person or any related person during the 12-
month period ending on date of transfer)
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Investments in Foreign Partnerships
(Form 8865)
• File Form 8865 if U.S. person qualifies under one 

or more of the Categories of Filers:
– Category 4 Filer: U.S. person had 1 of 3 reportable 

events during the tax year. 
• Acquisitions:  U.S. person owns a 10% or greater direct 

interest in the foreign partnership after the acquisition OR 
acquires at least a 10% interest in the foreign partnership

• Dispositions: U.S. person owns less than a 10% direct 
interest in the foreign partnership after the disposition OR 
disposes of at least a 10% interest in the foreign partnership

• Changes in proportional interests: U.S. person’s direct 
proportional interest increased or decreased by at least the 
equivalent of a 10% interest in the foreign partnership

Investments in Foreign Partnerships
(Form 8865)
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Investments in Foreign Partnerships
(Form 8865)

Investments in Foreign Partnerships
(Form 8865) 
No filing requirement
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Foreign Tax Credit (FTC) (Form 1116)

• You can choose each tax year to take the 
amount of qualified foreign taxes paid or 
accrued as a foreign tax credit (FTC) or as an 
itemized deduction

• File Form 1116 if choosing to take the FTC

Foreign Tax Credit (FTC) (Form 1116)

• Election to claim FTC without filing Form 1116 if all of 
the following requirements are met:
– Only foreign source gross income for the tax year was 

passive category income
– All income and foreign taxes paid/withheld were reported 

on a payee statement (Form 1099-DIV, 1099-INT, K-1, etc.)
– Total creditable foreign taxes for the tax year are not more 

than $300 ($600 if MFJ)
• If this election is made, you cannot carry over to or 

from any other year any foreign taxes paid or accrued 
in a tax year to which the election applies
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Foreign Tax Credit (FTC) (Form 1116)

• You can claim a credit for foreign taxes in the tax 
year in which they are paid or accrued, 
depending on your method of accounting
– If you use the accrual method of accounting, you can 

claim the credit only in the year in which you accrue 
the tax

– If you use the cash method of accounting, you can 
choose to take the credit either in the year the tax is 
paid or in the year it is accrued
– Once the accrual method is selected, it is irrevocable

International K-1 Footnotes
FTC – Form 1116
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Foreign Tax Credit (FTC) (Form 1116)

Specified Foreign Financial Assets 
(Form 8938)
• Specified foreign financial assets include:

– financial accounts maintained by a foreign financial institution
– stocks or securities issued by non-US persons
– any interest in a foreign entity
– financial instrument or contract with a non-US issuer or 

counterparty
– stock issued by a foreign corporation
– capital or profits interest in a foreign partnership
– note, bond, debenture or other form of indebtedness issued by 

a foreign person
– interest in a foreign trust or foreign estate
– etc.

• Does not include foreign social security
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Specified Foreign Financial Assets 
(Form 8938)
• Exceptions to reporting:

– Not required to report any asset if it’s reported on one or 
more of the forms below, but must identify on Form 8938 
the form(s) on which the specified foreign financial asset is 
reported and how many of the forms are being filed
• Forms 3520, 3520-A, 5471, 8621, 8865

– Must identify on form(s) above if any Excepted Specified 
Foreign Financial Assets are reported (i.e., checkbox Form 
8621)

– Must include the value of the assets reported on other 
forms in determining whether you satisfy the Form 8938 
reporting threshold that applies to you

Passive Foreign Investment Company (PFIC) 
(Form 8621)

• A PFIC is a foreign corporation that meets 
either the income or asset test
– Income Test: 75% or more of the foreign 

corporation’s gross income is passive
– Asset Test: At least 50% of the assets produce 

passive income or are held for the production of 
passive income
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Passive Foreign Investment Company (PFIC) 
(Form 8621)

• These rules are an additional anti-deferral 
mechanism

• Enacted to equalize the treatment of foreign 
and U.S. investment vehicles

• Exception from PFIC classification for 10% US 
Shareholders of CFCs (CFC trumps PFIC)

Passive Foreign Investment Company (PFIC) 
(Form 8621)
• File Form 8621 if U.S. person:

– Receives certain direct or indirect distributions from a PFIC
– Recognizes gain on a direct or indirect disposition of PFIC 

stock
– Is reporting information with respect to a QEF or section 

1296 mark-to-market election
– Is making an election reportable in Part II of the form
– Is required to file an annual report pursuant to section 

1298(f)
– Is making a qualifying insurance corporation election 

under the alternative facts and circumstances test
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Passive Foreign Investment Company (PFIC) 
(Form 8621)
• If the shareholder owns one PFIC and through that PFIC owns 

one or more other PFICs, the shareholder must either:

– File Form 8621 for each PFIC in the chain, or
– Complete Form 8621 for the first PFIC and, in an 

attachment, provide the information required on Form 
8621 for each of the other PFICs in the chain

Passive Foreign Investment Company (PFIC) 
(Form 8621)
• Default PFIC Rules (Section 1291):

– “Excess distributions” are treated as being earned ratably 
over the shareholder's holding period of the stock and 
subject to tax at ordinary income rates in each year

– Interest charge is on each net increase in tax for the period
– Total tax and interest included on the current year income 

tax return
– Any gain on the sale is treated as ordinary income for the 

excess distribution amount attributable to the current year
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Passive Foreign Investment Company (PFIC) 
(Form 8621)
Example 1291 Calculation

Passive Foreign Investment Company (PFIC) 
(Form 8621)

• Elections:

– Qualifying Electing Fund (“QEF”) Election

– Mark-to-Market Election

– Deemed Sale and Dividend Elections
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Passive Foreign Investment Company (PFIC) 
(Form 8621)

• Qualifying Electing Fund (“QEF”) Election

– U.S. shareholder elects to include annually in income his share 
of the PFIC’s ordinary income and capital gains

– Character is retained (ordinary/capital)

– PFIC must agree to compute its earnings under the U.S. tax 
accounting principles, report its earnings annually to its U.S. 
shareholders, and allow its U.S. shareholders to inspect its 
books and records 

Passive Foreign Investment Company (PFIC) 
(Form 8621)

• Mark-to-Market Election
– U.S. shareholder may elect to mark PFIC shares to market 

annually if PFIC shares are publicly traded (US or foreign 
exchange)

– Resulting gain is ordinary and is generally U.S. source
– Mark-to-market loss may be claimed only to extent of prior mark-

to-market gain 
– Losses in excess of unreversed inclusions are treated as capital 

losses (tracked as short or long term)
– Amounts included under this election, as well as gain on the 

actual sale or other disposition of the PFIC stock, are treated as 
ordinary income
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Passive Foreign Investment Company (PFIC) 
(Form 8621) – Exceptions to Filing

• Aggregate value is $25,000 or less for PFIC stock held directly

• Aggregate value is $5,000 or less for PFIC stock held indirectly

• Applies to 1291 funds 

• Exempt organizations

• Special rules for estates and trusts 

Passive Foreign Investment Company (PFIC) 
(Form 8621)
No filing requirement Example 
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Passive Foreign Investment Company (PFIC) 
(Form 8621)
Filing requirement Example 

Global Intangible Low-Taxed Income (GILTI)

• New provision from 2017 Tax Cuts and Jobs Act (TCJA)
• IRC Section 951A
• U.S. Shareholder of any CFC shall include in gross income such 

shareholder’s GILTI income for such taxable year
• GILTI defined:

“…..with respect to any United States shareholder for any taxable year of such 
United States shareholder, the excess (if any) of-

such shareholder’s net CFC tested income for such taxable year, over
such shareholder’s net deemed tangible income return for such taxable year”
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Global Intangible Low-Taxed Income (GILTI)
Footnote Example

• Box 11, Code F: Section 951A Income $xxxx

• Box 11, Code H: Subpart F Income other than Sections 951A 
and 965 Inclusion $xxxx

IRC Section 965 Deemed Repatriation

• U.S. shareholders are required to pay a transition tax on the 
untaxed foreign earnings of specified foreign corporations as 
if those earnings had been repatriated to the U.S. 

• Applies to the last taxable year of a deferred foreign income 
corporation which begins before January 1, 2018

• The subpart F income of the foreign corporation is increased 
by the greater of the earnings and profits as of November 2, 
2017 or December 31, 2017
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IRC Section 965 Deemed Repatriation

• Deferred income held in cash would be effectively taxed at 
15.5 percent and any remaining amounts at 8 percent

• An election is available to pay the tax liability over an eight-
year period

• The income inclusion may be reduced by earnings and profits 
deficits

• A reduced foreign tax credit applies to the inclusion

IRC Section 965 Deemed Repatriation
Footnote Example: S-Corporation Shareholder
Section 965:

Amounts listed in Box 10A and 12S represent your portion of 965(A), Deemed Foreign 
Repatriation Income and 965(C), Deemed Foreign Repatriation Deduction, due to your 
indirect ownership of the Controlled Foreign Corporation (CFC)

This income is included to assist you with determining your transition tax under 
Section 965.  Shareholders of an S-Corporation may make a 965(i)(1) election to defer 
payment of net Section 965 tax liability.  Please consult your tax advisor for further 
guidance

Section 962: 

Information required to make a Section 962 election

Your portion of the deemed foreign tax paid if a Section 962 election is made:       $xxx
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IRC Section 965 Deemed Repatriation (cont.)
Footnote Example: S-Corporation Shareholder

• With the information provided from the shareholder’s K-1, one IRC 965 
Transition Tax Statement must be attached to the shareholder’s income 
tax return (2017 or 2018 depending on the deferred foreign corporation’s 
year-end)

• In some cases, the taxpayer must also attach Form 965-A to their income 
tax return

Other International Forms and 
Considerations

• FinCEN Form 114 (FBAR)
• IRC Sec 163(j) 
• K-1s issued to non-profits
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Learning Objectives Recap

You should have learned to:
• Identify some of the more common K-1 

footnotes related to international tax
• Determine whether additional international 

tax reporting or filing requirements are 
necessary

Who has a question?


