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Department of the Treasury
Internal Revenue Service2009

Instructions for Schedule P
(Form 1120-F)
List of Foreign Partner Interests in Partnerships

share of partnership net income or loss interests. A foreign corporation that hasSection references are to the Internal
from a partnership that is not engaged in ECI reported to it from a partnership is notRevenue Code unless otherwise noted.
trade or business within the United States required to file Schedule P (Form 1120-F)
as ECI with another trade or business of if all of the corporation’s business profitsGeneral Instructions the corporation, the corporation’s entire including its ECI from the partnership are
distributive share of items of income and not attributable to a U.S. permanent
expense must also be reconciled between establishment pursuant to an applicablePurpose of Schedule
ECI and non-ECI and reported on income tax treaty and the corporation files

Schedule P (Form 1120-F) is used to Schedule P. a protective tax return under Regulations
identify and reconcile the foreign section 1.882-4(a)(3)(vi).A foreign corporation may be engagedcorporation’s directly held partnership

Protective election on Schedule P.in a trade or business within the Unitedinterests with the distributive shares of
See Protective election on page 4 forStates either directly through its ownpartnership effectively connected income
instructions for making a protectivenon-partnership related activities orand the foreign corporation’s effectively
partnership outside basis apportionmentindirectly through the activities of one orconnected outside tax basis in each
election with a protective return.more partnerships in which theinterest. Part I is used to identify all

corporation owns a partnership interest.partnership interests the foreign When and Where To FileIn addition, if a corporation owns ancorporation directly owns that give rise to
interest in a partnership that is itself Attach Schedule P (Form 1120-F) to thea distributive share of income or loss
deemed engaged in trade or business foreign corporation’s Form 1120-F incomeeffectively connected with a trade or
within the United States as a result of the tax return. See the instructions for Formbusiness within the United States (“ECI”)
partnership’s own directly or indirectly 1120-F for the time, place, and mannerof the foreign corporation. Part II is used
owned interest in another partnership for filing the foreign corporation’s incometo reconcile the foreign corporation’s
(“lower tier partnership”), the corporation tax return.distributive share of ECI and allocable
is also treated as engaged in trade orexpenses with the total income and
business as a result of its direct andexpenses reported to it on Schedule K-1 Other Forms and
indirect ownership of such interests. See(Form 1065). Part III is used as follows: Schedules Related tosection 875(1). The foreign corporation’sThe corporation’s outside basis in its
distributive share of income from adirectly-held partnership interests that Schedule P
domestic partnership and certain foreigninclude ECI in the corporation’s

Form 1120-F, Section II. Gross ECIpartnership interests is reported to thedistributive share is apportioned between
includible in the corporation’s distributivepartner on Schedule K-1 (Form 1065),ECI and non-ECI under Regulations
share is reportable on Form 1120-F,together with the corporation’s allocablesection 1.884-1(d)(3) to determine the
Section II, lines 3 through 10, in theshare of partnership liabilities. If theaverage value treated as a U.S. asset for
applicable category of income. Expensespartnership is engaged in trade orinterest expense allocation purposes
(other than interest expense) that arebusiness directly or indirectly through aunder Regulations section 1.882-5. The
deductions allocated and apportioned onlower-tier partnership and has ECI toapportionment of the outside basis to ECI
Schedule P (Form 1120-F) to thereport in the distributive share of a foreignas of the current and prior tax year end is
partner’s ECI are also reported on Formpartner, it is responsible for withholdingalso taken into account in determining the
1120-F, Section II.quarterly estimated taxes on the foreignaverage apportioned value included in the

partner’s distributive share of estimated Schedule I (Form 1120-F). Interestcorporation’s U.S. assets for purposes of
ECI under section 1446 and reporting the expense reportable on Schedule P iscomputing the branch profits tax. The
amounts to the foreign partner for the tax includible in the corporation’s interestU.S. assets, and partner share of booked
year on Form 8805, Foreign Partner’s expense allocation computation underliabilities and interest expense of the
Information Statement of Section 1446 Regulations section 1.882-5. Thepartnership are also coordinated with the
Withholding Tax. If a partnership is corporation’s distributive share of interestinterest expense allocation computations
required to report ECI on Form 8805 to a expense that is directly allocable tofiled with Form 1120-F on Schedule I
foreign corporate partner, the corporation effectively connected income under(Form 1120-F).
must reconcile its entire distributive share Regulations section 1.882-5(a)(1)(ii)(B) is
of income and expenses reported on reported on Schedule P, line 14b, and onWho Must Complete
Schedule K-1 (Form 1065) from such Schedule I (Form 1120-F), line 22. TheSchedule P partnership on Schedule P (Form corporation’s distributive share of interest
1120-F).A foreign corporation that is directly or expense that is included in the taxpayer’s

indirectly engaged in trade or business three-step allocation formula is reported
within the United States is required to file on Schedule P, line 14c, and the totalExceptions from Filing
Schedule P (Form 1120-F) for all from line 14c is reported on Schedule ISchedule Pdirectly-owned partnership interests that (Form 1120-F), line 9, column (b). The
have ECI included in its distributive share Do not file Schedule P if the corporation average value of partnership liabilities the
of income reported to the corporation on does not have any ECI with respect to its corporation includes in the determination
Schedule K-1 (Form 1065). If the foreign combined distributive shares of income of its outside basis for which the
corporation treats any of its distributive from all directly owned partnership corporation also receives a distributive
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share of interest expense is reported on also owns a direct interest in the non-interest expenses from Schedule K-1
Schedule P (Form 1120-F), line 17 (Total lower-tier partnership. The corporation’s (Form 1065).
column), and on Schedule I (Form distributive share of ECI earned through • Schedule P, lines 10 and 11: Total
1120-F), line 8, column (b). The average lower-tier partnership interests is gross income and total gross ECI from
value of partnership liabilities reported on includable on the Schedule K-1 (Form Schedule K-1 (Form 1065).
Schedule P (Form 1120-F) and Schedule 1065) reportable to the corporation by the • Schedule P, lines 12 through 14:
I (Form 1120-F) does not include the partnership in which the corporation owns Reconciliation of total interest expense
partnership liabilities that give rise to a direct interest, whether or not the from Schedule K-1 (Form 1065).
directly allocable interest expense under directly owned partnership is itself directly Note. If you are reconciling the foreign
Regulations section 1.882-5(a)(1)(ii)(B), engaged in trade or business within the corporation’s distributive share of ECI and
reportable on Schedule P (Form 1120-F), United States. allocable expenses with the total income
line 14b. The average value of the and expenses reported to the corporationSchedule P (Form 1120-F)
partner’s outside basis apportioned to ECI on Schedule K-1 (Form 1065-B), theaccommodates reporting for four
is reported on Schedule P (Form 1120-F), relevant information will be located in boxdirectly-owned partnership interests.
line 19, and as a U.S. asset on Schedule I 9 of the Schedule K-1 (Form 1065-B) or inComplete a separate line in Part I, and
(Form 1120-F), line 5, column (b). an attachment for box 9. Specifically, thethe corresponding columns in Parts II and

lines on Schedule K-1 (Form 1065) notedSchedule H (Form 1120-F), Part I, Part III, for each directly owned partnership
throughout these instructions correspondII, and Part IV. The corporation’s interest. If the corporation directly owns
to the box 9 information on Schedule K-1distributive share of non-interest more than four partnership interests
(Form 1065-B) as follows:expenses included on Schedule P, lines 4 which are required to be reported on
• Schedule K-1 (Form 1065), line 1and 5 is also included in the corporation’s Schedule P (Form 1120-F), report the
corresponds to the information reportedoverall allocation and apportionment of required information for those additional
on Schedule K-1 (Form 1065-B), box 9expenses on Schedule H (Form 1120-F), partnership interests on attached
using code A1.Part IV, lines 38a through 41, if the separate sheets using the same size and
• Schedule K-1 (Form 1065), line 2partnership books constitute set(s) of format as shown on the schedule. Also, in
corresponds to the information reportedbooks that are also reportable on Form the “Totals” column of Parts II and III, for
on Schedule K-1 (Form 1065-B), box 91120-F, Schedule L or the partnership each line item, enter the sum for all
using code B1.interest is recorded on Schedule L books directly owned partnership interests,
• Schedule K-1 (Form 1065), line 3of the corporation’s own separate trade or including those interests reported on
corresponds to the information reportedbusiness within the United States. If the attached sheets.
on Schedule K-1 (Form 1065-B), box 9partnership interest is not reported on Entities treated as partnerships for tax using code C1.Schedule L, the distributive share of purposes include Limited Liability Also note that other interest expensepartnership expenses allocable to the Partnerships (LLPs) and Limited Liability reported on Schedule K-1 (Form 1065),corporation’s distributive share of ECI is Companies (LLCs) that are not classified lines 13 and 18 corresponds to theincluded on Schedule H (Form 1120-F) in as corporations for federal income tax information reported on Schedule K-1Parts I and II. See the instructions for purposes. Do not include any interest in (Form 1065-B), box 9 using code M-2Schedule H (Form 1120-F). any entity treated as a disregarded entity (nondeductible expenses) and/or code USchedule M-3 (Form 1120-F), Part II. as described under Regulations section (other information).The corporation’s distributive share of 301.7701-2(c)(2).

partnership income may be reported on Lines 1 Through 5. ECI andColumn (d). With respect to each
Schedule M-3 (Form 1120-F), Part II, line partnership interest, check the “Yes” box Non-ECI Reconciliation of9 (domestic partnerships) and line 10 if the foreign corporation’s distributive Income and Non-Interest(foreign partnerships) in accordance with share is ECI, or treated as ECI, in whole Expensesthe corporation’s reporting on its or in part, with a U.S. trade or business
applicable financial statements for Line 1.  Enter on line 1 the combineddetermined under section 875.
Schedule M-3 (Form 1120-F) purposes. total income (loss) from Schedule K-1Accordingly, with respect to each
See the instructions for Schedule M-3 (Form 1065), Part III, line 1, Ordinarypartnership interest, check the “Yes” box
(Form 1120-F), Part II, lines 9 and 10 for business income (loss); line 2, Net rentalif the foreign corporation is engaged in a
determining the applicable financial real estate income (loss); and line 3,U.S. trade or business indirectly through
statement. Other net rental income (loss). Enter thethe activities of the partnership. Check the

combined amount in the column in Part II“No” box if the foreign corporation hasPart I – List of Foreign which corresponds to the line in Part I onapplied ECI principles solely at the
which the partnership is listed. Thepartner level and not as a result of thePartner Interests in
amount entered on line 1 is grouped intopartnership’s activities.

Partnerships its gross income and gross expense
components for allocation andIn Part I, list the name, address, and Part II – Foreign Partner
apportionment to ECI and non-ECI underEmployer Identification Number of each Income and Expenses: sections 864(c) and 882(c). The grossdirectly owned partnership interest that
income apportionments are shown on linehas effectively connected income Reconciliation to Schedule
3, and the allocation and apportionmentsincluded in the partner’s distributive share K-1 (Form 1065) of non-interest expenses are determinedon Schedule K-1 (Form 1065). Also
under Regulations sections 1.861-8 andinclude in the list of partnership interests Part II reconciles the partner’s ECI and
1.861-17 and Temporary Regulationsany interest in a partnership that is not non-ECI to its Schedule K-1 (Form 1065)
section 1.861-8T(c). See Regulationsengaged in trade or business within the distributive share from each partnership
section 1.861-17 for the allocation andUnited States if the corporation treats listed in Part I. The Schedule K-1 lines
ECI apportionment treatment of researchsome or all of its distributive share as ECI are grouped for reconciliation of their
and experimentation expenditures thatwith a separate trade or business of its income and expense in the following
are included in trade or business incomeown within the United States. Do not manner:
on line 1 or 3, Schedule K-1, and whichreport on Schedule P any indirectly • Schedule P, lines 1 through 5: ECI and
are also reportable on Schedule P (Formowned partnership interests (lower-tier non-ECI reconciliation of income and
1120-F), lines 4 and 5.partnership interests) that have income non-interest expenses from Schedule K-1

effectively connected with the lower-tier (Form 1065), lines 1 through 3. Lines 2 through 5. Gross income
partnership’s own trade or business within • Schedule P, lines 6 through 9: (loss). Enter on line 2 the total gross
the United States unless the corporation Reconciliation of other income and other income included in Schedule P (Form
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1120-F), line 1. On line 3, enter the (Form 1065) and in the net income (loss) tax purposes under Regulations section
amount of ECI included in the gross reported on line 1 of Schedule P (Form 1.884-1(d)(3), except that the amounts
income reported on line 2. If all of the 1120-F). On line 13, enter the sum of the entered on lines 15 through 19 are the
gross income reported on line 2 is ECI, other interest expense reported on average values rather than the
then report the same number on line 3. Schedule K-1 (Form 1065), lines 13 and determination dates used under the

18. section 884 regulations for branch profitsNote. Line 3 may exceed line 2 if losses
tax purposes. If the corporation is notincluded in line 2 are non-ECI and the Note. If interest expense is included on
exempt from the branch profits tax underincome and gains are ECI. any line of Schedule K-1 (Form 1065)
an applicable income tax treaty, attach aother than lines 1, 2, 3, 13, or 18, attach aNon-interest expense. Enter on line schedule showing the determination ofschedule indicating the line the interest is4 the total amount of non-interest the corporation’s outside basis inincluded on and reclassify the interestexpense included on line 1. On line 5, accordance with the requirements of linesexpense reported on such other line toenter the amount of non-interest expense 15 through 19 for an averaging periodSchedule K-1 (Form 1065), line 13 or lineincluded on line 1 that is allocated and that shows the apportioned outside basis18, as appropriate, for purposes ofapportioned to ECI. Include on line 4 (and for the beginning and endingreporting the reclassified amount on lineline 5 if applicable), guaranteed payments determination dates of the corporation’s13 of Schedule P. The reclassification willmade by the partnership that are included tax year.require an adjustment to such other linein the combined net income (loss)

to prevent double counting of total Line 15. Section 705 Outside Basis.reported on line 1. Interest expense
expenses. Enter on line 15 the corporation’s averageincluded in line 1 is subject to allocation

value of the outside basis (otherwiseunder Regulations section 1.882-5 and is Line 14a. Total interest expense. Add
determined under section 705) of thereported in a separate grouping of the lines 12 and 13 and enter the result on
partnership in the column whichcorporation’s distributive share of all line 14a. This amount is the corporation’s
corresponds to the line in Part I on whichinterest expense on Schedule P (Form total distributive share of interest expense
the partnership interest is listed. The1120-F), line 12. from Schedule K-1 (Form 1065) that is
average value is determined using thesubject to allocation under RegulationsLines 6 Through 9. Other Gross most frequent averaging period for whichsection 1.882-5.Income and Other Non-Interest data is reasonably available. See

Line 14b. Direct interest expense Regulations sections 1.882-5(b)(3) andExpenses allocation. On line 14b, enter the 1.882-5(c)(2)(iv).
Other gross income. Enter on line 6 all amount of interest expense included in

Line 16. Partner Liabilities Included inother gross income from Schedule K-1 line 14a that is directly allocable to ECI
the Corporation’s Outside Basis.  The(Form 1065) that is not included on lines under Regulations section
corporation’s outside basis reported on1 through 3 of the Schedule K-1 (and is 1.882-5(a)(1)(ii)(B) and the applicable
line 15 is adjusted on line 16 to conformnot reportable on line 2 of Schedule P). requirements of Temporary Regulations
the amount of liabilities the corporationOn line 7, enter the amount of gross section 1.861-10T(b) or (c). The amount
includes in the determination of its outsideincome from line 6 that is allocated and entered on line 14b is also included on
basis to the proportionate amount of theapportioned to ECI. Schedule I (Form 1120-F), line 22.
corporation’s distributive share of interestNote. The amount on line 7 may exceed Line 14c. U.S. booked interest expense expense with respect to the partnership’sthe amount on line 6 if losses included on of the partnership. Subtract line 14b liabilities. This adjustment is made onlyline 6 are allocated to non-ECI and other from line 14a and enter the amount on for purposes of determining thegross income and gains are allocated to line 14c. This amount constitutes the corporation’s outside basis included in theECI. book interest expense of the partnership interest expense allocation and branch

that is includible in the three-step formulaOther non-interest expense. Enter on profits tax computations. The adjustment
under Regulations section 1.882-5(d) orline 8 all other non-interest expense from is not made for other federal income tax
1.882-5(e). The amount on line 14cSchedule K-1 (Form 1065) that is not purposes such as for determining the
(“Totals” column) is also required to beincluded on lines 1 through 3 of the corporation’s gain or loss from disposition
reported on Schedule I (Form 1120-F),Schedule K-1 (and is not reportable on of the partnership interest.
line 9, column (b). The line 14c amount islines 4 and 5 of Schedule P). On line 9,

Line 16a. Adjustment for directlyalso taken into account on Form 1120-F,enter the amount of non-interest expense
allocable interest. The outside basis isSection III, Part II, line 8 in determiningfrom line 8 that is allocated and
reduced by the average amount ofthe corporation’s branch interest underapportioned to ECI. Include on line 8 (and
liabilities that give rise to directly allocableRegulations section 1.884-4(b).line 9 if applicable) guaranteed payments
interest expense in accordance withmade by the partnership that are not
Regulations section 1.882-5(a)(1)(ii)(B).Part III – Foreign Partner’sincluded on lines 4 and 5.
Enter the portion of the partnership

Average Outside BasisLines 10 and 11. Summary of liability that is subject to the direct interest
expense allocation rules underGross Income Under Regulations Temporary Regulations section

Line 10. Total Gross Income.  Enter on 1.861-10T(b) or (c) and is subject toSections 1.882-5(b) and
line 10 the sum of the gross income exclusion from the determination of the
amounts entered on line 2 and line 6. The 1.884-1(d)(3) corporation’s average U.S. asset values
amount on line 10 is the total gross Report in Part III the corporation’s outside under Regulations section 1.882-5. See
income from Schedule K-1 (Form 1065). basis for each partnership interest Temporary Regulations section

identified in Part I of this Schedule PLine 11. Total Gross Effectively 1.861-10T(d).
(Form 1120-F) for purposes ofConnected Income. Enter on line 11 the Line 16b. Enter the average amountdetermining the amount the corporationsum of the ECI amounts entered on lines

of the corporation’s share of all otherincludes as a U.S. asset in Step 1 of the3 and 7. The amount on line 11 is the
partnership liabilities it otherwise takesinterest expense allocation undertotal gross ECI from Schedule K-1 (Form
into account under section 752 inRegulations section 1.882-5. The1065).
determining its outside basis in itscorporation’s outside basis in its
partnership interest.Lines 12 Through 14. Interest partnership interests reported on

Expense Reconciliation Schedule P is determined and adjusted Line 16c. Add lines 16a and 16b and
Enter on line 12 the amount of interest under the rules applicable to the enter the result on line 16c. This is the
expense included in the net income (loss) determination of the corporation’s outside corporation’s combined average total
on lines 1 through 3 of Schedule K-1 basis in the partnership for branch profits share of partnership liabilities for the year.
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Line 17. Enter the corporation’s average ECI and non-ECI also applies to lower-tier partnership shall be treated as a U.S.
partnership liabilities, or portion thereof, partnership interests that are not required asset in the same proportion that its
for the year for which the corporation to be identified and reconciled to distributive share of partnership ECI for
receives a distributive share of interest Schedule K-1 (Form 1065) on this the partnership’s tax year that ends with
expense for the year. See Regulations Schedule P (Form 1120-F). or within the partner’s tax year bears to its
section 1.884-1(d)(3)(vi). Also, enter this distributive share of all partnershipLine 20. Outside Basis Election
line 17 amount on Schedule I (Form income for that tax year.Method. Enter “income” or “asset” on
1120-F), line 8, column (b), to the extent Protective election. If theline 20 to indicate the elective outside
applicable in determining the corporation files a protective tax returnbasis apportionment method used to
corporation’s interest expense deduction under Regulations sectiondetermine the amount of the corporation’s
under Regulations section 1.882-5. 1.882-4(a)(3)(vi), and the partnership isoutside basis in its partnership interests
Line 18. Partner’s Adjusted Average not engaged in trade or business withinapportioned to ECI and reported on line
Outside Basis in Partnership. Add the United States or does not have19. The allocation method is subject to a
lines 16d and 17 and enter the amount on business profits attributable to a U.S.five-year minimum period election that
line 18. The amount reported on line 18 is permanent establishment, the corporationmust be made in the first year the partner
the corporation’s adjusted outside basis need not file Schedule P and report itshas a distributive share of ECI included in
that is eligible for apportionment between distributive share of income andthe income reported on Schedule K-1
ECI and non-ECI. expenses with its Form 1120-F. However,(Form 1065). The elective method chosen

if it is later determined that themust be used for both branch profits taxLine 19. Partner’s Outside Basis
corporation’s distributive share ofand interest expense allocation purposesAllocable to ECI. Enter on line 19 the
partnership income is ECI with a trade orduring the same five-year minimumcorporation’s average outside basis
business of the corporation, theperiod.reported on line 18 that is apportioned to
corporation will have failed to make aECI. Also enter this line 19 amount on Asset method. In general, a
timely income method or asset methodSchedule I (Form 1120-F), line 5, column partner’s interest in a partnership shall be
election with respect to such partnership(b). See Regulations section treated as a U.S. asset in the same
for outside basis apportionment purposes1.884-1(d)(3)(i) for the elective proportion that the sum of the partner’s
if no other election disclosure is made. Torequirements for apportioning outside proportionate share of the adjusted bases
preserve the right to allocate andbasis on the mandatory proportionate of all partnership assets as of the
apportion its outside basis under aincome or asset method. For purposes of determination date, bears to the sum of
chosen method, the corporation maydetermining the proportion of the the partner’s proportionate share of the
make a protective election by filingpartnership interest that is a U.S. asset, a adjusted bases of all partnership assets
Schedule P (Form 1120-F) andforeign corporation may elect separately as of the determination date. The
completing Part I and line 20 with thefor each partnership interest to use either proportion of U.S. assets to total assets of
protective return filing on Form 1120-F.the asset method or the income method the partnership is determined as if the
The protective election is effective only fordescribed in Regulations sections partnership were a foreign corporation
a year in which a Schedule P (Form1.884-1(d)(3) (ii) and (iii). If the engaged in trade or business within the
1120-F) protective election attachment iscorporation does not timely elect either United States. Generally, a partner’s
also the first year in which themethod in the first year the corporation proportionate share of a partnership asset
corporation’s distributive share is in facthas a distributive share of ECI from the is the same as its proportionate share of
ECI with a trade or business of thepartnership, the Director of Field all items of income, gain, loss, and
corporation within the United States. TheOperations may make the election on deduction that may be generated by the
corporation need not complete Part II orbehalf of the corporation. See asset. See Regulations section
Part III, lines 15 through 19 with theRegulations section 1.884-1(d)(3)(iv) and 1.884-1(d)(3)(ii)(B) for non-uniform
protective election.the instructions for line 20 below. treatment of certain partnership items.

Note. The required timely-filed election Income method. Under the income
under Regulations section 1.884-1(d)(3) method, a partner’s interest in a
for apportioning outside basis between
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