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' broke~deslirs will be required 1o Joilow

, the ARA¢' recordkeeping rules if even &

" gingle government securities dealer
transaction is conducted.

I, Special Analyses .

. This final rule amendment does not . *
mest the criteris for a “significant .
regulatory action” pursuzni te Executive
Order 12866. The Administrative
Procedure Act (“APA”) [5 U.S.C. 553}
generally requires that prior notice and
opporunity for comment be afforded
before the adoption of rules by federsl
sgencies. Inasmuch as this final rule
meruly involves changes to conform
with the rule revisions currently. being
sdopted by the federal banking .
regulaiory agencies. while not involving
any substantive changes to the
regulations, the notice end comment ™
provisions of the APA are unnecessary .
pursuant 1o 5 U.S.C. 553(b}B). '
" As no notice and public comment are
required Jor this rulemaking, the
provisions of the Regulstory Flexibility
Act [5 U.S.C. 601, ef, seq.), do not apply.

The Paperwork Reduction Acl (44 .
L".S.C. 3504{h)) requires that collections
> information be submitted 1o the
DiBice of Management and Budget for
eview and spprovel. Since this rutle
evision does not include any new
wollection of informaticn given the
:RQAs' current interpretation and
.splication of their recordkeeping
squirements, the Paperwork Reduction
et is inapplicable.

st of Subjects in 17 CFR Part 404

Senks, banking. Brokers, Government
ecurities, Reporting and recordkeeping
zzuirements.

Zor the reasons sel out io the
+ezmble, 17 CFR Parl 404 is amended
5 iollows:

LRT 404—RECORDKEERING AND
RESERVATION OF RECORDS

= . The authority citstion for Part 404
:=iinues to read as follows:

Autherity: 15 U.8.C. 780~-5 [b}{1)(B],
L2 KC) fo)iz), (B){4).

2. Seclion 404.4 is amended by
+ising peragraph (a)(1) 10 read es
— W !

-4 Racords 1o be made and preserved
osvernmen! securities brokers sand
auers tnal are financial instihulons.

gt sub;ed to 12 CFR part 12
..2ting 1o nationsl banks), 12 CFR pan
i relzung to siele member banks of

: Tederal Reserve System) or 12 CFR
= 344 [relating to stale banks that are
« members of the Federal Reserve

szem), or i5 & Uniled States brasch or

agency of a Joreign bank and complies
with 12 CFR part 12 {for federally
licensed branches and agencies of .
foreign banks) or 12 CFR pert 208 (for
uninsured state-licensed brenches and
agencies of foreign banks) or 12 CFR
pan 344 (for insured stals licensed
branches and agencies of foreign banks);

Datod: January 16, 1967,

: john D. Hawke, Jr.,

Under Secretary for Domestic Finance. ’
IFR Doc. 973834 Filed 2-14—97: 8:45 am
BILLING CODE 4810-35-W A

intemal Revenue Service
26 CFA Part 1 )
[0 8708]

RIN 1545-AL9S

Computation of Forelgn Texes Deamed
Pald Under Secllon 802 Pursuant to a
Pooling Mechanism for Undistributed
Eamings and Forelgn Taxes; ’
Correction -

AGENCY: Interna] Revenue Service {IRS),
Treasury. - :
ACTION: Correction to final regulations.

SUMMARY: This document conlains a
correction to final income tax . .
regulations which were published in the
Federal Register on Tuesday, lenuary 7,
1997 (62 FR 923) relating to the
computation of foreign taxes deemed
paid under section 902,

EFFECTIVE DATE: January 7, 1997.

FOR FURTHER INFORMATION CONTACT!
Caren 8. Shein, [202) 622-3850 [not &
toll-free aumber). :

SUPPLEMENTARY IFORMATION: .

-Background .

The final regulations that are the
subject of this correclion are under
section 962 of the Intemal Revenue
Code.

Need for Correction

As published, the final regulations
contairn an error which may prove to be
misleading and is in need of
clerification.

Cerrecticn of Publication
Accordingly, the publication of the -
finel regulations (TD 8708), which are

the subject of FR Dog. 97153, is
corrected as follows:

§1.002-3 [Corrected]

On page 940, columpn 3, §1.902-3(1),
the sixtn line from the botiom ol the
paragraph, the Janguage “See § 1.902—

1a)(13)(iii). For’ is corrected 10 read: _
“See § 1.902-1 (2)(23)(i). For”,
Michuel L. Slaughter,

Acting Chief. Regulations Unit, Assistant
Chief Counsel {Corporote).

IFR Doc. 97-3812 Filed 2—14—07, 8:45 amm) ¢
BILUING CODE 483001

26 GFR Part 1
[T 8701]

RIN 1545-AC08

Treatment of Shareholders of Cenaln
Passive Forelgn Investment .. -
Companies; Cormection

AGENCY: Internsl Revenue Service [IRS),
Treasury.

ACTION: Correction to fina) regulstions.

SuMKARY: This docuement contains a
correclion {o final regulations (TD §701)
which were published in the Federal -
Register on Friday, December 27, 1995
(51 FR 68149). The final regulations
provide rules for making & desemed sale
or deemed dividend election to purge a
sharsholder's balding peried of stock of
a PFIC of those laxable years during
which the PFIC wes not s QEF. -

EFFECTIVE DATE: December 27, 1996,

FOR FURTHER INFORMATION CONTACT:
Gayle Novig {202) 6223880 (not s toll-
free number). - L -

SUPPLEMENTARY INFORMATION:

Background : : .
The final regulations that are subject

to this correction is under section 1291

of the Internal Revenus Code. e
Need for Correction

As publiched, the final regulations
(TD 8701) contains an error thal may
prave le be misleading and s in nesd
of clarification. s

Correction of Publication .- -
Accordingly, the publication: of final
and temporary regulations (TD 8701} .

which is the subject of FR Doc. 96— -
32246 is corrected as follows:

§1.12910 [Corectsd) _
On page 68152, column 3, §1.1291-
9, paregraph (d)(2){i), line 9, the
language “taxable year of inclusion of
each” is corrected to read "“taxable year
or years of inclusion of each”, '
Michael L. Slaughter, '
Acting Chief, Regulotions Unil, Assistant
Chief Counsel {Corporats), ’
IFR Doc. 97-3950 Filed 2-14-97; 8:45 am)
BILUNG CODE 45300144 '




A

W) pot apply, howeer, 1o any
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Internal Revenue Code

Income Tax—Scurces Without U. §. 5663

(B) FOR IJRD TTER. —Paragraph (2) shall not apply unless the percentage arrived at for
purposes of applying paragraph (1} when multiplied by the percentage of voring stock owned by
the 2nd {oreign corporation in the 3rd foreygn corporation is equal 1o at least 5 percent.

[Sec. 902(<)]
{<) DEFINTTIONS AND SPECIAL RULEs —For purposes of 1his section—

(1) POST-1986 UNDISTRIBUTED EARNINGS.—The term “'post-1986 undistributed earnings' means
the amount of the earnings and profits of the foreign corporation {compned in sccordance with
sections 964(a) and 986) accumulated in taxable years beginning afier December 31, 1986—

(A} as of the close of the taxable year of the foreign corporation in which the dividend is
distributed, and

(B) without diminulion by reasan of dividends disiributed during such taxable year,

(2} FOST- 1986 FOREIGN TSCOME TATES—The 1erm “post-1986 foreign income taxes” means the
sum of—

{A) the foreign income taxes with respect to the waxable yesr of the foreign corporation in
which the dividend is distributed, and

(B) the foreign incomne taxes with respect to prior taxable years beginning after December
31, 1986, 10 the extent such foreign imxes were not deemed paid with respect Lo dividends
distributed by the foreign corporation in prior 1axable years.

{3) SPECIAL RULE WHERE DOMESTIC CORPORATION ACQUIRES 10 PERCENT GF FOREIGN CORPORATION
AFTER DECEMBER 31, 1986.—

(A) IN GENERAL —If the 15t day on which the ownership requirements of subparagraph (B)
are met with sespect toany foreign corporation is in s taxable year of such corporation beginning
after December 31, 1986, the posi-J986 emdistribuied earnings and the post-1986 loreign

-income waxes of such foreigh corporation shall be determined by taking inte account only periods
beginning on and after she Tst day of 1he 15t taxabie year in which such ownership requirements
are melL

(B) OWNERSHIP REQUIREMENTS.—Tht ewnership requireements of this subparagraph are met
with respect 1o any foreign corporation if—

(i) 10 percent of more of the voling svock of such foreign corporation is owned by 2
domeslic corporation,

(ii) the requirements of subsection (bX3XA) are met with respect 1o such foreign
corporation and 10 percent or mare of the voting siock of such Joreign corporation is owned
by another loreign corporation described in clause (i), or

(iai} the requirements of subsection (bXIKEB) are met with respect o such foreign
corporation and 1Q percent or more of 1be voting stock of such loreign corparation is owned

by another foreign corporation described in ciause (ii). .

{4) FOREIGN INCOME TAXES ~—

(A} IN GENERAL —Tht 1erm “foreign income taxes” means any income, war profits, or

excess profits taxes paid by the foreign corporation o any foreign couniry or pessession of the
_ United States. .

(B) TREATMENT OF DEEMED TAXES —Except for purposes of determiring the amount of the
pos1- 1986 foreign income taxes of & 3rd foreign corporation referred to in subsection (b}2), Lhe
term “foreign income taxes™ includes any such taxes deemed (0 be paid by the foreign
corporstion under this section.

{5) ACCOUNTING PERIODS.-=In the case of a foreign corporation the income, war profils, and

excess profits taxes of which are derermined on the basis of an accounting period of 1ess than 3 year,
the word “vear™ as used in this subsection shall be construed Lo mean such accounting period.

(6) TREATMENT OF DISTRIBUTIONS FROM EARNINGS BEFORE 1987 —

(A} IN GENERAL.~~In the case of any dividend paid by s loreigh corporation ot of
accumulated profits (as defined in this section as in effecy on the day before Lhe date of the
enacimeni of the Tax Reform Act of 1986) for taxabie years beginning before the 1st wazable
year taken into Rccount in determining the post-1985 undistiributed earnings of such

corporation—
Sec, 902(c)
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5664 1986 Code—Subtitle A, Ch. 1N, Part {lIA

(i) this section (a5 amended by the Tax Reform Act of 1986) shall not apply, but
(i1} this section (as in eifect on the day before the date of the enactment of such Act)

shall apply.

(B) DIVIDENDS PAID FIRST OUT OF POST-1986 EARNINGS.~

Any dividend in a 1axable year beginning after December 31, Y986, shall be treated as made
out of post-1986 undistributed earnings to the extent thereof

{7} RECULATIONS.—The Secretary shall provide such regulations as may be necessary or
appropriate to carry out the provisions of (his section and section 960, including provisions which
provide for the separate application of this section and section 960 to reflect the separate application
of section 904 10 separate Lypes of income wnd losa.

Amendments

P.L. 100647, § 101 XX IXAMBX

Act Sec. 1012¢b) 1 X AM B amended Code Sec. SUZicn7}
by striking out “siton 960" and instrung in lieu thereof
“seclion P80", and by striking out "'this section” the second
place 11 appears and inmsung in ley thereol this secion
and section 3607,
P.L. 100847, § 101 XX IR -

Act Sec 1012000 2) amended Code Sec. 9021cX 1) by senk-
Ing Out “secrions 964 and 986" and inserting in litu thereol
“sechions Sk ) and P8S".

The above amendments are effective as if included in
the provisions of the Tax Reform Act of 1986 (P.L.
$9-314) to which they relawe. For u special rule, see Act
Swt_ 1012(bX3), below.

Art Sec. 1012XbXY) provides:

13} For purposes of sections 902 and 960 of 1he 1985 Code,
Lhe increase in earnings ané prodics of any [owign corpora.
tion under section 102KeWINC) of the Reform Act shall be
waken inve accouny ratably over the 10 year period beginning
with it corporetion’s Tirst tanble year beginning afer
December 31, 1985

{Sec. 902(d)}

(d) Cross REFERENCES.—

(1) For inclusion in gross income of an amount egual ta tazes deemed paid under subsection (2),

e section 78,

{2) For applicacion of subsections (a} and (b} with respect 10 taxes deerned paid in a prior taxable
year by a United States shareholder with respect to a controtled foreign corporation, see section 960,

{3) For reduction of credit with respect to dividends paid out of pest-1986 undistribuied
carnihgs for years for which certain information is not furnished, see section 6038.

Amendmmnts

PL 0514, 412020)

Aot Bec 12020a) pmended Code Ser. A2 to read ot sbove.

The above amendment appliss w0 diswibutions by
foreign corporaticas out of, and to inclusions under
section 951(2) of tbe Inurrnal Revenue Code of 1906
strributable 1o, sarnings and profia for wx years begis-
ning aker Dvormber 31, (5704

Reproduced immediawly beicw i the wext of Code
Sec. 502 prioe to amendment by PL. 99-514,
SEC. 502 CREDIT FOR CORPORATE STOCE-
MOLDER IN FOQREIGN CORPORATION.

[Sec. 90(x))
ta) TREATWENT o Taas Pam py Fomron Corrows
0% —Far purposes of this subpent, a domestic carporation
which owns at leasy 10 percent of the vorng siock of & ioreagn
orporation [rom which it receives dividends in ahy axable
vear shall be deemed to have pwid the saene propovtion of any
incomve, war profils, of ¢acess profis taxe pad or deerned 1a
be pad by such foreign corporalion to any foreign counlry of
10 any possestion of (he United States, on or with respect to
the sccumulsced profits of yueh iforeign corporstion from
whath such dwidends were paid, which the amount of such
dividends {determined withoul regsrd 1o section 78} bears 1o
the smount of such sccumulsted profics wn excest of such
ineome. var profits and excess prafits 1axes (other Lhan Lhoss
dermed paid).

Amyodments

P.L. 94435, | 103N eX
Ammended Code Sex. 502(a} 10 read as pborve,

P L. 94455, § 1033}, provides & [ollawy:

Sec. 902(d)

{¢) EFFICTIVE DaTES.—The amendments made by Lhia
seclion shall apply—

1) in revpect of any dissribution received by & domenx
corporatin afler Decerber 31, 1977, and

i2) in respect of apy disteibution received by & domesuc
corporation before January 1. 1978, in a waxabie year of such
corporation beginting sfier December 31, 1973, bul oniy 0
the extend 1hat such dustribution is made out ol (he actumu-
lated profita of & foreign corporation foc & taxable vear (of
such foreign corporation) beginning sfier December 31
1975,
For purposes of paragraph (2), s distnbuljon made by &
foreign corporation out of 128 profits which are attnbutable e
& distribution received from s {oregn corporation to which
seciron BO2(bY of the Internal Revesue Code of 1954 applies
shall be (reaied as made out of the ccumulated profits of a
foreign corporstion for a (axable year beginning before Januy-
ary 1. 1976, 1o the extent thal such distritrtion was pavd out
of the nocumulaied profits of sueh foreigh corporation for a
Laxghle year beginning before Junuary 1, 1976

Prior 1o amendment. Cade Sec. 9020 ) read a1 follows:

in) TREATWENT ofF Taxss Pur gy FOREIGN COoRPORS
7108 —For purposes of thu subpart, s domestic corporaiion
which owro at least 10 percent of Lhe votng siock of a foreign
corporaiion from whick il receives dividends i soy taxabhe
year shall—

(1) to the exient such dividends are paid by seh foreyn
corporation oul of srewmulaied prafits (ns defined in subses-
tion {CX1 XA of & yveat for which such [oreign corporation s
not & dess developed country cosporaiion, be deemed o have
paid the ame propoetion of any income, war profits, o
eacens profins 1a%es paid of deemed (0be paid by such {oreign
€orporalion to Any Jorelgn COURLY of to any posszsuon af the

In:

United States on ov with respect to s
whick the amount of such dividen
regard to meetion 78) bears ta the »
Inted profiLs in exceas of such incatm
profits Laxes (other 1han those deems

(2) to the exient such dividends 2
corporstion out of arcumulsted prod.
vions (¢ X IXBY) of 3 year for which s
a lesa deveioped country corporstion,
the same proporiion of any income
profics Laxes pad o deeowd to bx
corboration 1o any foreign couniry o
United Scates on or with respect Losu
which the smount of such dividends
ch accumulated profits.

PL 3700, § %X

Amendet Code Sec. 9(I28) to
amendment by P.L. %455 Fou e
prior 10 amendment by PL. 47 834, «
PL B7.834, § 9(s). folowing Code Se

{Sec. 90XH))

(b} FORZIGN SURSIDIARY OF FIRST
CORPORATION. —

{1y Oy TR —If the foreign oo
subsection {a) (herrinafier in this s
e “Turse toreign corpoTation'”} owns
Ut voring siack of 3 sexond fereign co
receives dividends in any acable yes
kave paid the same propoction of any
excess profits tazes paid or deemed to
fortugn corporation 10 any (oeygn oo
wioh of the Uniled Staies, pnor with :
lated profits of such second [ereign ¢
such dividends were paid, which 1he
dends bears 15 e amount, of such 2
eacess of such income. war profits, ar
(other than thoue deemed paid).

{2} Two TiERs—If such fimt foreig
peicent of more of the voung stoc)
corparatan which, in turn, eems 10 3
voting stock of s 1hird foreyn corpos
wiond foreign corporalion receives dis
year, the second foreigm corporation wh
pad the same propurtion ol any inc
exctss profils 1azes paid by such third
DY foTeIgn (oUnLEY BF L0 STy POLIESSION
on Or with respect to Lhe accumulatec
foreign corporation {rom which such
which the smount of 1uch dividends b
nah eccumulated profits o exceas
profivs, and excess profits Laxes.

() YVoTIMG STOCT  REQUIREMENT —|
bpar—

(A) paragraph (1) shall not apply un.
vixing stoch owoed by che domesuic oo
lortign corparstion and Lhe percentage .
by the first [oreign corporation in Whe s
tion when mulliplied togeiber oqual at |

{B) paragraph (2) shail not apply u
uThved B for purposes of applying ;
myluplied by the percentage of voting
sexond foreign corporation 1o the third |
equal 10 8% Jeast 3 prrcent.

Amandoens
P.L 94438, | 102KaX

Amvended Code Sec. SC2(b) ta read as
tory note far P.L. 96455, §!100Xa) :

902(s) lor elfective date informalion. ¥
Coade See, F02(b) read o1 follows

(b Forcn SUasmiaay of Fost s
CORPORATION. —

Internal Revenue Code
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Iations in this part do not purport
toblish whether a Roserve Bank is
ired 10 honar an order or other

» of attachment in any particular
or class of cases.

ted: Decegnber 31, 1996

LD‘!B"’: ’ .

tant Genewnl Couppal. - - .
loc. 97-228 Fiked 1-6~87; 8:45 aum])

G CODE Si2S-4v-u

ARTMENT OF HEALTH AND
AN SERVICES

l and Drug Aihﬂnlttmﬂm

FRPart &

gations of Authority and

nization; Office of the

missioner :

C¥: Food and Drug Administration,
#¢ Final rule.

tARY: The Food and Drug
inistration {FDA) is amending the
:ations of authority regulations that
- general redelegations of authority
the Commissioner of Food end
s to other officers of FDA. The
dment delegsies the FDA Deputy
Fpe Waiver Officer authority to
der and decide requests under
0 grcumstances for waivers or
tions of user fees. Redelegstion of
uthority would allow for more
ant aperations.
ATYE QATE: Jansury 7, 1897.
URATHER INFORMATION CONTACT.
mnne M. O'Shea, Oifice of the
hief Mediator and Ombudsman
4F-7), Food and Drug
Wdministration, 5600 Fishers Lane, .
ockville, MD 20857, 301-827-
3¥Wor - oL
ina G. Page, Division of .
lanagement Systems and Policy
1{FA-340), Food and Drug
dministration, 5600 Fishers Lane,
ockville, MD 20857, 301-827-
ne, .- -
EMENTARY MFORMATION: FDA Is
ling the delegations of authority
§5.20 Ceneral redelegations of
rity from the Commissioner to
officers of the Food and Drug
ustration {23 CFR 5.20) by
ig § 5.20{h} to add the title of
y User Fee Waiver Officer to those
ized to perform all of the
»ns of the Commissioner under
wscription Drug User Fee Act of
21 U.5.C. 37%h(d)). as amended
ter, relating 1o the authority to
ar reduce user fees. The Chief

. Officer, withgut

Mediator and Ombudsman and the
Deputy Chief Mediator and Ombudsman
currently have this authority. This
action is being taken in arder to
redelogete authority to the Deputy User
Fee Waiver Officer, which will provide
& more efficient process for considering
end making decisions on requests for
wasivers or reduction of user fees.

Further redelegation of this autherity
is not authorized at this time. Authority
delegaled ta a position by title may be
exercised by s person officially
designated to serve in such position ln
an acting capacity of on a temporary -
basis. .

List of Subjects in 21 CFR Part $

Authority delegations (Government
agencies), Imporis, Organization and
functions (Government sgencies).

Therefore, under the Federal Food,
Drug, end Cosmetic Act and under
suthority delegated to the Commissioner
of Food and Drugs, 21 CFR part 5 is
amended as follows:

PART 5—DELEGATIONS OF
AUTHORITY AND ORGANIZATION

1. The authority citation for 21 3 &
part 5 is revised \o read a5 follows:

Authority: 5 U.S.C. 504, 552, App. 2; -

© U.S.C. 138a, 2271; 15 U.S.C 638, 1261~ 82,

3701-3711g; seca. 2-12 of the Fair Packr ng
and Labeling Act {15 U.S.C. 1451-1461), 1
11.5.C 41-50, 61-63, 141-149, 467[, 679, },
801886, 1031-1309; secs. 201-803 of tl.
Feders] Food, Drug, end Cosmetic Act (L
U.5.C 321-384); 35 U.S.C. 156; soca. 30,
302, 303, 307, 310, 311, 351, 352, 361, X
17Q4-1706, 2101 of the Public Health Ser
At (AT U.S.C. 241, 242, 2424, 242], 242p
243, 262, 263, 264, 265, 300u-300u~S,
300es-1); 42 1.5.C. 1395y, 3248b, 4232,
4831(a), 10007-10008: E0. 11490, 11921
and 12591,

2. Section 5.20 js amended by revising
paragraph (h} 1o read as follows:

§5.20 Genefal redelegations of suthority
from the Commizsioner to other officers of
the Food and Drug Administretion.

(h) The Chief Medisatar and
Ombudeman is designated as Usser Fee
Waiver Officer and js autherized to
perform all of the functions of the
Commissionar under the Prescription -
Drug User Fee Act of 1892 (23 U.S.C.
379h(d)), as amended hereafter, relating
to the autbority to waive or reduce user
fees. The User Foe Waiver Officer’s
authority ey be redelegated to the
Deputy Chisf Mediator and Ombudsman
and {o the Deputy User Fee Waiver
rther redelegatian,
The Deputy Commissioner for
Operations is designated User Fee
Appeals Officer and is authorized to
hear and decide user few waiver appeals.

The decision of the User Fee Appaals
Officer will copstitute fina) afency
action on such matters.

- - - - -

Deted: December 31, 1996.
William K. Bubbard, ‘
Associote Commissioner for Policy
Coordinetion.
IFR Dog. $7-290 Filed 1-6-97; 8:45 am]

" BRLIMG CODE 4180-81-F

DEPARTMENT OF THE TREASURY
intemal Revenue Service

26 CFR Parts 1 and 802 -

[TD £708)
RIN 1545-AL98

Computation of Forelgn Taxes Deemed
Pald Under Section 802 Pursuant to a
Posiing Mechanism for Undistributed
Earnings and Foreign Yaxes

AGENCY: Internal Revenue Service [IRS),
Treasury.
ACTON: Final regulations.

SUMMARY: This document contains final
income tax regulations relating to the
computetion of foreign taxes deemed
paid under section 902. Changes to the
applicable law wers made by the Tax
Reform Aci of 1986 and by the
Technical and Miscellaneous Revenue
Act of 1988 (TAMRA), These
regulations provide guidance needed to
comply with these changes and affect
foreign corporations and their United
States corporate sharsholders.

DATES: Thesé regulations are effective
Ja.nnar{l 7, 19497, .

Applicability: For the specific dates of
applicability of these reguletions, see
§§ 1.902-1(g) and 1.902-3(1).

FOR FURTHER INFORMATION CONTACT:
Caren S. Sbein (202} 622-3850 (not a

“toll free pumber).
. SUPPLEMENTARY INFORMATION:

Paperwark Reduction Act

The collection of information
contained in these fina! regulations bas
bewn reviewed and approved by the
Office of Management and B in
accordance with the Paperwork
Reduction Act (44 U.5.C. 3507) under
control number 15451458, Responses 1o
these collections of information are
required by the IRS to implemant the
section 902 pooling regime enacted in
the Tax Reform Act of 1986.

An egency may not conduct or
sponsor, and a person is not required 1o
respond to, & collection of information
unless the collection of information -
displays & valid control number.
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The burden for the collection of
information is reflecied in the burden
for Form 1118, -

Comments concerning the accuracy of
this burden estimate and suggestions for
reducing this burden should be sent to
the Internal Revenue Service, Attention:
IRS Reports Clearance Officer T:FP,
Washington, DC 20224, snd to the
Office of Management and Budget,
Attention: Desk Officer for the )
Dopartment of the Treasury, Office of
Information and Regulatory Affairs,
Washington, DC 20503.

Books or records relating to the
collections of information must be
refained as long as their contents may
become material in the administration
of any internal revenue law. Generslly,
tax returns and tax return information
are confidential, as required by 26
11.8.C. 6103. -

Background '

Section 802 (26 CFR part 1) was
amended by section 1202{a) of the Tax
Reform Act of 1986 {Public Law 95-514,
100 Stat. 1085), and section 1012{b) of
the Technical and Miscellaneous
Revenue Act of 1988 (TAMRA) (Public
Law 100647, 102 Stat. 3242). On
January 6, 1995, the IRS published a
notice of proposed rulemaking in the
Federal Register {60 FR 2049 [INTL~
933-86 (1995-1 C.B. 959)]). The
proposed regulations provide guidance
needed to comply with section 902 as
amended in 1986 end 1988. No public
hearing was requested or held, but
numerous wrillen comments were
received. The proposed regulations,
with certain changes made in response
to comments, are adopted in this
Treasury decision as final regulations.
The principal changes to the
regulations, as well as the major
comments and suggestions, are
discussed below.

Explanation of Provisions

Section 1,902-1

In the preamble to the proposed
regulations, the IRS requested
comments on whether the halding of
Revenue Ruling 71-141 (19711 C.B.
211] should be expanded to allow taxes
paid by a foreign corporation to be
considered deemed paid by domestic
corporations thal are partners in
-domestic limited partnerships or foreign

arinerships, shareholders in limited
iability companies, beneficiaries of
domestic or foreign trusts and estates, or
interest holders in other pass-through
entities. The revenue ruling held that
" two 50-percent domestic corporate
general partners of 8 domestic general
partnership that owned 40 percent of a

foreign corporation were entitled to
compute an amcunt of foreign taxes
deemed paid under section 902 with
respecl to dividends they recsived from
the foreign corporation through the
parinership. )

Thse IRS received numerous
comments in response to the request in
the preamble. The commenters
uniformly argue that the aggregate . .
theory of partnerships should apply to

_ allow domestic corporate partners to

compute an amount of foreign taxes

desmed paid with respect to dividends

paid to any partnership by a foreign
corporation, provided that the partner
owns et Jeas!t 10 percent of the voting
stock of the foreign corporation through

the partnership. . :

e final regulations do not resolve
under what circumstances a domestic
corporate partner may compute an
amount of foreign taxes desmed paid
with respect to dividends received from
a foreign corporation by a partnership or
other pass-through entity. That issue
will be the subject of a future proposed-
regulations project. However, 71
recognition of the holding in R venue
Ruling 71-141 (1971-1 C.B. 2+ ) thata
general partner of 8 domestic g meral
partnership may compute an & aount of
foneig,n taxes deemed paid wit. respect .
to a dividend distribution fron 1 foreign
corporation to the partnership, 1.902—
1{3}1] is amended to define a . mestic
shareholder as 8 domestic corp ration
that “‘owns" the requisite votir stock in
a foreign corporation rather th- one
that “owns cﬁrectly" the votin,, itock.
The IRS is still considering un ' r what
other circumstances the revem:  ruling
should apply.

Section 1.902-1(a){8) is ame;..led to
clarify under what circumstances the
pool of post-1986 foreign incon £ taxes
must be reduced 1o account for
distributions made in prior post-1986
taxable years, The regulations réquire a
reduction in the taxes pool for taxes
attributable to earnings distributed to
shereholders ineligible for the deemed
paid credit (for example, a forsign
shareholder, a 1.5. individual
shareholder, or a domestic corporate
shareholder that owns less than 10
percent of the foreign corporstion’s
voting stock] and to shareholders that
are eligible for the credit but that choose
to deduct foreign taxes under section
164(a} in the year of the distribution
rather than claim a credit.

The IRS understends that some
taxpayers have taken the position,
contrery to the position taken in
§1.902-1{a)(8) of the proposed
regulations, that although post-1986
undistributed earnings must be reduced
to account for ell distributions ouf of

902(cH2)B). - - i oo

current or sccumylated earnings and - | i+
profits, post-1986 foreign income taxes
should be reduced only t0 sccount for ... .-
loxes attributable lo distiibutions with ...~
respect to which a shareholder both is
eligible to claim a credit for foreign =~
taxes deemed paid under section 902{a) ~ -
and in fact elects to credit foreign taxes = *.
for the laxable year under section .+ -
901(a). These taxpayers argue thet only = .
in those circumstances are foreign axes . -
“deemed paid” and thus required 1o be:.. -
romoved from the taxes pool undera
literal reading of sections 902{a)and," ;= -
: b ST PE VN

sitiod .-

The IRS has not changed I

 as reflected in §1.902-1(a)(8)(i ofthe =,

proposed regulations that the foreign,
taxes pool must be reduced to sccount
for foreign taxes atiributable to all :
distributions and deeimed distributions -
or inclusions to sll shareholders. - . - "~
However, the text of the final" = % 7
regulations has been amended to clarify
the rule. The requirement thatthe =~ -
foreign taxes pool must be reduced - ™
proportionately as the earnings pool f8 -
reduced is consistent with the

legislative history of the Tax Reform Act’

of 1986 (Public Law 99-514). The House -
Report states that under the pooling
regime, *'[a) dividend or subpart F

inclusion is considered to bring with it | -.
a pro rata share of the accumulated ~ -
foreign taxes'paid by the subsidiary.” .=~

T

. HR Rep. No. 426, 99th Cong., 15t Sess,

357 (1985). In addition, removing taxes
attributable to distributions to ineligible -~
shareholders and eligible shareholders .-~
that choose to deduct foreign taxes js
supported by the general matching - " --
principles of section 902, which 7" -
presume that a dividend distribution -
will carry with it a ratable share of the
foreign corporation’s taxes. If taxes paid
with respect to distributed eamings
remained in the pool, eligible
shareholders eventually could receive
credits for more than their ratable share
of the foreign corporation’s taxes, a
result at odds with the statutory scheme.
Section 1.902-1(a}(8){i) is amended to
correct an oversight in the proposed
regulation. In the cass of a distribution
out of current earnings and profits that
is treated &s a “nimble” dividend under
section 316(a){2) when there is a deficit .

- in accumulated earnings and profits,

post-1886 foreign income taxes are not
mdthuoo'j]d Thisr:-!ule is not inconsistent - .. - -
wi a general rule of paragraph I
(&)(8)(i) that the foreign toxes pol:)l must
be reduced to eccount for taxes . - -
aitributable to all distributions and -~ -.
deemed distributions out of post-1886 -
undistributed earnings. Rather, it ‘
reflects the fact that under section 802
and these regulations, no taxes are - _ .-
deemed par?cfwﬂh respect to & nimble _ .. -
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dividend under section 316(a)(2} barring special allocations of eatnings ~ which may overlap with the Ioreign
because the post-1586 undistributed and taxes. personal holdinig company rules.
* samings pool is tmro o less than tero. - Section 1.802-1(a}{11} hes been Shareholders are permitted to compute -
Section 1.902-1{n)(9), dofining post-  amended to clarify that the definition of © deemed paid taxes with respect 10 :
1086 undistributed eernings, is - - & dividend in section 316{s) applies for  subpart F and passive foreign -
smended (o clarify that the sarnings purposes of seclion 902, and that the -  {nvestment company inclusions. | -
" pool is reduced oaly to sccount for section 902 definition of a dividend also ~ The IRS, thereiore, has concluded the
: m-lbuum or deemed distributions includes deemod dividends under revenue ruling is not supported by
that mduce serings and profils snd . seclions 551 and 1248. Deemed- current law. A shareholder of a foreign
inclusions that resall 1o previously- inclusions vader sections §51{a) and personal holding company should be .
. taxed amounts dast:ribacrin sections 1293 are not dividends for purposes of  entitled to compute deemed paid taxes
~ 959(c}1} and {ci2) or 1203{c). Thus, for  section 902. However, sections 960{a)(t) with res to amounts required to be
- and 1293(f) provide that deemed paid included ip gross income as dividends -

. eccrues & dividend
- section 902 corpora

R -
-

e

4
4

example, in the case of & controlled
foreign corporation owned B0 nt
by s domestic corporste shareholder and
40 percant by a foreign shareholder, the
earnings and taxes pools are reduced
‘only to account for 68 p;ment of the
foreign corporetion’s subpart F income.

The rules precluding special
allocations of eamings and taxes in
§ 1.902-1(e){9){iv) and [10}{ii} of the
pro reguialions have been retained
in the fina] regulations. These
regulations sre intended to reverse the
resultin Vulcan v. Commissioner, 96
T.C. 410 (1001), off'd per curiam, 959
F.2d 973 (11th Cir. 1992), n‘;:lnaoq. 1995~
1 CB. 1, for post-1986 taxable ysars.
Severs] mmz;’i*;snters argued that the
Viulcan decision was correct and should
be applisd to both pre-1887 and post-
1986 taxable years, and the regulations
should be revised to reflect the decision.
For the reasons stated in the preamble
to the proposed regulations, the IRS
declines to do s0.

Commenters also argyed that the rule
precluding specia! allocations of
earnings and téxes is inconsistent with
§ 1.904-6{a}(2). Section 1.904-6(a}2} is
an anti-sbuse rule designed te pravent
the use of accommodation perties to
improve & United States laxpgyer’s
foreign tax exedit position. The rule
states that if e taxpayer receives ot

a noncontrolled
tiop and the

" Comumissioner establishes the existence

of an express or implied agreement that
the dividend {s paid out of the forejgn .
o tion's passive or high :
withholding tax interest sarnings, then
only taxes Imposed on passive or high
withholding tax interest earnings will be
considered related to the dividend. The
(RS may invoke this rule to prevent &
ihareholder from sheltering investment
ncome from tax by investing it through
1 noncontrolled section 902 corporation
hat distributes only the investment
eriings to the shareholder, which then
reats the distddbution as & dividend
heltered by taxes peid on the
orporation’s hightaxed active business
ncome. The IRS bslieves that this
arrowly defined anti-ahusa rule is sn
p]pmpriata excepticn to the genaral
ile of §1.902-3 K!i(!?](iv} and (a}{10)(ii)

* rulin

taxes with res to inclusions under
sections 851(a) and 1293 are determined
under section 902 in the sams manner
as if & dividend was paid.

Parsgraph (a)(11) hes been
amended to add & crossrelerence to
section 1291 and § 1.1201-5 of the
proposed regulations, which provide
special niles for computing loreign taxes
deemed paid with respect to
distributicns from section 1201 funds.
These distrimtions are treated as
dividends solely for foreign 1ex cyedit
purposes, but the general section 902
compulationa] rules do not apply.

A commenter correctly pointed out
that the regulation’s inclusion of
deemed distributions under section 551
as dividends for purposes of section 962
is con 1o the holding in Revenue
Ruling 74-5% (18741 C.B. 183) that an
amount includible in gross iacome
under section 551 is nol considered a
dividend received lor purposes of the
allowance of a foreign tax credit under
section 902. The hoﬁing of the revenue
is based on language in the 1837
legislative history of the foreign
personal holding company provisions.

. The Report! of the Joint Committee on

Tax Evasion and Avoidance of the
Congress of the United States, H.R. Doc.
No, 337, 751h Cong, 181 Sess. 18 (1937),
}'ecqmmendsd t}:;t fg]mholdars of

oreign personal holding companies not
be alfowp:d a credit forl}ﬁnignp;:gome
iaxes paid by the fareign corporation
with respect to amounts deemed .
distributed. The Report goes on to state
that the comumittes recomrmended
against allowlng & credit because “jt is
not administ-utively feasible, although it
might ssem equitable under the .
circumstances.” . .

Section 551(b) provides that amounts

required to be included in the gross
income of 8 U.S. shareholder under
seclion 551(a) are trested as dividends,
and under current law itis -
administretively feasible to aliow
deerned paid taxes to be compuled with
respect to deemed dividends In

‘eddition, the Code now Llaciudes other

anti-deferral regimes, e.g., the subpan F
and passive foreign investment .
company provisions, the gpplication of _

" stated in the reguls

under section 551{a). Revenie Ruling
74-59 (1974-1 C.B. 183) ishereby .
revoked affective as of the date these

regulations are published in the Federal

commenter argued that the rule in
§ 1.902-1(b){4), providing thst no taxes
are deemed paid with respect to
dividends out of current earnings and
profits when tbe foreign corporstion has
no post-1986 undi tribuled earnings and
no accunulated e+ nings and profits
{so-called “nimble dividends) conflicts
with the general pi rposa of the foreign

- tax credit to preve: * double taxation.

The rule iz retainec in the final -
regulations for two sasons. First, the
legislative history « the Tax Reform Act
of 1486 (Public Lav 99-514) clearly
indicates that Cong s was sware of the
issue and egreed w1 the position

. See S. Rep. No.
@ss. 321 (1986).
axe$ can be

he computational

313, 99th Cong., 26
Second, because ne
deemed paid under
rules of section 90C rhen posi-1986-
undistributed earni 35 ot zero or less
than gerv, no taxes ¢ @ removed from
the post-1986 foreip . income taxes pool.
Thus, all of the foreign corporstion's
taxes remain in ite post-1986 forei
income taxes pool and are available to
be credited if the corporation pays -
another dividend in a [ater year in -
which the pc;sl-lQBﬁ undistributed
earnings pool is itive. :

Seéluson 1.91]2-5?:1}{8)'0{ the proposad
regulations reserved on the application
of section 902 in section 304 exchanges,
Commenters suggested that the

. reguletions should sddress this area by

incorporating the holdings in Revenue
Ruling 81-5 {19911 C.B. 114), and
Eevenus Ruling 92-86 (18921 C.B. -
199). In addition, the commenters
argued thet the regulations should state
Wat a deemed paid credil is eveilable in
a section 304 exchange involving a
foreign parent corporstion. The [RS is
slil} studying 1he arez and the
regulations thus continue to ressrve en
the application of section 902 in &
section 304 exchange.
Section 1.902-1[5;’[9) of the proposad
regulations is reserved in these final
reguiations. The proposed regulstion
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provided e cross-reference to regulations
. under section 805{c) withrespect to

adjustments 1o post-1986 undistributed -

earnings and taxes that result frcma
soction 482 atlocation of income. There
cwrrently are no reqilationsunder -
section 905(c) addressing section 482
allocatiops and the IRS, tharefore, has
reserved this paragraph pending
jssuance of final ons noder
section 05[c).

Section 1.902-1(d)(3} (ii) through {iv)
of the praposed tighs it Dol
fncluded in the final regulations.
Paragraph (d)(3) set out rules and
examples exeg:is;ng n,g;mtﬁ?f et
reguletory authority under the )
seatence of section 904(d}{IHE)) to
limit beyond the siatute the - .
circumstances under which a dividend
paid 1o a new U.S. sharehiolder by s ’
eontrolled foreign corporation out of
earninps accumulated while it was a

controlled foreign corporation will be
tronted o5 dvidends from &

poacontrolled wection 992 carporsfion.
Identicel mles were proposed in 1992
under sac‘ti(:[n G;O‘:‘[‘cll)l Sen § 1,904-4(g)2)
i) through {iv) of the pro, :
ol ﬁoﬁ. The rules Edﬁd the
character of g dividend distribution
under section #04{d} and are more
appropristely placed in the regulations
under that section. Afer consldering the
comments received, the rule will be
finalized as patt of the soction 904

regulstions.
Section 1.902-2

A commenter suggested that the
deficit carryback rules in § 1.902-2(a){1)
should be amended to provide thata
deficit in post-1986 undistributed
earnings will not be carried back to pre-
1987 years o & return of capital or
capital gain distribution. The rule states
that a deficit will by carried back when
#s * » 5 corporetion makes a
distribution to shareholders that is a
dividend or would be a dividend if
there wers current or actumulated
eaminge and profits, * * * ." The
commenter suggests that the rule in the
proposed regulation can resuit in
“locked-in" taxes when samings
attributsble to one or muore pre-1987
years are eliminated by the deficit
carryback. If the deficit stays in the post-
3085 pool there is & chance it can be
sbsorbed by future eamings, leaving the
pre-1087 earnings and taxes intact. In
support of its position, the commenter
argues that section 902 establishes rules
that minimize double taxation by
allowing a taxpayer to campute 8
deemed paid credit on & taxsble
dividend. The legislative history
indicetes that the pooling provisions of
sectian 902 are to apply solely for

T comumenter's

t
. AF

gt;zosos of computing the deemned paid
it. Because & returs of capital oy
capital gain distribution is not a taxable
dividend and no section 902 credi! is
allowable, the commenter argues that
ths pooling rules (including tbe deficit
beck rules} should not atglgly_ .

%e IRS dechnes to adopt :
iop. Whan an
amount ic distributed in a post-1986
taxable year and there is a deficitin -
post-1986 undistributed eamnings, the
daficit muﬂdba unbli;l back and reduce
warnings and profils in pre-1887 yeans Lo
determine whether any sarnings remain
o support treatment of the distribution

a tfividand. To the gxtent there are
wvarnings nma.l.u.l.ns in ane or mare
1987 years after a deficit is carried
the distribution is a dividend. Any
remaining amount is a retum of capital
and capital gain. it would be
incongruous to adopt arule ﬂmvidi.ng a
diffarent result i & single dollar of
1887 accurpulated profits remains o a
pre-1987 year afler a post-1986 deficit s
carried back than if the deficit carryback
eliminated all pre-1887 pecunulatsd |
profits end the entire djstribution were
trested as & return of capital.

Another commenter argued thet the
interploy among §1.902-2(b)(1) (pre-
1987 sccumulated deficit carries over to
become the opening balancs of post-
1986 undistributed eamings pool) and
§1.902-1(b){4) (no taxes deemed pai
& dividend is & nimble dividend] of the

roposed regulations, and section 960
Encorpor_atjng the section 902 rules
with respect to deemed inclusions
under subpan F} results in a dendal of
desmed paid taxes to & U.S, shareholder
i a controlled foreign corporetion has
hoth a pre-1987 accumulsted deficit and
post-1885 eamings and profits that ere
antirely subpart F income. The
commenter suggests that regulations be
issusd under section 960 to provide,
solely for purposes of thal section, that
sccumnuleted deficitz in pre-1987
accumulated profits will not carry over
into the post-1986 pool.

The IXS cennot adopt the rule the
oommenter suggests. Congress amended
sections 902 and 960 {n 1986 -
specifically 1o eliminate differant - -
earnings and profits and deemed paid
taxes computations for purposes of
sections 902 and 960. Further, in the
situetion the commenter posits, the
crodits are deferred but not permanently
disallowed. If the controllied foreign
corporation azms enough post-1986
income to eliminate the accumulated
deficit, any distribution or deemed

share of post-1986 foreign incoms taxes.
A commenter argued §1.002—
2(b){2) and (3), Example 1, are incorrect

bacause they {mply that annuai daficits -

- betwean accumilated

au -

" Department participated in their ..
. development.. .. . ... o<

distribution will carry with it aratable -

in pre-1887 sccumuiated profits wem - .
required to be caried under pre-- 'y
1987 section 902 regardless of how -
foreign lncomo taxes were determined.
The comumnenter arguas that pre-1887 ;.
section 902 requires & “cormelation™ -
profitses. = _
tr:l:u.il:;i;od nnderdUb.Sy. Law anch the oy
ref w meth which fore{gn
taxes wire dedarminesd. - v el
The IRS disagreas with the comment ;..
and the pro regulation has oot >0k 7
the IRS lnngsta?d:ng o a5
» ' . SR
the cass of a deficit inp::nnuhtad? A
profits of & foredgn corpomtion fars 724,
particular pre-1887 yeer, the deficit Bret -~

retuces priar * accumulsted profits
malmhsﬁ:themnmthueo&":.\f?
and then the remaining deficit reduces
“m.lul;:od ﬁu]iﬂ of e
yoars. t ruls spplies reg) of . <v .
whether foreign law permits or requires - _-
the o ard of Josses.*
See Revenue Ruling 74-550 {19742 .. °
C.B. 209) and Reveaus Ruling 87-72 - -
(1v87-2CB.170). . . - ..
Effect on Other Dr uments

The following e (BD-II}IO mlingis -
revoked asof Jam ry7, 1987 - - .
Revenus Ruling 4~59, 1974-1 CB. - ..
1&3- n - - oo w

RS LY R
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Special Analyses . - .

It hes boen dete ained thatthis &' -
Treasury decision. : nhot a liﬁ.l.ﬁmt e
reguistory action. defined in EO ;.05
12866. Thorefore, regulatory - : = v

assessment is not quired. itelsobas ..
been determined * at saction $53(b) of - -
the Administrati: . Procedure Act {5 -
V.5.C. chapiar 5) "oee not apply io thess -
regulations, and b cause the noticeof -:
proposed rulema) .ng preceding the -
regulstions was issued prior toMarch -
29, 1096, the tory Flexibility Act .
(5 11.5.C. chapter 6) does rot wpply.. . - -
Pursuant to section. 7805(f) of the
Interne) Revenye Code, the notice of . - -
propesed rulemaking preceding thess . »
regulations was submitied to the Small
Business Adninistration for commemt
on jis imped oo smal) businesa. .. ' -
The principal author of these final ',
gg?:ﬂuns is Ceren Silver Shain of the -
ice of Associete Chief Counsel .- .-
(Inlernational), within the Ofics of . _-. -
Chisf Counssl, IRS. Howevar, other ; - -
‘perscnmsl from the IRS and -

LTI

-

Income texes, Reporting .;;.d N
recordkeeping requirements. -7
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"Repamngnndmﬂkupmg

Adopﬁmd‘ﬂmmdmtnﬂn .
Regulations | . '

" Accordingly, 20(]"Rpam13ndw2
mnmcndodnbl.lm "
PalﬂTl-—MWllETAXES

' Pmph 1. The suthority citation

for part 1 is amended by adding entries

innumaﬂa!ordm'mmdnsfol]ows.
A.dbu‘lirﬂU.S.C? .-
Section 1.902~1 aleo izsued under 26

US.C 902{cX7)
Section 1.902-2 also {ssusd undar 26

'U-SCO&(:X?J.' ..

$41.902-1 and 1.902-2 mm
§§ 1.902-3 and 1.902-4)

- Par. 2. Sections 1,.802-1 and 1. ©02-2

" are redesignated §§1.902-3 and 1.902~

4, respectivel
Par. 3. Sacgons 1.802-0, 1.502~1 and

" 1.802-2 are added to read as follows:

§1.902-0 Outine of regulations Provislons
for section 2,
-This secticn lists the provisions under

. ;u:honmz.

$§1.902-1 OCwdit for domestic corporoils
shareholder of a foreign corporotion for
foreign income nuespmd by the foreign
mbdn
{a) Definitions and effective date,

{1% Domestic shareholder.

2) First-tier corporation.
{3) Second-tiar corparation:

I. {4) Third-tier orporution.

. {5) Exampla. . o

{6) Upper- and Jower-tisr corparstions.

(7) Pareign income taxhs, -

(#) Post-1986 jorelgn income taxes.

{i) In genernl

(if) Distritaitions out of sumings and profits

: mmul.ste;: by & lower-tier cmponuon
5n its tomble yeary boginning be .
"Japuary 1, 1937, and included in zhc
mpa-lh hoflnupr beginalng

tion In ity taxable

after Decernber 31, 1986, yau

[b.lj Forelgn income taxes
* wiith respect to l:ugh wi aldmg ux

fntarest. -
(Dllioﬂ 1900 undhu!huted urninp.
(ii] Dmr[butiom out of sarnings and pmﬁla

. accumylsied by & Jower-tier corporetion
*, in its faxable years beginning before

"~ *January 1, 1887, snd Included in the -

Iy _"n .
iy

" gross incoma of an -ter
corporation In its txxs hyurbeginning
- after Decernber 31,1986, ,
lli.i] Reduction for foreign income taxes’
or accrued.

[nr Special slocations. - -

(10) Pre-198? accumulstsd profits.

. {i) Definition.

- @y Computahan of pre-1987 aocumul.md

ﬁﬂ‘;l;omign I.nmme taxes attributeble 1o
. pre-1987 accummulated profits.

duna:'uﬂl ‘

1 Dlﬂdmd. .

-{12) Dividand mhnd.

{13) Special effective daix,

) Rulse. —~ . .

(i) Exumple. : )

(b} Computation of kxwign incoms taxes
dca::d paid by a damastic abareholdar,
firsi-tier corparation, and second-tier

(1) Genersl rule. - . '

(2) Allocaticn rule for dividends -

_ mttributable to post-1986 nndistributed
sarnings and pre-1987 sccumulated
profits.

(i} Portion of dividend ot nfpon -1988
undistributed

{ii) Portion of dividand out of pre-1987
socumulated

{3) Dividends paid out of pre-1687
socursulated profits.

{4} Deficits in sorumunlsted sarmings and
profits. )

{5) Examples,

{c} Special rules.

{1) Separete computstions required for
dividends from each first-tier and lower-
tier corporstion.

{i) Ruls. -

15} Exsmpla.

(2} Section 78 gross-up.

(i) Fareign inrome taxes deemed paid by »
domestic shareholder.

(ii} Forelgn income taxes deemed paid by
#n upper-ther corparation.

{Lif) Exampla,

(3} Creditehls foreign income taxes.

{s) Forelgn mineral income.

(5] Foreign taxes pald or sccrued in
connection with the purchase or sale of
ceriain off und gas.

(&) Foreign ol and gas extraction income.

(7) Upited States shareholders of cantrolled

fareign corporstions.

(8) Credit for foreign taxes deemed paid lo
& section 104 transaction.

{0) Effect of section: 482 sdjustments on
post-1988 forelgn incomes taxes and post-
1986 undistributed sarmnings.

(d) Dividerds from controlled foreign
corpanations.

{1] General rule.

(2) Look

- (i) Dividends.
{ii} Coordination with aoction 860, -

[3} Dividends dintributed oum of eernings
accumulated before a controlled foreign
corpontion became s controlled forsign |
" corporation.

(i) Ganeral uls.

(if} Dividend distributions cut of urnings
and profits for a year during which
sharsbolder that is currently a more-
then-90-percent United States
shareholder of o controlled foreign
corporstion was not a United States
shareholder of the controlied foreign
corporstion. :

{eJ Information to be furnished.
{f) Examples.
(g) Efective date.

()

- foreign corporation

§1.902-2 Treotment of deficits in post-1068
undistributad and pre-1987

sccumulated profits of « first-, second-, or -

. third-tier corporgtion for purposts of

computing an anount of foreign inxes
deemed ptud §1.902-1.
of daficits in pon-‘mu
ibuted emrnings of a firsl-, second-
. .w third-uar corparation o pu—eﬁuxhn
date taxably years.
{1) Rule. .
{2) Exmnples. -

) Canyibrward of deficits 1o pre-1967
scoumulsted profits of ﬁl::- second-,
of third-tier corporstion to post-1988
undistributed sereings for purposes of
wection 902.

(1) General rule,
(2) Effaca of pro-effoctiva date deficit.
(3) Examples.

§$1.802=3 Credit for dognestic corporote
shareholder of a foreign corporation for
Joreign income taxes paid with respect to
sccumulated profits of taxable years of the
J before Jonuary
1, 1987, .
{s) Definitions.
{1) Domestic shareholder,
(2) First-tier corporstion.
(3) Secand-tier carparation.
(4) Third-tier corporstion.
(5) Foreign income texes.
i6) Dividend.
{7) Dividend received.
(b) Domestic sharehclder owntog stock in o
first-tier corporaiion.
(1) In general.
(2) Amount of foreign taxes deewned paid
by » domestic shareholder, ’
(c) First-tier corporation owning stock in a
sacond-tier corporation.
€1} 1o general.
{2) Amount of foreign taxes decmud peaid
by » fint-tier corporstion.
{d) Second-tier corporation owning stock in
& third-tier corporation.
{1} In geperal.
{2} Amount of foreign taxes deemed paid
by a second-tier tion.
{e) Determination of sccumuleted profits of a

orelgn
(f) Texes paid on or with rezpect to
scournulated profits of 4 foreign
corpotetion. .
Determination of surn and
® u foreign mrporcﬁon.ins’ pmﬂti of
(1) Taxsble year 1o which section 983 does ’
not apply. :
[2) Taxable year io which ssction 963
" applies.
(3) Time #nd manner of making choice.
(4) Determination by district director.

) {h} Source of incoms from firsi-tier

. torporation and country te which tax is
deemad paid.
(1) Source of income. :
{2) Country to which taxes deemad paid.
{i} United Kingdom income taxes paid with
respect lo royalties.
{j) Information to be furnished '
{k) Dlustrations.
{1} Efective dats.
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12. Pemeninse of Corporation A’s posi-1986 undistributed sarnings paid fo )] sharebolders in 1902 (Lipe 1} divided by $0% - i}

Lipe 6). . - .
13. Post-1986 foreign income taxes paid sand deemed peid by Corporstion A with res 1 -1986 undistributed sam- v -

ings distributed to all shareholders in 1992 [Lipe 7 multlpried by Line 12). Pﬂﬁ Pom - ' _31?1 s
14. Fost-1986 undistribuied earnings in Corpotation A at etart of 1991 (Line 6 minus Line11) . . BOOW -
15. Fost-1086 foreign income taxes in Corporation A at start of 1993 (Line 7 minus Line 13) : y $121 =T
(ii) Corporstion M is desmed, under section 902{a) and ph (b) of this section. to have paid $60.50 of post-1966 forelgn

income \axes paid, or deémed pald, by Corporstion A on or with res ta Ita -1986 undi ted marnings (Part
and Corporalian M includes that amount in gross income as a dividenrgnde; lec‘t’i?:tn 78. Both the income iadgim.mg‘ uﬁn:,:iﬂ :

arc subject to v save limitation for djvidends from Co n A, corporat -
. Exmh 4 (;i Since 1987, ﬁome.stic :.orporntirgn )lE hutigw:ad. ?gwﬂcdd'ﬁﬁ°ﬁfs stock g?n. coatrolied foreign corpontion
A. and Corporstion A hes owmad 100 percent of the voting stock of contralled foreign n B. Corporations M, A sad

use the calendar year as the taxably ﬁw Corporations A and B are fred in the same igo country and use ths u as their
funciong] currency. 1u equals 51 sl sll relovand times, Assurme that ol of the sarpings of Corporstions A and B are general limimtion
earniogs smd profits within the meaning of section 904{d){2)(]), and that weither Corporation A nor Corporation B hes any j

taxed income accounts. [p 1992, Cosporation B pays # dividend of 150u to Corporatios A out of -1986 undistribul v

and Corporation A computes an amount of foreign taxes deemed peid undar sscton W2(b)1), The dividead is not subpart F income
o Corperetion A because section 954(cX3KBJ(i} (the same country dividend exception} spplies. Pursuant to paragreph {cX2Xif) of
this section, Corgoration A is not required to include the deemed paid taxes fn earnings and profits. Corporation A has no :
1987 eccumulated profits and a deficit in post-1986 undistributed earnings for 1992z, In 1992, Corporative A peys & emamf'a'i
100u 10 Corporstion M out of ita eamings and profits for §992 {cwrrent eernings and profits). Under paragrapb (B4} of this section.
Corporation M s not deemed to heve paid any of the foreign income taxes paid or deemed paid by Corporstion A because ion'
A hes a deficit in post-1986 undisiributed earnings as of December 31, 1992, and the sum of i current plus sccumvlated profits
is less then zero. Nole that il ipstead of paying 8 dividend 10 Cerporstioa A la 1992, Corporation B had made an additional investment -
of 5150 io United States property under section 956, thet amount would have been included in gross income by Corporation M
under section 951(8){1)(B) and Corporation M would have been deemed to have paid $50 of foreign income taxes peid by tSon
B. See pections 951(a)(1)(B) and 960, Forslgm incame taxes of Corporation B deemed paid by Gorporation A wd '.glupmlng lances
in o 1-1986 undistribuled earmingy and pxet-1986 foreign income taxes for Corparation A and Corporation B for 1983 am cmuputed
Bs I0NOWS: . }

A. Corporation B {second-ties corporaiion):

1. Assumed posi-1986 urdisiributed eamings ln Corpor ton B st start of 1992 oot 200u
2. Assumed post-1996 foreign income taxes in Corporst sn B at start of 1092 ... $50
3. Assumed pre-tax earnings and profits of Corporation 3 for 1992 ; S 150w
4. Assumed foreign income taxes paid or accrued in 18 ! s0u
5, Post-1986 undistributed eamnings in Corporstion B for 1992 (pre-dividend) (Line 1 plus Line 3 minus Line 4] ... a0ty ¢

6. Fost-1906 foreign income taxes in Corporation B for 1992 (pre-dividend) (Line 2 plus Line 4 translated »t the appro- 5100 -
prieie exchange retes). s

7. Dividends paid out of post-1986 undistribuied earnir : of Corparation B to Corporation A in 1002 ‘1500

8. Percentage of Corporation B's post-1986 undistribute  sarnings paid to Corporation A (Line 7 divided by Line 5} ......... . 50%

0. liore:a%n incoms taxes of Corporstion B deemed palf by Corporation A under sectien 902(b)(1) (Line 6 multiplied by $50

ne 8). :

10. Post-1986 undisiributed earnings in Corporation B ¢ start of 1993 (Line 5 minus Line 7) : 1500

11. Post-1986 foreign inovme taxes in Corpossion B at ot of 1993 {Lize 6 minus Line 8} 550 -
B. Corporation A (first-tier mTomitm):

1. Assumed post-1986 undistributed earnings in Corpoi. jon A at start of 1892 1200u)

2. Assumed post-1986 foreign income taxes in Corpom i A st start of 1992 ..., e 0 -

3. Assumed pre-tax earnings and profits of Carporation 1 for 1992 (including 150u dividend from Corporation B} .............. 200u

4. Assumed foreign income taxes paid or accrued by Ca poration A in 1992 N 40u

5. Foreign income taxes paid by Corporation B in 199 that are deemed peid by Corporation A [Part A, Line 0 y
groph (i) of this Exarnple 4}, paid by Lorpo I of parn- $50

6. Post-1986 undistributed earnings in Corporation A for 1092 (pre-dividend) {Line 1 plus Line 3 minus Line 4) .e.eeeeee. {40u)
7. Pomt-1986 foreign income taxes in Corporstion A for 1992 [pre-dividend]-{Line 2 plus Line 4 trenslated st the sppro- 300
priste exchange rates plus Line 5). : ’
1800

8. Dividends paid out of current earnings and profits of Corporation A for 1992
9. Percentage of post-1986 undistributed earnings of Corporstion A paid to Corporation M ip 1092 [Line 8 divided by the ©
greater of Line 6 or zem). 1 and desmed Tald b i 1!1 k
10. Foreign income taxes paid and deem; ai Carporation A in 1992 that are deemed Corpo
mction%z{a] (Line 7 m‘ﬁtiplied by Line !];]. Y ' d paid by wation M under 0
11. Post-1986 undistributed earnings in Corporation A st starl of 1963 (line 6 minvs line 2} (140u)
12. Post-1986 foreign income taxes in Corporation A at start of 1993 (Line 7 minus Line 10) ’ $00
(ii) For 1993, Corporation A has 500u of earnings sod profits ob which it pays 1600 o ' ion -
receives no dividends from Corporstion B, and pays igl 100u Sividcnd lo Carponeiznyu The 1&0'?&13??&@““& mt::i:
with it some of the forelgn income taxes paid end deemed paid by Corporation A in 1992, which were not deemed peid by Corporation
M in 1992 becavse Corporition A had no posl-1886 undistributed earnings. Thus, for 1993, Corporation M is deemed to havs paid
$125 of post-1986 foreign income laxes paid and deemed paid by Corporstion A mnd includet thst smeunt in groes ipcome as 4
dividend under section 78, determinad as fallows: : 5
1. Pos1-1986 undistributed earnings in Corporation A at start of 1993 . (140w)
2. Post-1986 foreign income taxes in Corporation A sl start of 1983 . $50
3. Pre-tax eamings and profits of Corporation A for 1983 - BODW
4. Foreign income 12xes paid or scciued by Corporstion A in 1903 _ : < 1800
&. Pos!-1886 undistributed eamnings in Corporation A for 1893 (pre-dividend) (Line 1 plus Line 3 minus Line.4} ..o, 2000
&. Post-1986 loreign income taxes in Corporation A for 1983 (pre-dividend) (Line 2 plus Line 4 trassleted at (he sppropriate  $250

exchange rates). . ] .
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Example 3. {i) Since 1987, domestic corporation M has owned 50 percent of the one cleas of sock of foreign corporstion A,
The remaining SO0 percent of Corporation A Is owned by foreign corporation Z Foc the same tune petiod, Corporation A bas owned
40 percont of the poe cless of stock of forsign carporation B, and Corporation B has owned 30 porcent of the one class of siock
of ign corporation C. The rexnaintag 60 percent of Corporation B is owned by foreign corporation Y, and the remaining 70 percent
of Corparation C is owned by foreign corporation X. Corporations A, B, and C ere not controlled foreign corporations. Corpotations
A, B, and C use the u st their functional currency, and 1u eguals $1 ai all relevant times. Co tion B uses @ fiscal yoar ending
hine 30 as fts taxable ysar: all other corporations use the calendar year as the tauable . February 1, 1092, Corporation C
peys a 500u dividend out of posi-1886 undistributed samnings, 150u lo Corporstion B wg’;;ou to Corporation X. On February 15,
1992, Corporation B pays & 300u dividend oul of post-1986 undistibuted earnings computed as of the close of Corporstion B's
fiscal soded June 30, 1992, 120u to Corporstion A end 180u to Corpormtion Y. On August 15, 1892, Corporation A pays a
200u dividend out of post-1936 undistributed sarmings, 100u to Corporation M and 100u to Corpomation Z. In tomputiog gmgn
tmxes deemed paid by Corporstions B and A, section 78 does oot wpply and Corporations B and A thus do not have to include
the foreign taxes desmed paid in eamings snd profite See parmnpf fcX2)ii) of this section. Foreign income taxes deemed paid
by Corporztions B, A and M. and the freige corporations” opening balances in poet-1985 undistributed eammings and post-1986 foreign
income taxes for Corporation B's fiscal year beginning july 1, 1992. and Corporation C's and Corporation A's 1993 celendar years
are computed as follows: : . -

A Corpotation C (third-tier corporstion);
1. Assumed post-1086 undistributed sarmings in Corporstion C at start of 1092 ; 1300u
2. Assumed post-1986 foreign income taxes in Corporstion C at start of 1992 : 5500
3. Assumed pre-tax eamings aad profits of Corporation C for 1992 ..., 500u
4. Assumed g)reign income taxes paid or accrued ip 1992 ... 300u
5. Post-1986 undistributed earnings in Corporation C for 1992 (pre-dividend) (Line 1 plus Line 3 minus Line 4) ................. 15000

6. Post-1986 foreign income texes in Corporation C for 1992 (pre-dividend) {Line 2 plus Line 4 trenslated at the appro- $800
priate exchange rates). .
7. Divideods paid out of post-1986 nodistributed earnings of Corporetion™C % Corporation B in 1992 .cecrrermssssscimnscrion. 1500
8. Percantage of Corporation C's pot1-1985 undistributed earnings paid to Corparation B (Line 7 divided by Line 5) .......... 10%
. 9. Foreign income taxes of Corporation C deemed paid by Corporation B under section 902(b)(2} (Line & multiplied by $80
Line 8). .
10. Total dividends paid out of post-1986 undistributec 3aminge of Corporstioss € to all shareholders in 1992 ......cveevveune, 5001
11. Percentage of Corporation C's post-1086 undistribv d earnings pabd to el] sharcholders in 1992 {Lilne 10 divided by 33.33%
. Line 5).
12. Post-1886 foreign imcome taxes paid with respeci 10 >08t-1986 undistributed earnings distributed to all shareholders in  $266.66
" 3992 {Line & multiplied by Line 11).
13. Post-1086 undistributed earnings ir Corporetion C x. start of 1993 (Line 5 mibus Ling 10) ... imeciernmansenrnrmrrnrerrcrseens 10000

14. Post-1986 foreign income taxes in Corporation C at ¢ ut of 1993 (Line 6 minus Line 12) $533.34
*B. Corporation B {(second-tier corporation}: ) '
1. Assumed post-1986 undistributed earnings in Corpor on B as of July 1, 1997 ... s ssenssirea 0
. 2. Assurned post-1986 foreign income taxes in Corporati 1B us of July 1, 1981 0
3. Assurned pre-tax e;u'nings and profits of Corporatior. | for fiscal year ended June 30, 1992, [including 150u dividend 1000w
from tion B). )
4. Assumed foreign income taxes pald or sccrued by Co. oration B in fiscel year ended June 30, 1992 200u

5. Foreign income taxes of Corporation C deemed paid 'y Corparation B in jts fiscel year ended June 30, 1992 (Part A, $80
Line 9 of parsgraph (i) of this Example 3}.
6. Post-1986 un :;tnbuted wernings in Corporstion B for Liscal year ended June 30, 1992 (pre-dividend) (Line 1 plus Line B800u
3 minus Line 4 .
?. Pogl-1836 foreign income taxes in Corporstion ® for f cal yeer ended June 3D, 1992 (pre-dividend) (Line 2 plus Line 4 $280
trenslsted st the appropriate exchange rates plus Line ..
8. Dividends peid oul of post-19686 istributed earnings of Corporation B 1o Corporution A on February 15, 1992 .....co.... 120U
9. Percentage of Corporation B's post-1086 undistributed sarnings for fiscal year eoded June 30, 1992, paid to Corporation  15%
A (Lipe & divided by Line B). i
10. Forelgn ineome taxes paid wod deemed paid by Corporstion B ss of June 30, 1992, deemed paid by Corporation A $42
under saction 902(b){1} (Lins 7 multiplied by Line 89).
11. Total dividends paid out of post-1986 undistributed earnings of Corporation B for fiscal year ended june 30, 1982 ...... 300u
.12, Farcentage of Corporation B’s post-1966 undistributed sarnings for Giscal year ended June 30, 1992, paid to all shere- 37.5%
. holders (Line 71 divided by Line 6). . - - : -
13. Post-1986 foreign income taxes paid and deemed paid with respect to post-1986 undistributed samings distributed to  $105
- all shareho]deu.guﬁng Corporation B’s fiscal year ended june 30, 1992 (Line 7 multiplied by Line 12).
4. Post-1986 undistributed eamnings in Corporetion B as of July 1, 1992 (Line 6 minus Line 11} 500y

15 Post-1985 foreign income taxes in Corpomtion B as of July 1, 1992 (Line 7 mious Line 13) 5175

C. Corporation A (first-tier tion):
" 1. Assumed post-1986 undistributed earnings in Corporation A at start of 1092 ...... 250u
2. Assumed post-1966 foreign income taxes in Corporstion A at start of 1892 $100
" 9. Assumed pre-tax earnings and profits of Corporatioa A for 1952 (including 120u dividend from Corporatios B) .............. 250u
4. Assumed E:nreign income taxes peid or accrued by Corporation A in 1692 100U

5. Poreign Income taxes paid or deemed paid by Corporation B es of June 30, 1952, that are deemed peid by Corporation  $42

A io 1992 (Part B, Line 10 of paregraph (i) of this Example 3).
" 6. Post-1986 undistribuled semings in Cerporation A for 19082 [pre-dividend) [Line 1 plus Line 3 minus Line 4) .......... 400u
7. Post-1086 foreign income taxes in Corporation A for 1992 (pre-dividend) (Line 2 plus Line 4 translated st the appro- 5242

priate exchange rates plus Line §).

8. Dividends peid out of post-1986 undistributed earnings of Corporation A to Corporation M on August 15, 1992 ... 100U
9. Percentage of Corporation A's post-1986 undistributed earnings paid to Corporation M in 1992 (Line 8 divided by Line 25%
6). : '

10. Foreign income taxes paid and deemed paid by Corporation A in 1892 that are deemed paid by Corporation M under $60.50

© section 902{a) (Line 7 multiplied by Line 8}.
17. Total dividends paid out of post-1986 undistributed earnings of Corperstion A te sll shareholders in 1992 ...ervrvveves 2000
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or within the sharebolder’s tsxable year, #Corporation M use the calendur yoarasthe 10 Corposation M and Corporation 2 in 1992 -

and for reduction in the amount of taxable yes:. In 1982, Corporetion A peys 8 Linder persgreph (aN8)i] of this section, .
forsign income texes paid, sccrued, or 30U dividend out of y.ost-1966 undistributed  Corporstion A must reduce ftz post-isss  * -
earnings, 3u to Corpotation M and 27u to foreign income tnxes o of Japuary 1, 1963, -

deemed paid for failure to furnish the : ) an
mqujmdl;’:l:fomstiun, ses soction 6038 Corporstion Z. Corporation M is deemed, by the amount of lorelgn incorre taxes thit -
under paregraph (b) of this section, to have wers doomed paid by C tion Mandby | -

and the regulations under that section. A ¢
in E‘xnrzigpfes, The following examgles F:O:,;m:npﬂdméw&;lugmm ::r:ig:;d . thexmount of forvign incume taxesthat " -
iilustrate the application of this section; jpq would hfve been deemad paidby ™ 0 7 -
PP includes the amount of foreign taxes doemed tio Z had s W e

Example 1. Since 1957, domestic paid in gross income under section 78 as a Iel'lp'bmlenw comput Corporstion Z bwen -+, ___.'

corporation M has owned 10 perrent of the  dividend. Both the foreign taxes deemed paid [ %= B SOTF € mmﬁl&dh@; L

one class of stock of foreign corporation A. and the dividend would be subject tos the dividend received “'P’:: PR

The remaining 90 percent of Corporetion A's - sepamie linitation for dividen !
stock is 0‘*“05 by Ef e foreign cﬂrz:r;ﬁm. Corporation A, 8 noucontrolied section 802 . FoTeign income taxes deemed paidby ™ .. ..
Corporation A is not a controlled loreign corporstion. Under paragraph {a}9)(i}of this Corporation M end Carporation A' opening -
corporation. Corporation A vsaes the u as its saction, Covporation A must reduce fts post- . belances in poet-1986 undistributed samiogs .-
funciional curmency, end fu equals $1 at oI} 1886 undistributed earnings s of January 1,.  and post-10B6 foreign Income taxes for 1093 - -

relevant times. Both Corporation A and 1993, by the total amount of dividends peid ~ are computed as ollows: - " "0 " L .
1. Assumned post-1988 undistributed earnings of Corporation A at start of 1092 w.ciiusemsieeersiras i BBE L
2. Assumed post-1986 foreign income taxes of Corporation A sl start of 1992 iom : S s25 "

3. Assomed pre-tax eamings and profits of Corpomton A for 1952 " o RN Y

4. Axsumed foreign incore taxes paid or accrued by Corporation A in 1992 A8y - -

£. Post-1986 undistributed sarnings in Corporation A for 3992 (pre-dividend) {Line 1 plus Line 3 minus Line 4) ..o _ " 80u - .-
8. Past-1986 foreign income taxes in Corporstion A for 1992 (pre-dividend) {Line 2 plus Lins 4 translated at the appropriate_ $40 ._ 5.

exchange rales). . - e S
7. Divideﬁ?ﬂs paid out of port-1988 undintribuied sarnings of Corpovation A to Corpomtion M In 1882 :
8. Perceniage of Corporation A’s post-1986 undistributed earmings paid to Gorporation M {Liue 7 divided by Line 5} muv 5%
9. Foreign income taxes of A deevod paid by Corporstion M under section 902(e) (Line 6 multiplisd by Line 8) ... 32 - :
10. Total dividends peid € 1 of post-1986 undistribited earaings of Corparetion A to all shareholders in 1992 o reveeeeeve. 300
11. Perventage of Corpora n A’s pos-1986 undistributed sarnings paid to all shareholders in 1992 (Line 10 divided by Line 50%

"3u e .

5) ne S0%
12. Post-1986 foreign ine ne taxes paid with respect to post-1066 undistributed earnings distributed to ali sharebolders in  $20 -
1992 (Lino & multiplied 1y Line 11), s . ) o
13. Corporation A's post-1 36 undistributed earnings at 1he start of 1993 [Lins 5 minus Line 10} e ' 0u
14, Corporation A's posl-1’ i6 foreign income taxes st the start of 1993 {Line 6 minus Line 12) - -$20 -

Exomple 2. {i) The fr & are the same as in Exomple 1, except that Corporetion M bas slso owned 10 percent of ths ook cless.
of stock of fareign oo tioe B since 1987. Corporatiop B uses the caleudar year ma the taxable year. The remainlng 00 parcent
of Corporation B's stock ' owned by Corporetion Z. Corporation B is not a controlled foreign corporstion. Corporation B uses the
u as it funclional curte Cy. and 1u equals $1 a1 &ll relevant times. In 1992 Corponlion B bhas earnings and profits and peys . .
fareign income taxes, & pc ion of which ero attributable lo high withbolding tax interest, as defined in section 004(d)(2)BXYi). Corporation -
B must reduce its poo) r post-1986 foreign income taxes by the amount of 1ax imposed on bigh withholding tax jntrest io excess
of 5 percent bucause th” amount is not trested es & tnx for purposes of section 502 Sew section 9M(dI2)(Eli}) apd paregraph
(a}(BKiiil of thia section. -.orpwration B pays $0u in dividends in 1992, 5u b Corporstion M and 45u to Corporation Z. Corporation ~ -
M must compule its secti 1 8021n) deemed paid 1axes separately for the dividends it receives in 1892 from (Corpomlion A {as computed
in Example 1) end fron Corporetion B. Foreign lncome taxes of Corporalon B deemed paid by Corparstion M. and Corporstion
B's opening balances in pr 1986 undistributed earnings snd post-1986 foreign income taxes for 1993 are computed as follows:

1. Assumed post.1986 und suributed samiogs of Corporetion B at start of 1992 ... {100u)

2. Assumed poat-1986 forr gn income taxes of Corporetion B gt start of 1992 e - 0O .

3. Assurned pre-tax earnings and profits of Gorporation B for 1992 (including $0u of high withholding tex interest oo which 302.50u
5u of tax is withheld). - :

4. Assumed foreign income laxes paid or sccrued by Corporation B i 1992 ....cmrmicrsssimecsssimssesser st peesss e s asmse e sessrs sasamacs " 102.50u

5. Post-1986 undistributed earnings in Corporation B for 1982 (pre-dividend} (Line 1 plus Line 3 minus Line €) oeeeercveeeeeen. 100U

6. Amount of foreign income tax of Corporation B Impoged on high withholding tax (nterest in excess of 5% (5u withholding 2.50u

ax—{5%x50u high withholding tax interest}}.
7. Pos1-1986 foreign income texes in Corporation B for 1892 (pre-dividend] (Line 2 plus |Line 4 minus Line 6 tranalated at the $100

appropriate exchange rate]}. .
8. Dividends peid out of post-1086 undistributed earnings to Corporation M in 1992 — B
8. Percenlage of Corporution B's post-1988 undistributed earninge peid o Corporation M (Line B divided by Line 5} .. 5%
10. Foreign incoms taxes of Corparation B deemed paid by Corparation M under section 802{a} (Line 7 multiplied by Line 9)".. "§5
11. Total dividends paid out of post-1986 undistributed earnings of Corporation B to sll shareholders In 1992 .. ... 80U
12, Porcentage of Corporation B't pos1-1986 undistributed earnings paid to 1) shareholders in 1992 (Line 11 divided by Line 50% -

S} . .
13. Post-1986 foreign income tsxes of Corporaticn B paid on or with rexpect to posl-1846 undistributed samings distributed o $50 .

a)l sherehoiders in 1992 [Line 7 muMiplied by Line 12} . _
14, Corparation B's post-1946 undistributed earnings ot start of 1993 {Line 5 mipus Line 11) .  50u
15. Corporation B's post-1986 foreign income texes at start of 1903 (Line 7 minus Line 13) ..., - $50

(ii) For 1992, ss computed in Example 1, Corporation M is deemed to havs peid 32 of the post-1986 foreign income taxes paid
by Corporetion A and includes $2 in gross income as » dividend under section 78. Both tho income inclusion and the crodit s
subject to & sepsrate limitation for dividends from Corporation A. s poncontrolled section 902 corporstion. Corporstion M also s
deemed to have paid 85 of the post-1966 foreign income taxes paid by Corporstion B and includes 85 in gross income as & deermwd
Wvidend under section 78, Both the income inclusion and the foreign taxes deemned peid arc subject o a separste limitation ke
dividends from Corpuration B, a noncoatrolled section 902 corporation. ) S e T

T

Cw
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ich P receiviag in 1992, Under §1.004 -
1¥4), onehind of the dividend, or 25u
ux50n/1 500}, is United Slates source
me 1o P. P computes foraign laxes
xned paid on the dividend voder
ragraph (b}1) of thiz section of $30 -
Wx50%17$1/150u]] and includes that
wount {6 gross Income under section 78 ax
lividend. Because 25u of the 75u dividend
Uniled States source income to P, $10
30:33.33%1250/75ul) of the section 78
videod will be treated as Unimd Seaies
uree Income to P ondar this peragraph
M2). .
{3) Creditable foreign income taxes.
hs amouni of creditable foreign
wcoms taxes undet section 901 shall
iclude, subject to the limitstions and
anditions of sactions 902 and 904,
yreign lncome taxes actually paid and
eemed paid by & domestic shareholder
aat recaives a dividend from a firsi-tier
otporation. Foreign income taxes
ieemed paid by s domestic shareholder
mder paragraph (b} of this section sball
e deemed paid by the domestic
harcholder only for purposes of
omputing the foreign tax credit
llowed under section 911,

(4) Foreign mineral ins ame. Cenain
‘oreign income, war pro. = end bxoess
srofits taxes paid or ace. red with
»espect 1o foreign miner { income wiil
aot be considered foreig. - income texes
for purposes of seclion £ 2. See section
o01(e) and §1.901-3,

(5) Foreign taxes paid
eonnection with the pun
certain oif and gas. Cert:
profits, ar excess profits
sccrued o & foreign cov
vonnection with the pu

raccrued in
tase or sale of
o income, war
wxes paid or

o
hase and sale

Foreign taxes deemed | aid
by domestic sharebold: - or
upper-tier corporation rith =
respect to 8 separste cat-
sgocy under saction 904(d] -

{ii) Coordination with section 960. For
rules doordinating the computastion of
foreign texss deemod paid with respect
o amounts included in gross income
under saction §51(a} and dividends
distributed by s contratled foraign
corporstion, ses sectioo 860 and the
regulations under that section.

3) Dividends distributed our of
varnings acewmnulated before o
wontrolled foreign corporation became a
controifed foreign corporation—{i)
General rule. Any dividend distributed
b{ a controlled foreign corporstion out
of seTnings eccumuleted before the
controlled foreign corporetion became a

- ofoil or gag extracted in thet country e«
-will bot be considersd foreign income

taxas for purposes of seclion 902. See
section 801(f}. ;

(6] Foreign oii and gas extraction -
incorne. For rules relating to reduction
of the armmoun! of foreign incoms taxes
deemad paid with respect 1o foreign oil
and gas extraction income, see section
907(a) and the regulations ucder that

.secticn. .

{7} United States shareholders of
eomralled foreign corporations. See
parsgraph |d) of 1his gaction and
sections 950 and 962 and the
Fegulations under those sections for -
special rules relating to the spplication
af section 802 in computing E)mign
income taxes deemed paid hy United
States shareholders of conirolled fore
corporations,

{8) Credit for foreign taxes deemed
peoid in o section 304 transaction.
|Reserved].

{9) Effact of section 482 adjustments
on post-1986 foreign income taxes end

st-1986 undistributed parnings.
Reserved),
- {d) Dividends from caontrolled foreign
corporations—(1} Generol nife. Except
s provided in paragraph (d)(3) of this
section, if ¢ dividend is received by a
domestic sharebolder the! is a United
States sharebolder (as defined in section
851(b) or section 953{c}1){A)) from a
first-tier corporation that isa controlled
foreign corporation (ss defined in
saction 957{a} or section 853(cj{1{B)}, or
by ap upper-tier corporation from &
lower-tier corporation if the
corporptions ara related look-through

Post-1986 foreign income taxes of first-tier or lower-lier
= corporation allocated and spportioned to & separate cat- %

agory under §1.904-6

controlled foreign corporation shall be
treated os 8 dividend from a '
noncontralled section 802 corporation
regardless of whether the sarnings were
accumulated in & taxable year beginning
before January 1, 1987, or efter
December 31, 1986.

{ii) Dividend distributions out of
eamings and profits for o year during
whick a shoreholder that is currently a
more-thon-90-percent Uniled Stotss
shoreholder of @ controlled foreign
corporstion wos not ¢ United States
shoreholder of the controlied foreign
corporation. {Reserved],

enlities within the meaning of § 1.904—
5(1), the following rule applies. If a
dividend is paid out of post-1986
undistributed eamings or pre-19§7
sccumulated profits of the upper- or
Tower-Lier controiied foreign corporation
sttributable to more than one aaparate
category undec section 904{d), the
amount of foreign income taxes desmed
paid by 1be domestic shareholder or the
uppaer-tier corporation under section
902 and paregraph (b} of this section
shall be computed separsioly with
tocpect to the post-1986 undistributed
esrnings or pre-1987 accumulated -
profits in each seperate category out of
which the dividend is paid. See § 1.004—
S(c}(4) and paragraph {d){2} of this
seclion. The separately compuied
deemed paid taxes shall be added to
other 1axes paid by the U.S. shareholder
or upper-tier corporation with respact to
income in the appropriate separate
category. :

(2) Look-through—{i) Dividends.
Except as otherwise provided in
paragraph (d}{3} of this section, any
dividend distribution cut of post-1086
undistributed eamingk of # lovk-through
enlity to s related look-through entity
sha!l be deemed to be paid pro rate aut
of each separate category of income, Sea
§% 1.904-5(c)(4) and 1,904-7. The
pertion of the foreign income taxes
sttributable to a particular separate
category that shall be deemed paid by
the domestic shareholder or upper-tier
corporstion must be computed under
the following formuls: :

Dividend amount sttrib-
utable to a soparate cat-

ogary

Post-1986 undistributed
earnings of first-tier or

lowsr-tiar corporation at-
tributeble 1o the separste
category

(e) Information to be furnished. If the
credit for foreign income tasxes claimed
under section 901 includes foreign
income taxes deemed paid under
section 902 and paragraph (b} of this
soction, the domeslic shareholdar must
furnish the same information with
respect to the foreign income taxes
deemed paid as jt is required to furpish
with respect 10 the foreign income taxes
it directly paid or eccrued and for which
the credil is claimed. See § 1.905-2, For
ather information required to be
furnished by the domeslic shareholder
for the annual accounting period of
certain foreign corporations ending with
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1986 undistributed earnings and
accumulated earnings end profits.

(5) Examples. The follow ng examples
illustrate the rules of this paregraph (b}:

Example 1. Domestic corporation M owns
100 perceni of foreign curporation A. Both
Corporation M and Corporation A use the

. calendar year as the laxable year,and
Corporstion A uses the u as its functional
currency. Assume thel 1u equaks $1 atall
relevant times. All of Corporation A’s pre-
1887 actumulated profits and post-1986
undistributed earnings are non-subpart F
general limitstion earnings and profits under
section 804(d)(1)(1). As of December 31, 1992,
Corporation A bas 100u of past- 1086
undistributed earnings end 340 of post-1986
foreign income taxes. For its 1986 taxable
year, Corporation A has accumulated profits
of 200u {net of foreign taxes) and paid 60u
of foreign income taxes oo those earnings. In
1992, Corporation A distributes 150u to
Corporation M. Gorporation A has 100u of
post-1986 undistributed esrmings snd the
dividend, therefore, is treated as paid cut of
post-1986 undistribwted eamings to the
extent of 100u. The first 100w distribution is
from post-1986 undistributed sarnings. and,
becasuse the distribution exhausts those
earnings, Corporation M is deemed to have
paid the entire amount of post-1986 foreign
income taxes of ration A ($406). The
remaining S0u dividend is treated as a
dividead out of 1986 sccumulated profita
under paragraph {b){2) of this section.
Corporation M is deemed to have paid $15
{60uxS0u/200u, translated a1 the appropriate
exchange rates} of Corporation A’s foreign
income taxes for 1986. As of January 1, 1993,
Corporation A's post-1986 undistributed
eamings and post-19856 foreign income taxes
are 0. Corporation A has 150u of
accumulated profits and 45u of foreign
income taxes rerpgining in 3986,

Example 2. Domestic corporation M
{incorporated on Januery 1, 1987] owns 100
percent of foreign corporation A
{incorporated on January 1, 1987). Both
Corporation M and Corporation A use the
calendar year as the taxable year, and
Carporation A uses the v as its functional
currency. Assume that 1u equals 51 at all
relevant times. Corporation A hes no pre-
1987 accumulsted profits. All of Corporation
A’s post-1986 undistributed earnings ure
non-subpart F general limitation eamings
and profits under section 904{d){1){}). On
Jsnuary 1, 1992, Corporation A hes & deficit
in accumulaied earnings and profis and &
deficil in post-1986 uvpdistributed eamnings of
{200u). No forcign taxes have becn paid with
respect 1o post-1986 undistributed earnings.
During 1992, Corporstion A earns 100u (net
of foreign taxes), pays $40 of foreign taxes on
those earnings and distributes 50u to
Corporativa M. As of the end of 1992,
Corporation A has a deficit of [100v) {[200u]
post1986 undistributed earnings + 100u
current carnings and profits) in posi-1086
undistribuled earmings. Corporation A,
however, has current eamings and profits of
100u. Therelore, the 50u distributian is
trealed es e dividend in its entirety under
section 316{a}(2). Under paragraph {b){4) of
this section, Corporstion M is not deemed to

have paid any of the foreign taxes paid by
Corporation A because post-1986
un:?;:tributed earnings and the sum of
current plus sccumulated earnings and
profits are (100u). The dividend reduces both
post-1886 undistributed earmings and
accumulsted eamings and profits. Therefore,
sz of Januery 1, 1993, Cotporation A's post-
1986 undistributed eanings ars (150u) and
its scrumulated earnings and profits wre
(150u). Corporation A's post-1886 foreign
income taxes at the start of 1993 are 340.

(c) Special aules—{1) Separate
computotions reguired for dividends
from eoch first-tier and lower-tiet
corporetion—{i) Rule. If in 8 taxable
year dividends are received by a
domestic shareholder or an upper-tier
corporstion from two or more first-tier -
corporstions or two or more Jower-tier
corporstions, the foreign income taxes
deemed paid by the domestic
shareholder or the upper-tier
corporation under sections 902 (a) and
(b} end paragraph (b) of this sectian
shall be computed separately with
n?fﬂ to the dividends received from
each first-tier carporation or Jower-tier
corporation. If a domestic shareholder
receives dividend distributions from
one or more first-tier corporations and
in the same taxable year the first-tier
carporation receives dividends from one
ar more Jower-tier corporations, then
the amount of foreign income taxes
deemed paid shell be computed by
stariing wilh the lowest-lier corporation
and working upward.

[i1) Example. The following example
illustrates the spplication of this
peragraph (c)(1):

Example. F, @ domeslic corporation, owns
40 percent of the voting stock of foreign _
vorporation S, S owns 30 percent of the
voting stock of foreign corparation T, and 30
percent of the voting stock of foreign
corporation ). Neither S, T.nor Uisa
controlled Joreign corporation. P, S, Tand U
all use the calendar year as their taxable year,
In 1943, T and U both pay dividends 10 5 and
5 pays a dividend to P, To compute foreign
taxes deemed paid, paragraph (cH1) of this
section requires P to start with tha lowest tier
corporations and to compute foreign taxes
deemed paid separately for dividends frora
each first-tier and lower-tier corporution.
Thus, § first will compute foreign taxes
deerned paid sepmtary on its dividends
from T and U. The deemed paid taxes will
be added to 5's post-1986 foreign income
waxes, gnd the dividends wil) be added 4o S's |
post-1986 undistributed eamniugs. Neat, P
will compute foreign taxe: deemed paid with
respect 1o the dividend from 5. This
computation will take inte account the taxes
paid by T and U snd deemed paid by S,

(2} Section 78 gross-up—{i) Foreign
income taxes deemed paid by a
domestic shareholder. Except as
provided in section 960(b) and the
regulations under that section (relating

‘corporalion in that separate cat

to amounts excluded from income =
under section 959(b)), any foreign - .- .
income taxes deemed paid by a -
domestic shareiolder in any taxable ' .
yeer under section 902{a) and paragraph
(b) of this section shall be included in .
the gross income of the domestic' . - .
sharehalder for the year as a dividend -
under section 78. Amounts included in” ™
gross income under section 78 shall, for
p es of section 504, be desmed to -
be derived from sources withinthe .
United Siates to the extent the earnings
and profits on which the taxes were - .
paid are treated under section 904{g)las
United States sowrce earnings and ... .

. profits. Section 1.904-5{m){6). Amounts _

included in incoma ynder section .
78 shall be treated for purpases of . =<+
section 804 as income In a separate
category o the extent that the foreign
income taxes were allocated and’
apportioned ta income in that se
category. See section 904(d)(3}(G} an.
§ 1.904-6(b}(3). '
(il) Foreign income taxes deemed paid
by an upper-tier corporation. Forelgn
income taxes deemed paid byan - -
uppertier corporalion on a distribution
from a lower-tier corporation are not
included in the eemings and profits of
the upper-tier corporation. For purposes
of section 904, foreign income taxes
shall be sllocated and epportioned to
income in & separste category tothe = -
extent those laxes were allocated to the
earnings and profits of the lower-tier .
. agory.. -
See section 904(d)(3)(CG) and § 1.904—
6(b)(3). To the exient that section 904(g)
treats the earnings of the Jower-tier
corporation on which those foreign

te

income taxes were paid as United States
source earnings and profits, the foreign
income taxes deemed paid by the upper-

tier corporation on the distribution from
the lower-tier corporation shall be
treated ss attributable to United States
source earmings and profits. See section
904(g) and § 1.904-5(m)}{6).

{iil) Example. The lollowing example

?I;(:s;:ates the rules of this paragraph

ci2). - .

Exvimple. P, a domestic ration, owna -
300 percent of the voting stock of controlied
foreign corporation S. Corporetions P and §
use the calendar year as thejr wxable yoar,
and § uses the u as its funclional currency. -
Assume that Ju equals $7 at all relevant =~ -~ .
times. As of January 1, 1992, S hes —D- post-
1986 undistributed earnings and -0~ post-
1886 foreign income taxes. In 1992, S earns
150u of non-subpart F general limiletion
income net of foreign taxes and peys 6bu of
foreign lncome taxes. As of the end of 1992, -
but before dividend payments, 5 hes 150u of
port-1986 undistributed earnings and $60 of -
post-1986 foreign income taxes. Assurme that ™
S0u of S's sarnings for 1992 wre from United -
States sources. S pays P adividend of 75u
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distribution to Corporation A) and peys 100u
of foreign income taxes that i ; equal to $100.
Pursuant to peragraph (a}{13)i) of this
section, Corpontion B's post-1986
endistribuled esrnings and post-1986 foreign
income taxos will include earnings and
profits and foreign income taxes attribatable
to Corporation B's entire 1992 taxable year
and all taxable yaws thereafier. Thus, the
April 1, 1992, dividend to Corporation A will
reduce post-1966 undistributed samings 1o
300u (S0Cu—200u) under paragraph (2)(9)(i)
of this section. The foreign income taxes
attributable 1o the smount distributed as a
dividend to Corporstion A will not be
credifable because Corporaiion A {s Dot 2
domestic sharebolder. Post1-1986 foreign
income texes, however, will be reduced by
the amount of foreign taxes attributable to the
dividend. Thus. as of the beginniog of 1993,
Cusporntion B hos $60 ($100-{$100x40%

Foreign income taxes deemed paid by
domestic shareholder (or upper-tier
corporation})

- (2) Allocation rule for dividends
atiribuiable to post-1986 undistributed
earings and pre-1987 accumulated
profits—{i) Portion of dividend out of
post-1986 undistributed sarnings.

Portion of Dividend to a Shareholder At-
tributable 10 Post-1985 Undistributed
Earnings

{ii) Portion of dividend out of pre-
1987 accumuloted profiis. After the
portion of the divic{;nd sttributable to
post-1886 undistributed earnings is
determiped upder paragraph (b)(2)i) of
this section, the remainder of the
dividend received by a sharcholder is
sattributable to pre-1987 accumulsted

Portion of Dividend to & Sharebolder

Attribitable to Accumulated Profits of =

8 Particular Pre-1987 Taxable Year

- (3) Dividends paid out of pre-1987
accumuloted profits. If dividends are
paid by a first-tier carporation or a
lowsr-tier corporation out of pre-1987

accumulated profits, the domestic

shareholder or upper-tier corporation
that rvveives the dividends shall be

~deemed to have paid forvign income

" taxes to the extent provided under

———— L

" section 902 and the reguiations

{200u/500u)]} of post-1986 foreign income
texes. Soe paragraphs {(aX8)(i) and {bI(1) of
this seclion.

(b} Computation of foreign incomne
taxes deemed paid by a domestic
shareholder, first-tier corporation, and
second-tier corporation—(1) General
tule. If a foreign corparation pays a
dividend in any taxable year out of post-
1986 undistributed earnings 1o »
shareholder that is & domestic
shareholder or an upper-tier corporation
at the time it receives the dividend, the
recipient shall be deemed 10 have paid
the same proportion of any post-1986
foreign income taxes paid, accrued or
deemed paid by the distributing
corporation on or with respect to post-
1386 undistributed eamings which the

Post-1986 foreign income taxes of
first-tier corporation (or lower-tier
corporation)

Dividends will be deemed to be paid
firs1 vut of post-1966 vrdistributed
earmings ta the extent thereof. If
dividends exceed posi-1986
undistributed earnings and dividends

Post-1986 Undistributed
ings

profits to the extent thareof. That part of
the dividend ettributable to pre-1987
sccumulated profits will be treated as
paid first from the most recently
accurnulaled earnings and profits. See

§ 1.902-3. If dividends paid out of pre-
1987 accumnulated profits are .
atiributable 1o more than one pre-1887

(Dividend Paid Dut of Pro-1687 Ac-
cumulsted Profits with Res to
the Particular Pre-1987 Taxable Year

-~

thereunder as in effect prior to the
efective date of the Tax Reform Act of
1986. See paragraphs () {10} and {13) of
this section and §§ 1.802-3 and 1.902—-
4

() Deficits in eccumulated earnings
ord profits. No foreign income taxes
shall be deemed paid with respect 1o a
distribution from s foreign corporation

out of current earnings and profits that

x

amount aof the dividend out of post-1986
undistributed eamings {determined -
without regard 10 the gross-up under
section 78] bears to the amount of the
distributing corporstion’s posi-1986
undistributed eamings. An upper-tier
cacporation sheil not be entitled to
compute an emount of foreign taxes
deemed paid on a dividend from a
tower-tier corporetion, hawever, unless
the ownership requirements of
paragraphs (a) {1) through (4) of 1his
section are met at each tier at the time
the upper-tier corparation receives the
dividend. Foreign income taxes deemed
paid by a domestic shareholder or an
upper-tier corporation must be
computed under the following formula:

Dividend paid to domestic share-
holder [or upper-tier corporation) by
first-tier corparation (or lower-tier
corporation}

Post-1986 undistributed earnings of
first-tier corporation (or lower-tier
corporation)

are paid 1o more than cne shareholder,
then the dividend to each shareholder
shall be deemed to be paid pro rata out
of post-1986 undistributed eamnings,
compuled as follows: '

Dividends to
Sharefolder

Total Dividends Paid To all Shareholders

taxable year and are paid 1o more than
one shareholder, then the dividend to
each sharcholder atiributable to
earnings and profits accumulated in &
particular pre-1987 taxable year shall be
deemed to be paid pro rats out of
accumulated profits of that taxable year,
computed as follows:

Dividend to Shareholder

X Total Dividends Paid to all Share-
olders

is treated as a dividend under section
316(a)(2), and post-1986 foreign income
taxes shall not be reduced, if as of the
end of 1be taxable ysar in which the
dividend is paid or eccrued, the
corporation has zero or a deficit in post-
1986 undistributed eamnings snd the
sum of current plus eccumulated
earnings and profits is zero o less than
zore. The dividend shall reduce post-
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pursuant to section 904(d)}{2)E){ii) and
is not included in posi-1986 foreign
income taxes under paragraph (a)[{B){3)3}
of this section. Eamnings and profits of
an upper-tier corporation, however,
shall not be reduced by foreign income
taxes paid by a Jower-tier corporation
and deemed 1o have been paid by the
upper-lier corporation.

iv} Speciol allocations. The term
post-1886 undistributed earnings means
the 1otsl amount of the earnings of the
corporation determined at the corparate
Jeve). Special allocations of eamings
and taxes to particular shareholders,
whether required of permiited by
foreign law or & shareholder agreement,
shall be disregarded. If, however, the -
Commissioner establishes that there is
an agreement to pay dividends only out
of eamnings in the separate categories far
passive ot high withholding tax intarast
income, then only taxes imposed an
passive or high withholding tax interest
earnings shall be treated s related 1o
the dividend. See § 1.904—6(a){2).

(10} Fre-1987 aecumulated profits—{i}
Definition, The term pre-3987
accumulated profits means the amount
of the earnings and profits of a forsign
corporstion computed in accordance
with section 902 and attribulable to its
1zxable years beginning before Janua
1, 1987 If the specia) offective date o
paragraph (a}(13) of this section applies,
pre-1987 accumulated profits also
includes any earnings and profits
(computed in accordance with sections
964(a) and 986) attributable 1o the
foreign corporation’s taxable ywars
beginning after December 31, 1986, but
before the first day of the first taxabie
year of the foreign corporation in which
the ownership requirements of section
902(c)(3)(B) and paragraphs [a} (1)
through [4) of this section are met with
Tes to that corporation.

(1i} Computation of pre-1987
accumulated profits. Pre-1887
accumulated profits must be computed
under United States principles
governing the computation of earnings
and profits. Pre-1987 sccumulated

rofits are determined at the corporete
ﬁavel. Special allocations of
accumulated profits and taxes to
particuler shareholders with respect to
distributions of pre-1987 accumuiated
profits in taxable years beginning after
December 31, 1986, whether required or
permitted by foreign law or a
shareholder agreement, shall be
disregarded. Pre-1987 accumulated
profils of a particular year shall be
reduced by smounts distributed from
those accumulated profits or otherwise
included in income from those
sccumulated profits, for example under
sections 304, 367(b), 551, 851(a), 1248

or 1293, If a deficit in post-1986
undistributed eamings is carried back to

. offsel pre-1987 accumulated profits, pre-

1987 accumulated profits of & particular
laxable year shall be reduced by the
amount ¢f the deficit carried back to
that year. See § 1.802-2. The smousnt of
a distribution out of pre-1987

accumulated profits, and the amount of -

foreign income taxes deemed paid :
under section 902, shall be determined
and translaied inio United States dollars
by applying the law s in effect prior to
the effective date of the Tax Reform Act
of 1986. See §§ 1.902-4, 1.002—4 and
1.964-1. : o

(i) Foreign income taxes ottributable
to pre-1987 accemulated profits. The
term pre-1987 foreign income laxes
means any foreign income taxes paid,
accrued, or deemed paid by a foreign -
corporation ob or with respect to its pre-
1587 accumuiated profits. Pre-1987
foreign income texes of a particular year
shall be reduced by the amount of taxes
paid or deemed paid by the foreign
corporation on or with respect to
amounts distributed or otherwise
inicluded in income from pre-1987
accumulated profils of that year, Thus,
pre-1987 foreign income taxes shall be
reduced by the gmount of taxes desmed
paid by a domestic shareholder
(regardless of whether the shareholder
chose to credit foreign income taxes
under section 901 for the year of the
distribution or inclusion] ot e frst-tier
or second-tier corporstion, and by the
amount of taxes that would bave been
deemed peid had any other sharcholder
been eligible o compute a0 amount of
foreign taxes deemed paid under section
902. Foreign income taxes deemed paid
with respect 1o a distribution of pre-
1987 accumulated profits shall be
translated from the functional currency
of the distributing cerporation into
United States dollars et the spot
exchange rate in effect on the date of the
distribution. )

(11) Dividend. For purposes of section
902, the definition of the term dividend
in section 316 and the regulations under
that section applies. Thus, for example,
distributions and deemed distributions
under sections 302, 304, 205(b) and
367(b) that are treated as dividends
within the meaning af section 301[(c){1)
also are dividends for purposes of
seclion 902. In addition, the termo
dividend includes deemed dividends .
under sections 551 and 1248, but not
deemed inclusions under sections
951[a) and 1293. For rules concerning .
excess distributions from section 1291
funds that sre trestled as dividends
sulely for foreign tax credit purposes,
{see Regulation Projact INTL-656—87

" illustrates

published in 1992-1 C.B. 1124; 360 - -

§601.601(d)(2)(ii)(b) of this chapter). =

(12) Dividend received. A dividend
shall be considered received for

purposes of section 902 when the m.sh .

or other property is unqualifiedly made
subject to the deands of the - .. -
distribulee. See § 1.301-1(b). A .

dividend also is considerad reooiud_'l_u[ri

purposes of soction 902 when tis ...
deemed received under section S04, . .
367{b},551,0r1248. . - - T .
(13} Special effective date-—{(i) Rute. B -
the first day on which the ownership
requirements of section 902(c)(3)(B) and

paragraphs (a)(1) through (4) of this § . .-

section are met with respect to a foreign_

.corporation, without regard to whether .-

a dividend is distributed, is in a taxable
year of the foreign on
b;ginning aRer December 31, 1086,
then— ’ . S
{A) The post-1986 undjstributed =
earnings and post-1086 foreign income .
taxes of the foreign corporation shall be
determined b g into eccount only

- taxable years beginning on and afier tha

first day of the firs! taxahle of the
foreign corporation in which the
ownership requirements ars met, .
including subsequent taxable years in
which the ownership requirements of -
seclion 802(c){3){B) and paragraphs
(2)(1) through (4) of this section are not
met; and ' -

(B) Earnings and profits accumulsted
prior to the first dey of the first taxable
year of the foreign corporation fn which
the ownership requirements of section
902(c)(3)(B) and paragraphs {a)(3) .
through (4) of this section are met shall
be considered pre-1887 sccumulated
profits, R :

(ii) Example. The following example - -
e special effoctive date
rules of this paragraph (a)(13):

Example. As of December 31, 1991, and
since its in tion, foreign corporstion A.
bies owned 100 perceni of the stock of foreign
corporation B, Corpomaticn B s not a

-

_ controlled foreigo corparation. Corporation B .

usos the calendar year as its taxable year, and
its functional is the u. Assume 1u
equals $1 ot all relevent times. Oo April 1,

1992, Corparation B pays & 200u divideadto

Corporation A and the ownership
requirements of section 902(cHI¥B) and
paragraphs (a}{(1) through (4) of this saction
are pot met at that time. Ou july 1, 1992, :
domestic corporstion M purchases 16 perat
of the Corporstion B stock from Corporation
4 and, for the first time, Corporation B meets
the owsership requirements of section - . -
902(c)(3)(B) and parsgraph (a)}2) of this -
section. Carporation M uses ibe calendar year
28 its taxable year. tion B does not”
distribute any dividends to Corporgtion M -
during 1992, For its taxable year endiog ™~ :

Docember 31, 1992, Corporation B hes 500u -
of sarnings and profits {afer foreign ez but -

before taking into sacount the 200u
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the extent the foreign taxes were not
paid or deemed paid by the loreign
corporation on or with respect to
earnings that in prior taxable years were
distributed to, or othecrwise includad
{e.g.. under sections 304, 367(b). 551,
951(a), 1248 or 1293) in the income of,
a foreign or domestic shareholder.
Except as provided in paragraph (b)(4)
of this section. foreign taxes paid or
deemed paid by the foreign corporation
on or with respect to earnings that were
distributed or otherwise removed from
post-1986 undistributed earnings in
prior post-1986 taxable years shall be
removed from post-1986 foreign income
taxes regardless of whether the
shareholder is eligible to compute an
amount of foreign taxes deemed paid
under section 902, and regardiless of
whether the shareholder in fact chose to
credit foreign income taxes under
section 901 for the year of the
distribution or inclusion. Thus, if an
amount is distrihuted or deemed
distributed by a foreign corporationto a
United States person that isnot a
domestic shareholder within the
meaning of paragraph (a)(1} of this
section (e.g., an individual or a
corporation that owns less than 10% of
the foreign corperation's votlng stock],
ar to a fareign person that does nol meet
the definition of a first- or second-tier
corporation under paragraph {a}(2} or (3}
of this section, then although no foreign
income 1axes shall be deemed paid
under section 902, foreign income taxes
attributable to the distribution or
deemed distribution that would have
been deerped paid had the shareholder
met the ownership requirements of
paragraphs (a)(1) through (4} of this
section shall be removed from post-1986
foreign income taxes, Further, if a
domestic shareholder chooses w deduct
foreign taxes paid or accrued for the
taxable year of the distribution or
inclusion, it shall nonetheless be
deemed to have paid a proportionate
share of the foreign corporation’s post-
1986 foreign income taxes under section
902(a), and the foreign taxes deemed
paid must be removed frum post-1986
foreign income taxes. In the case ofa
foreign corporasion the foreign incormne
taxes of which are determined based on
an accounting period of less than one
year, the term year means thai
accounting period. See sections
441(b}{3) and 443,

(i) Distributions out of eamings and
profits accumulated by a lower-tier
corporation in its taxable years
heginning before January I, 1987, and
included in the gross inceme of an
upper-tier corporatton in its taxable
year beginning after December 31, 1986.

Post-1986 foreign income taxes shall
include foreign incame taxes that are
deemed paid by an upper-tier
corporation with respect to distributions
from a lower-tier corporation out of
nonpreviously taxed pre-1487
accumulated profits, as defined in
paragraph (a) (10} of this section, that are
received by an upper-tier corporation in
any taxable year of the upper-tier
carporation beginning after December
31, 1986, provided the upper-tier
corporation’s earnings and profits in
thal year are included in Lts post-1986
undistributed earnings under paragraph
(2){9) of this section. Foreign income
taxes deemed paid with respect to a
distribution of pre-1887 accumulated
profits shall be translated from the
functional currency of the lower-tier
corporation into dollars at the spot
exchange rate in effect on the date of the
distribution. To determine the character
of the earnings and profits and
associated taxes for foreign tax credit
limitation purposes, see section 904 and
§1.904~-7(a}.

(iii) Foreign income taxes paid or
acaued with respect to high
withholding tax interest. Post-1986
foreign income taxes shall not include
foreign income 1axes paid or accrued by
a noncantrolled section 902 corporation
{as defined in section 904(d}2}{E) (1))
with respect 10 high withholding tax
interest {as defined in section
904(d) (2)(B)) to the exient the foreign
tax rate irmposed on such interest
exceeds 5 percent. See section
904(d)(2) (E) (1) and § 1.904-4(g)(2) (iis).
The reduction in foreign income taxes
paid or accrued by the amount of tax in
excess of 5 percent imposed on high
withholding tax interest incormne must be
computed in functional currency before
foreign income taxes are translated into
U.S. dollars and included in post-1986
fareign income taxes.

19) Post-1986 undistibuted
earnings—(i) In general. Except as
provided in paragraphs (a} (10) and {13)
of this section, the term post-1986
undistributed earnings means the
amount of the earnings and profits of a
forelgn corporation (computed in
accordance with sections 964(a} and
986) accumulated in taxable years of the
foreign corporation beginning after
Decermnber 31, 1986, determined as of the
close of the taxable year of the foreign
corporation in which it distributes a
dividend. Post-1986 undistributed
earnings shall not be reduced by reason
of any earnings distributed or otherwise
included in income, for example under
section 304, 367(b), 551, 951(a), 1248 or
1293, during the taxahle year. Post-1986
undistributed earnings shall be reduced
to account for distributions or deemed

distributions that reduced earnings and
profits and in¢lusions that resulted in
previously-taxed amounts described in
section 959(c) (1) and {2} or section
1293(c} in prior taxable years beginning
after December 31, 1986, Thus, post-
1986 undistributed earnings shall not be
reduced to the extent of the ratable
share of a controlled foreign
corporation’s subpart F income, as
defined in section 952, aitributable 0 a
shareholder that is not a United States
shareholder within the meaning of
section 951(b} or section 953(c) (1)(A).
because that amournt has not been
included in a shareholder’s gross
incomne. Post-1986 undistributed
earnings shall be reduced as provided
herein regardless of whether any
shareholder is deemed to have paid any
foreign taxes, and regardiess of whether
any domestic shareholder chose tn
claim a foreign tax credit under section
901(a) for the year of the distribution.
For rules on camrybacks and
carryforwards of deficits and their effect
on post-1986 undistributed earnings, see
§1.902-2. In the case of a foreign
carporation the foreign income taxes of
which are computed based on an
accounting period of less than one year,
the terrn year means that accounting
period. See sections 441{b){3} and 443.

(il) Distributions out of eamings and
profits accumnmuiated by a lower-tier
torporation in its taxable years
beginning before January 1, 1987, and
tnclueded in the grass income of an
upper-tier corporatdon in its taxable
year beginning after December 31, 1986.
Distributions by a lower-tier corporation
out of non-previously taxed pre-1987
accumnulated profits, as defined in
paragraph {(a} (10} of this section, that are
received by an upper-tier corporation in
any taxable year of the uppet-tier
corporation beginning after December
31, 1986, shall be treated as post-1986
undistributed earnings of the upper-tier
corporation, provided the upper-tier
corporation’s eamings and profits for
that year are included in its post-1986
undistributed earnings under paragraph
(a}{9) (i) of this section. To determine the
character of the earnings and profits and
associated taxes for foreign tax credit
limitation purposes, see section 904 and
§1.904-7(a}.

{ii1) Reduction for forelgn income
taxes paid or accrued. In computing
post-1986 undistributed eamings,
earnings and profits shall be reduced by
fareign income taxes paid or accrued
regardless of whether the taxes are
creditable. Thus, earnings and profits
shall be reduced by foreign income
taxes paid with respect to high
withholding tax interess even though a
portion of the taxes is not creditable
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§1.902~4 Rules for distributions
gtinbutuble to accumuloted profits for
toxoble years in which o first-tier corporation
was a Jess developed country corporation,

(8) In general.

{b) Combined distributions.

{c) Distributions of & first-tier tion
attributable 1o cenain distributions from
second- or third-tier corporations.

14) Llustrations.

§ 1.902-% Credit for domestic corpoitle
sharehoider of & forelpgn corporsiion e
foreign Income tazes pald by the foreign
corporation

() Definitions and speciel gffective
dote. For purposes of section 802, this
section, and § 1.802-2, the definitions

ravided in paragraphs [e) {1] through
12) of this section and the special
- effective date of paragraph (a){13) of thig
section apply.

(1) Domestic shareholder. In the case
of dividends received by a domestic

ion from & foreign corporetion
after December 31, 1986, the term
domestic shareholder means » domestic
corporation, other than an § corporation
as defined in section 1361(a), that owns
et least 10 percent of the voting stock of
the foreign corporation at the time the
domestic corporation receives a
dividend from that foreign corporation.

(2) First-tier corporation, In the case of
dividends received by a domestic
shareholder from a foreign corporation
in a taxable year beginning after
December 31, 1986, the term first-tier
corporation means a foreign

'corporation, at least 10 percent of the
voung stock of which is owned by a
domestic shareholder at the time the
domestic shareholder receives a
dividend from that fereign corporation.
The term first-tier corporstion also
includes a DISC or former DISC, but
only with respect 10 dividends from the
DISC or former DISC that are treated
under sections 861(a){2)(D] and
862(a){2) as income from sources
without the United States.

{(3) Second-tier corporation. In the
case of dividends paid to a first-tier
corporation by & foreign corporation in
a taxable year beginning efler December
31, 1986, the foreign corporstion is a
secand-tier corperation if, al the time a
firsi-tier corporation receives a dividend
from that foreign corporation, the frst-
tier corporation owns at least 10 percent
of the foreign corporation’s voting stock
and the product of the following equals
o1 least § percenl—

(i) The percentage of voting stock
owned by the domestic shareholder in
the firsl-tier corporation; multiplied by

(ii) The percentage of voling s_toc‘k
owned by the first-tier corporation in

(4} Third-tier corporation. In the case
of dividends paid to e second-tier |
corporation by a foreign corporation in
a taxable year beginning after December
31, 1886, a foreign corpometion is a
third-tier corporation if, at the time a
second-tier corporation receivesa
dividend from that foreign corporetion,
the second-tier corporation owns at Jees!
10 percent of the loreign corporation’s
voting stock and the product of the
following equals at least 5 percent—

{i} The percentage of voting stock
owned by the domestic shareholder in
the first-lier corparation; inultiplied by

(5%) The parcantage of voling stock
owned by the first-tier corporation in
the second-tier corporation; multiplied

by . oo

(iii) The ntage of voting stock
owned by the second-tier corporation In’
the third-tier corporation.

{(5) Example. The following example
illustrates the ownership requirements
of paragraphs (a) {1) through (4) of this
seclion:

Exompée. (1} Domestic corporation M owns
30 percent of the voting stock of forei
corporation A on Janeery 1, 1991, end for ell
petiods theresfter. Corporation A owns 40
percent of the voting stock of forelgn
corparation B on January 1, 1991, and
contipues fo own that stock until June 1,
1991, when Corporation A sells its stock o -
Corporation B. Both tion A and
Corporation B use the calendar year as the
taxable year. Corporation B pays a dividend
out of its pos!-1986 undistributed earnings 1o
Corporation A, which Corporation A receives
on February 16, 1991. Corporation A pays a
dividend out of its post-1986 undistri
earnings to Corporation M, which
Corparetion M receives on Janvary 20, 1992,
Corporation M uses a fiscal yser ending on
June 30 as the taxable year,

(i) On Februery 16, 1891, when
Corporation B pays a dividend io Corporation
A, Corporation M estisfies the 10 percent
stock ownership requirement of paragraphs
{a) {1) and (2} of this section with respect to
Corporation A. Therefore, Corporation A isa
first-tier corporstion within the meaning of
peragraph (a)(2) of this section and .
Corporstion M 15 a domestic shareholder of
Corporation A withio the meaning of
paragraph {e}(1} of this section. Also oo
February 16, 1091, Corporetion B i» » second-
tier corporation within the mesning of
paragraph (a)(3} of this section because
Corporation A owns at least 10 percent of ity
voting stock, end the perceutage of voting
stock owned by Corporstion M in .
Corporation A on February 16, 1091.(30
percent} multiplied by Lhe percentage of
voting stock owned by Corportion A in
Corporation B on February 16, 1991 {40
percent) equals 12 percent. Corporation A
shall be deemed (o have paid foreign income
taxes of Corporation B with respect to the
dividend received from Corporation B on
February 16, 1991, -

(iil) On Janvary 20, 1992, Corporation M
satisfies the 10-percent stock ownership

" Co A. Those taxes wil

_tier carporation with Carporstions
* A and M on January 20, 1997, ynd hes not -
. been a seoond-tier

requirement of phs {a)1) and {2) of -¢
thiz section with respect to Corporation A, . -

Therafoult. C::ipuolint'i;:}\ is » first-tier ~" .

on n the meaning of paragrap!

(a)}{2) of this section snd s tion M isnh
domestic sharsholder within the meaning of,
T txable poas ending o y
year ending on Jone 30, 1992,

Corporation M ia to have paid & : ...

portion of the post-1986 foreign income

paid mued,a-dauuwdbberdd.'mni- '
t include taxes

id by Corporstion 8 that were deemned pald
Uop A with respect to the —- - 47

dividend paid by Corparation Bto *, 7. ), ,.-
Corparation A oa Februsry 18, 1991, evpn '~ -

though Carparation B is no loager s »
to

tion with reepect -
to Cowporations A and M at any time tharing "
the taxabls yeers of Corporstions A and M ¢
that Include Jenvary 20, 1092 ©. - L
{6) Upper- and lower-tier =~ - .-
corporations. In the case of a third-ties
corporation, the term upper-tier . - -

" corporation means a first- or secund-ﬁaf -

corporation. In the case of a second-tier
corporation, the term upper-tier o
corporation means a first-tier' - -
corporetion. In the case of a first-tier -
corpomtion, the term lower-tier ~ -
corporetion means a second- or third- »--

co.

- tier corporation. In the case of a second-

tier corporation, the term lower-tier .
curpordlion means ¢ third-tier .. - .~
caorporation. - oL
(7) Foreign inconte taxes. The term -
foreign income taxes means income, wer
profits. and excess profits taxes as
defined in § 1.901-2({a), and taxes -
included in the term incoms, war ~ -
profits, and excess profits taxes by -
reason of section 803, that are imposed
by a foreign country or 8 possession of
the United States, including any such
taxes deemed peid by a foreign -
corporation under this section. Fareign
intome, war profits, and excess profits * -
taxss thall not include amounts - - o
excluded from the definition of those - °
taxes pursuant to section 901 and the -
regulations under that section. See also .
paragraphs {c}{4) ard (5) of this section
(concerning foreign taxes paid with
respect to foreign minersl income and in
connection with the purchase or sale of

“oil and gas). -

(B} Past-198b Joreign income taxes— .
(i) In general. Except as providedin ="
paragraphs (2)(10) and (13) of this - - _
seclion, the term post-1986 foreign =
income taxes of & foreign corporstion -
means the sum of the foreign incoms _
taxes paid, accrued, or deemed paid in ~

" the taxsble year of the foreign .-~ i

corporation In which it distSbutes's .
dividend plus the foreign income taxes * .
id, sccrued, or deemed peid inthe - -
oreign corparation’s prior taxable years -~

the second-tier corporation. beginning afier Dacember 31, 1986, 10 ..
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i v
Dividends pajd out of post-1986 undistributed eernings of Corporation A to Corporation M in 1993 w....ecemmrmsrmssssicrs 100U
divided by Line 5) . 50%

Perorutage of pori- 1086 undistributed earnings of Corporetice A paid to Corporslion M in 1993 {Liae 7

Foreign income taxes paid snd deerned paid by Corporation A tha! are deemod paid by Corporstion M in 1993 (Line 6 mul- 3125

tiplied by Line 8}. - . . - ) .

1. Post-1686 undiztributed earsings in Corporation A &t start of 1994 {Line § minus Line 7) .._.... x 100u
3125

. Post-1086 forsign income taxes in Corporstion A at start of 1954 (Line & minus Line 9} ......

‘Example 5. {i) Since 1987, domestic corporstion M has owned 100 percent of the voting slock of controlled foreign corporstion
tion A end Corporation M uee tho calendar year

. tion M aleo conducts operations through a foreign branch. Bath
i the taxable yewr. Corporation A uses the u as itr functional currency end tu equais §1 at ell relevant times, Corporstion A
iz no subpart F income, s defived in saction 952, end no increase in esrnings invested In United Swtet property under section

56 for 1992, Carporstion A tlso has mo previously taxed incnme sccounts. Corporation A has general limitetion income and high
jthholding tax intersst income that, by operation of section 954(b}(4). does not conslitute foreign base company income under section
59la). Because Corporstion A iz » contrulled foreign cotporstion. i is pot mequired v reduce post-1886 foreign income taxes by
sroign taxes paid or sccrusd with respect 3o high withholding tax interest in excess of 5 percenL See §1.902-1[a}{8){iif). Corporation
. pays » 60u dividend 10 qu})urnticm M ju 1882 For 1902, Corporation M is deemed, under paragraph (b) of this section, to
ave paid $24 of the post-1986 forsign Ipcome taxes paid by Corporstion A snd includes that amoyn! in gross income vndes sectiop

g us a dividend, determioed as follows:

. Axsumed post-1986 undistributed exrnings in Corporation A at start of 1892 attributable to: .

(a} Section 904{d)(1XB) high withholding tax interest s i0u

) Sectran 904[d}{1)M]) general Ibmitation incorme ——n 55u
‘. Assumed post-1985 foreign income taxes in Corporetiop A al start of 1992 attributable to: o

(a) Saction 904(d 14D} l:lig]’l withholding tax interest : - §5

{6} Soction so4{d)1)]) genera) limiteton income et eSS e et < £us ot am et st AER AR e $20
1, Assumed pre-tax earnings and profits of Corporation A for 1592 attributable to:

(e} Section 804{d){1)(B] high withholding tax interest 20u

- {b} Sectionr BOA[d)1}1} general limitalion lncome wvevmsme e 20T

I. Assumed foreign incoroe taxes paid or scoued in 1892 on or with respect to:

(a) Section 804{d)(1){B} high withholding tax intersst ; (PP | 11

b} Section 804(d}(1}(i} genera! limitation income eetbe et aveems R re L P ARR S eraeed bbb et e E AR A4 AP e o1 5u
;. Post-1986 undistributed earnings in Corporation A for 1992 [pre-dividend) attributable 1o:

(a) Section 904(d}1)(R) high withholding tax interest (Line 1{a} + Line 3{a) minus Line 4{a)) ... -cvvccmcmersmrescceennrseere. 300

{b] Section 904(d)1)(1) general iimitation income (Line 1(bj + Line 3{b] minus Line 4)) .o covreneererones 70u

..... 100u

+ LEY TOML worvrcarrnsrs remeresressesson arpmers rremssrmsitpaseceasemsosesssnnns
8. Poct-1986 foreign income taxes in Corporution A for 1992 (pre-dividend] attributabie to: .

{s) Section 904(d)(1KB) bigh withholding tax interest {Line 2(s) + Line 4(e) bsnslated ot the s Jopriste exchange rales) ... $15
) Saction 904(d)(1}1) general limitation income (Lins 2(b) + Line 4(b) translated at the approy iate exchenge rates) ..., $25
&0u

7. Dividends paid to Corporation M in 1992
&. Dividends paid 10 Corporation M in 1992 stiributabls to section 904{d) separste categories pursy 1t to §3.904-5(d): .
[a) Dividends paid to Carporstion M in 1992 sttibutable to section 804{d) 1B} high withhold: ‘g 1ax interest [Line 7 mul-  18u
tiptied by Line $(a) divided by Line S${c}].
fb) Dividends paid % Corporation M lo 1952 attributable to section 904{A)1)(]) generu] limit ion income [Line 7 multi- 42u
plied by Line §{b) divided by Line 5{c)).
9. Percentage of Corporation A’s post-1986 undistributed earnings for 1892 paid to Corporution M . xibutable to: .
{a) Section G04{d)[1)(B) high withbolding tex interest (Line Bla) divided by Line 5@)) e ciesnemmnssnsssssstessinniem. 50%
. b) Section 904(d}1)I) general limitation incoms {Line 8(k) divided by LIne 5(b)) .occccccececicere comvns comesmrensorasresssmsseesssas smsress 60%
10. Forcign income taxes of Co tion A deerned paid by Corporstion M under section 902(s) ett. butable to:
{z} Pomlgn Income tuxes of Corparstion A desmed paid by tion M under section 0 [} with respect o section 59
" 904(d)1XB) high withbolding tax intersst (Line 6{a} multiplied by Line 9la)).
) Foreign income taxes of Corporation A deemed paid by Corporation M under section % (a) with respect to section $15
* etM{d](3XI) general limitstion income (Lipe 6(b} multiplied by Line 9{h]].
1. Post-1986 npdistributed sarnings 3o Corporation A #i siarl of 1993 attributsble to:
18} Section 004{d){1)(R) high withholding tax interest (Line 5(a) minus Line 8{a)} ...... — 12u
~ (b] Section BO4(d)(1X1} genera! limitation iocome (Lioe 5{b) minus Line 8()) ............ . ; 280
12. Post-1986 foreign income tawes in Corporation A st start of 1989 sllocabls to:
{a) Soction BO4(d}1)¥B) high withholding tax interest (Line 6{a) minus Line 10{a)) ...... 56
{b] Section 804(d}{1X1} general limitation income (Line 6(b] minus Line 10(h)} s10

i - .

\-
-

- ' LT - N . - L : . .
{ii] For purposes of computiog Corparstion (g} Effective dote. This section epplies  effictive date taxable years—( .
M's forsign tax credit limitation, the post- 1o any distribution mede in snd nl‘?sx:' a F{J:r purposes of computing farl}igim
1986 foms_l:i i;:mcl::e m;.; ‘;f E‘Oﬁﬂh“ﬂ A foreign corporation’s first taxable year  jncome taxes desmed paid under
wdemd Pei'n “3;, m:gﬁu m;oﬂ b ‘:m be“"i”ct beginning on or after January 1, 1987, g 1‘,902—1[b] with respect to dividends
sdded 1o the foreign income taxes paidOr  §1.002.2 Tremment of deficlts Inpost.  P2id by & first-, sacond-, or third-tier
by CnBToraﬁou i essocluied with 1966 undistribuied sarmings and pre-19g7  Corporation, when there is a deficit in
come derived from Corporation My brench  pecumulated profite of & first., second-, o0 Uie post-3886 undistributed sarnings of
thel corporation and the corporation

;Eer:t:o::{ indtl;e m mmle g{est;r,iﬂ?-n third-iler corporation for purposes of

he dividend {an on 78 inclusio computing an amount of foreign taxes makes a distribution to sharehold

with mﬁpeil!; o the fividfnd}_w:!l b: H;g:ld gaamed paid undeor § 1.902-1. thal is & dividend or v:oill;:zel: o

o mﬁo:‘mo:h?; fgmﬁ} n.:y. {a] Cammyback of deficits in post-1986  dividend if there were current or
undistributed earnings of o firsi-, accumulsled sarmnings and profits, then

atiributable to the sxme separgte categorios. ! %
Sea section 904{d) snd §1.904-6. . second-, or third-tier corporation to pre-  the post-1986 deficit shell be carried
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back to the mosl revent pre-effective
dste taxable year of the first-, second-,
or third-tier corporution with positive
eccumulated profits computed under
seclion 902. See § 1.902-3(e). For
purposes of this § 1.902-2, a pre-
effective date taxable year is & taxabie
year beginaing before January 1. 1087,
or 8 taxabls year beginning afier
December 31, 1986, if the spacial
effective date of § 1.802-1{a}{13)
applies. The deficit shall reduce the
section 902 acenmulated profits in the
most recent preeffective date year to the
cxtent thereof, and any remaining
deficit shall be carried back to the next

" preceding yvear or ysars unti} the deficit

is completely allocated. The amount
carried back shall reduce the deficit in
-1986 undistributed sarings. Any
oreign income taxes paid in a post-
effactive date year will not be carried
back to preeffectiva date taxable years or |
mmoveg from post-1986 foreign incoma
Laxes. See section 060 and the T
regulations under that section for rules
overning the carryback of deficits and
the com ion of foreign income taxes
doemed puid with respect to deemed
income inclusions from controlled

Texable yoer .
Current E & P {Deficits) of Corp. A

Current Plos Accumulated E & P of Comp, A mremissiremssnmnees

Post-"86 Undistributed Eamings of Corp. A

Post-'86 Undistributed Earnings of Corp. A Reducsd By Cour

rent Yeor Dividend Distributions
carryback}.

Foreign Income Taxes of Corp. A (Annoal) e mrens

Example 1. {3) From 1885 throngh 1990, -
domestic corporation M owns 10 percsot f *
the one class of stock of foreign corparstion
A. The vemeining 00 percant of Corportiion . .
A'sstockisownedby Z,aforeign - .. . T
corporation. Corporation A isnots” .~
conrolled forvign corporstion and uses the s -
as 1ts functiooa) currency. du equals $1at all
rolevant times. Both Corporation A'snd ~ °
Corporation M use the calender year as the
taxsble year. Corporation A has pre-1887 .- ..
accumulsted profis end post-1986 - - ... -
undistributed eernings or deficits in pogt
19586 undisiributed earoings, puys pro-1087

Post-'86 Foreign lncome Taxes of Corp. A

Joreign co tions, . .nd poet-1986 forelgn income taxes, xad pays
(2) Examples. The following examples dividends es jummarized below: - == . -
illustrate the rules of this paragraph (a}: o :
1985 ... 1986 ....... 1987 ... 1988 .. 1089 ... 3900 .
1500 ... 2500 .. 1000} s 100U e, O i @
1500 ....... 3001 .. 2000 .. 2500 e 250U .. 2000
....... 1100y]) ...... 100U wen 300U ... SOu
D WU e, U e BORY -
(increesed by deficit C
1200 ... 320U oo $10 8so )] ;)
310 $60 ...... - 360 ... 330
i) a - L R - O Su a -
....... 0 D 5 .. D 450 o

12/31 Disnibutions to Corp. M .......

12/31 Distibutions o Corp. Z .........

{1i} On December 31, 1887, Corporation A
distributes a Su dividend to Corporation M
and e 451 dividend lo Co tion Z. At that
time Corporation A bas & deficit of {100u) in

1-1966 undistributed sarnings and §10 of
post-1986 foreign income taxes. The [100u}
deficit (but not the Cliost-wss fornign income
taxes) ts carried back to offset the
accumulated profits of 1986 and removed
from post-1966 undistributed sarnings. The
accumulated profits for 1086 ere reduced to
50u [150u~ 100u). The dividend is paid out
of the reduced 1986 accumuliated profits.
Foreign texes deemed paid by Corporetion M
with respect to the 5u dividend are 12u
{1 20u{5u/50u)). See § 2.002-1(bi{3}.
Corporetion M musi include 12u in gross
income (transiated under the rula applicuble
to foreign ipcome iaxes paid on earnings

" accumuleied in pre-effective date yoers)
under section 78 as s dividend. Both the
income inclusion and the foreign taxes
deemed paid ere subject lo 8 separate
limitation for dividends rom Corporatiop A,
a npncootrolled section 902 corporstion. No
accumslaled profits remain in Corporation A
witl respect o 1885 sfter the canvyback of the
1987 deficit and the December 31, 1987,
dividend distributions to Corporetions M and
Z

(i) On December 31, 1989, Corporation A
disiributes u 5u dividend to Corporation M
snd a 450 dividend to Corporation Z. At thet
time Corporation A hes 100u ol post-1986
undistributed sernings and 340 of post-1986

foreign income taxes, Thercfore, the dividend
is considered paid out of Corporstion A's
post- 1986 updistributed parnings. Foreign
taxes deemed paid by retion M with
respect to the 5u dividend are $3
{$60x5%[5u/100u]}, Corporation M must
include $3 in gross incoms under section 78
az a dividend. Both the income inclusion and
the foreign taxes deerved paid are subject to
a separale limitation for dividends from
poncontrolled section 802 co tion A.
Corporaiion A's post-1836 undistributed
vamings s of fapuary 1, 1880, are 500

-1300u - »0u). Corperation A's post-1986

foreign income taxes must be reduced by the
wnaunt of forslgn texes that would have been
deemned paid if E:th Corpotations M and Z
were eligible to compute an amount of
deemed paid taxes, gacﬁon 1.902-1{a){B){3).
The amount of foreign income taxes that
would have been deemed paid if both
Corporetions M and Z were sligible 1o
compute an emount of desmed pald taxes on
the 50u dividend distefbuted by Corporation
A is 530 (S60x50%30u/100u]). Thus, post-
1966 foreign income taxes &3 of Janvary 1,
1890, are $30 (360 — $30).

Exampie 2. The facts are the same xs in
Exumpic 1, except that Corporation A has a
deficit in it post-1986 undistributed
eemings of (150u) on December 31, 1987,
The deficit s carried back to 1886 and
reduces acrumuleted profits for that year to
-0-. Thus, the foreign Income taxes paid with
respect to the 1986 accumulated profits will

Taxable year v oo

Current E & P [ehcils) of Corp. A
Current Plus Accumulated E & P of Corp. A

Post-'86 Undistributed Eamings ol Corp. A e e
Post-'86 Undistribated Earnings of Corp, A Redured

rent Yesr Dividend Distributions (increased by deficii

carryback).

Foreign Income Taxss {Annuel) of Corp. A

never by deemed peid. The 1967 divideod is
lesmed to be out of Corporetion A’s 1985
ccwnuleted profits, Poroige taxes deemad
»aid by Corporation M under section 902
with respect to the 5u dividend paid on
Jecember 31, 1987, are 4u {120uxSw/150u). *
ee §1.002-1(b}3). As e msult of the T
Jecember 31, 1987, dividend distributiorm,
100y {15¢u— 50u] of accurnulated profita wnd
30u (1200 reduced by $0u]120uxS0u/ 1 50u]
o foreign taxes that would have been
Joemed paid hed all of Corparation A's
sbarcholders been eligible to compute an
amount of foreign taxes deemad poid with
respect to the dividend paid out of 1985
sccuraulated profits) remaln is Corpaatioa
A with respoct to 1985,
Exampile 3, (i] From 1986 through 1991,
domestic corporetion M owns 10 percent of
the one class of sock of foruign corporstion
A. The remaining 90 percent of Corporation
A’s tock is owned by on Z. e
foreign corporstion. Carporeticn A innot &
conttrolied foreign corporation and waes the u
as its fanctional currency. 1u equals §1 at all
relevent times. Both tion A wad
Corpargtica M use the calendar year us the -
taxable year. Corporstion A has pre-1987
sccumulated profits and post-1986
undistributed sarnings or deficits in post.
1986 undinributed earnings, peys pre-1987
end poat-1986 fareign Intome taxes, aod pays
dividends as summarized beiow: - -

1

1986 ....... 1987 ... 1988 ... 1989 ... 1990 ...
vrr Py e st ratn SeronsaEe 1000 ... {50u) v, 150 .. TSW e, A5 . O
........................ 100U ....... 500 e 200M . 17EL e, ROON) e BOM
emvenrrits tvsamrserne (SOUY e, 100M .. SO . 100M . D
By Cur- SR 1 ) JNDNY | R £ THUENCA N -
B0u ) 0w .. 20 ... 20 ..—.. 0"
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Post-'88 Forwign income Taxes of Corp. A

12/31 Distributions to Carp. M

Q 5120 . $20 . 340 oo O
0 0 10u 0 } I LV R— o
B Q 80u O 108y ...... O

12/31 Distributions o Carp. 2

" {ii) Oo December 31, 1083, Corporation A
distributes a 10u dividend to Coarparation M
apd » 90u dividend to Corparstion Z. At that
timre tiom A has 100u in 10 post-1986
undistriboted sarnings and $320 in"its post-
1986 foreign income taxes. Mi
deemed, ander § 1.902-1{b)(1), 1o bave paid
$12 [$120x 10%1100/10001)) of the post-1988
forsign incorpe taxes paid by Corporation A
snd inchides that amount In gros income
under section 78 as a dividend. Both the
incoune Inclusion and the foreign taxes
deemed peid are pubject o a separsts
limitation for dividends from noncontrolied
section 902 corporstion A- Corporstion A's

post-1986 undistritated asof
January 1, 1989, are 0 {100u-100u]. Hs post-
1686 foreign taxes as of 1. 1989, also

are 0, 3120 reduced by $120 of Ioreign
incothe taxes paid that would have been
deemad paid if both Carparations M and Z
~were sligibls to compute ap ampunt of
foreign taxes deemed paid on the dividend
from Corporation A ($120x 100% [100u/
100u)). . .
(185} On December 31, 1990, Carporation A
* distributes & 12u dividend to Corporation M
_ and u 108u dividend to Corporation Z. At
that time tion A has 100u in its post-
1986 undistributed earnings and $40 ip its
<1886 foreign income taxes, The -
dividend is paid cut of post-1988
undistributed earnings to the sxtont thereof
{100u), and the remainder of 20u 13 paid out
of 1986 sccurnulaisd profits. Under § 1.902—
1(b)(2). the 12u dividend to Corporstion M is
deemead o be peid out of post-1936
undistributed sarnings to the axtant of 10u
gmmﬁﬁm 'Lf‘t:mpm-utionzx "
to out o ‘s
1986 accumulated profits. Similarly, the
108u dividend Lo Corporation Z is deemed to
be pald out of post-1986 undistributed
earnings to the extent of 80u (100u x 1080/
120u) and the remaining 16u is desmed to be
paid out of Corporstion A’s 19086 _ -
wccumualated ts. Forelgn income taxes
" deamed paid tionp M under ssction

_ 902 with respect 1o the portion of the

dividend paid out of posl-1986 undistributed - require
g oo $4 (340 . §1.902-1(a)(1) through (4) are met if the

sarnings grs $4 ($40x10% [10w/100u]), and
foreign taxes deerned pald by Corparation M
with respect to the portion of (he dividend

d paid out of 1986 accumulated profits
are L6 {80u x 2u/100u). Corporetion M must
include $4 plus 1.6u translated under the
rule applicable to fareign incoms taxes paid
on sarnings accumulated in taxable years
priot & the effective duie of the Tax Reform
Act of 1986 in gross income as a dividend

under mction 78. The income incluslem and
the foreign income taxes deemed paid are
subject to & ssperate limitation for dividends
from noncontrolled section 902 Corporation
A. As of January 1, 1981, Corporation A's
post-1986 undistrituted s are 0
{100u—100u). 30u (100u-20u) of sccumulated
profits reroain with respact 1o 1085. Fost-
1986 foreiga inoome axes s of Jaruary 1.
1991, are &, 340 reduced by $40 of foreign

- income taxes paid that would heve been

deemed paid if both Corparstions M end Z
were sligible to compute an amount of
deemed peid texes on the 100u dividand
distribuied by Corporation A out of posi-1086
undistributed earnings ($40x 100%[100w/
100u)). Corporstion A hes 64u of foreign
income taxes remaining with respect to 1986,
80u reduced by 16u [80ux2mu/100u) of
foreign income taxes that would havs been
deemed paid if Corporetions M und Z both
were eligible to compute an smount of
deemed puid taxes on the 20u dividend

. distributed by Corporation A out of 1986
profits.

accumulaiad

{b) Carryforward of deficits in pre-
1987 accumulated profits of a first-,
second-, or third-tier corporation to
post-1986 undistributed earnings for
purposes of section 902—(1) General

. rule. For purposes of computing foreign

income taxes deemed paid under
§ 1.902-1(b) with respect to dividends
paid by a first-, second-, or third-tier
mgomu'on out of post-1686
undistributed earnings, the amount ofa
debicit in accumuiated profits of the
foreign corporation determined under
section 902 as of the end of its last pre-
effective date taxable year is carri
forwerd and reduces pest-1986
undistributed earnings en the first day
of the foreign corpomtion’s first taxable
year beginning afier December 31, 1986,
or on the first day of the first 1axable
year in which the ownership )
ments of section 802(c)(3)(B) and

special effective date of § 1.902-1(a)(13)
applies. Any foreign iucome taxes paid
with respect to a pre-effective date year
shall not be carried forward and
included in post-1986 foreign income
taxes. Post-1986 undistributed earnirigs
may not be reduced by the amount of a
pre-1987 deficit in earnings and profits

Taxable ysar ...

Current E & P (Deficits) of Corp. A

Curreni Plut Accumulated E & P {Deficits) of Corp. A

compuied under section 964(a). See
section 960 and the regulations under °
that section for rules governing the
carryforward of deficits and the
compuization of forelgn income taxes
deemed paid with respect to deemed
income inclusions fram controlled
foreign corporations. For translation
rules governing forwards of deficits
in pre-1987 pccumulated profits to post-
1986 taxable years of a foreign
corporation with & dollar functicnal
currency, see § 1.985-6(d)(2].

{2) Effect of pre-effective date deficit.
If & foreign corporation has a defidit in
accumpulated profits as of the end of its
last pre-effective date 1axable year, then
the foreign corporation cannot pey a
dividend out of preeffective date years
unless there is an adjustment made (for
example, # refund of foreign taxes said)
that restores section 902 accumule »d
profits to a pre-effective date taxat 3
year or years. Moreover, if a foreig
corporation has a deficit in sectior 902
accumulated profits as of the end o its
last pre-effective date taxable year, hen
no deficit in post-1986 undistribut. )

.earnings will be carried back unde.

paregraph (a] of this section. For rv s
concerning carrybacks of eligible
deficits from post-1986 undistribu’ 1
samings to reduce pre-1987 earnin ;
and profits computed under sectic
064(a), see section 960 and the
regulations under that section.

(3) Exemples. The following exa pl
illustrate the rules of this paragrapt (b):

Example 1. (3) From 1984 thraugh 15..8,
domestic corporation M owns 10 percent of
the one class of siock of foreign corporstion
A, The remaining 99 percent of Corporstion
A’z stock is owned by Corporation Z, »
foreign corporation. Corporation A is not &
controlled foreign corporation and uses the u
89 its functional currency. 1v squals $1 atall
rulevant times. Both Corporation A and
Corporation M use the calendar year ac the
taxeble year. Corporation A has pre-1987
sccumulated profits or defictts in
sccumulated profits and post-1986
updistributed earnings, pays pre-1987 and
post-1985 foreign income taxes, and pays
dividends as summarized below:

Poet-'86 Dedistributed Earnings of Corp. A

Post-'86 Undistributed Earnings of Corp. A Reduced By Current Year Divi-
dead Distributicns {reducad by deficit carryforward).

Poreign income Taxes (Annual} of Corp. A

12731 Distributions ta Corp. M

1984 ... 1085 ... 1086 ... 1987 .. 1988
25u (2001) ...... (251) e 200U ... 100u
250 vnenn (75U) v (3000) oone. 100U .. 50u
1000 ........ 50u
(500) . SO
20u BU e O v $100 ... 8550
SO 21, S $50
0 0 e D 54 . O
[t} 4] D 135u ........ 0

12/31 Distrbutiona to Corp. Z
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(ii) On December 31, 1987, Corporation A
distributes a 150u dividend. 15u to
Corporation M and 135u to Corporstion Z.
Corporalion A has 200u of current earmings
and prolits for 1987, but its post-1986
undistributed earnings are only 100u as a
result of the reduction for pre-1087
actumulsted deficits required onder
parsgreph (b){1) of this section. Corporation
A has $100 of post-1986 foreign income
taxes. Only 100v of the 150u distribution is
a dividend out of post-1986 undistributed
eamnings. Foreign {ncome taxes deemed paid
by Corporation M in 1987 with respect to the
10u dividend asributable to post-1986
undistributed earnings, computed under
§ 1.502-1(b}, are $10 ($100>10%{100/100u]).
Cotporation M includes this amount in
income under seclion 78 as a dividend. Both
the income inclusion and the foreign taxes
deerned paid are subject lo a separate

limitation for dividends from noncontrolled
section 202 corporation A. After the
distribution, Corporation A has (50u) of post-
1986 undistributed earnings {100u~150u) and
-0- post-1986 foreign income taxes, 310G
reduced by 5100 of foreign income taxes paid
that would have been deemed paid if
Corporations M and Z were eligible to
compute an emount of deemed paid taxes on
the 100u dividend distributed by Corporation
A out of post-1986 undistributed samings
($100x100%[100u/100u]).

{iii) The remaining 50u of the 150u
distribution cannot be deerned paid out of
sccumulated profits of & pre-1987 year
because ration A has an accumulated
deficit as of the and of 1986 that eliminated
all pre-1987 sccumuleted profits. Ses

ph (b}{2) of this section. The 50u is«
dividend oot of current sarnings snd profits ©
under section 316(z){2), but Corporation M is

Taxsble year

Current E & P (Deficits) of Corp. A

Current Plus Accumulated E & P (Deficits) of Corp. A

Post-"86 Undistributed Earnings of Corp. A

Post-'86 Undistributed Earnings of Corp. A Reduced By Current Year Divi-
dend Distributions {reduced by deficit carryforward).

Foreign Income Taxes (Annual) of Corp. A

Post-'86 Foreign Income Taxes of Corp. A .,

12/11 Distributions to Corp. M

12/31 Distributions §o Corp. Z

{ii) On Pecember 31, 1987, Corporation A
distributes a 10u dividend to Corporation M
and a 90u dividend to Corporstion Z. At the
time of the distribution, Corporation A has
50u of posi-1986 undistributed earnings and
150u of current earnings and profits, Thus,
s0u of the dividend distribution (5u o
Corporation M and 45u to Corporation Z) is
s dividend out of post-1986 undistributed
earnings. The remaining 50u is & dividend
out of current earnings and profits under
section 316(a){2), but Corporution M is not
deemed to have paid any additional foreign
income taxes paid by Corporation A with
respect to that 50u dividend out of current
earnings and profits. See §1.902-1(b)(4).
Note that even if there were no current
esmings and profits in Corporation A, the
remaining 50u of the 100 distribution
cannat be deemed paid out of accumulated
profits of a pre1987 year because Corparation
A has an sccumulated deficit as of the end
of 1986 that eliminated al] pre-1987
accumulsted profits. See paragraph (b)(2) of
this section. Gorporation A has $120 of post-
1986 foreign income taxes. Foreign taxes
deemed paid by Corporation M under section
902 with respect to the Su dividend out of
post-1986 undistribuled sarnings are $12
($120 x 10%[5u/60u]). Corporation M
includes this emount in gross income as a
dividend under section 78. Both the foreign
taxes deemed paid and the deemed dividend
are subject to a separale limitation lor
dividends from noncontrolled section 802
corporation A, As of January 1, 1988,
Corporation A has (50u) in its post-1986
undistributed earnings (50u~ 100u) and -0-
In its post-1986 foreign income laxes, §$120
reduced by $120 of foreign taxes that would
have been deemed paid if both Corporations
M and Z were eligible to compute an amount
of deemed paid laxes on the dividend

not deemed t6 huve paid any additional
foreign fncome taxes paid by tion A~ .
with respect lo that 50u dividend outof - -
current sarnings and profits, See § 1,902~
b)) . ' N
p Exumple 2. [i) From 1986 through 1901, '
omestic corporation M owns 10 percentof -_:
the one class of stock of foreign corporation- -~
A. The remaining 90 percent of Corponation: -
A’s stock is oweed by Corporation Z, & v C
foreign corporetion. Corparation A is not s -
costrolled foreign carporation and nies the 4
& its functional currency: 1 equals $1atall
relovant ties. Both-Corporation A'and - =127
Corporation M use the calendar year asthe - -
taxsbie year, Corporation A has pre-1087,7.1_--
accumulated profits o deficitstn .. - -+
accumulated profits and post-1986 :
undistributed earnings, pays post-1986- . ‘2
foreign income taxes, and pays dividends ax
summarized below:. - .. _ . ..

T

It ew
- . Lea

1889 Lin.l 1990 - .

1836 ........ 1987 ... 1088 ...

(1000) ... 150U oo (150U} comes 100U cue. 250m . -

(107, 7) [P - - TR— (2000) ...... . (100U} ... SOU. - -
50U .o (2000) ... (100U) wense. - SOM - . -

weessraersanns e [50V) ceee (2000) . {2000) oo - O

o $120 e O 350 100
5120 ....... - O $50 3130 . .

0 10u 0 10u -

0 90u o Wu & .

distributed by Corporation A out of post-1986
undistributed earnings (5120 x 100%]500/
50u)).

{iii} On December 31, 1989, Corporetion A
distributes a 10u dividend to Corporstion M
end a 90u dividend to Corporation Z.
Although the distribution is considered a
dividend in its entirety out of 1989 earnings
and profits pursuent to section 316{a)(2),
post-1086 undistributed earnings are [100u}.
Accordingly, for purposes of section 902,
Corporalion M is deemed to have paid no
post-1986 foreign income taxes. See §1.802-
1(b)(4). Corporation A’s post-1986
undistributed earnings as of January 1, 1990,
are (200u} ((100u) - 160u). Corporation A's
post-1986 foreign income taxes are oot
reduced because no {axes were deemed paid.

(iv) On December 31, 1980, Corporation A
distributes & 5u dividend to Corporation M
and » 45u dividend to Corporation Z. At that
time Corporation A has 50u of post-1986
undistributed earnings. and $150 of post-
1986 foreign income taxes. Foreign taxes
deemed paid by Corporation M under section
902 with respect to the Su dividend are $15
(8150 x10%{5u/50u)). Post-19856
undistribuied earnings &s of January 1, 1991,
are -0~ (50u — 50u). Post-1386 foreign income
taxes as of January 1, 1991, also ere -0-, $150
reduced by $150 {$150 % 3100%[50u/50u]) of
foreign income laxes thet would have been
deemed paid if both Corporations M and 2
were eligible o compute an amount of
deemed paid taxes on the 50u dividend.

Par, 4. Newly designaled § 1.902-3 is
aménded by revising the section -
heading and paragraph [a) introductory
text, end by designating the last
peragraph as paragraph (1) and revising
it to read as follows:

§1.902-3 Credit ior domesiic corp Tale
sharehoider of a foreign corporation Yor
foreign income taxes pald with resg 3 to
sccumulated profits of taxable yesr. N the
forelgn corporation beginning be R
Januasry 1, 1987. . Lt
(a) Definitiong. For purposesof -~~~
section 902 and §§1.902-3 and 7 W2-_ "
4 : S
- L L L] W .- .. -
(1} Effective date, Except as prc ided
in § 1.902—4, thjs section epplies 3 any
distribution received from a first “ier
corporation by its domestic share older -
after December 31, 1864, and bef re the
beginning of the foreign corporation’s
first taxable year beginning after .
December 31, 1986. If, however, the first
day on which the ownership -
requirements of section 802{c)(3)(B) and
§1.902~-1(a)(1} through (4] are met with
respect to the foreign corporation is in
a taxable year of the foreign corporation
beginning after December 31, 1985, then
this section shall apply to all taxable
years beginning aflor Decomber 31,-. .
1964, and before the year in which the
ownership requirements are first met.~ "
See § 1.902-1{a){13)(iii). For L
corresponding rules applicable to
distributions received by the domestic
shareholder prior to Jepuary 1, 1965, see

. §1,902-5 8s contained in the 26 CFR

part 1 edition revised April 1,1976. ", " -

§1.902-4 [Amended] ~ "~ -7 TV
Par. 5. Newly designated §1.962—4, .
paragraph [b), in the }ast sentence; the™.
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“§ 1.902-1" is removed and
§ 1.902—3"’ is nddod in its place.

SART m—-OMB CONTROL NUMBEHS
JNDER THE PAPERWORK
!EDUOT!ON ACT T

P-r 8. The tut.bonty citation for part
302 continues to read s follows:

Anﬂ:u-ﬂy 28 US.C. 7805.

Par. 7. In §602.101, parsgraph {c) is
asmended by adding an entry in
pumerical orderto the teble to read as
follows:

§602.101 OMB Control Numbers.

- * L L] *

(cIl'I - ;

" Office of the Secretary
_ 32CFR Part220

‘ Co]]ection From Third Party Payers

. Curent
CFR pant of section where den-
tified and described OMwB”mb

N Y - LT
1.902-1

L . - -

“Margsret Miloer Richardson,
Commissioner of Internal Revenue.,
Appraved: Decamber 12, 1996,
Donald C. Lubick,
Assistant Secretary of the Trsasury.
iFR Doc. $7~153 Filed 1-6-87; 8:45 am}
LLNG CODE 4500-81-U

DEPARTMENT OF DEFENSE

Catlection From Third Party Payers of
Reasonable Costs of Healthcare
Sorvices

AGENCY: OHfice of the Secretary, Dok’
ACTON: Final rale; armendment.

SUMMARY: The Department of Defense
published s final rals con ¢
o
Reasonable Costs of Healthcare Services.
This part is published to suspend the
effectiveness of 32 CFR 220.8(k)(2). The
effoctive date initially established for
this change was Juns 1, 1996. Due to
unanticipated administrative
requirements that extended the -
timeframe for implementation, this
effective date is now suspended unti}
April 1,1897, -
DAYES: Effective January 7, 1997, section
220.8(k)(2}, s published at 61 FR 6542,
February 2, 1996, is suspended until
Apri 1, 1997,
FOR FURTHER INFORMATION CONTACT!
LCDR Patrick Kelly, (703) 681-8810.
SUPPLEMENTARY INFORMATION: The i
amendment published on February 21,
1996, was not self-unplemem.
Rather, implementation a
change in billing practices by military
treatment facilities and TRICARE -
resource sharing providers. Due to
unapticipated administrative

requirements that extended the
timeframe for implementation, the

changes in billing practices were

- suspended briefly. In view of these
- circumstances, the solicitation of

additional public comment pricr to

establishing a deferred effective date is

unnecessary.

List of Subjects in 32 CFR Part 220
Claims, Health care, Health insurance.
For the reasons steted in the

presmble, 32 CFR part 220 is amended
as follows:

PART 220—COLLECTION FROM
THIRD PARTY PAYERS OF
REASONABLE COSTS OF
HEALTHCARE SERVICES

1. The authority citation for 32 CFR
Part 220 continues to read as follows:

Autbority: 5 US.C. 303, 10 U.5.C. 1085,

2. The last sentence of paragraph
220.8{k}{2) is revised ta read as followa:

§220.8 Raasonabie costs.

L] * - - -

(k) * % &
(2)* * * This paragraph (k){(2}
becomes effective April 1, 1907,

.‘ E ] - - -
Dated: Decernber 31, 1896,
LM. Byvum, '

Alternate OSD Federal Register Liaison
Qfficer, Department of Defense.

IFR Doc. $7-183 Filed 1-6-97; 8:45 am]
BLLING CODE $000-04-Bt



