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DEPARTMENT OF THE TREASUAY
Internal Revenue Service

26 CFR Parts 1 ang 602
(INTL-539-86)
RIH 1545-AJ70

Insuranee income of 3 Controlled
Foreign Corporation {or Taxable Years
Beginning Atter December 1, 198§

AGENCY: Internai Revenua Service,
Treasury.

scTion: Notice of proposed rulemaking.

SuMMARY: This document coniains
proposed income lax regulations
telating to the definition snd
computation of the inturance income of
2 controtled foreign corporation. The
troposed tepulations also comain
delinitions and rules applicable 10
certain caplive insurance companies.
This acuonis necessary because of
chahges 1o the appheable 1ax iaw made
by the Tax Reform Act of 1566 and by
the Technical apd Miscellantous
Revenue Act 1588 These regulations
would provide guidance beeded to
comply with these changes and would
affect conrolled fareign corporations
with income derived fram insurance
aperations.

oATES. Writien comments must be
received by June 17, 2991 A public
hearing on these proposed regulations
will be held Mondsy, June 24 1991,
begmning ot 10 & See the notice of
public hearing on these propased
regulations elsewhere io this issue of the
Federal Register.

ADDRESSES: Send comments 1o:
Commissioner of lnternal Revenue, P.O.
Box 7604, Ben Frankiin Station
Atemion: CCCORPT:R {INTL-235-86).
room 4429, Washington. DC 20044,

FOR FURTNER INFORMATION CONTACT. _

" Dawid R Cooper of the Office of

Associsit Chef Counsel [intermationsl),
within the Office of Chuef Counsel,
internal Revenue Service, 1111
Constwbon Avenue. NW. Washingion,
DC 20224, Allention: COINTLBr2
[INTL-339=86) {20 -566--584% not a 10l]-
free call} .
SURPLEMENTART INFORMATION: '

Faperwork Reductiva Act

The collecuion of infermation
contained in 1his novice of proposed,
rulemaking has been submited 10 fre
Clfice of Management and Budget lar
review in accordance with the v
Paperwork Reducuon Act of 1980 (44
0).5.C 2804¢h)). Comments on the
eollection of informmion should be sent

-

10 Lhe Office of Maragement ard
Budget Allention: Deck Difice ior the
Deparvnent of the Treasury. Office of
Inlarmation and Regulatary AHairs.
Washingion. DC 205¢2. wilh copies to
the lnternal Revenue Servicy, Altennon:
1RS Reports Clearance Officer TER,
Washington, DC 20224,

The collection of information 1n these
regulations is tn § 1.952-20e}{3}iii},
1.933~4{b}. 1.953-5{a). 1.953=E(4). 1.953~
7lc){8), 1.6046~11a){2)ilc), and 1.004G-=
e {2 )ki). This information is required
by the internai Revenue Setvice in ocder
for taxpayers 10 elect (o locate risks
with respect to movable propesty by
reflerence to the location of the property
in & prior period: to wllocate investment
income fo a1 patticular category of
insurance income; to allocale deductions
\o a particular category of insurance
income: to deterrmine the amoun of
those stems, such as reserves. which are
computed with reference toan -+ - -
insurance companys annual statement
to eleet 1o have related person insurance
ingome treated as income efectively
connecied with the conduct of a Urited
Staies rade or businesy 2nd 1o collet
the informstion required by section 546
relating to cantrolled foreign
corporations as defined 1o section
95)c) The information will be used 1o
verify that locating movable property on
the basis of where the property is .
locsied in a prior period does ol result
in a2 material distortien when compated
to where the property is actuslly iocaled
during w cunrent period: to verify the
cannection between certain items of
invesuynent income and a specific
category of insurance income: to verify
\he conneclion between deductions and
a3 specific calegory of insurance income:

~to verify the accuracy of thpse items
which are delermined by reference to an
insurance company's annual sidiement
g permit relsted person insurance
income to be laxed st the corporaie
level as income «ffectively connecied
with the conduct of a Unitae States
trade of business rather than at e
shareholder jevel as subpan Fincome:
and 10 ensure compliance with the
internal Revenue Code a3t relaies 1o
controlled [oreign carporations as
defined in secuion §53{c). The iineiy
respondenis are business or olher for-
profit instiutions.

These esumates are en appraxumalion

.ol the average me expected 'o De

+ pecessery for & eollection of
++ nformanion. They ate based on

“information as is avalabie ta the
jnternal Revenue Service. Individual
respondenis/recordiee sers may requre
greater of less Lime, depending on thew
pariicular circumsiances.
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Eatimated total acnual reporting and
recordkeeping burden: 14100 hours.

The esumated acousd burden per
respondent and/or recordkeeper varies
from 20 to 80 bours, depending on
individual circumetances, with an
estunated avernge of 28.2 hours.

Estumeted number of répond=nts
and/or recordkesper: 500.

Eatimated snnuel frequency of
responses: Annually.

Heckground

This document contains proposed
amendmenty 10 the [ncome Tax
Regulations {26 CFR part 1} under
sections D53, 954, 984, 1248, and 6048 of
the Interral Revepue Code of 1586
These amendments are proposed to
conform the regulatons to section
1221(b) of the Tax Reform Act of 1588
{Pub. L. 99-814. 100 Stat 2083, 2551) and
1o section 1012(i} of the Technical and

" AGscelaneous Revenue Acl of 1988

{Pub. L 100847, 102 Stat 3342).
Exnilanastizn of Provisioos
Statuiery Provisions

A United States sharebolderof 2
controlled foreign corporation is subject
te current United Stales texation on the
subpart F income of the foreign
corporation. Subpart F income is defined
tnder section §52 and consiste of
severs! types of income. one of whick is
“insurance income,” us defined in
section 953, Insursnce income exis's
ooly with respect to bona fide contracts
of insurance (or reinsurance] or annuity
conwacis. This regulation does not
address e issue of what constitutes
insurance. Whether a payment Is
considcered an insurance preium or e
contribution to capital can, however,
sifect both the charsctenzaiion of
rezeipts as “insurance income™ and the
value of stock in & con'rolied foreign
corporation owned by Urited States
~ persons. Therefore. the characterization
of payments as 1zsurance premiums of
¢2=tnbubons 10 capital must be
conmdered carefully.

Insurance incoms is income (including
investmen! {zcome) atiributable 1o the
issuisg or rerysuring of any insurance
annuily coptract n consection with
rsks located in 2 country other than the
country under L3¢ laws of which the
controlied Ioreign corporation is created
ot arganized snd which woyld be taxed
v=de: subchapter L of the Code if the
income were the income of & domestic
isurance company. Although not within
the definition of insurance income under
section G52, the investment income
atmibulable 1o uureance, reingurance., o
snnuity contracis covenag risks loczted

in the conuolied foreign corporstion’s

couny cf Incarporetion may be aubiect
te subpet F s foreign personatl holding
copany ncome under sections
C4(aj{1]) and §54{c} of the Code.
Secuon 953(c) provides special
definitions of the terms “United Statey
shareholder” and “contoled loreign
corporation” lor the purpose of taking
inio account relaled person inrurance
incame, Related perzon tnaurence
iacome tv any insurance lncome
stiributable to & policy of ineurence or
reinsurance under which the insured ls 2
United States shareholder of the
controlled foreign carporation or s
related person to such ¢ shareholder,
For purparses of taking into sceount
related person lnsurace lncome, the
term “United States eharebolder™ means
any United Siates pecsen [as defined in
section 957(cj] whe owns, withir the
mexning of section 858{4), any stock of
the [oreign corporation. and the term
“controlled foreign corporation” menns

" any foreign corporation if 25 petcent or

more of the totad combined voting power
of ail classes of stock of the foreign
corporation entitled to vote. o 25
percent or more of the total valus of the
stock of the foreign corporation. is
owned (within the meaning of section -
2538{aj), or is considered 83 owned by
applying the rules of ownerhip of
section 858(bL by United States
sbarehoiders oc any day during the
taxable year of the foreign corporstion.
A person is related to a United States
shareholder if ruch person is related -
within the meaning of section. $54{d}{3)
10 the United Stater sharebolder. In
sddition, in the case of & policy covering
liabilities arising Eom services
performed an a director, officer,
employee of & corporslion, orasa
psriner ot ex=ployee of a partnership,
the person performing lhe services and
the eauty for which the services are
perfored are related persons.

. Secton 953(c) contaice certain
exceptans whuch. if epplicable, relieve
United Sistes sharshoicers {other tEan
Uaited States shareholders as defined in
pection 851(b)) frot baving to include
relaied persos nsurance wiiome 1o theis
gToes income. Sestion 951(c) lso
provides speciz! rules {or determuning @
Vnited Stales shareholder's pro rata
phare of relsted persor tnsurance
income ard provides for the epplication
of aectiop 1230 1o persons who are
Urited Stases sbhareholders solely by
virrue of section 88A[C)(INAL ¢+

Finally. the statute provides for

certzin rules prevennng the applicatlon
of certa, a provisions of subghapter L of
the Code iz computing inswance
iscome. sad provides requlstory
cuthority to prescibe rules for the
allocenoo end apperucnment of inconme,

expeases. losses, and deducnony. as
well 48 ruies (0 carTy out tie purpose of
the related person iesurance tncome
provisions of section 853{c¢).

Tbe propotea regulatians do not
address secuon ©53(d), which permity &
foreign insur: nce company that is o
contolied foreigh carporation 1o elect to
be treated as & domestce corporutior, or
section 984(d), which permits & quaiified
insurance branch of & conmolled foreign
corporation to be tresled ac o ceparate
[oreign corporaton created under the
lawa of the foreign county. Guidarce
will be provided under those sccticns aa
part of another requistion project. See
Motice 89-79, 196%-2 C.B. 332 for inlerim
guidacce under nection $53(d).

Consideration has been givez 19
whether the definition of the term “life
insurance contract” under paclion
7702 ), the divensification requirements
for variable conmacts under section
817(h), and the dismribut.on requirements
of section 72(s) should be considered.
applicable for subpast F purposes 1o
contracts issued by conuolled foreipn
corporations conducting lnsurance
operations with nonresident aliens. The
proposed regulatons coniain a
reservation on \hese isnuss, Cominenls
are invited on them.

Summary of Ragulations -

Becauae of the substantial
modification of the provinions of section
£53 by Lhe Tax Reformn Act of 1988, the
proposed regulations redraft the cutent
regalations under cectics 253 13 thew
entirety. Io addition. revaral confomming
modifications in the farm of propored
regulations are made 10 ihe Linal
regulations under sections §54. §34{a}.
1248{a), and 8C48[a). The regculations at s
proposed to be sppiicabie 10 tazalie
yeuars of cantrolied lore:gn corporanons
beginning after December 31. 1588
However, the smerdments 12 techions

T 853(c)(2) end 9E3{cHI by ezl ans

103203 A) and 101200202 i ene L)
¢f the Technical end M:zzellaneoua
Revenue Act of 1988 ae sroposed i3

apply 1o taxakble yesrs begimming alter
December 31, 1987 to the exir=r 222
amendments add the proase "zrest @
ot incdirectly]”, Furthe: e maeos2.35

rules of § 19532 are propesed 13 27707
only 10 periady of coveraze mat Ser = 03
or alter June 17. 1991, Prer - 'oe
eifective date of § 1.953-2 ruvsar e
may determine the logat.on =1 - e Ty
wing the principles of £ 19872 20 ~e
current regulauons. but those zrac t #1
shall be applicd lo determ.ne mne s <>
riaks ore locried nor oty e e
controlied foreign corporerany n -
of incorporatior rether 12 en A ot
culsice the Unilrd Siaen & =—»-r
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{gviied o3 whether other waaniiozal
ruj=s would he appropricte.

Upon adopdon of the preposed
regulations as temporary or fnal
rezalations. the current regulations
unasr snction 952 will be ratained
{althougb redesignated as §§.1.353-1A
through 1.953-8A) becacse they remein
apsiicable with respect t taxable years
ol conolled foreiga corporaticns
beginning before Jenuary 1, 1587,
Similarly, severs] conlorming
modifications is the fcrm of propoaed
regulations ars made to the fnal
rezulations under sections $54, P6-(s)
1248{a), and 60458(a]).

Section 1.533-1{4) provides definitions
of the different categories of Luyursnce
income of a congolled fozeign
corporation that issues insurance,
reinsgrancs, or ALnuwity contecis.
Inceme from a coatrect covering risks
* outside the controlied foreign™" """ 77
corporation’s country of incorporation
(the “home country™} constitutes
insurance income withia the meaning of
section £53. Income from & contract
covering risks in the coatrolled foreign
corporation’s boms country is income
within the aume-country insurance
category [the “SCI category™). Premiumas
wilhin the SCJ category sre generally
net considered to be section $53
insurance income and are not Includable
in the gross income of United Statzs
sharebolders of & controlled foreign
corporation, Howevet. investment
income withia the SCI category mey be
subject to inclusion in the gross incoze
of United States sharehoiders of the
controlled foreign corporanon sa foreign
persona] bolding company income uzder
sections 954 a)(1) and S53(c). Section
1.553-1(2) dlsc defines two categeries of
section 953 itz oance income: lncoms
witnir the RPO categary, which is
_1ncome that conatituies related person
imsurince income, and income within
ye nonRPI category, which is all
seciion 953 insurance incomse other than
related person nsurance ncome.

Section 1.953-1(b) provides the
procedures that are used to determine
tre amount of a controlied foreign
tcorporaon'’s section 853 insurancs
income and its forsign perscaal helding
company itcome derived from
1asurance. rewsurasce. and annuity
contracts. The first step in the procedure
is to determine whether premiums
consttute section 953 insurance income
or SCl income. T* » second step i 10
determing whether premiums thal
conslitute secticn $5) insurance income
are atzibutable to the RPO or nenRPL
categories. The third step {e to wllocate

ond apportion wnvastment income to the--

APIL noaRPI and SCI categories. T'hc

last step is to allocate and apportion
txpenses, losees. and other deducnana
among the RPIL gea RPLY and 5C1
categories, and to sliccste end
apportion deductions within the SCJI
category, and in cartain carcumatznces
wthin the PPO category, berween
precsium and invesment iccome,
Section 1.553-2 provides rules for
determining whether premivms are
aitributatie to the section 833 ingurence
[nccme or 501 income categories. That
determination is made by locating the
risks covered by an insurence,
reinsurance, or anauity contrect during
the period of coverage to which the
premivma es2er the contract relate.
Fremiums written before the Bryt
taxable year of & controlled foreign
corporstion beginning after December
31. 1928 that beccme earned under

succeeding taxabie yeuasw must be
ciaseifled a3 either zection 853 inyurance
income or SCT fucome.

Section 1.553-2{d} provides generul
rules of allocation and apportonment of
premiums to or between the secticn 553
insurance incotos calegory and the S(J
income category whers an Lnaurance,
reiosurance. of annuity congact covers
risks both in and outsids the bome i
COVATTY. Section L.8Sd) also provides
that if 80 percent or more of the
premiums under a congect of insurence
Of reanaurance Of an ennuity conract
wre apportioned o risks in or outside the
home country, then sli of the premiums
are antributed 10 risks in or oulside the
home country. respectvely. . .

" Section 1.953=2{¢] sety forth specific
rules {or lecating risky in connection
with property. Such risks ere generslly
locared where the property is located
during the period or periods of coverage
usder the contact of nsuranca or
reigsurance thal are applicabiz 1o a
taxable year. Specfic rules are provided
for determining the location of
commercial rxasportstion property,
noficorynercial tansponstion property,
property exyornted or ihported by
railroad or molot vehicle. property
exported or izaparted by ship or awrcrall,
wnd shipments onpnating and
terminsting in or outside the home
county, Specific rules are also provided
for allecating azd spportioning .
premiums when the contract ol .

LS

insurasce or reinsurasts coversmany it

relnted [tems or propersy, such 48 *
isveatory, which may be both in and
outside the home country. In order to aid
s contolled forwign corporabion the! 1
pot abie 1o determioe the locaton of
moveahle property-as of the ciose of its
taxable year. a specific rule is also set

forth for locatag risks wt coanectuon
‘__:nth tuch property,

Section 1.953-2(M] prevades apecific
nules {or locating naxy 18 connecuan
watd Lability ansing out of nctivines,
Generally, such nsks are located whers
the actvizies that cowid pve naz 1o the
Liability ure performed Specific ryiey
are provided for locaung scovities wath
respect to liabilites arising from the rxe
or copaumpyon of property that s
manujactured, produced constriziad o
assembled by the insured. Specific miley
re aiso provided for determining the
locaton of activities in connec=os with
tranaportation property and selling
activides.

Section 1.553-2(3] sets forth ey for
locating nisks in ecanection wath
contacis of insurtnce or remnsurancs
covenng life or health Thus secticn also

... section 832(b)(4} in such taxable year or —_SSVEIS ¢ location of daks under ~ - - — -

annuily contracty, whether life annuiGes
Or anpuities cerain Such risks are
generally located o the country of the
resideace of the person wrth the
“determining life.”" For & contract of
insurance or reinswrunce providing
protection against logs of life or bealth,
‘the determining life s the pervan whose
life or health is covered by the conmact
. Foralife n;xfmm. of & corract
reiasuring life apnuities, the deter=inicg
life is the person by whose Life the . .
anouity payments are measwred For an
4nnuily certain ar 8 conTact reinsunng
annnities certain, both the purchaser of
the annuity and the beneficiary of the

" annuity payments are the appropriite

determining lives. If either the purchaser
or begeficiary of an annuity certain
resides oulside the home country, the
premiwrs received walk reazect to tae
anouity constityte sezlion 852 wnsurance
income. The residence of the peraon
with the determinizg life is generoliy
determined by \be addrosy of suzh
person that is provided lo e wsier.
Finally. vecgon 1.053-2{h) provides muies
for delermining the locauon of nskr v
certewn direct or indirect croes-neusaace
sTacgements.

Secuon 1.953-3 containg “he rulcy for
distinguishing RPU premuusos for
oonRPL premiums. Secuon 1.853-31s)
states thal AFQ premiutns are secton
953 Insurance income premucTs that
conslitula related person Lisurance
income.

Section 1.953-3(D) defines relaced
person insursnce tycome. Related
person insurance icoma is jaciuded
withits Lhe meaning of the term
“insursnce \ncme” as that tera s ueed
in section 953 of the Code. Reinied
person suranca ncome s defined e
premiws and invesunent Lncoms
atrbutable 1o & polecy of vuwancs or
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seyurance that provides wsvrence
coverzge to a telated insured oo naky
localed ounide the conmolled [oreign
corporation’s county of incarperation,
or premium and investment income
stt=hutable to any anmuity contract that
18 purchased by, or for the beneft of »
related insured if the determining life is
located outaide the cofitrolled foreign
corporation’s courtry ¢f inccrporation
For this purpese. 8 reidted insured Is
&y insured, purchaser of en annuity
coriract or beneficiary under en
annuity contract thelis a United States
ehareholder of the contralled foreign
corporslion or a related pemson {within
the meaning of section 854(d){Aj to a
United Ststes sharcholder. 1o addition,
in the case of any policy of insursnce
covering Lability arising frem services
performed au a director, oizer, or
employee of a corporation. ot s 4
parmer or expioyee of & pertaership,
the persan performing such servicer and
the entity for which such services are
performed thail be treated as related
persons. Related person insurance
income ales includes incomse
atmbutable to contracts reinguring and
contacts indirectly lnsuring related
‘insureds if the risks under the contract
are located outside the controlied
fereign corporation’s country of
{ncorporsbon. .
For purposes only of aking related
person insurancs income into account,

the terms *United States sharehoider™ - -

and "conrolled foreign corporation” are
specially defined in § 1.953-3(b). An
exception from the modified definjtion
of United States sharenolder ia provided
for persons who would be United States
sbarehoiders of an insuring foreign
corporation as a result of their
owneranp of stock in another foreign
corporation if the stock of the other
fore:go corporation is publicly traded.
the United Statea peruaa owns less than
five percent of such fore:gn —~
corporabion’s stock and the stezk of the
insunng foreign corp-ration constituies
less than five percent of the tota] value
of all arsets of such foreign corporation.
Section 1.953-3(b] also provides that
reiated person losurance income
iccludes insurance income siTibutable
o certain direct or iadirect cgoes-
NFUTESSE LITANSCIIENS.

Section 1.953-3{b) alse provides rules
for determining whether premiums
constitute reisted person insurance
premiums under certain speciic
curcumsiances. Premiums received prior
to December 31, 1988 which become
camed in the contolled foreign
corporation’s Grel taxable year
beginning after December 31, 1988, or
any succeeding taxable yesr. may

- -

constitute related person insurancs
ncome. Rules are aise provided for
comprtng RPU premiuma when the
related inaured owns stock for less than
e entice texable year. An anti-abuse
rule states that capital contibutions
taay be recharacterized as premiwns in
cortain aroumalences.

Section 1.953-4 provides guidsace
concerning the allceation a=d
epporticnment of itews of investaent
income to or emeng the RPO. nonRPH,
wnd SCI categories. An ltem of
investment inceme is allocated o &
particular category of lncome if it
directy relates o » contract which gives
rise 1o presmiums allocable to that
category. An item of invesment income
is considered directly related to a
contact which gives rise {0 premiums
within & particular category if the
iocome is derived from en asset whick is
identified o tha controlled loreign
corporation’s books and recards as an
tseel relating to RPIL nonRPI or SCI
coatracts and the controlled foreign
corporation separstiely accounts for the
various income, exclusion. deduction,
reserve, and other liability items

lo oc belween premuiun sad imvestment
income within the SC sz in certag

- circumstances. within the RPIO

properly attributable to such comtzacts. .. |

If inveatment income cennot be
allocated. it is epportoned axnong the
various categorias of iIncome in
accordance with apportionment -
formulzs provided in § 1.653=i(c). .
Section 1.853-5{a) provides rules for
allocating expenses, losses, and other
deductions umong the RPIL nonRPIL -
and SC zategories. Allocation of
deductions generally is made in
accordance with £§ 1.561-8 1.281-5T,
1.863-4T, 1.861-10T, and 1.881-1ZT of the
regulations. Specific rules are provided
to allocate reverve deductions and
deduciions for claims, benefits. and
loases. Deductions that canot be
alocated are a;;ortioned armang the
variots categones in accordance with

are generally consistent with the
priaziples of 1§ 1.801-8, 1.881-LT, 1.861~
9T, 1.481-10T. and 1.881-12T. Under
§ 1.951.5{(b}. deductons that a7¢
sllocated or apportoned 1o invesament
income puryuant 1o tbe regulstions
under sechon B81 are apporticned
among \be various income tategories in
the sace manner as investment NCOEe,
Other deductions that are not clloccted
or apportioned to investnent incoms
purpuant to the reguistons ynder
sechon 881 are apportioned among the
various income incoms catégories in,
sccordance wilth the amoust of premium
income. adjusted by incresues or
dscreases in reserves. in esch calegory.
Section 1.853-5{¢) provides rules for
allocating and agportoning deductions

. . _Setnon 1.953-8(c) contains rules for
the rules provided in § 1.833~3{b}), which

categofied. Adthough decucuons ather
than those for reserves, losses. and
specified policy acquailion expences
are allocsted and spporoned betwean
investment! srd precuum income by
following the principles of §§ 1.861-8,
1.661-8T. 1.681-9T, 1.851-10T. and 1.081~
127, specific ruies are provided under

§ 1.953-5(c)(3) for epportioning reserves,
laszes, and tpecified policy acquisition
expenses between icvesiment end
premium income [or taxable years
beginning cn or after April 17, 1991 The
method prescribed for apportioning
reserves belween premium and
{ovesineot inceme is based oo the
assumptions that premiums ace received
and losees puid at mid-year, end Liat the
investnent income partioa of the
increase in reserves can be calculated
by assuming the reserves eara
invesiment income ot the interest rale
used to calculale tax reserves. For
taxsble years beginning prior to April
17,1981, laxpayers may nae &
reasonsble apparticnment formula
However, in mcst cases, a method that
apportons reserves aud losses between
premiumn apd lovestment ipcome based
ot the ratio of premium or investnent

' . income to total iccoma will not be

considered & reasonable epporticament.
Section 1.953-8 counlainy provisions
relating to the application of subchapter
L and certair sections of subshapter N
of the Code., Section 1.953-8(a) states
that the provisions of subchapter L are
genersily applicable in determening the
amount of & controlled foreign
curporution’s section 932 insurance
income and 5C! investment income to
be wcluded in gross income. Sectien
1.353-5{0]} lists the provisions of
subchapter L vihich are oot applicadble.

making the electon ~nder secuon 831{b)
14 be taxed o3 invesmheat income only.
A peclion 831(b) election 13 a corpozale
1zvel election and therefoce can be mede
only by & cantrolled {areign corporaucn
tha: hae made the elecuon under

§ 1.953=7(c) to have jis reizted perssn
inyuracce ncome taxed as incoze
eflectvely connecied with the conduct
of a trsde or business witkin the United
Siates. Section 1.953-8(d) contains rales
necesyary to detcrmune whether o
controlied foreign corporation is subjest
10 the rules of part [ of subchepter Lol

~ the Code relating to life insurance
companies. Secucn 1.953-8(e! 2rovices
specific rules relating to the computaten
of the reserves of & cootroiled {cregn
corparation. Section 1.953-8((7 statcs
tSat a controlled foreign corporauca
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{23 wozid po! be favabie as an
IASLITSTE COMPAny i were 3 domestic
corooTalion 13 neveslielesy subject (o
sectian 953 and prescriDes rules for
determiaing the wnsurance income of
such & cerporation Section 1.953-5(g)
cesertes the relaticaship barween
s+cnens 533 and $04. Sectio®1,953-6(h)
srewndes niues for computing a Urited
Siates shareholéar's pro raia share of
sect:on 052 insurarce :ncome. Section
1.953-6(i} siates that secuon 950
(axciusion from gross income of
ptevicusiy taxed earnings and profitsl.
seet:or 961 (adiustment 1o basis in stock
1 coctolled foreign corporations and of
ol er propeny). and section 1248 (gains
[rom certain sales or exchanges oi stock
in certain [oteign corporations) are
applicable ! persons whe would not be
United States shareholders but [or
section §53(c) and § 1.353-3{b)2) "

Sectnor 1:953-4{k} vrovides tha: imzome” —

that is subject to subpart F soleiy by
virtue o: the fuli inclusion rule of section
£54(b){3)/B" is not considered related
person insurance income £nd need not
be included in the gross income of
persons thal are not Umited States
sharenolders within the meaning of
section 951(b). : ]

Section L.533-7 sety forth the
excepuans io acjusion of related persan
insuranice ipcooae by persons wio are
oe: Urniled Ste'es shareholders under
secuon 951(b) Sectcn 1.953-7{s;
provides rules ~elaung to the exception
thar applies i less than 27 percent of the
st2or of & conrzies forsign sorporation
is .. med by msunu2s. Sectien 1.953-7{b]
rel ¢3 10 the excertion for o controlied
foreigm carperation with 3 ds minimis
amzu-t ¢l related person insurance
imcoome, Seancn 1L.033-Tiz, provides
nuins and precogures for an election by
a comoration thatis a zorvolled foregn

oy
Sy

1z Rave it related person
msurance ncome treated os if it were
siTezlveiy connected with & Unived
Sipiee yade or business. To make an
s.ecticn. Lhe conirolled foreign
cotparation must waive tresly henelits,
eaceni fur benelils wink respect o
seclicn B84, mus: Umelv Gle an clection
sialement. must enter a ¢losing
azreement with the Iniernal Revenue
Service. and must provide an sdequaie
letier ef credit,

These proposed reguianons wuuld
amernd the lemparary regulaions under
§ 1.934-1T(c] 6 s:ate tha: a controlled
foreign corporauon wiik {oreign base
company income darned from surance
cperanens aliscates anc zpportions
desucuons i accordance with § 1.953-5
Trese proposed remiations siso would |
amend § 1.964~1.2}{5) 10 1denbly Lthose

shareholders who are the conroliing
Unned Stares sharehoiders of 2 ferage
Corporauon thal s 1 conlrolled fereign
carperauon soiely v virtue of seciign
933ci{3} for purposes of manung
elecions on beral! of the controlied
fore:gn corporation. In additicn, these
prosesed tequlations would tmend the
final reguistions under se=uoa 1248(a) to
maxe ¢iear the application of secnon
1248 to persony that are United States
shareholcers by virtue of section 953{¢).
Finally, these proposed regulations also
would amend the regulations cnder
section £048{a} to make the reparting
requirements of that section applicable
to perscns that are United States
shareholder by virtue of section 953(c),
With certain exceptions. the proposed
regulauons do not araw & distinetien
between mutual insurance comparues

. anc stock insurancs comnames.

L":e_Prcposed Ruier sezuon of tns ssue
of the Federal Register,

R

Orc'ung Infermeton

The principal aulter of tese
proposed reguiaticny 1 Priup L Garier
formetly of the Of.ze of Associate -7
Counsel (laternatonal], within the
Office of Chief Counsel. intermal
Revenue Service. Cter personnel f~om
the Internai Revenue Service ang
Tresaury Department Ferimpated in
ceveloping the requlatcny.

List of Subjects
25 CFF 1.861-1 through 1.997-1

Income 1axes. Alieny, Expons, DISC,
Foreign investmenis in U.S., Foreign tax
credit, FSC. Sourees ¢! inccme. US.
investments acroad

Hewever. the Internal-Revenue Service--— 26 CFR 12201 through 1.1252-2 .. . ..

iz mierested in receiving comments
reiating to epplicarticn of the rules of this
regulation with respest to munal
insurance compacnies and io particulas,
whether certain mutual insurence - - -
companies should be exsiuded from the
provisions of section 5§53 and the <iteria
for such an exclusion.

Spedcial Anaiyses

it bay been determined that these
proposed rules sre oot major ruies as
defined in Executive QOrder 12291,
Therefore. « reguistory impact cnalysis
is not required. [t has alsc been
determined tha! section 533(bj of the
Adrumistrative Procedure Act (5 U.S.C
Chapter 5} and the Regulatory Fiexibility
Act (S US.C Chapte: 8i do not appiy to
these Teguiauany. end. therefore. an
injual requiatory fiexubility analysia is
not required. Pursuant to sesuon 7805(f)
of the internal Revenue Code. these
reguiations will be suomitted o the
Chief Counsai for Acvocscy of the Small
Business Admimswation for comment on
their unpag! on small cusiness.,

Commenis and Publc Hearing

Beiore adopting these proposed
tegulanocs, conniderauon will be given
1y any wnlien comuments bat are
submitied [prelerably & signed enginal
and eight copies) to tbe [aiernal -
Revenue Service. All comments will be
avaiiable for pubiic inspecuon and
COpying.

A public heaning will be held on *
Monday. June 4. 1991, beginrung a1l 10°
a.. 1 the lniemal Revenue Service
Auvdilonum Sevents Floor. 7400
Co-—dor. iziermai Revenye Buwiding,

1. Consutution Avenue, WW_
Washingtoe. DO For further
wmiormanan, see the nouce of public
hewnng oo these proposed reguiations in

[N

.

lncome taxes. Capital gains acd
losses, Recasture.

2% OFR 1.600:-1 through 1.6206-2

Income taxes, Administration and
procecure, Filing requirements. -

26 CFR Part 802

Recording and recordkeeping
requitments,

a

Proposed amendmests to the regulations

Accordingiy, 28 CTR paris 1 and 602
are proposed 1o be emended as tollows:

PART 1—INCOME TAX: TAXABLE
YEARS BEGINNING AFTER
DECEMBER 31, 1953

Parcgraph i The authority for part 1
13 amended by adc:ng e foliowing
ciayons:

Autiom- 28U.5.2 7805 © * * Sections
1.953-1 crough 1.953-2 wlso issues uncer 28
L.5.C 953(53(3). Secuon 1.9533 0.30 pued
under 28 U.S.C 25301135 anc (18 (A] anc
{B). Section 1.953-8 also 13sued -aer 28
US 2. 953 (W3] and (e SHD). Seston 1.85)~7
siso sssued wnder 36 U 3.C 953 ci ).

E§ 1.951.-1 thwouptt 1.953-46 (Regesignated
as §§ 1L.953-1A through 1.953-%A]

Par. 2 Sections 1.953-1 tuough 2953
Barerccengrated as § § 1.955-1A
tkrough 1 855-.A and & new conter

. heading 18 acded preceding newly

Ceygnated § 1.953-1A 1o reag as
follows:

Regpulations Applicable to Taxzable
Years Beginning Belore january 3, 1967

Par. 3. A new center heacing and new
§ § 19530 through 19537 are accec 10
reac as follows:
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Repulatons Applicable io Taxable
Years Beglarung Allar Decamose 31,
188

§ 19530 Introducton
() This parsgrash Lists the topics
covered in § § 1.853-0 through 1.953-7,

§ 19330 Inuroduction

{a} Oudline.
[b) ETective daies.

§ 1.853-1 Taxaiion of foreign insurance
cperguans.

{a} la general

[b) Determmuning subpart ¥ laclusions of
income from lsurance operations

(1] Procardure

{2) Croes relorence o additonal
pruvisions.

{c} Effactve date.

§ 18532 Premiumu attributoble to the
seciion 883 inyurance income calrgory
the SCI income category.

[«) 1 general

“ [1) Section 853 insurencs iscome premiums.

(2} 8O income prermjums,

() Method of artributng premivms to the
pecticn 953 inaurarcs insome or SCI lacome
categories.

- {1} In genenal

{2} Exampies.

[€) Definiten of premloma. -

(d] A.lloation and apporsooment of

(1) Rnh both 1 and cutside the boma’
coun ey
- bamplu

%

EE

(li) Example. -

(¢} Locanca ntmh -1 wmtcﬂau tmh
property. .o~

(1)l genersl = -

{2) Specibic rules for locating certain types
of property.

{i) Cemmercial Taryportation propesTy.

(i) Examples

{ii) Noncommeraal Tansportation
property.

{1v) Property exponad by shw of airerait

{v} Property imporiad by ship oc arorsft

[vi} Shioraenes orfaacs ] ead Lerminating
2 the pocie couny.
" {vil} SXipmenu onpnatng and terminating

Lz & counTy cther thas by bome counoy.

{3) Reiated assels and ceriain moveable
ProPeITY.

(i) Related aseewn.

(U) Exampia

lik) Movesbie property.

(iv} Example

{f) Location of rlaks in caonection with
Labulity arusing out of activity.

{1} DeSmuaon of naks ia coooacdon with
ehdiry,

{2) Location of nak.

{i) io general

(U} Examples.

13} Specific rules lozatiag cartais activitien

{i) Lability wnth respect 1 property
=enuiacrured. produced, coustructad. or
1sembied

(ii) Examples.

[2ii] Locatos of acttvities o conoection
with TROAperiafon property.

(iv) Zxampls.

{¥) Sailing sctiviry.

{vl} Exampile.

(8) Locanon of nsks la coanwerron with life
o health,

(1) 1o penersl

{2] Exaznpin

M) Fusks decmed to be located o s couatry
other than the homs counygy.

(1) Araficial arrangements

(2} Evidanca of urrangemana

(3) Exazmples

§ 1.853-3 Allscotion of premiuss to the RPIT
or nonfLPll cowegorias of section 53
insurance income.

{e) la genersl

[b) Kalatad person lnsurancs inc.:ruu.

{7) o genaral

{2) Delaitioas

(1) United Stares shareholder, relatad
person. and controllad foreign carporagen

(1) Examples,

{U4) United States nhu‘hnldu- ucz-ptlou
for indirect ownership: publicly waded stock

{iv) Exampla,

{v} Controllad foreigs corporstion:
-shipownaer's prolection and indemaity .
aspd sy bon,

13) Reizsurance,

1) in genarsl.

{1} Examples.

li} lnd!n:l.ly insuring s related insured:

I]Inmrd.
{10 Example.
{5} Croas~-insurance siTecgements

~ ([{jlageneral . .

{i§) Exampie.

(8) Specific preminm rules. _.. . -
uﬁ;l’mﬂm recaived prior to Jnury 1.

() Apportdomnent of premiums i stock
owued for less than vatire u.ubu yuar.

(Uil Exarevples,

{iv; Ant-abuse rule,

[} Exampus.
§ 1.95%d  Allocation and oppertionment of
items of investnent incoma.
{s) In general
{1} lavescpeat income,
{2} De=reases In reserven
{i) 1o yenersl
{u) Exampten.
[4) Allocation of
{1) I groeral
(2} Examples.
(€] Appartoament af Inm:nmt income.
(1} Lile ipsurance cotspanies.
{i] o genersl
{ii} Section 807(¢) lems sributable to RPD,
aonRPL end 5] coctrecia

(2} Property and casualry mpu\u

1) In general

(1) Unpad iosses sitributable to .
parocalar caixgery.

{3) Examplas

§ 10538 Allocation end eppo:ucmmlof .
axpenses.

. -

investmant ncome.

{0} Alioccation of deductions to m -’.'_

aonfPL. and S categornies.

{b] Apport a1l of exp W RPL
ooalP and 5C1 categones. .

(1] in genernl .

{2} Lile thaquwrance companies.
i

*

(W \nveetnent deductions.

fit) Cther decractiona Ces

{3} Froperty and casualty compantes,

- (1} lnvestment deductiooa

(U] Other daductiona.

{c] Alocation and sppoctioament of
deduchons betwern premuum and investment
locoma afrer the deductions have been
located or epportionsd ta the S or RFD
CRiegones

(1} iz general

{2) Examples.

{3} Appordonmest of reserves, Josses,
policyboldar dividends, and palicy
scquuition experdes and certain otbar
deducoons between icvestmeot and pnmum
ncome.

Nla mcrlL

[U) Deduction for reserves and losses
defined.

[Lf] lovesanent Wncoma required 1o bt
ndded 1o rescrvas and required 10 fund
lossen .

(iv] Iovestnast icome’s propartionats
share of policyholder dividends,

(¥) Apportionment of poiicy soquisition
expenses and certaln othar deductions.

{vi) Example.

(4] Adiernative meibod for Ule luu.rm
companies

[1) 12 genersl

i) Example. .

{3} Lossss tn excess of premium o
investmant incoce.

{8) Losses withia the FPIL noaRPIL and 5C3
eategories.

§ 1858 . Application of subchapiar L and
carwin sections of subckapier N of the Code

[«) Applicability of subchaptas L. .

{1) In geparsl

{2] Applicability of secticn 770 [Reserved]

(3] Applicability of section 517, (Reserved)

(b} Spedal ruies regarding use of
sobchapter L to compue RPTL nonRPIL and
51 income.

{1] Ceradn provisions no! 1o apply.

{2) Allocanon and appornoament of ceramn
ftems.

e} Alternative 1ax [or cerain amall
companien

{d) Computation of reserves to deters:ae
applizability of part ] of subchapter L. - -

[1) Reserves roquired by taw,

(1) Reserves wnth respect to United Stales
business.

{5i} Reserves deemed 1o be required

(i) Rescrves with respect 10 loreign
baviness.

{2} 5C1 reserves 1o be tuken Inte sccoust

{e}] Computation of reserves {or purposes of
compyting taxable (ocoma.

(11 Actual reserves required.

{21 L« insursnce reserves.

{3] Discounied unpasd loases of 3 property
and carualty company.

(4} lowerest reies nand for determuniog
resetver

(i) Qualifed foreign cocacts aod property
and Uability coatracts.

[ii) Noaqualifed formgn conTecin

{f}) Corporations 2ot qualdying ss wrurance
companir

{1) Ln genersl
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{2} ltercs of groer income atrbutabie 1a
iasurance operations of & son-insurunce
cOompany.

{i) Corzorntions computing taxable income
under pait | of subchapter L

{1) Example.

(lii} Corporabions compuling tixable
income under part U of subcaprer L

{g) Relaucasbip between secuons 952 and
554,

1) Privrity of application,

{i} In general

[ii) Exxzaples.

{2) Decrense crincrense in inzome nal
matesal

(i) in general

{ii} Examples.

{h) lnclusien of pro rats share of ubpant F
incomes denved fom igsurance operstions.

11) lnclusion of pro rata share of related
perion losursnce ncoge.

{2) Laclusion of subpart F lneome other than
related persop lnrursnce income.

{3} Zarungy nod profits limitation

(4} Exampies.

than ecire year.

{i) iz gesersl

[ii} Exampie.

[8) Disributions,

(i) ln geceral

{ii) Examgle.

{7) Murual lagurencs companisrs.

{1) Application of sections 955, 991, and
1248,

{1) Applicatcn of section 387(b). [Reserved]

[k} Ioterection with section ¥54(b)I)

§1.853-> ExzepGone to inclusion of related
person insurance income for cariain
shareholders

{s) Corporaticn not heid by insureds.

(1) In genersd

{2} Examples.

[d} De minimis insurance exception.

{1] In general .

{2} Examplew

(3] Any-abuse rule

{i) o general

(U} Examples.

{c) Elacoon to res! income an eflectively
connected.

(1) in geveral

{2} Corporations wiuch may make the
elechion,

{}] Ln general

(11} Succassor corparetion,

{1ii) Exammpies

(3] Taxadle year of corparation making
election.

{4) Peniod during which elaction is in aflacL

{3} Electinns that become affective in
taxabls years bepaning sfier December 1.
1387,

{ii) Examplas

[iv) Ejections that becoma efective in first
taxable year benoning after Decamber 31,
1984,

{iv) Examplea. .

{5] Effect of eiection: laxation under secticn
8% alternagve munimum tax: dividends
recoived dec iction: pre-1087 deficila in
carninuy and profits, and nat opertng losses

(8] Examphoa krom wx imposed by secuon
437,

{71 Procadure for making election under. -
section $53{¢){3)Ch

(i) In general

[n] When election mus! be ~ade.
{ui) Elecnon

(8) Clomng sgreement.

(9] Letter of credit.

end investnen! 13zome) atttibutable to
—— UGieizsuing o: racaunng of any

LIUTAnce of annuity conu—act'i.n

connecechion with nake locsted in o

(i} In geoersl. Country cther than the county [the
(i) Changes 'n the amous! of the letter of “home couniry™} under the lawg of
credit,

which the controlled foregn corporation
1s created or arganuzed and which would
be taxed under subchapter L of the Code
if the iccome were the income of 2
domestic insurance compery. The term
” bome country” includes any wrey
within the junsdiction {a3 recognized by
the United States) of the counizy of
incorporaton of & conuolled foreign
corporation or within the jurisdiction of
A possession of such country. A risk is
located iz & country other than tae home
cournTy if it is located on the high secs
oulside the home councy. Insurance
income exist only with respect lo bena

[10) Underpayment of tax due.

{11) Termunauon or tevocaucn of election,

{i) Termissuon

{ii} Revocanaa wilh cocsent

{iti] Unuiaterul revocation oy
Commisnioner.

(b) Effective dotes. (1) The provisions
of §4 1.053=1 through 1.953-7 apply to
taxable years of & controlled foreign
corporation beginning after December
31, 1528 However, the amendmernts to
section 953 {c){2) und (c}{3) by section
1012{i)3} (A} and (B] (i] and (ii] of the
Technical and Miscellanecus Revenue
Act of 1588 sball apnly to taxable years

-begrning after December 31, 1987 to the —Bde contracts of insurance {or — -~ 1. —

reinsurance) or anpuity contracis. There
are two categories of section 953
insurance income: income that
conuntutes relaled person insurance
income under § LI53-3(b)(1] {the “RPT
category™) and income that is subject 1o
section 953 but is uol related person
insurance income {the "noaRPQ
category”). lacome, whether premijum or
investment income. derived from issuing
or reinsuring insurance or enmuory

exient such amendments add the phrase
*{directly or indirectiy].” Further, the
risk localion rules of § 1.983-2 phall
appiy only to perioda of coverage that
begin on or after June 17, 1901. Prior to
the effective date of § 1.923-2 taxpayers
may determine the location of risks by
using the principles of § 1.953-2A of the
regulstions, but those principles shall be
applied 1o determine whether risks are
located in or outside the controlled _

g - contracts in connection with nsky
foreign corporation’s country of - . it .
incorporation rather than in or outside Lon:';:%z tfl:cr!;ount:-y I} woick the
the United States. Finally, the or araant u““{.“"’?“’"“"“ 18 created
spportionment of reserves, losses, ol - d ls re g'gS!CI‘tE 28 1eme
policyholder dividends, and policy Iry insursnce ] income.

Invesmment income atzibutable 1o
premiums that conatirute SCI wncorne
may be iccludable in the gose weome
of the United States sharenolder of &
controlied fore:gn corporation as foregn
pessonal halding company :ncome vacer
sechions $54 (8|1} and {¢!. However, the
premiums sttributable 1o 1sauing or
[ENAUNINg insurance of arnuty
contracis in conneclion wits Maxy
locuied in the conuziled fammgn
corporation’s hotie coun' =y sre not
generally treated a3 sunpart F (ccme,
(b} Deterrumng subpsr Fiaciisions
of income from insurcace crernicrs—
[1) Procedure. The [oiiowing procedures
are used 10 determine e amoun:i ol
contolied foreign corperation » secuon
£33 insurance income and 118 ‘sreggn
personal holding compeny Scome
denved from insuwsance operaticn

acquisition expenses between premium
and investment income within the SCI. -
and. ip certain cireumstances, withun the
RPTl category as provided £ § 1.953~
5{c)(3) shall apply to taxable vears
begianing on or after Apnii 17, 1991 For
taxable years beginning prior to April

17, 1591, laxpayers may use s

reasonabie spporionment formula.

(2) Toe provimons of §§ 1.953-1A
through 1.953-8A apply 1o taxabie years
of & cantrolled loreign co-paration
beqnning befors januasry 1. 1587, All
references theren \o sections of the
Code nre 1o the lnternal Revenue Code
of 1954 prior 10 the amendments made
by the Tax Reform Act of 1584

§ 1.95)=1 Tazstion of toreign Inuwence
operations. .
(4} In generul The income brom the
insurance operations of & controlled * . {i] Deeroune whether presuwms Som
fore:gn corporstion may be subject to insurance, reinswance. and arrnuy
inclusion in the groes locome of & Uniled  contracts issued by Lhe controued
Siates sharehoider under subpart F of foreign corporatcn const e teclon
the Code sither a0 Gaurance income £53 insyrance income 0r 5L ~come by
under section 953 or aa [oreign personal  determining the location of tae ~uae
holding company ipcome under section under the contracts [see § 1 33301
+54 [a){1) and {¢). Section §5) nsursnca

(1) Delermine whelher 1oe o= ums
income ls income [including premium that consttute seca0n 943 .7a sance
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ineome ere attsbutabie 1o the PP or
poaRPI categories (see § 1.953-3%

(i} Allocste and spporton
investment tacome to the RPI, nonRFH,
and SCI categories {vee § 1.053-d}. and

{iv) Allecste and spportion
deductions to the RPIL ponRPJ. and 5C1
categenes; withun the SCI category and,
vndet certain circumstances, within the
KPI category, furher wllocate and
apporuon deductions between SCI
premium income and SCl investment
incom= (ree § 1.553-%),

(2) Cross referenca lo additional
provisions. Section 1.853-8 contains
rules reloting to the spplication of
subchapter L of the Code {insurance
companies), subpast F of part I of
subchapter N [contolled foreign
corporations), and certain sdditional
Code provisions 1o lncoce derived from
the conduct of insyrence operations.
Secton 1.953-7 coptains rules regarding
cerain exceptions o the inclusion of .
related persogp insursnce income ip the

gone income of centain United States
sharehoiders. - -

{c) Effective dote, For regulations
under section 853 that apply to the
taxable years of a controllad foreign

corporation beginniag before January 1. _

1987, see §§ 1.853-1A through 1 653-8A
The provisions of § 1.653-1 and

¢4 1.953-3 through 1.953-7 apply to the -
taxable years of & controlied foreign
corporation beginning after December
71, 19668, However, the amendments to
section 953 {c)(2) and (c)(3) by section -
1012{i){3) [A) and (B) (1) and {ii) of the
Technical and Miscellaneous Revenue
Act cf 1988 shall apply to taxable years
beginning «fter December 31, 1-67 o the
extest yuch arteadments add the phrase
“tdirectly or indirecty).” Also, the
regujacons under § 1.9:3-1 regarding
the iccation of risks will apply only to
penods of caveragze, regurtless of when
the contrac: was wesued, that begin on or
after June 17, 1991. Prior 10 the effective

date of § 1.383-2 tavpsyerymay — ~ T 7

detarmune the location of naks by using
we pnnsipies of § 10532 of the
reswlz bona. but tiose pringples shall be
applied o determine whethe: risks are
located in or autside the conoolled
foreizn carporaton’s coungy of
incorporaton rether than In or outside
the Usutzd States. Fizally, the
apportionment of reserves, losses,
policyhoider dividends. and policy
acquIILon expenses between premium
and investment iwncome within the SCL
and. in cerais cdroumstances, within the
RKPI category as provided o § 1.853-
5(¢)(3) ehall apply to taxable years
beginniag on or afier April 17, 1591, For
taxabie years beginaung prior to April
17,1991, xpayer may use &
reasonable apportictment {ormula,

§ 10432 Promiome rCricgizhie W the

(a} In general. Premiums on any
losurance, reinsurance. or any anoulty
contract {including an wnpwity certain,
which 15 a2 anzuty that guaraptees
paymcats [or & Exed period without
reference to life contingendes} musi be
clussified vs elther sactiop 953 insurance
tncome or 5CI income. To detcrmine
whetber premiums paid for ag apnuity
certain are section €81 insurzces incoma
or SCl lncome, the anmuity certaln shall
be mested a3 & contract covering riaks in
¢connecton with life or bealth. Premiums
written {less return premiums and
premiums pald [or reinsuracce) before
the first taxable year 8f the conirolied
foreign corporztion beginning wfier
December 31, 1538 that become eamed
under section 032(b){4) tn such taxable
year ar succeeding taxable years must
be classified as either section 853
nsurance income or SCI tnzome{Ses
§ 18233, below, for rules allocating
premiums that constitute section §53
insurunce income to the RPI or nonRPO
categories}

{1} Section £53 insurunce income
premiums. Premiums constitute section
953 insurance tncome if they relats to
tisks that are— -~ .

{1) o connection with property located
in & conntry olber than the bowme
county. as described in parugraph (e) of
this section; = .. . . -

(U} In connection with & liabflity, _ _ ..
arising oul of an activity conducted ina
country other than the home country, as
described in puragraph ([) of this
sectior:, |

(i) In connection with the life or
heaith of u resident of 2 counoy other
than the home couny. s desctibed ia
paragraph (g) of this section: or

{iv) In coanectios with risks oot

. described in paragrapn (s)(1} (i) through
-{iii] of this section 22 & resw’t of any

arTengement whereby nnother persen
receives & subsustially equal amount of
premiums or other cocmderstica in
respact of issuing {or reLasuning) o
contract described in paragraph (a)(1) {i]
through (i) of this sectbon {See
paragrepn (b} of this sachon.)

(2] SCI income premiums. Preminms
eonstitule SO incoma if they relate to
risks that are—

{i} ln cornection witk property locsted
in the home conntry, as deacribed in

parsgraph (e} of this section: - y

(ii} ln conaection with o Lability .
ansing oul of an activity conducted ln
the home country. &4 describedin
pargraph () of this sectio or

{iii) In connection with the life or
heaith of a residen! of the home county,

—

as desanbed In paragraph (&) of this
section

(b] Method of attributing premims to
the section 983 insurence income or SCI
income catagornres—1] In genergl
Whether the prectiums Sog an
izaurance, reinsurance. or annuity
caniract constitute section 953 lnsw-unce
income or 5T income is determined by
the location of the ricks during the
period or perieds of coverage under the
contrac! to which the preguums relats,
A pariod of coverage iy a period no
lenger than one year during which
insurance coveruge is provided or an
anouity contact . in force and which
begins or ends wath or within the
taxable year of the controlled foreigm
corporation. A period of coverags begins
when coverage under the contract
comumences or an the eaniversary of
that date. A period of coverage endas on
the last day preceding w sew period of
coverage, on the dsy the conTact -
tcrminates or is cancsled. or on the day
the risk under tbe contuact bas been
transferred {n & reinsurense Tansaction
in which the reinsurer assumes ol} rights
and obligations under the reinsured
policies. The determination of where &
risk is located muit be mads separutely

* for each period of covernge applicable

to the taxable year.

{2) Examples. The fallowing examples
{lustrate the prinoples of paragaph
(o)1) of this sertion

Lxample L Controlled forelge corporcton
X. incopearated in eountry M saues to
curporston 2 aa lnsursace contract whuck
provides coverage for 8 % year penod
begpnaing on fuly L 1987, Under the
insurance eonmact, pressiume ars paid
conthly, Corporstion X uzsc e calecdar
year as the Wxabie year. For premivmas
included in prose income for Lhe 1987 1xxable
yeaz, the peniad of coverage under the
costract iy July 1. 1847 10 June 30. 1984 For
premiumgs insinded s gross wcome {of the

+ 1988 taxable yeas. there are Pwo apphcabie

penoda of coverage: july 1. 1637 lo Junte 2.
1988 and July L 1088 16 june 33 186
Whether the premiums stsibutabie 10 820
ruch pemod of coverspe conaTrule sechoe §23
tosursnce incame or 50 Lsursnece weone
Sueat ba made by connidenng oray e lacs
pertinent Lo each penod of coverage
separaiely. For 1ne 1999 tazuble your, ibe
penoda of coversge are July 1 1548 10 June
33 1934 and Juiv 1. 1538 1o December J1. 1003
Agaia. whather the precuama sttnbutabie to
rach snch period of coverage comatinite
section 93 lasuruncs icome or ST
insurancs incoms must bs Dede by
cungidenng coly the [acts pernsect (o aach
penod of coverage sepassisly.

Lxample £ The {acu wre 5o ramz w18
Exampis § except that Z cazcels e conact
o August J1 1987, For the 1087 taxadie yror
the period of covernge is july 1. 1987 o
August 31 102
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Lacmoie ] The lactyare the same 33 10
Seamoie ! except Wt on January 15, 1989 X
croes hi3xs under (he Msurance contract iy 2
reinsrance Lansachion [other than 3
revnaurarice transaction in which the
rensures essurnes all pehts and obiiganons
gmcer lme reinsured contracis) to conirolled
foreign corporaion W, which sifio uses the
caiengar year as the taxabie year. For the
1988 Jaxable year. the periods of coverage for
X are July 1. 1987 10 June 30, 1988 and july 1.
1938 (o June 30, 1989, For 1989, the penods of
coverage for both X snd ¥ are julv 1. 1208 1o
{une 30. 1929 and July 1. 1589 1o December 22,
1088,

Example € The facts are the same s :n
Zxampie 1 excent that corporauon X issues
to carparation Z an insurance contract which
covers the manne risks of shipping 3 machine
1o and from countnes ather than country M.
The conrsact does not specify the dates
cdunng which the machme is covered. but
arownides coverage lrom the ume the machine
13 delivered alongaide o named vessel 4t the
pont of embarkation entil the time the .. _ .
machine in delivered siongnde the vessel at
the port of debarkanon The celiveries are
commencad and completed duning the perod
beginzing February 1, 1987 andé ending
February 28 1987, For the 1 taxable year.
the period of coverage is February 110
February 28, 1987,

{c) Definition of premiums. For a
controlled foreign corparation that
would be taxed as a iife insurance
company under part | of subchapterL
{relating 1o life insurance companies] of
the Code if it were a domestic insurance
company, the term “premiums,” for
purpuses of this section and § 1.953~3,
means the iterns taken inig account for
the taxable year under section 803{aj(1).
For a controlied foreign corporation that
wouid be taxed under pant il of
subchapter L {relating to insurance
companies othet than life insurance
companies). the tern “"prermiums,” for
purposes of this section snd § 1.953~3,
means premiumy writen. as defined in
section 8IZ(LI4J(A) If & policy of
iasurance. such as & reportung form
poiuicy or clher pniicy, does not require
sremiums to be paid until the policy
term expires, then the deposis required
curing the term of the policy must be
included in premiurms. In the case of 3
mutual fire or lood insurarice company
described in section 8IXLH1NHD) the
1erm Uprermuma.” [or purposes of this
sechion and § 1.953~3, means the entire
amount of premiums deposited. In
adéition, for taxable years beginnung
alter December 31. 1986 and belore
january 3. 1992, il \he foreign
corporaucn was s controlled [oreign
corparation {as defined in saction 957 of
the Code grior t its smendment by the
Tax Reform Act of 1986) in the most
recent 1axalic year beginning before
January 1, 1987, tha term “prem:ums”
aiso includes an amount equal to 3%

percent of the uneaned premiums at the
end of the most recent taxabie year

sourced with:in the Urated Slates under
section 861[A)7). See secticn
832{b){4)(c}. Presuurzs 1inciuded in gross
income by virtue of the praceding
sentence are atiributabie 1o risks
located outnide the controlled foreign
corporalion’s home count-y.

[d) Allocation and coportienment of
premivms——{1) Risks both in ong oulside
the home country. If the risks covered
by a contract of insurance or
remnsurance or aanuily contract are
iscated both in and outside the hame
country during any pened of coverage,
the premium for insuring the risks must
be allocated to or appottioned between
risks incurred in the home counuy and
nsks incurred outside the home country,
Allocation of a premium means that

-there iy a direct correlation between the
premium charged and the locanofl of the
insured risks in or outside the home
country. Apportionmen! means that
there is a reasonable basis for dividing
the premium belween riska incurred ing
the home country and risks incurred
outside the home country, byt there is no
2irect correlation between the premium
charged and the location of the risks. If
a premium is apporticned betwees home
country risks and risks incurred outside
the home country, each premium
payment shall be considered to be
partly reizted 1o home country risks and
partly related to risks incurred outside
the hon:e country. The allecation or
appottionment of premiums tg or
beiween risks located in the home
countsy and risks located pulside the
home country must be reasonable in
relation to the location of the insured
risks during the penod of coverage. In
considenng whether s method of
allocation or zpporuonment is
t=asonable, consideration shall be given
to the 1ypes of riska covered and the
ey Oi the insurance, reinsurance, or
annnty coniract including, tul not
limited to, provisions which separately
descnbe each sk covered. the penod of
coversge of each nsk the special
warranties for each risz. the premium
lor each nsk and the conditions for
paywng the premium foc each nak. The
allocation and apportionment of
premiums mu3l be consistent with the |
rules prescriped in paragraphs (e), (D).

s parucular method has bew.: «dipied®,
for allocanag and sphportierung- - -
premiums under g cociract, that methed
must be used as long a3 the contract is
n force. -

{2) Examples. The [oilowing examples
illusirate the rules of paragraph (d]{1) of
this section: AT

and (g; of this section. ln addion. once' .

Exompile 1. X 13 a country F ronrolied
foresgn corporanien with a calendar taxakle

beginning before Jarvary 1. 1987 that are —~¥®#7 Xonsures from July 1. 1587 through june

30. 1988 g particular piece of maAChINery thas
15 located in cauniry F. The machine 15 mewed
cutiide country F or lanuary 1, 1628, The
contract prevides for $300 0 premiums to be
paid on lune 30. 1907 and $1.000 on January 1.
1854, The jarger premium Payment on janvary
1. 1988 reflecis the increased nshs associated
with locanng the macrine ouinde couniry F.
For the 1987 and 1988 1ax3ble years, the
penod of coverage is July 1. 1987 ta fure 20,
1984, Because 1here it a direct correlatinn
between the premum payments end the
location of the nsks. (he premiumes must be
allocated. The $500 premium payment
included in X's gross income [of Lhe 1987
1axable yesr relales 10 risks incurred while
the property is located in counwy F: therelore.
all 8500 i premiums consiilute SC! incame.
The 51.000 included in X1 gress income wn the
1988 1axsble year relates 16 coverage while
the property 15 oulside country F: thercfore,
_au 51.000 constitutes sechon $5 wscrance — - ~-
NCcome.

Exampie 2. 7 i1 & country F controlled
lorexgn corporation with & esiendar taxable
year. Z 1ssues & policy of insucence tovenng
nsks of damage (o railroad rolling s1ock that
only Uravels & particulzr route between
ceuntry F and country b The railrosd rolling
stock travels 88 equa) number of miles in
both countries. A $1,000 premium is required
by Z 10 insure the railroad relling stock from
July 1. 1967 through June 20, 1988 The
premuusm is paid in twe installments: £500 on
June 30, 1967 and $500 on january 1, 1988,
Based on the 1ypes of nska covered by the
contract of insurance and the termos of Lhe
conusct Z in conformance with paragraph

{e)iaii)of this scttian, chooses an

spportionment method based on mileage.
Because the premuum 12 spporhoned. $250 of
the $300 premiwm inciuded in the groas
income of Z in the 1987 taxable year s
annbutable to hore country nsks and $250 is
stinbutacle 1o risks outnide the home
counuy. The result [or the 1988 1axable year
is the same,

{3) 80 percent rule—{i} In generz! (f 80
percent or mare of the premuum for a
period of coverage of a paricular
coniract are apportioned to risks located
n the hame counts or 10 nsks located
ouiside the home counlry, then all of the
premyums [or the penod of coverage are
apportioned 10 naks incurred o or
autside the heme country. 35 the case
may be.

(ii) Example. The {ollowing example
illusiratey the operaton of the 80
percent rule ol paragraph (d){3}{i] of 1his
seclion.

£3ample. Contratled foregn corporation X,
which is incorparated in country F and uses
the calendsr year 83 13 laxable year, 13sues
an nsurance contract thaunng & machine
aowned by Y agmnst damage for a one year
penod commencing on May 1. 1987, When 1he
CONtracl was issued, (he meck.ne was lacaied
i couniry F: however, on Apni 1. 1988 Y
moved the machine 1o s branch located
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oulsice country F. Y ls required 0 pay
presuumyg of 100 paT mooth ander the lerme
of tha toyurwncs coniract For tha taxable
years ending Decetnber Y1 1907 and
Necembar 31, 1984 the period of coverage s
May 1. 1537 1o April 30, 1924 For 1bat period
of coverege ¥i: (5200/$1L200) ef the premiuma
are related 1o naka located outside counoy F.
Because spproxumaiely 92% 5 the premiuma
wre reisted to homss county taks, all the
sremivms usder the conlrect ue aitributable
\o bome country nsks. Thergfors. the $5C0 of
premiums received by X from Y 1n the
wxshic year eniding December 31, 1987 and
the 3400 of premiume recelved in the laxable
year ending December Y1 1908 are
armibutabie eciirely 1o bome country risks
snd cosatiute SCIincoma

{e) Locotion of risks in connection
with property-<{1) In ganeral. Riskas in
connection with propesty covered by a
contrsct of insurance or reinsuronce sre
Jacated where the property is located
during the period or periods of coverage
epplicable to the taxable year, A risk 1»
in comnecton with property tf it is
related 1o cn intesewt of an ingured in
tangbie (whether real or personal) or
intangible property. An ioierest in real
property includes. but ls not Limited to,
the interest of an ownet, leadlord,
tenast. licensee, licensor, mertgager,
mortgagee. tustee, beasficary, or
partner. Where property is located
depeads oo el the factaand . . .
circurtstancss, [See paragrzph {e){2) of
this section for spefic rules Jocating
certain types of property.) The -
determination of where property is
located must be made separately under
each conact of icsurance or .
ringurnnce and for eech item of
sroperty coversd by the coalract for
each period ol covernge applicable to
the taxable yesr. (However, see
-aragraph {e}{2)(i]) of this section which
per— s property to be sggregated in
cenaln ciccumstances for pwposes of
determining location cf risks.)

(2) Spacifiz riles for locolire certain

- rnoes of property—{i}) Commercial

transpoftation property. Premuums
releted to tmsunng or reinsuring risiks in
connechor with any motor vehicle, ship
&r bost arrcrafs railroad rolling stoek,
&r any container watsporied thereby
[“commervial tansportation property”)
that i3 used predomicantly .o the
commercaal ransportation of persona or
property are attibutable to risks located
in the home counmy U the property is
located in .o bome countwry for e
entre penod of coverzas, o outside the
kome coungy if the property is Jocated
outside the home couny fer the entdre
penod of coversse. U the comunercial
Tansporation property iz located both
in and outside the home country, then
the premiuzss shall be allocated or
apporucsed between risks located in

the home county and risks located
outside the home counTy or any
reasogable basw (1uch o3 hme or
mileage) that pves due regard to the risk
being insured and that complies wath the
requrements of persgrsphas [d)(1) and
(d}3} of thus section. See parugraph
{e){3}{iii) of this section for rules reluting
to tke locadon ef moveable proparty,
which inciudes commersal
transportation property, Uf the locstion
of such property cannot be determined
by the end of the taxable year.

(i) Examples. The following exemples
[Tustrete the operztios of paragrash
(e)2)(1) of this section

Excmple 1. Conaolled foreign carpoctiion
Y. which ia \ncorporsiad o country P. lcauss
¢ property apd Lability inayrancs contract
coverlng ¢ belicopter that s used ic reacue
operations in counwy F as well as other
counties. Mory than 40 percent of the miics
truversed by the helleopier e ouside
country F. However. the belicopiar is located
iz & hasger ta country ¥ {or more thaa 90
percant of tha peniod of coverage, Y
appertass the premiums based on the time
the helicopter is located (o and culside the
councy of incorporation. An appordonment
based on the amount of Ume that the
hebicopur i localed in and outside country ¥
13 zot ressonable in light of the Yypes of risks
tnncred and the actvites ia which tbe :
helicopier la engaged Therefors. s
apporticament of the premium will pot be

Exampie 2 Corporsgtion Y, & souaty F
contoollsd foreig doa, insures 50
cirpians that is used exclusvely foc the |
commenrdial transportation of parsons o
progerty. Of the total miley ravelled by the
urplane, 80 percent are truversed coiside
connisy F. and 40 percant are averssd m
county . The aurpiane is grounded only for
repairs, and the repairs are made 8! the
location of the aupiane st the time the repain
are peeded The premyums muat be
apporuoned on & rexaonabie basis betiveen
nska incurred whils the plans 1 in covawy F
and rizks inocred while it be ovnde county
F. Qv the facw =resented io 15:s exassia. an
apporucament based 03 1otel Riles weversed -
\n and ouinide country F would be
teasotable Thus. 80 perceat of the presuums
would coasbrute secuoo BYI insurnace
incoms and 40 percest of e premmumne
would consuraie SCI Lncoge.

Exomple 3. The facts ary the same a4 ia
Exampie I except hat of the 10ta) miies
Uaveled Iy \oe sUplane AS percent are
taversed counda the botoe counwy wnd 13
pertanl are Taverved 13 the bome conaoy.
Under the £ percent rule of paragraza {d){3]
of this pecuon ali of the premuurms are
soporuoned to nake located outsvds county
'. 3 -

[iii) Nonconumercial tronsportation
property. Premiums related 10 naks
incerted in connection with any motor
vehicle, shup or boat aircraft, or reilroad
rotling stock net used predowminantly bn
the commercial ransportstion of

__-pers>ns or property are attmbutsble to

nsks located outside the boms country if
the noncommerc.al Tansportaton
property is registered dunng the period
of coverage wath & country ather than
the bome country [including any
pohitical subdivision or sgency of such
country) or i the owner of the property
is & ciizen of, reaident of, or entity
orsenized under the laws of & country
olher than the horme country. In all other
cases, noncommercial Tansportation
property ahell be dsemed to be located
in the home county.

(iv} Property exported by ship or
aireroft Premiv: o related 10 nsks in
conpection with property exported from
the home country by ship or sircralt are
atributable to nsks incurred while the
exported properry is located 1n the home
country If the insured risks terminate
when the exporied property is ploced
shoard the ship or wreraft for export.
Premiums are sttributable 10 riska
incurred while the exporied property is
located outside the home councy if the
insured risks commenze when the
exported property is placed aboard the
ship or wircaft {or export. If the insured

- risks commence befors the exported

prupetty is plezed sboard the skip or -
nirzzaft for export and terminate after
the depearture of the ship or aircaft Fom
the bome counzy, the premiuma musi be
allocated or appartoned between riske
incurred while the exporied property 18
lccated in the bome country and risks
incurred while the preperty is located
outside the home couny on any
reascnable basis {such as time or
qileage) that gives due regard 10 the risk
being inauted and that complies with the
requirements of paragrapns [d)(1) and
(€)(3) of thin secbon.

(v) Property imporied by skip or
cirereft Premiums related o tisksin
conneclion with property imported into
the Bome county by sh:p or aircraft are
atributabie to riska wncurred outsnide e -
home country if the :naured rnsks
lermingte when the unpornied property is
unloadsd at e bome counzy pont of
enty. If the insured naks commence
after the imported property is unicaded
from the thin or arcalt et the hooe
country pont of enry, the premuuas arz
etributabie to risks incurred winde the
imporied propesty in io the kome
country. U the insured nsis commence
before and 1ermunate after the i ported
property is unloaded from ‘e snup o7

_ wreradt at the home county port of

entry, the premiuma must be sliocated
cr apportiened to o2 batween nsks
incurred while the imponed property 12
located in the home country and 0o
incurred while the impartad sroperTy 10
located outside the bome counrCy ¢n &Y
reasonable basis (sach a2 Goe ar

»
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milcage) that g2ves dus regad to the risk
being tnsured and that comphes with the
requirements of paragrapia (€)(1) and
(d)(3) of thrs gecnion.

{w1) Shuzments ornginating end
terounoting (0 the heme covnfry.
Premiums related to ricks incérred (n
conaecton with nroperty Tansported
fram cae place in the kome couniry to
another piace In the bome country on or
over another country. OF oA ¢r over the
high sses outside the territorial watens
of the home country are atiributabie to
nsis in the home country uniess the
premunms are allocated in « reasonable
manoer, under the terms of Lhe
insurance conact to risks iacurred
while the preperty is lozated in the
home ecunzy acd risks incurred while
the property is located gutside the home:
country..

(vii} Shipments originoting and

“termuingtng in @ counuy ctherthemthe -~ =

Aore county. Premiums related to. risks
in conpection with p:operty transported
on or over the home country to and fom
points outside the home country are
attributable 1o risky located cutside the
home country uciess the premiums ars
allocated in a reasonable menner,
under the terms of the insurance
contract to risks incwrred while the
property is located in the home country
end risks incwrred while the property is
located outside the bome country.

{3) Relcted assets and certain
moveabie property—{l] Related cssets.
If a.coatrac: - Insurunce or reinsurance
covers & group of reiated nssew, such a
inveatory, which are located in and
oulside the home county, premiums
under the contract may be allocated or
spnorioned, on ary reasonable basis,
between nsks located in the home
counirv and risks located cutside the
home country by reference 10 such
nropenty taxen io the sggregate.

(it} Example. Tha (oliowing example
illustates tha reisled assets rule of
pearagraph (e}(3)(i) of thus scction.

Exampis. X i3 & controlled foreign
corporation lncorporaled io country P X
11sues & contrecl of insuranse o M covering
Mg inventory. M meintains its inventary in
warehouses wn country F and othar counthes.
The ncs to which e iavenlory is exposed
are suzular in cach country (n which the
taveniory |s stored For the spplicable period
of covarage. 40 percent of '{ s laveniory is
located 12 counry P and 00 percent is locaied
outside country F. The Iocanen of the
property is determuned on he bans of by
averuge valus of ioventory warvboused in
and outnds of country ¥ dunng the partod of
coverage. X may apportior 40 percent of the
precuumns uoder the comtract with M 1o the
53 income category and 80 percent 10 the
vection S5 insursace hormae calegory.

(id) Moveab/e property. In any caseln
~hich a contzact of Insurunce or

reinsursnce covers ovezble properry
{oiuer tSan nosegm=ercial
Tansporuanhes property) and the
determination of the iacation of the
property in o7 outside the home county
dunng « pericd of coversgs cannon
pracacabiy be made by the close of the
controlled foreign corporation’s taxable
year. the ennrolled forvimn corporation
mey apportion the praciuma i=
conformancs with & reasonabie
expeciation of where the property will
be located during the period of coverage,
Frovided tkat the appor=cnments made
on all contracts to whizh this paragmaph
{e){2Y{1ii) applies do not resilt in 3
materizl distorticn A mdtensl distzrdon
results I the arount of premiums
apportioned to the SCI or secdon 853
Insurance incoze categery detzrmined
by refecence to the actual facts pertinent
to the pesiod of coverage, as ascestained
withun £0 days after the end of the- ~
pericd of coverage, would result in at
least a 10 percentaze point differsnce
when comparsd to the amount of
premiume sppcrtioned to those
catzgories under a reasonable
expectation of where the property will
be located during the pericd of coverage.
In order 1o avail itsell of this method,
the coatrolled fcreign corporation must
maintain records that demonstrata the -
ressonablensas of its apportionmest,
discloss the actual locaton of &r
property as asceriained within 90 days
after the ecd of \he pericd of covernge.
and demonatate that the apportionment
did pot result in a material distortion. If
such records are oot maintained, the
appergonment method of this paregraph
may oot be used and the property shall
be lccated under the rule of this
parazoph [e) that weuld apply in
sbaence of the method prescnbed by
this paragragh (¢)(2)(1i). In the svent of
k matenal distorden whe Lntted Stalee -
shareboiders or, f an election ia made
under § 1553=7{c). the controlled loreign
corporation must flle amended lncome
lax retyons and apportion premuussy
based on the ectual lozcaton of the
property and the rules of paragraphs {d)
und {e) of tus secuon.

llv) Exampie. The [ollowing sxample
Wuszaten te moveabio property rule of
petegreph (e){3){ili) of this section,

Example. X is & covtrolled fareign
corpornnes icorporaied a counay F. It wsey
e calendar year na ita taxable year, X

lasuce ¢ contract of insurance covening s ship

frovm July 11988 10 June 30 1680 The .
cooact e tha only ooe lssued by X that
covers movrable property. The gwmer of the
shup Inases the sk:p 10 thurd pemons on & per
vayage besus. Based on information provided
by ba supowcer, 30 parceat of the total
mues revarsed during tha 12 moath periad
Lamediately preceding the iasvance of the

ConTTact were in home country wateny aad 1
perceal oulnice te bome country. X may

—e7porucn 3 rertest of e premyumy
received ta L SCI iocome category and 7y
Derteat io e sechon 551 wsyrance ncoce
calegory. Wittin <0 days efier 2e g2d of e
poucy penod X oblains wfermaneg
cezonagsang Bal e s2p was used wite
lerrzlonal waters of tie home covaiy 28
prreeat of the time and outnide oy termitorial
wal2ra 75 percent of the time. The
Apparuocent method uned by X i
rewsocatle and coes oot result in 4 matengl
distoruon because an sppcruoament based
o5 the facts pertinent 16 the pariod of
coverage wowd not beve resulted 1o af least
a 10 peroanisge powt dilferency in the
amount of preruuma spportioned 1o e SO
or sectop £33 inserance income ca tegores.
'n:u-.lx may usa the apportionment method
described 1n paragzsph [e)(3){L]} of this
scction provided It maintauns the pecords
required by that paragraph,

- (g fpﬁfﬂn of nisks in connection -
with jiobility orising out of octrvity—1)
Definition of risks it connection :J-;_L;{ }
ligbility. A risk covered by & contract of
insurance or reizpuranes is in
corpecton with liability axising out of
an activiry if the inyured ls covered
against a Lability resqlting kom the
actiony ot a persoz ot & furidical eatity,
inchading actions that result Lo & tort,
violatlog of contact, violation of
property rights, or eay other cacse of
acton pursnant Lo the operation of law.
The term not only meluces ¢ direct
liability, which. for example. may be

cuarred by a tortfezaor to the persan
harmed but alse ag indirect Lisbility,
such «3 the liadility of one persos o
ancther resulting fom the actions of an
independent contractor. Moreover. g °
risk in connection with Bability includes
any loss of an Insured (except a loas in
cznnection with prozesty descnbed in
paragraph (e} of this secthon) which
could wrise from the eccwrrence of an
event ltaured ageiost Fer examzie. in
the cane of a proeer oi cutdocs
1poriing evests, s~k in connesuon
with lability arising cut of ea sctiwnty
tnclucies the loss that could arse frem
tbe cancellation ¢l 5 sportng event
because of iaclement westner.

{2} Locotion of rizh—{i) In cezecl A
risk tn connector with an acuwvity is
located where the actvity st could

" give nae to o liability or icas is

pecformed For pupases of allocatizg
and appoertioning premiums between

. nks located in and ontside the home

country, whare ag sctivity 18 perior=ied
depends oz the [acts and circuaiences
of each case. Among the factors to be
considered is making the deterzunayen
sre the jocation of \be sssets associated
with the acuvity, the place where
services coprisng e acuvty are
performed, the place where nctuntsy
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tended te resudt AN & saie perur, and
the place where sales eztvally ocour.
[u} Exempies. The loliowing exaroples
ilugtrate the location of nak rules of
paragraph {N){2){i) of this section
Lxomale 1. X 16 controlled [oreign
corporal an Liat 1ssues Lability inpurseze
and 10 Incorporated (n countrg b, I Lses 2
calencar your £9 I 1axoble Year. X iasuer o
contrart of insurince 10 Z which owns and
aperates deoarmieat vtores in couatry M sad
ather countrzs The contract covers all of Z's
storec. It proviies coverage ngainst “Uabdity
for bedily tmycry or property damage sriswing
out of the owmnersiip. malntenance. or use of
the insured precuases and alf operstions
necesaary or ncidental thereta.”™ Assuming X
cansiot allocste the premyums between homa
country end other country nska, it must
apporton the premuums between those nika
oo & reasanable pans 1alang toto scsount
where the siores are locsied and the level of
coversd actvitieg in ench of those stores.
Ergmple Z Y ia & conzalled foreign

corporetan incorporated o country F Y
wTiles workcr's compecsation covernge Y
Lasues a contract to Z whuch has employees
o country F and other countnec, éovenng sl
ol I's employees. Tue premiums paid by Z
ars not allocabic 10 raky located (a the bome
country and rac localed oulside the bome
ceunTy. I mus: spportion the premiums on &
reasonabie basis taiang into sczount whers
Z'1 exmplovess perform services.

(3) Specifiz rules locating certain
acuvites={l] Liapiiity with re;pect to
property manufacsired, produced,
constucted, or assexdled. Premiums
under a policy of insurance or ..
reiasurance that insures « person that
menufacrures, produces, consucts, or
essembies property ageizst claims
ams:ng Som the consumption or use of
suck property we stibutable to risks
fem an scuvity periormed where the
ccnaumplion or use of the property
taxes piace, or if the place of
cagauT DU or use cannot be koown
where the propery is mzoujactured.
grocuced censucted o asvembled, If
the consuzsuan or use of the property -
couid anse & or puizide the home
county. ‘na prazoumiy munt e allocated
to ot appceraoned between naks located
in ©e doze counoy and roks located
cutnde the icce countTy oo any
reasonale basis thet gives cue regard
0 e mak being insured and that
comples w1tk the requirements of
caragrecre (d){1) and (d)(2} of this
cection

(U} Exemp/es. The folUowing exarzpies
illustzate the ruie of paragreph (f)(2)(i} of
this secton

Example 1. X is a couTactor that
csnaructy aparTmant dulcungy. X uske &
syaiem of pre-fabncaied conatruction bat
eolaijs construcung parts of the apartnent
buudings in coustry F and sesembling them
ouwnde of councy F. The oniy compieted
apsrunent buidings coaatucied by X are

outsicr of county F. X s isuwrwd by 2. 2
eounTy F congousd feregy comparsnon,
apuize) Lablity for the iogroper comamucyon
ol ot tha Jadure 10 construct, ap sparmment
bullding. 7 is Losunng naks iy connechog
WAL AG sclvity What anses outsde of country
F because hat is where the use of the
Fropery iakesz place.

Example 2 M manciactures suiomebiles in
faczliues located ln counry W. M iz covered
by & wingle pohicy of aurance issued by F, o
congulied loreyn carporaucn orgenized in
courtry W. M sells Ity sulcmobiles through
Independent dealers alf over the world
inciuding country W, F charges a single
premium 10 insure M againat any Lisbility for
harm 10 pervons or damage to property
anupg frox & manufacranng defect, F must
apporzos the presium berween riaks located
iz W and rishs located outside Won a
reasonable basls because the use of the
automobiies occun [~ and oulnde of councey
W. Howeever, U It canan: be known where e
awtomobiles are used, then F is deemed 16 be
inxunog risks in connecnon with an activity
that anses in country W becausr thal ls
where the automobiles are marulaciured.

(i} Locaion of activities in
connection with trensportotion property.
Premiums vnder s contract ¢ insurance
Of rEARSUrANCeE covering risks in
conpection with the operstion of a8
moter vehicle, stun or boat, eircraft, or
tailroad rolling s1cck are stcibuteble to
naxs in conzectios with an-sctivity
yerformed where the cansportation .
propesty is loceted ender the principles
of paragraph {)(2} (i} and [iii) of tus
section reiating 1o the Jocation of
ranspostation property. -

(iv} Example. The following example
illustrates the rul= cf paregraph (F(3)(ii)
of this section.

Example. X is ¢ coctrolled loreign
corporation ceaied uncer the laws of
counczy F end uses the calendsr year an its
taxable year. X insurss B & pilol for
commerc.s: dirline, against any damage o
persons of property arinng from Ble
proicssicny] activises X cherges o 350.000
premuwz. paysble 52,000 &1 the Lacepnca of
the poucy and 35.00C on laruary 11834 for a
one ye&t policy provicrg coverage froe July
L1987 o fune 30, 1228 B always pilots the
samie rounz g flght bom counay T te
eounuy R and back For colh the 1947 end
1988 taxable years o penod of coverage ia
Juiy 1. 185 10 Juae 32 1984 On ench 1o [om
F g R the wireaft oy vesver balf of the total
culeape 1n cntry Foacd balf s coun™y RO
Because the ur—zh B [Les s jozated o the
home country one-belf of the nme. &
reascnable bans exisu fo; apporuonicg one.
ball of the srecuiume paid by B 1o riska *
crsng lrom hux scavines ouinde thehome
counOy end one-balf to scovines ansingiia °
the home country. Thus. [or the 1887 taxwble
year, the 33,000 of prexuwmi are appornoned
8o that $L.500 of the premuums are
stmbutabis 10 bome couwntry nske and 22500
of tha preminms wre atributabie to Aszs
located euimde the homae couptry. For the

- 1053 tawable year. the results wv the same,

(v} Seiltng octivity. Too Liabudity of
person arises from selling actwnity oniy
If, and to the extent that the Lisbiljry
dcfes oot reiace 1o Lablity 0 connecleon
with presetty manufacrured, produced,
constucicd, or assexbied, as desenped
tz peragrapb {}(3){i) of this secuon. or
nability for achvities 1o connection with
t-anepcriation psr perty, &» described 1n
paragraph (f{2)(Li) of this section. A
person is engaged = selling wcuvity if
the person engeges in 2ny activity which
is intended te result in the sale of
property. Premiums received oa a
contract of insurance or reinsurance
covering risks it ccnnection with selling
sclvity are attributable to nsks incurred
whbers the selling activity 1akes place
regerciess of whether the property
paeses tiroush or is delivered in the
county in which the selling activi-y is
cartied o Selling activity takes pince

- where the activities preparaiory to the

sale, such ae advertising, negouating, °
snd disuributing, teke place.

{vi) Example. The followang exazple
illustrates the rule of paragraph ()(3)(v}
of this secoon.

Example Corporaticn M. a country W
coracmation. insures a wholessis distributor
agu:nst Dability artning out of & breach of
waranty. The whalasale distributor
negotizles and processes orders o couniry
W, but salls ita Inveniery exciunvely o
coustries olber than counuy W by
sdvertising in trade rublications sl
distribuling saises cotelogues in those
countnes The preguams on Lhe peiucy tzeued
10 M are attmibutable to raks ansing Som
activites perfarmed both in arnd gutaige
country W and M mus! ellocale ond
apportion, 31 a ressonable bany. e
premiurmy received for L=susmng the whoirasis
distabulor betwee2 nsks 19zated i cazniry
W and naks located outaids councy W

(z) Location of risks in conrecion
with life or heolth—1) I~ genecl Fus s
in connection with lic or zeaith npuze
risks under contracis of msurasce.
TELAUTENICE, ‘l'-n‘ll.‘.l'-\." conTagis o
caazancelable heaith and scs.zent
coniacts cefined o secuen &2
|relating to the defruuon al o e
LSUTSOCe COTIPANRY ). Fudnd unao!
cancelable bezitc anz azs:iden:
CORTeils Are ulpo Meks 1y IzanecLzn
wile life or health, Az anmay cera s
unge:r whick anawt,; payTects ary net
delermined by relerenze 10 Ll
conungsocies, 13 Traled (87 Surposer &)
sestios B5A ae 4 COTUAC COVErSE Tasd
1o conneclion with life or Seaslh Tle
sk undsr wny inaurence, feLoC I
of ennuity conact covered By =
parsgraph [g){1) is locsted & 20 oY
whers the Perton wiln reajec! ‘o = 0™
the nok is iccated (the "aerermiusy
Life™) is remdent The derermuzing e
with respect 10 asy e, sacezy =t

-
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heaith insgrance or reinsurance cantract
ty the person whose life or health 1
covered oy lthe contract. The
cetermimns lile with respect 1o 2 life
annuity conwact is the person by whese
1;%e Lhe annuily payTienis ars measured.
The derermneng life with respect to an
annuity certain g the life ofthe person
who purchases the sxnuity contract and
the iife of the person for whose benefit
tne annuity was purchased. Thus, risks
in coanecuon with an 2anumty certain
are deermed 1o be located in their
entirety outside a controlled foreign
corsoration’s home eountry if either the
purchaser of the contrect or the
recipient of the annyity pavments
resides outside the heme country, as
determined in accordance with the rules
of this paragraph. The person with the
determining life is presumed to be
residen! arthe last address given 1o the
. _zontrolied foreign corooration as-such. - =
perscns’s residence, unlesy the
contolled foreign corporation knows or
has reason to know that such person is
resident at a different address.
Premiums received under a contract of
group life or health insurance must be
.epparucned between risks located in
tqe home country and risks outside the
horoe county on the basis of the jast
anown addresaes of the residenses of
the persons insured under the coniract
ot, int the case where the conact iy
issued to an empioyen where the
persons covered by the contract are
emploved
{2) Excmple. The following exampie
Ulusirates the rules of paragraph (g)(1)
of this section.

Exemple. Controlled fore:gn corporation X,
. zouniry F corporetion and a calendar year
rcepeyer. 13 eagaged n he life insurance
sss:aesy. On July 101087, X issues o three
vear term Lie wdsursace coatract on the life of
Z. Premigma under the contract are payable
ar vy 1 and Decemboer J1 of sach year the
zzniract 19an force. B gtves to X an address in
country Foas the sddress of hies prunary
resigence. On November 1. 1987, B changes
&:3 prumary tenidence (rom country F 1o
souniry 2. B notifies X of the change of
azuress on Feoruary 1. 5008 For X'» 1947
:axapie yesr the prerniums tecewved on July 1.
1387 and Cecemnber 11, 1587 arw allocap.c 10
:z¢ SC1income category. Because X did ool
zave knowledge, and had no resson 1o know.,
cf B's change of address unvi Feorvary 1.
1784, 1t may rely. {or ail premium paymaenis
received belore Februery 1, 1580, on Lthe
adcress Bnstially provided st the umae Lhe
zaniract was approaved However, all
cremuma ceceived sfler February 1. 1388
sanstitute secon 933 inwurance income
Jecause X had knowlecye st 1k me those
premiums were received that 5 vad hus or her
smmary reydence outnide of country F.

{h] Risks deemed to be locoted in g

country other than the rome countiy—
{1) Arificial arrenyements. The secuon

953 insurance income of a coniroiled
foreign corporation includes any
wisurance wnceme from jaseing or
rcmsu.rmg misurance pohc:es aor annwty
coniracts covenng risks iocated in the
home country if ine insurance.
reinsurance. or annuity contracts are
stiributabie lo any direct orindicect
Cross-insurance arrangement whereby
the controlied foreign corporation
proviges insurance, reinsurance, or
annuity contracts relating to home
country risks and. in exchangs, another
person provides insurance, reinsurance.
Or aanuity caniracts relating to nsky .
located outside the home country.
Arrangements to which this rule applies
include those entered into by the
contrclled foreign corporation, persons
related (within the mecaning of section
9354(d)(3)] te the controiled foreign
corporation the United States
sbarzbolders of the controlled foreign - - -
corporation. and persons rejatedts such
sharehciders.

(2) Evidence of arrangeczents. The
determination of whether an
arrangement referred torin parsgraph
{n}(1) of this section exists depends on
all the facts and circumistances. Facts to
be considered in determring the
existence of suck an srrangement
include the prefruums charged in
relatien to the risks inyured. the profit
margio expected {rom the contructs. and
the loss experience of the risks which
the other person insures. or reinsures
compared with the loss experieace of
the nsks which the controlled foreign -
carporelion insures or reinsures.
Further. conaideration will be given o
the existence of comron directors or
owners between the parties executing
the reciprocal insursnce srrangement.
The pened in whuch the controlled
foreign cotporation receives premiumas
and the pennd of caverage for which the
premiwms art received need not be the
samne a3. of identical in length with. that
of the ather person or lumited ta a s.agle
\axable year of 1ne :cntrolled loreign
corporation.

13) Exompies. The {ollowing examples
illustrale the pnnciples of paragraph (h)
of 1his sect:an,

Exgmple 1. Contruiied loreign cdrporation
X 1o incorporsied ws counizy F and in &
wholly-owned subsidiary ol corperstion M. a
Linited Stutes Larporsnon Forergn .
corporaton Y 1s o wholly gwned subsmidiary
of foreign corparauon R, R 13 not » controiled
{ortign corporation. Corperanons Mand RS 7
which are hol related agres that from July 17,
1587 through December 31. 1987, Y~
corporation will reinsure certaa pelicies
issued by M covening nshs 13t are locaied
auiside councry F, end that froof January 1.
1988 threuzh lune 30 1988, X will resasure
certain 7 .ucer ivsued by R covenng naxs
that arr located 1 country P The premiums

—~—0uiside couniry F ana consiityte yect

-—

receved by X corporation kore re asens,

- b
nsxs of R are slinsulaple 3 e

10 M3Ins 10Catea

on 9%
IASUrance income. 3

Example 2. The facis are the same a3 12
Erampie I except thar one-th.re of the riyxs -
ol M 1o be re.nsuzed are "enyiied with Y ang
tvoethirgs of the risks are rensyred with
tnother wholly owned lereign subsidiare o'{
R. The premiums received by X irom
feinsunng the peicics of R are atiroutagie 12
rishs localed outnide cosriy Fang constiture
section 951 nsurance incorme.

Example 3. The [acts are the same as in
Exomple ] exceptthat X and V. snosher
wholly-owned foregn subzidiary of M,
rensure the nsks of B The premiums
teceived by X and V from rewnsunng the
palicies of R are aitribytable o fisks located

outside counuy £ and consulule seclion 5351
\nsurance iteome.

§ 1.933-3 Alaestion of pramiuma to the
RPl or nonQPH categones of sechion $£3
"‘Ilur:ﬂ:. MICOME, " — = o i e E— o —

(@) /n genesa! Al premiums that
constitute secton S5 insurance incem
are.included within one of twa
categories: premuums that constitute
related person insurance income (“EPII
premiums”} undet paragraph (b} of this
section and premaums that do-oot

" constitute RPI premiums {"nonRPI

premiuma”). RP gremivms are not
recharacterized precuums even thqugh
the exceplions of § 1.953-7 are
apblicable. However, if the excepuiony
al § 1.953-7 {a} or (b) apply. persoas tna:
are United States sharebolcers sotely by

~virtue of section 953{c)(1){A} and

paragraph (b){2) of this section of a
controlled foreign corporation. as
defined in sec:ion 953{¢)(1){B] and
paragraph (b}{2) of tus sect:an. do not
include RPL income in Lhair zross
income. Perzons that are Uruiez Siztes
shareholders within the mean:ng of
sechon 951{bj of & controlied forpizn

- corporauion as defined o seoion 937

must always include AP inccze i
their gross inzame, rega-zicis of
whether the excepuiony ¢i § 2 2227 "y}
ot (L) apply. However, tne scecial oro
F3:3 share rules ot sceton 53200030 s
3 2338 (h){1) ahall norapoiv aiine
condiuons of secuon $33cHl) (A a0z
(B} and §1.953-7 (2) and [b) are met,

{b} Related perton 1nsurcace
income—{1} In gerero! Re.aied persen
insuras.e .ncome s incluce. within 're
meanng of the Ierm “Insuranie \acoTe
as that term is used in section 953,
Relyted person insurance income i3
premium and invesiment :nsome
atirzouttole to a policy of snurance or
reinsyrance that provides ins.idnce
coverage to a reinled insurec oo ey
focated ouvtside thr controlled formg=
corperation’'s cour:ry of incerpe-a o
of premium and Ve Ent nonTe
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ar—butabie 1o An enIwlty cactuct that
18 purshased by or for the benefit of a
rejated maured if the determoing bife is
located ouisice the contralied foregn
corporution’s countty <f incorporation.
Tor this purpose. & related [oyured iy
any insured. purchaeer of &8 annuity
contact, or recipient of annuliy
paymeaty thal is & United States
sharcho'dar of e cantrolfed foreign
corperation ar & related person (wathin
the meznung of secton #54{4}{J} 1o e
United Stales shareheldern
(2) Definitions——{i) United States
sharehoider, relaied person, and
controlled foreipn corporcticn. For
purposes of determining whether
lnswrance income iy related person
tnsurance income, the terms “Upited
Statey thzreholder,” “reiated petson to a
Unjted States sharebolder.” and
~zaontrsiled foreign corporalion” are
specifically deflined The Lo
“controlled foreign corporation” means
any foteign corporstion if 235 percent or
more of \be 1ol commbined voling power
of ail classes of stock of the foreign
carporation entitled 1o vote or 25
percent or more of the total value of the
s'ock of the {oreign corporation ls
cwned [within tbe meaning of section
258(1}). or is coasidsred 24 owned by
appiving the r:les of ownership of
secdon £58(0). by United States
tharcholdsry o any day diring the
texable year of Ihe foreign corporstion.
For purposes of spplying this section to
s {oreign mutual insurance compeny, the
term nack izciudes any certificate
entitling the tolder 1o votng powerin
the mutual company. See section
558(8){2). A "Unsted States sharholdar”
fo: these purposes iy uny United States
serson {as <efnad in secticn 857(c))
who own (withio the meaning of
socuon 950800)) any stock of the foreign
sorporatcn at any 2 during the
frseign corporation’s taxzbie yesr. A
serson is a reinted person ta s Ursted
States sharenoicer:f the person iy
reigied withun the Deanung of section
$54{¢)(3; of te Cede 10 the Unjted
S:ates sharebolder. Thus, & person is
reiated 19 o United States shereholdes if
e person conTols (witkin the meaning
of section §54{d}{3]) er .1 coz=olled by,
the Unuted Statee sharezclder, of the
serson is controlied by the same person
{a: persons) that contols the United
States sharehcider [n sddition, . 'he
case of any policy of innzunce covening
Lability ensing oo sertnces performed
as & direcior, oficar = employee of &
corporation or —s & parmer of exiployee
of a parmership, the petvos pecforming
yuch services and the entty for which
such services are performed shall be
ceated aa reiated penacon.

(U] Exampies. Toe {ollowing exampies
Uustrnte the definitons of paragsph
(YA of thas secnon

Eragmpie 1. X is &« country F corporaiicn
that provides (nsursnce coversge (01U 100
sharedolders. X has vourg commen siock
and convotlng preferted sloex lasued end
aulrtanding. All of the voEng compor dock
s owned by 73 {oretign pervoss. None of the
ferevey sbareholdery ore related pemons
with:x the meaning of section A%{d)(2). ALl of
the o3cvenng preferred siock is owned by 25
United States persons. Tue nonveting
praferred stock scoounts for 25 percent of the
0tal value of both classes of stock
oulstanding. Thereiore. sach United States
pereon is @ United States shareholder and X
is & coawrolied foreign corporsiion uncer
sechon 853} 2B} The pramiums from
policies of lnsurcace itauad la the tweaty-five
iUnited Statee shareholders consthuie RPD
precunns to the extent those premluzer relsin
o rka located eutside country F. The
preouums from the 75 foreign sharahoidery
catstmie neaRP0 premivms 1o the exunt
thoss prequums releie to neks locxied
cutsidz country F.

Lxample 2 Tha [acts 2re thy tamera la
Exomaie I except that ad of the pogvorsg
preferred stock is owned by & {orein
corporyoon. all of the stock of which is
owned 0y the 25 United Staies peryrma.
Upder section 958(a){2}, the United States

ary considered a8 owning tha siock
owned by the [oreign corporation. Therefore.
X ia o tormolied foreign corporation and the

25 United Siates persons are United Statee

~

charsbolders

Examole 3. Tha {acts are ibe same s [n
Exampie 1 except that § of the nouvating
preferred atock shareholdery are teswed by X
a=d 20 are not. X is & conmoiled foreign
corporation sad all 25 Lalied Sistes peryons
are Uslied Siates sharsbolders A Umited
Stales pereon pecd not be asured by the
coutrolisd forvign corporation 1o be o United
Statee sharehoider of that corporton.

Example 4. Y Is a foreign corporation that
juwues polictes of 'asurunce and reinsursnce.
The one clase of ¥ ntock ouintanding u
owed rqually by 25 shareholders whe are
Unsted States persons. None of the
sharrholders of ¥ are insured by Y however,
five of the polices isaue? by Y are lanend to

wholly ewned forern subnidiares of five of ™

Yo thareholcers. The pres v sitribwtable
1o the policaas of insursnce 1nauea with
respes: 1o e fore:zn subsdiamies constitute
RPJ premuusys. The wsured foregn
subsic:anes are relaled persons 19 Unlted
Sietes shareboldery becavae those
rbsidsaney ere comtrolied withus the
menmung ef secaos 854(d)IL by United States
‘h h 3 ! -

(il) Usited Stotes shareholder:
exceplos for :ndirest ownersiup
publicly troded :tock A United Siales
pervon wha is oot lnswr = of relnswreds
(directly or indirectly) by a forvign %,
corporstion (the “lnsunng foreign
carporation™] and s uot related ton
person insured {directly or indire=tly) by
the wsunng foreign corporalion shall not
be treated as a United States

starehoider of oo puring loreign
cerpartton by virtus of recoon 58 )(2)
bezause of ruch perton's ownessup cf
slock in enother foreim cornorenon
}vhjch owT slock [durectly or indirectly)
in the nsening foreign corporanen if:

(A) The siock of the other foreign
corpacation is publicly raded;

(B) The United Statey p2rscn ovms
less then Sve perceat of e combineA
voting power of all claszes of stcak
entited o vote and leas thap five
pescent of the total velue of the stock of
the other fozeigh corporstice: and

[C) The stock of the insuring foreign

srporation constitutes less thaz Gve
percent of the gross value of o} the
azezis of the other foreign co:poration.

{iv) Exgmple. The {ollowing exampis
Mustrates the indirest owmezahin
exception of paragraph {b)(2)(iif) o! thie
seclon.

Example. X is 4 foreign corporsuon which
writes policies of insurance for 1

“sbamvholders and uarelsted pervons. X has

one# class of 1tock outsianding Pive
shareholdary of X who are Un'ted Slates
persons. eack own 4 percent of X' slocks
Thess sbarsholders are also lnsursd by X2
The remaizing 30 percent of the X etock s
ewnad by corparston Y, ¢ foreign
carporation the siock ¢f which is publidy™
traded. X inaures conain risks of Y. All of tha
stock of ¥ iy owned by United Stales pesscna,
but no shasrehclder of Y owts more than §
percant of the stock of ¥ by vata or value or
in losurad by X. Nooe of the United Stites
pervons are related 1o Y or to ecck other The
X stock owned by Y constnutes lesy (hez Sve
percent of the 1otal value of all of Y5 craats.
The Uniled States perscna who owd t3a siock
of Y are not considered United Statey
sharehaldery of X under secuca 958{a;(2}
because the requirements of paregraph
(b}{2)iil) of this sectian sre met Therefore,
only 20 percent of the X stock 13 owned by
United States persons wné X ispot a
controlied foreige cerparation

(vl Controtled foreign corporsiics:
shipowner’s protestion and (ndemnity
asspcictien. A cozmolled fereign -
eamportiva mestng the defimucn of
paragapk (b)2)(i) of this secton ezd
alco guelifying as & akupowner’s
protection and indemruty sasociatic
wnder secoon 528 cf Ze Codz s s
controlied ‘oreicn corparation rudject i
the proiy:cas of §§ 1.953-1 throcgh
1.953~7. Tous, 8 Ualted Stales
sharekalder of such an acsscoixtion must
include 118 pro rata share of the reseipls
of such &5 easociation thst consuiuie

_seciop 9353 lorurascs income. including
preiums. dues, and essecsmenty. less
appropriately aliocated ané epporaoned
expenses, lossen and other deductioss.

(o such sharczolder's grost ipcone a3
requred by § 1.853-40h} potwithstanding
secoon 528 See § 1.952-2(c)(1] which
stales 1oal subchaptcr F does ool apply
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ig determumzr g W€ gross Lacome of 2
~gnbcilsé [oteign corpcraton

(1) Revnzuronce——i) In perergl.
Fzlated peryca insurance iccome
i=slydes incsme witribetable to
cenimacis of rewnaurapce, iccluding
relnoUTance UTAngements ) whics (he
reisursr gccepts all the rights and
obligancens uncsat the reinsured

cnacts, pursuant o which toe

contcled foreign corporeton reizsures
coniracis isaued by its United States
shareholders, cr related persons 1o such
sbareholders.

(ii] Exaoroies. Tae following ex2 aples
iNuscrate the rule of parzgraph (B){(3)(i)
cf this section.

Example L Twenty-Gve domestic
corporwtions, whuch are enguged 1z the
business of Lasuic g properTy WiIurancs
sohcies to unreletsd coraercaal entibes,
{ormed Z ender tae lawe of couawy Wi
remacre s porticn of the neks tosured by the .
damesne corporebons. Each of the twesty-
five domesne corporalions owns an egual
emoun! of the one casn of stockef Z
outsizsding. Z bas oo business siher tan
relggunng the policzes issued by i
sharedolders. The premiums received by 2
ecasdtute RPO preziems

Exampie 2 The facu are ba ratie sa o
Ezampia 1. Howeve: X, ons of bz
shareholders ¢f Z. estery & pordolio
(azsumpdon) Feinsiunce agresmeat with Z
undar which Z assumes ail of the nghuw and .
obiigstons ender cerain poliGes issued by
X Z notfics the volicyboidera that il s
essuming sil the rights and obligetions under
ke policies luaued by X. Tbe cremiuns rom
the reinsured polices consgtute reiated
parsan insurance income even taough X co
longer bas any rights or abhigations mader the
pouces

(3) Indirectly insuring o reiated
insured: Fronting—~=i} [n genercl For
laxshle years beginming after December
211587, premiums recerved oo
Laurancs conracta, O COnracts
FeltEnnng InsUrAnce contracts, that
inei~scty icsure Un:ted States
snarspulders of & conTolled foreign
corporaticn of persans related to yuch
sharetoidets are inc.aded wathin the
cefniton of reisted peryoc iosurance
tnzame. A contract indirectly nycres a
Urnitcd States sbasebolder or person
reiated ta such shareholder U the
zostract io lasued by an unrtlaied
merson and the coatract s uitimately
rernsured with the controlied foreign
cerporation in whics the United Siates
sharcholder owns siock. For taxable
years beginning after Dezember 21, 1287,
sreTiums recerced co snBwty contracis,
Of cODITACTY reinsunng anouity
contacts. that are indirecdy purchased
by, or indirecs provids annuity
benefits to, @ United States sharebolder
or persona related to such sbareholders
ere wocluded within the definiden of
related person Loaursnce income.

{u} Excomple. The following sxazple
iluscates e rule of paragraz: (bj(4)(i}
of thiy sccuca -

Exampie. Z is u cotnestic corporaton that
has assved & pohcy af Inawrwnce to Y. Y o
diTteslic COTTOrAlIOn Wiuch owhs stock o XL
& tostrolled foreign carporsuon witun the
Teaning of secton § 1.L530(B)2)1). 2 does
ao1 own any ol tae otock of X Z reinsures
with X pan of the mak it \raures under (e
paiisy rasued 10 Y, The gremsuss received by
A for resuring the policy waved 43 Y wrx
RIQ premicms tecsuse one of Ha Uniled
States sbareholcers, Y. is indicestly an
1esupec of L

(%) Cross-insurance orrengements—i)
In general Related person insurance
income includes insurance ic=ome
stuibutable te & direct or indirect 23
Lnszrance aangement wherehy the
ez=relled foreign corporatior izsues an
lnaurance, reinsurence, or sonwty
contrect 1o & pervos other than & related -
inswed (as defined i peragrapb-bij(1)
cf this secdon) Lo retum for ancizer
Ferson issuing an {nsurance,
reinsurince. or ARNWILY cozoacito a
person that would be o reiated insured if
the conmrolled fore:gn corporston were
to issue ao insurecce, reinsurance, or
annuity contract to such pervon. See
3 1.853-2(h) .

{1) Exampie. The followirng exsmple
Dusoates the rule of paragraph (b}{5){i)
ol this yection. . . .

Esampls. Controlled forzign corperation
ia ownad by 30 Untied States sharehclders
engaged o & sinlisr ling of buswnesa
Controlled foreign corporation Y ls owned by
32 United States sharebolders engnged 1 the
same line of busitieas as the 30 sharekoldery

-

A

of X Both X and Y provide lnncancs o

busgreases engaged in the line of business In
wiuch thewr sbarehaiders are exgazed ae well
s Other Types of businesa. X sgtmes 12
provide lnsursace prowction 16 s
shasvibolders and Y agrves Lo provids
irsurance to Xo sbarenoidery. The premiumas
of both X and Y that relate 10 maurisg ‘e
skarwbolder of the atber corporation
constlute related persco lnsurasce Wcams.

(8} Specific presium mules—i{i)
Premiums received prior to Jenzery 1,
1847 Related peryon insurancs Licome
Inciudes preminms writien (less ratum
premuuTs anc premivrns pald for
reinsurance) before he Brot taxable
year of the controlled forwizgn
corpotaticn bequnming after December
31, 1708 that become earne< under
section 832{b){4} in » tuxabie year
bezoning sher December 31, 1584 or
succeeding taxabis yearw, provided thit
‘Se premiues atherwise qualify. s
reiaied pervon losurenca coSe.

{U) Apportierument of premuums if
stock owned for less than eritire taxable
yece. U, during & wxable year of a
coatrolled foreiga corporstion, an
insurunce. reinsurahce, or anowly

~

conTact Lhat reiates to a Luted States

_etarcholder remaing & foree bevond the
penoc dunng which the L mitec States
ahu_:holr.ef ows stock 1o the controlled
{oreign corporaton. be e=zunmt ¢f t-a
Fremsizi, as defined in | .253-2(c).
eitnbulisle 19 the cozract rusl be
toparaoned Letweer the RPT category
and toe ponFPl cutegory. The arount
apporeored to the RPI category i1 egial
to e amourt of prequums on tae
cantract Inciuded in the pross income of
the coctrolled foreygm corporsnon in tha
taxsble year multiplied by 1 kacson,
the oumerstor of which is the zgibes of
deys in the period of coverage whuck fall
withis the taxable yeer during whizs the
Uzited States shareroider owned stock
i the conwrelied foreign cerporaboa,
end the denominator of wiueh is the
towl number of days in the penod of

. caverage that fall within the taxable __._.____
year, The remewnder of the premiums co
the contract are epportianed tg (s
nonRPl category.

(i) Exom:ples. Tae following
examples llustrate the rule of paragrapa
fo)(e){1i) of this section.

Example. 1Y 1a a country F controlled

fareign carporatac with s calendar taxable

Tyear. Y lssues & polzy of losurancs o M, ons
of its Urited States sanreholden, covering
risks of preverty dunage to ¢ plant own'ed by
M. The pian: i located outaide countey F.
Tte policy covers rlaks ipoored e July o
100 10 fune 3, 1684 M payy preciumas of
$1.000 on Juiy 1 1987 and 3000 on Jrooary 1,
158 Ou Septermber 30, 1967, M sellr al] of is
stock in Y. In Y'» 1987 taxabie yeur, there pre
182 days durtng which M 1s aured M e 8
stockholaer tn Y for 03 days dumzg the 1987
taxable year. Thereforw. of the 53,000 oi
premiurs from M induded tn Y gross
Licome W ita 1087 taxable year 5507 (31007 x
£2/183] ls allocated to the RPU zremium
category and 3597 is aliocated 13 e ponSPU
premiuz category. For the 1508 taxabie yeer,
al! 51000 of presuums bri M ary alicrates
1o Wa nonfPU premuum category becavae A
awns 0o aock o Y or any aay of the pemod
of covesage [ading waioio the 708 laxA e
year.

Exampls 2 The lacty are the sane sy o
Exormpre 1 except 'nat M sells only » 2xrt of
its Y ntoch on Sepiember 30 1587, Eccawse M
remains & soaredolderin Y. al == premuezs
received brom M in the 1827 and 1508 Laxabie
yeort arw atlocated 10 s RFD premuug
calegory.

[iv) Anti-abuse rule. U the faciy azd
creumstances indizate that the

. presuiuzas charged oo ag ncuranie,

reUTIGTAACE, of anpwity coctract Wsat
Pves rise 10 related perrot tnswrance
income are below the premiu rate
cherged on comparydie conCaliy urues
10 uzrelated persons. tien the Lotmct

at other amounts pald or deposited oy
the United States sbyreholder as
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prer':.mm: 0D AN LOIULANCE, rELnAauUrgnce,
or arnuwty contact See giso section 402
{alozadon of income and deducticns
morng taxpayers) and section 843
{certain retnaurince agreementic),
tv} Exempie. The following example
{justcales the anti-abuse ruje of
paragreph (b){8Hiv}) of this section.
Example X 1 a conTuolled fore:gn
carporation incorporated in country F that
jasures e naks of ity shareholdery, ol of
whom ot Ustited Sistes parsons, as weil oa
\%a risks of unrelated persars, 1n 1987, X
lesued fire insurance policies 10 nome of its
sharvholdery and 10 unrelated pervoas
covening propecty located cuunde country F.
The preminm raiss charged 10 the
sbazeholders under the policies were Jess
than those charped 10 similarly simucted
unreiated pervone. The abereholders who are
ineured under the [ire tnpurence policies elso
purchased preflerred sock on whach X hes
call mghts which become effecove oo the
sams dales thet Lie poliges expire. The {acts
indicate that the amounts paid for the
preferred stock are actually part of the cost of
the rwurynce provided 1o e shareholden.
Adl or part of the amounts pud for the .
preferred ciock may be recharacienizad as

_ premiump pad 03 1strance policied

§ 19534 Allocation and appordanmem of
ftems of rrvertment income.

{a} In generul==1) Investment income.
This section prescribes the rules for -
deterrmining the emount of investmaent
income within the RPIL noofPIL and
S71 categories. Except as provided in
paragraph {a}{2) of this section,
investment income for this purpose ia
aoy rype of income of a controlled- -
{oreign corporetion lor the taxable year
other than premiums as defined in

T §1.953=2{¢). Thus iavestmernt income

ineludes, but iz not limited to, gein Eom
the sale or dispesiton of property under
secticn 832[(B{1)(B). intesest dividends,
and rens. Investment income alse
includes, 19 the extent srescribed (n
parageaph (2){2} of this seztion, incozie
resulung from the decTease in section
e37{c) wtems under section 807{a).
izcome reyulng from the decrease in
secton BI7(2){1) tems wnciuded in
vacamed premiums of & property and
casualty wnsurance compeny vader
secticn 232(B)(4). end income resulting
from a recucuon of discounted unpaid
losaes usder sectioa 832(B)(5). An item
of Inveaanent lncome is allocsiad ton
paruzular category, whether the RPIL
nonRPL. or SCI category. caly if the
income sesults Bom a decresse in
resecves atoibytable uncer the
prnciples of § 1.853~5{a) to a pasticular
categary or if Lhe requiremenis of
paragraph {b) of this section are met U
41 Nem of Lavestunent incoma cannot be
siiocated to the RPIL nonRPI or SCI
calegones, it is apportoned to the

raragreph [c) of this secnor If the
invesment inceme withup esch of the
RPL non RPIL and SCI categaries i
determuned andet the apporcanmeat
method of paragraph (c} of this secnon,
then the lovestment tncame within eech
categery sball be deemed to consut of
each oype of investmernt income (28,
divicends, interest, tix-exemp? Latercat,
and capital gaing) in the same
propcroon thet the aggregate woount of
a parbculsr type of invesiment income
eamed dunng the taxable yeer bears to
the tote] amount of all types of
investment tncome earned durng the
laxable yecr.

{2) Decrecses in reserves—{il In
general. In the case of ench of the RPD.
nonFPlL end 5 categones of income,
if 5 decrerae in section 807(c) llezaora
decrease in s=chon 848 discounted
unpeid losses occurs an tae result of the
povment of claims wnd benefits ecerned
and iceses {nsurred, an descibed in
section 305{a)(1), or os the sesultof
loswes paid, e5 deseribed in seciion
E320h)(S)(AJ(]L then the income resulting
from the decrease in reserves shall be
deemed to consist of premium and
lovesa=ment lncome in the same

roportion that the claims, banefits, or
osses that result in the decrzane in the
reserve are apporticned betwesn
premium and investment income ander
1 1533-6{ch3)(L)(A}. Section 5J7{c)
itecs include section 3G7(¢){1) reserves
included o the unesrned premiums of a
property and casuaity insurance
company undsr section 822(b)4) If &
decresse o section 807|c) liems and
section 848 unpeid Josses atiributable
under the principles of § 1.853-5{a) to
the ST category and to the RFQ
category (if the elections under section
2532){3){C) and secthon 83100 are
ozde} ocsury an the result of uny
scruarial redetermination, the amsount of
iacorme inciuded in gross pcoms in
cecorderce watk seziicn BIT(f). I the
case of a fereign life tnfusanze
coTpany. or in accardsnze with section
431, wa the case o0 ¢ loreign proparty and
casuslty insuronce company. shall be
considered invesunent income vqual 1o
the amow:t obtawned by multipiyng the
decTesae i aechion BO7{c) items or
secton 844 discounted unpaid loases by
a fracoon, The pumerstor of the fraction
sball be the amount of the increase in
secuod 8J7(c] iterms of seclion 343
duiscounted unpaid losses that bave been
apporuoned agunst lnvesmment income
ucder § L953-5{c}{3)(iii) (B) and (O] : ~
during the five taxable ysars [pr.ibe .
penod dunog which the conoolied
foreign corporation has been [
existence. if less Sun fivetaxsble
years) preceding the current taxable

diffarent categones in actordance with _ _ yesr. The decotunator of the [raction

shali be he total amount of deductions
atributable to the lnrerses 1o secnog
80712) 1lema and sechion B48 2iscousted
unpald losses duncg the Gve taxabje
yean {or shorter penod. € applicable}
preceding the current lexable year, The
remainder of the cecrease iy section
837(c) Ttems and secuon 842 discounlsd
wipesd losses aimibutable 10 the SCI
calegory and, if approvciate, the RPT
categary shail be treated as giving rige
to precuum inceme. In the case of
section BO7(¢) ltems and rection M8
dizcounted unpaid losz 23 attributable to
the nonRPO category and the R0
category. U the section 953c}{3)(C) oad
section B31(b) elections have not heen
made, ths entire decrease i sectian
807 c) {tems and section 848 discounted
unpaid losses shall be treated s
investnant ticome.

{ii) Examples. Tha lollowing exempies
illuszate the principles of paragraph
[2){23(3] of this section - .

Exgmpla 1. Y Is & e lnsurance company
and s & cozirolled loreiss corparsucn. la
1988 e soctian A07{c )1} Lily insurance
raserves drcrease from SIA.000 1o SA.000,
resultng fo $2.000 of income wader sections
DO3{a){2) aed 60} The decrsass resulied
from the peyent of 4 death beaellt that.
under § 1055 2YIHXAL L aparopsaied
ngutnst Investmen! lncome axd premium
Inzomae in the amoust of $T.000 sad 5500,
respectivaly. The $2.000 dursase st in
$1.500 of ipveatnen! income (2000 x $1.506/
=000} and 5300 of premium income (S2.000 x
3500/ 52000} -

Exampile 2. X is a property and cesualty
insurance compeny and is s contzalied
{oreign corporation. Under yecaon B32Mb)5)L
X bad. foc jts 1087 taxzoie yenr, discounted
uapaid loweey of 5100.000 atributadle to
conmecty the preminms o= wiich were
aliocable 1o the SCI category of weoms. For
1984 X bad losses paid of 150.000 and
dacoupted unpaid loyses of £25.000 aliocakle
to cocTac pying nee 10 SO premicms.
Secuog E33(E] 3]} requlres X to reduce 15 1008
loases pard by the excens of dipcountad
unpaid losses for 1587 ovar the cumrent yoes
d:scounied unpard fosses. Thus. X baa 525,000
of meome resulting from the decresie
discounted anpaid icsses computed 50
laiiows: 1005 losses paud of $50.000 cogus Lre
d:ference between 1887 discountes unpnd
ioases ol $I00.000 and 1988 duscounied unpad
losses of $25.000 [$50.000 ~ ($700.000 -
L5.000]) = 525000, Assumung thal secion
421 apphea. X wall take the premiusy end
nvesonest IncoDe oW accoun! i
ozcordance with thel section. Ul oves the past
five yeary. \be Increase 18 discourned unpnnd
losney is $30.007% of whick 310.000 was
ablocaiad 10 Investment income and $4C.000
16" premium incoens under § 18338 ci{ 2
(B} sad [CL then 1/5th (3100007530, 000; of

e ameunls laken B0 LDoome o eacd
wxsble yewr o sccordance wilh secuos 481
will be treated as \nveruben! Doome and 4f
Stha [F40.000, £50.000] will e Tedied as
preium wcome
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(=} 4llocation of irvestment income—
{1] In general An e of investaent
income is aliocated !0 & pargculer
category of income if the item directly
reistes fo a cozoast {or that part of &
contract) which gives nae o premivms
allocable to e same category of
iccome. Az ilem of investadent income is
cocamdered to be direcily related lo a
contract (o that part of a conracs)
whick gives rise (o premiums cllocabie
lo a particular category U the lacome is
derived oo an asset which is
{dentifed on the conirolled foreign
corporation’s books and records as ag
assel relating to RPIL no=RPIL or SCI
conimacts and the controlled foreign
corporation separately sccounta for the
vergus income, exclusion, deduction,
reaerve, end other Lability ltems
properly arzibutable to such coatrects,

. {2) Examgles. The fallawing exampies
jHustate the rules of paregraph (b1} of
tkis sectiox

Excmple 1 The fac are the came ss i
Ezempie 2 of paregraph {s1{2}{H] of this
secnen The amgunt of invesmeat income
included ln gross income io s&ch laxabie year
in sczordancs with section 431 (s allocable to
the SCT category.

Ergmple 2 Z is 8 coungy F contolled
{zreign corporvtion which lasues life
insuranee conbtucts, Amcng the coatrscts
lasued by Z sre vanable life lnsurazce
conTscl lasusd 10 residess of cousuy F.
Toe lile loswsnaze conaacts qualify as
variabie confracia under section §17{d) of the
Code. The amounis recaived ander the
caztacus e allocated puriuant to ecunay F
law to en account which s segregated from
Loe geceral aseel sccounys of Z azd thy
exnount of the desth benefits under the
csamacta wre adjusted on the banis of the
Lovesznent retwrn snd Uie market vajus of the
stgregated ansel acczunt, Z's booky of
cocount identify the ssaea rristog to the
varabir life lnsurance contracis issved lQ
rrndenia of couatry F. and Z separately
cecovnts for the vartous incame, exclusion,
ceausuom reserve. 4nd other Habiiiry llems
sroperiy witnhutsble 10 such tonuacia
Tiereiors. all of Loe invesment inceme
#iTibulzbis 1o e vansble contracia s
tilocable 1o Ike 5CT Income category.

(2) Agporticnment &f investment
Ircara—1) Lifs insurance companiss—
{i} /n genercl A loreign corporalion that
wouid determune i nsurance inesme
under part ] of subchapisr L I-zlating to
life insuracce cocmpanies) U it were a
ccaestic company shall apportion its
Investment income 1o each of the RPIL
norAPLL aaod 5CI categonien, in the same
proporace that—

{A] The sum of the means 2{ each of
the i:ema described ln secnon 807(c)
stributable o contracts which give riss
1o premiuma within the particular
ieceise calegory bears to

(B) The sum of the means of the [tems. .-

descnbed L section 507{c] for the

taxabie year sttnbutable to alj
canTacls, .

{il] Section 807(c) items attribytzhle ta
AP, nonRPIL and SCI controery. The
amozat of ap item descibed in sectjon
857(¢) that ts atmbutable to & partcalar
[nccee category is that amount which
wouwid result if the sectior 807(c} item
were compuisd. using the rasumptians
required under cection 807, as odified
by § 1.953—6(e). only with respect to the
czatracts tha premiums frem which ere
spportioned to that particular income
category.

{2} Preperty and cosualty
companies—{i] In geaersl A foreign
corporation ha! would determine its
Insurance income under part I of
subchapter L (relating 1o insurance
companies other than life insurance

——

campanics) if It were & domestic ..
company shall appontion its investment - -

income (o esch of the RPIL noaRPE. and
S'::l categories. in the same proportion
tigt—

(A) The sum of the premiurms writter,
s defined In section 832(b]J(4} AL for the
current taxable year, plus the amount of
uneerned premiums as of the close of
the przvious taxable yesr, plus the
amount of the section 848 discounted
cupaid losses as of the close of the
previous Laxable year attributable to the
particular income category, beara to

(B) The sum of the premiums written
ay defined in sestion BI2(bY4)Y AL lor the
cuTent texable yeer, plus the smount of
uzearned premiums as of the close of
the previons taxable year, plus the
cmount of the section 848 discounted
unpaid losses as of the close of the
previous tsxabie year attributable o sl
categories of incomze,

() Ungaid losses aitributzbie to o
partuculor category. The amount of tha
kection 848 dizcounted unpaid losaes
that are attributable 1o & particular
Incoroe category is that amount which
wauld rosult f the unpaid Josses were
computed, waing the essumptions
required by section 848 a3 modified by
§ 1.833-8{¢). crdy with reapect te “Ne
contacts Le presuums from which are
apportoned 10 Liat particular incowne
caiegory. .

(3} Exompies. The following examples
illustrale the princples of peragraph (c}
of thiy section

Lzample 1. X 1a o property and casually |
lesurance compeny wod & cosmoliad foreygm -
corporstion that s nol mgaged in witads of:
bunness 8 thae United Staws. X iv ¢ calenday®
year taxpaysr. In 1997, X had $om0 of
premiums written brom contrucis lesved to
reisted lnsureda and 30 of pramiucs
wrifian from conirecs lussed 10 wmreiated
pervons Al the end of 1988 X bad 3400 18
wnsarned precivme bom conracts laeved to
reistad lnsnreds and 300 of mearned

Frer:ums Gom conacy weued te snreisted
persona. X also bad unnad loeses At e end
?f 1988 of S5O0 wilh respect io its retated
nsured contracis and £350 wath reapect ta iis
tontacts waued to unrelaled peraons. Is
1967, X had $1.000 of wxabie interesr izcome
872 S2.00C of {ax exempt income. The totel of
« 3 preduzms writen for the curront year,
Flua previous year unenrned Frzmiuwmas. plus
Frevicus year unpsid lcas renerves on PPU
buslaess 1 51,500 (S800 4+ 3400 + I300] and
on nonRP business Is 3750 (2300 + S0 +
5250). Therefors. 22000 of investment income
(51.500/52.250 x 53.000} is apportioned 1 the
RZL cotegory and $1.000 {$750/52 %30 x
52,0000 ix apportioned to the nonk PO
category. Pursuant to paragraph (a)f1) of this
section, of the 52,000 upportiooed ic the RPTY
Salegory, SC08.87 [S1000 x F1.000/$2.050) is
faxsbla lnterest income and $1.333.23 (S2.000
X 51.000/33.000) is tax-xxempt ntevest OF the
“10GO spportioned io the sonRPY calegary.
23233 131000 X 51,000/52.000] is taxabiq —-

" intaereat incocte and Z8AAET ($1.030 x s/

D.000] s tax-axempt interest Income,
Exomple 2 (i) Y ls a convulled foreign
corporation et lasaes 1t ingurazes polictey
and would, if 1t were 3 domestic carparation.
be taxabie ander part | of subchapter L of the
ngc. Y ls not engaged Lo a trade or business
withia the United Siates. In 1987, its fut yeur
o bunaess. Y only tasues inyerznes polices
10 ita United States shareboiders or parsora
reloted 1o s Uniled States shareholders Y &
recelved $3.000 i premjuma for the year end
at the end of the year Bad & reserve under -
section M7(c{1} of 52.000. In 1984, Y oaly
Lasuea life incarance palicies 1¢ perzors ather

. \iaa its Unitsd States shareboiden or

pernona related 1 those shareholders. ¥
recmives $3.000 in premiums ‘= 1963, [n 1983,
"y yenrend section 207{c 1) reserves with
Fespect {0 contracts issued to releced persens
In 3000 and with respect 1o unrsiated
pervona is S4.000. lnveaument income o 1528
12 £1.000. al! of which e taxabie 121cren
Incorme. The mesn of the 507i¢) tiems lur 1553

_ ure computed la Table 1 below.

Tages 1.—Meay Section BOTIC) 1TEms
ATTRIBUTABLE TO IFNl ConTaACTS
FORCE 1N 1988

Kapd ¢ e vwrice e
tarviep ITTCRLDW W@ RP

poAGE
1907 COUng rrtarve
10 Clowreg reaarvs __ . __
biaan -l {32000 -
$1.000)/2 S
Meant of Mo Marwce
Y RITTAAADM B AonA-
PH DS
197 Comng resavve
100 RN Moy
Hq! - 5400072

(i) Pased on the computayons & “ate
the lavestmesnt \coma 4 pporscned 1o de
RPO category scuals $3.000 1 (£1.300 13 ¥
of 42057, apd invesTnent incoae
tppordoned 10 e 0onAPT carepory rawan
SLO00 x [S2.000/$1.5008 or 4571 42
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Ly 1y, o T 9
{#) Alioceton of dedustions 10 RPIL

nonAPr, and SLJ cotegonies. To
compute the amousl of section §53
insurance tncome ot foreign personal
holdiny company income that
contre. ed {oreig corporagjon has
denvea froo Lnzsurasce opérations,
nems of exoekes, loases, and other
geductions jzollectively referred to 2y
“decduchana”™) muast be allocated to and
appo-tcoed wmozg the RPI nonRPI,
snd SCI caregones of income. Allocation
of expenses sosll be made in
accerdance witt §§ 1.281-4 1.831-CT,
3.801-6T. 1.881-10T, and 1.801-12T, end
thua secton. The deduction under
section 832(bY{4)(R} for unearned
precaiums is allocable 16 the categories
1o wiich the unesrned premiums refale
a3 Gelermined by {§ 1.953-2 and 1.553-3.
The deductions {or death benefita,
increases In reserves. policyholder
dividends. congideration in res; ect of
the magumpton by anoiher pericn of
l;akilities, and revnbursable dividends
urder section B33 a){1h {2) {3). (8). and
(7] are allocable ta the pa-tdcular
category of income to whch thuse
deducaons reiste. The deduchona for
foases paid and discounted unpaid
losses. under sechon 832{b}{5). and

dividezds and mmilar distributoos paid -

or deciared to policyholders in e
capacity s such upder section
832{c}{11}. are alsc sliccable to the
parscular category of income to which
those deductions relate. The amount of
toe deductons specified ir the
preceding two sentences of thia
paragrapt shall be considered 1o relate
to tse RPIL nonRPH and SCI categeries
1 the extent the deducton s
asTibutable to conTacts that give nise to
precuwns allocated to o parncular
category. Seducbons po. specifically
acdiressed in thus parograph {8) Day be
a.ccated to the RPL nonRPIL or SCI
zategory ¢f lneome of the controlied
Izrerzn comorntan identibes on its
bocxs eod records the assets wineh
reiate 10 RPIL pozRPIL or SCI contracta.
anc he conulied Joreign corperation
seceraiely accousts for the vanious
ccome. exclusion dadicton reserve,
anc other Lability ltems properly
attnsuiable to such conwzcts.

{b) Aoportiorment of expenses o
AP nenRPLL and SCI categories—(1)
In gersrc! Those expenses wnizh
canrot be allocated cust be
ezportoced amoz; the RPIL rnonRPLL
esc SC1 categones.

'z, Life nsurmnce compoaies— 1}
Invesiment deductions. A conte.ed
forersn corporanon that would be
taxabie nader part [ of subchapter L

[reistrg to life insursnce compazues) U
1 were & domestic Lasurence company
ahall apportion to the RPU sonRPIL and
ST categenies 1 deductons that are
allocabie or apportonsbie 1o Wvesment
wncomme uncer 1§ 10014, 1.881-8T,
158107, 1.881-107T. and 1.581-312T in the
same propornen that icvestnent (ncome
for the curren? taxable year is
apporuoned to thoae categones under

§ 1.8534(c).

{ii} Other deductions, A controlled
foreign corporation that would be
taxat.e under part [ of subebapter L
{relaung to life ineurance companies) If
It were & domestic losurance company
sball apportion to the RPIL nonRPL and
SCI eategories & deduction that is not
allocabie or apportionable to investment
incore under §{§ 1.581-4, 1,881-8T.
1.881-07, 1.881~10T. and 1.881-17T ip the
same proporticn as the pumerator in
zarsgraph [0)(2)(Li}A) of this section
Deaty to the denorinator in paragraph’
BH2AUUB) of this section o

{A! Numerator, For purposes of this
pmg:aph (B){2)(U} the namerator
equais:

(1) The amount of premiums
determined under secton A0 a}{1)
sllocabie 1o the income categary, plus

{2} The decrease in section A07(c)
jtems aliocable to the income category
as determined under sectiou 0 a).
rinus

{3} The Increase {r section BCe)
{iemg ailocable 19 the incoma category
as determined ander section 307(bL

(B) Denomingtor. For purposes of this
paragraph (B)2){i) the denominator
equais

{1) The amoun! of premiums
determined uzder secton 803{a)(1) for
ull categories of income. pius

{2) The decreane L= sectior 807(¢}
itemu for all eategones of lncome a8
determined under section A7(s). munus

() The deccrane it secton AX7(c)
irerns for all categonies of income as.
determuned under secuon 6570).

{3) Prepery and cosuality
compamies——i} Inveszment deductions.
A controled foreige corporazeon that
would be taxable uader pant L of
subchapies L (relatag to lnscasce
companues other than [ife cozpanien] Y
it were 2 domestic insurance compeny
shall spportion to the RPIL nonRPL, and
SCI categones ity deductons that wre
sliocabie or appertonable 10 investment
income under §§ 1.861-4 2 881-8T,

186147, 1.881-10T. and 1.261.17T In {He

same propartion that invesgnest incotne
for the current taxable yearis - - -
appoctioned to those categories under
§ 1.953-4(c).

(4] Other deductionse A contrulled
foreigm corporafon that wouid be

laxabie under pams J ol gulahaztes |
(relatng to inswance companies ather
than Life tnsurance compamiza) i it were
«rdomestic inaurancs compers shall
epporion 1o tae RPU ronFFL and $CI
calegones s deductizn Ll aa nol
allccabie or wpporticnalis to trvestment
lncome uncer §§ 1.865- 2.E01-CT.
IB91-GT, 1.881-1C0T7, and L2612 7T in e
same proporton thel the rrecuurms
earned. ay defined in section 832{0M 4},
allocated ta & partcular wizome
category benrs 1o the to:al ef the
premuums econed in sl of the wncone
categoncs.

[e) Allecztion end spporuonmesnt of
desuctions between premium cnd
Investment'incame ofter the deduciions
have been ollocated ar coporiicned to
the SCI or RPI categories—{1} In
g=reral, Deductons within the S
category musi De allocated to or
apportoned between preciiuzg incoms
und invesunent income Deductions
within the RPI category must be
allocated to or apportioned between
premium and investmen! income U gn
tieclion is miade under secton
$53(c)(I)C) {relaring 1o the realment of

O income as ellectively connested

wilh the zonduct of a United States

- rade or business) and under recuon
£31{b) (alternative tex for cerin small
companies). Allocaton and
apportionment of deductions {o or
between prewivn and lovestment
income within the SCI category and. if
appiicable, the RPI] ca.egory s made 1n
aceordence with §§ 1.881-8. 1.801-CT,
188197, 1.88i~107. 1.881-127 and
paragraph {c){2! of this secoon

(2} Exompies. The following examples
ilusmate the ruie of paregrenh [¢)(1) of
this sechon.

Zxampie 1. X ts o Tife lnserance campany
that issues polcies lnsurng the Lver of
persons remding 1 X's cor 27y of
inccrporation X requores i wnaureds to
ungerge mecheal examinauocs by pavaicians
wpproved and pud by X _zger e przzoies
of §F 1.081-4, 1.AN-8T. T 5 FT TAM-CT.
sod 1.881-127 and thur secioc the Dedicas
expenses paid by X wre anccadie o he sinas
of gross locome conaatag of X 53
premiums.

Exampie 2 T\ & Iife Lnsaace company
that 1soues pobies only 1= W counTy aof
\ncorperston. & has &0 iovestheal
desaroment thal bs i charye of Bvesting T
funds. The amount expenaed by 2 2
compensating the empioyees of 1u
invesonen! department 1 Kiocabie Gnoer e
pancipies of § 1.881-3 aod Lus secZon 1o
ciaps of gross Income consausy of I's 550
investment InCode.

(3) Apportionment of reserves. icsses.
policyhoider dividencs. cn< peucy
acquisition expenses and cerigin ¢lae!
deductions berween invesinent and
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premivm income—ii) {n gesesel For
taxable yrars beginrung on or after Apnl
17, 1291, the emount of the decuction for
reserves, the deducuon for losses, the
decuction for policyholder dividends,
the deduction for policy aegwsition
expenses. acd certain other deductions
apporucned against investment income
wathut the SCI categery and: if
gpplicable. within the RPU category,
shall be—

(A) The emount of investment income
requred to be added (o reserves and
recured to fund losses withsut the SC1
zad. if applicable, the RPU category as
computed in paragraph (c){3){iii} of this
section;

(B} investent income’s proportionate
share of palicyholder dividends witun
the SC! and. if applicabie, the RP]
category s determined under paragrapb
(e)(3)iv] of this section: and

(C) The amount of policy acquisition ~—-.

expenses and certain other deducuons
determined under paragraph {c){3)(v) of
this secion. ’

The remainder of the deductions for
reserves, Josses. poticyboider dividecda,
palicy acquisiton ¢xpenses, and centain
other deductions within the SCI and. if
applicable. the RPL category aball be
apportioned agains! and reduce
premium income. For taxable years
beginning pror to April 17,1991, a
{axpayers may use a reasonable
appertionrnent formula.

(i) Deduction for reserves and losses
defined. For purpases of paragraph
{e)(3){i) of this seciion. the phrase
“deduction for lcsses” means cusrent

year deductions fot claims. benefits, and -

Iosses under secuion 805(a)(1) (other
than discounted unpaid losses under
section 24€), losses paid under section
832(b)(5)[A)i). and unpaid losses on life
inaurance coniracis. The phrose
“decuction for reserves” means. for
purposes of paragraph (c)(3}(i) of tuis
1ecuon: the increase un seciion BOF(c)
reserves, a3 acjusted by seciion 837(b).
of a foreign life insurance company; the
increase in section 807{c}(1) reserves, as
adjusted under sect:on 807[b}. included
it unearned prermums of & foreign
property and casualty company; and the
iicrease 1o secton 848 discounted
unpaid losses as computed under
section BI2(L}((SHii}

(1it] [avastment income required to be
edded to reserves and required lo fund
losses. The total amount of investment
income required ta be added ta reserves
and to fund current year losses within
the SCI and. if appicable. the RPII
category is computud as the sum of the
following:

{A) The investmen! income portion of

spplicabie, the RPL category: Tius
amaunt i3 the excess of—

(1) The amouct of current year losses—

withun the spproprnate categosy, less

{2) The agiount of current year iosses
within the appropriate catepory divided
by cne plus one-hall of the annual
interest rate specified in § 1.953-6(e}(4)
for computing reserves.

{B) Tae investunent inccme portion
atinbutable 10 current-year premiums
that have been sdded to reserves wathia
the SCI and. if applicable, the RPIL
calegory: This amount shall be
computed as—

(1] The amount of currect-year
premiums dded to resarves withia the
appropriate category multiplied by one-
half of the annual interest rate specified
in § 1.353-6{e}{4) {or computing rescrves,
or

(2) If the amount of cucrent-year

preciiums added to_the reserves is not

knowr. the excess of— -

(1) The year-end reserves within the
apprepnate category attributable 1o
current-year premiums within the
appropriate category, less - -

(/7) The yerr-end reserves within the
appropriate category divided by one
plus one-half of the annual interest rate
specified in § 1.953-8{e}(4} for computing
reserves. -

(C) The investment incoms= portion
ettributable to reserves within the SC1
and. i applicable, the RPI category
existing a3 of the end of the preceding
taxable year and s4ll in exisience as of
the end of the current taxable year: This
l}nmt shall be computed as the excess
0 —

(1) The amount of the resefves within ~
the appropriate category at the end of
the taxable year. less the sum of the
amount of reserves within the
appropnate category attnbuiable 1o
curreni-year premiums plus the
1nvestment ncome porsion astiributable
10 currenl-year premiums as computed
under paragraph (c){3)(iii){B) of this
section. over .

(2} The amount obtained by dividing
the amount computled ynder paregraph
{c}ANGHCH 1) of this section by pae
plus the annual intereat rate specified in
§ 1.953-8(e){4) for computing teserves.

(DY U the amount of a reserve within
the SC1 and. if appiicable. the RPTG
calegery is increased because of any
sciuanal redetercunation. the
investment nicome porticn of the .«

increase shall be reated aa the-qmount -

of the adjustoent multiplied by’ g
fracuion. the numerator of which {3 the
armount of reaerves wathin the v
sppropriate category that have been
deducted zgainsl gross investment
income wnder paragraph (c)(3)ii) (B)

cwrrent year losses withun the SCl and i~ wnd (D) of this section during the five

.
laxable years preceding the current
taxabie year (e ‘or the L7s of the
corporation preceding the curteny
taxable yearif the foreizn corporation
has been 1n existenze for lesy than fve
taxable years). and e cenominator of
which is the total amoust of deduciions
attributable to reserves witkin the
appropriate category dusing the five
laxable yexrs preceding the current
laxable year [or for Je life of the
corporaton preceding the current
laxable year. as may be applicable).

(iv) Investment income's
proportionate share of palicyholder
divigdends. For purposes of this
paragraph (c)(3), invesanent income's
proportionate share of palicyheolder
dividends. as defined in section 808 (a)
and (b] and section 832(c}(11). is en
amount equal 1o the deduction for
policyhol.er's dividends determined

under sections 802, 809, and 832{c){11) ~

for the texable year multiplied by o
fracton. the numerator of which is gross
investment income within the SC] and, if
applicable, the RPU category, for the
taxable year, reduced by the dmourts
determined under paragraph (c}{3)i}{A)
of this section, and the denominator of
which is total gross income within the
appropriate categery reduced by the -
excess, if any, of the closing balance of
items described in section 807(c) or:
discounted unpaid iosaes under section
845 wilhin the appropriate category,
_over the opening balance of such items

- and Josses within the sppropriate

category. For purposes of paragraph
(c}3){iv) of this sechon the denoxinatar
of the fraction skall be determined by
including tax-exempt interest and by
epplying section 8C7(2)i2){B] as if 1t did
rat cofitawn section 807(a}(2)(B)(i)
thereoll

(v] Apportionment of policy
QCquisition expenses cod certain other
deductions. Fer purposes of this
paragraphn {c)(3). spesified pohicy
acguiniton expenses, ¢y dafined 1n
section B43(c){1). and general
ceductionry, as dafined in sectian
848{c){2). shall be spporioned 1o
investment income within the 5C1
category and. il applicable, the RFI]
category, tn the same proportion as the
numernior in paragraph (c){3)(v){A) of
this scction bears o the denominalern
paragraph (c){3)(vi[B} of this secuion.
- {A) Numerator. For purposes of Lthia
paragraph {¢){3)(v). the numerator
equals the emounl of investnent income
allocsted or apportoned to the SCI
category and if applicable. the RP!I
category, minus the amount of the
deduction for reserves apportioned to
invesonent income under this paregraph
(c}(3): to the extent thet such reserves
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gquaiily as Lie insurance reserves within
the meaning of section 816{b).

(B} Denoemunotor. For purposes ol this
patagraph [c){3){¥). the denominater
equals the amount of premium income
aliocated or apporhioned to the SCI
category and, 1f applicable. the RPII
categery, plus the amoungdetermined
under paragraph [c){3]{v]ﬁ&) of this
sectuon. For purposes of paragraph
{2 ¥)(B) ef this section, premium
income 15 the amount of premiurms with
the meaning of section 803{a}{1) and (b).
in the case of a conirolled foreign
corporation that would be taxable under
part I of subehapter L {reinting to life
insurance companies) if it were a
demestic insurance company. In the
case of a controlled furaign corporation
that woyld be taxable under part Il of
subchapter L [relating lo insurance
companies other than life companies) if
it were a domestic insursnce company.
premiwm income is the amount of
prenmuiumy within the meaning of section
232{b){4). All compulauons entering into
the determination of premivm income
for purposes of paragraph {¢){3)}{v}{B] of
this section shall be made in the manner

. required under secuon 811(a} for life ~-
insyrance companies.

The fraction set forth in this paragraph
[} 3}{¥). determined for each taxable
vear. applies 1o the amount of specified
policy wequisition expenses computed
under section B48{¢}(1) for that taxable
vear, which are capitalized and allowed .
as a deduction in such taxable year and
in subsequent taxabie yearain
sccordance with section 848{a). The
fraction set forth in this paragraph
{e}(3)(v), determined for each taxable
vezr, also applies to the amount if any.
by which general deductions (as defined
in secuion 858(¢)2)) deductibie in such
toxable year exceed specified policy
acquisitton expenses for such year (33
- computed and capiialized under section
218). Sych general deducuons are
suDiect 10 (e apportionment formula set
ferin i Uus paregraph {e}3)(v), even if
1ne capitalization requirements of
seclion 848 do not apply to the company
of 1o certain cantracts issued by il. For
purposes of this paragraph (c}{I){v), the
terms “net premiuwas” and “general
decuctions,” a3 defined in sections
B:8id} and 848(c}{2). respectively. shall
be computed by laking in(o sccount only
amounis that have been sllocated or
apportioned to the SCI category and. if
appiscable, the RPIl category.

tvi) Example. The following example
demonstrates the calculation of the
amount of investment income required
1o be added to reserves and fund losses

under paragraph [e}(3){i} of this secnion. .

——

Esampie. X 13 ¢ country F controlled
foreign corporation that has income {rom
1ssung bie wnsurance contracts 1o persons
who reside 10 country F. At the ena of ns 1988
laxable year. X has & reserve yncer section
8711} of S12.292 of whueh $7.00013 (rom the
2ddition of current-vear premiums plus $350
elnvesimentincome altnbutable 1o those
premtoms. At the end of the 1987 taxable
vear X's reserves were 57,250 Thus. X's
Teserves have incregsed & lotal of $4.942. X
paie $1.060 in desth benelils 1n 1988 The
approphnate intsrest rale for computing X's
life insurance reserves on all of X's pohicies s
10% pet annum. the amoun! of resesrves and
losses appartioned 10 premium and
invesunenl income is computed s3 foliows:

[i) The investmeni income poriion of
X't current yegr losses paid:

Lasses = [Losres/[1 4= 5(10%]]
$3.000 ~ {3.000/1.03) = $142.88

{ii} The investnentincome portion of X'
current year sremiums that have been added
o resenes:

There are two methods for computing this

amount: .

[a) Current yest premurms added to
reserves x .5 [annual inverest rate for
delermining reserves).
$7.000 X .05 = SIS0

{b) Year-end reserves atuributable to
curreni-year premiums lesa [such year-end
reserves diviced Dy 1 + .5 (annval interest
raie}f.

§7.150 - |573%0/(1 + S(10%)} = 5728
0~ 57.000 = 5250,

{iii} The investment inceme portion
oitributable o seclion 807(c) reserves
existing ot the enc of the preceding toxable
year that were in exssience of the end of the
current taxcble year.

[Yeat-end reserves less the sum of reserves
atuibulabie 1o current-vear premiums plus
the Wvesunent income portion altmbutable to
current-vear premiums minuy the amount
obwaned in the previous lerm divided by
1 < 10%]]

[§12292 - (57000 + 5350 - [($:2.202 —
13000 + $350))/2.30) = 55942 = SLAFIIT =
54928

Thus, of $3.000 :n losses. 5i42.20 15

scporuoned 1o 3ross inves. Tent ncome and

£2.857 1415 aliocated 10 premiym income. OF
ine $4.942 increase 1n reserves 535018 the

amount of invesiment \ncome required 1o be
added 10 curTent-vear premiuTs and S419.28
is the smoun! of invesyment tncome requircd

1o be added 10 reserves tnat were 1

exisience (troughout the year. Thus 5759.28

of the S4.542.20 incTesse in reserves iy

apporuoned 1o investnenl income and

§3. 13072 |54.942 - 5795 281 of the increase in

TESLTYEI 1Y l:wﬂlohl‘d o premiurni income.
(%) Altarmotive method for life

insuronce componies—={i} In genercisAs

an altemnanve (0 the compulalions *

required by paragrap- [c}{3)(if.of :his.

sechion. a controlled farnign corporation
that would De subject to pal}of
subchapter Lif it were a domestic
nsursnce company may apporton
against investment incame within the

SCland. if appiicable. tne RPY Cilegomy.
the deductions for reserves, losses. anc
pelicyhalder dividends in an wrnount
cgqual to the policy :aterest plus grass
ivesiment income’s propattionate share
of policvholder divigesgs as computed
under secucn B12{b). the remaining
amount 1f any, of the deduclions lor
reservas. losses, and policvholder
dividencs shall be apporucned to gross
premiums income.

[ii) Exas1ple. The {oliowing example
demonsirales the painziples of
parsgraph {c}{4){i) of his section.

Exomple. X is a coriralled foreign
corporalion that woulid be taxable as a hile
insurance compary under part 1 of
subchapier L it were o comestic isurance
company. [n 1988 X has a reserve ol 51.000.
1n 1969, X has a reserve of §3.500. Under
secuon B12{D)(2Z)(A). and using the mierest
rale prescribed in § 1.955=6{#){4} for
compulbing reserves, X has policy interest
equal 1o $200. Rather thun using the method ~_
set forth 1n paragraph (c)(3)(i} ot this seclion.
the incrense «n reserves may be apporiion
between premium and invesument income by
spporuening \he policy inerest 1o invesument
income and by apporiioning the increase 1n
the reserves less the palicy interest aganst
premium income. Thus. 5390 19 apportioned 10
invesiment income and 5300 {S500-52001 13
apperuoned 10 premivm ncome.

{5) Losses in excess of premium or
investment income, Il the total amount
of deductions allocated and apbartioned
to premiurm income within the RP!l and
nonRPII categories exceeds the amount
of premium wtncome within those
calegories, then the excess shall be
silocated 1o investme:st income within
the same category. [7 the total amount of
deductions atlocated and apportioned o
premium income within the SC{ category
exceeds the amour! of sremium income
within that catezory, then Lhe excess
skall not be allocated 1o investiment
inzome within the SCI category and
suall nat Lbe allocated 10 any ather
category of subpan ¥ income Howevar
t{ an eiecthion s made ynder seclicn
e52[e)(1){BHvii). the deductions
alloca‘ed and apporlioned to premium
1rcome arthimn the SCi categery shall be
allocated 10 invasiment income wanin
ine SCI category. If the total ameuntcf
deductions ailocaied or apportiones 1w
iIvestment income within each of tne
RPll and nonRPll catlegories exceecs ine
amount of investnent :ncome within
tho:: Ccaiegorics. then Ine exzess
deduct:cas shall be allocaten to
premium income within the same
category. If the 1owa! amount of
deductions aliccated or 2-pornoned o
investmen: income wiimn i5e SC
calegory exceeds the amoun! of
invesimenl income within thal caegary.
1nen the excess deduelions shei. 3¢

»
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allocated to the RPO or nonRPU
categories io accordance with ;aregraph
(e](8) of this section. However, if en
eiection ls zmade under secton
g52{c}{1}(B)(vii), decuctons allocated or
apportioned to {nvestnent ‘ncome with
the SCI category that exceed-the income
withiz taat category shall Protreduze
przminm incoms within the same
category.

(8] Losses withia the RPI. nanRPU,
and $C7 categories. L after allocating
2nd apportioning deductions. therein a
less within the RPO or nonRFPI

. categories, within the investment
income portion of tke SCI estegory. of. if
an election la made under secson
9E2{c){1)(B){vil), with!z the entirs ST
cetegory, then a loss in cne category
will be rested as reducing tncome i
another category caly for purposes of
calcalating tte pro rata share of RPL,

_noaRPIL or SCI lncome 1o be Included . - -

by United States sharekolders as
defined [n section 851[b). Thus, persoaa
that are United States sharehoiders
solely by virtue of section 953(c)(1)(A}
may oot use & lozs within the nenRPI or
ST categories to reducs incomes within
the RPU category.

§ 13534 Applicaton of subchanter L
cortain sections of cobchapior H of the
Coda i

{a) Applicobility of subcharter L—{(1)
In general. A controlled foreign
corporation which has [nsurance income
undet section 853 or [oreign personal
bolding campany incoms that is SCI
invescnent fncomae shall compute its
insuance income cr SC lnvestment
izezme either under pant | of subchapter
L cf the Code [relatng to e insurance
cormpanies) or under part O of
subczapter L of the Coce (relating to
other insustnce companies) o medifed
by this secuion ond § 1.952-2 L'a
couzolied foreizn comoradon does cot
file 2o ancual statzment with an
nyurance ragulaisry suthority of any
State. such corparaton must complete
those portons of the annual statement
prescribed by the Nationel Associstion
¢il=gurance Commissioners which are
cecessary (2 Take tha determinations
asd computations required under
subctapter L of the Code. If ¢ contolled
{are:m corporation uses the reserves
Jasenbed in paregrost (d)(1)(U) of this
secion [relating 10 reserves on United
Ciates bunness for whick no NAIC
ilzlement 13 required) to qualify as o life
insurarcce company subject to part !
under subchapter L thea the foreigm
sorperaton shall compute its reserves,
for purposes of the NAIC annual
siatement, by following the laws and
requistions of New York or the laws of
the Stais of the United States whery the

insured ruks are located, whichever is
arplicable under paragraph (d}(1M i) of
this eectica Lo all other circumatances,
the conoolled foreign corporation shall
complete the necesaary portion of the
NAIC annaal atate=ent by [ollowing the
rules prescribed o §4 1.953-1 through
1.953-7 and 1o the extent not
laconsisten: with those sections. ths
rules prescribed by the Naticoal
Asyodadon of losurance
Coxmmissioners.

(2) Applicabdity of section r7g2.
[Reserved)

(3) Applicability of section 817,
[Reserved]

(b} Special rules regarding use of
subchapter L to compuze RPIL nonR>,
and SCI incomme~—{1} Cartain provisions
not to apply. The following provisicns of
subchapter L do not apply in computing

section #33 irsurance income or foreign

personal bolding company income that
is ST investment toceme:

{i} Section 208, relating ta the amail
life insurance company deduction:

{ii) Section 305{a}(S). relating to the
operations loss deduction; and

(ild) Secdon &32(c)(3). reiating to
certgin capital losses.

(2) Allocation and spportianment of
cereain jtems. The ltems referred to in
secton &03{a)(1) {relating to gross
amount of premiums and other
considerntions), secticn 803(a}(2)
(relating 10 et decTease in reserves),
section 805{s}(2) (relating o net incTease
in reserves), and section 432{b){4)
(relating to premicms sarned on
insurance contructs) shall be taken into
accomnt in computing income withizs a
particalar category, whether tha RPI,
nooRPIL end SCT eategories, ony to tha
extent they relate 1o & contract issued or
reinsured by the controlied foreizn
corporatioa that glves riae to premiums
within that parscujar cstecery. For ruics
relating o te ellocaton of presiums,
sew §§ 1.533-2 and 19332, For rales
relating tc incresaes or decreases in
reaerves, zee 4§ 19534 and 1.953-8.

(c) Alternative tax for centcin small
companies. Any congollad foreign
corporalion bat computes (s taxable
{zcome uwider part I of subchapter L
(r=lating to lnsusrance companies otber
than life lnsursnce companies) and
makes be siection under § 1.953-7(c) lo
bave its related persoa insurance
incoms Tented as cflectively connected
with the conduct of & tade or business
in the United States may elect to have
its related persoa Insurnnca income, as
well 40 113 (ncomse efectvely conncted
with the conduct of a Unifgd States
trade of basiness Lhat le excluded from

subpart F income onder section 252(b).

. texed under section 274 (b) (alternative

"e—

tax for cartain small companies} Uf the

_requremests of that section are met. To
Getermine whether s corporation meews
the net writien premivm rrquirecegt of
sectica 821[b), the premivmg on 4l
policies {izcluding SCT policies) of
Lasurance or reinsucance o: annwty
cotwacts i1aved by the cornoration must
be taken inlo account

(d) Computation of reserves to
determine epplicobility of part 1 of
subchapter L—(1) Reserves required b ¥
few. The reserves set forth {n this
paragraph (d}(1) are the anly reserves tg

taken into account ae reerves
required by law under section 518(b)(2)
to determine for any taxable year
wiether & controlled foreign corporation
is subject to part ! of subchaprer L
{relating to life insurance companies):
(i) Reserves with respec: to United
. Stotes business. The reserves whick are
required by the law of the state or states
of 1be United States, including the
Distict of Columbla, to which the
business of the cantulled foreign
corporation is subject, but only with
respect to its United States businesa, if
any. whick {3 taxable under section
842{a).

(ii) Reserves deemed to be required.
To the extent the controlled foreign .
corporation ls ot subject to section
842(a) but lezues a pelicy of inyurence or
an annuify contrsct to & resident of the
United States—

(A} Except s provided in paragraph
{dJ1}U)(R) of this section, the reserves
ihat would be required by applying the
minimum standards of the law of New
York s if the contolled fareign
corporatiog were an insurance company
trarsacting all of ity losurunce business
(other than its insurence business
carried on within the United States that
1s subject ta section 842{s)] for the

“taxabie year in New Yerk .nd

{2} With respect to ali United States
ncks covered by inaurence ceded to the
controlled foreign corporation by an
lnsurance company subject 1o
subchapter L of the Code. determined
vithout regard to sectoa 501, and in
respect of which un election is made by
ot on behalf of the conyrotled loreign
corporslion (o determice (10 reserves in
sccordasce with puragrapn (d)(1HiE)DB)
of this section, the smount of resecves

* ogeinst such ricks which vould reault if
s reserves were detersuned by
t applying the law of the state of the
United States where Lhe riaks wro
located as Uf the controlied foreign
carporation were ap insurance corapany
i that state engzged in relnsunng the
riska.

(i) Reserves with respect Lo fore:gn

business. In the case of 3 rraerve aT &



Fedsral Reruster © Vol 52 No T4, Wednesday Aps 1o

1271/ Proposed Eiles .

-
L2321

comTact thatls col deambed In
persgrrph {2}{21t]) wnc 1] of lidy
sechoz the reserve detezmined undar
e laws, regulations, or adminuiTative
swdance of he iaurance regulatory
sutbenty of the bome counlry, or the
reserve deterined under Woe lawe of
tie country of reaidence of the inaured
il the controlied foreign corposation is
subject to the mnsurance reguldtary
authomty of the ingured’s country of
residance. I the reserves of 2 controlied
foreizn corporation are subject to the
lawe ¢l more than one foreign
jusisdiction. the amount of reserves
taken tnto eceount chall be tha largest
reserve required by aoy such fozeign
jurisdiction If neitber the home couny
por the country-of residence al-the
insured require reserves 1o be
established, then tho reserve alall be
computed using the mortality 1ables
proscribed by aection 357(S) bat-using
the intsrest rate prescribed-in peragreph
(e)(4} cT thiz secton spplizable to
gualified conracts, )

[2} SCI rescrves to br rzkan into
oceount Thetotal reserves ofa
eontrelled formign corporation xre tzkea
ime accront to determine vehnther the
corporatian is to Towpue its taxable
income rader pant] of subchapter L
This. resesves which relsta  the lives
or heaifh of residents of the home
country are tgken into.sczount

&) Computction of reserves for
purposes of computing Jaxable incotme—
(1) Actval Teserves required For il
purrposes of 3§ 1.9531 through.1.953-7, a
contolled foreign carporation will be
cotsiiered to have s resesve oniy 10 the
extect the recerve has been acruslly
held daring the taxablie year for which
thereserve is claized

(2} Life insurance reserves. ror
purpoass of computing the taxable
iicome Tem lasurance operations. e
secacn 8S7(2)(1) items of & controlied
fere:pn carporation that would be

taxstieuncderpantlorpa of
eutzhapresr L of the Coce if it wers a
cdosestc insurance company thal are
relate2 10 & nonqualified contact, as
defined iz this paragroph, shall be
celermined under the.rules of secticn
e37d). The z=ount of life insurance
reserves under scclion 807[c) 1) relating
10 qualified fsteign contructs shall be
determuned under the rulas.of aection
801e)(4) and paragraph (el4) of this
secaon For purposce of the: peragraph.
a qualified foreign contract means &
cozTact inrusing life or health iswued by
a conrrolled foreign corporauon U the
periop with the determirung life. as
defined in $71.953-2(g}(1}. 1 & resident of
the couniry in which the cortrolled
foreign corporation s ncorporated wnd

sUZd coun'Ty ia Dot cottiguous to the
Untted Staten. A vongualified formgn
contract {8 any cantract that ta mot &
quelified foreign contract
{3) Discountad unpaid Jossec of a
property and casualty compeny. I o
canrolled fzreign corporation would be
texable uader part 7 of subchapter L of
the Code if it were a domestic incurarce
compazny o if 1t weuld be subject 4o part
Tbut hes discounted vopaid Josses s
definsd in section 058, the amount of Its
discounted vapeid 1ossea ehell be
determined under the rules of pection
B48 excapt o the extani madiSed by
paragrapi (e}{4) of this section
(€} Intarect rates used for cetermining

reserves— (i} Quolified foreign
controcis and propersty and Lability
conuvets. Forpupoces of applying
section 607{d)(2){P) asd soction

21200} {2)(A) 1o qualifad foreign
contracts &y cefined in paragraph (¢)!2)
of thiy.pezhon. the term i .
Stiate asaumed interest rate™ chall mean
the highest assumed intcrest rate
permitied to be.used in zomputing life
insurarce reserves {or izcurance
contrssis of anpuity cortacis undar the
taws.of each-country in which the
controlled foreigm corporeficn-condysta
&0 ingurance business. For purposes of
ipplying sections BJ37 and #12 to
qualified foreign.contracts, as defined in -
pucagraph {¢)(2) of this section. and for
purposes of applying section 848 10
coniTacts covering risks located mtsids
the United S:21e4. 1o applicabie federal
interest raie shallbe o foreign currency
rateof interest analogocs ta the
applizable federal mid-term rutes as
defined in-section 1274{d), Tut Pased-on
anousicopoanding An snslogous
{oreign curtency mte of interest is-a rate
of interest besed on yields (with-en
appropriaie compounding period) of the
bighest grade nf vowtending marketzble
chligaticnis deaoming ed in the currency

. of the councy puvuan: to the laws of -

which the coztoolicd foreim corporation
computes {ts reserves (exzinding any
obligationy 1bat bevefit fom spesial tax
exemptons or preferecnal tax retes not
avsilabls to dedt inatumenu generally).
wilh doe consideration pven 1o the
matuntes of the obligunona. L' a
contrulled foreige corperatizn that
would be rubject 10 paxt I of snbchapter
L if 1t were & domestic {msurance
company uses the loss puymen: patterns,
prescribed by the Secretary undor

section B48(c) for discountng wapeid” |, :
L. directly.relsted to fu Wwecrance
* business. and which are pol doecly

losyes (rather than the compaay ¥’
historical paymant pattern as pormitted
under section 348(r]}. the compeay must
compute the year-end discounted
fractoz of unpaidloses and ths reserve
discount factory by wsing the applicable

."“-—-

feceral interesl rate regured by s
paragerh =2 Day 0ot ke Se yerrend
duscouated fraston of tapuid losses and
Lhe reserve discount {actors prascsibed
by the Seczetary for aty acaiden: vear,

(d) Nongualified foreign contracts, Fer
Purposes of epplying secony £37 and
£12 to noznquelified foreign conmacy, a3
definad in parazaph (¢)[2) of thia
section, the prevaiiing state azsumed
interest rate shall be the ra1e dobned in
section B07(d){(4)(E] and the applicabie
federal interesiTate shail be there's
defined in zection 87|d){4){A}

(f) Corporziions not quzlifying os
inzurance compames—{1) In gencral.
The Dnited Siates szareholders of a
concrolled foreign corporeen must
inclode their pro rata share of that
corporation’s section 933 insurence
income even I the foreign cooporunaa
vrould not be taxad uncer subchepis: L
of the-Code I 1t were o doxestiz
corporabion. Such & corporation shall
compute iia section 953 lmsurenee
income aod its foreigs persenal boldizg
compray-inceme that ta SCI investnenl
thcome under the rules of pest lor pant I
of subchepter L 2s modified by sectioz
£52/b] snd §§3.953-1 througk 1.553-7. 10
the extent.not inconsistent with the

- rules of this paragraph, as if it were s
comestic insursnce compeny. A,
controlled foreign corporstios will
compule its insuance income ey 42 4
wore @ domestic inseraace cozpany
subjectto pert [ of subchepter L (relating
to lifs lnqurnnce compenies) ocly if it
cen meet the roquurernents of section
B18{a) of the Code takir: into account
only tbat partion cfits business winch
involves the issuing or reingunnyg of
loaurance or annuity conTects. Ui the
Tequirements of sesion 310a) cenngi e
met, then the conzoled otz
corporation wust compute Jls Csurence
income under part § of suboorste: o

- [2) Itazs of gross income zitiiuizs.e
to (néurance operations of @ no-
insuronce compory=-.} Coperzuss:

compulng lxxable income wnger pert !
ef subchepter L The taxatle acome of
s coptroiled foreign corponatan
descnibed under parsgraps (Nl 67
secon that computes I8 Anruraice
income under part 1 of subczazter L
shall incinde i its insurence 2cocte.
together with the ltems of o noce
that directly relsie to 112 Lie Shrazce
business, We (tems of ipcase zxeomird
in section 803{a)(3) whuzh cre r ot

related 1o any olher Tade or Sus evs .=
the propartion that the aumcte’at
determined nader paragrapt {7000 LA
of this section bears to ‘be denczrster
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determined under paragrapk (D{2)(i}(B)
cf Jus sestonu

(&) Vumerctor. The aumerstor used
for the apperzonment under paragraph
(N2 of this section ts the surs of the
meany of ke [tems deoc:iped {n section
EO7[c) et tae begiztiing and end of the
taxable yeer.

(B} Lenominctar. TE= denominator
vaed {or the apportonment under
paragraps (f}{2)(4) of this saction is the
mean cf the vilue of the total aszeln
keld by e controlled [ereign
carporson at the beginning and the end
of the taxnble year, deter—ined by
takizg bills. nccounts, notes receivabla,
and open aczounts ot face valus and all
cther assets at their adjusted basis
undar secsion 1011 of the Code. unleass
there is armative endence that mors
accurately refects the valee of the
PYITICS

- (ii} Exerzple. The foilowing example ™

liustates the princples of paragrapd
{N(2)(1) of tus secton.

Example. X 1 & contwolled foreige
corporador lneerporated le county M
engaged in \be basness of selling product V,
I uaes e cxijendar yoar as 123 taxable year,
AL of Xx eales are 10 pervons who revids
cutside of counyy M. A division ol X lasuis
canracys of cedil lile insurapes to enscre
payment of (2e purchase price of Xs
producit. X does ot hewever, do encugh
business as an osouser to gualifyas s - -
Lrsuraoce company undes subchapter L of the
Cooe. In 1825 X eceive 2300 o premiums
and £3.000 ip scles {rom zroduct V. X also
bas loteszst Zvidends and guins from the
sais of lavestyent properdes o the amouwt
c! TIL.000 Th# InvesatTect incorme bs oot
1pecScally allocabie to the lyyrenics or non.
icaurncsa businesses The mean of X's
reservas LOCAT secCoD 0T c) determined ay
o! Lba begzrinyg and end of 1553 1a §1.000.
Tue mear of e velue of X's 1otal assewn beld
ot ke begorucy end the ecd of the tazable
vear 1g 85000 The S0.000 received aa fert of
Lhe wajes prica of product Voare duweily
reigted [0 Vs aog-uasurence busiiess and do
not consunite Wwnswancs income. The $500 1o
precuuss are direcily reinted to V'
insrancs buainess and co conslituta
wmacrance ncome whdes secdon S5 Of X'e
530,000 1n investment income 52000 (F10.000
= 51,000/ 55,00 (a waursnce lacome under
recan B3,

{iti) Corpcstions computing taxoble
income under part [T of subchagpter L
The laxable tneemre of a controiled
foreign corporanor descibed in
paragzaph (N(i) of this secton that
compuies its nsurance wncome 3s U 1t
were & dC@esUc {DILIANCe COmPARY
subject to part [I of subchapler L sbadl
ipziude ip its inpwrance income. logether
with the items of g2oss income that
diregtly reiote to (ts {asurance business,
tbe itemu of (ocome described a0 secdon
8320b](1) which are not direcly related
to its (2surancs bunness, and wzich are

got directiy related to anv otker tade or
busizess. o e progortion thet the
numeratcr Eeiermuned wnder paragrapt
(FHZ)ENRA) of this sectos bears to the
denominator determinec upder
paragresh ({2}uil(B} of this section.
{A) Numerctor. The roimperstor used
for the eppordoament cnder pategrapa
(TN of this sectics is the sutn Ol
(i} The mean of the congolied fereign
cerperation’s unesred cromiums sl the
bepnanirg and end of the taxabie vees,
determiined undet section 832(b){4)(B);
(2] The mean of e controtlec fersign
corporetion’s discornied unpald loases
st the beginnirg and end of the taxable
year, determined under section 548: pius
{3) The meen of the ite=ms described i
tectca 837(c){4) a* e beginning and
end o Loe taxable year. o the extent
aliowabie uzdar 3ecson 832{c}{11}.
{B] Denominator. The denominater

used for the spportionmen: undes = 7

paragraph ([)(2)(iii} of this section is the
mean of the value of the tota) aasets
beld by the contrelied foreign
corporation st the beginning and the end
of the taxable yerr, determuined by
teldng bills. accounts. notes receiveble,
and open accouats st face vajue and ol -
other gasets at their ediuated basis
under secton 1011 ¢ the Code, unless
there is affrmative evidsnce that ot
sccurately reflects the vajue of the
asset . . ‘

{g} Relctionship between sections 53
and 84~ (1) Priarity of cpplicotion—{i)
in general For purposes of determining _
ihe subpar: F income of a conoolled
foreign corporation, the provisions of
scction £33 and §§ 1.953~1 through - -
1.953~7 must be applied before the
provisicos of section 934 {relating 1o
foreign base company inoome). Further,
ke prevrisions of section $34 apply oaly
1o income that ls aot lnsurance under
sccion 813, For examyp.e. the provisicne
of secSon 954 cre appiied to e
investment income attmxutakle to
Freouums received wiis reapect 1o
insured risks located 1= the contolled
foreign corporation’s county af
Incorromton enly after 42 15531
through 1.95)-7 have been appiied to
determune the amount of sechon £33
insurance income and 37 intowe and
the dedusuons allocated and
epportoned 1o those categones of
weomae. Netwihsianding e {oregoing,
{ereign base company cil reiated incaze
ss defined (o section 954 [a)i3) and ig) -
shall sot be Teated as nsurancs incose
tubject o sectioa 853 and skall ot be
subject to §§ 18531 through1.953~7.

(U] Exczples. The loliowng examples
lustorate the principles of paragraph
(5)(1)(1) of this secton.

Erampie 1. X s & controlled foreigr
corpars Gon iacrwrpore e ta couotry P Xs

caly reze o business u ;1insurenss
buslaess. AL of X Pre=oress are mecoived
under coctucty NALTNg Reca ocatad outaide
csunery Fo X sarcy interess Livicencs, and
renis from e invesmeat of e Prersivmy b
receives. The (nterest Cvidenas. anc b 3ATY
$r% lnsurunce income under sectoc 553 and
nat foregn pectcral 2oiding CEmpany ncome
under grcton 954,

Excmpie 2 Y is @ conuoljed lareign
COrporEncs incarporaied ip counmy W. Y
ownw all of Uis cutstandiny stoek f = aino o
tavaty W corporauon ¥ whtes cont oty
st give riae to preciums aliocadis 1s she
conRP end SCI catagones. i i1y taxabie
year ending ic 1988 Y recuives o Gividerd
lrom Z. Y must allacate of wdparocs hat
dividend income 10 the noaSP0 wnd 5O
categories under § 1.5534 Sefore agplyng
e excepticn o) sechon 84{ck 3} {relanng 1o
wwdesds e sazecouniry relaied
corporetozs) to the ST Wvestment income.

--(2) Decrease or increose in income not
fiaiergal{i} in penernl For purnoses of
computizs the sutpart F inccme of &
tontrslled foreigz sarperation deriving
income bkuwm insureace, reigsurance, or
AnLuity contecis. daductons are
allowed i they are aliowed under
subchapter L of the Code #2 modified by
section 032 regardiess of whetker they
are aliocated or apporticred 1o section
€53 losurance icceme or ST iavescnent
Income which constitutes secton 9541¢)
foreign persona holdirg compary
income. Further, the smeouat of secton
953 insurnce income and the emoures: of
foraign persopal boiding company
income atributable to SO lavesment
income shall be determi=ed 1n
accordancy witk pubckanier L of the
Code. 28 =odifed Ly secnon 953. even
though thowe ruies resuit ;1 a greater
amount of subpart Finec=s comnared
to e nmoun! determinesd under section
954. Thus, it applying necucn 622 20
lncome of & conoolled fore:zn
corperstien thot wonld Sut for secnon
832, be subject to e provisions of
secton 054, the excepion: Lnser secusn
5[} which woud zotrequire 8 Unitec
Sisies sharedoldes 1o fncuze 1= oss
income dividends, wnierest. rents.
royallies. grucs S=x e sa.2 0F
exchange of procersy descmbed o
eection 8%4{cH1)B) et g Ko
commodities tu sActcns derczad
sezdon $34(c}{1),C). ane ret gans fom
forewyn currency Tansecacs) czazmted
in sechon $58{cH1)T). er2 cresevan.

_ (i} Examples. The procizies of i
paragraph (g2} are divaaten v e
following examyies.

Exampie 1. T | # corroiled o
corparnbon Wbat ooly lasues wnc =eirscey
proparty and casually [Saurance Touces
covering Bome counTy nas. J ey 4.0k ¢
« pari of s dipcontnued uwosaid loases undes
socton M8 1o s S ‘orvestzent ncore
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whuch s [oTeIgD pmunll hﬂ'd.ln' company
lncome usder section 954[c}

Erampie 2 Y. o conolled foreigm
corporynorL receives cavidends 1ad iaterest
{rom 1 sudsrdiary which |5 lacorpo-aied in
the yame country ss X and bae ¢ subaiunuval
part of lu wade o busiacas sssela located ia
that counury, Al of X's e 1. &3 batable
16 the R or noaRPU categorer:Tha
dinidende, after \ne approprisle eliocatioa
and apporionment are included in the groes
income of X'z United States shareholdery
witheu! regard 1o sectian §2..5313) {relaling lo
dividends and tnterzet from s3ne<ountry
reinied corporaticas).

{h) Inclusien of pro reia share of
subpart F incame derivecd from
insurance operntions—{1) [nclusion of
pro rote share ef reloted person
insuronce income, Each tection §53(c}
sharecolder, as defined in this
paragrazh (h){3), must include in its
gross income (subject 10 the-section
©52{c) eamings and profits liczitation)
the lesser of— .

{i} The “pto rela emount” whick is
the amount that weuld be determined
under secdon 251{a)(2) {{-only related
person insurance income were taken
into account; if the number of shares of
stock owned {within the meaning of .
sccHon 958{a)) by secton $53(c)
shareholders in the aggregate on the last
day of the taxzble year were the total
number of shares in the foreign
corporation: and if only distributions
received by section 953{c) shareholders
were taken.into aecount under secfion
eS1{a){ (B or - -

(i} Tte “limitation amount™ waich is
the amount that would be determuned
uader section 951(a){2) i all of be
1axakle income-of the foreign
corparstionlar the texabls yeer wers
suboant T income. A sectioa 833(c)
saarehclder is 2 United States
stareholder a3 defined in sccticn
833(c}(1){A) and aection 1.853-3{u)(2)
and includes a Uzited States

~ sharehoider a3 defincd in section 951{b).

{2) Inclusion of svopart F income
ciher then releted person insurance
iacome. Each Uruted States shareholder
a3 defined in section 951(b) (a “secton
051t} ahererolder”) st include in
edditoa to its pro rats share of income
withun the YT category computed
under paragreph (h)(1) of this section. is
pro rata share of subpant F income othet
than related persoz mmante lncome,
&3 computed under secnon 951(a)(2) and
paragraph (h){3} of this sechco A
secton 951{b) shareholder mustanclude
i pro sata share of inzome within the
RPI category as computed under this
parugrapn (b)(2) regandless of whether
the exceptions of section $33{(c}{3]} (A)
and JB) and section 1.853-7 [u] and [b)
spply.

{3) Eamnings and profits Limrtation
Pursuant 1o sechon 852{c}{3){ AL the
tubper F incoze of any contclled
{oreign corporation forany taxsble year
shall not exceed the earaings and profits
of euch corporaton for such taxable
year. Thua, 8 Usited Statss
sbareholder's inzlusion ef subpat P
income shall not exceed ruch
sharcholder's pro rata share, computad
wnder the principles of section 851{a1(2).
of the earnings and profits of the
controllsd foreign corporatioa If the
sus of a United Swates shareholder'; pro
ratn share o velaied parson insurance
income and subpert F income olkier Lhan
related perron insurance income
exceeds such ahareholder's pro rata
share cf the caatolled [oreign
corporation’s eamnings and profits, then
the section 952{c)(1)(A} eLrmirgn and
profits limitaton thoil be applied by
first ircluding the Uniled States
sharebolder’'s pro rata share of relxted
person losurence income.

{4) Excmples. The [clowing examples
illusrate the priaciples of paregraph {b)
of this section

Erample L X1s v country M sorporation
£0d 13 9 controlled {oree carparetion ander
sectiod 57, saction $SHcH1NB), and § 1553
3{b}i2) It bas 100 shares of ons clags of sock

- puwstanding A owne Sahares, B owns §

sharea. C owns 70 sbarer.and F ownas 20
sharer. A. B 3ud C are unrelstad Linited

Staies personc Fis a foreign percon AL Band

C are considared section 883(c) s
Oaly C. baweve, is & section 551(0)
shareholder, Drcing the carrent 1axable yeer,
X bas 51.000 of related persou-insurance
incoma and $1.000 of sarningy and profia. A
anc 8 will eazh toeluda 250 and C will
inciude £ of relaied peszon incurance
Lnzome 18 ose Weome, compuled as sat
forth below.

Computation of pro rota s3are of related
peryan insurdIce (ncome-
Lesser of:
Pro roz omount:
A S/M0 x S1.000 w SET B T
L:S/50 « 51,000 = SAZ LD
C 70/80 X $1.000 = $E75.00
or

Limitcton exourt

AL SH00 X 51000 = 50

B 3100 x 51000 » 200

Co70/100 x $1.000 = §750
Pranple 2 The {acts wre the sans ae I

Exgmple 1 exced! that ihere o $2.000 of

related person waurance Wncome and SL500

or

Lioumatian ameunt

A 8/100 X SI000 - $100
B: §/100 x $2.000 = $1(X)
C.70/100 X $2.000 = 27,

(i) Computation of seclion @2272)(1)4)

*arnings onc profils lioiabion,

AS/100 % £1.500 = 573

D:3/100 X 51500 = £73%

C:70/100 x §1.500 = £1.250

Tha smount of releled pervon wwerancs
LOeome included in the gross incomae of each
shareholder is Weited by Liair pre rew ahare
of aarnings and proliu ss computed undar
secyon 952{¢) because that armount 4 lexy
than both tbe pro fala amount and the
Lumjation amouni.

Example 3 The lacts nre the seme nr 1
Example 1 excepl that X bas $1,000 in reisted
parson theurance incotpe. 33000 o sybpart F
income other than telated person ineurance
income, end $1.507 0 sarmungs snd profiu

{1) Computetion of pro rota share of rclated
Peryon insurance Incomas.

Lewser ok

AC5/6D % 51000 = $82 50
B: 5/88 % 31.000 = 5250
C:70/50 X $1.000 w 57560
or

Limitotiion covount
Ac 5100 % S2000 = STOD
G: 5/100 % 62000 w 2100
C: 70/100 X TLOOG = 1400

1) Compmnction of the pro-rotoeshare of
subpart F income other than relotsd person
ins :
C is the ocaly section 951(b} sharebolder.
C: 70/100 X S1IC, = S0

(L) Lamputation-of pro rots shore of
eamings and profits.
A 5/100 x S0 = 575
B: 5/100 X 51500 = 573
C70/100 X 51500 = SO0
With respect t0.A and B. the proyate c=ount
of reistad person ndurascs Iocome 15 icse
\bana their pro rats shae of Xs enttungs end
profits. Thus, A aod B will exch iochuze
35150 o gross income as felated peyem
insurance inzome. The sum of O 772 rata
share of related persop insurancs nzome [the
pto rata locome of I873) eod wubrent F
\ncoms other that reiated person insurabce
wcome {S700) squals §1.57% Toal sunm
exceeds C's pro rata sbare of XKoo earmungs
ang profita ($1.050) Thua C must incivce
5378 of related parses intursncs incame und
2175 (51080 — 5275} of sudsant Fiozoms
other then related pOrROD iNSUrknce WCOme.

(5} Controllad foreign corporation for
less then antire year—{1) Iz general. U a
foreiga corporation with reiated person

of earmings wod proS:s. The wncant of relaied  jpgurance income is & congolied lorewgn

Persos INAUrACos wnco:ne incivdad In groes

weoms of AR and € is £4, 575 and 1050, |

respectvely. as eomputed below. -

POrVAn LASUrSRCE AR
Lessar of

Pro rawa ampount: -
Ac o080 % $2.000 - 125

B:5/00 x L0000 = $133

C L ro/e0 X BLDN -~ SL7SO

« ctorporstion for less than the entire
taxable year, for purposes of compating

(1) Computauon ¢! pro roto share ,‘,-dm.d"-‘. the linitatiop amount. only the taxabie

income of the foreign corporaton for
thet portion of the Waxabrie year curing
which the foreign corporetica, computed
as of such lncom: werwearned raicbly
throughoul the wxable yaar, sheii be
reated. as subpart P income.
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(i) Excmple. The rule of this
parssraph (h)(S I ilustrated in the
{ollowing example,

Example. X, u {oreiyn corporation was
incarporated oo Jesuary 1, 1087 by A F and
F. As of hat date. A 26:d B who are Uruted
S:zley prraons. exch ovwn b stEres azd F, whe
innot & Uruted States peson owns 90 akarea
of tra 100 shares of e singls class of stock
lasusd and outstandieg. O july 1. 1537, F
sells 70 of his skares to C, & Unitec Siates
pecson. At the ead of the calendar yesr,
which la alen X's wxable yesar. X has 31,000
of lncoma Brom providing insurancs to ite
United Slates shareholders and perscns
related 10 thoss sparsholders X wlsc has
53,000 of ewrcings and profu for e year, A
end B mual sach izclude 55500 In gross
incowe and C must include $H0.00. The
computahens pecessary 1o delermine related
person lnsurapce income are set forth below,

Computation of the pro rata share of
rplated persast insurnnce income.

" Letserof

Fre rote amount: L

A 5/8G % [182/325 X £1.000) = $Y1.00
B: 5/80 X {182/385 « $1.C20} = $31.00
C: 7G/80 X (182363 X $1.000) = 543000
or

Limitation smmount

A 31100 X {182/388 X $1.000) w 535.00
57100 X (1827235 X $1.000) = $25.00

C: 707100 » {182/345 x $S1.O00) = SMEI0
Thus. the amoust of reiated perscn insurance
incoma \o be toctoded by A, B, and C s the
Emitatiog emount

(8) Distributions—{i) In general Only
distributons t¢ United States
sbarsholders. as defined in section
§51{0) or section 823(c){1I{A). are to be
takan into account for purposes of
computing the pro rata amount, a3
defised in paragaph {h)(1)(i) cf thia
scciion, However, for purnoses of
corputing the limitston emount under
parcgrapos (R){1)(l) of this seztion.
disributicna ta shareholdzers other than
L'zited States sharehoidery shall be
taken into accgunt.

(i) Exanple. The follawing example
Wuscates the rule of paregraph (R)(8){)
of 1his sector

Erampie. X iz s controlled foreign
toreriton =tun the mesning of section
233(c})) A § 1.533-34b)2) and bas 150
shares of ona class of stock geuslandicy. P,
who is tcl & Unuled Slates person, owned sil
120 sharas of X's cutstanding niock unnl fuly
1, 1987, whan AL 2 Unitad Swates pervon.
scquwd 00 sha: 20 of e stock om F. On
fune 30 1987, bylore A had acqured X»
stock from P, X made & distibuuon of 52 per
sharw for a 1otal of 3200 1o F. Al 1ba end of the
calencar year, which s also X's taxakle year,
X had £2.000 of 1axable income, of vrhich
$1.000 |3 related person inaurance tncome, of
which $1,000 is relaled person laswrencs
locema X also bad earings and profits for the
1zxable year of $2.000. Tha computaucs for
detnrmirung A's pro rete shars of related
pervon (nsureace ncoma ls set lorh below.

Computouon of the pro rote sharp of
relaied pervon insurencs income,
(i} Pro rata amount:
Ac00/B0 X 182/385 X $1.000 = S400.00
{ii) Lioutation ameount
A B0/100 X 182/385 X SIG5T w ZIas.00
mnus leseer of
$10 dividend on shares purctaped
€O% X 132/385 X 52500 ($580.00) =
[3120.00)/ 347862
Thos. A siust luctade $473 of related pesdon
losursoen igcome 12 grows (ncome,

(7) Mutua! inserance companies. For
purposes of sections ©51{a){2) and
$53(c)(5) and paragraph (h) cf this
secticn, a United States shareholder that
i a policyboller in & Tutaal insurance
compeny shall compute it pro rata
share by teference to the amcunt that
would be disSibuted with respect to the
United States abarzeholder's policy or
policies owned on the last day of the

contolled foreign corporstion'srtaxable

y=ar if al] the reisted person Lasurance
incomoe ecd all the subpart F income
other than reiated person lcavrancs
inccme were distributed to the
policybeldars. In making the .
determination of & mutuai policybolder's
pro rata snare of subpart F incomae the
tules set forth in paragraph (AN7)(0)
through (iii) of thia section are appiied in
tha order given nnd the Brat rule to
result in the determination of & specific
emovat to be incicded in the
policyholder's greas incomr is the nule
that shell be epplied. The mumal .
policytolder’s pro rata share of subpart -
F income shall be determined ax:

(i} The amount that would be
distribuied wenvally under the terms of
the paolicy or the by-laws of the

. corporation

{i} The amourt that would be
distmbuted if the =yl company wers
Lqudoted or

(iii) The amount that wouid be
distributed Lo & policyhaider if earmings
and profis were distmbuted in the same
proporiicn thet premiums paid by the
policyhoider over a five-year penod
eading on he last day of the conzolled
foteign corzorstion’s taxal'e year bears
7 the total aDount of premuuss paid by
al] policyboldery whe hald oume=kip
interests on the last day of the taxuble
year aod have beld their interest over
tt2 five-yerr pesiad,

(1) Aoplication of tections §50. 81,
ond 1248, U » foreign corporstion thatls,
& controlied foreign corporation undes
raction 953(c) makes s distribution with
respect 1ol stock section 959(a)(1)
thall apply to any United States
sharebolder a3 defined In section
953(c){1NA) acd § 1.853-3(b}{2).
Eamings sod prefts atmibutable to
related person aurence income
included In the grose ocoma of s United

States shareholder with less than 19
peccent of the combiged vo

the stock of the controlled !Ef;gzgw“ of
corperstion shali be gegted g4 earmi=ay
and profits whick have been i:.:iude?m
We gross income of & United States
shareholder for purposes of secricn 058
and 950(a)(2). In addition. thse
adjustments mode to the bagis of stock
in a controlled foreizn carporation
requirsd by section 981 skall apply to
any United States sharsholder es
defined in section 923(c)(1)(A) azd

1 1.853-3(b}{2}. Any United States
FPer1on who is o United States
sharehoider, as defined i nection
953(c}{1}A) end § 1.83-20b)(2). of
controlled {ereign corporation 22
defined in section 253{¢){1)(B) and

§ 1.053-3(b}{2). shall be cenied a1
meeting the stock ownerskip

requirements of secton 1248(a)2) In— - —

addition, any controlled foreign
corporation. withi= the meaning of
section FEIcH1XB) and § 1.953-3(0)(2),
shall be treated a4 & controlled foregm
ccrporation for purposes of secticn 1248
[‘RU} Application of cection 382(t),

es

(k) Interaction with soction 954(b)(3).
Income that would not be conaidered
subpart F lncome but for the operatica
of section 954(5)(3)(B) shall aot be
considersd relsted person insurgsce -
income. Thaa, i foreign baze ccmparny
Income aad lasurance income wxceed 70
percent of proes insame, United States
persons who ars United States
shareholders solely by cperetion of
section G53(c)(2)(A) and § 1.653-3({b}(2)
must (aclude in their gross income only
Laeir pro reta shere of reiated person
wnaurascs jnecme. Any nersoa whois a
United States sharenolder ap defined in
section S51(b) shall. Eowever, incluce
Bis pro rata share. s determined ender
this section. of the entire amount ¢f
subpart F icecze of the conolied
foreign corporation.

§ 19537 Exceptions to Wncluelan of
reated parson insrency Income for
CHCLMN eMarshoiders

(a)} Corporction not held by
insyreds>—={1) In gencral A person Lbat
is & United States sharetolder solely by
vurtue of saction 953{c){1) shall not
Include in gross Lacoze such person’s
pro rata shero of income that qualifies
si related pervon ingurance mncome i, at
afl times during U:2 taxsbie year of the
foreign corporatica, less than 20 percent
of the 10wl combined voung power of all
ciasees of atock of the corporavon
extitled ta vote and less thao 2D percent
of Lhe total vaiue (both atock ead
palicies}] of the comporation s gwned
{directdy or indirectly ucder (e
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sanepies of secton SA3{c]4]) by
resons who are L5e imyured uncer any
(tn3urAnce OF FELSIUSADCE contract wheo
are the purchaser or beneficianss of
any wanulty conTact issued or ransured
by the foreign corporabon. or who are
reintec persons (wittin the mesning of
secuon 954{d){31) to any such lnsured.
For purposes of tus parsaph. the term
“insured” meany oaly United States
persons, as delined in section §57(¢}. or
persoas relaled to United Siates persons
{wathin the mearung of section 854(2)(3])
who are insured or reinsured by the
foreiga corporstion. pecsons who have
purchased or are beneficuries uncer
any amauity concect lasued or remnsured
by the foreign corporation. or persons
insured by the foreign ccrporstionin e
cross-inurance aangement described
in § 1.9533(b}{s}

12, Exampiles. The principies of this
paragraph ia} are ilusorated 1o the
foliowing examples.

Exampfe 2. X la » country ¥ corporation
wich g ues prope: and Usc ity insurence
policies [or naka located ouwnige county Y. X
bas oce class of vousg stock outstanding. Z,
a domestic corporalion owns &) percapu of
X's socie Z bas 100 sharwbaoiders sach of
- which owns cne percent of Z Of the
remainucy sharvbolders of X four are foregn
corporations. asch of witlch owne five
pescant of the X stock, and four ary domestic
corporatons wiich also own five percent
cach X bas tssued policles of insurance 10 25
of Z's sharebotders. the four foreign
corporations wrich own stock in X and to W,
one of the doreans corporsie shareholders of
X_ Noze of the othar soarebolders of X are
insured by X The 25 inaureds woo awn stock
s Z own, indiresuy under the pnnoples of
secnOD BA3(C) 4], 1S parcen: of oe stock ol X
15% x 50X, The wsureoce acome
st autable to the policy ¢ naurance risued
to W is relatled persog laurance e De it
is inciuaabie 1 the goes 1ncame of the four
aomeanc corsorats sharenoidery of X
baceuse 20 percant of the stock of X i pwned
cireciy or lodurectly by Wnawreds wno are
Urcled Satas persona: 13 sercen: by 25 of the
snoresolders of T pius 5 percert owned by
W. It a0coon because Z 16 2 Uaned Staiee
sharenoicder as deZ=ed 1o sxclon #51(1], aw
wall 48 10 secdor 953 )1} It must include ita
pro rate share af the related person iswrence
of income of X pius te secnion 83X s)
nrusance locome hat 1o 501 related person
wisurence woome regaidises of wiether 20
perceat or oo of e corparalion 1 owned
crecly orndorwetly, by taureds who e
Lroted Swuates Deriond.

Lragsple ¥ s & cocuolled foreign
corparstod. e ooe ciass of slock
eulstenzing » owned equally by 20 demestic
corporssom, nope of which are vured by Y.
Nine of tze saareanider corparsuons are the
prren: corzorstions of wne unreisted.
wholly -owned foreygn subsidiares wnickh sre
waured oy Y. Becausw s insureds are
relsted persons, within the meanung of
secuor 954{d}(1}. te Uanted Stater
sharehowdem [Lae domeslic COTPOrate

sharehoicers]. the ncome Lo 1 nng the
fareign subDsidianss u rviated person
VAWrence tocome. Mareover, because une
domestc corpornie sanrehoidem of ¥ cosmol
e submdinnes. »lun the Ceatung of
vECHOD R4 d)1). ey are related persona.
merefore. 45 percent (8 w SR} af the vtock of
Y la owned by Utited States anaseholders
that are reiated ta the lnsuredy and the
excepliog to tnciugion Lo grose tncome of
paragzraph (a1} of tue secton s
1zapphcable. Tne 20 domesus sharehoiders
must wactude Y'» reisted pervon tusurarie
{ncome tn theyr Lose income,

(b} De minious tnswmnee axceplion—
(1) Ir general. A pervon that s & United
States shareholder sgiely by virtue of
section 953(c}{1) ahisl oot nciude in
gross wncome suck person’s pro rata
sbare of (ncome that qualifies us reisted
person wnsurance income U the rlested
persan insurance income. detertpined on
s groae basis, of the (oreign corporation
is less than 20 percen! of the foreign
corporstion’s total inz rance income for
the taxabie yewr, cetermuaed oa & gross
basis, withou! regard 1o those provusions
of section 953{a){1} and } 1.553-2{a}{1)
which limil sectiop 953 insgcance
income \o ncome from counties other
than the cour'Ty la which the
corporation was crested or organized.
Related petrson insurance income
determines on & gross basis mexns life
inaurance gross income witie the
Deanung of section 833 of grosa income
withur; the meaning of section 832(bX1)
whichever is applicable, except that the
phrase “premivms eazned (wiihin the
mearing of secnon 532(b)(4}” shell be
subsdmuted for the term “underwriting
income,” where {24t term &ppears \0
secnon 832{DN1HA)

(2} Excmpies The following examples
iuszate the principies of parsgraph
(B)(1} of this secton

Exzmple 1. X 0 s country Y corporation
engaged 10 he business of weuing Uabllity
ipsurance. All of tae stock of X 1s owned by
United Staten sbarencizers. Each of the
Snulet States sharenoicery Owhas iess thac 10
perceet of X's ane ciass of stock cuwianding.
For tts 1087 taxabie yeur. X has 3106000 of
oes income of wasch SI0.000 constitutee
pecuon §31 Waurance =zame within the RPI
category and $5C.000 conaltutes seclion 853
\Nawsoce income witkie ke nonRPl
category. Of the remnizing $40.000 of income.
£10.000 would have beea preouum and
Lvesmnent icome within e RPO caregory
of section 951 wWawwace income nd QXD
would bave beer premine and lovestant
wnceme wilkus the potRPT category of
Lnsursace \ncome excepl thel Lhose amounia,

relaie to contracts insurnag naks located fa <
\ne bome county. Thus, witheul regard o the

same country excephcs. $20.000 of Lycome
1710.000 from the RPD category caregory and
£.0.000 trowm the S cacepory) would bave
been wittun the RPH caregary of pection 832
tsurance trcome. X does not mes: the de

__fuBuIBle LnIunNne eXcEpnon of parmgraph

(B)1) 67 tus secuor ezause 2 pemcent
(320,000 $100.000) of 1w wieurance income,
delermined wiinou! regard to those
provisens of secucn 953la)ii) sng § ) 055=
S a)3) whch hmlt aurance vicome 1o
IRESMe am wnaunng Ak wocalad outside
e nome CORNIry. '8 reisled DErsON ihaUTanse
WNCome.,

Ezampie 2 The Jucis are the eame as n
Excmpie 1 excesl oa! 22,000 of premiums
st consutute income withar e FPQ
calegory is paic Lo ansiner Luer Purtuznt
1o » remnswance contach X doet meel Lhe de
mirumis Lhsurence erzepnon because uncer
secuon B2 DI4NA, Fremucms pad for
rensurance are deducted from premiumge
writien in amvug sl precuume enec. Thus,
approumately 175 percent (517.000/ 597 .0000
of X's tnayrence 1ncome is reinied person
inswrAnce income.

(3} Anti-obuse ruje—={i} in general. 'n
determining inswrance \ncome on &
gross bams. the Dutnc: Director may
excivde income atiribulabie 1o an
insurance or reLfaurance Loniract
covering the life. health progerty, or
hability of 4 persor: other Lhan o United
States sharehoider, or person reiated to
suck sharehoider, or atributable 1o un
Annuity contact o a cootract
reinsuring snsuity contracts, it are .
purchased by. o7 provide annuity
payments to, & peraon olber than a
United States shareholder or person
related to such shasebolder, if the
primary purpose for entering into the
contract is 16 qualify for the de =enumis
lnsurance excepiion. Ses alsc section
845 In making ts determination. the
District Director will conaider all the
{acts and circumstances. Among the
factors 1o be considered wre whether
tnete is & true cazsfer of Hsk, whether
the predominani purpose for the
transaction 1s & bons fide busicess
purpose. and whetne: e \erms of the
wnaursnce of rewnsurance conTact reflect
\fe terms that urrelated paroes would
agree 10 in & simular TRLIAZUON.

[i3) Examples. The following exampies
Liustate the pnncities of paragrapn
{2)(3) of this secnec.

Zgompin 1. The fects are toe same as i
Example 1in parsgraps (B)]2) of Wns secnomn.
except thal near the eno of 1t tansDie yeus, X
zedes 10 another \awance cospany. Z
unaef » conuel of rewanrance soze af e
WsurencE pouces that were tasueG By X 10
persnns olher tian reted esuwreds. X
receives 8 ceting comzuseion o L of
£30.000 and Wherebhy wicreassn 1L 3o00e
income other thas RPD wcome by £30.000
Thus. approcupately 12 pemtant |$20.008/
$130,000) of X's wicome 18 RFC macome
withsul regand 19 the sams Country
excepotL Al the beguraing of the foliowrag
wxable year. Z rewnsures with 5, 8 subsnidisry
coplrolied by X » biock of swrrnce whudh 13
suniaz tc the pobces X revgured wi'lk LW
pays T & ceding commupnion of $30.000 Basen
on the (acts nod crroumszances. X wil b
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reyerded ¢ Saving engaged n Lha
reinsarencs enaacton with © 1 ordar lo
cualify for the de ouinumus exception
Taerefors, the 530,000 ol income from the
reinsurance —snsacton will ba iznored 1o
determining whether X qualifies [ar the de
UL EXCEPTON.

Ezxampie 2 The [scts ave thg same a3 In
Ecconpie I paragraph [D){2Fof this section
except, et Aear the cod of e taxable year,
X entery & re:nawranse egecment wath M
wncer whick X recsives SIC.000 Ia con®PD
cremiums. At the beguning of the [ollowing
taxable yeas, X cades 10 F all of the risks of
M that X roinsured ot the end of 1238
trunsferring the 5I0.000 o premiums 1o F. The
$30.000 (o tonRY premiums received by X
under the recnays ince ageeTenl will be
isnored for parpes=c of delemining whether
X qualifies for tne de minicus related person
1NFUreDCE WLOMme ¢xCLPlion

(2] Election to trect incorne os
effectively connected—{1) In general. A
conyolled foreign corporstion. other _
" “than & disqualifiad corporation. may
elec: {0 accordance wnih the procedures
set forh in this parsgraph to treat it
related persen insurance income that (s
rot actuslly efectively connacted
ineome under section B54{c] &1 il it were
income elfectively connected with the
conduct of a trade or business io the
United States. To make the election the
foreizn corporation must waive all

LeneBla [otber than with respectto -

section 884] with respect 16 related -

person {nsurance income grrented by the

United States under any treaty,
including any friendship, commerce and
navigadon geaty, between Lo United
States and any foreign country.

(2) Corporations which may maks the

electicn—~—{1) In general. The election~

=ay be maca by any corporstion that is
not & discualified corporation A -
corporaticn i3 a disqualified corporation

i, for any taxabls year beginning aflter .

December 31, 1584 1t is a contolled
foreign corporation as defined in vection
857 {4} or (U) (without regard 1o section
853(c){1}(B] and § 1.5%53-3(b)(2); far an
wunierrupted period of 30 days or more
during the taxable year and a United
Siates sboreolder, as dafired Io section
051t} owr... directly of indirecty,
witun the meaning of section §58(s)
(without regard to the constructive
ownership rules of section 958(b)}, stock
in the corporstion =t rome time during
the taxable year,

(ii} Suecessor corporotion. A
corporadng that ls 8 wucszasor to
ancther corporation that during eny
laxable year begianing after December
11, 1088, wis a disqualified corporstica
may oot maka the tlection The lam
" puccessor corporstion” mearns sny
foreign corporstion that acquires ssrety
of ancther {orelgn corporadou haring a

{atr markst vaine 2! 50 percent of more -

- ——m

of the {air market value of al] the nsseta
beld by the acqured foreign corporation

immedjately before the acquisinon. i 0

pereent or more of the combined vo
power of all classes of siock entitled to
vots cr 30 percent or more of the vajue
of all claases of stock in the acquiring
corporation is owned, directly or
indircctly. at the time of the scquisition
by one or more persors wha at *2y nma
durizg whick the ecquired foreign
corpcraion was & disqualifiad
corporatdon owned, directly oe
iodirectly, 50 percent ot more of the
combined voting power of al! classes of
stock entitled to vote or 50 percent or
more of the value of all classes of stock
tn Uie acquired foreign corporation.

(i) Examples The follawing
examples illostrate the principies of
paragraph {c}{2} of this section.

Exompie 1. Subsequent 1o December 3L . __ ..

1688, X0 domentic corporationa, all angaged in
business within the same induatry, form M, a
fereigs corporation W uure the naks of the
50 corporanons and their subsidlaries. Each
of \be corporations owns two percent of the
ons claes of votag sock of M ouistanding. M
may maks the clection nbder section
REcHUNUTT @ have Ha related person
inmarance iocome Seated as i It wery
eflectivaiy connecied with the conduct of &
tada or bosiness within the Unlted Siawes
because it bas paver bewn o controlied -
{orvign corporution within the meanting of
roction 957 {aj e (bl | -meem emme - -
Exepiple 2 Tha {acts are the same as In
Eeampie L excapt (bt four of the 50 .
domestie corporats abarvboldern W, X, Y,

a0d 2, ench own 7 percent of the stock of M -

and are wholly-owzed robeidlariss of V. 8
domastic corporston. Nane of the other - -

shareboiders of M wre 10 percent or preatsr *

sbarehoiders. M in a contrulled
corporsbag ander sechon $57TH) because
more than 23 perzant of it stock i» owoed by
Unitad Staves sharehoiders as defined in
section 351(bL Under the aitribation rales of
seciion O3M(LL W. X Y, and Z are sach
cooaidered us owning I3 nercrnt of the stock
of M and theryiore arv United Staies
sharebolders aader secticn 831{1) becanse
rech te connidered as swning the Mock of e
otbers by sitribution througn V. Bacauss sach
ol W, X Y. und Z ows stock In M direclly
under pectos S58s), M s o dequalified
carperston.

Exounpie 3 On jauary L 17, X u
domestic corponicn, [armed Z wnder the
Laws of conawy F as o reinsurancs company
constituting & murial sureace comapany
under the laws 0. comtry V. X capialized T
by eontributing ierevt bearsiy reserys fand
cerificates whick entitle X o 30 parcant of
the voting power is Z. Z reinsure) polices
isrsed by X coos of which relute 19 risks
located in country P. Under the liws of  °
conn ey T, the policybolders gader the
pokicies lasued by X and resnswred by Z are
members of T and have voting righta. Noas of
theas policybolders bold 18 parcwal or mors
of 1ba roting powsr of 7 Howwywr, saly thoss
policyboidars may rwcxive

dvidends from 7 X 4 aot enntled
ncn-quidating distovtions Lo ?!.n;zn
cortroled loreign corparuon wilue the .
mesaning of section 837 h). Even ough
seither X oor the United Statey pelicyholdery
ha\fc bad loclnsions of tnavrance Incame tn
their groes Income by virtoe of subpart ¥ af
the Code. becanse Zis o controlled lereigm
Corporn0on uuder saction R37(5} I cannot
reaky \be election under secuon BA3CHINCE
10 have iis related person wsrmance wmeane
Ureated as U it were eflectvely connected
with the conduct of & rade of buuiness
within the Umited States.

(1) Taxable year cf corparution
making efection. A corporation making
the election (o Teat related person
Insurance income 29 income effectively
connected with the conduct of & trade or
bua_meu in the Urjted States muat
utilize the cciendar yesr aa its annual
sccounting period for United States tax
purpcses. as required by section M43, - - -

{4} Period during which elsction is in
eg’ec:—m Elections that becorme .
effective in toxoble years beginnin
ofter December 31, 1587, ub::s: ele-ctison
ander paragraph (¢)(3) of this sectcs iy
made for the first taxable year beginning
after Deczmbar 71, 1987 or any
rubsequent taxable yrar, the election is
effective from the fist day of the .
taxable year for which the election ls - .
md.{md dlflubgeqmt xable -:::
years). Therefore, & {oreign corporation
that has £ fiscal taxable year prior to
making the election mus: Sle aatert- - -

_ yearrewmro for the period rom the (ot

"

day the slection becomes effecuva to
the last day of the calecdsr yeeor in
.which the electinn is made.. ... __..

(ii} Examples. The {ollowing exampley
ustrste the rulz of paregranh {c}{4)(i}
of thig section

Example L X ls & controies [oren
corporstion thal Xeeps its boosy aos records
oo & calandar your basis. X manes an
tlection nader parsgupd (£212) of Yiis sechion
for the 1988 laxabie year. X's viecuon s
effective as of Jasuary 1, 1544

Ezample 2 Y bt 4 cosmroisd Tornus
<Orporeaon that kaens Ja boons ane recorcs
on 6 July 1l Juse 30 flacal y-4r bewia Y
makes an slection woder paragrupa (2121 of
s section (ar the 1588 asome year Tr
siecuon la efactve 52 of july 1. 120k Y must
file n short-yeur returs coverng (96 Denod
{rom july L 1008 16 Deconbar I 1004

(1) Elections that beccre e™exve .2
first taxgbie year beginrung citer
December 31, 1984 For way lorvym
corporstion that makes wn neczos
under perugreph [c] of tiis secuoe for
the first taxsble year beguiniag sfer
December 31, 1588, the eleczon se
elfective as of the date lndizaved by ‘2o
corparetion on its electias »tare=ant
and for wil rubsequent Laabeg years A
{oreign carporatiop that bad ¢ Lacal



' Faderal Regster / Vol 58. No. 74 | Wednesday. Aprii

ar,

1991 ' Proposed Ruies

15567

taxable year pnor to makung the elestion
must file & ahort-year rehurn covenng
the peniod from the beginmng of its 1987
fiscal year 1o the last day of its 1087
fiscal year. The foreign corparaton must
incluie in ity groes income for the
taxasle yesr tn which the eisction
becomes effective Lhe amount of related
person insurance income Shat i
sttpuisble ta the period from the date
the election becomes effective through
the last day of the ce.endar year. The
amouni of the related person insursnce
income almbuiable to such period is
that amount determined by allocating to
each day in the axable year its retable
portion of related person insurance
income. However, If the corporalion
keeps adequate books and records that,
in the distict directot’s discretion,
cccurately reflect the actual amount of
the income earned in such period, the
corporation may include such amount in
grose income rather than the daily pro
rata amount.

(iv} Exemples. The jollowing
examples illustrate the principies of
paragraph (c){4){iii} of this section.

Ergmple L X ls & controlled [oreign
corporatoa that keeps (s bocks end records
on & caiendar year basie. X makes an
elechion under paragrsph (c) of thia sacrion
for the 3507 texable year. In 1is ¢lection
steieent. X choer September 15, 1587 as Uhe
eflecuve dete of i3 clecuon. X must include
in gross income the related perscu insurance
income atiributable 10 Wis period {rom
Septembar 15, 1947 ¢ December 11, 1987 in
its calendar yenr 1987 tax return.

Exgmple 2 Y iz ¢ controlied foreign
corporation that keeps ita books and records
on a July 110 june 30 Sscal yeur basn. Y
makes an elecuon under this paragraph (¢] of
this section for the 1567 Laxable year and
chooses ta @make Lhe rlection eflective v of
Seplexber 1. 1967, Y muast file & shori-year
retusn covenny the pened from July 1. 1937 to
Augurt 11, 1987, The related person insurance
income of Y that. under Y method of
sccouazng. le atzibulable 1o the period from
July 1. 1587 lo Auguset 31. 1087 ctusl be
included in the prose incowe of Y United
Swaies snarenolders. o addiuon, X must also
fiie arohar short-year retura covenng bhe
penod from Seprember 1. 1997 to Decambar
J1, 1947 wnd must include 1 11s groet income
for at penod the related pervos insurance
\icome sitnbutabla 1o tbat penod

(3] Efect of aiection: taxation under
seclion 842 glternative minimum lax:
dividends recerved deduction;: pre-1987
deficits in ecrmingt and profis: end net
opernting Jossea U » foreign corporation
takes an glection nder pasagraph (¢}
of this section, ali ~come thal is
actually effecsive -onnected with the
conduct of a rade :r business iz the
United States {as ¢2termuned under
sections 854{c) and 842 and all related
person insurance thcome that iz not

of & ade or business within the United
Stutes but is wenled an if it were
eflectively connected by virtue of the
eiecon under this pardlraph {c) of this
section wili be taxadle under section
882. The brench profits tox umposed by
section BO4 and the tax umposed on
interest described in recuon 884§} wil)
apply t3 an etecting corporation to the
same exien! end in the same manner
that those 1axes would have applied if
the corporstion had not made the
eiection. Thus, the exclusion from the
bragch profits x contained in sechon
BA4[d)(2){D] [relating o income Tealed
o5 oflecively connected under section
@53(c}(3)(C)} does not apply o income
which (s actually effectively coanected
with the conduct of & Tade or business
within the United Siates under sections
£o4(c} and 842 Further, a coatrolled
foreign corpotution that makes the
election under section 953{¢){3)(C) «hall
continue to be treated as & controlled
{oreign corporation for purposes of this
secnon B84{c)[4HD){ii). Thus, related
person tnsurance income Lhat is gested
as income effectively connected with the
conduct of a United States trade or
business shall not be subject 10 the
branch profits tax under secthon B84
solely by virtue of making the election
under secuon 853{cHIJC). But see
section 842{b] wilh resepct to the
minirum effectively connected ret
lovestment income of & {oreign
corperation conducting an inserance
bosiness within the United States.
Related person insurance income that is
Lreated ng if it were effectively
connected with the conduct of & United
States Tade or business iy subject 10 the
slternetive minimum tax provisions of
sectons 53 and 58 of the Code. For
puposes of section 245 {dividends ko
ceriain foreign corporations), reiated
person insyrazce income that is Teaied

_as if 1t were effectively connected by .

virrue of an eiection under paragraph
{c}H2® of thun section shall be rested as
effecavely connected for purpases of
determizung post-1988 undistmbuted U.S.
eamings under section 235(a}$). Net
operaung loss deductions und defict in
esrrungy and profits of e corporation
making the election cader puragraph
(€)(3) of this section that would be
carmed over foe. or incurred in taxable
years bequaning before january 1. 1588
cannotl be carned over to, or used in-
taxable years bequanung after December
31. 1988, et

(8) Exemption from tax impozed by~ ,
section 4371 The tax imposed by
section 4371 relating to polices issued
or rewsured by foreign insurers) shall
not apply 10 premiums that are sebject
1o the electios under parugraph (c) of

efiecuveiy connected with the conduct = " this secton to treat related person

insurance ncome which  not oterwise
effe;uvely cotnecied income under -
fection 864{c) as if it were effecnvely -
connected with the conduct of & Lade or
business within the Urnuted States. The
exempuon [rom the tax imposed by
section 4371 begins alter the later of the
date of acceptznce of the election ¢r the
o1 day of the first taxable year for
wiuch the electon is made. An elacuon
is accepted on the dats when the cloming
sgreement has been exacuted by the
taxpayer and the Commissioner. A zopy
of the clection staicrment that has been
stamped e acceptad by the
Coounissioner will serve to place others
on notice of the exemption. If un
election has an elfective date prior to
the date on which the electon is
accepted. any excise taxes that have
been paid on any relsted person
insurance income received pnior io the - -
acceptance of the election may be
refunded (o the person who romitied the
taxes. See ¢/so section 437, which
exempis from the excise tax under ,
section 4371 income which is effectively
connected with the copduct of a trade or
business within the United Staies.

(7) Procedures for making election

. under section §53c){ICHi} In
general 1o order to make & valid
clection to reat related person
insurance income as incoma efegtively
conoected wilk the conduct of & Tude or
business in the Unitec States, & [oreign
torperulion must provide ‘he Internal
Revenue Service with a signed election
statetnent, s signed clasing sgreement,
and a letter cf credit,

(i1} When election must be mede. In
order for the election to be efiecve for
# laxable vesr. an elecuon stslement
must be filed on or befere the duys date
of the electing corporstion’s tax returmn
reportng the related peryon iisurance
income earned dunng e taxadie yeur.

[iii) Eisction. An sieciion is made by
maiing an ongnsl and coe zopy of an
clection slatement to the [Riemmal
Revenue Servica. Assnistant
Commussicner (Internsacnall, 24 C.C.51
950 L'Enfant Plazas South SW,
Washinglon, DC 20024. The staiement
must be signed under pesalty of perjusy
by a responsibie corporate ofScer,
within the mearuag of section £OEL
stating that the statement and
accompanying documeats are ue asd
complete to ine best of the offcery
knowledge and beliel A copy of 1ae
sicepted election sistement musl ba

attached to the Srat tax retwrn of the
electing corporation thet wnciudes
relaled pervon lnaurmnce income 1o
which the election under pacagreps {c}
of this section applies. The tlection

L
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statecent mest be made in the followang
[or substantially sizular} form:

Ferugn Captve lneurioce
Cowpany election Under Section 953(c)(33{C}

m Name. sddress, tax |
{dennficatian przber (& pumber.will
aytotaadeally & - zsnigned to thosd
corporstions nct ziready bhaving & pomber),
e54d place of locorpornion of the corporstion}
bcuby dect ander sacion $33{){ () o
treat ita related pyrson inecuncs mooms, es
defload in sectics 553 c)2). that s aot
actually affectively connectad with the
conduet of & trade or besineas \n the United
States under 3ections 804 or 842, &y lzrome
srcively conpected with Lhe conduct of &
trude or baxiness within the Uzited States.

(1) [Name of corporation] weives all
benelits (other than with respect 1o pection
834} with respact 1o related pemvon lnswsncs
lacome under any Teaty, ncinding sny
friendshin. commerce and aavigadon reaty.

- = betweean the Unuwad States and any foreign
counwy.

{3) iVate of corporotion) apees 1o Cmely
#ila ¢ United Stawrs incoroe tax return and
Snely romit the Jacome ax due ¢ 1t related
parson lnauranca income. determined as if oll
such income were effectively conaected with
the condust of 2 Ualted States trada or
bustaese.

{4) Anached o this alection statament is &
compicts Ust of all United Statas

i #s dzfined ([ saction
M cKINA] and § L8S-Xb){2). which cwn
45 vack 1 (Maxw of corporation) as of a datw -
" oo more than 8G dayr prior 1o the dale this
elaction statement is mailed The list Incdudes
toe atme, address., lax ideatification axber,
snd ownareaip percastage for whick such
Uxnited States shareholdar. (Nomes of
corporation] agrees o la oo updated list
containing the information prescribed (n s
paragraph determined ss of the last day of
each taxabie year. This spdated Hat will be
Jled wnzh the Untted Staten tax reran
reporting the related pervon lowanance
Incane saroad by e corporstion [or rech
taxable yoar the eiecton ia in eJect {Attach
listingl

(3) (Maze of corparazion] agrees 1o fle s
completa list of al) United Stalen parscas
(~vheies or not Lated a3 United Siates
persods who own »iock in (Nome of
carporation}] whoss rlaks ary insgred or
reusurwd by {Nome of corporation) or whe
have purchased annulues or will receive
raswly paymest bom (Name of
ecorporeton) as of 1he last day of erach
tazable year, The et will include the name,
sddress. and tux \dentiflcation number of
esch Urited Stater person so tnsured or
reunsured. Thae Lt wnll be Gled with the
United Stoten ax rencn reporting reisted
person Lisurwnca incoma sarmed by {(Maow of
corpareton) lor sach taxabis year the
elecnon la Lo effect.

{8} {Mame of corporption) agress o provids
secunty for the payment of tax due va is
reisted person inruranca iocoma. The
ac 21ty will ba in as smount wnd wpon the
terms &3 pated 0 o clowny agrramant 10 be
17ecuiad patween the lnteroal Revane -
Caonice and [Noms of corpacduen

{7} Altached s tha powar of anem ey, Form
<344 of the persam authotiaed tn nepolals &
dosing agreement aa beralf of | Vame of
corpargton}.

Toe andersigned daclares wndzr penalty of
Py that the slatements cogtalne in this
¢lection and sccompanying docienents arw
Tup and eomplete W the bent of his/her
Emr.viedu and beliel

ala

Me) '
(~ame of corpamatian)

(8] Closing agresment After the
receipt of the election statement. the
contolled foreign corparation’s
designated represectative will be
provided with & model closing
egreement and fhurther Instructons on
complating the slection process,

(9] Lactar of credit—{1} It general, A
foreign corporation that makes the

elechon under paragruph (¢)(3} of this™ ™" 2ue & notice of deSciency or notice T -

saction must provide u letter of credit
jswaed !¢ favor cf the Internal Revenue
Service. The letter of =edit maat
geoerally be to an amouat equal to 10
percent of the gross premiom income
tom g orrei the risks of
United Statas sbareholders and persona
relutad to such chareholdars in the 12
month period preceding ths filirg of the
elecion. la the cuse of ¢ corparstion
that did not recelve gross premivms
fom United States sharsholdersoe,
related parsons in the previous 12 month
penod, the amount of the letter of credit’
required will be based on an estimate of
e projected gross premiums of the
corporstion {or the firsl year of the
elsction. For purposes of paragraph

[} 9)7) and {1f) of this section. the term
“§roas premiums” means the amount of
£°09s premiurs wrilten on insurance
conTacts during the taxable year
without adjuszzent for rerwrn premiums,
premiu=ys lor rnsurance, premiums |
arid other considerstica ansiag out of
indemniry reinzurapcs. or ingreases in
unsarned presiuma [z all casen n
cunmwe cmowst of $73.008 will be
reguired and e Saximum sciount
requred will 80t exceed $S10.0CC.503 The
{orviga carporauon must provide. under
peaaliy of perjwy. svidence W support
the computatios of the amouni of e
letter of credit it propoaas as security
under parsgraph (¢} of this vection.

{ii) Changes in Lhe amount of the
letter of credi Once the amount of the
letter of cedit bas been detersined for
» taxable year, oo change in the amoust
of the letter of credit is required ctless *
in g subsequent taxable year there Is an
itcreass o gross premiums 1o more than
120 parcent of the amount of the gross
premiwms gaed o computs the latier of
credit [Lbe "base year gross premiuma™).
U for any taxable yeas, the foreygn

Carporution has gross premium ncome

“Teonattuting more than 120 percent of the

Lase year groas premizoa, the amount
of the letter of cradit muat ke Dorased
within 30 dayw of the filing of the tax
Feturn for that yoar. If « letter of edit
In & grester amount cist be provided. |t
mus: be in the amourt of 10 percent of
ine gross premiuma for the taxable year,
No changes In the letter of credit I3
required if Zoes premiums {or & taxable
year decling from the base year
premicmn level bowever, the
Ay rabdmit & oew letter of cedit equal
10 10 perceat of the gross premuums for
the taxable year tn replacament of the
outatending letter of credit

(10) Underzoyment of tax dve. it Is
determined that there i & deficiency or
underpaymen! of any x due puruant
10 tha electon, the Commissioner will

and demand in the amount of the
deficiency or mnderpayment de lermined,
plus apy spplicabie laterest and
penslties. Assesament and collectian of
any daficiency or anderpayment of tax *
will be as provided by the Internal L
Revenua Code and paymentofall -
sdditional amounts due will be tn
accordance with ibe terms specified in

. any statement of notice and demand _ __ .

sent to the foreign corporation. If the tax
is not pald In secordance with the terng -
of the statement of potics and demand
collection of the deficiency will be made

-by resorting to the letter of credit before

any levy of proceeding ta cocrt for
collection ls instituted against the
cwotrolled foreign corporatica orits —- - —
charehoiders. However, sothing in
paragraph [£)(3){10) of this section sball

' be constried 1o preciude the Secretary's

ability 10 use the jeopardy assessment
procedures of sections 8881 thronsh 504
of the Code. If the letter of credit in
drawy apon It st be reinctated to the
level as provided for under the ciosing
agreement withia 00 days after the date
Crawo ppen

(V1) Terminotion of revocation of
elecson(i) Termunction U a controlled
forsign corporation thet mada the
election to treal its relatead peryon
insurancs income an affectively
connecied income for any taxable year
tecomes a disquaijfied corporation. us
defined tn paregraph (cj(2) of this
tectod. iz any subsequent axabie year,
the eiection will pot apply to any .
taxabis yeur beginning after the :axable
year 1o which the carporaticn becozes s
disgualified corporntion. If a foreign
carporation’s election Is lermunated by
virtme of the corperstion’s becorzing &
disqualified corporation. the corporaiior.
will be barred from making soother
election under section 952 c{INC).
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[ii} Revocouaa with consent The
elecdon to treat related pervon
insurance locoms as ellectiveiy .
connecied with the comdect of & trade or
business within the United States can be
revoked anly with the conrent of the
Cumaussicner. In orderto obtatn e
revocation. the laxpayer must request
ruling from the Associate Chiel Counnel
{intcmatonal). To determine whether &
tequest for revocation should be
granted. consideration will be given to
all the facts und circumetances. Among
the circumatances that will be
considered &s {favorsbla to 2
determination 12 allow revocation of un
election will be whether the {oreign
corporation weuld qualify for the de
minimis ownesship exception af
paragrenh (2){1) of this section or the de
minimis related pervon insurtnce
exception of paregraph (b){2) of this
section. If after having made an electon
under paragraph (¢) of this secdor the
foreign corporslios makes an eiecton
under secton $53(d} [relating to toe
election of n forcign insurance company
lo be treated av & domestic corparation).
the tlection under this paregraph shail
be tresied as revokad with the
Comeissioner's consent beginning with
the period that the election under
section 953(d) is in effect. The .
revocation of an election is effectiva for
the taxable year indicated by the
Commissioner i the consest. Any |
{areign corporstion that receives the
consent of the Commissioner 12 revroke
an election may not make & sobseguent
election for a peried of four yeary from
the end of the first 1axable year in which
the election is pot in efect
(i) Unilaterol revocation by
Commizsionsr. If an tlecting corporation
faily to tiaely fle a return, {sils to pay
the tax doe with respect to related
person isurence income that it eiects to
heve laxed as effectively coaneciad
inzome. {ails to make the estimated ax
saymenls ;requured by sechon 6855 o7
fals 1o quuniawns of provide a letter of
coedit wn the appropriste amount, the
eiechion may be revoked by the
Commissioner for the taxable yesrIn
which the electing corparation fails to
file n return. pay the tax dow. pay the
estimated tax. or falis to maintain or
provide the appropriate jetter of credit
or (0 any subsegquent taxable year. If the
revocation is made i » axable year
subzrquent 16 the Inxable year in which
the faiiure ocours, the Commissioner can
muexe the revocabon elfective
revroactively 1o the taxable yearin
which the foilure cecurred or any
subsequent taxable year. Revocation of
the slection may cause the United States
shareboiders of the foreign corporation .

ta ba Liable {or subpan ¥ tnciusions and
maka the {oreign corporntion Habla for
the unpald exciss ax on premiums
under section 4371 for insurance op =
reingurance issced by the foreiga
corporsan. Punds obisined under they
letter of credit wall be applied to the
texes due from the {oreign corporation,
{ls sharcholders, or both wilk respect (o
related person lnsurance income. Any
fereign corporation {or successar
corporation, ws defined in paragraph
{e}{2)(ii) of this nection) the electan of
which is unilaterally revokad by the
Commissioner shall be barred from
making egother election under section
83U}

Par. & Secton 1.954-1T is amended by
revistag peragraph (c) 10 read s
follows: -

§ 1.954=-1T Foreign base comparry ncome:
wxabde yecrs begmring after December 31,
136 {Tenporory) : .

{c) Computation of net foreign hose
company income—{1) Ceneral rufe. The
nel foreign base company ineome of &
congolied foreign corporaton is
camputed by redacing (bat not below
zero) the anount of gross ncome o -~ -
cach of the categories of adjusted proes
foreign base company lncome described
in peragraph (b){2) of thia section. no us
ta take into account deductions
allocable xnd epportionable to such
ineome. For purposes of secton 854 and
this section, expenses must be allocated .
and apportioned consistent with the
allocation and spportiocment of
expenses {or purposes of section S4(d)
For parposes of this § 1.954~1T. an {tem
of net foreign base eomupaxry income -
must be categorized acsarding to the
category of adiusted grosa foreign base
company income from which it is
derived. Thus. an iteta of nat foreign
base company income musl be
categorized az & get liem of—

{i) Foreign personal holding compuny
income,

{ii) Foreign Base company sales
Incowme, '

(iii} Foreign base company services
incomsa,

{iv} Foreign base company shipping
income,

-{¥) Foreign base compaay oil related
lacome. or .

{vi} Full inclusion loreign base
company incece.

(2} Sompuiaicn of net foreign bose
company incoe derived fram same
country insurance incema. Deductions -
relsnng 1o foreign base compiay income
denved from insurance. rensurence, of
aanuity contotts covering riiks, located
in the county in which the controlled
foreign corporation is crestad or
organized shall bre allocsted end

—n —

spportioned io accordance with thy
rules sol forth 4o b LSS, - .

" Pur. 5. A new uﬁzeﬁead‘.u is added

10 follow newly designuted § 1LpS34A
ead o precede § 1.5080-1;

Regulations Applicabls to Texabla

Yeors Beginning Alar Docember T2,
1208

Par. 8. Section 1.084-1 {s amended by
adding the following language to the end
of paragraph [c)(Sh

§ 1.984-1 Determination of the sarmingy
and profita of & focsign corporation.

(¢} Tax adjustments * » *

(5} Cantrolling United States
shareholders. ” * * 1o the event that s
foreign corparution s # contolled foreign
carporation solely by virtue of seztion
953(c}{1)}{B). the congoiling United

. States shareholders of the foreign

corporation akall be thote United States
sbercholders {as defined in section
53(cK1NA]] who. in the aggregate, own
{within the meening of secoon 958{a)} .
moare than 25 percent of the total
combined voting power of all classes of

- the stock of ruch corporation satitied 1o -

voie. In the event that the foreign
corporation is a contralled foreym

tiow sclely by virmee of section
853(c)}{(1)(B) bat the Uzited States -
shareholdery [aa defined in section
{83(cM1NA)) do tot, 1o \be aggresate, .
own |within the meanung of secton
955{s}) more than 28 percent of the total
combined vating power of all cCasses of
the stock of such corporetion endiled to
vute, the ccatrolling sharehoiders of the
{oreigs corperation shall be all those
United States sharedholders {within the
meaping of section 953 (£){1){A)) who
own [wathin the meaning of sect:on
958{a})) stock of such corporatioz.

L] ¥ - . -

by revising paregaph (a){2) 10 read as
{ollaws:

§ L1248=1 Trustrment of guin from certaln
SaleE Of excranyes of clock in Cerialn
forsign corparitons.

(u) [n general * * *

{2) Io respect of a Urited States
person wag sells or excianges stock in &
fareizn csrporstion the condibons
referred 10 io parazzpb [0)(1) of tus
section are satisfied only U—

(i) Such perzon owned, withug the
meaning of section 958(s). or was
coasidered as owmung by spplywng the
rules of owasrship of eection 958{b), 10
percent or were of the toial cambx.ped
voting power of sil classes of stocx
entitied to vote of the fore:n

Pur. 7. Section 1. 124~1 {s amended " -
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corporation at any ume duning the 5
year period ending on tie date of the
sale or exchange and dunng that time
the foregn corporation was a controlled
foreign corporation as defined in secuion
957, or

{ii) Such person owned. within the
meaning of section 938{a), ang stock in
Ihe fore:ign carporation at anytime
duriag the $-y#ar perod ending on the
date of the saie or exchange and dunng
that ume the foreign corporation was a
controlled foreign corperation as
defined in section a53{c)(1X3B)

Par. 8. Section 1,6046-1 is amended as
follows:

1. Paragraph {a}[2}[i} is revised. .

2 Paragraph {c)(1){i] and [c}{1){ii}(c] ix
revised,

3. New paragraph {c)[1){iii} is added

..preceding the.concluding text of ——e= - -

parsgraph {c){1).
4. The added and revised provisions
read as follows: .

§ 1.6046-1 FRelurm as 10 organization o
reorganization of foreign corporations and
23 1o acquisitons of thwir s10ck, on or after

January 1, 196, .

{a) Officers of directors = " *
[2) Whes liobility arises ofter Jonuary

1. 1963~—{i} Requirement of return. Each -

United States citizen or resident who is
at any time aflter January 1. 1963. an
officer ar director of & foreign
corporntion shall make & retyrn on Form
5571 setting forth the information
described in paragraph (a)(2){ii) of this
section with respect to each United
Siates person who, dunng the time such -
citzen or resident is such an officer or
director—

o) Acguires {whether in one or more
trassactions) outstanding stock of such
corporation which has. or which when
added 10 any such stock then owned by
i {excluding sny stock owned by him
os january 1. 1972 if on that date he
owned 5 petcent or mare in vajue of
such steck) has, & value equalto §
percent of more in vilue of the
ou'sianding stock of such floreign
carporalion.

{0} Acquires {whether in one or more
Iransaclions) an additionai % percent or
mare tn value of the putstanding stock of
such foregn corporstion, or

[¢) !s not cescribed in paragraph
{a¥2)i)le) or {b) of thas section. and
who, al any time aiier Januaty 1. 1987, i
treated as 3 United States shareholder
under section 953{c} and § 1.953~
MUBLI2YI) with respect 10 & foreign
corporalion.

. - - . .

~

[e} Returns required of Unitad Sigies
persons when liability tg file grises
ofter Jenuary 1. 1853—{1} United Sioics
persons required to file. ** * -

(i) Such person acquires [whether in
one or more tratsaciens] outstanding
stock of such foreign corporauon which
has. or which when added 1o any such’
stock then owend by Nim (excluding any
stock ewned by him on Januvary 1, 1963,
if on that date he owned 5 percent or
more 1n value of such stock) has, & value
#qual to 5 percent or more in value of
the outstanding stock of such foreign
comoration.

fii} = "~

[c] Disposes of sufficient stock in such
foreign corporation 10 reduce his interest
to less than § percent ia value of the
outstanding stock of such foreign
corporation, or

{iii} Such person is. at any time after

January, 1987, treated as'a United . "~

States sharenolder under section 953(¢)
with respect to a foreign corporation.

PART 602—0OMB CONTROL NUMBERS
UNDER THE PAPERW/ORK
REDUCTION ACT

Par. 9. The authority for part 602
continyes o read as [olioy_s:

Autbority: 38 ‘:I-S.C. M .

Par. 10. Section 602.101(c] is amended
by adding e following in the
appropriate place in the table:
19534 .., 1545~ . "

"$1953=5 . . . 1545« -
"$1.953-6 . ., 1545w -

[FR Doc. 710661 Filed +-16~91: 84S am] ~ =
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26 CFR Parts 1 and 602
[INTL-419-08)
PIN 1545-A470

Insurance Income of a Controlled
Foreign Corporation for Taxable Years
Beginmng After Decemper 31, 1986

AGEMCTY: Interna) Revenue Service,
Treasury.

actore Notice of public heanng'on
proposed regulalions.

sumsmarY: This document provides

notice of pyblic heanng on proposed
regulations relating 10 the definition and *
compulation of insurance incomeof &
controlled {oreign corporation and -
certain caplive \Nsurance compagies.
DaTES: The public hearing will be held
on Monday. june 24, 1991, beqinning at
10 a.m. Requesis o speak and oullines

of oral comments mus: be received Sy

_-Moenday. June 10, 1991,

ADDRESSES: The public kearing wiil be
heid in the nterna) Revenua Service
Auditonum, Sevenit Fioar. 7400
Corridor, Internal Pevenve Building,
1111 Canstitutian Avenue. NW..
Washington. DC. The requests to speak
and outlines of oral comments shouic be
submitted to: Intermnal Revenue Service,
P.Q. Box 7604. Ben Frankiin Slauan,
Attn: CC.CORP:T:R. [INTL~538-285),
room 44219, Washington, OC 20044,

FOR FURTHER INFORMATION CONTACT
Carol S5avage of the Reguiations Grut,
Assistant Chief Counsel| {Corporate),
202-343-0232 or 202-566~1935, (cot a
toll-free number).

SUPPLEMENTARY INFORMATION: The
subject of the pubhic heanng is proposed

“regulations under sectiony 95). 954. 964,

1248, and 65046 of the Internal Revenus
Code of 1986, The proposed regulations
appear elsewhere in tus issue of the
Federal Register.

The rules of § 601.607{a)(3) of the -
“Statement of Procedural Ruies™ (28
CFR part 601) shall apply with respect 1o
the public hearing. Persons who have
submitied written comments within the
time prescribed in the notice of ~ .
propased rulemaking and who alse ~ -
desire (o present cral comments at the
hearing on the proposed regulations
should submit not later than Monday,
June 10,1991, an outline of the oral
comments/testimony 1o be presented at
the hearing and the time they wish to _ ..
devote to each yubject.

Each speaker (or group of speakers
reptesenting a single entity) wiil be
hruated 10 10 minutes for an oral
preseniation exclusive of the time
consumed by the queshiony from the
panel [or the governmern’ and answers
to these quesuons.

Because of controlled access
restnctions. altendees cannot be
permitted beyonc 1he lobby of the
internal Revenue Building urhl 945 2 m.

An agenda showing the scheduling of
the speakers will be made 3%:ier outlines
are received from the persons tesulying.
Copies of the sgenda will be availacle
[free of charge at the heanng.

By direchron of the Commissionet of
“Intémnal Revenue.

"+ Dale B. Goode,

Federal Register Livison Officer. Assesiant
Chief Counsel [Corporate).

[FR Doc 718694 Filed 4-15-31: 8.45 am}
BRLIMG COOE 30-01-4



