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The collection of information in these
ptoposad regulations is in §§ 1.563-3,
1.898-3 and 1.898—4. The Intarnal
- Revenue Service requires this
information to verify cathance with
section 898 of the Internal Revenue ~
. Coda. The respandents will ba certain
United States shareholders of spamh'ed :

 foreign corporations. .

The estimates are an épp}oximation of
the aversge time expected to be

. necessary for a collection of *

information. They are based on

information as is available to the .

Internat Reveoue Service. Individual

respondents may require greater or

lesser time, depending on their

par cular circumstances, -

" Estimated totol annual repomng -

burden: 600 hours. -

- Estimated burden perr: pbndent

varies from 5 hours to 1.5 hour, *

~ depending on individual circumstances,

" with en estimat.d averags of 1 hour,. - -
Estimated number of respondenfs

600.

" . Estimated frequency of responses: . -

Once’ every thres )ears

_B.Bu:igronnd ' ‘-
e %Th:sdocmnmtcontainspm

latorigAinder. soctionsm—l'&z%

(Code} Sections 1.898~1 through 1.898-
-4 are proposed.to be effective for taxablé
years of specified foreign corporations..-

. beginning afer July 10, 1989, However,
§§ 1.898-3(a){4) [regarding situations in
which inconsistent majority U.S.* =%
shareholder years exist) and 1. 398-
‘3(a)(5Uili) (fegarding situations in - _
which additional testing days ara .
required) are proposed to be affect.we tor
taxable years E?é inning after [Insert Date
120 Days ARer Daté of Publication of -
Final Regulations in the Federal

. Register], and section 1.898-4(b) is -
proposed to be sffective for changesin -

" the required year of a specified forelgn

corpotation subsequent to its first ~
- .taxable year begmmng a&er }uly 10,

T 1989,

C.Expla.nanonoﬂ’mvm - .I -
Introdu.tion -
Section 7401(a) of the Ommbus

Budget R.-onciliation Act of 1988, Puh. .

L. No. 10’ ~239, 103 Stat. 2106 {“the-

 Act™), adcad section 898 1o the Code.” -

The purpose of section 898 is to.
sliminste the deferml of income and,
thereiore, the understatement in :
income, by United States shareholdm
of certain controlled foreign |
corporations and foreign’ personal
holding companies, referred todin the -
statute as specified forelgn corporations. .
Defetral resuits when certain income

' Sectxpn 1. 898—1

-specified foreign

R, -

"'”a-md do-not ﬁubaiveap;'hduaipr deemed

_ Paragra

eamed by these corporations is subwct
to United States income tax in a taxable
year of the United States shareholder

subsequent to the taxable year during

which it was eamned. The alimination of
deferral is accomplished by requiring a
specified foreign corporation to conform
its taxable your to the requmad year,

- which is generaliy the mejority U.S,

shareholder year, for taxable yearsof ~
}:{ec; ified foreign corporauons beginnlng
or July 10,1989, *-

- Section 1.898-1 pmvidas tha genml
rule that, for purposes of the Internal
Ravenue Code, the taxable year of any-
corporation shall be
the requived year determinad under
section 898 {c} and §1.898-3.In - -

‘addition, § 1.898-1(b) sets-forth the -

effective dates of tha mgulatioas undar
section 898.

The regulations at Famgruph {o}-
exempt certain specified foreign -
corporations from section 898 in three

. circumgtances: First, a specified foreign

ration is exempt from section 898 -
ong as its Uniled States shareholders

do not have any amount includible in
gross income pursuant te section 951(a)

" “and 898 of the Internal Revariug Cods i~ distributions attributable to amounts =

described in section 553 with res
that corporation. Onica any Unit

to

.. States shareholder has such amounts.

howa;:rd m;\ 898 appliés tothe' ™ d.
'corporation. Second, a
speciﬁed foreiga corporation thatisa -
foreign insutance company and elacts to
be treated as & domestic corporation
pursuant to section 953(d) is exempt
From section 898, Likewise, a speciﬁed
foreign corporation described in section
1504{d) for which an election has beon
made to treat it as a domestic -
corporation is exempt from section 898. -

Section 1.898-2 .
Saction 1.398-2(a) defines speczﬁed ’

&mngn corporation. Generally.

tion is doﬁnod -

pocified foreign
to mclude controlled foreign - . -
corporations and foreign personal

holding companies. However; speciﬁad
foreign corporations include only those
controlled foreign corporations and
foreign personal ho!dmg companies thal
meot certsin ownership raquirements.-
{B)1) and (b2} set forth thQ
ownership requirements of a specified
foreign ration arid paragraph (b){3).

’ deﬁnas United States shareholder for-

purposes of thess rules. Paragraph {c)
provides a special rule for forelgn
personal holding companies that are
specified foreign rations. - .
Thers is an inconsistency in the -
legislative history of section 98  ~

betwesn the Senate Print and the
Conferenca Repoit. The conference

. agreement ganerally follows the Senate

amendment, but misstates the Senate
amnendment in reporting that saction
898 applies only to a controlled foreign
corporation or foreign personal holding
company, more than 50 percent of the
total voting power or velus of the 1J.5.-
owned stock of which is treated as
owned by a United States shareholder,
and that section 898 takss into accouit
only the taxable years of those United
States shareholders (and certain related’
persors) in distermining the majority
U.S. sharsholder year. The words *'1).5.-
owned'” did not appear in the Senate
amendment, which is the version of the
bill thai Congress enacted and which'
agubhc law. Accordingly.,
specified foreign corporations include
controlled foreign corporations and
foreign personal holding companies in

- which a United States shareholder owns

%3?.

‘classes of stock of the co >

{or is considered to own} miore than 50°
percent of the voting power of all

ration
entitlod td vote, or more 50 percent
of the total value of all classes of slor.k
ofthe corpnrauun i

t -m- -;

*™ Yettion 1. 893-3(3)(1] prnvid&s thc w

- general rule that the required ymrof a

specified foreign corporation means the- - :

maijority U.S. shareholder year.. .. . -._-'_-'

Paragraph {a}(2) provides lha: a- . 1

specified foreign corporation that is a
controiled foreign corporation may -

. elect, in lisu of the required year, a

taxable year beginning one month
earlier than the majority U.S.
shareholder year. Paragraph (a)(3)
defines majority U.S. shareholder year,
and paragraph (a}(4) provides rules for
situations in which mora than ona
majority U.5. shareholder year exists,
Paragraph.{a}{5} defines testing days = -
which are the days on which 2 spucified
foreign corpurstion must determine
whethex it is using the year.

required
: Pangmph b} provides special rules for

foraign personal holding companies that
are specified foreign corporations.

Section 1.898—4

Section 1.898—4 Erm'ldes special rules
- applicable to specified foreign = -
corporations. Paragraph {a) sets forth
rules forchangu to the required year of
a specified foreign corporation for its -~ .
first taxable year beginning after july 10,
1989 and parsgraph (b] provides rules

,E“ in the required year of &
spodﬁ foreign corporetion during a
taxable year subsequent to its first
taxable yeor beginning afRter July 10,
1989. °
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Paragraph {c] provides rules fo:
situations in which s specified foreign
corporation maintains a foreign taxable
year (for purposes of computing income
tax liabilities due a foreign country} that
is differant from its required year,
including rules relating to the
computation of income and earnings
and profits of the corporation and rules
for the situation in which the U.S.
majority shareholder year is 4 52-53-
week taxable year and the specified
foreign corporation’s taxable year is nat,
or in which the specified foreign
corporation's laxable year is a §2-53-
woek taxable year and the 1.5, majority
shareholder year is not.

A foreign income lax accrues only
. when the liability for it is fixed and the
amount of the liability can be .
determined. This avent generally occu
at the end of the foreign taxable year
with respect to a foreign income tax that
is imposed on that year's income.
Consequently, with the enactment of
section B98, a mismatch may arise
between the income that comprises a
subpart F or foreign personal holding
company inclusion and the creditable
foreign taxes related to the inclusion

when the foreign taxabla year of a -
..specified foreign corporation ends-later; -

than the corporation’s United States
taxable year. . ’ |
.Adherencs to tha foreign tax accrual |
rule in the context of section 898 may .

. result in income being taxed under
subpart F without the associated foreign
income taxes being available as a credit
under section 960. While we considered
several options to address the effect of
the {oreign tax acerual rule in this
context, we believe that adherence to
the foreign tax accrual rule is justified
for several reasons. First, unlike section
338 (i}, there is no direct authority in
section 893 to modify the nele. Second,
rules that require the pooling of post-
1986 undistributed eamings and foreign
taxes mitigate the effect of the foreign
tax accrual rule. Third, determining the
foreign taxes on a specified foreign -.
corporation's taxable income prior ta
the end of the foreign taxable year may

- not be possible, especially where that -
foreign taxable year has not ended by

the filing date of the applicable U.S. tax

return, - .
Accordingly, modifying the foreign
tax accrual rule for specified foreign -
corporations that have foreign taxable
years which differ from their required
year would result in speculative foreign
tax accruals, necessilating a corrective
mechanism, and would result in a set of
highly compiex rules which would be
difficult to administer. Such an
approach would place additioral
pressure on the foreign tax credit rules,

in particular, on the section 905(c} rules.
Finally, the potential mismatch
resulling from adherence to the foreign
tax accrual rule is mitigated by the rule,
discussed below, that applies to the first
taxable ysar after section 898 was
enacted and thal spreads over four
taxable years the recognition of certain
income otherwise required to be
recognizad in one year as a result of
section 898. = 3
Secticn 1.898—4{d) provides rules to
implement section 7401{d}{2}{C) of the
Act. Thet section of the Act provides
that if, because of the change in taxable
year, any United States person would be
required to include in gross income for
its taxable year amounts attributabls to
two taxable years of the specified
foreign corporation, the amount of
income reported for the short taxable
year of the specified foreign corporation
shall be included in the United States

person’s gross income ratably over its * .

next four taxable years beginning with
its taxable year in which amounts
attributable to two taxable years of the
specified foreign corporation would
have been included.

The foregoing four-year rule applies
only when a Unitéd States person ;

- would otherwise ba required lo‘ihéh:ti{ef '

deemed distributions of income from
more than one taxable year of the .
specified foreign corporation in any one
of its own taxable years, and only if the-
short taxable year of the specified .
foreign corporation was its first taxable
year beginning after July 10, 1939.If a
specified foreign corporation that
changed its taxable year in accordance
with section 898 derived subpari F
incoma in its first taxable year, but not
in its second (short) taxable year, which
ended within the one taxable year of the
United States person, then the ratable
four-year inclusion would not be
applicable. Finally, any Uniled States
person who would otherwise be subject
to the four-year rule may not waive that
rule and accelerata an income inclusion
due to the application of section 898.

Section 1.563-3

Section 7401(b)(1) of the Act amended
section 563 of the Code by adding a new
subsection {c) which generally requires
that, in determining the dividends paid-
deduction for purposes of the foreign
personal holding company provisions of
the Code. a dividend paid after the close
of any taxable year, and on or before the
15th day of the third month following
the close of thal taxable year, will be
considered as paid during that taxable
year 10 Whe extent the foreign personal
holding company designates the
dividend s being taken into account
under section 563(c). Section 1.563-3

provides rules to implement section
7401(b)(1}.

D. Speciai Analyses

It has been detarmined that these
rules are not major rules as defined in
Exscutive Order 12291. Therefore, a
Regulatory Impact Anelysis is not
required. It has also been determined
that section 553(b) of the Administrative
Procedure Act (5 U.S.C. chapter 5) and
the Regulatory Flexibility Act {5 U.S.C.
chapter 6) do not apply to these
regulations, and therefore, an initial
Regulatory Flexibility Analysis is not
required. Pursuant to section 7803(f) of
the Intenal Revenue Code, these
regulations will be submitted to the
Chief Counse! for Advocacy of the Small
Business Administration for comment
on the impact of the rules on small
business.

E. Comments and Requests for a Public
Hearing

Before adopting these regulations,
consideration will be given to any
written comments that are submitted
(preferably a signed original and eight

. copies) to the Internal Revenue Service. .

All comments will be available for; , -

f;"Eubliitf inspection and copying, A-public”
earing will be held upon written .

- request by any person who submits
timetly written comments on the
proposed rules. Notice of the time, place .
and date for the hearing wili be
published in the Federal Register.

F. DraRing Information

The principal author of this regulation
is Bill Lundeen of the Office of
Associate Chief Counssl (Intemnational},
within the Office of Chief Counsel,
Internal Revenue Service. Other
personnel from the Internal Revenue
Service and Treasury Department
participated in developing the
regulations.
List of Subjects

§§1.441-1 Through 1.444-3T
Accounting, Income Taxes, Reporting
and recordkeeping requirements.
§§1.561-1 Through 1.565-6
Income taxes, Reporting and
recordkeeping requirements.
§§ 1.891-1 Through 1.907(fI-1A

Aliens, Foreign investments in United
States, Income Taxes, Reporting and
recordkeeping requirements, United
States investments abroad.

Proposed Amendments lo the
Regulations .

Accordingly, 26 CFR part 1 is
proposed to be amended as follows;
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" adding P
* paragraphs (aX1), (bl(:!} and{c)(ﬁi 10 '
ollows: -
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PART 1—INCOME TAX; TAXABLE
YEARS BEGINNING AFVER
DECEMBER 31, 1953

Paragraph 1. The author ejr citation
for 26 CFR part 1 s amended by adding
the following citations: '

Authority: 26 U.S.C. 7305'. . 'Soctions
1.898-1 through 1.898-4 slso umedundsr -
26U5C. 898 * *

Par. 2, Section 1. 441—1‘1' is amendsd
by adding pamgraph [b}[l)[n]m to read .
as follows: .

§1.441-1T7 Period for computation of
taxabie income (lsmporuy}. .

[‘b) e

{l; " . T

[ll) * " '

{D) In the case of any mntrolled ol
foreign tion of foreign perso
hold.mgmy thatis s spegieﬁod .
foreign corparation, within the meaning
of section 898 and § 1.808-2, the
applicabla rules are contained in section
898 and the regulations under that
section..

- . L - |

:Par, 3, Section:1.442-1 ls amended by:  The designatic
._'oﬂ_h “&i uﬁ Aty

amtaumtuthoend’of

readaaf

51442-1 mdmm
peariod. )

[a} * w4

(1) * * * Porspecial rules mlaling to
controtled foreign corporations and -
foreign persanal holding companies that.
are specified foreign corporations,
within the meaning of saction 898 and
§1.898-2, see section 898 and the :
regulations under that section.

L. * -

{b, * & w -

(3= * *For specml rules relating to
cantrollad foreign corporations
foreign pe holding companies that

e specified foreign corporations,

!

o il e

 within the mesning of section 898 and
§ 1.898-2, soe section 898 and the .
regulations under that section,

(C) * a %

{5)* * * For special rules relating to .
controlled f corporstions and
foreign personal holding companies that
are specified foreign corporations,
within the meaning of section 898-and.

§ 1.8uR8-2, see section 898 and the
regulations under that section.

L [ ] - L 3
Par. 4. Section 1.442-2T is ameaded
by adding paragraph {a](9} o read as

follows:

§ 144227 Spacial imitations on cenain
changes of annual actounting pariod
(Temporary).

(al L ] x M.

(9) Any spac:ﬁod l’ore:gn corporation,
within the meaning of section 898 and

'§1.898-2, that is required'to change its -
" taxable ysar to the required year under

section 898 and the regulations under
that section.

" Par. 51 Section 1.563-3 is
redesignated as § 1.563-4 aod new
§1.563-3 is added to read as follows:

§1.563-3 Foreign parsonal holding
company tex; Procedurs for designetion of
& dividend aa being taken into wcouut
under section 562{(c). -

In determining the deducﬁon for
dividends paid under section 561,8
foreign personal holding company may

.designats & dividend paid after the close.

of any taxable year beginning after July .
10, 1989, and on or before the 15th day'
of the third month following the close
of that taxable year, 8s being {aken Into
account under section 563(c) and this
section by making the desigriation on an
attachment to Schadule N of Form 5471.

ﬂ“.;

indicating the extent to which the

- distribution is being taken into awount
" under section 563(c .
information uirad by Form 5471 and ™ .

, and any other *

the instmcﬁons to that form. The _ .
designation must be signed and dated
by a duly authorized orate officar of
the foreign personal holding company.
If a foreign personal holding company
took & dividend paid into account under
section $63{c) for any taxable year
beginning after July 10, 1989, and .
ending prior to [Insert date that is 120
days after date of publication of Final -
tions in the Fnderl.l Register] but
di aot follow the procedures sat forth
in this ph, then a designation on
an attachment tn Schedule N of Form

. 5471 setting forth the information
- required above should be signedina -

manmer set forth above and attachod to-

the Erst Formn 5471 and, if applica

Form 1120F; 1o be filed after {insert dato

thet is 120 days after dals of publicstion

of Final Rngufahons in the Federal

Registor.] '
Par, 8. Soctions1.858-0

1.898-4 are added under the heading

"““miscellaneous pmvisions" to read as

follows:

T §1.898-0 Om:llﬂcofregulallonslot

secton 8IS,

This section lists the major
paragmephs contained in §§1.888-1 -
through 1.898-4.

g sal ok he daing

§1.598-f Taxable year of certaln foreign

corporations.

() In gonoral.

(b) Effective dates.

(c) Exceptions to section 898.

{1) Specified forelga corporations with ao

section 951(a) or forelgn personal -
holding company lncomse. |

- {2} Elections to be trasted as domestic

corporations.

§%.898-2 Definition of spoclﬁed foreign
corporation,

(a) In goneral.
(b} Owunership requirsments.
(1) 1o genemi
{2) Ownarship by attribution. .
(3) Definition of United States sharsholder.
(i} In geporal.
{i1) Certain captive Insurance companles.
(iii) Foreign personal holding companies.
{4) Nlustrations.
{c} Special ruls for foreign personal holding
companijes that ar not conuolled foreign
* corporations.
(1) in general
{Z) Nlustrations..

§1.858-3 Determining the requived year.

(a) Controiled foreign.corporations.
(1) In general.
{2) One-month deferral election.

(3) Majority U.S.xhuuholdmyaar. ’
. (lllnsenerl.l. i i
if) Passthrough sptities.  o&. 0 e vretic 20e
*=(41mum¥ﬂwty&“§*mm& RPN
-(i}in neul. '

{i1) Fo-nnuh for dotonmnmg leasi aggregale
-defercal -

(iii) Mustrations. 4 -
[i\g Prucedural requirements and sﬁscﬂvu
ate. .
(5) Testing dayx.
{i}in geeral. ..
(ii) Illustration.
{§ii) Additional testing day:.
{iv} Hlustrstion.
{¥) Antl-abuse rule,
(b} Foreign parsonal holding mmpamu.
(1) In genacal
- (2] Dhe-month defarral slection not
available,
(3) Testing days:

§1.896-4 Specislrules. .
(a!(:hmauintbamqumdmo!upodﬁed
m-poration

for itz ficst toable -
yur inning after juiy 10, 19849,
1}In
{2) Procadure ﬁ:r a sped!ied {oveign

corporation 1o conform to the required

year for the first taxable year beginning
after July 10, 1989.

(i) Na section 898{c}{1XB) election.
(H) With section 898 (cX1X8) slection
:nmml.

corporation subseq ‘tg Girst taxable-
yeoar beginning after July J. 1989. .

(1) In general.

(2) Procadunforthncbmg&totm

T v vl yours subamusa



TRt pre 2. .Joreign corporation js not required
= 1:%&%&?&:‘% o m“i';';:"f confort its taXable year to the equirsd;  .section, on each testing day, more

-

~ {1} In ganeral.
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10 its first taxable year beginning after
July 10. 1989.

{1} Different majority U.S. shareholder year.

. [} Election undar section §98[c)(1)(B).

(i) Procedure for prior years.

tiv) Making a second election under
section 898{c){1MB).

{v) Procedure for obtaining the consent of

the Commissioner to change the required

year of specified foreign corporations.
}3) Short perod.
(i) 1n general.
{ii} Mlustrations.

(4] Conforming changes in the majority -
U.S. shareholder year, -
[c} Nonconforming foreign and United States

taxable years of & specified foreign - -
cofporation. . .

(2) Computation of income and earnings
aid profits of s specified foreign
corporation. 7

(i} Separate books of sccount.

{ii) Income and earnings and profits
computation in lieu of separate books.

(iii) Hustration. - .

(3] 52-53-week taxable year,

{i) In general.

{ii} Majority United States shareholder
with 52-53-week taxable year.

{1ii) Specified foreign corporation with a
52-53-week taxable year, L

~(iv) Iustrations. -

. [4) Certain captive insurance companies-..-

-connected with the conduct of a United
States trade or business,

_{d) Four-year income spread. L.
§1.898-1 Taxable yesr of certain foraign

(a) In general. Pursuant to section
898(a), the taxable year of a specified
foreign corporaticn is the required year,
The required year is generally the
majority U.S. shareholder year. These
regulations define specified foreign
corporation and United States
shareholder, for purposes of these rules,
at §1.898-2 (a) and (b){3), respectively.
The ownership requirements of a

specified foreign corporation, which are-

a part of the definition of specified
foreign corporation, are set forth at
§1.888~7"0) {1} and (2). A special rule
for determining whether a foreign .
corporation that meets the ownership
requirements of & foreign personal
holding company is a specified foreign
corporation as located at § 1.898—-2 {c)..
Section 1.898-3 sets forth the rules for

"the detarmination of the required year,:

including rules by which a specified .-
foreign corporation that is a controlled
foreign corporation may slect a taxable
year beginning one month sarlier than
the mejority U.S. shareholder year.
Section 1.898—4 sets forth special rules
including rules at paragraphs (a) and (b}
of that section on changes in the )
required year, rules at paragraph {¢) of
that section covering situations where

the required year under section 898 is
differsnt from the specified foreign
corporation’s foreign taxable year (the
taxable year for purposes of computing
income tax liabifiﬁas due a foreign
country), and rules at paragraph (d) of
that section regarding the four-year
spread of certajn income. - - |
(b} Effective daies. Sections 1.898—1 -
through 1.898—4 are effective for taxable
ears of specified foreign corporations
inning after July 10, 1989. Howaver,
§9 1.898-3(a}(4} (regarding situations in
which inconsistent majority U.S.
shareholder years exist} and 1.898—
3{a}{5)(iii} (regarding situations in
which additional testing days are. ..

" required) are affective for taxable years -

beginning after [Insert Date 120 Days
After Date of Publication of Final. -
Regui ations in the Federal Register],
and section 1.898-4(b) is effective for
changes in the required yoarofa .-
specified foreign corperation
subsecuent to its first taxabla year
beFinning after July 10, 1989,

c) Exceptions to section 898—(1) . o

Specified for ‘gn corporutions with no
section 951{c] or foreign personal
holding company income. A specified
tion is not requires
year so long as its United States . .
sharsholders do riot have any amount

actual or deemed distributions’
attributable to emounts described in
section 553 with respect to that .
corporation. Once any United States
shareholder of that specified foreign
corporation has any amount includible
in gross income pursuant to section

951(a) or receives any actusl or deemed

distributions attributable to amounts
described in section 553 with respact to
thst corporation, then the specified
foreign corporation must comply with
section 898 and §6 1.898-3 and 1.898~
4 beginning with its first taxable year

subsequent to the taxable yearto which _ .

. O 15! N - I
(iii) Section-554 for determining stock
ownership of a foreign personal bolding -

that sharekolder’s income is -

attributable. Once the specified foreign .

corporation is required to conform its -
taxable year to the ired year, the
fact that the shareholders of tha :
corporation cease to have any such
amount includible in gross income

is not relevant. Section 398 continues to

cpply. - :

&]yb‘fecu'ans to be treated as domestic
corporations. A foreign corporation that
is a foreign insurance cormpany and that
elacts 10 be treated as a domestic

corporation pursuant ta section 953(d}

is treated as a domestic corparation for
all purposes of the Code and, thus, is -
not subject to section §98. Likewise, a

-all classes of stock of the foreign. .

includible in gross incame pursuant to,
section 951(a) and do not recéive any . -

foreign corporation organized under the
laws of a contiguous fareign country
and described in section 1504[d) is nol
subject to section 898 if the foreign
corporation is treated as a domestic
corporation in accordance with section
1504(d). -

§1.898-2 Deflnition of spectiied forsign .
corporation,

{a) In general. For purposes of section

898 end §§ 1.898-1 through 1.8984, a
spacified foreign corporation means any
foreign corporation with respect to
which the ownership requirements of
soction 898(b){2) and paragraph {b}) of
this section are met and which either is
treated as a controlled foreign
corporation for any purpose under

"~ sections 951 through 964 of the Code

(including sections 957(a}, 957(b) and
953(c]}), or is a forelgn personal halding
company, as défined in section 552. |
{b) Ownership requirements—1) In -
general. The awnarship requirements of
saction 898(b}(2) and this paragraph
{bJ(1) are met with resgmcl to any foreign
corporalion if a United States
sharehalder owns, or is considered to
own by applying the attribution rules

10+ set forth in paragraph (b)(2) of this. .55
Y

50 percent of the total voting power ofy'-

corporation eatitled to vote, or more. -,

than 50 percent of the total value ofall
- classes of stock of the foreign

corporation.” -

{2) Ownership by attribution. For
purpaoses of section 898{(b}(2}{A) and
paragraph {b}{1) of this section, the rules
contained in the following sections of
the Internal Revenus Coda apply in
determining ownershi
- {i) Section 958 (a) and {b} for
determining direct, indirect, and
constructive stock ownership of a
controlled foreign corporation; .

(ii) Section S51(f) pertaining to the ™
stock of a foreign personal holding
company held through a foreign entity;

company. - - .
(3} Definition of United States
shareholder—{i} In general. For

q

purposes of §§ 1.898-1 through 1.898—4,
pursuant to section 951(a) or section 553 United States sharsholder has the :

meaning given to it by section 951(b).
except that, in the casa of a foreign
corporation having relaied person
insurance income, as defined in section
953(c)(2), & person will be troated as a
Unlted States sharsholder for purposes
of section 898 if that person is trested
as a United States shareholder under

* goction 953(c){1). See section

898(b)(3}A).
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(ii} Certain captive insurance
companies. The determination of
whether certain shareholders are United
States shareholders under section 953
(c){1) end, consequantly, whether the
foreign corporation Is & controlled
foreign corporation for & particular

_ taxable year, depands on the propertion
of related person insurance fncometo '~
total insurance income eartied by the
foreign corporation during the taxable
year. If the related person insurance
income of the foreign corporation is less
than 20 percent of its total insurance
income for the year, then the special
rules of section 953{c) for captive .
insurance compenies will not apply. . -
The determination of whether the ~
related person insurance income of 2"
foreign corporation is less than 20
percent of its total insurance incoms for
a particular laxable year cannot be made
until the end of that year. Consequently,
e foreign corporation that derives

- related person insurance income .
generally wil. not be required to
consider non-10 percent United Statas
shareholders (i.e., persons who are
United States shareholders only because
of the special captive insurance rules} in
determining whether it is a controlled

vl

"determine further whetheritisa . . .- .
. specified foreign corporation and, =~ |
" therefore, subject to section 898, unlass.

the foreign corporation was treated as a

controlled foreign corporation becausa |
of the special captive insurance rules for.
the immediately preceding {axablé.year.
When & foreign corporation is both &
captive insurance company and &
specified foreign corporation, it must
consider all persons who are United

. States shareholders under both sections
- -951(b) and 953(c) in determining its

required year. - - L.

iii) Foreign personal helding -
companies. in the case of any foraign |
personal holding company as defined in -
section 552, which is not also a

specified foreign corporation by reason

{of being 8 controlled foreign corporation
undar section 898{bJ(1}{ A5}, United -
States shareholder means any person
who.i¢ treated as a United States . .
shareholder under section 551(a).. .

{4) Illustrations. The application of .
this paragraph (b) may be illustraced by
the following examples: S

" Exgmple 1. Z 1s & publicly traded United
States corporation that owns all of the
vutstanding stock of FY, a foreign
corporation. FY is not & foreign pervonal -
holding company. FY owns 51 porcant {of
both voting power end valuc) of all of the-
outstanding stock of FX, which is also a
foreign corporation. The romainder of the
stock is owned by an uncelated forelgn

. controlled foreign

corporstion. FY is a controlied foraign
corporation and a specified foreign
corporation. In addition, pursuant o section
@58{a){2). Z is considered to own its
proportionate share (i.e., 51 percent) of tha
stock of FX which is owned by FY. Thus, FX
is nlsb both & controlled foreign corporation
and specified foreign corporation, s defined
in section §98(h} and this section.

- Example 2. 2 Is a Unltad States citizen
who owns 51 percent of the value, but none '
of the voting stock, of FY, u foreign :

- corporation: The remaining 49 parcent of the -
" value of FY, as well as all of FY's voling

stock, is gwned by 2 nonresident alien -
individual who is not related to Z. FY owns .
51 percent [of both voting power and value)
of all of the outstanding stock of FX, which
Is also a foreign corporation. FY isnotas
corporation because it
does not have a United States shareholder
within the meaning of section 951(b)
(although if FY had related person insurance
income it may be & controlled foreign - -
corparation under the rules of section
953{c)). FY was & foreign personal holding
company for ils prior year. FY is a fomeign
personat holding company and a specified

" foreign corporation for the current year for

purposes of section 898 because Z is a United
States sharehoider within the meaning of
section 551(a) who owns 51 perceat of the
total value of the stock of FY. See section
552({a)(2)(B). Under section 551{f). howsver,

.. Example 3. FX has 20 equal shareholders, _

" all of whom ara related United States

"persons. Thus, FX does not qualifyasa
-controtled foreign corporation under the ™ -
" general subpart F rules applicable to T
insurance companies because none of the -
United States persons are United States -
sharebolders. However, if FX eams related
person insutwnce income in a particular
“taxable year, then it will be considered a
controlled foreign corporation for that year,
unless the amount of the related person
insurance income wag Jess than 20 percent of
its total insurance income for that year. If, in
its taxable year ending December 31, 1990,
FX earns rolated person insurance incoma in
an amount that is less than 20 percent of its
total insurance income and, thus,’is not
considered & controlled foreign corpomtion,
thea FX would not be required to determine
its required year on January 1, 1991,
Alternativety, if FX earns related parson
insurance income in its taxable year ending
December 31, 1990, in excess of the 20

" percent de minimis amount and, thus, is

consldersd a controlled forelgn corporation,
'FX would be required to deterntine whother
it Is » specified foreign corporation on

. Janwuary 1, 1991, and in making that

determination, wouid be required to treat all ©
United States persons owning its stock as
“United States shareholders.

{c) Special rule for foreign personal
holding companies that are not
controlled foreign corporations—{1) In
general, A foreign corporation that is
not a controlied foreign corporation for
30 days or more during the current

:  corporation.
the stock of FX owned by FY Is not treated,, -

- foreign Gorporation-on the first day.of % 7as being owned propostionately by Zo.
vothg foreigtcorporaticti's xi'afuhl&%ﬂé?*ﬁocordingly. Fxpiu not subject o section |

taxable year will be required 10
determine whether it is & specified
foreign corporation on any testing day
during the current-year only if the
foreign corporation—

(i} mests the ownership requirements
of section 552{a){2) {ownership
rec1uimv_nants for a foreign personal’

. holding company) for the current
taxable year, ant! ’

{ii} was a foreign personal holding
company for its taxable year .
immediately preceding the current
taxable year, . . o

{2) Iustrations. The application of
this paragraph (c) may be illustrated by
the following examples: .

. Example 1. {i} FX i5 a foreign corporaiton
that uses the calendar year s its taxable year.
For calendar year 1969, its last taxable year
beginning betore the effective date of section
898, FX met the stock ownetship .
requiremsnts of section 552{a}(2) for a foreign
personal holding company. More than 50
percent of the tatal value of all classes of
stock of FX {3 owned by Y, & United States
sharehalder with a taxable year ending June
30. The remaining valus of FX stock, and all
of FX's voling stock, is owned by Z,a
nonresident aliea ndividual who is
unrelated to Y. FX is not a controlled foreign,

" (i) Op'January. 1, 7990 (FX's fret {osting S5 0s ™ -

-7day afie the effoctiva date of section 898), FX®: - * -

examined its gross income for the taxable
year ending Docember 31, 1989, FX met the
-gross incoms requiremsnt of saction 552(a)}{1)
for & foreign poersonal holding compeny for-

"? {hat year, Therefore, under the rules of this 3

paragraph [c}, FX was desmed to be 2 foreign.
personal holding company, for purposes of -
section 898, for the current taxable year
beginning January 1, 1990. Accordingly, FX
was required to determine whether it wasa _
spacifiad foralgn corporation on January 1,
1990. FX was a specified foreign corporation
on that date and, thorefore, was required to
change its taxable year to the required year
ending on June 30.

Exemple 2. Tha facts are the same as in
Exampie 1, with the additional fact that FX
did not meet the gross incoms requirement
for a foreign personal holdieg company for
the short taxable year beginnipg January 1,
19950, and ending June 30, 1990.
Neverthelass, FX will be required to maintaln
a taxable year beginning July 1, 1990, agits
required yeéar under sectipn B93{c).

§1.898-3 Determining the required yoar.
(8) Controfied foreign corporations—
(1) In general. The required yearisthe.
majority 11.S. sharsholder year o
prescribed in section 898 (c}{1)(C) and..
paragraph (a)(3) of this section. If,
however, there are inconsistent majority
U.S. shareholder years, then the
required year is the taxable year g
prescribed in section 898{c)1){A)(i1)
and paragraph {a)(4) of this section. -~
lz)pg)ne—month deferral election. A
specified foreign corporation thatis a
controlled foreign corporation may elect
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under soction 898(c)(1)(B) and & 1.898—
4la){2}(ii) and {b)(2)(i1} of this section a
taxable year beginning one month
earlier tﬁan the majority U.5.
shareholder year. The specified foreign
corporation may revoke this election;
sea § 1.896-4(b}. If the specified foreign
corparation revakes the election, it may
ra-elect the one-month deferral only ifit
follows the procedures set forth in

§ 2.898—4(b}(2} (iv) and {v}. A specified
foreign corporation that is a foreign,
personal holding company, but is nota
controlled foreign corporation, may not
maka this election. Also, this election
may not be made by a specified foreign
corporstion that is a controiled forsign
corporation, but whose required year is
the laxable year prescribed by section
898{c)(1MANii) end paregraph (a}{4)} of
this settion because there are
inconsistent majority U.S. sharcholder
years.

- {3} Majority U.S. shareholder year—{i)
in general. For the purpose of )
determining the required year of a
specified foreign carporation, the
majority U.5. shareholder year under
section 898{cX1KCHi) means the taxable
year (if any) which, on each testing day
as defined in paragraph (a){5) of this

~-.-saction, constitutes the taxable year of a- .

-* United States shareholder described in -
either paragraph {a){3}{i} (A) or (B} of
this section. .

{A) Each United States sharcholders,
as defined in sections 8938(b){3)(A) and
1.858—2(b)(2),that owns more than 50
percent ¢f the voting power of all
classes of stock of the specified foreign

" corporation entitled to vote, or more
than 50 percent of the total value of all
classes of stock of the specified foreign
corporation, aiter application of the
attribution rules of section 896{b)(2)(B).
This shareholder is described in section
898(b){2){A} and is referred to in this
section as a *“more than 50 percent
United States shareholder.”

{B) Each United States shareholder, as-

defined in section 898{b){3}(A} and
§3.898-2[b)(3), that is not a more than
50 percent United States shareholder
and whosa stock was trealed as owned
under section 398(b){2}{B} (the
attribution rules] by a more than 50
percent United States shareholder,

{ii) Possthrough entities. For the
purpose of determining the required
year of & specified foreign corporation,
if each United States shareholder -
described in paragraph (a){3}{il{A) or (B}
of this section is a passthrough entity,
suchasan § corEonm’on. partnership,
trust, or estate, then the majority U.S.
sharsholder year is the taxable year
which, on a testing day, constitutes the
taxable ysar of the passthrough entity’
and nat 1ha taxdble year or years of the

passthrough entity’s shareholdars,
partners, or beneficiaries.

{4) Inconsistent majority U.S.
sharehoider years—(i) In general. There
may exisl more than one majerity U.5.
shareholder year under section
898(cH1M{C)1) and paragraph (3)(3) of
this section becausa the laxabie years of
shareholders described in paragraph
(a)(3)(iMA) or (B} of this section may be
different taxable years. If the majority
U.5, shareholder years are inconsistent,
then the specified lorelgn corporation -
must adopt the taxable year that results
in the least aggregate deferral of income
to all United States shareholders of the
specilied foreign corporation, evan if

-thal taxable year s not a majority U.S."

sharehoider year, See paragraph
{aj{4}(iii), Example 2, of this section. If-
the required year is the taxable year
Erescribod by this paregreph (a}{4)
ecause there are inconsistent majority
U.S. shareholder years, then the one-
month deferral slection under section
898({c}{1){B) and paragraph {a}{2) of this
section is not availabla. N
(ii} Formula for determining least
ageregate deferral. The aggregate
deferral of income for a particular year
is equal to-the sum of the products .-

determined by miltiplying, 'on gach; f‘-::vz?'v

testing day as defined in paregraph
[a)(5) of this section, the numbar of
month{s) of deferral for each United
States shareholder, that are shareholders
on the testing day, that would be
generated by that year end by that
United Stetes shareholder's parcentage
interest in desmed distributions from
the specified foreign corporation. The
United States shareholder's taxable year
that produces the lowest sum when
compared to the cther United States
shareholders’ taxable years is the .
taxable year that results in the jeast

te deférral of income to the
United States shareholders. For
purposes of this section, the number of
months of deferral for a United States
shareholder of a specified foreign
corporation is weasured by the number
of months from the end of the taxable
year of the spacified foreign corporation
to the end of the taxable year of the
United States shareholder, Part of 8-
month is treated as a month. If the
calculation results in more than cne
taxable year qualifying as the taxable
year with the jeast aggregate deferral,
the specified foreign corporation may
select any one of such taxabla years as
its required year. However, if one of
such qualifying texable years is also the
specified foreign corporation’s existing
taxable year, the specified foreign
corporstion must maintain its existing
taxable year.

(iii} HHlustrations. The application of
this paragraph {a)(4) may be illususted
by the following examples:

- Example 1, (i) FX is a faresgn corporation
with two classas of stock, only one of which
Is voting stock. Each class of stock sharos
equally in distributions. FX has 4 June 30
taxable yoar. FX's sharehoiders, A, B and C
ere 1.5, citizens. A owns 45 percent of each
class of stock, B owns 35 percent of each
class of stock, and C owns the remeining 20
percant of aach class of stock. A is B's
grandiather and C is unrelated o A sad B.

A anvd C are calendar ysar taxpayers. B's
taxabla year ends on June 30. Undar sections
958(b)1) and J18(a){I{A). A is considered to
own the stock owned by B. Under section
2898[cHINCHIND, A is a more than 50 percent
United Siates sharaholder and under section
698(c)(1)(CYiKIL), B is s United States
shareholder whose stock is considered to be
Cwited by 4 more than 50 percent United
States shareholder. Accordingly, FX has two
majority U.S. sharcholder years, the calendar
year and the fiscal year ending June 30.
These majority 1.5, shareholder yaars are -
inconsistent. -

{ii) Beginning July 1. 1990, the first day of
FX's first taxable year beginning alter July 10,
1989, FX must conform its taxable year o the
raquiired year by adopting the taxable year
that results in the least wggregate deferral of
incosne, taking into consideration tha taxable
yoar ol gach United Stutes sharsholdes; .70+ -
Including C. The taxable year snding . “w<.
December 31 producas .35x6 (B's percantage -
shere of distributions framm FX multiplisd by
the number of months of deferra if December
31 is the required year), or a product of 2.1.
The taxable ysar ending June 30 produces ¢
f.45x6] plus 1.20x61 (A snd C's percentaga
shares of distributions from FX muitiptied by
the number of months of deferral If june 30 -
is the required year): or a product of 3.9,
Accordingly, the taxable year ending
December 31 i the required year. However,
if C's year end were also Juna 30, o¢ if only
the nonvoling stock shared in distributions
and B ownaed all of the nonvoting stock, then
the 1axable ycar ending June 30 would ’
produce the least aggregate deferral of
income, and would be the required year.

Exampie 2. (i} LX iz a calendar year foreign
corporation with ona class of stock. LX's
shareholders, A, B and C are U.S. citizens. A
Is B's grandfather and C is unrelated to Aand
B. A owns 10 percent of LX's stock and has
o taxable year ending June 30. B owns 45
percent of LX's stock and has a taxable year
ending March 31. C owns the remaining 45
percent of LX and has a September 30 taxable
year, Under sections 358(b){1] and
118{a}{1XA), A is considered to own the
stock owned bty B. Under section
898(c)1 )G, A is a more thae S0 percent
United States shareholder and under section
898(c)IUCHIMN), B is a United States
sharaholder whosa stock is considered to be
owned by 3 more than 50 percent United
States sharsholder. Accordingly, LX has two
inconsistent maejocity U.S. sharsholder years,
the fiscal year ending June 30 and the fiscal
year ending March 31.

(ii) Beginning January 1, 19990, the first day
of LX's first laxable year beginning after July
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10. 1988, LX musl conform its taxabla year

to the required year by adogting the taxable
year that results in the least aggregate deferral
of income. taking lnto cons!deratlon the
taxable year of each United States
sharcholder, The taxabie year ending June 30
produces {.45x3) plug (45x8) (Band C's,
respective percentage shares of distributions
multiplied by the pumber of monthsof . -

deferral), or a product of 5.4. The taxable year

ending March 31 producas [.1x9] pius {.45x6]

{A and C's percentage shares of distributions -

multlplied by the number of monthsof ~ -
deferral), ot 8 product of 3.6, The taxable ysar

‘ending September 30 produces [ 1x3] plus: - -

1.45x6] {A and B"s percentage shares of
months of deferral), or & product of 3.0, [

year.. .

{iv) Procedural requiremeritsand. “-
effective date. This paragraph {a)(4) is
effective for laxable years begiunaing
after [Insert Date 120 Days After Date of
Publication of Final Regulations in the’
Fthederal Register), In ul:rdar to sho;: [tl'i?t

e requirements of this paragraph (a)(4)
are satisfied, a stalembnt setling%orth
the comgulations required to establish

le year that results in the least

ate deferral of income to the

UNDER:
§1.808-3(a}(4).” L o :

- (5) Testing days—{i} In general. A i~
spacified foreign corporation must
identify its majority U:S. shareholder
year(s), if any, for the purpose of

- determining its required year. The

specified foreign corporation must
determine its majority U.S. sharsholder
year on each testing day. In general, the
testing day is the first day of the
specified foreign corporation’s taxable
year for U.S. tax purposes, determined
without regard to section 898. See
section BOB{c)(1){C(if). .
{ii) fflustration. The application of
paragraph {a)(5){i) of this seciion may be
illustrated by the following example:

Example. FX is a foreign corparation that,
prior to the effectiva date of section 808, ussd
the calendar ysar as its taxable year. Thus, oo
January 1, 1990, the first day. of FX's first
taxable year beginning after July 10, 1989, FX
determined whether it was a
foreign corporation and, thus, required to _
change its taxable year to the required year
under section 898(c). Based on this test, FX
changed to a taxable year snding on June 30
{because FX was a specified foreign
corperaticn and its majosity U.S. shareholder
year ends on Juna 30). Accordingly, FX had
a short pariod taxable year for the period
beginning January 1, 1890, and endiag June
30, 1990. On July 1, 1990, the first day of its
new taxable year, FX again tested to

. distributions multiplied by the number of - - | 1 ) .
" substantial changs in the United States

- Acrordingly, September 30 is the mqu].re_ql- . _.' -

- _-isas

T

" taxable year snding on April 30.
- Consequently, on May 1, 1994, FX

determlne whether it was using the required
yoat.

{iii) Additional testing days. For
taxable years of specified foreign
corporations beginning after [Insert date
that is 120 days after final regulations
are published in the Federal Register},
a specified foreign corporation must
detarmine its majority U.S. shareholder
year on each day, since the most recent
testing day described in paragraph -

‘(a}5)Qi) of this section, on which &

substantial change occurs In the United:
States ownership of the stock of the -
specified foreign caorporation. A

ownership of the stock of a specified
foreign corporation is a change that  ~
results in a new more than 50 percent

- Unitad States sharsholder of the foreign
- Co

ration. -
(iv} Hustration. The application of
arsgraph (a}(5)iii] of this section may
illustrated by the following example:

Example. FX is s controlled foreign -
corporation with one class of stock and a
taxabls year ending on Juns 30. Y, the
mzjority United States shareholder of FX,
owns 51 percent of the stock of FIL Y also
has a taxabie yesr ending June 30, Thus, FX
fisd foreign corporation subject o, -
"898, On Mn;t‘l:dsm;:x,_so“uzq.i;q{ﬁ}:—'

percent of the stock in FX 16 Z, an'unrelite

-United States corporstion that owned 417 °
indicats the following at the-top of page ~ -Perceat of the stock of FX before the sale. 2 -

obtatned, tharefore, a sufficisnt amount of FX ~
stock ta qualify as'a “more than 50 nt -
United States shareholder” of FX. Z has a

determined that its naw required ysar wasa
taxabls year anding April 30. FX has &
taxable year suding June 30,1994, and a
short taxable year beginning July 1, 1994, and
ending April 30, 1995. See § 1.598-4 (bi{3).

{v)} Anti-abuse rule. The district
director may require the use of » testing
day other than that identified in
pamgraﬁh {(a}{5){i) oz (iii) of this section
that will reflect more accurately the
ownership of the specifisd foreign
corporation and thereby the aggregate
defarral of income to the United States
sharehoiders of the specified foreign
corporation where the United States -
shareholders engage in a transaction (or
transactions) that has as its principal
P the avoidance of the principles
of this section. Thus, the anti-abuse rule
of the preceding sentence would apply,
for example, when there is a transter of
an interast in a specified {orsign
corporation thet results in & temporary -
transfer of that interest principally for
the purpose of qualifying for a specific
laxaila year under the principles of this
section. .

(b) Foreign personal holding
companies—(1) In general. The required
ysar is the majority U.S. sharehalder

5 N(2) Provedurs for a specified forelgn . " -
corporution té conform to the required -
-_year for-the first taxable year beginning

year prescribed by section B38(c){1)(A)
and paragraph (2){3) of this sectlon. If,
howevar, there are inconsistent majority
U.S. shareholder years. then the
required year is the taxable year
determined under the provisfons of
paragraph {a){4) of this section.

{2) One-month deferral election not
available. A specified foreign
cotporation that is a foreign personal
holdinﬁ company, but is not a
coatrolled foreign corporation, mey not
maka the one-month deferral slection of
paragraph (a){2) of this section. .

(3) Testing days. See paragraph (aj(5)

- of this section.

§1.898-4 Specialrules.

{a) Changes in the required yearof a
specified foreign corporation for its first
taxable year beginning after July 10,
1989—(1) In general. A specified foreign
carporation must conform its taxable
year to the required year as defined in
section 898(c) for taxable years )
beginning after July 10, 1989. In
addition, section 898(c){1}(B) permits a
specified foreign corporation that is a
controlled foreign corporation to elect a-
taxable IE::I beginning ona month
earlier the majority U.S.. .- - .
‘sharahiolder year: ie . 1.0y dt

AT T !

after July 10, 1989—{i) No section
898(cK1)(B} election. If no election .
under section 898(c}(1)(B) can be made

"because the specified foreign

corporation is a foreign personal
holding company, or no election is
being made for a specified foreign
corporation that is a controlled foreign
corporation, but the specified foreign
corporation is changing its first taxable
year beginning after July 10, 1989, to
conform to the required year, then .
unless the instructions to the forms

. provide otherwisa, the words “Change

in Taxable Year" must be placed in the
upper left hand corner of the first page
of Form 5471 and, if applicable, on
Form 1120F, with respect to the
specified foreign co tion for the
taxable year for which the change is
made. If a specified foreign corporation
is not required to change its taxable
year, then no notation concerning this
fact need appear on Form 5471 and, if
applicabls, on Form 1120F,

ii) With section 898(c}1}(B} election.
Ths election under section 898{c}{1}{B)
may be made for a specified foreign
corporation that is a controlled foreign
corporation for its first taxable year
beginning after July 10, 1989, by
indicating on Form 5471 and, 1
applicable, on Form 1120, that tne
taxable year shown on the form with

i
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respect to the controlled foreign
corporation was detarmined in
accordance with saction B98(c)(1XB).
The following words must be used
unless the instructions to the forms
provide otherwise: . -

(A) If the election involves a change -
in the taxabla year of the controllad -
foreign corporation, the words ““Section
89a(c)}1}(B) Election—Changs in
Taxable Year” must be placed in the
upper left hand comer of the first page
of Form 5471 and, if applicable, on
Form 1120F; and - :

(B} If the election does not invalve a
changs in the taxable year of the
controlled fareign corporation, the .
waords, “Section 898[c){1)(B} Elsction"
must berlacod in the upper lefl hand
comer of the first page oiPFonn 5471
and, if applicable, an Form 1120,

(iii) Filing requirement. 1f & spocified

- foreign corporation changed its required

year for its first tasxmble year beginning
after July 10, 1989, to confarm to the.
requirements of section 898 and

§ 1.898—3 but did not follow the
procedures sat forth in Rev, Proc. 90-26
end this parg li:vh (a)}(2}, a stafoment
must be attached to the first Form 5471

“and, if applicable, Form 1120F, to.be

*"ZAfter Date of Publication of Final /-
lations in the Federal Register] .
indicating that the corporation’s taxable
year was changed to-conform to the
requiremonts of section 898, Ifa
specified foreign corporation bas not
conformed its first taxable year B
beginning afier July 10, 1989, to the
taxable year required by section 898 and
§1.898-3, an amended return with an
amended Form 5471 (or Form 1120F)
must be filed to satisfy the requirements
of section 898, §1.898-3 and this
paragraph {a}{z), ’
(b} Changes in the required year of a
specified foreign corporotion during o
taxable year of a specified foreign

PR

:filed after.[Insert Date That is 120 Dnys‘

. corporation subsequent to its first
" taxable year beginning after July 10,

1989—(1) In general. A specified foreign
corporation must conform its taxabla-
ysar to a different required year should
circumstances arise in which the
required year changes ur:der the rules of
§ 1.898-3, such as when & substantial
changs in ownership of a specified -
foreign corporation results in a new
more than 50 percent Uniled States -
shareholder with a different majority
U.5. shareholder year. The change in
taxable year of a specified foreign

" corpomation made to conform to a

different rettm-ad year shall be treated
as initiated by the taxpayer end as
having been mede with the consent of
the Commissioner, The requirements sm
forth in this paragraph (b) a- effective

for taxsble years subsequent to a
specified foreign corporation’s first
taxable year beginning after July 10,
1989.

. {2} Procedure for the change to g new
required year of a specified foreign
corporation for taxobie years. -
subsequent to its first taxable year
beginning after July 10, 1989—{i) ,
Different majority U.S. shareholder year.
1f the specified foreign corporation is
changing its taxsbie ysar to conform to
a different required year under
paragraph (b)(1) of this section, unless
the instructions to the forms provide.
otherwisa, the words "Change In .
Taxable Year must be placed in tha',
quer jeft band comer of the first page”
of Form 5471 and, if applicable, on
Form 1120F, with respect to ths
specified foreign corporation for the
taxable ysar for which the change is
madse. This parsgraph covers :
terminations of prior elections under
section 898{c}{1}(B} made in
conjunction with that changa,

(i1) Election under section
898(c)1){B). If the epecified foreign
corporation that is & controiled foreign
corporation is changing its texable yoar

., lo conform to a different required year-
~under peragraph {b)of this section and ™ -

Wiy

an eloction nader section 898(c){1)(B) is
mada, the change in taxable year and

the election under section B98{c){1)(B)

. ate lo be noted on Form 5471 and, if -

applicable, on Form 1120F, with

" to that corporstion for the taable year”

for which the change and election are
made. Unless the instructions to the
forms provide otherwise, the words
"*Section 898(c)(1}(B) Election—Chenge
in Taxable Year” musi be placed in the
upper leR hand corner of the first page
of each form. This paragraph covers
terminations of prior elections under
section 898{c)(1)(B) made in
conjunction with that election.

(itl) Procedurs for prior years. If o
specified foreign corporation confarmed
its taxable year to thet required by -
section 898 and § 1.898-3 prior 1o
(Insort Date That is 120 Days After Date
of Publication of Final Regulations in
the Federal Register} but did not follow
the procedureas set forth in this b

h (b)(2}, & stetement must
m to the first Form 5471 and, if -
applicable, Form 1120F, to be filed aRar
linsert Dete That is 120 Days Afer Date
of Publication of Pinal Regulations in
the Federal Register} indicating that the -
corporaticn's taxable year was changed
to conforn te the requirements of
soction 898 and § 1.858-3. If a specified
foreign corporation has not coniormed o
taxable year subsequent to its first
taxable year beginning after July 10,
1989, to the taxable year required by

section 898 and § 1.898-2, en amended
return, with an amended Form 5471 (or
Formn 1120F} must be filed 1o satisfy the
requiremeants of section 893, §1.898-3
and this paragraph (b}(2).

(iv) Making a second election under
section 898{cj(1){B}. Except for an
alection under section 898(c)(1)(B) that
is made in conjunction with & change in
its taxabla year to conform to a different
required year under paragraph [b){2}(ii)
of this section, a specilied foreign
corporation that has elected the one-
month deferral under section
898(c}(1)(B) and subsequently revoked
that eiection shall not be eligible to
meke an election under section -
898{c}(1)(B) for any taxable year before
its fifth taxable year which begins after
the first Laxable year for which the
revocation is effective, unless the
cansent of the Commissioner pursuant
to the procedures set forth in paragraph
(bi2}{v) of this section is obtained.

(v) Procedure for obtaining the
consent of the Commissioner to change
the required year of specified foreign
corporations. In the circumstance . -
described in paragraph (b}(2)(iv) of this
section, & spegEad foreign corporation
musét requdst tha approval
Commissioner for a change in taxable
year by completing and filing Form - -
1128 (Application for Change In :
Accounting Pericd] with tha - -
Commissioner of Internal Revenue, The 1
application may ba filed sither by the
majority United States sharebolder on
behalf of the specified foreign
corporation ot by the specified fareign
corporation, The application must be
filed on or befors the 15th day of the
socoud calendar month following the

. closa of the short period for which a

return is requited to effect the change in
taxable year. Reforence to this regulation
must be made part of tha application by
placing the following statement &t the
top of page one of the application:
“FILED UNDER § 1.898-4." Approval of
s change in taxable year described in
paragraph (b)(2)iv] of this section will
not be grantad unless the taxpayer
agroes to the terms, conditions, and
adjustmenis, &s set forth by the -
Commissianer, under which the change
will be effected, Unless the instructions
to the forms Indicate otherwise, re~ -
slection of section 898(c){1)(B) must be
noted on Form 5471 and, if applicable,
oo Form 1120F, for the taxable year far
which the re-election is rmade. Unless
the instroctions to the forms indicate
otherwise, the words “Re-elocted
Section 898{(c){1}{B} Election—Change
in Taxable Year" must be placed in the
upper left hand comer of the first page
ol each form.

of the:iizd-i " - .



i3) Short period—{i} n penerel. Ay
short period required for 8 specifiad
foreign corporation tc effect the chiange
in taxable year described in paragraph
(b} 1} of this section will begin on the
first day of the specified foreign
corporation’s current taxsble year and .
will end on the last day of the new
required year within which the changs .
in ownership of tha specified fareign
corporation {or other event that
necessitates & change in taxable
occurs. If, hawever; the last day of the ~-
specified foreign corporation’s current
taxable year occurs priorto the last day
of the new required year within which
the change in cwnership of the specified
foreign corporation {or other event
resulting in & new required year) occurs,
then the short period will begin the day -
following the last day of the specified -
foreign corporation’s current (axable -
year and end on the last day of the new
required year 1 to the required
year within which the change in -

‘ovmership of the specified foreign

Lo
T

.

.chan

corporetion {or other event resulting in
2 hew required year) occurred. In no

" shareholders must computa any income

- mwanual accounting period of the
specified foreign corporation which
ends after its required year, the income
{and earnings and profits} ef the
specified foreign corporstion is the
income (and earnings and profits} of
sach month {or quarter} which has

requires the approvel of the -
Commissioner, and must be made in
accordanca with section 442 and the
regulations under that saction, relating
te changss of sanual accounting pariod.
(c) Nonconforming foreign amr United
srm?smbu yeasrs af a specified
foreiga corperetion—(1) In general If & onded within the required year
specified foreign cocporation’s fartign  determined on the besis of interim
taxable yesr (for purposes of computing  actual book closings and computed by a
income lax labilities dve  foreign consisient application of the principles
country} does not conform to the of section 964 and the regulstions under
required yser pursuant to section 898(c} - that section. if the amount of income
and § 1.898-3, then tha United States properly includable in the gross income .
> . h of Untited States shareholders in the
mcl}lmn relanqg to the sgealied preceding taxable yeer is different from
foreign corposation including, bul ot the mmount of income actually included -
limited to, subpert F incosne, increase i by United Statss sharsholders in the
sarnings invesied in United States preceding taxable year, then an
propenty, foreign personal holding adjustment must be made by each

compeny income, and section 864(d} § fFect -
income in accordance with the rules set United Stamn effected by meens

for that precedi
forth in paragraphs [}z and (3) of this  vaableyear. L
section. However, see section 338 and (iii) Hllustration. The application of
tha regulations undpr that section for this paragraph’ (c}(2) may be illustrated

rules applicable to certain domesticand by ke following example:

fosga cocpoaions and e T promple 17X 2 il g

case shall the taxsble yesr of the where an election under thal sectioa is g‘g(‘s an::!z:l muizn:ldm;n Pt;mhg-n mcgmm
specified foreign corporation be in made, X ) yeer, for FC pu . end March 31. FX's
excess of one yeer. (2) Computation of income and . required year Is the calendar year. FX did not

(ii) Mlustrotions. The application of - earnings and profits of a specified . . . . conform its PC toxablo year a tha required . ..
this parsgraph (b}3) may bé Mustrated <L ;formign torporution—{i} Se  b0oks - your: Soparsie books for Uslied Statos tax.;, -~

by the following examiples: > w5 = Sof-account. A specified farefga: ~ T

Exampie 1. FX s a forelgn corporation that
is a specified foveign corporation within the
mreaning of section 898(b1. FX hed been a
calendar year taxpayer. On july 1,199, FX
was p- sed by a United States
shareholder with a September 30 fiscal yoar.
Accordingly, the short period ired Vo
the taxable ysar of FX 10 the required
yoar began on January 1. 1991, tha fivsd day
of FX’s current taxable year, and ended on
September 30, 1991, the last day of the new

. required year within which the changs in -

ownership of FX ocoinred.

Example 2. The facts are the same us In-
Example 1 except that on july 1, 1991, FX
was purchased by & United States
shareholder with & Juna 30 fiscal yoar:- -
Accordingly, the short oeciubad >
change the taxble year of FX to the reqotred
year did nof begin untl Januery 1, 1992, the
day [olb-u&yofﬂ'scm. -
taxable yoar the st day of FX's
current taxabie yout ocCurs prios 1 tha last
day of the new required year within which
th2 changs in ownership occurred. The short
poriod will begin Jasuary 1, 1992, end will
end June 30, 1992, )

{4} Conforming cbam inthe -
majocity U.S. shareholder year. The
roquirements of section 898 and
§§1.898-3 and L8984 may be satisfiad
by a majority Uniled Statas shareholder
of a spe ified foreign corporation
changing its taxable year to conform to
the taxable ysar of the specified foreign
corporation. However, any changa to the
United States shareholder’s taxable year

” forth in paragraph (cJ(2)(ii) of this'~

- pusposes are-nok Z ey
FX's tequired year, Calendar Year 1, will . |
include portions of twa FCannual -~ - -

accounting perfods and FC taxable years.

o+ - [il) For the PC WMarch 31, .

during Calendar Year 1, FX's income (ia LS.

dollars) was 51,000, ali of which was fareign
personal holding compeny incoma. Thia

corporation that has a fureign taxabie
year different from its required year, as -
detezrrainad wnder saction 898{cl daod
§1.898-3, will have portions oftwa ..
foreign anoual accounting perieds in.
each required year. In this case, either . .

separats books of account for the amount was on the basis of FX's
specified foreign corporation based annusl March 31, FC fnancial rey
upan the required year may be adjusted in sccordance with section 954 and

the regulations under that section. Of tha
51,000, it way determined from the annual
financial reports that $350 was eamed during
the moaths ending in Celondar Year 3. For
the period Apctl 1. ducing Calondar Year 1,

. to the end of Calendar Yeet 1, FX's income
was $1.200, determined on the basis of FX's
moothiy loterim FC boolos of sccount.
Accordingly, tha iscome of FX subject to.
inclusion in the gross income of United |
States sharebolders Joc Calandar Year 1, is
$1.550. However, based oa FX's apnual
Mazch 31, Your 2, finencial raports (adjusied
Iy scoordancs with saction 964 and the
reguiations undar that section). FX's income
for the period April 1, duriog Calendar Yoer
1, 1o the snd of Calendar Year 3 wes $1.300,
nok 31,200 Accocdingly, sech United States
sharaholder of FX must fils o amendod,
rotuarn Sor Calemdar Yeur ¥ showing itx

snnual sccounting period, less the poction of the additionsd $100 of incoma.

income {or esmnings and profits), ifany, (3] 52-57-week taxable year—{(1)
of that forsign annual accounting period  Mujerity United States sharehelder with

mainfained, or income {and samings
and profits) shall be computed as set

soction. Books of account mustbe |
maintained on a consistent basis for
sach foreign annual accounting period:
{ii] Income and ecrnings and profits
compulation in lieu of separute books.
In liou of maintaining separate books of -
account, income and sarnings and
profits shall be computed in two :
First, for the foreign annual accounting
period of the specified foret
corporation which ends within its
:muimd year, the income (and eamnings
profits} of the specified fore
corporation is the entire income (or -
varnings sud profits} of the foreign

properly allocable to the preceding a 52~53-week taxable year. If a majority
taxable year, dstermined undera Unitsd States sharsholder elects to
* consistent application of the principles:  foilowa 52--53-weok taxable year

of saction 564 and the regulations under (determimed under section 441(f) and
that section. Second, for the foreign- the regulations under that section), and
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the specifiad foreign corporation does
not intend to follow a 52-53-week
taxable year, then the required year of
the specified forelgn corporation, as
determined under section 898{c) and .

.§1.898~3, shall be a 12-month taxable

yoar, which must end on the last day of -
the same month used in determining the

-52-53-week taxable year of its majority

United States shareholder. Ifthe .. ..
slection of the one-month deferral under
saction 898{c)(1}{B) and § 1.898-3{a)(2)
is made, the election will be valid, and
the specified foreign corporation may
ratain & 1Z2-month taxable year, subject
to the condition that the 12-month .
taxahle year must end on the last day of
the month which immediatsly precedes
the month used in determining the 52—
53-week laxable year of its-majority
United Stetes shareholder.

(ii) Specified foreign corporation with
g 52-53-week taxable year. If a specified
foreign corporation elects to follow a
52—53-weeTomxabIe year, and the
majority United States shareholder does
not intend to follow a 52-53-week ‘
taxable year, then the required year, as
determined under section 898(c) and

- §1.898-3, of the spacified foreign . . -:

corporation shall bea 5253-week &2

taxable year, 'which must end within a™*
saven-dey period from the last ddy of

the 12-month taxabie year of its-majority -

United States shareholder. If the
elsction of the one-month deferral under
section 898(c){1)(D) and § 1.898-3(a)}{2} -
is made, the election will be valid and -
the specified foreign corporation may
retain a 52-53-week taxable year, -
subject t¢ the condition that the 52-53-
week 1axablb year must end within a
seven-day period from the last day of . -
the month which immediately precedes
the 12-month taxable year of its majority
United States shareholder.

(iif) fiustrations. The application of -
this paragraph (c)(3} ma? be illustrated
by the following examples: -

Example 1. X is a United States

tion crested on January 1, 1990, that .-
clected to follow a 527-53-week taxable-yeer - N
which ends on the Priday nesrest the end of-
December. Thus, X's first United States -
taxable year began oo Monday, Janvary 1.
1990, and ended on Priday, December 28, .
1990: its next taxable year began on Saturday,
Decernber 29, 1594, and ended oo Pridsy, -
lanuary 3, 1992. X owas 100 percant of FY,
a specified foreign tton thatise -
cantrolled forelgn corporation which follows
a 12-month laxable year snding on November
30. In thesa circumstances, X's taxable year
may end either sarlier or later than one
month after the end of FY's taxable yeer.
Nonethelass, an slection under section
898(c)1XB), which would permit FY lo
retain its current taxable year, will be
effective because FY's taxable year ends on
the last day of 1he month which immediately

——

precedes the same month used in
determining the 52-53-week taxable year of
X, its majority United States shargholder.
Example 2. Y Is a United States person
with a taxabie year ending September 30. Y
also is the majority Unlted States shareholdar
of FX, a specified forsign corporation which
is 2 controlled foreign corporation that
wishes to make the one-month deferral -
election under section 898(c}1)(B). FX ..
follows a 52-53-week taxable year that ends .
on the Monday closest to the last day of |
August, In 1990, the lest day of August fall’

on a Friday. Thus, FX's taxabls year ended

on Monday, Séptamber 3, 1904, & date within
a seven-day period from the last day of the .

" month which immediately precades the 12-

maonth taxable year of its majority Unlted *

, States sharsholder, Y. in 1994, FX's taxable -
year will end on Monday, August 29, and its

next taxable year will begin.on August 30,
1994. Thus, in 1994, FX’s taxable year will

begin more than one month before the

beginning of ¥'s United States taxable year..
Nevgriheless, the electlon made under -
section 898{c)(1)(B) will be s{foctive becauss
FX's taxable yoar will and within e seven-day
period from the last day of tha month which
immoediately precedes the 1Z-month taxable -

year of its majority United States

shargholder.

- (4) Certain captive insurance -
companies that elect to
rélated person’insufon

income effectively connected with the
conduct of a United States trade or
buasiness. Section 953{c}{3}C) permits a
foreign corporation to elect ta treat its -
related parson insurance income s
income effectively connected with the
conduct of a trade or business in the
United States. Under § 1.953-7(c)(3} of
proposed regulstions, such a foreign -
corporation: must utilize the calendar
year s its annual accounting period for
United States tax purposes, as required

by section 843. Further, if an slection is

mada for the first taxabie year boginning
after Decomber 31, 1987, orany -
subsequent taxablae year, the election is
effective from the first day of the taxable
year for which the slection is made (and
all subsequent taxable yaars). Therefore,
a foreign corporation that has & fiscal
taxable year prior to making the glection
must file a short-year return for the
ericd from the first day the election
gocnmes effective to tha last day of the
calendar year in which the slection is
made. The rules under section
453(c)(3)(C) and § 1.953-7 will pravail
over the rules under section 898 and
this section. Thus, If & captive insurance
company that is a specified foreign
corporation makes an election pursuant
to section 953{c){3){C) and § 1.953-7(c),
it must use the calendar year as its
annual accounting period for Uniled
States tax purposes, regardless of the
taxable year of its majority United States
shareholder. However, if a captive

troat their + %%
nsuFance incdme as .

- Shirley D. Peterson. _

insurance company that is & specified
foreign corporation does not meke the
election pursuent to section 953(c){3)(C)
and the regulations thereunder, it must
conform its Uniled States taxable year to
that of ils majority United States

. shareholder.

(d) Four-year income spread. For its
first taxable year beginning after July 10,
1989, if, because of the change
necessitated by section 898 in the
taxable year of the specified foreign .

" corporation, any United States person

was required to includs fn gross income.
for one taxable year amounts ’
attributable to two taxable years of the
specified foreign corporation, the
amount that the United States person
would otherwise have included in gross’
incomae for the one taxable year by
reason of the short taxablé year of the
specifiad foreign corporation resulting
from the change shall be included in
that person’s gross income ratably over
a fous-taxable-year period beginning
with that one taxable year. A United.
States person wha is required by reasan
of section 898 to include in gross . -
income amounts attributable to twa., -

. *taxable years of a specified foreign. ;3 .~
" corporation may-not:‘waive the four-year -

ratable inclusion of such gross income,

Commissioner of Internal Revende. '-

.[FR Dot 92-3146% Filed 12-31-92; §:45 am]
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5655-14 1986 Code—Subtitle A, Ch. 1N, Part 1D

The above amendment is effecdve as if included in the  (hat date. Also, see the amendment note lollowing Code See.
Frovisioa of the Tax Reform Actof 1986 (P.L_99-514)ve  897() lor 1he special rule with respecl 10 Lreglies. .
which it relates. . R !
P.L:97-4, § 4310 - .

Added Code Sec. 2897(1) to read sa shove, apphuble 10 i .
dizpositions after June 18, 1980, in tax years ending alier ’

4

[Sec. 898}
SEC.293. TAXABLE YEAR OF CERTAIN FOREIGN CORPORATIONS.

[Sec. 89¢8(a)]

(a) GEMERAL RULE.—For purposes of this title, the 1axable year of any specified :‘omgn cor Li
shall be the required year determined under subsecum {c) poratin

[Sec. 8980x)]
(b} SPECIFIED FOREIGN CORPORATION.—For purposes of this section—
{HiIM GENERAL.~The term “specified foreign corporation™ means any forcign corporation—
{A) which is~—
(i) vreated as a controlled foreign corperation for any purpase under subpart F of part

111 of this subchapter, or .

(1i) a foreign personal holding company (as defined in section 552), and

(B} with respect to which the owner;h:p requirements of paragraph (2) are mel.

(2) OWNERSHIP REQUIREMENTS.—

{A) IF GENERAL.—The ownership requirements of this paragraph arc met with respect to
any foreign corporation if a United States shareholder owns, on each testing day, more thag 50
percent of—

(i) the total voring power of alf classes of stock of such corporation enmled to vote, or
(i) jhe total value of all classes ol stock of such corporation.
{B) OWNERSHIP.—For purposes of subparagraph (A), the rules of subsecrions (3) and (b) o
. section 958 and sections SS1(f} and 554, whichever are applicable, shall apply in determining
ownership 2L LA WG B, louke thiw ™ ctkeBabey
) UNITED ATES SHAREHOLDER —

{A) IN GENERAL ~—The term “United States sharcholder™ has the meaning given to such
teem by section 951(b), except that, in the case of a foreign corporation having related person
insurance income (as defined in section 9533(cX2)), the Secretary may treat any person as =
United States sharcholder for purposes of this section if such person is treated as a #nited Sutes
shareholder under section 953(cX1).

(B) FOREIGN PERSOMAL HOLDING COMPANIES.—In the case of any foceign personal holding
company (as defined in section 552) which is not a specified foreign corpacation by reason of
paragraph (1XAXi), the term “United States shaceholder™ means any person whois treated ass
United States shareholder under section 551,

[Sec. 898(c)}
(¢) DETYRMINATION OF REQUIRED YEAR
(1) CONTROLLED FOREIGN CORPORATIONS — -
{A) IN GENERAL —In the case of a specified foreign coeporation described in subsection
(XN 1XAXT), the required year is—.
{i) the majority U.S. shareholder year, of
(i) if there is no majority US. sharcholder year, the taxable year prescribed under
regulations.

(B) 1-MONTH DEFERRAL ALLOWED —A specified fareign corporation may elect, in lieu of the
taxable year under subparagraph (AX3), a Laxable year beginning { month urher than the
majority 1}.5. shareholder year. s

{C) MAJORITY ULS. SHAREROLDER YEAR . -

Sec.8%8 -

PL.
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.. Income Tax—Sources Without U.S,

(1) IN GENERAL.—For purposes of this subsection, the term "majority U.S. sharcholder
year” means the taxable year (if any) which, on each le:mng day, cunsututcd the taxable

year of—

(T} each United States shareholder described in subsection (b)(Z)(A), and

(1) exch United States shareholder not described in subclause (T) whase stock was
treated as mfrned under subsection (bX2)(B) by any shareholder described in such

subclause.

(i) TESTING DAY.—The testing days shall be— .
(0} the first day of the corporation’s taxable year {determined wuhout re;ard ta

this section), or

(IT} the days during such representative period as the Secreury may prescribe.

(2) FOREIGN PERSONAL HOLDING COMPANIES.—In the case-of a foreign personal holding company
described in subsection (bX3IX(B), the tequired year shall be determined under paragraph (1), except
that subparagraph (B) of paragraph (1) shall not apply.

Amsndmants
PL. 101-238, § 7401(a)
Act Sec. 7401{(a} umended subpart I¥ of part I of sub-

chapter N of chapter 1 by adding st the end Lhereof a new
section B9 Lo read ws above,

The above amendment applies to tax years of fordyn
corparations beginaing afver July 10, 1989, For special
rules, see Act Sec. 1401(SX(2), belcw,

Act Set. THI(IXT) provides:

mmm—uwlmmmtmumm
by the amwndments made by this section to change its

raxable year for ity first Laxsble year beginning alter July g

1989—

(A) voch change thall be trestad as initiated by the
tarpayer,

-

(3} such change shail be treated a5 having been made with
mmtdm&uqumhmywhhuhum
{C} i, by reasan of such change, any United Staies person
umuudumdndcmpmmmfwihnbhm
amounts attributable 10 2 axable yoars of such fortign

wbemdu&dm;mmmlwwchlunhkywby
rumoitheshmunbkymdmfempmﬂw

- resulting from such change shall be included in groes income

ralably over Uwe 4-taxable-yeur period beginning with such 1
tazable yeas.

PART IO—-INCOME FROM SOURCES WITHOUT THE UNITED
' STATES

Subpart A.  Foreign tax credit,

Subpart B.  Earned income of citizens of United States.

Subpart ¢ Taxation of foreign sales corporations.
Subpart D,  Pessessions of the United Statey.
Subpert E  China Trede Act corporations.
Subpart F.  Controlled foreign corporations.
Scbpart G.  Export trade corporstions.

Subpart H.  [Repealed )

4

Subpert L~ Admissibility of documentation maintained in foreign countries.

Subpart A—Foreign Tax Credit

See. 901 demmdemﬂUmtdSum
Sec. 902, Dumadpudutd:twhcmdwmmwpwauumwpummwmdmunukﬂ

foreign corporation.

Sec. 003,  Credit for taxes in Ticu of income, etc., tazes.

Soc, 904, Limitation oo credit.

Sec, 906, Nonresident slien indivicuals and foreign corporsiions.
Sec. 907, Specisl rules in case of foceign oit and gt income.
Sec. 908 Rmdam{wmmhumwm&ummmwmu

Sec. 898(c)
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APPLICATION OF LAWS

. arc authonzed and will be availlable. to perform such Functiony as
% be assigned (o them  The umention of the Sceretan of fthe
Tredsuny upder the comprehensive reorganzabion 5 oo utilize? one
Assidani Commussioner 1o assist the Commissioner of Tnternal Reve-
supervising the operalions of the distdcr offices. another
t Commissioner to aid in the preparaiion of technicalfruhings

ed  Three asprant Commssioners. all in the classified owil 7?‘

wsiener the mspecnon aclvities of the Bursau

inonal advaniapes will be oblained when the reogranuzation
around this new framework is cumplered i

Farst. theistrong inspection service which the Secretary igfestablishing
witl keep thy work of the Burcau under close apd contimfous obsernva-
uon.  Worklpe under the direc contsol of the Conhmussioner of
toicrnal Revépue. it will b responsible for prompthyf detecting and
mvesbgaung afy uregulariues

Second the new panern of orgamization will strengihen and clarify
lines of tesponsbilin throughout the Bureau. thuf simplifving and
making more cffective and umiferm the managemfat control of the
organizativa This s essennal wn any 2fiort o prfnade our principat
revenue collecuon ageney the best possibic admimgeation.

In order wo ehmingte Presidential appointmem jand senaonal confir-
fmation with rcspeuin the Assisiant General Cpunsel for the Burcau
of intemal Revenue and i order to provide a ghethod of appowniment
comparable 1o that oainine 1 the case offother assislam peneral
counsel of the Department of the Treasun. pgtan Nao, 1 abolishes tha
offece and provides mnEu thereal 3 pew Z‘ﬁcc of Assistant General

Counsel wilh appointmem, under the classifigd civil sernce.

The success of the reorganzation of the Bureag of Enternal Revenoc
i) 10 a considerable exteny depend upon{&he ability 1o anract the best
quaiified persons 10 the kv posiions Ahroughout the Bureaw  In
order 10 do so. 1 is Recessay 1o makg provison for more adequate
salanes for such key positions: Flan Ng. I establishes in the Bureau of
toternal Reveque a mammumbol 70 dffices with urles determined by
the Segeian of the Teeasury\ Thoge offices are in addition to the
offices wath specific pies also pyovded for 1 plap Mo | and w any
postions established under othe thoen vested 10 the Depariment
ol the Treasun  The compensayon of these officials will be fixcd
under the Classification Acs of 1939, a3 amended but without regard
0 1bt poarerical hmuavoeas op p_ﬂ'snhons se1 Forth 1 section 3015 of that
acl,  The provision will enablé the Chairman of the Crvil Service
Commussion. or the President /s the case may be. (o fix rates of pas
for those offices m excess of the rares esrablished in the Classilicanoa
Act of 1945 for grade (5-13 fvheneven the standards of the classifica-

Lon {aws so permil : \
\
All orpamzanonai changet undec plan Mo 1 wall be put into effect as
0noas s poswble 10 doosoowathont drsrepting  the conhinued

Soltection of Fevenue  Plan Yo | wilt in any cvent be effectve in i
atrens no laier than Decomber 1 1952

The waking <ffect of the reorgamizanons provided for in Reorganiza-
lon Plan No 1 of 1937 will make possibie whany benefits in improved
Drpanizauon and opcfanons which mas be :ipecmed to produce sub-
Sannal savngs i future vears  Those savangs should not be expecicd
10 be refecied i an immediare reduciion o expendilure by the Bureay
o Internai Resenve bul in an improved service to the publc and a
mare efficient collectuon of revenue

Wt should be emmphasized thal aboliuen by plan N | of 1be offices of
“olleciors and oibers will 1n no way prejudice any righ o potenaial
Nghy of ans taxpaver  The aboliion of officer by plan No | witl oot
abulish am nghts, proaleges. powers  dulies. immambes. hahilies
Obliganonc. or other aitrbuies of those olfices except as they relate 1o
Matlers of appowntment Lenure and COMpenyanon inconsistient with
Plan Ng 1. Under the Reorgamzanon act of 1999 ait of these
Mobuges o office wili atfach 19 the oHice ta which The Funcuons of
the ahulished vihice are delepated buothe Secretan ol the Treasun

Afer imestipetion | have found snd herebs doclare that zach
Crreamzion ncluded ;o Reorgamzanion Plan Nu 1 oof 1952
MECEMIN i accompleh one or mare of the purpiees <2t ferdh n
SSTUOE Na1 o (e Reorsamzation Ao, of 1949

Vhaic found and herehs declaie that s necasman b achude o the
Acompaming Renrpamizatus Flan S 1 s reasn ot TEOTTan iZul e
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strongh the imparahice which should be
Jan that }-8m now ansmituing 1o the
umstraven of the Faderal wier-
en citizen. All of us have a
gvenue be provaded with
of us are entiticd

nght to nsist thal the
the finest organization thar cas be devised.
have :hat
hee m solely because of their pwn imeprity and co
rgamzation plan will be 2 mayor s1iep i achicving those
Harry 5. TRL Wit

§ 7805.

(a) Authorization.—Except where such authority is
expressiy given by this title 10 any person other than an
officer or employee of the Treasury Department. the
Secretary shall prescribe all needful rules and repula-
tions for the enforcement of this title. including all
rules and regulations as may be necessary by reason of
any alteration of law in rtelation to imemal revenue.

(b) Retroactivity of repulations. —

{I) In general.—Except as otherwise provided in
this subsection. no temporary. proposed. or final
regulatjon relating to the internal revenue laws shall
apply to any taxable period ending before the earli-
est of the iollowiag dates:

{A) The date on which such regulation is filed
with the Federal Register.
(B) In the case of any final regulation. the date

on which any proposed or temporary regulation (o

which such final regulation felates was filed with

the Federal Register.

(C) The date on which any notice substantially
describing the expecied conients of any 1emporary.
proposed, or final regulation is issued to the pub-
lic.

Rules and regulations

{2} Exception for promptly issued regulations.—
Paragraph (1) shall not apply to regulations filed or
issued within 18 menths of the date of the enactment
of the starwtory provision to which the regulation
relates.

(3} Prevention of abuse—The Secretary may pro-
wide that any regulation may take effect or apply
relroactively to prevens abuse.

{4} Correction of procedural defects.—The Secre-
tary mav provide that amv regulation may apply
retroacuvely w0 correct a procedural defect 1o the
tssuance of any prior repuiation

(5) Internal regulations.—The himitauon of para-
graph (1) shall not apph 10 any regulation relating 10
imernal Treasun Department pohioies. practices. or
procedures.

16y Coogressional authorization.—The Limiation
of paragraph (1) may be superseded by a legistative
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2rant from Congress anthonzing the Secretan to
prescribe the effective date with respect 10 any regu-
latiun.

(1 Election to apply retroactivelty. —The Secre-
tary may provide for any taxpaver to elect to applv
any regulation before the dates specified in para-
eraph (1).

18) Application to rulings.—The Secretary may
prescribe the extent. if any. 1o which any ruling
{including any judicial decision or any administrative
determination other than by regulation} relating to
the internal revenue Jaws shali be applied without
retroactive effect.

ic} Preparation and distribution of regulations,
forms. stamps, and other matters.—The Secretary
shall prepare and distetbute all the instructions. regula-
tions. directions. forms. blanks. stamps. and other mat-
ters pertaining to the assessment and collection of
internal revenue.

id} Manner of making elections prescribed by Sec-
retary.—Except to the extent otherwise provided by
this title. apy election under this title shall be made ar
such time and in such maoner as the Secretary shall
prescribe.

e} Temporary regulations.—

t1) Issuance.—Any temporary regulation issued
by the Secretary shall also be issued as a propused
regulation.

(2} 3-vear duration.—Any temporary regulation
shall expire within 3 years after the date of issuance
of such regulation.

(N Review of impact of regi{ations on smal busi-
aess. —

11} Submissions to small business administra-
tion.~After publication of any proposed or tempo-
rany regutation by the Secretary. the Secretary shall
subrmit such regulation to the Chief Counsel for
Advocacy of the Small Business Adminstration for
comment or the umpacl of such regulation on small
business. Not later than the date 4 weeks after the
date of suck submssion. the Chief Counsel for Ad-
vocacy shall submit comments on such regulation to
the Secretary.

(2t Consideration of comments.—In prescribing
anv final regulatun which supersedes a proposed or
trermporary regulation which had been submitted un-
der this subsection to the Chief Counsel for Advoca-
o of the Small Business Administration—

{A) the Secretany shall consider the comments
of the Chief Counset for Advocacy on such pro-
posed or temporary regulation. and

(B} the Secretarv shall discuss anv response to
such comments in the preambie of such final
regufation.

PROCEDURE AND ADMINISTRATION

13) Submission of certain final regulations.—_ |,
the case of the promulgation by the Secretary of apy
final regulation {other than a temporary regu{anoﬂ'}
which does not supersede a proposed regulanion, the
requirements of paragraphs {1) and (2} shall app)y.
except that—

tA} the submission under paragraph (1} shaj| be
made at least 4 weeks before the date of gy,
promulgation. and

{B) the consideration {and discussion) requireg
under paragraph (2) shall be made in connectign
with the promulgation of such final reguiation,

(Mug. 16, 1934, ¢. 736. 6BA Stat. 917: Oct. 4. 1976. Pub L 94,
6. Title XIX. § 1906(b)}13NA). 20 Stat. [83% July |y
Pub.l. 98-369. Div. A Title [, & 43{b). 98 Stax, 5
Nov\10. 1985. Pub.L 100-647. Tide VI. § 6232{a). N2

§ 1101(), 110 Star. 1468: July 22. 1996, Pub.L. 103-2
. 112 Seac. 777}

STORICAL AND STATUTORY NOT

tion 1101{b} of Pub.L. 104168 provded 1hat. ~The
amendment madd by subsection {a) [amending this sgction] shail appi,
with respect to repylations which relate 10 statoton /provisions enacicd
on or alier the dale of \he enactment of this 3t jJuly 30 toog) -
1990 Act. Sertion Y1621(b) of Pub.L 101308/ provided that: “The
amendment made by subsection (a) |amendjg subsec. (D) of hs
sccuonj shall apply [o ragulauons ssued after e date which 15 30 davs
afier the date of the enadment of this Act [yov = 1990].7
1988 Act Sectuon 6237H) of PubL | 7 provided that: ~The
amendments made by this' section [enagfing subsecs. (2) (D of this
section} shall apply e any r&lation issped afrer the date which s 1t
days after the date of the chactment AE this Act  [Nov. 100 1988
1984 Act. Amendmeat by L. 9369 apphcabir tu laxable vears
ending after July 1B 1984, see sdetiogh 4 of Pub L. %h-369. set uut as 3
note under section {271 of tus nd
1976 Act. Amendment by seciydn T96IbH LIHA) of Pub L Y4455
cHectve the hirst dav of the Ot month which begras more thag 90
davs after Okt 4. (976, see secyion [61d) of Pub b, 2435 st pug as
a nute under sacuon ol 13 of this ule

Internet Availabil v of Dk ol

i)

Secnon MH3id) of L 13- prowded that “in the case of
taxable perinds beginoyig after December 31 1998, the Secretary of
the Treatuns oc the Sgoreiary s delegate shall establish procedures for
all tax forms. smstrucfons. and pubhcations vreated .o the Mos! recem
A—year penod o ‘made avadable slectronically on the Intemet a2
scarchable databage at approximatch rhe same tme such records are
available to the public i paper form  In addkion. i the rase of
tasable permds/epinning after December 31 199 the Secrelary of
the Treasury of the Secretan’s dekepate shalt. w the extent pracucable.
cstablwh progedures tar other taxpaver guidance o he made avadable
electromealié on the Interner i a wearchable database 3l approumateh
the same Uhne such puidance 1s avalable w the peble @ paper tom

IProvisions of the pole enacted by section HNF of Pub L IHhs-20n
efftclwf]ul_\ 22OV, sew sectron JURGIE) of Pub L 195-20 sev oul as
a nnieAnder secuon G of this bitke §

§ 7806 Construction of title

{a} Cross references.—The cruss references in thi
title to viher purtions of the utle. or other pruvisions, of
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