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DEPARTMENT OF THE TREASURY
intermial Aevenue Service

26 CFR Parts 12nd 602

(7.0, 84161

RiN 1545-AK 20

Minkmum Tax—Tax Benefit Rule

AGENTY: Internal Reverue Service,
Treasury.

actiont Fina) regulations.

summany: This document contains final
regulations relating 1o the application of
the tax beneft rule 10 the munimum tax,
Changes lo the appiicable law were
made by the Tax Reform Act of 1976
The regulations provide taxpayers with

——

gutdance necessary lo detertune the
amount ol tax prelerence itemns that do
rot provide a gurrent lax benefiy
because of available creding and thus
are not subjest lo minimor fax,

paATES: These regulations are effective
Mey 5, 1992, They are applicable only as
they affectitems of tax preference 1hat
are subject 1o the minimurm tax imposed
by seclion 58 of the Inlernal Revenue
Code of 1954 and arise in 1axable yeers
begianing after December 31, 1975, and
before January 1. 1987

FOR FURTHER INFORMATION CONTACT:
Kelly R. Berg of the Office of Assiswant
Chief Counsel {lncerme Tax anid
Accountegh (262 366-3851 [rot a toll-
free cali).
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SLePLEMERTARY INFORMATION:
Faperworh Reduclion Act

The collecthion of information
eontained 1n this finai reguiation has
heen teviewad and aparoved by the
Difice of Management and Budget in
accordance with the requirements af the
Paperwork Reduction Act of 1960 (44
U.S.C. 350 h]} under contie! cumber
1543-108). The eshimaled znnual burden
per respondent is .2 hours.

This eshirmale is an épproximation of
the average time expected to be
necessary for & collection aof
informahon. it is based on such
tnformation 45 is asailabie to the
Internal Revenue Service. Individual
respondenis mAY require more or less
lime. depencing on their particular
circumslances.

Comments concerning the accuracy of
this burden eshmate and suggestions for
redvcing this burden shiould be directed
(p the intarnal Revenue Service. Alln:
[RS Repors Clearance Olficer T:FP.
Washingion, DC 20224, and to the Office
of Management angd Budget. Attention:
Desk Oficer for the Department of the
Treasury. Office of Information and
Regulatory Affairs. Washinglon. DC
20503. .
Backgrouod :

_This document conilains final
regulations amending the [ncome Tax
Regulations (28 CFR part 1) under
section 58{h) of the [ntermal Revenue
Code of 1054 {Cade). This Treaswy
Decision will conform the regulations to
section 207{d}{3) of the Tax Reform Act
ol 1976 (Pub. L. 34—455. 90 Stat. 1553) and
15 135u2d under the authority contained
i secions 58(h) and 7805 of the Code
{90 Siat. 1550 and b3A Siat, 91726
U S C. 38(%). 7805).

These regulaiions are effective May 3,
1992. They are applicable onlv a5 they
alfectiax prelerence items that are
subject to the mimimum tax inposed by
section 55 of the [alemal Revenue Code
of 1934 and arise in taxable vears
peginming after December 31, 1975, and!
tefore Jaruary i, 1987, Except to the
extent thai they aflect taxpayers’ crecil
carrvigrwards. the regelations Lo not
zpply for purposes of delermining
altermative minimurm ta» lability
imposed by section 55 for any
individual's taxable vear beginning alter
December 31, 2578, or for any
corporation’s taxable vear beginning
gfter December 31. 1986,

On May 5. 1989, the lnternal Revenue
Service publishedn the Federal
Regisler 3 Nouce of Proposed
Rulemaking {54 FR 19309]. The Service
recarved three comment letters in
response 1o the! nouice. A public heanng
was notreguesied. After considerauon

of the written comments, ‘he proposed
regulations a2re anopled as revised in
thrs Treasury Decision. .

Explanation of Provisions

An Explanstion of Provisions was
inclyded in the preambie to the
lemporary regulatnns, See 54 FR 10363,

The final regular.one are subsiantially
unchanged. except as noted below.

Public Commesnts

Section 1.55-9(e](2) of the proposed
reguiations provides thal the
adjustments of § 1.58-9 generallv aaply
i assesnng deficrencies and refunding
any overpavment of tax {or all vears [or
witich the peried of limntations has aot
expired regardiess of whether the period
of limilations hay expired [or the
taxable year in which the non-beneficial
preferences arose. Orne commenter
suggested thel, in view of the delay in
the :ssuance of proposed regulations
under section 58{h). the regulations
snouid be applied withou! regard to
limitation periods ta all vears to which
s8(h) applies.

The Service and the Treasury
Depariment believe that it is not -
approptiaie to adjust tax liability far a
year for which the peried of limitations
has expired. Thus, the final regulations
retain the approach of the proposed
regulations. Where he taxpayet paid
minimum tax on non-beneficial
preferences. did not make a claim fora
credit ar refund of the eminimum fax
paid. and the period of iimitations for
claiming a credit or refund under section
6511 has expired for the year in which
the non-beneficial preferences arose, the
taxpayeris not required ro reduce ifs
freed-up credits. In additon. if the
taxpayer did not pay miaumum tax
anributable 10 non-beneficial
preferences, used credits that were frecd
up by those preieresces to reduce lax
ligbihity for a 1axable vear for which the
period of limitauons has expired. and
the credits so vsed exceed the amount of
credils that would have been availabie
for use if the ¢credit reduction described
tn the regulations had been made. then
the lexpaver is hable for mimmum tax
equal 1o the amount of credits so used
only if the period of limilations has nol
expirec for the taxable year ia whichk
the nen-beneficial preferences arose.
Thus, the rules of § 1.58-9{¢]{Z} do no!
resultin unfair tresiment of taxpayers.

Sectian 1.58-9(c}{ 2] of the propased
regulations provides that the first siep in
comauling the amount of freed-up
creduls is 1o delermine the regular tax
that would have been imposed f
grefecence ilems had rol been allowed
in enmpuling lexable income (the “nen-
preference reguiar tax’). A secand

conment lelter potnted oul that this
statement. as well as ali of the examples
prven a1 the regulations, assumes thal gl
vems of lax preference reduced taxsble
income. However, during the years
alfected by these recguiations, the
carporete capital gain preference was
nol based on a reduction to laxable
income but instead was based op g
lower rate of 1ax on capital gains under
scction 1201 In response Lo this
comment, the final reguiations clarify
that a corporation’s non-preference
seguiar tax is computed wilthoul regard
te section 1207,

The proposed regulations calculate
the amourl of preferences thai provides
no 1ax benelitin the curreni year by
cetermining lhe emount of unused
credits that wayld have b+ err used in the
sbsence of preferences and converung
these “lreed-up credits” inlo a
preference amount. The second
commenter pointed out that because the
proposed regulatons assume that more
credits would have been used against
non-preference regular tax than ase used
agarrst the actyal regular lax, the :
reguiations {gil to address certain
situations in which sectior 904 of the
Code would aliow fewer foreign tax
credits against nan-preference regular
tax than the credits allowed against the
actual regular tax. The commenter was
concerned that the propased regulalions
do naot provide for these “aegative [reed-
up credits” 1o be teXen into
consideration in determining the net
credit reduction amount. No change 10
the final reguiations was necessary to
address Lhis comment. The “nenting”
thal the commenter requ sted is aiready
buwilt ino the rezulatlions because n
compuling & taxpayer’s tglal ‘reed-up
credits [or the laxabie year. “negalive
freed-up credits” will automatically
reduce [bul nol below zero) the tolal
amoumt of Ireed-up credils computed
under § 1.58-3{c){ 2] of the regulations.

A third comment letter arpued that the
proposed reculations are in clear and
dicect corlict wath both the stiytory
lanpuage and 1he Cangressional purprse
ol sect.on 58(h). The commenler s
pasition is that section 58(h) gives the
Secrelary gushority 10 15sue reguistions
wnder which "rlgms of tax prelerence
shall ke properly adjusted™ where no
1ax benelit resulis from the preferences
fer anv taxable yea:. but does not
empower the Secretary 1o agop! 3 credil
reduciion mechanism ke the one se
[orin in the propossd regulations.
Consisient with section 56(h] and the
held g an Firsi Chicego Corp. v.

Cos musswoner. B2 F.2d 180 (7;h Cir,
1653), ¢ff 7 BB T.C. 663 :1987), 1he
reguiaions pravida thal tazpavars will
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not curtentlv incur umimum lax h
preference 2iems ansing 10 a laxable
vear ior which the availabiiity ol exceas
credils in effect denjes the taxpavera
current benefit irom such preferences.
Neither the =igtute nor the legisistive
hislory. however, suggests the! minimum
tax, which would olherwise have been
due abaent such excess credits. thould
be forgiven. Ia this respect the
regulaiions. by way of the credit
redscton mechanism, ensure that
minimum 1ax willin affact be unposed
only il, and to the exient thay, a
laxpayer ullimately realizes a tax
benefil frem Lhe preference ilems
through the spplication of the freed-up
credits carried back or aver o reduce
tax liability.

Because the s1atute and legisiative
history are sitent about how the
regulaticns should deai with a situation
where a tex benefit is reslized in a year
after the year in which the preferences
aroge. the Secretary is free to adopl a
reasonaole approach to address this
situaljon. The credit reduction approach
of the regulations, which in effect
nastpones the tax until the freed-up
credits would be ulilized. is reasonabie,
Furthermore. the approach is gaite _ _
similar 10 the suspended minimum tax’
~egime that Congresy used o deal with g
similar situation under sestion 56(%) of
the add-on minimum {ax. ¥ve balieve
that this approach is a vaiid exercise of
the zuthority granied to e Secretary by
Congress under section 58(h). We also
believe that the zppreach of the
proposed regulations is easier to apply
than aliemative approaches thal we
considered. For example, the tredit
rediction approach coes not allow
subsequent changes in the minimum tax
o alter the effect of suspended
sreierences, and does nol require
comalex stacking ruies 1o determine the
order in which suspended preferences
ire deemed to be wiilized. Therefore, the
tredit reducnien methed of the pronosed
tegussiions is adopled withoul change in
the fine! rugulations.

Ciner Malters

The final reguiations clarify that the
determinaiion of freed-up credils i3
made for each :axabie vear independen|
of othar taxable years. Thus. credits Lthat
zre Fraed up in one laxable year may be
carmied aver of cartied back {alter being
reduced under paragraph [eft3} of
§1.53-9) and used 1o cetermine non-
neneflicial prefzrences in the carrvover
or carryback year.

Tkre final regulalions conlinue Lo
reserve on rules relating to the
epplication of the 1ax benefit rule in —
cages where (ax prefererce 1tems
provide nu tax bencfir in the current

taxable vear because available nes
operaling loss carrvovers would have
reduced or eluninated tax Labiline if the
preference piems hed not beer sllowed
in comouting taxable tncare.

Special Analyses

1t has been determined thai these
ruies are nol thajor rules as dafined in
Execuuve Order 12291, Therelore. a
Regulatory kmpact Anaiysis i3 not
required. 1t hai rlso been deterrained
that section 533(E} of the Administrative
Praocedure Act (5 U.5.C. chapter 5j and
the Reguiatory Flaxibibny At (5 US.C.
chapter 6) do not apply 10 these
reguiabons, and, therefore. a iinal
Regulalory lmpact Analysisis not
required. Pursuant o section 7805{0) of
the intema! Revenue Code. the notice of
proposed rulemaking wes sibmitiad to
the Chiel Counsel for Advocacy of the
Small Business Administration far
comument on ils impact on small

Drafting Ioformation
The principal author of these
regulatipns is Kelly R. Berg of the Oflice
of Assistant Chief Counsel (Inceme Tax
and Accounting), Internal Revenue
Service, However, personne) from other
pffices of the Servite and the Treasury
pariucipated in heir development.
List of Subjects -
26 CFR Parts 1.56-0 Through 1.58-3
Inceme taxes. Reporting and
reccrdkeeping requizements.

25 CFR Part 602

Reporting and recordkeeming
requirements

Adeption of Amepdmenls to the
Regulaioos

Accordingly. 26 CFR parts 1 and 602
are amended as follows:

PARY 1—~INCOME TAX; TAXABLE
YEARS BEGINNING AFTES
DECEMSER 31, 1953

Paragraph 1. The authonty citation for
peaft 115 amended by removing the entry
for “1.56-9T and adding the jollowing

Autbority: 26 US.C 7808 * * © Section 158 -
916 awwp isened under 26 U.5.C 34h].

Par. 2. A new § 1.58-%is added toread
us sel forth helow:

4 1.58-9 Appiication of the tax renelll rule
10 the minimum (nx for (410 years
beglnning prw 10 1987,

(a) in general For purposes of
compuling the mynimum fax Lability
imposed under sectien 38 af the Internal
Revenye Code vl 1954 (Code). tzxpayers

ar= not iable for mimtmum tax on tax
pre‘srence items thal do not reduce the
taxpayer's tax labihity under subnitle A
of the Cde Tor the taxable year. In
general lax preference ilems thal do not
reduce {ax Lability under suotitle A for
the taxable year gre thase from which
no current tax benefil is derived
because available credits would have
reduced or enminaied the laxpaver's
reguiar 1ax lighiiity 1] the prefersnce
iiems had not been aillowed in
carmputing taxable income. Hawever,
any credits thal, because of such
preference ilems. are not needed for use
againsl regutar tax ["freed-up credits”),
are required 1o be reduced under the
ules of paragraph [c) of this section. For
purposes of this yeclion, & taxpaver's
regutar tax ia the Frderal income tax
liability under subchapter A of chapter 1
of the Code. not including the minimum
tax imposed by section 56. Unless
otherwise noled. all relerences to
Iniernal Revenue Code sections refer tp
the lnternal Revenve Code of 1954,

(b} Zffectiva date. The rules of thia
section are effective May 3, 1992.buyt
oniv as they affect 1ax preference items
thal arise in laxable years deginning
after December 31,1976, and before
fapuary 1. 1987,

{c) Adjustment of carryover cradils—
{1} /n general. A taxpayec's Feed-up
credits must be reduced by the
add:lional minimwn 18x that wouid have
been imposed if a current tax benedit
hisd been derived irom preference ierms
that did not actually preduce 8 current
tax berefit. The amouni of this
reduction shall be calculated in the
follgwing manner—

(i) Determine the amount of freed-up
credits:

(i1} Deiermine the amaunt of tax
preference items [if any) from which a
curtent tax benefll was derived far the
taxable year ["beneiicizl preferences”).
ana the amount of preferences from
willch AD cucrent tax beasfit was
derived for the taxzole vear {"ron-
benelicial preferences ' and

{iii] Determine the portion of the (Gal
minimum fax on all 18k preference vems
for the taxable year that is attnoutable
16 the non-beneficial prefetences,

The freed-up creduts are then reduzes
by an amount equal ta such portion of
the mimmum tax.

12Y Determine freed-up credis. (i} To
determine the [reed-up credns for the
1axahle year, first delermine the regular
lax thal would have deen imposed for
the taxable veartf prefecence items had
not been alipwed in crmputing taxabie
income ["non-preference regular tax’|.
‘nthe case of 8 lexpaver with the
capital gain prefererce desentad in
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sectwn 37(839){B], non-preference
reguiar 1ax ta corputed wilhout regard
1o sechion 1201 and without sdding the
sectiop 5712)19)(B) preference amount lo
axaile income. Second. compute the
amount of credits thal wyuld heve becn
allowed t0 reduce the non-preference
reguiar tax. The credits availabie to
recuce non-preference regular tax shall
include any lreed-up credils from other
taxabie years as reduced under
paragraph {c)3} of this section. that are
carried o the curcent taxable year.
Third. subtract the amount of credits
thal were aclually aliowed 10 reduce the
regular tax for such taxable yeatr from
the amount of credits Lhat would have
peen sllowed to reduce oon-preference
regular tax. The resull is the amouat of
tne {reed-up credius.

(ii) The {ollawung examples dustrale
the determingtion of freed-up credits.
The first two examples aspume that the
foreign 1ax credits being used do not
exceed the himitation under secuon 6804,

Example I. (n 1882 Corporstion B haa §17.8
million dollar in foreign wx credits available
for the 1axable year. if preierence ilems were
nof allowed in determuning reguier taa, the
regular tax wauld have been $10. zuillioo
and foreign tax credit used 10 reduce eegular
wax wouid heve been 510.2 million. Because
of tax preference items. however, B's cegular
tax i 56.3 million and 1he amoun! of foreign
tax credits actuaily used 1o reduce the regular
1ax is 58.3 million. Toe amoun of freed-up .
foreign tax credits is 53.8 million (5102
culbon munus 563 mudliop).

Exampaie 2. Asaume the zame facis aa in
Excmpie 1 of paragraph [¢){2){ii] of this .
section except that Corporanpa B has 57.2°
million dollars m forwign tax credits. If
sreference items were nol ais »wed, the non-
srefecensze reguiar tax would have been 5102
mulion and the foreign tax credits used 10
recuce the reguiar 1ax would have been §7.2
miiion. Becawse ¢f 1ax peefeceoce ilema
however, B's eegular tax s $6.3 million. and
rve amount af foreign tax cradits actually
seed 1o recdore the ~egular lax iy 863 million.
The sameunt of reed-ap foreign 12 x rradila is
<9 mitlion [57.2 msliion minuy 563 million)

svamaie Y In 1983 Corporghon C hes
5300.000 of Invesiment Lax credily svailable.
1 preference nems were not allowed, non-
~relerence reguiar lax would have been
3690.000 snd 8} 5500.000 of invesument tax
credils wouwld have been allowed to reduce
apn-preference regular tax liability, Because
=i ax preferences. hawever. Cs aciusl
-egulaf lax s 5439.750. As & resuit of the
uTiralion under sechon 38c), only 5377 537
51the investment tax credits ere allaowed 0
-e3uce the actual regular lax, Freed-up
srrdits pre S22 463 {S500.000 munus 8307 E27)

Ixample 4. (n 1984 Corporahicn 8 has
swdinary income of S20.000 and nel sechion

233 gan of $300.000. none of whirh i
.nnbutaple La foreign sources. B hay oo other
(ems of tax preference 1n 1584 B’y noa-
reference mguiar tax for 1984 w 5175 950 the
—ount of 1ax that wouid be umposcs wibraut
=gard to secnon 1201

(3] Determination of beneficiol and
rnon-beneficial preferences—ij in
general The umount ol tax prelerences
from whuch & current tax benefil1s
denved ["benehicial preferences”) and
the amount from which no current tax
beneiit is denved [“non-beneficial
preferences™) for the raxable vear are
determined as set forth below.

lit) Regalar tax f:abidicy 15 the same
regardless of preference 1eams. {A) If the
tpxpaver's tax lisbility {afier credits)
would be the same :egardiess of
whether preference items were ellowed
to reduce taxeble income, then all of the
texpayer’s preference items are non-
beneficial preference items,

{B} The following exaciple Giustrales
the nue set fenh in peregraph
(e){3)lii{A] of tms section. This example
assumes that foreign tax cred:is being
used do not exceed the litnitalion usdet
sectipn 504,

Exomple. |1] In 1982 Corporation B has
£17.6 million dollars in foreign 1ax credity
availabie {or the 1axable year. [f prelerence
items were nol ailowed in determining
reguiar 12 x, the reguist tax would have been
$102 millign and foreign 1ax credits used 1a
reduce regular 1ax would have been $302
million. Becauss of ax preference items.
howeve:, G's regular tax is $8.3 million and
the amount of foreign tax credits actually
used to reduce the reguar lax is 55.3 million
The amount of freed-ap foreign tax credrts i¢
£3.9 milhion (510,2 million minus $6.3 millioa).

(iij The total amount of B's tex preference
iterns is $8.4 willion. B's nop-prefereace
regular tax is $10.2 milbion and. reduced by
forewgn tax credits. is tero. B's sciual regulac
ax is $6.9 mulion and creduced by foreign tax
credits. is zero. Since the amount of credity
that would have beea siiowed 1o affser the
non-prelerence reguiat tax wouid have
reduced such lax 1o ar amounl ($0) =quwl to
Ihe aciual regular Lan usoidity (50). B received
« (ax benefit from none of the S8.4 millon of
1ax preferences angG therefore all of these
prefercnces are non-beneficia) preferencen

{iii) Reguias tax Hebility difers
because of preference flems. [f tax
Yiability [altsr crediis) is less because

preferesce 1tems are allowed w0 reduce
taxaple income. then some of these
preference stemd have provided a
curren! lax benefil. lo such cases, the
smounl of bencficial sod non-beneficial
greferences are determined as foilows:

(A) &¥on-beneficial preferences. (1)
The non-benelicial preferences are
determined by converung the freed-up
credits for such taxahble year into an
amount af taxable income. To make this
copversion. freed-up credils are
“grossed up” {/e., divided by the regular
tax marginal rete at whuch such crediis
would have oflsel non-preference
resular tax) 1o delenmune the mount of
1ax preterences that freed up such
credite For purposes of this calouation

the 5-pefeent 46diiion 1o ta proveied
by seczian 11{b] sha!i be included n -
dewerrmining e marginal rate. The
aggregate ol these groyred-up amounts
is the 101a] amount of non-beneficial
preferences for the iaxable year. -

{2} The (reed-up crediis shall be
grossed up beginning 31 the lowest
margunal tax rare that wauld have
applied 1a the additional laxable income
arising if tax preferences were not
allowed. Thus. the marginal tax ratea at
wiich the actual regular tax was
imposed shall nutl be laken into account
in grossing up freed-up credity, even if
all or a portion of such tax is ant offset
by credits becavee of limitalions on the
ellowance of such credits (sych as the
section 904 limit on foreign tax cretits or
the section 38{c} limi! on invesiment tax
credits). For example. if the first dollar
of sdditional non-preference 1axable
incame wauld have been taxed at 3 rale
of 46 percent. then freed-up credits shalt
be grossed up al 46 percent, even if
regular tax impased on taxable income
at a 40-percent rate was nol affsel by
credits becauze of the limiations an
investmen: tax credits under section
38[c). See Examples 1 and 2 in
pacagraph {d} of this section for
illustebons of the gross up of freed-up
credits in caseswhere limitations apply
ta the amaunt of credit alowed 19 offset
actual regular tax. :

(3) The following example iluatrates
the gross up of {reed-up cradits to
determine non-beneficial preferences.
This example assumes thal foreign tax
credits being used do not exceed the
limitauan under seclion 904

Example. (i Corporaugn L has the
following items [or the 1985 taxable yeur

AChud IAEREM DN . ... 390000
hegu @ - 21.750
AwmdplAE CY eoTE
Foremgn taz crexms for 1983, S$15.000
Fovresgn taz CFehls caMed
SoraenlC broen 1984
irears(Teanl (AR CTECMS CRu-
nad forward Foem 1984

25.000
20000

Ceansl mircwend 10 atsel acwal
faguiar axs
Forewgn Ty CTBaMY for 199%
Forpon mx Jedris e
O AT O Ve

15,000
6750

Al s
ACTH COQUART L2 haDAyY Q
Prevergnoet. RO 110,000
Taxab wXCDme e 1985 e
It N TNOUOR DRt
[T St L T EVRF T
Cingrrs abrwed 0 oftZal MO
Dvdiee vl @ TETLAEE (B

200 000
71,750

Fore-pn Lax credms lor 1985 . 15000
Forgmgh tar CTBOeis Cmmed

tOrwara om 1984 . . 35000
Irvasmmérd BX O/ edeDy Cg-

raged 1OMeears Ieem VG670 D00
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63,003

oL pir= ANCE 1OQUAAM laa b

Bty L 1,150

{ii} The freed-up credits for 1885 are 38250
($60.000 murue 321.750). The non-preference
regular tex of $71.750 ia determined by
applying the regular 1ax rates sel forth in
section 11(b} to the 5200.000 of (axable
incame gs follnwa:

57. No. 87 / Tuesday. Mey 5. 1%az
Taxpo Flale Tax
L an | A

$2£.000 X 15 - $3.750
25.000 x 18 = 4500
25000 x 30 = 7.500
25 DOo x 40 = 10.000
100.000 X 18 - 45 DOO
£200.050 $TL750

juij Thus, for purpeses of deiermining the
non-ventficial prelerences, freed-up credils
are groased up a0 {ollows: The credits

ailawed againsl the regular tax and (b fraed-
up Credity are treated 81 of'sering ron-
prelerence segulariax \n ne same ocder 4
such credits would have Heen aliowed 1g
offset such tax. beginning at the lowest
margwmal tax rate The freed-up crecits are
wrossed up beginning al the lowest margranl
tax rete ai which aoditional 1axabie income
would have been taxed if preferences were
nol ailewed. Thus, in this example freed-up
credils are grossed up beqinning a1 40
percent. and the amount af L's non-beneficial
prejerences for the 1985 tazabie poar iy
Sh4.458.

Cram
slhcremrg
Type agansy Senzhicul
rEQUIA \23 Sreterances
. -
FTC 184) ...
]
gg — [ 31Q.000
e v s S e o 0578
ITC 84 ... 3478
584 456

Foreign tax credit = FTC (year)

Invesimenl tax credit = TTC {veat)

(B} Beneficial preferences. The
amaunt of beneficial preferences for the -
taxable year is computed by subtracting
the nen-beneficial preferences for the
taxable year from the total amount of - -
tax preferences for such year. This rule
may be illuatrated by the following:
example: .

Example. Assume the 1ame facts as in the
Lyomple i paragraph [e{3ANHIANT) of this
section. The amouni of L's beneficial

prefecences for 1388 jy 325.544 {1otal
preferences of $110,000, minus non-beneficial

preferences of $84.458).

{8} Determine the munimum tax
attributable to non-beneficial
preferences. (i) The partior of the
runimum Lax that is attnbutable 10 the
aon-benelicial preferencea is computed
as igllows—

{A) Compute the minimum tax that
would be imposed on all tex preference
Pems forthe taxable year if 2l] of the
preferences had produced a tex benefit.

(8] Compute the minimum tax that
would be impesed cn the beneficial
preferences if these were the taxpayer's
only preferences. { Thia s the amount of
minimum tax actually impoaed for the
taxable year))

{T] Sabtract the amourt computed in
paragraph (c){1)(i)[B} of this section from
the amount computed in paragraph
{cJai A} of this sectiaon. The result is
the minimum lax attrributable to the ron-
beneficial preierences for the iaxabie™™
year. This amount s somelimes referred

to hereinafter as the “credit reduction
amounl™.

(ii) The following examples illustrate
determination of the credit reduction
amount. These examples assume that
Ipreign lax credits being vsed do nat
exceed the limitation under section 904.

Example 1. (i) In 1882 Corporation B has
$17.6 million dollars in loretgn tax credhs
available for the taxable vesr. If preference
ilems were not aliowed in determining
regular 1ax, the regular tgx would have been
5102 million and loreign tax credits used to
reduce regulel axX would have been 5100
million. Because of tax preference ilems,

- however, B's regular tox s 30.3 miltion and

the amaunt of fereign (ax credite actually
uaed to reduce te regular tax 13 53.3 million.
The amount of freed-up joreign tax crecilsa s
$3.9 million {5102 m:thon muus 56.3 million].

{i)) The total amount of By tax praference
itlema 1 384 mullion. B's non-preference
regular iax ia §10.2 multion and. reduced by
foreign tax cedits. 13 zero. B's actual regular
tax is $8.3 million and, reduzed by foreign tax
credils, is zero. Since the amount of credits
that would have been allowed to oiiset the
non-preference regularax would have
reduced soch 1ax 10 8a amount [50] equal to
the scruad regulnr tax hability (50], B received
o lax benefit fram rone of the S8.4 million of
1ax preferences and therefore all of these
nrelerences are non-benehical preferences.

[:i) Since B haa S8.4 million «n otel
preference lteme and na reguiar tax ey,
the mingmum tax on that amount would be
$1.258.500 ({%6 4 muilion minus $10.000)
mulliplied by 13). Mane of the prelzrence
iems ia 8 benelicial preference. Thus. the
minimum tex altabutable 10 non-beneficial
preferences |and therefore. the credit
reduciiyn amouni} iy 51,258 500

Zxamsle 2 i} Coporetion L has fl..‘u.'
lollownng items for the 1985 1axable vear

Arctus)l teaable mcome . _

Hegular tax

AvisiaDig edny
Forewpy Ux croons for ‘385 .. 315000 ___._
Foragn max cracus camed

590 000
21,750

[orwawd hom 1984, .. _ /O
Ivestment tax credns cas.
ned lorword own 1544, 20000
350,000

Credn aliowed 1o HRESL sctumd
FEC A o
Foreagn tax cradita lor 1985 .. $15000 ... ..
Foregn wa gedu opmed |

foreded hoen 1984, L - %.750
21,750
Acthusl reguiss taa habaity . ..o oo c
Prelatences - 110.000
Taranig inCome tor V985 e
lerfranad &3 Tough prader-
arCas wae nOl Bliowsd L 200.000
HON-Cre1orcd MAQWEr Wl ime e e T1.750
Credis mliowed 10 0ALal non-
Ol g o regular L
FOfbegn ax Cradns 10 1985 .. SIS 000 ... -
Foregn AX Ceons caned
forwart romm 1980 25006 ...
Iretramwnl L Credis cwr-
ned lorwartd NOom 1664 . 20,000
360,000
Nev-frwrlgtencs -ejuisr L b
- 11,750

o

it} The freed-op credits for 1985 are $3£.230
{380.000 minus $21.750). The non-preierence
reguiar tax is ST1.730. The amoupt of L°1 noa-
beneficial preferences foc the 1985 12xzbie
year is SB4 358,

[H4) The mnimum 1ax or L's 1ora)
prelerence items o 5110.000 wouid be 515,000
18$118.000 minus $1000G1 multiphied by 13).
Since the amoun! of non-benefizial
oreferences 18 $84.458. the amount of La
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Laneficsial preferences for 1385 18 £25.554
15112.000 minus 584 138). The miniquum tax on
Ly beneficial preferences of 525,544 (3 2322
(°§28 s34 munus $10.000) muitiplied by .13L
{This is the amounl of minimum lax imposed
for 1985.] The miumum tax etiributable 1o
non-benelicial prelerence items jand
rnereiore. the credit reduchon smount] iy
512.668 {$1£.00¢ munus $2.332}

(5) Reduction of freed-up credits—i}
in peneral. The ireed-up credits are
reduced by an amoual equal to the
minimum tax aitnbutable to the non-
beneficial preferences ["credit reduction
amount”). If the taxpayer has only one
type of freed-up credit [ 2, only
tnvestment tax credit or only foreign tax
credit) and that credit was earned in
aniy cne vear [the cuirent year or 3
carryover year). then the credil is
reduced by the eredit reduction amoynt.
This rule may be illustrated by the
‘nllowing example. This example
assumcs tnat foreign lax credita being
used do not exceed the iimitation under
section 34,

Exoaaie. (i) In 1982 Corporation B haa
©517.5 ruibon doilacvin foreign lax credite
avuilabie for the 1gsabiw year. If preference
iterny weie nat aliowed in delermuning
rezular max. Lhe reguisr tax would have been
£10.2 million end foreign lax credity used to
reduce regular tex would have been $10.2
million Secause of 1ax preference tizms. .
nowever, B's reguiar tax is $£.1 millico and
the amouni of Joreizn tax credits actually
used to reduce the regular tax is $3.3 million.
The amount of freed-up foreign tax credita ie
$3.9 mi'bon [$14.2 mllion ounus 58.1 million]),

{31] The tolal amount of B's lax preferenca
llerms is 55.4 millron B's non-preference
reqular tax is $10.2 mliion and reduced by
f~:eign 1ax credits, i 26m. B's actual regular
1ax 18 56 2 muillion sad. reduced by foreign lax
credits. s ero. Since the amount of credita
tnat wouid have been allowed o offeet the
non-preference reguiar tax would have
reduced such 1ax te an amount [$3) equal to
e actual reguiar tax liabiling ($0). B received
a 'ax benefit from nene of the 58.4 million of
lax prefe~ences and ihereiors all of these
srefjerences are non-beneficzal preferences,

{ii1) Since B hay S4.4 muliion wn 101ai
oreference jlems and no reguiar tax Babilty,
ine —:mioum lax on that smount would be
foplindt 158.4 milion minus $0.000)
mulitiplied oy .15). None of the preference
viema 13 8 bepeficiat preference. Thys. the
mimmum tax ettnbuisble to nanbeneficial
prelerences [and therefore, the credit
recucoon amount ¢ 51.258.500.

[} Adl of Lthe 834 mollion of freed-up
credity are foresgn t8x crechits that anse in the
aeme year and tistotherwiae would be
cartied ‘orward Since the enire amount of
B tax 2:eferences are non-beaeliclal
preferences, the mnimum tax of $1.238.500
inat would be ;mposed on the to1e] 1ax
preferences (s the credit reduction amovnl
Thus, B’y $3.8 million of freed-up [oreign tax
credits 18 recuced by 51.258.500. The forengn
tax credit carryforward from 1982 1
$10.041.530. Thie amount e Uie sum of
52.641.500 (the freed-up foreign tax croedit of

£2.9n.000. reduced by the credit reducunon
smouat of $1.258 3004 phlus 57 3 million {the
[orewan 1ax credit thal woull have Deen
camed over even if tax preference jems had
not been ailowed}

However. 1f the taxpaver has mote than
one type of freed-up credi. ot the
taxoaver's [reed-up credils are iram
mote than one taxable vear. then the
credil reduction amouny must be
ellocated under the exaci method
described in paragraph (c){5)ii) of 1his
section, unless &n election is made
under paragraph [c){5){iii) of Lhis se<tion
ta use the simplified method.

in} Evact method. For each type of
freed-up credits and Jor each taxabie
year withio such 1vpe from which any
such credits are earned. the amount of
credil reduction shall be ecual lo the
smount of minimum tax aiinbutable o
Lhe non-beneficial preferences that ireed
up the credits for thal tvpe and 1axabie
vear. The amount of the credit reduction
ts camputed by muliipiying the smount
of non-beneficiat prelerences which
freed up credits Jor each type and
taxable year by the minimum tax rate.
For purposes of this computation, if the
amounli of the taxpaver's mimimum tax
exemption for the taxable yvear {as
determined under sectuon ¥6{a}] exceeds
the amount of the taxpaver's beneficial
preferences. such excess exemplion
snall reduce the amount of non-
beneficial preferences to be multipiied
by the minimum tax rate. The non-
beneficial preferences shall be reduced
by any such excess exemplion in the
seme order in which the credits tkat
were freed up by such preferences
would have beeo allowed 10 oflsel tax.
Thus. for example, any excess
exemgption shall firyt reduce non-
benelicial preferences that ireed up
foreign tax credits. Any such excess
exsemplion remaining after reducing non-
beneficial preferences that {reed up
foreign tax credits to zero would then be
used to reduce the non-beneficial
preferences Lhat freed up invesument tax
credita.

[ifi) Simplified method—{A)
Descagtion of method, In lieu of the
exac! credit reduction method described
in paragraph (¢}(3}(ii) of thus section,
taxpayers may eiect 1o use the
sunplified credit reducton method.
Under the simplified credil reducuon
method. the amount af freed-up credits
for each type of credit and far each
taxate year in which such credit is
earmed s multiphed by a frection. The
nureraior of the fraction 13 the toizl
credit reduction amount as determined
in paregrapb (¢)[4)(i{C) of this section.
The denominater is the tolal umount of
freed-up credits as delerouned tn
paragraph (c)(2)(i) of thia sectioa The

product of this myitiolication 1s the
amoun: of credit reoucuon jor each rvpe
and tavable yeat of ireeg-up crecrs,

{B) Election lo use simalified method.
A laxpaver may elecl 10 use the
stmplified credis reduchion metnod foe
all :axabie vesrs lo which Wris secuen
appiies by attaching 8 statemem
indiceting such an eiectien on the
amended Feceral income tax retusn or
returns apphving (ke adjusiments of s
sectian. I an eleclion is made for any
laxable yvear. it musi be made [or all
taxeble vears. Once an electian has
beer made, il can be revoked only with
the permiasion of the Commissioner.
Simiiarly. once returns have oeen fijed
applving the exact credit reduchion
method. an election 0 appty the
simplified method can be made anly
with the consent cf the Commussioner.

{rv) Efect of credit reduciion or crecit
corrmovers. Under both the exact
method and the sinplified methad the
determination oi credyt carmvovers o
other taxabie years is made on the basis
ol freed-up cr=dits remaining alier such
reduction. plus eny oither unused credits,
Thus, an emount of freed-ug crediis 1hat
is equatl lo the credit reduction amount
shall not be eilowed Lo reduce tax
liabiiity 1n any taxable year. Such
disaliowance is without regard 1o
whether such credils would stherwise
be ailowed as 8 carryover. The freed-up
credits, as reduced under this paragraph
[€){5). shall be carried over or carned
back in applyving this section in &
carryover or cBrryback year, No
munimum lax LBabilily shali be due with
respect to the non-beneficial preferences
for any taxeble year.

(v) Exomples. The following examples
illustrate reduction of freed-up credits,

Exomple 1. {:) Corporartion L has tne
lellawing stems for the 1985 laxalie vear

(K]

Aeopuanr las _
Avyrabers croduls
Forbmiyn 12 creons for 1585
Forsmin Lax Credils Camed
Lowwbrd from 1984 .. ___
iUl LA CTeans -
e lorwasd troem 15064 L

15000 .

Ceuctn enowed to Offsel actual
oA A
Forpsgn aa oTerld kv 1965 515000
Formon tar creorts Camed
Hereprd brom (9B

Actudl reguiar Lax habwhy ... -
Pretarecce L e
Taxacms wcome for 1585 e
larTergpd B8 TaasCh Of Bher-
SOCES B O AR
Nonpralerdnce regua B . ..
Comgnz anceend 10 Cftset non-
Dr 6w aCl FEQuUADY BT )
Forsmon tax ooty bor 1985 315000
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Forpgn fax crecms camed

‘orward hown 1984 ... -s=somo__

Ivesimgnt Laa oroghly Car.
ned forwarg Wom 1964 o

60000

2C.000

NOADealQ e Tagi lae b

abuiily ._. 11,753

i) The Freed-up credits for 1985 sre 538.25
[566.000 munus $21,7501 The nov-preference
regular tax 10 571,750, The amonnt of L's non.
beneficial preferences ior the 1985 laxable
year ti SB4.458,

lii} The tredit reduction smount lor 1985 is
ST2.558, (he amount of munrmuge tdx
sitnbutable ta L's non-beneficial preferencu
Thus amgunt is allocated to reduce each
cowcgory of irced-up credit and 10 each vear
from whicn suck creditis carvied over. L'y
536.250 of freed-up credits constata of $18.250
of Iaresgn tax credits carned ferward from
1984, which were freed up by 540,978 of non-
Leneficial preferences. and 520.000 of
wivestment tax credis camed forward from
1984, which were freed up by $43.478 ai non-
beneficial preferences,

liv) The appactionment af this credit
reduction smount 1o each catevory of freed-
up credit and ®ach taxable year from which
such credits are carned over is determined as
follows under the exact credit reduction
method:

{A) Foreign tax credits carried forward
from 1984:

Non.beneficial preferences that freed up 1984
FTC x .15 = Credit reducton of 3984 FTC

540978 . 15=548.1:0

{B] Investment tax credits carried
forward from 1984
Non-beneficial preferences that freed up 1984

ITC x.15=Credil reducnon of 1684 [TC
$43478 .15 S6522
Thus, the foreign tax credits from 1984
that are carried forward to 1988 ara
£12.104 (S16.256 minus $6,146]. The
investmen! tax credits from 1984 that
are carried forward to 1986 are $13.478
[S20.000 runus S6.522).

{v) The reduction of the freed-up
ereit under the simplified credit
reduction method is as foilowa:

(A} Foreign 1ax zredit carried forward

f-om 1984:

Credit reduction

Freed-up foreign amount
tex credits fram X
1984 Totst freedeup

credit

=Credit reduction allocatsd 10 beedvp
formign 1ax credily carmed forward from

1584

52068
536,250

518250 X

i (B} Investment tax credns cartied

| forward froc 1964

Credtt reduction
Freed-yz amaunt
Invesimen| tax

credits from 1984

s
Torsl freed-up
credit

= Credit reduction allocated to freed-up
investmenl tex credit carried forward
Irem 1984

S11608
538.250

S20.000 56824

Thus, under the simplibed credit reduction
method. L has $12.206 of foreign 1ax credits
{or 1984 (S18.250 mynus 56.044} Ihal are
carrisd forward 10 1986, and $13.376 of
investnent tax credus for 1964 {S20.000 minus
$6.524) that are carried ferwaed to 1986
Example 2. Atsume the same fucls as 0
Zxample 1 ol this paragraph [:)(5}[v]. except
ihat the foreign 1ax credus availabie Tor usein
1985 include 510.750 in credits carried
forward From 1940 and S14.3150 10 credits

carried forward fromn 1984, Thus $4.000 of the
freed-up forcign tax credit i3 carried over
rom 1980. The other $14.250 of freed-yp
Joreyn tax credit 1s curmied over from 1984,
The non-beneficial preferences that keed up
the 1980 foreign tax credit are $10.000. The
" non-teneficial preferences that freed up the
1984 fpreign tax credil are $30.978. Under the
exact credit reduction method. the credit
reduction amounts for each of these credits
are daiermined &a [ollows:

(i) Foreign tax credit catried forwnrd from

1980:

510.000%.15=%1.500

(i) Foreign Lax credit carried forward from
1984:
510.678% .15 =54 648
Thus. the foreign tax credit from 1984 thalis
carmied forward 10 1986 is 59.804 | 514050
minus $4.646). Since wthe loregn tax credit
from 1980 expires sher 1985, nane ol tha
credit is camied {orward o 1968

{d) Examples. The following exampies are
cemprenensive lustestiens of the
aciustments gesenbed in paragraph (g of this

MECHON
Example 1. (i} This ¢xample illyatratey the
opersnon of the credn fedyctoon adjustment
when the ameuni of foregn ax cradit
allowed iy subtect to the aversll imitation
nnder sechion 504, For purposes of this
example. assumme that Carperation % has the
follownng items jor the 1984 texable yesr

Tazubie income {determined as though
preferences were not allowed)......5340.000

Frea fareign sources 70.000
Foveign tax credite from 1vea . __5.000

Foremzn tax credits irem 1983 —._7.000
Actusl texable income... oo mn 50.000
From [oreign 30urces. .o e e, 25.000

i

carmied forward from 1984, rather than $25.000

in) The credht reduction adpustment and
minimum iax habiiity for the (s xabie Year mre
determmed as follows:

1. Tamow Moome
{owtemened a3
theamgn
r it ar 9OCHS wer D
oLyl kgrerwnd)

2. Tax oreteronces

lor 1984 _. ... .

Taracw wrome

|lerve 1 mirgs ine

4 R

4, Regular tax Oﬂ

hna 3 ameunt

[BCtua regular

ax} etore

ot adus:
£25.000 % 15 =577t

2I000RNBmd 500 _

Formgn tax

creains RHawad

N (Guar

lax (hrned 1o

50" a1 ectuat

My 12X Lncrer

$OC. Bl 1584

fotengn Lax

OIS

6. Rogudar imx giter v
cregns (hne 4
minuy boe 5)

7. Regukar \ax on =
bre 1 amoun)

(POn-pretorance

reguiar wax)

belcre cradits
25000 15« 52,750,
25.000 .14 = 4,500 _
25,000 Jas 7 500,
25000 .4 = 10,000,
40.000 o .45 2 18,4000

B. Formgn tax
creans aiicwed
RQAINLE NDN-
praimence
requIst W

55.000 {1984
toregn tax
Ceoty)
7000 1987
toremgns 1ax
oeaois)..,,.,
[the plicrwad
aecis 3G

— 3139000

50.000
2

50.000

i

e aiaa I T —

the BCOOMN
0

it ho ol
L22075;

9. Non-grelotence
reguin Lax alter
Crecits (e 7
s e A)

10, Freeg-up
crockts {hoe B
mrwrd br 51

1984 1or gy
L Credis .

2150

25,000
I:.l?.‘al_

035

198] (oregn
axy creddis .. 37,500
a

1.000

Towl. ... 17,075
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11. Non-beneficrai preferences ace
computed as set forth in the table bejow.
Under this computaton. non-beneficial
preferences ere considered 16 iree up credils
that wouit have offsel non-preierence regula
tax begianing ai the lowest tax rates al whick
incomte that was 0ifse1 by taz preferences
otherwise would heve been suiet to reguiar
tax. In this case wncome thal was oilser by
raz preferences would have been taxed
heganaing at the 30 pes cent marginal Lax rate

! ) i Non-
| Freeo- | Qhaded !mmhual
Tyos l up by 1ax preter-
3o ‘ ancas
g5 ‘ s2.915 )
a0 | 22083
a0 | 938
| 25838
Tora non-penghcial m.fam:.wr 25.93F
12 Benchiciat prefecences [line 2
N TiNE 1) e 85,062
13. Minimum 1ax on fotal 13: praf—
erences {[line 2 minus the great-
er of line 6§ of 510.000) %415} -ceseee. 12006
13. Minimum ax on beneficial
preierentes ({line 12 minuy the
greater of line 8 or
510.0001% .15] 8,109
15. Credit reduction samouni {line
13 munud Hoe 14) e - 3,891
18. Reduction of freed-up credits
under the exact method {yubto-
tals of line 11 multiphed by .15):
{a) 1984 foreign tax credita:
S21917%.15=5438
(b} 1083 forelom tax creciis:
(§27.083 + $936) X.15=53.453
{c} Total zred:t reduthion vmrme- 2631

Nater IF X had crected to use the simplified
cramt seduciion method, the smount of credit
reducuon wauid be determuned by
muluplving the ersount of {-ped-up credit in
each category and taxable vear oy the
{ellowing rotio:

Cred reduchion amaurt £3.891

==.494

1o1al freed.yp credit $7.875

{d) Under ths method. the 1984 [reed-up
{oreizn 1ax credis wawd be redueed by 5433
{5875 % 194}and the 1983 freed-up I‘ar-rgn tax

credita  would be reguced by S3456
[S7.000% 494].

17. Freed-up credits alter recuc-

ton under :he exact method

{line 10 subtotal munus hne 16

nubtotaish

{a) 1984 [(oreign tax creduls

(X874 minus SA30] e 437

{b] 1983 foreign lax credus

(57,000 mnud 334300 s 3.897°

{d} Under tus method. the 1964 freed-up |

forergn tax credis would be reduced by $433

1SA75 % A5 )and Lthe 1483 freed-up fore:gn tax

credis would  be  reduced by 83438

ST.000 x 4941,

Thus, assuming that Corporsnion X did aot I
elect (o uae the nimplifed method. Corpo-
rauon X will carrvover 5437 of 1984 foreign |
tax credits to 1985 and $1.537 of 1983 for. ; i
erpn lax credits 10 1985, Had Corporation
X elecled to use the simphfied method.
freed-up credits afier reducuon would be
os follows:

\
{
|
{a} 1984 fareign tex credits l
!

|

{5875 minus 543 ...
{b) 1983 fureign tax credits
{57.000 minus S1.458] ... 3.542
Exgmple 2. [i) Corporation X has the fol- |

i 10wing 1lema for 112 1985 1axable year
Taxsble income {delermined es
thaugh preferences were not
allowed} . $1.500.000
1984 invesument lax credity ... H00.000
1985 investrment tax creditg. .. ... 100.000
Aciugl laxable income. oo 1.000.000
(ii} The credit reduction and mimmum tax
af X for 1985 are determined o5 Jollows:
L. Taxable tncome delermined as
U‘\Ouah $1.500.000
2. Tax preferences for 1985 ... 300,000
3. Taxaole income [line I mius
fine 2} 1,000.000
1. Regular 1ax on line 3 amount
(actusl regular tax) before
redits e
L25.000%x .15 = 53,750
25,000 .18 = 4,500
25,000 % 30 »= 7500
25,000 % .40 =10.000
BO0.000 X .48 =414.000. .. o AJETSO
5. Invesunent 1ax credits sllowed
(limited undet secuon 38 (¢} Ie
$25.000 of net tax liability. plus
85 percent of net tax liability
in excess of 325.000 ... oo ITT5I?
B. Regular tax after credits {line 4
minay tine 5) s az-12
7. Regular tax con line 1 amount
{non-pref=rence regular 1ax)
belore credits:
25.000%.15=51.750
25.000% .18 = 4,5
25,000 30=7 500
25000 % 40 10,000
00,000 3 48 = 414 000
05,000 = .51 = 206350
95.000 % .48 = 43,700 890.000 |
8. lnvestment 18x credits ajlowed
againat non-preference regular
lax 500,000
9. Non-preference regular tax
after credita [line 7 minus line
- ] [PV TR 190,000
10. Preed-up credits (hne 8 minus
line 5} !
1984 investment lax credit...... 5520000
[377.537)
z‘l m l

198% investment lax crecit.....

Total e

p—_

71. Non-berelicial preferences are
somoyied as sel [orth 1o the 1able peipw.
Under Ihis compuleton. non-Deneficial
oreferences are considered 1o free up creditg
that wouid have affset ngn-preference resnlar
tex beginnteg ol the Jowest laa rates a! which
incame that was oifsel by tax preferences
otherwise would have been subject io reguiar
tax. ln this case. income that was offset by
tax preferences would have been laxed
Leginning u the 51 percent martinal ten roie,
Although some of the tncome offser by
preferences would be taxed a) 1he 45 pariem
rsarginal rate [because taxsbie incame
excess of 51,305.000 iy not subiyect 1o the §
percent sddition 1o tax on texabie income in
excess of $3 million], the £1 percent mominal
rate Is taken inta account first.

Freag-up | Orvoed be:eo::nl
Trwe credsl afs:':" DreIad-
ences
mC t&-\l.......u......"l 322,463 51 | L34 05
mc iBS.'l.....,.,,..._..J 100,000 51 ! 195078
| 122 459 | 240122
st nesl e
Tota non-Deneficial preleences _ . A2
12. Beneficial preferences {line 2
TUAUP G028 11t e s e - 258.877
13. Miamum 13X ob \1owa) tax pref-
erences {{line 2 minus Lhe great-
er of line B o¢ 510,000} X .15)......... 85,558
14, Minimurn tax on beneficial
preferences [{line 12 minus the
grester of line § or $10.000) X
.15 -— 9650
15. Credit reduciion amount [luu
i3 minus line 14) . 36,018
18. Reduction of ireed-up credm
under the exact method {sublo-
taln of line 11 multphed by .18):
[a} 1B34 inve=iment lax credity:
S44.045 x 15=1238.607
(k) 1985 investment (sx credils:
$96.078 X .15=529.411
{c] Total credit reduction .. 38013
17. Fixed-up credity after reduc-
tion |assurmag that Corporation
X does not elect the simplified
method):
{a) 2984 invesunent credit
{S22.483 minuy 38.807} .o ceeemies 13.R58
{by 1985 pvestment credil
[$100.000 minus E29.411) e, 70.539

{e) Miscelloneous rules—{1)
Investment Credit Racagiure. If duning
any taxable year property to which
section 47 applies is disposed ol. thea
for purposes of detlermining any wscrease

:in tax ender seclion 47 for such year, the

amount ¢f any reduction under Lhis
section oi freed-up section 38 credit
which was earned in the year the

! groperty was placed in service ghall be

treated as a credit that was allowed in a
prior t2nable vear.
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Eranore. Corporation D pleces property in
aprvice 10 1983 that generates (vestmeot 18x
crecatn of T10.000 O esrme no other
\nvestmen: tax crediis in 1583, None of the
(nvestMent lax crecits are used 10 RROUCE LBX
Latihiy in 943 or any pror vears. In 1984, D
uses $1.000 of they credit to reduce regulsr lax
Lability. In sddition, D has items of tax
preferences in 1964. However. under section
3afh). D 12 notl heble for mumamum tax on any
of these preference 1lems because none of
these preference iteme produces & iax benefit
in 1984, As a result. an adjustment is made
under the provisions of § 1.58-9 and Lhe
insestment 1ax credil carryforward from 1983
is reduced by $4.000. Thus. [ has an
.rvesiment lax credii carryforward of 55.000
thal 1s anribuishble to the property placed 1a
srAvice 1n 1083, In 1089, the property is
cisposed al and tne \nvesiment 18x credits
eamed 1n 1581 are recomputed as required
under seclich 47. This recomputalion results
in 2 reduction ol 55,000 of the invesimen! ax
cedits eamed in 1243, D must now adjusl its
1983 invesiment 1ax credit carryforward
under secuon 47(a}{8) by reducing this
currviorward 1o zeto. in additon. D has an
sadinonal Lax linbility of 51.000 for 1968-

(2] Period of limitations; adjustments
:0 tox liabiity. The adjustmenis
described in this secuon shall. in
general. appiy for purposes of assessing
deficiencies or claiming refunds of tax
far any taxable year for which the tax
liability is affected by the adjustments
of this section, pravided that the period
of limitations under section 8501 has not
expired for such taxable year.
Therefore, these adjustrments gengrally
epoly for purposes of assessing
deficiencies and relunding any
overpayment of tax for all vears for
wiuch the period of limitationa has not
expired regardless of whether the penod
of limstations has expired for the
1axable year in which Lhe non-peneficial
praferences arase, Howevet. (he
adiustments of tais section do not appty
10 reduce otherwise allowable credits
that were freed up by such non-
beneficial prelerences where:

{i] The taxpayer pmd muuimum tax on
all tux prefetence 1tems ansing 1n the
taxable year in wnich the non-benelicial
preierences arose.

{u] The taxpayer has not made &
ciaim lor a credit or refund for such
mintmum lax: and

(i) The period of limitations for
ciaimung a credit or refund under section
6511 has expired for such 1axable year.

(A] Further, if—

{7} the taxpaver never ps1d mmimum
tax attmbulaole to non-beneficial
preferences;

(2} credils that were freed up by such
preferences were used to reduce l1ex
5abulily [or a taxable yeur {or which the
period of imitations has expired: and

|7} crecuts 50 used exceed the amount ™
of credits that would have been

availaple f :he gedit reducton regured
under this section wath respect to such
preferences had been made.

(B} Then. the taxpaver shail be Liable
for the minmum tax equal 1o the amount
of credits so used. provided the penod
of hmiratiuns has not expited for the
taxabte vear in which preferences arcse.

(3} Claims for credit ar relund. A
taxpayer may claim a credit or refund ol
miniawm tax that was made on non-
benefcial preferences. However. such a
claim for a credit or refund snall be
disaliowed 1o the extent that the
tuxpayer has reduced tax liabibity in a
taxable yeur for which the penod of
Limitations has expired by using freed-
up credits in excess aof the amaunt that
would have been available i the credit
reductian required under this seciion
had been made. Such claim musl be
made by filing an smended return for
the taxzole year for which such
minimum tax was paid Further, if s
claim [oe credit or refund 15 Gled.
amended retums must also be filed {or
eny taxabie year [or which 1ax liability
would be affected as a result of the
reduction. under this section. of credits
freed up by such non-peneficial
preferences. See section 8511 and the

- regulations thereunder regarding the

period of limitations for claiming a
credit or refund.

{4} Carryovers of fereign tax credit io
taxable years after 1986, In the case of
foreign tax credil carryiorwards to
taxable years beginning aiter December
31, 1986, reductions i such credits
required under this section shall apply
for purposes of computing the
alternative minimum tax foreygn tax
credit usder section 39(a) of the Internal
Revenue Code of 1988 as well as for
purposes of computing the foreign tax
credit for regular tax purposes.

[3] Credit Carrybocks. If credit
carrvbhacks increase the amount of
credits for a t1axable year. the
sdjustments described in this sechon
shall be recomputed :aking inlo sccount
the addibonal crediis. This rule may be
iftustrated by Lhe following examples:

Example 1. 1i] In 1881 corporation D has
aciua! taxable income ol $72.500 snd regular
tax belore credils of $15.000. in compulng
sctual reguiar raxatcle income, O made use of
$36.779 of tax prefersnce ilems, so thal D's
1axable income delerrmned as though
preference were nol allowed would be
$109.238. D's non-preference regular 1ax
before credits 16 S30.000. D ears $25.000 of
loreign tax credus in 1981, none of wiich
exceed Lhe limitation under sechion 94
delermined using either actual regular
taxable income or the non-preference Iaxable
wncome These cradits reduce nctual reqular
tax o tero [S0) and would have reduced non-

" prefevence regular tex 10 $3.000 {$30.000

minus $25.000) Thus, O has freed-up lorergn

tax zr+dits from 1981 of 510.000 (525 000
minue $15.000 Pursuant to the adjusimenta
reguired under this sechion, D determines thei
ns credit reduenon amounr s $3.843 and
reduces 1ts freed-up credil [and its credit
cerrvover) from Y881 1o $0,157 |S10.000 mmus
53.843! D nlse pavs minirum tax of $767 on
511114 of benehcisl prefe~ences [[S11.174
minus $10.000) multiplied by .15).

) In 1982 D earmns addiuznel formige tax
credits. After spplication of the fnreign tay
credit carmyvback rules. D would have £5.000
of 198> [ureign tex credtis available for usa ig
1981. O must recalculate the adjusimen!s
required under this section by reating 55,000
of [oreign tax credit from 1982 o5 careied
back ana lassuming thal these credits Jo not
excesd the himitaton under section 904} used
1o reduce non-preferktnce regular tax habiliy
n 1981 10 zero (30). That 1a. $5.000 of the
furesgn tax credits eacned in 1882 are tresied
a3 credits freed up because of D' wax
preiersnce nems in 1981, Pursuant 10 the rules
aet forih heresn. D must take o sccounl the
foreign 18 credits from both 188) end 1582 In
determinng lo whal extent a tax benefit was
denved from the preference 1tems used to
delermine actuaj regular tax liabiliy wn 1881
and Wn computing ihe credit reduction
amount. When \he 55,000 of foreign tax
credils from 1982 are considered, 811
preferences become noo-beneficial :
preferences, end the credil reduction amount
is $1.010. Assumung that U elects the
mmplified method. the 1981 freed-up crediv
and the 1982 breed-up credits will each be
reduced by the [oliowing perceatage: -

$4.M0 {credit reduction amount)

515.000 (total Feed-yp credits)

The 1981 freed-up foreign tax credis of
$30.000 are thus reduced by S2673 |$10.000
multplied by .2571). 1o 57,227 and the 1982
freed-up forewgn 1ax credats of 35.000 are
reduced by $1.334 ($5.000 mulupired by .2872)
10 $3.668. D also fies a clawm for credn or
refund of the 5167 of minumum 12x pad in
19681,

Exomale 2. 'n 1885 corborahon 23 non-
preference requiar taxabie ;ncome was
35000, E had ne svailabie credits. [t paid
zero i regular tax. hawever. because ol
525.000 wn preference nems. £ peid 52.250 of
mimmum tax oa these preferences [[$25.000
munus 510.0001 mutuphed by J15) In 1986 £
has addizions! investment tax credily. Aftar
epplicatron of the snvestmens ax credut
carryback rules, £ would heve $1.000
inveatment tsx credit [rom 1886 aveilabie lor
use w1985, E myst recompute the
sdiustmenta required under this section by
treating 51,000 of these 1946 investment 1ax
credits as carried back and used to reduce
non-preference regular tax liabiily lor 1985,
Pursuant lo the rules of this sectior. all of
thest 51.000 of crediis are reed-up credis.
Non-benefcial preferences are 36,867 {31 000
groseed up at a 15 percent regules tax retel.
Beneficinl preferences are 318.330 [525.000
minus S8.667) Mintmum fax on sl
preferences would be $2 250 ([525.000 minua
$10.000) muilplied by .13} miuoum iax oa
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berelicial preferences would be 31.350
{($18.333 minus $10.000) muhiphed by .25}
Mimimum tea attributable o 1he non-
beneficial preferences is thus 5§1.000 {51250
minus SLIS0). wmch s the credit reduction
amouni. £ thus reduces the 51.000 of credils
carmed Dack 10 1985 1o teru. Under the tules
of this section. the ameunt of mmimum tax
due far 198513 redetenirined. It 1s equal 1o the
minimum tax on beneficial prelerences.
which, as described abave. 15 $1,250. Because
E paid minimum fex of 82.250in 1985, E files
& claim for credit ot refund for $1.000 of the
miniraum tax paid in 1955,

() Treatment of net operating losses.

[Reserved|
Par. 2a. Section 1.58-9T is removed.

PART 602—OMB CONTROL NUMBERS
UNDER THE PAPERWORK
REDUCTION ACT

Par. 3. The authdn’ly citation for purt
802 continues to read as follows:

Autbority: 26 U.5.C. 78605,
Par. 4. Section B02101{c] is amended
removing the entry for "1.58-9T" and by N
adding the following entries in the table:
§ 602,101  OMB control numbers under the
Paperwork Reduction Act

M T ~

[c) L . LI
CFR part or sechon where wenified - %"&‘é‘“
i of Gescniowd - control Na.
1.58-HeH SHEND) 15451093
1. 58 HeH 3} 1545-1090

Sh.i.ric.y D. Palarson,

Commssionerof Internaf Revenue.
Approved: April 21, 1992
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