Notice of Proposed Rulemaking cause they could not timely obtain andAppeals for the Seventh Circuit i@on-
. ) prepare the necessary documentation imental lllinois Corp. v. Commissiongr
Filing Requirements for Returns a form suitable for submission with theirT.C. Memo. 1991-66, 61 T.C.M. (CCH)
Claiming the Foreign Tax Credit tax returns. The intent of the Notice wasl916, 1939-42 (1991kff'd in part and
to advise taxpayers that Treasury andev'd in part, 998 F.2d 513, 516-17 (7th
REG-208288-90 the IRS would issue a new regulationCir. 1993).

AGENCY: Internal Revenue Servicethat would suspend, beginning on Janu-
(IRS), Treasury. ary 1, 1988, the existing regulationSpecial Analyses

o requiring the submission of this docu- |t has been determined that this Trea-
ACTION: Notice of proposed rulemak- mentation with a tax return. This NeWsyry decision is not a significant regula-
Ing. regulation has not been issued. Insteagy action as defined in Executive

SUMMARY: This document contains aOf suspending the relevant portions ofprder 12866. Therefore, a regulatory
proposed regulation relating to the subth€ existing regulation, Treasury and thgssessment is not required. It has also
stantiation requirements for taxpayerdRS now have decided to permanentlyyeen determined that section 553(b) of
claiming foreign tax credits. The pro-€liminate the requirement that documenthe Administrative Procedures Act (5

posed regulation is necessary to providition be submitted with the tax return,y s.c. chapter 5) does not apply to this
guidance to U.S. taxpayers who clainfffective January 1, 1988. regulation, and because the regulation
foreign tax credits. does not impose a collection of informa-

R tion on small entities, the Regulatory
DATES: Written comments and requests o
for a public hearing must be recei\?ed by8 1.905-2(a)(1), 1.905-2(b)(1) and (2)Flexibility Act (5 U.S.C. chapter 6) does
April 14, 1997, and 1.905-2(c) not apply. Pursuant to section 7_805(f).of
’ the Internal Revenue Code, this notice
ADDRESSES: Send submissions to: Sections 1.905-2(a)(1), 1.905-2(b)(1pf proposed rulemaking will be submit-
CC:DOM:CORP:R (REG-208288-90),and (2), and 1.905-2(c) are unchangetéd to the Chief Counsel for Advocacy

Explanation of Provisions

room 5228, Internal Revenue Servicefrom the final regulations. of the Small Business Administration for
POB 7604, Ben Franklin Station, Wash- comment on its impact on small busi-
ington, DC 20044. Submissions may b 1.905-2(a)(2) ness.

hand delivered between the hours of 8 ynder 1.905-2(a)(2), taxpayers i
am. and 5 p.m. to: CC:DOM:CORP:Rgenerally fre required( t)(g glttach E[:)0 )t/heiComments and Requests for a Public
(REG-208288-90), Courier's Desk, In-income tax returns either (1) the receipi_|ear|ng

ternal Revenue Service, 1111 Constitufor the foreign tax payment, or (2) a Before this proposed regulation is
tion Avenue NW, Washington, DC. Al- foreign tax return for accrued foreignadopted as a final regulation, consider-
ternatively, taxpayers may submittaxes. Proposed § 1.905-2(a)(2) reation will be given to any comments
comments electronically via the internelmoves the requirement that the docuthat are submitted timely to the IRS. All
by selecting the “Tax Regs” option on mentation must be attached to the inecomments will be available for public
the IRS Home Page, or by submittingcome tax return. The proposednspection and copying. A public hear-
comments directly to the IRS internetregulation now provides that such eviing may be scheduled if requested in
site at HTTP://www.irs.ustreas.gov/prodidence of foreign taxes must be prewriting by any person that timely sub-

tax_regs/comments.html. sented to the district director upon re-mits comments. If a public hearing is
FOR EURTHER INEORMATION CON- duest. scheduled, notice _of the_ date, timt_a, and
TACT: Concerning the regulations, Joars 1 905_o(b)(3 place for the hearing will be published
Thomsen, (202) 6223840 (not a toll-> * B)E) in the Federal Register

free call); concerning submissions, Section 1.905-2(b)(3) addresses isSU§$afting Information
Evangelista Lee, (202) 622—7190 (not dor taxes withheld at the source. The g

toll-free call). section allows the district director to The prinﬁipal auth?r ?\f thisﬁ_regul?ticr)]n
accept secondary evidence of such withis Joan Thomsen of the Office of the
ﬁ\]LIJ:%PRLl\Ii,IZ\ATEI(N)-[I\—]ARY h0|d|ng The proposed regu|a‘[ion clari-Associate Chief Counsel (International),

fies that evidence of a tax withheld atlRS. However, other personnel from the
the source and the amount withheld i4RS and Treasury Department partici-
only sufficient for an interim credit. pated in their development.

On June 3, 1988, the Internal RevUpon request of the district director, R
enue Service issued a Notice (Noticgaxpayers must provide evidence, as pras
88-65, 1988-1 C.B. 552) which statedrided in § 1.905-2(a)(2), that the tax
that regulations would be issued suswithheld was actually paid to the for-
pending portions of § 1.905-2 of theeign country. Although this regulation Accordingly, 26 CFR part 1 is pro-
Treasury Regulations. Section 1.905-vill be effective on the date that is 30posed to be amended as follows:
requires taxpayers who claim foreign taxdays after the date the final regulation i
credits to attach documents to theipublished in theFederal Register it PART 1—INCOME TAXES
returns substantiating the credits. Theeflects an IRS requirement upheld as a Paragraph 1. The authority citation for
Notice was issued in response to probreasonable interpretation of current lan26 CFR part 1 continues to read in part
lems taxpayers were experiencing beby the Tax Court and the Court ofas follows:

Background

roposed Amendments to the
Regulations



Authority: 26 U.S.C. 7805 * * *

Par 2. Section 1.905-2 is amende
by:

1. Revising the second through fourtl
sentences in paragraph (a)(2).

2. Adding two sentences to the en
of paragraph (b)(3).

The revision and addition read a
follows:

8 1.905-2 Conditions of allowance o
credit.

(a) * % %

(2) * * * Except where it is estab-
lished to the satisfaction of the distric
director that it is impossible for the
taxpayer to furnish such evidence, th
taxpayer must provide upon request tt
receipt for each such tax payment i
credit is sought for taxes already paid c
withheld, or the return on which eact
such accrued tax was based if credit
sought for taxes accrued. This receipt ¢
return must be either the original, @
duplicate original, or a duly certified or
authenticated copy. The preceding tw
sentences are effective for returns who
original due date falls on or after Janu
ary 1, 1988. * * *

(b) * % %

(3) * * * Any foreign tax credit
claimed for taxes withheld at the sourc
is an interim credit and the taxpaye
must prove that any taxes withheld &
the source were paid to the foreig
country, as required in paragraph (a) c
this section. The preceding sentence
effective the date that is 30 days afte
the date this regulation is published i
the Federal Registeras a final regula-
tion, however, for periods prior to the
date that is 30 days after the date th
regulation is published in thé&ederal
Register as a final regulation, se€onti-
nental lllinois Corp. v. Commissionger
T.C. Memo. 1991-66, 61 T.C.M. (CCH)
1916, 1939-42 (1991pff'd in part and
rev'd in part, 998 F.2d 513, 516-17 (7th
Cir. 1993), wherein the court upheld thi
rule as a reasonable interpretation ¢
section 905(b) of the Internal Revenu
Code.

Margaret Milner Richardson,
Commissioner of Internal Revenue

(Filed by the Office of the Federal Register or
January 10, 1997, 8:45 a.m., and published in tt
issue of the Federal Register for January 13, 199
62 F.R. 1700)




