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SUMMARY: This documen contairs fi-
nal incone tax regulatiors relating to
the computatio of foreign taxes deemed
paid unde secti;m 902 Change to the
applicabk law were mace by the Tax
Refom Ad of 198 and by the Techni-
ca and Miscellaneos Revene Act of
198 (TAMRA) The® regulatiors pro-
vide guidane neede to compl with
thee change and affed foreign corpo-
rations and their United States corporate
shareholders.

DATES The® regulatiors are effective
Januay 7, 1997.

Applicability: For the specift dates
of applicability of thes regulations see
88 1.902-1(¢ and 1.902-3(]).

FOR- FURTHER- INFORMATION
CONTACT: Caren S Shen (202 622—
3850 (nat a toll free number).

SUPPLEMENARY INFORMATION:

Paperwok Reduction Act

The collection of information con-
tained in thes final regulatiors has been
reviewal and approvel by the Office of
Managemeh and Budge in accordance
with the Paperwok Reductim Ad (44
U.S.C 3507 unde contrd number

1545- 1458 Responseto thes collec-
tions of information are required by the
IRS to implemen the sectimm 902 pool-
ing regine enacte in the Tax Reform
Act of 1986.

An ageny may not condud or spon-
sa, and a persa is not required to
respord to, a collection of information
unles the collection of information dis-
plays avalid contrd numbe.

The burden for the collection of infor-
mation is reflectad in the burden for
Form 1118.

Commerg concerniry the accurag of
this burden estimaé and suggestios for
reducirg this burden shoull be sen to
the Internal Revenwe Service Atten-
tion: IRS Repors Clearane Officer
T:FP, Washington DC 20224 and to the
Office of Managemert and Budget,
Attention Desk Officer for the Depart-
men of the Treasury, Office of Informa-
tion and Regulatoy Affairs, Washington,
DC 20503.

Bools or records relating to the col-
lectiors of information mug be retained
as long as their contens may become
materid in the administration of any
internd revene law. Generally, tax re-
turns and tax return information are
confidential as required by 26 U.S.C.
6103.

Backgound

Sectim 902 (26 CFR part 1) was
amendd by sectilm 1202(9 of the Tax
Refom Act of 198 (Public Law 99—
514, 100 Stat 1085) and sectin
1012(h of the Technica and Miscella-
neots Revene Adt of 1983 (TAMRA)
(Public Law 100- 647, 102 Stat 3242).
On Januar 6, 1995 the IRS publishal a
notice of proposel rulemakirg in the
Federd Registe (60 FR 2049 [INTL—
933-& (19954 C.B. 959)]). The pro-
posa regulatiors provide guidane
neede to comply with section 902 as
amendd in 198 and 1988 No public
hearing was requestd or held but nu-
meroLs written commerg were received.
The propose regulations with certain
changs mack in respong to comments,
are adoptal in this Treasuly decisin as
final regulations The principa changes
to the regulations as wel as the major
commerg and suggestions are dis-
cussé below.

Explanation of Provisions

Section 1.902-1

In the preambeé to the propose regu-
lations the IRS requestd commerd on

whethe the holding of Revene Ruling
71-14 (19714 C.B. 211) shoul be
expandd to allow taxes paid by a
foreign corporation to be considered
deemd paid by domestt corporations
that are partners in domesi limited
partnershis or foreign partnerships
shareholdes in limited liability compa-
nies beneficiaries of domest or foreign
trusts and estates or intereg holders in
othe pass-throuf entities The revenue
ruling held that two 50-perceh domestic
corporake generd partners of a domestic
generd partnershp that owned 40 per-
cert of a foreign corporation were en-
titted to compué an amoun of foreign
taxes deemd paid undeg sectilm 902
with respet to dividend they received
from the foreign corporation through the
partnership.

The IRS receivel numeros com-
mens in respong to the reques in the
preamble The commentes uniformly
argue that the aggregaé theory of part-
nerships shoul apply to allow domestic
corporate partners to compué an
amoun of foreign taxes deemd paid
with respet to dividend paid to any
partnershp by a foreign corporation,
providal that the partne owrs at least
10 percen of the voting stok of the
foreign corporation through the partne-
ship.

The final regulatiors do not resolve
undg wha circumstance a domestic
corporate parthe may compué an
amoun of foreign taxes deemd paid
with respet to dividend receival from
a foreign corporation by a partnershp or
othe pass-throug entity. Tha isste will
be the subje¢ of a future proposed
regulatiors project Howeve, in recogni-
tion of the holding in Revene Ruling
71-14 (19714 C.B. 211) that a gen-
era partna of a domesti generad part-
nershp may compue an amour of
foreign taxes deemd paid with respect
to a dividerd distribution from a foreign
corporation to the partnership § 1.902—
1(a)(1) is amendd to defire a domestic
shareholde as a domesti corporation
that “owns’ the requisie voting stock
in a foreign corporation rather than one
that “‘owns directly’ the voting stock.
The IRS is still considerirg unde what
othe circumstance the revene ruling
shoutl apply.

Sectimn 1.902-1(a)(8 is amendd to
clarify unde wha circumstance the
pod of post-198 foreign income taxes
mug be reducel to accoun for distribu-
tions mack in prior post-198% taxable
years The regulatiors require a reduc-
tion in the taxes pod for taxes attribut-



able to earnings distributed to shareholdtheir ratable share of the foreign corpoimprove a United States taxpayer’s for-
ers ineligible for the deemed paid crediration’s taxes, a result at odds with thesign tax credit position. The rule states
(for example, a foreign shareholder, astatutory scheme. that if a taxpayer receives or accrues a
U.S. individual shareholder, or a domes- Section 1.902-1(a)(8)() is amendedlividend from a noncontrolled section
tic corporate shareholder that owns lesto correct an oversight in the propose®02 corporation and the Commissioner
than 10 percent of the foreign corporaregulation. In the case of a distributionestablishes the existence of an express
tion’s voting stock) and to shareholdersout of current earnings and profits thaior implied agreement that the dividend
that are eligible for the credit but thatis treated as a “nimble” dividend underis paid out of the foreign corporation’s
choose to deduct foreign taxes undesection 316(a)(2) when there is a deficipassive or high withholding tax interest
section 164(a) in the year of the distri-in accumulated earnings and profitsearnings, then only taxes imposed on
bution rather than claim a credit. post-1986 foreign income taxes are nopassive or high withholding tax interest
The IRS understands that some taxreduced. This rule is not inconsistenearnings will be considered related to
payers have taken the position, contrarwith the general rule of paragraphthe dividend. The IRS may invoke this
to the position taken in § 1.902-1(a)(8)a)(8)(i) that the foreign taxes pool mustrule to prevent a shareholder from shel-
of the proposed regulations, that albe reduced to account for taxes attributtering investment income from tax by
though post-1986 undistributed earningsble to all distributions and deemednvesting it through a noncontrolled sec-
must be reduced to account for alldistributions out of post-1986 undistrib-tion 902 corporation that distributes only
distributions out of current or accumu-uted earnings. Rather, it reflects the facthe investment earnings to the share-
lated earnings and profits, post-1986hat under section 902 and these reguldrolder, which then treats the distribution
foreign income taxes should be reducetions, no taxes are deemed paid witlas a dividend sheltered by taxes paid on
only to account for taxes attributable torespect to a nimble dividend under secthe corporation’s high-taxed active busi-
distributions with respect to which ation 316(a)(2) because the post-198@ess income. The IRS believes that this
shareholder both is eligible to claim aundistributed earnings pool is zero omarrowly defined anti-abuse rule is an
credit for foreign taxes deemed paidess than zero. appropriate exception to the general rule
under section 902(a) and in fact elects Section 1.902-1(a)(9), defining post-of 8§ 1.902-1(a)(9)(iv) and (a)(10)(ii)
to credit foreign taxes for the taxable1986 undistributed earnings, is amendebarring special allocations of earnings
year under section 901(a). These taxpaye clarify that the earnings pool isand taxes.
ers argue that only in those circum-reduced only to account for distributions Section 1.902-1(a)(11) has been
stances are foreign taxes “deemed paiddr deemed distributions that reduceamended to clarify that the definition of
and thus required to be removed fromearnings and profits and inclusions thaa dividend in section 316(a) applies for
the taxes pool under a literal reading ofesult in previously-taxed amounts depurposes of section 902, and that the
sections 902(a) and 902(c)(2)(B). scribed in sections 959(c)(1) and (c)(2section 902 definition of a dividend also
The IRS has not changed its positioror 1293(c). Thus, for example, in theincludes deemed dividends under sec-
as reflected in § 1.902-1(a)(8)(i) of thecase of a controlled foreign corporatiortions 551 and 1248. Deemed inclusions
proposed regulations that the foreigrowned 60 percent by a domestic corpounder sections 951(a) and 1293 are not
taxes pool must be reduced to accounmiate shareholder and 40 percent by dividends for purposes of section 902.
for foreign taxes attributable to all dis-foreign shareholder, the earnings anéiowever, sections 960(a)(1) and 1293(f)
tributions and deemed distributions ottaxes pools are reduced only to accourggrovide that deemed paid taxes with
inclusions to all shareholders. Howeverfor 60 percent of the foreign corpora-respect to inclusions under sections
the text of the final regulations has beerion’s subpart F income. 951(a) and 1293 are determined under
amended to clarify the rule. The require- The rules precluding special alloca-section 902 in the same manner as if a
ment that the foreign taxes pool must beions of earnings and taxes in § 1.902-ividend was paid.
reduced proportionately as the earning&(a)(9)(iv) and (10)(ii) of the proposed Paragraph (a)(11) also has been
pool is reduced is consistent with theregulations have been retained in thamended to add a cross-reference to
legislative history of the Tax Reform final regulations. These regulations aresection 1291 and § 1.1291-5 of the
Act of 1986 (Public Law 99-514). Theintended to reverse the result Vulcan proposed regulations, which provide
House Report states that under the poolt Commissioner96 T.C. 410 (1991), special rules for computing foreign taxes
ing regime, “[a] dividend or subpart F aff'd per curiam, 959 F.2d 973 (11thdeemed paid with respect to distribu-
inclusion is considered to bring with it aCir. 1992), nonacg. 1995-1 C.B. 1, fortions from section 1291 funds. These
pro rata share of the accumulated forpost-1986 taxable years. Several condistributions are treated as dividends
eign taxes paid by the subsidiary.” H.R.menters argued that théulcan decision solely for foreign tax credit purposes,
Rep. No. 426, 99th Cong., 1st Sess. 35Was correct and should be applied tdut the general section 902 computa-
(1985). In addition, removing taxes at-both pre-1987 and post-1986 taxabld¢ional rules do not apply.
tributable to distributions to ineligible years, and the regulations should be A commenter correctly pointed out
shareholders and eligible shareholdensvised to reflect the decision. For thethat the regulation’s inclusion of deemed
that choose to deduct foreign taxes iseasons stated in the preamble to thdistributions under section 551 as divi-
supported by the general matching prinproposed regulations, the IRS declinesends for purposes of section 902 is
ciples of section 902, which presumeto do so. contrary to the holding in Revenue
that a dividend distribution will carry Commenters also argued that the rul®uling 74-59 (1974-1 C.B. 183) that an
with it a ratable share of the foreignprecluding special allocations of earn-amount includible in gross income under
corporation’s taxes. If taxes paid withings and taxes is inconsistent withsection 551 is not considered a dividend
respect to distributed earnings remaine8@ 1.904-6(a)(2). Section 1.904-6(a)(2yeceived for purposes of the allowance
in the pool, eligible shareholders eventuis an anti-abuse rule designed to preverdf a foreign tax credit under section
ally could receive credits for more thanthe use of accommodation parties t®02. The holding of the revenue ruling



is based on language in the 1937 legisand, because no taxes can be deemedceived, the rule will be finalized as
lative history of the foreign personalpaid under the computational rules ofpart of the section 904 regulations.
holding company provisions. The Reporsection 902 when post-1986 undistrib-
of the Joint Committee on Tax Evasionuted earnings are zero or less than zer&ection 1.902-2
and Avoidance of the Congress of theno taxes are removed from the post- )
United States, H.R. Doc. No. 337, 75th1986 foreign income taxes pool. Thus, A commenter suggested that the defi-
Cong., 1st Sess. 18 (1937), recomall of the foreign corporation’s taxesCit carryback rules in § 1.902-2(a)(1)
mended that shareholders of foreign peremain in its post-1986 foreign incomeshould be amended to provide that a
sonal holding companies not be allowedaxes pool and are available to beleficit in post-1986 undistributed earn-
a credit for foreign income taxes paidcredited if the corporation pays anotheings will not be carried back to pre-
by the foreign corporation with respectdividend in a later year in which the1987 years on a return of capital or
to amounts deemed distributed. The Repost-1986 undistributed earnings pool i§apital gain distribution. The rule states
port goes on to state that the committegositive. that a deficit will be carried back when
recommended against allowing a credit Section 1.902-1(c)(8) of the proposed™ * * a corporation makes a distribu-
because ‘“it is not administratively fea-regulations reserved on the applicatiofion to shareholders that is a dividend or
sible, although it might seem equitableof section 902 in section 304 exchangegvould be a dividend if there were
under the circumstances.” Commenters suggested that the regulgurrent or accumulated earnings and
Section 551(b) provides that amountsions should address this area by incorProfits, * * * .” The commenter sug-
required to be included in the grossporating the holdings in Revenue Rulingdests that the rule in the proposed
income of a U.S. shareholder unde®1-5 (1991-1 C.B. 114), and Revenuéegulation can result in “locked-in”
section 551(a) are treated as dividendRuling 92-86 (1992-1 C.B. 199). Intaxes when earnings attributable to one
and under current law it is administra-addition, the commenters argued that ther more pre-1987 years are eliminated
tively feasible to allow deemed paidregulations should state that a deemely the deficit carryback. If the deficit
taxes to be computed with respect tgaid credit is available in a section 304stays in the post-1986 pool there is a
deemed dividends. In addition, the Codexchange involving a foreign parent corchance it can be absorbed by future
now includes other anti-deferral regimesporation. The IRS is still studying the €arnings, leaving the pre-1987 earnings
e.g., the subpart F and passive foreigarea and the regulations thus continue t@nd taxes intact. In support of its posi-
investment company provisions, the apreserve on the application of section 902ion, the commenter argues that section
plication of which may overlap with the in a section 304 exchange. 902 establishes rules that minimize
foreign personal holding company rules. Section 1.902-1(c)(9) of the proposediouble taxation by allowing a taxpayer
Shareholders are permitted to computeegulations is reserved in these finaf0 compute a deemed paid credit on a
deemed paid taxes with respect to sulregulations. The proposed regulatiof@xable dividend. The legislative history
part F and passive foreign investmenprovided a cross-reference to regulation#idicates that the pooling provisions of
company inclusions. under section 905(c) with respect tosection 902 are to apply solely for
The IRS, therefore, has concluded thadjustments to post-1986 undistributedurposes of computing the deemed paid
revenue ruling is not supported by curearnings and taxes that result from #redit. Because a return of capital or
rent law. A shareholder of a foreignsection 482 allocation of income. Therecapital gain distribution is not a taxable
personal holding company should beurrently are no regulations under secdividend and no section 902 credit is
entitled to compute deemed paid taxetion 905(c) addressing section 482 alloallowable, the commenter argues that
with respect to amounts required to beations and the IRS, therefore, has rethe pooling rules (including the deficit
included in gross income as dividendserved this paragraph pending issuanceryback rules) should not apply.
under section 551(a). Revenue Rulingf final regulations under section 905(c). The IRS declines to adopt the com-
74-59 (1974-1 C.B. 183) is hereby Section 1.902-1(d)(3)(ii) through (iv) menter's suggestion. When an amount is
revoked effective as of the date thesef the proposed regulations is not in-distributed in a post-1986 taxable year
regulations are published in tiieederal cluded in the final regulations. Para-and there is a deficit in post-1986
Register. graph (d)(3) set out rules and examplesndistributed earnings, the deficit must
A commenter argued that the rule inexercising a grant of regulatory authorbe carried back and reduce earnings and
§ 1.902-1(b)(4), providing that no taxesty under the last sentence of sectiorprofits in pre-1987 years to determine
are deemed paid with respect to divi904(d)(2)(E)(i) to limit beyond the stat- whether any earnings remain to support
dends out of current earnings and profiteite the circumstances under which dreatment of the distribution as a divi-
when the foreign corporation has nadividend paid to a new U.S. shareholdedend. To the extent there are earnings
post-1986 undistributed earnings and nby a controlled foreign corporation outremaining in one or more pre-1987
accumulated earnings and profits (soef earnings accumulated while it was ayears after a deficit is carried back, the
called “nimble” dividends) conflicts controlled foreign corporation will be distribution is a dividend. Any remain-
with the general purpose of the foreigrireated as dividends from aing amount is a return of capital and
tax credit to prevent double taxation.noncontrolled section 902 corporationcapital gain. It would be incongruous to
The rule is retained in the final regula-Identical rules were proposed in 1992adopt a rule providing a different result
tions for two reasons. First, the legislaunder section 904(d). See § 1.904# a single dollar of pre-1987 accumu-
tive history of the Tax Reform Act of 4(g)(3)(ii) through (iv) of the proposed lated profits remains in a pre-1987 year
1986 (Public Law 99-514) clearly indi- regulations. The rules address the chagfter a post-1986 deficit is carried back
cates that Congress was aware of thacter of a dividend distribution underthan if the deficit carryback eliminated
issue and agreed with the position stategection 904(d) and are more appropriall pre-1987 accumulated profits and the
in the regulation. See S. Rep. No. 313ately placed in the regulations under thaentire distribution were treated as a
99th Cong., 2d Sess. 321 (1986). Secsection. After considering the commentseturn of capital.



Another commenter argued that theRevenue Ruling 74-550 (1974-2 C.B§ 1.902-0 Outline of regulations provi-
interplay among § 1.902-2(b)(1) (pre-209) and Revenue Ruling 87-72sions for section 902.
1987 accumulated deficit carries over tq1987-2 C.B. 170).
become the opening balance of post-
1986 undistributed earnings pool) ancEffect on Other Documents

1.902-1(b)(4 i . .
ﬁ a%(i)videgb(}(is) g\ncr)wi;?élees d(:\?izrgrfg) IC())(%ud The following revenue ruling is re- 8 1.902-1 Credit for domestic corpo-
woked as of January 7, 1997. rate shareholder of a foreign corpora-

the proposed regulations, and sectio : tion for foreign income taxes paid by the
960 (incorporating the section 902 rules Revenue Ruling 74-59, 1974-1 C'B'foreign corpcg)ration. paid by

with respect to deemed inclusions unde#83.
subpart F) results in a denial of deemed ) (a) Definitions and special effective
paid taxes to a U.S. shareholder if a>Pecial Analyses da(te). ool

controlled foreign corporation has both a ; : _ (1) Domestic shareholder.

pre-1987 accumulated deficit and post-sulrtyh;;dgfoenn igersgzrgms?gmtg?;;{] 'rsengT; (2) First-tier _corporation._

1986 earnings and profits that are ent’ory action as defined in EO 12866 3 Sepon(_j—tler corporation.

tirely subpart F income. The commentefrparefore. a regulatory assessment is n'ot (4) Third-tier corporation.

suggests that regulations be issued und%quired ,It also has been determined (5) Example. _

section 960 to provide, solely for pur-i.'section 553(b) of the Administrative,. () UPPer- and lower-tier - corpora-

poses of that section, that accumulate ions. o
deficits in pre-1987 accumulated profits rocedure Act (5 U.S.C. chapter 5) doel (7) Foreign income taxes.

X ; not apply to these regulations, and be-
\F’)V(')I(ljant carry over into the post-1986 cause the notice of proposed rulemaking

The IRS cannot adopt the rule theg‘;:cedmg the regulations was issued

This section lists the provisions under
section 902.

(8) Post-1986 foreign income taxes.
(i) In general.

. (ii) Distributions out of earnings and
commenter suggests. Congress amend r(;ritficl)ity 2L§[h(g)2 %égg(acﬁgitsreg)u ?é%gprofits accumulated by a lower-tier cor-

sections 902 and 960 in 1986 specifi- ; oration in its taxable years beginning
cally to eliminate different earnings and?hoet ﬁ]ptglr}lf]'alrg:\?gg&éocsoedcélot?]g?]%?i(cf)e%gefore January 1, 1987, and included in
profits and deemed paid taxes computgs;onosed rulemaking preceding thes he gross income of an upper-tier corpo-
tions for purposes of sections 902 an egulations was submitted to the Smal ation in its taxable year beginning after
960. Further, in the situation the com-g ciness Administration for comment on ecember 31, 1986. _
menter posits, the credits are deferre&s impact on small business (i) Forelgn income  taxes .pald or
but not permanently disallowed. If the ' accrued with respect to high withholding
controlled foreign corporation earnsp

: . tax interest.
. e rafting Information
enough post-1986 income to eliminate g

(9) Post-1986 undistributed earnings.

the accumulated deficit, any distribution The principal author of these final (i) In general.

or deemed distribution will carry with it regulations is Caren Silver Shein of the (i) Distributions out of earnings and

a ratable share of post-1986 foreigrOffice of Associate Chief Counsel (In-profits accumulated by a lower-tier cor-

income taxes. ternational), within the Office of Chief poration in its taxable years beginning
A commenter argued that § 1.902-Counsel, IRS. However, other personndpefore January 1, 1987, and included in

2(b)(2) and (3), Example 1, are incorrecfrom the IRS and Treasury Departmenthe gross income of an upper-tier corpo-

because they imply that annual deficitparticipated in their development. ration in its taxable year beginning after
in pre-1987 accumulated profits were December 31, 1986.

required to be carried back under pre- ok xx (iii) Reduction for foreign income
1987 section 902 regardless of how taxes paid or accrued.

foreign income taxes were determinedAdoption of Amendments to the (iv) Special allocations.

The commenter argues that pre-198Regulations (10) Pre-1987 accumulated profits.

(i) Definition.
(i) Computation of pre-1987 accu-
mulated profits.

section 902 requires a “correlation” be- .
tween accumulated profits as determined Accordingly, 26 CFR parts 1 and 602
under U.S. law and the foreign law@'® amended as follows: i butaby
method by which foreign taxes were iii) Foreign income taxes attributable
determine()j/. ’ PART 1—INCOME TAXES to pre-1987 accumulated profits.

The IRS disagrees with the comment paragraph 1. The authority citation (11) Dividend.
and the proposed regulation has nofor part 1 is amended by adding entries (12) Dividend received.
been amended. The regulation reflectsy numerical order to read as follows: (13) Special effective date.
the Chee or-a defick - acoumalateq Authori: 26 U.SC. 7805 x xx (IS
profits of a foreign corporation for a U geé:tlggzl(g?%—l also issued under 26 (b) Computation of foreign income
particular pre-1987 year, the deficit first™ " 7", ' ) taxes deemed paid by a domestic share-
reduces prior years’ accumulated profits Section 1.902-2 also issued under 2o|der, first-tier corporation, and second-
on a LIFO basis to the extent thereof-S-C- 902(0)(_7)- tier corporation.
and then the remaining deficit reduces Par. 2. Sections 1.902-1 and 1.902-2 (1) General rule.
accumulated profits in subsequent year&re redesignated 8§ 1.902-3 and (2) Allocation rule for dividends at-
That rule applies regardless of whethet.902—4, respectively. tributable to post-1986 undistributed
foreign law permits or requires the car- Par. 3. Sections 1.902-0, 1.902-1 andarnings and pre-1987 accumulated
ryback or carryforward of losses. Se€l.902-2 are added to read as followsprofits.



(i) Portion of dividend out of post- (a) Carryback of deficits in post-1986 (2) Country to which taxes deemed

1986 undistributed earnings. undistributed earnings of a first-, paid.
(ii) Portion of dividend out of pre- second-, or third-tier corporation to pre- (i) United Kingdom income taxes
1987 accumulated profits. effective date taxable years. paid with respect to royalties.
(3) Dividends paid out of pre-1987 (1) Rule. () Information to be furnished.
accumulated profits. (2) Examples. (k) Hlustrations.
(4) Deficits in accumulated earnings (b) Carryforward of deficits in pre- (l) Effective date.
and profits. 1987 accumulated profits of a first-, o ]
(5) Examples. second-, or third-tier corporation to post8 1.902-4 Rules for distributions attrib-
(c) Special rules. 1986 undistributed earnings for purposedtable to accumulated profits for taxable
(1) Separate computations requireaf section 902. years in which a first-tier corporation
for dividends from each first-tier and (1) General rule. was a less developed country corpora-
lower-tier corporation. (2) Effect of pre-effective date defi- tion.
(i) Rule. cit. (a) In general.
g)) S, gross-up (3) Examples. (b) Combined distributions.
() Foreign income taxes deemed paid 1.902-3 Credit for domestic corpo- 0 PR BEP 7 2 EF s FUEE
by a domestic shareholder. rate shareholder of a foreign corpora-¢ " oooonq " or third-tier corporations
(i) Foreign income taxes deemedtion for foreign income taxes paid with () lllustrations P '
paid by an upper-tier corporation. respect to accuml_JIated profits_ of taxa_ble :
(i) Example. years of the foreign corporation begin-g 1 955 1 Credit for domestic corpo-
(3) Creditable foreign income taxes.ning before January 1, 1987. rate shareholder of a foreign corpora-
(4) Foreign mineral income. _ (a) Definitions. tion for foreign income taxes paid by the
(5) Foreign taxes paid or accrued in (1) Domestic shareholder. foreign corporation.

connection with the purchase or sale of

S (2) First-tier corporation.
certain oil and gas.

(3) Second-tier corporation (a) Definitions and special effective

o C(gzngoreign oil and gas extraction (4) Third-tier corporation. Sgé?ioioraﬁlérpgoslegogf_ ;ec;ﬂznd%%ﬁ,itit:;‘ss
(7 Unite_d States sh_areholders of con- Egg E(i)\;iedlgrr:dlhcome taxes. provided i_n paragraphs @)(1) through

trolled foreign corporations. (7) Dividend received. (elf'fze)ct(i)\];e trg:\tesicfuog raanrg r:h(?a):(sfse)mg][
(8) Credit for foreign taxes deemed () pomestic shareholder OWNING: o <o ction 2ol paragrap

paid in a section 30.4 transaction. stock in a first-tier corporation. PP
(9) Effect of section 482 adjustments (1) In general. of(ld)' %oer:]lsztlieschearégolgenr; thdeor?f:asset'c

on post-1986 foreign income taxes and () amount of foreign taxes deemed . '\:' fon from 'Vf . i¥1 orati In

post-1986 undlst1rt|buted earr;llngsf. . paid by a domestic shareholder. C?t prog 0 mbor 3‘1‘ (1)9(382 tr?O It:')orri 3 )
(d) Dividends from controlled foreign (c) First-tier corporation owning %eet'c ecﬁarer?older, meaﬁ Z gome (:'c

Co(rg;)rgzzgsrél rule stock in a second-tier corporation. cor;SJolratiSon other than an SS corporatifn;
(2) Look-througﬁ. (1) In general. . as defined in section 1361(a), that owns
(i) Dividends (2) Amount of foreign taxes deemed, o5t 10 percent of the voting stock of
(i) Coordination with section 960 paid by a flrst-t!er corporation. . the foreign corporation at the time the
(3) Dividends distributed out of earr{- (d) Second-tier corporation OWNINg yomestic corporation receives a dividend

ings accumulated before a controlleci‘;tOCk in & third-tier corporation. from that foreign corporation.

foreign corporation became a controlled (1) In general]; forei (2) First-tier corporation In the case

foreign corporation. (2) Amount of foreign taxes deemedys " dividends received by a domestic

(i) General rule. paid by a second-tier corporation. shareholder from a foreign corporation
(i) Dividend distributions out of _ (€) Detérmination of accumulatediy 5 taxable year beginning after De-
earnings and profits for a year duringProfits of a foreign corporation. cember 31, 1986, the term first-tier

which a shareholder that is currently a (f) Taxes paid on or with respect tocorporation means a foreign corporation,
more-than-90-percent United State§ccumulated profits of a foreign corpo-at |east 10 percent of the voting stock of

shareholder of a controlled foreign cor-"ation. o _ which is owned by a domestic share-

poration was not a United States share- (9) Determination of earnings andholder at the time the domestic share-
holder of the controlled foreign corpora-Profits of a foreign corporation. holder receives a dividend from that
tion. (1) Taxable year to which section 963foreign corporation. The term first-tier
(e) Information to be furnished. does not apply. _ . corporation also includes a DISC or
(f) Examples. (2) Taxable year to which section 963former DISC, but only with respect to
(g) Effective date. applles.' ~dividends from the DISC or former

(3) Time and manner of making DISC that are treated under sections

§ 1.902-2 Treatment of deficits in postchoice. 861(a)(2)(D) and 862(a)(2) as income

1986 undistributed earnings and pre- (4) Determination by district director. from sources without the United States.
1987 accumulated profits of a first-, (h) Source of income from first-tier (3) Second-tier corporatian In the

second-, or third-tier corporation for corporation and country to which tax iscase of dividends paid to a first-tier
purposes of computing an amount ofleemed paid. corporation by a foreign corporation in a
foreign taxes deemed paid § 1.902-1. (1) Source of income. taxable year beginning after December



31, 1986, the foreign corporation is aéénd thet_ per'\tjlentage of \;_OtmgA StOflizk bownedlgxaccrued, or deemed paid in the taxable
_ti : H H orporation In Corporation on February y H H H H
second tier corporation |f, at the'tl'me 991 (30 percent) multiplied by the percentage of € o_f the forelgr_] corporation in wh[ch
first-tier corporation receives a dividend,oing stock owned by Corporation A in Corpora-It distributes a dividend plus the foreign
from that foreign corporation, the first-tion B on February 16, 1991 (40 percent) equalincome taxes paid, accrued, or deemed
tier corporation owns at least 10 percent2 percent. Corporation A shall be deemed to hav9aid in the foreign corporation’s prior

of the foreign corporation’s voting stock pPaid foreign income taxes of Corporation B with -
9 P 9 respect to the dividend received from Corporationtaxable years beginning after December

and the product of the following equalsg o Fepryary 16, 1991, 31, 1986, to the extent the foreign taxes
at I.eaSt S percent— ) _ (iii) On January 20, 1992, Corp_oration‘M satis-were not paid or deemed paid by the
(i) The percentage of voting stockfies the 10-percent stock ownership requirement Yoreign corporation on or with respect to

owned by the domestic shareholder ifparagraphs (a)(1) and (2) of this section with : . .
the first-t)i/er corporation; multiplied by respect to Corporation A. Therefore, Corporation A£&rNiNgs that in prior taxable years were

N . is a first-tier corporation within the meaning of distributed to, or otherwise included
(i) Jge tﬁer?eqt'?ge of VOt;.ng _St(iﬁk_paragdraph (a)(Z)hof tr;:sljectio_nhgndhCorporagion e.g., under sections 304, 367(b), 551,
owned by the Tirst-tier corporation In theis a domestic shareholder within the meaning o 51(8.), 1248 or 1293) in the income of,

second-tier corporation. paragraph (a)(1) of this section. Accordingly, for ] .
(4) Third-tierpcorporation In the case!ts taxable year ending on June 30, 1992, Corporad foreign or _dom_ESUC shareholder. Ex-
7 . ) . tion M is deemed to have paid a portion of thecept as prov|ded in paragraph (b)(4) of
of dividends paid to a second-tier Corpoy,st-1986 foreign income taxes paid, accrued, %is section, foreign taxes paid or
ration by a foreign corporation in adeemed to be paid, by Corporation A. Those taxes . . .
taxable year beginning after Decembevvill include taxes paid by Corporation B that weredeemed pald by the foreign corporation

31, 1986, a foreign corporation is adeemed paid by Corporation A with respect to thedn OF with respect to earnings that were

o =9 : dividend paid by C tion B to C tion A distri '
third-tier corporation if, at the time a ividend paid by Corporation B to Corporation A distributed or _otherW|se removec_i fro_m

: : : 1 on February 16, 1991, even though Corporation Ei)ost-1986 undistributed earnings in prior
second-tier corporation receives a diviis no longer a second-tier corporation with respec

dend from that foreign corporation, theto Corporations A and M on January 20, 1992, and?0St-1986 taxable years shall be re-

second-tier Corporation owns at least 1065 not been a second-tier corporation with respemoved from pOSt'1986 foreign income

percent of the foreign corporation’s vot-© Corporations A and M at any time during thetgyeg regardless of whether the share-

i taxable years of Corporations A and M thatpqqer 5 eligible to compute an amount
bl f i d h

ing StOCk| an?lthetpgrjoduct Oft the follow include sanuary 20. 1992 of foreign gt]axes deem%d paid under

ing equals at least 5 percent— . _

(i) The percentage of voting stock . (6) Upper- and lower-tier corpora- section 902, and regardless of whether
owned by the domestic shareholder ifions In the case of a third-tier corpora-the shareholder in fact chose to credit
irst-ti ion: inli ; - oreign income taxes under section
the first-tier corporation; multiplied by tion, the term upper-tier corporationforeign i t d tion 901
i i - - or the year of the distribution or inclu-
(i) The percentage of voting stockmeans a first- or second-tier corporationfor the y f the distributi incl

irst-ti ion i - ion. Thus, if an amount is distribute
owned by the first-tier corporation in the!n the case of a second-tier corporatiorsion. Thus, if t is distributed
I P Al e term upper-tier corporation means ar deemed distribute a foreign cor-
second-tier corporation; multiplied bythe te pper-t porat d d distributed by a foreig
; irst-tier corporation. In the case Or aporation to a Unite tates person that
(i) The percentage of voting stock fIrSt-ti poration. In th f aporati United S person th
i ion i - , -tier is not a domestic shareholder within the
owned by the second-tier corporation irI’St-tier corporation, the term lower-tier tad tic shareholder within th
ird-ti i - -tiemeaning of paragral a 0 is
the third-tier corporation. corporation means a second- or third tiem g of paragraph (a)(1) of thi
i . -tiegection (e.g., an individual or a corpora-
(5) Example The following example COrPoration. In the case of a second-tiesection (e.g., an individual p
i i i , - tion that owns less than o of the
illustrates the ownership requirements ofrPoration, the term lower-tier corpora-tion that less than 10% of th
; - . oreign corporation’s voting stock), or to
paragraphs (a)(1) through (4) of this!lOf! means a third-tier corporation.  foreign corporation’s voting stock), or t
section: (7) Foreign income taxesThe term a foreign person that does not meet the
Example. (i) Domestic corporation M owns 30 foreign income taxes means income, wadefinition of a first- or second-tier cor-
percent of the voting stock of foreign corporationprofits, and excess profits taxes as deporation under paragraph (a)(2) or (3) of
A on January 1, 1991, and for all periods thereaffined in § 1.901-2(a), and taxes in-this section, then although no foreign
;etgcf‘;;pf%rr‘;ti"’: CAoro‘g’:‘;i;‘r? é)%rr?e;gnﬁ‘;‘hel v edcluded in the term income, war profits,income taxes shall be deemed paid
and Cominuegs o gwn that stock untﬂy June 1and excess profits taxes by reason afinder section 902, foreign income taxes
1991, when Corporation A sells its stock inS€ction , that are impose attributable to the distribution or deeme
, P t 903, that posed by attributable to the distribut d d
Corporation B. Both Corporation A and Corpora-foreign country or a possession of thelistribution that would have been
El:on B use tge Ca'e”dé’!f_é’eag as th?_taxab'elggfgumted States, including any such taxesleemed paid had the shareholder met
ur?(;?sct);?tﬂﬁg p g:%smzs";'oegorg‘;tr;io'f %Ossvhichdeemed paid by a foreign corporatiorthe ownership requirements of para-
Corporation A receives on February 16, 1991Under this section. Foreign income, wagraphs (a)(1) through (4) of this section
Corporation A pays a dividend out of its post-1986profits, and excess profits taxes shall noshall be removed from post-1986 for-
undistributed earnings to Corporation M, whichinclude amounts excluded from the defi-eign income taxes. Further, if a domestic
82:'08:2322 ,\'jl"u;eecse'{;’iissczln ig?ue%inzoénli?ﬁmtion of those taxes pursuant to sectioshareholder chooses to deduct foreign
30 :Es the taxable year. Y 9 901 and the regulations under that sedaxes paid or accrued for the taxable
(i) On February 16, 1991, when Corporation B1ion. See also paragraphs (c)(4) and (5)ear of the distribution or inclusion, it
pays a dividend to Corporation A, Corporation MOf this section (concerning foreign taxesshall nonetheless be deemed to have
satisfies the 10-percent stock ownership requirepaid with respect to foreign mineralpaid a proportionate share of the foreign
vn;lft:“ré’sf zi{atgr?:%*:so(r?n%% i”%?e?éréh'f: jre‘g'r‘;[income and in connection with the pur-corporation’s post-1986 foreign income
tion A 15 a first.tier corporation within the mean. Chase or sale of oil and gas). taxes under section 902(a), and the
ing of paragraph (a)(2) of this section and Corpo- (8) P0ost-1986 foreign income taxes foreign taxes deemed paid must be
ration M is a domestic shareholder of Corporation(i) In general Except as provided in removed from post-1986 foreign income
A ‘“{!th'”Atlhe meanig of Pfgaggzplh ((:a)(l) Oi, this paragraphs (a)(10) and (13) of this sectaxes. In the case of a foreign corpora-
e condtior Cfrpg’rzrgon it t'heor;p:gﬁi;]og”o%;on, the term post-1986 foreign incometion the foreign income taxes of which
paragraph (a)(3) of this section because Corpord@x€s of a foreign corporation means thare determined based on an accounting
tion A owns at least 10 percent of its voting stock,sum of the foreign income taxes paidperiod of less than one year, the term



year means that accounting period. Semined as of the close of the taxable yeaof the earnings and profits and associ-
sections 441(b)(3) and 443. of the foreign corporation in which it ated taxes for foreign tax credit limita-
(ii) Distributions out of earnings and distributes a dividend. Post-1986 undistion purposes, see section 904 and
profits accumulated by a lower-tier cor- tributed earnings shall not be reduced bg 1.904-7(a).
poration in its taxable years beginningreason of any earnings distributed or (iii) Reduction for foreign income
before January 1, 1987, and included inotherwise included in income, for ex-taxes paid or accruedIn computing
the gross income of an upper-tier corpo-ample under section 304, 367(b), 551post-1986 undistributed earnings, earn-
ration in its taxable year beginning after 951(a), 1248 or 1293, during the taxabléengs and profits shall be reduced by
December 31, 1986Post-1986 foreign year. Post-1986 undistributed earningforeign income taxes paid or accrued
income taxes shall include foreign in-shall be reduced to account for distriburegardless of whether the taxes are cred-
come taxes that are deemed paid by aions or deemed distributions that redtable. Thus, earnings and profits shall
upper-tier corporation with respect toduced earnings and profits and inclube reduced by foreign income taxes paid
distributions from a lower-tier corpora-sions that resulted in previously-taxedwvith respect to high withholding tax
tion out of non-previously taxed pre-amounts described in section 959(c)(1linterest even though a portion of the
1987 accumulated profits, as defined irand (2) or section 1293(c) in priortaxes is not creditable pursuant to sec-
paragraph (a)(10) of this section, thataxable years beginning after Decembetion 904(d)(2)(E)(ii) and is not included
are received by an upper-tier corporatior31, 1986. Thus, post-1986 undistributedn post-1986 foreign income taxes under
in any taxable year of the upper-tierearnings shall not be reduced to thearagraph (a)(8)(iii) of this section.
corporation beginning after Decembemextent of the ratable share of a conEarnings and profits of an upper-tier
31, 1986, provided the upper-tier corpoirolled foreign corporation’s subpart Fcorporation, however, shall not be re-
ration’s earnings and profits in that yeaincome, as defined in section 952, atduced by foreign income taxes paid by a
are included in its post-1986 undistrib-tributable to a shareholder that is not dower-tier corporation and deemed to
uted earnings under paragraph (a)(9) dinited States shareholder within thehave been paid by the upper-tier corpo-
this section. Foreign income taxesmeaning of section 951(b) or sectiorration.
deemed paid with respect to a distribu953(c)(1)(A), because that amount has (iv) Special allocations The term
tion of pre-1987 accumulated profitsnot been included in a shareholder'post-1986 undistributed earnings means
shall be translated from the functionalgross income. Post-1986 undistributedhe total amount of the earnings of the
currency of the lower-tier corporationearnings shall be reduced as providedorporation determined at the corporate
into dollars at the spot exchange rate imerein regardless of whether any shardevel. Special allocations of earnings and
effect on the date of the distribution. Toholder is deemed to have paid anyaxes to particular shareholders, whether
determine the character of the earningforeign taxes, and regardless of whetharequired or permitted by foreign law or
and profits and associated taxes foany domestic shareholder chose to claima shareholder agreement, shall be disre-
foreign tax credit limitation purposes,a foreign tax credit under section 901(aparded. If, however, the Commissioner
see section 904 and § 1.904-7(a). for the year of the distribution. For rulesestablishes that there is an agreement to
(i) Foreign income taxes paid oron carrybacks and carryforwards of defipay dividends only out of earnings in
accrued with respect to high withholdingcits and their effect on post-1986 undisthe separate categories for passive or
tax interest Post-1986 foreign income tributed earnings, see § 1.902-2. In théigh withholding tax interest income,
taxes shall not include foreign incomecase of a foreign corporation the foreigrthen only taxes imposed on passive or
taxes paid or accrued by a noncontrollethcome taxes of which are computechigh withholding tax interest earnings
section 902 corporation (as defined irbased on an accounting period of lesshall be treated as related to the divi-
section 904(d)(2)(E)(i)) with respect tothan one year, the term year means thatend. See § 1.904-6(a)(2).
high withholding tax interest (as definedaccounting period. See sections (10) Pre-1987 accumulated profits
in section 904(d)(2)(B)) to the extent the441(b)(3) and 443. (i) Definition. The term pre-1987 accu-
foreign tax rate imposed on such interest (ii) Distributions out of earnings and mulated profits means the amount of the
exceeds 5 percent. See sectioprofits accumulated by a lower-tier cor- earnings and profits of a foreign corpo-
904(d)(2)(E)(ii) and & 1.904-4(g)(2)(iii). poration in its taxable years beginningration computed in accordance with sec-
The reduction in foreign income taxesbefore January 1, 1987, and included irtion 902 and attributable to its taxable
paid or accrued by the amount of tax inthe gross income of an upper-tier corpoyears beginning before January 1, 1987.
excess of 5 percent imposed on highation in its taxable year beginning after If the special effective date of paragraph
withholding tax interest income must beDecember 31, 1986Distributions by a (a)(13) of this section applies, pre-1987
computed in functional currency beforelower-tier corporation out of non- accumulated profits also includes any
foreign income taxes are translated intgreviously taxed pre-1987 accumulate@darnings and profits (computed in accor-
U.S. dollars and included in post-1986profits, as defined in paragraph (a)(10dance with sections 964(a) and 986)
foreign income taxes. of this section, that are received by arattributable to the foreign corporation’s
(9) Post-1986 undistributed earn-upper-tier corporation in any taxabletaxable years beginning after December
ings—(i) In general Except as provided year of the upper-tier corporation begin-31, 1986, but before the first day of the
in paragraphs (a)(10) and (13) of thisning after December 31, 1986, shall bdirst taxable year of the foreign corpora-
section, the term post-1986 undistributedreated as post-1986 undistributed earrtion in which the ownership require-
earnings means the amount of the earnings of the upper-tier corporation, pro-ments of section 902(c)(3)(B) and para-
ings and profits of a foreign corporationvided the upper-tier corporation’s earn-graphs (a)(1) through (4) of this section
(computed in accordance with sectiongngs and profits for that year areare met with respect to that corporation.
964(a) and 986) accumulated in taxabléncluded in its post-1986 undistributed (ii) Computation of pre-1987 accumu-
years of the foreign corporation begin-earnings under paragraph (a)(9)(i) ofated profits Pre-1987 accumulated
ning after December 31, 1986, deterthis section. To determine the characteprofits must be computed under United



States principles governing the computathe spot exchange rate in effect on the (i) Example The following example
tion of earnings and profits. Pre-1987date of the distribution. illustrates the special effective date rules
accumulated profits are determined at (11) Dividend For purposes of sec- Of this paragraph (a)(13):

the corporate level. Special allocationgion 902, the definition of the. term _EXample AS of December 31, 1991, and since
: . i X its incorporation, foreign corporation A has owne
of accumulated profits and taxes tadividend in section 316 and the regula;og per(F:)ent of the stc?ck of Fli‘oreign corporation B.

p?‘rti.(:u'a.-r shareholders with respect tQjons under that section applies. ThusCorporation B is not a controlled foreign corpora-
distributions of pre-1987 accumulatedfor example, distributions and deemedion. Corporation B uses the calendar year as its

rofits in taxable vears beginning afterdictri : : taxable year, and its functional currency is the u.
P Y 9 9 distributions under sections 302, 3O4Assume 1lu equals $1 at all relevant times. On

Dece_mber 31, 198_6’ whether required 0805(b) and 367(b) that are treated agpril 1, 1992, Corporation B pays a 200u divi-
permitted by foreign law or a share-dividends within the meaning of sectiondend to Corporation A and the ownership require-
holder agreement, shall be disregarde®01(c)(1) also are dividends for pur-ments of section 902(c)(3)(B) and paragraphs

- , o 1) through (4) of thi ti t met at
Pre-1987 accumulated profits of a parposes of section 902. In addition, thefﬁ;(t %im;_ogjn J(u?yol 15925832,%]62;?: Qg’,pg“,iﬁc?n

ti?”'?" year shall be reduced by amountgerm dividend includes deemed divi-m purchases 10 percent of the Corporation B
distributed from those accumulated profgends under sections 551 and 1248, bgtock from Corporation A and, for the first time,
its or otherwise included in income fromnot deemed inclusions under Secti0n§f°rpor?“°”9§22“)e(§t)s(8t)he Ogvnefshlp fﬁqt(ﬂr)fég;entfs
: X section c and paragraph (a)(2) o
those accqmmated profits, for exampl€951(a) and 1293. For rules concerningis section. Corporation M uses the calendar year
under sections 304, 367(b), 551, 951(akxcess distributions from section 129ks its taxable year. Corporation B does not
1248 or 1293. If a deficit in post-1986 funds that are treated as dividends So|e|?istribute any dividends to Corporation M during

o o , . . 992. For its taxabl ding December 31,
undistributed eamings is carried back tqor foreign tax credit purposes, (See|ges C?)rrpl (frat?é(r?l;k):ggrS%%ulngf ei‘;ﬁmggr and

offset pre-1987 accumu_lated pI’OfitS_, PréRegulation Project INTL-656—87 pub-profits (after foreign taxes but before taking into
1987 accumulated profits of a particulaljished in 1992-1 C.B. 1124:; seeaccount the 200u distribution to Corporation A)
taxable year shall be reduced by thg 601.601(d)(2)(i)) of this chapter). @1d pays 100u of foreign income taxes that is

amount of the deficit carried back to o . - equal to $100. Pursuant to paragraph (a)(13)(i) of
that year. See § 1.902—2. The amount of (12) Dividend received A dividend this section, Corporation B's post-1986 undistrib-

a distribution out of pre-1987 accumu-Sha” be considered received for puruted earnings and post-1986 foreign income taxes

: . : ill include earnings and profits and foreign
lated profits, and the amount of fOI’E'lgnposeS of section 902 when the cash #come taxes attributable to Corporation B’s entire

income taxes deemed paid under sectiogpfher property is unqualifiedly made;gg, taxanle year and all taxable years thereafter.
902, shall be determined and translateg_“bl_e‘:t to the demands of theThus, the April 1, 1992, dividend to Corporation A
into United States dollars by applying istributee. See § 1_301_1(b)_ A divi-will reduce post-1986 undistributed earnings to

: - . ; ; i 00u (500u — 200u) under paragraph (a)(9)(i) of
the law as in effect prior to the eﬁeCthedend also is considered received fotl?’his section. The foreign income taxes attributable

date of the Tax Reform Act of 1986.PUrPOSES of ,SeCtion 902 Wh?n it iSig the amount distributed as a dividend to Corpo-

See 8§88 1.902-3, 1.902-4 and 1.964— leemed received under section 304ation A will not be creditable because Corporation
. ! . 67(b), 551, or 1248. A is not a domestic shareholder. Post-1986 foreign
(i) Foreign income taxes attribut-

_ ; ; ; income taxes, however, will be reduced by the
able to pre-1987 accumulated profits (13) Special effective date(i) Rule amount of foreign taxes attributable to the divi-

The term pre-1987 foreign income taxe f th? first day on W_h|Ch the ownership gend. Thus, as of the beginning of 1993, Corpora-

means any foreign income taxes paid€duirements of section 902(c)(3)(B) andion B has $60 ($100 — [$100 x 40% (200u/

accrued, or deemed paid by a foreig ’aragraphs (a)(l) through (4) of thisb00u)]) of post—1986 foreign income taxes. See
: section are met with respect to a foreigaragraphs (2)(8)(i) and (b)(1) of this section.

corporation on or with respect to its X ;

pre-1987 accumulated profits. Pre-19gf0rporation, without regard to whether a ) computation of foreign income
foreign income taxes of a particular yeadividend is distributed, is in a taxable,ye5 deemed paid by a domestic share-
first-tier corporation, and

ear of the foreign corporation begin-pqiqer
~Second-tier corporatior-(1) General

shall be reduced by the amount of taxe¥

paid or deemed paid by the foreign”'ng after December 31, 1986, then

corporation on or with respect to (A) The post-1986 undistributed earnryle. If a foreign corporation pays a
amounts distributed or otherwise in-iNgs and post-1986 foreign income taxegjividend in any taxable year out of post-
cluded in income from pre-1987 accu-of the foreign corporation shall be deter1986 undistributed earnings to a share-
mulated profits of that year. Thus, pre-mined by taking into account only tax-holder that is a domestic shareholder or
1987 foreign income taxes shall bedble years beginning on and after then upper-tier corporation at the time it
reduced by the amount of taxes deemefirst day of the first taxable year of thereceives the dividend, the recipient shall
paid by a domestic shareholder (regardoreign corporation in which the owner-pe deemed to have paid the same pro-
less of whether the shareholder chose hip requirements are met, includingportion of any post-1986 foreign income
credit foreign income taxes under secsubsequent taxable years in which theaxes paid, accrued or deemed paid by
tion 901 for the year of the distribution oOwnership requirements of sectionthe distributing corporation on or with
or inclusion) or a first-tier or second-tier902(c)(3)(B) and paragraphs (a)(Llkespect to post-1986 undistributed earn-
corporation, and by the amount of taxeghrough (4) of this section are not metjngs which the amount of the dividend
that would have been deemed paid hagand out of post-1986 undistributed earnings
any other shareholder been eligible to (B) Earnings and profits accumulateddetermined without regard to the
compute an amount of foreign taxesprior to the first day of the first taxable gross-up under section 78) bears to the
deemed paid under section 902. Foreigpear of the foreign corporation in whichamount of the distributing corporation’s
income taxes deemed paid with respedhe ownership requirements of sectiorpost-1986 undistributed earnings. An
to a distribution of pre-1987 accumu-902(c)(3)(B) and paragraphs (a)(1upper-tier corporation shall not be en-
lated profits shall be translated from thehrough (4) of this section are met shaltkitled to compute an amount of foreign
functional currency of the distributing be considered pre-1987 accumulatethxes deemed paid on a dividend from a
corporation into United States dollars aprofits. lower-tier corporation, however, unless



the ownership requirements of parafated in a particular pre-1987 taxableextent of 100u. The first 100u distribution is from

graphs (a)(1) through (4) of this sectioryear shall be deemed to be paid pro ratgll";:iﬁl?t?fn“ggf;ﬂzge?hggénzgﬁh r‘?‘é‘sd' gifsgf;igr‘]e

are met at each tier at the time theout of accumulated profits of that tax-p is geemed to have paid the entire amount of

upper-tier corporation receives the divi-ble year, computed as follows: post-1986 foreign income taxes of Corporation A

dend. Foreign income taxes deemed paid, .. = Divident gf\‘/‘igéngh%lf”;f"gg‘gﬁ52&3%‘3;%'Sp:giﬁéeinzsef
i o Paid Out

t?y a domes_t'c shareholder or an uppemivigend to of Pre- paragraph (b)(2) of this section. Corporation M is
tier corporation must be computed undea Share- 1987 Ac- Dividend to  deemed to have paid $15 (60u x 50u/200u,
the following formula: holder At- cumulated Shareholder translated at the appropriate exchange rates) of
Dividend tributable to Profits Toa Dvi—~  Corporation As foreign income taxes for 1986. As

;\I’(" fondo— Accumu- = e Be X dends paid  Of January 1, 1993, Corporation As post-1986

paid | N lated Profits spect to 10 all Share- undistributed earnings and post-1986 foreign in-

hmel‘(sjtlc share- qfa Par- the Par- holders come taxes are 0. Corporation A has 150u of

ugpeerrti(grr tllglé?f_rpfe- ticular Pre- accumulated profits and 45u of foreign income

v ax- t ining in 1986.
Lo Post-1986 corporation) able Year 1987 Tax- axes remaining n . . .

Foreign in- foreign in- by first-tier able Year Example 2 Domestic corporation M (incorpo-
come s Gondines  copoaior (3) Divdends paid out of pre-1987 [0 oy 1 193 o 100 pecent o
P = of firsttier (or lower- accumulated profits If dividends are N oy {incorp anuary =

by domestic = 1987). Both Corporation M and Corporation A use

shareholder corporation tier) corpora- paid by a first-tier corporation or athe calendar year as the taxable year, and Corpora-

o (or lower- tion) . . . c ;
(or upper-tier tier corpora- Bost1986 lower-tier corporation out of pre-1987tion A uses the u as its functional currency.

corporation) ; o accumulated profits. the domestic shargdssume that 1u equals $1 at all relevant times.
tion) undistributed P ’ Corporation A has no pre-1987 accumulated prof-

eamings of holder or upper-tier corporation that ' its. Al of Corporation A's post-1986 undistributed

first-tier cor-  ceives the dividends shall be deemed tBarnings are non-subpart F general limitation earn-
Fora“‘:.” " have paid foreign income taxes to thengs and profits under section 904(d)(1)(l). On
ower-tier extent provided under section 902 andanuary 1, 1992, Corporation A has a deficit in

corporation) ; i ccumulated earnin i icit i
gs and profits and a deficit in
(2) Allocation rule for dividends at- the regulations thereunder as in effec:t)lost-1986 undistributed earnings of (200u). No

tributable to post-1986 undistributed prior to the effective date of the Taxforeign taxes have been paid with respect to
; d 1987 lat eform Act of 1986. See paragraphsost-1986 undistributed earnings. During 1992,
earnings ~and pre- accumuiate a)(10) and (13) of this section andCorporation A earns 100u (net of foreign taxes),

profits—(i) Portion of dividend out of g1 902_3 and 1.902-4. pays $40 of foreign taxes on those earnings and
0st-1986 undistributed earning®ivi- L . distributes 50u to Corporation M. As of the end of
b g (4) Deficits in accumulated earnings 1992, Corporation A has a deficit of (100u)

de’I[’lde Wlllt_blegsdﬁeemg_dtt% tt)ed paid -fIrStand profits. No fore!gn Income  taxes ((200u) post-1986 undistributed eamings + 100u
out or pos undistriouted €aminggpa)| pe deemed paid with respect to aurrent earnings and profits) in post-1986 undis-
to the extent thereof. If dividends ex-jistribution from a foreign corporation tributed earnings. Corporation A, however, has
ceed post-1986 undistributed eat’nil’]gaut of current earnings and profits tha‘furrent earnings and profits of 100u. Therefore,

ivi i L . the 50u distribution is treated as a dividend in its
and dividends are pa|d to more than on% treated as a dividend under S(:"Ct'c’lantirety under section 316(a)(2). Under paragraph

shareholder, then the dividend to eachjg(4)(2), and post-1986 foreign incomeab)) of this section, Corporation M is not
shareholder shall be deemed to l?e paidyes shall not be reduced, if as of theleemed to have paid any of the foreign taxes paid
pro rata out of post-1986 undistributed,\q of the taxable year in which theby Corporation A because post-1986 undistributed

earnings, computed as follows: - - . earnings and the sum of current plus accumulated
. g P QIVIdend is paid or accrped,_ the COI’poraéamings and profits are (100u). The dividend
F’?’.t('jon é’f Dividend 1o 1O has zero or a deficit in post-1986reduces both post-1986 undistributed earnings and
gl\thrne- to Post-1986 SLV;r:QoIer undistributed earnings and the sum o#ficcumulated earnings and profits. Therefore, as of
holder Attrib- _ Undistrib- Tom Dvi~ current plus accumulated earnings anggnuary 1, 1993, Corporation A's post-1986 undis-
= X ) - ; etr|buted earnings are (150u) and its accumulated
utable to uted Earn- dends Paid  profits is zero or less than zero. Th X X ! )
h .. . _earnings and profits are (150u). Corporation As
Post-1986 ings To all Share-  dividend shall reduce post-1986 undispost-1986 foreign income taxes at the start of
E”d'_s”'b“ted holders tributed earnings and accumulated earn993 are $40.
arnings o ings and profits. ,
(i) Portion of dividend out of pre- (5) Examples The following ex- (c) Special rules—(1) Separate com-
1987 accumulated profitAfter the por- amples illustrate the rules of this paraputations required for dividends from
tion of the dividend attributable to pOSt'graph (b): each first-tier and lower-tier corpora-

1986 undistributed  earnings is” gyample 1 Domestic corporation M owns 100 HOM—() Rule If in a taxable year
determined under paragraph (b)(2)(i) Opercent of foreign corporation A. Both Corporationdividends are received by a domestic
this section, the remainder of the divi-M and Corporation A use the calendar year as thghareholder or an upper-tier corporation
dend received by a shareholder is attribtﬁﬁiggen;egarg?]‘iycgsps"lﬁs’:hgtUlsfsem‘; oo gﬁom two or more first-tier corporations
utable to pre-1987 accumulated profits, " jcvant imes. Al of Corporation A's pre-1987 br two or more lower-tier corporations,
to _the extent thereof. That part of thesccumulated profits and post-1986 undistributedn€ foreign income taxes deemed paid
dividend attributable to pre-1987 accu-earnings are non-subpart F general limitation earry the domestic shareholder or the
mulated profits will be treated as paidings and profits under section 904(d)(1)(1). As ofypper-tier corporation under sections
first from the most recently accumulated?ésember 31, 1992, Corporation A has 100u 03 (3) and (b) and paragraph (b) of this
. . 0st-1986 undistributed earnings and $40 of post: \
earnings and profits. See § 1.902-3. I{ggg foreign income taxes. For its 1986 taxableo€Ction shall be computed separately
dividends paid out of pre-1987 accumuyear, Corporation A has accumulated profits ofvith respect to the dividends received
lated profits are attributable to more200u (net of foreign taxes) and paid 60u offrom each first-tier corporation or lower-
than one pre-1987 taxable year and aﬁéé?é)%’:ait?gr?”ge d}:ﬁfm‘é’; tlhsoosf tsa(':”ci)?gsr-a'ti”onlsﬁ%ier corporation. If a domestic share-
paid to more than one shareholder, thegorporaﬁonAhas 100U of post-1986 undistributej}older receives dl_\/lder_1d dlstrlbut_lons
the dividend to each shareholder attribgarings and the dividend, therefore, is treated 260m one or more first-tier corporations

utable to earnings and profits accumupaid out of post-1986 undistributed earnings to th&@nd in the same taxable year the first-



tier corporation receives dividends fromthe upper-tier corporation. For purposespect to foreign mineral income will not
one or more lower-tier corporations,of section 904, foreign income taxesbe considered foreign income taxes for
then the amount of foreign income taxeshall be allocated and apportioned tgurposes of section 902. See section
deemed paid shall be computed by starincome in a separate category to th®01l(e) and § 1.901-3.
ing with the lowest-tier corporation andextent those taxes were allocated to the (5) Foreign taxes paid or accrued in
working upward. earnings and profits of the lower-tierconnection with the purchase or sale of
(i) Example The following example corporation in that separate categorycertain oil and gasCertain income, war
illustrates the application of this para-See section 904(d)(3)(G) and § 1.904profits, or excess profits taxes paid or
graph (c)(1): 6(b)(3). To the extent that section 904(ggaccrued to a foreign country in connec-
Example P, a domestic corporation, owns 4otreats the earnings of the lower-tiertion with the purchase and sale of oil or
percent of the voting stock of foreign corporationcorporation on which those foreign in-gas extracted in that country will not be
S. S owns 30 percent | of the voting r?to‘:k_c’fcome taxes were paid as United Statesonsidered foreign income taxes for pur-
g?gi'g”ofc?gr’gira“o” T, and 30 percent of the volingg ., -ce earnings and profits, the foreigposes of section 902. See section 901(f).
gn corporation U. Neither S, T, nor . . . .
U is a controlled foreign corporation. P, S, T andiNCOMe taxes deemed paid by the upper- (6) Foreign oil and gas extraction
U all use the calendar year as their taxable yeatier corporation on the distribution fromincome For rules relating to reduction
In 1993, T and U both pay dividends to S and Sthe |ower-tier corporation shall beof the amount of foreign income taxes
pays a dividend to P. To compute foreign taxegraatad as attributable to United Stateseemed paid with respect to foreign oil
deemed paid, paragraph (c)(1) of this section . : . . . -
requires P to start with the lowest tier corporationsSQUrCe €arnings and profits. See sectioand gas extraction income, see section
and to compute foreign taxes deemed paid sep04(g) and § 1.904-5(m)(6). 907(a) and the regulations under that
rately for dividends from each first-tier and lower-  (jij) Example The following example section.
tier corporation. Thus, S first will compute foreign %Iustrates the rules of this paragraph (7) United States shareholders of

taxes deemed paid separately on its dividend : . .
from T and U. The deemed paid taxes will be c)(2): controlled foreign corporations See

added to S's post-1986 foreign income taxes, and Example P, a domestic corporation, owns 100paragraph (d) of this section and sec-
the dividends will be added to S's post-1986percent of the voting stock of controlled foreigntions 960 and 962 and the regulations
undistributed earnings. Next, P will compute for-corporation S. Corporations P and S use thgnder those sections for special rules
eign taxes deemed paid with respect to th@alen.dar year as their taxable year, and S uses tlg " S .
dividend from S. This computation will take into U as its functional currency. Assume that 1u equal Elatlng to t_he appllc_atlon_ of section 902
account the taxes paid by T and U and deeme@l at all relevant times. As of January 1, 1992, §N  computing fore'Q!" Income taxes
paid by S. has -0- post-1986 undistributed earnings and -odeemed paid by United States share-
post-1986 foreign income taxes. ‘In_19_92, S eampolders of controlled foreign corpora-
(2) Section 78 gross-up{(i) Foreign 150u of non-subpart F general limitation incomeyigns

; ; t of foreign taxes and pays 60u of foreign . .
income taxes deemed pald by a domeStlir?come taxes. As of the end of 1992, but before (8) Credit for fore'gn taxes deemed

shareholder Except as provided in S€C-gjijend payments, S has 150u of post-198goaid in a section 304 transactiorjRe-
tion 960(b) and the regulations undelndistributed eamings and $60 of post-1986 forserved)].
that section (relating to amounts ex-<ign income taxes. Assume that 50u of S's (9) Effect of section 482 adjustments

cluded from gross income under sectiofgarmings for 1992 are from United States source: _ : .
959(b)) ang foreian income taxess pays P a dividend of 75u which P receives in%n post-1986 fpre_|gn mcome.taxes and
, any g 1992. Under § 1.904-5(m)(4), one-third of thePOSt-1986 undistributed earninggRe-

deemed paid by a domestic shareholdefividend, or 25u (75u x 50u/150u), is United served).
in any taxable year under section 902(ajtates source income to P. P computes foreign (d) Dividends from controlled foreign
and paragraph (b) of this section shaltexes d(ebi("l‘sdO?a't‘:]isonsg;‘t"iog""gf”gsg”?;gopa;a(iorporations— (1) General rule Except
(tj)gr‘rllr(]a(;ltlilgesdh;.?ef’]hoﬁdgr’ofsosr I?hceome of th%O‘VpoWSu/lSOu]) and includes that amount in gros§"lS PfOV'qed n paragra_\ph (d)(3) of this
of C year as fcome under section 78 as a dividend. Becausgection, if a dividend is received by a
dividend under section 78. Amounts in-25u of the 75u dividend is United States sourcelomestic shareholder that is a United
cluded in gross income under section 7810‘1_”‘8 t(7)8p'd$l'ge(n%30 ﬁ|3ﬁ§3:f’,e[§fe‘g7g‘;]) L‘J’;_t‘QSStates shareholder (as defined in section
shall, for purposes of section 904, beection i wi , "®0951(b) or section 953(c)(1)(A)) from a
deemed to be derived from source ;ﬁtze)s source ineome fo P under this Io"j‘ragra'[’irst-(tit)ar corporation thé\t)i(s)g Zz)ontrolled
within the United States to the extent foreign corporation (as defined in sec-
the earnings and profits on which the (3) Creditable foreign income taxes tion 957(a) or section 953(c)(1)(B)), or
taxes were paid are treated under sectiothe amount of creditable foreign in-by an upper-tier corporation from a
904(g) as United States source earningsome taxes under section 901 shalower-tier corporation if the corporations
and profits. Section 1.904-5(m)(6).include, subject to the limitations andare related look-through entities within
Amounts included in gross income un-conditions of sections 902 and 904the meaning of § 1.904-5(i), the follow-
der section 78 shall be treated forforeign income taxes actually paid andng rule applies. If a dividend is paid
purposes of section 904 as income in deemed paid by a domestic shareholdejut of post-1986 undistributed earnings
separate category to the extent that ththat receives a dividend from a first-tieror pre-1987 accumulated profits of the
foreign income taxes were allocated andorporation. Foreign income taxesupper- or lower-tier controlled foreign
apportioned to income in that separateleemed paid by a domestic shareholdejorporation attributable to more than
category. See section 904(d)(3)(G) andinder paragraph (b) of this section shalbne separate category under section
§ 1.904-6(b)(3). be deemed paid by the domestic shar®04(d), the amount of foreign income
(i) Foreign income taxes deemecholder only for purposes of computingtaxes deemed paid by the domestic
paid by an upper-tier corporatianFor- the foreign tax credit allowed undershareholder or the upper-tier corporation
eign income taxes deemed paid by agection 901. under section 902 and paragraph (b) of
upper-tier corporation on a distribution (4) Foreign mineral income Certain this section shall be computed separately
from a lower-tier corporation are notforeign income, war profits and excesswith respect to the post-1986 undistrib-
included in the earnings and profits ofprofits taxes paid or accrued with re-uted earnings or pre-1987 accumulated



profits in each separate category out oporation was not a United States share-5

which the dividend is paid. Seeholder of the controlled foreign corpora-
§ 1.904-5(c)(4) and paragraph (d)(2) otion. [Reserved)].
Ejhis sedction_.d Tthe sepﬁrallltelljy codn;plétetd (e) Information to be furnishedf the
eemed paid taxes shall be adde - P ;
other taxes paid by the U.S. sharehold i?redn for foreign income taxes claimed
or upper-tier corporation with respect to
income in the appropriate separate cal
egory.

(2) Look-through—(i) Dividends Ex-
cept as otherwise provided in paragrap
o o o ooy Y e i requrea to furish wih respct 0 tr
earnings of a look-through entity to aforelgn income taxes it directly paid or

related look-through entity shall peaccrued and for which the credit is

ome taxes deemed paid under section

the domestic shareholder must furnish
@he same information with respect to the

deemed to be paid pro rata out of eachlaimed. See § 1.905-2. For other infor-7,

separate category of income. sedation required to be furnished by the
§§ 1.904-5(c)(4) and 1.904—7. The pordomestic shareholder for the annual ac-

tion of the foreign income taxes attribut-counting period of certain foreign corpo- g

able to a particular separate categoryations ending with or within the share-
that shall be deemed paid by the domediolder’s taxable year, and for reduction
tic shareholder or upper-tier corporatiorin the amount of foreign income taxes 4

must be computed under the followingpaid, accrued, or deemed paid for failure

formula: to furnish the required information, see

PosI-1986 Dividend section 6038 and the regulations under
Foreign taxes  foreign in- amount at that section. 10.
) tributable to .
deemed paid  come taxes gonarate (f) Examples The following ex-
by domestic  of first-tier category amples illustrate the application of this
shareholder or lower-tier Posi.1986 tion:
or upper-tier corporation o section: 11.
corporation = allocated ~ x undistributed Example 1 Since 1987, domestic corporation M
with respect and appor- earnings of  pas owned 10 percent of the one class of stock of
to a separate  tioned to a first-tier or foreign corporation A. The remaining 90 percent
category un- separate lower-tier of Corporation As stock is owned by Z, a foreign
der section category corporation  corporation. Corporation A is not a controlled 12,
904(d) under attributable foreign corporation. Corporation A uses the u as
§ 1.904-6 to the sepa-  jis functional currency, and 1u equals $1 at all

rate category relevant times. Both Corporation A and Corpora-

. L . . tion M use the calendar year as the taxable year.
(i) Coordination with section 960 |n 1992, Corporation A pays a 30u dividend out of

For rules coordinating the computationpost-1986 undistributed earnings, 3u to Corporai3.

of foreign taxes deemed paid with redion M and 27u to Corporation Z. Corporation M

spect to amounts included in gross inis deemed, under paragraph (b) of this section, to
come u_nder section 951(a) and d_N"lncome taxes paid by Corporation A and includes
dends distributed by a controlled foreignhe amount of foreign taxes deemed paid in gross

corporation, see section 960 and th@come under section 78 as a dividend. Both the

regulations under that section. _ ant' t i
. L be subject to a separate limitation for d|V|dendsE
(3) Dividends distributed out of €arn- from Corporation A, a noncontrolled section 902

Qinder section 901 includes foreign in- 4

902 and paragraph (b) of this section,s.

oreign income taxes deemed paid as itg,

.have paid a portion of the post-1986 foreigni4.

Assumed post-1986 foreign in- $25
come taxes of Corporation A
at start of 1992.............
Assumed pre-tax earnings and 50u
profits of Corporation A for

Assumed foreign income taxes 15u
paid or accrued by Corpora-
tion Ain 1992 .............
Post-1986 undistributed earning$0u
in Corporation A for 1992
(pre-dividend) (Line 1 plus
Line 3 minus Line 4)........
Post-1986 foreign income taxes $40
in Corporation A for 1992
(pre-dividend) (Line 2 plus
Line 4 translated at the appro-
priate exchange rates) .......
Dividends paid out of post-1986 3u
undistributed earnings of Cor-
poration A to Corporation M
in1992 ...................
Percentage of Corporation As 5%
post-1986 undistributed earn-
ings paid to Corporation M
(Line 7 divided by Line 5) . ..
Foreign income taxes of Corpo- $2
ration A deemed paid by Cor-
poration M under section 902

Total dividends paid out of post-30u
1986 undistributed earnings of
Corporation A to all share-
holders in 1992.............

Percentage of Corporation As 50%
post-1986 undistributed earn-
ings paid to all shareholders in
1992 (Line 10 divided by Line

Post-1986 foreign income taxes $20
paid with respect to post-1986
undistributed earnings distrib-
uted to all shareholders in

Corporation A's post-1986 undis-30u
tributed earnings at the start of
1993 (Line 5 minus Line 10) .

Corporation A's post-1986 for- $20
eign income taxes at the start
of 1993 (Line 6 minus Line
12)

foreign taxes deemed paid and the dividend would Example 2 (i) The facts are the same as in
xample 1 except that Corporation M has also
ings accumulated before a controlledcorporation. Under paragraph (a)(9)(i) of thisoWned 10 percent of the one class of stock of

foreign corporation became a controlledsection, Corporation A must reduce its post_lgséorelgnhcorptl)razon B since 1587' C%rlporatlon Bh
foreign corporation—(i) General rule undistributed eamings as of January 1, 1993, b ses the calendar year as the taxable year. The

o e the total amount of dividends paid to Corporationf®maining 90 percent of Corporation B's stock is
Any dividend distributed by a controlled \," 54" corporation Z in 199;J Under pa?agraphowned by Corporation Z. Corporation B is not a

foreign corporation out of earnings ac-(a)(s)(i) of this section, Corporation A must reducecontrolled foreign corporation. Corporation B uses

cumulated before the controlled foreignits post-1986 foreign income taxes as of Januarfhe u as its functional currency, and 1u equals $1
corporation became a controlled foreigri, 1993, by the amount of foreign income taxest all relevant times. In 1992, Corporation B has
: .~:that were deemed paid by Corporation M and byearnings and profits and pays foreign income
corporation shall be treated as a dIVIilhe amount of foreign income taxes that wouldtaxes, a portion of which are attributable to high
dend frO_m a noncontrolled section 90%,ave been deemed paid by Corporation Z hawithholding tax interest, as defined in section
corporation regardless of whether theorporation Z been eligible to compute an amoun®04(d)(2)(B)(i). Corporation B must reduce its
earnings were accumulated in a taxablef foreign income taxes deemed paid with respedpool of post-1986 foreign income taxes by the
r innin for nuarv 1. 19870© the dividend received from Corporation A.amount _Of tax imposed on high withholding tax
yeaﬁbe% gbbe gle fggga y 4 98 Foreign income taxes deemed paid by Corporatiomterest in excess of 5 percent because tha_t amount
or a er _ gcem er_ » +900. M and Corporation A's opening balances in postis not treated as a tax for purposes of section 902.
(i) Dividend distributions out of 1986 undistributed earnings and post-1986 foreigee section 904(d)(2)(E)(ii) and paragraph
earnings and profits for a year during income taxes for 1993 are computed as follows(2)(8)(iii) of this section. Corporation B pays 50u

- . in dividends in 1992, 5u to Corporation M and
vn\qrgf: tﬁasnhagrgh;el?(?ér;[[]atulr?itcelgregilgtég L 45u to Corporation Z. Corporation M must com-

) pute its section 902(a) deemed paid taxes sepa-
shareholder of a controlled foreign cor- rately for the dividends it receives in 1992 from

Assumed post-1986 undistributed
earnings of Corporation A at
start of 1992............... 25u



Corporation A (as computed ifExample ) and
from Corporation B. Foreign income taxes ofnoncontrolled section 902 corporation. Corporation
Corporation B deemed paid by Corporation M,M also is deemed to have paid $5 of the
and Corporation B’s opening balances in postpost-1986 foreign income taxes paid by Corpora-
1986 undistributed earnings and post-1986 foreigtion B and includes $5 in gross income as ag
income taxes for 1993 are computed as followsdeemed dividend under section 78. Both the

limitation for dividends from Corporation A, a

income inclusion and the foreign taxes deemed

Percentage of Corporation C's
post-1986 undistributed earn-
ings paid to Corporation B
(Line 7 divided by Line 5) ...

Foreign income taxes of Corpo-
ration C deemed paid by Cor-
poration B under section
902(b)(2) (Line 6 multiplied
byLine8).................

Total dividends paid out of post-
1986 undistributed earnings of
Corporation C to all share-
holders in 1992.............

Percentage of Corporation C's
post-1986 undistributed earn-
ings paid to all shareholders in
1992 (Line 10 divided by Line
D)

Post-1986 foreign income taxes
paid with respect to post-1986
undistributed earnings distrib-
uted to all shareholders in
1992 (Line 6 multiplied by
Line11). ..................

Post-1986 undistributed earnings
in Corporation C at start of
1993 (Line 5 minus Line 10)

Post-1986 foreign income taxes
in Corporation C at start of
1993 (Line 6 minus Line 12) .

10%

$80

500u

33.33%

$266.66

1000u

$533.34

Corporation X. On February 15, 1992, Corporationg. Corporation B (second-tier corporation):

1. Assumed post-1986 undistributed . ) AN,
earnings of Corporation B at p_ald are subject to a _separate limitation for
start of 1992 . . ..o\ (100u) d|V|o!end9302from Corporation B, a noncontrolled
section corporation.
2. Assume? post—1f9§6 forei?n inE; Example 3 (i)pSince 1987, domestic corporation 1o
;?rs'jt‘;rtac))(f:smogz orporation $0 M has _owned 50 percent of the one c_Iass of stock
3. Assumed pre-tax earnmgs and of foreign corporation _A. The remaining 50 per-
profits of Corporation B for cent of Corporation A |s_owned _by foreign corpo-11.
1992 (including 50u of high ration Z. For the same time period, Corporation A
withholding tax interest on has_owned 40 percent of the one clas_s of stock of
which 5u of tax is withheld) 302.50u foreign corporation B, and Corporation B has
4. Assumed foreign income taxe; ’ own_ed 30 percent of the one c_Ia_ss of stock of
’ paid or accrued by Corpora- foreign corporatlo_n C. The remaining 60 perc_entlz_
tion Bin 1992 . .. 102.50u 31‘ Co(;ptcr)]ratlon Bis ov;ged by fc;re;gg corpo?_altlonC
< : , and the remaining percent of Corporation
5 P?rs]t-égﬁ)%;r:%rs]tgbggrei;&mlngs is owned by foreign corporation X. Corporations
(pre-dividend) (Line 1 plus A B, and C are not controlled foreign corpora-
Line 3 minus Line 4) 100U tions. Corporations A, B, and C use the u as their
6. Amount of foreign incor'n'e' tax 'o'f functional currency, and 1u equals $1 at allj3
: Corporation B imposed on releyant times. Corpor_atlon B uses a fiscal year
high withholding tax interest ending June 30 as its taxable year; all other
in excess of 5% (5u withhold- corporations use the calendar year as the taxablg,
ing tax - [5% x 50u high year. Or_l _February 1, 1992, Corporatlon_C pays a
withholding tax interest]) 250U 500u_ dividend out of pos@-1986 undistributed
7. Post-1986 foreign income taxes ' earnings, 150u to Corporation B and 350u to
'(r;rce:%ri?/?drggg? (Eirfw?er 21 %?55 B pays a 300u dividend out of post-1986 undis-
[Line 4 minus Line 6 trans- tributed earnings computed as of the close of ;.
lated at the appropriate ex- Corporation B's f_|sca| year ended June 30, 1992,
change rate]) $100 120u to Corporation A and 1809 to Corporation Y.
8. Dividends paid out ofpost1986 O_n_ August 15, 1992, Corporat!on_A pays a _200u
: undistributed earnings to Cor- dividend out of p_ost—1986 undistributed earnings, 2.
poration M in 1992 . ... .. .. 54 éoolu to Corp;_oratl]?n M artld 1003 to Cgrporgnck)]n
’ \ . In computing foreign taxes deemed paid by
9. Peprggtr-lg_aggazC:In(éic;rt‘r)i?)rlitel?jneirsn- Corporations _B and A, section 78 does not apply 3.
ings paid to Corporation M gnd Corporations B and A thus do'nqt have_ to
(Line 8 divided by Line 5) ... 5% include t_he foreign taxes deemed__ paid in earnings
10.  Foreign income taxes of Corpo- and proflts. See paragraph (c)(2)(ii) _of this section.
ration B deemed paid by Cor- Forelgn income taxes deemed _pald by Corporg-
poration M under section tlons_B, A and M,_ and the forelgn_cqrporatlons 4.
902(a) (Line 7 multiplied by opening balances in post-1986 undistributed earn-
LiNE 9) » oo $5 ings an(_i pos’t—19‘86 foreign income taxes for
11. Total dividends paid out of post- Corporation B's flsc_:al ye’ar beginning J_uIy 1
1986 undistributed earnings of 1992, and Corporation C’'s and Corporation As 5,
Corporation B to all share- 1993 calendar years are computed as follows:
holders in 1992. . . .. ........ 50u A. Corporation C (third-tier corporatior)
12.  Percentage of Corporation B's 1. Assumed post-1986 undistributed
post-1986 undistributed earn- earnings in Corporation C at
ings pai_d to all §h_areh0|der's in start of 1992............... 1300u 6
1997 (Lne 11 dided by Lne 2. Acsumed post 1086 foreign i
13. Post-1986 foreign income taxes come taxes in Corporation C
of Corporation B paid on or atstart of 1992............. $500
with respect to post-1986 un- 3. Assumed pre-tax eamnings and
distributed earnings distributed profits of Corporation C for 7.
to all shareholders in 1992 4. Assimed foréign income taxes
(Lne 7 muliplied by Lne 12) pad or acerued in 1992, 3000
14. Corporation B's post-1986 undis- 5. Post-1986 undistributed earnings
tributed earnings at start of in Cor_ppratlon C. for 1992
1993 (Line 5 minus Line 11) . 50u (pre-dividend) (Line 1 plus
15. Corporation B’s post-1986 for- Line 3 minus Line Aeeensn 1500u 8.
eign income taxes at start of 6. Post-1986 foreign income taxes
1993 (Line 7 minus Line 13) . $50 '(” rg‘gif’/?(;:gg;‘ (‘Eir‘:zr 219?55
(i) For 1992, as computed in Example 1, L?ne 4 translated at thg appro-
Corporation M is deemed to have paid $2 of the priate exchange rates) . ...... $800
post-1986 foreign income taxes paid by Corpora-7.  Dividends paid out of post-1986
tion A and includes $2 in gross income as a undistributed earnings of Cor-
dividend under section 78. Both the income inclu- poration C to Corporation B
sion and the credit are subject to a separate iNn1992 ................... 150u

Assumed post-1986 undistributed
earnings in Corporation B as
of July 1,1991............. 0

Assumed post-1986 foreign in-
come taxes in Corporation B
asof July 1,1991 .......... 0

Assumed pre-tax earnings and
profits of Corporation B for
fiscal year ended June 30,
1992, (including 150u divi-
dend from Corporation B). . . .

Assumed foreign income taxes
paid or accrued by Corpora-
tion B in fiscal year ended
June 30,1992..............

Foreign income taxes of Corpo-
ration C deemed paid by Cor-
poration B in its fiscal year
ended June 30, 1992 (Part A,
Line 9 of paragraph (i) of this
Example 3................

Post-1986 undistributed earnings
in Corporation B for fiscal
year ended June 30, 1992
(pre-dividend) (Line 1 plus
Line 3 minus Line 4)........

Post-1986 foreign income taxes
in Corporation B for fiscal
year ended June 30, 1992
(pre-dividend) (Line 2 plus
Line 4 translated at the appro-
priate exchange rates plus
Line5) ...

Dividends paid out of post-1986
undistributed earnings of Cor-
poration B to Corporation A
on February 15, 1992........

Percentage of Corporation B’s
post-1986 undistributed earn-
ings for fiscal year ended June
30, 1992, paid to Corporation
A (Line 8 divided by Line 6) .

1000u

$80

15%



10.

11.

12.

13.

14.

15.

Foreign income taxes paid and
deemed paid by Corporation B
as of June 30, 1992, deemed
paid by Corporation A under
section 902(b)(1) (Line 7 mul-
tiplied by Line 9)........... $42

Total dividends paid out of post-
1986 undistributed earnings of
Corporation B for fiscal year
ended June 30, 1992 ........

Percentage of Corporation B’s
post-1986 undistributed earn-
ings for fiscal year ended June
30, 1992, paid to all share-
holders (Line 11 divided by
Line6) ...................

Post-1986 foreign income taxes
paid and deemed paid with
respect to post-1986 undistrib-
uted earnings distributed to all
shareholders during Corpora-
tion B’s fiscal year ended June
30, 1992 (Line 7 multiplied by
Line12) ..................

Post-1986 undistributed earnings
in Corporation B as of July 1,
1992 (Line 6 minus Line 11) .

Post-1986 foreign income taxes
in Corporation B as of July 1,
1992 (Line 7 minus Line 13) .

500u

$175

C. Corporation A (first-tier corporatior)

1.

10.

Assumed post-1986 undistributed
earnings in Corporation A at
start of 1992...............

Assumed post-1986 foreign in-
come taxes in Corporation A
atstart of 1992 ............

Assumed pre-tax earnings and
profits of Corporation A for
1992 (including 120u dividend
from Corporation B) ........

Assumed foreign income taxes
paid or accrued by Corpora-
tion Ain 1992 .............

Foreign income taxes paid or
deemed paid by Corporation B
as of June 30, 1992, that are
deemed paid by Corporation A
in 1992 (Part B, Line 10 of

Post-1986 undistributed earnings
in Corporation A for 1992
(pre-dividend) (Line 1 plus
Line 3 minus Line 4) .......

Post-1986 foreign income taxes
in Corporation A for 1992
(pre-dividend) (Line 2 plus
Line 4 translated at the appro-
priate exchange rates plus
Lineb) ........... .. ...

Dividends paid out of post-1986
undistributed earnings of Cor-
poration A to Corporation M
on August 15, 1992

Percentage of Corporation A's
post-1986 undistributed earn-
ings paid to Corporation M in
1992 (Line 8 divided by Line

$242

100u

Foreign income taxes paid and
deemed paid by Corporation A
in 1992 that are deemed paid
by Corporation M under sec-
tion 902(a) (Line 7 multiplied
byLine9).................

income taxes of Corporation B deemed paid by

11. Total dividends paid out of post- ) . )
1986 undistributed earnings of Corporatl(_)n A and the opening balances in po_st—
Corporation A to all share- 1986 undistributed earnings and post-1986 foreign
holders in 1992. . ........... 200u income taxes for Corporation A and Corporation B

12. Percentage of Corporation A's for 1993 are computed as follows:
post-1986 undistributed earn- A. Corporation B (second-tier corporation)
ngszp(i'ﬁ] ;Oﬁ“d?az;%hgyiﬁem 1. Assumed post-1986 undistributed
6) s 50% earnings in Corporation B at

13. Post-1986 foreign income taxes start of 1992 200u
paid and deemed paid by Cor- 2. Assumed post-1986 foreign in-
poration A with respect to come taxes in Corporation B
post-1986 undistributed earn- atstart of 1992............. $50
ings distributed to all share- 3. Assumed pre-tax earnings and
holders in 1992 (Line 7 multi- profits of Corporation B for
plied by Line 12) .......... $121 1992 ... 150u

14. Post-1986 undistributed earnings 4. Assumed foreign income taxes
in Corporation A at start of paid or accrued in 1992...... 50u
1993 (Line 6 minus Line 11) . 200u 5. Post-1986 undistributed earnings

15. Post-1986 foreign income taxes in Corporation B for 1992
in Corporation A at start of (pre-dividend) (Line 1 plus
1993 (Line 7 minus Line 13) . $121 Line 3 minus Line 4) ....... 300u

(i) Corporation M is deemed, under section 6- PoOst-1986 foreign income taxes

902(a) and paragraph (b) of this section, to have in Cor'pqratlon B_for 1992

paid $60.50 of post-1986 foreign income taxes (Lri);ee_(jllvtlriir;(lja)ugamaet tzhglgs ro-

paid, or deemed paid, by Corporation A on or with priate exchange rates) PP $100

respect to its post-1986 undistributed earnings Dividends paid out of post1986

(Part C, Line 10) and Corporation M includes that undistributed earnings of Cor-

amount in gross income as a dividend under poration B to Corporation A in

section 78. Both the income inclusion and the 1992 150u

cre_dit are subject to a separate limitation for Percentage of Corporation B's

dividends from Corporation A, a noncontrolled post-1986 undistributed earn-

section 902 corporation. ings paid to Corporation A

Example 4.(i) Since 1987, domestic corpora- (Line 7 divided by Line 5) 50%

tion M has owned 100 percent of the voting stock 9.
of controlled foreign corporation A, and Corpora-
tion A has owned 100 percent of the voting stock
of controlled foreign corporation B. Corporations
M, A and B use the calendar year as the taxable
year. Corporations A and B are organized in thepp.
same foreign country and use the u as their
functional currency. 1u equals $1 at all relevant
times. Assume that all of the earnings of Corporaq1,
tions A and B are general limitation earnings and
profits within the meaning of section 904(d)(2)(l), 1993 (Line 6 minus Line 9) .. $50
and that neither Corporation A nor Corporation BB Corporation A (first-tier corporation):

has any previously taxed income accounts. In’ '
1992, Corporation B pays a dividend of 150u to 1.
Corporation A out of post-1986 undistributed earn-
ings, and Corporation A computes an amount of
foreign taxes deemed paid under section 902(b)(1).,
The dividend is not subpart F income to Corpora-
tion A because section 954(c)(3)(B)(i) (the same
country dividend exception) applies. Pursuant to g
paragraph (c)(2)(ii) of this section, Corporation A

is not required to include the deemed paid taxes in
earnings and profits. Corporation A has no pre-
1987 accumulated profits and a deficit in post- 4
1986 undistributed earnings for 1992. In 1992,
Corporation A pays a dividend of 100u to Corpo-
ration M out of its earnings and profits for 1992 ¢
(current earnings and profits). Under paragraph
(b)(4) of this section, Corporation M is not
deemed to have paid any of the foreign income
taxes paid or deemed paid by Corporation A
because Corporation A has a deficit in post-1986 g
undistributed earnings as of December 31, 1992,
and the sum of its current plus accumulated profits
is less than zero. Note that if instead of paying a

Foreign income taxes of Corpo-
ration B deemed paid by Cor-
poration A under section
902(b)(1) (Line 6 multiplied
byLine8) ................ $50

Post-1986 undistributed earnings
in Corporation B at start of
1993 (Line 5 minus Line 7) ..

Post-1986 foreign income taxes
in Corporation B at start of

150u

Assumed post-1986 undistributed
earnings in Corporation A at
start of 1992...............

Assumed post-1986 foreign in-
come taxes in Corporation A
at start of 1992 ............ 0
Assumed pre-tax earnings and
profits of Corporation A for
1992 (including 150u dividend
from Corporation B) ........
Assumed foreign income taxes
paid or accrued by Corpora-
tion Ain 1992 ............. 40u
Foreign income taxes paid by
Corporation B in 1992 that are
deemed paid by Corporation A
(Part A, Line 9 of paragraph
(i) of this Example 4 ....... $50
Post-1986 undistributed earnings
in Corporation A for 1992
(pre-dividend) (Line 1 plus

- - - - Line 3 minus Line 4) ....... (40u)
dividend to Corporation A in 1992, Corporation B 7 pgst-1986 foreign income taxes
had made an additional investment of $150 in in Corporation A for 1992
United States property under section 956, that (pre-dividend) (Line 2 plus
amount would have been included in gross income Line 4 translated at the appro-
by Corporation M under section 951(a)(1)(B) and priate exchange rates plus
Corporation M would have been deemed to have LINES) voeeeeennnn, $90

paid $50 of foreign income taxes paid by Corpora-
tion B. See sections 951(a)(1)(B) and 960. Foreign



10.

11.

12.

(ii) For 1993, Corporation A has 500u of earn-

Dividends paid out of current
earnings and profits of Corpo-
ration A for 1992

Percentage of post-1986 undis-
tributed earnings of Corpora-
tion A paid to Corporation M
in 1992 (Line 8 divided by the
greater of Line 6 or zero) ... O

Foreign income taxes paid and
deemed paid by Corporation A
in 1992 that are deemed paid
by Corporation M under sec-
tion 902(a) (Line 7 multiplied
by Line9)................. 0

Post-1986 undistributed earnings
in Corporation A at start of

1993 (line 6 minus line 8) ... (140u)
Post-1986 foreign income taxes

in Corporation A at start of

1993 (Line 7 minus Line 10) . $90

Example 5 (i) Since 1987, domestic corpora-
tion M has owned 100 percent of the voting stock
of controlled foreign corporation A. Corporation
M also conducts operations through a foreign
branch. Both Corporation A and Corporation M 7.
use the calendar year as the taxable year. Corpora-
tion A uses the u as its functional currency and 1u 8,
equals $1 at all relevant times. Corporation A has
no subpart F income, as defined in section 952,
and no increase in earnings invested in United
States property under section 956 for 1992. Corpo-
ration A also has no previously taxed income
accounts. Corporation A has general limitation
income and high withholding tax interest income
that, by operation of section 954(b)(4), does not
constitute foreign base company income under
section 954(a). Because Corporation A is a con-
trolled foreign corporation, it is not required to
reduce post-1986 foreign income taxes by foreign
taxes paid or accrued with respect to high with-
holding tax interest in excess of 5 percent. See

ings and profits on which it pays 160u of foreign§ 1.902-1(a)(8)(iii). Corporation A pays a 60u g
income taxes. Corporation A receives no diwdend%ividend to Corporation M in 1992. For 1992 :

from Corporation B, and pays a 100u dividend tocqnoration M is deemed, under paragraph (b) of
Corporation M. The 100u dividend to Corporatlonthis section, to have paid $24 of the post-1986
M carries with it some of the foreign income taxesforeign income taxes paid by Corporation A and
paid and deemed paid by Corporation A in 1992jnciydes that amount in gross income under sec-
which were not deemed paid by Corporation M intion 78 as a dividend, determined as follows:

1992 because Corporation A had no post-1986
undistributed earnings. Thus, for 1993, Corpora- =
tion M is deemed to have paid $125 of post-1986
foreign income taxes paid and deemed paid by
Corporation A and includes that amount in gross
income as a dividend under section 78, determined

as follows:

1.

10.

11.

Post-1986 undistributed earnings
in Corporation A at start of

Post-1986 foreign income taxes
in Corporation A at start of
1993 ... $90
Pre-tax earnings and profits of
Corporation A for 1993 . .. ...
Foreign income taxes paid or
accrued by Corporation A in

Post-1986 undistributed earnings
in Corporation A for 1993
(pre-dividend) (Line 1 plus
Line 3 minus Line 4) .......

Post-1986 foreign income taxes
in Corporation A for 1993
(pre-dividend) (Line 2 plus
Line 4 translated at the appro-
priate exchange rates) .......

Dividends paid out of post-1986
undistributed earnings of Cor-
poration A to Corporation M
in 1993

Percentage of post-1986 undis-
tributed earnings of Corpora-
tion A paid to Corporation M
in 1993 (Line 7 divided by
Line5) ...................

Foreign income taxes paid and
deemed paid by Corporation A
that are deemed paid by Cor-
poration M in 1993 (Line 6
multiplied by Line 8) .......

Post-1986 undistributed earnings
in Corporation A at start of
1994 (Line 5 minus Line 7) ..

Post-1986 foreign income taxes
in Corporation A at start of
1994 (Line 6 minus Line 9) ..

$125

100u

$125

Assumed post-1986 undistributed
earnings in Corporation A at
start of 1992 attributable to:

(a) Section 904(d)(1)(B) high 10.
withholding tax interest .... 20u

(b) Section 904(d)(1)(I) general
limitation income.......... 55u

2. Assumed post-1986 foreign in-
come taxes in Corporation A at
start of 1992 attributable to:
(a) Section 904(d)(1)(B) high
withholding tax interest. . . .. $5
(b) Section 904(d)(1)(I) general
limitation income..........
3.  Assumed pre-tax earnings and
profits of Corporation A for
1992 attributable to:
(a) Section 904(d)(1)(B) high
withholding tax interest. . ... 20u
(b) Section 904(d)(1)(l) general
limitation income ......... 20u
4. Assumed foreign income taxes
paid or accrued in 1992 on or
with respect to:
(a) Section 904(d)(1)(B) high
withholding tax interest. . ... 10u
(b) Section 904(d)(1)(l) general
limitation income ......... 5u
5. Post-1986 undistributed earnings
in Corporation A for 1992 (pre-

11.

dividend) attributable to: 12.

(a) Section 904(d)(1)(B) high
withholding tax interest (Line
1(a) + Line 3(a) minus Line
4@) 30u
(b) Section 904(d)(2)(l) general
limitation income (Line 1(b)
+ Line 3(b) minus Line 4(b))

(c) Total
6. Post-1986 foreign income taxes
in Corporation A for 1992 (pre-
dividend) attributable to:
(a) Section 904(d)(1)(B) high
withholding tax interest (Line
2(a) + Line 4(a) translated at
the appropriate exchange
rates). ... $15

(b) Section 904(d)(1)(l) general
limitation income (Line 2(b)
+ Line 4(b) translated at the
appropriate exchange rates) . $25

Dividends paid to Corporation M

in 1992

Dividends paid to Corporation M

in 1992 attributable to section

904(d) separate categories pursu-

ant to § 1.904-5(d):

(a) Dividends paid to Corpora-

tion M in 1992 attributable

to section 904(d)(1)(B) high

withholding tax interest (Line

7 multiplied by Line 5(a)

divided by Line 5(c))....... 18u

Dividends paid to Corpora-

tion M in 1992 attributable

to section 904(d)(1)(I) gen-

eral limitation income (Line

7 multiplied by Line 5(b)

divided by Line 5(c)) ...... 42u

Percentage of Corporation A's

post-1986 undistributed earnings

for 1992 paid to Corporation M

attributable to:

(a) Section 904(d)(1)(B) high
withholding tax interest (Line

(b

~

8(a) divided by Line 5(a)) .. 60%
(b) Section 904(d)(1)(l) general

limitation income (Line 8(b)

divided by Line 5(b)) ...... 60%

Foreign income taxes of Corpo-
ration A deemed paid by Corpo-
ration M under section 902(a)
attributable to:

(a) Foreign income taxes of Cor-
poration A deemed paid by
Corporation M under section
902(a) with respect to sec-
tion 904(d)(1)(B) high with-
holding tax interest (Line
6(a) multiplied by Line 9(a)) $9

(b) Foreign income taxes of
Corporation A deemed paid
by Corporation M under sec-
tion 902(a) with respect to
section 904(d)(1)(l) general
limitation income (Line 6(b)
multiplied by Line 9(b)) ...

Post-1986 undistributed earnings

in Corporation A at start of 1993

attributable to:

(a) Section 904(d)(1)(B) high
withholding tax interest (Line
5(a) minus Line 8®@)) ...... 12u

(b) Section 904(d)(1)(l) general
limitation income (Line 5(b)
minus Line 8(b)) .......... 28u

Post-1986 foreign income taxes

in Corporation A at start of 1989

allocable to:

(a) Section 904(d)(1)(B) high
withholding tax interest (Line
6(a) minus Line 10(@)) .. ... $6

(b) Section 904(d)(1)(l) general
limitation income (Line 6(b)
minus Line 10(b)) ......... $10

$15

(ii) For purposes of computing Corporation M’s
foreign tax credit limitation, the post-1986 foreign
income taxes of Corporation A deemed paid by
Corporation M with respect to income in separate
categories will be added to the foreign income
taxes paid or accrued by Corporation M associated
with income derived from Corporation M’s branch
operation in the same separate categories. The
dividend (and the section 78 inclusion with respect



to the dividend) will be treated as income inwhen there is a deficit in the post-19861986 undistributed earnings. Any foreign

separate categories and added to Corporation M; by . . L _ ;
other income, if any, afiributable to the Sameﬁ_ndlstrlbuted earnings of that corporaincome taxes paid in a post-effective

separate categories. See section 904(d) aréon and the corporation makes a distridate year will not be carried back to
§ 1.904-6. bution to shareholders that is a dividendre-effective date taxable years or re-
Effective date Thi i or would be a dividend if there weremoved from post-1986 foreign income
I'(g) ec |ved_ a.te): NIS seg lon ap'dcurrent or accumulated earnings andpxes. See section 960 and the regula-
plies to any distribution made In an profits, then the post-1986 deficit shalltions under that section for rules govern-

after a foreign corporation’s first taxablebe carried back to the most recenind the carryback of deficits and the

){ggf? beginning on or after January 1bre-effective date taxable year of thefOmputation of foreign income taxes

first-, second-, or third-tier <:orporationfjeemed paid with respect to deemed

§ 1.902-2 Treatment of deficits in postWith positive accumulated profits com-ncome inclusions from controlled for-
' T , - eign corporations.

1986 undistributed earnings and pre-Puteéd under section 902. See § 1.902= (2) Examples The following ex-

1987 accumulated profits of a first-, 3(€). For purposes of this § 1.902-2, @mples illustrate the rules of this para-
second-, or third-tier corporation for Pre-effective date taxable year is a tax; (a):

purposes of computing an amount ofPle year beginning before January ik E)E)ample 1() From 1985 through 1990, do-

foreign taxes deemed paid undei987, or a taxable year beginning aftemestic corporation M owns 10 percent of the one

§ 1.902-1. December 31, 1986, if the special effeCeIass‘ of stock of foreign corporation A. The
tive date of § 1.902-1(a)(13) appliesremaining 90 percent of Corporation As stock is
(a) Carryback of deficits in post-1986 The deficit shall reduce the section 9o2"ned by 2, a f‘c’jr?'gn. corporalion. (Corporation A

undistributed earnings of a first-, accumulated profits in the most recensgcs)ti?sc?un,frgioia,Ocrﬁ'r?enni?,.rpfﬂate'zrasg $L152§ talf
Second-, or third-tier Corporation to pre- pre-effective date year to the extentelevant times. Both Corporation A and Corpora-
effective date taxable yearq1l) Rule thereof, and any remaining deficit shallion M use the calendar year as the taxable year.
For purposes of computing foreign in-be carried back to the next precedingorporation A has pre-1987 accumulated profits
come taxes deemed paid under § 1.902rear or years until the deficit is com- ggt_%sgélgusn%ig?r?gitt:%“tggrﬁﬁgs'”g;a?/;dg‘;ﬁ_‘%g@
1(b) with respect to dividends paid by apletely allocated. The amount carriethnd post-1986 foreign income taxes, and pays
first-, second-, or third-tier corporation,back shall reduce the deficit in post-dividends as summarized below:

Taxable Year 1985 1986 1987 1988 1989 1990
Current E & P (Deficits) of Corp. A 150u 150u (100u) 100u -0- -0-
Current Plus Accumulated E & P of Corp. A 150u 300u 200u 250u 250u 200u
Post-"86 Undistributed Earnings of Corp. A (100u) 100u 100u 50u

Post-'86 Undistributed Earnings of Corp. A Re-
duced By Current Year Dividend Distributions (in-

creased by deficit carryback) -0- 100u 50u 50u

Foreign Income Taxes of Corp. A (Annual) 120u 120u $10 $50 -0- -0-
Post-'86 Foreign Income Taxes of Corp. A $10 $60 $60 $30
12/31 Distributions to Corp. M -0- -0- 5u -0- 5u -0-
12/31 Distributions to Corp. Z -0- -0- 45u -0- 45u -0-

(i) On December 31, 1987, Corporation A (iii) On December 31, 1989, Corporation A 50%[50u/100u]). Thus, post-1986 foreign income
distributes a 5u dividend to Corporation M and adistributes a 5u dividend to Corporation M and ataxes as of January 1, 1990, are $30 ($60 - $30).
45u dividend to Corporation Z. At that time 45u dividend to Corporation Z. At that time Example 2 The facts are the same as in
Corporation A has a deficit of (100u) in post-1986Corporation A has 100u of post-1986 undistributedExample 1 except that Corporation A has a deficit
undistributed earnings and $10 of post-1986 forearnings and $60 of post-1986 foreign incomdn its post-1986 undistributed earnings of (150u)
eign income taxes. The (100u) deficit (but not thetaxes. Therefore, the dividend is considered pai@" December 31, 1987. The deficit is carried back
post-1986 foreign income taxes) is carried back tout of Corporation A's post-1986 undistributed!0 1986 and reduces accumulated profits for that
offset the accumulated profits of 1986 and re-earnings. Foreign taxes deemed paid by Corpord€ar to -O-. Thus, the foreign income taxes paid
moved from post-1986 undistributed earnings. Théion M with respect to the 5u dividend are $3 ($60W'th respect to the 1986 accumulated prqflts W'I.I
accumulated profits for 1986 are reduced to 50« 5%[5u/100u]). Corporation M must include $3N€Ver be deemed paid. The 1987 dividend is
(150u - 100u). The dividend is paid out of thein gross income under section 78 as a dividend(.jeeme‘j to b_e out of‘Corporatlon As 1985 accu-

) h . B . ; mulated profits. Foreign taxes deemed paid by
reduced 1986 accumulated profits. Foreign taxeBoth the income inclusion and the foreign taxeSCorporation M under section 902 with respect to
deem_e(_i paid by Corporation M with respect to thedeemgc_i paid are subject to a separate_ IimitatiO{'he 5u dividend paid on December 31, 1987, are
5u dividend are 12u (1_20u X (5u/_50u)). Seefor d|V|c_!ends from no_ncontrolled section 9(_)24u (120u x 5u/150u). See § 1.902-1(b)(3). As a
_§ 1.902—:_L(b)(3). Corporation M must include 129cc_)rporat|0n A Corporation As post-1986 undis-reg|t of the December 31, 1987, dividend distri-
in gross income (translated under the rule applitributed earnings as of January 1, 1990, are 50Hutions, 100u (150u - 50u) of accumulated profits
cable to foreign income taxes paid on earning¢100u - 50u). Corporation A's post-1986 foreignand 80u (120u reduced by 40u[120u x 50u/150u]
accumulated in pre-effective date years) undeincome taxes must be reduced by the amount ajf foreign taxes that would have been deemed
section 78 as a dividend. Both the income incluforeign taxes that would have been deemed paid {faid had all of Corporation A's shareholders been
sion and the foreign taxes deemed paid are subjebbth Corporations M and Z were eligible to eligible to compute an amount of foreign taxes
to a separate limitation for dividends from Corpo-compute an amount of deemed paid taxes. Secticteemed paid with respect to the dividend paid out
ration A, a noncontrolled section 902 corporation.1.902-1(a)(8)(i). The amount of foreign incomeof 1985 accumulated profits) remain in Corpora-
No accumulated profits remain in Corporation Ataxes that would have been deemed paid if bottion A with respect to 1985.
with respect to 1986 after the carryback of theCorporations M and Z were eligible to compute an Example 3 (i) From 1986 through 1991, domes-
1987 deficit and the December 31, 1987, dividencamount of deemed paid taxes on the 50u dividentic corporation M owns 10 percent of the one class
distributions to Corporations M and Z. distributed by Corporation A is $30 ($60 x of stock of foreign corporation A. The remaining



90 percent of Corporation As stock is owned byrelevant times. Both Corporation A and Corpora-post-1986 undistributed earnings, pays pre-1987
Corporation Z, a foreign corporation. Corporationtion M use the calendar year as the taxable yeaand post-1986 foreign income taxes, and pay
A is not a controlled foreign corporation and usesCorporation A has pre-1987 accumulated profitslividends as summarized below:

the u as its functional currency. 1u equals $1 at alaind post-1986 undistributed earnings or deficits in

Taxable Year 1986 1987 1988 1989 1990 1991
Current E & P (Deficits) of Corp. A 100u (50u) 150u 75u 25u -0-
Current Plus Accumulated E & P of Corp. A 100u 50u 200u 175u 200u 80u
Post-'86 Undistributed Earnings of Corp. A (50u) 100u 75u 100u -0-

Post-"86 Undistributed Earnings of Corp. A Re-
duced By Current Year Dividend Distributions (in-

creased by deficit carryback) (50u) -0- 75u -0- -0-
Foreign Income Taxes (Annual) of Corp. A 80u -0- $120 $20 $20 -0-
Post-'86 Foreign Income Taxes of Corp. A -0- $120 $20 $40 -0-
12/31 Distributions to Corp. M -0- -0- 10u -0- 12u -0-
12/31 Distributions to Corp. Z -0- -0- 90u -0- 108u -0-

(i) On December 31, 1988, Corporation Aseparate limitation for dividends from 1986 undistributed earnings may not be
distributes a 10u dividend to Corporation M and anoncontrolled section 902 Corporation A. As Ofreduced by the amount of a pre-1987
90u dividend to Corporation Z. At that time January 1, 1991, Corporation A's post-1986 undis-y ¢ .-\ - : -
Corporation A has 100u in its post-1986 undistrib-tributed earnings are -0- (100u - 100u). 80u (100L5jeflCIt In e"’.‘m'”gs and prOfItS COmPUted
uted earnings and $120 in its post-1986 foreign 20u) of accumulated profits remain with respectunder section 9_64(61). See section 960
income taxes. Corporation M is deemed, undeto 1986. Post-1986 foreign income taxes as ofnd the regulations under that section
§ 1.902-1(b)(1), to have paid $12 ($120 xJanuary 1, 1991, are -O-, $40 reduced by $40 ofor rules governing the carryforward of
10%[lOU/]£jO%U]) of the post-1986 C:‘OreigljndinCOfgleforeign income taxes paid that would have beemjeficits and the computation of foreign
taxes paid by Corporation A and includes thatdeemed paid if both Corporations M and Z were; : :
amount in gross income under section 78 as aligible tg compute an gmount of deemed pai({ncome taxes deem.ed pald with respect
dividend. Both the income inclusion and thetaxes on the 100u dividend distributed by Corporal© deemed_ Income InC!USIOnS from con-
foreign taxes deemed paid are subject to a separaien A out of post- 1986 undistributed earningstrolled foreign corporations. For transla-
limitation for dividends from noncontrolled section ($40 x 100%[100u/100u]). Corporation A has 64ution rules governing carryforwards of
905_ CQbpr’fstion A COTPO;ajiOH As 1p01$$-819986 of foreign income taxes remaining with respect toqeficits in pre-1987 accumulated profits
undistributed earnings as of January 1, , aregss, 80u reduced by 16u [80u x 20u/100u] of :
0" (100U 1000). s post 1986 foreign taxes aforeign income. taxes tat would nave beerl0 POSt-1986 taxable years of a foreign
of January 1, 1989, also are -0-, $120 reduced byeemed paid if Corporations M and Z both wereCOrporation with a dollar functional cur-
$120 of foreign income taxes paid that would haveligible to compute an amount of deemed paidency, see 8 1.985-6(d)(2).
been deemed paid if both Corporations M and Zaxes on the 20u dividend distributed by Corpora- (2) Effect of pre-effective date deficit

were eligible to compute an amount of foreigntion A out of 1986 accumulated profits. . : s e
taxes deemed paid on the dividend from Corpora- If a forelgn corporation has a deficit in

tion A ($120 x 100%[100u/100u]). (b) Carryforward of deficits in pre- accumulated profits as of the end of its
(i) On December 31, 1990, Corporation A1987 accumulated profits of a first-, last pre-effective date taxable year, then
distributes a 12u dividend to Corporation M and 8econd-, or third-tier corporation to the foreign corporation cannot pay a

108u dividend to Corporation Z. At that time . . ivi _ i
Corporation A has 100upin its post-1986 undistrib-pos’t'l986 undistributed earnings fordIVIdend out of pre-effective date years

uted earnings and $40 in its post-1986 foreigrpurposes of section 902(1) General unless there is an adjustment made (for
income taxes. The dividend is paid out of postrule. For purposes of computing foreignexamm& a refund _Of foreign taxes paid)
1986 undistributed eamings to the extent thereofacome taxes deemed paid undefhat restores section 902 accumulated

(100u), and the remainder of 20u is paid out of§ 1.902-1(b) with respect to dividendspfOﬁtS to a pre-effective date taxable

1986 accumulated profits. Under § 1.902-1(b)(2);> - ) . . i i
the 12u dividend topCorporation M is deem(ecz(topwd by a first-, second-, or third-tieryear or years. Moreover, if a foreign

be paid out of post-1986 undistributed earnings t€orporation out of post-1986 undistrib-corporation has a deficit in section 902
the extent of 10u (100u x 12u/120u) and theyted earnings, the amount of a deficit ifRccumulated profits as of the end of its
remaining 2u is deemed to be paid out ofycoymylated profits of the foreign cor-last pre-effective date taxable year, then

Corporation As 1986 accumulated profits. Simi- . . - AT ity
IarIyp the 108u dividend to Corpopration 7 is Poration determined under section 90210 deficit in post-1986 undistributed

deemed to be paid out of post-1986 undistribute®S Of the end of its last pre-effective®arnings will ‘be carried back under
earnings to the extent of 90u (100u x 108u/120ufate taxable year is carried forward an@aragraph (a) of this section. For rUk_?S
and the remaining 18u is deemed to be paid out gfeduces post-1986 undistributed earninggoncerning carrybacks of eligible defi-

Corporation A's 1986 accumulated profits. Foreign . - “cits from post-1986 undistributed earn-
income taxes deemed paid by Corporation _n Ehe.flrSt day of the forelgn _corpora inas to repduce re-1987 earnings and
under section 902 with respect to the portion ofiON’s first taxable year beginning after 9 P 9

the dividend paid out of post-1986 undistributedDecember 31, 1986, or on the first dayprofits computed under section 964(a),
eamings are $4 ($40 x 10%[10u/100u]), andof the first taxable year in which the S€€ Section 960 and the regulations

foreign taxes deemed paid by Corporation M with wnership requirements of section“”der that section.

respect to the portion of the dividend deemed pai i -
out of 1986 accumulated profits are 1.6u (80u 02(0)(3)(8) and 8§ 1'902_1(a)(1) (3) Examples The foIIowmg ex

2u/100u). Corporation M must include $4 plusthrough (4) are met if the special effecamples illustrate the rules of this para-
1.6u translated under the rule applicable to foreigitive date of § 1.902-1(a)(13) applies,gfaph (b):

incog}e taxes paid orrl] eafrfnings 3ccum;1|:;11ted ig\ny foreign income taxes paid with Example 1(i) From 1984 through f19:138, dom(les-

taxable years prior to the effective date of the Ta . ic corporation M owns 10 percent of the one class
Reform Act of F1986 in gross income as a dividen;}eSpeCt to a pre-effectlve dat_e year Sh_auf StO(F:)k of foreign corpore?tion A. The remaining

under section 78. The income inclusion and thé10t be carried forward and included ingg percent of Corporation A's stock is owned by
foreign income taxes deemed paid are subject to post-1986 foreign income taxes. Poste€orporation Z, a foreign corporation. Corporation



A is not a controlled foreign corporation and usegion M use the calendar year as the taxable yeadistributed earnings, pays pre-1987 and post-1986
the u as its functional currency. 1u equals $1 at alCorporation A has pre-1987 accumulated profits oforeign income taxes, and pays dividends as
relevant times. Both Corporation A and Corpora-deficits in accumulated profits and post-1986 unsummarized below:

Taxable Year 1984 1985 1986 1987 1988
Current E & P (Deficits) of Corp. A 25u (100u) (25u) 200u 100u
Current Plus Accumulated E & P (Deficits) of Corp. A 25u (75u) (100u) 100u 50u
Post-'86 Undistributed Earnings of Corp. A 100u 50u
Post-'86 Undistributed Earnings of Corp. A Reduced By (50u) 50u
Current Year Dividend Distributions (reduced by deficit

carryforward)

Foreign Income Taxes (Annual) of Corp. A 20u 5u -0- $100 $50
Post-'86 Foreign Income Taxes of Corp. A $100 $50
12/31 Distributions to Corp. M -0- -0- -0- 15u -0-
12/31 Distributions to Corp. Z -0- -0- -0- 135u -0-

(i) On December 31, 1987, Corporation A noncontrolled section 902 corporation A. After thedeemed to have paid any additional foreign in-
distributes a 150u dividend, 15u to Corporation Mdistribution, Corporation A has (50u) of post-1986come taxes paid by Corporation A with respect to
and 135u to Corporation Z. Corporation A hasundistributed earnings (100u - 150u) and -Othat 50u dividend out of current earnings and
200u of current earnings and profits for 1987, buipost-1986 foreign income taxes, $100 reduced bprofits. See § 1.902-1(b)(4).
its post-1986 undistributed earnings are only 100100 of foreign income taxes paid that would have Example 2 (i) From 1986 through 1991, domes-
as a result of the reduction for pre-1987 accumupeen deemed paid if both Corporations M and ZiC corporation M owns 10 percent of the one class
lated deficits required under paragraph (b)(1) ofyere eligible to compute an amount of deemed®f stock of foreign corporation A. The remaining
this section. Corporation A has $100 of pOSt'198$aid taxes on the 100u dividend distributed by90 percent of Corporation A's stock is owned by

foreign income taxes. Only 100u of the 150u - b Corporation Z, a foreign corporation. Corporation
P AT - -~ “Corporation A out of post-1986 undistributed earn->"~ . .
distribution is a dividend out of post-1986 undls—ié]gs ($100 X 100%[100u/100u]). A is not a controlled foreign corporation and uses

tributed earnings. Foreign income taxes deemed®’ o . theu as its functional currency. 1u equals $1 at all
paid by Corporation M in 1987 with respect to the (i) The remaining 50u of the 150u distribution relevant times. Both Corporation A and Corpora-

10u dividend attributable to post-1986 undistrib-cannot be deemed paid out of accumulated profition M use the calendar year as the taxable year.
uted earnings, computed under § 1.902-1(b), aref a pre-1987 year because Corporation A has aGorporation A has pre-1987 accumulated profits or
$10 ($100 x 10%[10u/100u]). Corporation M accumulated deficit as of the end of 1986 thaueficits in accumulated profits and post-1986 un-

includes this amount in gross income under seceliminated all pre-1987 accumulated profits. Sedlistributed earnings, pays post-1986 foreign in-

tion 78 as a dividend. Both the income inclusionparagraph (b)(2) of this section. The 50u is acome taxes, and pays dividends as summarized
and the foreign taxes deemed paid are subject todividend out of current earnings and profits undebelow:

separate limitation for dividends from section 316(a)(2), but Corporation M is not

Taxable Year 1986 1987 1988 1989 1990
Current E & P (Deficits) of Corp. A (100u) 150u (150u) 100u 250u
Current Plus Accumulated E & P (Deficits) of Corp. A (100u) 50u (200u) (100u) 50u
Post-"86 Undistributed Earnings of Corp. A 50u (200u) (100u) 50u
Post-"86 Undistributed Earnings of Corp. A Reduced By (50u) (200u) (200u) -0-
Current Year Dividend Distributions (reduced by deficit

carryforward)

Foreign Income Taxes (Annual) of Corp. A -0- $120 -0- $50 $100
Post-'86 Foreign Income Taxes of Corp. A $120 -0- $50 $150
12/31 Distributions to Corp. M -0- 10u -0- 10u 5u

12/31 Distributions to Corp. Z -0- 90u -0- 90u 45u

(i) On December 31, 1987, Corporation Alated profits of a pre-1987 year because Corporaseen deemed paid if both Corporations M and Z
distributes a 10u dividend to Corporation M and ation A has an accumulated deficit as of the end ofvere eligible to compute an amount of deemed
90u dividend to Corporation Z. At the time of the 1986 that eliminated all pre-1987 accumulatecpaid taxes on the dividend distributed by Corpora-
distribution, Corporation A has 50u of post-1986profits. See paragraph (b)(2) of this section. Cortion A out of post-1986 undistributed earnings
undistributed earnings and 150u of current earnporation A has $120 of post-1986 foreign income($120 x 100%[50u/50u]).
ings and profits. Thus, 50u of the dividendtaxes. Foreign taxes deemed paid by Corporation (jij) On December 31, 1989, Corporation A
distribution (5u to Corporation M and 45u to M under section 902 with respect to the Sugjstributes a 10u dividend to Corporation M and a
Corporation Z) is a dividend out of post-1986dividend out of post-1986 undistributed earningsyoy dividend to Corporation Z. Although the
undistributed earnings. The remaining 50u is are $12 ($120 x 10%[5u/50u]). Corporation M gistribution is considered a dividend in its entirety
dividend out of current earnings and profits undeiincludes this amount in gross income as a divipyt of 1989 earnings and profits pursuant to
section 316(a)(2), but Corporation M is notdend under section 78. Both the foreign taxesection 316(a)(2), post-1986 undistributed earnings
deemed to have paid any additional foreign indeemed paid and the deemed dividend are subjegfe (100u). Accordingly, for purposes of section
come taxes paid by Corporation A with respect tdo a separate limitation for dividends from 902, Corporation M is deemed to have paid no
that 50u dividend out of current earnings andnoncontrolled section 902 corporation A. As 0fpost-1986 foreign income taxes. See § 1.902—
pr:’ofits. See § 1.902—1(b)(4)._ Note tZat e\f/_en _ifJanuigy%l, l(Sj)_EBS,_bCor([j)oratiqn A {156(1)5 (5%2) i;] itsl(b)(4). Corporation A's post-1986 undistributed
there were no current earnings and profits irpost- undistributed earnings (50u - u) an :

Corporation A, the remaining 50u of the 100u-0- in its post-1986 foreign income taxes, $120gamlngs as of January 1, 1990, are (200u) ((100u)

distribution cannot be deemed paid out of accumureduced by $120 of foreign taxes that would have 100u). Corporation As post-1986 foreign income



taxes are not reducel becaus no taxes were
deemd paid.

(iv) On Decembe 31, 1990 Corporation A
distributes a 5u dividerd to Corporation M and a
45u dividerd to Corporatin Z. At that time
Corporation A has 50u of post-198 undistributed
earnings and $150 of post-198 foreign income
taxes Foreign taxes deemd paid by Corporation
M unde sectim 902 with respet to the 5u
dividerd are $15 ($150 x 10%][5u/50u]) Post-1986
undistributel earnings as of Januay 1, 1991 are
-0- (50u - 50u). Post-198 foreign income taxes as
of Januay 1, 1991, also are -0-, $150 reducel by
$150 ($150 x 100%[50u/50u] of foreign income
taxes that would hawe been deemd paid if both
Corporatiors M and Z were eligible to compué an
amour of deemd paid taxes on the 50u dividend.

Par. 4. Newly designatd § 1.902-3
is amendd by revising the sectic head-
ing and paragragh (a) introductory text,
and by designatiig the last paragraph as
paragraph (I) and revisirg it to read as
follows:

§ 1.902-3 Credit for domestt corpo-
rate shaeholde of a foreign corpora-
tion for foreign income taxes paid with
respet to accumulatd profits of taxable
years of the foreign corporatim begin-
ning befare Januay 1, 1987.

(a) Definitions For purpose of sec-
tion 902 and §§ 1.902-3 and 1.902-4:

* * * * *

(I) Effective date Excep as provided
in 8 1.902—4 this sectio applies to any
distribution receivel from a first-tier
corporation by its domestt shareholder
after Decembe 31, 1964 and before the
beginnirg of the foreign corporatioris
first taxabke yea beginnirg after De-
cembe 31, 1986 If, howeve, the first
day on which the ownershp require-
mens of sectim 902(c)(3)(B and
§ 1.902-1(a)(} through (4) are met
with respet to the foreign corporation is
in a taxabk yea of the foreign corpora-

tion beginnirg after Decembe 31, 1986,
then this sectim shal apply to all
taxabk years beginnirg after December
31, 1964 and before the yea in which
the ownershp requiremens are first
met See § 1.902-1(a)(13)(iii) For cor-
respondiiy rules applicabke to distribu-
tions receival by the domesti share-
holde prior to Januay 1, 1965 see
§ 1.902-5 as containa in the 26 CFR
part 1 edition revisad April 1, 1976.

Par. 5. Newly designatd § 1.902—4,
paragraph (b), in the last sentencgthe
languag 8 1.902-1' is removel and
“8 1.902-3 is adddl in its place.

PART 602—OMB CONTROL
NUMBERS UNDER

THE PAPERWORK REDUCTION ACT

Par. 6. The authority citation for part
602 continues to read as follows:

Authority. 26 U.S.C 7805.

Par. 7. In § 602.101 paragragh (c) is
amendd by adding entries in numerical
order to the table to read as follows:

8§ 602.1A OMB Contol Numbers.

* * * * *
(C) * * *
CFR part or section where~ Currert OMB
identified and describeeh contrd No.
*_| ~k_| ~kﬂ *_| *
19024 ... - 1545-1458
* * * * *

= = = =

Margaret Milner Richardson,
Commissioneof Internd Revenue.

Approvel Decembe 12, 1996.

Donald C. Lubick,
Assistam Secetar of the Treasuy.

(Filed by the Office of the Federd Registe on
Januay 6, 1997 8:45 a.m, and publishal in the
isste of the Federd Registe on Januay 6, 1997,
62 F.R 923)




