Notice of Proposed Rulemaking SUPPLEMENTARY INFORMATION: F. These new proposed regulations, how

and Notice of Public Hearing ever, do not contain the provisions of the
Background former proposed regulations that clarifiec
Guidance Under Subpart F the manufacturing exception under sub
Relating to Partnerships On March 26, 1998 (63 F.R. 14613)551 F Regulations clarifying the manu-
the IRS issued proposed regulationg, i ring exception will be proposed at
REG-112502-00 (REG-104537-97,1998-1 C.B. 892)ater date.

~which contained two sets of provisions,
AGENCY: Internal Revenue Servicegne relating to the treatment under subExplanation of Provisions

(IRS), Treasury. part F of a controlled foreign corpora-
ACTION: Notice of proposed ruIemakingtiO”’S (CFC's) distributive share of part- These proposed regulations clarify the
and notice of public hearing. nership income (including a clarificationappropriate treatment under subpart F ¢

) of the manufacturing exception under theertain partnership items that had been th
SUMMARY: A notice of proposed rule- foreign base company sales income rulesyibject ofBrown Group, Inc. v. Commis-
making and notice of proposed rulemakyng the other relating to hybrid branctsioner, 77 F.3d 217 (8th Cir. 1996), vacat-
ing by cross-reference to temporary reguransactions. The provisions relating tang and remanding 104 T.C. 105 (1995)
lations published in thEederal Register pyprid branch transactions were also isn Brown Group a Cayman Islands part-
on March 26, 1998, providing guidanceeqd as temporary regulations (T.D. 876Tiership with a Cayman Islands CFC part
under subpart F relating to partnershipgggg_1 C.B. 875). Congress and taxpayter earned commission income from pur
and branches, were withdrawn by a noticgys rajsed concerns about the proposetiasing footwear in Brazil on behalf of
of proposed rulemaking published in thgyng temporary regulations relating to hythe CFC’s U.S. parent. This commissior
Federal Registeron July 13, 1999. This pig pranch transactions. To respond tmcome would have been subpart F in
document also provides notice of a publighese concerns, on July 6, 1998, Treasugpme, specifically foreign base company
hearing on these proposed regulations. ang the IRS issued Notice 9835 (1998—gales income under section 954(d), to th
DATES: Written comments and outlines OpB 34), which announced that thE}CFC if it had earned this commission in-
oral comments to be discussed at the publ¥ould withdraw the proposed regulationgome directly and under the same circum
hearing scheduled for December 5, 200@nd remove the temporary regulationsstances in which the partnership earne
must be received by November 14, 2000. Notice 98-35 also announced that Treahis income. The Tax Court applied an
o sury and the IRS would issue two nevaggregate theory of partnerships and hel
ADDRESSES: Send submissions t0genarate sets of proposed regulationthat the CFC's distributive share of this
CC:M&SP:RU (REG-112502-00), r00mn e hronosed regulation would contaimommission income was foreign base
5226, Internal Revenue Service, PORy g pranch rules. The other proposedompany sales income. The Eighth Cir
7604, Ben Franklin Station, Washingtoneqjation would contain rules pertainingeuit, vacating and remanding the Tax
DC 20044. Submissions may be hand d5"the treatment under subpart F of &ourt's decision, applied an entity theory
livered Monday through Friday betweensecg gistributive share of partnership inof partnerships and held that the CFC's
the hours of 8 a.m. and 5 p.m. t0y5ne  Op July 13, 1999, in furtherance ddistributive share of this commission in-
CC:M‘%SP:RU (REG_112502_00,)’ Notice 98-35, Treasury and the IRS pubzome was not foreign base company sale
Courier's Desk, Internal Revenue Senvicgigheq REG-113909-98 (1999-30 I.R.Bincome.
1111 Constitution Avenue, NW., Washing-1 55 164 F.R. 37727]), which withdrew the In response to the Eighth Circuit’s

ton DC. Alternatively, taxpayers may subyonased regulations and issued new prepinion, the IRS announced that it in-

mit comments electronically via the Inter, ;e regulations containing the hybridended to issue regulations under subpa
net by selecting the “Tax Regs” option Oty oo provisions with new dates of apF to clarify its position that whether a
the IRS Home Page, or by submitting comycapjiity to give Congress and the TreaCFC partner's distributive share of part-
ments directly to the IRS Intemet site al, . more time to evaluate the issuesership income is subpart F income gen
http:/www.irs.ustreas.gov/tax_regs/com-  aiseq by these provisions. On the saneally is determined at the CFC partnel
ments.html.  The public hearing will bey,ie 15 8827 (1999-30 I.R.B. 120 [64evel. See Notice 96-39 (1996-2 C.B.
held in room 4?18: Internal Revenue Buildi- 5 37677]) removed the temporary reg209).

ing, 1111 Constitution Avenue NW., Wash- , ations relating to hybrid branch transac- The proposed regulations would pro-
ington, DC 20224. tions. Treasury and the IRS are nowide guidance for the treatment undel
FOR FURTHER INFORMATION CON- proposing the regulations relating to theubpart F of a CFC partner’s distributive
TACT: Concerning the regulations, Va-subpart F treatment of a CFC's distribushare of subpart F income. The regula
lerie Mark, (202) 622-3840; concerningtive share of partnership income. tions would provide general rules to de-
submissions of comments, the hearing, This document substantially restatetermine whether a CFC partner’s distribu-
and/or to be placed on the building accegbe former proposed regulations relatingive share of partnership income falls
list to attend the hearing, Treena Garretto the treatment of a CFC'’s distributivewithin, not only foreign base company
(202) 622-7180 (not toll-free numbers). share of partnership income under subpasales income, the category of income a



issue inBrown Group but any category partnership in a multi-tiered arrangemenis not met if the partnership can qualify
of subpart F income. These regulationsiust separately state items which, if sepder the exception only by taking into ac-
also would provide guidance about theately taken into account by any partner afount the separate activities of its part-
treatment of a CFC partner’s distributiveany partnership in the multi-tieredners. Thus, for example, if the partner-
share of foreign personal holding comarrangement, would affect the income taghip earns rental income from leasing rea
pany income, foreign base company saldgbility of that partner. property that it owns and with respect to
income, foreign base company services The regulations under section 952 alswhich it performs active and substantial
income, and earnings invested in Unitesvould be clarified to expressly includemanagement functions, the CFC partner™
States property under certain specific prawithin the definition of subpart F incomedistributive share of the rental income car
visions of subpart F. a CFC's distributive share of any item obe excluded from subpart F income unde
The proposed regulations are based @ross income of a partnership to the exhe active rents exception of section
the authority of subchapter K and subpatent the income would have been subpa®54(c)(2)(A) if the rental income is
F and the policies underlying those provif income if received by the CFC partneearned from a person that is not a relate
sions. The legislative history of subchapdirectly. Comments are requested as fmerson with respect to the CFC partner
ter K provides that a partnership distribuwhether this rule should apply for ownerHowever, if the partnership owns the real
tive share should be characterized bghip interests that fall below certainproperty but the CFC contracts to perform

using the approach that best serves the ltinesholds. the management functions, the rental in-
ternal Revenue Code or regulations sec- The proposed regulations would procome is not excludible under this excep-
tion at issue. vide further that, generally, in determin-ion.

To allow a CFC to avoid subpart Fing whether a distributive share of part- These proposed regulations would clar-
treatment for items of income through theéership income is subpart F incomeify how the manufacturing exception of
simple expedient of receiving them as disahether an entity is a related person argfl.954—-3(a)(4) applies in the context of
tributive shares of partnership incomewhether an activity takes place in or outthe distributive share rules. The proposec
rather than directly, is contrary to the inside the CFC’s country of incorporation igegulations would provide that the manu-
tent of subpart F. Subpart F was intendedetermined with respect to the CFC partfacturing activities of a partnership may
to limit deferral of U.S. income tax onner and not the partnership. Applyinge taken into account under the distribu-
passive income received by CFCs, as welhese rules to thBrown Groupfacts, the tive share rules when the partnership sell
as on certain other kinds of easily trangncome would be characterized at théhe property that it manufactures. As pre-
ferable income. partnership level as commission incomeiously noted, the general rules would

Under these proposed regulationsfrom the purchase of shoes in Brazil oprovide that income that could be foreign
gross income would be characterized dehalf of the U.S. parent for sale in thdase company sales income at the CF(
the partnership level, as, for examplel.S. Each partner would be required tpartner level is separately stated and the
sales income. If any part of the partnerseparately take into account its distribudeterminations as to relatedness and th
ship’s gross income would be subpart Eve share of this commission income. Itelevant country are made at the partne
income if received directly by partnerswould then be determined at the CF@evel. Consistent with the general rules
that are CFCs, it must be separately takgrartner level that the shoes were manufaoutlined above, these regulations would
into account by each partner, under setured and sold for use outside of thallow a CFC’s distributive share of sales
tion 702. Thus, to the extent the sepacFC’s country of incorporation (Caymanincome to be excluded, under the manu
rately stated income is subpart F incomkslands), and that the U.S. parent was a réacturing exception of §1.954-3(a)(4),
at the CFC partner level, it will be takernlated person with respect to the CFQwhen the partnership manufactures the
into account in determining the CFC’sThus, the CFC’s distributive share ofproperty that it sells (without regard to the
total subpart F income for the taxable yearommission income would be foreignactivities of the CFC partner or any other
and U.S. shareholders of the CFC wilbase company sales income. person).
currently include their pro rata share of The proposed regulations also would The general rule, described above
this income in gross income to the exteraddress whether a CFC’s distributivevould determine whether a CFC partner’s
provided under the rules of subpart F.  share of partnership income can qualifgistributive share of partnership income is

The regulations under section 70Zor the exceptions from foreign personaforeign base company services income
would be clarified to expressly provideholding company income treatment thatvhen the income is earned from perform-
that an item must be separately taken infre based on the activities performed bing services for or on behalf of a person
account when, if separately taken into adhe CFC in connection with the propertythat is a related person with respect to th
count by any partner, the item would rethrough which it earns the income. Th&FC partner. These proposed regulation
sult in an income tax liability for that part-proposed regulations would provide thaalso would describe how the substantia
ner, or any other person, different froman exception requiring activity wouldassistance rule of §1.954-4(b)(1)(iv) ap-
that which would result if the partner didgenerally apply if the exception wouldplies when the CFC earns services incom
not take the item into account separatelfrave applied to the income if the CFC itthrough a partnership. When the partner
This clarification incorporates into theself had directly earned the income takinghip is performing services for a person
regulations Rev. Rul. 86—138 (1986—2nto account only the property and activiunrelated to the CFC partner but the CFC
C.B. 84), which holds that a subsidiarties of the partnership. This requiremenpartner, or a related person, provides suk



stantial assistance to the partnership cok-.S.C. chapter 5) does not apply to thederafting Information
tributing to the performance of those serregulations, and, because the regulation Th incioal auth f th la-
vices, the CFC partner and the partnershignes not impose a collection of informa-. € principal au ofr ?] ?,_f‘?’e refguha
would be regarded as separate entities atidn on small entities, the Regulator lons 15 VaIeng Mark o tle Office 0 ¢ le
the substantial assistance provided to thHdexibility Act (5 U.S.C. chapter 6) doesASSOCIate Chief Chounse (Interln?tlonah),
partnership by the CFC partner, or a raaot apply. Pursuant to section 7805(f) o Rz. HSV\_/I_ever, ot e|5 pers?nnet romt.t e
lated person, would cause the CFC'’s parthe Code, this notice of proposed rule- and ireasury bDepartment partici
ner’s distributive share of the services inmaking will be submitted to the Chiefpf’mEOI n thelr*divilogm*ent.

come to be treated as foreign bas€ounsel for Advocacy of the Small Busi-

company services income. Treasury antess Administration for comment on iteroposed Amendments to the

the IRS are considering applying similaimpact on small business. Regulations
principles to branches of CFCs. Com- ) ) ) )
ments are requested on this issue. Comments and Public Hearing Accordingly, 26 CFR part 1 is pro-

i i i . osed to be amended as follows:
Finally, consistent with Rev. Rul.  pefore these proposed regulations are

90-112 (1990-2 C.B. 186), the regulagqynieq as final regulations, consideraPART 1—INCOME TAXES
tions would provide that, for purposes ofiony will be given to any written com-
section 956, a CFC partner’s investmen}ants (preferably a signed original and Paragraph 1. The authority citation for

in U.S. property includes the U.S. propgign (8) copies) that are timely submitte?® CFR part 1 continues to read in part a
erty held by a partnership to the extent gy the |RS. All comments will be avail- follows:
the CFC’s interest in the partnershipsp e for public inspection and copying. Authority: 26 U.S.C. 7805 * * *
Comments are requested as t0 whethef,o |Rg and Treasury specifically request Par- 2 Section §1.702-1 is amended &
for purposes of section 956, a CFC parsomments on the clarity of these propose@!lows:
ner’s interest in a partnership should b?egulations and how they may be made 1. Paragraph (a)(8)(ii) is revised.
based on the CFC'’s capital interest in thg,qier to understand. 2. Paragraph (c)(1)(iii) is amended by
partnership, the CFC'’s interest in partner- 5 public hearing has been schedulefemoving the word “and”.
ship profits, or another standard, such g§, pecember 5, 2000, at 10 a.m., in room 3. Paragraph (c)(1)(iv) is amended by
the facts and circumstances relating to thﬁl& Internal Revenue Building, 1111removing the period at the end and addin
CFCs interest in the partnership. Constitution Avenue NW., Washington's and” in its place.

Treasury is currently conducting apc  pue to building security procedures, 4- Paragraph (c)(1)(v) is added.
study to review the provisions of subparfisitors must enter at the 10th Street en- The addition and revision read as fol-
F. The study may examine the foreigRance |ocated between Constitution ant@Ws:

base company rules, contract manufactupenns ; .
i i i ylvania Avenues, NW. In addition 1.702-1 Income and credits of partner.
ing, and the use of hybrid partnershipg ;isitors must present photo identifica—§ ' P '

under subpart F. Although comments Willio 16 enter the building. Because of ac- (a) * * *

be sought separately on the study, COMysg restrictions, visitors will not be ad- (g) * * *
ments received on these regulations wilhitteq beyond the immediate entrance (i) Each partner must also take into ac-
be reviewed in connection with the study,yea more than 15 minutes before theount separately the partner’s distributive
Proposed Effective Date hearing starts. For information aboushare of any partnership item which, if
having your name placed on the buildingeparately taken into account by any part
These regulations are proposed taccess list to attend the hearing, see tier, would result in an income tax liability
apply for taxable years of a controlled for“*FOR FURTHER INFORMATION for that partner, or for any other person
eign corporation beginning on or after the¢ ONTACT” section of this preamble. different from that which would result if
date the final regulations are published in The rules of 26 CFR 601.601(a)(3)hat partner did not take the item into ac-
the Federal Register For prior periods, apply to the hearing. count separately. Thus, if any partner is
the IRS will rely on principles and author-  persons that wish to present oral comeontrolled foreign corporation, as defined
ities under subpart F and subchapter K f@ents at the hearing must submit writtein section 957, items of income that
apply an aggregate approach, (includingomments and an outline of topics to bevould be gross subpart F income if sepa
§1.701-2(e) and (f) of the regulations fogiscussed and time to be devoted to eachtely taken into account by the controllec
periods for which it is applicable). topic (signed original and eight (8)foreign corporation must be separately
copies) by November 14, 2000. stated for all partners. Under sectior
A period of 10 minutes will be allotted 911(a), if any partner is a bona fide resi
It has been determined that this noticeo each person for making comments. dent of a foreign country who may ex-
of proposed rulemaking is not a signifi- An agenda showing the scheduling olude from gross income the part of the
cant regulatory action as defined in Exedhe speakers will be prepared after thpartner’s distributive share which quali-
utive Order 12866. Therefore, a reguladeadline for receiving outlines hasfies as earned income, as defined in se
tory assessment is not required. It hgsassed. Copies of the agenda will bgon 911(b), the earned income of the part
also been determined that section 553(layailable free of charge at the hearing. nership for all partners must be separatel
of the Administrative Procedures Act (5 stated. Similarly, all relevant items of in-

Special Analyses



come or deduction of the partnership muston and country of organization tests (i) To determine whether CFC2's distributive
be separately stated for all partners in déJnless otherwise provided, to determinéhare of Partnership's sales income is foreign bas
termining the applicability of section 183the extent to which a controlled foreign-0MPany sales income, CFC2 is treated as if it di
. N . . L. . rectly sold Product A to third parties within Country
(relating to activities not engaged in forcorporation’s distributive share of anyg  gecause Product A is both manufactured anc
profit) and the recomputation of tax thereitem of gross income of a partnershigold for use within CFC2’s country of organization,
under for any partner. This paragraplvould have been subpart F income if reSFC2's distributive share of Partnership’s sales in-
(a)(8)(ii) applies to taxable years begineeived by it directly, under §1.952—1(g)come is not foreign base company sales income.
ning on or after the date final regulationsf a provision of subpart F requires a de- (3) Effective date This paragraph (g)

are published in the Federal Register.  termination of whether an entity is a re@PPlies to taxable years of a controlled

* ok ok kK lated person, within the meaning of sedoreign cqrporation b_eginning on or afte_r
(C) *** tion 954(d)(3), or whether an activitythe date final regulations are published ir
(1) *** occurred within or outside the countryth® Federal Register.

(v) In determining whether thde min- under the laws of which the controlled Par-5. In 81.954-2, paragraph (a)(5) is
imis or full inclusion rules of section foreign corporation is created or orgaddded to read as follows:

954(b)(3) apply. nized, this determination shall be made bgj 954-2 Foreign personal holding
FoRK KK reference to such controlled foreign corgompany income.

Par. 3. In 81.952-1, paragraph (g) iporation and not by reference to the part-
added to read as follows: nership. (@) x>~

. _ (2) Examples The application of para- (5) Special rules app!icqble to _distribu-
§1.952-1 Subpart Fincome defined.  o2nh (g)(1) of this section is illustratedive share of partnership incomg) [Re-

* ok ok k by the following examples: served] _ _
(g) Treatment of distributive share of Example 1 CFC, a controlled foreign corpora- (i) Certain other exceptions applicable
partnership income- (1) In general A tion organized in Country A, is an 80-percent partto foreign personal holding company in-

. . -7 77 nerin Partnership, a partnership organized in Cou i i
controlled foreign corporation’s distributiveyy a. All of the stock of CFC is owned by USP, arggnmtr?oll-le;?j Soi:rn;'ggrtgera?iﬁtﬁgt dti(;t:ivbhl:(t;ir\;ea
share of any item of income of a partnery.s. corporation. Partnership earns commission in-hare of an iter?‘n of inF():ome of & partnershi
ship is income that falls within a categorygome from purchasing Product O on behalf of USF; : . P ol
of subpart F income described in sectiofjom unrelated manufacturers in Country B, for saléS foreign personal holding company in-
. . in the United States. To determine whether CFC! i i i i
952(a) to the extent the item of incomél 1< i her CFC'some, the exceptions contained in sectior
) . istributive share of Partnership’s commission '”954(6) that are based on whether the cor
yvould'have been income in sugh categoibme is foreign base company sales income unOI[j"olled foreign corporation is engaged in the
if received by the controlled foreign corpo-section 954(d), CFC is treated as if it purchase ctive conduct of a trade or business. in
ration directly. For specific rules regarding’roduct O on behalf of USP. Under sectioPCIV ) .
the treatment of a distributive share of par?—54(d)(3)' USP is a related person with respect t6luding section 954(c)(2), (h) and (i), and

nership income under certain provisions g FC. Thus, with respect to CFC, the sales incomparagraphs (b)(2) and (6), (e)(1)(ii) and

deemed to be derived from the purchase of pef3)(ji , (i) and (iv), 1)(ii), 2)(ii), and
subpart F, see §81.954-1(g), 1.954-2(a)(2bnal property on behalf of a related person. Bz(lc’];g))(l(ll)uzf thiS(I\S/)eC(tfi)O(n)(g‘la(ﬁl)iipi)(ll)I/) OnTy if

1.954-3(a)(6), and 1.954-4(b)(2)(iii). cause the property purchased is both manufactur ) .
(2) Example The application of this and sold for use outside of Country A, CFC’s coun@nY such eX(_:eptlon would ha\_/e applied tc
paragraph (g) may be illustrated by thd of organization, CFC’s distributive share of theeXclude the income from foreign personal
sales income is foreign base company sales inconfeolding company income if the controlled

Example 2(i) CFCL1, a controlled foreign corpo- foreign corporation had earned the income

ration organized in Country A, is an 80-percentyia iy determined by taking into account
artner in Partnership, a partnership organized in !

an 80-percent partner in PRS, a foreign partnershi
PRS earns $100 of interest income that is not export o i '5  CEC2, a controlled foreign corporationonly the activities of, and property owned

nancing interest, as defined in section 954(0)(2)(B)organized in Country B, owns the remaining 20 perby, the partnership and not the separate a

from a person unrelated to CFC. This interest iNCOMg, ¢ jnterest in Partnership. CFC1 and CFC2 ativities or property of the controlled foreign

would have been foreign personal holding company .
wned by a common U.S. parent, USP. CFC2 maigq
income to CFC, under section 954(c), if it had re- y P rporation or any other person.

ceived this income directly. Accordingly, CFC's dis-;;a:ﬁtsu;z;spi;ocilﬁ; Qc:rr:] Country B. Partnership (iii) [Reserved]
o o ) ] ) purchasing Product A from . . .
tributive share of this interest income, $80, is foreigiE e, and selling it to third parties located in Coun- (|v_) Effective date This paragraph (a)(5)
personal holdln_g company Income. try B that are not related persons with respect @Pplies to taxable years of a controlled for-
(3) Effective date This paragraph (9) crc1 or CFC2. To determine whether CFC1's diseign corporation beginning on or after the
applies to taxable years of a controlledibutive share of Partnership's sales income is forgate final regulations are published in the
foreign corporation beginning on or afteleign base company sales income under Sec“‘f‘ederal Register.

the date final regulations are published if>*#(d). CFC1 is treated as if it purchased Product 4,
from CFC2 and sold it to third parties in Country B.

following example:
Example CFC, a controlled foreign corporation, is

the Federal Register. _Under section 954(d)(3), CFC2 is a related person Par. 6. In 81.954-3, paragraph (a)(6) i
Par. 4. In §1.954-1, paragraph (g) i@ith respect to CFC1. Thus, with respect to CFCladded to read as follows:§1.954-3 Foreigr
added to read as follows: the sales income is deemed to be derived from thigase company sales income.

' . purchase of personal property from a related per- (@) ***
§1.954-1 Foreign base company inCOM&on. Because the property purchased is both manu- ial rul licabl distrib
factured and sold for use outside of Country A, (6) Special rule applicable to distribu-

o _ CFCL's country of organization, CFC1's distribu-tive share of partnership incom€i) In
(9) Distributive share of partnership tive share of the sales income is foreign base congieneral To determine the extent to which

income—(1) Application of related per- pany sales income. a controlled foreign corporation’s distribu-

* k k * %



tive share of any item of gross income of aection 954(e)(1)(A), if the partnership i
partnership would have been foreign base related person with respect to the co
company sales income if received by it ditrolled foreign corporation, under sectiol
rectly, under 81.952—1(qg), the property sol@54(d)(3), and, in connection with the
will be considered to be manufactured, preservices performed by the partnershij
duced or constructed by the controlled forthe controlled foreign corporation, or ¢
eign corporation, within the meaning ofperson that is a related person with re
paragraph (a)(4) of this section, only if thespect to the controlled foreign corpora
manufacturing exception of paragraplion, provided assistance that would hay
(a)(4) of this section would have applied t@onstituted substantial assistance co
exclude the income from foreign base contributing to the performance of such sel
pany sales income if the controlled foreigwices, under paragraph (b)(2)(ii) of thi
corporation had earned the income directlgection, if furnished to the controlled for:
determined by taking into account only theign corporation by a related persor
activities of, and property owned by, theThis paragraph (b)(2)(iii) applies to tax:
partnership and not the separate activitiethle years of a controlled foreign corpc
or property of the controlled foreign corpo+ation beginning on or after the date fine
ration or any other person. regulations are published in tfederal
(i) Example. The application of para-Register.
graph (a)(6)(i) of this section is illustrated: * * * *
by the following example: Par. 8. In 81.956-2, paragraph (a)(3)

Example CFC, a controlled foreign corporation gdded to read as follows:
organized under the laws of Country A, is an 80-per-

cent partner in Partnership X, a partnership organizegf] 956—2 Definition of United States
under the laws of Country B. Partnership X performf)roperty

activities in Country B that would constitute the manu-
facture of Product O, within the meaning of paragraph (a) * Kk

(a)(4) of this section, if performed directly by CFC. .

Partnership X, through its sales offices in Country B (3) Property owned_ thrOUgh_parmerShlp
then sells Product O to Corp D, a corporation that is gor purposes of section 956, if a controlle
related person with respect to CFC, within the mearforeign corporation is a partner in a partne
ing of section 954(d)(3),for use within Country B.ship that owns property that would b
CFC's distributive share of Partnership X's sales ”‘United States property, within the meanin

come is not foreign base company sales income be- h 1) of thi fi if
cause the manufacturing exception of paragraph (a)( paragraph (a)(1) of this section, if owne

of this section would have applied to exclude the i .|reCtly by the Contm”?d foreign corpora
come from foreign base company sales income if CFtion, the controlled foreign corporation will

had earned the income directly. (The branch rule die treated as holding an interest in the pro
paragraph (b) of this section does not apply to the@rty equa| to its interest in the partnershi

facts). and such interest will be treated as an inte
(i) Effective date This paragraph (2)(6) est in United States property. This par:

applies to taxable years of a controlled for= raph (a)(3) applies to taxable years of

eign corporation beginning on or after th . . o
! : . . controlled foreign corporation beginning
date final regulations are published in the : h
; on or after the date final regulations ar
Federal Register

published in thé&ederal Register

Par. 7. In 81.954—4, paragraph (b)(2)(iii)
is added to read as follows: Robert E. Wenzel,

Deputy Commissioner

81.954-4 Foreign base company services of Internal Revenue.

income.
.k ko (Filed by the Office of the Federal Register on Sej
. tember 19, 2000, 8:45 a.m., and published in the iss
(b) of the Federal Register for September 20, 2000, |
2)*** F.R. 56836)

(iif) Special rule applicable to distrib-
utive share of partnership incomeA
controlled foreign corporation’s distribu-
tive share of a partnership’s services in-
come will be deemed to be derived from
services performed for or on behalf of a
related person, within the meaning of



