HIGHLIGHTS
OF THIS ISSUE

These synopses are intended only as aids to the reader in
identifying the subject matter covered. They may not be relied
upon as authoritative interpretations.

INCOME TAX

Rev. Rul. 97-10, page 31.

Federal rates; adjusted federal rates; adjusted fed-
eral long-term rate, and the long-term exempt rate.
For purposes of sections 1274, 1288, 382, and other
sections of the Code, tables set forth the rates for
March 1997.

Rev. Rul. 97-11, page 5.

Election in respect of losses attributable to a disas-
ter. This ruling lists the areas declared by the President
to qualify as major disaster areas under the Disaster
Relief and Emergency Assistance Act since the publica-
tion of Rev. Rul. 96-13.

T.D. 8708, page 14.
Final regulations under section 902 of the Code relate to
the computation of foreign taxes deemed paid.

REG-208172-91, page 59.

Proposed regulations under sections 108 and 1017 of
the Code provide ordering rules for the reduction of
bases of property that affect taxpayers who exclude
discharge of indebtedness from gross income. A public
hearing will be held on April 24, 1997.

Rev. Proc. 97-18, page 53.

This procedure provides guidance for any bank seeking
to change its accounting method for bad debts from the
section 585 reserve method to the section 166 specific
charge-off method in order to elect S corporation status
for the 1997 tax year.

Notice 97-20, page 52.

Accounting periods; small business corporations. Pro-
cedures are provided under which a taxpayer may
automatically change its annual accounting period in
order elect to be an S corporation effective for the
taxable year beginning January 1, 1997.

Finding Lists begin on page 71.
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EXEMPT ORGANIZATIONS

Announcement 97-18, page 67.
A list is given of organizations now classified as private
foundations.

ADMINISTRATIVE

Rev. Proc. 97-19, page 55.

Timely filing or payment; private delivery services.
Criteria and application procedures are provided for
designation of private delivery services under section
7502(f) of the Code.

Notice 97-17, page 34.

The “differential earnings rate” under section 809 is
tentatively determined for 1996 together with the “re-
computed differential earnings rate” for 1995.

Notice 97-18, page 35.

This notice provides guidance concerning the application
of sections 1491 through 1494 of the Code to certain
transfers of property by a U.S. person to a foreign
corporation, partnership, trust, or estate. Pursuant to
section 1902 of the Small Business Job Protection Act
of 1996, failure to report such a transfer made after
August 20, 1996, could result in a penalty equal to 35
percent of the value of the property transferred.

Notice 97-19, page 40.

This notice provides guidance under sections 877,
2107, 2501, and 6039F for expatriates who lose U.S.
citizenship or cease to be taxed as long-term residents
of the United States with a principal purpose to avoid
U.S. taxes. This notice also provides guidance on the
interaction of section 7701(b)(10) with section 877, as
amended by the Health Insurance Portability and Ac-
countability Act of 1996.

(Continued on page 4)
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ADMINISTRATIVE—Continued

Announcement 97-10, page 64.

Information on new reporting for medical savings ac-
counts, long-term care accounts, and SIMPLE retirement
accounts is provided.

Announcement 97-19, page 68.
The Service will continue, through December 31, 1997,

its program to respond to requests for fact-of-filing
information from firms in the tax professional community
with respect to their employees and associates. The tax
professional community consists of all firms that pre-
pare tax returns, offer tax advice, or provide tax ser-
vices. This includes practitioners governed by Treasury
Department Circular 230.



Mission of the Service

The purpose of the Internal Revenue Service is to
collect the proper amount of tax revenue at the least
cost; serve the public by continually improving the

Statement of Principles
of Internal Revenue
Tax Administration

The function of the Internal Revenue Service is to
administer the Internal Revenue Code. Tax policy
for raising revenue is determined by Congress.

With this in mind, it is the duty of the Service to
carry out that policy by correctly applying the laws
enacted by Congress; to determine the reasonable
meaning of various Code provisions in light of the
Congressional purpose in enacting them; and to
perform this work in a fair and impartial manner,
with neither a government nor a taxpayer point of view.

At the heart of administration is interpretation of the
Code. It is the responsibility of each person in the
Service, charged with the duty of interpreting the
law, to try to find the true meaning of the statutory
provision and not to adopt a strained construction in
the belief that he or she is “protecting the revenue.”
The revenue is properly protected only when we as-
certain and apply the true meaning of the statute.

quality of our products and services; and perform in a
manner warranting the highest degree of public
confidence in our integrity, efficiency and fairness.

The Service also has the responsibility of applying
and administering the law in a reasonable,
practical manner. Issues should only be raised by
examining officers when they have merit, never
arbitrarily or for trading purposes. At the same
time, the examining officer should never hesitate
to raise a meritorious issue. It is also important
that care be exercised not to raise an issue or to
ask a court to adopt a position inconsistent with
an established Service position.

Administration should be both reasonable and
vigorous. It should be conducted with as little
delay as possible and with great courtesy and
considerateness. It should never try to overreach,
and should be reasonable within the bounds of law
and sound administration. It should, however, be
vigorous in requiring compliance with law and it
should be relentless in its attack on unreal tax
devices and fraud.



Introduction

The Internal Revenue Bulletin is the authoritative instru-
ment of the Commissioner of Internal Revenue for
announcing official rulings and procedures of the Inter-
nal Revenue Service and for publishing Treasury Deci-
sions, Executive Orders, Tax Conventions, legislation,
court decisions, and other items of general interest. It is
published weekly and may be obtained from the Superin-
tendent of Documents on a subscription basis. Bulletin
contents of a permanent nature are consolidated semi-
annually into Cumulative Bulletins, which are sold on a
single-copy basis.

It is the policy of the Service to publish in the Bulletin all
substantive rulings necessary to promote a uniform
application of the tax laws, including all rulings that
supersede, revoke, modify, or amend any of those
previously published in the Bulletin. All published rulings
apply retroactively unless otherwise indicated. Proce-
dures relating solely to matters of internal management
are not published; however, statements of internal
practices and procedures that affect the rights and
duties of taxpayers are published.

Revenue rulings represent the conclusions of the Ser-
vice on the application of the law to the pivotal facts
stated in the revenue ruling. In those based on positions
taken in rulings to taxpayers or technical advice to
Service field offices, identifying details and information
of a confidential nature are deleted to prevent unwar-
ranted invasions of privacy and to comply with statutory
requirements.

Rulings and procedures reported in the Bulletin do not
have the force and effect of Treasury Department
Regulations, but they may be used as precedents.
Unpublished rulings will not be relied on, used, or cited
as precedents by Service personnel in the disposition of
other cases. In applying published rulings and proce-
dures, the effect of subsequent legislation, regulations,

court decisions, rulings, and procedures must be consid-
ered, and Service personnel and others concerned are
cautioned against reaching the same conclusions in
other cases unless the facts and circumstances are
substantially the same.

The Bulletin is divided into four parts as follows:

Part 1.—1986 Code.
This part includes rulings and decisions based on
provisions of the Internal Revenue Code of 1986.

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows:
Subpart A, Tax Conventions, and Subpart B, Legislation
and Related Committee Reports.

Part Ill.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and
Subparts. Also included in this part are Bank Secrecy
Act Administrative Rulings. Bank Secrecy Act Administra-
tive Rulings are issued by the Department of the
Treasury’s Office of the Assistant Secretary (Enforce-
ment).

Part IV.—Items of General Interest.

With the exception of the Notice of Proposed Rulemak-
ing and the disbarment and suspension list included in
this part, none of these announcements are consoli-
dated in the Cumulative Bulletins.

The first Bulletin for each month includes an index for
the matters published during the preceding month.
These monthly indexes are cumulated on a quarterly and
semiannual basis, and are published in the first Bulletin
of the succeeding quarterly and semi-annual period,
respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents U.S. Government Printing Office, Washington, D.C. 20402.



Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 42.—Low-Income Housing assistance by the Federal Governmetaxable year in which the disaster actu-
Credit under the Disaster Relief and Emerally occurre_d_. _
The adjusted applicable federal short-term, mid9€NCY Assistance Act, 42 U.S.C. The provisions of § 165(i) apply only

term, and long-term rates are set forth for the8§ 5121-5204c (1988 & Supp. V 1993)to losses that are otherwise deductible
month of March 1997. See Rev. Rul. 97-10, paggthe Act), the taxpayer may elect tounder § 165(a). An individual taxpayer

3L claim a deduction for that loss on themay deduct losses if they are incurred in
taxpayer's federal income tax return for2 trade or business, if they are incurred
Section 165.—Losses the taxable year immediately precedind & transaction entered into for profit,
) _ o the taxable year in which the disasteP’ if they are casualty losses under
6 CFR 1.165-11: Election in respect of losses 8§ 165(0)(3)
occurred. .

attributable to a disaster. ; ;
Section 1.165-11(e) of the Income The President has determined that

Tax Regulations provides that the elecduring 1996 the areas listed below have

tion to deduct a disaster loss for thebeen adversely affected by disasters of

: " ufficient severity and magnitude to
rfucri(?'g% ygg;w;s; br(ZtTr?Seo?yaﬁI::Tgin%(svarrant assistance by the Federal Gov-
tance Act since the publication of Rev. r refund on or before the later of (1)emment under the Act

the due date of the taxpayer’s incom
Rul. 96-13. tax return (determined without regard t;bRAFTlNG INFORMATION
Rev. Rul. 97-11 any extension of time to fi_Ie the ret_urn) The _principal author of this revenue
' ) for the taxable year in which the disas+uling is Jonathan Strum of the Office
Under 8§ 165(i) of the Internal Rev-ter actually occurred, or (2) the due datef Assistant Chief Counsel (Income Tax
enue Code, if a taxpayer suffers a lossf the taxpayer's income tax returnand Accounting). For further information
attributable to a disaster occurring in ar(determined with regard to any exten+egarding this revenue ruling, contact
area subsequently determined by theion of time to file the return) for the Mr. Strum on (202) 622-4960 (not a
President of the United States to warrantaxable year immediately preceding thdoll-free call).

Election in respect of losses attrib-
utable to a disaster. This ruling lists
the areas declared by the President
qualify as major disaster areas under th
Disaster Relief and Emergency Assis,

Disaster Areas in 1996 Type of Disaster Date of Disaster
Alabama
Counties of Blount, Colbert, Cullman, DeKalb, EtowahSevere winter February 1-12, 1996
Jackson, Lauderdale, Lawrence, Limestone, Madisostprm, ice and
Marion, Marshall, Morgan, and Winston flooding
Counties of Dallas, Macon, and Montgomery Severe storms, March 5-6, 1996
flooding and tor-
nadoes
Alaska
The City of Houston; and the Matanuska-Susitna Borough Wildland fires June 2-15, 1996
Arkansas
Counties of Crawford, Franklin, Madison, Marion, Sebastiagevere storms and April 21-22, 1996
and Washington tornadoes
California
Counties of Alameda, Alpine, Amador, Butte, Calavera§evere storms, December 28, 1996

Colusa, Contra Costa, Del Norte, ElI Dorado, Fresno, Glerfigoding, mud and
Humboldt, Lake, Lassen, Madera, Marin, Mariposdand slides
Mendocino, Merced, Modoc, Mono, Monterey, Napa, Ne-

vada, Placer, Plumas, Sacramento, San Benito, San Francisco,

San Joaquin, San Mateo, Santa Clara, Santa Cruz, Shasta,

Sierra, Siskiyou, Solano, Sonoma, Stanislaus, Sutter, Tehama,

Trinity, Tulare, Tuolumne, Yolo, and Yuba; and the City of

Morgan Hill

Connecticut
Counties of Fairfield, Hartford, Litchfield, Middlesex, NewBlizzard of 1996 January 7-13, 1996
Haven, New London, Tolland, and Windham

Delaware
Counties of Kent, New Castle, and Sussex Blizzard of 1996 January 6-12, 1996
District of Columbia Blizzard of 1996 January 6-12, 1996



Disaster Areas in 1996 Type of Disaster Date of Disaster

Florida
Counties of Baker, Citrus, Clay, Dixie, Duval, HernandoStorm surge, October 7, 1996
Hillsborough, Levy, Manatee, Nassau, Pasco, Pinelld®avy rains, flood-
Putnam, Sarasota, Taylor, and Volusia ing, and wind
damage due to
Tropical Storm
Josephine
Hawaii
Island of Oahu Prolonged and November 5-December 9, 1996
heavy rains, high
surf, flooding,
landslides,
mudslices and
severe storms
Idaho

Counties of Benewah, Bonner, Boundary, Clearwater, Idat®evere storms and February 6-23, 1996
Kootenai, Latah, Lewis, Nez Perce, and Shoshone; and flaoding
Nez Perce Indian Reservation

Counties of Adams, Benewah, Bonner, Boundary, Bois8gvere storms, November 16, 1996-January 3, 1997
Clearwater, Elmore, Gem, ldaho, Kootenai, Latah, Nez Perdlwoding, mud and
Owyhee, Payette, Shoshone, Valley, and Washington land slides

lllinois
Counties of Champaign, Henry, Lake, Macon, and Marion Severe storms akmtil 18-19, 1996
tornadoes

Counties of Adams, Brown, Cass, Champaign, Crawfor8evere storms and April 28-May 17, 1996
Cumberland, Douglas, Effingham, Franklin, Gallatinflooding

Hamilton, Hancock, Jackson, Jasper, Lawrence, Madison,

Menard, Monroe, Perry, Richland, Saline, Sangamon,

Schuyler, St. Clair, Vermilion, Wabash, White, and Wil-

liamson
Counties of Cook, Dekalb, DuPage, Grundy, Kane, Kenda$gevere storms and July 17-August 7, 1996
LaSalle, Ogle, Stephenson, Will, and Winnebago flooding

Indiana

Counties of Bartholomew, Blackford, Boone, Brown, ClarkBlizzard of 1996 January 6-12, 1996
Clay, Clinton, Crawford, Daviess, Dearborn, Decatur, Dela-

ware, Dubois, Fayette, Floyd, Franklin, Gibson, Greene,

Hamilton, Hancock, Harrison, Hendricks, Henry, Jackson,

Jay, Jefferson, Jennings, Johnson, Knox, Lawrence, Madison,

Marion, Monroe, Montgomery, Morgan, Ohio, Orange,

Owen, Parke, Perry, Pike, Posey, Putnam, Randolph, Rush,

Scott, Shelby, Spencer, Sullivan, Switzerland, Tipton, Union,

Vigo, Warrick, Washington, and Wayne.

Counties of Brown, Crawford, Daviess, Dearborn, Dekallgevere storms and April 28-May 25, 1996
Dubois, Franklin, Gibson, Harrison, Jefferson, Knoxfooding

Lawrence, Martin, Montgomery, Ohio, Orange, Perry, Pike,

Posey, Putnam, Ripley, Steuben, Sullivan, Switzerland,

Union, Vanderburgh, Warrick, Washington, and Whitley.

lowa
Counties of Adair, Adams, Des Moines, Henry, lowaSevere storms and May 8-28, 1996
Johnson, Keokuk, Lee, Louisa, Madison, Mahaskélpoding
Muscatine, Ringgold, Taylor, Union, and Washington.

Counties of Audubon, Boone, Cherokee, Crawford, Hamilto&evere storms and June 15-30, 1996
Hardin, Harrison, Ida, Monona, Plymouth, Pottawattamiépoding
Sac, Shelby, Story, and Woodbury.



Disaster Areas in 1996 Type of Disaster Date of Disaster

Kentucky

Counties of Adair, Allen, Anderson, Ballard, Barren, BathBlizzard of 1996 January 5-12, 1996
Bell, Boone, Bourbon, Boyd, Boyle, Bracken, Breathitt,
Breckinridge, Bullitt, Butler, Caldwell, Calloway, Campbell,
Carlisle, Carroll, Carter, Casey, Christian, Clark, Clay,
Clinton, Crittenden, Cumberland, Daviess, Edmonson, Elliott,
Estill, Fayette, Fleming, Floyd, Franklin, Fulton, Gallatin,
Garrard, Grant, Graves, Grayson, Green, Greenup, Hancock,
Hardin, Harlan, Harrison, Hart, Henderson, Henry, Hickman,
Hopkins, Jackson, Jefferson, Jessamine, Johnson, Kenton,
Knott, Knox, Larue, Laurel, Lawrence, Lee, Leslie, Letcher,
Lewis, Lincoln, Livingston, Logan, Lyon, McCracken, Mc-
Creary, McLean, Madison, Magoffin, Marion, Marshall,
Martin, Mason, Meade, Menifee, Mercer, Metcalfe, Monroe,
Montgomery, Morgan, Muhlenberg, Nelson, Nicholas, Ohio,
Oldham, Owen, Owsley, Pendleton, Perry, Pike, Powell,
Pulaski, Robertson, Rockcastle, Rowan, Russell, Scott,
Shelby, Simpson, Spencer, Taylor, Todd, Trigg, Trimble,
Union, Warren, Washington, Wayne, Webster, Whitley, Wolfe,
and Woodford

Counties of Bullitt, Owsley, Perry, and Spencer Severe storms, May 28, 1996
flooding and tor-
nadoes
Maine
Counties of Androscroggin, Franklin, Oxford, Penobsco§evere storms, ice January 19-February 6, 1996
Piscataquis, Somerset, and Waldo jams and flooding
Counties of Androscroggin, Cumberland, Knox, Oxford, an8evere storms, April 16-17, 1996
York mudslides, inland
and coastal flood-
ing
Counties of Cumberland, Oxford, and York Severe storms, October 20-26, 1996

heavy rains, high
winds, and inland
and coastal flood-
ing
Maryland
Counties of Allegany, Anne Arundel, Baltimore, CalvertBlizzard of 1996 January 6-12, 1996
Caroline, Carroll, Cecil, Charles, Dorchester, Frederick, Gar-
rett, Harford, Howard, Kent, Montgomery, Prince Georges,
Queen Anne's, Somerset, St. Mary's, Talbot, Washington,
Wicomico and Worchester; and the Cities of Baltimore and

Ocean City.

Counties of Allegany, Carroll, Cecil, Frederick, Garrett, anflooding and se- January 19-31, 1996
Washington vere storms

Counties of Allegany and Frederick Severe storms an8eptember 6-9, 1996

flooding associ-
ated with Tropical
Storm Fran

Massachusetts
Counties of Barnstable, Berkshire, Bristol, Dukes, EsseRlizzard of 1996 January 7-13, 1996
Franklin, Hampden, Hampshire, Middlesex, Nantucket, Nor-
folk, Plymouth, Suffolk, and Worcester

Counties of Essex, Middlesex, Norfolk, Plymouth, ané&xtreme weather October 20-25, 1996
Suffolk conditions and
flooding



Disaster Areas in 1996 Type of Disaster Date of Disaster

Michigan
Counties of Bay, Lapeer, Midland, Saginaw, Sanilac, St.ClaBevere storms and June 21-July 1, 1996
and Tuscola flooding

Minnesota

Counties of Aitkin, Beltrami, Big Stone, Blue Earth, ChisagcSevere storms and March 14-June 17, 1996
Clay, Clearwater, Dakota, Faribault, Freeborn, Kittsorflooding

Koochiching, Lake of the Woods, Marshall, Nicollet, Nor-

man, Pennington, Polk, Pope, Red Lake, Roseau, Steele,

Traverse, Wabasha, Waseca, and Washington

Counties of Cottonwood, Faribault, Freeborn, Jackson, LiBevere ice storms November 14-30, 1996
coln, Lyon, Murray, Nobles, Pipestone, Rock, Waseca, and
Yellow Medicine

Montana
Counties of Chouteau, Deer Lodge, Gallatin, Jefferson, Lewigvere storms, February 4-29, 1996
and Clark, Lincoln, Meagher, Mineral, Missoula, Parkflooding and ice
Powell, Ravalli, Sanders, and Silver Bow jams

Counties of Blain, Flathead, Hill, Liberty, Phillips, and Toole Severe storms, March 9-June 5, 1996
flooding, ice jams
and excessive soll

saturation
Nebraska
Counties of Gage, Johnson, Nemaha, and Otoe Tornado and séviay 8-28, 1996
vere storms
Nevada
Counties of Churchill, Douglas, Lyon, Mineral, Storey an&evere storms, December 20, 1996—January 17, 1997

Washoe; and the City of Carson City; and the Walker Rivéiooding, mud and
Paiute tribal lands located in Churchill, Lyon, and Minerdand slides
Counties

New Hampshire
Counties of Hillsborough, Merrimack, Rockingham, StrafFall Northeaster  October 20-26, 1996
ford, and Sullivan rainstorm

New Jersey
Counties of Atlantic, Bergen, Burlington, Camden, CapBlizzard of 1996 January 6-12, 1996
May, Cumberland, Essex, Gloucester, Hudson, Hunterdon,
Mercer, Middlesex, Monmouth, Morris, Ocean, Passaic, Sa-
lem, Somerset, Sussex, Union, and Warren

Counties of Hudson, Middlesex, Morris, Somerset, arfBlevere storm and October 18-23, 1996
Union flooding

New York
Counties of Albany, Bronx, Columbia, Delaware, Dutches8lizzard of 1996 January 6-12, 1996
Greene, Kings, Nassau, New York, Orange, Putnam, Queens,
Rensselaer, Richmond, Rockland, Suffolk, Sullivan, Ulster,
and Westchester

Counties of Albany, Allegany, Broome, Cattaraugus, Cayug8evere storms and January 19-30, 1996
Chemung, Chenango, Clinton, Columbia, Cortland, Delawafftgoding

Dutchess, Essex, Franklin, Greene, Herkimer, Jefferson,

Lewis, Livingston, Madison, Montgomery, Onondaga,

Ontario, Orange, Otsego, Putnam, Rensselaer, Saratoga,

Schenectady, Schoharie, Schuyler, Steuben, St. Lawrence,

Sullivan, Tioga, Tompkins, Ulster, Warren, Washington, Wyo-

ming, and Yates

New York City; and the Counties of Nassau, Suffolk, an&evere storms and October 19-20, 1996
Westchester flooding



Disaster Areas in 1996 Type of Disaster Date of Disaster

Counties of Chemung, Clinton, Delaware, Essex, FrankliBevere thunder- November 8-15, 1996
Fulton, Lewis, Montgomery, Schoharie, Schuyler, Steubestorms, high
and Tompkins winds, rain, and

flooding

North Carolina
Counties of Alamance, Alexander, Alleghany, Ashe, Averlizzard of 1996 January 6-12, 1996
Bertie, Buncombe, Burke, Cabarrus, Caldwell, Camden,
Caswell, Catawba, Chatham, Cherokee, Chowan, Cleveland,
Davidson, Davie, Durham, Edgecombe, Forsyth, Franklin,
Gaston, Gates, Graham, Granville, Guilford, Halifax, Harnett,
Haywood, Henderson, Hertford, High Point, Iredell, Jackson,
Johnston, Lee, Lincoln, Macon, Madison, McDowell,
Mecklenburg, Mitchell, Montgomery, Moore, Nash,
Northampton, Orange, Pasquotank, Person, Pitt, Polk,
Randolph, Rockingham, Rowan, Rutherford, Stanley, Stokes,
Surry, Swain, Transylvania, Union, Vance, Wake, Warren,
Watauga, Wilkes, Wilson, Yadkin, and Yancey; and the
Eastern Band of Cherokee Indians Reservation

Counties of Alexander, Burke, Caldwell, Caswell, Catawb&yinter storm February 2-9, 1996
Cherokee, Cleveland, Davidson, Davie, Forsyth, Gaston,

Gates, Guilford, Halifax, Haywood, Henderson, Hertford,

Iredell, Lincoln, Madison, McDowell, Montgomery,

Northampton, Polk, Randolph, Rockingham, Rutherford

Stokes, Surry, Warren, Watauga, Wilkes, Yadkin, and Yancey

Counties of Beaufort, Bladen, Brunswick, Cateret, ChowaBgvere storms, July 10-13, 1996
Columbus, Craven, Duplin, Greene, Hyde, Jones, Lendiigh wind, and
New Hanover, Onslow, Pamlico, Pender, and Pitt flooding and re-

lated effects of

Hurricane Bertha

All Counties Hurricane Fran September 5-7, 1996

Counties of Alamance, Anson, Beaufort, Bertie, Blademjurricane Fran September 5-October 21, 1996
Brunswick, Buncombe, Caswell, Cateret, Chatham, Chowan,

Columbus, Craven, Cumberland, Davidson, Duplin, Durham,

Edgecombe, Franklin, Granville, Greene, Guilford, Halifax,

Harnett, Henderson, Hertford, Hoke, Hyde, Johnston, Jones,

Lee, Lenoir, Martin, Moore, Nash, New Hanover, Onslow,

Orange, Pamlico, Pender, Person, Pitt, Polk, Randolph,

Richmond, Robeson, Rockingham, Rutherford, Sampson,

Scotland, Stanley, Vance, Wake, Warren, Wayne, and Wilson

North Dakota
Counties of Barnes, Benson, Burleigh, Cass, Cavali@evere storms, March 12-June 21, 1996
Dickey, Eddy, Emmons, Foster, Grand Forks, Grant, Grigg#poding, ice jams,
Kidder, LaMoure, Logan, McHenry, McIntosh, McLeanand ground satura-
Morton, Nelson, Oliver, Pembina, Pierce, Ramsey, Ransotign due to high
Richland, Sargent, Sheridan, Steele, Stutsman, Traill, Wals¥ater tables
and Wells

Ohio
Counties of Adams, Belmont, Brown, Clermont, Columbian&evere storms and January 20-31, 1996
Gallia, Hamilton, Jefferson, Lawrence, Meigs, Monrod]ooding
Scioto, and Washington

Counties of Adams, Belmont, Brown, Butler, Clermontf-looding May 2-June 24, 1996
Gallia, Hamilton, Hocking, Jefferson, Lawrence, Meigs,
Monroe, Paulding, Scioto, Vinton, and Williams



Disaster Areas in 1996 Type of Disaster Date of Disaster

Oregon
Counties of Benton, Clackamas, Clatsop, Columbia, Codsigh winds, se- February 4-21, 1996
Deschutes, Douglas, Gilliam, Hood River, Jeffersorvere storms and
Josephine, Lane, Lincoln, Linn, Marion, Morrow,flooding
Multnomah, Polk, Sherman, Tillamook, Umatilla, Union,
Wallowa, Wasco, Washington, Wheeler, and Yamhill; and the
lands of the Coquille Indian Tribe, the Confederated Tribes
of Umatilla Indian Reservation, and the Warm Springs Indian

Reservation.
Counties of Coos, Douglas, and Lane Flooding, land amébvember 17-December 11, 1996
mud slides, and
severe storms
Counties of Baker, Gilliam, Grant, Jackson, Josephin8gvere winter December 25, 1996-January 6, 1997
Klamath, Morrow, and Wheeler storms, land and
mudslides and
flooding

Pennsylvania
Counties of Adams, Allegheny, Armstrong, Bedford, Berk®lizzard of 1996 January 6-12, 1996
Blair, Bradford, Bucks, Cambria, Carbon, Centre, Chester,
Clearfield, Clinton, Columbia, Cumberland, Dauphin, Dela-
ware, Fayette, Franklin, Fulton, Greene, Huntingdon, Indiana,
Juniata, Lackawanna, Lancaster, Lebanon, Lehigh, Luzerne,
Lycoming, Mifflin, Monroe, Montgomery, Montour,
Northampton, Northumberland, Perry, Philadelphia, Pike,
Schuylkill, Snyder, Somerset, Sullivan, Susquehanna, Union,
Washington, Wayne, Westmoreland, Wyoming, and York

Counties of Adams, Allegheny, Armstrong, Beaver, Bedfor&evere storms and January 19-February 1, 1996
Berks, Blair, Bradford, Bucks, Butler, Cambria, Camerorflooding
Carbon, Centre, Chester, Clarion, Clearfield, Clinton, Colum-

bia, Crawford, Cumberland, Dauphin, Delaware, Elk, Erie,
Fayette, Forest, Franklin, Fulton, Greene, Huntingdon, Indi-

ana, Jefferson, Juniata, Lackawanna, Lancaster, Lawrence,
Lebanon, Lehigh, Luzerne, Lycoming, Mercer, McKean,
Mifflin, Monroe, Montgomery, Montour, Northampton,
Northumberland, Philadelphia, Perry, Pike, Potter, Schuylkill,
Snyder, Somerset, Sullivan, Susquehanna, Tioga, Union,
Venango, Warren, Washington, Wayne, Westmoreland, Wyo-
ming, and York

Counties of Adams, Beaver, Bedford, Bucks, and Franklin Severe storms dnde 12-19, 1996

flooding
Counties of Armstrong, Blair, Cambria, Clarion, ClearfieldSevere storms, July 19, 1996
Crawford, Greene, Indiana, Jefferson, and Venango flooding and tor-

nadoes

Counties of Cumberland, Huntingdon, Juniata, Mifflin, MontFlooding associ-  September 6-8, 1996
gomery, and Perry ated with Tropical
Depression Fran

County of Tioga Severe thunder- November 8-15, 1996
storms, high
winds, rain and
flooding

10



Disaster Areas in 1996 Type of Disaster Date of Disaster

Puerto Rico
Municipalities of Adjuntas, Aguada, Aguadilla, Aibonito,Hurricane September 9-11, 1996
Anasco, Arecibo, Arroyo, Augas Buenas, Barceloneta, Batortense
ranquitas, Bayamon, Cabo Rojo, Caguas, Camuy, Canovanas,
Carolina, Catano, Cayey, Ceiba, Ciales, Cidra, Coamo,
Comerio, Corozal, Dorado, Florida, Guanica, Guayama,
Guayanilla, Guaynabo, Gurabo, Hatillo, Humacao, Isabela,
Jayuya, Juana Diaz, Juncos, Lares, Las Marias, Las Piedras,
Loiza, Manati, Maricao, Maunabo, Mayaguez, Moca,
Morovis, Naguabo, Naranjito, Orocovis, Patillas, Penuelas,
Ponce, Quebradillas, Rincon, Rio Grande, Salinas, San
German, San Juan, San Lorenzo, San Sebastian, Santa Isabel,
Toa Alta, Toa Baja, Trujillo Alto, Utuado, Vega Alta, Vega
Baja, Villalbo, Yabucoa, and Yauco

Rhode Island
Counties of Bristol, Kent, Newport, Providence, and WaslBlizzard of 1996 January 7-13, 1996
ington

South Carolina
Counties of Dillon, Georgetown, Horry, Marion, and Wil- Severe winds September 4-October 15, 1996
liamsburg and flooding
associated with
Hurricane Fran

U.S. Virgin Islands

Islands of St. Croix, St. John, and St. Thomas Hurricane Bertha July 8-9, 1996
Vermont
Counties of Addison, Bennington, Chittenden, Frankliice jams and January 19-February 2, 1996
Lamoille, Orange, Orleans, Rutland, Washington, Windharfipoding
and Windsor
County of Windham Extreme rainfall June 12-14, 1996
and flooding
Virginia
Counties of Accomack, Albermarle, Alleghany, Amelia, Blizzard of January 6-12, 1996

Amherst, Appomattox, Arlington, Augusta, Bath, Bedford, 1996
Bland, Botetourt, Brunswick, Buchanan, Buckingham,
Campbell, Caroline, Carroll, Charlotte, Charles City, Chester-
field, Clarke, Craig, Culpeper, Cumberland, Dickenson,
Dinwiddie, Essex, Fauquier, Fairfax, Floyd, Fluvanna,
Franklin, Frederick, Giles, Gloucester, Goochland, Grayson,
Greene, Greensville, Halifax, Hanover, Henrico, Henry, High-
land, Isle of Wight, James City, King George, King &
Queen, King William, Lancaster, Lee, Loudoun, Louisa,
Lunenburg, Madison, Mathews, Mecklenburg, Middlesex,
Montgomery, Nelson, New Kent, Northhampton,
Northumberland, Nottoway, Orange, Page, Patrick,
Pittsylvania, Powhatan, Prince George, Prince William,
Pulaski, Rappahannock, Richmond, Roanoke, Rockbridge,
Rockingham, Russell, Scott, Shenandoah, Smyth, South-
hampton, Spotsylvania, Stafford, Surry, Sussex, Tazewell,
Warren, Washington, Westmoreland, Wise, Wythe, and York;
and Cities of Alexandria, Bedford, Bristol, Buena Vista,
Charlottesville, Chesapeake, Clifton Forge, Colonial Heights,
Covington, Danville, Emporia, Fairfax, Falls Church,
Franklin, Fredericksberg, Galax, Hampton, Harrisonburg,
Hopewell, Lexington, Lynchburg, Manassas, Manassas Park,

11



Disaster Areas in 1996 Type of Disaster Date of Disaster

Virginia—Continued

Martinsville, Newport News, Norfolk, Norton, PetersburgBlizzard of 1996 January 6-12, 1996
Portsmouth, Poquoson, Radford, Richmond, Roanoke, Salem,

South Boston Town, Staunton, Suffolk, Virginia Beach,

Waynesboro, Williamsburg, and Winchester

Counties of Alleghany, Augusta, Bath, Bland, BotetourGevere storm, high January 19-February 1, 1996
Clarke, Fauquier, Frederick, Giles, Grayson, Greene, Highinds, flooding,

land, Loudoun, Page, Pulaski, Rappahanock, Rockbridged wind-driven

Rockingham, Shenandoah, Warren, Washington, and Wythain

and the Cities of Buena Vista, Clifton Forge, Covington,

Harrisonburg, and Waynesboro

All Counties Hurricane Fran September 5-7, 1996

Counties of Accomack, Albemarle, Alleghany, AmeliaHurricane Fran September 5-23, 1996
Ambherst, Appomattox, Augusta, Bath, Bedford, Botetourgnd severe storm
Brunswick, Buckingham, Campbell, Charles City, Charlotteonditions includ-
Chesterfield, Clarke, Culpeper, Cumberland, Dinwiddie, Egsig high winds,
sex, Fluvanna, Giles, Gloucester, Goochland, Greenernadoes, wind-
Greenville, Halifax, Hampton City, Henrico, Henry, High-driven rain, and
land, Isle of Wight, James City, King & Queen, Kingriver and flash
George, King William, Lancaster, Louisa, Lunenburg, Madiflooding

son, Mathews, Mecklenburg, Middlesex, Montgomery,

Nelson, New Kent, Northampton, Northumberland, Nottoway,

Orange, Page, Pittsylvania, Powhattan, Prince Edward, Prince

George, Prince William, Rappahannock, Richmond, Roanoke,

Rockbridge, Rockingham, Shenandoah, Stafford, Surry, War-

ren, Westmoreland, and York; and the Cities of Bedford,

Buena Vista, Charlottesville, Danville, Emporia,

Fredericksburg, Hampton, Harrisonburg, Hopewell, Lexing-

ton, Lynchburg, Martinsville, Newport News, Poquoson,

Staunton, Suffolk, Waynesboro, and Williamsburg

Washington
Counties of Adams, Asotin, Benton, Clark, ColumbiaHigh winds, se- January 26-February 23, 1996
Cowlitz, Garfield, Grays Harbor, King, Kitsap, Kittitas,vere storms and
Klickitat, Lewis, Lincoln, Pierce, Skagit, Skamania, Snohonflooding
ish, Spokane, Thurston, Wahkiakum, Walla Walla, Whitman,

and Yakima
Counties of Klickitat, Pend Oreille, and Spokane Severe ice storms  November 19-December 4, 1996
Counties of Adams, Asotin, Benton, Chelan, Clallam, ClarkVinter storms, December 26, 1996

Columbia, Cowlitz, Ferry, Garfield, Grant, Grays Harbodand and
Island, Jefferson, King, Kitsap, Kittitas, Klickitat, Lewis,mudslides and
Lincoln, Mason, Okanogan, Pacific, Pend Oreille, Pierce, Sénoding

Juan, Skagit, Skamania, Snohomish, Spokane, Stevens,
Thurston, Walla Walla, Whatcom, Whitman, and Yakima

West Virginia
Counties of Barbour, Berkeley, Boone, Braxton, Brookdlizzard of 1996 January 6-12, 1996
Cabell, Calhoun, Clay, Doddridge, Fayette, Gilmer, Grant,
Greenbrier, Hampshire, Hancock, Hardy, Harrison, Jackson,
Jefferson, Kanawha, Lewis, Lincoln, Logan, Marion,
Marshall, Mason, McDowell, Mercer, Mineral, Mingo,
Monongalia, Monroe, Morgan, Nicholas, Ohio, Pendleton,
Pleasants, Pocahontas, Preston, Putnam, Raleigh, Randolph,
Ritchie, Roane, Summers, Taylor, Tucker, Tyler, Upshur,
Wayne, Webster, Wetzel, Wirt, Wood, and Wyoming
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Disaster Areas in 1996 Type of Disaster Date of Disaster

West Virginia—Continued

Counties of Berkeley, Brooke, Grant, Greenbriar, Hampshir€looding January 19-February 2, 1996
Hancock, Hardy, Jefferson, Marshall, Mason, Mercer, Min-

eral, Monroe, Morgan, Nicholas, Ohio, Pendleton, Pleasants,

Pocahontas, Preston, Raleigh, Randolph, Summers, Tucker,

Tyler, Webster, Wetzel, and Wood

Counties of Barbour, Boone, Harrison, Lincoln, Logarflooding and May 15-June 10, 1996
McDowell, Mercer, Mingo, Pendleton, Pocahontas, Raleigheavy winds
Randolph, Tucker, Upshur, Wayne, Wetzel, and Wyoming

Counties of Barbour, Braxton, Clay, Gilmer, MonongaliaHeavy rains, high July 18-31, 1996
Nicholas, Randolph, and Webster winds, flooding,
and slides

Counties of Berkeley, Grant, Hardy, Hampshire, JeffersoHgavy rain, high  September 5-8, 1996
Mineral, Morgan, Pendleton, Randolph, and Tucker wind, flooding

and slides due to

Hurricane Fran

Wisconsin
Counties of Fond du Lac and Green Tornadoes, severdly 17-22, 1996
storms and flood-
ing
Section 166.—Bad Debts H?W gozsda t?an:( Charage;ts method of aCCOrt:nctgection 483.—Interest on Certain
ing for bad debts from the § 585 reserve metho eferred Payments
26 CFR 1.166-4: Bad debts. to the § 166 specific charge-off method so that it Y
How does a bank change its method of account® elect S corporation status for the 1997 tax The adjusted applicable federal short-term, mid-
ing for bad debts from the § 585 reserve method®ar? See Rev. Proc. 97-18, page 53. termt,h ar}dMIongr]]—tfgrg? rz;tes Sre ;etl fc9>r7thléor the
to the 8§ 166 specific charge-off method so that it gﬁlon or Marc - See Rev. Rul. 9/-10, page

may elect S corporation status for the 1997 tax
year? See Rev. Proc. 97-18, page 53.

Section 467.—Certain Payments

for the Use of Property or Services

Section 280G.—Golden Parachute _ , ~ Section 585.—Reserves for Bad
Payments The adjusted applicable federal short-term, midDebts

term, and long-term rates are set forth for the

Federal short-term, mid-term, and long-termmonth of March 1997. See Rev. Rul. 97-10, pag@6 CFR 1.585-1: Reserve for losses on loans of
rates are set forth for the month of March 199731. banks.
See Rev. Rul. 97-10, page 31. How does a bank change its method of account-
ing for bad debts from the § 585 reserve method
to the 8§ 166 specific charge-off method so that it
Section 382.—Limitation on Net Section 468.—Special Rules for may elect S corporation status for the 1997 tax
Operating Loss Carryforwards and ~ Mining and Solid Waste year? See Rev. Proc. 97-18, page 53.
Certain Built-In Losses Following Reclamation and Closing Costs

OwnerShlp Change The adjusted applicable federal short-term, mid- ) )
The adjusted federal long-term rate is set fortferm, and long-term rates are set forth for theSection 807.—Rules for Certain
for the month of March 1997. See Rev. Rul.month of March 1997. See Rev. Rul. 97-10, pagReserves

97-10, page 31. 31. _ _ _
The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the
. - . month of March 1997. See Rev. Rul. 97-10, page
Section 412.—Minimum Funding ] ) 31, pag
Standards Section 481.—Adjustments
) ) . Required by Changes in Method of
The adjusted applicable federal short-term, mid- ;
Accounting
term, and long-term rates are set forth for the . ) )
month of March 1997. See Rev. Rul. 97-10, pages CFR 1.481-1: Adjustments in general. Section 846.—Discounted Unpaid
31. Losses Defined

How does a bank change its method of account-
ing for bad debts from the § 585 reserve method The adjusted applicable federal short-term, mid-
to the § 166 specific charge-off method so that iterm, and long-term rates are set forth for the

Section 446-_Gene_ra| Rule for may elect S corporation status for the 1997 taxmonth of March 1997. See Rev. Rul. 97-10, page
Methods of Accounting year? See Rev. Proc. 97-18, page 53. 31.

26 CFR 1.446-1: General rule for methods of

accounting.
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Section 877.—Expatriation To 1545—- 1458. Responses to these collegvhether the holding of Revenue Ruling
Avoid Tax tions of information are required by the71-141 (1971-1 C.B. 211) should be
What are the tax consequences under sectiolRS 0 _|mplement the_ section 902 poolexpanded to aI_Iow taxes paid _by a
877, 2107, 2501, and 6039F for individuals wholNd regime enacted in the Tax Reformforeign corporation to be considered
lose U.S. citizenship or cease to be taxed aé\ct of 1986. deemed paid by domestic corporations
long-term residents of the United States with a  An agency may not conduct or sponthat are partners in domestic limited
principal purpose to avoid U.S. taxes? See Noticg,, - a0 a” person is not required tgartnerships or foreign partnerships,
97-19, page 40. . . . T L
respond to, a collection of informationshareholders in limited liability compa-
unless the collection of information dis-nies, beneficiaries of domestic or foreign

Section 902.—Deemed Paid Credit  plays a valid control number. trusts and estates, or interest holders in
Where Domestic Corporation Owns The burden for the collection of infor- other pass-through entities. The revenue
10 Percent or More of Voting Stock mation is reflected in the burden forruling held that two 50-percent domestic
of Foreign Corporation Form 1118. corporate general partners of a domestic

26 CFR 1.902.1: Credit for domestic corporate COMmMents concerning the accuracy ogeneral partnership that owned 40 per-
shareholder of a foreign corporation for foreign this burden estimate and suggestions fagtent of a foreign corporation were en-
income taxes paid by the foreign corporation. reducing this burden should be sent tditled to compute an amount of foreign
the Internal Revenue Service Atten- taxes deemed paid under section 902
T.D. 8708 tion: IRS Reports Clearance Officerwith respect to dividends they received
. i rom the foreign corporation through the
oeoRRTENTOF e rasuRy  T£7, WS oG 222 and o o e o caparton g
Interna) Revenue Service Attention: Desk Officer for the Depart- The IRS received numerous com-
ment of the Treasury, Office of Informa-ments in response to the request in the

tion and Regulatory Affairs, Washington,preamble. The commenters uniformly

Ccomputation of Foreign Taxes argue that the aggregate theory of part-

Deemed Paid Under Section 902 DC 20503.

Pursuant to a Pooling Mechanism Books or records relating to the col-nerships should apply to allow domestic
for Undistributed Earnings and lections of information must be retainedcorporate partners to compute an
Foreign Taxes as long as their contents may becomamount of foreign taxes deemed paid

~ material in the administration of anyWith respect to dividends paid to any
AGENCY: Internal Revenue Serviceinternal revenue law. Generally, tax rePartnership by a foreign corporation,

(IRS), Treasury. turns and tax return information areprovided that the partner owns at least
- Ei : confidential, as required by 26 U.S.C.10 percent of the voting stock of the

ACTION: Final regulations. 6103. foreign corporation through the partner-

SUMMARY: This document contains fi- ship.

nal income tax regulations relating toBackground The final regulations do not resolve

the computation of foreign taxes deemed under what circumstances a domestic

Section 902 (26 CFR part 1) was

- t t t
mended by section 1202(a) of the Tacorpora © parner. may - compute an

; %mount of foreign taxes deemed paid
eform Act of 1986 (Public Law 99— \ith respect to dividends received from
14, 100 Stat. 1085), and section, ¢yreign corporation by a partnership or
1988 (TAMRA). These regulations pro--0+2(b) of the Technical and Miscella-oiher pass-through entity. That issue wil
vide guidance needed to comply with€0US Revenue Act of 1988 (TAMRA) e ihe subject of a future proposed
these changes and affect foreign corpgr ublic Law 100~ 647, 102 Stat. 3242),eqjations project. However, in recogni-
rations and their United States corporaté)n.‘]anuary 6, 1995, the IRS published g4 of the holding in Revenue Ruling
shareholders. notice of pr_oposed rulemaking in the;q_141 (1971-1 C.B. 211) that a gen-
. _ Federal Register (60 FR 2049 [INTL= g5 partner of a domestic general part-
DATES: These regulations are effectived33-86 (1995-1 C.B. 959)]). The PrO-nership may compute an amount of
January 7, 1997. posed regulations provide gwdanc%reign taxes deemed paid with respect

—— e needed to comply with section 902 ag i Ctrih :
Applicability: For the specific dates : o a d|V|_dend distribution fror_n a foreign
of applicability of these regulations, se amended in 1986 and 1988. No publiGomoration to the partnership, § 1.902—

ehearing was requested or held, but nu ; : i
88 1.902-1(g) and 1.902-3(l). ; PP d:S[(a)(l) is amended to define a domestic
merous written comments were receivetshareholder as a domestic corporation

FOR FURTHER INFORMATION The proposed regulations, with certaifg ¢ «owns” the requisite voting stock

CONTACT: Caren S. Shein (202) 622-changes made in response to COmMMeNtg, 5 foreign corporation rather than one
3850 (not a toll free number). are adopted in this Treasury decision

paid under section 902. Changes to the
applicable law were made by the Ta
Reform Act of 1986 and by the Techni-
cal and Miscellaneous Revenue Act o

SUPPLEMENTARY INFORMATION:  to the regulations, as well as the majo

Paperwork Reduction Act cussed below. Section 1.902-1(a)(8) is amended to

The collection of information con- . - clarify under what circumstances the
tained in these final regulations has beerl%xplanatlon of Provisions poolfyof post-1986 foreign income taxes
reviewed and approved by the Office ofggction 1.902-1 must be reduced to account for distribu-
Management and Budget in accordance tions made in prior post-1986 taxable
with the Paperwork Reduction Act (44 In the preamble to the proposed reguyears. The regulations require a reduc-
U.S.C. 3507) under control numberlations, the IRS requested comments otion in the taxes pool for taxes attribut-
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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 les® 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 thaor 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, contraryith the general rule of paragraphthe dividend. The IRS may invoke this
to the position taken in § 1.902-1(a)(8)Xa)(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-1988hat 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 amendebtarring 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 accounmate 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 ortaxes pools are reduced only to accourgrovide 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-dividend 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 theamended to add a cross-reference to
legislative history of the Tax Reform final regulations. These regulations aresection 1291 and 8§ 1.1291-5 of the
Act of 1986 (Public Law 99-514). Theintended to reverse the result Wulcan 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 comdistributions 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 taxablgional 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 declineslends for purposes of section 902 is
ciples of section 902, which presumeo 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 remaine@ 1.904-6(a)(2). Section 1.904-6(a)(2jeceived 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
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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 anothefngs Wwill not be carried back to pre-
by the foreign corporation with respectdividend in a later year in which the 1987 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™ * * @ 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 Revenugegulation 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 earnings, 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 computesgulations is reserved in these finalo compute a deemed paid credit on a
deemed paid taxes with respect to sulregulations. The proposed regulatiofaxable 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 allo@llowable, 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 issuand&rryback 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 thiieederal 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 profitsite 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 foreigrntreated 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-ldentical 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.
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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) andeffect on Other Documents

1.902-1(b)(4 t d d paid . Lo i i
ﬁ a divide(nc}(is) ;n%in?k);lees di\?ifjrg:d) 3 The following revenue ruling is re- § 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 corpgration. paid by

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

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

pre-1987 accumulated deficit and post It has been determined that this Trea (2) First-tier _corporation._

1986 earnings and profits that are en (3) Second-tier corporation.

tirely subpart F income. The commente (4) Third-tier corporation.

suggests that regulations be issued und (5) Example. _

oces of that scofon. thar aucumt telat section S53(b) of the Administratvey, ) UPPEI” AN lowertier corpore

SO ' .~Procedure Act (5 U.S.C. chapter 5) doe ' L
et In - 1987 accurliated oMot appy o these regualons. and be- (J) FORSLIETe e
\[;V(I)Oant carry over into the post-1 cause the notice of proposed rulemaking () In general 9 :

X receding the regulations was issued ;i\ .27 "~ .

The IRS cannot adopt the rule they.o .+ March 29, 1996, the Regulatory (i) Distributions out of earnings and
commenter suggests. Congress amendggl ipilin Act (5 U.S.C. chapter 6) does profits accumulated by a lower-tier cor-
sections 902 and 960 in 198§ specm-not apply. Pursuant to section 7805(f) 0 oration in its taxable years_begmnm_g
cally to eliminate different earnings and efore January 1, 1987, and included in

. ; the Internal Revenue Code, the notice o ; :
proﬂts and deemed paid taxes comput Sroposed  rulemaking  preceding  thes he gross income of an upper-tier corpo-
tions for purposes of sections 902 an

This section lists the provisions under
section 902.

sury decision is not a significant regula-
fory action as defined in EO 12866.
Therefore, a regulatory assessment is not
F'équired. It also has been determined

egulations was submitted to the Smal ation in its taxable year beginning after

960. Further, in the situation the com-Eusiness Administration for comment on ecember 31, 1986.

menter posits, the credits are deferredg impact on small business. (iii) Foreign income taxes paid or

but not permanently disallowed. If the accrued with respect to high withholding

controlled foreign corporation earns : ; tax interest.

enough post-1986 income to elimina'teDraftlng Information (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 x ok (iiiy 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.
section 902 requires a “correlation” be- (i) Definition.

tween accumulated profits as determined Accordingly, 26 CFR parts 1 and 602
under U.S. law and the foreign law2'® amended as follows:
method by which foreign taxes were (iii) Foreign income taxes attributable
determineé,. ? 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 chse a1 3 defiek o dccumuiaceg Autnorit: 26 US.C.7805 1+ x GRS
profits of a foreign corporation for a gegtlggzl(g(()%—l also issued under 26 (b) Computation of foreign income
particular pre-1987 year, the deficit first™ " " ' ) 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(c)(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. Seel.902-2 are added to read as followsprofits.
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(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.
(i) 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) lllustrations.
(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 requiredf 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.
() Rule. cit.

) (&) In general.
(i) Example. (3) Examples. (b) Combined distributions.

(2) Section 78 gross-up. (c) Distributions of a first-tier corpo-
: uon . B - - ) po
(i) Foreign income taxes deemed paid 1.902-3 Credit for domestic corpo- . i initable to certain distributions

by a domestic shareholder. rate shareholder of a foreign corpora- A .
y(ii) Foreign income taxes deemedtion for foreign income taxes paid Withfro(rg) SI’I?SStrr]gt-io?é third-tier corporations.
paid by an upper-tier corporation. respect to accumylated proflts_ of taxable :
(iii) Example. o years of the foreign corporation begin-g 1 gnp 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) pomestic shareholder. foreign corporation.
connection with the purchase or sale of (2) First-tier corporation. o _ _
certain oil and gas. _ (3) Second-tier corporation. (a) Definitions and special effective
~ (6) Foreign oil and gas extraction (4) Third-tier corporation. date For purposes of section 902, this
income. (5) Foreign income taxes. sectl%n,da'nd 8§ 1.902—hZ, the ldeR]mUonrs]
@) Unlte_d States shareholders of con- (6) Dividend. plrcz)w ? h|_n paragrap sd(a)g) rougI
trolled forel_gn corporations. (7) Dividend received. (ff) 0o tdls se(]itlon an r: e s]?gmaf
(8)_Cred|t f_or foreign taxes deemed (b) Domestic shareholder Oangeh.ectlve_ ate cl) paragraph (a)(13) o
paid in a section 304 transaction. stock in a first-tier corporation. this section apply.

(9) Effect of section 482 adjustments (1) In general (1)_ I_Domestic shareholderln the case
on post-1986 foreign income taxes and (2) Amount 0]; foreign taxes deemedOf dividends received by a domestic

post-1986 undistributed earnings. aid by a domestic shareholder corporation from a foreign corporation
(d) Dividends from controlled foreign P () )Iéirst-tier cor ; ~ i after December 31, 1986, the term do-

. poration owning . .
corporations. stock in a second-tier corporation. mestic shareholder means a domestic

corporation, other than an S corporation
as defined in section 1361(a), that owns
(i) Dividends. ' N - at least 10 percent of the voting stock of
(ii) Coordination with section 960. palg bé a f|rs(,;[-:!er corporatl?_n. . the foreign corporation at the time the
(3) Dividends distributed out of earn- to(cl)< 'ne;:(iﬂ'rc-j-lte(rar gg:pg:gt_lon OWNING yomestic corporation receives a dividend
ings accumulated before a controlled® ; ira-t poration. from that foreign corporation.
foreign corporation became a controlled (1) In general. . (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 (€) Determination of accumulatedin 5 taxable year beginning after De-
earnings and profits for a year duringPrfits 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

(1) General rule.

(2) Look-through. (1) In general.

(2) Amount of foreign taxes deemed

shareholder of a controlled foreign cor-ration. o ) which is owned by a domestic share-

poration was not a United States share- (§) 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 makingDISC 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 corporation 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
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31, 1986, the foreign corporation is afénd thet_ perl\tjlentage of \t/_otingA St0<'3:k bownedlgxaccrued, or deemed paid in the taxable
: . H : orporation In Corporation on repruar y H H H H
second—ner corporation |f, at the_tl_me 61992 (30 percent) muﬁ’tip"e d by the percentg’ge oyear o.f the fore|gr_1 corporation in wh[ch
first-tier corporation receives a dividend,ting 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 havpaid in the foreign corporation’s prior
of the foreign corporation’s voting stock paid foreign income taxes of Corporation B W'thntaxable years beginning after December

f respect to the dividend received from Corporatio .
and the product of the following equalsg o Fepryary 16, 1991, 31, 1986, to the extent the foreign taxes

at I_eaSt 5 percent— ) (ii)) On January 20, 1992, Corporation 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) The percentage of voting _StOCkparagraph (a)(2) of this section and Corporation Me g., under sections 304, 367(b), 551,
owned by the first-tier corporation in theis a domestic shareholder within the meaning o 51(a), 1248 or 1293) in the income of,

second-tier corporation. paragraph (a)(1) of this section. Accordingly, for ] .
(4) Third-tierpcorporation In the case!s taxable year ending on June 30, 1992, Corporad foreign or _d0m¢5t|c 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't_|er COrPORost-1986 foreign income taxes paid, accrued, ofhis section foreign taxes paid or
ration by a foreign corporation in adeemed to be paid, by Corporation A. Those taxes d pai d’ by the forei .
taxable year beginning after Decembevvill include taxes paid by Corporation B that Weredeeme ) pai y the Orelgn corporation
31, 1986, a foreign corporation is adeemed paid by Corporation A with respect to thedn Or with respect to earnings that were

b =90 : dividend paid by C tion B to C tion A distri i
third-tier corporation if, at the time a ividend paid by Corporation B to Corporation A distributed or .othermse ren_woveq fro_m

- : ; o 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, and0St-1986 taxable years shall be re-
Second-tier Corporation owns at |east 1?Oascr;(r);;)r2$2na;S}Aec;):éi—:\i/leract?oerlﬁorﬁtrir(]): \éVLth:;nTQESthmOVed frodepOSt-ll?SGh fOr:eIgnhlnC%me
i ion’ - : y taxes regardless of whether the share-
percent of the foreign corporation's vot taxable years of Corporations A and M thatholdel’ isgeli ible to compute an amount
ing stock and the product of the follow-jnciyde January 20, 1992. s €lig p .
ing equals at least 5 percent— ] of f_ore|gn taxes deemed pald under
(i) The percentage of voting stock (6) Upper- and Iower;tmr_ corpora- section 902, and_ regardless of whethgr
owned by the domestic shareholder ifions In the case of a third-tier corpora-the shareholder in fact chose to credit
the first-tier corporation; multiplied by ion, the term upper-tier corporationforeign income taxes under section 901
(i) The percentage of voting stock Means a first- or second-t!er corporat[onf(_)r the year _of the d|str|but_|on or !nclu-
owned by the first-tier corporation in the!n the case of a second-tier corporationsion. Thus, if an amount is distributed
second-tier corporation; multiplied by#,he term upper-tier colrporhatlon mea?s @r deemed distributed by a foreign cor-
(i) The percentage of voting stock flrst-tier corporai[t_lon.thn E € clase Ot' aporation to a United States person that
owned by the second-tier corporation ir{lrst—tler corporation, the erdm Ovtvﬁr;jlt?_r is not_a domestic shareholder within the
the third-tier corporation. corporat!on Te‘i‘r'?s a secorf1 - or Ird-tl_emea_nmg of paragraph (a)(1) of this
(5) Example The following example corporat!on. tﬂ te Calse 0 ? Sreggrn O-r;es_ecnorr: (e.g., an I|nd|V|dhuaI or ag corfpoLa-
illustrates the ownership requirements o 'gap(r)rzzalgg’a tﬁ'rg-rt'rgr?:vc\)l?rg)lrztion P ]E'O”_t at owns less than 10 /Ok of the
paragraphs (a)(1) through' (4) of thig®fl means a third-tier corporation. foreign corporation's voting stock), or to
section: (_) oreign income taxesThe term a foreign person that does not meet the
Example. (i) Domestic corporation M owns 30 fore!gn income taxes means income, Wanjef|n|.t|on 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
ts‘igcf%;pf%rrztig: CAor‘;"c‘)’:‘;igr? E?%rrf%r:nﬂgrt;i v edcluded in the term income, war profits,income taxes shall be deemed paid
and continues to own that stock until June 12Nd excess profits taxes by reason afinder section 902, foreign income taxes
1991, when Corporation A sells its stock inSection 903, that are |mp0$ed by attributable to the distribution or deemed
Corporation B. Both Corporation A and Corpora-foreign country or a possession of thedistribution that would have been
tion B use the Ca'e”d(?f_é’eaé as thfe_taxab'e yeaynited States, including any such taxesleemed paid had the shareholder met
Cormoration ngjr’;fmags“{'oegorgLétr;io'f post198%eemed 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 defieign income taxes. Further, if a domestic
Sg{pggilgﬂ Mu;fécseg’?sc‘;? ig’r‘“ee:%’inzoénli’gﬁnition of those taxes pursuant to sectioshareholder chooses to deduct foreign
30 s the taxable year. g ? 901 and the regulations under that sedaxes paid or accrued for the taxable
(i) On February 16, 1991, when Corporation BiON. See also paragraphs (c)(4) and (5year 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
anifﬁtreosfpgiﬁgreé%rﬁgo(r?t%?\ T%gegr;h'z (f%f)“gincome and in connection with the pur-corporation’s post-1986 foreign income
tion A is a first-tier corporation within the mean- ChasS€ or sale of oil and gas). taxes under section 902(a), and the
ing of paragraph (a)(2) of this section and Corpo- (8) P0st-1986 foreign income taxes foreign taxes deemed pald_ must be
ration M is a domestic shareholder of Corporation(i) In general Except as provided in removed from post-1986 foreign income
A within tlhe mearing of Pﬁgagg)lh éa)(l) of thisparagraphs (a)(10) and (13) of this sectaxes. In the case of a foreign corpora-
section. Also on February 16, 1991, Corporation %;on, the term post-1986 foreign incometion the foreign income taxes of which
is a second-tier corporation within the meaning o ) . . .
paragraph (a)(3) of this section because Corpord@Xes of a forelgn corporation means t_hare_ 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
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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-
(i) 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 taxabléngs 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 ations 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 Decembeiextent of the ratable share of a conEarnings and profits of an upper-tier
31, 1986, provided the upper-tier corpotrolled foreign corporation’s subpart Fcorporation, however, shall not be re-
ration’s earnings and profits in that yeaiincome, 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 earning®reign taxes, and regardless of whethetequired or permitted by foreign law or
and profits and associated taxes foany domestic shareholder chose to claim 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 8 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@arnings and profits (computed in accor-
U.S. dollars and included in post-198€profits, 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 earrings 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 earngraphs (a)(1) through (4) of this section
(computed in accordance with sectionsngs 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
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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 allocationsion 902, the definition of the term " Example /?_s offDeqember 31,t_199i,hand sincgI
- .. . . ItS Incorporation, toreign corporation as owne
of accumulated profits and taxes tadividend in section 316 and the regulaog percpent of the stc?ck of ?oreign corporation B.

pfirti_cula_tr 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/ g g distributions under sections 302, 304, ¢ me 1u 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-djvidends 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

: . - 1) th h (4) of thi ti t t at
Pre-1987 accumulated profits of a parposes of section 902. In addition, theui me. on Juy 1, 1665. domest Corporation

tiFU|.ar year shall be reduced by amountgerm dividend includes deemed divi-m purchases 10 percent of the Corporation B
distributed from those accumulated profdends under sections 551 and 1248, bgtock from Corporation A and, for the first time,

its or otherwise included in income fromnot deemed inclusions under Secti0ng(orpor?tiongszmegtthhe OC;Nnership r(re]quirezmentfs
those accumulated profits, for exampl ing section 902(c)(3)(B) and paragraph ()(2) o
P ' PI®51(a) and 1293. For rules concerninghis section. Corporation M uses the calendar year

under sections 304, 367(b), 551, 951(akxcess distributions from section 129ls 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

ot N : . : 992. For its taxabl ding December 31,
undistributed earings is carried back tqor foreign tax credit purposes, (Seejges C%rrpl oator B Paa soou O eeeﬁﬁﬁ?g? and

offset pre-1987 accumulated profits, preregulation 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 th% 601.601(d)(2)(i)) of this chapter). and 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 purited eamings and post-1986 foreign income taxes

: : ; ill include earnings and profits and foreign
lated profits, and the amount of foreignP9S€sS of section 902 when the cash %come taxes attributable to Corporation B’s entire

income taxes deemed paid under sectiopther property is unqualifiedly made;gg, taxable year and all taxable years thereafter.

902, shall be determined and translateguPi€ct to the demands of theThus, the Apri 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

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

date of the Tax Reform Act of 1986.PUrPoses of section 902 Wh(,an It 1S5 the amount distributed as a dividend to Corpo-
See §§ 1.902-3, 1.902-4 and 1.964— leemed received under section 304ation A will not be creditable because Corporation
(ii) Foreign income taxes attribut- >0/ () 91, or 1248. oome. e, howorer wil be. roduved by e
able to pre-1987 accumulated profits (13) Special effective date(i) Rule ;0 o foreign taxes attributable to theydivi—
The term pre-1987 foreign income taxe f the. first day on W!’]ICh the OwnerShIPQend. Thus, as of the beginning of 1993, Corpora-
means any foreign income taxes IO(,jlidr,equwements of section 902(c)(3)(B) ar)dlon B has $60 ($100 — [$100 x 40% (200u/

. . aragraphs (a)(]_) through (4) of thisb00u)]) of post-1986 foreign income taxes. See
accrued, or deemed paid by a foreigif 2T - ioparagraphs (a)(8)() and (b)(1) of this section
corporation on or with respect to itsSection are met with respect to a foreigParadrap '
pre-1987 accumulated profits. Pre-19gfForPoration, without regard to whether a 1y computation of foreign income
foreign income taxes of a particular yeadividend is distributed, is in a taxableiyeq deemed paid by a domestic share-
shall be reduced by the amount of taxe¥€ar Of the foreign corporation begin-pq qer,  first-tier corporation, and
paid or deemed paid by the foreignNind after December 31, 1986, theN—econg-tier corporation-(1) General
corporation on or with respect to (A) The post-1986 undistributed earnyle, If a foreign corporation pays a
amounts distributed or otherwise in-iNgs and post-1986 foreign income taxegividend 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 (regardforeign corporation in which the owner-pe deemed to have paid the same pro-
less of whether the shareholder chose 8hip requirements are met, 'm?'Ud'ngportion 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 ownership 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 hagnd 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)(l)upper-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
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the ownership requirements of paratated 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 ratgosf:i'gft?fn“ggihséﬂts’gste?hg:é”i;‘gﬁ;i r?é‘sf" gifsgfaeﬁgr‘f

are met at each tier at the time theut 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 paig . - Divident ($40). The remaining 50u dividend is treated as a
. i dividend out of 1986 accumulated profits under
k?y a domes_t'c shareholder or an uppemividend to Ef‘gre(?“t paragraph (b)(2) of this section. Corporation M is
tier corporation must be computed undea Share- To87 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
. tributable to Profits ol Divi~  Corporation As foreign income taxes for 1986. As
D|\_/|dend Accumu- = withRe- X dends Paig ©f January 1, 1993, Corporation As post-1986
paid to do- lated Profits spect to 10 all Share. undistributed earnings and post-1986 foreign in-
mestic share-  of g Par- the Par- holders come taxes are 0. Corporation A has 150u of
holder (or ticular Pre- ticular Pre- accumulated profits and 45u of foreign income
upper-tlsr 1987 Tax- 1987 Tax- taxes remaining in 1986.
Foreign in- Z?ngigﬁ? E;rggﬁ tilgP ) able Year able Year Example 2 Domestic corporation M (incorpo-
gome e come taxes corporation (3) Dividends paid out of pre-1987 rated on January 1, 1987) owns 100 percent of
eemed paid of first-tier (or lower- mulated profits If dividend r foreign corporation A (incorporated on January 1,
by domestic = corporation tier) corpora- aC?U ulate ) p 0_ S e_ S are 1987). Both Corporation M and Corporation A use
shareholder (o lower- tion) paid by a fIrSt-tlgr corporation Or athe calendar year as the taxable year, and Corpora-
(or upper-tier & corpora-  PoSTI08E lower-tier corporation out of pre-1987tion A uses the u as its functional currency.

corporation) tion) undistributed accumulated profits, the domestic sharedssume that 1u equals $1 at all relevant times.

Corporation A has no pre-1987 accumulated prof-

eamings of  holder or upper-tier corporation that resi o 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) ; ; ccumulated earnin i icit i
gs and profits and a deficit in
(2) Allocation rule for dividends at- the regulations thereunder as in ef-fec;’l;ost—1986 undistributed earnings of (200u). No

tributable to post-1986 undistributed aior 10 11 effectve date of he TaXforeign taxes have heen paid with respect to

: d bpre-1987 accumulate erorm AcCt o . S€e paragrapn$ost-1986 undistributed earnings. During 1992,
earnings and p - a)(10) and (13) of this section andCorporation A earns 100u (net of foreign taxes),
profits—(i) Portion of dividend out of gg'1 9023 and 1.902-4. pays $40 of foreign taxes on those earnings and
0st-1986 undistributed earning®ivi- TR . distributes 50u to Corporation M. As of the end of
b i J id fi (4) Def_'C'tS In acc,umu!ated earnings 1992, Corporation A has a deficit of (100u)
dends will be deemed to be paid firsty,4" hrofits. No foreian income taxes e .

t of post-1986 undistributed eaming p . .g ! ((200u) post_—1986 undlstrl_bute_d earnings + 10_0u
out or p e Shall be deemed paid with respect to aurrent eamings and profits) in post-1986 undis-
to the extent thereof: If. dividends €X-distribution from a foreign corporation tributed eamings. Corporation A, however, has
ceed post-1986 undistributed earings it of current earnings and profits thafurrent 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 SeCtIOIantirety under section 316(a)(2). Under paragraph

shareholder, then the dividend to eac!@lﬁ(a)(Z), and post-1986 foreign income&b)(4) of this section, Corporation M is not
shareholder shall be deemed to be paid, o 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

i : o : . i d th f t pl lated
earnings, computed as follows: dividend is paid or accrued, the corporagaruitds %0 St o 00w, The dividend

Portion of Dividend t tion has zero or a deficit in post-1986reduces both post-1986 undistributed earnings and
El\é‘gae?ec{ to Post-1986 Shv;rgr?oldgr undistributed earnings and the sum ofccumulated earnings and profits. Therefore, as of
holder Attrib- _ Undistrib- TomDvi~ current plus accumulated earnings anggnuary 1, 1993, Corporation A post-1986 undis-

- - fits i | th Thetnbuted earnings are (150u) and its accumulated
utable to uted Eam- dends Paid  Profits 1S zero or less than zero. 1f earnings and profits are (150u). Corporation As
Post-1986 ings To all Share- dividend shall reduce post-1986 undls-post_lgge foreign income taxes at the start of
Egﬂ:isr:gguted holders tributed earnings and accumulated earn993 are $40.

(i) Port ¢ dividend out of ings and profits.

I) Fortion OF dividend out of pre- 5y Examples The following ex-
1987 accumulated profitfter the por- ymples jllustrate the rules of this par
tion of the dividend attributable to pOSt'graph (b):

(c) Special rules—(1) Separate com-
ghutations required for dividends from
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) obercent 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 attribﬁiﬁ:}en;eg{jrg:]‘iycggﬁ'eort‘h;Ulsfseg:;l o gﬁom two or more first-tier corporations
utable to pre-1987 accumulated prof|t§aII relevant times. All of Corporation A's pre-1987 br two or more lower-tier corporations,
to .the extent thereof. That part of thesyccumulated profits and post-1986 undistributedn€ foreign income taxes deemed paid
dividend attributable to pre-1987 accu-earnings are non-subpart F general limitation eardy the domestic shareholder or the
mulated profits will be treated as paidings and profits under section 904(d)(1)(l). As ofypper-tier corporation under sections
first from the most recently accumulatedP?€sember 31, 1992, Corporation A has 100u 0§>(3) and (b) and paragraph (b) of this
. d fi S 1.902-3 IEost-1986 undistributed earnings and $40 of post- \ hall’ b d |
earnings and profits. See § 1.902-3. I{ggs 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 ar@reign hoore d_tatxis o tlhsoosetea(f:”'”gs- 't'_” 19’32t4er corporation. If a domestic share-
paid to more than one shareholder, thegorpora ion /A CISTIDULES 150U 10 -OTporation M. o ider receives dividend distributions

. .. Corporation A has 100u of post-1986 undistribute . . .

the dividend to each shareh_older attribaarnings and the dividend, therefore, is treated om 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-
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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®01(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 stock ofcome taxes were paid as United Statesonsidered foreign income taxes for pur-
fs(t’gi'lgnofc?gfgira“on T, and 30 percent of the volingg, o0 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 taxegreqted as attributable to United Statedeemed paid with respect to foreign oil
eemed 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 sep£04(g) and § 1904—5(m)(6) 907(3) and the regulatlons under that
rately for dividends from each first-tier and lower- (i) Example The following example section.
tier corporation. Thus, S first will compute forelgni”ustrateS 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 befc)(z)- controlled - foreign corporations See

added to S's post-1986 foreign income taxes, and Example P, a domestic corporation, owns ;Ooparagraph (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 thginder those sections for special rules
eign taxes deemed paid with respect to th&alendar year as their taxable year, and S uses tlg . - - -
dividend from S. This computation will take into U as its functional currency. Assume that 1u equal Elatmg 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 earmnpolders of controlled foreign corpora-
(2) Section 78 gross-up(i) Foreign 150u of non-subpart F general limitation incomeyiong

; ; t of foreign taxes and pays 60u of foreign . .
income taxes deemed paid by a domeSt:irt::ome taxes. As of the end of 1992, but before (8) Credit for foreign taxes deemed

shareholder Except as provided in S€c-gigend payments, S has 150u of post-198gaid 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-<eign 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 foreign income taxess pays P a dividend of 75u which P receives in%n post-1986 f_ore_|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 shareholdjiidend, or 25u (75u x 50u/150u), is United served].
in any taxable year under section 902(a3tates source income to P. P computes foreign (d) Dividends from controlled foreign
and paragraph (b) of this section shallaxes deemed paid on the dividend under pargsqrphorations— (1) General rule Except
be included in the gross income of th%6%/2?7555?[%%u]())farfglisnclsue;gg?ha?faiggnt(?necg);roxsés provided in paragraph (d)(3) of this
domestic shareholder for the year as @come 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 781cc;_me t<7>8P,d$lg ($d30 >_<“3f)-33t°ﬂn[2t5tg75U]) Sf'ttthtates shareholder (as defined in section
shall, for purposes of section 904, beection vidend will be trealed as Unitelgoq ) or section 953(c)(1)(A)) from a
deemed to be derived from source ;ﬁtze)s source income to P under  this IoaragralDirst-(tizzr corporation thét)i(s)g 3:)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
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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(0)(4) and paragraph (d)(2) ofion. [Reserved].
this section. The separately computed (e) Information to be furnishedf the

deemed paid taxes shall be added tQ.qqit for foreian i t laimed
other taxes paid by the U.S. sharehold rre ft for Toreign Income 1axes caime

or upper-tier corporation with respect to
income in the appropriate separate cajs
egory.

(2) Look-through—(i) Dividends Ex-
cept as otherwise provided in paragrap
(d)(3) of this section, any dividend dis-
tribution out of post-1986 undistributed
earnings of a look-through entity to a
related look-through entity shall be

ome taxes deemed paid under section

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

is required to furnish with respect to the
foreign income taxes it directly paid or
accrued and for which the credit is

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 categorfations ending with or within the share-
that shall be deemed paid by the domegiolder’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
Post-1986 Dividend section 6038 and the regulations under

Foreign taxes  foreign in- amount at that section. 10.

) tributable to .

deemed paid  come taxes oo oo (f) Examples The following ex-

by domestic  of first-tier category amples illustrate the application of this

shareholder or lower-tier Post-1986 tion:

or upper-tier corporation OSt-.L% section: 11.

corporation = allocated x Undistributed Example 1 Since 1987, domestic corporation M

with respect and appor- eamings of  has 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 A's 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 reion 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.nd('er 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

Qlinder section 901 includes foreign in- 4

02 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 Ain1992 .............
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)

regulations under that section. Loéeis?)%jt:éefodze;”e%ifﬁéd I?mngattri](fndli‘\cljird%ri]\i dweﬁzld Example 2 (i) The facts are the same as in
_ (3) Dividends distributed out of €arn- from Corporation A, a noncontrolled section 90255\7\,?:5'?01 e;(rcceepr):t tgftthio;pnoeraggr;SMofh2tso§(ls<())f
ings accumulated before a controlledcorporation. Under paragraph (a)(9)(i) of this, . @ - P ton B since 1987. G tion B
foreign Corporation became a controlledsection, Corporation A must reduce its post_lggéorelgnhcorp(IJra(ljon since h y %rlpora lon h
foreign corporation—(i) General rule undistributed eamings as of January 1, 1993, pyses the calendar year as the taxable year. The

o _ the total amount of dividends paid to Corporationf®maining 90 percent of Corporation B's stock is
Any dividend distributed by a controlled ;"4 Corporation Z in 1992? Under pa?agraphOWHEd by Corporation Z. Corporation B is not a

foreign corporation out of earnings ac-(a)(8)(i) of this section, Corporation A must reducecontrolled foreign corporation. Corporation B uses

cumulated before the controlled foreignts 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 taxes all relevant times. In 1992, Corporation B has
: i ithat were deemed paid by Corporation M and byearnings and profits and pays foreign income
corporation shall be treated as a dIVIQiIhe amount of foreign income taxes that wouldtaxes, a portion of which are attributable to high
dend from a noncontrolled section 90 ave been deemed paid by Corporation Z hatvithholding tax interest, as defined in section
corporation regardless of whether thesorporation Z been eligible to compute an amoun804(d)(2)(B)(i). Corporation B must reduce its
earnings were accumulated in a taxablef foreign income taxes deemed paid with respegpool of PfOSt-19_86 foreéign irr‘:':or:ne 'tﬁﬁeﬁj'by the
inni o the dividend received from Corporation A.amount of tax imposed on high withholding tax
yfarﬁbre%lnnlnr%bb?fg;-e fgggary L 1987tForeign income taxes deemed paid by Corporatiomterest in excess of 5 percent because tha; amount
or aiter becembe ; . 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 foreigisee 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

which a shareholder that is currently a 1. Assumed post-1986 undistributed T5l?"t'(')d%rgizo'rr;ﬂﬁ9§’ Sclgrgoorggéﬂoﬁt'%ts':ﬁcgnmq
more-than-90-percent United States earnings of Corporation A at :

] pute its section 902(a) deemed paid taxes sepa-
shareholder of a controlled foreign cor- start of 1992............... 25u rately for the dividends it receives in 1992 from



Corporation A (as computed iExample ) 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

1.

10.

11.

12.

13.

14.

15.

(ii) For 1992, as computed in Example 1,
Corporation M is deemed to have paid $2 of the
post-1986 foreign income taxes paid by Corpora- 7.
tion A and includes $2 in gross income as a
dividend under section 78. Both the income inclu-
sion and the credit are subject to a separate

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

Assumed post-1986 foreign in-
come taxes of Corporation B
atstart of 1992............. $0

Assumed pre-tax earnings and
profits of Corporation B for
1992 (including 50u of high
withholding tax interest on
which 5u of tax is withheld). .

Assumed foreign income taxes
paid or accrued by Corpora-
tionBin1992 .............

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

Amount of foreign income tax of
Corporation B imposed on
high withholding tax interest
in excess of 5% (5u withhold-
ing tax - [5% x 50u high
withholding tax interest]). .. ..

Post-1986 foreign income taxes
in Corporation B for 1992
(pre-dividend) (Line 2 plus
[Line 4 minus Line 6 trans-
lated at the appropriate ex-
changerate])...............

Dividends paid out of post-1986
undistributed earnings to Cor-
poration M in 1992 ......... 5u

Percentage of Corporation B’s
post-1986 undistributed earn-
ings paid to Corporation M
(Line 8 divided by Line 5) . ..

Foreign income taxes of Corpo-
ration B deemed paid by Cor-
poration M under section
902(a) (Line 7 multiplied by
Line9) ................... $5

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

Percentage of Corporation B’s
post-1986 undistributed earn-
ings paid to all shareholders in
1992 (Line 11 divided by Line

(100u)

2.50u

$100

5%

50u

Post-1986 foreign income taxes
of Corporation B paid on or
with respect to post-1986 un-
distributed earnings distributed
to all shareholders in 1992
(Line 7 multiplied by Line 12)

.......................... $50
Corporation B’s post-1986 undis-

tributed earnings at start of

1993 (Line 5 minus Line 11) . 50u
Corporation B’s post-1986 for-

eign income taxes at start of

1993 (Line 7 minus Line 13) . $50

limitation for dividends from Corporation A, a

income inclusion and the foreign taxes deemed
paid are subject to a separate limitation for
dividends from Corporation B, a noncontrolled

section 902 corporation. 10.

Example 3 (i) Since 1987, domestic corporation
M has owned 50 percent of the one class of stock
of foreign corporation A. The remaining 50 per-

cent of Corporation A is owned by foreign corpo-11.

ration Z. For the same time period, Corporation A
has owned 40 percent of the one class of stock of
foreign corporation B, and Corporation B has
owned 30 percent of the one class of stock of

foreign corporation C. The remaining 60 percent;o.

of Corporation B is owned by foreign corporation
Y, and the remaining 70 percent of Corporation C
is owned by foreign corporation X. Corporations
A, B, and C are not controlled foreign corpora-
tions. Corporations A, B, and C use the u as their

functional currency, and 1u equals $1 at allj3

relevant times. Corporation B uses a fiscal year
ending June 30 as its taxable year; all other
corporations use the calendar year as the taxab

year. On February 1, 1992, Corporation C pays a

500u dividend out of post-1986 undistributed
earnings, 150u to Corporation B and 350u to

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
by Line 8).................

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, CorporationB. Corporation B (second-tier corporation):

B pays a 300u dividend out of post-1986 undis-
tributed earnings computed as of the close of 1
Corporation B’s fiscal year ended June 30, 1992,
120u to Corporation A and 180u to Corporation Y.
On August 15, 1992, Corporation A pays a 200u
dividend out of post-1986 undistributed earnings, 2-
100u to Corporation M and 100u to Corporation
Z. In computing foreign taxes deemed paid by
Corporations B and A, section 78 does not apply 3.
and Corporations B and A thus do not have to
include the foreign taxes deemed paid in earnings
and profits. See paragraph (c)(2)(ii) of this section.
Foreign income taxes deemed paid by Corpora-
tions B, A and M, and the foreign corporations’ 4.
opening balances in post-1986 undistributed earn-
ings and post-1986 foreign income taxes for
Corporation B’s fiscal year beginning July 1,
1992, and Corporation C's and Corporation As 5,
1993 calendar years are computed as follows:

A. Corporation C (third-tier corporatior)

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

2. Assumed post-1986 foreign in-
come taxes in Corporation C
at start of 1992.............

3.  Assumed pre-tax earnings and
profits of Corporation C for 7.

4. Assumed foreign income taxes
paid or accrued in 1992......
5.  Post-1986 undistributed earnings
in Corporation C for 1992
(pre-dividend) (Line 1 plus
Line 3 minus Line 4)........
6. Post-1986 foreign income taxes
in Corporation C for 1992
(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 C to Corporation B
in1992 ...................

1500u 8.

Assumed post-1986 undistributed
earnings in Corporation B as
ofJuly 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.

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)...........

11. Total dividends paid out of post-
1986 undistributed earnings of
Corporation A to all share-

income taxes of Corporation B deemed paid by
Corporation A and the opening balances in post-
1986 undistributed earnings and post-1986 foreign

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

12. 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) ...................

13. 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) ..................

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

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

C. Corporation A (first-tier corporatior)

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

2. Assumed post-1986 foreign in-
come taxes in Corporation A
at start of 1992

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

4. Assumed foreign income taxes
paid or accrued by Corpora-
tionAin 1992 .............

5. 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

500u

$175

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

7. 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) ......... ... .

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

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

10. 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).................

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)
Té’;zp(?_'ﬂéoﬁlId?agre%hggjiriiem 1. Assum'ed ppst-1986 ur_ldistributed
B) . 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- at start 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.
15. Post-1986 foreign income taxes

in Corporation A at start of

1993 (Line 7 minus Line 13) . $121

(i) Corporation M is deemed, under section 6.

902(a) and paragraph (b) of this section, to have
paid $60.50 of post-1986 foreign income taxes
paid, or deemed paid, by Corporation A on or with
respect to its post-1986 undistributed earnings
(Part C, Line 10) and Corporation M includes that
amount in gross income as a dividend under
section 78. Both the income inclusion and the
credit are subject to a separate limitation for
dividends from Corporation A, a noncontrolled
section 902 corporation.

Example 4.(i) Since 1987, domestic corpora-
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 thepQ.
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),
and that neither Corporation A nor Corporation B
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) o
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-
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
dividend to Corporation A in 1992, Corporation B 7
had made an additional investment of $150 in
United States property under section 956, that
amount would have been included in gross income
by Corporation M under section 951(a)(1)(B) and
Corporation M would have been deemed to have
paid $50 of foreign income taxes paid by Corpora-
tion B. See sections 951(a)(1)(B) and 960. Foreign
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Post-1986 undistributed earnings
in Corporation B for 1992
(pre-dividend) (Line 1 plus
Line 3 minus Line 4) .......

Post-1986 foreign income taxes
in Corporation B for 1992
(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 B to Corporation A in
1992 ...

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

Foreign income taxes of Corpo-
ration B deemed paid by Cor-
poration A under section
902(b)(1) (Line 6 multiplied
by Line8) ................

Post-1986 undistributed earnings
in Corporation B at start of

50%

$50

1993 (Line 5 minus Line 7) .. 150u
Post-1986 foreign income taxes

in Corporation B at start of

1993 (Line 6 minus Line 9) .. $50

B. Corporation A (first-tier corporation):

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 ............ 0

Assumed pre-tax earnings and
profits of Corporation A for
1992 (including 150u dividend

from Corporation B) ........ 200u
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) .......

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
Line5) ........ ...



Example 5 (i) Since 1987, domestic corpora-

8. Dividends paid out of current . : (b) Section 904(d)(1)(I) general
earnings and profits of Corpo- tion M has owned‘ 100 percen_t of the voting SI_OCk limitation income (Line 2(b)
ration A for 1992 .......... 100u of controlled foreign corporation A. Corporation + Line 4(b) translated at the

9. Percentage of post-1986 undis- M also conducts operations through a foreign appropriate exchange rates) . $25
tributed earnings of Corpora- branch. Both Corporation A and Corporation M 7. Dividends paid to Corporation M
tion A paid to Corporation M use the calendar year as the taxable year. Corpora-  in 1992 .................... 60u
in 1992 (Line 8 divided by the tion A uses the u as its functional currency and 1u8. Dividends paid to Corporation M
greater of Line 6 or zero) ... O equals $1 at all relevant times. Corporation A has in 1992 attributable to section

10. Foreign income taxes paid and no subpart F income, as defined in section 952, 904(d) separate categories pursu-
_deemed paid by Corporation_A and no increase in earnings invested in United ant to_§_ 1.904—5_(d):
in 1992 that are deemed paid States property under section 956 for 1992. Corpo- (a) Dividends paid to Corpora-
by Corporation M under sec- ration A also has no previously taxed income tion M in 1992 attributable
tion 902(a) (Line 7 multiplied accounts. Corporation A has general limitation to section 904(d)(1)(B) high
byLine9)................. 0 income and high withholding tax interest income withholding tax interest (Line

11. P(_)st-1986 un_dlstrlbuted ear?lngs that, by operation of section 954(b)(4), does not 7_rr_1u|t|p||ed py Line 5(a)
n Corporatlon A at start o constitute foreign base company income under d|y|Qed by L”?e 5@ .- 18u
1993 (line 6 minus line 8) ... (140u) . : . (b) Dividends paid to Corpora-

L section 954(a). Because Corporation A is a con- - . .

12. Post-1986 foreign income taxes t ) B e B tion M in 1992 attributable
- . rolled foreign corporation, it is not required to .
in Corporation A at start of d +-1986 foreian i i by forei to section 904(d)(1)(l) gen-
1993 (Line 7 minus Line 10) . $90 reduce post- oreign income taxes by foreign eral limitation income (Line

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

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 diVide”dfiividend 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 1992jhcludes that amount in gross income under sec-

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

which ZVEI'G not deemed paid bthgrporation M intion 78 as a dividend, determined as follows: 8(a) divided by Line 5(a)) .. 60%
1992 because Corporation A had no post-1986 S (b) Section 904(d)(1)(l) general

c - . Assumed post-1986 undistributed 9
gndlstrlputed earnings. Thus,' for 1993, Corpora- earnings inp Corporation A at limitation income (Line 8(b)
tion M is deemed to have paid $125 of post-1986 start of 1992 attributable to: divided by Line 5(b)) ...... 60%

foreign income taxes paid and deemed paid by (a) Section 904(d)(1)(B) high 10. Foreign income taxes of Corpo-
Corporation A and includes that amount in gross withholding tax interest .... 20u ration A deemed paid by Corpo-
income as a dividend under section 78, determined (b) Section 904(d)(1)(I) general ration M under section 902(a)
as follows: limitation income.......... 55u attributable to:

1. Post-1986 undistributed earnings 2. Assumed post-1986 foreign in- (&) Foreign income taxes of Cor-

in Corporation A at start of

come taxes in Corporation A at

poration A deemed paid by

1993, .. i (140u) start of 1992 attributable to: g(())zrpora“‘(t)}? M Undte: section
2. Post-1986 foreign income taxes (a) Section 904(d)(1)(B) high ; %%de fespect lo sec
in Corporation A at start of withholding tax interest. . . . . $5 Pllo?d' t( )(1 )t( ) tlg L'WI )
1993 . $90 (b) Section 904(d)(1)(1) general holding Isﬁ_lndeéesl__( ne s
3. Pre-tax earnings and profits of limitation income.......... $20 5 F(a) multplie >t' ine f(a))
Corporation A for 1993 . ... .. 500u 3. Assumed pre-tax earnings and (®) Corelgnt[ncognz axesdo id
4. Foreign income taxes paid or profits of Corporation A for borgora 'Ont. &emed pal
accrued by Corporation A in 1992 attributable to: t'y é)cr)[z)ora 'O.?h un etr tsec—
1993, . 160u (a) Section 904(d)(1)(B) high Iont' é%)élV(\;' lreISDEC 0|
5. Post-1986 undistributed earnings withholding tax interest. . ... 20u Is_ec_tlot_n 4(d)(1)( )L_geneerg
in Corporation A for 1993 (b) Section 904(d)(1)(l) general 'm'lt? 'IQ”d'ECO[‘Fe (glrt];e (b) 515
(pre-dividend) (Line 1 plus limitation income ......... 20u 1 P T;g'&'e d'yt lt?et d( ) ..
Line 3 minus Line 4) ....... 200U 4. Assumed foreign income taxes - Oé - un E” ute e?rlnéggs
6. Post-1986 foreign income taxes paid or accrued in 1992 on or mtt 't?rfobrlatl?n. at start o
in Corporation A for 1993 with respect to: _ a rlsu at' e 9?64 A1)B) high
(pre-dividend) (Line 2 plus () Section 904(d)(1)(B) high @ ection t( ) )t( ) o
Line 4 translated at the appro- withholding tax interest. . . . . 10u ‘é‘” olding L?X |r;3eres (Line 1
priate exchange rates) ....... $250 (b) Section 904(d)(1)(I) general . S(a)fmmgz4 |Crile1 (Ia)) ..... ; u
7. Dividends paid out of post-1986 limitation income ......... 5u (b) Section S04(d)(1)() genera
undistributed earnings of Cor- 5. Post-1986 undistributed earnings imita 'OLT_‘ Incsorl;we (Line 5(b) -
poration A to Corporation M in Corporation A for 1992 (pre- v P TTS;JSSG flne_ ®)..... oy u
iN1993 .................. 100u dividend) attributable to: o] Oé - t_OreE”tm(t?Oft“ef %gz
8. Percentage of post-1986 undis- (@) S_elgﬂolr(lj_904(d)(_l)(8) hig(fli' g}locc;rkazr?ol'on at start o
tributed earnings of Corpora- withholding tax interest (Line - 0. )
tion A paid to 8orporati(§)n M 1(a) + Line 3(a) minus Line @ S_(tert]:ﬂolré_904t(d)(_l)t(8) htlgrli'
in 1993 (Line 7 divided by 4(a))_ .................... 30u \éVI olding Lax |rlgres (Line .
LINE 5) . oveeeeeeeie 50% (b) Section 904(d)(1)(1) general o) o) minus Le 10@) -
9. Foreign income taxes paid and limitation income (Line 1(b) (b) ; 9_?'?_” 04(d)( )(B_Qeréekr)a
deemed paid by Corporation A + Line 3(b) minus Line 4(b)) imita 'OLT_‘ mcl%mbe (Line 6(b) $10
that are deemed paid by Cor- .o 70u ) minus Line 10(b)) . RREREE ( 7
poration M in 1993 (Line 6 () Total ................... —160u (||) For purposes qf computing Corporation Ms
multiplied by Line 8) ....... $125 6. Post-1986 foreign income taxes foreign tax credit limitation, the post-1986 foreign
10. Post-1986 undistributed earnings in Corporation A for 1992 (pre- income taxes of Corporation A deemed paid by
in Corporation A at start of dividend) attributable to: Corporation M with respect to income in separate
1994 (Line 5 minus Line 7) .. 100u () Section 904(d)(1)(B) high categories will be added to the foreign income
11. Post-1986 foreign income taxes withholding tax interest (Line taxes paid or accrued by Corporation M associated
in Corporation A at start of 2(a) + Line 4(a) translated at with income derived from Corporation M's branch
1994 (Line 6 minus Line 9) .. $125 th? a)ppropnate exchange 415 operation in the same separate categories. The
Fates). ....oovevenenan...

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; e . . L _ ;
other income, if any, aftributeble to the Sameﬁ_ndlstnbuted 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 dividendgre-effective date taxable years or re-
. . . or would be a dividend if there weremoved from post-1986 foreign income
() Effective date This section ap- o ent or accumulated earings and@xes. See section 960 and the regula-
plies to any distribution made in and, g yhan 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

2{339 beginning on or after January 1bre-effective date taxable year of thecomputation of foreign income taxes

first-, second-, or third-tier corporationdeemed paid with respect to deemed

§ 1.902-2 Treatment of deficits in postWith positive accumulated profits Comgcﬂ”;grg%?;,séﬂgs from controlled for-
1986 undistributed earnings and pre-Puted 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, a

second-, or third-tier corporation for Pre-effective date taxable year is a tax@MPles lllustrate the rules of this para-

. . graph (a):

purposes of computing an amount ofible year beginning before .Ja.nuary L5 Example 1 (i) From 1985 through 1990, do-
foreign taxes deemed paid undef987, or a taxable year beginning aftemestic corporation M owns 10 percent of the one
§ 1.902—1. December 31, 1986, if the special effecelass of stock of foreign corporation A. The
I — i remaining percent (o) orporatlon As stock is

tive date of 8§ 1.902-1(a)(13) appliesremaining 90 nt of Corporati ck i
(a) Carryback of deficits in post-1986 The deficit shall reduce the section 902’5"";‘0etdabcyoft'r ;lézr?(')?gi corparation. Ezrr‘]’(?ﬁ‘st&”tﬁe
undistributed_ ea}rnings of. a first-, accumulayed profits in the most recentJ as its functional Cur?ency.plu equals $1 at all
second-, or third-tier corporation to pre- pre-effective date year to the extentelevant times. Both Corporation A and Corpora-
effective date taxable yearg1l) 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 precedin °ép°ratt'cig£ hag_ ﬁ"_‘;'ltgf ac‘?“m“'at%d f_p_’tc’f"_s
come taxes deemed paid under § 1.902rear or years until the deficit is com-2n¢ POS-EI60 UNCAISTIBULET €arnings of deticrs
. L. . . post-1986 undistributed earnings, pays pre-1987
1(b) with respect to dividends paid by apletely allocated. The amount carriethng 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 incomen 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 tmut 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 -0-. 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 198.6 accumulated perItS W'I.I
accumulated profits for 1986 are reduced to 50x 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 dividenqqeemed to b_e out of‘Corporatlon As 1985 accu-

) . . . . . Mmulated 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_eq paid by Corporation M with respect to thedeem(_e(_j 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 lelc_iends from nqncontrolled section 9924u (120u x 5u/150u). See § 1.902-1(b)(3). As a
_§ 1.902—:_L(b)(3). Corporation M must include 12gcgrporat|0n A Corporation A's post-1986 undis-ggylt 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¢l00u - 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. Sectiaeemed 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, dividendamount of deemed paid taxes on the 50u dividendc 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

28



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 ¢ i1 : : -

Corporation A has 100u in its post-1986 undistrib-tributed earnings are -0- (100u - 100u). 80u (100L(|je}clcIt In e"’.‘m'”gs and proflts Comp“ted
uted earnings and $120 in its post-1986 foreign 20u) of accumulated profits remain with respectunder section 9_64(a)' See section 960
income taxes. Corporation M is deemed, undeto 1986. Post-1986 foreign income taxes as ofind 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%[1011/%0%\1]) gf the post-1986 dfOFGiEfﬂdincorr\]ﬁeforeign 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 er;mount of deemed pai ncome taxe.s deem.ed p"’?'d with respect
dividend. Both the income inclusion and thetaxes on the 100u dividend distributed by Corporal©® deemEd_ Income |nc!u3|ons from con-
foreign taxes deemed paid are subject to a separaién A out of post- 1986 undistributed earningstrolled foreign corporations. For transla-
limitation for d_ividends from no_ncontrolled section ($40 x 100%[100u/100u]). Corporation A has 64ution rules governing Carryforwards of
902 corporation A. Corporation As post-1986 of foreign income taxes remaining with respect togeficits in pre-1987 accumulated profits
undistributed earnings as of January 1, 1989, aregge, 80u reduced by 16u [80u x 20u/100u] OftO t-1986 taxabl f a forei

-0- (100u - 100u). Its post-1986 foreign taxes agoreign income taxes that would have been® POSU- taxable years ol a ioreign
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 havesligible to compute an amount of deemed paidency, see § 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 foreign 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 A 1987 accumulated profits of a first-, last pre-effective date taxable year, then
distributes a 12u dividend to Corporation M and agecond-. or  third-tier corporation to the foreign corporation cannot pay a

108u dividend to Corporation Z. At that time . . Wi ;
Corporation A has 100upin its post-1986 undistrib—pOSt'l986 undistributed earnings fordIVIdend out of pre-effectlve date years

uted earnings and $40 in its post-1986 foreiglourposes of section 962(1) General unless there is an adjustment made (for
income taxes. The dividend is paid out of postrule. For purposes of computing foreign€x@mple, a refund of foreign taxes paid)
1986 undistributed eamings to the extent theregfncome taxes deemed paid undethat restores section 902 accumulated
(100u), and the remainder of 20u is paid out ofg 9 9o 1K) with respect to dividendgProfits to a pre-effective date taxable

1986 accumulated profits. Under § 1.902-1(b)(2);> - ) . . i i
the 12u dividend topCorporation M is deemsscz(tc{pmd 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

Corporaton s 1086 sccumuated profts. Simy 2ccuMmulated profits of the foreign cor- 85t BFEEiETvE SR n@n = yoal, he
: 3 i i i [0} eriCIt In OsSt- undistribute
larly, the 108u dividend to Corporation Z is poration determined under section 902" P

deemed to be paid out of post-1986 undistribute@S Of the end of its last pre-effective®a/NiNgs will - be qarrled_ back under
earnings to the extent of 90u (100u x 108u/120ulate taxable year is carried forward and@ragraph (a) of this section. For rules
and the remaining 18u is deemed to be paid out dfeduces post-1986 undistributed earning&eNcerning 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.f"’St 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 da)prc'ﬁtS computed under section 964(a),
eamings are $4 ($40 x 10%[L0u/100u]), ancof the first taxable year in which the S€€ section 960 and the regulations
foreign taxes deemed paid by Corporation M with wnership requirements of sectiopunder that section.

respect to the portion of the dividend deemed pai i -
out of 1986 accumulated profits are 1.6u (80u OZ(C)(3)(B) and § 1'902_1(3‘)(1) (3) Examples The followmg 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 foreigtive date of § 1.902-1(a)(13) applies_gfaph (b):

income taxes paid on earnings accumulated "Any foreign income taxes paid with Example 1 (i) From 1984 through 1988, domes-

taxable years prior to the effective date of the Ta : ic corporation M owns 10 percent of the one class
Reform Xct of F1986 in gross income as a dividen;i’eSpeCt to a pre-effective dat.e year Sh,aﬂf stogk of foreign corporrftion 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. Post€orporation Z, a foreign corporation. Corporation
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A is not a controlled foreign corporation and usedion 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
thls_sect_lon. Corporation A has $100 of post-198q3aid taxes on the 100u dividend distributed by90 percent of Corpor._atlon As sto_ck is owned _by
foreign income taxes. Only 100u of the 150“Cor : _ - "Corporation Z, a foreign corporation. Corporation

- AT - . poration A out of post-1986 undistributed earn-7"~ . ’
distribution is a dividend out of post-1986 undis-. A is not a controlled foreign corporation and uses

' i o ou ings ($100 x 100%[100u/100u]). ; ;
tributed earnings. Foreign income taxes deemed<’ o .. theu asits 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 thateficits 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 Sugistributes 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 ofost-1986 foreign income taxes. See § 1.902—
phrofits. See § 1.902—1(b)(4)._ Note tzat e\f/_en _ifJanuigyséL, 13_88,_bCorgoratio_n A (T;%s (5(;32) 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, $120garnlngs 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
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taxes are not reduced because no taxes wetfon beginning after December 31, 1986(Filed by the Office of the Federal Register on
deemed paid. January 6, 1997, 8:45 a.m., and published in the

(iv) On December 31, 1990, Corporation Athen this section shall apply to aIIissue of the Federal Register on January 6, 1997,

distributes a 5u dividend to Corporation M and ataxable years beglnnlng after D_ecem_beéZ F.R. 923)
45u dividend to Corporation Z. At that time 31, 1964, and before the year in which

Corporation A has 50u of post-1986 undistributedthe ownership requirements are firs . S
earnings, and $150 of post-1986 foreign incomgnet, See § 1.902—1(a)(13)(iii). For cor- ection _127_4.—Determ|nat|on O_f
taxes. Foreign taxes deemed paid by Corporatiop, oo o0 in + [ es” oo blica e to distribu_Issue Price in the Case of Certain
M under section 902 with respect to the 5u,. p g pp . Debt Instruments Issued for
dividend are $15 ($150 x 10%[5u/50u]). Post-198di0NS received by the domestic sharez

undistributed earnings as of January 1, 1991, arbolder prior to January 1, 1965, Se(froperty
-0- (50u - 50u). Post-1986 foreign income taxes a§ 1.902-5 as contained in the 26 CFRAIlso Sections 42, 280G, 382, 412, 467, 468, 482,

of January 1, 1991, also are -0-, $150 reduced bt‘)art 1 edition revised April 1, 1976 483, 807, 846, 1288, 7520, 7872.)
$150 ($150 x 100%[50u/50u]) of foreign income - ’ ) .
taxes that would have been deemed paid if both Par. 5. Newly designated § 1.902-4, Federal rates; adjusted federal

Corporations M and Z were eligible to compute anparagraph (b), in the last sentence, thgates; adjusted federal long-term rate,
amount of deemed paid taxes on the 50u dividendanguage “8§ 1.902-1" is removed andand the long-term exempt rate. For

Par. 4. Newly designated § 1.902_38 1.902-3"is added in its place. purposes of sections 1274, 1288, 382,
is amended by revising the section heanART 602—OMB CONTROL and other sections of the Code, tables
ing and paragraph (a) introductory textyUMBERS UNDER set forth the rates for March 1997.
and by designating th_e _Iast_paragraph as
paragraph (I) and revising it to read asTHE PAPERWORK REDUCTION ACT

Rev. Rul. 97-10

follows: o This revenue ruling provides various

Par. 6. The authority citation for partprescribed rates for federal income tax
§ 1.902-3 Credit for domestic corpo-602 continues to read as follows: purposes for March 1997 (the current
rate shareholder of a foreign corpora- Authority: 26 U.S.C. 7805. month.) Table 1 contains the short-term,

tion for foreign income taxes paid with Par. 7. In § 602.101, paragraph (C) ismid-term, and long-term applicable fed-
respect to accumulated profits of taxablé@mended by adding entries in numericaéral rates (AFR) for the current month
years of the foreign corporation begin-order to the table to read as followsifor purposes of section 1274(d) of the
ning before January 1, 1987. Internal Revenue Code. Table 2 contains

§ 602.101 OMB Control Numbers. the short-term, mid-term, and long-term

(a) Definitions For purposes of sec- % x %k adi ;
; . justed applicable federal rates (ad-
tion 902 :and*§§ *1.90*2—3*and 1.902-4: () »*+ justed AFR) for the current month for
. purposes of section 1288(b). Table 3
() Effective date Except as provided _CFR_Pan o sectlon. where Current OMB sets forth the adjusted federal long-term
in § 1.902—4, this section applies to anyentified and described control No. rate and the long-term tax-exempt rate
distribution received from a first-tier e described in section 382(f). Table 4
corporation by its domestic shareholde}'goz_l'"*""'*"",;""*" }545_1458 contains the appropriate percentages for
after December 31, 1964, and before the determining the low-income housing
beginning of the foreign corporation’s credit described in section 42(b)(2) for

first taxable year beginning after De-
cember 31, 1986. If, however, the first

buildings placed in service during the

Margaret Milner Richardson, . ;
Commissioner of Internal RevenueCUrrent month. Finally, Table 5 contains

day on which the ownership require- the federal rate for determining the
ments of section 902(c)(3)(B) andApproved December 12, 1996. present value of an annuity, an interest
§ 1.902-1(a)(1) through (4) are met for life or for a term of years, or a
with respect to the foreign corporation is Donald C. Lubick, remainder or a reversionary interest for
in a taxable year of the foreign corpora- Assistant Secretary of the Treasurypurposes of section 7520.

REV. RUL. 97-10 TABLE 1
Applicable Federal Rates (AFR) for March 1997

Period for Compounding

Annual Semiannual Quarterly Monthly
Short-Term
AFR 5.83% 5.75% 5.71% 5.68%
110% AFR 6.43% 6.33% 6.28% 6.25%
120% AFR 7.02% 6.90% 6.84% 6.80%
130% AFR 7.62% 7.48% 7.41% 7.37%
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REV. RUL. 97-10 TABLE 1—Continued
Applicable Federal Rates (AFR) for March 1997
Period for Compounding

Annual Semiannual Quarterly Monthly
Mid-Term
AFR 6.42% 6.32% 6.27% 6.24%
110% AFR 7.07% 6.95% 6.89% 6.85%
120% AFR 7.72% 7.58% 7.51% 7.46%
130% AFR 8.39% 8.22% 8.14% 8.08%
150% AFR 9.70% 9.48% 9.37% 9.30%
175% AFR 11.37% 11.06% 10.91% 10.81%
Long-Term
AFR 6.86% 6.75% 6.69% 6.66%
110% AFR 7.57% 7.43% 7.36% 7.32%
120% AFR 8.26% 8.10% 8.02% 7.97%
130% AFR 8.97% 8.78% 8.69% 8.62%
REV. RUL. 97-10 TABLE 2
Adjusted AFR for March 1997
Period for Compounding
Annual Semiannual Quarterly Monthly

Short-term

adjusted AFR 3.77% 3.74% 3.72% 3.71%
Mid-term

adjusted AFR 4.62% 4.57% 4.54% 4.53%
Long-term

adjusted AFR 5.50% 5.43% 5.39% 5.37%

REV. RUL. 97-10 TABLE 3
Rates Under Section 382 for March 1997

Adjusted federal long-term rate for the current month 5.50%

Long-term tax-exempt rate for ownership changes during the current month
(the highest of the adjusted federal long-term rates for the current month and
the prior two months.) 5.50%

REV. RUL. 97-10 TABLE 4
Appropriate Percentages Under Section 42(b)(2) for March 1997
Appropriate percentage for the 70% present value low-income housing credit 8.56%
Appropriate percentage for the 30% present value low-income housing credit 3.67%

REV. RUL. 97-10 TABLE 5
Rate Under Section 7520 for March 1997

Applicable federal rate for determining the present value of an annuity, an
interest for life or a term of years, or a remainder or reversionary interest 7.8%
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Section 1288.—Treatment of Section 1374.—Tax Imposed on Section 6039F.—Notice of Large
Original Issue Discount on Certain Built-In Gains Gifts Received From Foreign

Tax-Exempt Obligations 26 CFR 1.1374-4(d): Section 481(a) adjustmentd, €7SONS

The adjusted applicable federal short-term, mid- What are the tax consequences under sections
term,har]ld Ion%-te;rg raétes are setI fgrth 30r thein 77, 2127, 2_501, z;nd 6039F for indi;)/iduals \c/ivho
month of March 1997. See Rev. Rul. 97-10, pag ose U.S. citizenship or cease to be taxed as
31. fo ong-term residents of the United States with a
principal purpose to avoid U.S. taxes? See Notice
97-19, page 40.

How does a bank change its method of account;
g for bad debts from the § 585 reserve metho
the § 166 specific charge-off method so that i
may elect S corporation status for the 1997 ta
year? See Rev. Proc. 97-18, page 53.

Section 1362.—Election,

Revocation, Termination Section 2107.—Expatriation To
26 CFR 1.1362-1: Election to be an S corpora—AVDICI Tax Section 7520.—Valuation Tables
tion. What are the tax consequences under sections e gdjusted applicable federal short-term, mid-

What are the procedures for a taxpayer (877, 2107, 2501, and 6039F for individuals Whoerm ~and long-term rates are set forth for the
- ' d Yose U.S. citizenship or cease to be taxed a%onth of March 1997. See Rev. Rul. 97-10 page
request to change its annual accounting period aqang-term residents of the United States with agy : : . )

elect to be an S corporation effective for the, . . : :
L rincipal purpose to avoid U.S. taxes? See Notice
taxable year beginning January 1, 1997? Se 7_15 pggep40

Notice 97-20, page 52.

Section 7872.—Treatment of Loans
With Below-Market Interest Rates

How does a bank change its method of account- What are the tax consequences under sections

ing for bad debts from the § 585 reserve metho®77, 2107, 2501, and 6039F for individuals who, r-:-,:e :r?éusléid _?gfr:C?gtlgsfeggalssth?g:ﬁ"fno’rn::]de'
to the § 166 specific charge-off method so that ilose U.S. citizenship or cease to be taxed am. 9

may elect S corporation status for the 1997 tafong-term residents of the United States with égonth of March 1997. See Rev. Rul. 97-10, page
year? See Rev. Proc. 97-18, page 53. principal purpose to avoid U.S. taxes? See Notice™
97-19, page 40.

26 CFR 1.1362-6: Elections and consents. Section 2501.—Imposition of Tax
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Part Ill. Administrative, Procedural, and Miscellaneous

Differential Earnings Rate for able year exceeds the recomputed differ- Data necessary to determine the tenta-

Mutual Life Insurance Companies ential earnings amount for that taxabldive differential earnings rate for 1996
. year, the excess is allowed as a lifeénd the tentative recomputed differential

Notice 97-17 insurance deduction for the succeedingarnings rate for 1995 have been com-

This notice publishes a tentative detaxable year. The “recomputed differen-piled from returns filed by mutual life
termination under § 809 of the Internaltial earnings amount” for any taxableinsurance companies and certain stock
Revenue Code of the “differential earn-year is an amount calculated in the samtfé insurance companies. The Internal
ings rate” for 1996 and the rate that ismanner as the differential earningReévenue Service is currently examining
used to calculate the “recomputed dif-amount for that taxable year, except thathese returns. This examination will not
ferential earnings amount” for 1995.the average mutual earnings rate for thee completed before the March 17,
(The latter rate is referred to in thiscalendar year in which the taxable yeal997, due date for filing 1996 calendar
notice as the “recomputed differentialbegins is substituted for the averag&ear returns.
earnings rate” for 1995.) These rates arétual earnings rate for the second
used t?y mutual life insu)rance companie§alendar year preceding the calenddNOTICE OF TENTATIVE RATES
to calculate their federal income taxyear in which the taxable year begins. rnig notice publishes a tentative de-
liability for taxable years beginning in The stock earnings rates and mutuaermination of the differential earnings

1996. earnings rates taken into account undefte for 1996 and of the recomputed
§ 809 generally are determined by digjfferential earnings rate for 1995. This
BACKGROUND viding statement gain from operationshotice also publishes a tentative determi-

Section 809(a) provides that, in thelY the average equity base. For thigation of the rates on which the calcula-
case of any mutual life insurance comPUrPOse, tt‘e term “statement gain fromion of the differential earnings rate for
pany, the amount of the deduction a|.0perat|0ns _means the net gain or |0551996 and the recomputed differential
lowable under § 808 for policyholder oM operations required to be set forthearnings rate for 1995 are based. The
dividends is reduced (but not below'n the annual statemen'g, determineging| determination of these rates is
zero) by the “differential earnings Without regard to Federal income taxeSexpected to be published before Septem-
amount.” Any excess of the differential@1d_ .. properly adjusted for realizedher 1, 1997.
earnings amount over the amount of th§aPital gains and losses..."See  1ne tentative determination of the
deduction allowable under § 808 is3 809(0)(1). The term “equity base” iS yitterential earnings rate for 1996 and
taken into account as a reduction in th&€fined as an amount determined in thg,q tentative determination of the recom-
closing balance of reserves under suglanner prescribed by regulations equgj e gifferential earnings rate for 1995
sections (a) and (b) of § 807. Thel© Surplus and capital increased by e s are published in this notice should
“differential earnings amount” for any amount of nonadmitted financial assetSye ,sed by mutual life insurance compa-
taxable year is the amount equal to thd1€ €xcess of statutory reserves over trrﬁes to calculate the amount of tax
product of (a) the life insurance compa@mount of tax reserves, the sum o iability for taxable years beginning in
ny’s average equity base for the taxabl§ertain other reserves, and 50 percent Giggg (in the case of companies that file
year multiplied by (b) the “differential @1y Ppolicyholder dividends (or other ey, s pefore publication of the final
earnings rate” for that taxable year. Thesimilar liability) payable in the follow-  yetermination of these rates) or to calcu-
“differential earnings rate” for the tax- INY taxable yearSeeS§ 809(b)(2), (3), |ate the amount of estimated unpaid tax
able year is the excess of (a) thd4): (5) and (6). Section 1.809-10 of thgiapijity for taxable years beginning in
“imputed earnings rate” for the taxable NcOMe Tax Regulations provides thahggg (in the case of companies that are
year over (b) the “average mutual earniN€ €quity base includes both the assgfowed an extension of time to file
ings rate” for the second calendar yeal

aluation reserve and the interest mainseyms). Companies that file returns be-
preceding the calendar year in which th

denance reserve for taxable years endingre pyplication of the final determina-

taxable year begins. The “imputed earn@fter December 31, 1991. tion of these rates should file amended

ings rate” for any taxable year is the Section 1.809-9(a) of the regulationgeturns after the final determination of
amount that bears the same ratio to 16.Brovides that neither the differentialthese rates is published. If there is a
percent as the “current stock earninggarnings rate under § 809(c) nor theqajlure to pay tax for a taxable year
rate” for the taxable year bears to the'ecomputed differential earnings ratepeginning in 1996 and the failure is
“pbase period stock earnings rate.” that is used in computing the recomsattributable to a difference between (a)

Section 809(f) provides that, in theputed differential earnings amount undethe tentative determination of the differ-
case of any mutual life insurance com$ 809(f)(3) may be less than zero. ential earnings rate for 1996 and recom-
pany, if the “recomputed differential As described above, the differentialputed differential earnings rate for 1995
earnings amount” for any taxable yearearnings rate for 1996 and the recomand (b) the final determination of these
exceeds the differential earnings amournputed differential earnings rate for 1995rates, then any such failure through
for that taxable year, the excess isaffect the income and deductions reSeptember 15, 1997, will be treated as
included in life insurance gross incomeported by mutual life insurance compa-due to reasonable cause and will not
for the succeeding taxable year. If thenies on their federal income tax returngjive rise to any addition to tax under
differential earnings amount for any tax-for the 1996 taxable year. § 6651.
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The tentative determination of the rates is set forth in Table 1.

Notice 97-17 Table 1
Tentative Determination of Rates To Be Used For Taxable Years Beginning in 1996

Differential earnings rate for 1996 . . ... ... . it 6.555
Recomputed differential earnings rate for 1995. ... .. ... . 0
Imputed earnings rate for 1005 . . . . .. .. e 12.625
Imputed earnings rate for 1006 . . .. .. ... . e 15.7y7
Base period stoCK arnings rate. .. ... ..ottt 18.221
Current stock earnings rate for 1996 . .. ... ... i 17.4p2
Stock earnings rate for 1093 . . . . .. 23.385
Stock earnings rate for 1994 . . . ... . . e 11.487
Stock earnings rate for 1905 . . . .. .. 17.445
Average mutual earnings rate for 1994, . . .. ... 9.2p2
Average mutual earnings rate for 1995, . . .. ... 16.4{r7

Transfers to Foreign Entities Under  Section VI clarifies the application of scribed in section 367 (section

Sections 1491 Through 1494 section 1491 to organizations that havd492(2)(A)); transfers with respect to
) made an election under section 761(awhich an election has been made to
Notice 97-18 Section VII announces that no reportingapply principles similar to the principles

) . ) . . is required under section 1494 on cerof section 367 (section 1492(2)(B)); or
This notice provides guidance withiain distributions from a corporation ortransfers with respect to which an elec-
respect to certain transfers of property tartnership while Treasury and the Sertion has been made under section 1057
foreign corporations, partnerships, trustsjice study the appropriate treatment ofsection 1492(3)).
or estates as described in section 149d,chy transfers under section 1491. Sec- Section 1494(a) provides that the ex-
of the Internal Revenue Code (th&jon viIl sets forth the effective date of cise tax is due and payable by the

“Code”). This notice also provides this notice. transferor at the time of the transfer, and
guidance concerning the penalty im- shall be assessed, collected and paid
posed by section 1494(c) (“sectioNSECTION I. BACKGROUND under regulations prescribed by the Sec-
1494(c) penalty”) for failure to file a , retary. Under Treas. Reg. § 1.1494-1(a),
return reporting a transfer described irfA. Sections 1491 through 1494 a U.S. transferor is required to report a

section 1491 (“section 1491 transfer”). gaciion 1491 of the Code imposes section 1491 transfer on Form 926,
Sections 1491 and 1494 were amendegs nercent excise tax on the transfer oReturn by a U.S. Transferor of Property
by the Small Business Job Protection, gherty by a citizen or resident of theto a Foreign Corporation, Foreign Es-
Act of 1996 (the "Act’). United States, or by a domestic corporatate or Trust, or Foreign Partnershjmn
The Act provides that the sectiontion or partnership, or by an estate othe day the transfer is made. Any excise
1494(c) penalty applies to transfergryst that is not a foreign estate or dax due must also be paid on the day of
made after August 20, 1996. Howevertryst (“U.S. transferor”) to a foreign the transfer.
Notice 96-60, 1996-49 1.R.B. 7, an-corporation if the transfer is made a: .
nounced that no section 1494(c) pena'%aig—in surplus or as a contribution tc?B' Sections 1494(c), 6048 and 6677
would be imposed if a section 1491capital. The excise tax is also imposed Section 6048(a), which requires a
transfer is reported no later than 60 daysn any transfer of property by a U.S.U.S. person to report certain transfers of
after issuance of forthcoming guidancetransferor to a foreign partnership, estatproperty (including money) to foreign
This notice provides the guidance reor trust. Tax-free exchanges, gifts, salesusts, was amended by the Act to
ferred to in Notice 96-60. in which any portion of the gain real- broaden the scope of reportable transac-
This notice is divided into eight sec-ized is deferred, and private annuitytions between U.S. persons and foreign
tions. Section | provides background ortransactions are examples of transactionsusts. The Act also amended section
the relationship of the new sectionthat are within the scope of section6677, which provides for a penalty
1494(c) penalty with sections 14911491. S. Rep. No. 938, 94th Cong. 2dequal to 35 percent of the gross value of
through 1494, 6048, and 6677. Sectiofbess. 223 (1976), 1976-3 C.B. 49, 261the property transferred to a foreign
Il sets forth the section 1491 transfersSee alsdRev. Rul. 78-357, 1978-2 C.B.trust if a U.S. person fails to comply
that are reportable under section 149427. The excise tax is 35 percent of thevith the reporting requirements of sec-
Section 1l explains various changes toexcess of the fair market value of thetion 6048(a). Additional penalties are
the time and manner for reporting secproperty transferred over the transferor'smposed if the failure to file continues
tion 1491 transfers, including certainadjusted basis in such property plus angfter the Service mails notice of such
transfers by domestic trusts described igain recognized to the transferor at théailure to the person required to pay the
Notice 96-65, 1996-52 I.R.B. 28. Sectime of the transfer. penalty. The section 6677 penalty ap-
tion IV contains examples illustrating Under section 1492, the excise taylies even if the transfer is to a foreign
the section 1494 reporting requirementamposed by section 1491 does not applyrust with respect to which the transferor
Section V provides guidance with re-to: transfers to certain exempt organizais treated as the owner of the transferred
spect to the section 1494(c) penaltytions (section 1492(1)); transfers deproperty under sections 671 through
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679. Congress imposed a significant).S. transferor may be required to payr is deferred (e.g., installment sales or
penalty for failure to report such aU.S. tax on the income or gain generprivate annuity transactions), the transfer
transfer, even though there are no taated by that property after the transfermust be reported. Thus, for example, a
consequences resulting from the transfefhe new foreign trust reporting provi-U.S. person who contributes appreciated
because of the need to trace transfers sfons identify these types of transfers troperty to a foreign partnership in a
property to a foreign trust to ensure thaforeign trusts. This notice identifiestransaction in which gain is not recog-
any subsequent income earned on thihese types of transfers to other foreighized generally must report the transfer
transferred property is correctly reportecentities. Finally, Treasury and the Serynder section 1494.

on the income tax return of a U.S.vice believe that reporting should not be

taxpayer. See H.R. Rep. No. 542, 104thequired under section 1494 with respeC}}gCertam transfers by U.S. transferors

escribed below) would not result in an
come tax liability regardless of the
method of the transfers. Thus, solely for
urposes of section 1491, Treasury and
e Service believe it is appropriate to
eat such transferors as having immedi-

Cong., 2d Sess., pt. 2, at 25 (1996)to certain transfers that are adequatel}
The Act also adds new sectionreported pursuant to another Code se

1494(c) to the Code, which imposes dion.

penalty for failure to file a return re- Thus, this notice announces that

quired by the Secretary with respect to &).S. transferor is not required to repor&r

section 1491 transfer. Section 1494(ch section 1491 transfer if: ; .

provides that a U.S. transferor shall be (i) The U.S. transferor immediatelyffvti(,[arlly rrgggggtlzgd ttﬁfsgu”trimgpst olf_lg;a]::r:e

liable for the penalties provided in sec-recognizes gain (if any) on the transfer, n excise tax will not be imposed on the,

tion 6677 as if such failure were aequal to the difference between the fai'following transfers and such transfers

failure to file a notice under sectionmarket value of the property and theWiII not be subject to reporting:

6048(a) (e, a penalty equal to 35 U.S. transferor's adjusted basis in such )

percent of the gross value of the propproperty; and wh(g '?‘s treaxrlzlsr];ep:t t?r/o r?w %(Ja.c?éraflr a?nsgg:ﬁg

erty transferred plus additional penalties (ji . ) .
y b P (i) The U.S. transferor does not havetaxatlon under section 501(a) or section

for continuing failure to comply). a significant interest in the transfere€

mmedatly afer he wansie. A0, e @ sale of the wansterec
SECTION II. TRANSFERS SUBJECT Thus, a U.S. transferor must reporgecrt)iony511 as unrelatejd business taxable
TO REPORTING UNDER SECTION any transfer if the entire gain is not;

1494 immediately recognized, even if the u.s/neome, .
(i) A transfer to a foreign partner-

transferor does not have a significant  \ .

A. Reportable section 1491 transfers interest in the transferee after the transShiP, rust or estate by a domestic
. . fer. In addition, a transfer of propertycOrporation, of stock (including treasury
Section 1491 applies to a broad rangg, o+ e reported if the U.S. transferoStoCk) in exchange for money or other

gtigigsr?tll;i)rr:asél\fjorseot\r/aerr{sl?exrlg;“rt]c? rr:ggrpas a significant interest in the transProperty if éhe domestic corporation ri]s
q > POTtoree after the transfer, even if theOt '€quired to recognize gain on the

on the day of the transfer any transacbroperty transferred consists of mone}ransfer under section 1032; or

tion described in section 1491See , "qier ynappreciated property. How- (iii) A transfer to a foreign partner-

Treas. Reg. § 1.1494-1(a). ever, even if the transfer would othership, trust or estate by a domestic
_ In-order to administer section 1494(C}yise pe reportable under this noticepartnership, of an interest in the domes-
in a manner that is not overly burden-gc; reporting will be deemed satisfiedic partnership in exchange for property
some, Treasury and the Service intend @ ine ransfer is adequately reported byf the domestic partnership is not re-
amend the existing regulations to narowhe |y 5. transferor pursuant to a sectiofiuired to recognize gain on the transfer

the scope of transfers subject to reporls the Code specified in section 11.B ofunder section 721.
ing under section 1494. Until the regula

tions are amended, a U.S. transferor ighls notice. 2. Transfers where the U.S. transferor
required to report a section 1491 trans- 1. Taxable transfers for fair market has a significant interest in the trans-
fer only if it would be reportable under value feree

the guidance provided by this notice. If the U.S. transferor immediately To obtain information on transfers of
Thus, no section 1494(c) penalty will berecognizes gain (if any) on the transfeproperty by U.S. persons who may be
imposed on a transfer that is not reportequal to the difference between the fairequired to pay U.S. tax on income or
able under this notice. market value of the property and thegain generated by that property, transfers

Treasury and the Service believe thall.S. transferor's adjusted basis in suclof property (whether or not appreciated)
a section 1491 transfer should be reproperty, no excise tax is imposed ando a foreign transferee must be reported
ported under section 1494 only if thereporting is not required unless the U.Sif the U.S. transferor has a significant
United States has a significant tax intertransferor has a significant interest ininterest in the transferee after the trans-
est in obtaining the required informa-the transferee, as discussed in Sectidier. Thus, this notice requires U.S.
tion. The United States has a significantl.A.2 of this notice. Therefore, unlesstransferors to report section 1491 trans-
tax interest in obtaining information onthe U.S. transferor has a significanfers of all types of property, including
transfers of appreciated property to anterest in the transferee, fair markethe taxpayer’s functional currency
foreign entity if the entire amount of value sales of property by a U.S. persoif“money”), whenever the U.S.
gain is not immediately recognized byto a foreign partnership, trust or estatéransferor has a significant interest in
the U.S. transferor. In addition, theon which gain is immediately recog-the transferee after the transfer, regard-
United States has a significant tax internized are not required to be reportedless of whether the transfers are fair
est in obtaining information on transfersHowever, if any portion of the gain market value sales in which all of the
of any property to a foreign entity if the realized on a transfer is not recognizedjain is recognized immediately.
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For purposes of this notice, a U.S.otherwise complied with the reporting 3. Certain transactions involving for-
transferor is treated as having a signifirequirements of section 6038. eign corporations (sections 367 and

cr?ntuigterest ]!n a fo:jeigr]]n ftran_sferee if  The reporting requirements of sectiorf038B)
the U.S. transferor and the foreign trans6038 do not provide sufficient informa- : ,
feree are related persons within thejon to determine the amount of excisg eS eg)t(grl]t 12925920),((@2] plré(l)glldetsra:g?ért(i)s
meaning of section 643(i)(2)(B), with tax due upon the transfer of appreciate escribed in section 367. such transfer is
the following modifications: property if the full amount of gain is not oyt from the section. 1491 excise
(i) For purposes of applying sec-recognized immediately on the transac,, FF())r example. a transfer of propert
tion 267 (other than section 267(f)) andion. Therefore, a U.S. transferor iSpv a UsS er;sdn o a wholl F-)OV\I/Dnedy
section 707(b)(1), “at least 10 percent’required to file Form 926 to report a c?/rei N cor gration as paid-in szr US or
shall be substituted for “more than 50section 1491 transfer of appreciatetils agcontrigution to cap ital is a t?ansfer
percent” each place it appears; property in that case, even if the U.Sgaccribed in both sectiF:)n 367 and sec-
(i) The principles of section transferor has filed a Form 5471 Withsion 1491 Existing regulations require
267(b)(10), substituting “at least 10 per-respect to the foreign transferee. Seg S erséns to report transfers of prop-
cent” for “more than 50 percent,” shall Section 11.B.3, below, if a transfer of eft .cFi)escribed in Eection 367(a) oFr) (c?)
apply to determine whether two corporaappreciated property is reported und y

e i ~
in Form 920 and to atach s ior

(i) The principles applicable to ) ) _ ) -~
trusts shall app|y to determine whether 2. Transactions with certain forelgn— ?'?':(3[)8)8 Temp Treas. Reg § 1.6038B

i wned corporations (section 6038A
an estate is related to another persoff p ( ) Because section 6038B addresses the

For example, a U.S. tran_sferor w.ho Section 6038A requires reporting ofreporting requirements for transfers of
owns a 10-percent interest in a foréign.o yain transactions between U.S. corpgproperty described in section 367(a) and
partn_ersh|p |mm_ed|_a_tely aﬁef the.trans?ations and related foreign parties if thgd), it is not necessary to require addi-
fer will have a significant interest in the \; g~ corhoration is 25-percent foreigntional reporting under section 1494.
partnership. owned. U.S. persons generally satisfifherefore, a U.S. transferor that makes a
the reporting requirements of sectiortransfer of property (either appreciated
6038A by filing Form 5472 |nformation or unappreciated) described in both sec-

A U.S. transferor otherwise requiredReturn of 25% Foreign-Owned U.S.tion 367 and section 1491 will satisfy
to report a section 1491 transfer will beCorporation or Foreign Corporation the section 1494 reporting requirements
deemed to have satisfied the sectiokngaged in a U.S. Trade or Businegs. to the extent the U.S. transferor reports
1494 reporting requirement without hav-transaction with a foreign entity that isthe property transferred under section
ing to file Form 926 if the transferor subject to reporting under section 6038/4038B. If money or other unappreciated
complies with the reporting require-may also be a section 1491 transfemproperty is not reported under section
ments described in one of the four To the extent section 6038A ad-6038B such property must be reported
sections below. equately addresses the reporting requir¢mder section 1494 unless the property
ments with respect to transfers betweei$ adequately reported under Section
a U.S. corporation and certain related!-B.1 of this notice.

: ) , forelgn entities, 1t Is not necessary to Transactions with foreign trusts

Section 6038 requires reporting ofrequire additional reporting under S€C1section 6048)

certain transactions between a U.S. petion 1494. Therefore, a U.S. transferot

son and foreign corporations controlledhat transfers money or other unappreci- The Act amended section 6048(a) to
by the U.S. person. A U.S. persomated property (or appreciated propertyequire enhanced reporting of transfers
generally satisfies the reporting requirewhere the full amount of the gain isof property, including money, between
ments of section 6038 by filing Formrecognized immediately) to a foreignu.S. persons and foreign trusts. U.S.
5471, Information Return of U.S. Per- entity described in section 6038A is notpersons generally satisfy the reporting
sons with Respect to Certain Foreignrequired to report such transfer on Formequirements of section 6048(a) by fil-
Corporations Capital contributions to 926 provided the U.S. transferor reportsng Form 3520. A transfer of property to

foreign corporations that are subject tdhe transfer on Form 5472 in compli-a foreign trust for which reporting is

reporting under section 6038 are als@nce with the reporting requirements ofequired under section 6048(a) may also
section 1491 transfers. section 6038A. be a section 1491 transfer.

To the extent section 6038 adequately The reporting requirements of section Because section 6048 adequately ad-
addresses the reporting requirement8038A do not provide sufficient infor- dresses the reporting requirements for
with respect to transfers to these foreigmation to determine the amount of extransfers to foreign trusts, it is not
corporations, it is not necessary to recise tax due upon the transfer of apprenecessary to require additional reporting
quire additional reporting under sectiornciated property if the full amount of under section 1494. Therefore, a U.S.
1494. Therefore, a U.S. transferor thagain is not recognized immediately ontransferor that makes a transfer of prop-
transfers money or other unappreciatethe transaction. Therefore, a U.Serty (either appreciated or unappreci-
property (or appreciated property wherdransferor is required to file Form 926 toated) described in both sections 6048
the full amount of the gain is recognizedreport a section 1491 transfer of appreand 1491 is not required to report such
immediately) to a foreign corporationciated property in that case, even if thdéransfer on Form 926 provided the U.S.
described in section 6038(a) is not rel.S. transferor has reported such trangransferor complies with the reporting
quired to report such transfer on Fornfer on Form 5472 with respect to therequirements of section 6048 and the
926 provided the U.S. transferor hadoreign transferee. U.S. transferor does not owe excise tax
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B. Duplicative reporting

1. Transactions with certain foreign
corporations (section 6038)



under section 1491. Form 3520 will bethe principles of section 367 must com-C. Manner of reporting transactions
revised to accommodate elections undgsly with the reporting requirements of
section 1492(2)(B) or 1492(3) to avoidsection 6038B.

the section 1491 excise tax.

A U.S. transferor who transfers appre-
ciated property that is reportable on

~ Regulations will be issued under sectorm 926 under this notice must sepa-
A U.S. ransferor that makes a transyion 1494 to allow such election to berately identify the property on Form 926

fer of property described in both SeC-made with the U.S. transferor’s annualf the full amount of gain is not recog-
tions 604ﬁ andf 1491F'S reqzwredl t,cf)tax return or information return for the nized immediately on the transfeBee
report such transfer on Form 926 only i,y e vear that includes the date of thEorm 926, Part Ill. In contrast, to the

Lhn%et)'séctitginsfzgir o?wW(tar?e ?;(;r']ss?ertao)iransfer. Until regulations are issued, amxtent the transfer consists of money or
fails to comply with the reporting re- election to apply principles similar to other unappreciated property (or appre-

. : the principles of section 367 must beciated property in which the full amount
quirements of section 6048. made on Form 926. Further, providedof gain is recognized immediately) to a
the U.S. transferor indicates on Forniransferee in which the U.S. transferor

SECTION lil. CHANGES TO TIME 926 that such an election is being madé)as a significant interest immediately
AND MANNER FOR REPORTING the information required by the regula-after the transfer, the value of trans-
TRANSFERS DESCRIBED IN tions under section 6038B is attached téerred property may be aggregated by
SECTION 1491 Form 926, and Form 926 accompaniesategory on a statement attached to

Existing regulations require that everythe U.S. transferor’s tax return for theForm 926. The categories referred to in
person making a section 1491 transfet@xable year that includes the date of théhe preceding sentence, which are based
make a return on Form 926 on the da);ransfer, the U.S. transferor w!ll beon the categories of transactions listed
of the transfer and pay any excise tafieemed to have made the election besn Form 5471, Schedule M, are:
due at that time. Treas. Reg. § 1.1494fore the transfer. (i) Sales of stock in trade (inven-
1(a). Treasury and the Service will Alternatively, a U.S. transferor cantOW)?__ )
amend the regulations to change thevoid the section 1491 excise tax by (i) Sales of tangible property other
time and manner for reporting sectiorelecting to treat the transfer as a taxablé1an stock in trade; _

1491 transfers and paying any excise tagxchange under section 1057. Section (iii) Sales of property rights (pat-
due. Until the regulations are amended}492(3). This election must also beents, trademarks, etc.); .

U.S. transferors who are required to filemade on Form 926. A Form 926 that (V) Purchases of stock in trade
Form 926 with respect to section 1491accompanies the U.S. transferor’s takinventory); _

transfers made after August 20, 1996teturn for the taxable year that includes (V) Purchases of tangible property,
must file Form 926 and pay any excisghe date of the transfer will satisfy theOther than stock in trade;

tax due in accordance with the procefequirements in  Treas. Reg. (Vi) Purchases of property rights

dures set forth in this notice. § 301.9100-12T that specify the time(Patents, trademarks, etc.); _
and manner for making an election (Vi) Compensation paid for techni-

A. Time for filing under section 1057. cal, managerial, engineering, construc-

| As described in Notice 96_65’tlon’((\)/iriiykce:osrﬁmggiso’ns aid:

4996-52 L.R.B. 28, the Act amended oV D¢ i paid, 4
Zection 7701(a)(30) and (31) to set forth, (%) @ ents, royalties, and ficense
Rew criteria that must be met to qualify ees pall ,t t paid:
as a domestic trust. Certain domestic (X.) nterest paid, .

usts will be treated as making section . (X}) Contributions to corporations,
491 transfers on January 1, 1997 as r%a}rtp%rsmp.s, .trust? ?‘r estates (attach a
result of becoming foreign trusts unde fer:(ree d)'ezzgptlon of the property trans-
he new law. If a domestic trust relies in y

- : N : (xii) All other transfers not re-
ood faith on Notice 96-65 to Contlnuequired to be separately identified (attach

o file tax returns as a domestic tust, brief description of the type of transfer
but is unable to meet the new domesti€ P yp

trust criteria by the end of the two-yearand property tran_sferred)._ .
period set forth in the notice, the trustIf the transferee is a foreign corporation
n L

may avoid the section 1491 excise tajne Y-S: trafnsferé)r |s_t;)n(;y_reqU|red toh
by making 2 secton 1057 olcton ar[SD IAITS escivet n pregrp
; ; the Form 3520 which must be attache 0
i.lgEzlecnons made pursuant to section to the domestic trust's 1997 amended’ Paid-in surplus).
tax return. Such election will be consid-
A U.S. transferor can avoid the sec-ered timely for purposes of section
tion 1491 excise tax by making certainl494(c) and Treas. Reg. 8§ 301.9100- Any excise tax due on a transfer of
elections under section 1492. One elect2T if Form 3520 is attached to theassets to a foreign transferee may be
tion allows a U.S. transferor to avoiddomestic trust's 1997 amended tax repaid by attaching Form 926 (with the
the excise tax by electing, before thdurn that is filed by the due date of thetax due) to the U.S. transferor’'s income
transfer, to apply principles similar totrust's tax return for the taxable yeartax return for the taxable year in which
the principles of section 367. Sectionthat includes the date that is two yearshe transfer occurs. Interest must be paid
1492(2)(B). A U.S. transferor that makesrom the due date of the trust's 1997 taon the amount of excise tax due at the
an election to apply principles similar toreturn (including extensions). underpayment rate determined under
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Regulations under section 1494 wil
be amended to allow a U.S. transferor t
file information regarding section 1491
transfers on an annual basis instead of
the time of the transfer. Until the regula-
tions are amended, a U.S. transfero
may either file Form 926 with the U.S.
transferor’s annual tax return or infor-
mation return for the taxable year that
includes the date of the transfer or ma
file Form 926 on the day the transfer is
made. See Section |lI.D of this notice.
See alsoSection VIl of this notice for
relief from penalties under sectio
1494(c) in certain cases.

D. Payment of tax



section 6621 with respect to the periodlSECTION V. SECTION 1494(c) considered a transfer to that foreign
between the date on which the transfePENALTY partnership for purposes of section 1491.
occurred and the date on which the . .
excise tax is actually paid. To avoid Section 1494(c) IMPOSES a penalty OIYECTION ViI. DISTRIBUTIONS FROM
paying interest in the case of a transfef U:S: transferor who fails to report a~qpoApATIONS AND
for which the excise tax is due, a u.sSection 1491 transfer for which report- ARTNERSHIPS
transferor may instead file Form 9269 'S required to the extent the transfe . .
and pay any excise tax due on the da not reported_ or is reported inaccu- Treasury qnd the Service are studying
of the transfer. ately. ‘See sections 1494(c), 6677(a_)._the appropriate scope of section 1491,
Thus, if a U.S. person makes a sectioincluding the treatment of corporate dis-
E. Revisions to forms 1491 transfer of _property worth tributions described in sgctior) 3.01,.302
$1,000,000 to a foreign transferee, bubr 305, and partnership distributions
Form 926 and Form 3520 are beingeports only $400,000 of that amountdescribed in section 731. Notwithstand-
revised to reflect the guidance set forththe section 1494(c) penalty is imposedng any other provision of this notice,
in this notice. Until the revised formsonly on the $600,000 unreporteduntil further guidance is issued taxpay-
are issued, U.S. transferors should coramount. Further, the section 1494(ckrs are not required to report such
tinue to use existing Form 926 to reporipenalty does not apply if failure to distributions, whether or not they consti-
section 1491 transfers, adjusted as neceport a transfer is shown to be due taute transfers described in section 1491.
essary to conform with the new report-reasonable cause and not willful neglectin addition, if further guidance requires
ing requirements set forth in this notice.See sections 1494(c), 6677(d). For exthat these transactions be reported, no
ample, if an audit results in an alloca-penalty will be imposed under section
SECTION IV. EXAMPLES tion of income under section 482, andl494(c) on the failure to report any such
) ) such allocation results in an adjustmentlistribution as long as a return reporting
The following examples illustrate theyreated as a capital contribution by ahese transfers is filed no later than sixty
rules_of this notice. In these_z examp'efu.s. transferor to a foreign corporationdays after the issuance of that guidance
UST is a U.S. transferor, FC is a foreignreasonable cause exists for failure tgor such later date as may be specified
corporation, FP is a foreign partnershipreport such capital contribution underin that guidance). Moreover, any appli-
and FT is a foreign trust. section 1494(c) if reasonable cause presable election with respect to such dis-
. 'fofzi"g}ﬁ'ecolr-pg;‘tri‘gaebgqaggaiﬁgfdagg?gggeéovents the imposition of accuracy-relatedribution will be considered timely for
property to FC as a contribution to capkal in aPenalties under section 6662 in connegpurposes of Treas. Reg. § 301.9100-
transfer described in section 351. The section 350N with the section 482 allocation. 12T if such an election is filed in the

transfer is described in both section 367(a) and . . . manner required no later than sixty days
section 1491. UST is not required to report the Under Section 11.B of this notice, a j4o the issuance of that guidance (or
transfer under section 1494 if the transfer isU.S. transferor is not required to repor uch later date as may be specified in
reported under section 6038B. ~a section 1491 transfer on Form 926 i hat guidance)

Examtple %J-Syat”Sferf of money tt° gcfore'gnsuch transfer is subject to the reporting '
corporation. ransfers money to as a : : _
contribution to capital. Immediately after the trans-r.equIrements of qertam other Code SecSECTION VIll. EFFECTIVE DATE
fer UST owns 60 percent of the stock of FC. FCt'Ons- However’_ if th? u.s. tranSfe.ror . . . )
is not required to report the transfer on Form 92¢has “not complied with t_he reporting This Notice is effective for transfers
provided UST files Form 5471 reflecting the requirements of that section, the U.Sof property occurring after August 20,
ansfer to FC for the taxable year in which theransferor will not be treated as havingl996. No penalties will be imposed

place. ) satisfied its reporting obligation underunder section 1494(c) if a Form 926

Example 3. Transfer of appreciated property 10 ction 1494 and will be subject toreporting th tion 1491 transfer (or
a foreign partnership.UST transfers appreciated . . ) eporting the secton 1 anste (0
property to FP in a transaction described in sectiopenalties under section 1494(c). Thether adequate reporting described in
721. UST must separately identify the propertyamount of the penalty imposed undeSection 1I.B of this notice) is filed by
transferred on Form 926 and pay any excise tagaction 1494(C) will be reduced, how-the due date of the U.S. transferor's

due. UST may file Form 926 with its tax return . . . .
for the taxable year in which the transfer took.ever' by the amount of the pena|ty|ncome tax return, mCIUdmg extensions,

place and can make an election under section 14dgnposed for failing to comply with the for the taxable year in which the trans-
at that time to avoid the excise tax. (In contrastfeporting requirements of that other secfer occurred, or the date that is 60 days
under prior law UST would have been required totjon. after the date this notice is published in

file Form 926 on the day of the transfer) = the Internal Revenue Bulletin, whichever
Example 4. Transfer of money to a foreign

partnership. UST makes several transfers of SECTION VI. ORGANIZATIONS is later. See Notice 96-60.
money to FP during a taxable year in transactionELECTING UNDER SECTION 761(a)
described in section 721. Immediately after each .PUBLIC COMMENT INVITED

transfer UST has more than a 10 percent interest Section 761(a) allows certain organi-
in the capital of FP. UST is required to report thezations that would otherwise be treated Treasury and the Service invite com-
transfers on Form 926. However, UST may aggreag partnerships to elect not to be treateshents on the guidance provided by this
gate the transfers of money into a single amoun, . . .
on Form 926. s partnerships for purposes ohotice. Written comments should be sub-
Example 5. Transfer to a foreign trususT Subchapter K of the Code. Treasury andhitted by June 10, 1997 to:
transfers appreciated property to FT. UST reportéhe Service believe that it is inappropri- Internal Revenue Service
the transfer on Form 3520 under section 6048(ajte to apply section 1491 to a foreign P.O. Box 7604
gzseT Is I”Ot re&gfd tc;_ ";lpor]E theth"a”Sfetf_ on Eggqpartnership that has made a section Ben Franklin Station
 aniess Is table for the seclion '4%-761(a) election. Thus, a transfer to a Attn: CC:CORP:T:R (Notice 97-18)
excise tax. UST can avoid any excise tax b . . - . -
making a section 1057 election directly on FormfOr€ign partnership with a valid section Room 5228

3520. 761(a) election in effect will not be Washington, D.C. 20044;
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or, alternatively, via the internet at:purposes the avoidance of U.S. taxezen must be described in certain statu-
http://www.irs.ustreas.gov/prod/tax_regsSection V provides that certain transactory categories and submit a ruling
comments.html. tions are treated as exchanges of propequest for a determination by the Sec-
Lo erty under section 877 and explains howetary as to whether the individual's
avlirl]:blgof?rn;)eurgﬁc ?’:Supei?igw';n\év'gogs_to enter Into a gain recognition agreeexpatriation had for one of its principal
ing. ment to avoid the immediate recognitionyyrposes the avoidance of U.S. taxes.
?f ga\l/rll on e?:jchangei_s %f propelrty- ieiSection 877(c).
DRAFTING INFORMATION a'ggly topg‘;‘gtrietfut%r;'sam‘;z% rtl(J)e(fertaEiin Section 2107(a)(1) generally provides
The principal authors of this noticeforeign corporations. Section VIl setsthat U.S. estate tax will be imposed on
are Wendy Stanley and Michael Kirschforth annual filing requirements for cer- € transfer of the taxable estate of
of the Office of Associate Chief Counseltain individuals subject to section g77.EVery nonresident decedent if, within the
(International). For further information Section VIII explains how new section 10-year period ending with the date of
regarding this notice, contact Ms.877 interacts with certain U.S. incomedeath, the decedent lost U.S. citizenship,
Stanley or Mr. Kirsch on (202) 622-tax treaties. Section IX explains how tounless such loss did not have for one of

3860 (not a toll-free call). file information statements in accor-its principal purposes the avoidance of
dance with section 6039F and described-S. taxes. Unless a former citizen

Guidance for Expatriates Under the information that must be included orqualifies for an exception as provided
Sections 877, 2501, 2107 and such statements. Section X explains howy section 877(c), such individual will

6039F the transition provision of the Act af- be considered to have expatriated with a
fects certain individuals who performedprincipal purpose to avoid U.S. taxes for

Notice 97-19 an expatriating act prior to February 6purposes of section 2107 if the individu-
1995. Section Xl explains the applica-al's tax liability or net worth exceeded

PURPOSE tiO”t.Of secttion 1701(.32(10) ?nd h807V\; thatcertain amounts on the date of expatria-
The Health Insurance Portability and:\ﬁ:elr?geénb?/r?ﬁesAg_ section : aS'E;))?Z,)(B?ecnons 2107(a)(2)(A) and

Accountability Act of 1996 (the “Act™) Treasury and the Service expect to
recently amended sections 877, 210%ge regulations under sections 877 angl
and 2501 of the Internal Revenue Cod@n39r and amend regulations unde%

Section 2501(a)(1) generally provides
at a tax will be imposed for each

(“Code”), and added new information sections 2107 and 2501, to incorporatgc/dar year on the transfer of property
reporting requirements under sectiofpe guidance set forth in this notice PY dift during such calendar year by any
6039F This notice provides guidance jnij regulations are issued, taxpayerénd'v'dual’ resident or nonresident. S_ec-
regarding certain federal tax consey,,st comply with the guidance set forthtion 2501(a)(2) provides that section
guences under these sections and sectigi this notice. 2501(a)(1) will not apply to the transfer
7701(b)(10) for certain individuals who of intangible property made by a non-
lose U.S. citizenship, cease to be taxe resident not a citizen of the United
as U.S. lawful permanent residents, O%ECS-IE(();%SN%ESI\I?E?R Azl_lgl;Pall_rI](éA;I’é%T States. Section 2501(a)(3)(A) provides
are otherwise subject to tax in the ' that this exception does not apply in the
manner provided by section 877. Section 877 generally provides that ease of a donor who, within the 10-year
This notice has eleven sections. Secitizen who loses U.S. citizenship or aperiod ending with the date of a trans-
tion | provides background regarding thdong-term resident who ceases to béer, lost U.S. citizenship, unless such
general application of sections 877taxed as a U.S. resident (collectivelyJoss did not have for one of its principal
2107 and 2501. Section Il explains howindividuals who “expatriate”) within the purposes the avoidance of U.S. taxes.
to compute tax under section 877. Seci0-year period immediately precedingJnless a former citizen qualifies for an
tion Il explains how an individual must the close of the taxable year will beexception as provided by section 877(c),
determine his or her tax liability and nettaxed on all of his or her U.S. sourcesuch individual shall be treated as hav-
worth for purposes of sections 877jncome (as modified by section 877(d))ng a principal purpose to avoid U.S.
2107 and 2501. Section IV explains thefor such taxable year, unless such lostaxes for purposes of section 2501 if the
procedures that an individual must user cessation did not have for one of itgndividual’s tax liability or net worth
to request a private letter ruling that theprincipal purposes the avoidance of U.Sexceeded certain amounts on the date of
individual’s loss of U.S. citizenship did taxes. expatriation. Sections 2501(a)(3)(B) and
not have for one of its principal pur- Section 877(a)(2) provides that a(@)(3)(C).
poses the avoidance of U.S. taxes. Segormer citizen is considered to have lost Section 877(e) provides comparable
tion IV also provides that certain formery.s. citizenship with a principal purposetreatment for long-term residents. A
long-term U.S. residents may use thiso avoid U.S. taxes if the former citi- long-term resident of the United States
ruling procedure to request a ruling thaten’s tax liability or net worth exceededwill be treated as if such resident lost
cessation of long-term US re_S'd_enC)tertain amounts on the date of expatriab).S. citizenship for purposes of sections
did not have for one of its principal tion. However, a former citizen will not 877, 2107, 2501 and 6039F if the
1 There are currently two provisions of the Internalbe considered to have expatriated with &esident (i) ceases to be a lawful perma-
Revenue Code designated as section 6039F. Trepfincipal purpose to avoid U.S. taxes asent resident of the United States, or (ii)
zlJC;yt (Ijnigceizi gt?‘afseslzgiéicggggé C;’S"ijté%r(‘j tgyt:‘r:%x result of the individual's tax liability commences to be treated as a foreign
Act, as section 6039G. All subsequent remrence@r net yvorth if he or she_ qualifies for anresident under the provisions of an in-
to section 6039F in this notice relate to sectio€XCeption under section 877(c). Tocome tax treaty between the United
6039F as contained in the Act. qualify for an exception, a former citi- States and a foreign country and does
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not waive the benefits of such treatyfor those same items of income. The Determination of tax liability. For
applicable to residents of the foreignfollowing example illustrates how to purposes of the tax liability test, an
country. compute tax under section 877. individual's net U.S. income tax is de-
Section 877(e)(1) defines a long-term Example 1A, a former U.S. citizen, expatriated termined under section 38(c)(1). An in-
resident as a non-U.S. ciizen who was 17,2 PSP, pueese fo =100 LS tes odiidual who files 2 joint income tax
lawful permanent resident of the Unitedy s, source dividend income and $50,000 of U.sf€tUrn must take into account the net
States in at least 8 taxable years duringpurce interest income that qualifies as portiolidncome tax that is reflected on the joint
the period of 15 taxable years, endingnterest under section 871(h). After taking intoincome tax return for purposes of the
with the taxable year in which suchaccount the deductions and credis allowed Undagy liability test.
individual ceases to be a lawful permagea ' on (th)é )aivize';zt i 'ap(')r'g’olfon e Determination of net worthFor pur-
nent resident of the United States Oincome is $40,000. poses of the net worth test, an individual
commences to be treated as a resident ofThe tax imposed under section 871 on Asis considered to own any interest in
another country under an income taxividend income is $30,000 (30 percent ofproperty that would be taxable as a gift
reaty and does not waive the benets of12%0%9) seclon STLEIII® o 1 i iner Chapter 12 of Subite B of the
such treaty applicable to residents of th@ecause section 871(h)(1) exempts portfolio interc0d€ if the individual were a citizen or
foreign country. For purposes of sectiorest received by a nonresident alien from U.S. taxte€sident of the United States who trans-
877, an individual is considered a lawfulThus, As tax liability under section 871 is ferred the interest immediately prior to
permanent resident in a taxable year ﬁSglggg As total tax liability computed under expatriation. For this purpose, the deter-
he or she is a I_anUI permanent reSider'gection 1 exceeds As total ttgx IiabiﬁtL;/ corTL:putedmmatic'n of whether a transfer by gift
during any portion of that year. under section 871, A must pay the higher taxWould be taxable under Chapter 12 of
Section 877(e)(3)(B) provides thatThus, A must report $40,000 of U.S. tax on hisSubtitle B of the Code must be deter-

property held by a Iong-term resident On1997 U.S. income tax return (Form 1040NR) as gnined without regard to sections

the date that such individual first be- | O section 877. 25832(t5))2":hrough (9), 2513, 2522, 2523,
came a resident of the United StateggcTioN 111 TAX LIABILITY AND an 24. . .
(whether or not a lawful permanentyeT WORTH TESTS An interest in property includes

resident) shall be treated for purposes of : money or other property, regardless of
section 877 as having a basis of not less Background. Section 877(a)(2) pro- whether it produces any income or gain.

than the fair market value of the prop-vides that a former citizen is consideredn addition, an interest in the right to
erty on such date. A long-term residento have expatriated with a principaluse property will be treated as an inter-
may elect not to have this treatmenfurpose to avoid U.S. taxes if (i) theest in such property. Thus, a
apply. Such an election, once made, igdividual's average annual net U.S.nonexclusive license to use property is
irrevocable. income tax (as defined in sectiontreated as an interest in the underlying
Sections 877, 2107 and 2501, a$38(c)(1)) for the five taxable years priorproperty attributable to the value of the
amended by the Act, apply to individu-t0 €xpatriation is greater than $100,00@se of such property.
als who expatriate after February 5§th§_“tax liability test”), or (ii) the Valua_\t|pn of interests in propertyl.n .
1995, and to individuals subject to secmdw@ya}’s net worth on the date of determining the values of interests in
tion 511(g)(3)(A) of the Act (see sectioneXpatriation is $500,000 or more (theproperty for purposes of the net worth

X of this notice). “net worth test”). The $100,000 and test, individuals must use the valuation

$500,000 amounts are subject to cost-ofrinciples of section 2512 and the regu-
SECTION Il. COMPUTING TAX Iiving adjustments determined undenations_ Fhereunder \(vit.hout regard to any
UNDER SECTION 877 section 1(f)(3) for calendar years afteprohibitions or restrictions on such inter-

1996. An individual who does not sat-est. Although individuals must use good
Individuals who expatriate with a isfy the tax liability or net worth test, faith estimates of values, formal apprais-
principal purpose to avoid U.S. taxesbut expatriates with a principal purposeals are not required.
will be subject to tax on U.S. sourceto avoid U.S. taxes, is also subject to Special rules for determining benefi-
income (as modified by section 877(d))section 877. cial interests in trustsAn individual's
under sections 1, 55 or 402(d)t1)f the Section 2107(a)(2)(A) provides thatbeneficial interest in a trust must be
Code (the *“alternative tax”), or under an individual shall be treated as havingncluded in the calculation of that indi-
section 871 of the Code, depending o principal purpose to avoid U.S. taxewidual's net worth. For this purpose, the
which method results in the highest totafor purposes of section 2107 if suchvalue of an individual's beneficial inter-

tax. Sections 877(a)(1) and (b). individual satisfies either the tax liability est in a trust will be determined using a
An expatriate is subject to the alternatest or the net worth test under sectiotwo-step process. First, all interests in
tive tax under section 877 only if the877(a)(2). Likewise, section property held by the trust must be

total tax imposed thereunder on alk501(a)(3)(B) provides that an indi-allocated to beneficiaries (or potential
items of income for the taxable yearvidual shall be treated as having aeneficiaries) of the trust based on all
exceeds the total tax under section 87principal purpose to avoid U.S. taxes forelevant facts and circumstances, includ-
% Section 202(d)(1) of the Code generally IoroVidesp_urposes .of.secti.on 2501 if suqh i_ndi-ing the terms of the trust_in_strument,
for 5-year income averaging with respect to cervidual satisfies either the tax liability letter of wishes (and any similar docu-
tain lump-sum distributions from qualified retire- t€St or the net worth test under sectioment), historical patterns of trust distri-
ment plans. Section 1401(b)(1) of the Small377(a)(2). The tax liability and net butions, and any functions performed by
Business Job Protection Act of 1996 amendedyorth tests also apply for purposes ofa trust protector or similar advisor. Inter-
Secton 4%727(32)(1)l?,yar‘5(§r'i';'2§mnzefgggﬁolr; o> 5‘?? determining whether a former long-termests in property held by the trust that
This amendment applies to taxable years begif€Sident is subject to sections 877, 210%annot be allocated based on the factors
ning after December 31, 1999. and 2501. Section 877(e)(1). described in the previous sentence shall
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be allocated to the beneficiaries of thdoss of U.S. citizenship) a citizen of thesuch treaty applicable to residents of the
trust under the principles of intestatecountry in which the individual, the foreign country, before the individual
succession (determined by reference tmdividual's spouse or one of the indi-reaches age 18 1/2.
the settlor's intestacy) as contained irvidual’s parents was born, (3) the indi- |, addition, former long-term resi-
the Uniform Probate Code, as amendedidual was present in the United State§ants and former citizens who narrowly
Second, interests in property held by dor no more than 30 days during eacqa” to satisfy the criteria of an enumer-
trust that are allocated to the expatriatgear of the 10-year period ending on th ted cate | bmi ;
7 y= L9 gory may also submit ruling
must be valued under the principles oflate of expatriation, (4) the individual equests. The Secretarv. in his or her
section 2512 and the regulations therdost U.S. citizenship before reaching agé quests. 1} Y
under without regard to any prohibitions18 1/2, or (5) the individual is describedSOIe d|scret|o.n, may decline to rule on
or restrictions on such interest. Then a category prescribed by regulationf"Iny requgst .'f. the Secretary determines
following example illustrates this specialFor purposes of sections 2107 and 250fhat the individual does not narrowly
rule. a former citizen who meets the requirefail to satisfy the criteria of one of those
Example 2.B, a former |0ng-term resident,. ments of section 877(0)(1) will not becategorles.. If the Secretlary declines to
expatriated on December 31, 1996. B is a potentighgncidered to have expatriated with 4ule on an individual’s ruling request for

beneficiary of two trusts during his lifetime. Trust ~". . . : T :
1's sole aiset is an apartmen? building. Under th@riNCipal purpose to avoid U.S. taxesthis reason, the individual will not be

terms of Trust 1, B is entitled to receive 100Sections 2107(a)(2)(B) andconsidered to have “submitted” a ruling
percent of the income generated by the apartme®2501(a)(3)(C). request within the meaning of section

building during B's life. Bs brother, C, is the — gaction 877(e)(3)(A) provides that the877(c)(1)(B). Accordingly, if that indi-
remainderman. For purposes of computing B's ne(texception set forth in section 877(c)vidual satisfies either the tax liability or

worth, Trust 1's interest in the apartment building™” . L .
is allocated between B and C. B is treated adVith respect to U.S. citizens shall nothet worth test, the individual will be

owning a life interest in the apartment building.apply to former long-term residents.considered to have expatriated with a
The value of the life interest must be determineq_mwever, section 877(e)(4) gives theprincipal purpose to avoid U.S. taxes

fg;j;ﬁghnes tﬂg?gbprﬁr of section 2512 and thegecretary the authority to exempt catunder section 877(a)(2).
Trust 2 was established by B's father for the€gOries of former long-term residents Examples. The following examples
benefit of B and C. Under the terms of Trust 2,from section 877. In addition, sectionillustrate circumstances in which an in-
the trust income and corpus may be distributed e877(e)(5) authorizes the Secretary talividual narrowly fails to satisfy the

the trustee’s discretion to either B or C. For ; ; ; A
prescribe appropriate regulations tariteria of an enumerated category, and

purposes of determining B’s net worth, all of the . . .
interests in property owned by Trust 2 must firstCaITy out the purposes of section 877(e}hus eligible to request a ruling.

be allocated to either B or C based on all relevant Additional categories of individuals Example 3.D, a former citizen of the United

facts and circumstances. If the facts and circumeligible to submit ruling requestslrea- StatetS_: Fydbtlﬁh,texlalattr)l?tetit ort1 Fettirr]ua:jy t15,f1t91)97.
sances do ol ndcale how e rleres 1 "sury and the Senvice expect to issu@ st e % I 5 7 e S o e
C, the trust property will be allocated under ieregulations that will permit a former expatriated with a principal purpose to avoid U.S.
rules of intestate succession (determined by refefoNg-term resident who is within certaintaxes unless she qualifies for an exception under
ence to B's father’s intestacy) as contained in theategories to request a ruling undegection 877(c). D has resided in the United
T o (', Soectors 77, 2107 ang 2501 s IR Sl S,
aIIocated his property equally between B and C(?N}‘":"th(:"r the individual's expatriation hadcitizen of a country in which one of her parents or

Thus, for purposes of determining B's net worth,fOr one of its principal purposes thener spouse was born. D did not spend any time in
B will be treated as owning half of the interests inavoidance of U.S. taxes. Until suchthe United States during the 10-year period prior
property owned by Trust 2. The value of theseregulations are issued, a former longi® her expatriation, except for one year when she
interests in property will be determined under th ; : -c.vacationed in Hawaii for 35 days. D narrowly fails
principles of section 2512. %erm resident may request a r_ullng If'to satisfy the criteria of section 877(c)(2)(B)
(1) on the date of expatriation, thepecause she spent only 35 days in the United
SECTION IV. RULING REQUESTS individual is a citizen of: States during one year of the 10-year period
’ (a) the country in which the indi- ending on the date of her expatriation. Thus, D is
i i . eligible to submit a ruling request.
Background. Section 877(c) provides \;ij,al was born, g greq

that a former U.S. citizen who satisfies . ,. [Example 4.E is a citizen of France and a
either the tax liability test or the net (b) the country where the individual’s ong-term resident of the United States. E's par-

worth test will not be considered tospouse was born, or ents emigrated from Africa to France in 1950 and
L . i acquired French citizenship in 1960. E's parents
have a principal purpose of tax avoid- (c) the country where either of the

e ) were employed by the French government and
ance as a result of one of those tests Hndlwduals parents was born, and often travelled outside of France. In 1965, E was

that former citizen submits a request fothe individual becomes (not later tharbomn while E's parents were stationed outside of

a ruling within one year of the date ofthe close of a reasonable period after therance on a short-term assignment. By virtue of
loss of U.S. citizenship for the Secre_individual's expatriation) fully liable to his parents’ French citizenship, E became a citizen
- of France at birth. E resided in France from age 1

tary’s determination as to whether suchax In Su,Ch country by reason of the; age 21. E became a lawful permanent
loss had for one of its principal pur- individual’s residence;, resident of the United States at age 21. E is now
poses the avoidance of U.S. taxes. To be (2) the individual was present in the31 years old and wishes to relinquish his green

L. . ST : ard and return to France. E will satisfy the net
eligible to request a ruling, an individualUnited States for no more than 30 days orth test on the date of his expatriation.

must b,e within on_e Qf, the fOHOWing dl’!ring each y_ea_r of the 10-year periocyv Although E is not a citizen of France by virtue
categories: (1) the individual became aprior to expatriation; or of being born in France, E narrowly fails to satisfy
birth a citizen of the United States and a (3) the individual ceases to be taxedhe criteria of an enumerated category because he
citizen of another country and continuesas a lawful permanent resident, or comwas born outside of France only because his
to be a citizen of such other country, (2)mences to be treated as a resident (ﬁ%rznrfso\‘f;err;;‘;”;22irs;'r'%'eﬁkt’ngpttggogeirfr?%%\f‘e‘i:_
the individual becomes (not later thamanother country under an income t@%nent. E is a citizen of France by birth, became a

the close of a reasonable period aftetreaty and does not waive the benefits ofesident of France at age 1, and plans to become a
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resident of France after terminating his U.SProc, 97-1, 1997-1 L.R.B. 11, 46, fordiately prior to expatriation. The balance
residency. Thus, E is eligible to submit a rulingjnformation on user fees. sheet must also set forth the following:
request. . . . . . .
Information that must be included in (i) the source of income and gain,
Effect of rulings and pending ruling ruling requests.The burden of proof is without applying the source provisions
requestsAn expatriate who satisfies theon the individual requesting the rulingof section 877, that such property would
tax liability or net worth test will be to establish to the satisfaction of thehave generated during the 5-year period
subject to new sections 877, 2107 ofSecretary that the individual's expatriafprior to expatriation and immediately
2501, unless such individual obtains dion did not (or will not) have for one of after expatriation,
favorable ruling, rather than merely subits principal purposes the avoidance of (ii) the source of income and gain,
mits a request, that the individual didU.S. taxes under Subtitle A or Subtitle Bassuming that the source provisions of
not expatriate with a principal purposeof the Code. Therefore, individualssection 877 applied (as modified by
to avoid U.S. taxes. If an individual's should submit any relevant informationsection V of this notice), that such
ruling request is pending before thethat will help the Secretary make aproperty would have generated during
Service at the time prescribed for filingdetermination as to whether the indithe 5-year period prior to expatriation
the individual's income tax return for avidual's expatriation (or planned expa-and immediately after expatriation, and
particular year, the individual must re-triation) had (or will have) for one of its  (iii) the gain or loss that would be
port income on his or her U.S. incomeprincipal purposes the avoidance of U.Srealized if the assets were sold for their
tax return for that year as if section 877axes. The ruling request must includdair market values on the date of expa-

applied to him or her. If the individual the following information: triation.

obtains a favorable ruling at a later date, (1) the date (or expected date) of The individual must separately list

the individual may then amend thatexpatriation; (not by category) each partnership in

previous year’s U.S. income tax return (2) a full explanation of the individu- which the individual holds an interest,

accordingly. al’'s reasons for expatriating; each trust that the individual is consid-
Challenging an adverse rulingAn (3) the individual's date of birth; ered to own under sections 671 through

individual who obtains an adverse ruling (4) all foreign countries where the679, each trust that the individual is
may challenge the ruling by initiating aindividual is a resident for tax purposesconsidered to own under Chapter 12 of
refund suit to recover any taxes paid byand/or intends to obtain residence foSubtitle B of the Code, and each trust in

reason of section 877. See H.R. Conftax purposes; which the individual holds a beneficial
Rep. No. 736, 104th Cong., 2d Sess. (5) all foreign countries of which the interest (as determined under the proce-
325 (1996). individual is a citizen and/or intends todures described in section Il of this

Time for submitting ruling requests.acquire citizenship after expatriation;notice). The individual must also de-
Ruling requests must be submitted no (6) the countries where the individu-scribe the types of assets held by each
later than one year following the date ofal’s spouse (if any) and parents wergartnership or trust, and indicate the
expatriation. If an individual does notborn; methodology (as described in section Ill
submit a ruling request within this pre- (7) a description of the individual's of this notice) used to determine the
scribed period and satisfies either théies to the United States and the indiindividual's beneficial interest in each
tax liability test or the net worth test, vidual's ties to the foreign country trust. In addition, the individual should
such individual will be treated as havingwhere the individual resides (or intendsndicate whether there have been (or are
a principal purpose to avoid U.S. taxesto reside) for the period that begins fiveexpected to be) significant changes in
However, an individual subject to newyears prior to expatriation and ends orihe individual's assets and liabilities for
section 877 who expatriated after Februthe date that the ruling request is subthe period that began five years prior to
ary 5, 1994, but on or before July 8 mitted, including the location of the expatriation and ends ten years follow-
1996, and who wishes to submit a rulingndividual’s permanent home, tax homeng the date of expatriation. If so, the
request as to whether such expatriatiofwithin the meaning of section individual should attach a statement ex-
had for one of its principal purposes the911(d)(3)), family and social relations,plaining the changes in the individual's
avoidance of U.S. taxes must do so byccupation(s), political, cultural, or otherassets and liabilities during such period;
July 8, 1997. activities, business activities, personal (9) a description of all exchanges

Ruling requests may be submittecbelongings, the place from which thedescribed in section 877(d)(2)(B) and all
prior to the expected date of expatriaindividual administers property, the ju-removals of appreciated tangible per-
tion, provided that the individual sub-risdiction in which the individual holds sonal property from the United States
mitting the request has formed a definitea driver’s license, the location where thgas described in section V of this no-
intention to expatriate. The Service willindividual conducts routine personaltice), that:
not rule on requests involving alterna-banking activities, the location of the (i) occurred at any time beginning 5
tive plans of proposed transactions omdividual's cemetery plot (if any), and years prior to expatriation (but not in-

hypothetical situations. See section 7.02ny other similar information; cluding exchanges that took place prior
of Rev. Proc. 97-1, 1997-1 I.LR.B. 11, (8) a balance sheet, at fair marketo February 6, 1995) and ending on the
24. value, that sets forth by category (e.g.date that the ruling request is submitted,

Procedures for submitting ruling re- cash, marketable securities, closely-heldr
quests.Individuals should refer to sec-stock, business assets, qualified and (ii) occurred, or are expected to oc-
tion 8 of Rev. Proc. 97-1, 1997-1 I.R.B.nonqualified deferred compensation areur, during the 10-year period following
11, 25, for general instructions on therangements, individual retirement ac-expatriation.
proper procedures to follow when sub-counts, installment obligations, U.S. real If the individual is subject to new
mitting ruling requests. Individuals property, foreign real property, etc.) thesection 877 because of section
should also consult section 15 of Revindividual’s assets and liabilities imme-511(g)(3)(A) of the Act (see section X
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of this notice), the individual must alsoliability as a result of a change inliability test or the net worth test, the
include a description of all exchangesncome for the remainder of the 10-yeaindividual will be considered to have
described under section 877(d)(2)(Byeriod following expatriation; expatriated with a principal purpose to
that occurred on or after the date of the (16) in the case of an individual with avoid U.S. taxes under section
individual's expatriating act (see sectiongross assets that have an aggregate f&v7(a)(2).
X of this notice) and before February 6,market value in excess of $10,000,000, Finally, an individual must attach his
1995; an actuarial estimate of U.S. and foreigror her ruling to the individual's U.S.
(10) a description of all occurrencesestate and other death taxes that woulghcome tax return for the year in which
under section 877(d)(2)(E)(ii) that arebe owed on the individual's property,the individual expatriates. See section
treated as exchanges under sectiotelculated based on the assumption th&05 of Rev. Proc. 97-1, 1997-1 |.R.B.
877(d)(2) (as described in section V ofthe individual owns the same propertyl1, 33. If the individual has already
this notice) that: on the date of death that the individuafiled a U.S. income tax return for such
(i) occurred at any time beginning 5owned (or expects to own) on the datgear, the individual must attach the
years prior to expatriation (but not in-of expatriation, under each of the fol-ruling to the individual's U.S. income
cluding occurrences that took place priotowing circumstances: tax return for the year in which he or
to February 24, 1997) and ending on the (i) if it is determined that the indi- she obtains the ruling.
date that the ruling request is submittedyidual expatriated with a principal pur-

or pose to avoid U.S. taxes under sectioBEcCTION V. EXCHANGES AND GAIN
(if) occurred, or are expected to oc-2107, RECOGNITION AGREEMENTS
cur, during the 10-year period following (ii) if it is determined that the indi-

expatriation; vidual did not expatriate with a principal Background. Section 877(d)(1)(A)
(11) a statement describing the naturpurpose to avoid U.S. taxes under segdrovides that gains on the sale or ex-
and status of any ongoing audits, distion 2107, and change of property (other than stock or
putes or other matters pending before (iii) if the individual had remained a debt obligations) located in the United
the Internal Revenue Service; U.S. citizen or U.S. lawful permanentStates shall be treated as from sources
(12) a statement as to whether theesident domiciled in the United Stateswithin the United States. Section
individual satisfied his or her U.S. taxand 877(d)(1)(B) provides that gains on the
liability during the period that he or she (17) in the case of an individual with sale or exchange of stock issued by a
was a U.S. citizen or lawful permanentgross assets that have an aggregate falemestic corporation or debt obligations
resident of the United States; market value in excess of $10,000,0000f United States persons, or of the
(13) copies of the individual's U.S. a statement as to whether the individualnited States, a State, a political subdi-
tax returns for each of the three yearexpects to make a gift during any yeawision thereof, or the District of Colum-
prior to expatriation; of the 10-year period following expatria-bia, shall be treated as from sources
(14) a copy of the information state-tion that would be subject to tax undemwithin the United States. Section
ment filed in accordance with sectionsection 2501 if the individual is deter-877(d)(1)(C) provides that income or
6039F, as described in section IX of thismined to have expatriated with a princi-gain derived from a foreign corporation
notice (if such statement has not yepal purpose to avoid U.S. taxes. If sowill be from sources within the United
been filed, provide a draft copy of suchthe individual should describe the gift,States if an expatriate owned or is
statement); provide an estimate of its fair marketconsidered to own (under the principles
(15) in the case of an individual with value, and indicate when and to whonof sections 958(a) and (b)), at any time
gross assets that have an aggregate fdire individual expects to make the gift.during the 2-year period ending on the
market value in excess of $10,000,000, The foregoing list of information date of expatriation, more than 50 per-
a calculation of the individual's pro- must be provided with ruling requestscent of (i) the total combined voting
jected U.S. and foreign income taxsubmitted after March 10, 1997. Al-power of all classes of stock entitled to
liability for the taxable year of expatria- though individuals must provide goodvote of such corporation, or (i) the total
tion (or expected expatriation) and thefaith estimates of fair market values\value of the stock of such corporation.
two taxable years following expatriationformal appraisals are not required. InThe amount of income or gain that is
under each of the following circum- processing ruling requests, the Serviceonsidered U.S. source is limited, how-
stances: may ask individuals with gross assetgver, to the amount that does not exceed
(i) if it is determined that the indi- that have an aggregate fair market valuthe earnings and profits attributable to
vidual expatriated with a principal pur-of $10,000,000 or less to supply thesuch stock earned before the date of the
pose to avoid U.S. taxes under sectiomformation described in (15), (16) andindividual's expatriation and during peri-
877, (17) above. If an individual fails to ods that the ownership requirements are
(i) if it is determined that the indi- provide the aforementioned informationmet.
vidual did not expatriate with a principal or any other information that may be Section 877(d)(2) generally provides
purpose to avoid U.S. taxes under seaeasonably required, the individual’s rul-that certain property transferred in non-
tion 877, and ing request may be closed pursuant toecognition exchanges by an individual
(iii) if the individual had remained a section 10.06(3) of Rev. Proc. 97-1subject to section 877 during the 10-
U.S. citizen or U.S. lawful permanent1997-1 I.R.B. 11, 39. If an individual’s year period referred to in section 877(a)
resident. ruling request is closed, that individualwill be treated as sold for its fair market
The individual must also indicate will not be considered to have “submit- value on the date of the exchange. Thus,
whether the individual expects a subted” a ruling request within the meaningany gain must be recognized by the
stantial change in the individual's pro-of section 877(c)(1)(B). Accordingly, if individual in the taxable year of the
jected U.S. and foreign income taxthat individual satisfies either the taxexchange. Section 877(d)(2) applies to
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exchanges that, without regard to sectioB877(d)(2) applies. Accordingly, any gainduring the 15-year period will be deter-
877, are nontaxable under subtitle A ofderived from removal of property with mined as if the partner directly disposed
the Code and involve the exchange oén aggregate fair market value ofof his or her share of the partnership’s
property that would produce U.S. source250,000 or less during this 15-yeamssets. In determining the partner’s share
income or gain for property that would period will not be taxable under sectionof gain recognized from each partner-
produce foreign source income or gain877. If an individual removes propertyship asset, the gain on the sale or
Under section 877(d)(2)(C), howeverwith an aggregate fair market value inexchange of the partnership interest
an individual is not required to immedi- excess of $250,000 during this 15-yeashall be allocated among the assets of
ately recognize gain if the individual period, the individual must recognize athe partnership in proportion to the gain
enters into an agreement with the Secrgsro rata portion of the gain attributablethat the partner would have recognized
tary specifying that any income or gainto the value in excess of $250,000had the partnership sold each asset for
derived from the property acquired inunless he or she enters into a gaiits fair market value. In all other cases,
the exchange (or any other property thatecognition agreement. A pro rata porthe source of an expatriate’s income or
has a basis determined in whole or irtion of the gain must be calculated bygain with respect to any other transac-
part by reference to such property) durmultiplying the total gain on the re-tion will be determined under the gen-
ing the 10-year period referred to inmoved property by a fraction, the nu-eral source provisions of the Code (e.g.,
section 877(a) shall be treated as U.Snerator of which is the excess of thesections 861 through 865).
source income. In addition, if the trans-aggregate fair market values of all re- Recognition of gainExcept as other-
ferred property is disposed of by themoved property over $250,000 and thevise indicated below, an individual must
acquiror, the gain recognition agreementienominator of which is the aggregateecognize any realized or unrealized
will terminate and any gain not recog-fair market values of all removed prop-gains, but not losses, as a result of any
nized by reason of the agreement mustrty. Removal of appreciated tangible‘exchange” described in section
be recognized by the individual as ofpersonal property during the 5-year pe877(d)(2)(B), (d)(2)(E)(i), or (d)(2)(E)-
the date of such disposition. riod prior to expatriation (whether or not(ii), in the year of the exchange unless
Section 877(d)(2)(D) provides thethe fair market values exceed $250,000at individual enters into a gain recog-
Secretary with regulatory authority towill not be treated as an exchange if thenition agreement. If an exchange occurs
substitute the 15-year period beginningemoval occurred prior to February 6,during the 5-year period prior to expa-
five years prior to expatriation for the 1995. triation, the individual must recognize
10-year period referred to in section Any other occurrence (within the any gain from the exchange in the
877(a), and to apply section 877(d)(2) taneaning of section 877(d)(2)(E)(ii)) taxable year of the individual's expatria-
all exchanges that occur during suchwithin the 15-year period that results intion unless the individual enters into a
15-year period. Section 877(d)(2)(E)a change of the source of income ogain recognition agreement.
also authorizes the Secretary to issugain from U.S. source to foreign source Examples. The following examples
regulations to treat as a taxable exmust also be treated as an exchange ttustrate transactions that are treated as
change the removal of appreciated tarnwhich section 877(d)(2) applies. How-exchanges under section 877(d)(2) and
gible personal property from the Unitedever, an occurrence during the 5-yeawhen gain from such transactions must
States, and any other occurrence thateriod prior to expatriation will not be be recognized.
results in a change in the source ofreated as an exchange if the occurrenceExample 5F, a U.S. citizen by birth, enters into
income or gain from property from U.S.took place prior to February 24, 1997.2 notional principal contract in March 1997. Under
. . . . ._'the terms of that contract, F is obligated to make
source to foreign source without recog- Determination of source of certain gpecified annual payments to an unrelated party in
nition of gain. gains. The principles of section exchange for specified annual payments from the
Fifteen-year period and expanded877(d)(1) generally apply for purposesinrelated party for a period of five years. F is a
definition of “exchanges”.Treasury and of determining whether any exchange ofalendar year taxpayer who uses the cash method
the Service expect to issue regulationproperty changes the source of incom gfﬁ;ﬁ”?&'”%; Syves h,fr tr?r(mhuon”ggstohzrfoﬁ'g'f
under sections 877(d)(2)(D) and (E) thabr gain from U.S. source to foreignitzenship in 1998 with a principal purpose to
extend the 10-year period referred teource during the 15-year period beginavoid U.S. taxes.
section 877(a) and provide an expandeding five years prior to expatriation. The source of income from a notional principal
definition of exchanges. The regulationsThus, solely for purposes of determiningforact is generally determined by reference to
. A . . . e residence of the taxpayer. For this purpose, the
will apply to individuals who expatriate the source of the expatriate’s inCOme Ofegidence of an individual is the country in which
after February 5, 1995, and to individu-gain with respect to any exchangehe individual's tax home is located. See Treas.
als subject to section 511(g)(3)(A) of thewithin this 15-year period, (i) the sourceReg. § 1.863-7(a)(1). _
Act (see section X of this notice). Until of any gain on the sale or exchange of ,SB?gggfn eF gg;ngde%nhdeértglxe hcf)”gt?;; x:g tlrggze-d
regulatlons are issued, taxpayers musangible pergonal property will be based:S U.S. source income. After F changed her tax
comply with the rules set forth below.on the physical location of the propertynome, the source of this income became foreign
Section 877(d)(2) must be applied by(ii) the source of gain from the sale orsource. Because F's change in tax home changed
substituting the 15-year period begin-exchange of stock will be based on théhe source of her income from U.S. source to
ning five years prior to expatriation for corporation’s place of incorporation (ex-reign Source. It is aiaiglid thg‘t Is "ea}Fe"
the 10-year period referred to in sectiorcept as otherwise provided in sectiorg-S ol tehxc ange 1o whie SeCt('jo-n ?;7(5_)(2) i fj'
o g ince this occurrence occurred in the 5-year perio
877(&) In addltlon, removal of appreC|—877(d)(l)(C)), and (III) the source of prior to her expatriation, F must recognize any
ated tangible personal property from thegain from the sale or exchange of debgain from the contract in 1998 (the taxable year of
United States with an aggregate faiobligations will be based on the resi—:‘:croe;‘;iﬁ:'?";g)evmﬂfss she enters into a gain
m_arket v_alue in excess of $250,00alence of the |ssuer_of such obligations. ngever‘ ff’,: also owned stock in a foreign
within this 15-year period must beThe source of gain on the sale Olorporation, her change in tax home coupled with
treated as an exchange to which sectioaxchange of an interest in a partnershiper expatriation would not be an occurrence that is
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treated as an exchange to which section 877(d)(Zhus, H must recognize $2,850,000 in 1997 (the AJl gain recognition agreements must
applies with respect to such stock. Pursuant to thaxable year of the removal) unless she enters intBe signed under penalties of perjury and
special source rules described in this notice, tha gain recognition agreement. . . e
source of gain on the sale or exchange of stock is Example 8.J, a U.S. citizen by birth, expatriates set forth the fgllgwmg information:

based on the corporation’s place of incorporationon January 1, 1999, with a principal purpose to (1) a description of all property sub-

Thus, the gain on the sale or exchange of foreigavoid U.S. taxes. On the date of J's expatriation, Ject to the agreement, (i.e., a description
stock would be foreign source for the entireowns appreciated stock in a domestic corporatioqbf property both transferred and ac-

15-year period beginning five years prior to expa-On January 1, 2000, J creates a foreign trust, FT, . - ——
triation. Accordingly, there would not be an occur-and contributes the stock to FT. Under the termdUir€d in an exchange, a description of

rence during this period that would change theof the trust instrument, the income and corpugdNy appreciated tangible personal prop-
source of such gain from U.S. source to foreigrirom FT may be distributed at the discretion of theerty that was removed from the United
source. trustee to J, J's spouse, or J's children. States, and/or a description of all prop-

Example 6G is a U.S. citizen by birth. G owns |t 3 had directly disposed of the domestic stockerty affected by an occurrence that

a home in the United States that he uses as hifistead of contributing it to FT, the gain realized . ;
principal residence. In April 1997, G sells hishereon would be treated as U.S. source incom&anged the source of income or gain

principal residence in the United States at a gaiection 877(d)(1)(B). However, if FT disposed ofifom the property from U.S. source to
of $1,000,000. In June 1997, G purchases a nefhe stock, the gain realized would be foreignforeign source);

principal residence located abroad. G's purchase Qfyrce because FT is not a resident of the United (2) a good faith estimate of the rel-

the new residence satisfies the requirements Qfiaes. See sections 865(a)(2) and (g)(1)(B). If FT ;
section 1034, and thus G does not recognize th@en distributed the proceeds to J, his gain woui@vant fair market values of the property

$1,000,000 gain on the sale of his old residence|sg e foreign source. transferred and acquired in the exchange
G expatriates in 1999 with a principal purpose 10 gince 35 contribution of the domestic stock to(formal appraisals are not required),

avoid U.S. taxes. ) . . . .
Under section 861(a)(5), gain from the disposi-FT is nontaxable under subtitle A of the Code and¢heir adjusted basis for U.S. tax pur-

. . ) . changed the source of gain on the stock from U.S30s5es  and a calculation of the gain not

tion of a United States real property interest i§ tyreion it is an occurrence that is treated as a ' 9

treated as U.S. source income. A United Stateg . . . ecognized by reason of the gain recog-
: h ~Bxchange to which section 877(d)(2) applies. For " -

real property interest includes real property that iy o nose. J's beneficial interest in FT is treatedition agreement (the “deferred gain”)

located in the United States. Section 897(c). Ga‘%s property acquired in the exchange, and then a property-by-property basis;

from the sale or exchange of real property locate tock contributed to FT is treated as property (3) a4 statement that the individual

outside the United States is considered foreig@ransferred in the exchange. Therefore, J must
source income. Section 862(a)(S). recognize the pre-contribution.gain on the appreciddrees to recognize, under section 877,

Since G is not required to recognize the gain O™ stock in 2000 (the taxable year of theaNy income or gain during the 15-year

the sale of his old residence by reason of sectio : : o . - . -
1034, and the source of this gain would chang Bxchange), unless he enters into a gain recognitigperiod that begins five years prior to

from U.S. to foreign if G sold his new residence,%greemem' expatriation as U.S. source income if it
it is an occurrence that is treated as an exchange G idance on gain recognition agree—'s derived from property that was ac-

to which section 877(d)(2) applies. Accordingly, G T ; uired in an exchange (as described in
must recognize the gain from the sale of his oldnents. An individual who wishes to ({lhis notice); ge (

residence in 1999 (the taxable year of his expatrig€Nter into a gain recognition agreemen S
tion), unless he enters into a gain recognitorwith the Secretary with respect to any 4 a statement that the II’_]dIVIduaI
agreement. exchange described in section 877(d)(2§grees to recognize, under section 877, a

Example 7.H is a former long-term resident of : ; roportionate amount of the deferred
the United States. H owns a valuable painting tha.mu.St. Su?mlt th? agreement with thd:)airl? as U.S. source income as of the
she purchased in 1965 for $500,000. H became Rdividual's U.S. income tax return (nor-9 o

resident of the United States and brought thénally Form 1040NR) for the taxable date of disposition if the acquiror of the
painting to the United States in 1975. The fairyear of the exchange. If an exchangéransferred property disposes of all or a
market value of the painting in 1975 wasqaceyrred during the 5-year period prioPortion of the property in any manner

2 H lawful i - Yt - : A
if ’t?]gogg?ed S?g;fs"}ﬁ 2920 uoﬁe;;iger;tlreigg b expatriation, the individual must sub-during the 15-year period beginning five

H expatriates with a principal purpose to avoidMit & gain recognition agreement withy€ars prior to expatriation;

U.S. taxes. On January 1, 1997, H removes thhis or her U.S. income tax return for the (5) a statement that the individual
painting from the United States. On that date, thggxable year of the individual’s expatria-agrees to file a U.S. income tax return
fa'L ”&arket ‘t’.a'“687°7f Jhel ":"”H}g IS $5|3003'009'tion. If an exchange occurred before thénormally Form 1040NR) for each year
in tﬂeerpziencﬁ'n(;n is L(,%( )S(oa’rcesslf)mﬁ;geasg?ggqdividual’s 1996 taxable year, the indi-of the 10-year period following expatria-
painting is located in the United States. Since th&/idual must submit a gain recognitiontion (whether or not such individual is
removal of H's appreciated painting from theagreement with his or her 1996 Formotherwise required to file a return) that
United States changed the source of the unrealizefi)4ONR to avoid the recognition ofincludes an annual certification each

gain thereon from U.S. source to foreign source, it _. . . .
is considered an exchange to which sectiord& - year describing any income or gain that

877(d)(2) applies. For purposes of section 877, H's The gain recognition agreement Willi.S taxable pursuant tO'th(? _gain r(?COgni'
basis in the painting is the painting's fair marketbe triggered if the individual disposes oftlon agreement. If the individual did not
value on the date that H first became a U.Siha property to which the gain recogni-deriVe any income or gain that is tax-

resident (i.e., $2,000,000). Section 877(e)(3)(B).. . . : s
Thus, H's unrealized gain on the painting on thellON agreement applies. In addition, anyable pursuant to the gain recognition

date of removal is $3,000,000 ($5,000,000-disposition of the transferred propertyagreement, the certification must provide
$2,000,000). by the acquiror of such property will @ statement to that effect;

Because the value of H's painting on the date oflso trigger gain, even if the disposition (6) if an exchange to which the gain
removal exceeds $250,000, H must recognize g5 gtherwise part of a nonrecognitionrecognition agreement applies occurred
pro rata portion of the gain attributable to the . . . . .
value in excess of $250,000, unless she enters infs@nsaction. For purposes of the gamdyrlng the 5-year penod prior to expa-
a gain recognition agreement. The pro rata portioﬂiecognltlon agreement, property re{_rlatlon, a certlflca_tlon (_jescrlblng any
of such gain is $2,850,000, determined by mult-moved from the United States and propincome or gain during this 5-year period
tpr']y'”g the ttc’ta' gain, (ﬁ3_'°(i?]v°°°) by affrt%c“?”zerty the source of income or gain fromthat is taxable pursuant to the gain

€ numerator of which 1S the excess of the 1all,hich changed from U.S. to foreign will recognition agreement. If the individual
market value of the painting over $250,000 . . ; . ; .
($4,750,000) and the denominator of which is thd?€ treated as property acquired in awlid not derive any income or gain that

fair market value of the painting ($5,000,000).exchange. is taxable pursuant to the gain recogni-
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tion agreement during this period, theperiod ending 3 years from the date(s) on which {egulations will provide that if an indi-

certification must provide a statement td!'es @ U.S. income tax retum for the year(s) inyiqya| acts with a principal purpose to
which he recognizes any income or gain from his

that effect; beneficial interest in ET. avoid section 877(d)(4), then the Com-
(7) a representation that all records missioner may redetermine the U.S. tax
relating to the property to which the secTiON VI. CONTRIBUTIONS TO consequences of that action as appropri-
gain recognition agreement applies, iNcoNTROLLED FOREIGN ate to achieve the purposes of section
cluding those of the acquiror (if any), corRPORATIONS 877(d)(4). The regulations will apply to
will be made available for inspection by individuals who expatriate after Febru-

the Service during the period that ends 3 Background.Section 877(d)(4) gener-ary 5, 1995, and to individuals subject
years from the date on which a U.Sally provides that when an expatriateto section 511(g)(3)(A) of the Act (see
income tax return is filed for the year(s)contributes U.S. source property (“con-section X of this notice).
in which any income or gain that istributed property”) to a corporation that Until regulations are issued, individu-
taxable pursuant to the gain recognitiowould be a controlled foreign corpora-als must comply with the rules set forth
agreement is recognized; tion (as defined in section 957) and theébelow. Individuals must apply section
(8) a statement that the individualindividual would be a United States877(d)(4) by substituting the 15-year
agrees to furnish a bond or other secushareholder (as defined in sectiorperiod beginning five years prior to
rity that satisfies the requirements of951(b)) but for the individual's expatria- expatriation for the 10-year period re-
Treas. Reg. § 301.7701-1 if the Distriction, then any income or gain on suchferred to in section 877(d)(4). However,
Director determines that such security igroperty (or any other property that hasection 877(d)(4) will not apply to any
necessary to ensure the payment of tax basis determined in whole or in partcontribution during the 5-year period
upon the deferred gain and any otheby reference to such property) receivegbrior to expatriation if the contribution
income or gain that is taxable pursuanor accrued by the corporation during theoccurred prior to February 24, 1997.
to the gain recognition agreement; andO-year period following expatriation Moreover, an individual who makes a
(9) if applicable, the name, addressshall be treated as received or accruegontribution described in section
and U.S. taxpayer identification numbedirectly by the individual and not by the 877(d)(4)(A)(i) must attach the follow-
(if any) of the acquiror of any property corporation. If the individual disposes ofing information to the individual's U.S.
subject to the agreement. any stock in the corporation (or othertax return for the year in which such
If, during the period that the agree-stock that has a basis determined iontribution occurs (whether or not the
ment is in force, the individual disposeswhole or part by reference to suchindividual is otherwise required to file a
of the property acquired in the exchangetock) during the 10-year period referredJ.S. tax return):
in a transaction in which gain or loss isto in section 877(a) and while the (1) the date of the contribution;
not recognized under U.S. income taxontributed property is held by the cor- (2) a description of the property con-
principles, then the individual shall notporation, the individual is taxable on thetributed, including a good faith estimate
be required to recognize gain, providedjain that would have been recognizegs its fair market value (formal apprais-
that the individual notifies the SeCfetaryby the Corporation had it sold a pro ratagls are not required) and a statement of
of the transfer with his or her nextshare of the property (determined byjts adjusted basis for U.S. tax purposes
annual certification and modifies thecomparing the value of the stock dis-gpn the date of the contribution;
gain recognition agreement accordinglyposed of to the value of the stock held (3) a description of the foreign corpo-
Example. The following example il- by the individual immediately prior to ration to which the property is contrib-
lustrates how to enter into a gain recogthe disposition) immediately before theyted, including its name, address, place
nition agreement. disposition. Section 877(d)(4)(D) pro-of incorporation, and its U.S. employer
Example 9. Assume the same facts as invides that the Secretary may prescribgjentification number, if any; and

?_Xﬁm?'e 8 abOVteH To a‘{o_it‘)j ;,he i”}m?diﬁl‘(tet fchgggisuch regulations as may be necessary 10 (4) a description of the percentage
10N Of gain on the contripution Of StOCK 1o , H
must attach a gain recognition agreement to nigrevent the avoidance of the purposes Gherest, by vote and by value, owned or

U.S. tax return for the year 2000 (the taxable yeap€Ction 877(d)(4), including where theyeated as owned by the individual under
of the exchange). As part of such agreement, property is sold to the corporation andsection 958 (determined as if such indi-
must agree to recognize any income or gain that where the contributed property is SOld\/iduaI were a U.S. person).

derives from his beneficial interest in FT as U.S. i i S .
source income during the remainder of the 1O-yeatr)y the corporation. Section 877(d)(4)(E) f a contribution occurs prior to expa-

period following expatriation. J must also agree toDrOWd,eS that ,the Secre,tary Sha" réquir€iation, this statement must be attached
recognize the pre-contribution gain on the transSUch information reporting as is necesyy the individual's U.S. income tax
ferred stock as U.S. source income if FT directlysary to carry out the purposes of sectioRstyrn for the taxable year of the indi-

or indirectly disposes of the stock. In addition, J877(d)(4). - , S . .
must agree to file an annual certification for each ( )( ) vidual’s expatriation. If a contribution

year of the remaining 10-year period following Antl'abuse rules  and reportmg '€ occurred prior to 1996, the individual
expatriation that indicates whether J derived anflUuirement.Treasury and the Service in-myst attach this statement to the indi-
income or gain from his beneficial interest in FTtend to issue regulations under sectiongiqual’s 1996 U.S. tax return (whether
and whether FT disposed of the stock. J musg877(d)(4)(D) and (E) that extend theor not the individual is otherwise re-

represent that all records relating to the transferreq n_ ; ; ; . .
stock, including the trust's records, will be madeio year period referred to in SeCtlonqwred to file a U.S. tax return).

available for inspection by the Service for the877(d)(4)v set fQFth feport'”g requ”(:j"

period ending 3 years from the date on which Jnents, and provide anti-abuse rules NSECTION VII. ANNUAL

fles a U.S. income tax return for the year intended to prevent individuals from Uti-INFORMATIdN REPORTING
which he recognizes the deferred gain as a resufizing controlled foreign corporations to
ng_aJd'rLeucstt(;rlS'gdr';crggéﬁt’";'gfglf’fretggrjstofé‘la% old or dispose of property that would Background. Section 6001 generally
to his beneficial interest in FT will be made Otherwise produce income or gain fromprovides that the Secretary may require

available for inspection by the Service for thesources within the United States. Theny person, by notice upon such person
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or by regulations, to make such returnseffect before the Act, as well as thosdiled a true and accurate return. There-
render such statements, or keep suctubject to section 877 as revised by théore, such an individual will not be
records as the Secretary deems sufficiertct. entitled to the benefit of any deductions
to show whether or not the person is Beginning with the 1996 taxable year,or credits if the individual’s tax liability
liable for tax under the Code. Sectionan individual who expatriated with afor that year is later adjusted. See
6011(a) generally provides that any perprincipal purpose to avoid U.S. taxeSsection 874(a).
son who is liable for tax imposed by theunder section 877 as in effect before the
Code, or with respect to the collectionAct must annually file a U.S. income
thereof, shall make a return or statementax return (Form 1040NR), with the co : -
according to forms and regulations preinformation described below, for eachtha; begms :n f'1|935h'wm br? conS|deredt
scribed by the Secretary. Sectioryear of the remaining 10-year periodto ave timely filed his or her statemen
6012(a)(1) generally provides that everyollowing expatriation if such individual for that year if the individual flle_s suqh
individual whose gross income for theis liable for U.S. tax under any provi- Statement by the due date _(|r_1clud,|ng
taxable year equals or exceeds the ewion of the Code (e.g., section 871(a)fXtensions) for filing the individual's
emption amount must file a U.S. incomefor such year. An individual who expa-Y-S. income tax return for the taxable
tax return for such year. Sectiontriated with a principal purpose to avoidyear that begins in 1996.
6012(a)(1) further provides, in part, thatu.S. taxes under section 877 as
nonresident individuals subject to taxamended by the Act must also annualN\GECTION VIIl. INTERACTION WITH
imposed by section 871 may be exfile a U.S. income tax return (FormTAX TREATIES
empted from making returns under sec1040NR), with the information de-
tion 6012 subject to conditions, limita-scribed below, for each year of the BackgroundThe legislative history of
tions, and exceptions and under suchO-year period following expatriation if the Act indicates that Congress believed
regulations as may be prescribed by theuch individual is liable for U.S. tax that section 877, as amended, is gener-
Secretary. Treas. Reg. 8§ 1.6012-under any provision of the Code (e.g.ally consistent with the underlying prin-
1(b)(2)(i) generally provides, in part, section 871(a)) for such year. ciples of U.S. income tax treaties to the
that a nonresident alien individual who The return must bear the statemengxtent that section 877 provides for a
was not engaged in a trade or businesExpatriation Return” across the top of foreign tax credit for items taxed by
in the United States during a taxablepage 1 of Form 1040NR. In addition, aanother country. To the extent that there
year is not required to file a return forstatement must be attached to the retuig a conflict with U.S. income tax
such year if the nonresident's tax liabil-that sets forth by category (e.g., divi-yreaties in force on August 21, 1996 (the
ity for the year is fully satisfied by the dends, interest, etc.) all items of U.Sqate of enactment of section 877), Con-
withholding of tax at the source underand foreign source gross inCOMe&yrass intended that “the purpose of
Chapter 3 of the Code. (whether or not taxable in the United g tion 877. as amended [is] not to be
Section 874(a) generally provides thattates). The statement must identify th ¢ oo 4 by anv treatv provision.” H.R
a nonresident alien individual will re- source of such income (determined un; N 196 y104thy£ 2d Ses:
ceive the benefit of deductions andder section 877 as modified by sectior P ) O: : ong., ess.
credits allowed to him by Subtitle A of V of this notice) and those items of 55 (1996). See also, H.R. Conf. Rep.
the Code only if such individual files aincome subject to tax under section g77V0. 736, 104th Cong., 2d Sess. 329
true and accurate return, including alin addition, any expatriate who has nof{1996)- However, any conflicting treaty
the information that the Secretary maypreviously filed an information state- Provisions that remain in force 10 years
deem necessary for the calculation ofnent under section 6039F should als@fter August 21, 1996, will take prece-
such deductions and credits. attach to his or her first nonresidentdence over section 877, as revised. Id.
Annual reporting of incomeBecause return a statement containing the infor- Coordination with tax treatiesln ac-
an individual who is liable for U.S. mation described in section IX of thiscordance with Congressional intent,
taxes is generally required to file anotice. Treasury and the Service will interpret
return and other such statements as the Treasury and the Service intend tcsection 877 as consistent with U.S.
Secretary may prescribe, Treasury anfimend Treas. Reg. § 1.6012—1(b)(2)(ilncome tax treaties. To the extent that
the Service intend to issue regulationsn accordance with the rules of thisthere is a conflict, however, all provi-
under section 877 that will require expanotice. Until the regulation is modified, sions of section 877, as amended, pre-
triates who are liable for tax to annuallyan expatriate who is otherwise required/ail over treaty provisions in effect on
report certain information for the 10-to report information in accordance withAugust 21, 1996. This coordination rule
year period following expatriation. Until this section of the notice must attach as effective until August 21, 2006, and
the issuance of such regulations, taxpaystatement to Form 1040NR, even if theapplies to those provisions of section
ers must report information in compli-individual has fully satisfied his or her 877 that were amended by the Act as
ance with the rules set forth below andax liability through withholding of tax Well as those that were not amended by
any other information that the Secretarygt source. the Act. In addition, Treasury and the
may require at a later date. At such time aAn expatriate who fails to furnish a Service will interpret all treaties,
that Form 1040NR is modified to reflectcomplete statement in any year foMvhether or not in force on August 21,
the rules described below, taxpayergyhich he or she is liable for any U.S.1996, that preserve U.S. taxing jurisdic-
must report information in accordanceayxes will not be considered to havelion with respect to former U.S. citizens
with the instructions to Form 1O4ONRWh d refer to T Req. § 16012_or former U.S. long-term residents who
instead of the procedures described bq—(g)(';’;(i;;afsms ;&darni:r on how 1o fle a U.s expatriate with a principal purpose to
low. The rules below apply to expatri-income tax return for the taxable year of the@VOid U.S. taxes as consistent with the
ates who are subject to section 877 as individual's expatriation. provisions of section 877, as amended.

48

An individual who is required to file
the above statement for the taxable year



SECTION IX. INITIAL INFORMATION Information StatementsUntil such return for the year of expatriation.
REPORTING time that a form is issued for providing Former long-term residents who have
_ the statement required by section 6039Rlready furnished the information enu-
Background. Section 6039F(a) re- individuals must file an information merated in section 6039F(b) to the Inter-
quires each individual who loses U.Sstatement that includes the informatiomal Revenue Service prior to February
citizenship to provide an information set forth below. 24, 1997, are not required to provide an
statement to the U.S. Department of (1) A former U.S. citizen whose re- additional statement.
State or a federal court, as applicableporting date is on or before March 10, Former citizens and former long-term
The information reporting requirements1997, must provide the informationresidents must include the following
of section 6039F apply to individualsstatement to the Internal Revenue Seinformation in their information state-
who expatriate after February 5, 1995Vice, 950 L'Enfant Plaza SW, Washing-ments:
and to individuals subject to sectionton, D.C. 20224, ATTN: Compliance (1) name;
511(g)(3)(A) of the Act (see section X Support & Services, by June 8, 1997. (2) date of birth;
of this notice). .F(;rmer U.S. citizens Wh%l furnished the Sg tax;lj'ayerdédentlflcgtlon number;
. : .jnformation enumerated in section mailing address prior to expatria-
'nfgfnig(t)'gn&rfg;(agél) rrgqggssngafattg'r%O?,gF(b) to the appropriate entity priortion;
: : u provi : to February 24, 1997, are not required (5) address where the individual re-
_tha.n. the earliest date on \./vh|.ch Su,d?o provide an additional statement. sided prior to expatriation, if different
individual (1) renounces the individual's ~ 5)" A former U.S. citizen whose re- from (4) above;
U.S. nationality before a diplomatic or ,,ing date is after March 10, 1997, (6) mailing address of principal for-
consular officer of the United States, (Z%and on or before June 8, 1997, museign residence, if any;
furishes to the U.S. Department Ofyoyide the information statement to (i) (7) address where the individual ex-
State a statement of voluntary reliny,e american Citizens Services Unit,pects to reside after expatriation, if
quishment of U.S. nationality confirm- cqnqjar Section, of the nearest Amerigifferent from (6) above;
ing an act of expatriation, (3) is issued g5 Empassy or consulate, (i) Office of (8) all foreign countries of which the
certificate of loss of U.S. nationality by pgjicy Review and Interagency Liaisonindividual is a citizen and the dates and
the U.S. Department of State, or (4)ca/OCS/PRI), Room 4817, Departmenimethods by which such citizenship was
loses U.S. nationality because the indig¢ giate  Washington D.C., 20520-acquired;
vidual's certificate of naturalization is 4818 o (jii) a federal court (if the (9) the number of days (including
cantielled .by a US court (COHeCt'Vely'expatriate’s certificate of nationality wasvacation and nonwork days) that the
the “reporting date”). _ cancelled by such court), on or befordndividual was physically present in the
~Section 6039F(b) requires a formeryune 8, 1997. United States during the year of expa-
citizen to report his taxpayer identifica- (3) A former U.S. citizen whose re- triation (up to and including the date on
tion number, mailing address of princi-porting date is after June 8, 1997 musivhich the information statement is filed)
pal foreign residence, foreign country inprovide the information statement to theand each of the two preceding taxable
which the individual is residing, foreign (i) American Citizens Services Unit, years;
country of citizenship, information on Consular Section, of the nearest Ameri- (10) in the case of an individual
the individual's assets and liabilities if can Embassy or consul, or (i) a federalvhose average annual net U.S. income
such individual’s net worth exceedscourt (if the expatriate’s certificate of tax (as defined in section 38(c)(1)) for
$500,000 (as adjusted by section 1(f)(3hationality was cancelled by such courtthe five taxable years prior to expatria-
for taxable years after 1996), and suclyn or before such reporting date. tion exceeded $100,000, the net U.S.
other information as the Secretary may (4) A former long-term resident who income tax for each of these years
prescribe. Section 6039F(f) requiresexpatriated after February 5, 1995, androunded to the nearest $50,000). If the
long-term residents who expatriate aftepefore January 1, 1996, must attach thmdividual's average annual net U.S.
February 5, 1995, to provide a similarinformation statement to either a 1996ncome tax liability for the preceding
statement with their U.S. tax returns forForm 1040NR (whether or not the indi-five taxable years did not exceed
the taxable year of expatriation. vidual is otherwise required to file a$100,000, the individual must provide a
If a former citizen fails to provide the U.S. tax return) or an amended 1995epresentation to that effect;
required information statement, sectiorl).S. income tax return. To comply with (11) in the case of an individual with
6039F(d) generally provides that thenew section 877, an individual whosegross assets that have an aggregate fair
individual will be subject to a penalty 1995 tax liability changed as a result ofmarket value in excess of $500,000, a
equal to the greater of (1) five percennew section 877 must amend the indibalance sheet, using good faith estimates
of the tax required to be paid undervidual's 1995 return accordingly andof fair market values (formal appraisals
section 877 for the taxable year endingnclude the information statement withare not required), that sets forth by
during such year, or (2) $1,000. Thethat amended return. A former long-termcategory (e.g., cash, marketable securi-
penalty will be assessed for each yearesident who expatriated in the 199%ies, closely-held stock, business assets,
during which such failure continues fortaxable year will be deemed to havegualified and nonqualified deferred com-
the 10-year period beginning on the datémely furnished the information state-pensation arrangements, individual re-
of loss of citizenship. The penalty will ment if a statement is filed by the duetirement accounts, installment obliga-
not be imposed if it is shown that suchdate (including extensions) for filing thetions, U.S. real property, foreign real
failure is due to reasonable cause anihdividual's 1996 return. A former long- property, etc.) the individual's assets and
not willful neglect. Section 6039F(f) term resident who expatriated after 199%iabilities immediately prior to expatria-
also applies this penalty to former long-must attach an information statement tdion. The balance sheet must also set
term residents. the former resident's U.S. income taxforth the following:
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(i) the source of income and gain,penalties described in section 6039F(dject to section 877 as in effect before
without applying the provisions of sec-All individuals whose reporting datesthe amendments made by the Act.
tion 877, that such property would haveoccur after such time that a form is Example.The following example il-
generated during the 5-year period priorssued for reporting information underlustrates the application of section
to expatriation and immediately aftersection 6039F must complete and sub511(g)(3)(A) of the Act.
expatriation, mit that form to comply with their Example 10.K joined a foreign army on
(i) the source of income and gain,reporting requirements under sectiorfPctoPer 1, 1994, with the intent to relinquish his

. L. . U.S. citizenship, but did not furnish a statement of
assuming that the provisions of sectior6039F. voluntary relinquishment of citizenship to the U.S.

877 applied (as modified by section V Department of State until October 1, 1995. K is
of this notice), that such property wouldSECTION X. TRANSITION subject to new section 877 beginning on October
have generated during the 5-year periogROVISION 1, 1994, the date that K performed the expatriating

. . . . act. However, the 10-year period referred to in
prior to expatriation and immediately section 877(a) will not expire before the end of

after expatriation, and Background.Sections 877 and 6039F ;- 10-year period beginning on the date that K

(iii) the gain or loss that would be g_enerally apply to individuals who expa-fyrnished a statement of voluntary relinquishment
realized if the assets were sold for theitriate after February 5, 1995. Howeverpf citizenship to the U.S. Department of State. K

fair market values on the date of expaseCtion 511(g)(3)(A) of the Act provides furnished this statement on October 1, 1995. Thus,

A ; it i ; is subject to new section 877 for the period that
tration. a SpECIa| transition provision in the cas egan on October 1, 1994, and ends on September

The individual must separately listof @ former citizen who performed anz,”5q0s.

(not by category) each partnership iréXpatriating act specified in paragraph . o .
which the individual holds an interest,(1) (2). (3). or (4) of section 349(a) of Special rule for individuals who claim
each trust that the individual is considthe Immigration and Nationality Act (8 t© be within the exception under section
ered to own under sections 671 through-S.C. 1481(a)(1)~(4)) before Februanpl1(9)(3)(B) of the ActAn individual
679, each trust that the individual is6. 1995, but who did not on or beforewho (i) furnished a signed statement of
considered to own under Chapter 12 osuch date fumish to the U.S. Departyqluntary relinquishment of U.S. nation-
Subtitle B of the Code, and each trust ifment of State a signed statement oflity to the U.S. Department of State
which the individual holds a beneficial voluntary relinquishment of U.S. nation-after February 5, 1995, and (i) claims
interest (as determined under the procedlity confirming the performance of that new section 877 does not apply
dures described in section Il of thissuch act. Such an individual would notd€cause of the exception to the transi-
notice). The individual must also de-come within the general effective datelion provision in section 511(g)(3)(B) of
scribe the types of assets held by eac@f the amendments to sections 877 anthe Act, must (whether or not the indi-
partnership or trust, and indicate theBO39F because, under the provisions fofidual is otherwise required to file a
methodology (as described in section Iidetermining the date of loss of citizen-U-S. tax return) attach a statement to
of this notice) used to determine theship (which were not modified by the Form 1040NR for the year in which the
individual's beneficial interest in eachAct), the date of loss of citizenship isSigned statement of voluntary relinquish-
trust. In addition, the individual should retroactive to the date of the expatriatingent is furnished to the U.S. Depart-
indicate whether there have been signifiact (i.e., prior to February 6, 1995). Sednent of State (or to the individual's
cant changes in the individual's assetdreas. Reg. § 1.1-1(c). 1996 Form 1040NR if the statement of
and liabilities for the period that began The transition provision states that/oluntary relinquishment was furnished
five years prior to expatriation and endssection 6039F and the amendmentduring 1995). The return must bear the
on the date that the information statemade to section 877 by the Act shalStatement “Expatriation Return” across
ment is filed. If so, the individual apply to such an individual, except thathe top of page 1 of such return. The
should attach a statement explaining ththe 10-year period referred to in sectiorpfatément attached to the return must
changes in the individual's assets an@77(a) shall not expire before the end ofClude the nature and date of the
liabilities during such period; the 10-year period beginning on the dat§XPatriating act, the date the signed

(12) in the case of a former long-the signed statement of voluntary relinStatement of voluntary relinquishment
term U.S. resident, a representation as tguishment is furnished to the U.S. DeWas fumished to the U.S. Department of
whether the former resident was treate@artment of State. Thus, such an indiStaté, and a copy of the individual's
as a resident of a foreign country undevidual is subject to new section 877 agertificate of loss of nationality. An
a U.S. income tax treaty for any year inof the date of loss of citizenship and '[hé_ndlvldu"’lI who does r_‘Ot file a State_mem
the preceding 15 years. If so, the indi-10-year period referred to in section the manner prescribed above will not
vidual must list the foreign countries877(a) shall not expire before the end oP€ considered to have established to the
and years when this occurred. The indithe 10-year period beginning on the datg2lisfaction of the Secretary of the Trea-
vidual must also list any year(s) that thethe signed statement of voluntary relin-Sury that the individual lost U.S. citizen-
former resident waived the benefits ofquishment is furnished to the U.S. DeShip before February 6, 1994.
that treaty; and partment of State.

(13) a representation, signed under Section 511(g)(3)(B) of the Act statesggg_—:gm )7(I7.0Il1\I(LI)E(Rl%)CTION WITH
penalties of perjury by the individual, that the transition provision of section
that the facts contained in the informa511(g)(3)(A) will not apply if the indi- Background.Section 7701(b)(10) ap-
tion statement are true, correct and comvidual establishes to the satisfaction oplies to an alien individual who was
plete to the best of the individual'sthe Secretary of the Treasury that théreated as a resident of the United States
knowledge and belief. individual's loss of U.S. citizenship oc- during any period that includes at least

An individual who timely files a curred before February 6, 1994. Accordthree consecutive calendar years (the
statement in accordance with the abovingly, section 6039F will not apply to “initial residency period”) and ceased to
guidelines will not be subject to thesuch an individual and he will be sub-be treated as a U.S. resident, but subse-
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quently becomes a U.S. resident beforenust amend those returns accordingly téor filing the individual’s U.S. income
the close of the third calendar yearcomply with section 7701(b)(10). tax return for the year during which the
beginning after the initial residency pe- An individual described in section individual subsequently becomes a U.S.
riod. Under section 7701(b)(10), such arY 701(b)(10) who is liable for U.S. taxesresident. If a tax return for the year of
individual will be taxed in the manner under any provision of the Code duringthe exchange has already been filed, the
provided by section 877(b) for the pe-the intervening period (e.g., sectionindividual must amend that return and
riod after the close of the initial resi- 871(a)) must attach a statement to his aattach a gain recognition agreement to
dency period and before the date omer U.S. tax return that sets forth, bythe amended return to comply with
which the individual subsequently be-category (e.g., dividends, interest, etc.)section 77_01(b)(10). . N
comes a U.S. resident. This provisiorf! ittms of U.S. and foreign source The period of such a gain recognition
applies only if the tax imposed pursuanf' 9SS INcome (whether or not taxable Iragreement will be for the intervening
to section 877(b) exceeds the tax imi'€ United States) derived during eaclperiod, and not the 15-year period be-
posed under section 871. year of the intervening period. Suchginning five years prior to expatriation.
Application of section 7701(b)(10) statement must identify the source oMoreover, annual certification is not
An pi%dividual deseribed in sectior{ such income _(determlned_ under sect_lorequir_ed__ Rather, _the indiv_idual must
7701(b)(10) will be subject to tax on o 25 fodied by section v of this submit with the gain recognition agree-
U.S. source income in the manner prOHOUCG), the items of income subject toment a certification that the acquiror (if

- - e fax in the manner provided by sectiorany) has not disposed of the transferred
vided by section 877(b) (as modified byg77()"and any other information théltprcglp))erty, and th£[ the individual did not
zﬁ)cst:eogfﬁﬁz(?%?ﬂ;?rrgs]%g:g;oge?gzr éﬂgthe Secretary may prescribe at a latefiispose of the property acquired in the
- o date. exchange (or any other property that has
before the date on which the |nd|V|quaI The statement must be filed even ifs basisgde(termiri/ed in veho?e gr in part
subsequently becomes a U.S. resideqfiq jngividual has fully satisfied his or by reference to such property). In addi-
(the “intervening period”). Because the her |y 5. tax liability for a taxable yeartion, the certification must also state
tax imposed by reason of Sectiofpigygh withholding at source. As dis-whether the individual derived any in-
7701(b)(10) . app“es regardle.ss. OCUSSEd in section VII of this notice, come or gain from the property acquired
whether the individual had a principaltreasyry and the Service expect tan the exchange during the intervening
purpose to avoid U.S. taxes, SeCt'On?nodify Treas. Reg. § 1.6012-1(b)(2)()period.
877(a), (c), and (f), as amended, do o, 5ccordance with rules of this notice. ¢ any property to which the gain
apply to an IndIVIdual Who IS SUbJeCt ,to Any indiViduaI WhO fails to furniSh a recognition app”es was disposed of dur-
t85$<7 |tr)1 theOI(rer:anrtl)er p;c;w(c)iﬁd 0bfy sgcctt_l(()):complete statement, as described abovgyg any year of the intervening period,
7703(%)(%)_ y by reas SeClONfor the years of the intervening periodthe individual must recognize gain for
: will not be considered to have filed athe year of disposition. Any income or
Section 877(e) also does not generallyrye and accurate return. Therefore, SucBain” derived during the intervening pe-
apply to an individual who is subject toan individual will not be entitled to the riod from a contribution described under
tax in the manner provided by sectiorpenefit of any deductions or credits ifsection 877(d)(4) must also be recog-
877(b) solely by reason of sectionthe individual's return is later adjusted.nized for the relevant year. However
7701(b)(10). However, o treat formersee section 874(a). section 7701(b)(10) will not cause an
residents who are_subject to tax by An individual who is required to file ingividual to recognize any income or
reason of section 7701(b)(10) in a simithe above statement for the taxable Yeafain with respect to any exchange under
lar manner as former long-term residentghat begins in 1995 will be consideredsection 877(d)(2) or contribution of
who are subject to section 877, alko have timely filed his or her statementyoperty under section 877(d)(4) that
property held by an individual on thefor that year if the individual files such gceurred prior to the beginning of the
date that such individual first became atatement by the due date (includingndividual's initial residency period or
resident of the United States shall bextensions) for filing the individual's after the date on which the individual
treated solely for purposes of sectiony.s. income tax return for the taxablesypsequently becomes a U.S. resident
7701(b)(10) as having a basis of not lesgear during which the individual subse- o '
than the fair market value of the prOp'(IquentIy becomes a U.S. resident.
erty on such date, unless the individua Exchanges under section 877(d)(2 . . /
elects not to have this treatment applyand contributions under sectionthci w;trr;szesctlct))r; Szgaigi wg;an slgf:ct)ig]r?
Reporting requirements for individu-877(d)(4). An individual subject to tax 7701(b)(10) must be recognized
als subject to section 7701(b)(10An by reason of section 7701(b)(10) must Example 11.L was a resident alien of the
individual who is liable for U.S. tax by recognize any gain realized during th&nited States in 1994, 1995 and 1996 because she
reason of section 7701(b)(10) duringntervening period on exchanges okatisfied the substantial presence test of section
any year of the intervening period mustproperty described in section 877(d)(2)7701(b)(3) for each of those years. In 1997 and
fle U.S. income tax returns (Formunless the individual enters into a gain}ggg' LLWf‘es_gsot;S"rsﬁge’;;;Lg]ec U?ge?hitalt,lensiielg
1040NR) reporting such tax liability for recognition agreement in accordanc@ies | is subject to tax in the ?’nanner provided
each of those years by the due dateith section V of this notice. The gainpy section 877(b) by reason of section
(including extensions) for filing the indi- recognition agreement must be submit?701(b)(10). On February 1, 1997, L contributed
vidual’s U.S. income tax return for theted with the individual’s U.S. income Property to a “controlled foreign corporation”in a
year that the individual subsequentiytax return (Form 1040NR) for the year'ansaction described in section 877(d)(4).
becomes a U.S. resident. If tax returnsf the exchange. The gain recognition Q”yL'nCCg;?ﬁbS{ega'?od’fﬁg’e?olreci’g trl%rmgﬁgx
for the years of the intervening periodagreement and the return must be filed1

) g PE 4 ! ] uring the intervening period is subject to tax in
have already been filed, the individualby the due date (including extensionsjhe manner provided by section 877(d)(4). Thus, L
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Example. The following example il-
ustrates how section 7701(b)(10) inter-



must report such income or gain by filing income ~ An agency may not conduct or spon-under § 1362(a) of the Internal Revenue
E%XdL%ﬁ‘;g‘sei?éniigni)a?; #ﬁzg ?}irthlegg;eufjsa_t%or, and a person is not required tcCode effective for the taxable year be-
income tax return. If income tax returns for 19977€SPpond to, a collection of informationginning January 1, 1997.
and 1998 have already been filed, L must amen#inless the collection of information dis-
those returns to comply with section 7701(b)(10)plays a valid control number. BACKGROUND: Pursuant to § 1378,
Any income or gain derived after the intervening  The collection of information related an S corporation generally must have a
period is not taxable under section 877(d)(4). to the submission of ruling requests icalendar year as its tax year. However, a
Coordination with income tax treaties.required to help the Secretary make &orporation may not automatically
The rules of section VIII (interaction determination as to whether an indi-change its annual accounting period to a
with tax treaties) of this notice do notvidual expatriated with a principal pur-calendar year if it attempts to elect to be
apply to an individual who is subject topose to avoid U.S. taxes. The collection&n S corporation effective for the tax-
tax in the manner provided by sectiorof information related to gain recogni-able year immediately following the
877(b) solely by reason of sectiontion agreements, initial information re-short period required to effect the
7701(b)(10). Accordingly, such an indi-porting and reporting of information change. See § 1.442-1(c)(2)(v) of the
vidual may claim benefits under a U.SWith respect to contributions to certainincome Tax Regulations; Rev. Proc. 92—
income tax treaty for transactions thaforeign controlled foreign corporations13, 1992-1 C.B. 665, section 4.01(5). In
occur during the intervening period ifare prescribed by statute. The collectio@ddition, a corporation is precluded un-
such individual is otherwise eligible for of annual reporting information is neces-der § 1.442-1(c)(2)(i) from automati-
benefits as a foreign resident under théary to monitor compliance with thecally changing its annual accounting
terms of such treaty. provisions of section 877, as amendedperiod if the corporation has changed it
Effective dateNew section 877 will The collections of information for indi- within the last ten calendar years, and
apply to an individual subject to taxViduals subject to section 7701(b)(10yunder Rev. Proc. 92-13, section 4.01(2),
thereunder by reason of sectiorAl® necessary to administer the provif the corporation has changed it within
7701(b)(10) if the individual's initial Sions of section 7701(b)(10) that interacthe last six calendar years.

residency period ended after August ZONith section 877. This information will

; . The Small Business Job Protection
be used by the Service for tax adminis-
1996. tration purposes. Act of 1996 (SBJPA), Pub. L. No.

: PR 104-188, 110 Stat. 1755, significantl
Th dents will be individual ' » Si9 y
REQUEST FOR COMMENTS © respondents wit b€ Indivi uas mended Subchapter S of the Code,

who lose U.S. citizenship, cease to - e
Treasury and the Service invite publictaxed as lawful permanent residents ofXPanding eligibility to elect to be an S
rporation. These amendments gener-

comments on the guidance provided inhe United States, or cease to be taxe%l0 ;
this notice. Comments should be submitas residents of the United States. Thally are effective for taxable years be-

ted by June 8, 1997, to: estimated total annual burden for aldinning after December 31, 1996, and
Internal Revenue Service respondents is 6,300 hours. The est@'® intended to allow more corporations
P.O. Box 7604 mated annual burden per responder&? elect to be S corporations as of
Ben Franklin Station varies from 0.5 hour to 2.5 hours,January 1, 1997.
Attn: CC:CORP:T:R, (Notice 97-19) depending on individual circumstancesWANER OF LIMITATIONS: Consis-
Room 5228 with an estimated average of 31 MiNyoq it this intent, the Service waives
Washington, D.C. 20044; utes. The estimated number of responsgg. " |imitations of '§§ 1.442-1(c)(2)()

or, alternatively, via the internet at: is 12,300. The estimated annual fre-and (©)(@)W), and of cections 4.01(2)

http:/Awww.irs.ustreas.gov/prod/tax_regsfUency of responses is annually or ofi,4 4 01(5) of Rev. Proc. 92-13, on a
comments.html oc;asu(()ﬂ. ds relating to collec.COTPOation’s ability to automatically
The comments you submit will be  BOOKS or records refating o Collec- ,nqa jis annual accounting period to a

available for public inspection and copy-t'ons of information must be retained a3 alendar year effective for the short

ing. !{Z?gl a.ﬁ mglragﬁ?tnegttrsatrgﬁyolf)eazomﬁté?ﬁseriOd ending December 31, 1996, pro-
lal | nt ' v vided that the corporation:

nal revenue law. Generally, tax returns ) . - .
DRAFTING INFORMATION and tax return information are confiden- (1) iS otherW|§e eI|g|pIe to changg its
nual accounting period under either

The principal authors of this noticetial, as required by section 6103 of the2 ° aa.
are Trina L. Dang and Michael Kirsch Code. § 1.442-1(c) or Rev. Proc. 92-13,
of the Office of Associate Chief Counsel

(International). For further information \y4iver of Certain Limitations on

(2) timely and otherwise validly
elects to be an S corporation effective
for the taxable year beginning on Janu-

regardlng this notice, contact Ms. Da”%btaining Automatic Consent To ary 1, 1997 and
or Mr. Kirsch at (202) 622-3860 (not achange an Accounting Period and 3 ,f I W1 " A flna or
toll-free call). Elect To Be an S Corporation du(re)s :etofosrth beelg\?vec a 9 proce-
Effective January 1, 1997 '
PAPERWORK REDUCTION ACT Notice 97-20 FILING PROCEDURES: A corporation
The collections of information con- that relies upon this notice to change its

tained in this notice have been reviewe@®UMMARY: The Internal Revenue Ser-annual accounting period under either
and approved by the Office of Managevice waives certain limitations on a8 1.442-1(c) or Rev. Proc. 92-13 must:
ment and Budget in accordance with theorporation’s ability to automatically (1) properly complete a Form 2553,
Paperwork Reduction Act (44 U.S.C.change its annual accounting period irElection by a Small Business Corpora-
3507) under control number 1545-1531order to elect to be an S corporatiortion;
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(2) properly complete a Form 1128,long as their contents may become maer years in which the § 481(a) adjust-
Application to Adopt, Change or Retainterial in the administration of any inter-ment is to be taken into account. Section
a Tax Year, and attach it to the Formnal revenue law. Generally tax returnsl.446-1(e)(3)(ii).

2553; and tax return information are confiden- .05 In computing taxable income,
(3) write “FILED UNDER NOTICE tial, as required by 26 U.S.C. 6103.8 481(a) requires a bank to take into

97-20" at the top of both the Form account those adjustments necessary to

2553 and the Form 1128; and 26 CFR 601.204: Changes in accounting periodorevent amounts from being duplicated
(4) timely file the Form 2553 (with and in methods of accounting. or omitted when the bank's taxable

the attached Form 1128) with the appro(Aiso Part |, 8§ 166, 446, 481, 585, 1362, 1374jincome is computed under a method of

priate Internal Revenue Service Centet#46-1 1.1374-4) accounting different from the method

(Attention: ENTITY CONTROL) in ac- pay Proc. 97-18 used to compute taxable income for the

cordance with the instructions for Form ' preceding tax year.

2553. A corporation that qualifies to

automatically change its annual account§ECT|ON 1. PURPOSE SECTION 3. SCOPE

ing period under § 1.442-1(c) as a This revenue procedure provides ; ;
result of this notice should not file theguidance for any bank as defined i This revenue procedure applies to any

statement required by 8§ 1.442-1(c)(1)§8 581 of the Internal Revenue Coqrq]zle;glé %znclj(ef;geddelgngdS?nl éegg%;()(t:)(azr;gl

DRAFTING INFORMATION: The prin- (€XCept any large bank as defined iy i seeks to change its method of
cipal author of this notice is Susie K.3 589(C)(2)) that seeks to change itS, o, nting for bad debts from the § 585
Bird of the Office of Assistant Chief method of accounting for bad debtSgesere method to the § 166 specific
Counsel (Income Tax and Accounting).from the §.585 reserve method to th harge-off method, effective for its first
For further information, contact Ms. 3 166 specific charge-off method so thaj,, vear heginning after December 31,
Sandra Cheston at (202) 6224840 (ndt MaY elect S corporation status for they gg6 (1997 tax year), in order to elect S
a toll-free call). tax year beginning in 1997. corporation status for its 1997 tax year.

PAPERWORK REDUCTION ACT: The SgCTION 2. BACKGROUND
collections of information contained in . ISFE{%-QSSIU‘F‘{'EAUTOMAHC
this notice have been reviewed and .01 Section 1315 of the Small Busi-
approved by the Office of Managementhess Job Protection Act of 1996, Pub. L. 01 A bank, to which this revenue
and Budget in accordance with the PaNo. 104-188, 110 Stat. 1755, amende@rocedure applies, that elects under
perwork Reduction Act (44 U.S.C.§ 1361(b)(2) to allow banks (as defineds 1362 to become an S corporation by
3507) under control number 1545-1532in § 581) that do not use the reserveiling a Form 2553 (Election by a Small
An agency may not conduct or sponmethod of accounting for bad debts tBusiness Corporation) effective for its
sor, and a person is not required tdlualify as small business corporationg997 tax year will be deemed to have
respond to, a collection of information(and therefore qualify to elect S corpo-elected to change its method of account-
unless the collection of information dis-ration status), effective for tax yearsing for bad debts from the § 585 re-
plays a valid OMB control number. beginning after December 31, 1996serve method to the § 166 specific
The collections of information in this .02 Notice 97-5, 1997-2 I.R.B. 25,charge-off method effective for its 1997
notice are in the FILING PROCE- states that the Service will issue additax year (year of change) and to have
DURES section of this notice. Thistional guidance granting permission foragreed to all the terms and conditions of
information is required by the Service toan automatic change in method of acthis revenue procedure.
implement the provisions of the Smallcounting for banks that change from the .02 The bank must file a Form 2553
Business Job Protection Act of 199@°eserve method of accounting. within the first 2 months and 15 days of
expanding eligibility to elect to be an S .03 Except as otherwise expresslyhe first day of its 1997 tax year for the
corporation. The collections of informa-provided, a bank must obtain the consS corporation election to be effective for
tion are mandatory for a taxpayer thasent of the Commissioner of Internalits 1997 tax year.
chooses to change its annual accountingevenue to change a method of ac- .03 In accordance with § 1.446-
period to a calendar year effective forcounting for federal income tax pur-1(e)(3)(ii), the requirement to file an
the short period ending December 31poses. To obtain this consent, a Formapplication on Form 3115 within the
1996, and elect to be an S corporatio®115 (Application for Change in Ac- 180-day period provided in § 1.446-
effective for the taxable year beginningcounting Method) generally must bel(e)(3)(i) is waived for any application
January 1, 1997. The likely respondent§led within 180 days after the beginningfor change in method of accounting
are corporations. of the tax year in which the proposedfiled pursuant to this revenue procedure.
The estimated total annual reportingchange is to be made. Section 446(eh addition, under § 1.446-1(e)(2)(i),
burden is 500 hours. and 8 1.446-1(e)(2)(i) and (3)(i) of thethe consent of the Commissioner is
The estimated annual burden per relncome Tax Regulations. hereby granted to any bank within the
spondent will vary from 1 minute to 2 .04 The Commissioner is authorizedscope of this revenue procedure to
minutes, depending on individual cir-to prescribe administrative procedureghange its method of accounting for bad
cumstances, with an estimated averageetting forth the limitations, terms, anddebts, in accordance with this revenue
of 1.5 minutes. The estimated number otonditions the Commissioner deem$rocedure, from the § 585 reserve
respondents is 20,000. The estimatedecessary to obtain consent for effectingnethod to the § 166 specific charge-off
frequency of responses is once. a change in method of accounting andnethod for the bank’s 1997 tax year.
Books or records relating to a collec-to prevent amounts from being dupli- .04 A bank that uses this revenue
tion of information must be retained ascated or omitted, including the tax yeamprocedure to change its method of ac-
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counting for bad debts from the § 585of change. However, the amount of theeration the bank’s reserve method of
reserve method to the § 166 specifi® 481(a) adjustment does not includeaccounting for bad debts, or (2) the
charge-off method may not later usethe amount of a bank's pre-1988 re-bank’s reserve method of accounting for
Rev. Proc. 85-8, 1985-1 C.B. 495, teserves (as described in 8§ 593(g)(2)(A)bad debts was an issue under consider-
return to the 8§ 585 reserve method(ii), without taking into account ation by an appeals office or a federal
.05 A bank changing its method of8 593(g)(2)(B)) if the bank changed incourt before February 19, 1997.
accounting under this revenue procedura prior year from the § 593 reserve e .
also must file a Form 3115 in duplicate.method to the § 585 reserve methoq/ e.r(i)fi Ir?g gﬁgﬁ;? ';?C:ﬁ;’ 20\4,1\/;\1/(25 V:(Ijl_
The original Form 3115 must be at-and § 593(g) applied to that change, stment and the § 481 adjustment pe-
tached to the bank’s timely filed (includ- The § 481(a) adjustment is recognizeéi'.J : Ju P
ing extensions) S corporation federabuilt-in gain under § 1374. Seef©d. and otherwise determine that the
income tax return for its 1997 tax year§ 1.1374-4(d). In addition, banksPank has fully complied with this rev-
In addition, a copy of the Form 3115should be aware of the effects of the2hue procedure.
must be filed with the national office interaction between provisions specially
addressed to the Commissioner of Interapplicable to banks and provisions ofSECTION 7. EXCLUSIVE
nal Revenue, Attention: Office of Assis-subchapter S, for example, (i) 88 593(ePROCEDURE
tant Chief Counsel (Financial Institu-and 1368 with respect to earnings and _ _
tions and Products) CC:DOM:FI&P, profits, and (i) §§ 593(e) and (g)(3) -01 This revenue procedure is the
P.O. Box 7604, Benjamin Franklin Sta-and 1374. exclusive procedure available to a bank
tion, Washington, D.C. 20044, no later .03 A change in method of accountingwithin the scope of this revenue proce-
than the date the original Form 3115 isunder this revenue procedure shall bgure to obtain the Commissioner’s con-
filed with the 1997 S corporation federaltreated as a voluntary change in methodent to change its method of accounting
income tax return. No user fee is re-of accounting that is initiated by thefor bad debts from the § 585 reserve
quired for a Form 3115 filed under thisbank; and therefore, the § 481(a) adjustmethod to the § 166 specific charge-off
revenue procedure. A Form 3115 filedment is not restricted to post-1953method. Any Form 3115 filed with the
pursuant to this revenue procedure wilitems. national office under Rev. Proc. 92-20,
not be acknowledged. .04 A bank may elect to use a one<1992-1 C.B. 685, by a bank that is
.06 In additi_on to the filing require- year § 481(a) adjgstment p_eriod if itswithin the scope of this revenue proce-
ments in section 4.05 of this revenueentire § 481(a) adjustment is less thagure, along with any user fee submitted,
procedure, a bank that is under examing$25,000. A bank that desires to elect thigyj|| pe returned to the bank.
tion at any time between February 19pne-year adjustment period must so in- . . I
1997, and the due date for filing itsdicate by checking the “Yes” box in .'02 The natlpnal offlce' or district
original federal income tax return (in-Question 26 on its Form 3115 and musFIreCtor may review a bank’s Form 311.5
cluding extensions) for its 1997 tax yeaiinclude the entire § 481(a) adjustmen iled unde_r this revenue procedure. If it
must provide a copy of the Form 3115in its income for the 1997 tax year. 'S détermined that the bank does not
to the examining agent no later than the .05 A bank taking a § 481(a) adjust-dualify for the change in method of
earlier of (i) 180 days after February 19,ment into account under this revenuéiccounting under this revenue proce-
1997, or for a bank that is not underprocedure that ceases being a bank gg_lre, the_nauonal _offlce or the district
examination on February 19, 1997, 18Qefined in § 581 must include in its director will so advise the bank.
days after the bank first comes undeincome for the tax year of the cessation
examination, or (ii) the date the bankany remaining balance of the § 481(aSECTION 8. FAILURE TO COMPLY
must file its original federal income tax adjustment.

return (including extensions) for its A bank to which this revenue proce-
1997 tax year. SECTION 6. AUDIT PROTECTION dure applies that changes its method of
FOR CHANGE IN METHOD OF accounting for bad debts without com-
SECTION 5. SECTION 481(a) ACCOUNTING plying with all of the applicable provi-
ADJUSTMENT sions of this revenue procedure will be

N .01 A bank within the scope of this jeemed to have initiated the change
-01 As a condition of the change inrevenue procedure that timely compliegyithout obtaining the consent of the

method of accounting under this revenugyith all of the terms and conditions of commissioner as required by § 446(e)
procedure, a bank must include thehis revenue procedure will have audityhq wiil not have audit protection for
amount of its § 481(a) adjustment in itsprotection (that is, the district director o vears as provided in section 6
income, beginning with its 1997 taxmay not propose that the bank chang ccorgi/in I thepdistrict director may
year, ratably over the lesser of 6 yearshe same method of accounting as th 9. h he bank’ Y
or the number of years that the bank hamethod that the bank is changing undeﬁropose.to change the banks reserve
used the 8§ 585 reserve method. Seghis revenue procedure) for tax yearg]em‘.)d in & prior year, and if the first
section 5.04 and 5.05 for exceptions tiefore 1997 unless (1) the bank ha¥€a’ in which the bank improperly uses
the § 481(a) adjustment period. received written notification from an "€ requested method of accounting is

.02 Generally, the amount of a bank’ssxamining agent (for example, by ex-N0 longer open for the assessment of a
§ 481(a) adjustment for a change iramination plan, information documentdeficiency of tax, the Commissioner
method of accounting under this revenueequest, notification of proposed adjust/nay use the Commissioner’s statutory
procedure is the amount of the bank'sments or income tax examinationdiscretion to change the bank’s method
reserve for bad debts as of the close athanges) before February 19, 1997, sp&f accounting in a later year and impose
the tax year immediately before the yeacifically citing as an issue under consid-an adjustment under § 481(a).
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SECTION 9. DEFINITIONS SECTION 9—ADMINISTRATIVE due date. (See § 7502(e) for special
REVIEW AND APPEAL PROCESS rules regarding the mailing of deposits.)

Except as otherwise provided in thiscop henAL OF DESIGNATION .03 Section 7502(c) and
revenue procedure, the following terms §§ 301.7502-1(c)(2) and (d)(1) of the
Eave tg; r;ganmg given to them by ReVSECTION 10—SPECIAL RULES Procedure and Administration Regula-

roc. 92-20: : ; ;

Under examination (See section 3.0BECTION 11—ADVERTISING tions provide the rules applicable to

registered and certified mail. If a docu-

of Rev. Proc. 92-20); STANDARDS FOR DESIGNATED ment or payment is sent by registered

Re\\(/eaprrgg %hza_nz%(-; %Sn%e section 3.03 oDELIVERY SERVICES mail, the date of the registration is
Filed (See section 3.04 of Rev. ProcSECTION 12—MONITORING OF :;‘ﬁfdofs ;hem gﬁftfizarskegf‘tg- 'fcgrgf?ecg'
92-20). DESIGNATED DELIVERY SERVICES pay y

AND REVOCATION PROCEDURES mail, tr)e datg of_ the postmark on the
sender’s receipt is treated as the post-
SECTION 10. EFFECT ON OTHER

_ mark date. Proof of proper registration
REVENUE PROCEDURES SECTION 13—EFFECTIVE DATE of a document, or that a postmark
Rev. Proc. 85-8, 1985-1 C.B. 495, iSSECTION 14—PAPERWORK certified mail sender’s receipt was prop-
modified. REDUCTION ACT erly issued for a document, is prima
facie evidence of delivery of that docu-
SECTION 11. EFFECTIVE DATE SECTION 15—DRAFTING ment. For payments sent by registered
) ~ INFORMATION or certified mail, however, proof of
This revenue procedure is effective proper registration of an item, or that a
onllg/ f?(r faccmrj]ntlhnghmeltgg(; changes bySECTION 1. PURPOSE postmark certified mail sender’s receipt
a bank for which the tax year Is : . as properly issued for an item, is not
This revenue procedure provides theVe . . .
the year of change. criteria that will be used during the prima facie evidence of delivery.

.04 Section 7502(d) provides excep-

interim period (defined in section 3.01..
DRAFTING INFORMATION of this revenue procedure) to determiné'onS to the general rule of § 7502. The

The principal authors of this revenuewhether a private delivery servicegp%'gé glgngmagd lpat)c/)mtﬁgt for:féevsino-f
procedure are Laura Howell of the Of-(“PDS") qualifies as a designated pri- (1) documents airlje{j in. of pa mer?té
fice of Assistant Chief Counselvate delivery service (“designatedmade to. anv court other ,than ?heyUnited
(Passthroughs and Special Industried)DS”) under § 7502(f) of the Internal tates T'ax gourt'
and Nicholas Bogos of the Office of Revenue Code. This revenue procedur (2) currenc or other medium of pav-
Assistant Chief Counsel (Financial Insti-also provides the procedures underrnent unless yactuall received ang ;C_
tutions and Products). For further infor-which a PDS can apply to become a y

. : ; . . o counted for; and
mation regarding this revenue procedurelesignated PDS during the interim pe- (3) documents or payments that are

contact Ms. Howell at (202) 622-3060riod. required to be delivered by any method

or Mr. Bogos at (202) 622-3920 (not

. SECTION 2. BACKGROUND other than by mailing. .
toll-free calls). .05 Section 1210 of the Taxpayer Bill

.01 Generally, a document is considof Rights 2, Pub. L. No. 104-168, 110
ered filed when it is receivedSee e.g, Stat. 1452, 1474-1475 (1996), amended

26 CFR 301.7502-1: Timely mailing treated as

timely filing. Emmons v. Commissione®2 T.C. 342, § 7502 by adding subsection (f). Prior
Rev. Proc. 97-19 345-47 (1989)aff'd, 898 F.2d 50 (5th to the amendment, the “timely mailing
Cir. 1990) (tax returns were filed on theas timely filing/paying” rule of
CONTENTS date received because § 7502 did nd@ 7502(a) could not apply to documents
apply). Section 7502 provides speciabnd payments delivered other than by
SECTION 1—PURPOSE rules that apply when a document idUnited States mail. Section 7502(f) au-
required to be filed (or a payment isthorizes the Service to expand the
SECTION 2—BACKGROUND required to be made) within a prescribedtimely mailing as timely filing/paying”
period or on or before a prescribed dateule to documents and payments deliv-
SECTION 3—SCOPE under the authority of any provision ofered by certain PDSs. A PDS must be

the internal revenue laws. These ruledesignated by the Service before it will

SECTION 4—CRITERIA FOR can apply to documents filed at officesqualify for the “timely mailing as

DESIGNATION of the Internal Revenue Service (“Sertimely filing/paying” rule. Section
SECTION 5—CONTENT OF vice”) as well as the United States Tax7502(f) also grants the Service authority
APPLICATION Court. . to accept thg equalent of reglst.ered or
.02 Section 7502(a) provides the geneertified mail services from designated
SECTION 6—APPLICATION eral rule that if a document (or pay-PDSs.
ADDRESSES ment) is delivered by the United States .06 In  Announcement 96-108,
mail after the due date in a postagel996-44 |.R.B. 15, the Service invited
SECTION 7—APPLICATION prepaid, properly addressed envelopeomments, and provided notice of a
PERIODS then the date of the United States postpublic hearing, with respect to develop-
mark is deemed to be the date ofng interim criteria for designating PDSs
SECTION 8—NOTIFICATION OF delivery (or the date of payment) if thefor purposes of the “timely mailing as
DESIGNATION date of the postmark is on or before thdimely filing/paying” rule of § 7502. A
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public hearing was held on December 6so that it is readable by the human ey¢he received date. The PDS must also
1996. All comments were consideredwithout mechanical assistance. A methodubmit an example of a cover of an
during the drafting of this revenue pro-does not qualify if only the sender oritem. If the PDS is applying for qualifi-

cedure. The comments will also bethe sender’'s agent (instead of the PDSjation under section 4.03(1), it must

considered during the drafting of permaimarks the received date. describe its current data storage periods

nent guidance. .04 The delivery service offered mustand all of the methods it currently
provide for delivery to all street ad- provides for senders or recipients to

SECTION 3. SCOPE dresses within the United States tcgbtain information concerningpthe re-

.01 This revenue procedure providegvhich documents and payments subjeqleived date (e.g., toll-free telephone
the rules for designating a PDS during® 8 7502 must be sent (e.g,, all Service mper, Internet access, software/
the interim period. The interim periodOffices and the United States TaXy,gem connection).

begins on February 25, 1997, and endsourt)- . .
ongthe date on Whi)i:h the Service issues -05 The delivery service offered must (3) In addressing the requirement un-

: i - ave established security procedures thg€" Section 4.04 of this revenue proce-
gg(ljduarg(_:e superseding this revenue Iord;revent unauthorized access to the corflure, the PDS must discuss how often
.02 This revenue procedure provided€nts of an item by any person (e.g.2Nd under/ what u_rcumstques It uses
rules applicable for designation solelyeMployees, contractors/agents, and thirgontractors/agents i providing nation-
for purposes of § 7502(f)(2). During theParties). wide delivery. _
interim period, there will be no designa- -06 The_ name of_ the PDS and the (4) In addressing the requirement un-
tion for purposes of § 7502(f)(3) (ser-type of delivery service b_el_ng used mustler section 4.07 of this revenue proce-
vices that are equivalent to United@lways be clearly identified on eachdure, the PDS must include a statement
States registered or certified mail). item delivered by the PDS to an officethat it certifies it is in compliance and
.03 Designation will be determineddescribed in § 7502. _ will remain in compliance.
with respect to each type of delivery .07 The PDS must comply with all 54 A pps should identify any infor-
service offered by a PDS (e.g., nextequirements of the Private EXpréSgnaiion within its application that it
business morning delivery, next businesStatutes (18 U.S.C. 88 1693-1699 anacl)nsiders to be confidential trade se-
day delivery, etc.). 39 U.S.C. 88 601- 606). (See generally qtg
.04 PDSs will not be designated until39 C.F.R. Parts 310 and 320.)
the time specified in section 8.01 of this
revenue procedure. Until such designaSECTION 5. CONTENT OF
tion is announced, the “timely mailing APPLICATION
as timely filing/paying” rule of 8 7502 o1 To receive designation, a PD
is available only with respect to itemsmyst submit a written application.

.05 The application must include the
following statement:

Under the penalties of perjury, | de-
clare that | have examined this applica-
Stion and any accompanying information,
If aand to the best of my knowledge and

sent by United States mail PDS uses a single application to requegjejief it is true, correct, and complete.
designation with respect to more thanrp; li ill id i

SECTION 4. CRITERIA FOR , e s applicant will provide prompt writ

DESIGNATION one type of delivery service it offers, theien notification to the Service if any

. o - PDS must include all of the requiredgppjication information changes during
The following criteria must be satis-information for each type of delivery the time it is under consideration for

fied for each type of delivery service forservice. designation. This applicant will comply
which designation is sought. .02 The application must include thewith all of the provisions of Rev. Proc.
.01 The delivery service offered mustname and address of the principal placg7-19 during the time it is a designated
be available to the general public. of business of the PDS and the nam@rivate delivery service if it is desig-
.02 The delivery service offered mustand telephone number of a contact pemated during the interim period. | under-
be at least as timely and reliable on &on. stand that noncompliance will result in
regular basis as United States First-Class .03 The application must describethe revocation of designation. | am
Mail. how the PDS satisfies each of theauthorized to make and sign this state-
.03 The delivery service offered mustrequirements of section 4 of this rev-ment on behalf of this applicant.
provide for the recording or marking of enue procedure. In particular, an appli- g The application must be signed
the date on which an item was given tccation should address the following t0p-and dated by an authorized official of

the PDS for delivery (the “received ics. _ _ the private delivery service (not the
date”) under one of the following meth- (1) In addressing the requirement ungpplicant’s representative) who has per-
ods. der section 4.02 of this revenue procesonal knowledge of the application in-

(1) The PDS must record electroni-dure, the PDS should discuss whether fgrmation and whose duties are not
cally to its data base (kept in the regulaguarantees delivery within the timejimited to making the application. A
course of its business) the received datepecified for the type of delivery servicestamped signature is not permitted.
and enter into, and comply with, aand, if so, it should provide information 57 A PDS must submit an original
written agreement with the Service thapn that program. and two copies of its application.
addresses the period for which such data (2) In addressing the requirement un-
must be maintained and the terms ander section 4.03 of this revenue procesecTION 6. APPLICATION
conditions under which the Service willdure, the PDS must discuss its recordind ppRESSES
be provided with such data. or marking procedures, including the

(2) The PDS must indelibly mark the security procedures that prevent falsifi- A PDS may submit its written appli-
received date on the cover of the itentation of the recording or marking of cation by either mailing it to:
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Internal Revenue Service tive review and appeal. During the ad-dure if any application information
Attn: Chief, Taxpayer Service T ministrative review and appeal processghanges during the time the PDS is

Room 3408 the denial of designation remains inunder consideration for designation or
1111 Constitution Avenue, N.W. effect. during the time it is a designated PDS.
Washington, D.C. 20044, .02 If the Service has denied designa- .02 If a designated PDS delivers an
or hand delivering it between the hourgion with respect to any type of deliveryitem that is sent by itself, a related
of 8:00 a.m. and 5:00 p.m. to: service offered by a PDS, the Servicgerson within the meaning of § 267, or
Courier’'s Desk will issue a letter of denial that explainsa member of an affiliated group of
Internal Revenue Service to the applicant why the Service rejectedvhich the designated PDS is also a
Attn: Chief, Taxpayer Service T the request for designation. member within the meaning of § 1504,
Room 3408 .03 An applicant that receives a letteisuch item will not qualify under the
1111 Constitution Avenue, N.W. of denial may obtain administrative re-“timely mailing as timely filing/paying”
Washington, D.C. view by mailing or delivering, within 30 rule unless the item is received by the

calendar days of the date of the letter ofddressee no later than two business
SECTION 7. APPLICATION PERIODS genjal, a written response to the Serviceays after the due date.
.01 During the interim period, thereat one of the application addresses listed .03 For purposes of the postage pre-
will be an initial application period and in section 6 of this revenue procedurepaid requirement of 8 7502(a)(2)(B), a

subsequent application periods. The applicant’s response must addressender is permitted to use a billing
(1) The initial application period endsthe Service’s explanation for the deniaimethod other than advance payment if a
on March 14, 1997. of designation. designated PDS offers such billing

(2) Subsequent application periods 04 Upon receipt of an applicantsmethod in accordance with established
will end on each June 30th and DecemWritten response, the Service will reconindustry practices and the recipient is
ber 31st thereafter. sider its denial of designation. The Sernot charged without its permission. An

.02 Once a PDS is designated, it doe¥ice may (1) designate the applicant bytem will not qualify under the “timely
not need to reapply during the interimiSsuing a notice that provides a revisednailing as timely filing/paying” rule if
period unless it desires to receive desigist of the designated PDSs, or (2)the recipient is charged without its per-
nation with respect to a new type ofconfirm its denial of designation by mission. Moreover, the Service will not

delivery service it offers. issuing a letter to the applicant. accept delivery of an item if the Service
.05 If an applicant receives a letteris billed for the delivery charge without

SECTION 8. NOTIFICATION OF confirming the denial of designation, theits permission. Similarly, the United

DESIGNATION applicant is entitled to an appeal, inStates Tax Court may not accept deliv-

01 Aft iewing th licati writing, to the National Director of ery of an item if it is billed for the
.' ter reviewing those applications , o »|¢. delivery charge without its permission.
filed during the initial application pe- 06 The appeal must be mailed or

riod, the Service anticipates that by, i oreq o the Service at one of theSECTION 11. ADVERTISING

March 31, 1997, it will issue the first pplication addresses listed in section & TANDARDS FOR DESIGNATED

notice that lists the PDSs that are desig2PP," e DELIVERY SERVICES
nated under these interim procedure&‘c this revenue procedure within 30

That notice will specify the period dur- Calendar days of the date of the letter

. , . : .01 No designated PDS may, in any
ing which the designated PDSs will becOnfirming the denial of designation. Anyy,y - se or participate in the use of any

designated. This period will not beginaPPlicants written appeal must contain g, of public communication contain-

earlier than the date the notice is is;suedjem”(ad explanation, - with sypporting-ng a false, fraudulent, misleading, de-
and the period may begin either on thjilocumentatlon, of why the denial shouldC

Y h i eptive, unduly influencing, coercive, or
date the notice is issued or shortlyS rte\_/erlsedd. In addltl()fl’l:{ht € a?_p 'Cat‘,nhnfair statement or claim.
thereafter. Except as provided in sectiomyS '?C u f.’ at' copy or the fat%p I(I:atr: S 02 A designated PDS must adhere to
12 of this revenue procedure, this periocgf”g('jneii;ppa'lcacgm' aofcot%):a Oa ﬁcgnfsrall relevant federal, state, and local
will not end earlier than March 1, 1998,re uest f(;r admirrl)iﬁtrative revigv?/ and consumer protection laws that relate to
regardless of the time permanent guid- . o ' 7 “advertising and soliciting.
ance is issued. copy of the letter confirming the denial.

07 Fail ¢ d within the 30 .03 A designated PDS must not use
.02 The Service will issue additional -©f "alure to respond within the SU-no - hame of the Treasury Department,

notices providing a revised list of theda%; g%réod? tr?escnbed n sectlé)ns 9'0 e Service (e.g., “Internal Revenue Ser-
designated PDSs on or before Septenf” o to _|strevenue pr?ce #lre .'rrhet\'/ice" or “IRS”), or the United States
ber 1st and March 1st of each year of/OCa@Ply terminales an applicants ngnhtr,, g, \ithin its name.
the interim period. to an administrative review or appeal.

_ . .04 Advertising materials shall not
.03 In unusual circumstances, the -08 A PDS that has been denied desy, .\ the seal of any office within the

Service may issue additional notices aignation during any application periodro s\ pepartment or of the United
other times. (See, for example, sectiof@y reapply during the next applicationg o< Tax Court.

12.06 of this revenue procedure.) period. .05 If a designated PDS uses any
SECTION 9. ADMINISTRATIVE SECTION 10. SPECIAL RULES audlq or video media (including rad|_o,
REVIEW AND APPEAL PROCESS television, and the Internet) to advertise

.01 A PDS is required to provideits status as a designated PDS, the
FOR DENIAL OF DESIGNATION prompt written notification to the Ser- broadcast must be pre-recorded. The

.01 A PDS that has been denied des¢ice at one of the application addressedesignated PDS must keep a copy of
ignation has the right to an administradisted in section 6 of this revenue procesuch pre-recorded advertisement for a
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period of at least 36 months from the .04 If a designated PDS fails to file ation Act (44 U.S.C. § 3507) under con-
date of the last transmission or use.  timely appeal or if an appeal is deniedfrol number 1545-1535.

.06 If a designated PDS uses anyhe Service will revoke the designation. An agency may not conduct or spon-
written media (including newspapers, di-The revocation may be either with re-sor, and a person is not required to
rect mail, billboards, and fax communi—spect to a single type of delivery servicerespond to, a collection of information
cations) to advertise its status as @ffered by the designated PDS or withunless the collection of information dis-
designated PDS, the designated PDgsgpect to all types of delivery servicesplays a valid control number.
must retain a copy (or example) of suChygared, depending on the nature of the The collections of information in this
advertisement, along with a list or otherjo|ation. The revocation will be effec- revenue procedure are in sections 4.03,
description of the persons to whom thg; e after issuance of a notice that5, 9.03, 9.06, 10.01, 11.05, 11.06, and
communication was directed, for a pe a5 4 revised list of the designated.2.03. This information is required for
riod of at least 36 months from the dateEDSS. the Internal Revenue Service to deter-
of the last communication. mine whether a private delivery service

hould be a “designated” private deliv-
ery service. This information will be

.05 A PDS is not permitted to reapply
SECTION 12. MONITORING OF for designation under the provisions o
DESIGNATED DELIVERY SERVICES this revenue procedure if, after consider

. s used to ensure that a private delivery
AND REVOCATION PROCEDURES  ation of an appeal if timely requesteq, ervice conforms to the requirements set
there has been a complete or parti

.01 The Service may monitor desig- X ; . rth in this revenue procedure. The
nated PDSs to ensure compliance Wmlfvocatlon of its status as a designategy|iections of information are required
the requirements of this revenue procet DS The permanent guidance may alsgy obtain a benefit. The likely respon-
dure. If the Service finds that a desigPreclude such a PDS from reapplyingjents are businesses or other for-profit
nated PDS failed to comply with thef_or an additional specified period of jnstitutions.
requirements of this revenue procedurd!me. The estimated total annual reporting
the Service will issue a warning letter .06 In exceptional circumstances, theand/or recordkeeping burden is 3,069
that describes specific corrective actiorService may revoke the status of éours.
that must be taken in order to retaindesignated PDS before the appeals pro- The estimated average annual burden
designation. cess is completed. Such revocation wilper respondent/recordkeeper is 614

.02 If the designated PDS fails tope effective after issuance of a noticehours. The estimated number of respon-
take the appropriate corrective actionhat provides a revised list of the desigdents and/or recordkeepers is five.
within the time specified in the waming nated PDSs. If, after consideration of an The estimated frequency of responses
letter, a proposed revocation letter willynneq) it is determined that a PDS iss on occasion.
be issued. If a deSIQnated PDS rece"_’etﬁjalified for designation, the PDS will Books or records relating to a collec-
a prgposed .feVOC?T'O(;‘ letter, the d?s'.gbe redesignated. Such redesignation wition of information must be retained as
\?varlitt(ian P?OS Itieenli:gtaiong agirggt%?a(’)f'rbe effective after issuance of a noticdong as their contents may become ma-
A gi that provides a revised list of the desigterial in the administration of any inter-

ppoa’s. Inated PDSs. nal revenue law. Generally, tax returns

'03 The appeal mgst be mailed o and tax return information are confiden-
delivered to the Service at one of the

application addresses listed in section ®&ECTION 13. EFFECTIVE DATE tial, as required by 26 U.S.C. § 6103.
of this revenue procedure within 30 SECTION 15. DRAETING

calendar days of the date of the pro- This revenue procedure is effectiv

posed revocation letter. A designatedrebruary 25, 1997. INFORMATION

PDS’s written appeal must contain a The principal authors of this revenue
detailed explanation, with supportingSECTION 14. PAPERWORK procedure are Robert J. Basso and
documentation, of why the revocationRepycTION ACT Renay France of the Office of Assistant
should not be made. In addition, the Chief Counsel (Income Tax and Ac-

designated PDS must include a copy of The collections of information con- counting). For further information re-

the warning letter and a copy of thetained in this revenue procedure havearding this revenue procedure, contact
proposed revocation letter. Failure tdheen reviewed and approved by théls. France at (202) 622-6232 (not a
appeal within the 30-day period irrevo-pOffice of Management and Budget intoll-free call).

cably terminates a designated PDS’gccordance with the Paperwork Reduc-
right to an appeal.
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Part IV. Items of General Interest

Notice of Proposed Rulemaking SUPPLEMENTARY INFORMATION: required to obtain a benefit. The likely
and Notice of Public Hearing ) respondents are individuals, farms, busi-
Paperwork Reduction Act nesses or other for-profit institutions,

Basis Reduction Due to Discharge

; ; ; and small businesses or organizations.
The collections of information con-
of Indebtedness

; : ; : Estimated total annual reporting bur-
ta;ned in this notice of _proposedéjen:100’000h0urs.
REG-208172-91 rulemaking have been submitted to th Estimated | burd
Office of Management and Budget for stimated average annual burden per
respondentl hours.

AGENCY: Internal Revenue Servicel®view in accordance with the Paper-=Z .o 050 b o respondents:

IRS), Treasury. work Reduction Act of 1995 (44 U.S.C.

) ’ 3507(d)). 1OI(E)’s(t)i?r?ated annual frequency of re-
ACTION: Notice of proposed rulemak- Comments on the collections of infor'sponsesOn occasion

ing and notice of public hearing. mation should be sent to th®ffice of

An agency may not conduct or spon-
sor, and a person is not required to
respond to, a collection of information
unless the collection of information dis-
plays a valid control number.

Books or records relating to a collec-
tion of information must be retained as
long as their contents may become ma-

Management and Budget Attn: Desk
SUMMARY: This document contains Officer for the Department of the Trea-
proposed regulations that provide ordersury, Office of Information and Regula-
ing rules for the reduction of bases oftory Affairs, Washington, DC 20503,
property under sections 108 and 1017 ofvith copies to thelnternal Revenue
the Internal Revenue Code of 1986. Thé&ervice Attn: IRS Reports Clearance
regulations will affect taxpayers thatOfficer, T:FP, Washington, DC 20224.
exclude discharge of indebtedness fror€omments on the collections of infor-terial in the administration of any inter-
gross income under section 108. mation should be received by March 8‘nal revenue law. Generally, tax returns

1997. Comments are specifically re- ; : .
DATES: Written comments must be re-quested concerning: and tax return information are confiden-

ceived by April 7, 1997. Outlines of oral  Whether the proposed collections of 2+ S équired by 26 U.S.C. 6103.

comments to be presented at the publigyformation are necessary for the propeBackground

hearing scheduled for April 24, 1997, atyerformance of the functions of the

10 a.m. must be received by April 3,|nternal Revenue Service including This notice contains proposed amend-
1997. whether the information will have prac-ments to the income tax regulations (26
ADDRESSES: Send bmissi . tical utility; CFR Parts 1 and 301) under sections
CC:DOM:COIR;P:IR?n(RESCUB—?(I)Sésllng];l;),. The accuracy of the estimated burded08 and 1017 of the Internal Revenue

“)associated with the proposed collection§0de of 1986 (Code). The amendments
room 5228, Internal Revenue Service 't mation (see below): are proposed to conform the regulations

POB 7604, Ben Franklin Station, Wash- R : to amendments to sections 108 and 1017
ington, DC 20044. In the alt_ernative,th:?x}lotrﬁaggﬁ“%’ ggllg/élgrl?eglaggyogemade by the Bankruptcy Tax Act of
submissions may be hand delivered beénhanced' 1980, Pub. L. 96-589, § 2, 94 Stat.

tween the hours of 8 a.m. and 5 p.m. to: . 3389 (1980), 1980-2 C.B. 607 (Bank-
CC:DOM:CORP:R (REG-208172-91), HOw the burden of complying with | /o0 B0 "X o “rednical correc

Couriers Desk, Intemal Revenue Nsﬁmypffoﬁginff;'é%c“?;';u%ﬁn'gfot[]rpo*ﬁg’r?tions Act of 1982, Pub. L. 97-448,
vice, onstitution Avenue, : o ’ :

Washington, DC. Alternatively taxpay-the application of automated coIIectlonigégE(lh)é% QA?SfFTHezgl’DZ?i’cizt?)lzi d(&gt?c?r)li
ers may submit comments e|ectromc‘,ﬂ”tecﬂnlqlues.or c()jther forms of |nformat|onAct of .19.)84, "Pub. L. 98369,
via the internet by selecting the “Tax '€chnology, an _ 88 474()(5) and 721(b)(2), 98 Stat.
Regs” option on the IRS Home Page, Estimates of capital or start-up cost 4, 839, 966 (1984), 1984-3 C.B. (Vol.

or by submitting comments directly to@nd costs of operation, maintenance, a 1: the Tax Reform Act of 1986, Pub.

the IRS internet site at http:// purchase of service to provide mforma-L_ 99-514, §§ 104(b)(2), 231(d)(3)(D).

www.irs.ustreas.gov/prod/tax_regsHon. _ _ ... 822, and 1171(b)(4), 100 Stat. 2085,
comments.html. The collections of information in this 2105, 2179, 2373, 2513 (1986), 1986-3

proposed regulation are in 8§ 1.108+ g (Vol. 1) 2; and the Omnibus Bud-
FOR FURTHER INFORMATION 4(b), 1.1017-1(e)(2), and 1.1017—get Reconciliation Act of 1993, Pub. L.

CONTACT: Concerning the regulations1(f)(2)(ii) and (iii). This information is 103-66. § 13150, 107 Stat. 312, 446
generally, Sharon L. Hall or Christopherrequired for a taxpayer to elect to 1993) '1993-3 C.B. 1 ' '

F. Kane of the Office of Assistant Chiefreduce the adjusted bases of depreciabie ' T

Counsel (Income Tax & Accounting) atproperty under section 108(b)(5), to In general, section 108 excludes from
(202) 622-4930; concerning partnershiglect to treat section 1221(1) real propgross income discharges of indebtedness
adjustments under section 1017, Briamrty as either depreciable property oif the discharge occurs in a title 11 case
M. Blum of the Office of Assistant depreciable real property, and to accourdr when the taxpayer is insolvent, or if
Chief Counsel (Passthroughs & Specidlor a partnership interest as either deprethe indebtedness is “qualified farm in-
Industries) at (202) 622—-3050; concerneiable property or depreciable real propdebtedness” or “qualified real property
ing submissions and the hearingerty. This information will be used to business indebtedness.” Taxpayers gen-
Evangelista C. Lee of the Regulationgetermine whether taxpayers have progerally must reduce specified tax at-
Unit at (202) 622—-7190 (not toll-free erly reduced the bases of their propertributes, including adjusted bases of
numbers). ties. The collections of information areproperties, to the extent income from
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discharge of indebtedness is excluded In addition, the proposed regulationgproportionate interest in the adjusted
from gross income under section 108modify the categories in the existingbases of depreciable property (or depre-
Section 1017 provides rules regardingegulations to simplify the process ofciable real property) held by the partner-
any basis reductions required by, obasis reduction. First, the distinctionship (inside basis).

elected under, section 108. between purchase-money indebtednessThe proposed regulations generally
. . and other secured indebtedness is elimprovide that a taxpayer may freely
Explanation of Provisions nated. Second, the order of basis reduchoose whether or not to request that a

tion for property that secured dischargegpartnership reduce the partner’s share of
o . indebtedness is changed. Thus, the firstepreciable basis in partnership property
The legislative history of the Bank- category of the general ordering rule isand thereby permit the taxpayer to treat
ruptcy Tax Act states that the exclusionea| property used in the taxpayer'she partnership interest as depreciable
of discharge of indebtedness (COD intrade or business or held for the producproperty (or depreciable real property).
come) from gross income under sectiofion of income (other than sectionIn addition, the proposed regulations
108 is intended to promote a debtor's|221(1) real property) that secured th@enerally provide that the partnership is
fresh start. S. Rep. No. 1035, 96thgischarged indebtedness, and the secofi¢e to grant or deny its consent. In
Cong., 2d Sess. 10 (1980), 1980-2 C.Beategory is personal property used in therder to prevent avoidance of the gen-
620, 624; H.R. Rep. No. 833, 96thiaxpayer’s trade or business or held foeral ordering rules of the proposed regu-
Cong., 2d Sess. 11 (1980). The excluthe production of income (other thanlations through the use of partnerships,
sion provided by the statute generallynventory, accounts receivable, and noteBowever, a partner is required to request
operates, however, to defer, rather thapeceivable) that secured the dischargegonsent if the partner owns (directly or
eliminate, income from discharge ofindebtedness. Therefore, if an indebtedndirectly) more than 50 percent of the
indebtedness. ness secured by a building, a parcel ofapital and profits interests of the part-
The deferral of income provided byjand used in the taxpayer's trade omnership, or if the partner receives a
statute is generally achieved by requirpysiness, office equipment, and officedistributive share of COD income from
ing a taxpayer to reduce specified tayrniture is discharged, the taxpayer prothe partnership. In addition, the partner-
attributes  (including adjusted bases oportionately reduces the adjusted baseship is required to grant consent if
property) under section 108(b) by anof the buiiding and the parcel of land,requests are made by partners owning
amount equal to the COD income extased upon their relative adjusted base§girectly or indirectly) an aggregate of
cluded from gross income under sectiofy the full extent of the excluded CODmore than 50 percent of the capital and
108(a). Section 108(b)(2) requires a taxmcome before reducing the adjustedrofits interests of the partnership.
payer to reduce tax attributes in thepases of the office equipment and the The proposed regulations provide that
following order: (A) net operating l0ss; office furniture. The IRS and Treasurya partner requesting a reduction in in-
(B) general business credit; (C) mini-pepartment believe that this modifica-side basis must make the request before
mum tax credit; (D) capital loss car-tion of the current regulations will sim- the due date (including extensions) for
ryovers; (E) adjusted bases of propertyplify the process of basis reduction forfiling the partner's Federal income tax

Overview

(F) passive activity loss and credit carmany taxpayers. return for the taxable year in which the
ryovers; and (G) foreign tax credit car- partner has COD income. A partnership
ryovers. If the excluded COD inCOmeSpeciaI Rules for Depreciable Propertieghat consents to a basis reduction must
exceeds the sum of the taxpayer's tax include a consent statement with its

attributes, the excess is permanently ex- Instead of reducing tax attributes inForm 1065, U.S. Partnership Return of
cluded from the taxpayer’s gross in-the order specified by section 108(b)(2)income, and must also provide a copy
come. a taxpayer may elect under sectiorf that statement to the affected partner
When basis reductions are necessar§08(b)(5) first to reduce the adjustedon or before the date the Form 1065 is
section 1017(a) requires the taxpayer tbases of depreciable property (real anflled. The IRS and Treasury Department
reduce the adjusted bases of propertgersonal) to the extent of the excludegecognize that under current law a part-
held on the first day of the following COD income. If the adjusted bases oher may not always have sufficient
tax year. Section 1017(b)(1) providesdepreciable property are insufficient toinformation with which to decide to
that the amount of the basis reductioroffset the entire amount of excludedrequest a basis reduction until on, or
required under section 1017(a), and th€OD income, the taxpayer must reducghortly before, the due date (including
particular properties the bases of whiclany remaining tax attributes in the ordelextensions) for filing the partner's tax
are to be reduced, shall be determinedpecified in section 108(b)(2). Sectionreturn. For example, for calendar year
under regulations. 108(c) requires that excluded COD intaxpayers, a partner’s tax return and a
) ) come from the cancellation of qualifiedpartnership’s Form 1065 are generally
General Rules for Basis Reduction  real property business indebtedness mugiie on the same dageesections 6031
Consistent with the legislative historybe applied against depreciable real propand 6072. Comments are requested as to
of the Bankruptcy Tax Act, the proposederty. whether additional rules (such as requir-
regulations generally retain the *“trac- Section 1017(b)(3)(C) provides that ang a partnership to inform partners of
ing” approach of the existing regulationstaxpayer must treat a partnership interes€OD income prior to the date the Form
issued under prior law. Thus, the pro-as depreciable property when reducing065 is filed) are necessary to ensure
posed regulations require a taxpayer tadjusted bases under section 108(b)(5)hat information is exchanged between
reduce the adjusted basis of the propertgnd as depreciable real property whethe partnership and its partners in a
that secured the discharged indebtednessducing adjusted bases under secticimely fashion.
before reducing the adjusted bases df08(c), to the extent the partnership The proposed regulations remove
other property. correspondingly reduces the partner'§ 301.9100-13T, which governs elec-
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tions under section 108(b)(5), and addhis requirement is contained in sectionadmitted beyond the Internal Revenue
new proposed § 1.108-4. Under thel017(b), 6001, and 7805(a). Building lobby more than 15 minutes
temporary regulations, a taxpayer is re- Though the proposed regulationgefore the hearing starts.

quired to make the election with themight affect any partnership owning The rules of 26 CFR 601.601(a)(3)
taxpayer’s Federal income tax return fodepreciable property, the IRS and Treaapply to the hearing.

the taxable year in which the dischargeury Department believe that partner- Persons that wish to present oral
occurs, but is permitted to file an elec-Ships owning depreciable real properncomments at the hearing must submit
tion with an amended return, or claimare the most likely to be affected.written comments by April 7, 1997 and
for credit or refund, if the taxpayer APproximately 1,560,000 partnership resubmit an outline of the topics to be
establishes reasonable cause for failinns were filed for 1993. Approxi- discussed and the time to be devoted to
to file the election with the original mately 620,000 of these were for parteach topic (signed original and eight (8)
return. New proposed § 1.108-4 renerships owning real property. It iscopies) by April 3,1997.

quires the taxpayer to make the electiofnlikely, however, that many of these A period of 10 minutes will be allot-
on the timely filed (including exten- Partnerships will be affected by theted to each person for making com-
sions) Federal income tax return for théPfoposed regulations in any given yearments. _ _
taxable year the taxpayer has COD After a partner conveys information An agenda showing the scheduling of
income that is excluded under sectiofonceming the amount of COD incomethe speakers will be prepared after the
108(a). Therefore, a taxpayer that fail€xcluded from gross income under secdeadline for receiving outlines has
to make the election on that return mustion 108(2) to the affected partnershippassed. Copies of the agenda will be
request the Commissioner’s consent téhe partnership must reduce the partner@vailable free of charge at the hearing.

file a late election under § 301.9100-3Tinterest in inside basis. Accordingly, the . .
or any regulations that supersedéartnership must prepare and maintaifPrafting Information

§ 301.9100-3T. special entries on its books because this The principal author of these regula-
basis reduction will reduce the partner'sijons is Leo F. Nolan Il, Office of
Special Analyses share of the partnership’s depreciatiomgsistant Chief Counsel (Income Tax

_ _ _ deductions, and ultimate gain or 10ss 0y Accounting). However, other per-
It has been determined that this noticghe sale of the property, in subsequenionnel from the IRS and Treasury De-

of proposed rulemaking is not a signifi-years. In many cases, partnership returisariment participated in their develop-
cant regulatory action as defined in ECare prepared using computer softwarg,ent.
12866. Therefore, a regulatory assesshat can prepare and maintain these
ment is not required. special entries after the initial year.

Pursuant to section 7805(f) of the The IRS and Treasury Department A'®roposed Amendments to the Regula-
Internal Revenue Code, this notice ohot aware of any federal rules that may;yg
proposed rulemaking will be submittedduplicate, overlap, or conflict with the
to the Chief Counsel for Advocacy of proposed rule. Accordingly, 26 CFR parts 1 and 301
the Small Business Administration for As an alternative to the disclosureare proposed to be amended as follows:
comment on its impact on small busi-described above, the IRS and Treasur
ness. Department considered, but rejected a ART 1—INCOME TAXES

N o too burdensome, a rule that would have paragraph 1. The authority citation
Initial Regulatory Flexibility Act Analy- required an affected partnership to disfor 26 CFR part 1 is amended by adding
sis close the reductions of adjusted basis Ogntries in numerical order to read as
a property-by-property basis. There argp|ows:

* * * *

This initial analysis is required under

nership to include a statement with it ™
. uest comments from small entities con
Form 1065, U.S. Partnership Return (;\E U.S.C. 108.

Income, and provide a copy of that erning pOSSIble alternatives. Section 1.1017-1 also issued under 26
statement with the taxpayer's Schedulgomments and Public Hearing U.s.C. 1017.

K-1 (Form 1065), Partner's Share of

Income, Credits, Deductions, etc., for Before these proposed regulations ar§ 1.108(a)-1 [Removed]

the taxable year in which the CODadopted as final regulations, consider- . .
income is excluded under sectioration will be given to any written com- Par. 2. Section 1.108(a)-1 is re-
108(a), stating the amount of the partments (a signed original and eight (gymoved.

ner's share of the reduction in thecopies) that are submitted timely to the

partnership’s adjusted bases of deprdRS. All comments will be available for § 1.108(a)-2 [Removed]

ciable real or personal property (insidepublic inspection and copying. Par. 3. Section 1.108(a)-2 is re-
basis). This requirement will ensure that A public hearing has been scheduleg,gyed.

the partner knows it is entitled to reducdor April 29, 1997, at 10 a.m. in IRS

the adjusted basis of the partnershiguditorium, 7th Floor, Internal Revenue B

interest and that the affected partnershipuilding, 1111 Constitution Avenue, § 1.108(b)-1 [Removed]

knows it must reduce the partner’s interNW, Washington, DC. Because of ac- Par. 4. Section 1.108(b)-1 is re-
est in inside basis. The legal basis focess restrictions, visitors will not bemoved.
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8 1.1016-7 [Removed] standing principal amount of that indebt-section for the treatment of partnership
edness immediately before the dischargedebtedness as indebtedness secured by
over the net fair market value of thethe taxpayer’'s interest in the partner-
qualifying real property, as defined inship);

§ 1.1016-8 [Removed] § 1.1017-1(c)(1), immediately before (2) Personal property used in a trade

Par. 6-7. Section 1.1016-8 is rethe discharge. For purposes of this se@r business or held for investment, other
moved. tion, net fair market valuemeans the than inventory, accounts receivable, and
fair market value of the qualifying real notes receivable, that secured the indebt-
= property (notwithstanding sectionedness immediately before the discharge
§ 1.1017-2 [Removed] 7701(g)) reduced by the outstandingsee paragraph (f)(1) of this section for

Par. 8. Section 1.1017-2 is removedprincipal amount of any other qualifiedthe treatment of partnership indebted-

. _ real property business indebtedness seess as indebtedness secured by the

Par. 9. Section 1.108-4 is added tQreq by that property immediately betaxpayer’s interest in the partnership);

read as follows: fore and after the discharge. (3) Remaining property used in a

. . (b) Overall limitation The amount trade or business or held for investment,
§ 1.108-4 Election to reduce basis  excluded from gross income under secether than inventory, accounts receiv-
of depreciable property under tion 108(a)(1)(D) shall not exceed theable, notes receivable, and real property
section 108(b)(5). aggregate adjusted bases of all deprelescribed in section 1221(1);

(a) Description An election under _ciable _real property held by the taxpayer (4) Inventory, accounts receivable,
section 108(b)(5) is available Wheneve,tmmedlately_before the discharge (o'ghenot_es recelvab_le, and real property de-
a taxpayer excludes discharge of indebthan depreciable real property acquiredcribed in section 1221(1); and
edness (COD income) from gross in/N contemplation of the discharge) re- (5) Property not used in a trade or
come under sections 108(a)(1)(A), (B)’duced by the sum of any— business nor held for investment.
or (C) (concerning title 11 cases, insol- (1) Depreciation claimed for the tax- (b) Operating rules—(1) Prior tax-
vency, and qualified farm indebtednessable year the taxpayer excluded d!sattrlbute reduction The amount of ex-
respectively). See sections 108(d)(2) angharge of indebtedness from gross included COD income applied to reduce
(3) for the definitions oftitle 11 case COMe under section 108(2)(1)(D); andbasis does not include any COD income
and insolvent See section 108(g)(2) for (2) Reductions to the adjusted basedpplied to reduce tax attributes under
the definition of qualified farm indebt- of depreciable real property requiredsections 108(b)(2)(A) through (D) and,
edness under section 108(b) or section 108(gjf applicable, section 108(b)(5). For ex-

(b) Time and mannerTo make an for the same taxable year. amplef if a taxpayer excl_udes $100 of
election under section 108(b)(5), a tax- (c) Effective date This section is ef- COD income from gross income under
payer must enter the appropriate inforfective for discharges of qualified realSection 108(a) and re_duces tax attributes
mation on Form 982Reduction of Tax Property business indebtedness occurri $40 under sections 108(b)(2)(A)
Attributes Due to Discharge of Indebted-on or after the date these regulations aréirough (D), the taxpayer is required to
ness (and Section 1082 Basis Adjustublished as final regulations in thereduce the adjusted bases of property by
ment) and attach the form to the timely Federal Register. $60 ($100 - 3$40) under section
filed (including extensions) Federal in- Par. 11. Section 1.1017-1 is revise&os(b)(z)(E.)' . .
come tax return for the taxable year irto read as follows: (2) Multiple discharged indebted-
which the taxpayer has COD income Nesses If a taxpayer has COD. income
that is excluded from gross income§ 1.1017-1 Basis reductions following adttributable to more than one discharged
under section 108(a). An election undeflischarge of indebtedness indebtedness resulting in the reduction

h i . of tax attributes under sections
this section may be revoked only with () General rule for section 108(b)(2)(A) through (D) and, if appl-

. ) i ¢ 108(b)(2)(E) This paragraph (a) appliescable, section 108(b)(5), paragraph
charges of indebtedness occurring on 108(b)(2)(E) that are required by sectiorallocating the tax-attribute reductions
after the date these regulations are puoI-OS(a)(l)(A) or (B) because _the lax-among the indebtednesses in proportion
lished as final regulations in thieederal kbayer excluded discharge of m_debtedto the amount of COD income attribut-
Register Ress (COD lncomeé from grhOSSf Illl’lcomeable to each discharged indebtedness.

: . . taxpayer must reduce in the followingFor example, if a taxpayer excludes $20
Par. 10. Secjuon 1.108-5 is added WQger 1o the extent of the excludedof COD irﬁ)come attrigu%/able to secured
read as follows: COD income but not below zero, theindebtedness A and excludes $80 of
adjusted bases of property held on th€OD income attributable to unsecured
first day of the taxable year following indebtedness B (a total exclusion of
the taxable year that the taxpayer ex$100), and if the taxpayer reduces tax
cluded COD income from gross incomeattributes by $40 under sections
(in proportion to adjusted basis): 108(b)(2)(A) through (D), the taxpayer
(a) Indebtedness in excess of value (1) Real property used in a trade omust reduce the amount of COD income
The amount excluded from gross in-business or held for investment, otheattributable to secured indebtedness A to
come under section 108(a)(1)(D) (conthan real property described in sectior$12 ($20 — ($20+ $100 x $40)) and
cerning discharges of qualified reall221(1), that secured the dischargechust reduce the amount of COD income
property business indebtedness) shall nindebtedness immediately before the disattributable to unsecured indebtedness B
exceed the excess, if any, of the outeharge (see paragraph (f)(1) of thito $48 ($80 — ($80+ $100 x $40)).
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(3) Limitation on basis reductions un-the limitation on basis reductions undemership consents to a corresponding re-
der section 108(b)(2)(E) in bankruptcysection 1017(b)(2) using the aggregateuction in the partnership’s basis (inside
or insolvency If COD income arises of the remaining adjusted bases of propbasis) in depreciable property (or depre-
from a discharge of indebtedness in a@rty. For example, if, immediately afterciable real property) with respect to
titte 11 case or while the taxpayer isthe discharge of indebtedness in a titiguch partner.
insolvent, the amount of any basis redl case, a taxpayer’s adjusted bases of
duction under section 108(b)(2)(E) shalproperty is $100 and its undischargedof
not exceed the excess of— indebtedness is $70, and if the taxpaye%f

(i) Request by partner and consent
partnership—(A) In general Except

(i) The aggregate of the adjustedelects to reduce the adjusted bases oth_(_arW|se provided in this paLagraph
bases of property and the amount oflepreciable property by $10 under sec )(2)(i), a taxpayer may choose
money held by the taxpayer immediatelytion 108(b)(5), section 1017(b)(2) IimitsWh.‘ather Or not to request Fhat a partner-
after the discharge; over any further basis reductions under sec3niP reduce the inside basis of its depre-

(i) The aggregate of the liabilities of tion 108(b)(2)(E) to $20 (($100 — $10) —ciable property (or depreciable real
the taxpayer immediately after the dis$70). property) with respect to the taxpayer,
charge. (d) Changes in securityAny change and the partnership may grant or with-

(c) Modification of ordering rules for in the property securing an indebtednesBold such consent, in its sole discretion.
basis reductions under sectionsduring the one-year period preceding thé request by the taxpayer must be made
108(b)(5) and 108(e}~(1) In general discharge of that indebtedness shall beefore the due date (including exten-
The ordering rules prescribed in paradisregarded if a principal purpose of thasions) for filing the taxpayer’s Federal
graph (a) of this section apply, withchange is to affect the taxpayer’s basitncome tax return for the taxable year in
appropriate modifications, to basis reteductions under section 1017. which the taxpayer has COD income
ductions under sections 108(b)(5) and (e) Election to treat section 1221(1)that is excluded from gross income
(c). Thus, a taxpayer may reduce onlyeal property as depreciable(1l) In  under section 108(a).
the adjusted bases of depreciable promeneral For basis reductions under sec- ;
erty under section 108(b)(5) and maytions 108(b)(5) and (g), a taxpayer maﬁ (B) Request for consent required

: . axpayer must request a partnership’s
reduce only the adjusted bases of deprelect under sections 1017(b)(3)(E) and  <cnt to reduce inside basis if the

ciable real property under section(4)(C), respectively, to treat real prop- . o
108(c). Furthermore, for basis reductionerty described in section 1221(1) astaxpayer owns (directly or indirectly) a

under section 108(c), a taxpayer mustlepreciable property. This election is nofreater than 59 percent interest in the
reduce the adjusted basis of the qualifyavailable, however, for basis reducti0n§:apltal apd profits of th? partnership, or
ing real property to the extent of theunder section 108(c). if ,reduc'uon_s to the basis of the taxpay-
discharged qualified real property busi- (2) Time and mannerTo make an ©r'S depreciable property (or depreciable
ness indebtedness before reducing thalection under section 1017(b)(3)(E) or€al property) are being made with re-
adjusted bases of other depreciable re&#)(C), a taxpayer must enter the approSPect to the taxpayer’s distributive share
property. The terngualifying real prop- priate information on Form 98ZReduc- Of COD income of the partnership.
erty means real property with respect tdion of Tax Attributes Due to Discharge (C) Granting of request requiredA
which the indebtedness is qualified reabf Indebtedness (and Section 1082 Basjsartnership must consent to reduce its
property business indebtedness withik\djustment) and attach the form to apartners’ shares of inside basis if con-
the meaning of section 108(c)(3). Sed¢imely filed (including extensions) Fed-sent is requested by partners owning
paragraphs (e) and (f) of this section foeral income tax return for the taxable(irectly or indirectly) an aggregate of
elections relating to section 1221(l)year in which the taxpayer has CODmgre than 50 percent of the capital and
property a_nd partnershlp interests. income that is excluded from 9rossyrofits interests of the partnership. For

(2) Partial basis reductions under income under section 108(a). An elec'example if there is a cancellation of
section 108(b)(5)If the amount of basis tion under this paragraph (e) may bepartnersﬁi indebtedness securina real
reductions under section 108(b)(5) igevoked only with the consent of the Pt L 9

. . property used in a partnership’s trade or

less than the amount of the COD in-Commissioner. business, and if partners owning (in the
come excluded from gross income under (f) Partnerships—(1) Partnership ’ P 9
section 108(a), the taxpayer must reduc€OD income For purposes of paragraphaggreg‘f"te) 60 percent of the cap|tal and
the balance of its tax attributes, includ{(a) of this section, a taxpayer must treaPrOfItS interests of th? partnership elect
ing any remaining adjusted bases o& distributive share of a partnership'dC €xclude the COD income under sec-
depreciable property, under sectiorCOD income as attributable to a dis1ion 108(c), the partnership must make
108(b)(2). For example, if a taxpayercharged indebtedness secured by tH8€ appropriate reductions in those part-
excludes $100 of COD income fromtaxpayer's interest in that partnershipners’ shares of inside basis.
gross income under section 108(a) and (2) Partnership interest treated as de- (iii) Partnership consent statement
elects to reduce the adjusted bases @ireciable property— (i) In general For (A) Partnership requirementA consent-
depreciable property by $10 under secpurposes of making basis reductions, ifng partnership must include with the
tion 108(b)(5), the taxpayer must reduce taxpayer makes an election undeForm 1065, U.S. Partnership Return of
its remaining tax attributes by $90 undewsection 108(b)(5) or (c) the taxpayerincome, for the taxable year of the
section 108(b)(2). must treat a partnership interest as departnership that ends with or within the

(3) Modification of fresh start rule preciable property (or depreciable reataxable year the taxpayer excludes COD
for prior basis reductions under sectionproperty) to the extent of the partner'sincome from gross income under section
108(b)(5) After reducing the adjusted proportionate share of the partnership’d08(a), and must provide to the taxpayer
bases of depreciable property under setasis in depreciable property (or depreen or before the date the Form 1065 is
tion 108(b)(5), a taxpayer must computeciable real property), provided the partfiled, a statement that—
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(1) Contains the name, address, anthe taxable year of discharge, the bankAnnouncement 97-10
taxpayer identification number of theruptcy estate must reduce all of the .. Health Insurance Portability and
partnership; and adjusted bases of its property before thﬁ\ccountability Act of 1996 added sec-

(2) States the amount of the reductiorfaxpayer is required to reduce any adg,n 520 to the Internal Revenue Code
of the partner’s proportionate interest inusted bases of property. to permit eligible individuals to establish
the adjusted bases of the partnership's (n) Effective date This section is ef- mnegical savings accounts (MSAs). The
depreciable property or depreciable redective for discharges of indebtednesg\c; 4150 added Code section 6050Q,
property, whichever is applicable. occurring on or after the date thesgynich requires any person paying long-

(B) Taxpayer's requirement State- 'égulations are published as final regulagerm care or accelerated death benefits
ments  described in  paragrapHions in theFederal Register. to report the aggregate benefits paid and
M (2)(ii)(A) of this section must be certain other information. In addition,
attached to a taxpayer’s timely filedpgiﬂﬁﬁ’lgﬁgiﬁgﬁEDURE AND the Small Business Job Protection Act
(including extensions) Federal incoméA of 1996 added section 408(p), which
tax return for the taxable year in which par, 12. The authority citation for allows individuals to establish Savings
the taxpayer has COD income that iart 301 continues to read as followsincentive Match Plans for Employees of

excluded from gross income under sec- Aythority: 26 U.S.C. 7805 * * * Small Employers (SIMPLE) retirement
tion 108(a). accounts. -
(iv) Partner’s share of partnerships § 301.9100-13T [Removed] To carry out the MSA provisions, the

adjusted basis[Reserved. IRS developed three new form&orm
13 P L basi ] ductionTh Par. 13. Section 301.9100-13T is rel1099-MSA, Distributions From Medical
I( ) fatrr:'f‘ers 'tP a§|s| rg_ uctt|r(])_n €  moved. Savings Accounts, for trustees to report
ru esho is sec I|0n.(|n%ut Ing this pz;t;a— distributions from an MSA; Form 5498—
E p ducti tb pd p Commissioner of Internal Revenuematlon, for trustees to report contribu-
asis requctions must be maae. . _ _ tions to an MSA; andForm 8851,
(g) Special allocation rule for cases (Filed by the Office of the Federal Register ongymmary of Medical Savings Accounts,

to which section 1398 appliesif a anuary © 1997, 845 am, and published N oy trustees to report the number of

issue of the Federal Register for January 7, 199

bankruptcy estate and a taxpayer t@2 FR. 955) MSAs established.

whom section 1398 applies (concerning For insurance companies and other
only individuals under Chapter 7 or 11 payers to report the aggregate benefits
of title 11 of the United States Code)New Reporting for Medical Savings paid and other information required un-
hold property subject to basis reductiorAccounts, Long-Term Care der section 6050Q, the IRS developed
under section 108(b)(2)(E) or (5) on theAccounts, and SIMPLE Retirement Form 1099-LTC, Long-Term Care and
first day of the taxable year following Accounts Accelerated Death Benefits.

The filing requirements for trustees and other payers are as follows:

If the Form Is Then File With or Furnish to By This Date

1099-MSA (Copy A) IRS March 2, 1998

1099—-MSA (Copy B) Recipient February 2, 1998

Form 5498—-MSA (Copy A) IRS June 1, 1998

Form 5498—-MSA (Copy B) Participant June 1, 1998

Form 8851 IRS June 2, 1997 (For MSAs established from Jan. 1—Apr.
30, 1997)

Form 8851 IRS August 1, 1997 (For MSAs established from May
1—June 30, 1997)

Form 1099-LTC (Copy A) IRS March 2, 1998

Form 1099-LTC (Copy B) Policyholder February 2, 1998

Form 1099-LTC (Copy C) Insured February 2, 1998

Copy A of Forms 1099—-MSA, 5498- contributions to a SIMPLE. Trusteesthese forms have been revised for re-
MSA, and 1099-LTC are provided formust report distributions from aporting SIMPLEs. Printed copies of
your information. Form 8851 is also SIMPLE on Form 1099-R and reportForms 1099-R and 5498 can be ob-
included. Printed forms are expected t@ontributions to a SIMPLE on Form tained by calling 1-800-829-3676.
be available in late February. 5498. The filing dates for Form 1099-R All the forms discussed above can be

No new forms are required for trust-and Form 5498 will remain the same aslownloaded from the IRS’s Internet
ees to report distributions from andin prior years. The 1997 versions ofWeb Site at http://www.irs.ustreas.gov.
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Clvoio [ CORRECTED

PAYER'S name, street address, city, state, and ZIP code

OMB No. 1545-1517 |

1997

Distributions From
Medical Savings

Accounts
Form 1099-MSA
PAYER'S Federal identification number] RECIPIENT'S identification number 1 Gross distribution 2 Eamings on excess Copy A
: contributions
For
$ $ Internal Revenue

RECIPIENT'S name

3 Distribution code

Service Center
File with Form 1096.

Street address (including apt. no.)

City, state, and ZIP code

For Paperwork
Reduction Act Notice
and instructions for
completing this form,
see the 1997

- Instructions for
Account number (optional) Forms 1099, 1098,
5498, and W-2G.
Form 1099-MSA Cat. No. 23114L Department of the Treasury - Intemal Revenue Service
Do NOT Cut or Separate Forms on This Page '
0527 L voip ] CORRECTED

TRUSTEE’S name, street address, city, state, and ZIP code - i Employee MSA OMB No. 1545-1618

contributions made in Medica|
1997 and 1998 for 1997 "

$ ﬂ@97 Savings
2 Total MSA contributions Account
made in 1997 Information

$ Form 5498-MSA
TRUSTEE'S Federal identification number | PARTICIPANT'S sacial security number | 3 Total MSA confributions made in 1998 for 1997 Copy A
$ For

PARTICIPANT'S name ~— = o mrmmr e

‘4 MSA rolfover contributions {not
included in boxes 1, 2, or 3)

$

5 Fair market value of account

$

Internal Revenue
Service Center

File with Form 1096.

Street address (including apt. n6.)

City, state, and ZIP code ~ ™~

Account number (optional).

For Paperwork
Reduction Act Notice
and instructions for
completing this form,
see the 1997
Instructions for
Forms 1099, 1098,
5498, and W-2G.

Fom 5498-MSA

Cat. No. 23007L

Department of the Treasury - Internal Revenue Service

Do NOT Cut or. Separate. Forms, on. This Page.

65
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- Form 8851 Summary of Medical Savings Accounts e
1997

Trustee's name Employer identification no.

e e ooty » For Paperwork Reduction Act Notice, see back of form.

Number, street, and room/suite no.

City, state, and ZIP code Telephone number

( )

a This report is for the period: ['_'] January 1 through D May 1 through
April 30, 1997 June 30, 1997

b Total number of medical ¢ Total number of previously d Total number of excludable
savings accounts (see uninsured account holders account holders (see
instructions) , ., . » (see instructions), . . » instructions) ., , . ., P

Check if
Name of Account Holder Social Security Number | Previously
(Last name, first name, and middle initial) Uninsured

Check if
Excludable

10

11

12

13

14

15

16

17 . ' LR,

18

19

20
Page 1 of

Cat. No. 22932F Form 8851 (1997,
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0593 [Jvoip [ CORRECTED
PAYER'S name, street address, city, state, and ZIP code 1 Gross long-term care OMB No. 1545-15619
benefits paid
$ ﬂ@97 Long-Term Care and
2 Accelerated death Accelerated Death
benefits paid Benefits
$ Form 1099-LTC
PAYER'S Federal identification number | POLICYHOLDER'S identification numberf 3 Check one: INSURED'S social security no. copy A
D Per D Reimbursed
diem amount For
POUCYHOLDER'S name INSURED'S name Internal Revenue

Service Center
File with Form 1096,

Street address (including apt. no.)

Street address (including apt. no.)

For Paperwork
Reduction Act Notice
and instructions for

City, state, and ZIP code

City, state, and ZIP code

completing this form,
see the

Account number (optional)

4
(optional)

D Chmirlllicalby D Tm‘r;llilnally

1997 Instructions for
Forms 1099, 1098,
5498, and W-2G.

Date certified

Form 10989-LTC

Do NOT Cut or Separate Forms on This Page

Foundations Status of Certain
Organizations

Cat. No. 23021Z

Anacostia Growth Fund Inc.,

Washington, DC

Asanteman-Kuo of Washington DC

Announcement 97-18

The following organizations have
failed to establish or have been unabl

to maintain their status as public chari-
ties or as operating foundations. Accord-

ingly, grantors and contributors may not,
after this date, rely on previous rulings
or designations in the Cumulative List
of Organizations (Publication 78), or on
the presumption arising from the filing

of notices under section 508(b) of the :
() t Center for Middle East Research Inc.,

Code. This listing doesot indicate tha
the organizations have lost their statu
as organizations described in sectio
501(c)(3), eligible to receive deductible
contributions.
Former Public Charities The follow-

ing organizations (which have bee
treated as organizations that are n

as private foundations:

Agape Community Outreach Inc.,
Beaver Springs, PA

Aim for Success, Inc., Mamaroneck, NY

Alaska National Guard Historical
Holding-Museum Fund Inc., Ft.
Richardson, AK

Allentown Liberty Bell Rotary Club
Foundation, Quakertown, PA

American Dental Group Incorporated,
Washington, DC

American Institute of Med. & Public

n
0
private foundations described in section
509(a) of the Code) are now classified®

Metropolitan Area, Silver Spring, MD

Assembly of Sons Ministry, Laurel, MD
Banquete Del Million Y Del Amor,

Arlington, VA

Barnabas Family Ministries Society,

Canada

Birdsboro Library Inc., Birdsboro, PA

Catch Foundation A Washington
Non-profit Corporation, Seattle, WA

Catholic Leadership Institute, Bala

Cynwyd, PA

Washington, DC
ommunity Services Housing Inc.,
Charlottesville, VA
Consumers Loan Advocates Inc., Lake
Bluff, MN
Cop Care, Inc., Seaford, NY
Qouncil for Safe Families, Inc., New
York, NY
DD, Inc., Brooklyn, NY
Election Aid Incorporated, Camden, NJ
Essex Horse Trials Inc., Gladstone, NJ
First Stage Theatre, Lititz, PA
Grantsburg Hockey Association,
Grantsburg, WI
Greater Baltimore Community Housing
Resource Board Inc., Baltimore, MD
Hobbit Hollow Inc., Centreville, VA
Humane Society of Calvert County,
Prince Frederick, MD
IFF Wildlife Habitat Club, Union Beach,
NJ

Department of the Treasury - Intemal Revenue Service

Institute of International Trade and
Development, Washington, DC

Kentucky School Reform Corporation,
Philadelphia, PA

Kids of the Kingdom, Inc., Scranton, PA

Kinder Castle Learning Center Inc.,
Dodgeville, Wi

Land Council Inc., Washington, DC

Learning Curve Foundation,
Sergeantsville, NJ

Margaret Brent Special Center PSSO
Association Inc., New Carrollton, MD

Memorial to the Ancestors Project Map
Inc., Newark, NJ

Mercer County Tenant Action Inc.,
Mercer, PA

Mid State Health Advisory Corp.,
Lawrenceville, NJ

Miracle Man Ranch, Virginia Beach, VA

Mission of Hope and Center for
Learning Inc., Philadelphia, PA

Missions in Action Inc., Lynchburg, VA

Monmouth County Association of
School Administrators, Oceanport, NJ

National Association of Purchasing
Management, Salisbury, MD

Native American Economic
Development Advocacy, Baltimore,
MD

New Jersey Association for Middle
Level, Lebanon Hill, NJ

New Visions Inc., Laurel, MD

Northeast Chamber Orchestra,
Philadelphia, PA

Health of Central & Eastern Europe, Institute for Catholic Liberal Education North Philadelphia Community Help,

Inc., New York, NY

Inc., Falls Church, VA
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North Philadelphia East Local Stonebridge Educational Foundation,
Development Corporation, Chesapeake, VA
Philadelphia, PA Storks Nest Fund, Washington, DC
Offender Aid and Restoration of Prince Support Forum Inc., Middletown, NJ
William Manassas, Manassas, VA Threshold Housing Development Inc.,

Older But Wiser, Inc., Portland, OR Uniontown, PA

Options in Supported Living Inc., Tidewater Ministers Community
Rockville, MD Development Inc., Norfolk, VA

Paige Anne Foundation, Glenn Dale,  ynion County Regional Education
MD Foundation Inc., Clark, NJ

Palmer Revival Ministries Inc., United Way of Carbon County,
Lewistown, PA Weatherly, PA

service. This includes practitioners gov-
erned by Treasury Department Circular
230.

It is limited to individual income tax
returns (Form 1040 series) for tax years
1994 through 1996. A YES or NO
answer will be provided for each re-
quest. The Service will answer requests
for tax years 1994 and 1995 within 45
days of receipt of the request. Process-
ing of requests for tax year 1996 will
not be accomplished before November

Panther Junior Olympic Volieyball Club, ypper Darby Rotary Foundation, Drexel 14, 1997.

Baltimore, MD Hill, PA
Pennsylvania Human Performance Virginia Beach Chapter National

Foundation, Bethlehem, PA - o
. ' ’ . . Audubon Society Inc., Virginia
Performing Arts League of Philadelphia, gaoach vA y 9

Philadelphia, PA

Perry School Community Services
Center Inc., Washington, DC

Piscataway Township Education
Foundation, Piscataway, NJ

Eﬁ\évceer ge%?gg‘:sgg:ﬁ:'t;nﬁmjesmgeld’ VA Woodbridge Academy of Music Inc.,

Metuchen, NJ
Devel . Marl - .
M%ve opment Corp., Upper Mariboro, World Affairs Council of Greater Valley

Forge Inc., Southwestern, PA
WRC North Fork Heights, Brookville,
PA

Washington Community Gymnastics
Center, Washington, DC

Wildcats Wrestling Association Inc.,
Carlstadt, NJ

Womens Way USA, Philadelphia, PA

Princeton Downtown Teen Center NJ
Non-Profit Corp., Princeton, NJ
Professional Bicultural Development .

Associates Inc., South Orange, NJ York Rotary Charitable Endowment

: . Fund, York, PA
Profound Paral Foundat ' '
rﬁoziqtsviﬁa\ﬁls oundation, You Owe _Yourself the Chance,
Project Teach, Penndel, PA Forestville, MD
Queen Annes Advocates for Youth Inc.,
Crumpton, MD
Radford Band Boosters Inc., Radford,

Maryland Inc., Charlotte Hall, MD

Youth and Family Services of Southern

If an organization listed above sub-

The fact-of-filing confirmation may
be requested by the individual taxpayer
or by the employer. No consent form is
needed for confirmations mailed to the
taxpayer’s address listed on the IRS
master file. However, if the request
directs the information to a third party
(someone other than the IRS or the
individual taxpayer), the IRS must re-
ceive a consent form for each taxpayer
on which fact-of-filing information is
requested.

All requests for fact-of-filing informa-
tion or revocation of consent for partici-
pants in this program will be processed
at the Kansas City Service Center. The
requests should be mailed to:

DISCLOSURE OFFICE

STOP 7000, ANNEX 5

POST OFFICE BOX 24551
KANSAS CITY, MISSOURI 64131

Unless the request is made by the

VA mits information that warrants the re-indjvidual taxpayer, with instructions to

Rainbows Way Inn, Inc., Mesa, AZ

Reads, Inc., Philadelphia, PA

Recycling Association of Central
Virginia, Richmond, VA

Renegade Productions Inc., Newtown,

newal of its classification as a publicmaijl the confirmation to the address
charity or as a private operating foundatisted on the IRS master file, the re-
tion, the Internal Revenue Service willquests for fact-of-filing information on
issue a ruling or determination |etterindi\/idua| taxpayers must include com-

with the revised classification as topleted consent forms. The Service rec-
foundation status. Grantors and contribupmmends the use of the FORM 8821,

PA . tors may thereafter rely upon such rul-TaAX INFORMATION AUTHORIZA-
R Group Inc., Wilmington, DE ing or determination letter as providedT|ON and that the statement “Fact of
Rocking, Inc., Media, PA in section 1.509(a)-7 of the Income TaXjling for Individual Income Tax Re-
Self Improvement Life Style Center,  Regulations. It is not the practice of theurns (Form 1040 Series)” be included
Philadelphia, PA Service to announce such revised classin the column for Type of Tax. How-

September Place, Chesapeake, VA fication of foundation status in the Inter-ever, if this form is not used, the

Seventh Councilmatic District nal Revenue Bulletin.
Constituent Fund, Upper Marlboro,
MD

Ships at Sea Inc., Virginia Beach, VA  Fact-of-Filing

SNAP Special Needs Alliance of Parent
Inc., Pennsburgh, PA

SAnnouncement Number 97-19

substitute form must contain the follow-
ing at a minimum:
Taxpayer(s) Name and Social
Security Number
Taxpayer Address(egptreet, City,
State, and ZIP)

South Lakes High School Band Boosters The Internal Revenue Service (|RS)

Association, Reston, VA will continue, through December 31,
Sports Medicine Foundation Inc., York, 1997, its program to respond to requests
PA for fact-of-filing information from firms
STARS Inc., Hagerstown, MD in the tax professional community with
Steel Recycling Foundation, Pittsburgh, respect to their employees and associ-
PA ates. The tax professional community
St. James Preparatory School Inc., consists of all firms who prepare tax
Newark, NJ returns, offer tax advice, or provide tax

1997-10 I.R.B. 68

Appointee: (TO WHOM
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Name(s)

Address(es)

Return Information to be disclosed:
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RETURN(S) (FORM 1040
SERIES)



Tax Yearsl994, 1995, and payer. Revocation of consent must bd&he individual taxpayer will always re-

1996 filed at the Kansas City Service Centerceive written notification when the Ser-
Signature of Taxpayer(s) The revocation will be effective uponvice is informing the appointee that the
Date of Taxpayer(s)’ Signature receipt by that office. IRS has no record of filing for the

The consent forms must be received The IRS will confirm fact—of—filing or year(s) requeSted'

by the IRS Dislosure Office in the no record of filing with the individual  The name(s) of non-filers identified
Kansas City Service Center within 60 taxpayer or the appointee listed on thehrough a request for fact-of-filing infor-
days of the date of the signature(s) ontaxpayer(s)’ consent form. Unless themation will be forwarded to the IRS
the consent form.The consent forms for individual taxpayer asks for written con-Compliance function servicing the indi-
this program may only authorize releasdirmation, individual written confirma- vidual geographical area. This function
of fact-of-filing data for tax years 1994, tions will be by a list to the employer will determine compliance actions to be
1995, and 1996. (appointee listed on the consent formjaken by the Service.

The Service will process revocationsior taxpayers with a record of filing.
of consent filed by the individual tax-
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Definition of Terms

Revenue rulings and revenue procedureis modified because it corrects a pubmore than restate the substance of a
(hereinafter referred to as “rulings”) lished position. (Compare witamplified prior ruling, a combination of terms is
that have an effect on previous rulingsand clarified, above). used. For examplenodified and super-
use the following defined terms to de- Obsoleteddescribes a previously pub-seded describes a situation where the
scribe the effect: lished ruling that is not considered desubstance of a previously published rul-
Amplified describes a situation whereterminative with respect to future transing s being changed in part and is
no change is being made in a priomctions. This term is most commonlycontinued without change in part and it
_publlshed position, but the prior posltlpnused_ in a rylmg that lists previouslyis desired to restate the valid portion of
is being exten_ded_to apply to a varlatl_orpubllshed rulings that are obsoleteq beme previously published ruling in a new
of the fact situation set forth therein.cause of changes in law or regulaﬂonsru"ng that is self contained. In this case
Thus, if an earlier ruling held that aA ruling may also be obsoleted becaUS@ne iousl ; T T g
e . , ; previously published ruling is first
principle applied to A, and the newthe substance has been included in reg\: odified and then. as modified is su-
ruling holds that the same principle alsdations subsequently adopted. ' '
applies to B, the earlier ruling is ampli- Revoked describes situations Whereperseded. ] S .
fied. (Compare withmodified below). the position in the previously published Supplementeds used in situations in
Clarified is used in those instancesruling is not correct and the correctwhich a list, such as a list of the names
where the language in a prior ruling isposition is being stated in the newof countries, is published in a ruling and
being made clear because the languagaling. that list is expanded by adding further
has caused, or may cause, some confu- Supersededdescribes a situation hames in subsequent rulings. After the
sion. It is not used where a position in avhere the new ruling does nothing moredriginal ruling has been supplemented
prior ruling is being changed. than restate the substance and situatigi¢veral times, a new ruling may be
Distinguished describes a situation of a previously published ruling (or Published that includes the list in the
where a ruling mentions a previouslyrulings). Thus, the term is used tooriginal ruling and the additions, and
published ruling and points out an estepublish under the 1986 Code andupersedes all prior rulings in the series.
sential difference between them. regulations the same position published Suspendeds used in rare situations to
Modified is used where the substancainder the 1939 Code and regulationsshow that the previous published rulings
of a previously published position isThe term is also used when it is desiredvill not be applied pending some future
being changed. Thus, if a prior rulingto republish in a single ruling a series ofaction such as the issuance of new or
held that a principle applied to A but notsituations, names, etc., that were previamended regulations, the outcome of
to B, and the new ruling holds that itously published over a period of time incases in litigation, or the outcome of a
applies to both A and B, the prior ruling separate rulings. If the new ruling doesService study.

Abbreviations E.O—Executive Order. PHC—Personal Holding Company.

. o ) ER—Employer. PO—Possession of the U.S.
The following abbreviations in current use and

formerly used will appear in material published in ERISA—Employee Retirement Income Security Act. PR—Partner.

the Bulletin. EX—Executor. PRS—Partnership.

A—Individual. F—Fiduciary. PTE—Prohibited Transaction Exemption.
Acg—Acquiescence. FC—Foreign Country. Pub. L—Public Law.

B—Individual. FICA—Federal Insurance Contribution Act. REIT—Real Estate Investment Trust.
BE—Beneficiary. FISG—Foreign International Sales Company. Rev. Proc—Revenue Procedure.
BK—Bank. FPH—Foreign Personal Holding Company. Rev. Ruk—Revenue Ruling.
B.T.A—Board of Tax Appeals. F.R—Federal Register. S—Subsidiary.

C —Individual. FUTA—Federal Unemployment Tax Act. S.P.R—Statements of Procedural Rules.
C.B—Cumulative Bulletin. FX—Foreign Corporation. Stat—Statutes at Large.

CFR—Code of Federal Regulations. G.C.M—Chief Counsel's Memorandum. T—Target Corporation.

Cl—City. GE—Grantee. T.C—Tax Court.

COOPR—Cooperative. GP—General Partner. T.D—Treasury Decision.
Ct.D—Court Decision. GR—Grantor. TFE—Transferee.

CY—County. IC—Insurance Company. TFR—Transferor.

D—Decedent. |.R.B—Internal Revenue Bulletin. T..LR—Technical Information Release.
DC—Dummy Corporation. LE—Lessee. TP—Taxpayer.

DE—Donee. LP—Limited Partner. TR—Trust.

Del. Order—Delegation Order. LR—Lessor. TT—Trustee.

DISG—Domestic International Sales Corporation.M—Minor. U.S.C—United States Code.
DR—Donor. Nonacg—Nonacquiescence. X—Corporation.

E—Estate. O—Organization. Y—Corporation.

EE—Employee. P—Parent Corporation. Z—Corporation.
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