§1.883-1

interest expense denominated in U in accord-
ance with the rules provided in section 988,
and then must determine whether it is sub-
ject to any other provision of the Code that
would disallow or defer any portion of its in-
terest expense so determined.

Example 2. [Reserved]

(f) Effective date—(1) General rule.
This section is effective for taxable
years beginning on or after June 6,
1996.

(2) Special rules for financial products.
[Reserved]

[T.D. 8658, 61 FR 9329, Mar. 8, 1996; 61 FR
15891, Apr. 10, 1996]

§1.883-1 Exclusions from gross income
of foreign corporations.

(a) Earnings of foreign ships or air-
craft—(1) Basic rule. So much of the in-
come from sources within the United
States of a foreign corporation as con-
sists of earnings derived from the oper-
ation of a ship or ships documented, or
of aircraft registered, under the laws of
a foreign country which grants an
equivalent exemption to citizens of the
United States nonresident in that for-
eign country and to corporations orga-
nized in the United States shall not be
included in gross income.

(2) Equivalent exemption—(i) Ships. A
foreign country which either imposes
no income tax, or, in imposing that
tax, exempts from taxation so much of
the income of a citizen of the United
States nonresident in that foreign
country and of a corporation organized
in the United States as consists of
earnings derived from the operation of
a ship or ships documented under the
laws of the United States is considered
as granting an equivalent exemption
for purposes of the exclusion from
gross income of the earnings of a for-
eign ship or ships.

(ii) Aircraft. A foreign country which
either imposes no income tax, or, in
imposing that tax, exempts from tax-
ation so much of the income of a cit-
izen of the United States nonresident
in that foreign country and of a cor-
poration organized in the TUnited
States as consists of earnings derived
from the operation of aircraft reg-
istered under the laws of the United
States is considered as granting an
equivalent exemption for purposes of
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the exclusion from gross income of the
earnings of foreign aircraft.

(b) Income tax conventions. Generally,
income of any kind which is exempt,
under the provisions of an income tax
convention to which the United States
is a party, from any tax imposed by
subtitle A (relating to income taxes) is
not included in the gross income of a
foreign corporation. However, see para-
graph (a) of §1.894-1 for certain excep-
tions to this rule. Income on any tax
which imposed by such subtitle is lim-
ited by an income tax convention is in-
cluded in the gross income of a foreign
corporation if it is not otherwise ex-
cluded from gross income. For the de-
termination of the tax when the tax-
payer has income upon which the tax is
limited by an income tax convention,
see §1.871-12.

(c) Other exclusions. Income which is
from sources without the TUnited
States, as determined under the provi-
sions of sections 861 through 863 and
the regulations thereunder, is not in-
cluded in the gross income of a foreign
corporation unless such income is ef-
fectively connected for the taxable
year with the conduct of a trade or
business in the United States by that
corporation. To determine specific ex-
clusions in the case of other items
which are from sources within the
United States, see the applicable sec-
tions of the Code. For special rules
under a tax convention for determining
the sources of income and for exclud-
ing, from gross income, income from
sources without the United States
which is effectively connected with the
conduct of a trade or business in the
United States, see the applicable tax
convention. For determining which in-
come from sources without the United
States is effectively connected with
the conduct of a trade or business with-
in the TUnited States see section
864(c)(4) and §1.864-5.

(d) Effective date. This section applies
for taxable years beginning after De-
cember 31, 1966. For corresponding
rules applicable to taxable years begin-
ning before January 1, 1967, see 26 CFR
1.883-1 (Revised as of January 1, 1971).

[T.D. 6500, 256 FR 11910, Nov. 26, 1960, as
amended by T.D. 7293, 38 FR 32799, Nov. 28,
1973; 38 FR 34203, Dec. 12, 1973]
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