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963(a)). M does not elect to treat X and Y as 
a related group for 1977. 

(b) For 1977, X and Y each have gross in-
come (determined as provided in § 1.951–
6(h)(1)) of $1,000. X’s foreign base company 
income is $20 and Y’s foreign base company 
imcome is $0, determined as follows, based 
on the facts shown in the following table:

X Y 

(1) Foreign lease company shipping in-
come .................................................. $1,000 $1,000

(2) Less: amounts excluded from sub-
part F income under section 952(b) 
(relating to U.S. income) and 
amounts excluded from foreign base 
company income under section 
945(b)(4) (relating to corporation not 
availed of to reduce taxes) ................ 0 0

(3) Balance ............................................ 1,000 1,000
(4) Less: deductions allocable under 

§ 1.954–1(c) to balance ..................... 800 1,040

(5) Remaining balance .......................... 200 0

(6) Less: Increase in qualified invest-
ments in foreign base company ship-
ping operations .................................. 180 ..............

(7) Foreign base company income ....... 20 ..............

(c) For 1977, Y has a withdrawal of pre-
viously excluded Subpart F income from in-
vestment in foreign base company shipping 
operations of $20, determined as follows, on 
the basis of the facts shown in the following 
table:
(1) Qualified investments in foreign base company 

shipping operations at December 31, 1976 ......... $1,210
(2) Less: qualified investments in foreign base 

company shipping operations at December 31, 
1977 ..................................................................... 1,170

(3) Balance .............................................................. 40
(4) Less: excess of recognized losses over recog-

nized gains on sales during 1977 of qualified in-
vestments in foreign base company shipping op-
erations ................................................................. 20

(5) Tentative decrease in qualified investments in 
foreign base company shipping operations for 
1977 ..................................................................... 20

(6) Limitation described in § 1.955A–1(b)(2) ........... 160
(7) Y’s amount of previously excluded subpart F 

income withdrawn from investment in foreign 
base company shipping operations (lesser of 
lines (5) and (6)) .................................................. 20

Example 2. (a) The facts are the same as in 
example 1, except that M does elect to treat 
X and Y as a related group for 1977. 

(b) The group excess deduction, which is 
solely attributable to Y’s net shipping loss, 
is $40 (i.e., $1,040¥$1,000). Since X is the only 
member of the related group with net ship-
ping income, X’s pro rata share of the group 
excess deduction is the entire $40 amount. 

(c) X’s foreign base company income for 
1977 is zero, determined as follows:

(1) Preliminary net foreign base company shipping 
income (line (b)(5) of example 1) ........................ $200

(2) Less: X’s pro rata share of group excess de-
duction .................................................................. 40

(3) Remaining balance ............................................ 160
(4) Less: increase in qualified investments in for-

eign base company shipping operations ............. 180

(5) Foreign base company income .......................... 0

(d) The group excess investment, which is 
solely attributable to X’s excess investment, 
is $20 (i.e., $180 minus $160). Since Y is the 
only member of the related group with a 
shortfall in qualified investments, Y’s share 
of the group excess investment is the entire 
$20 amount. 

(e) During 1976 and 1977, Y owns no stock of 
X. Y’s withdrawal of previously excluded 
subpart F income from investment in foreign 
base company shipping operations for 1977 is 
zero, determined as follows:
(1) Qualified investments at December 31, 1976 ... $1,210
(2)(i) Qualified investments at December 31, 1977 

(determined without regard to paragraph (c)(4) 
of this section) ...................................................... 1,170

(ii) Y’s pro rata share of group excess invest-
ment .............................................................. 20

(iii) Total qualified investments at December 
31, 1977 (Line (i) plus line (ii) ....................... 1,190

(3) Balance (line (1) minus line (2)(iii) ..................... 20
(4) Less: excess of recognized losses over recog-

nized gains on sales during 1977 of qualified in-
vestments in foreign base company shipping op-
erations ................................................................. 20

(5) Decrease in qualified investments for 1977 ...... 0

(Secs. 955 (b)(2) and 7805 of the Internal Rev-
enue Code of 1954 (89 Stat. 63; 26 U.S.C. 
955(b)(2), and 68A Stat. 917; 26 U.S.C. 7805)) 

[T.D. 7894, 48 FR 22535, May 19, 1983; 48 FR 
40888, Sept. 12, 1983, as amended by T.D. 7959, 
49 FR 22280, May 29, 1984]

§ 1.955A–4 Election as to date of deter-
mining qualified investment in for-
eign base company shipping oper-
ations. 

(a) Nature of election. In lieu of deter-
mining the increase under the provi-
sions of section 954(g) and § 1.954–7(a) or 
the decrease under the provisions of 
section 955(a)(2) and § 1.955A–1(b) in a 
controlled foreign corporation’s quali-
fied investments in foreign base com-
pany shipping operations for a taxable 
year in the manner provided in such 
provisions, a United States shareholder 
of such controlled foreign corporation 
may elect, under the provisions of sec-
tion 955(b)(3) and this section, to deter-
mine such increase in accordance with 
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the provisions of § 1.954–7(b) and to de-
termine such decrease by ascertaining 
the amount by which— 

(1) Such controlled foreign corpora-
tion’s qualified investments in foreign 
base company shipping operations at 
the close of such taxable year exceed 
its qualified investments in foreign 
base company shipping operations at 
the close of the taxable year imme-
diately following such taxable year, 
and reducing such excess by 

(2) The amount determined under 
§ 1.955A–1(b)(1)(ii) for such taxable year 
subject to the limitation provided in 
§ 1.995A–1(b)(2) for such taxable year. 
An election under this section may be 
made with respect to each controlled 
foreign corporation with respect to 
which a person is a United States 
shareholder within the meaning of sec-
tion 951(b), but the election may not be 
exercised separately with respect to 
the increases and the decreases of such 
controlled foreign corporation. If an 
election is made under this section to 
determine the increase of a controlled 
foreign corporation in accordance with 
the provisions of §1.954–7(b), subsequent 
decreases of such controlled foreign 
corporation shall be determined in ac-
cordance with this paragraph and not 
in accordance with § 1.955A–1(b). 

(b) Time and manner of making elec-
tion—(1) Without consent. An election 
under this section with respect to a 
controlled foreign corporation shall be 
made without the consent of the Com-
missioner by a United States share-
holder’s filing a statement to such ef-
fect with his return for his taxable 
year in which or with which ends the 
first taxable year of such controlled 
foreign corporation in which— 

(i) Such shareholder is a United 
States shareholder, and 

(ii) Such controlled foreign corpora-
tion realizes foreign base company 
shipping income, as defined in § 1.954–6. 
The statement shall contain the name 
and address of the controlled foreign 
corporation and identification of such 
first taxable year of such corporation. 

(2) With consent. An election under 
this section with respect to a con-
trolled foreign corporation may be 
made by a United States shareholder at 
any time with the consent of the Com-
missioner. Consent will not be granted 

unless the United States shareholder 
and the Commissioner agree to the 
terms, conditions, and adjustments 
under which the election will be ef-
fected. The application for consent to 
elect shall be made by the United 
States shareholder’s mailing a letter 
for such purpose to the Commissioner 
of Internal Revenue, Washington, DC 
20224. The application shall be mailed 
before the close of the first taxable 
year of the controlled foreign corpora-
tion with respect to which the share-
holder desires to compute an amount 
described in section 954(b)(2) in accord-
ance with the election provided in this 
section. The application shall include 
the following information. 

(i) The name, address, and taxpayer 
identification number, and taxable 
year of the United States shareholder; 

(ii) The name and address of the con-
trolled foreign corporation; 

(iii) The first taxable year of the con-
trolled foreign corporation for which 
income is to be computed under the 
election; 

(iv) The amount of the controlled for-
eign corporation’s qualified invest-
ments in foreign base company ship-
ping operations at the close of its pre-
ceding taxable year; and 

(v) The sum of the amounts excluded 
under section 954(b)(2) and § 1.954–1(b)(1) 
from the foreign base company income 
of the controlled foreign corporation 
for all prior taxable years during which 
such shareholder was a United States 
shareholder of such corporation and 
the sum of the amounts of its pre-
viously excluded subpart F income 
withdrawn from investment in foreign 
base company shipping operations for 
all prior taxable years during which 
such shareholder was a United States 
shareholder of such corporation. 

(c) Effect of election—(1) General. Ex-
cept as provided in subparagraphs (3) 
and (4) of this paragraph, an election 
under this section with respect to a 
controlled foreign corporation shall be 
binding on the United States share-
holder and shall apply to all qualified 
investments in foreign base company 
shipping operations acquired, or dis-
posed of, by such controlled foreign 
corporation during the taxable year 
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following its taxable year for which in-
come is first computed under the elec-
tion and during all succeeding taxable 
years of such corporation. 

(2) Returns. Any return of a United 
States shareholder required to be filed 
before the completion of a period with 
respect to which determinations are to 
be made as to a controlled foreign cor-
poration’s qualified investments in for-
eign base company shipping operations 
for purposes of computing such share-
holder’s taxable income shall be filed 
on the basis of an estimate of the 
amount of the controlled foreign cor-
poration’s qualified investments in for-
eign base company shipping operations 
at the close of the period. If the actual 
amount of such investments is not the 
same as the amount of the estimate, 
the United States shareholder shall im-
mediately notify the Commissioner. 
The Commissioner will thereupon rede-
termine the amount of tax of such 
United States shareholder for the year 
or years with respect to which the in-
correct amount was taken into ac-
count. The amount of tax, if any, due 
upon such redetermination shall be 
paid by the United States shareholder 
upon notice and demand by the district 
director. The amount of tax, if any, 
shown by such redetermination to have 
been overpaid shall be credited or re-
funded to the United States share-
holder in accordance with the provi-
sions of sections 6402 and 6511 and the 
regulations thereunder. 

(3) Revocation. Upon application by 
the United States shareholder, the 
election made under this section may, 
subject to the approval of the Commis-
sioner, be revoked. Approval will not 
be granted unless the United States 
shareholder and the Commissioner 
agree to the terms, conditions, and ad-
justments under which the revocation 
will be effected. Unless such agreement 
provides otherwise, the change in the 
controlled foreign corporation’s quali-
fied investments in foreign base com-
pany shipping operations for its first 
taxable year for which income is com-
puted without regard to the election 
previously made will be considered to 
be zero for purposes of effectuating the 
revocation. The application for consent 
to revocation shall be made by the 
United States shareholder’s mailing a 

letter for such purpose to the Commis-
sioner of Internal Revenue, Wash-
ington, DC 20224. The application shall 
be mailed before the close of the first 
taxable year of the controlled foreign 
corporation with respect to which the 
shareholder desires to compute the 
amounts described in section 954(b)(2) 
or 955(a) without regard to the election 
provided in this section. The applica-
tion shall include the following infor-
mation: 

(i) The name, address, and taxpayer 
identification number of the United 
States shareholder: 

(ii) The name and address of the con-
trolled foreign corporation; 

(iii) The taxable year of the con-
trolled foreign corporation for which 
such amounts are to be computed; 

(iv) The amount of the controlled for-
eign corporation’s qualified invest-
ments in foreign base company ship-
ping operations at the close of its pre-
ceding taxable year; 

(v) The sum of the amounts excluded 
under section 954(b)(2) and § 1.954–1(b)(1) 
from the foreign base company income 
of the controlled foreign corporation 
for all prior taxable years during which 
such shareholder was a United States 
shareholder of such corporation and 
the sum of the amounts of its pre-
viously excluded subpart F income 
withdrawn from investment in foreign 
base company shipping operations for 
all prior taxable years during which 
such shareholder was a United States 
shareholder of such corporation; and 

(vi) The reasons for the request for 
consent to revocation. 

(4) Transfer of stock. If during any 
taxable year of a controlled foreign 
corporation— 

(i) A United States shareholder who 
has made an election under this section 
with respect to such controlled foreign 
corporation sells, exchanges, or other-
wise disposes of all or part of his stock 
in such controlled foreign corporation, 
and 

(ii) The foreign corporation is a con-
trolled foreign corporation imme-
diately after the sale, exchange, or 
other disposition, 
then, with respect to the stock so sold, 
exchanged, or disposed of, the change 
in the controlled foreign corporation’s 
qualified investments in foreign base 
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company shipping operations for such 
taxable year shall be considered to be 
zero. If the United States shareholder’s 
successor in interest is entitled to and 
does make an election under paragraph 
(b)(1) of this section to determine the 
controlled foreign corporation’s in-
crease in qualified investments in for-
eign base company shipping operations 
for the taxable year in which he ac-
quires such stock, such increase with 
respect to the stock so acquired shall 
be determined in accordance with the 
provisions of § 1.954–7(b)(1). If the con-
trolled foreign corporation realizes no 
foreign base company income from 
which amounts are excluded under sec-
tion 954(b)(2) and § 1.954–1(b)(1) for the 
taxable year in which the United 
States shareholder’s successor in inter-
est acquires such stock and such suc-
cessor in interest makes an election 
under paragraph (b)(1) of this section 
with respect to a subsequent taxable 
year of such controlled foreign corpora-
tion, the increase in the controlled for-
eign corporation’s qualified invest-
ments in foreign base company ship-
ping operations for such subsequent 
taxable year shall be determined in ac-
cordance with the provisions of § 1.954–
7(b)(2). 

(d) Illustrations. The application of 
this section may be illustrated by the 
following examples:

Example 1. Foreign corporation A is a whol-
ly owned subsidiary of domestic corporation 
M. Both corporations use the calendar year 
as a taxable year. In a statement filed with 
its return for 1977, M makes an election 
under section 955(b)(3) and the election re-
mains in force for the taxable year 1978. At 
December 31, 1978, A’s qualified investments 
in foreign base company shipping operations 
amount to $100,000; and, at December 31, 1979, 
to $80,000. For purposes of paragraph (a)(1) of 
this section, A Corporation’s decrease in 
qualified investments in foreign base com-
pany shipping operations for the taxable 
year 1978 is $20,000 and is determined by 
ascertaining the amount by which A Cor-
poration’s qualified investments in foreign 
base company shipping operations at Decem-
ber 31, 1978 ($100,000) exceed its qualified in-
vestments in foreign base company shipping 
operations at December 31, 1979 ($80,000).

Example 2. The facts are the same as in ex-
ample 1 except that A experiences no 
changes in qualified investments in foreign 
base company shipping operations during its 
taxable years 1980 and 1981. If M’s election 
were to remain in force, A’s acquisitions and 

dispositions of qualified investments in for-
eign base company shipping operations dur-
ing A’s taxable year 1982 would be taken into 
account in determining whether A has expe-
rienced an increase or a decrease in qualified 
investments in foreign base company ship-
ping operations for its taxable year 1981. 
However, M duly files before the close of A’s 
taxable year 1981 as application for consent 
to revocation of M Corporation’s election 
under section 955(b)(3), and, pursuant to an 
agreement between the Commissioner and 
M, consent is granted by the Commissioner. 
Assuming such agreement does not provide 
otherwise, A’s change in qualifed invest-
ments in foreign base company shipping op-
erations for its taxable year 1981 is zero be-
cause the effect of the revocation of the elec-
tion is to treat acquisitions and dispositions 
of qualified investments in foreign base com-
pany shipping operations actually occurring 
in 1982 as having occurred in such year rath-
er than in 1981.

Example 3. The facts are the same as in ex-
ample 2 except that A’s qualified invest-
ments in foreign base company shipping op-
erations at December 31, 1982, amount to 
$70,000. For purposes of paragraph (b)(1)(i) of 
§ 1.955A–1, the decrease in A’s qualified in-
vestments in foreign base company shipping 
operations for the taxable year 1982 is $10,000 
and is determined by ascertaining the 
amount by which A’s qualified investments 
in foreign base company shipping operations 
at December 31, 1981 ($80,000) exceed its 
qualified investments in foreign base com-
pany shipping operations at December 31, 
1982 ($70,000).

Example 4. The facts are the same as in ex-
ample 1. Assume further that on September 
30, 1979, M sells 40 percent of the only class 
of stock of A to N Corporation, a domestic 
corporation. N uses the calendar year as a 
taxable year. A remains a controlled foreign 
corporation immediately after such sale of 
its stock. A’s qualified investments in for-
eign base company shipping operations at 
December 31, 1980, amount to $90,000. The 
changes in A Corporation’s qualified invest-
ments in foreign base company shipping op-
erations occurring in its taxable year 1979 
are considered to be zero with respect to the 
40-percent stock interest acquired by N Cor-
poration. The entire $20,000 reduction in A 
Corporation’s qualified investments in for-
eign base company shipping operations 
which occurs during the taxable year 1979 is 
taken into account by M for purposes of 
paragraph (c)(1) of this section in deter-
mining its tax liability for the taxable year 
1978. A’s increase in qualified investments in 
foreign base company shipping operations for 
the taxable year 1979 with respect to the 60-
percent stock interest retained by M is $6,000 
and is determined by ascertaining M’s pro 
rata share (60 percent) of the amount by 
which A’s qualified investments in foreign 
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base company shipping operations at Decem-
ber 31, 1980 ($90,000) exceed its qualified in-
vestments in foreign base company shipping 
operations at December 31, 1979 ($80,000). N 
does not make an election under section 
955(b)(3) in its return for its taxable year 
1980. Corporation A’s increase in qualified in-
vestments in foreign base company shipping 
operations for the taxable year 1980 with re-
spect to the 40-percent stock interest ac-
quired by N is $4,000.

[T.D. 7894, 48 FR 22539, May 19, 1983]

§ 1.956–1 Shareholder’s pro rata share 
of a controlled foreign corporation’s 
increase in earnings invested in 
United States property. 

(a) In general. Section 956(a)(1) and 
paragraph (b) of this section provide 
rules for determining the amount of a 
controlled foreign corporation’s earn-
ings invested in United States property 
at the close of any taxable year. Such 
amount is the aggregate amount in-
vested in United States property to the 
extent such amount would have con-
stituted a dividend if it had been dis-
tributed on such date. Subject to the 
provisions of section 951(a)(4) and the 
regulations thereunder, a United 
States shareholder of a controlled for-
eign corporation is required to include 
in his gross income his pro rata share, 
as determined in accordance with para-
graph (c) of this section, of the con-
trolled foreign corporation’s increase 
for any taxable year in earnings in-
vested in United States property but 
only to the extent such share is not ex-
cludable from his gross income under 
the provisions of section 959(a)(2) and 
the regulations thereunder. 

(b) Amount of a controlled foreign cor-
poration’s investment of earnings in 
United States property—(1) Dividend limi-
tation. The amount of a controlled for-
eign corporation’s earnings invested at 
the close of its taxable year in United 
States property is the aggregate 
amount of such property held, directly 
or indirectly, by such corporation at 
the close of its taxable year to the ex-
tent such amount would have con-
stituted a dividend under section 316 
and §§ 1.316–1 and 1.316–2 (determined 
after the application of section 955(a)) 
if it had been distributed on such clos-
ing day. For purposes of this subpara-
graph, the determination of whether an 
amount would have constituted a divi-

dend if distributed shall be made with-
out regard to the provisions of section 
959(d) and the regulations thereunder. 

(2) Aggregate amount of United States 
property. For purposes of determining 
an increase in earnings invested in 
United States property for any taxable 
year beginning after December 31, 1975, 
the aggregate amount of United States 
property held by a controlled foreign 
corporation at the close of— 

(i) Any taxable year beginning after 
December 31, 1975, and 

(ii) The last taxable year beginning 
before January 1, 1976 does not include 
stock or obligations of a domestic cor-
poration described in section 
956(b)(2)(F) or movable property de-
scribed in section 956(b)(2)(G). 

(3) Treatment of earnings and profits. 
For purposes of making the determina-
tion under subparagraph (1) of this 
paragraph as to whether an amount of 
investment would have constituted a 
dividend if distributed at the close of 
any taxable year of a controlled foreign 
corporation, earnings and profits of the 
controlled foreign corporation shall be 
considered not to include any amounts 
which are attributable to— 

(i) Amounts which have been in-
cluded in the gross income of a United 
States shareholder of such controlled 
foreign corporation under section 
951(a)(1)(B) (or which would have been 
so included but for section 959(a)(2)) 
and have not been distributed, or 

(ii)(a) Amounts which are included in 
the gross income of a United States 
shareholder of such controlled foreign 
corporation under section 551(b) or 
would be so included under such sec-
tion but for the fact that such amounts 
were distributed to such shareholder 
during the taxable year, or 

(b) Amounts which, for any prior tax-
able year, have been included in the 
gross income of a United States share-
holder of such controlled foreign cor-
poration under section 551(b) and have 
not been distributed. 

The rules of this subparagraph apply 
only in determining the limitation on a 
controlled foreign corporation’s in-
crease in earnings invested in United 
States property. See section 959 and 
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