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deficit in any separate category shall
not permanently reduce earnings in
other separate categories, but after the
deemed-paid taxes are computed the
separate limitation deficit shall be car-
ried forward in the same separate cat-
egory in which it was incurred. In addi-
tion, because deemed-paid taxes may
not exceed taxes paid or accrued by the
controlled foreign corporation, in com-
puting deemed-paid taxes with respect
to an inclusion out of a separate cat-
egory that exceeds post-1986 undistrib-
uted earnings in that separate cat-
egory, the numerator of the deemed-
paid credit fraction (deemed inclusion
from the separate category) may not
exceed the denominator (post-1986 un-
distributed earnings in the separate
category).

(5) Examples. The application of this
paragraph (i) may be illustrated by the
following examples. See §1.952-1(f)(4)
for additional illustrations of these
rules.

Example 1. (i) A, a U.S. person, is the sole
shareholder of CFC, a controlled foreign cor-
poration formed on January 1, 1998, whose
functional currency is the u. In 1998 CFC
earns 100u of general limitation income de-
scribed in section 904(d)(1)(I) that is not sub-
part F income and 100u of foreign personal
holding company income that is passive in-
come described in section 904(d)(1)(A). In 1998
CFC also incurs a (50u) loss in the shipping
category described in section 904(d)(1)(D).
CFC’s subpart F income for 1998, 100u, does
not exceed CFC’s current earnings and prof-
its of 150u. Accordingly, all 100u of CFC’s
subpart F income is included in A’s gross in-
come under section 951(a)(1)(A). Under sec-
tion 904(d)(3)(B) of the Internal Revenue Code
and paragraph (i)(1) of this section, A in-
cludes 100u of passive limitation income in
gross income for 1998.

(ii) For purposes of computing post-1986
undistributed earnings under sections 902,
904(d) and 960 with respect to the subpart F
inclusion, the shipping limitation deficit of
(50u) is allocated proportionately to reduce
general limitation earnings of 100u and pas-
sive limitation earnings of 100u. Thus, gen-
eral limitation earnings are reduced by 25u
to 75u (100u general limitation earnings/200u
total earnings in positive separate categories
x (60u) shipping deficit = 25u reduction), and
passive limitation earnings are reduced by
25u to Thu (100u passive earnings/200u total
earnings in positive separate categories x
(50u) shipping deficit = 25u reduction). All of
CFC’s post-1986 foreign income taxes with re-
spect to passive limitation earnings are
deemed paid by A under section 960 with re-
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spect to the 100u subpart F inclusion of pas-
sive income (75u inclusion (numerator lim-
ited to denominator under paragraph (i)(4) of
this section)/75u passive earnings). After the
inclusion and deemed-paid taxes are com-
puted, at the close of 1998 CFC has 100u of
general limitation earnings, 0 of passive lim-
itation earnings (100u of foreign personal
holding company income — 100u inclusion),
and a (60u) deficit in shipping limitation
earnings.

Example 2. (i) The facts are the same as in
Example 1 with the addition of the following
facts. In 1999, CFC distributes 150u to A. CFC
has 100u of previously-taxed earnings and
profits described in section 959(c)(2) attrib-
utable to 1998, all of which is passive limita-
tion earnings and profits. Under section
959(c), 100u of the 150u distribution is deemed
to be made from earnings and profits de-
scribed in section 959(c)(2). The remaining
50u is deemed to be made from earnings and
profits described in section 959(c)(3). The en-
tire dividend distribution of 50u is treated as
made out of CFC’s general limitation earn-
ings and profits. See section 904(d)(3)(D).

(ii) For purposes of computing post-1986
undistributed earnings under section 902
with respect to the 1999 dividend of 50u, the
shipping limitation accumulated deficit of
(50u) reduces general limitation earnings and
profits of 100u to 50u. Thus, 100% of CFC’s
post-1986 foreign income taxes with respect
to general limitation earnings are deemed
paid by A under section 902 with respect to
the 1999 dividend of 50u (50u dividend/50u gen-
eral limitation earnings). After the deemed-
paid taxes are computed, at the close of 1999
CFC has 50u of general limitation earnings
(100u opening balance—50u distribution), 0 of
passive limitation earnings, and a (50u) def-
icit in shipping limitation earnings.

(6) Effective date. This paragraph (i)
applies to taxable years of a controlled
foreign corporation beginning after
March 3, 1997.

[T.D. 7120, 36 FR 10852, June 4, 1971; 36 FR
11924, June 23, 1971, as amended by T.D. 7334,
39 FR 44211, Dec. 23, 1974; 40 FR 1014, Jan. 6,
1975; T.D. 7649, 44 FR 60088, 60089, Oct. 18,
1979; T.D. 7843, 47 FR 50472, Nov. 8, 1982; 47 FR
556477, Dec. 10, 1982; T.D. 7961, 49 FR 26225,
June 27, 1984; T.D. 8704, 62 FR 21, Jan. 2, 1997]

§1.960-2 Interrelation of section 902
and section 960 when dividends are
paid by third-, second-, or first-tier
corporation.

(a) Scope of this section. This section
prescribes rules for the application of
section 902 in a case where dividends
are paid by a third-, second-, or first-
tier corporation, as the case may be,
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from its earnings and profits for a tax-
able year when an amount attributable
to such earnings and profits is included
in the gross income of a domestic cor-
poration under section 951, or when
such earnings and profits are attrib-
utable to an amount excluded from the
gross income of such foreign corpora-
tion under section 959(b) and §1.959-2,
with respect to the domestic corpora-
tion. In making determinations under
this section, any portion of a distribu-
tion received from a first-tier corpora-
tion by the domestic corporation which
is excluded from the domestic corpora-
tion’s gross income under section 959(a)
and §1.959-1, or any portion of a dis-
tribution received from an imme-
diately lower-tier corporation by the
third-, second-, or first-tier corporation
which is excluded from such foreign
corporation’s gross income under sec-
tion 959(b) and §1.959-2, shall be treated
as a dividend for purposes of taking
into account under section 902 any for-
eign income taxes paid by such third-,
second-, or first-tier corporation which
are not deemed paid by the domestic
corporation under section 960(a)(1) and
§1.960-1.

(b) Application of section 902(b) to divi-
dends received from an immediately lower-
tier corporation. For purposes of para-
graph (a) of this section and paragraph
(c)(1)(d) of §1.960-1, section 902(b) shall
apply to all dividends received by the
first- or second-tier corporation from
the immediately lower-tier corporation
other than dividends attributable to
earnings and profits of such imme-
diately lower-tier corporation in re-
spect of which an amount is, or has
been, included in the gross income of a
domestic corporation under section 951
with respect to such immediately
lower-tier corporation.

(c) Application of section 902(a) to divi-
dends received by domestic corporation
from first-tier corporation. For purposes
of paragraph (a) of this section, section
902 (a) shall apply to all dividends re-
ceived by the domestic corporation for
its taxable year from the first-tier cor-
poration other than dividends attrib-
utable to earnings and profits of such
first-tier corporation in respect of
which an amount is, or has been, in-
cluded in the gross income of a domes-
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tic corporation under section 951 with
respect to such first-tier corporation.

(d) Allocation of earnings and profits of
a first- or second-tier corporation having
income excluded under section 959(b)—(1)
First-tier corporations. If the first-tier
corporation for its taxable year re-
ceives dividends from the second-tier
corporation to which in accordance
with paragraph (b) of this section
902(b)(1) or section 902(b)(2) applies and
other dividends from the second-tier
corporation to which such sections do
not apply, then in applying section
902(a) pursuant to this section and in
applying section 960(a)(1) pursuant to
§1.960-1(c)(1)(i), with respect to the for-
eign income taxes paid and deemed
paid by the second-tier corporation
which are deemed paid by the first-tier
corporation for such taxable year
under section 902(b)(1)—

(i) The earnings and profits of the
first-tier corporation for such taxable
year shall be considered not to include
its earnings and profits which are at-
tributable to the dividends to which
section 902(b)(1) does not apply (in de-
termining the domestic corporation’s
credit for the taxes paid by the second-
tier corporation) or which are attrib-
utable to the dividends to which sec-
tions 902(b)(1) and 902(b)(2) do not apply
(in determining the domestic corpora-
tion’s credit for taxes deemed paid by
the second-tier corporation) and

(ii) For the purposes of so applying
section 902(a), distributions to the do-
mestic corporation from such earnings
and profits which are attributable to
the dividends to which section 902(b)(1)
does not apply (in determining the do-
mestic corporation’s credit for taxes
paid by the second-tier corporation) or
which are attributable to the dividends
to which sections 902(b)(1) and 902(b)(2)
do not apply (in determining the do-
mestic corporation’s credit for taxes
deemed paid by the second-tier cor-
poration) shall not be treated as a divi-
dend.

(2) Second-tier corporations. If the sec-
ond-tier corporation for its taxable
year receives dividends from the third-
tier corporation to which, in accord-
ance with paragraph (b) of this section,
section 902(b)(2) applies and other divi-
dends from the third-tier corporation
to which such section does not apply,
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then in applying section 902(b)(1) pur-
suant to this section, and in applying
section 960(a)(1) pursuant to paragraph
(c)(1)({) of §1.960-1, with respect to the
foreign taxes deemed paid by the sec-
ond-tier corporation for such taxable
year under section 902(b)(2)—

(i) The earnings and profits of the
second-tier corporation for such tax-
able year shall be considered not to in-
clude its earnings and profits which are
attributable to such other dividends
from the third-tier corporation, and

(ii) For the purposes of so applying
section 902(b)(1), distributions to the
first-tier corporation from such earn-
ings and profits which are attributable
to such other dividends from the third-
tier corporation shall not be treated as
a dividend.

(e) Separate determinations under sec-
tions 902(a), 902(b)(1), and 902(b)(2) in
the case of a first-, second-, or third-tier
corporation  having income excluded
under section 956(b). If in the case of a
first-, second-, or third-tier corpora-
tion to which paragraph (b) or (c) of
this section is applied—

(1) The earnings and profits of such
foreign corporation for its taxable year
consist of—

(i) Dividends received from an imme-
diately lower-tier corporation which
are attributable to amounts included
in the gross income of a domestic cor-
poration under section 951 with respect
to the immediately lower- or lower-tier
corporations, and

(ii) Other earnings and profits, and

(2) The effective rate of foreign in-
come taxes paid or accrued by such for-
eign corporation on the dividends de-
scribed in paragraph (e)(1)(i) of this
section is higher or lower than the ef-
fective rate of foreign income taxes at-
tributable to its earnings and profits
described in paragraph (e)(1)(ii) of this
section,
then, for purposes of applying para-
graph (b) or (c) of this section to divi-
dends paid by such foreign corporation
to the domestic corporation or the
first- or second-tier corporation, sec-
tions 902(a), 902(b)(1), and 902(b)(2) shall
be applied separately to the portion of
the dividend which is attributable to
the earnings and profits described in
paragraph (e)(1)(i) of this section and
separately to the portion of the divi-
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dend which is attributable to the earn-
ings and profits described in paragraph
(e)(1)(ii) of this section. In making a
separate determination with respect to
the earnings and profits described in
paragraph (e)(1)(i) or (e)(1)(ii) of this
section, only the foreign income taxes
paid or accrued (or, in the case of earn-
ings and profits of a first- or second-
tier corporation described in paragraph
(e)(1)(ii) of this section, deemed to be
paid) by such foreign corporation on
the income attributable to such earn-
ings and profits shall be taken into ac-
count. For purposes of applying this
paragraph (e), no part of the foreign in-
come taxes paid, accrued, or deemed to
be paid which are attributable to the
earnings and profits described in para-
graph (e)(1)(ii) of this section shall be
attributed to the dividend described in
paragraph (e)(1)(i) of this section; and
no part of the foreign income taxes
paid or accrued on the dividend de-
scribed in paragraph (e)(1)(i) of this
section shall be attributed to the earn-
ings and profits described in paragraph
(e)(1)(ii) of this section. Furthermore,
the effective rate of foreign income
taxes paid or accrued shall be deter-
mined consistently with the principles
of paragraphs (b)(3)(iv) and (viii) and
(c) of §1.954-1. Thus, for example, the
effective rate of foreign income taxes
on dividends received by such foreign
corporation shall be determined by
taking into account any intercorporate
dividends received deduction allowed
to such corporation for such dividends.

(f) Illustrations. The application of
this section may be illustrated by the
following examples. In all of the exam-
ples other than examples 6, 7, 9 and 10,
it is assumed that the effective rate of
foreign income taxes paid or accrued
by the first- or second-tier corporation,
as the case may be, in respect to divi-
dends received from the immediately
lower-tier corporation, is the same as
the effective rate of foreign income
taxes paid or accrued by the first- or
second-tier corporation with respect to
its other income:

Example 1. Domestic corporation N owns
all the one class of stock of controlled for-
eign corporation A, which owns all the one
class of stock of controlled foreign corpora-
tion B. All such corporations use the cal-
endar year as the taxable year. For 1978, N
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Corporation is required under section 951 to
include $50 in gross income attributable to
the earnings and profits of A Corporation for
such year, but is not required to include any
amount in gross income under section 951 at-
tributable to the earnings and profits of B
Corporation. For such year, B Corporation
distributes a dividend of $45, but A Corpora-
tion does not make any distributions. The
foreign income taxes deemed paid by N Cor-
poration for 1978 under section 960(a)(1), after
applying section 902(b)(1) for such year of A
Corporation, are determined as follows upon
the basis of the facts assumead:

B Corporation (second-tier corporation):

Pretax earnings and profits ... $100.00
Foreign income taxes (40%) 40.00
Earnings and profits ........... 60.00
Dividends paid to A Corporation $45.00
Foreign income taxes paid by B Corporatlon
on or with respect to its accumulated profits 40.00
Foreign income taxes of B Corporation
deemed paid by A Corporation for 1978
under section 902(b)(1) ($45/$60x$40) ........ 30.00
A Corporation (first-tier corporation):
Pretax earnings and profits:
Dividends from B Corporation ...  $45.00
Other inComMe .......cccecvveivninienne 100.00
Total pretax earnings and
profits 145.00
Foreign income taxes (20%) 29.00
Earnings and profits 116.00
Foreign income taxes paid, and deemed to be
paid, by A Corporation on or with respect to
its earnings and profits ($29+$30) .. 59.00
Amount required to be included in N Corpora-
tion’s gross income under section 951 with
respect to A Corporation 50.00
Dividends paid to N Corporation .. 0
N Corporation (domestic corporation):
Foreign income taxes of A Corporation
deemed paid by N Corporation for 1978
under section 960(a)(1) ($50/$116x$59) ...... 25.43

Example 2. Domestic corporation N owns
all the one class of stock of controlled for-
eign corporation A, which owns all the one
class of stock of controlled foreign corpora-
tion B. All such corporations use the cal-
endar year as the taxable year. For 1978, N
Corporation is required under section 951 to
include in gross income $150 attributable to
the earnings and profits of B Corporation for
such year, which B Corporation distributes
during such year. Corporation N is not re-
quired for 1978 to include any amount in
gross income under section 951 attributable
to the earnings and profits of A Corporation,
but A Corporation distributes for such year
$135 from its earnings and profits attrib-
utable to B Corporation’s dividend. The for-
eign income taxes deemed paid by N Cor-
poration for 1978 under section 960(a)(1)(C)
and section 902(a) are determined as follows
upon the basis of the facts assumed:

B Corporation (second-tier corporation):

Pretax earnings and profits ..............c.ccccceeeinne $250.00
Foreign income taxes (20%) 50.00
Earnings and profits 200.00
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Amounts required to be included in N Cor-
poration’s gross income under section 951

with respect to B Corporation . 150.00
Dividends paid to A Corporation 150.00
Foreign income taxes paid on or with respect

to earnings and profits of B Corporation ...... 50.00

A Corporation (first-tier corporation):
Pretax earnings and profits:
Dividends from B Corporation $150.00
Other income ........ccccoeeiiiine 200.00
Total pretax earnings and profits 350.00
Foreign income taxes (10%) 35.00
Earnings and profits 315.00
Dividends paid to N Corporation 135.00
Foreign income taxes paid by A Corporatlon
on or with respect to its accumulated profits 35.00
N Corporation (domestic corporation):
Foreign income taxes of B Corporation

deemed paid by N Corporation for 1978

under section 960(a)(1) ($150/$200x$50) .... 37.50
Foreign income taxes of A Corporation

deemed paid by N Corporation for 1978

under section 902(a) ($135/$315x$35) ........ 15.00

Total foreign income taxes deemed
paid by N Corporation under section
901 e 52.50

Example 3. Domestic corporation N owns
all the one class of stock of controlled for-
eign corporation A, which owns all the one
class of stock of controlled foreign corpora-
tion B. All such corporations use the cal-
endar year as the taxable year. For 1978, N
Corporation is required under section 951 to
include $180 in gross income attributable to
the earnings and profits of A Corporation for
such year, but is not required to include any
amount in gross income under section 951 at-
tributable to the earnings and profits of B
Corporation. Corporation B distributes from
its earnings and profits for 1978 a dividend of
$50. For 1978, A Corporation distributes $180
from its earnings and profits attributable to
the amount required under section 951 to be
included in N Corporation’s gross income for
such year with respect to A Corporation and
$20 from its other earnings and profits. The
foreign income taxes deemed paid by N Cor-
poration for 1978 under section 960(a)(1) and
section 902(a) are determined as follows upon
the basis of the facts assumed:

B Corporation (second-tier corporation):

Pretax earnings and profits $100.00
Foreign income taxes (40%) 40.00
Earnings and profits ............. 60.00
Dividends paid to A Corporation 50.00
Foreign income taxes paid by B Corporatlon
on or with respect to its accumulated profits 40.00
Foreign income taxes of B Corporation
deemed paid by A Corporation for 1978
under section 902(b)(1) ($50/$60x$40) ........ 33.33
A Corporation (first-tier corporation):
Pretax earnings and profits:
Dividends from B Corporation $50.00
Other iNnCOMe .......cccceevvveiirins 200.00
Total pretax earnings and profits 250.00
Foreign income taxes (10%) 25.00
Earnings and profits 225.00
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Foreign income taxes paid, and deemed to be
paid, by A Corporation on or with respect to
its earnings and profits ($25.00+$33.33) ......

Amounts required to be included in N Cor-
poration’s gross income for 1978 under sec-
tion 951 with respect to A Corporation .........

Dividends paid to N Corporation:

Dividends to which section
902(a) does not apply (from
A Corporation’s  earnings
and profits in respect of
which an amount is required
under section 951 to be in-
cluded in N Corporation's
gross income with respect to
A Corporation) .........ccoceeeeees

Dividends to which section
902(a) applies (from A Cor-
poration's other earnings
and profits) .....c.ccccevevininnnns

58.33

180.00

180.00

20.00
Total dividends paid to N Corporation ...... $200.00
N Corporation (domestic corporation):

Foreign income taxes of corporations A and B
deemed paid by N Corporation under sec-
tion 960(a)(1) ($180/$225x$58.33) ...............

Foreign income taxes of corporations A and B
deemed paid by N Corporation under sec-
tion 902(a) ($20/$225%$58.33) . .

46.66

5.18

Total foreign income taxes deemed
paid by N Corporation under section

901 o 51.84

Example 4. Domestic corporation N owns
all the one class of stock of controlled for-
eign corporation A, which owns all the one
class of stock of controlled foreign corpora-
tion B. All such corporations use the cal-
endar year as the taxable year. For 1978, N
Corporation is required under section 951 to
include in gross income $150 attributable to
the earnings and profits of B Corporation for
such year and $22.50 attributable to the earn-
ings and profits of A Corporation for such
year. For 1978, B Corporation distributes
$175, consisting of $150 from its earnings and
profits attributable to amounts required
under section 951 to be included in N Cor-
poration’s gross income with respect to B
Corporation and $25 from its other earnings
and profits. Corporation A does not dis-
tribute any dividends for 1978. The foreign
income taxes deemed paid by N Corporation
for 1978 under section 960(a)(1) are deter-
mined as follows upon the basis of the facts
assumed:

B Corporation (second-tier corporation):

Pretax earnings and profits .... $250.00
Foreign income taxes (20%) .. . 50.00
Earnings and profits ..........ccoceorinniniiiiniinns 200.00
Amounts required to be included in N Cor-
poration’s gross income under section 951
for 1978 with respect to B Corporation ....... 150.00
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Dividends paid by B Corporation:
Dividends to which section
902(b) does not apply (from
B Corporation’s earnings
and profits in respect of
which an amount is required
under section 951 to be in-

cluded in N Corporation's
gross income with respect to
B Corporation) ........c.c.cceceee. $150.00
Dividends to which section
902(b)(1) applies (from B
Corporation’s other earnings
and profits) ... 25.00
Total dividends paid to A Corporation ... 175.00
Foreign income taxes paid by B Corporation
on or with respect to its accumulated profits 50.50

Foreign income taxes of B Corporation
deemed paid by A Corporation for 1978
under section 902(b)(1) ($25/$200x$50) ...... 6.25
A Corporation (first-tier corporation):
Pretax earnings and profits
Foreign income tax (10 percent)
Earnings and profits .................. .
Earnings and profits after exclusion of
amounts attributable to dividends to which
section 902(b) does not apply ($157.50 less
[$150 — ($150%0.10)]) .ovevvverrererrererereerirenees
Amount required to be included in N Corpora-
tion’s gross income for 1978 under section
951 with respect to A Corporation .
Dividends paid to N Corporation
N Corporation (domestic corporation):
Foreign income taxes deemed paid
by N Corporation under section
960(a)(1)(C) with respect to A
Corporation:
Tax actually paid by A Cor-
poration ($22.50/
$157.50%$17.50) .....cccvvvennnnee 2.50
Tax of B Corporation deemed
paid by A Corporation under
section 902(b)(1) ($22.50/
$22.50%$6.25) .. . 6.25

8.75
Foreign income taxes deemed paid by N Cor-
poration under section 960(a)(1)(C) with re-

spect to B Corporation ($150/$200x$50) ..... 37.50

Total taxes deemed paid under sec-
tion 960(a)(1)(C) ....

Example 5. Domestic corporation N owns
all the one class of stock of controlled for-
eign corporation A, which owns all the one
class of stock of controlled foreign corpora-
tion B. All such corporations use the cal-
endar year as the taxable year. For 1978, N
Corporation is required under section 951 to
include in gross income $150 attributable to
the earnings and profits of B Corporation for
such year and $22.50 attributable to the earn-
ings and profits of A Corporation for such
year. For 1978, B Corporation distributes
$175, consisting of $150 from its earnings and
profits attributable to amounts required
under section 951 to be included in N Cor-
poration’s gross income with respect to B
Corporation and $25 from its other earnings
and profits. For 1978, A Corporation distrib-
utes $225, consisting of $135 from its earnings

46.20
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and profits attributable to the amount re-
quired under section 951 to be included in N
Corporation’s gross, income with respect to
B Corporation, $22.50 from its earnings and
profits attributable to the amount required
under section 951 to be included in N Cor-
poration’s gross income with respect to A
Corporation, and $67.50 from its other earn-
ings and profits. The foreign income taxes
deemed paid by N Corporation for 1978 under
section 960(a)(1) and section 902(a)(1) are de-
termined as follows upon the basis of the
facts assumed:

B Corporation (second-tier corporation):
Pretax earnings and profits
Foreign income taxes (20%)
Earnings and profits ...........
Amounts required to be included in N Cor-

poration’s gross income for 1978 under sec-
tion 951 with respect to B Corporation .........

Dividends paid by B Corporation:

Dividends to which section
902(b) does not apply (from

B Corporation’s earnings
and profits in respect of
which an amount is required
under section 951 to be in-
cluded in N Corporation's
gross income with respect to

B Corporation) .........cceceeeee
Dividends to which section
902(b) applies (from B Cor-
poration's other earnings
and profits) .......cccoceeevinennns

$250.00
50.00
200.00

$150.00

$25.00
Total dividends paid to A Corporation ... $175.00
Foreign income taxes paid by B Corporation
on or with respect to its accumulated profits
Foreign income taxes of B Corporation
deemed paid by A Corporation for 1978
under section 902(b)(1) ($25/$200x$50) ...... 6.25
A Corporation (first-tier corporation):
Pretax earnings and profits:
Dividends received from B
Corporation .........ccccceeerennns
Other inComMe .......cccccvveirnens

50.00

Total pretax earnings and profits .
Foreign income taxes (10 percent)
Earnings and profits .........ccceceveiineiiiinens
Earnings and profits after exclusion of

amounts attributable to dividends to which
section 902(b) does not apply ($247.50 less
[$150 —($150%0.10)]) ..eovovvverririiiiiiiieieiene
Amount required to be included in N Corpora-
tion’s gross income for 1978 under section
951 with respect to A Corporation ................
Distributions paid by A Corporation:
Dividends to which section 902(a)
does not apply (From A Corpora-
tion’s earnings and profits in re-
spect of which an amount is re-
quired under section 951 to be
included in N Corporation’s gross
income with respect to A Cor-

112.50

pOration) .......ccceceviiiiiinininiienn 22.50
Dividends to which section 902(a)
applies (from A Corporation’s

other earnings and profits) .......... 202.50
Total dividends paid to N Cor-

poration ........cccccevereeicnnn 225.00
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N Corporation (domestic corporation):
Foreign income taxes deemed paid
by N Corporation under section
960(a)(1) with respect to—
B Corporation ($150/
$200%$50) ...oovcvcirriiis
A Corporation:

Tax paid by A Corporation
($22.50/
$247.50%$27.50) ........... 2.50

Tax of B Corporation
deemed paid by A Cor-
poration under section
902(b)(1) ($22.50/
$112.50%$6.25) ............. 1.25 3.75

Total taxes deemed paid under
section 960(a)(1) ...coverererieenns
Foreign income taxes deemed paid
by N Corporation under section
902(a)(1) with respect to A Cor-
poration:
Tax paid by A Corporation
($200.50/$247.50x$27.50) ...
Tax of B Corporation deemed
paid by A Corporation
($67.50/ $112.50x$6.25) ..... 3.75

41.25

22.50

Total taxes deemed paid under sec-

tion 902()(1) ovvvvveveeerrrieriereriieenns 26.52

Total foreign income taxes deemed paid

by N Corporation under section 901 ..... 67.05

Example 6. Domestic corporation N owns
all the one class of stock of controlled for-
eign corporation A, which owns all the one
class of stock of controlled foreign corpora-
tion B. All such corporations use the cal-
endar year as the taxable year. A and B cor-
porations are organized under the laws of
foreign country X. All of B corporation’s as-
sets used in a trade or business are located in
country X. Country X imposes an income tax
of 20 percent on B corporation’s income. For
1978, N Corporation is required under section
951 to include in gross income $100 attrib-
utable to the earnings and profits of B Cor-
poration for such year. For 1978, B Corpora-
tion distributes $150, consisting of $100 from
its earnings and profits attributable to the
amount required under section 951 to be in-
cluded in N Corporation’s gross income with
respect to B Corporation and $50 from its
other earnings and profits. Country X im-
poses an income tax of 10 percent on A Cor-
poration’s income but exempts from tax divi-
dends received from B Corporation. N is not
required to include any amount in gross in-
come under section 951 for 1978 attributable
to the earnings and profits of A Corporation
for such year. For 1978, A Corporation dis-
tributes $175, consisting of $100 from its earn-
ings and profits attributable to the amount
required under section 951 to be included in
N Corporation’s gross income with respect to
B Corporation, and $75 from its other earn-
ings and profits. The foreign income taxes
deemed paid by N Corporation for 1978 under
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section 960(a)(1) and section 902(a) are deter-
mined as follows on the basis of the facts as-
sumed:

B Corporation (2d-tier corporation):
Pretax earnings and profits ...........c.ccocvecninine
Foreign income taxes (20%) ..
Earnings and profits
Amount required to be included in N Corpora-

tion’s gross income for 1978 under section
951 with respect to B Corporation ................
Dividends paid by B Corporation:
Dividends to which section 902(b)
does not apply (from B corpora-
tion's earnings and profits in re-
spect of which an amount is re-
quired under section 951 to be
included in N corporation’s gross
income with respect to B cor-
POration) ......cccovveeviveniiiiieiiinns
Dividends to  which  section
902(b)(1) applies (from B cor-
poration’s other earnings and
ProfitS) .ccooeviiiiiiiiis

$200.00
40.00
160.00

$100.00

Total dividends paid to A corporation ........... 150.00
Foreign income taxes of B corpora-
tion deemed paid by A corpora-
tion for 1978 under section
902(b)(1) ($50/$100x $40) ..........

A corporation (1st-tier corporation):

Pretax earnings and profits:

Dividends received from B cor-
POration .........coeeevrerencrienens
Other income .......c.ccccevviiens

12.50

150.00
100.00

Total pretax earnings and
ProfitS ...voveeeeeeeieies
Foreign income taxes:
On dividends received from B
COrporation ..........cceceeereeeas
On other income ($100x0.10)
Total foreign income taxes ..
Earnings and profits:

Attributable to dividends received from B cor-
poration to which section 902(b) does not
APPIY v .

Attributable to other income:

Attributable to dividends received
from B Corporation to which sec-
tion 902(b)(1) applies ........c.ceeu.e.

Attributable  to  other income
($100 —$10) .eoveviriiririeiciiene

250.00

None
10.00
10.00

100.00

140.00
240.00

Subtotal .....
Total earnings and profit:
Earnings and profits after
amounts attributable to dividends to which
section 902(b) does not apply ($240 — $100)
Amount required to be included in N corpora-
tion’s gross income for 1978 under section
951 with respect to A corporation .................
Dividends paid by A corporation:
Dividends to which section
902(a) does not apply (from
A corporation’s earnings and
profits in respect of which an
amount is required under
section 951 to be included in
N corporation’s gross in-
come with respect to A cor-
POration) ........cceeevreveririennns

exclusion of

140.00

None
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Dividends to which section
902(a) applies (from A cor-
poration’s other earnings
and profits) ......cceeeevrereneens $175.00

Total dividends paid to N corporation ... $175.00

N corporation (domestic corporation):

Foreign income taxes deemed paid by N cor-
poration under section 960(a)(1) with re-
spect to B corporation ($100/$160x$40) ......

Foreign income taxes deemed paid
by N corporation under section
902(a) with respect to A corpora-
tion (allocation of earnings and
profits being made under pars.
(c)(2) and (d) of this section):

Tax paid by A corporation in
respect to dividends re-
ceived from B Corporation to
which section 902(b) does
not apply ($100/ $100x$0) ..

Tax paid by A corporation in
respect to its other income
($75/ $140X$10) ..vvcvvrnennnn. 5.36

Tax paid by B corporation
deemed paid by A corpora-
tion in respect to such other
income ($75/$140x$12.50) .. 6.70

None

Total taxes deemed paid under sec-
tion 902(a) ...
foreign income

12.06

Total

taxes
deemed paid by N corpora-
tion under section 901 .........

37.06

Example 7. Domestic corporation N owns
all the one class of stock of controlled for-
eign corporation A, which owns all the one
class of stock of controlled foreign corpora-
tion B. All such corporations use the cal-
endar year as the taxable year. For 1978, N
Corporation is required under section 951 to
include in gross income $150 attributable to
the earnings and profits of B Corporation for
such year and $47.50 attributable to the earn-
ings and profits of A Corporation for such
yvear. For 1978, B Corporation distributes
$200, consisting of $150 from its earnings and
profits attributable to the amount required
under section 951 to be included in N Cor-
poration’s gross income with respect to B
Corporation and $50 from its other earnings
and profits. The country under the laws of
which A Corporation is incorporated imposes
an income tax of 5 percent on dividends re-
ceived from a subsidiary corporation and 20
percent on other income. For 1978, A Cor-
poration distributes $100 from its earnings
and profits to N Corporation, such amount
being attributable under paragraph (e) of
§1.959-3 to the amount required under sec-
tion 951 to be included in N Corporation’s
gross income with respect to B Corporation.
The foreign income taxes deemed paid by N
Corporation for 1978 under section 960(a)(1)
and section 902(a) are determined as follows
on the basis of the facts assumead:

B Corporation (2d-tier corporation):

Pretax earnings and profits ................c.cocceeeie $250.00
Foreign income taxes (20 percent) . 150.00
Earnings and profits 200.00
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Amount required to be included in N Corpora-
tion's gross income for 1978 under section
951 with respect to B corporation ....

Dividends paid by B corporation:
Dividends to which section
902(b) does not apply (from
B corporation’s earnings and
profits in respect of which an
amount is required under
section 951 to be included in
N corporation’s gross in-
come with respect to B cor-

POration) .......ccceevvreviniriniens $150.00
Dividends to which section

902(b)(1) applies (from B

corporation’s other earnings

and profits) .......cccceveeninnnes 50.00

Total dividends paid to A corporation ...........
Foreign income taxes of B corporation
deemed paid by A corporation for 1978
under section 902(b)(1) ($50/$200x$50) ......
A corporation (1st-tier corporation):

Pretax earnings and profits:
Dividends received from B cor-
poration ........cccccoeeeiicnnn
Other income .........cccceeviiiins

Total pretax earnings and profits ...........

Foreign income taxes:

On dividends received from B corporation
to which section 902(b) does not apply
($150% 0.05) ..oovviiiiiiieeeene

On other income:

Dividends received from B

corporation to  which
section 902(b)(1) ap-
plies ($50x 0.05) ........... 2.50

Other income of A cor-

poration ($100x0.20) ... 20.00

Total foreign income taxes ...........cccccceeeee.
Earnings and profits:

Attributable to dividends received from B cor-
poration to which section 902(b) does not
apply ($150 = $7.50) ...occoiviiiiiiiiiiciies

Attributable to other income:

Attributable to dividends re-
ceived from B corporation to
which section 902(b)(1) ap-

plies ($50—%$2.50) ............... 47.50
Attributable to other income

($100—$20 ....cocoovvircrcine 80.00

Total .o

Total earnings and profits ............c.cccc....
Earnings and profits after exclusion of amounts at-
tributable to dividends to which section 902(b)
does not apply ($270 less $142.50) .........cccccu.e.
Amount required to be included in N corporation’s
gross income for 1978 under section 951 with
respect to A COrporation ............cccecevvveviiiinnennne
Dividends paid by A Corporation:
Dividends to which section 902(a)
does not apply (from A corpora-
tion’s earnings and profits in re-
spect of which an amount is re-
quired under section 951 to be
included in N corporation’s gross
income with respect to A cor-

POration) ......cccceeveriiiniierieneee None

150.00

300.00

7.50

22.50

30.00

142.50

127.50

270.00

127.50

§1.960-2
Dividends to  which  section
902(a)(1) applies (from A cor-
poration’s other earnings and
S]] 1) RS $100.00
Total dividends paid to N corporation ...  $100.00

N Corporation (domestic corporation):

Foreign income taxes deemed paid by N cor-
poration under section 960(a)(1) with re-
spect to—B corporation ($150/$200x$50)

A corporation (allocation of earnings and prof-
its being made under §1.960-1(c)(3) and
par. (d) of this section):

Tax paid by A corporation
($47.50/$127.50x$22.50) ..... 8.38
Tax of B corporation deemed
paid by A corporation under
section 902(b)(1) ($47.50/
$127.50%$12.50) ...ccvvvvernennnnn 4.66

37.50

13.04

Total taxes deemed paid
under section 960(a)(1) .......
Foreign income taxes deemed paid
by N corporation under section
902(a) with respect to A corpora-
tion (allocations of earnings and
profits being made under pars.
(c)(2) and (d) of this section)
($100/$142.50%$7.50) ...........c..... 5.26

Total foreign income taxes deemed paid

by N Corporation under section 901 ..... 55.80

Example 8. Domestic corporation N owns
all the one class of stock of controlled for-
eign corporation A, which owns all the one
class of stock of controlled foreign corpora-
tion B, which owns all the one class of stock
of controlled foreign corporation C. All such
corporations use the calendar year as the
taxable year. For 1978, N Corporation is re-
quired under section 951 to include $50 attrib-
utable to the earnings and profits of C Cor-
poration and $15 attributable to the earnings
and profits of B Corporation in its gross in-
come. N Corporation is not required to in-
clude any amount in its gross income with
respect to A Corporation under section 951 in
1978. For such year, C Corporation distrib-
utes $75 to B Corporation. B Corporation in
turn distributes $60 of its earnings and prof-
its to A Corporation. A Corporation has no
other earnings and profits for 1978 and dis-
tributes $45 of its earnings and profits to N
Corporation. The foreign income taxes
deemed paid by N Corporation under section
960(a)(1) and section 902(a) are determined as
follows on the basis of the facts assumed:

C Corporation (third-tier corporation):

Pretax earnings and profits ..o $150.00
Foreign taxes paid by C Corporation (30%) . 45.00
Earnings and profits . 105.00
Amount required to be included in gross income o

N Corporation under section 951 with respect to

C Corporation ............c........ . 50.00
Dividend to B Corporation .... 75.00

391



§1.960-2

Dividend from earnings and profits
to which section 902(b)(2) does
not apply (attributable to
amounts included in N Corpora-
tion’s gross income under sec-
tion 951 with respect to C Cor-
POration) ........ccceevviiiiiinininiencnn

Dividendto B Corporationlessportion

of dividendfromearningsincludedin
N Corporation' sgrossincome under

section 951 with respect to C Corporation
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Dividend from earnings and profits
to which section 902(b)(2) ap-
plies (attributable to amounts not
included in N Corporation’s gross
income with respect to C Cor-

POration) ......cceoveveeieiinieinieeeieens $25.00

Amount of foreign income taxes of C Corporation

deemed paid by B Corporation under section
902(b)(2) and §1.960-2(b):

Earningsand profitsof C Corporation

x Taxespaidby CCorporation

Amount to be included in gross income under sec-

($25/$L05XBA5) ..oovvvvirirrirrieeieeesei e $10.71
B Corporation (second-tier corporation):
Pretax earnings and profits:
Dividend from C Corporation .......... $75.00
Other earnings and profits .............. 225.00
Total pretax earnings and profits .............. $300.00
Foreign income taxes paid by B Corporation (40%) 120.00
Earnings and profits ........c.cccevereniiniiicneseeeeeeen 180.00
Earnings and profits attributable to
amounts to  which  section
902(b)(2) does not apply
(amounts included in N Corpora-
tion’s gross income under sec-
tion 951 with respect to C Cor-
poration ($50 — ($50x%.40)) ........... 30.00
Other earnings and profits .............. 150.00
Earnings and profits of B Corporation after exclu-
sion for amounts to which section 902(b)(2)
does not apply (amounts attributable to earnings
and profits which are included in N Corporation’s
gross income under section 951 with respect to
C Corporation) ($180—%$30) ......cccecvvvviernrniricnnnnns 150.00

Amount of dividend to A Corporation .

tion 951 of N Corporation with respect to B Cor-
poration .

Dividend from earnings and profits
to which section 902(b)(2) does
not apply (attributable to
amounts included in N Corpora-
tion’s gross income under sec-
tion 951 with respect to C Cor-
POration) .......cccooeeeeeeieeieneeene

Dividend from earnings and profits
to which section 902(b)(1) does
not apply (attributable to
amounts included in N Corpora-
tion's gross income under sec-
tion 951 with respect to B Cor-
POration) ......cccevvevenerieeieeneieeeeas

Dividend from other earnings and
profits (attributable to amounts
not included in N Corporation’s
gross income under section 951
with respect to B or C Corpora-
tion)

30.00

15.00

15.00

Foreign income taxes of B Corporation deemed

paid by A Corporation under section 902(b)(1)
and §1.960-2(b):

Dividendto A Corporationlessportionof divi —
dendfromearningsincludedin N Corporation’ s

grossincomeunder section 951
with respect to B Corporation

Earningsand profitsof B Corporation

($45/$180%120)

Foreign income taxes (of C Corporation) deemed
paid by B Corporation deemed paid by A Cor-
poration under section 902(b)(1) in accordance
with §1.960-2(b) and § 1.960-2(d)(2)(i) and (ii):
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Dividendto A Corporationlessportion

of dividendfromearningsincludedin
N Corporation’ sgrossincome under
section 951with respect to
B Corporationand C Corporation

§1.960-2

Taxespaid by CCorporation

Earningsand profitsof B Corporation

lessearningsand profitsattributableto

x  whicharedeemed paid by
B Corporation

amountsincludedin N Corporation' sgross
incomewith respect to C Corporation

(S15/$150X$10.71) covvvvvvrrrereeeeeesseesessesesesseses

A Corporation (first-tier corporation):

Pretax earnings and profits:
Dividend from B Corporation ..........

Other earnings and profits .............. 0

Total pretax earnings and profits ....

Foreign income taxes paid by A Corporation (10%)
Earnings and profits ...........ccccocceniiiiniiiiiie,
Earnings and profits attributable to
amounts to  which  section
902(b)(2) does not apply (attrib-
utable to amounts previously in-
cluded in N Corporation’s gross
income under section 951 with
respect to C  Corporation)

($30 — ($30X.10)) ..o
Earnings and profits attributable to
amounts to  which  section
902(b)(1) does not apply (attrib-
utable to amounts included in N
Corporation’s  gross  income
under section 951 with respect to

B Corporation) ($15— ($15X.10))

Other earnings and profits ($15—
($15X.20)) rvrrrrriririnrienienieiins

27.00

13.50

13.50

Earnings and profits of A Corporation after exclu-
sion for amounts to which section 902(b)(1)
does not apply (attributable to amounts included
in N Corporation’s gross income under section
951 with respect to B  Corporation)
($54.00 = $13.50) ..voorvrrirririieeesienenies

Earnings and profits of A Corporation after exclu-

1.07

sion for amounts to which sections 902(b)(1)
and (2) do not apply (attributable to amounts in-
cluded in N Corporation’s gross income under
section 951 with respect to B or C Corporation)
($40.50 = $27.00) ...ooorvverrrriririeeiesiersre e

Dividend to N Corporation .............cccccecvevininiciininnns

$60.00

6.00
54.00

40.50

Dividend from earnings and profits
to which section 902(b)(2) does
not apply (attributable to
amounts included in N Corpora-
tion’s gross income under sec-
tion 951 with respect to C Cor-
POFation) ....cccerveeeieeenieeneerieene

Dividend from earnings and profits
to which section 902(b)(1) does
not apply (attributable to
amounts included in N Corpora-
tion’s gross income under sec-
tion 951 with respect to B Cor-
POration) ......cccceeeeereeieeieieieae

Dividend from earnings and profits
to which section 902(a) does not
apply (attributable to amounts in-
cluded in N Corporation’s gross
income under section 951 with
respect to A Corporation) ........... 0

Dividend from other earnings and
profits (attributable to amounts
not included in N Corporation’s
gross income under section 951
with respect to A, B, or C Cor-
POration) ......cccceevevereeieeieieieeen

$27.00

13.50

4.50

N Corporation (domestic corporation):

Foreign income taxes deemed paid by N Corpora-

tion under section 960(a)(1) and §1.960-
1(c)(1)(ii) with respect to C Corporation:

AmountincludedinN Corporation' sgrossincome

under section 951with respect to C Corporation

Earningsand profitsof C Corporation

($50/$105X$45.00) ...ooorrvveeeereeeeereeeseeeeeeeeennne

Foreign income taxes deemed paid by N Corpora-
tion under section 960(a)(1) and §1.960-
1(c)(1)(i) with respect to B Corporation ...............

Taxes paid by B Corporation:

11.07
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AmountincludedinN Corporation' sgrossincome
under section 951with respect to B Corporation

x Taxespaid by B Corporation
Earningsand profitsof B Corporation

Taxes deemed paid by B Corporation in ac-
($15/$180%$120) ..vovevevenrerererieieenes $10.00 cordance with §1.960-2(d)(2)(i):

AmountincludedinN Corporation' sgrossincome

under section 951with respect to B Corporation Taxespaid by C Corporation

x  whicharedeemed paid by
Earningsand profitsof B Corporationlessearnings B Corporation

and profitsattributabletoamountsincluded
inN Corporation' sgrossincome

with respect to C Corporation
Foreign income taxes deemed paid by N Corpora-
($15/$150x$10.71) ....ooovvvrrrrrrreee $1.07 tion under section 902(a):
Taxes paid by A Corporation in accordance
Total taxes deemed paid by N Corpora- with §1.960-2(c):
tion under section 960(a)(1) .....ccccovrvenene 32

DividendtoN Corporation lessportion
of dividendfromearningsincludedin
N Corporation' sgrossincomeunder
section 951 with respect to A Corporation

Earningsand profitsof A Corporation

x  Taxespaid by A Corporation

Taxes paid by B Corporation
($A5/$54XB6) ..o $5.00 deemed paid by A Corporation in
accordance with §8§1.960-2(c)

and 1.960-2(d)(1)(i) and (ii):

Dividendto N Corportionlessportionof dividend
fromearningsincluded
in N Corporation'sgrossincome
under section 951with respect to
A and B Corporations . Taxespaid by B Corporationwhich
Earningsand profitsof A Corporation aredeemed paid by A Corporation
lessearningsand profitsattributableto
amountsincludedin N Corporation's
grossincomeunder section 951with
respect to B Corporation

in accordance with §§1.960-2(c) and 1.960—
($31.50/$40.50%$30.00) ......cocvrneee. 23.33 2(d)(1)({) and (ii):

Taxes (of C Corporation) deemed paid by B
Corporation deemed paid by A Corporation
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DividendtoN Corporation lessportion
of dividend fromearningsincludedinN
Corporation'sgrossincome under section

951withrespectto A, B,and C Corporations

Taxesdeemed paid by B
x Corporationwhicharedeemed

Earningsand profitsof A Corporationless

paid by A Corporation

earningsand profitsattributabletoamounts
includedin N Corporation'sgrossincome

under section 951with respecttoB
and C Corporations

..................... .36

($4.50/$13.50x$1.07)

Total taxes deemed paid by N Corpora-
tion under section 902(a)

Total foreign income taxes
deemed paid by N Corpora-
tion under section 901 ......... $61.19
Example 9. Domestic corporation N owns

all the one class of stock of controlled for-

eign corporation A, which owns all the one
class of stock of controlled foreign corpora-
tion B, which owns all the one class of stock

of controlled foreign corporation C. A and B

Corporations are organized under the laws of

foreign country X. C Corporation is orga-

nized under the laws of foreign country Y.

All of B Corporation’s assets used in a trade

or business are located in country X. All

such corporations use the calendar year as
the taxable year. For 1978, N Corporation is
required to include in its gross income under
section 951, $560 attributable to the earnings
and profits of C Corporation and $100 attrib-
utable to the earnings and profits of B Cor-
poration. N Corporation is not required to
include any amount in its gross income
under section 951 with respect to A Corpora-
tion. Country X imposes an income tax of 10
percent on dividends from foreign subsidi-
aries, 20 percent on dividends from domestic
subsidiaries, and 40 percent on other earn-
ings and profits. For 1978, C Corporation dis-
tributes $75 to B Corporation. For such year,

B Corporation distributes $175 of its earnings

and profits to A Corporation. A Corporation

has no other earnings and profits for 1978 and
distributes $130 of its earnings and profits to

N Corporation. The foreign income taxes

deemed paid by N Corporation under sections

960(a)(1) and 902(a) are determined as follows

on the basis of the facts assumed:

C Corporation (third-tier corporation):

Pretax earnings and profits .............cccoviiiiinns $150.00
Foreign income taxes paid by C Corporation (30%) 45.00
Earnings and profits ...........ccooeviiiiiniiiiiinn, 105.00
Amount required to be included in gross income of

N Corporation under section 951 with respect to

C Corporation ..........cccceueeeee . 50.00
Dividend to B Corporation 75.00

Dividend to which section 902(b)(2)
does not apply (attributable to
amounts included in N Corpora-
tion’s gross income under sec-
tion 951 with respect to C Cor-
poration)

Dividend to which section 902(b)(2)
applies (attributable to amounts
not included in N Corporation’s
gross income under section 951
with respect to C Corporation) ....

$50.00

25.00

Amount of foreign income taxes of C Corporation
deemed paid by B Corporation under section
902(b)(2) and §1.960-2(b) ($25/$105x$45)

(For formula see § 1.960-2(g)(1)(i)(A))

B Corporation (second-tier corporation):

Pretax earnings and profits:
Dividend from C Corporation ...
Other earnings and profits

$75.00
. 225.00

Total pretax earnings and profits

Foreign income taxes paid by B Corporation
On dividends received from C Cor-
poration to  which  section
902(b)(2) does not apply (attrib-
utable to amounts included in N
Corporation’s  gross  income
under section 951 with respect to
C Corporation) ($50x.10)
On dividend from C Corporation to
which section 902(b)(2) applies
(attributable to amounts not in-
cluded in N Corporation’s gross
income under section 951 with
respect to C  Corporation)
($25x.10)
On other income of B Corporation
($225x.40) ..

$5.00

Earnings and profits ..
Attributable to dividend to which
section 902(b)(2) does not apply
(attributable to amounts included
in N Corporation’s gross income
under section 951 with respect to
C Corporation) ($50 —$5) ...........
Attributable to dividend from C Cor-
poration to  which  section
902(b)(2) applies (attributable to
amounts not included in N Cor-
poration’s gross income under
section 951 with respect to C
Corporation) ($25 —$2.50)
Attributable to other income of B
Corporation ($225 —$90)

45.00

$22.50

135.00

$300.00
97.50

202.50
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Earnings and profits after exclusion of amounts at-
tributable to dividend to which section 902(b)(2)
does not apply (attributable to amounts included
in N Corporation’s gross income under section

951 with respect to C  Corporation)

($202.50 = $45) ..ooeoceeeeeeeeeeeeeee e $157.50
Amount required to be included in N Corporation’s

gross income under section 951 with respect to

B COrporation .........ccccoeerveeeneeenieenieeereeseeeneens 100.00
Dividend paid by B Corporation ............ccccecvevenenne. 175.00

Dividend to which section 902(b)(2)
does not apply (attributable to
amounts included in N Corpora-
tion's gross income under sec-
tion 951 with respect to C Cor-
poration)

Dividend to which section 902(b)(1)
does not apply (attributable to
amounts included in N Corpora-
tion's gross income under sec-
tion 951 with respect to B Cor-
poration)

$45.00

Portion of dividend to A Corporation

from earnings included in N Corporation's

gross income under section 951 with
respect to C Corporation or lower-tiers

26 CFR Ch. | (4-1-02 Edition)

Dividend from other earnings and
profits (attributable to amounts
not included in N Corporation’s
gross income with respect to B

or C Corporation) 30.00

Foreign income taxes of B Corporation deemed
paid by A Corporation under section 902(b)(1)
(separate tax rate applicable to dividend re-
ceived by B Corporation allocation in accord-
ance with §1.960-2(e)) (for formula see
§1.960-2(g)(1)(i))(A)(2) (i) and (ii)):

Tax paid by B Corporation on earnings pre-
viously taxed with respect to C Corporation
or lower-tiers which is deemed paid by A
Corporation:

Tax paid by B Corporation on
dividend received by B Corporation
x from earnings included in N Corpo-

Earnings and profits of B Corporation
included in N Corporation's gross
income under section 951 with respect
to C Corporation or lower-tiers

($45/$45%$5) $5.00

Tax paid by B Corporation on earnings not
previously taxed with respect to C Corpora-

Portion of dividend to A Corporation
which is from earnings not included
in N Corporation's gross income
under section 951 with respect
to B Corporation or lower-tiers

Earnings and profits of B Corporation

not included in N Corporation's gross

income under section 951 with respect
to C Corporation or lower-tiers

($30/157.50x$92.50)

Foreign income taxes (of C Corporation) deemed
paid by B Corporation deemed paid by A Cor-
poration under section 902(b)(1)  ($30/
$I57.50XBL0.7L) ooviriiiiiiieieeieeee e

(For formula see §1.960-2(g)(1)(ii)(B)(1))

2.04

A Corporation (first-tier corporation):

Pretax earnings and profits:
Dividend from B Corporation
Other income

$175.00

Total pretax earnings and profits $175.00

ration's gross income with respect
to C Corporation or lower-tiers

tion or lower-tiers which is deemed paid by A
Corporation:

Tax paid by B Corporation on
earnings not included in N
Corporation's gross income with
respect to C Corporation or lower-tiers

35.00
140.00

Foreign income taxes paid by A Corporation (20%)
Earnings and profits
Attributable to dividend to whic
section 902(b)(2) does not apply
(attributable to amounts included

in N Corporation’s gross income
under section 951 with respect to

C Corporation) ($45 — ($45x.20))
Attributable to amounts to which
section 902(b)(1) does not apply
(Attributable to amounts included

in N Corporation’s gross income
under section 951 with respect to
Corporation)

$36.00

B
($100 — ($100x.20))
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Attributable to other earnings and
profits (attributable to amounts
not included in N Corporation’s
gross income with respect to B

or C Corporation) ........ccccccevereens 24.00

Earnings and profits after exclusion for amounts to
which section 902(b)(1) does not apply (attrib-
utable to amounts included in N Corporation’s
gross income under section 951 with respect to
B Corporation) ($140 —$80) ........ccccoevviviviirieicnnnne

Earnings and profits after exclusion for amounts to
which sections 902(b)(1) and 902(b)(2) do not
apply (attributable to amounts included in N Cor-
poration’s gross income under section 951 with
respect to B or C Corporation) ($60—$36) .........

Amount required to be included in N Corporation’s
gross income under section 1951 with respect to
A Corporation ... s

Dividend to N Corporation

Dividend to which section 902(b)(2)
does not apply (attributable to
amounts included in N Corpora-
tion's gross income under sec-
tion 951 with respect to C Cor-
POration) ......ccceevevenenieeieeieiea

Dividend to which section 902(b)(1)
does not apply (attributable to
amounts included in N Corpora-
tion's gross income under sec-
tion 951 with respect to B Cor-
POration) ......cceevervenerierienereias

$36.00

$60.00

24.00

None
$130.00

Amount included in N Corporation's
gross income under section 951 with

respect to B Corporation

Earnings and profits of B Corporation

not included in N Corporation's gross

income under section 951 with respect
to C Corporation or lower tiers

($100/$157.50%$92.50) .......cccueuene
Taxes (of C Corporation) deemed
paid by B Corporation under sec-
tion 902(b)(2) which are deemed
paid by N Corporation under sec-
tion 960(a)(1) ($100/
$157.50%$10.71) ©.vvvnrvvrniirninns
(for formula see

2(9)()(B)(L)

6.80

Total taxes deemed paid by N Corpora-

tion under section 960(a)(1) .....ccccovevenee.

Foreign income taxes deemed paid by N Corpora-
tion under section 902(a):

$86.96

§1.960-2

Dividend to which section 902(a)

does not apply (attributable to

amounts included in N Corpora-

tion’s gross income under sec-

tion 951 with respect to A Cor-

POration) ......cccvevveriereninieieneia 0
Dividend from other earnings and

profits (attributable to amounts

not included in N Corporation’s

gross income with respect to A,

B, or C Corporation) .................. 14.00

N Corporation (domestic corporation):

Foreign income taxes deemed paid by N Corpora-
tion under section 960(a)(1) and §1.960-1(c)
with respect to C Corporation ($50/$105x$45) ...

(for formula see § 1.960-2(g)(2)(i)(A))

Foreign income taxes deemed paid by N Corpora-
tion under section 960(a)(1) with respect to B
Corporation (allocation of earnings and profits
being made in accordance with §1.960-1(c)(3)
and §1.960-2(e)) (Separate tax rate applicable
to dividend received by B Corporation) ...............

$21.43

65.53

Taxes paid by B corporation (for formula

see §1.960-2(g)(2)(1i) (A)(2)):

Tax paid by B Corporation on earnings
not included in N Corporation's gross
income with respect to C Corporation

or lower tiers

Taxes paid by A Corporation
($130/$140%$35) ..o

(for formula see
2(g)(D)(i)(A)(D)

Taxes paid by B Corporation deemed paid by
A Corporation (Separate tax rate applicable
to dividend received by B Corporation allo-
cation required by §1.960-2(e)) (for formula
see §1.960-2(g)(1)(iii)(B)(2) (i) and (ii)):

Tax paid by B Corporation on earn-
ings previously taxed with re-
spect to C Corporation or lower
tiers which is deemed paid by N
Corporation:

$32.50
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Portion of dividend to N Corporation which

is from earnings included in N Corporation's

gross income under section 951 with respect
to C Corporation or lower tiers

Earnings and profits of A Corporation
included in N Corporation's gross

Tax paid by B Corporation on
earnings previousdly taxed with
x  respect to C Corporation or
lower tiers which is deemed

income under section 951 with

paid by A Corporation

respect to C Corporation or lower tiers

($36/$36X$5) ..o

Portion of dividend to N Corporation
which is from earnings not included in
N Corporation's gross income under
section 951 with respect to
A Corporation or lower tiers

Earnings and profits of A Corporation

not included in N Corporation's gross

income under section 951 with respect
to B Corporation or lower tiers

($14/$24x$17.62) ... $10.28
Taxes (of C Corporation) deemed
paid by B Corporation deemed
paid by A Corporation ($14/
$24%$2.04) oot 1.19

(for formula see §1.960—

2(9)(@)(i(C)(L)

Total taxes deemed paid by N Corpora-

tion under section 902(a) $48.97
Total foreign income taxes deemed paid
by N Corporation under section 901 ..... 135.93

Example 10. The facts are the same as in ex-
ample 9 except that A Corporation has other
earnings and profits of $200 in 1978 and coun-
try X imposes a tax of 50 percent on A Cor-
poration’s other earnings and profits. A Cor-
poration distributes $200 of its earnings and
profits to N Corporation in 1978. The foreign
income taxes paid by N Corporation under
sections 960 (a)(1) and 902 (a) are determined
as follows on the basis of the facts assumed:

C Corporation (third-tier corporation):

Pretax earnings and profits .........cccocevevereniencnenn. $150.00
Foreign income taxes paid by C Corporation (30%) 45.00
Earnings and profits ........c.ccceveveninieieneneeeeeen 105.00
Amount required to be included in gross income of

N Corporation under section 951 with respect to

C COrporation ..........eeoeeeeveeerenereniernenens $50.00
Dividend to B COrporation ...........c.cccceeevervesienencnennes 75.00

Tax paid by B Corporation on earn-
ings not previously taxed with re-
spect to C Corporation or lower
tiers which is deemed paid by N
Corporation:

Tax paid by B Corporation on earnings
not previously taxed with respect to
C Corporation or lower tiers which is
deemed paid by A Corporation

Dividend to which section 902(b)(2)
does not apply (attributable to
amounts included in N Corpora-
tion’s gross income under sec-
tion 951 with respect to C Cor-
POration) ......ccevvevierinieieneea

Dividend to which section 902(b)(2)
applies (attributable to amounts
not included in N Corporation’s
gross income under section 951
with respect to C Corporation) .... 25.00

Amount of foreign income taxes of C Corporation
deemed paid by B Corporation under section
902(b)(2) and §1.960-2(b) ($25/$105x$45) ........

(for formula see §1.960-2(g)(1)(i)(A))

50.00

B Corporation (second-tier corporation):

Pretax earnings and profits:
Dividend from C Corporation ..........
Other earnings and profits ..............
$300.00
$97.50

Total pretax earnings and profits ..............

Foreign income taxes of B Corporation ..................
On dividends received from C Cor-
poration to which  section
902(b)(2) does not apply (attrib-
utable to amounts included in N
Corporation’s  gross  income
under section 951 with respect to
C Corporation) ($50%.10) ............
On dividend from C Corporation to
which section 902(b)(2) applies
(attributable to amounts not in-
cluded in N Corporation’s gross
income under section 951 with
respect to C  Corporation)
($25%.10) ooveveviiiieee

$5.00

2.50
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On other income of B Corporation

($225%.40) .oovvooeeeeeeeeeeeeeeerenn, 90.00

Earnings and profits .
Attributable to dividend to which
section 902(b)(2) does not apply
(attributable to amounts included
in N Corporation’s gross income
under section 951 with respect to
C Corporation) ($50-$5) .. .
Attributable to dividend from C Cor-
poration to which  section
902(b)(2) applies (attributable to
amounts not included in N Cor-
poration’s gross income under
section 951 with respect to C
Corporation) ($25-$2.50) ............
Attributable to other income of B
Corporation ($225-$90) .............. 135.00

Earnings and profits after exclusion of amounts at-
tributable to dividend to which section 902(b)(2)
does not apply (attributable to amounts included
in N Corporation’s gross income under section
951 with respect to C Corporation) ($202.50—
$45) i

Amount required to be included in N Corporation’s
gross income under section 951 with respect to
B Corporation ... .

Dividend paid by B Corporation

Dividend to which section 902(b)(2)
does not apply (attributable to
amounts included in N Corpora-
tion's gross income under sec-
tion 951 with respect to C Cor-
poration) .. .

Dividend to which section 902(b)(1
does not apply (attributable to
amounts included in N Corpora-
tion’s gross income under sec-
tion 951 with respect to B Cor-
POration) ......cccceeveeeeeeieeiieieieeae

Dividend from other earnings and
profits (attributable to amounts
not included in N Corporation’s
gross income with respect to B
or C Corporation) .........ccccceeeuene. 30.00

Foreign income taxes of B Corporation deemed
paid by A Corporation under section 902(b)(1)
with allocation required by § 1.960-2 (e):

($45/$45x$5) . .

($30/$157.50x$92.50)

(for formula see §1.960-2(g)(1)(ii)(A)(2) (i)
and (ii))

Foreign income taxes (of C Corporation) deemed
paid by B Corporation deemed paid by A Cor-
poration under section 902(b)(1): ($30/$157.50 x
$10.71)

(for formula see § 1.960-2(g)(1)(ii)(B)(1))

$45.00

22.50

$45.00

100.00

A Corporation (first-tier corporation):

Pretax earnings and profits:
Dividend from B Corporation ..
Other earnings and profits

$175.00

Total pretax earnings and profits ..............

Foreign income taxes paid by A Corporation ..........
On dividend received from B Cor-
poration to which  section
902(b)(2) does not apply (attrib-
utable to amounts included in N
Corporation’s  gross  income
under section 951 with respect to

C Corporation) ($45x.20) ............ 9.00

. 200.00

$202.50

157.50

100.00
175.00

5.00
17.62

2.04

$375.00
135.00

§1.960-2

On dividend received from B Cor-
poration to which  section
902(b)(1) does not apply (attrib-
utable to amounts included in N
Corporation’s  gross  income
under section 951 with respect to
B Corporation) ($100%.20) ..........

On dividend from B Corporation at-
tributable to B Corporation’s
other earnings and profits (attrib-
utable to amounts not included in
N Corporation’s gross income
with respect to B or C Corpora-
tion) ($30%.20) ....ccoeeviiiiniiiiiins

On other income of A Corporation
($200%.50) . .

Earnings and profits .

Attributable to dividend to which
section 902(b)(2) does not apply
(attributable to amounts included
in N Corporation’s gross income
under section 951 with respect to
C Corporation) ($45—%$9) ...........

Attributable to dividend to which
section 902(b)(1) does not apply
(attributable to amounts included
in N Corporation’s gross income
with respect to B Corporation)
($100 —$20) ...ooovviiiiiieiire

Attributable to other earnings and
profits of A Corporation (attrib-
utable to amounts not included in
N Corporation’s gross income
with respect to A, B, or C Cor-
poration)

[($30 — $6)+($200 — $100)] .......... 124.00
Amount required to be included in N Corporation’s
gross income under section 951 with respect to
A Corporation ...
Earnings and profits after exclusion of amounts at-
tributable to dividend to which section 902(b)(1)
does not apply (attributable to amounts included
in N Corporation’s gross income under section
951 with respect to B Corporation) ............c.cece...
Earnings and profits after exclusion of amounts at-
tributable to dividend to which sections 902(b)(1)
and 902(b)(2) do not apply (attributable to
amounts included in N Corporation's gross in-
come under section 951 with respect to B and C
Corporation) .... . .
Dividend to N Corporation ...

Dividend attributable to amounts to
which section 902(b)(2) does not
apply (attributable to amounts in-
cluded in N Corporation’s gross
income under section 951 with
respect to C Corporation) ...........

Dividend attributable to amounts to
which section 902(b)(1) does not
apply (attributable to amounts in-
cluded in N Corporation’s gross
income with respect to B Cor-
POration) ......ccevveeevveeneeineeiee

Dividend attributable to amounts to
which section 902(a) does not
apply (attributable to amounts in-
cluded in N Corporation’s gross
income under section 951 with
respect to A Corporation) ........... 0

Dividend attributable to A Corpora-
tion’s other earnings and profits
(attributable to amounts not in-
cluded in N Corporation’s gross
income under section 951 with
respect to A, B, or C Corpora-
HHON) e

20.00

36.00

80.00

$36.00

80.00

$84.00
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N Corporation (domestic corporation).

Foreign income taxes deemed paid by N Corpora-
tion under section 960(a)(1) and §1.960-1(c)

with respect to C Corporation ($50/$150x$45) ... $21.43
(for formula see § 1.960-2(g)(2)(i)(A))
Foreign income taxes deemed paid by N Corpora-
tion under section 960(a)(1) with respect to B
Corporation (allocation of earning and profits
being made in accordance with §1.960-1(c)(3)
and §1.960-2(€)) ....c.coovvrreririiiiieeeeae 65.53
Taxes paid by B Corporation
($100/$157.50%$92.50) ............... $58.73
(for formula see §1.960—
2(9)(2)(i)(A)(2)
Taxes deemed paid by B Corpora-
tion ($100x$157.50x$10.71) ....... 6.80

Portion of dividend to N Corpora
tion which is from earnings included
in N Corporation's gross income
under section 951 with respect to B
Corporation or lower tiers

Earnings and profits of A Corporation
included in N Corporation's gross
income under section 951 with respect
to B Corporation or lower tiers

($116/$116x3$29)

Portion of dividend to N Corporation
which is from earnings not included
in N Corporation's gross income
under section 951 with respect to A
Corporation or lower tiers

Earnings and profits of A Corporation

not included in N Corporation' s gross

income under section 951 with respect
to B Corporation or lower tiers

($84/$124%$106)
Taxes (paid by B Corporation)
deemed paid by A Corporation
allocation required by §1.960—
2(e):
($36/$36x$5)
($84/$124x$17.62)
(for formula

5.00
11.94

§1.960—
2(g)(D)(ii(B)(2) (i) and (ii))

see

Taxes (of C Corporation) deemed
paid by B Corporation deemed
paid by A Corporation ($84/

$124x$2.04) 1.38

X

26 CFR Ch. | (4-1-02 Edition)

(for  formula §1.960-

2(9)()((B)(1)

see

Total taxes deemed paid by N Corpora-
tion under section 960(a)(1)

Foreign income taxes deemed paid by N Corpora-
tion under section 902(a) (separate tax rate ap-
plicable to dividends received by A Corporation
allocation required by §1.960-2(e)) (for formula
see §1.960-2(g)(1)(iii)(A)(2) (i) and (ii)):

86.96

Tax paid by A Corporation on earnings pre-
viously taxed with respect to B Corporation
or lower tiers which is deemed paid by N Cor-
poration:

Tax paid by A Corporation on dividends

received by A Corporation from
earnings included in N Corpora
tion's gross income with respect to
B Corporation or lower tiers

Tax paid by A Corporation on earn-
ings not previously taxed with re-
spect to B Corporation or lower
tiers which is deemed paid by N
Corporation:

Tax paid by A Corporation on earnings
not included in N Corporation's gross
income with respect to B Corporation

or lower tiers

(for formula §1.960—

2(9)(D)(i(C)(L))

Total taxes deemed paid by N Corpora-

see

tion under section 902(a) credit ............. $119.13
Total foreign income taxes deemed paid
by N Corporation under section 901 ..... 206.09

(g) Formulas. This paragraph contains
formulas for determining a domestic
corporation’s section 902 and 960 cred-
its when amounts distributed through
a chain of ownership have been in-
cluded in whole or in part in the gross
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income of a domestic corporation
under section 951 with respect to first-
, second-, third-, or lower-tier corpora-
tions.

(1) Determination of the section 902
credit—(i) Section 902(b)(2) credit. If the
second-tier corporation receives a divi-
dend from a third-tier corporation at-
tributable in whole or in part to
amounts included in a domestic cor-
poration’s gross income under section

§1.960-2

951 with respect to the third- or lower-
tier corporations, the second-tier cor-
poration’s credit for taxes paid by the
third-tier corporation under section
902(b)(2) is determined as follows:

(A) If the effective rate of tax on
dividends received by the third-tier
corporation is the same as the effective
rate of tax on its other earnings and
profits—

Dividend to seconcHier corporation less portion of
dividend from earningsincluded in domestic
corporation's gross income under section 951

with respect to thirdtier corporation

Taxes paid by

Earningsand profitsof thirdtier corporation

(B) If the effective rate of tax on divi-
dends received by the third-tier cor-
poration is higher or lower than the ef-
fective rate of tax on its other earnings
and profits—

Portion of dividends to second-ier corporation which is
from earningsincluded in domestic corporation's gross
income under section 951 with respect to fourth- or

lower-tier corporations

thircHier corporation

(I) Credit for tax paid by third-tier
corporation on earnings included in do-
mestic corporation’s gross income with
respect to fourth- or lower-tier cor-
porations—

Tax paid by thirctier
corporation on dividend
received by thirdtier
corporation from

Earningsand profits of thirdtier corporation included in
domestic corporation's gross income under section 951
with respect to fourth- or lower-tier corporations

(2) Credit for tax paid by third-tier
corporation on earnings not included in
domestic corporation’s gross income

Portion of dividend to secondHier corporation
which isfrom earnings not included in domestic
corporation's gross income under section 951
with respect to third- or lower-tier corporations

x earningsincluded in
domestic corporation's
grossincome with
respect to fourth- or
lower-tier corporations

with respect to fourth- or lower-tier
corporations—

Tax paid by thirdtier
corporation on earnings
not included in domestic

Earningsand profitsof thirdtier corporation
not included in domestic corporation' s gross
income under section 951 with respect

X corporation's grossin
come with respect to
fourth- or lower-tier
corporations

to fourth- or lower-tier corporations
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(ii) Section 902(b)(1) credit. If the first-
tier corporation receives a dividend
from a second-tier corporation attrib-
utable in a whole or in part to amounts
included in a domestic corporation’s
gross income under section 951 with re-
spect to the second- or lower-tier cor-
porations, the first-tier corporation’s
credit for taxes paid and deemed paid
by the second-tier corporation under

26 CFR Ch. | (4-1-02 Edition)

section 902(b)(1) is determined as fol-
lows:

(A) Taxes paid by the second-tier cor-
poration which are deemed paid by the
first-tier corporation—(1) If the effective
rate of tax on dividends received by the
second-tier corporation is the same as
the effective rate of tax on its other
earnings and profits—

Dividend to first-tier corporation less portion of
dividend from earningsincluded in domestic
corporation's gross income under section 951

with respect to second-ier corporation

Earningsand profits of second-tier corporation

« Taxes paid by secondHier
corporation

(2) If the effective rate of tax on divi-
dends received by the second-tier cor-
poration is higher or lower than the ef-
fective rate of tax on its other earnings
and profits—

(i) Credit for tax paid by second-tier
corporation on earnings previously
taxed with respect to third- or lower-
tier corporations—

corporation on earnings not previously

Portion of dividend to first-tier corporation which is
from earnings included in domestic corporation's
grossincome under section 951 with respect to
third- or lower-tier corporations

Earnings and profits of second-ier corporation
included in domestic corporation's grossincome
under section 951 with respect to third- or lower-

tier corporations

Tax paid by second-ier
corporation on dividend
received by secondier
corporation from earrn-
ingsincluded in domestic
corporation's gross income
with respect to third-or
lower-tier corporations

(1) Credit for tax paid by second-tier taxed with respect to third- or lower-

tier corporations—

Portion of dividendtofirst-tier corpora
tionwhichisfromearningsnot included
indomesticcorporation’ sgrossincome
under section 951with respectto
seoond- or lower-tier corporations

Earningsand profitsof second-ier cor-
poration not includedin domesticcor-
poration’ sgrossincomeunder section
951with respect tothird-or lower-tier
corporations

Tax paid by second-tier corporationon
earningsnot includedindomestic
X corporation' sgrossincomewith
respect tothird- or lower-tier
corporations
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(B) Taxes deemed paid by the second-
tier corporation which are deemed paid by
the first-tier corporation— (1) If the ef-
fective rate of tax dividends received

Dividendtofirst-tier corporationless

§1.960-2

by the third-tier corporation is the
same as the effective rate of tax on its
other earnings and profits—

portionof dividend from earningsincluded
indomesticcorporation’ sgrossincome

under section 951with respectto
second-and third-tier corporations

Taxespaid by third-tier
x  corporationwhicharedeemed

Earningsand profitsof second-tier corporation

paid by second-tier corporation

lessearningsand profitsattributabletoamounts
includedin domesticcorporation’ sgross

incomeunder section 951
with respect tothird-tier corporation

(2) If the effective rate of tax on divi-
dends received by the third-tier cor-
poration is higher or lower than the ef-
fective rate of tax on its other earnings
and profits—

(i) Credit for tax paid by third-tier
corporation on earnings previously
taxed with respect to fourth- or lower-
tier corporations—

Portionof dividendtofirst-tier corporation
whichisfromearningsincludedindomestic

corporation' sgrossincome under
section 951 with respect to
fourth- or lower-tier corporations

Tax paid by third-tier corporation
on earningspreviously taxed with
X

Earningsand profitsof second-tier cor-

porationsincludedin domesticcorporation' s

respect tofourth- or lower-tier
corporationswhichisdeemed paid
by second-tier corporation

grossincomeunder section 951with respect

tofourth- or lower-tier corporations

(i1) Credit for tax paid by third-tier
corporation on earnings not previously

taxed with respect to fourth- or lower-
tier corporations—

Portion of dividend tofirst-tier corporation

whichisfromearningsnotincludedin

domesticcorporation'sgrossincome
under section 951with respectto
second- or lower-tier corporations

Tax paid by third-tier corporation
on earningsnot previoudly taxed
with respect tofourth- or lower-

Earningsand profitsof second-tier cor-
poration not includedin domestic
corporation'sgrossincome under
section 951with respect tothird-

or lower-tier corporations

tier corporationswhichis
deemed paid by secondHier
corporation
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(iii) Section 902(a) credit. If the domes-
tic corporation receives a dividend
from a first-tier corporation attrib-
utable in whole or in part to amounts
included in a domestic corporation’s
gross income under section 951 with re-
spect to the first- or lower-tier cor-
porations, the domestic corporation’s
credit for taxes paid and deemed paid

Dividendtodomesticcorporation less
portion of dividendfromearnings
includedindomesticcorporation's

grossincomeunder section 951with

respect tofirst-tier corporation

Earningsand profitsof first-tier
corporation

(2) If the effective rate of tax on divi-
dends received by the first-tier cor-
poration is higher or lower than the ef-
fective rate of tax on its other earnings
and profits—

Portion of dividendtodomesticcorpora
tionwhichisfromearningsincluded
indomestic corporation'sgrossincome
under section 951with respect to
second- or lower-tier corporations

Earningsand profitsof first-tier corpora
tionincludedindomestic corporation's
grossincomeunder section 951with
respect tosecond- or lower-tier
corporations

(ii) Credit for tax paid by first-tier
corporation on earnings not previously

26 CFR Ch. | (4-1-02 Edition)

by the first-tier corporation under sec-
tion 902(a) is determined as follows:

(A) Tazxes paid by the first-tier corpora-
tion which are deemed paid by domestic
corporation—(1) If the effective rate of
tax on dividends received by the first-
tier corporation is the same as the ef-
fective rate of tax on its other earnings
and profits—

x Taxespaidby first-tier corporation

(i) Credit for tax paid by first-tier
corporation on earnings previously
taxed with respect to second- or lower-
tier corporations—

Tax paid by first-tier corporationon
dividendsreceived by first-tier cor-
porationfromearningsincludedin
domestic corporation'sgrossin-
comewith respect tosecond- or
lower-tier corporations

taxed with respect to second- or lower-
tier corporations—
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Portion of dividendtodomesticcorpora
tionwhichisfromearningsnotincluded
indomesti c corporation'sgrossincome
under section 951with respectto
first-or lower-tier corporations

Earningsand profitsof first-tier corpora
tion not includedin domesticcorporation's
grossincomeunder section 951with
respect to second-or lower-tier
corporations

Tax paid by first-tier corporationon
earningsnot includedin domestic
X corporation'sgrossincomewith
respectto second-or lower-tier
corporations

(B) Tazxes (paid by second-tier corpora-
tion) deemed paid by first-tier corporation
which are deemed paid by domestic cor-

on dividends received by the second-
tier corporation is the same as its tax
rate on other earnings and profits—

poration—(1) If the effective rate of tax

Dividend to domestic corporation lesspor-
tion of dividend fromearningsincluded
indomesticcorporation'sgrossincome
under section 951with respect to
first-and second-ier corporations

Earningsand profitsof first-tier corpora
tion lessearningsand profitsattributableto
amountsincludedin domesticcorporation's

grossincomeunder section 951with
respect tosecond-tier corporation

Taxespaid by secondHier corpora
x  tionwhicharedeemed paid by
first-tier corporation

(2) If the effective rate of tax on divi-
dends received by the second-tier cor-
poration is higher or lower than the ef-
fective rate of tax on its other earnings
and profits—

(i) Credit for tax paid by second-tier
corporation on earnings previously
taxed with respect to third-tier or
lower-tier corporations—

Portion of dividend to domesticcorpora
tionwhichisfromearningsincludedin
domestic corporation'sgrossincome
under section 951with respectto
third- or lower-tier corporations

Earningsand profitsof first-tier corpora:
tionincludedindomesticcorporation's
grossincomeunder section 951with
respect tothird-or lower-tier
corporations

Tax paid by second-tier corporar
tiononearningsprevioudy taxed
x  withrespecttothird-or lower-
tier corporationswhichis
deemed paid by first-tier corporation

(i) Credit for tax paid by second-tier
corporation on earnings not previously

taxed with respect to third- or lower-
tier corporations—
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Portionof dividendtodomesticcorpora
tionwhichisfromearningsnotincluded
indomestic corporation'sgrossincome
under section 951with respect to
first- or lower-tier corporations

Earningsand profitsof first-tier corpora

tion not includedin domesticcorporation's

grossincomeunder section 951with
respect tosecond- or lower-tier
corporations

(C) Taxes (of third-tier corporation)
deemed paid by first-tier corporation
which are deemed paid by domestic cor-
poration—(1) If the effective rate of tax

Dividendtodomesticcorporationless

portionof dividend fromearnings
includedindomesticcorporation's
grossincomeunder section 951
with respect tofirst- second-
and third-tier corporations

26 CFR Ch. | (4-1-02 Edition)

Tax paid by secondHier corporation
onearningsnot previously taxed
withrespect tothird- or lower-
tier corporationswhichis
deemed paid by first-tier
corporation

X

on dividends received by the third-tier
corporation is the same as the effective
rate of tax on its other earnings and
profits—

Taxesdeemed paid by second-ier

Earningsand profitsof first-tier corpora:

x  corporationwhicharedeemed
paid by first-tier corporation

tionlessearningsand profitsattributable
toamountsincludedin domesticcorpora

tion'sgrossincomewith respect to
second- and third-tier corporations

(2) If the effective rate of tax on divi-
dends received by the third-tier cor-
poration is higher or lower than the ef-
fective rate of tax on its other earnings
and profits—

(i) Credit for tax (of third-tier cor-
poration) deemed paid by second-tier
corporation on earnings previously
taxed with respect to fourth- or lower-
tier corporations—

Portion of dividend todomesticcorporation

whichisfromearningsincludedin

domestic corporation'sgrossincome

under section 951with respectto
fourth- or lower-tier corporations

Tax deemed paid by second-tier
corporation on earningsprevi-
ously taxed with respect to

Earningsand profitsof first-tier corpora

tionincludedin domesticcorpora
tion'sgrossincomeunder section
951with respect tofourth- or
lower-tier corporations

fourth-or lower-tier cor-
porationswhichisdeemed
paid by first-tier corporation
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(i1) Credit for tax (of third-tier cor-
poration) deemed paid by second-tier
on earnings not previously taxed with

§1.960-2

respect to fourth- or lower-tier cor-

porations—

Portion of dividend to domestic corporation
which isfrom earnings not included in

domestic corporation' s grossincome
under section 951 with respect to
first- or lower-tier corporations

Tax deemed paid by second-ier
corporation on earnings not pre-
viously taxed with respect to

Earningsand profitsof first-tier corpora

tion not included in domestic corpa
tion' s grossincome under section
951 with respect to second- or
lower-tier corporations

(2) Determination of domestic corpora-
tion’s section 960 credit for amounts in-
cluded in its gross income with respect to
a first-, second-, or third-tier corporation
which has received a distribution pre-
viously included in the gross income of a
domestic corporation under section 951—
(1) Third-tier credit. If a domestic cor-
poration is required to include an
amount in its gross income under sec-
tion 951 with respect to a third-tier
corporation which has received a dis-
tribution from a fourth-tier corpora-

Amount included in domestic corporation’

gross income under section 951 with
respect to thirdHier corporation

fourth- or lower-tier corp-
porations which is deemed
paid by first-tier corporation

tion of amounts included in a domestic
corporation’s gross income under sec-
tion 951 with respect to the fourth- or
lower-tier corporations, the domestic
corporation’s credit for taxes paid by
the third-tier corporation under sec-
tion 960(a)(1) is determined as follows:

(A) If the effective rate of tax on
dividends received by the third-tier
corporation is the same as the effective
rate of tax on its other earnings and
profits—

S

Earningsand profits of
thirdHier corporation

(B) If the effective rate of tax on divi-
dends received by the third-tier cor-
poration is higher or lower than the ef-

Amount included in domestic corporation's

gross income under section 951 with
respect to thirddier corporation

x Taxes paid by third-ier corporation

fective rate of tax on its other earnings
and profits—

Tax paid by thirdtier corporation
on earnings not included in

Earnings and profits of thircHier
corporation not included in domestic

corporation's gross income under section

951 with respect to fourth- or lower-tier
corporations

domestic corporation's gross
income with respect to fourth-
or lower-tier corporations
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(ii) Second-tier credit. If a domestic
corporation is required to include an
amount in its gross income under sec-
tion 951 with respect to a second-tier
corporation which has received a dis-
tribution from a third-tier corporation
of amounts included in a domestic cor-
poration’s gross income under section
951 with respect to the third- or lower-
tier corporations, the domestic cor-
poration’s credit for taxes paid and

26 CFR Ch. | (4-1-02 Edition)

deemed paid by the second-tier cor-
poration under section 960(a)(1) is de-
termined as follows:

(A) Credit for taxes paid by the second-
tier corporation which are deemed paid by
the domestic corporation.

(1) If the effective rate of tax on divi-
dends received by the second-tier cor-
poration is the same as the effective
rate of tax on its other earnings and
profits—

Amount included in domestic corporation’ s

grossincome under section 951 with
respect to secondier corporation

Earning and profits of
secondHier corporation

(2) If the effective rate of tax on divi-
dends received by the second-tier is
higher or lower than the effective rate

Amount included in domestic corporation's
gross income under section 951 with
respect to second-tier corporation

x Taxes paid by second-ier corporation

of tax on its other earnings and prof-
its—

Tax paid by second-tier
corporation on earnings not
included in domestic

Earnings and profits of second-tier
corporationnot included in domestic
corporation'sgross income under section

corporation's gross income
with respect to third- or
lower-tier corporations

951 withrespect to third- or lower-tier

corporations

(B) Credit for taxes (of the third-tier
corporation) deemed paid by the second-
tier corporation under section 902(b)(2)—
(1) If the effective rate of tax on divi-

dends received by the third-tier cor-
poration is the same as the effective
rate of tax on its other earnings and
profits—

Amount included in domestic corporation's

gross income under section 951 with

respect to second-tier corporation

Taxes paid by third-tier corporation

Earningsand profits of second-tier

x which are deemed paid by
second-tier corporation

corporation less earnings and profits
attributable to amounts included in
domestic corporation's gross income

with respect to third-tier corporation
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(2) If the effective rate of tax on divi-
dends received by the third-tier cor-
poration is higher or lower than the ef-

Amount included in domestic corporation's
gross income under section 951 with

respect to second-tier corporation

§1.960-2

fective rate of tax on its other earnings
and profits—

Tax paid by thirdtier corporation
on earnings not previously taxed

Earnings and profits of second-ier
corporation not included in domestic

corporation's gross income under

section 951 with respect to third- or

lower-tier corporation

(iii) First-tier credit. If a domestic cor-
poration is required to include
amounts in its gross income under sec-
tion 951 with respect to a first-tier cor-
poration which has received a distribu-
tion from a second-tier corporation of
amounts included in a domestic cor-
poration’s gross income under section
951 with respect to the second- or
lower-tier corporations, the domestic
corporation’s credit for taxes paid and

x with respect to fourth- or lower-
tier corproations which is deemed
paid by second-ier corporation

deemed paid by the first-tier corpora-
tion under section 960(a)(1) shall be de-
termined as follows:

(A) Credit for taxes paid by the first-tier
corporation.

(1) If the effective rate of tax on divi-
dends received by the first-tier cor-
poration is the same as the effective
rate of tax on its other earnings and
profits—

Amount included in domestic corporation's

gross income under section 951 with

respect to first-tier corporation

x Taxes paid by first-tier corporation

Earnings and profits of first-tier corporations

(2) If the effective rate of tax on divi-
dends received by the first-tier cor-
poration is higher or lower than the ef-

Amount included in domestic corporation's
gross income under section 951 with

respect to first-tier corporation

fective rate of tax on its other earnings
and profits—

Tax paid by first-tier corpora
tion on earnings not included

Earnings and profits of first-tier
corporation not included in domestic

x in domestic corporation's gross
income with respect to second-
or lower-tier corporations

corporation's gross income under section

951 with respect to second- or
lower-tier corporations

(B) Credit for taxes paid by the second-
tier corporation deemed paid by the first-
tier corporation under section 902(b)(1).

(1) If the effective rate of tax on divi-
dends received by the second-tier cor-

poration is the same as the effective
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rate of tax on its other earnings and
profits—

Amount included in domestic corporation's
gross income under section 951 with Tax paid by seconcHier cor
reﬁp.ect to first tle.r corpqratlc?n x porationwhicharedeemed
Earnings and profits of first-tier paid by first-tier corporation
corporationlessearningsand profits
attributabletoamountsincludedin
domesticcorporation'sgrossincome
under section 951with respectto
second-tier corporations

(2) If the effective rate of tax on divi- fective rate of tax on its other earnings
dends received by the second-tier cor- and profits—
poration is higher or lower than the ef-

Amount included in domestic corporation’s Tax paid by second-ier corpora:

gross income under section 951 with tion on earnings not previously
respect to first-tier corporation , texed with respect to third- or
Earnings and profits of first-tier lower-tier corporations which

is deemed paid by first-tier

corporation not included in :
corporation

domestic corporation's gross income
under section 951 with respect to
seocond- or lower-tier corporations

(C) Credit for taxes (of the third-tier (1) If the effective rate of tax on divi-
corporation) deemed paid by the second- dends received by the third-tier cor-
tier corporation which are deemed paid by poration is the same as the effective
first-tier  corporation under  section rate of tax on its other earnings and

902(b)(1). profits—

Amount included in domestic corporation's
i i 1 with ) .
gross income under section 951 wit Taxes deemed paid by secondHtier

reﬁp.ect to first tle.r corpgratlc?n x corporation which are deemed
Earnings and profits of firsttier paid by firsttier corporation
corporation less earnings and profits
attributable to amounts included in
domestic corporation's gross income
with respect to second- and
thirdHtier corporation

(2) If the effective rate of tax on divi- fective rate of tax on its other earnings
dends received by the third-tier cor- and profits—
poration is higher or lower than the ef-
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Amount included in domestic corporation's Tax deemed paid by second-tier

gross income under section 951 with

respect to first-tier corporation

corporation on earnings not
previously taxed with respect

Earnings and profits of first-tier

corporation notincluded in domestic
corporation's gross income under section

951 with respect to second- or
lower-tier corporation

[T.D. 7120, 36 FR 10854, June 4, 1971; 36 FR
11924, June 23, 1971, as amended by T.D. 7334,
39 FR 44212, Dec. 23, 1974; 40 FR 1014, Jan. 6,
1975; 40 FR 2802, Jan. 16, 1975; T.D. 7649, 44 FR
60089, Oct. 18, 1979; T.D. 7843, 47 FR 50476,
Nov. 8, 1982; 47 FR 55477, Dec. 10, 1982]

§1.960-3 Gross-up of amounts included
in income under section 951.

(a) General rule for including taxes in
income. Any taxes deemed paid by a do-
mestic corporation for the taxable year
pursuant to section 960(a)(1) shall, ex-
cept as provided in paragraph (b) of
this section, be included in the gross
income of such corporation for such
year as a dividend pursuant to section
78 and §1.78-1.

(b) Certain taxes mot included in in-
come. Any taxes deemed paid by a do-
mestic corporation for the taxable year
pursuant to section 902(a) or section
960(a)(1) shall not be included in the
gross income of such corporation for
such year as a dividend pursuant to
section 78 and §1.78-1 to the extent that
such taxes are paid or accrued by the
first-, second-, or third-tier corpora-
tion, as the case may be, on or with re-
spect to an amount which is excluded
from the gross income of such foreign
corporation under section 959(b) and
§1.959-2 as distributions from the earn-
ings and profits of another controlled
foreign corporation attributable to an
amount which is, or has been, required
to be included in the gross income of
the domestic corporation under section
951.

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

Example 1. Domestic corporation N owns
all the one class of stock of controlled for-
eign corporation A, which owns all the one
class of stock of controlled foreign corpora-
tion B. All such corporations use the cal-
endar year as the taxable year. For 1978, B

to fourth- or lower-tier
corporations which is deemed
paid by first-tier corporation

Corporation, after having paid $20 of foreign
income taxes, has $80 in earnings and profits,
which are attributable to the amount re-
quired to be included in N Corporation’s
gross income for such year under section 951
with respect to B Corporation and all of
which are distributed to A Corporation in
such year. The dividend so received from B
Corporation is excluded from A Corpora-
tion’s gross income under section 959(b) and
§1.959-2. An income tax of 10 percent is re-
quired to be withheld from such dividend by
the foreign country under the laws of which
B Corporation is created, and the foreign
country under the laws of which A Corpora-
tion is created imposes an income tax of $22
on the dividend received from B Corporation.
For 1978, A Corporation’s earnings and prof-
its are $50 ($80—[0.10x$80]1—$22), which it dis-
tributes in such year to N Corporation. For
1978, N Corporation is required under section
951 to include $80 in gross income with re-
spect to B Corporation and also is required
under the gross-up provisions of section 78 to
include in gross income $20 ($80/$80x$20), the
amount equal to the foreign income taxes of
B Corporation which are deemed paid by N
Corporation under section 960(a)(1). Under
paragraph (b) of this section N Corporation
is not required to include in gross income
the $30 ($8+$22) of foreign income taxes which
are paid by A Corporation in connection with
the dividend received from B Corporation
and which are deemed paid by N Corporation
under section 902(a) and paragraph (c) of
§1.960-2.

Example 2. Domestic corporation N owns
all the one class of stock of controlled for-
eign corporation A, which owns all the one
class of stock of controlled foreign corpora-
tion B, which in turn owns all the one class
of stock of controlled foreign corporation C.
All such corporations use the calendar year
as the taxable year. For 1978, C Corporation,
after having paid $20 of foreign income taxes,
has $80 in earnings and profits, which are at-
tributable to the amount required to be in-
cluded in N Corporation’s gross income for
such year under section 951 with respect to C
Corporation and all of which are distributed
to B Corporation in such year. After having
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