SUBCHAPTER A—INCOME TAX (CONTINUED)

PART 1—INCOME TAXES

NORMAL TAXES AND SURTAXES

Tax Based on Income From Sources Within or
Without the United States

Earned Income of Citizens or Residents of United
States

1.911-1 Partial exclusion for earned income
from sources within a foreign country
and foreign housing costs.

1.911-2 Qualified individuals.

1.911-3 Determination of amount of foreign
earned income to be excluded.

1.911-4 Determination of housing cost
amount eligible for exclusion or deduc-
tion.

1.911-5 Special rules for married couples.

1.911-6 Disallowance of deductions, exclu-
sions, and credits.

1.911-7 Procedural rules.

1.911-8 Former deduction for certain ex-
penses of living abroad.

EARNED INCOME OF CITIZENS OF UNITED STATES

1.912-1 Exclusion of certain cost-of-living
allowances.

1.912-2 Exclusion of certain allowances of
Foreign Service personnel.

1.921-1T Temporary regulations providing
transition rules for DISCs and FSCs.

1.921-2 Foreign Sales Corporation—general
rules.

1.921-3T Temporary regulations;
Sales Corporation general rules.

1.922-1 Requirements that a corporation
must satisfy to be a FSC or a small FSC.

Foreign

1.923-1T Temporary regulations; exempt
foreign trade income.
1.924(a)-1T Temporary regulations; defini-

tion of foreign trading gross receipts.

1.924(c)-1 Requirement that a FSC be man-
aged outside the United States.

1.924(d)-1 Requirement that economic proc-
esses take place outside the United
States.

1.924(e)-1 Activities relating to the disposi-
tion of export property.

1.925(a)-1T Temporary regulations; transfer
pricing rules for FSCs.

1.925(b)-1T Temporary regulations;
ginal costing rules.

1.926(a)-1 Distributions to shareholders.

1.926(a)-1T Temporary regulations; distribu-
tions to shareholders.

mar-

1.927(a)-1T Temporary regulations; defini-
tion of export property.
1.927(b)-1T Temporary regulations; defini-

tion of gross receipts.
1.927(d)-1 Other definitions.

1.927(d)-2T Temporary regulations; defini-
tions and special rules relating to For-
eign Sales Corporation.

1.927(e)-1 Special sourcing rule.

1.927(e)-2T Temporary regulations; effect of
boycott participation on FSC and small
FSC benefits.

1.927(f)-1 Election and termination of status
as a Foreign Sales Corporation.

POSSESSIONS OF THE UNITED STATES

1.931-1 Citizens of the United States and do-
mestic corporations deriving income
from sources within a certain possession
of the United States.

1.932-1 Status of citizens of U.S. posses-
sions.

1.933-1 Exclusion of certain
sources within Puerto Rico.

1.934-1 Limitation on reduction in income
tax liability incurred to the Virgin Is-
lands.

1.935-1 Coordination of U.S. and Guam indi-
vidual income taxes.

1.936-1 Elections.

1.936-4 Intangible property income in the
absence of an election out.

1.936-5 Intangible property income when an
election out is made: Product, business
presence, and contract manufacturing.

1.936-6 Intangible property income when an
election out is made: cost sharing and
profit split options; covered intangibles.

1.936-7 Manner of making election under
section 936 (h)(5); special election for ex-
port sales; revocation of election under
section 936(a).

1.936-7T Manner of making election under
section 936(h)(5); special election for ex-
port sales; revocation of election under
section 936(a) (temporary).

1.936-8T Qualified possession source invest-
ment income (temporary). [Reserved]

1.936-9T Source of qualified possession
source investment income (temporary).
[Reserved]

1.936-10 Qualified investments.

1.936-11 New lines of business prohibited.

income from

CHINA TRADE ACT CORPORATIONS

1.941-1 Special deduction for China Trade
Act corporations.

1.941-2 Meaning of terms used in connection
with China Trade Act corporations.

1.941-3 Illustration of principles.

1.943-1 Withholding by a China Trade Act
corporation.

CONTROLLED FOREIGN CORPORATIONS

1.951-1 Amounts included in gross income of
United States shareholders.
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1.951-2 Coordination of subpart F with elec-
tion of a foreign investment company to
distribute income.

1.951-3 Coordination of subpart F with for-
eign personal holding company provi-
sions.

1.952-1 Subpart F income defined.

1.952-2 Determination of gross income and
taxable income of a foreign corporation.

1.953-1 Income from insurance of United
States risks.

1.953-2 Actual United States risks.

1.953-3 Risks deemed to be United States
risks.

1.953-4 Taxable income to which section 953
applies.

1.953-5 Corporations not qualifying as insur-
ance companies.

1.953-6 Relationship of sections 953 and 954.

1.954-0 Introduction.

1.954-1 Foreign base company income.

1.954-2 Foreign personal holding company
income.

1.954-3 Foreign base company sales income.

1.954-4 Foreign base company services in-
come.

1.954-5 Increase in qualified investments in
less developed countries; taxable years of
controlled foreign corporations begin-
ning before January 1, 1976.

1.954-6 Foreign base company shipping in-

come.

1.954-7 Increase in qualified investments in
foreign base company shipping oper-
ations.

1.954-8 Foreign base company oil related in-
come.

1.955-0 Effective dates.

1.955-1 Shareholder’s pro rata share of
amount of previously excluded subpart F
income withdrawn from investment in
less developed countries.

1.955-2 Amount of a controlled foreign cor-
poration’s qualified investments in less
developed countries.

1.955-3 Election as to date of determining
qualified investments in less developed
countries.

1.955-4 Definition of less developed country.

1.955-5 Definition of less developed country
corporation.

1.955-6 Gross income from sources within
less developed countries.

1.955A-1 Shareholder’s pro rata share of
amount of previously excluded subpart F
income withdrawn from investment in
foreign base company shipping oper-
ations.

1.955A-2 Amount of a controlled foreign cor-
poration’s qualified investments in for-
eign base company shipping operations.

1.955A-3 Election as to qualified invest-
ments by related persons.

1.955A-4 Election as to date of determining
qualified investment in foreign base com-
pany shipping operations.
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1.956-1 Shareholder’s pro rata share of a
controlled foreign corporation’s increase
in earnings invested in United States
property.

1.956-1T Shareholder’s pro rata share of a
controlled foreign corporation’s increase
in earnings invested in United States
property (temporary).

1.956-2 Definition of United States property.

1.956-2T Definition of United States prop-
erty (temporary).

1.956-3T Certain trade or service receivables
acquired from United States persons
(temporary).

1.957-1 Definition of controlled foreign cor-
poration.

1.957-2 Controlled foreign corporation deriv-
ing income from insurance of United
States risks.

1.957-3 Corporations organized
States possessions.

1.957-4 United States person defined.

1.958-1 Direct and indirect ownership of
stock.

1.958-2 Constructive ownership of stock.

1.959-1 Exclusion from gross income of
United States persons of previously
taxed earning and profits.

1.959-2 Exclusion from gross income of con-
trolled foreign corporations of previously
taxed earnings and profits.

1.959-3 Allocation of distributions to earn-
ings and profits of foreign corporations.

1.959-4 Distributions to United States per-
sons not counting as dividends.

1.960-1 Foreign tax credit with respect to
taxes paid on earnings and profits of con-
trolled foreign corporations.

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

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

1.960-4 Additional foreign tax credit in year
of receipt of previously taxed earnings
and profits.

1.960-5 Credit for taxable year of inclusion
binding for taxable year of exclusion.
1.960-6 Overpayments resulting from in-
crease in limitation for taxable year of

exclusion.

1.960-7 Effective dates.

1.961-1 Increase in basis of stock in con-
trolled foreign corporations and of other
property.

1.961-2 Reduction in basis of stock in for-
eign corporations and of other property.

1.962-1 Limitation of tax for individuals on
amounts included in gross income under
section 951(a).

1.962-2 Election of limitation of tax for indi-
viduals.

1.962-3 Treatment of actual distributions.

1.962-4 Transitional rules for certain tax-
able years.

1.963-0 Repeal of section 963; effective dates.

in United
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1.963-1 Exclusion of subpart F income upon
receipt of minimum distribution.

1.963-2 Determination of the amount of the
minimum distribution.

1.963-3 Distributions counting toward a
minimum distribution.

1.963-4 Limitations on minimum distribu-
tion from a chain or group.

1.963-5 Foreign corporations with variation
in foreign tax rate because of distribu-
tions.

1.963-6 Deficiency distribution.

1.963-7 Transitional rules for certain tax-
able years.

1.963-8 Determination of minimum distribu-
tion during the surcharge period.

1.964-1 Determination of the earnings and
profits of a foreign corporation.

1.964-1T Special rules for computing earn-
ings and profits of controlled foreign cor-
porations in taxable years beginning
after December 31, 1986 (temporary).

1.964-2 Treatment of blocked earnings and
profits.

1.964-3 Records to be provided by United
States shareholders.

1.964-4 Verification of certain classes of in-
come.

1.964-5 Effective date of subpart F.

EXPORT TRADE CORPORATIONS

1.970-1 Export trade corporations.

1.970-2 Elections as to date of determining
investments in export trade assets.

1.970-3 Effective date of subpart G.

1.971-1 Definitions with respect to export
trade corporations.

1.972-1 Consolidation of group of export
trade corporations.

1.981-0 Repeal of section 981; effective dates.

1.981-1 Foreign law community income for
taxable years beginning after December
31, 1966, and before January 1, 1977.

1.981-2 Foreign law community income for
taxable years beginning before January
1, 1967.

1.981-3 Definitions and other special rules.

1.985-0 Outline of regulation.

1.985-1 Functional currency.

1.985-2 Election to use the United States
dollar as the functional currency of a
QBU.

1.985-3 United States dollar approximate
separate transactions method.

1.985-4 Method of accounting.

1.985-5 Adjustments required upon change
in functional currency.

1.985-6 Transition rules for a QBU that uses
the dollar approximate separate trans-
actions method for its first taxable year
beginning in 1987.

1.985-7 Adjustments required in connection
with a change to DASTM.

1.985-8 Special rules applicable to the Euro-
pean Monetary Union (conversion to the
euro).
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1.987-1 Profit and loss method of accounting
for a qualified business unit of a tax-
payer having a different functional cur-
rency from the taxpayer. [Reserved]

1.987-2 Accounting for gain or loss on cer-
tain transfers of property. [Reserved]

1.987-3 Termination. [Reserved]

1.987-4 Special rules relating to QBU
branches of foreign taxpayers. [Reserved]

1.987-5 Transition rules for certain qualified
business units using a profit and loss
method of accounting for taxable years
beginning before January 1, 1987.

1.988-0 Taxation of gain or loss from a sec-
tion 988 transaction; table of contents.
1.988-1 Certain definitions and special rules.
1.988-2 Recognition and computation of ex-

change gain or loss.

1.988-3 Character of exchange gain or loss.

1.988-4 Source of gain or loss realized on a
section 988 transaction.

1.988-5 Section 988(d) hedging transactions.

1.989(a)-1 Definition of a qualified business
unit.

1.989(b)-1 Definition of weighted average ex-
change rate.

1.989(c)-1 Transition rules for certain
branches of United States persons using
a net worth method of accounting for
taxable years beginning before January
1, 1987.

DOMESTIC INTERNATIONAL SALES
CORPORATIONS

1.991-1 Taxation of a domestic international
sales corporation.

1.992-1 Requirements of a DISC.

1.992-2 Election to be treated as a DISC.

1.992-3 Deficiency distributions to meet
qualification requirements.

1.992-4 Coordination with personal holding
company provisions in case of certain
produced film rents.

1.993-1 Definition of qualified export re-
ceipts.

1.993-2 Definition of qualified export assets.

1.993-3 Definition of export property.

1.993-4 Definition of producer’s loans.

1.993-5 Definition of related foreign export
corporation.

1.993-6 Definition of gross receipts.

1.993-7 Definition of United States.

1.994-1 Inter-company pricing rules for
DISC’s.

1.994-2 Marginal costing rules.

1.995-1 Taxation of DISC income to share-
holders.

1.995-2 Deemed distributions
years.

1.995-3 Distributions upon disqualification.

1.995-4 Gain on disposition of stock in a
DISC.

1.995-5 Foreign investment attributable to
producer’s loans.

1.995-6 Taxable income attributable to mili-
tary property.

in qualified
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1.996-1 Rules for actual distributions and
certain deemed distributions.

1.996-2 Ordering rules for losses.

1.996-3 Divisions of earnings and profits.

1.996-4 Subsequent effect of previous dis-
position of DISC stock.

1.996-5 Adjustment to basis.

1.996-6 Effectively connected income.

1.996-7 Carryover of DISC tax attributes.

1.996-8 Effect of carryback of capital loss or
net operating loss to prior DISC taxable
year.

1.997-1 Special rules for subchapter C of the
Code.

AUTHORITY: 26 U.S.C. 7805.

Section 1.911-7 also issued under 26 U.S.C.
911(d)(9).

Sections 1.924(c)-1, 1.924(d)-1, and 1.924(e)-1
also issued under 26 U.S.C. 924(d).

Section 1.925(a)-1 also issued under 26
U.S.C. 925(b)(1) and (2) and 927(d)(2)(B).

Section 1.925(a)-1T is also issued under 26
U.S.C. 925(b)(1) and (2) and 927(d)(2)(B).

Section 1.925(b)-1T is also issued under 26
U.S.C. 925(b)(1) and (2) and 927(d)(2)(B).

Section 1.927(d)-1 also issued under 26
U.S.C. 927(d)(1)(B).

Section 1.927(e)-1 also
U.S.C. 927(e)(1).

Section 1.927(e)-2T also
U.S.C. 927(e)(2).

Section 1.927(f)-1 also
U.S.C. 927(f).

Section 1.936-4 also issued under 26 U.S.C.
936(h).

Section 1.936-5 also issued under 26 U.S.C.
936(h).

Section 1.936-6 also issued under 26 U.S.C.
863(a) and (b), and 26 U.S.C. 936(h).

Section 1.936-7 also issued under 26 U.S.C.
936(h).

Sections 1.936-11 also issued under 26 U.S.C.
936(j).

Section 1.952-11T is also issued under 26
U.S.C. 852(b)(3)(C), 852(b)(8), and 852(c).

Section 1.953-2 also issued under 26 U.S.C.
7701(b)(11).

Section 1.954-0 also issued under 26 U.S.C.
954 (b) and (c).

Section 1.954-1 also issued under 26 U.S.C.
954 (b) and (c).

Section 1.954-2 also issued under 26 U.S.C.
954 (b) and (c).

Section 1.956-3T also issued under 26 U.S.C.
864(d)(8).

Section 1.957-1 also issued under 26 U.S.C.
957.

Section 1.960-1 also issued under 26 U.S.C.
960(a).

Sectns 1.985-0 through 1.985-5 also issued
under 26 U.S.C. 985.

Sections 1.987-1 through 1.987-5 also issued
under 26 U.S.C. 987.

Sections 1.988-0 through 1.988-5 also issued
under 26 U.S.C. 988.

Sections 1.989(a)-0T and 1.989(a)-1T also
issued under 26 U.S.C. 989(c).

issued under 26
issued under 26

issued under 26
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Section 1.989(b)-1 also
U.S.C. 989(b).

Section 1.989-1(c) also
U.S.C. 989(c).

SOURCE: T.D. 6500, 25 FR 11910, Nov. 26, 1960;
25 FR 14021, Dec. 31, 1960, unless otherwise
noted.
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EARNED INCOME OF CITIZENS OR
RESIDENTS OF UNITED STATES

§1.911-1 Partial exclusion for earned
income from sources within a for-
eign country and foreign housing
costs.

(@) In general. Section 911 provides
that a qualified individual may elect to
exclude the individual’s foreign earned
income and the housing cost amount
from the individual’s gross income for
the taxable year. Foreign earned in-
come is excludable to the extent of the
applicable limitation for the taxable
year. The housing cost amount for the
taxable year is excludable to the extent
attributable to employer provided
amounts. If a portion of the housing
cost amount for the taxable year is at-
tributable to non-employer provided
amounts, such amount may be deduct-
ible by the qualified individual subject
to a limitation. The amounts excluded
under section 911(a) and the amount de-
ducted under section 911(c)(3)(A) for the
taxable year shall not exceed the indi-
vidual’s foreign earned income for such
taxable year. Foreign earned income
must be earned during a period for
which the individual qualifies to make
an election under section 911(d)(1). A
housing cost amount that would be de-
ductible except for the application of
this limitation may be carried over to
the next taxable year and is deductible
to the extent of the limitation for that
year. Except as otherwise provided,
§§1.911-1 through 1.911-7 apply to tax-
able years beginning after December 31,
1981. These sections do not apply to any
item of income, expense, deduction, or
credit arising before January 1, 1982,
even if such item is attributable to
services performed after December 31,
1981.

(b) Scope. Section 1.911-2 provides
rules for determining whether an indi-
vidual qualifies to make an election
under section 911. Section 1.911-3 pro-
vides rules for determining the amount
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of foreign earned income that is ex-
cludable under section 911(a)(1). Sec-
tion 1.911-4 provides rules for deter-
mining the housing cost amount and
the portions excludable under section
911(a)(2) or deductible under section
911(c)(3). Section 1.911-5 provides spe-
cial rules applicable to married cou-
ples. Section 1.911-6 provides for the
disallowance of deductions, exclusions,
and credits attributable to amounts ex-
cluded under section 911. Section 1.911-
7 provides procedural rules for making
or revoking an election under section
911. Section 1.911-8 provides a reference
to rules applicable to taxable years be-
ginning before January 1, 1982.

(Sec. 911 (95 Stat. 194; 26 U.S.C. 911) and sec.
7805 (68A Stat. 917; 26 U.S.C. 7805) of the In-
ternal Revenue Code of 1954)

[T.D. 8006, 50 FR 2964, Jan. 23, 1985]

§1.911-2 Qualified individuals.

(@) In general. An individual is a
qualified individual if:

(1) The individual’s tax home is in a
foreign country or countries through-
out—

(i) The period of bona fide residence
described in paragraph (a)(2)(i) of this
section, or

(if) The 330 full days of presence de-
scribed in paragraph (a)(2)(ii) of this
section, and

(2) The individual is either—

(i) A citizen of the United States who
establishes to the satisfaction of the
Commissioner or his delegate that the
individual has been a bona fide resident
of a foreign country or countries for an
uninterrupted period which includes an
entire taxable year, or

(i) A citizen or resident of the
United States who has been physically
present in a foreign country or coun-
tries for at least 330 full days during
any period of twelve consecutive
months.

(b) Tax home. For purposes of para-
graph (a)(i) of this section, the term
“tax home’ has the same meaning
which it has for purposes of section
162(a)(2) (relating to travel expenses
away from home). Thus, under section
911, an individual’s tax home is consid-
ered to be located at his regular or
principal (if more than one regular)
place of business or, if the individual
has no regular or principal place of

§1.911-2

business because of the nature of the
business, then at his regular place of
abode in a real and substantial sense.
An individual shall not, however, be
considered to have a tax home in a for-
eign country for any period for which
the individual’s abode is in the United
States. Temporary presence of the indi-
vidual in the United States does not
necessarily mean that the individual’s
abode is in the United States during
that time. Maintenance of a dwelling
in the United States by an individual,
whether or not that dwelling is used by
the individual’s spouse and dependents,
does not necessarily mean that the in-
dividual’s abode is in the United
States.

(c) Determination of bona fide resi-
dence. For purposes of paragraph
(a)(2)(i) of this section, whether an in-
dividual is a bona fide resident of a for-
eign country shall be determined by
applying, to the extent practical, the
principles of section 871 and the regula-
tions thereunder, relating to the deter-
mination of the residence of aliens.
Bona fide residence in a foreign coun-
try or countries for an uninterrupted
period may be established, even if tem-
porary visits are made during the pe-
riod to the United States or elsewhere
on vacation or business. An individual
with earned income from sources with-
in a foreign country is not a bona fide
resident of that country if:

(1) The individual claims to be a non-
resident of that foreign country in a
statement submitted to the authorities
of that country, and

(2) The earned income of the indi-
vidual is not subject, by reason of non-
residency in the foreign country, to the
income tax of that country.

If an individual has submitted a state-
ment of nonresidence to the authori-
ties of a foreign country the accuracy
of which has not been resolved as of
any date when a determination of the
individual’s bona fide residence is
being made, then the individual will
not be considered a bona fide resident
of the foreign country as of that date.

(d) Determination of physical presence.
For purposes of paragraph (a)(2)(ii) of
this section, the following rules apply.

(1) Twelve-month test. A period of
twelve consecutive months may begin
with any day but must end on the day



