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Internal Revenue Service, Treasury § 1.927(e)–1 

§ 1.927(e)–1 Special sourcing rule. 

(a) Source rules for related persons—(1) 
In general. The income of a person de-
scribed in section 482 from a sale of ex-
port property giving rise to foreign 
trading gross receipts of a FSC that is 
treated as from sources outside the 
United States shall not exceed the 
amount that would be treated as for-
eign source income earned by such per-
son if the pricing rule under section 994 
that corresponds to the rule used under 
section 925 with respect to such trans-
action applied to such transaction. 
This special sourcing rule also applies 
if the FSC is acting as a commission 
agent for the related supplier with re-
spect to the transaction described in 
the first sentence of this paragraph 
(a)(1) that gives rise to foreign trading 
gross receipts and the transfer pricing 
rules of section 925 are used to deter-
mine the commission payable to the 
FSC. No limitation results under this 
section with respect to a transaction to 
which the section 482 pricing rule 
under section 925(a)(3) applies. 

(2) Grouping of transactions. If, for 
purposes of determining the FSC’s 
profits under the administrative pric-
ing rules of sections 925(a) (1) and (2), 
grouping of transactions under 
§ 1.925(a)–1T(c)(8) was elected, the same 
grouping shall be used for making the 
determinations under the special 
sourcing rule in this section. 

(3) Corresponding DISC pricing rules— 
(i) In general. For purposes of this sec-
tion— 

(A) The DISC gross receipts pricing 
rule of section 994(a)(1) corresponds to 
the gross receipts pricing rule of sec-
tion 925(a)(1); 

(B) The DISC combined taxable in-
come pricing rule of section 994(a)(2) 
corresponds to the combined taxable 
income pricing rule of section 925(a)(2); 
and 

(C) The DISC section 482 pricing rule 
of section 994(a)(3) corresponds to the 
section 482 pricing rule of section 
925(a)(3). 

(ii) Special rules. For purposes of this 
section— 

(A) The DISC pricing rules of section 
994(a)(1) and (2) shall be determined 
without regard to export promotion ex-
penses; 

(B) Qualified export receipts under 
section 994(a)(1) and 

(2) Shall be deemed to be an amount 
equal to the foreign trading gross re-
ceipts arising from the transaction; 
and 

(C) Combined taxable income for pur-
poses of section 994(a)(2) shall be 
deemed to be an amount equal to the 
combined taxable income for purposes 
of section 925(a)(2) arising from the 
transaction. 

(b) Examples. The provisions of this 
section may be illustrated by the fol-
lowing examples: 

Example 1. (i) R and F are calendar year 
taxpayers. R, a domestic manufacturing 
company, owns all the stock of F, which is a 
FSC acting as a commission agent for R. For 
the taxable year, R and F used the combined 
taxable income pricing rule of section 
925(a)(2). For the taxable year, the combined 
taxable income of R and F is $100 from the 
sale of export property, as defined in section 
927(a), manufactured by R using production 
assets located in the United States. Title to 
the export property passed outside of the 
United States. 

(ii) Under section 925(a)(2), 23 percent of 
the $100 combined taxable income of R and F 
($23) is allocated to F and the remaining $77 
is allocated to R. Absent the special sourcing 
rule, under section 863(b) the $77 income allo-
cated to R would be sourced $38.50 U.S. 
source and $38.50 foreign source. Under the 
special sourcing rule, the amount of foreign 
source income earned by a related supplier of 
a FSC shall not exceed the amount that 
would result if the corresponding DISC pric-
ing rule applied. The DISC combined taxable 
income pricing rule of section 994(a)(2) cor-
responds to the combined taxable income 
pricing rule of section 925(a)(2). Under sec-
tion 994(a)(2), $50 of the combined taxable in-
come ($100 × .50) would be allocated to the 
DISC and the remaining $50 would be allo-
cated to the related supplier. Under section 
863(b), the $50 income allocated to the DISC’s 
related supplier would be sourced $25 U.S. 
source and $25 foreign source. Accordingly, 
under the special sourcing rule, the foreign 
source income of R shall not exceed $25. 

Example 2. (i) Assume the same facts as in 
Example 1 except that R and F used the gross 
receipts pricing rule of section 925(a)(1). In 
addition, for the taxable year foreign trading 
gross receipts derived from the sale of the 
export property are $2,000. 

(ii) Under section 925(a)(1), 1.83 percent of 
the $2,000 foreign trading gross receipts 
($36.60) is allocated to F and the $63.40 re-
maining combined taxable income 
($100¥$36.60) is allocated to R. Absent the 
special sourcing rule, under section 863(b) 
the $63.40 income allocated to R would be 
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sourced $31.70 U.S. source and $31.70 foreign 
source. Under the special sourcing rule, the 
amount of foreign source income earned by a 
related supplier of a FSC shall not exceed 
the amount that would result if the cor-
responding DISC pricing rule applied. The 
DISC gross receipts pricing rule of section 
994(a)(1) corresponds to the gross receipts 
pricing rule of section 925(a)(1). Under sec-
tion 994(a)(1), $80 ($2,000 × .04) would be allo-
cated to the DISC and the $20 remaining 
combined taxable income would be allocated 
to the related supplier. Under section 863(b), 
the $20 income allocated to the DISC’s re-
lated supplier would be sourced $10 U.S. 
source and $10 foreign source. Accordingly, 
under the special sourcing rule, the foreign 
source income of R shall not exceed $10. 

(c) Effective date. The rules of this 
section are applicable to taxable years 
beginning after December 31, 1997. 

[T.D. 8782, 63 FR 50144, Sept. 21, 1998] 

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

(a) International boycott factor. If the 
FSC (or small FSC) or any member of 
the FSC’s (or small FSC’s) controlled 
group participates in or cooperates 
with an international boycott within 
the meaning of section 999, the FSC’s 
(or small FSC’s) exempt foreign trade 
income as determined under section 923 
(a) shall be reduced by an amount 
equal to the product of the FSC’s (or 
small FSC’s) exempt foreign trade in-
come multiplied by the international 
boycott factor determined under sec-
tion 999. The amount of the reduction 
will be considered as non-exempt for-
eign trade income. 

(b) Specifically attributable taxes and 
income method. If the taxpayer clearly 
demonstrates that the income earned 
for the taxable year is attributable to 
specific operations, then in lieu of ap-
plying the international boycott factor 
for such taxable year, the amount of 
the exempt foreign trade income as de-
termined under section 923(a) that will 
be reduced by this section shall be the 
amount specifically attributable to the 
operations in which there was partici-
pation in or cooperation with an inter-
national boycott under section 
999(b)(1). The amount of the reduction 
will be considered as non-exempt for-
eign trade income. 

[T.D. 8126, 52 FR 6465, Mar. 3, 1987] 

§ 1.927(f)–1 Election and termination 
of status as a Foreign Sales Cor-
poration. 

(a) Election of status as a FSC or a 
small FSC. 

Q–1. What is the effect of an election 
by a corporation to be treated as a FSC 
or small FSC? 

A–1. A valid election to be treated as 
a FSC or a small FSC applies to the 
taxable year of the corporation for 
which made and remains in effect for 
all succeeding taxable years in which 
the corporation qualifies to be a FSC 
unless revoked by the corporation or 
unless the corporation fails for five 
consecutive years to qualify as a FSC 
(in case of a FSC election) or as a small 
FSC (in case of a small FSC election). 

Q–2. Can a corporation established 
prior to January 1, 1985 be treated as a 
FSC or a small FSC prior to making a 
FSC or a small FSC election? 

A–2. A corporation cannot be treated 
as a FSC or a small FSC until it has 
made a FSC or a small FSC election. 
An election made within the first 90 
days of 1985 relates back to January 1, 
1985 unless the taxpayer indicates oth-
erwise. 

Q–3. If a shareholder who has not 
consented to a FSC or small FSC elec-
tion transfers some or all of its shares 
before or during the first taxable year 
for which the election is made, may the 
holder of the transferred shares con-
sent to the election? 

A–3. A holder of the transferred 
shares may consent to a FSC or small 
FSC elction under the circumstances 
described in § 1.922–2(c)(1). The rules 
contained in § 1.992–(c) shall apply to 
the consent by a holder of transferred 
shares. 

Q–4. If a shareholder who has con-
sented to a FSC or a small FSC elec-
tion transfers some or all of its shares 
before the first taxable year for which 
the election is made, must the holder 
of the transferred shares consent to the 
election? 

A–4. Yes. Consent must be made by 
any recipient of such shares on or be-
fore the 90th day after the first day of 
such first taxable year. If such recipi-
ent fails to file his consent on or before 
such 90th day, and extension of time 
for filing such consent may be granted 
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