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the refined oil is not sold for use or consump-
tion in country B. Likewise, the extraction 
exception under paragraph (a)(1)(i) of this 
section does not apply. The purchased prod-
uct cannot be presumed to be extracted in 
country B since country B is not a net ex-
porter of crude oil. In addition, M cannot 
show, on a facts and circumstances basis, 
that purchased products were refined from 
crude oil extracted in country B. 

(B) Products refined by M. With regard to 
M’s marketing income attributable to the 
sale of products refined by M, M does not 
have any foreign base company oil related 
income with regard to its $150x of marketing 
income in country A since that income was 
derived from the country in which the oil 
was sold for consumption (the use or con-
sumption exception under paragraph 
(a)(1)(ii) of this section). M has $25x of for-
eign base company oil related income with 
regard to its $50x of marketing income in 
country B determined as follows: 
(1) Total amount of income from mar-

keting attributable to oil refined 
by M and sold in country B ................$50x 

(2) Pro rata amount of income from 
marketing attributable to sales in 
country B considered extracted 
from country B ($50x times 100x 
barrels/200x barrels) (extraction 
exception under paragraph (a)(1)(i) 
of this section)...................................(25x) 

(3) Foreign base company oil related 
income................................................$25x 

[T.D. 8331, 56 FR 2847, Jan. 25, 1991; 56 FR 
11511, Mar. 19, 1991] 

§ 1.955–0 Effective dates. 
(a) Section 955 as in effect before the en-

actment of the Tax Reduction Act of 
1975—(1) In general. In general, §§ 1.955– 
1 through 1.955–6 are applicable with re-
spect to withdrawals of previously ex-
cluded subpart F income from qualified 
investment in less developed countries 
for taxable years of foreign corpora-
tions beginning after December 31, 1962, 
and to taxable years of United States 
shareholders (as defined in section 
951(b)) within which or with which such 
taxable years of such foreign corpora-
tions end. However, such sections are 
effective with respect to withdrawals of 
amounts invested in less developed 
country shipping companies described 
in section 955(c)(2) (as in effect before 
the enactment of the Tax Reduction 
Act of 1975) only for taxable years of 
foreign corporations beginning before 
January 1, 1976, and for taxable years 
of United States shareholders (as de-
fined in section 951(b)) within which or 

with which such taxable years of such 
foreign corporations end. For rules ap-
plicable to withdrawals of amounts in-
vested in less developed country ship-
ping companies described in section 
955(c)(2) (as in effect before such enact-
ment), in taxable years of foreign cor-
porations beginning after December 31, 
1975, see section 955(b)(5) (as amended 
by such Act) and §§ 1.955A–1 through 
1.955A–4. 

(2) References. Except as otherwise 
provided therein, all references con-
tained in §§ 1.955–1 through 1.955–6 to 
section 954 or 955 or to the regulations 
under section 954 are to those sections 
and regulations as in effect before the 
enactment of the Tax Reduction Act of 
1975. For regulations under section 954 
(as in effect before such enactment), 
see 26 CFR § 1.954–1 through 1.954–5 (Re-
vised as of April 1, 1975). For taxable 
years of foreign corporations beginning 
after December 31, 1975, and for taxable 
years of United States shareholders (as 
described in section 951(b)) within 
which or with which such taxable years 
of such foreign corporations end, the 
definitions of less developed countries 
and less developed country corpora-
tions contained in section 902(d) (as 
amended by such Act) and § 1.902–2 
apply for purposes of determining the 
credit for corporate stockholders in 
foreign corporations under section 902. 

(b) Section 955 as amended by the Tax 
Reduction Act of 1975. Except as other-
wise provided therein, §§ 1.955A–1 
through 1.955A–4 are applicable to tax-
able years of foreign corporations be-
ginning after December 31, 1975, and to 
taxable years of United States share-
holders (as defined in section 951(b)) 
within which or with which such tax-
able years of such foreign corporations 
end. 

[T.D. 7893, 48 FR 22508, May 19, 1983, as 
amended by T.D. 7894, 48 FR 22529, May 19, 
1983] 

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

(a) In general. Pursuant to section 
951(a)(1)(A)(ii) and the regulations 
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thereunder, a United States share-
holder of a controlled foreign corpora-
tion must include in its gross income 
its pro rata share (as determined in ac-
cordance with paragraph (c) of this sec-
tion) of the amount of such controlled 
foreign corporation’s previously ex-
cluded subpart F income which is with-
drawn for any taxable year from in-
vestment in less developed countries. 
Section 955 provides rules for deter-
mining the amount of a controlled for-
eign corporation’s previously excluded 
subpart F income for any taxable year 
of the corporation beginning after De-
cember 31, 1962, that is withdrawn from 
investment in less developed countries 
for any taxable year of the corporation 
beginning before January 1, 1976. Ex-
cept for investment in less developed 
country shipping companies, section 
955 also provides rules for determining 
the amount of a controlled foreign cor-
poration’s previously excluded subpart 
F income for any taxable year of the 
corporation beginning after December 
31, 1962, which is withdrawn from in-
vestment in less developed countries in 
taxable years of the corporation begin-
ning after December 31, 1975. To deter-
mine the amount of a controlled for-
eign corporation’s previously excluded 
subpart F income withdrawn from in-
vestment in less developed country 
shipping companies described in sec-
tion 955(c)(2) in taxable years of a con-
trolled foreign corporation beginning 
after December 31, 1975, see section 
955(b)(5) (as in effect after amendment 
by the Tax Reduction Act of 1975) and 
§§ 1.955A–1 through 1.955A–4. For effec-
tive dates, see § 1.955–0. 

(b) Amount withdrawn by controlled 
foreign corporation—(1) In general. For 
purposes of sections 951 through 964, 
the amount of a controlled foreign cor-
poration’s previously excluded subpart 
F income which is withdrawn for any 
taxable year from investment in less 
developed countries is an amount equal 
to the decrease for such year in such 
corporation’s qualified investments in 
less developed countries. Such decrease 
is, except as provided in § 1.955–3— 

(i) An amount equal to the excess of 
the amount of its qualified investments 
in less developed countries at the close 
of the preceding taxable year over the 
amount of its qualified investments in 

less developed countries at the close of 
the taxable year, minus 

(ii) The amount (if any) by which rec-
ognized losses on sales or exchanges by 
such corporation during the taxable 
year of qualified investments in less 
developed countries exceed its recog-
nized gains on sales or exchanges dur-
ing such year of qualified investments 
in less developed countries, 

but only to the extent that the net 
amount so determined does not exceed 
the limitation determined under sub-
paragraph (2) of this paragraph. See 
§ 1.955–2 for determining the amount of 
qualified investments in less developed 
countries. 

(2) Limitations applicable in deter-
mining decreases—(i) General. The limi-
tation referred to in subparagraph (1) 
of this paragraph for any taxable year 
of a controlled foreign corporation 
shall be the lesser of the following two 
limitations: 

(a) The sum of the controlled foreign 
corporation’s earnings and profits (or 
deficit in earnings and profits) for the 
taxable year, computed as of the close 
of the taxable year without diminution 
by reason of any distributions made 
during the taxable year, plus the sum 
of its earnings and profits (or deficits 
in earnings and profits) accumulated 
for prior taxable years beginning after 
December 31, 1962, (including prior tax-
able years beginning after December 31, 
1975) or, 

(b) The sum of the amounts excluded 
under section 954(b)(1) and paragraph 
(b)(1) of § 1.954–1 from the foreign base 
company income of such corporation 
for all prior taxable years, minus the 
sum of the amounts (determined under 
this paragraph) of its previously ex-
cluded subpart F income withdrawn 
from investment in less developed 
countries for all prior taxable years. 

(ii) Treatment of earnings and profits. 
For purposes of determining earnings 
and profits of a controlled foreign cor-
poration under subdivision (i)(a) of this 
subparagraph, such earnings and prof-
its shall be considered not to include 
any amounts which are attributable 
to— 

(a)(1) Amounts which, for the current 
taxable year, are included in the gross 
income of a United States shareholder 
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of such controlled foreign corporation 
under section 951(a)(1)(A)(i) or (iii), or 

(2) Amounts which, for any prior tax-
able year, have been included in the 
gross income of a United States share-
holder of such controlled foreign cor-
poration under section 951(a) and have 
not been distributed; or 

(b)(1) Amounts which, for the current 
taxable year, are included in the gross 
income of a United States shareholder 
of such controlled foreign corporation 
under section 551(b) or would be so in-
cluded under such section but for the 
fact that such amounts were distrib-
uted to such shareholder during the 
taxable year, or 

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

The rules of this subdivision apply only 
in determining the limitation on a con-
trolled foreign corporation’s decrease 
in qualified investments in less devel-
oped countries. See section 959 and the 
regulations thereunder for limitations 
on the exclusion from gross income of 
previously taxed earnings and profits. 

(3) Taxable years beginning after De-
cember 31, 1975. (i) In the case of a tax-
able year of a controlled foreign cor-
poration beginning after December 31, 
1975, § 1.955–2(b)(5) must be applied in 
determining the amount of its quali-
fied investments in less developed 
countries on both of the determination 
dates applicable to such taxable year. 

(ii) The application of this subpara-
graph may be illustrated by the fol-
lowing examples: 

Example 1. (a) Controlled foreign corpora-
tion M uses the calendar year as the taxable 
year. Throughout 1974 through 1976, M owns 
100 percent of the only class of stock of for-
eign corporation N, a less developed country 
shipping company described in § 1.955–5(b), 
and M owns no other stock or obligations. 
The amount taken into account under § 1.955– 
2(d) with respect to the stock of N is $10,000 
at the close of 1974, 1975, and 1976. The 
amount of M’s previously excluded subpart F 
income which is withdrawn for 1975 (a year 
to which § 1.955–2(b)(5) does not apply) from 
investment in less developed countries is 
zero, determined as follows: 

(1) Qualified investments in less de-
veloped countries at the close of 
1974 .............................................. $10,000 

(2) Less: qualified investments in 
less developed countries at the 
close of 1975 ................................. 10,000 

(3) Balance ...................................... 0 

(Further computations similar to those set 
out in lines (iv) through (ix) of example 1 of 
paragraph (d) of this section are unnecessary 
because the balance in line (3) of this exam-
ple is zero.) 

(b) As a result of § 1.955–2(b)(5)(ii), the 
amount of M’s previously excluded subpart F 
income which is withdrawn for 1976 from in-
vestment in less developed countries is zero, 
determined as follows: 

(1) Qualified investments in less devel-
oped countries at the close of 1975 ...... $0 

(2) Less: qualified investments in less 
developed countries at the close of 
1976 ...................................................... 0 

(3) Balance ............................................. 0 

Example 2. The facts are the same as in ex-
ample 1, except that foreign corporation N is 
a less developed country corporation de-
scribed in § 1.955–5(a). The amount of M’s pre-
viously excluded subpart F income with-
drawn for 1976 from investment in less devel-
oped countries is zero, determined as follows: 

(1) Qualified investments in less de-
veloped countries at the close of 
1975 .............................................. $10,000 

(2) Less: qualified investments in 
less developed countries at the 
close of 1976 ................................. 10,000 

(3) Balance ...................................... 0 

(c) Shareholder’s pro rata share of 
amount withdrawn by controlled foreign 
corporation—(1) In general. A United 
States shareholder’s pro rata share of a 
controlled foreign corporation’s pre-
viously excluded subpart F income 
withdrawn for any taxable year from 
investment in less developed countries 
is his pro rata share of the amount 
withdrawn for such year by such cor-
poration, as determined under para-
graph (b) of this section. See section 
955(a)(3). 

(2) Special rule. A United States 
shareholder’s pro rata share of the net 
amount determined under paragraph 
(b)(2)(i)(b) of this section with respect 
to any stock of the controlled foreign 
corporation owned by such shareholder 

VerDate mar<24>2004 01:00 Apr 17, 2004 Jkt 203091 PO 00000 Frm 00318 Fmt 8010 Sfmt 8010 Y:\SGML\203091T.XXX 203091T



319 

Internal Revenue Service, Treasury § 1.955–2 

shall be determined without taking 
into account any amount attributable 
to a period prior to the date on which 
such shareholder acquired such stock. 
See section 1248 and the regulations 
thereunder for rules governing treat-
ment of gain from sales or exchanges of 
stock in certain foreign corporations. 

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

Example 1. A, a United States shareholder, 
owns 60 percent of the only class of stock of 
M Corporation, a controlled foreign corpora-
tion throughout the entire period here in-
volved. Both A and M Corporation use the 
calendar year as a taxable year. Corporation 
M’s qualified investments in less developed 
countries at the close of 1964 amount to 
$125,000; and, at the close of 1965, to $75,000. 
During 1965, M Corporation realizes recog-
nized gains of $5,000 and recognized losses of 
$15,000, on sales of qualified investments in 
less developed countries. Corporation M’s 
earnings and profits for 1965 and its accumu-
lated earnings and profits for 1963 and 1964 
amount to $45,000, as determined under para-
graph (b)(2) of this section. The amount ex-
cluded under section 954(b)(1) for 1963 from 
its foreign base company income is $75,000, 
and the amount of its previously excluded 
subpart F income withdrawn for 1964 from 
investment in less developed countries is 
$25,000. The amount of M Corporation’s pre-
viously excluded subpart F income with-
drawn for 1965 from investment in less devel-
oped countries is $40,000, and A’s pro rata 
share of such amount is $24,000, determined 
as follows: 
(i) Qualified investments in less developed coun-

tries at the close of 1964 ................................... $125,000 
(ii) Less: Qualified investments in less developed 

countries at the close of 1965 ........................... 75,000 

(iii) Balance ............................................................ 50,000 
(iv) Less: Excess of recognized losses over rec-

ognized gains on sales during 1965 of qualified 
investments in less developed countries 
($15,000 less $5,000) ........................................ 10,000 

(v) Tentative decrease in qualified investments in 
less developed countries for 1965 ..................... 40,000 

(vi) Earnings and profits for 1963, 1964, and 
1965 ................................................................... 45,000 

(vii) Excess of amount excluded under section 
954(b)(1) from foreign base company income 
for 1963 ($75,000 over amount of previously 
excluded subpart F income withdrawn for 1964 
from investment in less developed countries 
($25,000) ............................................................ 50,000 

(viii) M Corporation’s amount of previously ex-
cluded subpart F income withdrawn for 1965 
from investment in less developed countries 
(item (v), but not to exceed the lesser of item 
(vi) or item (vii)) .................................................. 40,000 

(ix) A’s pro rata share of M Corporation’s amount 
of previously excluded subpart F income with-
drawn for 1965 from investment in less devel-
oped countries (60 percent of $40,000) ............ $24,000 

Example 2. The facts are the same as in ex-
ample 1, except that M Corporation’s earn-
ings and profits (determined under paragraph 
(b)(2) of this section) for 1963, 1964, and 1965 
(item (vi)) are $30,000 instead of $45,000. Cor-
poration M’s amount of previously excluded 
subpart F income withdrawn for 1965 from 
investment in less developed countries is 
$30,000. A’s pro rata share of such amount is 
$18,000 (60 percent of $30,000). 

Example 3. The facts are the same as in ex-
ample 1, except that the excess of the 
amount excluded under section 954(b)(1) for 
1963 from M Corporation’s foreign base com-
pany income over the amount of its pre-
viously excluded subpart F income with-
drawn for 1964 from investment in less devel-
oped countries (item (vii)) is $20,000 instead 
of $50,000. Corporation M’s amount of pre-
viously excluded subpart F income with-
drawn for 1965 from investment in less devel-
oped countries is $20,000. A’s pro rata share 
of such amount is $12,000 (60 percent of 
$20,000). 

[T.D. 6683, 28 FR 11178, Oct. 18, 1963, as 
amended by T.D. 6795, 30 FR 942, Jan. 29, 1965; 
T.D. 7893, 48 FR 22509, May 19, 1983; T.D. 7894, 
48 FR 22529, May 19, 1983] 

§ 1.955–2 Amount of a controlled for-
eign corporation’s qualified invest-
ments in less developed countries. 

(a) Included property. For purposes of 
sections 951 through 964, a controlled 
foreign corporation’s ‘‘qualified invest-
ments in less developed countries’’ are 
items of property (other than property 
excluded under paragraph (b)(1) of this 
section) owned directly by such cor-
poration on the applicable determina-
tion date for purposes of section 954(f) 
or section 955(a)(2) and consisting of 
one or more of the following: 

(1) Stock of a less developed country 
corporation if the controlled foreign 
corporation owns (within the meaning 
of paragraph (b)(2) of this section) on 
the applicable determination date 10 
percent or more of the total combined 
voting power of all classes of stock of 
such less developed country corpora-
tion; 
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