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$200,000 and receives no dividends from do-
mestic corporations. All of its stock on De-
cember 31, 1954, is owned on that date by per-
sons resident in Formosa, Hong Kong, the 
United States, or possessions of the United 
States, or individual citizens of the United 
States. It distributes a special dividend 
amounting to $100,000 on February 15, 1955, 
which is certified by the Secretary of Com-
merce as provided in section 941(b). For the 
purpose of the tax imposed by section 11, it 
is necessary in this example to make two 
computations, first, without allowing the 
special deduction from taxable income on ac-
count of income derived from sources within 
Formosa and Hong Kong, and, second, allow-
ing such deduction. The computations are as 
follows: 

(2) First computation; without allowing 
the special deduction from taxable income.

Taxable income ..................................................... $200,000
Normal tax (section 11 (b)) .................................... 60,000
Surtax (section 11 (c)) ........................................... 38,500
Total income tax .................................................... 98,500

(3) Second computation; allowing the spe-
cial deduction from taxable income.

Taxable income ................................................. $200,000

Since the total taxable income is derived 
from sources within Formosa and Hong Kong 
and since the par value of the shares of stock 
of the corporation owned on the last day of 
the taxable year by (a) persons resident in 
Formosa, Hong Kong, the United States, or 
possessions of the United States, and (b) in-
dividual citizens of the United States wher-
ever resident, is 100 percent of the par value 
of the total number of shares of stock of the 
corporation outstanding on that day, 100 per-
cent of such taxable income is deductible.

Special deduction from taxable income ............ $200,000
Amount of income subject to tax under section 

11 ................................................................... None 

(4) Since the special dividend ($100,000) ex-
ceeds the diminution of the tax ($98,500) on 
account of the allowance of the special de-
duction from taxable income, the entire 
amount of the special deduction is allowable 
and the corporation has no income tax liabil-
ity for 1954.

§ 1.943–1 Withholding by a China 
Trade Act corporation. 

Dividends paid by a China Trade Act 
corporation to a nonresident alien indi-
vidual, foreign partnership, or foreign 
corporation are subject to withholding 
of tax at source under § 1.1441–1. How-
ever, see paragraph (c) of § 1.1441–4 for 
exemption applicable to dividends paid 
to residents of Formosa or Hong Kong. 

[T.D. 6908, 31 FR 16769, Dec. 31, 1966]

CONTROLLED FOREIGN CORPORATIONS

§ 1.951–1 Amounts included in gross in-
come of United States shareholders. 

(a) In general. If a foreign corporation 
is a controlled foreign corporation 
(within the meaning of section 957) for 
an uninterrupted period of 30 days or 
more (determined under paragraph (f) 
of this section) during any taxable year 
of such corporation beginning after De-
cember 31, 1962, every person— 

(1) Who is a United States share-
holder (as defined in section 951(b) and 
paragraph (g) of this section) of such 
corporation at any time during such 
taxable year, and 

(2) Who owns (within the meaning of 
section 958(a)) stock in such corpora-
tion on the last day, in such year, on 
which such corporation is a controlled 
foreign corporation shall include in his 
gross income for his taxable year in 
which or with which such taxable year 
of the corporation ends, the sum of— 

(i) Except as provided in section 963, 
such shareholder’s pro rata share (de-
termined under paragraph (b) of this 
section) of the corporation’s subpart F 
income (as defined in section 952) for 
such taxable year of the corporation, 

(ii) Such shareholder’s pro rata share 
(determined under paragraph (c)(1) of 
this section) of the corporation’s pre-
viously excluded subpart F income 
withdrawn from investment in less de-
veloped countries for such taxable year 
of the corporation, 

(iii) Such shareholder’s pro rata 
share (determined under paragraph 
(c)(2) of this section) of the corpora-
tion’s previously excluded subpart F 
income withdrawn from investment in 
foreign base company shipping oper-
ations for such taxable year of the cor-
poration, and 

(iv) Such shareholder’s pro rata share 
(determined under paragraph (d) of this 
section) of the corporation’s increase 
in earnings invested in United States 
property for such taxable year of the 
corporation (but only to the extent 
such pro rata share is not excluded 
from such shareholder’s gross income 
for his taxable year under section 
959(a)(2)). 
For purposes of determining whether a 
United States shareholder which is a 
domestic corporation is a personal 
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