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§ 1.547–4 Effect on dividends paid de-
duction. 

The deficiency dividends deduction 
shall be allowed as of the date the 
claim is filed. No duplication of deduc-
tions with respect to any deficiency 
dividends is permitted. If a corporation 
claims and receives the benefit of the 
provisions of section 547 (or the cor-
responding section 506 of the Internal 
Revenue Code of 1939, or section 407 of 
the Revenue Act of 1938 (52 Stat. 447)), 
based upon a distribution of deficiency 
dividends, that distribution does not 
become a part of the dividends paid de-
duction under section 561. Likewise, it 
will not be made the basis of a divi-
dends paid deduction under section 561 
by reason of the application of section 
563(b), relating to dividends paid after 
the close of the taxable year and on or 
before the 15th day of the third month 
following the close of such taxable 
year. 

§ 1.547–5 Deduction denied in case of 
fraud or wilful failure to file timely 
return. 

No deduction for deficiency dividends 
shall be allowed under section 547(a) if 
the determination contains a finding 
that any part of the deficiency is due 
to fraud with intent to evade tax, or to 
wilful failure to file an income tax re-
turn within the time prescribed by law 
or prescribed by the Secretary or his 
delegate in pursuance of law. See 
§ 1.547–7 for effective date. 

§ 1.547–6 Suspension of statute of limi-
tations and stay of collection. 

(a) Statute of limitations. If the cor-
poration files a claim for a deduction 
for deficiency dividends under section 
547(e) and paragraph (b)(2) of § 1.547–2, 
the running of the statute of limita-
tions upon assessment, distraint, and 
collection in court in respect of the de-
ficiency, and all interest, additional 
amounts, or assessable penalties, shall 
be suspended for a period of two years 
after the date of the determination 
under section 547(c) and paragraph 
(b)(1) of § 1.547–2. 

(b) Stay of collection. If a deficiency in 
personal holding company tax is estab-
lished by a determination under sec-
tion 547(c) and paragraph (b)(1) of 
§ 1.547–2, collection by distraint or 

court proceeding (except in case of 
jeopardy), of the deficiency and all in-
terest, additional amounts, and assess-
able penalties, shall be stayed for a pe-
riod of 120 days after the date of such 
determination, and, to the extent any 
part of such deficiency remains after 
deduction for deficiency dividends, for 
an additional period until the date the 
claim is disallowed. After such claim is 
allowed or rejected, either in whole or 
in part, the amount of the deficiency 
which was not eliminated by the appli-
cation of section 547, together with in-
terest, additional amounts and assess-
able penalties, will be assessed and col-
lected in the usual manner. 

§ 1.547–7 Effective date. 

The deduction for deficiency divi-
dends, in computing personal holding 
company tax for any taxable year, is 
allowable only with respect to deter-
minations under section 547(c) made 
after November 14, 1954 (the date fall-
ing 90 days after the date of enactment 
of the Internal Revenue Code of 1954). If 
the taxable year with respect to which 
the deficiency is asserted began before 
January 1, 1954, the deficiency divi-
dends deduction shall include only the 
amounts which would have been in-
cludible in the computation of the 
basic surtax credit for such taxable 
year under the Internal Revenue Code 
of 1939. Section 547(g), relating to the 
denial of a deficiency dividends deduc-
tion if the determination contains a 
finding that any part of the deficiency 
is due to fraud, etc., shall apply only if 
the taxable year with respect to which 
the deficiency is asserted begins after 
December 31, 1953. 

FOREIGN PERSONAL HOLDING COMPANIES 

§ 1.551–1 General rule. 

Part III (section 551 and following), 
subchapter G, chapter 1 of the Code, 
does not impose a tax on foreign per-
sonal holding companies. The undis-
tributed foreign personal holding com-
pany income of such companies, how-
ever, must be included in the manner 
and to the extent set forth in section 
551, in the gross income of their United 
States shareholders, that is, the share-
holders who are individual citizens or 
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residents of the United States, domes-
tic corporations, domestic partner-
ships, and estates or trusts other than 
estates or trusts the gross income of 
which under subtitle A of the Code in-
cludes only income from sources within 
the United States. 

§ 1.551–2 Amount included in gross in-
come. 

(a) The undistributed foreign per-
sonal holding company income is in-
cluded only in the gross income of the 
United States shareholders who were 
shareholders in the company on the 
last day of its taxable year on which a 
United States group (as defined in sec-
tion 552(a)(2)) existed with respect to 
the company. Such United States 
shareholders, accordingly, are deter-
mined by the stock holdings as of such 
specified time. This rule applies to 
every United States shareholder who 
was a shareholder in the company at 
the specified time regardless of wheth-
er the United States shareholder is in-
cluded within the United States group. 
For example, a domestic corporation 
which is a United States shareholder at 
the specified time must return its dis-
tributive share in the undistributed 
foreign personal holding company in-
come even though the domestic cor-
poration cannot be included within the 
United States group since, under sec-
tion 554, the stock it owns in the for-
eign corporation is considered as being 
owned proportionately by its share-
holders for the purpose of determining 
whether the foreign corporation is a 
foreign personal holding company. 

(b) The United States shareholders 
must include in their gross income 
their distributive shares of that pro-
portion of the undistributed foreign 
personal holding company income for 
the taxable year of the company which 
is equal in ratio to that which the por-
tion of the taxable year up to and in-
cluding the last day on which the 
United States group with respect to 
the company existed bears to the en-
tire taxable year. Thus, if the last day 
in the taxable year on which the re-
quired United States group existed was 
also the end of the taxable year, the 
portion of the taxable year up to and 
incding such last day would be equal to 
100 percent and, in such case, the 

United States shareholders would be 
required to return their distributive 
shares in the entire undistributed for-
eign personal holding company income. 
But if the last day on which the re-
quired United States group existed was 
September 30, and the taxable year was 
a calendar year, the portion of the tax-
able year up to and including such last 
day would be equal to nine-twelfths 
and, in that case, the United States 
shareholders would be required to re-
turn their distributive shares in only 
nine-twelfths of the undistributed for-
eign personal holding company income. 

(c) The amount which each United 
States shareholder must return is that 
amount which he would have received 
as a dividend if the above-specified por-
tion of the undistributed foreign per-
sonal holding company income had in 
fact been distributed by the foreign 
personal holding company as a divi-
dend on the last day of its taxable year 
on which the required United States 
group existed. Such amount is deter-
mined, therefore, by the interest of the 
United States shareholder in the for-
eign personal holding company, that is, 
by the number of shares of stock owned 
by the United States shareholder and 
the relative rights of his class of stock, 
if there are several classes of stock 
outstanding. Thus, if a foreign personal 
holding company has both common and 
preferred stock outstanding and the 
preferred shareholders are entitled to a 
specified dividend before any distribu-
tion may be made to the common 
shareholders, then the assumed dis-
tribution of the stated portion of the 
undistributed foreign personal holding 
company income must first be treated 
as a payment of the specified dividend 
on the preferred stock before any part 
may be allocated as a dividend on the 
common stock. 

(d) The assumed distribution of the 
required portion of the undistributed 
foreign personal holding company in-
come must be returned as dividend in-
come by the United States share-
holders for their respective taxable 
years in which or with which the tax-
able year of the foreign personal hold-
ing company ends. For example, if the 
M Corporation, whose taxable year is 
the calendar year, is a foreign personal 
holding company for 1954 and if A, one 
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of its United States shareholders, 
makes returns on a calendar year 
basis, while B, another United States 
shareholder, makes returns on the 
basis of a fiscal year ending November 
30, A must return his assumed dividend 
as income for the taxable year 1954 and 
B must return his distributive share as 
income for the fiscal year ending No-
vember 30, 1955. In applying this rule, 
the date as of which the United States 
group last existed with respect to the 
company is immaterial. Thus, in the 
foregoing example, if September 30, 
1954, was the last day on which the 
United States group with respect to 
the M Corporation existed, B would 
still be required to return his assumed 
dividend as income for the fiscal year 
ending November 30, 1955, even though 
September 30, 1954, the date as of which 
the distribution is assumed to have 
been made, does not fall within such 
fiscal year. 

(e) For the treatment of gain on the 
sale of certain stock, see section 306(f) 
and paragraph (h) of § 1.306–3. 

§ 1.551–3 Deduction for obligations of 
the United States and its instru-
mentalities. 

(a) Each United States shareholder 
required to return his distributive 
share of undistributed foreign personal 
holding company income for any tax-
able year shall take into account in 
computing the credit against tax under 
section 35, or the deduction under sec-
tion 242, whichever is allowable to such 
shareholder, his proportionate share of 
whatever interest on obligations of the 
United States or its instrumentalities 
(as specified in sections 35 or 242, as the 
case may be) may be included in the 
gross income of the company for such 
taxable year, with the exception of any 
such interest as may be so included by 
reason of the application of the provi-
sions of section 555. For reduction of 
credit for such interest on account of 
amortizable bond premium, see section 
171 and the regulations thereunder. 

(b) The rule set forth in paragraph (a) 
of this section may be illustrated by 
the following example: 

Example. The M Corporation is a foreign 
personal holding company which owns all 
the stock of the N Corporation, another for-
eign personal holding company. Both compa-

nies receive interest on obligations of the 
United States or its instrumentalities as 
specified in section 35. In determining the 
amount of the credit allowable under section 
35 (if the shareholder is an individual) or the 
deduction allowable under section 242 (if the 
shareholder is a corporation), the United 
States shareholder of the M Corporation 
would be entitled to a credit or a deduction, 
as the case may be, only for his propor-
tionate share of the interest received by that 
Company and not for any part of the interest 
received by the N Corporation, regardless of 
whether the interest received by the N Cor-
poration is included in the gross income of 
the M Corporation as an actual dividend or 
as a constructive dividend under section 555. 

§ 1.551–4 Information in return. 
The information required by section 

551(d) in the returns of certain United 
States shareholders relates only to the 
taxable year of a foreign personal hold-
ing company for which any part of such 
corporation’s undistributed foreign 
personal holding company income must 
be included in gross income by the 
United States shareholder of whom the 
information is required. The informa-
tion shall be submitted as a part of the 
income tax return in the form of a 
statement attached to the return. 

§ 1.551–5 Effect on capital account of 
foreign personal holding company 
and basis of stock in hands of 
shareholders. 

(a) Sections 551(e) and 551(f) are de-
signed to prevent double taxation with 
respect to the undistributed foreign 
personal holding company income. 

(b) The application of sections 551(e) 
and 551(f) may be illustrated by the fol-
lowing examples: 

Example 1. The M Corporation is a foreign 
personal holding company. Seventy-five per-
cent in value of its capital stock is owned by 
A, a citizen of the United States, and the re-
mainder, or 25 percent, of its stock is owned 
by B, a nonresident alien individual. For the 
calendar year 1954 the M Corporation has an 
undistributed foreign personal holding com-
pany income of $100,000. A is required to in-
clude $75,000 of such income in gross income 
as a dividend in his return for the calendar 
year 1954. The $100,000 is treated as paid-in 
surplus or as a contribution to the capital of 
the M Corporation and its accumulated earn-
ings and profits as of the close of the cal-
endar year 1954 are correspondingly reduced. 
If after treating such $100,000 as paid-in sur-
plus or as a contribution to capital, the M 
Corporation has no accumulatedearnings and 
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profits at the close of 1954, and if for the cal-
endar year 1955, the M Corporation had no 
earnings and profits, but distributed $40,000, 
the amount so distributed would be a non-
taxable distribution and would not be in-
cluded in the gross income of either A or B 
for the calendar year 1955. If, however, after 
treating the $100,000 as paid-in surplus or as 
a contribution to capital, the M Corporation 
had accumulated earnings and profits of 
$100,000 at the close of 1954, the facts other-
wise being the same, the distributions in 1955 
would be taxable to A as a dividend, and the 
taxability of such distributions to B would 
depend upon the application of section 
861(a)(2), relating to the treatment of divi-
dends from a foreign corporation as income 
from sources within or without the United 
States. 

Example 2. In example 1 assume the basis of 
A’s stock to be $300,000. If A includes in gross 
income in his return for the calendar year 
1954, $75,000 as a dividend from the M Cor-
poration, the basis of his stock would be 
$375,000. After the nontaxable distribution of 
$30,000 to A by the M Corporation in 1955 (75 
percent of the $40,000 distribution) the basis 
of A’s stock, assuming no other changes, 
would be $345,000. If A failed to include the 
$75,000 as a dividend in gross income in his 
return for 1954 and his failure was not discov-
ered until after the 6-year period of limita-
tions had expired, the application of the rule 
would not increase the basis of A’s stock. 
The subsequent nontaxable distribution of 
$30,000 to A in 1955 would reduce his basis of 
$300,000 to $270,000, thus tending to com-
pensate for his failure to include the amount 
of $75,000 as a dividend in his gross income 
for 1954. If the undistributed foreign personal 
holding company income of the M Corpora-
tion is readjusted within the statutory pe-
riod of limitations, thus increasing or de-
creasing the amount A would have to include 
in his gross income, proper adjustment is re-
quired to be made to the basis of A’s stock 
on account of such readjustment. 

§ 1.552–1 Definition of foreign personal 
holding company. 

(a) A foreign personal holding com-
pany is any foreign corporation, other 
than a corporation exempt from tax-
ation under subchapter F (section 501 
and following), chapter 1 of the Code, 
and other than certain banking institu-
tions which satisfy the requirements of 
section 552(b)(2) and paragraph (b) of 
§ 1.552–4 which for the taxable year 
meets (1) the gross income requirement 
specified in section 552(a)(1); and (2) the 
stock ownership requirement specified 
in section 552(a)(2). Both requirements 

must be satisfied with respect to each 
taxable year. 

(b) A foreign corporation which 
comes within the classification of a 
foreign personal holding company is 
not subject to taxation either under 
section 531 or section 541. See sections 
532(b)(2) and 542(c)(5). The fact that a 
foreign corporation is a foreign per-
sonal holding company does not relieve 
the corporation from liability for the 
taxes imposed generally upon foreign 
corporations, such as the taxes im-
posed by sections 881 and 882, since 
such taxes apply regardless of the clas-
sification of the foreign corporation as 
a foreign personal holding company. 

§ 1.552–2 Gross income requirement. 
(a) To meet the gross income require-

ment, it is necessary that either of the 
following percentages of gross income 
of the corporation for the taxable year 
(including the additions to gross in-
come provided in section 555(b) as re-
quired by section 555(c)(2)) be foreign 
personal holding company income as 
defined in section 553: 

(1) 60 percent or more; or 
(2) 50 percent or more if the foreign 

corporation has been classified as a for-
eign personal holding company for any 
taxable year ending after August 26, 
1937, unless: 

(i) A taxable year has intervened 
since the last taxable year for which it 
was so classified, during no part of 
which the stock ownership requirement 
specified in section 552(a)(2) exists; or 

(ii) Three consecutive years have in-
tervened since the last taxable year for 
which it was so classified, during each 
of which its foreign personal holding 
company income was less than 50 per-
cent of its gross income. 

(b) In determining whether the for-
eign personal holding company income 
is equal to the required percentage of 
the total gross income, the determina-
tion must not be made upon the basis 
of gross receipts, since gross income is 
not synonymous with gross receipts. 
For meaning of gross income in this 
part, see section 555 and § 1.555–1. 

§ 1.552–3 Stock ownership require-
ment. 

(a) To meet the stock ownership re-
quirement, it is necessary that at some 
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time in the taxable year more than 50 
percent in value of the outstanding 
stock of the foreign corporation be 
owned, directly or indirectly, by or for 
not more than five individuals who are 
citizens or residents of the United 
States, herein referred to as United 
States group. For the purpose of the re-
quirement under section 552(a)(2), sec-
tion 554 provides that the ownership of 
the stock must be determined under 
the rules prescribed by section 544 (re-
lating to rules for determining stock 
ownership in the case of personal hold-
ing companies generally). Accordingly, 
section 544 and §§ 1.544–1 through 1.544– 
7 are applicable for purposes of section 
552(a)(2) and this section as if each ref-
erence in section 544 and §§ 1.544–1 
through 1.544–7 to a personal holding 
company or to part II (section 541 and 
following), subchapter G, chapter 1 of 
the Code, was a reference to a foreign 
personal holding company or to part III 
(section 551 and following), subchapter 
G, chapter 1 of the Code, as the case 
may be. 

(b) It is necessary to consider any 
change in the stock outstanding during 
the taxable year, whether in the num-
ber of shares or classes of stock, or in 
the ownership thereof, since a corpora-
tion comes within the classification if 
the statutory conditions with respect 
to stock ownership are present at any 
time during the taxable year. 

(c) In determining whether the statu-
tory conditions with respect to stock 
ownership are present at any time dur-
ing the taxable year, the phrase in 
value shall, in the light of all the cir-
cumstances, be deemed the value of the 
corporate stock outstanding at such 
time (not including treasury stock). 
This value may be determined upon the 
basis of the company’s net worth, earn-
ing and dividend paying capacity, ap-
preciation of assets, together with such 
other factors as have a bearing upon 
the value of the stock. If the value of 
the stock which is used is greatly at 
variance with that reflected by the cor-
porate books, the evidence of such 
value should be filed with the return. 
In any case where there are two or 
more classes of stock outstanding, the 
total value of all the stock should be 
allocated among the different classes 

according to the relative value of each 
class therein. 

§ 1.552–4 Certain excluded banks. 

(a) A corporation is excluded from 
the definition of foreign personal holding 
company if it is organized and doing 
business under the banking and credit 
laws of a foreign country and if it es-
tablishes to the satisfaction of the 
Commissioner that it was not formed 
or availed of for the purpose of evading 
or avoiding United States income taxes 
which would otherwise be imposed on 
its shareholders. If this is established, 
the Commissioner, or such other offi-
cial to whom authority may be dele-
gated, will certify, by letter to the cor-
poration, that it is not a foreign per-
sonal holding company. 

(b) An application for certification 
under section 552(b)(2) shall be made in 
writing to the Commissioner of Inter-
nal Revenue, Washington DC 20225, At-
tention: Director of International Op-
erations. A separate application shall 
be filed for each taxable year for which 
certification is requested, and the ap-
plication shall be accompanied by a 
completed Form 958 for the taxable 
year. See section 6035. The following 
information shall be set forth in, or 
submitted with, the application: 

(1) A complete reference to the bank-
ing or credit laws of the foreign coun-
try under which the corporation oper-
ates; 

(2) A statement as to the extent of 
the corporation’s business in receiving 
deposits and making loans and dis-
counts and similar banking and credit 
operations; 

(3) A statement as to the extent of 
the operations of the corporation other 
than such banking and credit oper-
ations; 

(4) A statement as to whether the 
banking and credit operations of the 
corporation are customary for it; 

(5) A statement setting forth the de-
gree and manner of supervision exer-
cised over it by the foreign government 
under its banking and credit laws; a 
copy (in English) of the corporation’s 
last annual financial statement, as 
submitted to the Government author-
ity having jurisdiction over it, shall be 
submitted with the application; 
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(6) A statement setting forth the 
business reasons of the corporation for 
not distributing the amount which 
would be its undistributed foreign per-
sonal holding company income if the 
corporation were not excluded under 
section 552(b); 

(7) A statement setting forth the ex-
tent of the corporation’s profits which 
must be retained as reserves under the 
foreign law; 

(8) A statement setting forth the date 
or dates when the corporation reason-
ably expects to distribute is undistrib-
uted foreign personal holding company 
income for the taxable year; 

(9) A statement setting forth the 
name and address of each of the indi-
viduals described in section 552(a)(2), 
the extent of their stock ownership in 
the corporation, and the amount of dis-
tributions or other payments to such 
stockholders, including, but not lim-
ited to, dividends, compensation, inter-
est, and rents; and 

(10) Any other facts or information 
the corporation may wish to submit to 
show that it was not formed or availed 
of for the purpose of evading or avoid-
ing United States income taxes which 
would otherwise be imposed on its 
shareholders. 
The corporation shall also furnish such 
other information requested as nec-
essary by the Director of International 
Operations. The application for certifi-
cation, together with the information 
required by this paragraph, should be 
filed within 60 days after the close of 
the taxable year of the corporation or 
before November 9, 1958, whichever is 
later. However, if the corporation is 
unable, for good cause, to submit the 
application for certification within 
such 60-day period, additional time 
may be granted by the Director of 
International Operations upon receipt 
of a request from the corporation set-
ting forth the reasons for such request. 

§ 1.552–5 United States shareholder of 
excluded bank. 

A copy of the certification issued to 
an excluded bank under section 
552(b)(2) and § 1.552–4 shall be filed with, 
and made a part of, the income tax re-
turn for the taxable year of each 
United States shareholder of such for-
eign corporation, if he has been a 

shareholder of such corporation for any 
part of such year. If the certificate has 
not been issued at the time the return 
of the United States shareholder is 
filed, the shareholder shall compute 
the tax on his return by treating the 
bank as a foreign personal holding 
company. If a certificate is issued after 
the return is filed, the United States 
shareholder may file a claim for refund 
or an amended return, and shall attach 
thereto a copy of the certification. 

§ 1.553–1 Foreign personal holding 
company income. 

Foreign personal holding company 
income shall consist of the items de-
fined under section 543 and §§ 1.543–1 
and 1.543–2, relating to personal hold-
ing company income, with the fol-
lowing exceptions: 

(a) The entire amount received as in-
terest, whether or not treated as rent, 
shall be considered to be foreign per-
sonal holding company income. Thus, 
the exception in the second sentence of 
section 543(a)(1) and paragraph (b)(2) of 
§ 1.543–1 (relating to interest treated as 
rent under section 543(a)(7) and para-
graph (b)(10) of § 1.543–1), is inapplicable 
for the purpose of determining foreign 
personal holding company income. 
Similarly, section 543(a)(7) and para-
graph (b)(10) of § 1.543–1 are applied for 
this purpose without regard to the in-
terest described in that section. 

(b)(1) The entire amount received as 
royalties, whether or not mineral, oil, 
or gas royalties, or copyright royalties, 
shall be considered to be foreign per-
sonal holding company income. Thus, 
subparagraphs (A) and (B) of section 
543(a)(8) and paragraph (b)(11)(i) (a) and 
(b) of § 1.543–1 (relating to mineral, oil, 
or gas royalties), and subparagraphs 
(A), (B), and (C) of section 543(a)(9) and 
paragraph (b) (12)(ii) of § 1.543–1 (relat-
ing to copyright royalties), are inappli-
cable for the purpose of determining 
foreign personal holding company in-
come. 

(2) In computing foreign personal 
holding company income, the first sen-
tence of paragraph (b)(11)(ii) of § 1.543–1 
shall apply to overriding royalties re-
ceived from the sublessee by the oper-
ating company which originally leased 
and developed the natural resource 
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property in respect of which such over-
riding royalties are paid, and to min-
eral, oil, or gas production payments, 
only with respect to amounts received 
after September 30, 1958. 

[T.D. 6500, 25 FR 11737, Nov. 26, 1960, as 
amended by T.D. 6739, 29 FR 7715, June 17, 
1964] 

§ 1.554–1 Stock ownership. 
For regulations under section 554, see 

§ 1.552–3. 

§ 1.555–1 General rule. 
The gross income of a foreign cor-

poration which is a foreign personal 
holding company is computed the same 
as if the foreign corporation were a do-
mestic corporation which is a personal 
holding company. See section 542(a)(1) 
and § 1.542–2. The gross income of a for-
eign personal holding company thus in-
cludes income from all sources, wheth-
er within or without the United States, 
which is not specifically excluded from 
gross income under any other provi-
sions of the Code. For example, the 
gross income of a foreign personal 
holding company includes all income 
from sources outside the United States 
even though the foreign personal hold-
ing company is a foreign corporation 
not engaged in trade or business within 
the United States. However, the gross 
income of a foreign corporation which 
is a foreign personal holding company 
shall not include, with respect to a 
United States shareholder described in 
section 951(b), dividends received by 
such corporation which are excluded 
under section 959(b) from the income of 
such corporation with respect to such 
shareholder. 

[T.D. 6500, 25 FR 11737, Nov. 26, 1960, as 
amended by T.D. 6795, 30 FR 934, Jan. 29, 1965] 

§ 1.555–2 Additions to gross income. 
(a) If, for any taxable year: 
(1) A foreign corporation meets the 

stock ownership requirement specified 
in section 552(a)(2) and § 1.552–3, regard-
less of whatever day in its taxable year 
is the last day on which the required 
United States group exists, and 

(2) Such foreign corporation is a 
shareholder in a foreign personal hold-
ing company on any day of a taxable 
year of the second company which ends 

with or within the taxable year of the 
first company and such day is the last 
day in the taxable year of the second 
company in which the United States 
group exists with respect to the second 
company, then for the purpose of: 

(i) Determining whether the first 
company meets the specified gross in-
come requirement so as to come within 
the classification of a foreign personal 
holding company, and 

(ii) Determining the undistributed 
foreign personal holding company in-
come of the first company which (in 
the event the first company is a foreign 
personal holding company) is to be in-
cluded, in whole or in part, in the gross 
income of its shareholders, whether 
United States shareholders or other 
foreign personal holding companies, 
there shall be included as a dividend in 
the gross income of the first company 
for the taxable year in which or with 
which the taxable year of the second 
company ends, the amount the first 
company would have received as a divi-
dend, if on the last day referred to in 
this subparagraph there had been dis-
tributed by the second company, and 
received by the shareholders, an 
amount which bears the same ratio to 
the undistributed foreign personal 
holding company income of the second 
company for its taxable year as the 
portion of such taxable year up to and 
including such last day bears to the en-
tire taxable year. The foregoing rules 
apply to any chain of foreign corpora-
tions regardless of the number of cor-
porations included in the chain. 

(b) The application of section 555(b) 
may be illustrated by the following ex-
amples: 

Example 1. The X Corporation is a foreign 
corporation whose stock is owned by A, a 
United States citizen. The X Corporation 
owns the entire stock of the Y Corporation, 
another foreign corporation. The taxable 
year of the X Corporation is the calendar 
year and the taxable year of the Y Corpora-
tion is the fiscal year ending June 30. For 
the fiscal year ending June 30, 1955, more 
than the required percentage of the Y Cor-
poration’s gross income consists of foreign 
personal holding company income and no 
part of the earnings for such year is distrib-
uted as dividends. On the basis of these facts 
the Y Corporation is a foreign personal hold-
ing company for the fiscal year ending June 
30, 1955. The X Corporation meets the stock 
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ownership requirement and constitutes a for-
eign personal holding company for 1955, if it 
also meets the gross income requirement. 
For the purpose of determining whether the 
X Corporation meets the gross income re-
quirements, the entire undistributed foreign 
personal holding company income of the Y 
Corporation for the fiscal year ending June 
30, 1955, must be included as a dividend in the 
gross income of the X Corporation for 1955, 
since: 

(1) The X Corporation was a shareholder in 
the Y Corporation on a day (June 30, 1955) in 
the taxable year of the Y Corporation ending 
with or within the taxable year of the X Cor-
poration, which day was the last day in the 
taxable year of the Y Corporation on which 
the United States group required with re-
spect to the Y Corporation existed, 

(2) Such last day was also the end of the Y 
Corporation’s taxable year so that the por-
tion of the taxable year of the Y Corporation 
up to and including such last day is equal to 
100 percent of the taxable year of the Y Cor-
poration, and, therefore, the portion of the 
undistributed foreign personal holding com-
pany income of the Y Corporation includible 
in the gross income of its shareholders is 
likewise equal to 100 percent, and 

(3) The X Corporation being the sole share-
holder of the Y Corporation must include 
such portion in its gross income for 1955, the 
taxable year in which or with which the tax-
able year of the Y Corporation ends. If, after 
the inclusion of the presumptive dividend in 
its gross income, the X Corporation is a for-
eign personal holding company for 1955, then 
the undistributed foreign personal holding 
company income of the Y Corporation must 
also be included as a dividend in the gross in-
come of the X Corporation in determining its 
undistributed foreign personal holding com-
pany income which is to be included in the 
gross income of A, the sole shareholder in 
the X Corporation. On the other hand, if, 
after including such presumptive dividend, 
the X Corporation does not constitute a for-
eign personal holding company, the undis-
tributed foreign personal holding company 
income of the Y Corporation is not includible 
in the gross income of the X Corporation. 

Example 2. The X Corporation referred to in 
example 1 sold the stock in the Y Corpora-
tion to other interests on September 30, 1955, 
so that after that date no United States 
group existed with respect to the Y Corpora-
tion. For the fiscal year ending June 30, 1956, 
more than the required percentage of the 
gross income of the Y Corporation consists 
of foreign personal holding company income. 
The taxable income of the Y Corporation for 
such fiscal year amounts to $1,000,000, of 
which $900,000 is distributed in dividends 
after September 30, 1955. The undistributed 
foreign personal holding company income of 
the Y Corporation for such fiscal year 
amounts to $100,000. Upon the basis of these 

facts the Y Corporation is a foreign personal 
holding company for the fiscal year ending 
June 30, 1956, since at one time in such fiscal 
year, or from July 1 to and including Sep-
tember 30, 1955, it meets the stock ownership 
requirement, and the gross income require-
ment is also satisfied. In determining wheth-
er the X Corporation constitutes a foreign 
personal holding company for 1956, a portion 
of the undistributed foreign personal holding 
company income of the Y Corporation for 
the fiscal year ending June 30, 1956 (three- 
twelfths of $100,000, or $25,000), must be in-
cluded as a dividend in the gross income of 
the X Corporation, since: 

(1) The X Corporation was a shareholder in 
the Y Corporation on September 30, 1955, or 
on a day in the taxable year of the Y Cor-
poration ending with or within the taxable 
year of the X Corporation which day was the 
last day in the Y Corporation’s taxable year 
on which the United States group required 
with respect to the Y Corporation existed. 

(2) The portion of the taxable year of the Y 
Corporation up to and including such day is 
three-twelfths of the entire taxable year of 
the Y Corporation and, therefore, the portion 
of the undistributed foreign personal holding 
company income of the Y Corporation in-
cludible in the gross income of its share-
holders also is equal to three-twelfths, and 

(3) The X Corporation, being the sole 
shareholder of the Y Corporation at the time 
the United States group with respect to the 
Y Corporation last existed, must include all 
of such portion in its gross income for 1956, 
the taxable year of the X Corporation in 
which or with which the taxable year of the 
Y Corporation ends. 

It is to be observed that three-twelfths of the 
undistributed foreign personal holding com-
pany income of the Y Corporation for the en-
tire taxable year and not the earnings real-
ized by the Y Corporation up to and includ-
ing September 30, 1955, the last day on which 
the United States group with respect to the 
Y Corporation existed, must be included in 
the gross income of the X Corporation. 

Example 3. The X Corporation referred to in 
example 1 sold the stock in the Y Corpora-
tion to other interests on September 30, 1955, 
so that after that date a different United 
States group existed with respect to the Y 
Corporation. Assuming that the Y Corpora-
tion is a foreign personal holding company 
for the fiscal year ending June 30, 1956, no 
part of the undistributed foreign personal 
holding company income of the Y Corpora-
tion for such fiscal year would, in this in-
stance, be includible in the gross income of 
the X Corporation for the year 1956, in deter-
mining whether the X Corporation is a for-
eign personal holding company for that year. 
In such case, the undistributed foreign per-
sonal holding company income of the Y Cor-
poration is includible in the gross income of 
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the other foreign personal holding compa-
nies, if any, and of the United States share-
holders who are shareholders in the Y Cor-
poration the day after September 30, 1955, 
which was the last day in the taxable year of 
the Y Corporation on which the United 
States group withrespect to the Y Corpora-
tion existed. If, however, the X Corporation 
sells 90percent of its stock in the Y Corpora-
tion and thus is a minority shareholder in 
the Y Corporation on the last day of the tax-
able year of the Y Corporation on which the 
United States group with respect to the Y 
Corporation exists, the portion of the undis-
tributed foreign personal holding company 
income allocable to the minority interests of 
the X Corporation would be includible in the 
gross income of the X Corporation, even 
though on such last day the United States 
group is not the same with respect to both 
corporations. 

Example 4. If the Y Corporation in example 
1 owns all of the stock of the Z Corporation, 
another foreign corporation, there would be 
a chain of three foreign corporations. In such 
case, assuming that the Z Corporation is a 
foreign personal holding company for a tax-
able year ending with or within the taxable 
year of the Y Corporation, the undistributed 
foreign personal holding company income of 
the Z Corporation would be included in the 
gross income of the Y Corporation for the 
purpose of determining whether the Y Cor-
poration comes within the classification of a 
foreign personal holding company. If, after 
the inclusion of such presumptive dividend, 
the Y Corporation is a foreign personal hold-
ing company, the undistributed foreign per-
sonal holding company income of the Z Cor-
poration would be included in the gross in-
come of the Y Corporation in determining 
the undistributed foreign personal holding 
company income of the Y Corporationwhich 
is includible in the gross income of its share-
holder, the X Corporation. The same process 
would be repeated with respect to deter-
mining whether the X Corporation is a for-
eign personal holding company and in deter-
mining its undistributed foreign personal 
holding company income. If all three cor-
porations are foreign personal holding com-
panies, the undistributed foreign personal 
holding company income of each would, in 
this manner, be reflected as a dividend in the 
gross income of A, the ultimate beneficial 
shareholder of the chain. In the event that 
after the inclusion of the undistributed for-
eign personal holding company income of the 
Z Corporation in the gross income of the Y 
Corporation, the Y Corporation is not a for-
eign personal holding company, then no part 
of the income of either the Z Corporation or 
the Y Corporation would be includible in the 
gross income of the X Corporation. In that 
event, whether the X Corporation is a for-
eign personal holding company, and its un-
distributed foreign personal holding com-

pany income, would be determined independ-
ently of the income of the Y Corporation and 
the Z Corporation. 

§ 1.556–1 Definition. 

Undistributed foreign personal hold-
ing company income is the amount 
which is to be included in the gross in-
come of the United States shareholders 
under section 551(b) and § 1.551–2. Undis-
tributed foreign personal holding com-
pany income is the taxable income of 
the foreign personal holding company, 
as defined in section 63(a) (computed 
without regard to subchapter N, chap-
ter 1 of the Code), and adjusted in the 
manner described in section 556(b) and 
§ 1.556–2, less the deduction for divi-
dends paid (§§ 1.561–1 through 1.565–6). 
See § 1.556–3 for an illustration of the 
computation of undistributed foreign 
personal holding company income. 

§ 1.556–2 Adjustments to taxable in-
come. 

(a) Taxes—(1) General rule. (i) In com-
puting undistributed foreign personal 
holding company income for any tax-
able year, there shall be allowed as a 
deduction the Federal income and ex-
cess profits taxes accrued during the 
taxable year except that no deduction 
shall be allowed for (a) the accumu-
lated earnings tax imposed by section 
531 (or a corresponding section of a 
prior law), (b) the personal holding 
company tax imposed by section 541 (or 
a corresponding section of a prior law), 
and (c) the excess profits tax imposed 
by subchapter E, chapter 2 of the Inter-
nal Revenue Code of 1939 for taxable 
years beginning after December 31, 
1940. The deduction is for taxes for the 
taxable year determined under the ac-
crual method of accounting, regardless 
of whether the corporation uses an ac-
crual method of accounting, the cash 
receipts and disbursements method, or 
any other allowable method of ac-
counting. In computing the amount of 
taxes accrued, an unpaid tax which is 
being contested is not considered ac-
crued until the contest is resolved. 

(ii) However, the corporation shall 
deduct taxes paid, rather than taxes 
accrued, if it used that method with re-
spect to Federal taxes for each taxable 
year for which it was subject to the 
provisions of supplement P, subchapter 
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C, chapter 1 of the Internal Revenue 
Code of 1939, unless an election is made 
under subparagraph (2) of this para-
graph to deduct taxes accrued. 

(2) Election by corporation which de-
ducted taxes paid. (i) If the corporation 
was subject to supplement P, sub-
chapter C, chapter 1 of the Internal 
Revenue Code of 1939, and, for the pur-
pose of computing undistributed sup-
plement P net income under such Code, 
deducted Federal taxes paid, rather 
than such taxes accrued, for each tax-
able year for which it was subject to 
supplement P of the 1939 Code, the cor-
poration may elect for any taxable 
year ending after August 16, 1954, to de-
duct taxes accrued, rather than taxes 
paid, for the purpose of computing its 
undistributed foreign personal holding 
company income. The election shall be 
made by deducting such taxes accrued 
in the return (Form 958) required to be 
filed for such taxable year. The return 
shall, in addition, contain a statement 
that the corporation has made such 
election and shall set forth the year to 
which such election was first applica-
ble. The deduction of taxes accrued in 
the year of election precludes the de-
duction of taxes paid during such year. 
The election, if made, shall be irrev-
ocable and the deduction for taxes ac-
crued shall be allowed for the year of 
election and for all subsequent taxable 
years. See section 6035 and the regula-
tions thereunder for rules relative to 
the filing of returns of officers, direc-
tors, and shareholders of foreign per-
sonal holding companies. 

(ii) Pursuant to section 7851(a)(1)(C), 
the election provided for in subdivision 
(i) of this subparagraph may be made 
with respect to a taxable year ending 
after August 16, 1954, even though such 
taxable year is subject to the Internal 
Revenue Code of 1939. 

(3) Taxes of foreign countries and 
United States possessions. In computing 
taxable income, a foreign personal 
holding company is allowed a deduc-
tion under section 164 for income, war 
profits, and excess-profits taxes paid or 
accrued during the taxable year to for-
eign countries or possessions of the 
United States, but is not allowed the 
foreign tax credit under section 901. 
Therefore, in computing undistributed 
foreign personal holding company in-

come for any taxable year, no adjust-
ment under section 556(b)(1) is allowed 
for such taxes. 

(b) Charitable contributions—(1) Tax-
able years beginning before January 1, 
1970. (i) Section 556(b)(2) provides that, 
in computing the deduction for chari-
table contributions for purposes of de-
termining the undistributed foreign 
personal holding company income of a 
corporation for taxable years beginning 
before January 1, 1970, the limitations 
in section 170(b)(1)(A) and (B), relating 
to charitable contributions by individ-
uals, shall apply and section 170(b)(2) 
and (5), relating to charitable contribu-
tions by corporations and carryover of 
certain excess charitable contributions 
made by individuals, respectively, shall 
not apply. 

(ii) Although the limitations of sec-
tion 170(b)(1)(A) and (B) are 10 and 20 
percent, respectively, of the individ-
ual’s adjusted gross income, the limita-
tions are applied for purposes of sec-
tion 556(b)(2) by using 10 and 20 per-
cent, respectively, of the corporation’s 
taxable income as adjusted for pur-
poses of section 170(b)(2), that is, the 
same amount of taxable income to 
which the 5-percent limitation applied. 
Thus, the term adjusted gross income 
when used in section 170(b)(1) means 
the corporation’s taxable income com-
puted with the adjustments, other than 
the 5-percent limitation, provided in 
the first sentence of section 170(b)(2). 
However, a further adjustment for this 
purpose is that the taxable income 
shall also be computed without the de-
duction of the amount disallowed 
under section 556(b)(5), relating to ex-
penses and depreciation applicable to 
property of the taxpayer, and section 
556(b)(6), relating to taxes and con-
tributions to pension trusts, and with-
out the inclusion of the amounts in-
cludible as dividends under section 
555(b), relating to the inclusion in gross 
income of a foreign personal holding 
company of its distributive share of the 
undistributed foreign personal holding 
company income of another company 
in which it is a shareholder. The carry-
over of charitable contributions made 
in a prior year, otherwise allowable as 
a deduction in computing taxable in-
come to the extent provided in section 
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170(b)(2) and, with respect to contribu-
tions paid in taxable years beginning 
after December 31, 1963, in section 
170(b)(5), shall not be allowed as a de-
duction in computing undistributed 
foreign personal holding company in-
come for any taxable year. 

(iii) See § 1.170–2 with respect to the 
charitable contributions to which the 
10-percent limitation is applicable and 
the charitable contributions to which 
the 20-percent limitation is applicable. 

(2) Taxable years beginning after De-
cember 31, 1969. (i) Section 556(b)(2) pro-
vides that, in computing the deduction 
allowable for charitable contributions 
for purposes of determining the undis-
tributed foreign personal holding com-
pany income of a corporation for tax-
able years beginning after December 31, 
1969, the limitations in section 170(b)(1) 
(A), (B), and (D)(i) (relating to chari-
table contributions by individuals) 
shall apply, and section 170(b)(1)(D)(ii) 
(relating to excess charitable contribu-
tions by individuals of certain capital 
gain property), section 170(b)(2) (relat-
ing to the 5-percent limitation on char-
itable contributions by corporations), 
and section 170(d) (relating to 
carryovers of excess contributions of 
individuals and corporations) shall not 
apply. 

(ii) Although the limitations of sec-
tion 170(b)(1) (A), (B), and (D)(i) are 50, 
20, and 30 percent, respectively, of an 
individual’s contribution base, these 
limitations are applied for purposes of 
section 556(b)(2) by using 50, 20, and 30 
percent, respectively, of the corpora-
tion’s taxable income as adjusted for 
purposes of section 170(b)(2), that is, 
the same amount of taxable income to 
which the 5-percent limitation applies. 
Thus, the term contribution base when 
used in section 170(b)(1) means the cor-
poration’s taxable income computed 
with the adjustments, other than the 5- 
percent limitation, provided in section 
170(b)(2). However, a further adjust-
ment for this purpose is that the tax-
able income shall also be computed 
without the deduction of the amount 
disallowed under section 556(b)(5), re-
lating to expenses and depreciation ap-
plicable to property of the taxpayer, 
and section 556(b)(6), relating to taxes 
and contributions to pension trusts, 
and without the inclusion of the 

amounts includible as dividends under 
section 555(b), relating to the inclusion 
in gross income of a foreign personal 
holding company of its distributive 
share of the undistributed foreign per-
sonal holding company income of an-
other company in which it is a share-
holder. The carryover of charitable 
contributions made in a prior year, 
otherwise allowable as a deduction in 
computing taxable income to the ex-
tent provided in section 170(b)(1) (D) 
(ii) and (d), shall not be allowed as a 
deduction in computing undistributed 
foreign personal holding company in-
come for any taxable year. 

(iii) See § 1.170A–8 for the rules with 
respect to the charitable contributions 
to which the 50-, 20-, and 30-percent 
limitations apply. 

(c) Special deductions disallowed. Part 
VIII, subchapter B, chapter 1 of the 
Code allows corporations special deduc-
tions in computing taxable income for 
such matters as partially tax-exempt 
interest, certain dividends received, 
dividends paid on certain preferred 
stock of public utilities, organizational 
expenses, etc. See section 241. For pur-
poses of computing undistributed for-
eign personal holding company income, 
such special deductions, except the de-
duction provided by section 248 (relat-
ing to organizational expenditures) 
and, with respect to such a computa-
tion for a taxable year ending before 
January 1, 1958, the deduction provided 
by section 242 (relating to partially 
tax-exempt interest), shall be dis-
allowed. 

(d) Net operating loss. The net oper-
ating loss deduction provided in sec-
tion 172 is not allowed for purposes of 
the computation of undistributed for-
eign personal holding company income. 
For purposes of such a computation, 
however, there is allowed as a deduc-
tion the amount of the net operating 
loss (as defined in section 172(c)) for the 
preceding taxable year, except that, in 
computing undistributed foreign per-
sonal holding company income for a 
taxable year ending after December 31, 
1957, the amount of such net operating 
loss shall be computed without the de-
ductions provided in part VIII (section 
241 and following) except section 248, 
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relating to organizational expendi-
tures, subchapter B, chapter 1 of the 
Code. 

(e) Expenses and depreciation applica-
ble to property of the corporation. (1) Sec-
tion 556(b)(5) provides a specific limita-
tion in computing undistributed for-
eign personal holding company income, 
with respect to the allowance of deduc-
tions for trade or business expenses and 
depreciation which are allocable to the 
operation and maintenance of property 
owned or operated by a foreign per-
sonal holding company. Under this lim-
itation these deductions shall not be 
allowed in excess of the aggregate 
amount of the rent or other compensa-
tion received for the use of, or the 
right to use, the property, unless it is 
established to the satisfaction of the 
Commissioner: 

(i) That the rent or other compensa-
tion received was the highest obtain-
able, or if none was received, that none 
was obtainable; 

(ii) That the property was held in the 
course of a business carried on bona 
fide for profit; and 

(iii) Either that there was reasonable 
expectation that the operation of the 
property would result in a profit, or 
that the property was necessary to the 
conduct of the business. 

(2) The burden of proof will rest upon 
the taxpayer to sustain the deduction 
claimed. If a United States share-
holder, in computing his distributive 
share of undistributed foreign personal 
holding company income to be included 
in gross income in his individual return 
(see section 551, and §§ 1.551–1 and 1.551– 
2), claims deductions for expenses and 
depreciation allocable to the operation 
and maintenance of property owned or 
operated by the company, in an aggre-
gate amount in excess of the rent or 
other compensation received for the 
use of, or the right to use, the prop-
erty, he shall attach to his income tax 
return a statement setting forth his 
claim for allowance of the additional 
deductions, together with a complete 
statement of the facts and cir-
cumstances pertinent to his claim and 
the arguments on which he relies. Such 
statement shall set forth: 

(i) A description of the property; 

(ii) The cost or other basis to the cor-
poration and the nature and value of 
the consideration paid for the property; 

(iii) The name and address of the per-
son from whom the property was ac-
quired and the date the property was 
acquired; 

(iv) The name and address of the per-
son to whom the property is leased or 
rented, or the person permitted to use 
the property, and the number of shares 
of stock, if any, held by such person 
and the members of his family; 

(v) The nature and gross amount of 
the rent or other compensation re-
ceived for the use of, or the right to 
use, the property during the taxable 
year and for each of the five preceding 
years and the amount of the expenses 
incurred with respect to, and the depre-
ciation sustained on, the property for 
such years; 

(vi) Evidence that the rent or other 
compensation was the highest obtain-
able, or, if none was received, a state-
ment of the reasons therefor; 

(vii) [Reserved]. For further guid-
ance, see § 1.556–2T(e)(2)(vii) and (3). 

(viii) The purpose for which the prop-
erty was used; 

(ix) The business carried on by the 
corporation with respect to which the 
property was held and the gross in-
come, expenses, and taxable income de-
rived from the conduct of such business 
for the taxable year and for each of the 
five preceding years; 

(x) A statement of any reasons which 
existed for expectation that the oper-
ation of the property would be profit-
able, or a statement of the necessity 
for the use of the property in the busi-
ness of the corporation, and the rea-
sons why the property was acquired; 
and 

(xi) Any other information pertinent 
to the taxpayer’s claim. 

(3) [Reserved]. For further guidance, 
see § 1.556–2T(e)(3). 

(f) Taxes and contributions to pension 
trusts. Section 164(e) provides for de-
duction by a corporation for taxes of a 
shareholder paid by it; section 404 pro-
vides for deduction by an employer for 
its contributions to an employees’ 
trust, etc. For the purpose of com-
puting undistributed foreign personal 
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holding company income, neither of 
these deductions is allowable. 

[T.D. 6500, 25 FR 11737, Nov. 26, 1960, as 
amended by T.D. 7207, 37 FR 20796, Oct. 5, 
1972; T.D. 9100, 68 FR 70704, Dec. 19, 2003] 

§ 1.556–2T Adjustments to taxable in-
come (temporary). 

(a) through (e)(2)(vi) [Reserved]. For 
further guidance, see § 1.556–2(a) 
through (e)(2)(vi). 

(e)(2)(vii) In the case of a return for a 
taxable year beginning before January 
1, 2003, a copy of the contract, lease, or 
rental agreement; 

(e)(2)(viii) through (xi) [Reserved]. 
For further guidance, see § 1.556– 
2(e)(2)(viii) through (xi). 

(3) If the statement described in 
§ 1.556–2(e)(2) is attached to a tax-
payer’s income tax return for a taxable 
year beginning after December 31, 2002, 
a copy of the applicable contract, lease 
or rental agreement is not required to 
be submitted with the return, but must 
be retained by the taxpayer and kept 
available for inspection in the manner 
required by § 1.6001–1(e). 

(f) [Reserved]. For further guidance, 
see § 1.556–2(f). 

[T.D. 9100, 68 FR 70705, Dec. 19, 2003; 69 FR 
5017, Feb. 3, 2004] 

§ 1.556–3 Illustration of computation of 
undistributed foreign personal 
holding company income. 

The method of computation of the 
undistributed foreign personal holding 
company income may be illustrated by 
the following example: 

Example. (a) The following facts exist with 
respect to the M Corporation, a foreign per-
sonal holding company, for the calendar year 
1954: 

(1) The gross income of the corporation as 
defined in section 555 amounts to $300,000, of 
which $85,000 represents its distributive 
share of the undistributed foreign personal 
holding company income of another foreign 
personal holding company in which it is a 
shareholder, $200,000 consists of dividends, 
$10,000 consists of fully taxable interest, and 
the remainder ($5,000) consists of rent re-
ceived from the principal shareholder of the 
corporation for the use of property owned by 
the corporation. 

(2) The expenses of the corporation amount 
to $85,000, of which $75,000 is allocable to the 
maintenance and operation of the property 
used by the principal shareholder and $10,000 
consists of ordinary and necessary office ex-

penses allowable as a deduction. The claim 
for deduction for the expenses of, and depre-
ciation on, the rented property in excess of 
the rent received for its use is not estab-
lished as provided in section 556(b)(5). The 
yearly depreciation on the rented property 
amounts to $30,000. 

(3) Federal income tax withheld at the 
source on the income of the corporation from 
sources within the United States amounts to 
$59,125. 

(4) No gain from the sale or exchange of 
stock or securities is realized during the tax-
able year, but losses in the amount of $10,000 
are sustained from the sale of stock or secu-
rities which constitute capital assets. Such 
losses are not allowed as a deduction in any 
amount. See section 1211(a). 

(5) Contributions, payment of which is 
made to or for the use of donees described in 
section 170(b)(1)(A) for the purposes therein 
specified, amount to $15,000, of which $5,000 is 
deductible in computing taxable income 
under section 63. 

(6) Dividends paid by the corporation to its 
shareholders during the taxable year amount 
to $50,000. 

(b) The taxable income of the corporation 
(including the distributive share of the un-
distributed foreign personal holding com-
pany income of the other foreign personal 
holding company) is $180,000, computed as 
follows (assuming for the purposes of this ex-
ample only that the expenses of, and depre-
ciation on, the rental property are deduct-
ible under sections 162 and 167): 

Income (Section 61) 
Dividends ............................................................. $200,000 
Interest ................................................................. 10,000 
Rent ..................................................................... 5,000 

Gross income as defined in section 61 215,000 
Add: 

Distributive share of undistributed income of 
the other foreign personal holding com-
pany (considered as a dividend) .............. 85,000 

Gross income as defined in section 
555 .............................................. 300,000 

Deductions (Section 161) 
Expenses allocable to operation of the rented 

property ............................................................ $75,000 
Depreciation of the rented property ..................... 30,000 
Ordinary and necessary expenses (office) .......... 10,000 
Contributions (within the 5-percent limitation 

specified in section 170(b) (2) ......................... 5,000 
120,000 

Taxable income for purposes of com-
puting undistributed foreign personal 
holding company income ................... 180,000 

(c) The undistributed foreign personal 
holding company income of the corporation 
is $160,875, computed as follows: 
Taxable income for purposes of computing un-

distributed foreign personal holding company 
income .............................................................. $180,000 
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Add (see section 556(b)): 
Contributions deductible in computing tax-

able income under section 63 .................. 5,000 
Excess property expenses and depreciation 

over amount of rent received for use of 
property ($105,000¥$5,000) .................... 100,000 

Total ............................................... 105,000 

Deduct (see section 556(b)): 
Federal income taxes ................................... 59,125 
Contributions (within the percentage limita-

tions specified in section 170(b)(1) (A) 
and (B), determined under the rules pro-
vided in section 556(b)(2)) ........................ 15,000 

Total ............................................... 74,125 

Net additions under section 556(b) ..................... 30,875 

Taxable income, as adjusted under 
section 556(b) ............................. 210,875 

Less: Deduction for dividends paid (see section 
561) .................................................................. 50,000 

Undistributed foreign personal holding 
company income ................................ 160,875 

DEDUCTION FOR DIVIDENDS PAID 

§ 1.561–1 Deduction for dividends paid. 
(a) The deduction for dividends paid 

is applicable in determining accumu-
lated taxable income under section 535, 
undistributed personal holding com-
pany income under section 545, undis-
tributed foreign personal holding com-
pany income under section 556, invest-
ment company taxable income under 
section 852, and real estate investment 
trust taxable income under section 857. 
The deduction for dividends paid in-
cludes: 

(1) The dividends paid during the tax-
able year; 

(2) The consent dividends for the tax-
able year, determined as provided in 
section 565; and 

(3) In the case of a personal holding 
company, the dividend carryover com-
puted as provided in section 564. 

(b) For dividends for which the divi-
dends paid deduction is allowable, see 
section 562 and § 1.562–1. As to when 
dividends are considered paid, see 
§ 1.561–2. 

[T.D. 6500, 25 FR 11737, Nov. 26, 1960, as 
amended by T.D. 6598, 27 FR 4093, Apr. 28, 
1962] 

§ 1.561–2 When dividends are consid-
ered paid. 

(a) In general. (1) A dividend will be 
considered as paid when it is received 
by the shareholder. A deduction for 

dividends paid during the taxable year 
will not be permitted unless the share-
holder receives the dividend during the 
taxable year for which the deduction is 
claimed. See section 563 for special rule 
with respect to dividends paid after the 
close of the taxable year. 

(2) If a dividend is paid by check and 
the check bearing a date within the 
taxable year is deposited in the mails, 
in a cover properly stamped and ad-
dressed to the shareholder at his last 
known address, at such time that in 
the ordinary handling of the mails the 
check would be received by the share-
holder within the taxable year, a pre-
sumption arises that the dividend was 
paid to the shareholder in such year. 

(3) The payment of a dividend during 
the taxable year to the authorized 
agent of the shareholder will be 
deemed payment of the dividend to the 
shareholder during such year. 

(4) If a corporation, instead of paying 
the dividend directly to the share-
holder, credits the account of the 
shareholder on the books of the cor-
poration with the amount of the divi-
dend, the deduction for a dividend paid 
will not be permitted unless it be 
shown to the satisfaction of the Com-
missioner that such crediting con-
stituted payment of the dividend to the 
shareholder within the taxable year. 

(5) A deduction will not be permitted 
for the amount of a dividend credited 
during the taxable year upon an obliga-
tion of the shareholder to the corpora-
tion unless it is shown to the satisfac-
tion of the Commissioner that such 
crediting constituted payment of the 
dividend to the shareholder within the 
taxable year. 

(6) If the dividend is payable in obli-
gations of the corporation, they should 
be entered or registered in the taxable 
year on the books of the corporation, 
in the name of the shareholder (or his 
nominee or transferee), and, in the case 
of obligations payable to bearer, should 
be received in the taxable year by the 
shareholder (or his nominee or trans-
feree) to constitute payment of the div-
idend within the taxable year. 

(7) In the case of a dividend from 
which the tax has been deducted and 
withheld as required by chapter 3 (sec-
tion 1441 and following), of the Code 
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