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832(b)(4)(B) and in accordance with the
rules prescribed in paragraph (c) of
§1.953-4 for purposes of determining
taxable income of a controlled foreign
corporation under paragraph (a) of
§1.953-4,

(b) The mean of such corporation’s
unpaid losses at the beginning and end
of the taxable year, determined under
section 832(b)(5)(B),

(¢) The mean of the items described
in section 810(c)(4) at the beginning and
end of the taxable year, to the extent
allowable to such corporation under
section 832(c)(11),

(d) The mean of other liabilities at
the beginning and end of the taxable
year which are attributable to the rein-
suring and issuing of insurance and an-
nuity contracts, and

(e) The mean of the earnings and
profits accumulated by such corpora-
tion at the beginning and end of the
taxable year (determined without dimi-
nution by reason of any distributions
made during the taxable year) which
are attributable to the reinsuring and
issuing of insurance and annuity con-
tracts.

(iii) Denominator. The denominator
used for purposes of the apportionment
under subdivision (i) of this subpara-
graph shall be the mean of the value of
the total assets held by the controlled
foreign corporation at the beginning
and end of the taxable year, deter-
mined in the manner prescribed in sub-
paragraph (2)(iii) of this paragraph.

(d) Separate accounting. The special
rules prescribed in paragraph (c) of this
section shall not apply if the district
director determines that the controlled
foreign corporation, in good faith and
unaffected by considerations of tax li-
ability, regularly employs in its books
of account a detailed segregation of re-
ceipts, expenditures, assets, liabilities,
and net worth which clearly reflects
the income derived from the reinsuring
or issuing of insurance or annuity con-
tracts. The district director, in making
such determination, shall give effect to
any foreign law, satisfactory evidence
of which is presented by the United
States shareholder to the district di-
rector, which requires a reasonable seg-
regation of the insurance assets of the
controlled foreign corporation.

[T.D. 6781, 29 FR 18211, Dec. 23, 1964]

§1.953-6

§1.953-6 Relationship of sections 953
and 954.

(a) Priority of application. For pur-
poses of determining the subpart F in-
come of a controlled foreign corpora-
tion under section 952 for any taxable
year, the provisions of section 954, re-
lating to foreign base company income,
shall be applied, after first applying
section 953, only with respect to in-
come which is not income derived from
the insurance of United States risks
under section 953. For example, the
provisions of section 954 may be applied
with respect to the income of a con-
trolled foreign corporation which is not
income derived from the insurance of
United States risks under section 953
because such corporation does not sat-
isfy the b-percent minimum premium
requirement prescribed in paragraph
(b) of §1.953-1, even though such cor-
poration has taxable income, as deter-
mined under §1.953-4, which is attrib-
utable to the reinsuring or the issuing
of any insurance or annuity contracts
in connection with United States risks.
In addition, the provisions of section
954 may apply with respect to the in-
come of a controlled foreign corpora-
tion to the extent such income is not
allocated or apportioned under §1.953-4
to the insurance of United States risks.

(b) Decrease in income not material. 1t
is not material that the income of a
controlled foreign corporation is de-
creased as a result of the application of
paragraph (a) of this section. Thus, in
applying §1.953-4 to the income of a
controlled foreign corporation de-
scribed in paragraph (c)(2) of §1.953-5
which would, but for paragraph (a) of
this section, be subject to the provi-
sions of section 954, there shall be al-
lowed, in determining the taxable in-
come derived from the insurance of
United States risks under §1.953-4, a
deduction under section 809(a)(1) for
the share of each and every item of in-
vestment yield set aside for policy-
holders; it is not material that in de-
termining foreign base company in-
come such deduction would not be al-
lowed under section 954(b)(5). Further,
income of a controlled foreign corpora-
tion which is required to be taken into
account under section 953 in deter-
mining income derived from the insur-
ance of United States risks and would,
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§1.954-0

but for the provisions of paragraph (a)
of this section, constitute foreign base
company income under section 954
shall not be taken into account under
section 954(b)(3)(B) in determining
whether foreign base company income
exceeds 70 percent of gross income for
the taxable year.

(c) Increase in income not material. 1t
is not material that the income of a
controlled foreign corporation is in-
creased as a result of the application of
paragraph (a) of this section. Thus, in
applying §1.953-4 to income of a con-
trolled foreign corporation which
would, but for paragraph (a) of this sec-
tion, be subject to the provisions of
section 954, it is not material that the
dividends, interest, and gains from the
sale or exchange of stock or securities
derived from certain investments
which would not be included in foreign
personal holding company income
under section 954(c)(3)(B) are included
under section 953 in income derived
from the insurance of United States
risks. Further, income of a controlled
foreign corporation which is required
to be taken into account under section
953 in determining income derived from
the insurance of United States risks
and would, but for paragraph (a) of this
section, constitute foreign base com-
pany income shall not be excluded
under section 954(b)(3)(A) for the tax-
able year.

[T.D. 6781, 29 FR 18212, Dec. 23, 1964]

§1.954-0 Introduction.

(a) Effective dates—(1) Final regula-
tions—(i) In general. Except as other-
wise specifically provided, the provi-
sions of §§1.954-1 and 1.954-2 apply to
taxable years of a controlled foreign
corporation beginning after November
6, 1995. If any of the rules described in
§§1.954-1 and 1.954-2 are inconsistent
with provisions of other regulations
under subpart F, these final regula-
tions are intended to apply instead of
such other regulations.

(i1) Election to apply final regulations
retroactively—(A) Scope of election. An
election may be made to apply the
final regulations retroactively with re-
spect to any taxable year of the con-
trolled foreign corporation beginning
on or after January 1, 1987. If such an
election is made, these final regula-
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tions must be applied in their entirety
for such taxable year and all subse-
quent taxable years. All references to
section 11 in the final regulations shall
be deemed to include section 15, where
applicable.

(B) Manner of making election. An
election under this paragraph (a)(1)(ii)
is binding on all United States share-
holders of the controlled foreign cor-
poration and must be made—

(I) By the controlling United States
shareholders, as defined in §1.964-
1(c)(6), by attaching a statement to
such effect with their original or
amended income tax returns for the
taxable year of such United States
shareholders in which or with which
the taxable year of the CFC ends, and
including any additional information
required by applicable administrative
pronouncements, or

(2) In such other manner as may be
prescribed in applicable administrative
pronouncements.

(C) Time for making election. An elec-
tion may be made under this paragraph
(a)(1)(i1) with respect to a taxable year
of the controlled foreign corporation
beginning on or after January 1, 1987
only if the time for filing a return or
claim for refund has not expired for the
taxable year of any United States
shareholder of the controlled foreign
corporation in which or with which
such taxable year of the controlled for-
eign corporation ends.

(D) Revocation of election. An election
made under this paragraph (a)(1)(ii)
may not be revoked.

(2) Temporary regulations. The provi-
sions of §§4.954-1 and 4.954-2 of this
chapter apply to taxable years of a con-
trolled foreign corporation beginning
after December 31, 1986 and on or before
November 6, 1995. However, the provi-
sions of §4.954-2(b)(6) of this chapter
continue to apply. For transactions en-
tered into on or before October 10, 1995,
taxpayers may rely on Notice 89-90,
1989-2 C.B. 407, in applying the tem-
porary regulations.

(3) §§1.954A-1 and 1.954A-2. The provi-
sions of §§1.954A-1 and 1.954A-2 (as con-
tained in 26 CFR part 1 edition revised
April 1, 1995) apply to taxable years of
a controlled foreign corporation begin-
ning before January 1, 1987. All ref-
erences therein to sections of the Code
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