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(2) Expiration date. The applicability 
of paragraph (b)(1)(vi) of this section 
will expire on July 1, 2011. 

[T.D. 8209, 53 FR 22171, June 14, 1988, as 
amended at T.D. 9406, 73 FR 38117, July 3, 
2008] 

§ 1.956–3T Certain trade or service re-
ceivables acquired from United 
States persons (temporary). 

(a) In general. For purposes of section 
956(a) and § 1.956–1, the term ‘‘United 
States property’’ also includes any 
trade or service receivable if the trade 
or service receivable is acquired (di-
rectly or indirectly) after March 1, 
1984, from a related person who is a 
United States person (as defined in sec-
tion 7701(a)(30)) (hereinafter referred to 
as a ‘‘related United States person’’) 
and the obligor under the receivable is 
a United States person. A trade or 
service receivable described in this 
paragraph shall be considered to be 
United States property notwith-
standing the exceptions (other than 
subparagraph (H)) contained in section 
956(b)(2). The terms ‘‘trade or service 
receivable’’ and ‘‘related person’’ have 
the respective meanings given to such 
terms by section 864(d) and the regula-
tions thereunder. For purposes of this 
section, the exception contained in 
§ 1.956–2T(d)(2)(i)(B) for short-term obli-
gations shall not apply to service re-
ceivables described in this paragraph. 

(b) Acquisition of a trade or service re-
ceivable—(1) General rule. The rules of 
§ 1.864–8T(c)(1) shall be applied to deter-
mine whether a controlled foreign cor-
poration has acquired a trade or serv-
ice receivable. 

(2) Indirect acquisitions—(i) Acquisition 
through unrelated person. A trade or 
service receivable will be considered to 
be acquired from a related person if it 
is acquired from an unrelated person 
who acquired (directly or indirectly) 
such receivable from a person who is a 
related person to the acquiring person. 

(ii) Acquisition by nominee or pass- 
through entity. A controlled foreign cor-
poration will be considered to have ac-
quired a trade or service receivable of a 
related United States person held on 
its behalf: 

(A) By a nominee or by a partnership, 
simple trust, S corporation or other 
pass-through entity to the extent the 

controlled foreign corporation owns 
(directly or indirectly) a beneficial in-
terest in such partnership or other 
pass-through entity; or 

(B) By another foreign corporation 
that is controlled by the controlled for-
eign corporation, if one of the principal 
purposes for creating, organizing, or 
funding such other foreign corporation 
(through capital contributions or debt) 
is to avoid the application of section 
956. See § 1.956–1T. 
The rule of this paragraph (b)(2)(ii) 
does not limit the application of para-
graph (b)(2)(iii) of this section regard-
ing the characterization of trade or 
service receivables of unrelated persons 
acquired pursuant to certain swap or 
pooling arrangements. The following 
examples illustrate the application of 
this paragraph (b)(2)(ii). 

Example 1. FS1, a controlled foreign cor-
poration with substantial accumulated earn-
ings and profits, contributes $2,000,000 to PS, 
a partnership, in exchange for a 20 percent 
limited partnership interest in PS. PS pur-
chases trade or service receivables of FS1’s 
domestic parent, P. The obligors under the 
receivables are United States persons. PS 
does not purchase receivables of any person 
who is related to any other partner in PS. 
Under paragraph (b)(2)(ii)(A) of this section, 
there is an investment of the earnings of FS1 
in United States property equal to 20 percent 
of PS’s basis in the receivables of P. 

Example 2. FS1, a controlled foreign cor-
poration, has accumulated more than 
$3,000,000 in earnings and profits. It organizes 
a wholly-owned foreign corporation, FS2, 
with a $2,000,000 equity contribution. FS2 has 
no earnings and profits. FS2 uses the funds 
to purchase trade or service receivables of 
FS1’s domestic parent, P. The obligors under 
the receivables are United States persons. 
Under paragraph (b)(2)(ii)(B) of this section, 
there is an investment of the earnings of FS1 
in United States property equal to $2,000,000. 

(iii) Swap or pooling arrangements. A 
trade or service receivable of an unre-
lated person will be considered to be a 
trade or service receivable acquired 
from a related United States person 
and subject to the rules of this section 
if it is acquired in accordance with an 
arrangement that involves two or more 
groups of related persons that are unre-
lated to each other and the effect of 
the arrangement is that one or more 
related persons in each group acquire 
(directly or indirectly) trade or service 
receivables of one or more unrelated 
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United States persons who are also par-
ties to the arrangement, in exchange 
for reciprocal purchases of receivables 
of United States persons in the first 
group. The following example illus-
trates the application of this paragraph 
(b)(2)(iii). 

Example. Controlled foreign corporations 
A, B, C, and D are wholly-owned subsidiaries 
of domestic corporations M, N, O, and P, re-
spectively. M, N, O, and P are not related 
persons. According to a prearranged plan, A, 
B, C, and D each acquire trade or service re-
ceivables of M, N, O, and/or P. The obligors 
under some or all of the receivables acquired 
by each of A, B, C, and D are United States 
persons. Because the effect of this arrange-
ment is that the unrelated groups acquire 
each other’s trade or service receivables of 
United States persons pursuant to the ar-
rangement, there is an investment of the 
earnings of each of A, B, C, and D in United 
States property to the extent of the purchase 
price of those receivables under which the 
obligors are United States persons. 

(iv) Financing arrangements. If a con-
trolled foreign corporation participates 
(directly or indirectly) in a lending 
transaction that results in a loan to a 
United States person who purchases 
property described in section 1221(1) 
(hereinafter referred to as ‘‘inventory 
property’’) or services of a related 
United States person, or to any person 
who purchases trade or service receiv-
ables of a related United States person 
under which the obligor is a United 
States person, or to a person who is re-
lated to any such purchaser, and if the 
loan would not have been made or 
maintained on the same terms but for 
the corresponding purchase, then the 
controlled foreign corporation shall be 
considered to have indirectly acquired 
a trade or service receivable described 
in paragraph (a) of this section. For 
purposes of this paragraph (b)(2)(iv), it 
is immaterial that the sums lent are 
not, in fact, the sums used to finance 
the purchase of the inventory property 
or services or trade or service receiv-
ables of a related United States person. 
The amount to be taken into account 
with respect to the controlled foreign 
corporation’s investment in United 
States property (resulting from appli-
cation of this paragraph (b)(2)(iv)) shall 
be the amount lent pursuant to a lend-
ing transaction described in this para-
graph (b)(2)(iv), if the amount lent is 

equal to or less than the purchase price 
of the inventory property, services, or 
trade or service receivables. If the 
amount lent is greater than the pur-
chase price of the inventory property, 
services or receivables, the amount to 
be taken into account shall be the pur-
chase price. The following examples il-
lustrate the application of this para-
graph (b)(2)(iv). 

Example 1. P, a domestic corporation, owns 
all of the outstanding stock of FS1, a con-
trolled foreign corporation. P sells equip-
ment for $2,000,000 to X, an unrelated United 
States person. FS1 makes a $1,000,000 short- 
term loan to X, which loan would not have 
been made or maintained on the same terms 
but for X’s purchase of P’s equipment. Be-
cause FS1 directly participates in a lending 
transaction described in this paragraph 
(b)(2)(iv), FS1 is considered to have acquired 
the receivable of a related United States per-
son. Thus, there is an investment of FS1’s 
earnings and profits in United States prop-
erty in the amount of $1,000,000. 

Example 2. The facts are the same as in Ex-
ample 1, except that instead of loaning 
money to X directly, FS1 deposits $3,000,000 
with an unrelated financial institution that 
loans $2,000,000 to X in order for X to pur-
chase P’s equipment. The loan would not 
have been made or maintained on the same 
terms but for the corresponding deposit. Ac-
cordingly, the deposit and the loan are treat-
ed as a direct loan from FS1 to X. See Rev. 
Rul. 87–89, 1987–37 I.R.B. 16. Because FS1 indi-
rectly participates in a lending transaction 
described in this paragraph (b)(2)(iv), FS1 is 
considered to have acquired the receivable of 
a related United States person. Thus, there 
is an investment of FS1’s earnings and prof-
its in United States property in the amount 
of $2,000,000. 

Example 3. P, a domestic corporation, owns 
all of the outstanding stock of FS1, a con-
trolled foreign corporation. FS1 makes a 
$3,000,000 loan to U, an unrelated foreign cor-
poration, in connection with U’s purchase for 
$2,000,000 of receivables from the sale of in-
ventory property by P to United States obli-
gors. Because FS1 directly participates in a 
lending transaction described in this para-
graph (b)(2)(iv), FS1 is considered to have ac-
quired receivables of a related United States 
person. Thus, there is an investment of FS1’s 
earnings and profits in United States prop-
erty in the amount of $2,000,000. 

(c) Substitution of obligor. For pur-
poses of this section, the substitution 
of another person for a United States 
obligor may be disregarded. Thus, if a 
purchaser who is a United States per-
son arranges for a foreign person to 

VerDate Mar<15>2010 16:23 Apr 26, 2011 Jkt 223093 PO 00000 Frm 00407 Fmt 8010 Sfmt 8010 Q:\26\26V10 ofr150 PsN: PC150



398 

26 CFR Ch. I (4–1–11 Edition) § 1.957–1 

pay a United States seller of inventory 
property or services and the seller 
transfers by sale or otherwise to its 
own controlled foreign corporation the 
foreign person’s obligation for pay-
ment, then the acquisition of the for-
eign person’s obligation shall con-
stitute an investment in United States 
property by the seller’s controlled for-
eign corporation, unless it can be dem-
onstrated by the parties to the trans-
action that the primary purpose for the 
arrangement was not the avoidance of 
section 956. The following example il-
lustrates the application of this para-
graph. 

Example. P, a domestic corporation, owns 
all of the outstanding stock of FS1, a con-
trolled foreign corporation with substantial 
accumulated earnings and profits. P sells 
equipment to X, a domestic corporation un-
related to P. To pay for the equipment, X ar-
ranges for a foreign financing entity to issue 
a note to P. P then sells the note to FS1. FS1 
has made an investment in United States 
property in the amount of the purchase price 
of the note. 

[T.D. 8209, 53 FR 22169, June 14, 1988] 

§ 1.957–1 Definition of controlled for-
eign corporation. 

(a) In general. The term controlled for-
eign corporation means any foreign cor-
poration of which more than 50 percent 
(or such lesser amount as is provided in 
section 957(b) or section 953(c)) of ei-
ther— 

(1) The total combined voting power 
of all classes of stock of the corpora-
tion entitled to vote; or 

(2) The total value of the stock of the 
corporation, is owned within the mean-
ing of section 958(a), or (except for pur-
poses of section 953(c)) is considered as 
owned by applying the rules of section 
958(b) and § 1.958–2, by United States 
shareholders on any day during the 
taxable year of such foreign corpora-
tion. For the definition of the term 
United States shareholder, see sections 
951(b) and 953(c)(1)(A). For the defini-
tion of the term foreign corporation, see 
§ 301.7701–5 of this chapter (Procedure 
and Administration Regulations). For 
the treatment of associations as cor-
porations, see section 7701(a)(3) and 
§§ 301.7701–1 and 301.7701–2 of this chap-
ter. For the definition of the term 
stock, see sections 958(a)(3) and 
7701(a)(7). For the classification of a 

member in an association, joint stock 
company or insurance company as a 
shareholder, see section 7701(a)(8). 

(b) Percentage of total combined voting 
power owned by United States share-
holders—(1) Meaning of combined voting 
power. In determining for purposes of 
paragraph (a) of this section whether 
United States shareholders own the 
requisite percentage of total combined 
voting power of all classes of stock en-
titled to vote, consideration will be 
given to all the facts and cir-
cumstances of each case. In all cases, 
however, United States shareholders of 
a foreign corporation will be deemed to 
own the requisite percentage of total 
combined voting power with respect to 
such corporation— 

(i) If they have the power to elect, 
appoint, or replace a majority of that 
body of persons exercising, with re-
spect to such corporation, the powers 
ordinarily exercised by the board of di-
rectors of a domestic corporation; 

(ii) If any person or persons elected 
or designated by such shareholders 
have the power, where such share-
holders have the power to elect exactly 
one-half of the members of such gov-
erning body of such foreign corpora-
tion, either to cast a vote deciding an 
evenly divided vote of such body or, for 
the duration of any deadlock which 
may arise, to exercise the powers ordi-
narily exercised by such governing 
body; or 

(iii) If the powers which would ordi-
narily be exercised by the board of di-
rectors of a domestic corporation are 
exercised with respect to such foreign 
corporation by a person whom such 
shareholders have the power to elect, 
appoint, or replace. 

(2) Shifting of formal voting power. Any 
arrangement to shift formal voting 
power away from United States share-
holders of a foreign corporation will 
not be given effect if in reality voting 
power is retained. The mere ownership 
of stock entitled to vote does not by 
itself mean that the shareholder own-
ing such stock has the voting power of 
such stock for purposes of section 957. 
For example, if there is any agreement, 
whether express or implied, that any 
shareholder will not vote his stock or 
will vote it only in a specified manner, 
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