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Corporation from C, the result is the same as
in paragraph (b) of this example, if B estab-
lishes his right to the exclusion to the satis-
faction of the district director.

(d) If, instead of acquiring 40 percent, B ac-
quires only 5 percent of A’s stock in R Cor-
poration and R Corporation distributes $5 to
B during 1965, B is not a United States share-
holder (within the meaning of section 951(b))
with respect to R Corporation since he owns
only 5 percent of the stock of R Corporation.
Notwithstanding, B may exclude the $5 dis-
tribution from his gross income for 1965
under section 959(a)(1) if he establishes his
right to the exclusion to the satisfaction of
the district director.

(e) If the facts are assumed to be the same
as in paragraphs (a) and (b) of this example
except that—

(1) A owns the stock of R Corporation indi-
rectly through a chain of ownership de-
scribed in section 958(a), that is, A owns 100
percent of M Corporation which owns 100 per-
cent of N Corporation which owns 100 per-
cent of R Corporation,

(2) B acquires from N Corporation 40 per-
cent of the stock in R Corporation,

(3) Both M Corporation and N Corporation
are controlled foreign corporations which
use the calendar year as a taxable year,

(4) Neither M Corporation nor N Corpora-
tion has any amount in 1964 or 1965 which is
includible in gross income of United States
shareholders under section 951(a), and

(5) Neither M Corporation nor N Corpora-
tion has a deficit in earnings and profits for
1964;
the result is the same as in paragraph (b) of
this example if B establishes his right to the
exclusion to the satisfaction of the district
director.

[T.D. 6795, 30 FR 943, Jan. 29, 1965, as amend-
ed by T.D. 7893, 48 FR 22509, May 19, 1983]

§1.959-2 Exclusion from gross income
of controlled foreign corporations
of previously taxed earnings and
profits.

(a) Applicable rule. The earnings and
profits for a taxable year of a con-
trolled foreign corporation attrib-
utable to amounts which are, or have
been, included in the gross income of a
United States shareholder under sec-
tion 951(a) shall not, when distributed
through a chain of ownership described
in section 958(a), be also included in the
gross income of another controlled for-
eign corporation in such chain for pur-
poses of the application of section
951(a) to such other controlled foreign
corporation with respect to such
United States shareholder. See section
959(b). The exclusion from the income
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of such other foreign corporation also
applies with respect to any other
United States shareholder who ac-
quires from such United States share-
holder or any other person any portion
of the interest of such United States
shareholder in the controlled foreign
corporation, but only to the extent the
acquiring shareholder establishes to
the satisfaction of the district director
his right to such exclusion. An acquir-
ing shareholder claiming the exclusion
under section 959(b) shall furnish to the
district director with his return for the
taxable year the information required
under paragraph (d) of §1.959-1 to sup-
port the exclusion under this para-
graph.

(b) Illustration. The application of
this section may be illustrated by the
following example:

Example. (a) A, a United States share-
holder, owns 100 percent of the only class of
stock of M Corporation which in turn owns
100 percent of the only class of stock of N
Corporation. A and corporations M and N use
the calendar year as a taxable year and cor-
porations M and N are controlled foreign cor-
porations throughout the period here in-
volved.

(b) During 1963, N Corporation invests $100
in tangible property (other than property de-
scribed in section 956(b)(2)) located in the
United States and has earnings and profits in
excess of $100. A is required to include $100 in
his gross income for 1963 under section
951(a)(1)(B) by reason of his indirect owner-
ship of the stock of N Corporation. During
1963, M Corporation has no income or invest-
ments other than the income derived from a
distribution of $100 from N Corporation. Cor-
poration M has earnings and profits of $100
for 1963. Under paragraph (a) of §1.954-2, the
$100 distribution received by M Corporation
from N Corporation would otherwise con-
stitute subpart F income of M Corporation;
however, by reason of section 959(b) and this
section, this amount does not constitute
gross income of M Corporation for purposes
of determining amounts includible in A’s
gross income under section 951(a)(1)(A)().

(c) During 1964, N Corporation derives $100
of subpart F income and distributes $100 to
M Corporation which has no subpart F in-
come for 1964 but which invests the $100 dis-
tribution in tangible property (other than
property described in section 956(b)(2)) lo-
cated in the United States. Corporation N’s
earnings and profits for 1964 are in excess of
$100, and M Corporation’s current and accu-
mulated earnings and profits (before taking
into account distributions made during 1964)
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are in excess of $100. A is required with re-
spect to N Corporation to include $100 in his
gross income for 1964 under section
951(a)(1)(A)(i) by reason of his indirect own-
ership of the stock of N Corporation. The in-
vestment by M Corporation in United States
property would otherwise constitute an in-
vestment of earnings in United States prop-
erty to which section 956 applies; however,
by reason of section 959(b) and this section,
such amount does not constitute gross in-
come of M Corporation for purposes of deter-
mining amounts includible in A’s gross in-
come under section 951(a)(1)(B).

(d) If during 1965, N Corporation invests
$100 in tangible property (other than prop-
erty described in section 956(b)(2)) located in
the United States and has earnings and prof-
its in excess of $100, A will be required with
respect to N Corporation to include $100 in
his gross income for 1965 under section
951(a)(1)(B), because the $100 of earnings and
profits for 1964 attributable to N Corpora-
tion’s subpart F income which was taxed to
A in 1964 was distributed to M Corporation in
such year.

(e) If, with respect to 1966—

(1) Corporation N owns 100 percent of the
only class of stock of R Corporation,

(2) Corporation R derives $100 of subpart F
income, has earnings and profits in excess of
$100, and makes no distributions to N Cor-
poration,

(3) Corporation N invests $256 in tangible
property (other than property described in
section 956(b)(2)) located in the United States
and has current and accumulated earnings
and profits in excess of $25, and

(4) Corporation M has no income or invest-
ments and does not have a deficit in earnings
and profits,

the $100 of subpart F income derived by R
Corporation is includible in A’s gross income
for 1966 under section 951(a)(1)(A)(i) and the
$25 investment of earnings in United States
property by N Corporation is includible in
A’s gross income for 1966 under section
951(a)(1)(B).

(f) If, however, the facts are the same as in
paragraph (e) of this example except that—

(1) During 1966, R Corporation distributes
$20 to N Corporation, and

(2) Corporation N makes no distributions
during such year to M Corporation,
of the $25 investment in United States prop-
erty by N Corporation, $20 is not includible
in A’s gross income for 1966 because such
amount represents earnings and profits
which are attributable to amounts included
in A’s gross income for such year under sec-
tion 951(a)(1)(A)(i) with respect to R Corpora-
tion and which have been distributed to N
Corporation by R Corporation. By reason of
section 959(B) and this section, such $20 dis-
tribution to N Corporation does not con-
stitute gross income of N Corporation for
purposes of determining amounts includible
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in A’s gross income under section
951(a)(1)(B); however, the remaining $5 of in-
vestment of earnings in United States prop-
erty by N Corporation in 1966 is includible in
A’s gross income for such year under section
951(a)(1)(B).

[T.D. 6795, 30 FR 944, Jan. 29, 1965]

§1.959-3 Allocation of distributions to
earnings and profits of foreign cor-
porations.

(a) In general. For purposes of §§1.959-
1 and 1.959-2, the source of the earnings
and profits from which distributions
are made by a foreign corporation as
between earnings and profits attrib-
utable to increases in earnings invested
in United States property, previously
taxed subpart F income, previously ex-
cluded subpart F income withdrawn
from investment in less developed
countries, previously excluded subpart
F income withdrawn from investment
in foreign base company shipping oper-
ations, and other amounts shall be de-
termined in accordance with section
959(c) and paragraphs (b) through (e) of
this section.

(b) Applicability of section 316(a). For
purposes of this section, section 316(a)
shall be applied, in determining the
source of distributions from the earn-
ings and profits of a foreign corpora-
tion, by first applying section 316(a)(2)
and then by applying section 316(a)(1)—

(1) First, as provided by section 959
(c)(1), to earnings and profits attrib-
utable to amounts included in gross in-
come of a United States shareholder
under section 951(a)(1)(B) (or which
would have been so included but for
section 959(a)(2) and paragraph (c) of
§1.959-1),

(2) Secondly, as provided by section
959(c)(2), to earnings and profits attrib-
utable to amounts included in gross in-
come of a United States shareholder
under section 951(a)(1)(A) (but reduced
by amounts not included in such gross
income under section 951(a)(1)(B) be-
cause of the exclusion provided by sec-
tion 959(a)(2) and paragraph (c) of
§1.959-1), and

(3) Finally, as provided by section
959(¢)(3), to other earnings and profits.
Thus, distributions shall be considered
first attributable to amounts, if any,
described in subparagraph (1) of this
paragraph (first for the current taxable
yvear and then for prior taxable years
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