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(ii) The loan from BK2 to DC and the loan 
from BK1 to BK2 are both financing trans-
actions and together constitute a financing 
arrangement within the meaning of § 1.881– 
3(a)(2)(i). BK1 is the financing entity, BK2 is 
the intermediate entity, and DC is the fi-
nanced entity. The participation of BK2 in 
the financing arrangement reduces the tax 
imposed by section 881. Because the partici-
pation of BK2 in the financing arrangement 
reduces the tax imposed by section 881 and 
because there was a tax avoidance plan, BK2 
is a conduit entity. 

(iii) Because DC does not know or have rea-
son to know of the tax avoidance plan (and 
by extension that the financing arrangement 
is a conduit financing arrangement), DC is 
not required to withhold tax under section 
1441. However, BK2, who is also a with-
holding agent under section 1441 and who 
knows that the financing arrangement is a 
conduit financing arrangement, is not re-
lieved of its withholding responsibilities. 

(3) Effective date. This paragraph (f) is 
effective for payments made by fi-
nanced entities on or after September 
11, 1995. This paragraph shall not apply 
to interest payments covered by sec-
tion 127(g)(3) of the Tax Reform Act of 
1984, and to interest payments with re-
spect to other debt obligations issued 
prior to October 15, 1984 (whether or 
not such debt was issued by a Nether-
lands Antilles corporation). 

(g) Effective date. Except as otherwise 
provided in paragraph (f)(3) of this sec-
tion, this section applies to payments 
made after December 31, 2000. 

[T.D. 7977, 49 FR 36834, Sept. 20, 1984, as 
amended by T.D. 8611, 60 FR 41014, Aug. 11, 
1995; 60 FR 55312, Oct. 31, 1995; T.D. 8734, 62 
FR 53462, Oct. 14, 1997; T.D. 8804, 63 FR 72188, 
Dec. 31, 1998; T.D. 8856, 64 FR 73412, Dec. 30, 
1999; T.D. 8881, 65 FR 32197, 32212, May 22, 
2000; 66 FR 18189, Apr. 6, 2001; T.D. 9572, 77 FR 
3110, Jan. 23, 2012; 77 FR 13969, Mar. 8, 2012] 

§ 1.1441–7T General provisions relat-
ing to withholding agents (tem-
porary). 

(a)(1) [Reserved] For further guid-
ance, see § 1.1441–7(a)(1). 

(2) Withholding agent with respect to 
dividend equivalents. Each person that 
is a party to any contract or arrange-
ment that provides for the payment of 
a dividend equivalent, as defined in 
section 871(m), shall be treated as hav-
ing control and custody of such pay-
ment. 

(3) Examples. The following examples 
illustrate the rules of paragraphs (a)(1) 
and (a)(2) of this section: 

Example 1 through Example 5 [Re-
served] For further guidance, see 
§ 1.1441–7(a)(3), Example 1 through Exam-
ple 5. 

Example 6. FC, a foreign corporation, en-
ters into a notional principal contract (NPC) 
with Bank X, a bank organized in the United 
States. The NPC is a specified NPC for pur-
poses of section 871(m). FC is the long party 
to the contract and Bank X is the short 
party. The NPC references a specified num-
ber of shares of dividend-paying common 
stock issued by a domestic corporation. As 
the long party, FC receives payments from 
Bank X based on any appreciation in the 
value of the common stock and dividends 
paid with respect to the common stock. As 
the short party, Bank X receives payment 
from FC based on any depreciation in the 
value of the common stock and a payment 
based on LIBOR. Bank X is a withholding 
agent because Bank X is deemed to have con-
trol and custody of a dividend equivalent as 
a party to the NPC. If FC’s tax liability 
under section 881 has not been satisfied in 
full by Bank X as withholding agent, FC is 
required to file a return on Form 1120–F 
(U.S. Income Tax Return of a Foreign Cor-
poration). 

(b)(1) through (g) [Reserved] For fur-
ther guidance, see § 1.1441–7(b)(1) 
through (g). 

(h) Effective/applicability date. This 
section applies on or after January 23, 
2012. 

(i) Expiration date. The applicability 
of this section expires on January 16, 
2015. 

[T.D. 9572, 77 FR 3111, Jan. 23, 2012] 

§ 1.1441–8 Exemption from with-
holding for payments to foreign 
governments, international organi-
zations, foreign central banks of 
issue, and the Bank for Inter-
national Settlements. 

(a) Foreign governments. Under section 
892, certain specific types of income re-
ceived by foreign governments are ex-
cluded from gross income and are ex-
empt from taxation, unless derived 
from the conduct of a commercial ac-
tivity or received from or by a con-
trolled commercial entity. Accord-
ingly, withholding is not required 
under § 1.1441.1 with regard to any item 
of income which is exempt from tax-
ation under section 892. 
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