
section apply to taxable years beginning
after December 31, 1987. See notice
87–6 for the grouping rules applicable
to taxable years beginning after Decem-
ber 31, 1986 and before January 1,
1988. Paragraph (2)(ii)(B) of this section
is effective for taxable years beginning
after the date that is 60 days after the
date these regulations are published as
final regulations in the Federal Regis-
ter .
(ii ) Grouping rules(A) Initial alloca-

tion and apportionment of deductions.
For purposes of determining whether
passive income is high-taxed, expenses,
losses and other deductions shall be
allocated and apportioned initially to
each of the groups of passive income
(described in paragraphs (c)(3), (4), and
(5) of this section) under the rules of
§§ 1.861–8 through 1.861–14T, 1.865–
1, and 1.865–2. Taxpayers that allocate
and apportion interest expense on an
asset basis may nevertheless apportion
passive interest expense among the
groups of passive income on a gross
income basis. If loss from the disposi-
tion of property gives rise to foreign tax
(e.g., the transaction giving rise to the
loss is treated under foreign law as
having given rise to a gain), the foreign
tax shall be allocated to the group of
passive income to which the loss is
allocated under this paragraph (c)(2)(ii)-
(A), without regard to paragraph
(c)(2)(ii)(B) of this section. A determina-
tion of whether passive income is high-
taxed shall be made only after applica-
tion of paragraph (c)(2)(ii)(B) of this
section (if applicable).
(B) Reallocation of loss groups. If,

after allocation and apportionment of
expenses, losses and other deductions
under paragraph (c)(2)(ii)(A) of this sec-
tion, the sum of the allocable deductions
exceeds the gross income in one or
more groups, the excess deductions shall
proportionately reduce income in the
other groups (but not below zero), and
any taxes imposed with respect to such
loss group or groups shall be considered
related to general limitation income.

*¬ *¬ *¬ *¬ *
(8) * * *
Example 11. P, a domestic corporation, earns

the following items of gross income: $100 of
foreign source, passive limitation interest income
not subject to any foreign tax, $200 of foreign
source, passive limitation royalty income subject
to a 5percent foreign withholding tax (foreign tax
paid is $10), $1300 of foreign source, passive
limitation rental income subject to a 25 percent
foreign withholding tax (foreign tax paid is $325),
$500 of foreign source, general limitation income
that gives rise to a $250 foreign tax, and $2000 of
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AGENCY: Internal Revenue Service
(IRS), Treasury.

ACTION: Correction to notice of pro-
posed rulemaking and notice of public
hearing.

SUMMARY: This document contains
corrections to notice of proposed
rulemaking and notice of public hearing
(IA–26–94 [1996–30 I.R.B. 24]) which
was published in the Federal Regis-
ter on Thursday, June 6, 1996 (61 FR
28821).¬ The¬ notice¬ of¬ proposed
rulemaking and notice of public hearing
relates to the 50-percent exclusion for
gain from certain small business stock.

FOR FURTHER INFORMATION CON-
TACT: Catherine A. Prohofsky (202)
622–4930 (not a toll-free number).

SUPPLEMENTARY INFORMATION:

Background

The notice of proposed rulemaking
that is subject to these corrections are
under section 1202 of the Internal Rev-
enue Code.

Need for Correction

As published, the notice of proposed
rulemaking and notice of public hearing
(IA–26–94) contain errors which may
prove to be misleading and are in need
of clarification.

Correction of Publication

Accordingly, the publication of pro-
posed rulemaking (IA–26–94) which is
the subject of FR Doc. 96–14231 is
corrected as follows:
1. On page 28821, column 3, in the

preamble, under the caption ‘‘DATES:’’,
lines 3 and 4, the language ‘‘public
hearing scheduled for October 3, 1996
must be’’ is corrected to read ‘‘public
hearing scheduled for October 3, 1996,
must be’’.

§ 1.1202–0 [Corrected]

2. On¬ page¬ 28822,¬ column¬ 3,
§ 1.1202–0, table of contents, the en-
tries for paragraphs (b)(1) and (2) under
§ 1.1202–2, are corrected to read as
follows:

§ 1.1202–0 Table of contents.

*¬ *¬ *¬ *¬ *

§ 1.1202–2 Qualified Small Business
Stock; Effect of Redemptions.

*¬ *¬ *¬ *¬ *

(b) * * *
(1) In general.
(2) De minimis amount.

*¬ *¬ *¬ *¬ *

Cynthia E. Grigsby,
Chief, Regulations Unit,

Assistant Chief Counsel (Corporate).

(Filed by the Office of the Federal Register on
July 25, 1996, 8:45 a.m., and published in the
issue of the Federal Register for July 26, 1996, 61
F.R. 39104)
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