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ACTION: Final and temporary regal
tions.

SUMMARY: This document contains
final and temporary IncoenTax Regula-
tions relating to the allocation of loss rec
ognized on the disposition of stock ant
other personal property and the conaput
tion of the foreign tax credit limitation.
The loss allocation regulations primarily
will affect taxpayers that claim the foreigr
tax credit and that incur losses with respe
to personal property and are necessary
modify existing guidance with respect tc
loss allocation The foreign tax credit limi-
tation regulations will Hect taxpayers
claiming foreign tax credits that have pas
sive income or losses and are necessary
modify existing guidance with respect tc
the computation of the limitation.

DATES: Effective dates These regula-
tions are Hective Januaril, 1999, except
that 81.904—4(c)(2)(i))(A) and (B) ard-e
fective March 12, 1999 and §1.904-
4(c)(3)(iv) is dfective December 31, 1998.

Dates of applicability For dates of ap-
plicability of 881.865-T, 1.865-2, and
1.865-7, see §81.865-1T(f), 1.865-2(e)
and 1.865-2T(e), respectiyel For dates
of applicability of §1.904-4(c), see
§1.904-4(c)(2)(i).

FOR FLRTHER INFORMATION CON-
TACT: Seth B. Goldstein, (202) 622-
3810, regarding section 865(j); and Re
becca Rosenlrg, (202) 622-3850,
regarding section 904(d) (not toll-free
numbers).

SUPPLEMENARY INFORMATION:
Backg ound

On May 14, 1992, the IRS published :
notice of proposed rulemaking in thed-
eral Registe (REG-209527-92, for-
merly INTL-1-92 (1992-1 C.B. 1209),
57 F.R. 20660), proposing amendments t
the Incone Tax Regulations (26 CFR part
1) under section 904(d)The regulations
included proposed amendments to th
grouping rules under §1.904-4(c)(3) fol
purposes of determining whether passiv
income is high taxed The amendments
were proposed to bdfective for taxable
years beginning after December 31, 199.

Internal Revenue ServiceA public hearing was held on Septembe

24, 1992, but no written or oral comment


National Tax Services, Inc.
Scroll down below for the beginning of the document.


were received with respect to these provExplanation of Provisions not apply to any loss sourced under that
sions. These regulations are finalized as . ) regulation. Loss attributable to accrued-
proposed. However, as described below €Ction 1.861-8T(e)(8): Net Operating ;¢ ynpaid interest income is allocated
the effective date of the regulations hak0Ss against interest income. Also, loss on a
been modified. Section 1.861-8T(e)(8) clarifies that adebt_ instrument is allocated against inte_r-
On July 8, 1996, the IRS published prop et operating loss deduction allowe st income to the exteqt the taxpayer dic
posed amendments (REG-209750-9%nder section 172 is allocated and appof©t @mortize bond premium to the full ex-
formerly INTL-4-95 (1996-2 C.B. 484), tjoned in the same manner as the dedut&nt permitted by the Code. Anti-abuse
61 F.R. 35696) to the Income Tax Regulajons giving rise to the net operating los§XCePtions are also provided. Section
tions (26 CFR part 1) under sections 86}eduction. 1.865-1T(c)(6)(i), which prevents taxpay-
865, and 904 of the Internal Revenue ers from manipulating loss allocation
Code in theFederal Register. The regu- Section 1.865-1T: Loss With Respect tothrough related-party transfers, reorgani-
lations addressed the allocation of loss diersonal Property Other Than Stock zations, or similar transactions, and

the disposition of stock (§1.865-2) and §1.865-1T(c)(6)(ii), which addresses off-

other personal property (81.865-1) andrSeCtlon 1.865-1T(a) provides the 9€Nsetting positions, are similar to the anti-

. al rule that loss with respect to person ; ;
also contained proposed amendments fQ P P Apuse rules previously proposed with re-

the grouping rules under §1_904_4(C)Pr0perty is allocated in the same mannesrpect to stock losses. In addition, sectior

The proposed regulations generally allos. which gain on the sale of the Propertf ges—17(c)(6)(iii) has been included to
cate loss with respect to stock based up would be sourced. Thus, for example, I(?Sﬁrevent taxpayers from accelerating for-
h id f th I . 't the sale or worthlessness of a forelggign source income with respect to prop-
i, bt allocate lose on ofher persondlC™ eld by a U.S. resident generailfy ang ciaiming an offseting U.S. loss
g ' based he i P Yould be allocated against U.S. source in- The temporary regulations are effective
property based upon the income genef,me - Notice 89-58 (1989-1 C.B. 699) | o gl v
ated by the property. A public hearing,, Or I0Ss recognized on or after January 11

hich addressed the allocation of losgggq A taxpayer may apply the regula-

was held on November 6, 1996, and seyg, respect to certain bank loans, is re;
eral written comments were received,

on June 18, 1997, the Tax Court held igf effective dates, below). Following the _ _ _
InternationalMultifoods Corporation v. general rule, loss attributable to a foreign The proposed regulations issued in

Commissionerl08 T.C. 579 (1997), that ytfice of a U.S. resident is allocatedt996 provide that generally loss with re-
loss on the disposition of stock is genersqginst foreign source income where gaiﬁoect to stock is allocated to the residenc:
ally allocated based on the residence Qfould be foreign source under the foreigﬁf the seller, but contain three major ex-
the seller, consistent with the approach @f;anch rule of section 865(e)(1). ceptiops: an exclusion for dispositiong of
the proposed regulations. After consider- gection 1.865-1T(b) provides Speciaportfollo stock anq stock in regulated in-
ation of all the comments, the regulationg|es of application. Loss on depreciabl<¥e§tme”t companies (RICs) and S corpo:
proposed by INTL-4-95 with respect tqyroperty generally is allocated based updfations, a dividend recapture rule, and
stock loss and with respect to the grouthe allocation of depreciation deduction§ONSistency rule for certain dispositions
ing rules are adopted as amended by thigken with respect to the property, consif foreign affiliates. The final regulations

Treasury decision. The principal changegent with the depreciation-recapturdnodify these exceptions. The principal
to these regulations, as well as the maj@purce rule of section 865(c)(1). Simiomments and changes to the regulation
comments and suggestions, are discussggly, loss with respect to a contingenf'® discussed below.

b?:\)/\i%ugn a?(;ﬁt:)c;r;zl ?gtli-sastﬂjesde :;k: n?bayment_debtllnstrument subject to Regsectior) 1.865—-2(a): General Rule for
p y prop ' _ p C_§l.1275 4(b) is allogated agalnst interesk||ocation of Stock Loss
posed and temporary regulation. income because gain on the instrument

The written comments criticized thegenerally is treated as interestincome. ~ Commentators criticized the exclusion
proposed regulation concerning the allo- Section 1.865-1T(c) provides excepef portfolio stock and RIC stock from the
cation of loss on other personal propertyions from the reciprocal-to-gain rule. Thegeneral residence-based rule, arguing the
(81.865-1). This proposed regulation igegulations do not apply to certain finanthe rationale for residence-based allocatior
withdrawn and replaced with a new procial products (to be addressed in a futurapplies equally to these classes of stock
posed and temporary regulation that iguidance project), loss governed by sedhe final regulations eliminate the excep-
more consistent with the approach of théon 988, inventory (which is not governedion for portfolio stock and RIC stock.
stock loss allocation rules. The new ruleby section 865), or trade receivables and In response to a comment, the final reg-
are issued as a temporary regulation beertain interest equivalents (which areilations clarify that 81.865-2 does not
cause of the need for immediate guidanagoverned by §1.861-9T(b)). When Propapply to stock that constitutes inventory.
following the International Multifoods §1.863-3(h) (the global dealing sourcing The proposed regulations allocate loss
opinion. regulation) is finalized, 81.865—1T will recognized on the “sale or other disposi-



tion” of stock. Proposed §1.865-2(c)(2) Commentators also suggested alternaf the proposed regulations, finalized as
provides that worthlessness giving rise ttves to the de minimis rule of §1.865-81.865-2(b)(4), have been refined and
a deduction under section 165(g)(3) witt2(b)(1)(ii), which exempts from recapturemodified. One commentator requested
respect to stock is treated as a dispositiodividends that are less than 10 percent ekamples illustrating the anti-abuse rules.
Questions have been raised as to wheth#gre recognized loss. The proposed déxamples have been provided. An addi-
the regulations apply to other recognize¢hinimis rule is retained in the final regu-tional rule is provided in §1.865-2T, dis-
losses that are not the result of a sale tations. The de minimis rule is intendectussed below.
disposition (for example, loss recognizedo exempt from recapture, as a matter of .
under the mark-to-market rules of sectioadministrative convenience, dividends>€ction 1.865-2(e): Effective Date and
475). The final regulations are intendeghat are relatively insignificant in compar-Rétroactive Election
to apply to all recognized stock losses. Tgon to the loss.
avoid confusion, the reference to sales or Two commentators questioned why thg,
T couaions T e nanc o e esapi oo 8550 ANBLA e (e eoons e ot
worthlessness deductions is therefore ugyf ch riga%;éﬁ |raee ”uo|at:2ns [:efer_to( rza(agat_ed. Because qf the |mmed|ate_ need for
necessary and also has been deleted. j o o i wd_ance fo!lo_wmg the_!nternauonal

y +ized, rather than recognized, loss. Thftifoods opinion, the final regulations

The proposed regulations are proposed
be effective for taxable years beginning

Section 1.865-2(b)(1): Dividend wording was intended to avoid confusiony e effective for losses recognized on or

Recapture Exception pver the application of the rule to loss Fhaéfter January 11, 1999.
is deferred under section 267(f). The final gayeral commentators requested that

Some commentators questioned theegulation refers to “recognized” loss, bufpe regulations clarify the scope of the
dividend recapture rule of §1.865-2(b)(1pxamples have been added in 81.863gpactive election and reduce the admin-
and suggested that the rule should be linZ(b)(1)(iv) of the final regulations to illus- jsirative burden of making the election.
ited to cases in which the dividends werérate the application of the dividend req, response to these comments, §1.865—
fully sheltered from U.S. tax by foreigncapture rule in the context of sectiort(e)(z) is amended to provide that a tax-
tax credits or the taxpayer did not meet 367(f) and how the result differs in thepayer need not make a formal election to

minimum holding period. Others sug-context of a consolidated group. retroactively apply the regulations to
gested that the two-year recapture period _ losses recoanized in anv post-1986 vear
o i d §1.865-2(b)(2): Consistency 9 y post-1956 y
defined in §1.865-2(d)(5) of the proposed OPOse and all subse )
. ; quent pre-effective date
e
regulations should be shortened. Sectiofd! years. An amended return will be re-

1.865-2(b)(1)(i) and 1.865-2(d)(3) of the pron4sed §1.865-2(b)(2) requires a taxquired only if retroactive application re-
final regulations retain the two-year rule. yover 1 aliocate loss on the sale of a fosults in a change in tax liability.

Section 1.865-2(b)(1)(ii) of the final g affiliate to passive-basket foreign One commentator urged that the overall
rggulatlons provides an e>.<cept|0n fro,néource income if the taxpayer recognizetbreign loss transition rule in §1.904(f)-12
Fhwdend reqapture for pas.swe-l.)asket dIV1”oreign source gain under section 865(f) die modified to provide that an overall for-
idends. Th|_s new exception will exemp ny time during the 5-year period precedeign loss account attributable to a stock
”.‘OSt por_tfollo mv_e_stors (other thaf‘ T'nan"ng the loss sale. Commentators criticizebbss recognized in a pre-1987 year be re-
cial services entities) from th_e dlv!den his rule as producing disproportionate recomputed under the new regulations in the
gi%aepggfnirnuilsiat?\_/r;ebrﬁrlgér\:\;h'fgﬂgéltlsr;sults where the foreign source gain is smdilrst election year. This suggestion was re-
fact that passive income is g;anerally U % comparison to the subsequ_ent loss. Fq’ecteq because the allocation_ of a sto_ck
ject to residual U.S. tax and the high_tat){(hermqre, even yvhere the gain and loss ai@ss is governed by the rule§ in effect in
Kick-out of sectio'n .904(d)(2)(A)(iii)(III) of similar .magnltude, the resullts may bqehe year the Ios_s is recogmzed, and.the
limits the potential for cross-crediting indlsp_ropomonate bgcause sourcing the _garetroacﬂve election is available only W|_th
the passive basket, thus reducing the nefe%{e_lgn may prov-|de the taxpayer thhrespect to post-1.986 years. Segtlon
for recapture. In éddition allocation Ofmln_lmal tax beneflts_(because the gain i$.865-2(e)(3) provides examples to |I!us—
loss to the passive basket,may lead 10 | I;i\_SS|gned to the passive basket) but the _Idsfate the effect of _the retroactive appl!ca—
vestment incentives that violate the Iooli_may reduce (sometimes as a separate lintien of the regulations on overall foreign

F\tion loss) income that is otherwise sheloss accounts, capital loss carryovers, and

cies underlying the passive basket. F& . : e . :
example, where a loss allocated to th%ared by foreign tax credits. In addition, alforeign tax credit carryovers.

passive basket creates a separate ”mié%cating loss to the passive basket raises

; ; wSection 1.865—-2T: Stock Loss Matching
tion loss under section 904(f)(5) that rel"® Policy concerns described above witf?

duces high-taxed income in other basketleSPECt 10 passive-basket dividend recaff!le

this creates an incentive in subsequell{®: After consideration of the comments, gection 1.865-2T(b)(4)(ii) provides a
years for the taxpayer to earn low-taxe{f1® consistency rule has been eliminategie intended to prevent taxpayers from
foreign passive income to utilize the for-T0M the final regulations. avoiding the dividend recapture rule of
eign tax credits in the_hig_h-taxed baskegection 1.865-2(b)(2): Anti-abuse Rules§,1'865_2(b)(.1) or from accelerati.n-g for-
(due to the recharacterization rules of sec- eign source income and recognizing an

tion 904(f)(5)(C)). The anti-abuse rules of §1.865-2(b)(3pffsetting U.S. loss. This rule is substan-



tially the same as the matching rule o€orrectly states the result where loss oiffect on Other Documents
§1.865—1T(c)(6)(iii). The rule is promul-the disposition of property is allocated to ) )

gated as a temporary regulation becausepéssive income under a reciprocal-to-gain The following document is obsolete as
is necessary to prevent abuse of the resiile, under the temporary and final regu®f J2nuary 11, 1999:

dence-based general allocation rule.  |ations loss may be allocated to reduce the Notice 89-58, 1989-1 C.B. 699.

group of passive income where incom&pecial Analyses

from the property was assigned (for ex-

The high-tax kick-out grouping rules ofample, dividends or interest under the It has been determined that this Trea-
§1.904—4(c) provide rules for determininganti-abuse rules or the accrued-but-unpafHry Decision is not a significant regula-
when particular groups of passive incoménterest rule) or a separate category of if0ry action as defined in EO 12866.
are high-taxed and, therefore, treated @®me other than passive income. ACCOI’d-[her_eforei a regulatory assessment is nc
general limitation income under sectionsngly, 81.904-4(c)(2)(ii)(A) of the final reqw_red. S
904(d)(2)(A)(ii)(I1) and 904(d)(2)(F). regulations is clarified to state that foreign This Treasury Decision finalizes no-
As described above, the proposed amentix imposed on a loss sale is allocated #£€S of proposed rulemaking published
ments to these rules that were proposed ihe group of passive income to which &ay 14, 1992 (57 F.R. 20660) and July 8,
1992 are finalized as proposed, but taxgain would have been assigned. The ex996 (61 F.R. 35696). It has been deter
payers are afforded some flexibility withamples in §1.904-4(c)(8) of the final regiMined that section 553(b) of the Adminis-
respect to the effective date. The amenddations are modified to reflect the factrative Procedure Act (5 U.S.C. chapter 5)
ments were proposed to be effective fathat the consistency rule of §1.865-40€s not apply to the final regulations is-
taxable years beginning after Decembez(b)(2) of the proposed regulations haSU€d Pursuant to the notice of proposec
31, 1991. The final regulations are effecheen deleted. rulemaking published on May 14, 1992.
tive for taxable years ending on or after One commentator inquired whether th&Urthermore, the Regulatory Flexibility
December 31, 1998, but taxpayers mayjle of §1.904—4(c)(2)(ii)(A) allocating ~Ct (5 U-S-C. chapter 6) does not apply to
apply the amended regulations to any taXoreign tax on a loss sale to a group of'03¢ regulations, because the notice o
able year beginning after December 3lyassive income is consistent with the ta&roposed rulemaking was issued prior to
1991 and all subsequent years. An examiocation rule of §1.904—6(a)(1)(iv). The "2 ch 29, 1996.

ple is also added to clarify that foreigngtter rule provides that a foreign tax im- It also has been determined that sectior

taxes that are not creditable (e.9., Undfysed on an item of income that does nap3(b) of the Administrative Procedure

section 901(k)) are not withholding taxegonsiitute income under U.S. tax princi’ ct (5 U.S.C. chapter 5) does not apply to
for purposes of the grouping rules. the portlon qf the notice of proposed rule-
The_ proposed amendments to thﬁ*nposed with respect to general Iimitationmaklng published on July 8, 1996, relat-

Section 1.904—4(c): Grouping Rules

ples (a base difference) shall be treated as

tem that Id be i der U SEOde. Because the regulation does no
posed §1.904—4(c)(2)(ii)(B) providesfglx' er?:mi a}eg(i)r? anc)etr:gforZZru(r]a irmm Impose a collection of information on
guidance where deductions allocated to |ffeFr)enceF)) will be aIIocate()j/ t the a rog_ana” entities, the Regulatory Flexibility
group of passive income exceed the in- . . PPIOAct (5 U.S.C. chapter 6) does not apply.
come in that group (i.e., a loss group). A" At Separate category as Ifthe U.S. T€C- A final regulatory flexibility analysis
question has been raised as to the pro Qgnized the income n the Sameé Yeafnder 5 U.S.C. § 604 has been preparei
treatment of foreign taxes in a group thpfreasu-ry and the Service believe thal g yhe final regulations portion of this
has no taxable income or loss (either b&:2>¢ difference exists within the meaningyea5ury Decision with respect to the reg-
cause the deductions allocated to th® $1-904-6(2)(1)(iv) only when a foreignyations issued under section 865 of the
group exactly equal the income in th&ountry taxes items that the Umted Statg$ternal Revenue Code. A summary of
group or because the foreign taxes adlould never treat as taxable income, fofhe analysis is set forth below under the
signed to the group are imposed on U.§Xample, gifts or life insurance proceedheading ‘Summary of Regulatory Flexi-
source income or income that is not cur® Sale that results in gain under foreigijjity Analysis.” Because no preceding
rently taken into account under U.S. taX@W but in loss for U.S. tax purposes is afotice of proposed rulemaking is required
principles). Consistent with the approacﬁrlbutable to differences in basis calculasgr the temporary regulations portion of
taken in the proposed regulations with reions rather than to a difference in thehis Treasury Decision relating to sections
spect to loss groups, the final regulationgoncept of taxable income and, thereforgg1 and 865 of the Code, the provisions
clarify that foreign taxes allocated to &loes not constitute a base difference. Thg the Regulatory Flexibility Act do not
group with no foreign source income aréax allocation rule of §1.904-4(c)(2)-apply. However, an initial Regulatory
“kicked out” and treated as related to gerldi)(A), allocating foreign taxes on a lossFlexibility Analysis was prepared for the
eral limitation income. sale to the same group of passive incomgoposed regulations published elsewhere
Proposed §1.904—4(c)(2)(ii)(A) pro-to which gain would have been assigneih this issue of th€ederal Register.

vides that foreign tax imposed on salebBad the United States recognized gain on Pursuant to section 7805(f) of the Inter-
that result in loss for U.S. tax purposes ithe sale, is conceptually consistent withal Revenue Code, the notices of pro-
allocated to the group of passive incomthe treatment of timing differences inposed rulemaking preceding these regula
to which the loss is allocated. While thisg1.904—6(a)(1)(iv). tions were submitted to the Small



Business Administration for comment on Authority: 26 U.S.C. 7805 * * * (a) General rules for allocation of

their impact on small business. Section 1.865-1T also issued under 2®ss—(1) Allocation against gain Except
- U.S.C. 865(j)(2). as otherwise provided in §81.865-2 and
Summary of Regulatory Flexibility Section 1.865-2 also issued under 26.865—2T and paragraph (c) of this sec-
Analysis U.S.C. 865(j)(1). tion, loss recognized with respect to per-
It has been determined that a final regL§ection 1.865-2T also issued under 26onal property shall be allocated to the

latory flexibility analysis is required U.S.C. 865(j)(1). *ox ok . class _of gross income and, if necessary,
under 5 U.S.C. § 604 with respect to the Pgr. 2. Section 1.861—?_3_ is amendgq b;/pporﬂoned petween the statutory group-
final regulations portion of this Treasuryadd'ng paragraph (e)(7)(iii) and revisingng of gross income (or among the sta_ltu-
Decision with respect to the regulation?aragraph (e)(8) to read as follows: tory groupings) and the residual grouping

of gross income, with respect to which
gain from a sale of such property would
give rise in the hands of the seller. Thus,
for example, loss recognized by a United
States resident on the sale of a bond gen-
ok k% % erally is allocated to reduce United States
source income.
(2) Loss attributable to foreign office.

issued under section 865 of the Internaj; 8618 Computation of taxable

Revenue Code. These regulations will afncome from sources within the United

fect small entities such as small bUSiStateS and from Other sources and
nesses but not other small entities, such ggtivities.
local government or tax exempt organiza-
tions, which do not pay taxes. The IRS
and Treasury Department are not aware of (g) * * *
any federal rules that duplicate, overlap or (7) * * * : . .
conflict with these regulations. The final (iii) Allocation of loss recognized ingnggtlagggﬂg_wgz pr;):/alld(ra: IE ?c%lé??r?i;
regulations address the allocation of losaxable years after 1986See §81.865— section ' and excent Svith gresp ect to loss
with respect to stock. These regulationsT, 1.865-2, and 1.865-2T for rules re- .~ " b P o
. . . : . subject to paragraph (b) of this section, in
are necessary primarily for the propegarding the allocation of certain loss rec,Ehe case of loss recoanized by a United
computation of the foreign tax credit limi-ognized in taxable years beginning afteétates resident with rges oct t)(; ropert
tation under section 904 of the InternaDecember 31, 1986. : . pect 1o property
: : . . that is attributable to an office or other
Revenue Code. With respect to U.S. resi- (8) Net operating loss deductiorjRe- fixed place of business in a foreian coun-
dent taxpayers, the regulations generallyerved.] For guidance, see §1.861-— b 9

. . try within the meaning of section
allocate losses against U.S. source ir8T(e)(8). 8g5(e)(3) the loss shal begallocated 0 re-
come. Generally, this allocation simpli- '

. . . ok k% ok foreign rce income if in on
fies the computation of the foreign tax duce foreign source income if a gain o

o L . _ the sale of the property would have been
credit limitation. None of the significant Par. 3. Section 1.861-8T is amende xable by the foreign country and the
alternatives considered in drafting théby adding paragraph (e)(8) and asentenﬁ?ghest marginal rate of tax imposed on
regulations would have significantly al-at the end of paragraph (h) to read as fol;

L uch gains in the foreign country is at
tered the economic impact of the regulaows: least %O percent Howgever parégraph
tions on small entities. There are no alter- . ’

native rules that are less burdensome ft-861-8T Computation of taxable (2)(1) of this section and not this para-
small entities but that accomplish the pufncome from sources within the United graph (2)(2) will apply if gain on the sale

of such property would be sourced under
oses of the statute. States and from other sources and -
P activities (Temporary). section 865(c), (d)(1)(B), or (d)(3).
Drafting Information (3) Loss recognized by United States
FoEoxoE o citizen or resident alien with foreign tax
_ Thg principal author. of these regula- () * ** home. Except as otherwise provided in
tions is Seth B. Go!dstem, of the Office of (8) Net operating loss deductior net §§1.865_—2 an_d 1.865-2T and _paragraph
the Associate Chief Counsel (Interna- ofc) of this section, and except with respect

: perating loss deduction allowed und , ;
tional), IRS. However, other personnePeC,[ion 172 shall be allocated and appo?? loss subject to paragraph (b) of this sec-

from the IRS and Treasury Departmen . i i
y Dep fioned in the same manner as the dedufio™: N the case of loss with respect to

participated in their development. tions giving rise to the net operating Ios?,“?perty fecogmzed t?y a United States
citizen or resident alien that has a tax

* ok ok k% deduction.

home (as defined in section 911(d)(3)) in

Adoption of Amendments to the oEowoxox a foreign country, the loss shall be allo-
Regulations (h) * * * Paragraph (€)(8) of this Sec_cat_ed to reduce foreign source income if a
; - ion shall cease to be effective January §2in on the sale of such property would
Accordlr]gly, 26 CFR part 11is amendedz y have been taxable by a foreign country
s follows: Par. 4. Section 1.865-1T is added im@"d the highest marginal rate of tax im-
PART 1—INCOME TAXES mediately following §1.864-8T, to readP?S€d 0n such gains in the foreign country

as follows: is at least 10 percent.
Paragraph 1. The authority citation for (4) Allocation for purposes of section

part 1 is amended by adding entries in ni§1.865—-1T Loss with respect to personaP04. For purposes of section 904, loss
merical order to read as follows: property other than stock (Temporary). recognized with respect to property that is



allocated to foreign source income under (2) Inventory. This section does nottion is to change the allocation of a built-
this paragraph (a) shall be allocated to thepply to loss recognized with respect tin loss on the disposition of personal
separate category under section 904(d) pyoperty described in section 1221(1). property by converting the original prop-
which gain on the sale of the property (3) Interest equivalents and trade re-erty into other property and subsequently
would have been assigned (without regarckivables. Loss subject to §1.861-9T(b)recognizing loss with respect to such
to section 904(d)(2)(A)(iii)(II). For pur- (loss equivalent to interest expense angther property, the loss shall be allocatec
poses of §1.904-4(c)(2)(i))(A), any sucHoss on trade receivables) shall be allaas if it were recognized with respect to the
loss allocated to passive income shall beated and apportioned under the rules afiginal property immediately prior to the
allocated (prior to the application 0f81.861-9T and not under the rules of thizansaction. Transactions subject to this
81.904—-4(c)(2)(ii)(B)) to the group of pas-section. paragraph shall include, without limita-
sive income to which gain on a sale of the (4) Unamortized bond premiunTo the tion, reorganizations within the meaning
property would have been assigned hadextent a taxpayer recognizing loss wittof section 368(a), liquidations under sec-
sale of the property resulted in the recogespect to a bond (within the meaning ofion 332, transfers to a corporation under
nition of a gain under the law of the rele§1.171-1(b)) did not amortize bond presection 351, transfers to a partnershir
vant foreign jurisdiction or jurisdictions. mium to the full extent permitted byunder section 721, transfers to a trust, dis
(5) Loss recognized by partnership.  881.171-2 or 1.171-3 (or 81.171-1, asibutions by a partnership, distributions
partner’s distributive share of loss recogeontained in the 26 CFR part 1 edition reby a trust, transfers to or from a qualified
nized by a partnership with respect to pewised as of April 1, 1997)(as applicable)business unit, office or other fixed place
sonal property shall be allocated and apess recognized with respect to the bondf business, or branch, or exchanges
portioned in accordance with this sectioshall be allocated to the class of gross inunder section 1031. A person may have ¢
as if the partner had recognized the lossome and, if necessary, apportioned berincipal purpose of affecting loss alloca-
If loss is attributable to an office or othettween the statutory grouping of gross intion even though this purpose is out-
fixed place of business of the partnershipome (or among the statutory groupingsyeighed by other purposes (taken to-
within the meaning of section 865(e)(3)and the residual grouping of gross ingether or separately).
such office or fixed place of businessome, with respect to which interest in- (i) Offsetting positions.If a taxpayer
shall be considered to be an office of theome from the bond was assigned. recognizes loss with respect to persona
partner for purposes of this section. (5) Accrued interest.Loss attributable property and the taxpayer (or any persor
(b) Special rules of applicatiea(1) to accrued but unpaid interest on a delotescribed in section 267(b) (after applica-
Depreciable property.In the case of a obligation shall be allocated to the claston of section 267(c)), 267(e), 318 or 482
loss recognized with respect to depreciaf gross income and, if necessary, appowith respect to the taxpayer) holds (or
ble personal property, the gain referred tboned between the statutory grouping offield) offsetting positions with respect to
in paragraph (a)(1) of this section is thgross income (or among the statutorguch property with a principal purpose of
gain that would be sourced under sectiogroupings) and the residual grouping ofecognizing foreign source income and
865(c)(1) (depreciation recapture). gross income, with respect to which interbnited States source loss, the loss shall b
(2) Contingent payment debt instru-est income from the obligation was asallocated and apportioned against suct
ment. Except to the extent provided insigned. For purposes of this sectionfpreign source income. For purposes of
81.1275-4(b)(9)(iv), loss recognized withwhether loss is attributable to accrued buhis paragraph (c)(6)(ii), positions are off-
respect to a contingent payment debt ininpaid interest (rather than to principalsetting if the risk of loss of holding one or
strument to which §1.1275-4(b) applieshall be determined under the principlemore positions is substantially diminished
(instruments issued for money or publiclyof §81.61-7(d) and 1.446-2(e). by holding one or more other positions.
traded property) shall be allocated to the (6) Anti-abuse rules-(i) Transactions  (iii) Matching rule. To the extent a tax-
class of gross income and, if necessaripvolving built-in losses.If one of the payer (or a person described in sectior
apportioned between the statutory grougerincipal purposes of a transaction is t4059(c)(3)(C) with respect to the tax-
ing of gross income (or among the statushange the allocation of a built-in lospayer) recognizes foreign source income
tory groupings) and the residual groupingvith respect to personal property by trangor tax purposes that results in the cre-
of gross income, with respect to which inferring the property to another personation of a corresponding loss with respect
terest income from the instrument (in thegualified business unit, office or otherto personal property, the loss shall be allo-
amount of the loss subject to this parafixed place of business, or branch thatated and apportioned against such in:
graph (b)(2)) would give rise. subsequently recognizes the loss, the loseme. For examples illustrating a similar
(c) Exceptions—(1) Foreign currency shall be allocated by the transferee as if itile with respect to stock loss, see Exam-
and certain financial instrumentsThis were recognized by the transferor immeples 3 through 6 of §1.865-2T(b)(4)(iv).
section does not apply to loss governed kgjiately prior to the transaction. If one of (d) Definitions—(1) Contingent pay-
section 988 and loss recognized with rethe principal purposes of a change of resiment debt instrumentA contingent pay-
spect to options contracts or derivative fidence is to change the allocation of aent debt instrument is any debt instru-
nancial instruments, including futuresbuilt-in loss with respect to personal propment that is subject to §1.1275-4.
contracts, forward contracts, notionakrty, the loss shall be allocated as if the (2) Depreciable personal propertype-
principal contracts, or evidence of an inchange of residence had not occurred. pfreciable personal property is any prop-
terest in any of the foregoing. one of the principal purposes of a transaerty described in section 865(c)(4)(A).



(3) Terms defined in §1.861-8See resultin the creation of a corresponding loss with reagainst gain. Except as otherwise pro-
§1.861-8 for the meaning of class ofPectto the bond. vided in paragraph (b) of this section, loss

. - Example 4. On January 1, 1999, a domestic - -
gross income, statutory grouping of 9roS§, Horation on the accrual method of accoumingr’ecognlzed with respect to stock shall be

income, and residual grouping of gros§yrchases for $1,000 a bond maturing January &ll0cated to the class of gross income and,
income. 2009, with a stated principal amount of $1,000if necessary, apportioned between the

(e) Examples. The application of this payable at maturity. The bond provides for uncondistatutory grouping of gross income (or

section may be illustrated by the follow-liona payments of interest of $100, payable Decemsyyong the statutory groupings) and the

. les: ber 31 of each year. The issuer of the bond is a for- idual . i . ith
Ing examples. eign corporation and interest on the bond is thf€Sidual grouping ot gross Income, wit

Example 1.0n January 1, 199, a domestic foreign source. On June 10, 1999, aftehas ac- respect to which gain (other than gain
; : . ' . crued $44 of interest income, but before any intere¢teated as a dividend under section
corporation, purchases for $1,000 a machine th%{ . ] :
! . B A as been paid, the issuer suddenly becomes insgg4(e)(1) or 1248) from a sale of such
produces widgets, which sells in the United States vent and declares bankruptca sells the bond (in- toc(k 3/\(/0)u|d ” ri)se i the hands of the
S g

anq tgr(i;:ghout ;he worlld. ;I'rérou%housdhgldgg cluding the accrued interest) for $20. Assuming th . .
period, the machine is located and used in Country properly accrued $44 interest incometreats the seller (without regard to section 865(f)).

X. During A's holding periodA incurs depreciation g5 b6ceads from the sale of the bond as paymehhus, for example, loss recognized by a

deductions of $400 with respect to the machingyy ey previously accrued and recognizes BJnjted States resident on the sale of stock

Under §1.861-8A allocates and apportions depreu-$1000 loss with res S - >
) ; . ) pect to the bond principal and
ation deductions of $250 against foreign source gem 4 |oss with respect to the accrued interest. S'%enera”y is allocated to reduce United

eral limitation income and $150 against U.S. SOUICE1 §1_7(d). Under paragraph (a)(1) of this sectio ’tates source income.

income. On December 12, 1999 sells the ma- the $1000 loss with respect to the principal is allo- (2) Stock attributable to foreign office.
chine and recognizes a loss of $500. Because tRgieq against U.S. source income. Under paragrafixcept as otherwise provided in para-
machine was used predominantly outside the Unit )(5) of this section, the $24 loss with respect to a<‘graph (b) of this section, in the case of

States, under section 865(c)(1)(B) and (c)(3)(B)(i¢rued but unpaid interest is allocated against forei : : :
gain on the disposition of the machine would be forsgrce interest income. Hss recognized by a United States resi-

eign source general limitation income to the extent dent with respect to stock that is attribut-
of the depreciation adjustments. Therefore, under (f) Effective date—(l) In general. Ex- able to an office or other fixed place of
paragraph (b)(1) of this section, the entire $500 losset a5 provided in paragraph (f)(2) of thidusiness in a foreign country within the
:iiﬁfed against foreign source general IImItatIOgection, this section is effective for losgneaning of section 865(e)(3), the loss
Example 2.On January 1, 1997, a domestic recognized on or after January 11, 199%hall be allocated to reduce foreign source
corporation, loans $2,000 19, its wholly-owned For purposes of this paragraph (f), losgicome if a gain on the sale of the stock
controlled foreign corporation, in exchange for &hat is recognized but deferred (for examwould have been taxable by the foreign
contingent payment debt instrument subject t¢|e, under section 267 or 1092) shall beountry and the highest marginal rate of
§1.1275-4(b). During 1997 through 1999ac- aa1a4 a5 recognized at the time the losstax imposed on such gains in the foreign
crues and receives interest income of $630, $150 ?ff;\ken into account. This section shaltountry i I
which is foreign source general limitation income : y is at least 10 percent.
and $480 of which is foreign source passive incomg€ase to be effective January 8, 2002. (3) Loss recognized by United States
under section 904(d)(3). Assume there are no posi- (2) Application to prior periodsAtax- citizen or resident alien with foreign tax
tive or negative adjustments pursuant to §1.1275payer may apply the rules of this sectionome—(i) In general. Except as other-
4(b)(6) in 1997 through 1999. On January 1, 200qq |osses recognized in any taxable yeavise provided in paragraph (b) of this sec-
A disposes of the debt instrument a_r_ld recognlzest?eginning on or after January 1, 1987 andon. in the case of loss with respect to
$770 loss. Under §1.1275-4(b)(8)(ii), $630 of the . ! ’ ' p
loss is treated as ordinary loss and $140 is treated @l SUbsequent years, provided that—  stock that is recognized by a United States
capital loss. Assume that $140 of interest income (i) The taxpayer’s tax liability as showncitizen or resident alien that has a tax
earned in 2000 with respect to the debt instrumeign an original or amended tax return igome (as defined in section 911(d)(3)) in
would be foreign source passive income under segpnsistent with the rules of this section fop foreign country, the loss shall be allo-

tion 904(d)(3). Under §1.1275-4(b)(9)(iv), $150 of ; . . .
the ordinary loss is allocated against foreign sour eeaCh such year for which the statute ofated to reduce foreign source income if a

general limitation income and $480 of the ordinar Imitations does not preclude the filing ofgain on the sale of the stock would have
loss is allocated against foreign source passive it @mended return on June 30, 1999; angeen taxable by a foreign country and the
come. Under paragraph (b)(2) of this section, the (ii) The taxpayer makes appropriate adhighest marginal rate of tax imposed on
$14Q capital loss is allocated against foreign sourggistments to eliminate any double benefig,ch gains in the foreign country is at
passive income. arising from the application of this sectioneast 10 percent.

Example 3. On January 1, 1997, a domestic > ’ ) )
corporation, purchases for $1,000 a bond ma’[urintg0 years that are not open for assessment. (i) Bona fide residents of Puerto Rico.

January 1, 2009, with a stated principal amount of (3) Examples. See §1.865-2(e)(3) for except as otherwise provided in para-
$1,000, payable at maturity. The bond provides fogxamples illustrating an effective dategraph (b) of this section, in the case of
unconditional payments of interest of $100, payablprovision similar to the effective date prooss with respect to stock in a corporation
December 31 of each year. The issuer of the bond\gded in this paragraph (f). described in section 865(g)(3) recognized

a foreign corporation and interest on the bond is thus ; o ; _ ) .. ) .
foreign source. Between 1997 and 208laccrues Par. 5. Section 1.865-2 is added imm&yy, 5 ynited States citizen or resident alien

and receives foreign source interest income of $50%Iate_|y after 81.865-1T, to read as folihyt is 4 bona fide resident of Puerto Rico
with respect to the bond. On January 1, 2092, IOWS: during the entire taxable year, the loss

sells the bond and recognizes a $500 loss. Under . ;
paragraph (a)(1) of this section, the $500 loss is all§1-865—2 Loss with respect to stock. ;thca::::T?: allocated to reduce foreign source

cated against U.S. source income. Paragraph . L. .
(c)(6)(iii) of this section is not applicable because (&) General rules for allocation of loss  (4) Stock constituting a United States

As recognition of the foreign source income did nowith respect to stoek-(1) Allocation real property interest.Loss recognized



by a nonresident alien individual or a for- (iii) Exception for passive limitation dend toN2. The dividend is foreign personal hold-

eign corporation with respect to stock thadividends. Paragraph (b)(1)(i) of this sec-gnsa( C)‘(’lf;‘(if;”t‘g t‘”COT:e_ ofN2 “I”d_er Sfe;‘ligg,
. . . P C at results In an Iinclusion o n
constitutes a United States real propertjon shall not apply to the extent of a divi,_ -0 " Lo 951(a)(1)(A)(i) as of De-

interest shall be allocated to reduceéend recapture amount that is treated @smper 31, 1997. Under section 904(d)(3)(B) the
United States source income. For addincome in the separate category for pasclusion is general limitation income described in
tional rules governing the treatment okive income described in sectiorsection 904(d)(1)(l). The income inclusionRae-

such loss, see section 897 and the requ04(d)(2)(A) (without regard to sectionzt‘o'fkigfslc":;:fgggti_g?] g‘g;:)se% basis in the
> . u i .
tions thereunder. 904(d)(2)(A)(ii(1N). The exception “=5 s "y o 5 1999p sells its shares dfil

(5) Allocation for purposes of sectionprovided for in this paragraph (p)(1)(iii) and recognizes a $110 loss. The $100 1997 subpa
904. For purposes of section 904, losshall not apply to any dividend recapture inclusion is a dividend recapture amount that was
recognized with respect to stock that is aRmount that is treated as income in thieclude.d inP's inpomg .Within the recapture period
located to foreign source income undeseparate category for financial serviceRreceding the disposition of thél stock. The de

. . - . . minimis exception of paragraph (b)(1)(ii) of this
this paragraph () shall be allocated to thecome described in section 904(d)(2)(C Section does not apply because the $100 dividend re

separate category under section 904(d) to (iv) Examples. The application of this capture amount exceeds 10 percent of the $110 los:
which gain on a sale of the stock wouldParagraph (b)(1) may be illustrated by theherefore, to the extent of the $100 dividend recap-
have been assigned (without regard tipllowing examples: ture amount, the loss must be allocated under para

. ) graph (b)(1)(i) of this section to the separate limita-
section 904(d)(2)(A)(iii)(!11)). For pur Example 1. (i) P, a domestic corporation, is ation category to which the dividend recapture

poses of §1.904-4(c)(2)(ii)(A), any suchynited states shareholder f a controlled foreign amount was assigned (general limitation income).
loss allocated to passive income shall b&rporation. N has never had any subpBrincome  The remaining $10 loss is allocated to U.S. source
allocated (prior to the application ofand all of its earnings and profits are described imcome under paragraph (a)(1) of this section.

_ i section 959(c)(3). On May 5, 1998,distributes a Example 3. (i) P, a domestic corporation, owns
§1'9.04 .4(0)(2)(“)(8).) to the group of dividend toP in the amount of $100. The dividend all of the stock of\N1, which owns all of the stock of
passive income to which gain O_n a sale ives rise to a $5 foreign withholding tax, aRds N2. NlandN2 are controlled foreign corporations.
the stock would have been assigned hadigemed to have paid an additional $45 of foreign iAll the corporations use the calendar year as their
sale of the stock resulted in the recognizome tax with respect to the dividend under sectiotaxable year and the U.S. dollar as their functional
tion of a gain under the law of the relevan?02. Under the look-through rules of sectiorcurrency. On May 5, 19982 pays a dividend of
foreign jurisdiction or jurisdictions. 904(d)(3) t_he dlv!dend is general limitation income$100 toN1 out of general limitation earnings and

. .. described in section 904(d)(1)(1). profits.
(b) Exceptlon.s—(l) Dividend recap- (i) On February 6, 200@ sells its shares dfl (i) On February 5, 2000\ 1 sells itsN2 stock to
ture exception-(i) In general. If a tax- and recognizes a $110 loss. In 20BGas the fol- an unrelated purchaser. The sale results in a loss t
payer recognizes a loss with respect towing taxable income, excluding the loss on theé\1 of $110 for U.S. tax purposes. In 2000, has

shares of stock, and the taxpayer (OI’ sgle ofN: the following current earnings and profits, excluding

- . . (A) $1,000 of foreign source income that is genthe loss on the sale bi2:
person described in section 1059(C)(3)(¢2ral limitation income described in section (A) $1,000 of non-subpaf foreign source gen-

W'th respect to such shares) included i§oa(g)()q):; eral limitation earnings and profits described in sec-
income a dividend recapture amount (or (B) $1,000 of foreign source capital gain fromtion 904(d)(1)(I);
amounts) with respect to such shares #ie sale of stock in a foreign affiliate that is sourced (B) $1,000 of foreign source gain from the sale of
any time during the recapture periodl,mc_i;rds_ectior; 869552(5?5(% pasdsive income des{.ock that is tla:elr(]j.into account i'n determin(ijng for-
- scribed in section ;an eign personal holding company income under sec-
then, to the extent of the dividend recap (C) $1,000 of U.S. source income. tion 954(c)(1)(B)(i) and which is passive limitation
ture amount (or amoun-ts), the loss shall (i) The $100 dividend paid in 1998 is a dividendearnings and profits described in section
be allocated and apportioned on a propofecapture amount that was includedFis income  904(d)(1)(A);
tionate basis to the class or classes ®fthin the recapture period preceding the disposition (C) $1,000 of foreign source interest income re-
gross income or the statutory or residuzﬂf theN stock_: The _de minimis exception of para-ceived from_an unrelated person that is foreign per-
. . f . t raph (b)(1)(ii) of this section does not apply besonal holding company income under section
grquplng Or.g.rOUpmgS OF gross INCOMe Qe the $100 dividend recapture amount excee#l54(c)(1)(A) and which is passive limitation earn-
which the dividend recapture amount Wago percent of the $110 loss. Therefore, to the exteirtgs and profits described in section 904(d)(1)(A).
assigned. of the $100 dividend recapture amount, the loss (iii) The $100 dividend paid in 1998 is a dividend
(i) Exception for de minimis amountsmust be allocated under. pgra_graph (b)(1)(i) of thise_cgpture amount that was incIud_ed\Inis in_come_ _
Paragraph (b)(l)(l) of this section Shalfectlo_n_to the separatt_a limitation categ_ory tq wh_lcbmthm the recapture perlod_ p_ref:edlng th_e disposition
| | ized b the dividend was assigned (general limitation inef theN2 stock. The de minimis exception of para-
not apply to a _OSS r?_COgmze y a ta)%ome). graph (b)(1)(ii) of this section does not apply be-
payer on the disposition of stock if the (iv) P’s remaining $10 loss on the disposition ofcause the $100 dividend recapture amount exceed
sum of all dividend recapture amountshe N stock is allocated to U.S. source income undé0 percent of the $110 loss. Therefore, to the exten
(other than dividend recapture amountgaragraph (a)(1) o_f this section. _ of the $100 dividend recapture amount, .the Iogs
eligible for the exception described in (v) After aIIoc_atlon of_the stock Ios_s, P’s forelgnmus_t be allocated under_ p_ara_graph (b)(1)(i) of t_h|3
. . source taxable income in 2000 consists of $900 afection to the separate limitation category to which
pgragra_ph (b)(l)('“) of th'$ secnon_(p_as'foreign source general limitation income and $1,00¢he dividend was assigned (general limitation earn-
sive limitation dividends)) included in in- of foreign source passive income. ings and profits).
come by the taxpayer (or a person de- Example 2.(i) P, a domestic corporation, owns  (iv) N1's remaining $10 loss on the disposition of
scribed in section 1059(c)(3)(C)) Witha"2°f thh_ehstock 0N”1, \f/vtrrljch :szsd?g of’\}?e’\sltzockdof |t'he'i\12t'3t00k is _allocategl to f?_:eign jource passivE
. ,which owns all of the stoc! . , N2an imitation earnings and profits under paragrap
reSPeCF to such stock durlng the recaptuﬁ% are controlled foreign corporations. All of the(a)(1) of this section.
p?r|0d is less than 10 percent of the recogaporations use the calendar year as their taxable (v) After allocation of the stock losBL's current
nized loss. year. On February 5, 199K3 distributes a divi- earnings and profits for 1998 consist of $900 of for-



eign source general limitation earnings and profithusiness, or branch that subsequently relow or defer the recognition of loss. The
and $1,990 of foreign source passive limitation eamygnjzes the loss, the loss shall be allexamples are as follows:

ings and profits. e _
(vi) After allocation of the stock los®N1's sub- cated by the transferee as if it were recog Example 1 (i) Facts. On January 1, 200®, a

part F income for 2000 consists of $1,000 of foreighiZz€d With_ respect to th_e stock by the - ic corporation, owns all of the stock\t a
source interest income that is foreign personal holdransferor immediately prior to the tranSzontrolled foreign corporation, which owns all of the
ing company income under section 954(c)(1)(A) anéction. If one of the principal purposes oftock ofN2, a controlled foreign corporatioriN1's
$890 of foreign source net gain that is foreign pery change of residence is to change the &ksis in the stock o2 exceeds its fair market
sonal holding company income under section . L . i

g pany Ilocatlon of a built-in loss with respect tovalue, and any loss recognized ¥¢ on the sale of

954(c)(1)(B)(i). P includes $1,890 in income unde .. ..N2would be allocated under paragraph (a)(1) of this
section 951(a)(1)(A)(i) as passive income under sestock, the IOSS_ shall be allocated as if thseection to reduce foreign source passive limitation
tions 904(d)(1)(A) and 904(d)(3)(B). change of residence had not occurred. fnings and profits dfiL. In contemplation of the

Example 4. Pa foreign corporation, has two gne of the principal purposes of a transagale ofN2to an unrelated purchasércauses\1 to

wholly-owned subsidiariess a domestic corbora- tion js to change the allocation of a builtliquidate with principal purposes of recognizing the
tion, andB, a foreign corporation. On January 1, i oss on theN2 stock and allocating the loss against
2000, S purchases a one-percent interelt mfor- 1 loss with respect to stock (or other per'-

eign corporation, for $100. On January 2, 2000, Sonal property) by converting the originaf(;’;izseiugﬁi SlgfzomeP sells theN2 stock and P rec-
distributes a $20 dividend ® The $20 dividend is property into other property and subse-" )  oss allocation.Because one of the principal
foreign source financial services income. On Janiuently recognizing loss with respect t@urposes of the liquidation was to transfer the stock
ary 3, 2000, S sells if¥ stock toB for $80 and rec- ¢\ h other property, the loss shall be allde P in order to change the allocation of the built-in

ognizes a $20 loss that is deferred under section [P . . ;
267(). On June 10, 2008,sells tsN stook to an  Cated as if it were recognized with respecss on nenz stock, uncer paragrapn OX of
. ' y . f . - is section the loss is allocated agaistforeign
unrelated person for $55. Under section 267(f) antP the original property immediately prior - oo passive limitation income. 9 9
§1.267(f)-1(c)(1).Ss $20 loss is deferred until to the transaction. Transactions subject to Example 2. (i) Facts. On January 1, 200®, a
2008. Under this paragraph (b)(1), the $20 loss s paragraph shall include, without limi-domestic corporation, formsandF, foreign corpo-
;a;\llcocfgt:idntgorggLé(;ec;zrse;gt?]:?(:Jsrg?lvgzarrengé:iezgéc(a _tion, reorganizations within the meaningations, and contributes $1,000 to the capital of each.
beit deferred) within the 24- h : : @f section 368(8.), quuidations under sec andF enter into offsetting positions in financial
it deferred) within the month recapture periow . ipstruments that produce financial services income
following the receipt of the dividend. Seetion 332, transfers to a corporation undé}—ﬁolding theN stock substantially diminisheR's .
§81.267(f)-1(a)(2)(i)(B) and 1.267()-1(c)(2). section 351, transfers to a partnershigsy of oss with respect to the F stock (and vice
. ExamfF',egTh;éaCts are ”‘et.same aﬂt‘.“”‘mp'e ,under section 721, transfers to a trust, disersa). P holdsN andF with a principal purpose of
, exceptP, S,andB are domestic corporations and, ., .. . o . : )
mer)r:be?s of thé consolidated Igrou;f U;der thetrlbutlons by a partnership, distributiongecognizing foreign source income and U.S. source
) ’ iloss. On March 31, 2000, when the financial instru-
matching rule of §1.1502-13(c)(1), the separate e'py a trus-t’ or tran-SferS _'[O or from a q-uallment held byN is worth $1,200 and the financial in-
tity attributes ofSs intercompany items ari@ls cor-  fied business unit, office or other f|xedStrument held by is worth $800P sells itsF stock
responding items are redetermined to the exteqt negtace of business. A person may have £hd recognizes a $200 loss.
te;XS;g?/e ti(r’]C%ﬁceiu;eégidslaaw:r:f;?\ztsiggscg:as(’Sli'gf"t‘fjjrincipal purpose of affecting loss alloca- iy Loss allocation Becaus® held an offsetting
. . . tion even though this purpose is outposition with respect to th€ stock with a principal
gle corporation and the intercompany transacno’:\ . 9 purp pur ose of recopnizin foreian Source iirjwcoml?a and
was a transaction between divisionsS#dBwere Weighed by other purposes (taken toRurp gnizing 9

divisions of a single corporation, the transfe\of gether or separately). ](L(J)'Zi iosgfjerzclg?ii’a:]cﬁafzg?vilg:ssi:csio:ifge?gzlrr:t
stock on January 3, 2000 would be ignored for tax (i) Offsetting positions.If a taxpayer A ﬂ(b)(4)(ii) of this section P
purposes, and the corporation would be treated grap ’

; ! f&cognizes loss with respect to stock and
selling that stock only in 2008. Thus, the corpora: . . . .
tion's entire $45 loss would have been allocatelN€ taxpayer (or any person described in (c) Loss recognized by partnershig
against U.S. source income under paragraph (a)@gction 267(b) (after application of secpartner’s distributive share of loss recog-
of this section because a dividend recapture amoution 267(c)), 267(e), 318 or 482 with re-nized by a partnership shall be allocated
was not received during the corporation's recaptur§pect to the taxpayer) holds (or held) offand apportioned in accordance with this
period. AccordinglySs $20 loss an®'s $25 loss  gating positions with respect to suclsection as if the partner had recognized
are allocated to reduce U.S. source income. . L . . .
stock with a principal purpose of recogthe loss. If loss is attributable to an office
(2) Exception for inventory.This sec- nizing foreign source income and Unitedr other fixed place of business of the
tion does not apply to loss recognize®tates source loss, the loss will be allgartnership within the meaning of section
with respect to stock described in sectiopated and apportioned against such foB65(e)(3), such office or fixed place of
1221(1). eign source income. For purposes of thisusiness shall be considered to be an of-
(3) Exception for stock in an S corpora-paragraph (b)(4)(ii), positions are offsetfice of the partner for purposes of this sec-
tion. This section does not apply to losging if the risk of loss of holding one ortion.
recognized with respect to stock in an ®1ore positions is substantially diminished (d) Definitions—(1) Terms defined in
corporation (as defined in section 1361). by holding one or more other positions. §1.861-8.See §1.861-8 for the meaning
(4) Anti-abuse rules-(i) Transactions  (iii) Matching rule [Reserved] For fur- of class of gross income, statutory group-
involving built-in losses.If one of the ther guidance, see 81.865-2T(b)(4)(iii). ing of gross incomeandresidual group-
principal purposes of a transaction is to (iv) Examples. The application of this ing of gross income.
change the allocation of a built-in losparagraph (b)(4) may be illustrated by the (2) Dividend recapture amounf divi-
with respect to stock by transferring thdollowing examples. No inference is in-dend recapture amount is a dividend (ex-
stock to another person, qualified busitended regarding the application of angept for an amount treated as a dividend
ness unit (within the meaning of sectiorother Internal Revenue Code section arnder section 78), an inclusion described
989(a)), office or other fixed place ofjudicial doctrine that may apply to disal-in section 951(a)(1)(A)(i) (but only to the



extent attributable to a dividend (includ-cated against foreign source income under §1.86Jsayer) recognizes foreign source income
ing a dividend under section 964(e)(1)$(e)(7). In 1999, P chooses to apply this section gy tax purposes that results in the cre-
included in the earnings of a controllea::: 'scl’f;f;qicrﬁgy"e':fg in its 1987 taxable year and i of 4 corresponding loss with respect
foreign corporation (held directly or indi- iy Aliocation of the loss on the sale bis not O Stock, the loss shall be allocated anc
rectly by the person recognizing the losSiffected by the rules of this section because the logpportioned against such income. This

that is included in foreign personal holdwas recognized in a taxable year that did not begiparagraph (b)(4)(iii) shall not apply to the

ing company income under section”“‘teEr Decelmger_3l13, 1936- . ion. s JSXtENt @ loss is related to a dividend re-
954(c)(1)(A)) and an inclusion described,, o he 210 1 2 CCMEE HIPOIER, P fcapture amount and §1.865-2(b)(L)(ii)

in section 951(a)(1)(B). nizes a $100 capital loss on the salé\ph foreign (de mi_n?mis exceptio_n) or (b)(1)(iii) (pas-
(3) Recapture period.A recapture pe- corporation. Pursuant to sections 1211(a) angive dividend exception) exempts the loss
riod is the 24-month period preceding thé212(a), the loss is not allowed in 1988 and is cafrom §1.865-2(b)(1)(i) (dividend recap-

date on which a taxpayer recognizes a lo4§d Pack to the 1985 taxable year. The loss is aliqyre rule), unless the stock is held with a
cated against foreign source income under §1.861

with respect to stock, increased by any p%{e)(?) onP's federal income tax return for 1985 principal purpose of producing foreign

riod of time in which the taxpayer has di-and increases an overall foreign loss account undPUrce income and corresponding loss.
minished its risk of loss in a manner des§1.904(f)-1. (iv) Examples. The application of this
scribed in section 246(c)(4) and the (if) In 1999,P chooses to apply this section to allparagraph (b)(4) may be illustrated by the

regulations thereunder and by any periolasses recognized in its 1987 taxable year and in %Ilowing examples. No inference is in-
in which the assets of the corporation arsubsequent years. Consequently, the loss on the SPéended regarding the application of any
p & Nis allocated against U.S. source income under

hedged against risk of loss with a principalaragraph (a)(1) of this section. Allocation of thepth_er Intema.-l Revenue Code SeCtiQn or
purpose of enabling the taxpayer to holthss against U.S. source income reduesoverall  judicial doctrine that may apply to disal-
the stock without significant risk of lossforeign loss account and increafstax liability in - Jow or defer the recognition of loss. The

until the recapture period has expired. 2 years: 1990, a year that will not be open for ass_e%Xammes are as follows:
. . . ment on June 30, 1999, and 1997, a year that will be Examples 1 and 2Reserved] For fur-
(4) United States resideniSee section gpen for assessment on June 30, 1999. Pursuant to P ;

865(g) and the regulations thereunder fQfaragraph (e)(2)(i) of this sectiok, must file an ther guidance, see §1.865-2(b)(4)(iv).

initi i i amended federal income tax return that reflects the .
the definition of United States resident. Example 3.(7) Facts. On January 1, 199% and

(e) Effective date-(1) In general. rules of this section for 1997, but not for 1990. Q, domestic corporations, forlR, a domestic part-

- . . . Example 3. (i) P, a domestic corporation, has a . . )
This section is effective for loss recog_calendaraaxabfg year. On March 18 1988ecog- nership. The corporations and partnership use the

nized on or after January 11, 1999. FQfizes a $100 capital loss on the salé\o& foreign calendar year as their taxable yed.contributes .

purposes of this paragraph (e), loss that ¢srporation. The loss is allocated against foreig%ioo t(t)R in exchtanbget for$?(§3(§);£§rcenthpartn¢e](rsh|p

recognized but deferred (for examplesource income under §1.861-8(e)(7) R federal n fge_sefggﬁtcogr?ngrzﬁi ime,e;r;exjm?f;g:es";
d ti 267 1092 hall béncome tax return for 1989 and results in excess for- p nt p p p

under section or ) sha gance studio in countey for $1,000. On January 2,

treated r nized at the time the | eiggn tax credits for that year. The excess credit 999 R ent int tracts t ide d
eated as recognizea a e e the 0§ rried back to 1988, pursuant to section 904(c). | ,R enters into contracts to provide dance

is taken into account. 1999, P chooses to apply this section to all losselESSONS T (ngggtryigor a S-year period begingigg "
(2) Application to prior periodsAtax- recognized in its 1989 taxable year and in all subsgdnuary 1, 2000. These contracts are prepaid by t
. . dance studio customers on December 31, 1999, an
payer may apply the rules of this sectiofuent years. On June 30, 199% 1988 taxable N - -
| ized i i bl ypar is closed for assessment. Bist 1989 taxable R recognizes foreign source taxable income of $500
to losses recognized in any taxable ye '

. . . from the prepayment$ only income in 1999) P
.. ar is open with respect to claims for refund. o - S
beginning on or after January 1, 1987, an)ae (i) BecauseP chooses to apply this section to itstakes into income its $450 distributive share of part-

all subsequent years, provided that— 1989 taxable year, the loss on the sal&lds allo- nership taxable income. On January 1, 2008,

(i) The taxpayer’s tax liability as showncated against U.S. source income under paragraEﬁSis in its partnership interest is $1,350 ($900 from

on an original or amended tax return i€2)(1) of this section. Allocation of the loss agains s contribution under section 722, increased by its

: ] 450 distributive share of partnership income under
; ; ; ; .S. source income would have permitted the for= "™~ .
consistent with the rules of this SECtloiJign tax credit to be used in 1989, redudiigtax  SECtion 705). On September 22, 2@@ontributes

and 81.865-2T for each such year foﬁability in 1989. Nevertheless, under paragraplj1tS R partnership interest 18 a newly-formed do-
which the statute of limitations does nO(e)(Z)(ii) of this section, because the credit was Ca‘[pestlc corporation, in exchange for all the stock of

preclude the filing of an amended returmied back to 1988 may not claim the foreign tax S. Under section 358S basis inSis $1,350. On
credit in 1989, December 1, 200® sellsSto an unrelated party for

on :]une 30, 1999; and _ $1050 and recognizes a $300 loss.
(if) The taxpayer makes appropriate ad- Par. 6. Section 1.865-2T is added im- (i) Loss allocation. BecauseP recognized for-
justments to eliminate any double benef'ﬂhediately after §1.865-2, to read as fol?gn source income for tax purposes that resulted ir

arising from the application of this section, . tEes?rfatisthf ;3%16599”":?9 ":SZ with retsfpeq e
: eSstock, the oss is allocated against foreign
to years that are not open for assessment. source income under paragraph (b)(4)(iii) of this

(3) Examples. The rules of this para- §1.865-2T Loss with respect to stock  gection.
graph (e) may be illustrated by the follow{Temporary). Example 4. (i) Facts. On January 1, 200®, a
ing examp|es; - domestic corporation that uses the calendar year a

(a) through (b)(4)(ii) [Reserved] Forits taxable year formsl, a foreign corporation.P

Example 1. (i) P, a domestic corporation, has afyrther guidance, see §1.865—2(a) througtentributes $1,000 to the capital lfin exchange
05 8 $100 capial loss on e saidioh toreign O adcilonsl S1.000 to the captal i exchange for
corporation. Pursuant to sections 1211(a) and (b)(4)(iii) Matching rule. To the eXt_ent 100 shares of preferred stock. Each preferred shar
1212(a), the loss is not allowed in 1985 and is caf taxpayer (or a person described in seg-entitied to 15- percent dividend but is redeemable
ried over to the 1990 taxable year. The loss is alldion 1059(c)(3)(C) with respect to the taxby N on or after January 1, 2010, for $1. Prior to



January 10, 2005, P receives a total of $750 of distri- (2) Application to prior periods A tax- (c) High-taxed income-(1) In general.
butions fromN with respect to its preferred sharesnayer may apply the rules of this sectiotncome received or accrued by a United
\éviC:ngijg_e?;i j‘:nfjgf;gfo,sozggsgfsnﬁgég"gfg'_o% Ic_>ss_es recognized in any taxable yezStat(_as person that would otherwise be
ferred shares ilN to an unrelated purchaser for P€ginning on or after January 1, 1987, anplassive income shall not be treated as pas:
$600. Assume that this arrangement is not rechara@ll subsequent years, provided that—  sive income if the income is determined
terized under Notice 97-21 (1997-1 C.B. 407). (i) The taxpayer’s tax liability as shownto be high-taxed income. Income shall be
(i) Loss allocation. BecauseP recognized for- o an original or amended tax return isonsidered to be high-taxed income if,
ter:gncfg;trigi |2fc Zrzirfr(;rsgixng;rg ?j:ss \t/\:f}: r;z‘;gif t'é'onsistent with the rules of this sectiorafter al]ocating expenses, losses and othet
the N stock, the $400 loss is allocated against forand §1.865-2 for each such year fodleductions of the United States person to
eign source general limitation income under parawhich the statute of limitations does nothat income under paragraph (c)(2)(ii) of
graph (b)(4)(iii) of this section. preclude the filing of an amended returithis section, the sum of the foreign in-
Example 5.(j) Facts. On January 1, 208,a 4 3,56 30, 1999: and come taxes paid or accrued by the United
e e afes ™ (1) The taxpayer makes appropriate adSiales person wihrespect 0 such income
foreign corporation wholly-owned by, form N, a justments to eliminate any double benefi@nd the foreign taxes deemed paid or ac-
foreign corporation. P contributes $1,000 to the arising from the application of this sectiorcrued by the United States person with re-
capital ofN in exchange for 100 shares of commonyg years that are not open for assessmergpect to such income under section 902 or
itggk ‘;”d $1’°20 to the Cap'tta”él:? excrla_rsjgetfor Par. 7. Section 1.904-0 is amended kection 960 exceeds the highest rate of tax
100 shares of common Stodf cONIBUISS evising the eniry for 51.904-4(c)(2)()Specified in section 1 or 11, whichever ap-

shares of preferred stock. Each preferred share@d (ii) and adding entries for paragraphglies (and with reference to section 15 if

entitled to a 65-percent LC dividend. At the time of(c)(2)(i)(A), (c)(2)(i)(B), (c)(2)(ii)(A) and applicable), multiplied by the amount of

the contributions, $1=LC1. The LC is expected t‘(c)(Z)(ii)(B) to read as follows:
depreciate significantly in relation to the U.S. dollar.

Prior to June 10, 2005, P receives a total of $1,90§1_904_0 Outline of regulation

ijrlzglbutlonsl TomF,_ WhIC'h.It treats as foreign Oorovisions for section 904.
general limitation dividends. On June 10;

2005, theN preferred stock has a fair market value  %* % * %

of $25 andP sellsF for $25 to an unrelated person.

Assume that this arrangement is not recharacteriz

under Notice 97-21 (1997-1 C.B. 407).

(i) Loss allocation. BecauseP recognized for-
eign source income for tax purposes that resulted inCOMeE.
the creation of a corresponding loss with respect to
theF stock, the $975 loss is allocated against foreign
source general limitation income under paragraph
(b)(4)(Gii) of this section. (c

Example 6. (i) Facts. On January 1, 1998,a (2)
domestic corporation, purchasésa foreign corpo- (|)

* % %

L

Effective dates.

such income (including the amount
treated as a dividend under section 78).
If, after application of this paragraph (c),
income that would otherwise be passive
income is determined to be high-taxed in-
come, such income shall be treated as

%1.904-4 Separate application of sectioigeneral limitation income, and any taxes
904 with respect to certain categories of imposed on that income shall be consid-

ered related to general limitation income
under 81.904-6. If, after application of
this paragraph (c), passive income is zero
or less than zero, any taxes imposed on
the passive income shall be considered re-
lated to general limitation income. For
additional rules regarding losses related to

ration, for $1000. On March 1, 1998 sells its op- A)
erating assets, distributes a $400 general Iimitatio%l3
dividend toP, and invests its remaining $600 in )
short term government securitie®N earns interest (i)
income from the securities. The income constitute§A)
subpartF income that is included i®’'s income
under section 951, increasiis basis in theN (B)
stock under section 961(a). On March 1, 2002,
sellsN and recognizes a $400 loss.

(i) Loss allocation. The $400 dividend received
by P resulted in a $400 built-in loss in tiestock,
which was locked in foP's four-year holding period.
BecauseP recognized foreign source income for tax

purposes that resulted in the creation of a correspon@)(2)=

2. Revising paragraph (c)(3)(iii),

(b)(4)(iii) of this section the $400 loss is allocated 3. Adding paragraph (c)(3)(iv), and
4. Amending paragraph (c)(8) by

addingExample 11, Example 1#hd Ex-

ample 13.

ing loss with respect to thé stock, under paragraph
against foreign source general limitation income.

(e) Effective date—(1) In general.
This section is effective for loss recog

Par. 8. Section 1.904—4 is amended b
1. Revising paragraphs (c)(1) an

In general.

Application to prior periods.
Grouping rules.

Initial allocation and apportionment
of deductions and taxes.
Reallocation of loss groups.

passive income, see paragraph (c)(2) of
this section. Income and taxes shall be
translated at the appropriate rates, as de-
termined under sections 986, 987 and 989
and the regulations under those sections,
before application of this paragraph (c).
For purposes of allocating taxes to groups
of income, United States source passive
ncome is treated as any other passive in-
ome. In making the determination
whether income is high-taxed, however,
only foreign source income, as deter-
mined under United States tax principles,
is relevant. See paragraph (c)@Byam-
ples10 through 13 of this section for ex-
amples illustrating the application of this

* kX *x * %

nized on or after January 11, 1999. For 2 1Nhe additions and revisions read a5, ragraph (c)(1) and paragraph (c)(2) of

purposes of this paragraph (e), loss that

{gllows:

this section.

recognized but deferred (for example§1_904_4 Separate application of section (2) Grouping of items of income in
under section 267 or 1092) shall bgg, with respect to certain categories of order to determine whether passive in-

treated as recognized at the time the 10§$.ome

is taken into account. This section shall
cease to be effective January 8, 2002.

come is high-taxed incomsg(i) Effective
dates—(A) In general. For purposes of
determining whether passive income is



high-taxed income, the grouping rules ofjiving rise to the loss is treated under forallocated to foreign source passive limitation in-
paragraphs (c)(3)(i) and (i), (c)(4), anceign law as having given rise to a gain):ome under §1.865-2(2)(3)(i). The $700 capital loss
(c)(5) of this section apply to taxablethe foreign tax shall be allocated to th& Mtially allocated to the group of passive income
oo T . . Subject to no withholding tax but subject to foreign
years beginning after December 31, 198@roup of passive income to which gain oy gther than withholding tax. The $300 amount by
Except as provided in paragraplthe sale would have been assigned undgfich the capital loss exceeds the income in the
(c)(2)()(B) of this section, the rules ofparagraph (c)(3) or (4) of this section. Agroup must be reapportioned to the other groups
paragraph (c)(3)(iii) apply to taxabledetermination of whether passive incom&nder paragraph (c)(2)(ii)(B) of this section. The
years beginning after December 31, 19875 high-taxed shall be made only after apggggy_'?goﬁ 538/%%5;§iﬁdmbeyriifa? itnc::(frigo
and ending before December 31, 1998lication of paragraph (c)(2)(ii)(B) of this s thus reduced by $200 to $200 ($400 — ($300
and the rules of paragraph (c)(3)(iv) applgection (if applicable). (400/600))). The $100 royalty income is not high-
to taxable years ending on or after De- (B) Reallocation of loss groupslf, taxed and remains passive income because the fo
cember 31, 1998. See Notice 87—6 (198&fter allocation and apportionment of exﬁ'?”;??sodnot:;’:iﬁzg‘:nes tBidheI??ssthliJ?tteg( i.t:;e
1 C.B.417) for the grouping r.uleg applicapenses, losses aqd other d_eductlpns untﬁ)% " the $200 of rental income and the $g325 of 4550
ble to taxable years beginning afteparagraph (c)(2)(ii)(A) of this section, thegjateq foreign tax are assigned to the general limita-
December 31, 1986 and before January 4um of the allocable deductions exceed®n category.
1988. The fourth sentence of paragraptihe gross income in one or more groups, Example 12.The facts are the same asHxam-
(c)(2)(ii)(A) and paragraph (c)(2)(ii)(B) the excess deductions shall proportior® 11except the amount of the capital loss that is al-
of this section are effective for taxableately reduce income in the other groupgctitizdsgzgsr: fj'tf]?g_ri(:;(z(f?)f‘e?gnp:;i?;p;‘a(:s)i(vzg
years beginning after March 12, 1999.  (but not below zero). income subject to no withholding tax but subject to
(B) Application to prior periods.A (3) *** foreign tax other than withholding tax is $1,200.
taxpayer may apply the rules of paragraph (iii) For taxable years ending beforeunder paragraph (c)(2)(ii)(B) of this section, the ex-
(c)(3)(iv) to any taxable year beginningDecember 31, 1998 (except as providegfss deductions of $800 must be reapportioned
after December 31, 1991, and all subsén paragraph (c)(2)(i)(B) of this section),n® $200 of netroyalty income subject to a 5 percent
. . X K i withholding tax and the $400 of net rental income
quent years, provided that— all passive income received during thg pject to a 15 percent or greater withholding tax.
(1) The taxpayer’s tax liability as taxable year that is subject to no withThe income in each of these groups is reduced tc
shown on an original or amended tax reholding tax shall be treated as one item @kro, and the foreign taxes imposed on the rental an
turn is consistent with the rules of thisncome. royalty income are considered related to general
section for each such year for which the (iv) For taxable years ending on or afteftation income. The remaining loss of $200 con-
R . . stitutes a separate limitation loss with respect to pas
statute of limitations does not precludéecember 31, 1998, all passive iNCOMEye income.
the filing of an amended return on Juneeceived during the taxable year that iS Example 13.In 2001,P, a domestic corporation,
30, 1999; and subject to no withholding tax or other for-earns a $100 dividend that is foreign source passive
(2) The taxpayer makes appropriate ackign tax shall be treated as one item of imitation income subject to a 30-percent withhold-
justments to eliminate any double beneficome, and all passive income receivel§9 @ Aforeign tax credit for the withholding tax
oL X X i . X X ) on the dividend is disallowed under section 901(k).
arising from the application of this sectionduring the taxable year that is subject t@ gequction for the tax is allowed, however, under
to years that are not open for assessmemo withholding tax but is subject to a for-sections 164 and 901(k)(7). In determining whether

(ii) Grouping rules—(A) Initial alloca- eign tax other than a withholding tax shalP's passive income is high-taxed, the $100 dividend

tion and apportionment of deductions andbe treated as one item of income. and the $30 deduction are allocated to the first grour
taxes. For purposes of determining of income described in paragraph (c)(3)(iv) of this

) . . . . * x k Kk % section (passive income subject to no withholding
whether passive income is high-taxed, ex- tax or other foreign tax).

penses, losses and other deductions shall(g) » » »
be allocated and apportioned initially to
_ Example 11.In 2001,P, a U.S. citizen with a tax

each of the groups of passive income (d
group P ( %ome in CountryX, earns the following items of Robert E. Wenzel,

* Kk * *x %

Scr'be.d in paragraphs (©)(3), (4), and (5);yss income: $400 of foreign source, passive limi- Deputy Commissioner of
of this section) under the rules Ofation interest income not subject to foreign with- Internal Revenue.
881.861-8 through 1.861-14T and 1.865kolding tax but subject to Count¥ income tax of
1T through 1.865-2T. Taxpayers that a|$109, $200 of fqreign source, passive Ii'mitati'on royApproved December 15, 1998.
locate and apportion interest expense O’aﬁy income _subject to a 5 percent foreign Wlthh(_)ld-

t basis mav nevertheless a Ortim(ﬁjtax (foreign tax paid is $10), $1,300 of foreign D Id C. Lubick
an asse - Yy pportg rce, passive limitation rental income subject to a _Ona - LUDICK,
groups of passive income on a gross ins $325), $500 of foreign source, general limitation the Treasury.

come basis. Foreign taxes are allocated iftsome that gives rise to a $250 foreign tax, and

groups under the rues of SIL904-6(a) 000U, ste vt gan st sl by e Ofce of e edera gitr o Jr
. o . | ary 8, , 8:45 a.m., and published in the issue o

hf aloss on E.idISpOSIt-Ion of property g“_/e% its passive rental incomeR’s only other deduc- the Federal Register for January 11, 1999, 64 F.R

rise to foreign tax (i.e., the transactionion is a $700 capital loss on the sale of stock that i&505)



