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1986, except as otherwise provided, see section 1221(g) of
Pub. L. 99-514, set out as a note under section 954 of
this title.

EFFECTIVE DATE

Pub. L. 94-12, title VI, §602(f), Mar. 29, 1975, 89 Stat.
64, as amended by Pub. L. 99-514, §2, Oct. 22, 1986, 100
Stat. 2095, provided that: ‘“The amendments made by
this section [enacting this section, amending sections
851, 902, 951, and 954 of this title, and repealing section
963 and former section 955 of this title] shall apply to
taxable years of foreign corporations beginning after
December 31, 1975, and to taxable years of United
States shareholders (within the meaning of 951(b) of the
Internal Revenue Code of 1986 [formerly I.R.C. 1954])
within which or with which such taxable years of such
foreign corporations end.”

§956. Investment of earnings in United States
property

(a) General rule

In the case of any controlled foreign corpora-
tion, the amount determined under this section
with respect to any United States shareholder
for any taxable year is the lesser of—

(1) the excess (if any) of—

(A) such shareholder’s pro rata share of
the average of the amounts of United States
property held (directly or indirectly) by the
controlled foreign corporation as of the close
of each quarter of such taxable year, over

(B) the amount of earnings and profits de-
scribed in section 959(c)(1)(A) with respect to
such shareholder, or

(2) such shareholder’s pro rata share of the
applicable earnings of such controlled foreign
corporation.

The amount taken into account under paragraph
(1) with respect to any property shall be its ad-
justed basis as determined for purposes of com-
puting earnings and profits, reduced by any li-
ability to which the property is subject.
(b) Special rules

(1) Applicable earnings

For purposes of this section, the term ‘‘ap-
plicable earnings’ means, with respect to any
controlled foreign corporation, the sum of—

(A) the amount (not including a deficit) re-
ferred to in section 316(a)(1) to the extent
such amount was accumulated in prior tax-
able years, and

(B) the amount referred to in section
316(a)(2),

but reduced by distributions made during the

taxable year and by earnings and profits de-

scribed in section 959(c)(1).

(2) Special rule for U.S. property acquired be-
fore corporation is a controlled foreign cor-
poration

In applying subsection (a) to any taxable
year, there shall be disregarded any item of
United States property which was acquired by
the controlled foreign corporation before the
first day on which such corporation was treat-
ed as a controlled foreign corporation. The ag-
gregate amount of property disregarded under
the preceding sentence shall not exceed the
portion of the applicable earnings of such con-
trolled foreign corporation which were accu-
mulated during periods before such first day.
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(3) Special rule where corporation ceases to be
controlled foreign corporation

If any foreign corporation ceases to be a con-
trolled foreign corporation during any taxable
year—

(A) the determination of any United States
shareholder’s pro rata share shall be made
on the basis of stock owned (within the
meaning of section 958(a)) by such share-
holder on the last day during the taxable
year on which the foreign corporation is a
controlled foreign corporation,

(B) the average referred to in subsection
(a)(1)(A) for such taxable year shall be deter-
mined by only taking into account quarters
ending on or before such last day, and

(C) in determining applicable earnings, the
amount taken into account by reason of
being described in paragraph (2) of section
316(a) shall be the portion of the amount so
described which is allocable (on a pro rata
basis) to the part of such year during which
the corporation is a controlled foreign cor-
poration.

(c) United States property defined
(1) In general

For purposes of subsection (a), the term
“United States property’ means any property
acquired after December 31, 1962, which is—

(A) tangible property located in the United

States;

(B) stock of a domestic corporation;
(C) an obligation of a United States per-
son; or
(D) any right to the use in the United
States of—
(i) a patent or copyright,
(ii) an invention, model,
(whether or not patented),
(iii) a secret formula or process, or
(iv) any other similar right,

or design

which is acquired or developed by the con-
trolled foreign corporation for use in the
United States.

(2) Exceptions

For purposes of subsection (a), the term
““United States property’ does not include—
(A) obligations of the United States,
money, or deposits with—

(i) any bank (as defined by section 2(c) of
the Bank Holding Company Act of 1956 (12
U.S.C. 1841(c)), without regard to subpara-
graphs (C) and (G) of paragraph (2) of such
section), or

(ii) any corporation not described in
clause (i) with respect to which a bank
holding company (as defined by section
2(a) of such Act) or financial holding com-
pany (as defined by section 2(p) of such
Act) owns directly or indirectly more than
80 percent by vote or value of the stock of
such corporation;

(B) property located in the United States
which is purchased in the United States for
export to, or use in, foreign countries;

(C) any obligation of a United States per-
son arising in connection with the sale or
processing of property if the amount of such
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obligation outstanding at no time during the
taxable year exceeds the amount which
would be ordinary and necessary to carry on
the trade or business of both the other party
to the sale or processing transaction and the
United States person had the sale or process-
ing transaction been made between unre-
lated persons;

(D) any aircraft, railroad rolling stock,
vessel, motor vehicle, or container used in
the transportation of persons or property in
foreign commerce and used predominantly
outside the United States;

(BE) an amount of assets of an insurance
company equivalent to the unearned pre-
miums or reserves ordinary and necessary
for the proper conduct of its insurance busi-
ness attributable to contracts which are not
contracts described in section 9563(a)(1);1

(F) the stock or obligations of a domestic
corporation which is neither a United States
shareholder (as defined in section 951(b)) of
the controlled foreign corporation, nor a do-
mestic corporation, 25 percent or more of
the total combined voting power of which,
immediately after the acquisition of any
stock in such domestic corporation by the
controlled foreign corporation, is owned, or
is considered as being owned, by such United
States shareholders in the aggregate;

(G) any movable property (other than a
vessel or aircraft) which is used for the pur-
pose of exploring for, developing, removing,
or transporting resources from ocean waters
or under such waters when used on the Con-
tinental Shelf of the United States;

(H) an amount of assets of the controlled
foreign corporation equal to the earnings
and profits accumulated after December 31,
1962, and excluded from subpart F income
under section 952(b);

(I) deposits of cash or securities made or
received on commercial terms in the ordi-
nary course of a United States or foreign
person’s business as a dealer in securities or
in commodities, but only to the extent such
deposits are made or received as collateral
or margin for (i) a securities loan, notional
principal contract, options contract, forward
contract, or futures contract, or (ii) any
other financial transaction in which the Sec-
retary determines that it is customary to
post collateral or margin;

(J) an obligation of a United States person
to the extent the principal amount of the ob-
ligation does not exceed the fair market
value of readily marketable securities sold
or purchased pursuant to a sale and repur-
chase agreement or otherwise posted or re-
ceived as collateral for the obligation in the
ordinary course of its business by a United
States or foreign person which is a dealer in
securities or commodities;

(K) securities acquired and held by a con-
trolled foreign corporation in the ordinary
course of its business as a dealer in securi-
ties if—

(i) the dealer accounts for the securities
as securities held primarily for sale to cus-

1See References in Text note below.
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tomers in the ordinary course of business,
and

(ii) the dealer disposes of the securities
(or such securities mature while held by
the dealer) within a period consistent with
the holding of securities for sale to cus-
tomers in the ordinary course of business;
and

(L) an obligation of a United States person
which—
(i) is not a domestic corporation, and
(ii) is not—

(I) a United States shareholder (as de-
fined in section 951(b)) of the controlled
foreign corporation, or

(IT) a partnership, estate, or trust in
which the controlled foreign corpora-
tion, or any related person (as defined in
section 954(d)(3)), is a partner, bene-
ficiary, or trustee immediately after the
acquisition of any obligation of such
partnership, estate, or trust by the con-
trolled foreign corporation.

For purposes of subparagraphs (I), (J), and (XK),
the term ‘‘dealer in securities’ has the mean-
ing given such term by section 475(c)(1), and
the term ‘‘dealer in commodities’” has the
meaning given such term by section 475(e), ex-
cept that such term shall include a futures
commission merchant.
(8) Certain trade or service receivables ac-
quired from related United States persons

(A) In general

Notwithstanding paragraph (2) (other than
subparagraph (H) thereof), the term ‘““United
States property” includes any trade or serv-
ice receivable if—

(i) such trade or service receivable is ac-
quired (directly or indirectly) from a relat-
ed person who is a United States person,
and

(ii) the obligor under such receivable is a
United States person.

(B) Definitions

For purposes of this paragraph, the term
‘“trade or service receivable” and ‘‘related
person’ have the respective meanings given
to such terms by section 864(d).

(d) Pledges and guarantees

For purposes of subsection (a), a controlled
foreign corporation shall, under regulations pre-
scribed by the Secretary, be considered as hold-
ing an obligation of a United States person if
such controlled foreign corporation is a pledgor
or guarantor of such obligations.

(e) Regulations

The Secretary shall prescribe such regulations
as may be necessary to carry out the purposes of
this section, including regulations to prevent
the avoidance of the provisons?2 of this section
through reorganizations or otherwise.

(Added Pub. L. 87-834, §12(a), Oct. 16, 1962, 76
Stat. 1015; amended Pub. L. 94455, title X,
§1021(a), title XIX, §1906(b)(13)(A), Oct. 4, 1976, 90
Stat. 1618, 1834; Pub. L. 98-369, div. A, title I,

280 in original. Probably should be ‘‘provisions’.
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§123(b), title VIII, §801(d)(8), July 18, 1984, 98
Stat. 646, 996; Pub. L. 99-514, title XVIII,
§1810(c)(1), Oct. 22, 1986, 100 Stat. 2824; Pub. L.
103-66, title XIII, §13232(a), (b), Aug. 10, 1993, 107
Stat. 501; Pub. L. 104-188, title I, §1501(b)(2), (3),
Aug. 20, 1996, 110 Stat. 1825; Pub. L. 105-34, title
X1, §1173(a), title XVI, §1601(e), Aug. 5, 1997, 111
Stat. 988, 1090; Pub. L. 108-357, title IV, §407(a),
(b), title VIII, §837(a), Oct. 22, 2004, 118 Stat. 1498,
1499, 1596; Pub. L. 110-172, §11(g)(15)(A), Dec. 29,
2007, 121 Stat. 2490.)

REFERENCES IN TEXT

Section 953(a)(1), referred to in subsec. (¢)(2)(E), was
subsequently amended, and section 953(a)(1) no longer
describes contracts. However, contracts are described
elsewhere in that section.

AMENDMENTS

2007—Subsec. (¢)(2). Pub. L. 110-172, §11(g)(15)(A)(ii),
substituted ‘‘subparagraphs (I), (J), and (K)’ for ‘‘sub-
paragraphs (J), (K), and (L)’ in concluding provisions.

Subsec. (¢)2)T) to (M). Pub. L. 110-172,
§11(g)(15)(A)(i), redesignated subpars. (J) to (M) as (I) to
(L), respectively, and struck out former subpar. (I)
which read as follows: ‘‘to the extent provided in regu-
lations prescribed by the Secretary, property which is
otherwise United States property which is held by a
FSC and which is related to the export activities of
such FSC;”.

2004—Subsec. (c)(2). Pub. L. 108-357, §407(b), sub-
stituted *, (K), and (L) for ‘“‘and (K)’ in concluding
provisions.

Subsec. (¢)(2)(A). Pub. L. 108-357, §837(a), amended
subpar. (A) generally. Prior to amendment, subpar. (A)
read as follows: ‘‘obligations of the United States,
money, or deposits with persons carrying on the bank-
ing business;”’.

Subsec. (c)(2)(L), (M). Pub. L. 108-357, §407(a), added
subpars. (L) and (M).

1997—Subsec. (b)(1)(A). Pub. L. 105-34, §1601(e), in-
serted ‘‘to the extent such amount was accumulated in
prior taxable years’ after ‘‘section 316(a)(1)”.

Subsec. (¢)(2). Pub. L. 105-34, §1173(a), added subpars.
(J) and (K) and concluding provisions.

1996—Subsec. (b)(1). Pub. L. 104-188, §1501(b)(2), reen-
acted heading without change and amended text gener-
ally. Prior to amendment, text read as follows: ‘“‘For
purposes of this section, the term ‘applicable earnings’
has the meaning given to such term by section 956A(Db),
except that the provisions of such section excluding
earnings and profits accumulated in taxable years be-
ginning before October 1, 1993, shall be disregarded.”

Subsec. (b)(3). Pub. L. 104-188, §1501(b)(3), reenacted
heading without change and amended text generally.
Prior to amendment, text read as follows: ‘“‘Rules simi-
lar to the rules of section 956A(e) shall apply for pur-
poses of this section.”

1993—Subsec. (a). Pub. L. 103-66, §13232(a)(2), added
subsec. (a) and struck out former subsec. (a) which con-
sisted of introductory provisions and pars. (1) to (3) set-
ting out general rules for calculating amount of earn-
ings of a controlled foreign corporation invested in
United States and pro rata share of the increase for any
taxable year in earnings of such a corporation invested
in United States property.

Subsecs. (b) to (d). Pub. L. 103-66, §13232(a), added
subsec. (b) and redesignated former subsecs. (b) and (c)
as (c¢) and (d), respectively.

Subsec. (e). Pub. L. 103-66, §13232(b), added subsec. (e).

1986—Subsec. (b)(3)(A). Pub. L. 99-514 inserted ‘‘(other
than subparagraph (H) thereof)’’.

1984—Subsec. (b)(2)(I). Pub. L. 98-369, §801(d)(8), added
subpar. (I).

Subsec. (b)(3). Pub. L. 98-369, §123(b), added par. (3).

1976—Subsec. (b)(2)(F) to (H). Pub. L. 94-455, §1021(a),
added subpars. (F) and (G) and redesignated former sub-
par. (F) as (H).
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Subsec. (c). Pub. L. 94-455, §1906(b)(13)(A), struck out
‘‘or his delegate’ after ‘‘Secretary’.

EFFECTIVE DATE OF 2004 AMENDMENT

Pub. L. 108-357, title IV, §407(c), Oct. 22, 2004, 118 Stat.
1499, provided that: ‘“The amendments made by this
section [amending this section] shall apply to taxable
years of foreign corporations beginning after December
31, 2004, and to taxable years of United States share-
holders with or within which such taxable years of for-
eign corporations end.”

Pub. L. 108-357, title VIII, §837(b), Oct. 22, 2004, 118
Stat. 1596, provided that: ‘“The amendment made by
this section [amending this section] shall take effect on
the date of the enactment of this Act [Oct. 22, 2004].”

EFFECTIVE DATE OF 1997 AMENDMENT

Pub. L. 105-34, title XI, §1173(b), Aug. 5, 1997, 111 Stat.
989, provided that: “The amendments made by this sec-
tion [amending this section] shall apply to taxable
years of foreign corporations beginning after December
31, 1997, and to taxable years of United States share-
holders with or within which such taxable years of for-
eign corporations end.”’

Amendment by section 1601(e) of Pub. L. 105-34 effec-
tive as if included in the provisions of the Small Busi-
ness Job Protection Act of 1996, Pub. L. 104-188, to
which it relates, see section 1601(j) of Pub. L. 105-34, set
out as a note under section 23 of this title.

EFFECTIVE DATE OF 1996 AMENDMENT

Amendment by Pub. L. 104-188 applicable to taxable
yvears of foreign corporations beginning after Dec. 31,
1996, and to taxable years of United States shareholders
within which or with which such taxable years of for-
eign corporations end, see section 1501(d) of Pub. L.
104-188, set out as a note under section 904 of this title.

EFFECTIVE DATE OF 1993 AMENDMENT

Amendment by Pub. L. 103-66 applicable to taxable
years of controlled foreign corporations beginning after
Sept. 30, 1993, and to taxable years of United States
shareholders in which or with which such taxable years
of controlled foreign corporations end, see section
13232(d) of Pub. L. 103-66, set out as a note under sec-
tion 951 of this title.

EFFECTIVE DATE OF 1986 AMENDMENT

Amendment by Pub. L. 99-514 effective, except as
otherwise provided, as if included in the provisions of
the Tax Reform Act of 1984, Pub. L. 98-369, div. A, to
which such amendment relates, see section 1881 of Pub.
L. 99-514, set out as a note under section 48 of this title.

EFFECTIVE DATE OF 1984 AMENDMENT

Amendment by section 123(b) of Pub. L. 98-369 appli-
cable to accounts receivable and evidences of indebted-
ness transferred after Mar. 1, 1984, in taxable years end-
ing after such date, with an exception, see section
123(c) of Pub. L. 98-369, set out as a note under section
864 of this title.

Amendment by section 801(d)(8) of Pub. L. 98-369 ap-
plicable to transactions after Dec. 31, 1984, in taxable
yvears ending after such date, see section 805(a)(1) of
Pub. L. 98-369, as amended, set out as a note under sec-
tion 245 of this title.

EFFECTIVE DATE OF 1976 AMENDMENT

Pub. L. 94-455, title X, §1021(c), Oct. 4, 1976, 90 Stat.
1619, as amended by Pub. L. 99-514, §2, Oct. 22, 1986, 100
Stat. 2095, provided that: ‘“The amendments made by
this section [amending this section and section 958 of
this title] shall apply to taxable years of foreign cor-
porations beginning after December 31, 1975, and to tax-
able years of United States shareholders (within the
meaning of section 951(b) of the Internal Revenue Code
of 1986 [formerly I.R.C. 1954]) within which or with
which such taxable years of such foreign corporations
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end. In determining for purposes of any taxable year re-
ferred to in the preceding sentence the amount referred
to in section 956(a)(2)(A) of the Internal Revenue Code
of 1986 for the last taxable year of a corporation begin-
ning before January 1, 1976, the amendments made by
this section shall be deemed also to apply to such last
taxable year.”

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1989

For provisions directing that if any amendments
made by subtitle A or subtitle C of title XTI [§§1101-1147
and 1171-1177] or title XVIII [§§1800-1899A] of Pub. L.
99-514 require an amendment to any plan, such plan
amendment shall not be required to be made before the
first plan year beginning on or after Jan. 1, 1989, see
section 1140 of Pub. L. 99-514, as amended, set out as a
note under section 401 of this title.

[§956A. Repealed. Pub. L. 104-188, title I,
§1501(a)(2), Aug. 20, 1996, 110 Stat. 1825]

Section, added Pub. L. 103-66, title XIII, §13231(Db),
Aug. 10, 1993, 107 Stat. 496; amended Pub. L. 104-188,
title I, §1703(1)(2), (3), Aug. 20, 1996, 110 Stat. 1876, relat-
ed to earnings invested in excess passive assets.

EFFECTIVE DATE OF REPEAL

Repeal by Pub. L. 104-188 applicable to taxable years
of foreign corporations beginning after Dec. 31, 1996,
and to taxable years of United States shareholders
within which or with which such taxable years of for-
eign corporations end, see section 1501(d) of Pub. L.
104-188, set out as an Effective Date of 1996 Amendment
note under section 904 of this title.

§957. Controlled foreign corporations; United
States persons

(a) General rule

For purposes of this subpart, the term ‘‘con-
trolled foreign corporation’ means any foreign
corporation if more than 50 percent of—

(1) the total combined voting power of all
classes of stock of such corporation entitled to
vote, or

(2) the total value of the stock of such cor-
poration,

is owned (within the meaning of section 958(a)),
or is considered as owned by applying the rules
of ownership of section 958(b), by United States
shareholders on any day during the taxable year
of such foreign corporation.

(b) Special rule for insurance

For purposes only of taking into account in-
come described in section 953(a) (relating to in-
surance income), the term ‘‘controlled foreign
corporation” includes not only a foreign cor-
poration as defined by subsection (a) but also
one of which more than 25 percent of the total
combined voting power of all classes of stock (or
more than 25 percent of the total value of stock)
is owned (within the meaning of section 958(a)),
or is considered as owned by applying the rules
of ownership of section 958(b), by United States
shareholders on any day during the taxable year
of such corporation, if the gross amount of pre-
miums or other consideration in respect of the
reinsurance or the issuing of insurance or annu-
ity contracts described in section 953(a)(1)! ex-
ceeds 75 percent of the gross amount of all pre-

1See References in Text note below.
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miums or other consideration in respect of all
risks.

(c) United States person

For purposes of this subpart, the term ‘“United
States person’ has the meaning assigned to it
by section 7701(a)(30) except that—

(1) with respect to a corporation organized
under the laws of the Commonwealth of Puer-
to Rico, such term does not include an individ-
ual who is a bona fide resident of Puerto Rico,
if a dividend received by such individual dur-
ing the taxable year from such corporation
would, for purposes of section 933(1), be treated
as income derived from sources within Puerto
Rico, and

(2) with respect to a corporation organized
under the laws of Guam, American Samoa, or
the Northern Mariana Islands—

(A) 80 percent or more of the gross income
of which for the 3-year period ending at the
close of the taxable year (or for such part of
such period as such corporation or any pred-
ecessor has been in existence) was derived
from sources within such a possession or was
effectively connected with the conduct of a
trade or business in such a possession, and

(B) 50 percent or more of the gross income
of which for such period (or part) was de-
rived from the active conduct of a trade or
business within such a possession,

such term does not include an individual who
is a bona fide resident of Guam, American
Samoa, or the Northern Mariana Islands.

For purposes of subparagraphs (A) and (B) of
paragraph (2), the determination as to whether
income was derived from the active conduct of a
trade or business within a possession shall be
made under regulations prescribed by the Sec-
retary.

(Added Pub. L. 87-834, §12(a), Oct. 16, 1962, 76
Stat. 1017; amended Pub. L. 94-455, title XIX,
§1906(b)(13)(A), Oct. 4, 1976, 90 Stat. 1834; Pub. L.
99-514, title XII, §§1221(b)(3)(C), 1222(a), 1224(a),
1273(a), Oct. 22, 1986, 100 Stat. 2553, 2556, 2558,
2595; Pub. L. 108-357, title VIII, §908(c)(5), Oct. 22,
2004, 118 Stat. 1656.)

REFERENCES IN TEXT

Section 953(a)(1), referred to in subsec. (b), was subse-
quently amended, and section 953(a)(1) no longer de-
scribes insurance or annuity contracts. However, insur-
ance or annuity contracts are described elsewhere in
that section.

AMENDMENTS

2004—Subsec. (¢). Pub. L. 108-357, §908(c)(5)(B), struck
out ‘“‘derived from sources within a possession, was ef-
fectively connected with the conduct of a trade or busi-
ness within a possession, or’’ after ‘“‘whether income
was’’ in concluding provisions.

Subsec. (c)(2)(B). Pub. L. 108-357, §908(c)(5)(A), sub-
stituted ‘“‘active conduct of a’ for ‘‘conduct of an ac-
tive”.

1986—Subsec. (a). Pub. L. 99-514, §1222(a)(1), amended
subsec. (a) generally. Prior to amendment, subsec. (a)
read as follows: ‘‘For purposes of this subpart, the term
‘controlled foreign corporation’ means any foreign cor-
poration of which more than 50 percent of the total
combined voting power of all classes of stock entitled
to vote is owned (within the meaning of section 958(a)),
or is considered as owned by applying the rules of own-
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