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IRM 

05/1999 

4.3.1.2 CH. 13 C o n t r o l l e d F o r e i g n C o r p o r a t i o n s 

[4.3.1.2] 13.1 C o n t r o l l e d F o r e i g n C o r p o r a t i o n s (CFC) Subpart F (05-21-1999) 

(1) The t a x a t i o n o f f o r e i g n income earned by U.S. c o n t r o l l e d f o r e i g n 
c o r p o r a t i o n d r a s t i c a l l y changed w i t h t h e i n t r o d u c t i o n o f Subpart F i n t o t h e 
I n t e r n a l Revenue Code i n 1962. Subpart F d e a l s w i t h t h e U.S. t a x a t i o n o f amounts 
e a r n e d by c o n t r o l l e d f o r e i g n c o r p o r a t i o n s (CFCs). I t p r o v i d e s t h a t c e r t a i n t y p e s 
o f income of CFCs, though u n d i s t r i b u t e d , must be i n c l u d e d i n t h e g r o s s income o f 
t h e U.S. s h a r e h o l d e r i n t h e y e a r t h e income i s earned by t h e CFC. 

(2,) I t i s i m p o r t a n t t o n o t e t h a t t h e Subpart F s e c t i o n s o f t h e Code t a k e 
precedence over t h e f o r e i g n p e r s o n a l h o l d i n g company s e c t i o n s . F u r t h e r , t h e 
r u l e s c o n t a i n e d i n Subpart Fare t o be a p p l i e d a f t e r t h e income o f t h e CFC has 
been a d j u s t e d t o c o n f o r m t o U.S. income t a x c o n c e p t s . 

(3) Under c e r t a i n c i r c u m s t a n c e s , c u r r e n t e a r n i n g s o f a CFC may be d e f e r r e d 
f r o m U.S. t a x i f n o t a c t u a l l y d i s t r i b u t e d t o t h e U.S. s h a r e h o l d e r . Since 
d o m e s t i c e n t i t i e s a r e c u r r e n t l y t a x e d , i t i s e s s e n t i a l t h a t t h e r e l a t i o n s h i p s 
between CFCs and d o m e s t i c e n t i t i e s be a t arm's l e n g t h . Any a l l o c a t i o n s o f income 
and d e d u c t i o n s between t h e CFC and i t s r e l a t e d o r g a n i z a t i o n s under IRC 482 t a k e 
precedence over t h e a p p l i c a t i o n o f t h e p r o v i s i o n s o f Subpart F. 

(4) The p r o v i s i o n s o f S u b p a r t F c o n t a i n many g e n e r a l r u l e s , s p e c i a l r u l e s , 
d e f i n i t i o n s , e x c e p t i o n s , e x c l u s i o n s , and l i m i t a t i o n s t h a t r e q u i r e c a r e f u l 
c o n s i d e r a t i o n . 

[4.3.1.2] 13.2 P r e l i m i n a r y I n f o r m a t i o n Needed (05-21-1999) 

(1) The f i r s t s t e p i n b e g i n n i n g any e x a m i n a t i o n s h o u l d be t o become f a m i l i a r 
w i t h t h e scope and mode o f t h e t a x p a y e r ' s o p e r a t i o n s ( e . g . , t h e p r o d u c t s and 
e n t i t i e s i n v o l v e d , e t c . ) . The f o l l o w i n g i n f o r m a t i o n and documents s h o u l d be 
s e c u r e d t o meet t h i s o b j e c t i v e . 

a. O b t a i n c o n s o l i d a t e d f i n a n c i a l s t a t e m e n t s ( i f a v a i l a b l e ) showing b a l a n c e 
s h e e t s and o p e r a t i n g r e s u l t s o f a l l r e l a t e d and f o r e i g n e n t i t i e s ; 

b. O b t a i n c e r t i f i e d ( o r o t h e r ) s t a t e m e n t s o f t h e i n d i v i d u a l f o r e i g n e n t i t i e s . 
(Remember, t h e r e g u l a t i o n s p r o v i d e f o r E n g l i s h t r a n s l a t i o n s o r t h e s e r v i c e s o f a 
q u a l i f i e d i n t e r p r e t e r where t h e books o r r e c o r d s a r e n o t m a i n t a i n e d i n 
E n g l i s h . ) ; 

c. O b t a i n a s t a t e m e n t f r o m t h e t a x p a y e r c h a r a c t e r i z i n g t h e o p e r a t i o n s o f t h e 
v a r i o u s r e l a t e d f o r e i g n e n t i t i e s ; 

d. O b t a i n m i n u t e books o f t h e d o m e s t i c t a x p a y e r and o f t h e r e l a t e d f o r e i g n 
e n t i t i e s i f a v a i l a b l e ; 

e. O b t a i n o r i g i n a l Form 1120 and/or Form 1120-F, o r c o p i e s t h e r e o f , i f such 
r e t u r n s were f i l e d f o r any r e l a t e d f o r e i g n e n t i t y ; 



PAGE 3 

f . O b t a i n c o p i e s o f a l l f o r e i g n t a x r e t u r n s f i l e d by r e l a t e d f o r e i g n e n t i t i e s 
i n w h i c h t h e t a x p a y e r i s a U.S. s h a r e h o l d e r ; 

g. O b t a i n o r p r e p a r e o r g a n i z a t i o n a l c h a r t s showing t h e r e l a t i o n s h i p o f a l l 
d o m e s t i c and f o r e i g n e n t i t i e s . Be s u r e s t o c k o w n e r s h i p p e r c e n t a g e s a r e i n c l u d e d ; 

h. Ask f o r a b r i e f i n g on changes i n a c c o u n t i n g p r o c e d u r e s d e s i g n e d t o meet 
t h e r e q u i r e m e n t s r e l a t i n g t o IRC 951. I f p o s s i b l e , t h i s s h o u l d be done a t t h e 
f i r s t m e e t i n g w i t h t h e U.S. s h a r e h o l d e r o r h i s r e p r e s e n t a t i v e ; 

i . Examine c o p i e s o f e x i s t i n g company p u b l i c a t i o n s , manuals, i n s t r u c t i o n s , o r 
c o r r e s p o n d e n c e t h a t s e t f o r t h p r o c e d u r e s d e a l i n g w i t h f o r e i g n income r e p o r t i n g . 

(2) S u b p a r t F c o n t a i n s many r e l i e f p r o v i s i o n s . The e a r l y s t a g e s o f t h e 
e x a m i n a t i o n s h o u l d be d e v o t e d t o d e t e r m i n i n g t h e a p p l i c a b i l i t y o f Subpart F and 
t h e i r e x c l u s i o n s , e t c . s t a r t i n g w i t h t h o s e most e a s i l y v e r i f i e d . A u d i t s t e p s 
r e q u i r i n g d e t a i l e d d o c u m e n t a t i o n and e x t e n s i v e a n a l y z e s s h o u l d be p u r s u e d o n l y 
a f t e r d e t e r m i n i n g t h a t t h e more a p p a r e n t r e l i e f p r o v i s i o n s a r e n o t a p p l i c a b l e . 

[ 4 .3.1.2] 13.3 I d e n t i f i c a t i o n and Q u a l i f i c a t i o n s o f CFCs and U.S. 
S h a r e h o l d e r s (05-21-1999) 

(1) U.S. S h a r e h o l d e r D e f i n e d . A U.S. s h a r e h o l d e r i s a U.S p e r s o n ( d e f i n e d i n 
IRC 9 5 7 ( c ) ) who owns d i r e c t l y , i n d i r e c t l y , o r c o n s t r u c t i v e l y 10 p e r c e n t o r more 
o f t h e t o t a l combined v o t i n g power o f a l l c l a s s e s o f s t o c k e n t i t l e d t o v o t e i n a 
f o r e i g n c o r p o r a t i o n . 

(2) C o n t r o l l e d F o r e i g n C o r p o r a t i o n D e f i n e d . A c o n t r o l l e d f o r e i g n c o r p o r a t i o n 
i s any f o r e i g n c o r p o r a t i o n i n w h i c h more t h a n 50 p e r c e n t o f t h e t o t a l combined 
v o t i n g power o f a l l c l a s s e s o f s t o c k e n t i t l e d t o v o t e i s owned d i r e c t l y , 
i n d i r e c t l y , o r c o n s t r u c t i v e l y by U.S. s h a r e h o l d e r s on any day d u r i n g t h e t a x a b l e 
y e a r o f such f o r e i g n c o r p o r a t i o n o r more t h a n 50% o f t h e t o t a l v a l u e o f t h e 
s t o c k i s owned d i r e c t l y , i n d i r e c t l y o r c o n s t r u c t i v e l y by U.S. s h a r e h o l d e r s on 
any day d u r i n g t h e t a x a b l e y s a r o f t h e CFC t h e n i t i s a CFC. 

(3) Note t h e r e are s p e c i a l r u l e s f o r d e t e r m i n i n g whether a f o r e i g n 
c o r p o r a t i o n i s a CFC f o r purposes o f IRC 953(a) ( i n s u r a n c e i n c o m e ) . 

[4.3.1.2] 13.4 I d e n t i f i c a t i o n Q u a l i f i c a t i o n and G u i d e l i n e s (05-21-1999) 

(1) Check t h e F o r e i g n I n f o r m a t i o n Systems (FIS) Tables f o r names and s t o c k 
o w n e r s h i p of U.S. s h a r e h o l d e r s . 

a. D e t e r m i n e i f Form 5471, I n f o r m a t i o n R e t u r n o f U.S. Persons w i t h Respect t o 
C e r t a i n F o r e i g n C o r p o r a t i o n s , and income s t a t e m e n t s p l u s b a l a n c e s h e e t s have 
been f i l e d i n d i c a t i n g t h e e x i s t e n c e o f a CFC; 

b. A n a l y z e U.S. t a x p a y e r s ' i n v e s t m e n t s and s t o c k r e c o r d s t o d e t e c t o w n e r s h i p 
i n f o r e i g n c o r p o r a t i o n s ,-

c. D e t e r m i n e d i r e c t , i n d i r e c t , and c o n s t r u c t i v e o w n e r s h i p o f v o t i n g power o f 
s t o c k i n any f o r e i g n c o r p o r a t i o n s . I t i s i m p o r t a n t t o n o t e t h a t t h e o w n e r s h i p 
r u l e s r e l a t e t o v o t i n g power of s t o c k . I E S s h o u l d be a l e r t t o a t t e m p t s t o s h i f t 
f o r m a l v o t i n g power t o a v o i d q u a l i f i c a t i o n . See Regs. 1 . 9 5 1 - l ( g ) ( 2 ) and 
1 . 9 5 7 - 1 ( b ) ( 2 ) f o r i l l u s t r a t e d s i t u a t i o n s . Determine v a l u e o f s t o c k , i n c l u d i n g 



PAGE 4 

whether any shares have d i f f e r e n t r i g h t s r e s u l t i n g i n d i f f e r e n t v a l u e s , and 
o w n e r s h i p o f v a l u e o f s t o c k ; 

d. D e t e r m i n e who i s i n a c t u a l c o n t r o l o f t h e f o r e i g n c o r p o r a t i o n i f t h e U.S. 
s h a r e h o l d e r s appear t o be i n t h e m i n o r i t y ; 

e. Examine income and expense accounts on t h e U.S. t a x p a y e r ' s books i f t h e r e 
i s no i n v e s t m e n t a c c o u n t . I t e m s t h a t m i g h t suggest a f o r e i g n i n v e s t m e n t c o u l d 
i n c l u d e F o r e i g n source income, F o r e i g n l e g a l f e e s , F o r e i g n t r a v e l expenses, 
F o r e i g n t a x p a i d , and any Ot h e r t y p e s o f expenses s u g g e s t i n g f o r e i g n a c t i v i t y ; 

f . The CFCs s t o c k r e c o r d books may show o w n e r s h i p of a s u b s i d i a r y . By 
a p p l y i n g t h e i n d i r e c t o w n e r s h i p r u l e s , a s u b s i d i a r y of the CFC, i f o w n e r s h i p i s 
s u f f i c i e n t , may be c o n s i d e r e d a CFC; 

g. I f t h e t a x p a y e r owns 10 p e r c e n t o r more o f a f o r e i g n c o r p o r a t i o n , an 
a n a l y s i s o f t h e r e c o r d s may i n d i c a t e t h e e x i s t e n c e o f o t h e r U.S. s h a r e h o l d e r s . 
A n a l y s i s m i g h t d i s c l o s e o t h e r owners o f t h e s t o c k t h a t c o n s t r u c t i v e l y o r 
i n d i r e c t l y m i g h t q u a l i f y t h e f o r e i g n c o r p o r a t i o n as a CFC; 

h. I f t h e t a x p a y e r has a d o p t e d a new a c c o u n t i n g p e r i o d , t h e c o n d i t i o n s o f 
Rev. Proc. 63-7 must be s a t i s f i e d . 

(2) A f t e r r e v i e w i n g t h e above d a t a , i t may be p o s s i b l e t o e l i m i n a t e c e r t a i n 
U.S. s h a r e h o l d e r s and f o r e i g n e n t i t i e s f r o m c o n s i d e r a t i o n w i t h r e s p e c t t o 
Non-CFCs; e n t i t i e s t h a t a r e n o t CFCs f o r an u n i n t e r r u p t e d p e r i o d o f 3 0 days o r 
more d u r i n g t h e t a x a b l e y e a r ; o r s h a r e h o l d e r s o f f o r e i g n i n v e s t m e n t companies 
where an e l e c t i o n under IRC 1247(a) i s i n e f f e c t . See IRC 951(c) . 

[4.3.1.2] 13.5 D e t e r m i n a t i o n o f Amounts t o be I n c l u d e d i n Income General Rule 
(05-21-1999) 

(1) I f t h e t a x p a y e r q u a l i f i e s as a U.S. s h a r e h o l d e r under IRC 951(b) and owns 
s t o c k i n t h e CFC d i r e c t l y o r i n d i r e c t l y , under S e c t i o n 9 5 8 ( a ) , and i f t h e 
f o r e i g n c o r p o r a t i o n i n q u e s t i o n i s a CFC f o r t h e r e q u i s i t e p e r i o d , t h e n f u r t h e r 
a n a l y s i s may be nec e s s a r y t o d e t e r m i n e t h e t a x a b i l i t y under IRC 9 5 1 ( a ) . 
T a x a b i l i t y w o u l d o c c u r as: 

a. IRC 9 5 1 ( a ) ( 1 ) ( A ) ( I ) -- Subpart F Income (IRC 952) c o n s i s t i n g o f : Income 
f r o m i n s u r a n c e o f U.S. r i s k s (IRC 953); F o r e i g n Base Company Income under IRC 
954 c o n s i s t i n g o f ; F o r e i g n P e r s o n a l H o l d i n g Company Income, F o r e i g n Base Company 
Sal e s Income, F o r e i g n Base Company S e r v i c e s Income, F o r e i g n Base Company 
S h i p p i n g Income, and F o r e i g n Base Company O i l R e l a t e d Income; Income as 
d e t e r m i n e d a c c o r d i n g t o IRC 999, I n t e r n a t i o n a l B o y c o t t ; I l l e g a l b r i b e s , 
k i c k b a c k s , o r o t h e r payments u n l a w f u l under t h e F o r e i g n C o r r u p t P r a c t i c e s A c t o f 
1977 (Note: IRC 162(c) was amended by t h e 1982 Tax E q u i t y and F i s c a l 
R e s p o n s i b i l i t y A c t ) ; 

(2) P r e v i o u s l y e x c l u d e d S u b p a r t F income w i t h d r a w n f r o m i n v e s t m e n t i n l e s s 
d e v e l o p e d c o u n t r i e s as d e f i n e d i n IRC 955; 

(3) P r e v i o u s l y e x c l u d e d S u b p a r t F income w i t h d r a w n f r o m i n v e s t m e n t i n 
s h i p p i n g o p e r a t i o n s as d e f i n e d i n IRC 955; 
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(4) The amount d e t e r m i n e d under IRC 956. 

[4.3.1.2] 13.6 E x c e p t i o n s t o t h e General Rule (05-21-1999) 

(1) B e f o r e f u r t h e r c o n s i d e r i n g t h e i n c l u d i b l e amounts, t h e f o l l o w i n g 
e x c l u s i o n s , l i m i t a t i o n s , e t c . s h o u l d be n o t e d and k e p t i n mind d u r i n g an 
e x a m i n a t i o n . The IE can conserve a u d i t t i m e by r e c o g n i z i n g t h e a p p l i c a b i l i t y o f 
t h e s e l i m i t a t i o n s e a r l y i n t h e e x a m i n a t i o n . A d d i t i o n a l d i s c u s s i o n s o f c e r t a i n o f 
t h e s e i t e m s appear l a t e r i n t h e g u i d e l i n e s . 

[4.3.1.2] 13.7 E x c l u s i o n o f U.S. Source E f f e c t i v e l y Connected Income 
(05-21-1999) 

(1) Subpart F income does n o t i n c l u d e any i t e m i n c l u d i b l e i n t h e CFCs g r o s s 
income as income f r o m sources w i t h i n t h e U n i t e d S t a t e s t h a t i s e f f e c t i v e l y 
c o n n e c t e d w i t h t h e conduct by t h e CFC o f a t r a d e on b u s i n e s s o r t h e U.S., u n l e s s 
t h e income i s exempt f r o m t a x p u r s u a n t t o a t r e a t y o b l i g a t i o n o f t h e U.S. 
S e c t i o n 952 (b) . 

[4.3.1.2] 13.8 L i m i t a t i o n as t o E a r n i n g s and P r o f i t s (05-21-1999) 

(1) Subpart F income f o r any t a x a b l e y e a r may n o t exceed t h e CFCs e a r n i n g s 
and p r o f i t s f o r t h e t a x a b l e y e a r IRC 952 (c) (1) (A) . 

(2) I n t h e c o m p u t a t i o n o f e a r n i n g s and p r o f i t s d e t e r m i n e t h a t e a r n i n g s and 
p r o f i t s a r e r e p o r t e d a c c o r d i n g t o U.S. s t a n d a r d s . 

[4.3.1.2] 13.9 C e r t a i n P r i o r Year D e f i c i t (05-21-1999) 

(1) The amount o f s u b p a r t F income i n c l u d e d i n t h e U.S. S h a r e h o l d e r ' s g r o s s 
income may be redu c e d by h i s p r o r a t a share o f t h e CFCs p r i o r y e a r q u a l i f i e d 
d e f i c i t s IRC 9 5 2 ( c ) ( 1 ) ( B ) . 

1. A q u a l i f i e d d e f i c i t i s post-1986 d e f i c i t i n E & P a t t r i b u t a b l e t o t h e same 
q u a l i f i e d a c t i v i t y as t h e a c t i v i t y g i v i n g r i s e t o t h e income t o be o f f s e t . IRC 
952(c) (1) (B) ( i i ) . 

2. A q u a l i f i e d a c t i v i t y i s any a c t i v i t y g i v i n g r i s e t o f o r e i g n base company 
s h i p p i n g income; f o r e i g n base company o i l r e l a t e d income; f o r e i g n base company 
s a l e s income; f o r e i g n base company s e r v i c e s income; f o r e i g n p e r s o n a l h o l d i n g 
company income o f q u a l i f i e d i n s u r a n c e company. 

[4.3.1.2] 13.10 C e r t a i n D e f i c i t s o f Chain Members (05-21-1999) 

(1) A CFC may e l e c t t o reduce t h e amount o f Subpart F income a t t r i b u t a b l e t o 
a q u a l i f i e d a c t i v i t y by c u r r e n t y e a r q u a l i f i e d d e f i c i t of a q u a l i f i e d c h a i n 
member. IRC 9 5 2 ( c ) ( 1 ) ( c ) . 

[4.3.1.2] 13 .11 M a n u f a c t u r i n g O p e r a t i o n s (05-21-1999) 

(1) I f t h e CFC i s s t r i c t l y a m a n u f a c t u r i n g o p e r a t i o n , ( w i t h o u t a s a l e s b r a n c h 
i n a n o t h e r j u r i s d i c t i o n ) t h e n no f u r t h e r s t e p s as t o t h a t e n t i t y need t o be 
t a k e n . M a n u f a c t u r i n g income i s n o t Subpart F income. However, o t h e r r e l a t e d CFCs 
t h a t purchase f r o m a m a n u f a c t u r i n g CFC c o u l d have Subpart F income. I f t h e 
t a x p a y e r has a b r a n c h o p e r a t i o n , i t i s p o s s i b l e t h a t t h e r e c o u l d be Subpart F 
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income. R e f e r t o t h e b r a n c h r u l e i n Reg. 1.954-3(b). 

[4.3.1.2] 13.12 Cu r r e n c y and Other R e s t r i c t i o n s (05-21-1999) 

(1) No p a r t o f t h e e a r n i n g s and p r o f i t s of a CFC f o r any t a x a b l e y e a r i s 
i n c l u d e d i n e a r n i n g s and p r o f i t s f o r purposes o f IRC 952, IRC 955, o r IRC 956 i f 
such p a r t c o u l d n o t have been d i s t r i b u t e d by t h e CFC t o U.S. s h a r e h o l d e r s 
because o f c u r r e n c y o r o t h e r r e s t r i c t i o n s o r l i m i t a t i o n s imposed under t h e laws 
o f any f o r e i g n c o u n t r y . Reg. 1.964-2 s e t s f o r t h d e f i n i t i o n s , e x c e p t i o n s , and 
l i m i t a t i o n s t h a t s h o u l d be r e v i e w e d b e f o r e an e x c e p t i o n i s p e r m i t t e d under t h i s 
p r o v i s i o n . 

[4.3.1.2] 13.13 De M i n i m i s Rule and F u l l I n c l u s i o n Test (05-21-1999) 

(1) IRC 9 5 4 ( b ) ( 3 ) ( A ) p r o v i d e s a de m i n i m i s r u l e t h a t e x c l u d e s a l l g r o s s 
income f r o m b e i n g c o n s i d e r e d as f o r e i g n base company income o r i n s u r a n c e income 
i f t h e sum o f t h e CFCs g r o s s f o r e i g n base company income and g r o s s i n s u r a n c e 
income i s l e s s t h a n t h e l e s s e r o f 5 p e r c e n t o f g r o s s income o r $ 1 m i l l i o n . 
Under t h e f u l l i n c l u s i o n r u l e o f IRC 9 5 4 ( b ) ( 3 ) ( B ) i f more t h a n 70 p e r c e n t o f t h e 
CFCs gr o s s income i s f o r e i g n base company income and i n s u r a n c e income t h e n a l l 
o f t h e CFCs g r o s s income w i l l be t r e a t e d as f o r e i g n base company income o r 
i n s u r a n c e income. 

[4.3.1.2] 13.14 De M i n i m i s Rule and F u l l I n c l u s i o n T e s t G u i d e l i n e s 
(05-21-1999) 

(1) V e r i f y t h e t a x p a y e r ' s d e t e r m i n a t i o n o f g r o s s income f o r t h e a p p l i c a t i o n 
o f t h e de m i n i m i s t e s t . Be a l e r t t o a t t e m p t s t o reduce f o r e i g n base company 
income t o q u a l i f y f o r a de m i n i m i s e x c e p t i o n . 

(2) Determine t h a t t h e de m i n i m i s t e s t i s a p p l i e d s e p a r a t e l y t o each CFC. 

(3) Check t h a t when co m p u t i n g g r o s s f o r e i g n base company income f o r t h e de 
m i n i m i s t e s t , t h a t t h e r e a r e no r e d u c t i o n s f o r d i v i d e n d s , i n t e r e s t , o r 
d e d u c t i o n s a l l o c a b l e t o f o r e i g n base company income. 

(4) Determine t h a t g r o s s income i s computed based on U.S. a c c o u n t i n g and t a x 
s t a n d a r d s . 

(5) Determine whether, f o r purposes o f a p p l y i n g t h e de m i n i m i s t e s t , t h e 
a n t i - a b u s e r u l e o f Reg. 1 . 9 5 4 - 1 ( b ) ( 4 ) a p p l i e s t o a g g r e g a t e t h e income o f two o r 
more CFCs. 

[4.3.1.2] 13.15 F o r e i g n Base Company Income D e f i n e d (05-21-1999) 

(1) F o r e i g n base company income c o n s i s t s o f : 

. F o r e i g n p e r s o n a l h o l d i n g company income; 

. F o r e i g n base company s a l e s income; 

. F o r e i g n base company s e r v i c e s income; 

. F o r e i g n base company s h i p p i n g income; 
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. F o r e i g n base company o i l r e l a t e d income. 

(2) Remember, IRC 9 5 4 ( b ) ( 5 ) r e q u i r e s t h a t such income w i l l be red u c e d by 
t a k i n g i n t o account d e d u c t i o n s ( i n c l u d i n g t a x e s ) p r o p e r l y a l l o c a b l e t o such 
income. 

[4.3.1.2] 13.16 F o r e i g n Base Company Income G u i d e l i n e s (05-21-1999) 

(1) I n s p e c t CFC o p e r a t i n g s t a t e m e n t s t o a s c e r t a i n t h e amounts and g e n e r a l 
n a t u r e o f income r e p o r t e d . 

(2) D i s c u s s t h e g e n e r a l p a t t e r n o f f o r e i g n o p e r a t i o n s w i t h t h e t a x p a y e r o r 
r e p r e s e n t a t i v e . 

(3) D e t e r m i n e t he t y p e o f a c t i v i t y , p h y s i c a l f a c i l i t i e s , number o f employees 
i n t h e f o r e i g n c o u n t r y , p r o d u c t s , p r o c e s s e s , m a j o r s u p p l i e r s , and m a t e r i a l 
c u s t o m e r s . 

(4) A n a l y z e t h e n a t u r e and t y p e o f income r e p o r t e d by each CFC t o d e t e r m i n e 
t h e c o r r e c t n e s s o f t h e r e p o r t e d Subpart F income ( o r t o a s c e r t a i n t h e e x i s t e n c e 
of S u b p a r t F income where none i s r e p o r t e d ) . T h i s a n a l y s i s s h o u l d i n c l u d e t h e 
o r i g i n and d e s t i n a t i o n o f t h e p r o d u c t s and s e r v i c e s t h a t produce t h e CFCs 
income. 

[4.3.1.2] 13.17 F o r e i g n P e r s o n a l H o l d i n g Company Income D e f i n e d (05-21-1999) 

(1) F o r e i g n p e r s o n a l h o l d i n g company income (FPHCI) c o n s i s t s o f t h e f o l l o w i n g 
i t e m s . 

. D i v i d e n d s , i n t e r e s t , r e n t s r o y a l t i e s , and a n n u i t i e s ; 

. Net g a i n s f r o m t h e s a l e and exchange o f c e r t a i n p r o p e r t i e s ; I n c l u d i n g g a i n s 
f r o m t h e s a l e o r o t h e r d i s p o s i t i o n o f any i n t e r e s t i n a p a r t n e r s h i p o r t r u s t ; 

. Net g a i n s f r o m c ommodities t r a n s a c t i o n s ; 

. Net c u r r e n c y g a i n s f r o m n o n f u n c t i o n a l t r a n s a c t i o n s ; 

. Income e q u i v a l e n t t o i n t e r e s t . 

(2) The f o l l o w i n g i t e m s a r e e x c l u d e d f r o m FPHCI: 

1. D i v i d e n d s : From c o r p o r a t i o n t h a t a r e r e l a t e d persons o r g a n i z e d i n t h e same 
c o u n t r y w i t h s u b s t a n t i a l a s s e t s (80 p e r c e n t ) i n t h e same c o u n t r y . 

2. I n t e r e s t : From c o r p o r a t i o n s t h a t a r e r e l a t e d persons o r g a n i z e d i n t h e same 
c o u n t r y w i t h s u b s t a n t i a l a s s e t s (80 p e r c e n t ) i n t h e same c o u n t r y ; From e x p o r t 
f i n a n c i n g i n t e r e s t d e r i v e d i n t h e conduct o f a b a n k i n g b u s i n e s s . 

3. Rents: From u n r e l a t e d p e r s o n s i n o r d i n a r y conduct o f b u s i n e s s ; From 
r e l a t e d p e rsons f o r p r o p e r t y i n c o u n t r y o f o r g a n i z a t i o n . 

4. R o y a l t i e s : From u n r e l a t e d persons i n o r d i n a r y conduct o f b u s i n e s s ; From 
r e l a t e d p e rsons f o r p r o p e r t y i n c o u n t r y o f o r g a n i z a t i o n . 
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5. Gains: From t h e s a l e on exchange o f i n v e n t o r y , d e a l e r p r o p e r t y , p r o p e r t y 
t h a t g i v e s r i s e t o a c t i v e r e n t o r r o y a l t y income and p r o p e r t y t h a t does n o t g i v e 
r i s e t o income t h a t i s used i n t h e CFC's t r a d e o r b u s i n e s s ; From co m m o d i t i e s 
t r a n s a c t i o n s t h a t a r e f r o m t h e s a l e o f commodities I n t h e a c t i v e c o n d u c t o f 
comm o d i t i e s b u s i n e s s o r f r o m bona f i d e h edging t r a n s a c t i o n s w i t h r e s p e c t t o such 
s a l e s ; From c u r r e n c y g a i n s and l o s s e s d i r e c t l y r e l a t e d t o t h e b u s i n e s s needs o f 
t h e CFC. 

[4.3.1.2] 13.18 F o r e i g n P e r s o n a l H o l d i n g Company Income G u i d e l i n e s 
(05-21-1999) 

(1) The t a x p a y e r ' s r e c o r d s s h o u l d s e t f o r t h t h e b a s i c i n c l u s i o n s i n FPHCI 
even t h o u g h e x c l u s i o n s a r e i n v o l v e d . The IE s h o u l d : 

1. D e t e r m i n e t h e e x t e n t o f o w n e r s h i p o f t h e v a r i o u s f o r e i g n o r d o m e s t i c 
s t o c k s t o a s c e r t a i n i f t h e CFC i n t u r n s owns most o f o t h e r f o r e i g n c o r p o r a t i o n s . 
D etermine i f i t s i n t e r e s t s a l o n g w i t h o t h e r s t o c k h o l d e r s , suggest t h a t any o f 
th e s e f o r e i g n c o r p o r a t i o n s a r e CFCs by i n d i r e c t o r c o n s t r u c t i v e o w n e r s h i p by t h e 
U.S. p e r s o n o r perhaps a n o t h e r U.S. pe r s o n . I f i n v e s t m e n t s are i n U.S. a s s e t s , 
t h i s f a c t c o u l d i n d i c a t e p o s s i b l e income under IRC 9 5 1 ( a ) ( 1 ) ( B ) due t o an 
i n c r e a s e i n e a r n i n g s i n v e s t e d i n U.S. p r o p e r t y . 

2. Be aware t h a t any p a s s i v e income r e c e i v e d by t h e CFC c l a i m e d under IRC 
9 5 4 ( c ) ( 2 ) and ( c ) ( 3 ) as e x c l u d e d f r o m Subpart F s h o u l d be checked a g a i n s t t h e 
CFCs r e c o r d s t o d e t e r m i n e t h a t t h e income does q u a l i f y f o r t h e e x c l u s i o n as 
r e q u i r e d by t h e r e g u l a t i o n s . To q u a l i f y f o r e x c l u s i o n , t h e answer must be a yes 
t o t h e f o l l o w i n g q u e s t i o n s : I f r e n t s o r r o y a l t i e s a r e e x c l u d e d f r o m t h i s t y p e 
income, d i d t h e y come f r o m t h e a c t i v e conduct o f a t r a d e o r b u s i n e s s c o n d u c t e d 
w i t h u n r e l a t e d persons? (see a l s o 3C b e l o w ) ; I f d i v i d e n d s , i n t e r e s t s , r e n t s , o r 
r o y a l t i e s came f r o m r e l a t e d p e r s o n s , d i d t h e r e l a t i o n s h i p q u a l i f y f o r e x c l u s i o n 
under IRC 954(c) ( 4 ) ? ; I f i n t e r e s t i s d e r i v e d f r o m conduct o f a b a n k i n g b u s i n e s s 
and w h i c h i s e x p o r t f i n a n c i n g i n t e r e s t IRC 9 5 4 ( c ) ( 2 ) ( B ) ? 

[4.3.1.2] 13.19 F o r e i g n Be.se Company Sales Income D e f i n e d (05-21-1999) 

(1) F o r e i g n base company s a l e s income i s income d e r i v e d f r o m t h e s a l e o r 
purchase o f p e r s o n a l p r o p e r t y w i t h a r e l a t e d p e r s o n where t h e p r o p e r t y i s 
m a n u f a c t u r e d and s o l d o u t s i d e t h e c o u n t r y o f i n c o r p o r a t i o n . F o r e i g n base company 
s a l e s income can a r i s e i n t h e f o l l o w i n g t y p e s o f t r a n s a c t i o n s : 

a. The purchase o f p e r s o n a l p r o p e r t y f r o m a r e l a t e d p e r s o n and i t s s a l e t o 
any p e r s o n ; 

b. The s a l e o f p e r s o n a l p r o p e r t y t o any person on b e h a l f o f a r e l a t e d p e r s o n ; 

c. The purchase o f p e r s o n a l p r o p e r t y f r o m any p e r s o n and i t s s a l e t o a 
r e l a t e d p e r s o n ; 

d. The purchase o f p e r s o n a l p r o p e r t y f r o m any p e r s o n on b e h a l f o f a r e l a t e d 
p e r s o n . 

[4.3.1.2] 13.20 F o r e i g n Base Company Sales Income G u i d e l i n e s (05-21-1999) 

(1) A n a l y z e g r o s s income f i g u r e s t o ensure t h a t p r o p e r c o s t s a r e d e d u c t e d 
f r o m t h e g r o s s r e c e i p t s f i g u r e s . 
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1. A s c e r t a i n t h a t t h e c o s t s a r e l i m i t e d t o t h e c o s t f i g u r e s a c c o r d i n g t o U.S. 
t a x a c c o u n t i n g c o n c e p t s . 

2. Determine i f , i n a r r i v i n g a t t h e c o s t o f goods s o l d f o r Subpart F income 
s a l e s , t h e t a x p a y e r was c o n s i s t e n t i n t h e method o f c o m p u t a t i o n so t h e de 
m i n i m i s and f u l l i n c l u s i o n s t e s t s a r e n o t d i s t o r t e d . 

3. Be aware t h a t purchases o r s a l e s may be made f o r a r e l a t e d p e r s o n w i t h a 
commission p a i d t o t h e CFC. The commission p a i d c o u l d be Subpart F income. The 
commission c o u l d come f r o m t h e u n r e l a t e d t h i r d p a r t y . 

[4.3.1.2] 13.21 S p e c i a l Rule f o r C e r t a i n Branch Income (05-21-1999) 

(1) A CFC may c a r r y on e i t h e r s e l l i n g o r m a n u f a c t u r i n g a c t i v i t i e s t h r o u g h 
b r a n c h e s i n c o u n t r i e s o t h e r t h a n t h e CFCs c o u n t r y o f o r g a n i z a t i o n . I n some 
s i t u a t i o n s t h e use o f a b r a n c h has s u b s t a n t i a l l y t h e same t a x e f f e c t as i f t h e 
b r a n c h were a s e p a r a t e c o r p o r a t i o n . I n t h a t case, t h e b r a n c h i s t r e a t e d as a 
s e p e r a t e c o r p o r a t i o n and t h e income a t t r i b u t a b l e t o c a r r y i n g on a c t i v i t i e s 
t h r o u g h t h e b r a n c h i s f o r e i g n base company s a l e s income. 

(2) For i n s t a n c e , a CFC may e s t a b l i s h a s e l l i n g b r a n c h i n a n o t h e r c o u n t r y t o 
escape a 5 0 p e r c e n t t a x on m a n u f a c t u r i n g and s a l e s income i n t h e CFC c o u n t r y o f 
o r g a n i z a t i o n . The b r a n c h c o u n t r y may o n l y t a x s a l e s income a t 10 p e r c e n t . The 
t a x advantage would o c c u r o n l y i n s i t u a t i o n s where t h e CFC c o u n t r y does n o t t a x 
t h e b r a n c h income. The b r a n c h r u l e i n Reg. 1-954-3(b) r e q u i r e s t h a t under such 
c o n d i t i o n s t h e b r a n c h must be t r e a t e d as a s e p a r a t e c o r p o r a t i o n . The b r a n c h ' s 
f o r e i g n base company income, i f any, must be computed s e p a r a t e l y f r o m t h e CFC 
home o f f i c e income. I n essence, t h e b r a n c h r u l e t r e a t s t h e b r a n c h as a 
wh o l l y - o w n e d s u b s i d i a r y o f t h e CFC and, i f i t i s a s e l l i n g b r a n c h , t r e a t s t h e 
b r a n c h as s e l l i n g on b e h a l f o f t h e re m a i n d e r o f t h e CFC, o r , i f t h e b r a n c h i s a 
m a n u f a c t u r i n g b r a n c h , t r e a t s t h e CFC as s e l l i n g on b e h a l f o f the b r a n c h . 

[4.3.1.2] 13.22 Branch G u i d e l i n e s (05-21-1999) 

(1) Determine t h e e x t e n t t o w h i c h a CFC o p e r a t e s t h r o u g h branches o u t s i d e t h e 
c o u n t r y o f o r g a n i z a t i o n o f t h e CFC. T h i s can be a c c o m p l i s h e d by an e x a m i n a t i o n 
o f f i n a n c i a l s t a t e m e n t s and by d i s c u s s i o n w i t h a p p r o p r i a t e s h a r e h o l d e r s o r 
o f f i c e r s . 

(2) Review t h e r e l e v a n t f o r e i g n t a x law t o l e a r n t h e advantages o f such 
b r a n c h o p e r a t i o n s . 

(3) Determine whether a branch s h o u l d be t r e a t e d as a s e p a r a t e c o r p o r a t i o n by 
co m p a r i n g e f f e c t i v e t a x r a t e s and a p p l y i n g t h e 90 p e r c e n t , 5 p e r c e n t a g e p o i n t 
t e s t s s e t f o r t h i n t h e R e g u l a t i o n s . 

(4) Review t h e manner i n which b r a n c h income and expenses are s e g r e g a t e d f r o m 
amounts a p p l i c a b l e t o t h e home o f f i c e o r o t h e r b ranches. Consider r e a l l o c a t i o n 
i f a p p r o p r i a t e and m a t e r i a l . 

[4.3.1.2] 13.23 P r o p e r t y M a n u f a c t u r e d , Produced, Grown, o r E x t r a c t e d 
(05-21-1999) 

(1) F o r e i g n base company s a l e s income does n o t i n c l u d e income d e r i v e d f r o m 
p r o p e r t y m a n u f a c t u r e d produced, grown, o r e x t r a c t e d i n t h e CFCs c o u n t r y o f 
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i n c o r p o r a t i o n . The r e g u l a t i o n s p r o v i d e d e t a i l e d g u i d e l i n e s f o r making t h i s 
d e t e r m i n a t i o n . (See. Reg. 1.954-3.) B e f o r e p u r s u i n g t h i s a r e a , t h e IE s h o u l d 
c o n t a c t t h e I n t e r n a t i o n a l F i e l d A s s i s t a n c e S p e c i a l i s t who handl e s t h e Subpar t F 
ar e a f o r g u i d a n c e . 

[4.3.1.2] 13.24 D e t e r m i n a t i o n o f C o u n t r y o f Use, Consumption, o r G u i d e l i n e s 
(05-21-1999) 

(1) The r e g u l a t i o n s c o n t a i n r u l e s f o r making t h i s d e t e r m i n a t i o n . The u l t i m a t e 
d e s t i n a t i o n o f t h e p e r s o n a l p r o p e r t y p r o d u c i n g t h e income i s o f p r i m e 
i m p o r t a n c e . (See. Reg. 1 . 9 5 4 - 3 ( a ) ( 3 ) . ) 

(2) Check s a l e s t o d e t e r m i n e t h e u l t i m a t e d e s t i n a t i o n o f t h e goods. A s a l e t o 
a t h i r d p a r t y w i t h i n t h e c o u n t r y o f m a n u f a c t u r e c o u l d be q u e s t i o n a b l e i f t h e 
t h i r d p a r t y e x p o r t s t h e good. 

[4.3.1.2] 13.25 F o r e i g n Base Company S e r v i c e s Income D e f i n e d (05-21-1999) 

(1) F o r e i g n base company s e r v i c e s income i s income d e r i v e d i n c o n n e c t i o n w i t h 
t h e p e r f o r m a n c e o f : 

. T e c h n i c a l ; 

. M a n a g e r i a l ; 

. E n g i n e e r i n g ; 

. A r c h i t e c t u r a l ; 

. S c i e n t i f i c ; 

. S k i l l e d ; 

. I n d u s t r i a l ; 

. Commercial; 

. Or l i k e s e r v i c e s p e r f o r m e d f o r o r on b e h a l f o f any r e l a t e d p e r s o n o u t s i d e 
t h e c o u n t r y under t h e laws o f w h i c h t h e CFC i s c r e a t e d o r o r g a n i z e d ; 

(2) F o r e i g n base company s e r v i c e s income a l s o i n c l u d e s s e r v i c e s p e r f o r m e d by 
a CFC i n a case where s u b s t a n t i a l a s s i s t a n c e c o n t r i b u t i n g t o t h e pe r f o r m a n c e o f 
such s e r v i c e s has been f u r n i s h e d by a r e l a t e d p e r s o n Reg. 1 . 9 5 4 - 4 ( b ) ( 1 ) ( i v ) and 
(b) (2) ( i i ) . 

(3) E x c l u s i o n s f r o m f o r e i g n base company s e r v i c e s income are p r o v i d e d f o r 
s e r v i c e s t h a t a r e d i r e c t l y r e l a t e d t o : 

a. The s a l e o r exchange by t h e CFC o f p r o p e r t y m a n u f a c t u r e d , produced, grown, 
o r e x t r a c t e d by i t t h a t i s p e r f o r m e d b e f o r e t h e t i m e o f t h e s a l e o r exchange; 

b. An o f f e r o r e f f o r t t o s e l l o r exchange such p r o p e r t y . 

[4.3.1.2] 13.26 F o r e i g n Base Company S e r v i c e s G u i d e l i n e s (05-21-1999) 
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(1) A s c e r t a i n whether t h e s e r v i c e s are p e r f o r m e d o u t s i d e t h e c o u n t r y of 
i n c o r p o r a t i o n o f t h e CFC f o r , o r on b e h a l f o f a r e l a t e d c o r p o r a t i o n and t o what 
e x t e n t . 

1. S e p a r a t e t e s t s must be made t o d e t e r m i n e t h e Subpart F income i f t h e CFC 
i s b o t h a s e l l i n g and s e r v i c e o r g a n i z a t i o n . 

2. S e r v i c e s w i l l be c o n s i d e r e d p e r f o r m e d where t h e persons p e r f o r m i n g t h e 
s e r v i c e s a r e p h y s i c a l l y l o c a t e d a t t h e t i m e s e r v i c e s are r e n d e r e d . 

3. The r e g u l a t i o n s r e q u i r e an a l l o c a t i o n when t h e s e r v i c e s a r e p e r f o r m e d 
p a r t i a l l y w i t h i n and p a r t i a l l y w i t h o u t t h e f o r e i g n c o r p o r a t i o n ' s c o u n t r y under 
t h e same c o n t r a c t o r arrangement. [See R e g u l a t i o n 1 . 9 5 4 - 4 ( c ) ] . 

4. A n a l y z e s e r v i c e c o n t r a c t s p e r f o r m e d on, o r on b e h a l f o f , t h e r e l a t e d 
p e r s o n c o n t r a c t by c o n t r a c t . Income f r o m s e r v i c e s p e r f o r m e d w i t h i n t h e c o u n t r y 
o f i n c o r p o r a t i o n o f t h e CFC i s n o t Subpart F income. Income f r o m s e r v i c e s 
p e r f o r m e d o u t s i d e t h e c o u n t r y o f i n c o r p o r a t i o n i s Subpart F income. Note t h a t 
t h e t e r m on b e h a l f means t h e s e r v i c e c o u l d be p e r f o r m e d f o r an u n r e l a t e d p a r t y 
who had p u r c h a s e d a machine f r o m a r e l a t e d p a r t y f o r example. T h i s s e r v i c e 
income c o u l d s t i l l be Subpart F income. [See R e g u l a t i o n 1.954-4 ( c ) ] . 

[4.3.1.2] 13.27 F o r e i g n Base Company S h i p p i n g Income D e f i n e d (05-21-1999) 

(1) The t e r m f o r e i g n base company s h i p p i n g income means: 

a. Gross income d e r i v e d f r o m , o r i n c o n n e c t i o n w i t h , t h e use ( o r h i r i n g o r 
l e a s i n g f o r use) o f any a i r c r a f t o r v e s s e l i n f o r e i g n commerce; 

b. Gross income d e r i v e d f r o m , o r i n c o n n e c t i o n w i t h , t h e performance o f 
s e r v i c e s d i r e c t l y r e l a t e d t o t h e use o f any a i r c r a f t o r v e s s e l i n f o r e i g n 
commerce; 

c. Gross income i n c i d e n t a l t o income d e s c r i b e d above; 

d. Gross income d e r i v e d f r o m t h e s a l e , exchange, o r o t h e r d i s p o s i t i o n o f any 
a i r c r a f t o r v e s s e l used o r h e l d f o r use i n f o r e i g n commerce; 

e. C e r t a i n d i v i d e n d s , i n t e r e s t , and g a i n s r e c e i v e d f r o m c e r t a i n f o r e i g n 
c o r p o r a t i o n as d e s c r i b e d i n Reg. 1 . 9 5 4 - 6 ( f ) ; 

f . Income d e s c r i b e d i n Reg. 1.954-6(g) r e l a t i n g t o p a r t n e r s h i p s and t r u s t s ; 

g. Any income d e r i v e d f r o m space and ocean a c t i v i t y . 

[4.3.1.2] 13.28 F o r e i g n Base S h i p p i n g Income E x c l u s i o n and S p e c i a l Rules 
(05-21-1999) 

(1) F o r purpose o f t h e f o r e i g n base company s h i p p i n g income r u l e s , an 
a i r c r a f t o r v e s s e l i s used i n f o r e i g n commerce t o t h e e x t e n t i t i s used i n t h e 
t r a n s p o r t a t i o n o f p r o p e r t y o r passengers between a p o r t ( o r a i r p o r t ) i n U.S. o r 
i n a U.S. p o s s e s s i o n and a p o r t ( o r a i r p o r t ) i n a f o r e i g n c o u n t r y o r between a 
p o r t ( o r a i r p o r t ) i n a f o r e i g n c o u n t r y and a n o t h e r i n t h e same f o r e i g n c o u n t r y 
o r a n o t h e r f o r e i g n c o u n t r y . However, f o r e i g n base company s h i p p i n g income, does 
n o t i n c l u d e income f r o m t h e o p e r a t i o n o f a v e s s e l between two p o i n t s w i t h i n 
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t h e f o r e i g n c o u n t r y i n wh i c h t h e CFC i s c r e a t e d and/or o r g a n i z e d and t h e 
a i r c r a f t o r v e s s e l used i s r e g i s t e r e d . See IRC 9 5 4 ( b ) ( 7 ) . 

(2) Income o f a c o r p o r a t i o n t h a t i s f o r e i g n base company s h i p p i n g income w i l l 
n o t be c o n s i d e r e d as any o t h e r f o r m o f f o r e i g n base company income. 

[4.3.1.2] 13.29 F o r e i g n Base Company S h i p p i n g Income G u i d e l i n e s (05-21-1999) 

(1) A s c e r t a i n i f a i r c r a f t o r v e s s e l income and r e l a t e d s e r v i c e income have 
been p r o p e r l y d e t e r m i n e d . 

1. Be aware t h a t , a l t h o u g h t h e 1986 Tax Reform A c t r e p e a l e d f o r r e i n v e s t e d 
s h i p p i n g income, t h e w i t h d r a w a l o f pre-1987 p r e v i o u s l y e x c l u d e d i n v e s t m e n t s i n 
f o r e i g n base company s h i p p i n g o p e r a t i o n s w i l l be i n c l u d e d i n Subpart F income 
under IRC 951(a) (1) (A) ( i i i ) . See Reg. 1.954-7(a) and 1.955A-(a). 

2. Remember t h a t an o i l d r i l l i n g s h i p , t r a w l e r , and f a c t o r y s h i p s a r e n o t 
c o n s i d e r e d used i n f o r e i g n commerce. They a r e n o t c o n s i d e r e d as q u a l i f i e d 
i n v e s t m e n t s i n f o r e i g n base company s h i p p i n g o p e r a t i o n s . See Regs. 
1.955A-2(b) (2) and 1.9546(b) (3) ( i ) . 

3. Check t o see i f t h e r e has been an e l e c t i o n t o d e t e r m i n e t h e i n v e s t m e n t a t 
t h e end o f t h e t a x a b l e y e a r f o l l o w i n g t h e y e a r o f e l e c t i o n . See Reg. 1 . 9 5 4 - 7 ( b ) . 

4. Remember t h a t pre-1987 q u a l i f i e d i n v e s t m e n t s made by one CFC can be 
c o n s i d e r e d as i n v e s t m e n t s o f a r e l a t e d c o r p o r a t i o n . See Reg. 1.955A-3. 

[4.3.1.2] 13.30 F o r e i g n Base Company O i l R e l a t e d Income D e f i n e d (05-21-1999) 

(1) F o r e i g n base company o i l r e l a t e d income i s d e f i n e d as f o r e i g n o i l r e l a t e d 
income ( w i t h i n t h e meaning o f IRC 907(c) ( 2 ) ) w i t h c e r t a i n e x c l u s i o n s . F o r e i g n 
o i l r e l a t e d income i s income f r o m sources o u t s i d e o f t h e U.S. and i t s 
p o s s e s s i o n s f r o m p r o c e s s i n g , t r a n s p o r t a t i o n , d i s t r i b u t i o n and s a l e s o f m i n e r a l , 
and r e l a t e d s e r v i c e s . A l s o i n c l u d e d i s income from t h e s a l e o r exchange o f 
c e r t a i n o i l - r e l a t e d a s s e t s and o t h e r amounts t o a c e r t a i n e x t e n t . 

[4.3.1.2] 13.31 F o r e i g n Base Company O i l R e l a t e d Income E x c l u s i o n s 
(05-21-1999) 

(1) E x c l u s i o n s are p r o v i d e d f o r income d e r i v e d f r o m a source w i t h i n a f o r e i g n 
c o u n t r y i n c o n n e c t i o n w i t h : 

a. O i l o r gas e x t r a c t e d f r o m a w e l l l o c a t e d t h e r e ; 

b. O i l , gas, o r a p r i m a r y p r o d u c t o f e i t h e r t h a t i s s o l d by t h e CFC o r a 
r e l a t e d p e r s o n f o r use o r co n s u m p t i o n t h e r e , o r i s l o a d e d t h e r e on a v e s s e l o r 
a i r c r a f t as f u e l f o r such v e s s e l o r a i r c r a f t . 

[4.3.1.2] 13.32 F o r e i g n Base Company O i l R e l a t e d Income S p e c i a l Rules 
(05-21-1999) 

(1) S p e c i a l r u l e s a p p l i c a b l e o n l y t o f o r e i g n base company o i l r e l a t e d income 
a r e as f o l l o w s : 
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a. The t e r m f o r e i g n base company o i l r e l a t e d income a p p l i e s o n l y where t h e 
CFC q u a l i f i e s as a l a r g e o i l p r o d u c e r ; 

b. The IRC 9 5 4 ( b ) ( 4 ) h i g h t a x e x c e p t i o n does n o t a p p l y t o f o r e i g n base 
company o i l r e l a t e d income; 

c. Under IRC 9 5 4 ( b ) ( 8 ) income t h a t i s f o r e i g n base company o i l r e l a t e d income 
i s n o t f o r e i g n base company s a l e s income, and f o r e i g n base company s e r v i c e s 
income. 

[4.3.1.2] 13.33 F i n a l D e t e r m i n a t i o n o f I n c l u d i b l e Subpart F Income 
(05-21-1999) 

(1) A f t e r t h e amount o f t h e U.S. s h a r e h o l d e r ' s Subpart F income has been 
d e t e r m i n e d , r e f e r e n c e s h o u l d a g a i n be made t o t h e e x c e p t i o n s , e x c l u s i o n s , e t c . 
as l i s t e d e a r l i e r . I n a d d i t i o n , t h e f o l l o w i n g f a c t o r s s h o u l d be c o n s i d e r e d a t 
t h i s p o i n t . 

1. The income t o be i m p u t e d t o t h e U.S. s h a r e h o l d e r i s n e t o f a l l d e d u c t i o n s 
a t t r i b u t a b l e t o t h e income. D e d u c t i o n s must be a l l o c a t e d o r a p p o r t i o n e d t o each 
i t e m o r c a t e g o r y o f income under Reg. l . 9 5 4 - l ( c ) . 

2. IRC 959 i s d e s i g n e d t o p r e v e n t p r e v i o u s l y t a x e d e a r n i n g s f r o m b e i n g t a x e d 
a g a i n , when t h e e a r n i n g s a r e d i s t r i b u t e d t o a n o t h e r CFC i n a c h a i n o f o w n e r s h i p 
o r when t h e e a r n i n g s a r e d i s t r i b u t e d t o t h e s h a r e h o l d e r s . 

[4.3.1.2] 13.34 I n c r e a s e i n E a r n i n g s i n U.S. P r o p e r t y (05-21-1999) 

(1) I n g e n e r a l a U.S. s h a r e h o l d e r i s t a x e d on h i s p r o r a t a share o f t h e CFCs 
i n c r e a s e i n e a r n i n g s i n v e s t e d i n U.S. p r o p e r t y . 

(2) The amount d e t e r m i n e d under s e c t i o n 956 i s t h e l e s s e r o f t h e excess o f : 

a. such share h o l d e r s p r o r a t a share o f t h e average amounts o f U.S. p r o p e r t y 
h e l d by t h e CFC as o f t h e c l o s e o f each q u a r t e r o v e r and t h e amount o f E & P 
t h a t has p r e v i o u s l y been i n c l u d e d i n t h e U.S. s h a r e h o l d e r s g r o s s income as a 956 
amount ( o r t h a t w ould have been i n c l u d e d b u t f o r S e c t i o n 956; 

b. The amount o f E & P t h a t has p r e v i o u s l y been i n c l u d e d i n t h e U.S. 
s h a r e h o l d e r s g r o s s income as a 956 amount ( o r t h a t w ould have been i n c l u d e d b u t 
f o r S e c t i o n 959) o r t h e s h a r e h o l d e r ' s p r o r a t a share i f t h e a p p l i c a b l e e a r n i n g s 
o f t h e CFC 

(3) A p p l i c a b l e e a r n i n g s i s t h e sum o f c u r r e n t and accumulated e a r n i n g s & 
p r o f i t s reduced by d i s t r i b u t i o n s d u r i n g t h e y e a r and p r e v i o u s l y , t a x e d 956 
amounts under s e c t i o n 959(c) (1) . 

(4) I n g e n e r a l , t h e source o f CFC income i n v e s t e d i n U.S. p r o p e r t y i s 
i m m a t e r i a l . For example, income d e r i v e d f r o m m a n u f a c t u r i n g a c t i v i t i e s w o u l d be 
s u b j e c t t o t h i s p r o v i s i o n . The p r o v i s i o n i s independent o f t h a t t a x i n g Subpart F 
income. 

[4.3.1.2] 13.35 U.S. P r o p e r t y D e f i n e d (05-21-1999) 
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(1) U.S. p r o p e r t y means any p r o p e r t y a c q u i r e d a f t e r December 3 1 , 1962 t h a t 

i s : 

a. T a n g i b l e ( p e r s o n a l o r r e a l ) p r o p e r t y l o c a t e d i n the U n i t e d S t a t e s ; 

b. S t o c k o f a domestic c o r p o r a t i o n ; 

c. Any o b l i g a t i o n o f a U.S. p e r s o n , i n c l u d i n g any o b l i g a t i o n t h a t t he CFC i s 
deemed t o h o l d by reason o f i t s b e i n g a p l e d g e r o r g u a r a n t o r o f such o b l i g a t i o n , -

d. Any r i g h t t o t h e use i n t h e U n i t e d S t a t e s o f a p a t e n t , c o p y r i g h t , 
i n v e n t i o n , model, d e s i g n , s e c r e t f o r m u l a o r p r o c e s s , o r any o t h e r s i m i l a r r i g h t , 
i f t h e r i g h t t o such use i s a c q u i r e d o r d e v e l o p e d by the CFC f o r use i n t h e 
U n i t e d S t a t e s . 

[4.3.1.2] 13.36 E x c e p t i o n s t o U.S. P r o p e r t y D e f i n i t i o n (05-21-1999) 

(1) E x c e p t i o n s f r o m t h e d e f i n i t i o n o f U.S. p r o p e r t y i n c l u d e : 

a. O b l i g a t i o n s o f t h e U.S. government, money o r d e p o s i t s w i t h persons 
c a r r y i n g on a b a n k i n g b u s i n e s s i n t h e U n i t e d S t a t e s ; 

b. P r o p e r t y l o c a t e d i n t h e U n i t e d S t a t e s p u r c h a s e d i n t h e U n i t e d S t a t e s f o r 
e x p o r t t o , o r use i n , f o r e i g n c o u n t r i e s ; 

c. Any o b l i g a t i o n o f a U.S. p e r s o n a r i s i n g i n c o n n e c t i o n w i t h t h e s a l e o r 
p r o c e s s i n g o f p r o p e r t y . The amount of t h e s e o b l i g a t i o n s cannot exceed t h e amount 
t h a t w o u l d be o r d i n a r y and n e c e s s a r y t o c a r r y on a t r a d e o r b u s i n e s s w i t h 
u n r e l a t e d p a r t i e s ; 

d. Any a i r c r a f t , r a i l r o a d r o l l i n g s t o c k , v e s s e l , motor v e h i c l e , o r c o n t a i n e r 
used i n t h e t r a n s p o r t a t i o n o f persons o r p r o p e r t y i n f o r e i g n commerce and used 
p r e d o m i n a n t l y o u t s i d e t h e U n i t e d S t a t e s ; 

e. C e r t a i n i n s u r a n c e r e s e r v e s ; 

f . S t o c k s and o b l i g a t i o n s o f c e r t a i n d o m e s t i c c o r p o r a t i o n s . The a c q u i r e d 
s t o c k o r o b l i g a t i o n s may n o t be i n a d o m e s t i c c o r p o r a t i o n t h a t i s a U.S. 
s h a r e h o l d e r of t h e CFC. The a c q u i r e d s t o c k o r o b l i g a t i o n s may n o t be i n a 
c o r p o r a t i o n i n w h i c h i m m e d i a t e l y a f t e r t h e a c q u i s i t i o n a U.S. s h a r e h o l d e r o f t h e 
CFC owns 25 p e r c e n t o r more o f t h e t o t a l combined v o t i n g power o f t h e domestic 
c o r p o r a t i o n ; 

g. Any movable p r o p e r t y ( o t h e r t h a n a v e s s e l o r a i r c r a f t ) used f o r e x p l o r i n g , 
d e v e l o p i n g , removing, o r t r a n s p o r t i n g r e s o u r c e s f r o m the U.S. c o n t i n e n t a l s h e l f ; 

h. An amount o f a s s e t s o f t h e CFC e q u a l t o t h e e a r n i n g s and p r o f i t s 
a c c u m u l a t e d a f t e r December 3 1 , 1962 e x c l u d e d f r o m Subpart F income under IRC 
9 5 2 ( b ) ; 

i . P r o p e r t y h e l d by a f o r e i g n s a l e s c o r p o r a t i o n t h a t would o t h e r w i s e be U.S. 
p r o p e r t y and r e l a t e d t o t h e e x p o r t a c t i v i t i e s o f t h e FSC; 

j . C e r t a i n t r a d e o r s e r v i c e r e c e i v a b l e s a c q u i r e d f r o m r e l a t e d U.S. p e r s o n s . 
( S e c t i o n 956 (c) (3) . 
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[4.3.1.2] 13.37 E a r n i n g s I n v e s t e d i n U.S. P r o p e r t y L i m i t a t i o n For Tax Years 
P r i o r t o 1993 (05-21-1999) 

(1) For t a x a b l e y e a r s o f a CFC b e g i n n i n g b e f o r e September 30, 1993, t h e 956 
amount o f a CFCs i n c r e a s e i n e a r n i n g s i n v e s t e d i n U.S. p r o p e r t y . The amount o f 
a CFCs e a r n i n g s i n v e s t e d i n U.S. p r o p e r t y a t t h e c l o s e o f any t a x a b l e y e a r i s 
t h e t o t a l amount of such p r o p e r t y i t d i r e c t l y o r i n d i r e c t l y h e l d as o f t h a t 
d a t e , t o t h e e x t e n t t h i s amount would have been a d i v i d e n d i f i t had been 
d i s t r i b u t e d on t h a t d a t e . 

(2) To d e t e r m i n e t h e amount o f t h e i n c r e a s e , see t h e c h a r t i n Rev. R u l . 
74-436, 1974-2, CB. 214. 

[4.3.1.2] 13.38 I n v e s t m e n t i n U.S. P r o p e r t y G u i d e l i n e s (05-21-1999) 

(1) (1) Where a U.S. s h a r e h o l d e r has reduced t h e b a s i s o f p r o p e r t y o r 
e x c l u d e d p r o p e r t y because o f t h e above e x c e p t i o n s , a s c e r t a i n t h a t t h e r e q u i r e d 
s t a t e m e n t i s a t t a c h e d t o t h e r e t u r n . See Regs. 1.956-1 (e) (4) and 1.956-2 (b) (2) . 
Example Note: Method o f D e t e r m i n i n g B a s i s 

1. Any p r o p e r t y a c q u i r e d d u r i n g a t a x a b l e y e a r b e g i n n i n g b e f o r e J a n u a r y 
1,1963, i s n o t U.S. p r o p e r t y . See Reg. 1.956-2 (a)'. I t s h o u l d be n o t e d t h a t t h e 
t o t a l i n v e s t m e n t i n U.S. p r o p e r t y as o f December 3 1 , 1962 ( o r t h e f i r s t f i s c a l 
y e a r e n d i n g a f t e r t h a t d a t e ) i s ze r o . Thus, any s h i f t o f those i n v e s t m e n t s i n t o 
o t h e r U.S. p r o p e r t y ( e x c e p t c e r t a i n t a x - f r e e s h i f t s ) i s an i n c r e a s e a l t h o u g h t h e 
a c t u a l t o t a l U.S. i n v e s t m e n t s may be unchanged o r even decreased. 

2. Under t h e IRC 956 t h e b a s i s o f p r o p e r t y i s t h e a d j u s t e d b a s i s on t h e 
a p p l i c a b l e d e t e r m i n a t i o n d a t e reduced by d e p r e c i a t i o n and/or any l i a b i l i t y 
s p e c i f i c a l l y c h a r g e a b l e t o i t , such as a mortgage. See Reg. 1. 9 5 6 - 1 ( e ) ( 1 ) and 
(e) (3) . 

3. Be a l e r t t h a t a s p e c i f i c charge o r l i a b i l i t y was n o t c r e a t e d f o r t h e 
purpose o f a r t i f i c i a l l y i n c r e a s i n g o r d e c r e a s i n g t h e i n v e s t m e n t i n U.S. 
p r o p e r t y . See Reg. 1 . 9 5 6 - 1 ( e ) ( 1 ) . 

4. Reg. 1 . 9 5 6 - l ( e ) (1) s t a t e s t h a t a l i a b i l i t y i n excess o f t h e a d j u s t e d b a s i s 
o f t h e p r o p e r t y s u b j e c t t o a l i a b i l i t y w i l l n o t be t a k e n i n t o account f o r 
r e d u c i n g t h e a d j u s t e d b a s i s o f a n o t h e r p r o p e r t y t h a t i s n o t s u b j e c t t o a 
l i a b i l i t y . 

5. An o b l i g a t i o n o f a U.S. person t o wh i c h a CFC i s a p l e d g e r o r g u a r a n t o r 
under c e r t a i n c o n d i t i o n s i s c o n s i d e r e d U.S. p r o p e r t y . C o n s u l t Reg. 1. 9 5 6 - 2 ( c ) . 

6. R e c e i v a b l e s due from U.S. persons may c o n s t i t u t e i n v e s t m e n t s i n U.S. 
p r o p e r t y . I f a c q u i r e d d i r e c t l y o r i n d i r e c t l y f r o m a r e l a t e d U.S. p e r s o n . 

7. An o b l i g a t i o n o f a U.S. p e r s o n has s p e c i f i c d e f i n i t i o n . I t does n o t 
i n c l u d e c e r t a i n i n d e b t e d n e s s a r i s i n g o u t o f i n v o l u n t a r y c o n v e r s i o n s o r any 
o b l i g a t i o n a r i s i n g i n c o n n e c t i o n w i t h t h e p r o v i s i o n o f s e r v i c e s by t h e CFC t o 
t h e U.S. p e r s o n i f t h e amount o f t h e o b l i g a t i o n doesn't exceed t h e amount t h a t 
i s o r d i n a r y and necessary. The r e g u l a t i o n p r o v i d e s a 60 day safe h a r b o r . See 
Reg. 1 . 9 5 6 - 2 T ( d ) ( 2 ) ( B ) . 
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8. Be aware t h a t c e r t a i n f i n a n c i n g arrangements a r e p e r m i t t e d . See t h e 
s p e c i a l r u l e s c o n t a i n e d i n Reg. 1.956-2 (c) (2) . 

[4.3.1.2] 13.39 E a r n i n g s and P r o f i t s (05-21-1999) 

(1) The e a r n i n g s and p r o f i t s (E & P) o f a CFC w i l l be computed s u b s t a n t i a l l y 
as i f such c o r p o r a t i o n were a d o m e s t i c c o r p o r a t i o n . The a c c o u n t i n g p r i n c i p l e s 
and s t a n d a r d s used i n f o r e i g n c o u n t r i e s may v a r y g r e a t l y f r o m t h o s e used i n t h e 
U n i t e d S t a t e s . The f i n a n c i a l s t a t e m e n t s o f t h e f o r e i g n companies must be r e v i s e d 
t o c l e a r l y r e f l e c t income based on U.S. t a x a c c o u n t i n g p r i n c i p l e s and methods. 
The p r o p e r r e v i s i o n o f t h e f i n a n c i a l s t a t e m e n t s and c o r r e c t d e t e r m i n a t i o n o f E & 
P i s v i t a l i n t h e e x a m i n a t i o n o f a CFC. 

(2) E & P c a l c u l a t i o n s a r e r e q u i r e d f o r Subpart F income t a x a b l e t o a U.S. 
s h a r e h o l d e r ; Computing f o r e i g n t a x c r e d i t a l l o w e d t o U.S. s h a r e h o l d e r s w i t h 
r e s p e c t t o Su b p a r t F income; A d j u s t m e n t s r e q u i r e d f o r w i t h d r a w a l s o f p r e v i o u s l y 
e x c l u d e d Sub p a r t F income and i n v e s t m e n t s i n U.S. p r o p e r t y . 

(3) The a u d i t o f a g i v e n y e a r may g i v e r i s e t o t h e d e t e r m i n a t i o n o f c o r r e c t 
e a r n i n g s and p r o f i t s a t d i f f e r e n t t i m e l e v e l s as f o l l o w s ; C u r r e n t t a x a b l e y e a r ; 
P r i o r y e a r s b e g i n n i n g a f t e r December 3 1, 1962, f o r purposes o f IRC 9 5 5 ( a ) ; Any 
p r i o r y e a r b e g i n n i n g w i t h t h e most r e c e n t and g o i n g back as f a r as F e b r u a r y 28, 
1913, f o r purposes o f IRC 9 5 6 ( a ) ; Post 1986 p o o l f o r computing d e r i v e d p a i d 
t a x e s w i t h r e s p e c t t o IRC 951 I n c l u s i o n s . 

[4.3.1.2] 13.40 E a r n i n g s and P r o f i t s G u i d e l i n e s (05-21-1999) 

(1) D e t e r m i n e t h a t t h e p r o p e r books and r e c o r d s were used t o compute t h e 
p r o f i t and l o s s s t a t e m e n t f r o m w h i c h t h e d e t e r m i n a t i o n o f e a r n i n g s and p r o f i t s 
was c a l c u l a t e d . 

1. D e t e r m i n e t h a t t h e e a r n i n g s and p r o f i t s have n o t been reduced by amounts 
i n c l u d e d i n g r o s s income o f U.S. s h a r e h o l d e r s under IRC 9 5 1 ( a ) . 

2. Review t h e w r i t t e n s t a t e m e n t c o n s t i t u t i n g t h e e l e c t i o n s made by c o n t r o l l e d 
s h a r e h o l d e r s . A s c e r t a i n whether t h e r e have been any subsequent m o d i f i c a t i o n s o r 
r e v o c a t i o n s as t o these e l e c t i o n s . 

3. D e t e r m i n e i f t h e p r o p e r a d j u s t m e n t s have been made t o r e f l e c t U.S. 
a c c o u n t i n g s t a n d a r d s such as; Determine i f a c c o u n t i n g p r a c t i c e s t e n d t o c l e a r l y 
r e f l e c t income; S c r u t i n i z e a s s e t a c c o u n t s f r o m t i m e o f a c q u i s i t i o n and d e t e r m i n e 
method o f a s s e t a c q u i s i t i o n t o a s c e r t a i n t h a t when t h e a s s e t s a r e r e f l e c t e d a t 
c o s t , i t i s h i s t o r i c a l c o s t . C o n s u l t Reg. 1.964-1 ( b ) ( 2 ) f o r t h e d e f i n i t i o n o f 
h i s t o r i c a l c o s t s ; V e r i f y t h a t h i s t o r i c a l c o s t i s t h e b a s i s f o r d e p r e c i a t i o n , 
d e p l e t i o n , o r a m o r t i z a t i o n ; Be a l e r t t o u n d e r v a l u e d a s s e t s o r o v e r v a l u e d 
l i a b i l i t i e s t h a t may be a l l o w e d under f o r e i g n law; S c r u t i n i z e p r o f i t and l o s s 
s t a t e m e n t s f o r u n a l l o w a b l e d e d u c t i o n s ; S c r u t i n i z e b a l a n c e s h e e t s f o r a r b i t r a r y 
r e s e r v e s and d e t e r m i n e how t h e y were e s t a b l i s h e d ; I n s p e c t income and expense 
a c c o u n t s t o v e r i f y t h a t income and expenses have n o t been e q u a l i z e d o v e r two o r 
more a c c o u n t i n g p e r i o d s ; For p o s t 1986 t a x ye a r s e a r n i n g s and p r o f i t s a r e 
m a i n t a i n e d t h e CFC f u n c t i o n a l c u r r e n c y i n accordance w i t h t h e r u l e s o f Reg. 
1.969-1T(g). 

4. Dete r m i n e i f t h e p r o p e r a d j u s t m e n t s have been made t o r e f l e c t U.S. t a x 
s t a n d a r d s such as; A s c e r t a i n whether t h e t a x p a y e r has p r o p e r l y t a k e n i n t o 
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a c c o u n t ; Method o f a c c o u n t i n g p r o v i s i o n s under IRC 446; I n v e n t o r i e s under IRC 
471 and 472; D e p r e c i a t i o n under IRC 167; Compensation p l a n s under IRC 404A; 
E l e c t i o n s made under o t h e r a p p l i c a b l e p r o v i s i o n s o f t h e Code. 

5. Determine t h a t t h e c o n t r o l l i n g U.S. s h a r e h o l d e r s of a CFC have c o m p l i e d 
w i t h a l l t h e r e q u i r e m e n t s f o r an e l e c t i o n , a d o p t i o n o r change o f an a c c o u n t i n g 
p e r i o d . Remember t i m e l y f i l e d s t a t e m e n t s a r e r e q u i r e d by t h e R e g u l a t i o n s . A l l 
o t h e r known U.S. s h a r e h o l d e r s must be n o t i f i e d w i t h r e s p e c t t o any a c t i o n t a k e n . 

[4.3.1.2] 13.41 E x c l u s i o n o f P r e v i o u s l y Taxed E a r n i n g s and P r o f i t s 
(05-21-1999) 

(1) The purpose o f IRC 95 9 i s t o a v o i d double t a x a t i o n t h a t c o u l d o c c u r when 
amounts t h a t have been p r e v i o u s l y t a x e d a r e a c t u a l l y d i s t r i b u t e d t o t h e U.S. 
s h a r e h o l d e r s . 

(2) IRC 959 p r o v i d e s t h a t f o r any t a x a b l e y e a r , e a r n i n g s and p r o f i t s o f a 
f o r e i g n c o r p o r a t i o n a t t r i b u t a b l e t o amounts i n c l u d e d i n g r o s s income o f a U.S. 
s h a r e h o l d e r under IRC 951 w i l l n o t a g a i n be i n c l u d e d i n g r o s s income o f such 
s h a r e h o l d e r s when d i s t r i b u t e d . I n a d d i t i o n amounts i n c l u d e d i n g r o s s income o f a 
U.S. s h a r e h o l d e r w i l l n o t be i n c l u d e d i n g r o s s income o f a f o r e i g n c o r p o r a t i o n 
when such amounts a r e d i s t r i b u t e d t h r o u g h a c h a i n o f o w n e r s h i p . 

(3) See IRC 986(c) f o r c a l c u l a t i o n o f exchange g a i n o r l o s s on a d i s t r i b u t i o n 
o f p r e v i o u s l y t a x e d E & P. 

[4.3.1.2] 13.42 A d j u s t m e n t s t o B a s i s o f Stock G u i d e l i n e s (05-21-1999) 

(1) B a s i s o f s t o c k s h o u l d be: 

a. I n c r e a s e d by t h e amount o f t h e u n d i s t r i b u t e d IRC 951 (a) income i n t h e 
U.S. s h a r e h o l d e r ' s t a x r e t u r n ; 

b. Decreased by a d i s t r i b u t i o n p r e v i o u s l y t a x e d as IRC 951(a) income. 

[4.3.1.2] 13.43 S p e c i a l Rules f o r F o r e i g n Tax C r e d i t (05-21-1999) 

(1) Income i n c l u d e d i n g r o s s income under t h e p r o v i s i o n s o f Subpart F as a 
deemed d i v i d e n d i s e l i g i b l e f o r t h e i n d i r e c t f o r e i g n t a x c r e d i t . C r e d i t s so 
a l l o w e d w i l l n o t be a l l o w e d a g a i n when a c t u a l d i s t r i b u t i o n s are made. I n 
s i t u a t i o n s where f o r e i g n t a x e s are imposed a t t h e t i m e o f a c t u a l d i s t r i b u t i o n (a 
w i t h h o l d i n g t a x ) , a f o r e i g n t a x c r e d i t w i l l be a l l o w e d even though t h e amounts 
d i s t r i b u t e d a r e n o t t a x a b l e because t h e y were p r e v i o u s l y i n c l u d e d i n t h e U.S. 
s h a r e h o l d e r ' s income. 

(2) The w o r k i n g s o f IRC 960 w i t h r e s p e c t t o t h e i n c l u s i o n of Subpart F income 
a r e g e n e r a l l y s i m i l a r t o t h e w o r k i n g s o f IRC 901 and 902 w i t h r e s p e c t t o a 
d i v i d e n d d i s t r i b u t i o n f r o m a f o r e i g n e n t i t y . The g r o s s up p r o v i s i o n o f IRC 78 
s i m i l a r l y a p p l i e s . 

(3) The d e v i a t i o n i n t h e s i m i l a r i t y i n v o l v e s t h e y e a r o f r e c e i p t of t h e 
e a r n i n g s and p r o f i t s p r e v i o u s l y t a x e d by v i r t u e o f IRC 951(a) . 

(4) The r e c e i p t o f t h e funds r e p r e s e n t i n g p r e v i o u s l y t a x e d e a r n i n g s and 
p r o f i t s does n o t produce a d d i t i o n a l i n d i r e c t f o r e i g n t a x c r e d i t s , b u t may l e a d 
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t o an a d d i t i o n a l d i r e c t f o r e i g n t a x c r e d i t o r i n c r e a s e i n l i m i t a t i o n under IRC 
9 6 0 ( b ) . As i n Reg. 1.960-4, t h e y e a r i n w h i c h t h e Subpart F income was r e p o r t e d 
w i l l be c a l l e d t h e y e a r o f i n c l u s i o n . The y e a r i n w h i c h t h e funds a r e r e c e i v e d 
r e l a t i v e t o t h e i n c l u d e d income w i l l be c a l l e d t h e y e a r o f e x c l u s i o n . 

[4.3.1.2] 13.44 F o r e i g n Tax C r e d i t G u i d e l i n e s (05-21-1999) 

(1) I f , i n t h e y e a r o f e x c l u s i o n , t h e t a x p a y e r c l a i m s a d e d u c t i o n f o r f o r e i g n 
t a x e s p a i d on t h e amount e x c l u d e d under IRC 9 5 9 ( a ) ( 1 ) , check t h e F e d e r a l income 
t a x r e t u r n o f t h e y e a r o f i n c l u s i o n t o v e r i f y t h a t no f o r e i g n t a x c r e d i t was 
c l a i m e d r e l a t i v e t o t h e income i n c l u d e d under IRC 9 5 1 ( a ) . 

(2) W i t h r e s p e c t t o t h e i n c r e a s e under IRC 9 6 0 ( b ) ( 1 ) i n t h e l i m i t a t i o n under 
IRC 904(a) v e r i f y t h a t : 

a. t h e i n c r e a s e i n t h e IRC 904 l i m i t a t i o n o f t h e y e a r o f i n c l u s i o n i s 
c o r r e c t l y computed; 

b. t h e amount o f f o r e i g n t a x e s a l l o w e d as c r e d i t because o f such i n c r e a s e s i n 
t h e y e a r o f i n c l u s i o n i s p r o p e r l y computed. The c r e d i t a l l o w e d may have exceeded 
t h e t a x e s deemed p a i d on t h e income i n c l u d e d under IRC 9 5 1 ( a ) ; 

c. t h e i n c r e a s e i n l i m i t a t i o n under t h i s s e c t i o n f o r i n t e r v e n i n g y e a r s i s 
p r o p e r l y computed; 

d. t h e i n c r e a s e i n l i m i t a t i o n i n t h e y e a r o f e x c l u s i o n does n o t exceed t h e 
t a x e s p a i d , a c c r u e d , o r deemed p a i d f o r such t a x a b l e y e a r on t h e amount t o be 
e x c l u d e d under IRC 9 5 9 ( a ) ( 1 ) ; Note: Note t h a t i f t h e i n c r e a s e i n l i m i t a t i o n 
u n d e r IRC 9 6 0 ( b ) ( 1 ) and Reg. 1.960-4 f o r a t a x a b l e y e a r o f e x c l u s i o n exceeds t h e 
t a x ( b e f o r e any c r e d i t s a g a i n s t t a x ) imposed by Code Chapter 1, such excess w i l l 
be c o n s i d e r e d an overpayment o f t a x . The t a x i s r e f u n d a b l e o r c r e d i t a b l e 
a c c o r d i n g t o Code Chapter 65 (IRC 6401 and f o l l o w i n g ) . 

[ 4.3.1.2] 13.45 General Rules and Record Keeping Requirements o f U.S. 
S h a r e h o l d e r s (05-21-1999) 

(1) Reg. 1.964-3 d e s c r i b e s t h e r e c o r d k e e p i n g r e q u i r e m e n t s o f t h e U.S. 
s h a r e h o l d e r . The r e g u l a t i o n s s p e c i f i c a l l y r e q u i r e t h a t a U.S. s h a r e h o l d e r w i l l , 
w i t h i n a r e a s o n a b l e t i m e a f t e r demand by t h e D i s t r i c t D i r e c t o r , g i v e t h e 
D i s t r i c t D i r e c t o r : 

a. Such permanent books o f a c c o u n t o r r e c o r d s as a r e s u f f i c i e n t t o s a t i s f y 
t h e r e q u i r e m e n t s o f IRC 6001 and IRC 964(c) o r t r u e c o p i e s t h e r e o f , as a r e 
r e a s o n a b l y demanded; 

b. I f such books and r e c o r d s a r e n o t m a i n t a i n e d i n t h e E n g l i s h language 
e i t h e r an a c c u r a t e E n g l i s h t r a n s l a t i o n o f such books and r e c o r d s o r t h e s e r v i c e s 
o f a q u a l i f i e d i n t e r p r e t e r s a t i s f a c t o r y t o t h e D i s t r i c t D i r e c t o r . 

(2) The r e q u i r e m e n t s o f IRC 6001 and IRC 964(c) w i l l be c o n s i d e r e d s a t i s f i e d 
i f t h e books o r r e c o r d s produced a r e s u f f i c i e n t t o v e r i f y f o r t h e t a x a b l e y e a r : 

a. The Subpart F income (and e x c l u s i o n s t h e r e f r o m ) o f t h e CFC; 
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b. The p r e v i o u s l y e x c l u d e d S u b p a r t F income o f such c o r p o r a t i o n w i t h d r a w n 
f r o m q u a l i f i e d i n v e s t m e n t (IRC 9 5 5 ) ; 

c. The i n c r e a s e i n e a r n i n g s i n v e s t e d by such c o r p o r a t i o n i n U.S. p r o p e r t y . 

[4.3.1.2] 13.46 S p e c i a l Rules and Record Keeping Requirements o f 
U.S.Sharedholders (05-21-1999) 

(1) Reg. 1.964-3 (c) p r o v i d e s s p e c i a l r u l e s t h a t s t a t e t h a t v e r i f i c a t i o n o f 
t h e S u b p a r t F income o f t h e CFC f o r t h e t a x a b l e y e a r i s n o t r e q u i r e d i f e i t h e r : 

a. I t can be shown t o t h e s a t i s f a c t i o n o f t h e D i s t r i c t D i r e c t o r t h a t t h e 
l o c u s and t h e n a t u r e o f such c o r p o r a t i o n ' s a c t i v i t i e s make i t u n l i k e l y t h a t t h e 
f o r e i g n base company income o f such c o r p o r a t i o n exceeded 5 p e r c e n t o f i t s g r o s s 
income f o r t h e t a x a b l e y e a r ; 

b. I f c e r t a i n c o n d i t i o n s a r e met f o r c e r t a i n i n s u r a n c e companies. 

(2) Remember t h a t t h e burden o f d e m o n s t r a t i n g t h a t these c o n d i t i o n s e x i s t i s 
upon t h e t a x p a y e r s . I f t h e y cannot c a r r y t h i s b u r d e n, t h e n t h e g e n e r a l r u l e s 
a p p l y . 

(3) The s p e c i a l r u l e s r e f e r s o l e l y t o r e l i e f f r o m m a i n t a i n i n g r e c o r d s t o 
v e r i f y S u b p a r t F income o f t h e CFC. The t a x p a y e r must s t i l l m a i n t a i n r e c o r d s t o 
v e r i f y p r e v i o u s l y e x c l u d e d Subpart F income, and t h e i n c r e a s e i n i n v e s t m e n t s i n 
U.S. p r o p e r t y by t h e CFC 

(4) l E s s h o u l d r e c o g n i z e t h a t s u b m i s s i o n o f t h e r e q u i r e d r e c o r d s can be 
e x t r e m e l y burdensome upon t a x p a y e r s i f r e q u e s t e d i n d i s c r i m i n a t e l y . IEs s h o u l d 
c a r e f u l l y c o n s i d e r such r e q u e s t s . Request o n l y r e c o r d s most p e r t i n e n t t o each 
p a r t i c u l a r s i t u a t i o n . 

(5) I f t h e t a x p a y e r has n o t m a i n t a i n e d adequate r e c o r d s , t h e t a x p a y e r s h o u l d 
be a d v i s e d o f t h e n a t u r e o f t h e i n a d e q u a c i e s and t h e r e q u i r e m e n t s o f t h e 
r e g u l a t i o n s . 

(6) E x h i b i t s 1-2 and 2-2 p r o v i d e g u i d e l i n e s f o r o b t a i n i n g i n f o r m a t i o n , books, 
and r e c o r d s o f U.S. and f o r e i g n e n t i t i e s . 
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4.3.12 CH. 5 P l a n n i n g t h e E x a m i n a t i o n 

[4.3.12] 5.1 Overview (05-05-1999) 

(1) T h i s c h a p t e r d i s c u s s e s t h e CEP e x a m i n a t i o n p l a n n i n g p r o c e s s . 

[4.3.12] 5.2 General (05-05-1999) 

(1) The t h r e e - s t e p p l a n n i n g p r o c e s s , as f u l l y d e s c r i b e d i n Chapter 6, o f t h e 
C o o r d i n a t e d E x a m i n a t i o n Program (CEP) Handbook f o r F i e l d E x a m i n a t i o n Case 
Managers, s h o u l d be f o l l o w e d i n p l a n n i n g CEP case e x a m i n a t i o n s . The t h r e e - s t e p s 
a r e o u t l i n e d below: 

a. Step One -- Formulate t h e e x a m i n a t i o n scope f o r g e n e r a l i s s u e s and have 
p l a n n i n g m e e t i n g s . 

b. Step Two -- Peruse t h e t a x p a y e r ' s books and r e c o r d s f o r noncompliance 
a r e a s . 

c. Step Three -- Develop a u d i t p r o c e d u r e s . 

[4.3.12] 5.3 The E x a m i n a t i o n P l a n (08-30-2000) 

(1) The E x a m i n a t i o n Plan i s a t h r e e p a r t comprehensive p l a n t h a t s h o u l d 
p r o v i d e f l e x i b i l i t y t o p e r m i t r e v i s i o n s as t h e e x a m i n a t i o n p r o g r e s s e s . I t i s t h e 
p r i n c i p a l t o o l o f t h e case manager f o r u n i f y i n g a d i v e r s e group o f S e r v i c e 
p e r s o n n e l , h a v i n g s e p a r a t e and d i s t i n c t r e s p o n s i b i l i t i e s , i n t o an e f f e c t i v e 
team. For a d e t a i l e d d e s c r i p t i o n o f t h e E x a m i n a t i o n P l a n and a g u i d e t o i t s 
p r e p a r a t i o n , see Chapter 6 o f IRM 4.3.11, Handbook f o r F i e l d E x a m i n a t i o n Case 
Managers. 

(2) There a r e i n s t a n c e s when s e c t i o n s o f t h e P l a n may be e i t h e r m o d i f i e d o r 
o m i t t e d . The S e r v i c e Management I n f o r m a t i o n S e c t i o n ( p a r t 2) o f t h e Plan may be 
o m i t t e d i n : 

a. l i m i t e d scope e x a m i n a t i o n s , and, 

b. e x a m i n a t i o n s i n which t h e r e i s c o n t i n u i t y o f e i t h e r t h e case manager o r 
team c o o r d i n a t o r . 

[4.3.12] 5.4 Compliance Checks (08-30-2000) 

(1) On a case by case b a s i s , t h e case manager may i d e n t i f y a reas o f 
c o m p l i a n c e checks. A compliance check i s any p r o c e d u r e o r t e c h n i q u e employed 
d u r i n g an e x a m i n a t i o n which i s d e s i g n e d t o t e s t t h e t a x p a y e r ' s adherence t o t h e 
law and r e g u l a t i o n s . 

(2) I n e v e r y CEP e x a m i n a t i o n , s t e p s s h o u l d be i n c l u d e d f o r t h e f o l l o w i n g 
c o m p l i a n c e checks: 
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a. n o n d e d u c t i b l e l o b b y i n g and p o l i t i c a l campaign expenses d e s c r i b e d i n IRC 

162(e) . 

b. Review t h e t a x p a y e r ' s system o f i n t e r n a l c o n t r o l s i n t h e f o l l o w i n g a r e a s : 
a l l o t h e r f i l e d r e t u r n s , r e l a t e d r e t u r n s , p r i o r / s u b s e q u e n t y e a r s , i n f o r m a t i o n 
r e t u r n s , q u e s t i o n a b l e W-4's, and Forms 8300/CTR's. 

(3) Case Managers s h o u l d g i v e s p e c i a l a t t e n t i o n t o c h a p t e r 8 o f t h e CEP Case 
Manager's Handbook. 

[4.3.12] 5.5 C o r p o r a t e Improper Payments Procedures (05-05-1999) 

(1) I n e v e r y case t h e case manager w i l l d e t e r m i n e whether o r n o t t o ask 
s e l e c t e d c o r p o r a t e o f f i c i a l s , key employees, and o t h e r i n d i v i d u a l s q u e s t i o n s 1 
t h r u 5 i n E x h i b i t 4.3.12.5-1. I n s i t u a t i o n s where t h e s e q u e s t i o n s were answered 
i n a p r i o r e x a m i n a t i o n t h e g u i d e l i n e s i n E x h i b i t 4.3.12.5-2 s h o u l d be c o n s i d e r e d 
i n d e t e r m i n i n g w hether t h e q u e s t i o n s s h o u l d be asked i n subsequent y e a r s . 

(2) A d d i t i o n a l q u e s t i o n s may be asked when w a r r a n t e d by any response t o any 
q u e s t i o n o r by t h e f a c t s and c i r c u m s t a n c e s i n a p a r t i c u l a r case; however, 
c o n s i d e r a t i o n s h o u l d be g i v e n t o o b t a i n i n g t h e a s s i s t a n c e o f D i s t r i c t Counsel i n 
d e v e l o p i n g such q u e s t i o n s . 

(3) The i n d i v i d u a l s s e l e c t e d f o r q u e s t i o n i n g s h o u l d be those p r e s e n t o r 
f o r m e r employees o r d i r e c t o r s who wo u l d be l i k e l y t o have o r have had s u f f i c i e n t 
a u t h o r i t y , c o n t r o l o r knowledge, o f c o r p o r a t e a c t i v i t i e s t o be aware o f t h e 
p o s s i b l e misuse o f c o r p o r a t e f u n d s . T h i s would i n c l u d e , f o r example, c h i e f 
e x e c u t i v e o f f i c e r , c h i e f f i n a n c i a l o f f i c e r , o f f i c e r i n charge o f i n t e r n a t i o n a l 
o p e r a t i o n s , o f f i c e r i n charge o f g o v e r n m e n t a l a c t i v i t i e s , d i r e c t o r s who a r e n o t 
c o r p o r a t e o f f i c e r s , b u t who serve on a u d i t committees o r have s i m i l a r 
r e s p o n s i b i l i t i e s , and o t h e r s , as a p p r o p r i a t e . 

(4) I t s h o u l d be c l e a r l y u n d e r s t o o d by t h e i n d i v i d u a l s e l e c t e d f o r 
q u e s t i o n i n g t h a t t h e t e r m c o r p o r a t i o n i n c l u d e s t h e t a x p a y e r under e x a m i n a t i o n , 
any s u b s i d i a r y , p a r e n t , o r a f f i l i a t e d c o r p o r a t i o n , and any j o i n t v e n t u r e , 
p a r t n e r s h i p , t r u s t , o r a s s o c i a t i o n i n w h i c h such c o r p o r a t i o n has an i n t e r e s t . 
The i n d i v i d u a l b e i n g q u e s t i o n e d s h o u l d be a d v i s e d as t o t h e ye a r s t o wh i c h t h e 
q u e s t i o n s r e l a t e . 

(5) The ye a r s f o r w h i c h t h e q u e s t i o n s s h o u l d be asked a r e t o be d e t e r m i n e d on 
a case by case b a s i s . Any q u e s t i o n s i n v o l v i n g d o c k e t e d o r non-docketed y e a r s i n 
A p p e a l s o r D i s t r i c t Counsel w i l l be c o o r d i n a t e d w i t h those o f f i c e s . 

(6) The method o f p r o p o s i n g t h e q u e s t i o n s , t i m i n g o f o r a l responses, and 
t i m i n g o f t h e r e c e i p t o f t h e w r i t t e n and a t t e s t e d answers w i l l be d e t e r m i n e d by 
t h e case manager. 

(7) I f any i n d i v i d u a l r e f u s e s t o answer any o f t h e examiner's q u e s t i o n s o r 
r e f u s e s t o c o n f i r m a w r i t t e n s t a t e m e n t by o a t h o r a f f i r m a t i o n , a summons s h o u l d 
be i s s u e d t o t h a t i n d i v i d u a l and t e s t i m o n y o b t a i n e d under o a t h p u r s u a n t t o IRC 
7602. 

(8) When any o f t h e s e q u e s t i o n s a r e answered i n t h e a f f i r m a t i v e , a l l d e t a i l s 
s u r r o u n d i n g t h e t r a n s a c t i o n s h o u l d be secured. Responses t o a l l q u e s t i o n s w i l l 
be r e v i e w e d a l o n g w i t h a l l o t h e r a v a i l a b l e i n f o r m a t i o n . I f f u r t h e r 
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c l a r i f i c a t i o n i s r e q u i r e d , f o l l o w - u p i n t e r v i e w s w i l l be conducted. 

[4.3.12] 5.5.1 E x a m i n a t i o n P l a n and Compliance Checks (05-05-1999) 

(1) D u r i n g t h e p r e p l a n n i n g and t h e e x a m i n a t i o n o f a l l r e t u r n s , case managers 
and examiners w i l l be a l e r t t o s i t u a t i o n s w hich l e n d themselves t o t h e c r e a t i o n 
o f i l l e g a l o r im p r o p e r payments. When deemed a p p r o p r i a t e and necessary, t h e 
e x a m i n a t i o n p l a n s w i l l i n c l u d e c o n s i d e r a t i o n o f t h e f o l l o w i n g c o m p l i a n c e checks: 

a. Examine i n t e r n a l a u d i t r e p o r t s and r e l a t e d workpapers t o d e t e r m i n e i f any 
r e f e r e n c e i s made t o t h e c r e a t i o n o f any s e c r e t o f h i d d e n c o r p o r a t e f u n d . 

b. Review t a x p a y e r ' s copy o f r e p o r t s f i l e d w i t h o t h e r g o v e r n m e n t a l r e g u l a t o r y 
a g e n c i e s (such as t h e S e c u r i t i e s and Exchange Commission). See 5.7 o f t h e 
C o o r d i n a t e d E x a m i n a t i o n Program (CEP) Handbook f o r a d d i t i o n a l i n f o r m a t i o n . 

c. Give a p p r o p r i a t e c o n s i d e r a t i o n t o f o r e i g n e n t i t i e s , o p e r a t i o n s , 
c o n t r a c t u a l o r p r i c i n g arrangements, f u n d t r a n s f e r s , and use o f t a x haven 
l o c a t i o n s . E x a m i n a t i o n o f books and r e c o r d s m a i n t a i n e d o u t s i d e t h e U n i t e d S t a t e s 
a r e c o n d u c t e d by Agents o f t h e I n t e r n a t i o n a l D i s t r i c t , Compliance D i v i s i o n (see 
5.5.3 b e l o w ) . 

(2) A l l case managers s h o u l d ensure t h a t employees under t h e i r s u p e r v i s i o n 
a r e f a m i l i a r w i t h t h e f o r m e r IRM 4233, Tax A u d i t G u i d e l i n e s , I n d i v i d u a l s , 
P a r t n e r s h i p s , E s t a t e s and T r u s t s , and C o r p o r a t i o n s . Employees s h o u l d a l s o 
f a m i l i a r i z e t h emselves w i t h t h e f o r m e r IRM 4235, Techniques Handbook f o r 
I n - D e p t h E x a m i n a t i o n s , where a p p r o p r i a t e . 

[4.3.12] 5.5.2 I n f o r m a t i o n From Other Government Agencies (05-05-1999) 

(1) D u r i n g t h e p r e p l a n n i n g and e x a m i n a t i o n o f c o r p o r a t e cases, case managers, 
and examiners s h o u l d c o n s i d e r t h e f o r m e r IRM 4083, I n f o r m a t i o n Requested From 
Government A g e n c i e s . 

(2) The N a t i o n a l O f f i c e has e s t a b l i s h e d s p e c i a l l i a i s o n w i t h t h e S e c u r i t i e s 
and Exchange Commission t o o b t a i n i n f o r m a t i o n r e l a t i n g t o s l u s h f u n d s , b r i b e s , 
p o l i t i c a l c o n t r i b u t i o n s , and o t h e r t a x - r e l a t e d i n f o r m a t i o n . 

[4.3.12] 5.5.3 Request f o r A s s i s t a n c e f r o m O f f i c e o f A s s i s t a n t Commissioner 
( I n t e r n a t i o n a l ) (05-05-1999) 

(1) To p r o p e r l y examine t a x p a y e r s w i t h f o r e i g n s l u s h f u n d o r i m p r o p e r payment 
i s s u e s and o t h e r schemes i n t h e f o r e i g n area, i t i s n e c e s s a r y t o o b t a i n 
f i r s t - h a n d knowledge and, i n d e p e n d e n t l y , v e r i f y i n f o r m a t i o n c o n c e r n i n g r e l a t e d 
f o r e i g n e n t i t i e s o r f o r e i g n branches o f domestic e n t i t i e s . I n most i n s t a n c e s , 
i n f o r m a t i o n may be o b t a i n e d f r o m U n i t e d S t a t e s s o u r c e s more q u i c k l y t h a n from 
f o r e i g n s o u r c e s . However, i f i t i s d e t e r m i n e d t h a t an o n - s i t e e x a m i n a t i o n s h o u l d 
be made i n a f o r e i g n c o u n t r y , a r e q u e s t f o r a s u p p o r t e x a m i n a t i o n s h o u l d be made 
t o t h e I n t e r n a t i o n a l D i s t r i c t , Compliance D i v i s i o n (OP:IN:D:C). T h i s r e q u e s t 
s h o u l d be made f o l l o w i n g t h e c o o r d i n a t e d e x a m i n a t i o n s u p p o r t r e q u e s t p r o v i s i o n s 
o f 4.4 o f t h i s handbook. The I n t e r n a t i o n a l D i s t r i c t , Compliance D i v i s i o n , w i l l 
work w i t h t h e r e q u e s t i n g d i s t r i c t i n d e v e l o p i n g t h e e x a m i n a t i o n p l a n f o r an 
o n - s i t e e x a m i n a t i o n and a s s i s t i n p l a n n i n g o t h e r d e t a i l s o f the o n - s i t e 
e x a m i n a t i o n . 
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(2) Once t h e d e t a i l s have been f i n a l i z e d , a f o r m a l r e q u e s t f o r a p p r o v a l o f 
t h e o n - s i t e e x a m i n a t i o n and f o r e i g n t r a v e l a u t h o r i z a t i o n w i l l be made i n 
accordance w i t h t h e f o r m e r IRM 42(10) (10).15 and t e x t 620 of t h e f o r m e r IRM 
1763, T r a v e l Handbook. 

[4.3.12] 5.5.4 Use o f Summons (05-05-1999) 

(1) Every e f f o r t s h o u l d be made t o secure t a x p a y e r s ' r e c o r d s , responses t o 
q u e s t i o n s , and o t h e r p e r t i n e n t f i n a n c i a l d a t a w i t h o u t t h e issuan c e o f a summons. 
However, i n c e r t a i n i n s t a n c e s , i t may be nec e s s a r y t o i s s u e a summons. Under 
such c i r c u m s t a n c e s , t h e f o r m e r IRM 4022 w i l l be f o l l o w e d i n c o n s i d e r i n g t h e need 
t o i s s u e such a summons. 

(2) I f t h e r e i s a need t o i s s u e a D e s i g n a t e d Summons, r e f e r t o t h e f o r m e r IRM 
4022.95 and IRC 6 5 0 3 ( k ) . 

(3) B e f o r e i s s u i n g a summons where t h e r e c o r d s a r e o u t s i d e t h e U n i t e d S t a t e s , 
a copy o f t h e prop o s e d summons w i l l be s u b m i t t e d t o t h e a p p r o p r i a t e D i s t r i c t 
Counsel f o r r e v i e w . D i s t r i c t Counsel w i l l c o o r d i n a t e t h e i r r e v i e w w i t h t h e 
A s s o c i a t e C h i e f Counsel ( L i t i g a t i o n ) , CC, whi c h , i n t u r n , w i l l c o o r d i n a t e t h e 
m a t t e r w i t h t h e a p p r o p r i a t e N a t i o n a l O f f i c e f u n c t i o n . The proposed summons w i l l 
be accompanied by a s t a t e m e n t d e s c r i b i n g t h e c i r c u m s t a n c e s and e f f o r t s t h a t have 
been made t o se c u r e t h e r e c o r d s and data f r o m t h e t a x p a y e r and why t h e t a x p a y e r 
w i l l n o t make t h e r e q u e s t e d r e c o r d s a v a i l a b l e . I n no event w i l l t h e examiner 
i s s u e t h e summons u n t i l a d v i c e has been r e c e i v e d f r o m D i s t r i c t Counsel. 

[4.3.12] 5.6 Ot h e r F a c t o r s t o Be Considered I n C o n d u c t i n g a CEP E x a m i n a t i o n 
(05-05-1999) 

(1) The e x a m i n a t i o n s h o u l d i n v o l v e c o n c u r r e n t c o n s i d e r a t i o n o f a l l r e t u r n s 
f i l e d by t h e v a r i o u s e n t i t i e s w i t h t h e CEP case f a m i l y u n i t . T h i s i n c l u d e s 
e x c i s e , employment, and o t h e r m i s c e l l a n e o u s r e t u r n s . However, c e r t a i n 
c i r c u m s t a n c e s may make t h i s one case approach i m p r a c t i c a l o r s i m p l y unwise. For 
g u i d a n c e i n t h i s a r e a , see IRM 4.3.11 o f C o o r d i n a t e d E x a m i n a t i o n Program (CEP) 
Handbook, t e x t 2.3 ( C o n t r o l o f M i s c e l l a n e o u s Tax E x a m i n a t i o n ) and t e x t 2.4 
(S e p a r a t e E x a m i n a t i o n s ) . 

(2) An a s s i s t a n t case manager s h o u l d be d e s i g n a t e d f o r s i g n i f i c a n t s u p p o r t 
a u d i t s t h a t w ould b e n e f i t f r o m l o c a l , o n - s i t e s u p e r v i s i o n . For guid a n c e i n t h i s 
a r e a see t h e C o o r d i n a t e d E x a m i n a t i o n Program (CEP) Handbook, t e x t 2.5 (On-Site 
S u p e r v i s i o n ) . I n a d d i t i o n , s u p p o r t d i s t r i c t s w i l l be c o n s u l t e d d u r i n g t h e 
p l a n n i n g p r o c e s s , e s p e c i a l l y when t h e c u r r e n t e x a m i n a t i o n i n v o l v e s an e n t i t y 
p r e v i o u s l y under t h e c o n t r o l o f t h e s u p p o r t d i s t r i c t ' s CEP. 

(3) S u b j e c t t o t h e a p p r o v a l by t h e case manager, s p e c i f i c a u d i t p r o c e d u r e s 
a r e t h e r e s p o n s i b i l i t y o f t h e i n d i v i d u a l team members. I f subsequent t o t h e i r 
a p p r o v a l t h e s e p r o c e d u r e s p r o v e e i t h e r i n e f f e c t i v e o r unwise, t h e y s h o u l d be 
r e v i s e d o r abandoned. S u b s t a n t i a l p r o c e d u r a l m o d i f i c a t i o n a f f e c t i n g t h e o v e r a l l 
scope o f t h e e x a m i n a t i o n r e q u i r e s advanced a p p r o v a l f r o m t h e case manager. 

(4) S h o r t l y a f t e r c o m p l e t i n g any key e x a m i n a t i o n a r e a , examiners s h o u l d 
c o m p l e t e p a r t C o f Form 4764 B ( o r i t s f a c s i m i l e ) by r e c o r d i n g i n f o r m a t i o n 
( e . g . , a u d i t t r a i l s ) t h a t w o u l d be o f b e n e f i t t o examiners o f subsequent c y c l e s . 
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(5) The s e r v i c e s o f s p e c i a l i s t team members a r e an i n t e g r a l p a r t o f any CEP 
e x a m i n a t i o n . To ensure s p e c i a l i s t s a r e a v a i l a b l e t o p a r t i c i p a t e i n p l a n n i n g , 
case managers s h o u l d p r o v i d e s p e c i a l i s t s and t h e i r managers as much advanced 
n o t i f i c a t i o n as p o s s i b l e . Recommendations s h o u l d be sought f r o m s p e c i a l i s t s 
c o n c e r n i n g p o t e n t i a l areas o f a d j u s t m e n t ( i n o r d e r o f p r i o r i t y ) and t i m e 
r e q u i r e m e n t s t o address the s e a r e a s . A p p l i c a t i o n o f p l a n n i n g i n p u t f r o m 
s p e c i a l i s t s i s l e f t t o t h e d i s c r e t i o n o f t h e case manager. F u r t h e r m o r e , t o make 
t h e most e f f i c i e n t use o f t h e l i m i t e d number o f s p e c i a l i s t s , income t a x ag e n t s 
a nd/or a u d i t a c c o u n t i n g a i d e s may be i n s t r u c t e d t o a s s i s t them i n any t i m e 
consuming t a s k o r a n a l y s e s o f d a t a . For f u r t h e r g u i d a n c e i n t h e a r e a , see IRM 
4.3.11 C o o r d i n a t e d E x a m i n a t i o n Program (CEP) Handbook, t e x t 13.1 (Management o f 
S p e c i a l i s t s ) . 

(6) C o n t i n u i t y o f team l e a d e r s h i p i s d e s i r a b l e on l a r g e e x a m i n a t i o n s . 
T h e r e f o r e , team assignments s h o u l d be s t a g g e r e d so as t o p r e c l u d e t h e 
s i m u l t a n e o u s r o t a t i o n o f b o t h t h e case manager and team c o o r d i n a t o r . I n d o i n g so 
managers s h o u l d keep t o a minimum c o n f l i c t s w i t h t h e p r o v i s i o n s o f P o l i c y 
S t a t e m e n t P-4-5. When such c o n f l i c t s a r e u n a v o i d a b l e , a r e q u e s t f o r d e v i a t i o n 
c i t i n g t h e need f o r c o n t i n u i t y s h o u l d be c o n s i d e r e d . 

(7) I f t h e r e i s disag r e e m e n t r e g a r d i n g t h e r e s o l u t i o n o f an i s s u e , t h e case 
manager w i l l c o n s i d e r a l l o f t h e f a c t s and t h e n d e c i d e t h e p o s i t i o n t o be t a k e n . 
I f t h e disag r e e m e n t i n v o l v e s a s p e c i a l i s t team member t h e case manager w i l l 
c o n s u l t w i t h t h e a p p r o p r i a t e s p e c i a l i s t s u p e r v i s o r and t h e n d e c i d e t h e p o s i t i o n 
t o be t a k e n . T h i s w i l l be done b e f o r e any d i s c u s s i o n o f t h e S e r v i c e ' s p o s i t i o n 
w i t h t h e t a x p a y e r , o r t a x p a y e r ' s r e p r e s e n t a t i v e s . A t no t i m e w i l l i n d i v i d u a l 
team members i n d i c a t e t o t a x p a y e r o r t a x p a y e r ' s r e p r e s e n t a t i v e s t h a t t h e y a r e 
n o t i n agreement on i s s u e s w h i c h t h e y o r o t h e r team members r a i s e d . I f a team 
member i s i n disag r e e m e n t w i t h t h e p o s i t i o n d e c i d e d upon, he/she may s e t f o r t h 
h i s / h e r p o s i t i o n i n a memorandum t o t h e p l a n n i n g f i l e . 

(8) Case managers s h o u l d be i n v o l v e d i n a l l phases o f each o f t h e i r 
e x a m i n a t i o n s . The degree o f i n v o l v e m e n t s h o u l d v a r y a c c o r d i n g t o t h e c o m p l e x i t y 
o f t h e case, t h e a t t i t u d e o f t h e t a x p a y e r , and t h e e x p e r i e n c e o f t h e c o o r d i n a t o r 
and team members. Case managers s h o u l d p l a n t i m e so t h e y can be p r e s e n t on cases 
where t h e y a r e most needed and can be most e f f e c t i v e . He/she, accompanied by a 
s p e c i a l i s t o r s u p p o r t d i s t r i c t manager when a p p r o p r i a t e , must make f r e q u e n t 
o n - s i t e v i s i t a t i o n s t o observe performance o f team members, t o check whether t h e 
e x a m i n a t i o n i s p r o g r e s s i n g i n accordance w i t h t h e p l a n , t o m o d i f y t h e p l a n when 
changes a r e needed. They w i l l meet w i t h t a x p a y e r s t o d i s c u s s and c o o r d i n a t e , and 
t o a s s i s t i n r e s o l v i n g problems a t an e a r l y d a t e so t h a t c o n t i n u i t y o f t h e 
e x a m i n a t i o n can be m a i n t a i n e d and t i m e schedules met. He/she i s r e s p o n s i b l e f o r 
i n d i v i d u a l and o v e r a l l p l a n changes. At t h e c o n c l u s i o n o f each CEP case 
i n v o l v i n g team members on d e t a i l f r o m o t h e r groups w i t h i n t h e p r i m a r y d i s t r i c t , 
t h e case manager w i l l c o n s i d e r whether w r i t t e n comments r e g a r d i n g t h e team 
members' work s h o u l d be s u b m i t t e d t o a p p r o p r i a t e managers. When p r e p a r e d t h e s e 
comments s h o u l d r e f l e c t n o t o n l y how w e l l t h e team member p e r f o r m e d , b u t what 
he/she c o n t r i b u t e d t o t h e team e f f o r t i n p l a n n i n g and e x e c u t i n g t h e e x a m i n a t i o n . 
Such w r i t t e n comments w i l l be p r e p a r e d when t o t a l t i m e spent by a team member 
amounts t o more t h a n 25 workdays. The team members' manager may, under s p e c i a l 
c i r c u m s t a n c e s r e q u e s t an assessment r e g a r d l e s s o f t h e t i m e . 

(9) D u r i n g t h e l i f e o f any CEP e x a m i n a t i o n , t i m e a l l o c a t i o n s and e s t i m a t e d 
c l o s i n g d a t e s s h o u l d be s u b j e c t t o c o n t i n u a l m a n a g e r i a l r e v i e w . These 
p r o j e c t i o n s a r e t o be m o d i f i e d when such changes a r e c a l l e d f o r by any case 
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r e l a t e d developments o r p a r t i c u l a r needs of t h e e x a m i n a t i o n . Any s i g n i f i c a n t 
changes s h o u l d be communicated t o t h e t a x p a y e r as soon as t h e y a r e made. T h i s 
a c t i o n i s e s p e c i a l l y i m p o r t a n t f o r p r o j e c t i o n s made i n p r e p a r a t i o n o f t h e a n n u a l 
e x a m i n a t i o n p l a n , d e v e l o p e d months i n advance of any e x a m i n a t i o n a c t i v i t y . 

(10) See the f o r m e r IRM 4615.2 f o r p l a n n i n g and c o o r d i n a t i o n i n a case w h i c h 
i n c l u d e s e x a m i n a t i o n o f employment t a x r e t u r n s . 

(11) Assignments t o team members may be made u s i n g e i t h e r SAIN numbers o r 
o t h e r s p e c i f i c d e s i g n a t i o n s , such as i s s u e , e n t i t y , o r t a x p a y e r ' s account name. 

(12) I n v e n t o r y c u r r e n c y i n t h e CEP i s a v e r y d e s i r a b l e g o a l . A CEP case w i l l 
be c o n s i d e r e d c u r r e n t when an e x a m i n a t i o n i s s t a r t e d w i t h i n t w e l v e months o f t h e 
f i l i n g o f t h e most r e c e n t l y f i l e d r e t u r n i n a c y c l e and t h e e x a m i n a t i o n span f o r 
t h e c y c l e i s l e s s t h a n t h e c u m u l a t i v e number o f months i n c l u d e d i n t h e c y c l e . 
Cases s h o u l d n o t be c l o s e d p r e m a t u r e l y t o meet g e n e r a l c u r r e n c y o b j e c t i v e s . 

[4.3.12] 5.7 C o o r d i n a t e d E x a m i n a t i o n Program (CEP) Case Manager Handbook 
(08-30-2000) 

(1) The purpose of t h e Handbook i s t o promote u n i f o r m i t y i n t h e management o f 
CEP cases by p r o v i d i n g a comprehensive g u i d e f o r case managers. The Handbook i s 
n o t i n t e n d e d t o r e p l a c e i n d i v i d u a l judgement, b u t , when a c t i o n d e v i a t e s f r o m t h e 
p r a c t i c e d e s c r i b e d i n t h e Handbook, t h e manager s h o u l d assure h i m s e l f o r h e r s e l f 
t h a t t h e a c t i o n i s t a k e n f o r sound program and m a n a g e r i a l reasons. 

(2) Copies o f and r e v i s i o n s t o t h e Handbook a r e d i s t r i b u t e d t o managers based 
on a s p e c i a l d i s t r i b u t i o n s c h e d u l e . A d d i t i o n a l c o p i e s may be o b t a i n e d by u s i n g 
Form 7130. 

[4.3.12] 5.8 Time T r a c k i n g (05-05-1999) 

(1) The t i m e t r a c k i n g r e p o r t i n g system i s mandatory f o r CEP e x a m i n a t i o n s (see 
t e x t 12.4.6 of IRM 4.3.11 C o o r d i n a t e d E x a m i n a t i o n (CEP) Handbook). The d a t a 
c a p t u r e d f r o m t i m e t r a c k i n g w i l l p r o v i d e a summary o f t i m e e x p e n d i t u r e s by SAIN 
on a l l c o m p l e t e d CEP e x a m i n a t i o n s . 

(2) The t i m e t r a c k i n g system has t h e f o l l o w i n g o b j e c t i v e s and b e n e f i t s : 

a. p r o v i d e case managers w i t h u s e f u l i n f o r m a t i o n when p l a n n i n g subsequent 
c y c l e s ; 

b. c o m p a r i s o n o f t i m e t r a c k i n g i n f o r m a t i o n f o r two o r more e x a m i n a t i o n c y c l e s 
w i l l i n d i c a t e whether t h e same SAIN areas a r e r e c u r r i n g c y c l e a f t e r c y c l e , as 
w e l l as w h ether p o s s i b l e new areas a r e b e i n g p u r s u e d ; 

c. SAIN areas r e q u i r i n g t h e most s i g n i f i c a n t e x p e n d i t u r e o f t i m e can be 
r e a d i l y i d e n t i f i e d . I n a d d i t i o n , overhead a r e a s , such as p l a n n i n g , c o o r d i n a t i o n , 
r e p o r t p r e p a r a t i o n , e t c . , may be m o n i t o r e d more e f f e c t i v e l y by t h e use o f t i m e 
t r a c k i n g . 

(3) Time t r a c k i n g r e p o r t s a r e n o t i n t e n d e d n o r s h o u l d t h e y be used f o r 
p e r s o n n e l e v a l u a t i v e purposes. 
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[4.3.12] 5.9 Procedures i n E x a m i n a t i o n s I n v o l v i n g T e n t a t i v e C a r r y b a c k s 
(05-05-1999) 

(1) Under normal c o n d i t i o n s , i f a t a x p a y e r has a l o s s on h i s / h e r c u r r e n t 
y e a r ' s r e t u r n w h i c h i s t o be c a r r i e d back t o a r e t u r n s t i l l open i n t h e 
d i s t r i c t , t h e l o s s y e a r r e t u r n i s sc h e d u l e d f o r immediate e x a m i n a t i o n and, upon 
c o m p l e t i o n o f t h e e x a m i n a t i o n , t h e p r i o r y e a r s and t h e c u r r e n t y e a r r e t u r n s a re 
p r o c e s s e d t o g e t h e r . 

(2) T h i s i s s a t i s f a c t o r y f o r most cases b u t c r e a t e s problems i n t h e 
C o o r d i n a t e d E x a m i n a t i o n Program (CEP). I n t h i s Program, t e n t a t i v e c a r r y b a c k 
a d j u s t m e n t s may have been a l l o w e d f o r r e t u r n s i n a CEP case, b u t f o r v e r y 
p r a c t i c a l c o n s i d e r a t i o n s , i t i s n o t f e a s i b l e t o i m m e d i a t e l y expand a g i v e n 
e x a m i n a t i o n t o co v e r subsequent y e a r r e t u r n s f r o m w h i c h t h e c a r r y b a c k s 
o r i g i n a t e d . 

(3) The i n t e r e s t o f t h e t a x p a y e r and t h e S e r v i c e would be b e t t e r s e r v e d by 
c o n t i n u i n g normal p r o c e s s i n g o f t h e p r i o r y e a r r e t u r n s and d e f e r r i n g o n l y t h e 
c o n s i d e r a t i o n o f t h e n e t o p e r a t i n g l o s s d e d u c t i o n and t e n t a t i v e a l l o w a n c e . 

[4.3.12] 5.9.1 Scope (05-05-1999) 

(1) The f o l l o w i n g p r o c e d u r e s i n 5.9.1 o f t h i s handbook g e n e r a l l y a p p l y t o a l l 
e x a m i n a t i o n s when a subsequent y e a r r e t u r n g e n e r a t e s e i t h e r a net o p e r a t i o n 
l o s s , n e t c a p i t a l l o s s , o r a c r e d i t c a r r y b a c k . 

(2) S p e c i a l p r o c e d u r e s a r e p r o v i d e d i n 5.9.2 and 5.9.3 below f o r e x a m i n a t i o n s 
o f p r i o r y e a r r e t u r n s where e x t e n s i o n o f t h e e x a m i n a t i o n i n t o t h e l o s s y e a r 
r e t u r n w o u l d r e s u l t i n a s u b s t a n t i a l d e l a y i n s u b m i t t i n g t h e p r i o r y e a r r e t u r n 
o r r e t u r n s . 

(3) An e x a c t d e f i n i t i o n o f what would c o n s t i t u t e a s u b s t a n t i a l d e l a y cannot 
be made. The d e t e r m i n a t i o n i s t o be made by t h e D i s t r i c t Program C o o r d i n a t o r , on 
a case-by-case b a s i s a f t e r c o n s i d e r i n g t h e f a c t s and c i r c u m s t a n c e s i n v o l v e d . 

[4.3.12] 5.9.2 E x a m i n a t i o n s A f f e c t e d by Car r y b a c k s f r o m Subsequent Years 
W a r r a n t i n g E x a m i n a t i o n s (05-05-1999) 

(1) An examiner may i n s p e c t a t a x p a y e r ' s copy o f a subsequent y e a r t a x r e t u r n 
and d e t e r m i n e i f i t i s a l o s s y e a r a f f e c t i n g t h e y e a r ( s ) under e x a m i n a t i o n and 
w a r r a n t s e x a m i n a t i o n . I n such e v e n t , the r e t u r n s h o u l d g e n e r a l l y be examined and 
s u b m i t t e d c o n c u r r e n t l y w i t h t h e r e t u r n s under e x a m i n a t i o n . 

(2) An e x c e p t i o n t o t h e above r u l e may be p e r m i t t e d by t h e D i s t r i c t Program 
C o o r d i n a t o r , i n c o o r d i n a t e d e x a m i n a t i o n s i f t h e r e w o u l d be a s u b s t a n t i a l d e l a y 
i n s u b m i t t i n g t h e p r i o r y ear r e t u r n o r r e t u r n s . I n such cases, t h e NOLD, t h e n e t 
c a p i t a l l o s s c a r r y b a c k , o r t h e c r e d i t c a r r y b a c k s h o u l d be a l l o w e d s u b j e c t t o 
f u t u r e e x a m i n a t i o n o f t h e subsequent yea r . The a l l o w a n c e s h o u l d be made o n l y i f 
a Form 1045 o r 113 9 was f i l e d . T h i s p r o c e d u r e may n o t be used i f a C l a i m Form 
843, 1040X, Amended I n d i v i d u a l Income Tax R e t u r n o r 1120X, Amended U.S. 
C o r p o r a t i o n Income' Tax R e t u r n , was f i l e d . 

(3) I n t h e case o f a f o r e i g n t a x c r e d i t c l a i m , e x c e p t f o r j o i n t c ommittee 
cases, t h i s p r o c e d u r e can be used n o t w i t h s t a n d i n g t h a t t he c l a i m i s made v i a 
Form 843 o r 1120X. 
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(4) When a NOLD, n e t c a p i t a l l o s s , f o r e i g n t a x c r e d i t c l a i m , o r o t h e r c r e d i t 
c a r r y b a c k i s a l l o w e d s u b j e c t t o f u t u r e e x a m i n a t i o n o f t h e subsequent y e a r , t h e 
r e p o r t o f t a x a u d i t change o r appeal s a u d i t s t a t e m e n t s h o u l d c o n t a i n t h e 
f o l l o w i n g s t a t e m e n t : 
The n e t o p e r a t i n g l o s s d e d u c t i o n (and/or o t h e r c r e d i t c a r r y b a c k and/or n e t 
c a p i t a l l o s s c a r r y b a c k and/or f o r e i g n t a x c r e d i t c l a i m ) r e f l e c t e d h e r e i n i s 
s u b j e c t t o c o r r e c t i o n upon e x a m i n a t i o n o f t h e t a x r e t u r n f r o m which i t 
o r i g i n a t e d . 

(5) A c a r r y b a c k l o s s a d j u s t m e n t o r s i m i l a r t y p e o f c a r r y b a c k under o t h e r 
p r o v i s i o n s o f t h e 1954 IRC does n o t r e q u i r e p e r m i s s i o n t o reopen (see t h e f o r m e r 
IRM 4023.3: (1) ( b ) ) . Reopening a u t h o r i t y must be r e q u e s t e d i f any a d j u s t m e n t t o 
t h e y e a r s a f f e c t e d by t h e c a r r y b a c k ( o t h e r t h a n t h e c a r r y b a c k a d j u s t m e n t s ) i s 
a n t i c i p a t e d . Examiners are t o be m i n d f u l o f t h i s i n a c c o m p l i s h i n g t h e i n i t i a l 
e x a m i n a t i o n i n o r d e r t h a t t h i s w i l l n o t become a f a c t o r i n t h e e x a m i n a t i o n o f 
t h e subsequent r e t u r n s . 

(6) CEP cases n o r m a l l y a r e a u t o m a t i c a l l y c l a s s i f i e d f o r e x a m i n a t i o n 
C o n s e q u e n t l y , t h e r e i s l i t t l e chance t h e l o s s / u n u s e d c r e d i t y e a r w i l l escape 
c o n s i d e r a t i o n . For t h o s e r a r e cases where a l o s s / u n u s e d c r e d i t y e a r may n o t 
a u t o m a t i c a l l y be r e c e i v e d , t h e D i s t r i c t Program C o o r d i n a t o r s h o u l d ensure t h a t 
a p p r o p r i a t e a c t i o n i s t a k e n t o secure t h e r e t u r n ( s ) . 

[4.3.12] 5.9.3 Procedures i n J o i n t Committee Cases I n v o l v i n g T e n t a t i v e 
C a r r y b a c k s (05-05-1999) 

(1) The f o r m e r IRM 4576.1:(3) p r o v i d e s t h a t i f a case i s under e x a m i n a t i o n o r 
has been examined b u t n o t c l o s e d o u t o f E x a m i n a t i o n D i v i s i o n , and i t i s l e a r n e d 
t h a t t h e t a x p a y e r has f i l e d an a p p l i c a t i o n f o r a t e n t a t i v e c a r r y b a c k a d j u s t m e n t 
s u f f i c i e n t t o b r i n g t h e case w i t h i n t h e j u r i s d i c t i o n o f t h e J o i n t Committee, t h e 
e x a m i n a t i o n w i l l be ex t e n d e d t o t h e l o s s y e a r . See t h e f o r m e r IRM 4576.2 f o r 
s p e c i a l s u r v e y p r o c e d u r e s r e g a r d i n g c e r t a i n J o i n t Committee case r e t u r n s . 

(2) J o i n t Committee c a r r y b a c k y e a r s may be t e n t a t i v e l y c l o s e d w i t h t h e 
p e r m i s s i o n of t h e D i s t r i c t Program C o o r d i n a t o r i f t h e r e would be a s u b s t a n t i a l 
d e l a y i n examining t h e l o s s y e a r r e t u r n . 

(3) I f t h e D i s t r i c t Program C o o r d i n a t o r p e r m i t s a t e n t a t i v e c l o s i n g o f t h e 
p r i o r y e a r r e t u r n s i n a J o i n t Committee case, t h e t a x p a y e r s h o u l d be f u l l y 
a p p r i s e d o f t h e a c t i o n t h e d i s t r i c t i s t a k i n g . The e x a m i n a t i o n r e p o r t s h o u l d 
c o n t a i n a st a t e m e n t as f o l l o w s : 
T h i s e x a m i n a t i o n i s s u b j e c t t o r e v i e w by t h e J o i n t Committee upon c o m p l e t i o n o f 
t h e e x a m i n a t i o n o f t h e r e t u r n f r o m w h i c h t h e c a r r y b a c k r e f l e c t e d i n t h i s r e p o r t 
o r i g i n a t e d . The J o i n t Committee r e v i e w may r e q u i r e a d d i t i o n a l i n f o r m a t i o n and 
may r e s u l t i n a d d i t i o n a l assessments o r r e f u n d s . The n e t o p e r a t i n g l o s s 
d e d u c t i o n ( o r n e t c a p i t a l l o s s o r c r e d i t c a r r y b a c k ) r e f l e c t e d h e r e i n w h i c h gave 
r i s e t o t h e t e n t a t i v e a l l o w a n c e o f $ UNDERSCORE i s s u b j e c t t o c o r r e c t i o n upon 
e x a m i n a t i o n o f t h e l o s s y e a r and/or unused c r e d i t y e a r . 

(4) The f o l l o w i n g s a f e g u a r d s i n t h e c r i t i c a l a reas o f s t a t u t e c o n t r o l s and 
r e t e n t i o n o f e x a m i n a t i o n r e p o r t s and workpapers a r e t o be e s t a b l i s h e d : 

a. When t h e case i s c l o s e d t o j o i n t committee r e v i e w , Form 3198 ( S p e c i a l 
H a n d l i n g N o t i c e ) s h o u l d be p l a c e d on t h e t o p o f t h e f i l e marked J o i n t Committee 
C a r r y b a c k -- R e t u r n t o E x a m i n a t i o n A f t e r P r o c e s s i n g . 
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b. Form 895 ( N o t i c e o f S t a t u t e E x p i r a t i o n ) w i l l be p r e p a r e d f o r each t a x a b l e 
y e a r s u b j e c t t o j o i n t committee j u r i s d i c t i o n . The case manager w i l l m a i n t a i n 
s t a t u t e c o n t r o l s on t h e s e y e a r s . When t h e r e t u r n f r o m which t h e c a r r y b a c k 
o r i g i n a t e d i s s u b m i t t e d , a t l e a s t 15 months s h o u l d remain i n t h e s t a t u t o r y 
p e r i o d o f a l l r e t u r n s ( l o s s y e a r and y e a r s t e n t a t i v e l y c l o s e d ) . 

(5) E s t a b l i s h e d J o i n t Committee p r o c e d u r e s f o r s a f e g u a r d s i n t h e c r i t i c a l 
a r e a s o f s t a t u t e c o n t r o l s , r e t e n t i o n o f e x a m i n a t i o n r e p o r t s and workpapers w i l l 
r e m a i n i n e f f e c t w i t h r e s p e c t t o a t e n t a t i v e l y c l o s e d J o i n t Committee case and 
t h e y e a r f r o m w h i c h t h e c a r r y b a c k o r i g i n a t e d u n t i l t h e s e case y e a r s are e i t h e r 
removed f r o m J o i n t Committee s t a t u s o r n o t i c e i s r e c e i v e d o f t h e i r acceptance by 
t h e J o i n t Committee. 

(6) I n s i t u a t i o n s i n w h i c h t h e c a r r y b a c k y e a r ( s ) i s i n Appeals and t h e 
E x a m i n a t i o n D i v i s i o n completes t h e e x a m i n a t i o n o f t h e l o s s / u n u s e d c r e d i t y e a r s 
i t w i l l c l o s e t h e case t o A p p e a l s . Appeals w i l l p r e p a r e t h e J o i n t Committee 
r e p o r t i f J o i n t Committee r e v i e w i s r e q u i r e d as a r e s u l t o f t h e a l l o w a n c e o f t h e 
l o s s / c r e d i t c a r r y b a c k . Any agreed p o r t i o n o f a d e f i c i e n c y s h o u l d be assessed 
b e f o r e t h e case i s sent t o A p p e a l s . 

(7) I f i t appears t h a t E x a m i n a t i o n D i v i s i o n w i l l n o t c l o s e t h e l o s s / u n u s e d 
c r e d i t y e a r ( s ) w i t h i n a r e a s o n a b l y s h o r t p e r i o d , Appeals, when i t completes 
a c t i o n on i t s case, s h o u l d c l o s e i t o u t . The f i l e and r e t u r n ( s ) w i l l t h e n be 
t r a n s m i t t e d t o E x a m i n a t i o n D i v i s i o n f o r a s s o c i a t i o n w i t h t h e l o s s / u n u s e d c r e d i t 
y e a r . The E x a m i n a t i o n D i v i s i o n w i l l t h e n be r e s p o n s i b l e f o r p r o t e c t i n g t h e 
s t a t u t e o f l i m i t a t i o n s on t h e r e t u r n i t r e c e i v e d f r o m Appeals. A d a t e stamped 
copy o f Form 5402, Appeals T r a n s m i t t a l Memorandum and S u p p o r t i n g Statement, 
( p r e p a r e d by Appeals) s h o u l d be r e t u r n e d t o them as acknowledgment. 

(8) Agreed E x a m i n a t i o n D i v i s i o n D i s p o s i t i o n s . I f the t a x p a y e r agrees w i t h t h e 
D i s t r i c t D i r e c t o r ' s f i n d i n g s as t o t h e l o s s / u n u s e d c r e d i t y e a r , t h e D i s t r i c t 
D i r e c t o r w i l l c l o s e o u t such y e a r , t o g e t h e r w i t h t h e c a r r y b a c k y e a r ( s ) 
p r e v i o u s l y c l o s e d by Appeals. I f J o i n t Committee r e v i e w i s r e q u i r e d , E x a m i n a t i o n 
D i v i s i o n p r e p a r e s t h e r e p o r t a c c o r d i n g t o i t s e x i s t i n g p r o c e d u r e s . I f t h e r e are 
changes t o t h e c a r r y b a c k y e a r ( s ) p r e v i o u s l y p r o c e s s e d , Form 5344, A u d i t Examined 
C l o s i n g Record, must be p r e p a r e d t o r e f l e c t changes t o assessments o r 
o v e r a s s e s s m e n t s . Form 5344 must a l s o be p r e p a r e d i f t h e r e a r e h o l d codes on t h e 
c a r r y b a c k y e a r ( s ) p r e v i o u s l y p r o c e s s e d . E x a m i n a t i o n w i l l e n t e r T r a n s a c t i o n Code 
300 i n I t e m 12 w i t h z e r o amount even though t h e r e i s no t a x change. The f r e e z e 
c o n d i t i o n on t h e account p r e v e n t i n g r e f u n d s o r c o l l e c t i o n a c t i v i t y w i l l be 
a u t o m a t i c a l l y r e v e r s e d when Form 5344 i s p r o c e s s e d . I f t h e p r e v i o u s l y processed 
r e t u r n s were n o t examined and t h e r e a r e no a d j u s t m e n t s t o be made o r h o l d codes 
p r e v i o u s l y i n p u t , t h e r e t u r n s may be c l o s e d as s u r v e y s . 

(9) Unagreed E x a m i n a t i o n D i s p o s i t i o n s : 

a. I f t h e t a x p a y e r does not agree w i t h t h e D i s t r i c t D i r e c t o r ' s f i n d i n g s w i t h 
r e s p e c t t o t h e l o s s / u n u s e d c r e d i t y e a r and t h e c a r r y b a c k y e a r ( s ) p r e v i o u s l y 
c l o s e d b y Appeals, b u t does n o t r e q u e s t Appeals c o n s i d e r a t i o n , t h e d i s t r i c t 
i s s u e s a s t a t u t o r y n o t i c e o f d e f i c i e n c y o r t a k e s o t h e r n e c e s s a r y a c t i o n t o 
p r o c e s s t h e unagreed d i s p o s i t i o n . I f the t a x p a y e r does n o t f i l e a p e t i t i o n w i t h 
t h e Tax C o u r t , t h e d e f i c i e n c y s h o u l d be assessed by t h e D i s t r i c t D i r e c t o r . I f 
J o i n t Committee r e v i e w i s r e q u i r e d , t h e E x a m i n a t i o n D i v i s i o n p r e p a r e s the r e p o r t 
a c c o r d i n g t o e x i s t i n g p r o c e d u r e s . 
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b. I f t h e t a x p a y e r does n o t agree w i t h t h e D i s t r i c t D i r e c t o r ' s f i n d i n g s w i t h 
r e s p e c t t o the l o s s / u n u s e d c r e d i t y e a r and t h e c a r r y b a c k y e a r ( s ) p r e v i o u s l y 
c l o s e d by Appeals and f i l e s a p r o t e s t r e q u e s t i n g Appeals c o n s i d e r a t i o n , t h e case 
w i l l be c l o s e d unagreed by t h e D i s t r i c t D i r e c t o r t o Appeals. However, i f t h e 
amount o f the c a r r y b a c k cannot be f u l l y absorbed i n t h e c a r r y b a c k y e a r ( s ) , 
A p p e a l s w i l l n o t o r d i n a r i l y t a k e j u r i s d i c t i o n s o l e l y t o c o n s i d e r u n r e s o l v e d 
i s s u e s i n the l o s s y e a r and amounts o f unused c a r r y o v e r s . 

(10) E x a m i n a t i o n D i v i s i o n w i l l t a k e i n t o account any known o r e x i s t i n g 
t e n t a t i v e c a r r y b a c k a l l o w a n c e s i n d e t e r m i n i n g e x a m i n a t i o n r e s u l t s f o r 
s t a t i s t i c a l purposes. F o l l o w p r o c e d u r e s i n 5.9.2(2) above. 

[4.3.12] 5.9.4 S p e c i a l Close-Out Procedures (05-05-1999) 

(1) When c a r r y b a c k y e a r s a r e c l o s e d out under t h e p r o v i s i o n s o f 5.9.2(2) o r 
5.9.3, e n t r i e s on Form 5344, E x a m i n a t i o n C l o s i n g Record, w i l l be made i n 
ac c o r d a n c e w i t h IRM 104.3, AIMS Handbook. 

[4.3.12] 5.9.5 Cases Going t o Appeals (08-30-2000) 

(1) Unagreed cases g o i n g t o Appeals s h o u l d c l e a r l y s t a t e t h e s t a t u s o f any 
l o s s y e a r o r y e a r g i v i n g r i s e t o an unused c r e d i t w h i c h w i l l a f f e c t y e a r s 
r e f e r r e d t o Appeals. I f e x a m i n a t i o n o f t h e l o s s y e a r o r unused c r e d i t y e a r i s 
c o n t e m p l a t e d , t h e C h i e f , E x a m i n a t i o n D i v i s i o n , s h o u l d d i s c u s s t h e m a t t e r w i t h 
t h e C h i e f , Appeals O f f i c e p r i o r t o r e f e r r a l t o a v o i d p o s s i b i l i t y o f a p r e m a t u r e 
r e f e r r a l . These communications may be s u b j e c t t o t h e ex p a r t e communications 
l i m i t a t i o n s e t o u t i n RRA 98 Sec. 1001(a) (4) . 

[4.3.12] 5.10 A l l o c a t i o n o f E x a m i n a t i o n R e s u l t s Between P a r t i c i p a t i n g 
D i s t r i c t s (05-05-1999) 

(1) I n a C o o r d i n a t e d E x a m i n a t i o n i n v o l v i n g a s s i s t a n c e by o t h e r d i s t r i c t s , 
e x a m i n a t i o n r e s u l t s w i l l be sh a r e d on t h e b a s i s o f t h e r a t i o o f each d i s t r i c t ' s 
c o n t r i b u t i o n i n terms o f e x a m i n a t i o n t i m e i n c l u d i n g s p e c i a l i s t s t i m e , and i s s u e s 
r a i s e d as r e f l e c t e d by a d d i t i o n a l n e t income recommended, w i t h e q u a l w e i g h t 
g i v e n t o each f a c t o r . No a l l o c a t i o n w i l l be made when key d i s t r i c t s p e c i a l i s t s 
work on cases l o c a t e d i n d i s t r i c t s i n w h i c h t h e y f i l e t h e i r own Forms 4502. 

(2) C o o r d i n a t e d E x a m i n a t i o n Program case r e s u l t s w i l l be a l l o c a t e d between 
p r i m a r y and s u p p o r t i n g d i s t r i c t s based upon t h e f o l l o w i n g g u i d e l i n e s : 

a. add each d i s t r i c t ' s t o t a l s t a f f - h o u r s o f e x a m i n a t i o n t i m e t o o b t a i n a 
g r a n d t o t a l o f t i m e expended upon t h e case; 

b. d i v i d e d i s t r i c t t o t a l s by t h e gran d t o t a l t o d e r i v e d i s t r i c t p e r c e n t a g e s ; 

c. add each d i s t r i c t ' s a d d i t i o n a l n e t income recommended, o r e q u i v a l e n c y 
where t a x c r e d i t s a r e i n v o l v e d , t o o b t a i n a g r a n d t o t a l o f a d d i t i o n a l n e t income 
recommended f o r t h e case; 

d. d i v i d e d i s t r i c t t o t a l s by t h e g r a n d t o t a l t o d e r i v e d i s t r i c t p e r c e n t a g e s ; 

e. add t h e p e r c e n t a g e s f o r each d i s t r i c t as computed i n (b) and (d) above and 
d i v i d e by two t o p r o v i d e e q u a l w e i g h t t o e x a m i n a t i o n t i m e expended and 
a d d i t i o n a l n et income recommended; 
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f . m u l t i p l y t h e t o t a l case d e f i c i e n c y by t h e r e s u l t o b t a i n e d f o r each 
d i s t r i c t i n (e) above t o o b t a i n each p a r t i c i p a t i n g d i s t r i c t ' s a l l o c a b l e share o f 
t h e e x a m i n a t i o n r e s u l t s . 

(3) C o o r d i n a t e d E x a m i n a t i o n Program case r e t u r n s examined w i l l n o r m a l l y be 
a l l o c a t e d on t h e b a s i s o f t h e a c t u a l r e t u r n s examined by t h e r e s p e c t i v e 
p a r t i c i p a t i n g d i s t r i c t s when a v e r t i c a l t y p e e x a m i n a t i o n i s employed. 

(4) Where a h o r i z o n t a l o r mixed t y p e o f e x a m i n a t i o n i s employed o r a 
c o n s o l i d a t e d r e t u r n has been f i l e d , t h e p r i m a r y d i s t r i c t w i l l r e c e i v e c r e d i t f o r 
t h e r e t u r n ( s ) examined. 

(5) I n s i t u a t i o n s where t h e a p p l i c a t i o n o f t h e s e g u i d e l i n e s produces what i s 
c o n s i d e r e d t o be a s i g n i f i c a n t l y i n e q u i t a b l e r e s u l t , t h e p r i m a r y and s u p p o r t 
d i s t r i c t managers w i l l d e t e r m i n e a r e a s o n a b l e a l l o c a t i o n . 

[4.3.12] 5.11 P o t e n t i a l Fraud R e f e r r a l s o f C o o r d i n a t e d E x a m i n a t i o n Cases 
(05-05-1999) 

(1) I f , d u r i n g a c o o r d i n a t e d e x a m i n a t i o n , i n d i c a t i o n s o f f r a u d a r e 
d i s c o v e r e d , i t w i l l be t h e r e s p o n s i b i l i t y o f t h e case manager t o p r e p a r e a 
r e p o r t o f t h e f i n d i n g s on Form 2797 ( R e f e r r a l R e port f o r P o t e n t i a l Fraud Cases) 
as p r o v i d e d i n t h e Fraud Handbook, f o r t r a n s m i s s i o n t h r o u g h channels t o t h e 
C h i e f , C r i m i n a l I n v e s t i g a t i o n D i v i s i o n , o f t h e p r i m a r y d i s t r i c t . 

(2) W h i l e t h e r e f e r r a l r e p o r t i s b e i n g p r e p a r e d and processed by E x a m i n a t i o n 
and e v a l u a t e d by C r i m i n a l I n v e s t i g a t i o n , a u d i t a c t i v i t i e s w i l l c o n t i n u e i n 
accordance w i t h t h e approved E x a m i n a t i o n Work P l a n , s u b j e c t t o t h e f o l l o w i n g 
r e s t r i c t i o n s . 

a. The a u d i t may c o n t i n u e w i t h r e s p e c t t o any and a l l c o r p o r a t e books, 
r e c o r d s and documents, p r o v i d e d t h a t such r e c o r d s a r e n o t r e l a t e d t o t h e 
s u s p e c t e d f r a u d i t e m s . The C r i m i n a l I n v e s t i g a t i o n D i v i s i o n i s r e q u i r e d t o 
e v a l u a t e t h e r e f e r r a l r e p o r t w i t h i n 20 days. D u r i n g t h e r e f e r r a l p e r i o d , 
E x a m i n a t i o n employees w i l l use Form 5793 ( D a i l y Log-Large Case E x a m i n a t i o n 
A c t i v i t y ) t o r e c o r d t h e case a u d i t a c t i v i t y . I f t h e e x a m i n a t i o n o f s p e c i f i c 
r e c o r d s l e a d s back i n t o t h e f r a u d r e l a t e d a r e a , e x a m i n a t i o n a c t i o n s h o u l d be 
suspended i n t h i s s p e c i f i c area and a r e c o r d o f t h i s s i t u a t i o n made on Form 5793 
(see 4.3.12.5-3) . 

b. I f t h e E x a m i n a t i o n Work P l a n a l s o r e q u i r e s e x a m i n a t i o n o f p a r t n e r s h i p 
r e c o r d s o r t h e p e r s o n a l r e c o r d s o f i n d i v i d u a l s , t h a t phase o f t h e a u d i t w i l l be 
suspended p e n d i n g e v a l u a t i o n o f t h e r e f e r r a l r e p o r t by C r i m i n a l I n v e s t i g a t i o n . 

c. The examiners may c o n t i n u e t o d e a l as r e q u i r e d w i t h t h e employees 
d e s i g n a t e d by t h e t a x p a y e r t o f u r n i s h r e c o r d s and o t h e r w i s e a s s i s t t h e 
exa m i n e r s . However, t h e y w i l l n o t have d i s c u s s i o n s o r i n t e r v i e w s w i t h owners, 
p r i n c i p a l s , r e s p o n s i b l e o f f i c e r s o r any o t h e r i n d i v i d u a l s who may have 
c o n t r o l l e d o r p a r t i c i p a t e d i n t h e s u s p e c t e d f r a u d u l e n t a c t i v i t i e s . 

d. There w i l l be no c o n t a c t between E x a m i n a t i o n employees and C r i m i n a l 
I n v e s t i g a t i o n employees c o n c e r n i n g t h e r e f e r r a l r e p o r t d u r i n g t h e p e r i o d 
n e c e s s a r y f o r i t s p r e p a r a t i o n , p r o c e s s i n g and e v a l u a t i o n , except as p r o v i d e d i n 
(e) below. I f s u f f i c i e n t f a c t s a r e a v a i l a b l e i n t h e r e p o r t , C r i m i n a l 
I n v e s t i g a t i o n w i l l make an immediate d e t e r m i n a t i o n t o accept o r r e j e c t t h e 
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r e f e r r a l ( t h e f o r m e r IRM 9 3 2 2 . 3 : ( 3 ) ) . I f an immediate d e t e r m i n a t i o n i s n o t 
f e a s i b l e , C r i m i n a l I n v e s t i g a t i o n w i l l e v a l u a t e t h e r e f e r r a l as e x p e d i t i o u s l y as 
p o s s i b l e w i t h i n t h e 20 work day p e r i o d . C r i m i n a l I n v e s t i g a t i o n may r e q u e s t 
e x t e n s i o n s ; however, t h e s e r e q u e s t s must be made o n l y under r a r e c i r c u m s t a n c e s 
and t h e n o n l y f o r a p e r i o d not t o exceed an a d d i t i o n a l 15 days. 

e. Each p o t e n t i a l f r a u d r e f e r r a l r e p o r t s u b m i t t e d under thes e p r o v i s i o n s w i l l 
be i d e n t i f i e d C o o r d i n a t e d E x a m i n a t i o n , t o a l e r t C r i m i n a l I n v e s t i g a t i o n f u n c t i o n . 

[4.3.12] 5.11.1 Scope and C o m p l e x i t y o f R e f e r r a l (05-05-1999) 

(1) I f t h e scope and c o m p l e x i t y o f t h e r e f e r r a l i s such t h a t a v a l i d 
e v a l u a t i o n cannot be made based on t h e i n f o r m a t i o n i n t h e r e f e r r a l : 

a. Meet i n g s may be h e l d w i t h t h e r e f e r r i n g a g e n t ( s ) and o t h e r d i s t r i c t 
o f f i c i a l s o r D i s t r i c t Counsel, as a p p r o p r i a t e , t o d i s c u s s t h e r e f e r r a l and 
r e v i e w any IRS workpapers o r c o r p o r a t e books, r e c o r d s o r workpapers a l r e a d y i n 
t h e p o s s e s s i o n o f t h e IRS; 

b. The meetings w i l l be t i m e l y h e l d so t h a t t h e d e t e r m i n a t i o n t o a c c e p t o r 
r e j e c t t h e r e f e r r a l can be made w i t h i n t h e s h o r t e s t t i m e p e r i o d ; and 

c. A memorandum c o v e r i n g t h e d i s c u s s i o n w i l l be p r e p a r e d f o r each m e e t i n g , 
s i g n e d by a l l p a r t i c i p a n t s and r e t a i n e d i n t h e case f i l e . 

[ 4.3.12] 5.12 Span o f C o n t r o l -- C o o r d i n a t e d E x a m i n a t i o n Program (05-05-1999) 

(1) E x h i b i t 4.3.12.1-1 i d e n t i f i e s t h e c r i t e r i a t o be a p p l i e d i n i d e n t i f y i n g 
C o o r d i n a t e d E x a m i n a t i o n Program cases. 

(2) The g u i d e l i n e s have been d e v i s e d t o g i v e c o n s i d e r a t i o n t o t h e m a j o r 
c o m p l e x i t y f a c t o r s h a v i n g a d i r e c t impact on t h e t i m e r e q u i r e d t o e f f e c t i v e l y 
manage c o o r d i n a t i o n e x a m i n a t i o n . 

(3) The p o i n t c r i t e r i a d e s c r i b e d i n E x h i b i t 4.3.12.1-1 a r e t o be c o n s i d e r e d 
by t h e d i s t r i c t E x a m i n a t i o n D i v i s i o n i n d e t e r m i n i n g t h e number o f case managers 
n e c e s s a r y t o meet w o r k l o a d demands o f t h e C o o r d i n a t i o n E x a m i n a t i o n Program. 

[4.3.12] 5.12.1 Procedures t o Determine t h e Number o f Case Managers Per 
D i s t r i c t (05-05-1999) 

(1) Determine p o i n t t o t a l s f o r each i d e n t i f i e d case and accumulate them f o r 
a l l cases i n t h e C o o r d i n a t e d E x a m i n a t i o n Program f o r t h e d i s t r i c t . 

(2) A s s i s t a n t case manager assignments s h o u l d be c o n s i d e r e d i n d e t e r m i n i n g 
t h e number of case manager p o s i t i o n s p e r d i s t r i c t and i n d i v i d u a l case manager s 
span o f c o n t r o l . Each a s s i s t a n t case manager w i l l p r o v i d e 10 p o i n t s t o t h e 
s u p p o r t d i s t r i c t , p l u s a d d i t i o n a l p o i n t s e q u a l t o one p o i n t f o r each 50 days 
r e q u e s t e d f o r t h a t s u p p o r t e x a m i n a t i o n . 

(3) On an o v e r a l l b a s i s , i t has been d e t e r m i n e d t h a t 160 p o i n t s r e p r e s e n t one 
Case Manager p o s i t i o n w i t h p o i n t s on i n p r o c e s s cases t o exceed 80 b u t n o t be 
g r e a t e r t h a n 110. Where t h e e x a m i n a t i o n o f one o r more t a x p a y e r s i s not a c t i v e l y 
i n p r o c e s s , i t may be p o s s i b l e f o r t h e case manager's t o t a l p o i n t s i n p r o c e s s t o 
exceed 110 p o i n t s w i t h o u t h a v i n g an adverse impact on h i s / h e r span o f c o n t r o l . 
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For example, where a case i s i n f i n a l c l o s i n g s t a g e s , t h e r e may be r e q u i r e d l e s s 
f o r m a l case manager i n v o l v e m e n t and t h e p o i n t l e v e l s d e s c r i b e d above may be 
exceeded. A n o t h e r i n s t a n c e c o u l d be where a case i s under t h e j u r i s d i c t i o n o f 
t h e C r i m i n a l I n v e s t i g a t i o n D i v i s i o n and t h e t a x p a y e r w i l l n o t a l l o w t h e 
e x a m i n i n g team on s i t e . 

a. T h i s i s n o t i n t e n d e d t o a p p l y t o I n d u s t r y S p e c i a l i s t Case Managers. (See 
t h e f o r m e r IRM 42 ( 1 4 ) 4 : (1) (d) ) . 

b. Whether a case i s a c t i v e l y i n process i s a m a t t e r o f judgment t o be 
d e t e r m i n e d f r o m a l l o f t h e f a c t s and c i r c u m s t a n c e s i n t h e case. 

(4) D i v i d e t h e p o i n t t o t a l f o r a l l cases i n t h e d i s t r i c t ' s C o o r d i n a t e d 
E x a m i n a t i o n Program by d e n o m i n a t o r o f 160. The r e s u l t a n t answer d e t e r m i n e s t h e 
e s t i m a t e d number o f case managers f o r a g i v e n d i s t r i c t . Where a f r a c t i o n o f a 
p o s i t i o n r e s u l t s i n a number w h i c h i s .75 o r more, a p o s i t i o n i s presumed t o be 
a u t h o r i z e d , s u b j e c t t o r e g i o n a l o f f i c e a p p r o v a l . Where t h e f r a c t i o n i s l e s s t h a n 
.75, t h e d i s t r i c t s h o u l d s e r i o u s l y s t u d y t h e need f o r t h a t p o s i t i o n p r i o r t o t h e 
e s t a b l i s h m e n t o f an a d d i t i o n a l case manager p o s i t i o n . The d i s t r i c t w i l l p e r f o r m 
a p o s i t i o n management r e v i e w and o b t a i n R e g i o n a l o f f i c e c o n c u r r e n c e . 

(5) I t i s emphasized t h a t t h e s e a r e g u i d e l i n e s and n o t a s u b s t i t u t e f o r 
m a n a g e r i a l judgement. Any needed s t a f f i n g changes d e t e r m i n e d by t h e d i s t r i c t 
s h o u l d be based on management's c o n s i d e r a t i o n o f t h e s e g u i d e l i n e s p l u s a l l o t h e r 
r e l e v a n t f a c t o r s . F a c t o r s t o be c o n s i d e r e d s h o u l d i n c l u d e s p e c i f i c knowledge o f 
a d d i t i o n s o r l o s s e s o f cases i n subsequent y e a r s due t o r e l o c a t i o n o f c o r p o r a t e 
h e a d q u a r t e r s , d i s t r i c t l o c a t e d i n a g e o g r a p h i c a l a r e a e x p e r i e n c i n g s u b s t a n t i a l 
g r o w t h o r d e c l i n e , e t c . 

(6) Any r e q u e s t s f o r a d d i t i o n a l case manager s t a f f i n g must be s u b m i t t e d t o 
t h e R e g i o n a l Commissioner, t h r o u g h t h e R e g i o n a l C h i e f Compliance O f f i c e r , f o r 
a p p r o v a l . J u s t i f i c a t i o n f o r a d d i t i o n a l case manager s t a f f i n g s h o u l d be w r i t t e n 
i n terms o f t h e s e g u i d e l i n e s p l u s a l l o t h e r r e l e v a n t f a c t o r s . The grade l e v e l 
w i l l be d e t e r m i n e d by a p p l i c a t i o n o f O f f i c e o f P e r s o n n e l Management p o s i t i o n 
c l a s s i f i c a t i o n s t a n d a r d s . 

E x h i b i t 4.3.12.5-1 Q u e s t i o n n a i r e f o r Use i n C o o r d i n a t e d E x a m i n a t i o n s 
(05-05-1999) 

(1) 

The f o l l o w i n g q u e s t i o n s a r e s u b m i t t e d i n c o n n e c t i o n w i t h an e x a m i n a t i o n by t h e 
I n t e r n a l Revenue S e r v i c e o f t h e c o r p o r a t i o n ' s F e d e r a l t a x l i a b i l i t i e s . You may 
s t a t e y o u r p o s i t i o n w i t h t h e c o r p o r a t i o n and y o u r p a r t i c u l a r area o f 
r e s p o n s i b i l i t y . However, t h e q u e s t i o n s a r e n o t l i m i t e d t o knowledge a c q u i r e d i n 
t h e c o u r s e o f y o u r o f f i c i a l r e s p o n s i b i l i t y , b u t s h o u l d be answered on t h e b a s i s 
o f y o u r knowledge, b e l i e f , and r e c o l l e c t i o n f r o m w h a t e v e r source. 

You s h o u l d s t a t e under t h e p e n a l t i e s o f p e r j u r y t h a t you b e l i e v e y o u r answers 
t o be t r u e and c o r r e c t as t o e v e r y m a t e r i a l m a t t e r . You may p r o v i d e e x p l a n a t o r y 
d e t a i l s w i t h y o u r answers. I f you a r e unsure whether a p a r t i c u l a r t r a n s a c t i o n 
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comes w i t h i n t h e scope o f the q u e s t i o n , you may d i s c u s s t h e m a t t e r w i t h t h e 
e x a m i n i n g a g e n t . I f , a f t e r t h e d i s c u s s i o n , you b e l i e v e t h a t any answer r e q u i r e s 
q u a l i f i c a t i o n , you s h o u l d s t a t e c l e a r l y t h e n a t u r e o f t h e q u a l i f i c a t i o n . I f t h e 
e x a m i n i n g agent c o n c l u d e s t h a t any q u a l i f i c a t i o n i s ambiguous o r u n r e a s o n a b l e , 
o r i f t h e response t o any q u e s t i o n r e q u i r e s f u r t h e r i n f o r m a t i o n , t h e agent may 
su b m i t a d d i t i o n a l q u e s t i o n s t o you f o r response. 

A l l r e f e r e n c e s t o c o r p o r a t i o n h e r e i n s h a l l i n c l u d e n o t o n l y t h e p a r t i c u l a r 
c o r p o r a t i o n r e f e r r e d t o , but--any s u b s i d i a r y , p a r e n t , o r a f f i l i a t e d c o r p o r a t i o n , 
and any j o i n t v e n t u r e , p a r t n e r s h i p , t r u s t , o r a s s o c i a t i o n i n w h i c h such 
c o r p o r a t i o n has an i n t e r e s t . 

1. D u r i n g t h e p e r i o d f r o m t o , d i d t h e c o r p o r a t i o n , any c o r p o r a t e 
o f f i c e r o r employee, o r any o t h e r p e r s o n a c t i n g on b e h a l f o f t h e 
c o r p o r a t i o n , make, d i r e c t l y o r i n d i r e c t l y , any b r i b e , k i c k b a c k , o r o t h e r 
payment o f a s i m i l a r o r comparable n a t u r e , whether l a w f u l o r n o t , t o any 
p e r s o n o r e n t i t y , p r i v a t e o r p u b l i c , r e g a r d l e s s o f form, whether i n 
money, p r o p e r t y , o r s e r v i c e s , t o o b t a i n f a v o r a b l e t r e a t m e n t i n s e c u r i n g 
b u s i n e s s o r t o o b t a i n s p e c i a l c o n c e s s i o n s , o r t o pay f o r f a v o r a b l e 
t r e a t m e n t f o r b u s i n e s s secured o r f o r s p e c i a l c o n c e s s i o n s a l r e a d y 
o b t a i n e d ? 

2. D u r i n g t h e p e r i o d f r o m t o , were c o r p o r a t e f u n d s , o r c o r p o r a t e 
p r o p e r t y o f any k i n d , donated, l o a n e d , o r made a v a i l a b l e , d i r e c t l y o r 
i n d i r e c t l y , f o r t h e b e n e f i t o f , o r f o r t h e purpose o f opposing, any 
government o r s u b d i v i s i o n t h e r e o f , p o l i t i c a l p a r t y , p o l i t i c a l c a n d i d a t e , 
o r p o l i t i c a l c ommittee, whether d o m e s t i c o r f o r e i g n ? 

3. D u r i n g t h e p e r i o d f r o m t o , was any c o r p o r a t e o f f i c e r , employee, 
c o n t r a c t o r , o r agent compensated, d i r e c t l y o r i n d i r e c t l y , by t h e 
c o r p o r a t i o n , f o r t i m e spent o r expenses i n c u r r e d i n p e r f o r m i n g s e r v i c e s , 
f o r t h e b e n e f i t o f , o r f o r t h e purpose o f op p o s i n g , any government o r 
s u b d i v i s i o n t h e r e o f , p o l i t i c a l p a r t y , p o l i t i c a l c a n d i d a t e , o r p o l i t i c a l 
c o m m i t t e e , w h e t h e r domestic o r f o r e i g n ? 

4. D u r i n g t h e p e r i o d f r o m t o , d i d t h e c o r p o r a t i o n make any l o a n , 
d o n a t i o n , o r o t h e r d i s b u r s e m e n t , d i r e c t l y o r i n d i r e c t l y , t o any c o r p o r a t e 
o f f i c e r o r employee, o r any o t h e r p e r s o n , f o r c o n t r i b u t i o n s made o r t o be made, 
d i r e c t l y o r i n d i r e c t l y , f o r t h e b e n e f i t o f , o r f o r t h e purpose o f o p p o s i n g , any 
government o r s u b d i v i s i o n t h e r e o f , p o l i t i c a l p a r t y , p o l i t i c a l c a n d i d a t e , o r 
p o l i t i c a l c o m m ittee, whether d o m e s t i c o r f o r e i g n ? 

5. D u r i n g t h e p e r i o d f r o m t o , d i d t h e c o r p o r a t i o n , o r any o t h e r 
p e r s o n o r e n t i t y a c t i n g on i t s b e h a l f , m a i n t a i n a bank account, o r any 
o t h e r a c c o u n t o f any k i n d , whether domestic o r f o r e i g n , w h i c h account was n o t 
r e f l e c t e d i n t h e c o r p o r a t e books and r e c o r d s , o r w h i c h account was 
n o t l i s t e d , t i t l e d , o r i d e n t i f i e d i n t h e name o f t h e c o r p o r a t i o n ? 

E x h i b i t 4.3.12.5-2 G u i d e l i n e s f o r t h e Use o f t h e C o r p o r a t e S l u s h Fund 
Q u e s t i o n n a i r e i n Subsequent Year E x a m i n a t i o n s (05-05-1999) 

(1) 
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I n p r i o r e x a m i n a t i o n s , t h e q u e s t i o n s have been most p r o d u c t i v e i n cases 
i n v o l v i n g m u l t i n a t i o n a l c o r p o r a t i o n s h a v i n g s i g n i f i c a n t f o r e i g n a c t i v i t i e s . The 
f o l l o w i n g f a c t o r s s h o u l d be c o n s i d e r e d i n d e t e r m i n i n g whether q u e s t i o n s s h o u l d 
be asked i n subsequent y e a r s : 

1. Whether i n t h e p a s t t h e c o r p o r a t i o n made i m p r o p e r payments o r was 
i n v o l v e d i n any s l u s h f u n d a c t i v i t y ; 
2. C u r r e n t i n f o r m a t i o n i n d i c a t i n g e x i s t e n c e o f o r a s t r o n g p r o b a b i l i t y o f 
i m p r o p e r payments o r s l u s h f u n d a c t i v i t y ; 
3. Whether c o m p e t i t o r s o r o t h e r s i n t h e same i n d u s t r y are known t o have 
made i m p r o p e r payments o r had s l u s h f u n d a c t i v i t y ; 
4. The e x t e n t o f c o n t r o l s m a i n t a i n e d by t h e c o r p o r a t i o n t o p r e v e n t 
i m p r o p e r payments o r e s t a b l i s h m e n t o f s l u s h f u n d s ; 
5. The e x t e n t o f v e r i f i c a t i o n by t h e c o r p o r a t i o n ' s i n t e r n a l a u d i t o r s 
and/or e x t e r n a l a u d i t o r s c o n c e r n i n g t h e use o f im p r o p e r payments o r 
e s t a b l i s h m e n t o f s l u s h f u n d s ; 
6. E f f e c t i v e c o r p o r a t e p o l i c y c o n c e r n i n g i m p r o p e r payments o r 
e s t a b l i s h m e n t o f s l u s h f u n d s ; 
7. Whether c o r p o r a t i o n produces p r o d u c t s w h i c h a r e s o l d i n a v e r y 
c o m p e t i t i v e m a r k e t, e s p e c i a l l y p r o d u c t s w h i c h a r e under s t r i n g e n t 
government c o n t r o l s ; 
8. Whether t h e c o r p o r a t i o n has s i g n i f i c a n t t r a n s a c t i o n s w i t h governments 
a t a l l l e v e l s , whether f o r e i g n o r d o m e s t i c , o r has a c t i v i t i e s w i t h 
f o r e i g n quasi-government o r g a n i z a t i o n s ; 
9. Whether t h e c o r p o r a t i o n has a f o r e i g n e n t i t y o p e r a t i n g i n an 
autonomous manner w i t h l i t t l e o r no d i r e c t c o n t r o l by t h e U.S. p a r e n t ; 
10. Whether t h e c o r p o r a t i o n has made a s u b s t a n t i a l a c q u i s i t i o n o r t h e r e 
has been a s u b s t a n t i a l change i n owne r s h i p , management o r t h e t y p e o f 
b u s i n e s s c o nducted by t h e c o r p o r a t i o n ; 
1 1 . Whether t h e e x a m i n a t i o n r e v e a l s any a t t e m p t s t o c o n c e a l a p p a r e n t 
i m p r o p e r a c t i v i t i e s o r u n c o v e r s s i t u a t i o n s i n v o l v i n g u n u s u a l a p p r o v a l s 
t h a t bypass normal c h a n n e l s ; and 
12. Any o t h e r f a c t o r where, i n t h e o p i n i o n o f t h e case manager, t h e use 
o f t h e q u e s t i o n s m i g h t be a p p r o p r i a t e . 
13. I n c o n s i d e r i n g whether t h e q u e s t i o n s a r e t o be asked, no s i n g l e 
f a c t o r o r c o m b i n a t i o n o f f a c t o r s i s d e t e r m i n a t i v e . The judgment w h e t h e r 
t o ask t h e q u e s t i o n s s h a l l be based on t h e case manager's sound 
d i s c r e t i o n c o n s i d e r i n g t h e g u i d e l i n e s as a whole. The reasons f o r a s k i n g 
o r n o t a s k i n g t h e q u e s t i o n s s h o u l d be f u l l y e x p l a i n e d i n t h e examiner's 
workpapers. 
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