
Taxes
Associated with

Hovering Hovering
Separate Category: E&P Deficit Taxes Deficit
General 250u $35
10/50 dividends 50u $ 3

from FC1
Passive (50u) $6
Shipping 200u _____ $80 ___

500u (50u) $118 $6
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(F) FD’s earnings and profits after the foreign di-
visive transaction.  Following the reductions de-
scribed in this Example 3 (ii)(B) and (D), FD has the
following earnings and profits and foreign income
taxes accounts:

Separate Category: E&P Foreign Taxes
General 56.25u $ 9.37
10/50 dividends from 

FC1 18.75u $ 1.12
Shipping 37.50u $15   

112.50u $25.49

(f) Effective date.  This section shall
apply to section 367(b) exchanges that
occur on or after the date 30 days after
these regulations are published as final
regulations in the Federal Register.

Par. 11.  Section 1.367(b)–9 is added to
read as follows:

§1.367(b)–9 Special rule for F
reorganizations and similar transactions.

(a)  Scope.  This section applies to any
foreign 381 transaction (as described in
§1.367(b)–7(a)) described in section
368(a)(1)(F) or in which either the foreign
target corporation or the foreign acquiring
corporation is newly created.  This section
also applies to any foreign divisive transac-
tion (as described in §1.367(b)–8(a)) that is
described in §1.367(b)–8(e)(1) and that in-
volves a newly created foreign distributing
or foreign controlled corporation.  

(b) Hovering deficit rules inapplicable.
If a transaction is described in paragraph (a)
of this section, a foreign surviving corpora-
tion or a newly created controlled corpora-
tion shall succeed to earnings and profits,
deficits in earnings and profits, and foreign
income taxes without regard to the hover-
ing deficit rules of §1.367(b)–7(d)(2),
(e)(1)(iii), (e)(2)(iii), (f)(1)(iii), and
(f)(2)(iii).  In the case of a foreign divisive
transaction, nothing in this section shall af-
fect the application of §1.367(b)–8(b)(iii).

(c) Example.  The following example
illustrates the rules of this section: 

Example—(i) Facts. (A) Foreign corporation A is
and always has been a wholly owned subsidiary of
USP, a domestic corporation.  Foreign corporation A
was incorporated in 1990, and always has been a
controlled foreign corporation using a calendar tax-

able year.  Foreign corporation A (and all of its re-
spective qualified business units as defined in sec-
tion 989) maintains a “u” functional currency, and
1u = US$1 at all times.  On December 31, 2001, for-
eign corporation A has the following earnings and
profits and foreign income taxes accounts:

Separate Category: E&P Foreign Taxes
Passive (1,000u) $  5
General     200u $200

(800u) $205

(B)  On January 1, 2002, foreign corporation A
moves its place of incorporation from Country 1 to
Country 2 in a reorganization described in section
368(a)(1)(F). 

(ii) Result.  Under §1.367(b)–7(d), as modified
by paragraph (b) of this section, foreign surviving
corporation has the following earnings and profits
and foreign income taxes accounts immediately
after the foreign 381 transaction:

Separate Category: E&P Foreign Taxes
Passive (1,000u) $  5
General    200u $200

(800u) $205

(d)  Effective date.  This section shall
apply to section 367(b) exchanges that
occur on or after the date 30 days after
these regulations are published as final
regulations in the Federal Register. 

Par. 12.  In §1.367(e)–1, paragraph (a)
is amended by adding a sentence at the
end of the paragraph to read as follows:

§1.367(e)–1 Distributions described in
section 367(e)(1).

(a) * * *  See §1.367(b)–8(c)(3) for an
example illustrating the interaction of
§1.367(e)–1 with other sections of the In-
ternal Revenue Code (such as sections
367(b) and 1248).
* * * * *

Par. 13.  In §1.381(a)–1, paragraph (c)
is revised to read as follows:

§1.381(a)–1 General rule relating to
carryovers in certain corporate
acquisitions.

* * * * *
(c) Foreign corporations.  For addi-

tional rules involving foreign corpora-
tions see §§1.367(b)–7 and 1.367(b)–9.
* * * * *

Robert E. Wenzel,
Deputy Commissioner 

of Internal Revenue.

(Filed by the Office of the Federal Register on No-
vember 8, 2000, 4:19 p.m., and published in the
issue of the Federal Register for November 15,
2000, 65 F.R. 69137)

Registration Still Underway for
the International Taxation
Institute

Announcement 2000–95

Registration is currently underway for
the Thirteenth Annual Institute on Current
Issues in International Taxation, to be held
on December 7 and 8, 2000, at the J.W.
Marriott Hotel in Washington, DC. The In-
ternal Revenue Service and the George
Washington University are jointly sponsor-
ing the Institute, which is designed for pro-
fessionals in international tax law.  The pro-
gram will offer a unique opportunity for top
IRS and Treasury officials and tax experts,
as well as leading private sector specialists,
to present their perspectives on breaking is-
sues in international taxation.  For more in-
formation on topics and speakers, please
refer to Internal Revenue Bulletin 2000–46,
dated November 13, 2000, Announcement
2000–93.  Those interested in attending or
obtaining detailed information should con-
tact the George Washington University,
Conference Management Services, by tele-
phone at (202) 973-1110 or by visiting their
web site at http://www.gwu.edu/~cms/iti13.

Foreign Trusts That Have U.S.
Beneficiaries; Correction

Announcement 2000–96

AGENCY:  Internal Revenue Service
(IRS), Treasury.

ACTION:  Correction to notice of proposed
rulemaking and notice of public hearing.



SUMMARY:  This document contains
corrections to a notice of proposed rule-
making and notice of public hearing
(REG–209038–89, 2000–34 I.R.B. 191)
that was published in the Federal Regis-
ter on Monday, August 7, 2000 (65 F.R.
48185) relating to transfers of property by
U.S. persons to foreign trusts having one
or more United States beneficiaries.

FOR FURTHER INFORMATION CON-
TACT:  Willard W. Yates at  (202) 622-
3880 (not a toll-free number).

SUPPLEMENTARY INFORMATION:

Background

The notice of proposed rulemaking and
notice of public hearing that are the sub-
ject of this correction is under section 679
of the Internal Revenue Code.

Need for Correction

As published, the notice of proposed
rulemaking and notice of public hearing
contains  errors that may prove to be mis-
leading and are in need of clarification.

Correction of Publication

Accordingly, the publication of the no-
tice of proposed rulemaking and notice of
public hearing (REG–209038–89), that
was the subject of FR Doc. 00–19897, is
corrected as follows:

1.  On page 48187, column 2, in the
preamble under the paragraph heading
“Section 1.679–1  U.S. Transferor Treated
as Owner of Foreign Trust”, first full
paragraph from the top of the column, last
line, the language “November 6, 2000 ” is
corrected to read “August 7, 2000”.

2.  On page 48188, column 1, in the pre-
amble under the paragraph heading “Sec-
tion 1.679–2:  Trusts Treated as Having a
U.S. Beneficiary”, third full paragraph, last
line, the language “November 6, 2000” is
corrected to read “August 7, 2000”.

3.  On page 48188, column 3, in the
preamble under the paragraph heading
“Section 1.679–3 Transfers”, fourth para-
graph, last line, the language “November
6, 2000” is corrected to read “August 7,
2000”. 

4.  On page 48189, column 2, in the
preamble under the paragraph heading
“Section 1.679–4  Exceptions to General
Rule”, second full paragraph, third line,
the language “trusts after November 6,
2000.  Special” is corrected to read
“trusts after August 7, 2000.  Special”.

5.  On page 48189, column 3, in the
preamble under the paragraph heading
“Section 1.679–5 Pre-immigration
Trusts”, third full paragraph, last line, the
language “after November 6, 2000” is
corrected to read “after August 7, 2000”. 

6.  On page 48189, column 3, in the
preamble under the paragraph heading
“Section 1.679–6 Outbound Migrations
of Domestic Trusts”, last paragraph in
the column, last line, the language “No-
vember 6, 2000” is corrected to read
“August 7, 2000”.

Cynthia E. Grigsby,
Chief, Regulations Unit,

Office of Special Counsel
(Modernization and Strategic Planning).

(Filed by the Office of the Federal Register on No-
vember 8, 2000, 8:45 a.m., and published in the
issue of the Federal Register for November 9, 2000,
65 F.R. 67318)

New Code V for the 2001 Form
W-2, Box 12

Announcement 2000–97

Purpose

The purpose of this announcement is to
advise employers about an additional
code for use on the 2001 Form W-2.  This
code will be used to identify the amount
of compensation related to the exercise of
an employer-provided nonstatutory stock
option currently required to be included in
an employee’s wages in boxes 1, 3 (up to
the social security wage base), and 5. 

Nonstatutory Stock Options

A new code (Code V—Income from
the exercise of nonstatutory stock op-
tions) for use in box 12 on the 2001 Form
W-2 has been added to the 2001 Instruc-
tions for Forms W-2 and W-3.  

When an employee (or former em-
ployee) exercises nonstatutory stock op-
tion(s), employers are currently required
to report the excess of the fair market
value of the stock received upon exercise
of the option over the amount paid for that
stock on Form W-2 in boxes 1, 3 (up to
the social security wage base), and 5.  The
change requires that any compensation re-
lated to the exercise of the nonstatutory
stock option(s) currently included in
boxes 1, 3 (if applicable), and 5 must also
be shown in box 12, using Code V.
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