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Reg. 1.954-4(b)(3), Example 3

Controlled foreign corporation F enters into a contract with an unrelated person to construct a dam in a foreign country.  
Domestic corporation M owns all the outstanding stock of F Corporation.  Corporation F leases or buys from M 
Corporation, on an arm's length basis, the equipment and material necessary for the construction of the dam.  The 
technical and supervisory personnel who design and oversee the construction of the dam are regular full-time employees 
of F Corporation who are not on loan from any related person.  The principal clerical work, and the financial accounting, 
required in connection with the construction of the dam by F Corporation are performed, on a remunerated basis, by full-
time employees of M Corporation.  All other assistance F Corporation requires in completing the construction of the dam is 
paid for by that corporation and furnished by unrelated persons.  The services performed by F Corporation under the 
contract for the construction of the dam are not performed for, or on behalf of, a related person for purposes of section 
954(e) because the clerical and accounting services furnished by M Corporation do not assist F Corporation directly in the 
performance of the contract.
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Warning:  This Example has been superceeded.
See Notice 2007-13
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