Reg. 1.1298-4 Example

Possible PFICs Owning
25%-Owned Domestic Corps

US Person is trying to
determine if TFC is a PFIC.

US Person

This regulation implements
Section 1298(b)(7)

40%

A tested foreign corporation is a foreign corporation the PFIC status of
which is being tested. Reg. 1.1297-1(f)(9). In other words, TFC is
being tested to see if it is a PFIC with respect to US Person. TFC must
be subject to the section 531 tax. It seems that all foreign corporations
are treated as subject to the section 531 tax (for PFIC testing
purposes) unless a treaty applies to prevent such application. Reg.
1.1298-4(d)(1). Treaty benefits can be waived regardless of whether a
Federal income tax return is filed. Reg. 1.1298-4(d)(2).

TFC
(Foreign)
Because the ownership here is greater than
25%, a look-thru rule applies. Sec. 1297(c).
When determinining if TFC is a PFIC, look
through to the assets and income of the
corporation (here, TFPO-DC).
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A 25%-Owned
Domestic Corporation
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TFPO-DC
(U.S.)
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100%
Other passive
or non-passive
assets

TFPO-DC
(U.S.)

P'ship
(Dom. or Fgn.)
Reg. 1.1298-4(c)

Treat the TFPO-DC or the qualified
stock as being proportionately owned
100%
5%

Qualified stock (not treated as a
passive asset or as generating passive
income). But not qualified stock if a
principal purpose is to hold passive 5%
assets so TFC avoids PFIC
classification.
Reg. 1.1298-4(b)
and (e)

A domestic C
corporation that is
not a RIC or a
REIT

TFPO-DC
(U.S.)
Other passive
or non-passive
assets

(A second-tier
domestic corporation)

See also PLR 201322009 and PLR 201515006
(published prior to these regulations)

Qualified
stock
A domestic C
corporation that is
not a RIC or a
REIT
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P'ship
(Dom. or Fgn.)

Qualified
stock

Reg. 1.1298-4(c)

A domestic C
corporation that is
not a RIC or a
REIT
Section 531 imposes the accumulated earnings
tax. Foreign corporations are generally subject to
the accumulated earnings tax only with respect to
their U.S.-source income. Reg. 1.532-1(c).

