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Branch 1

Tax Treaties

Mutual Agreement
Assistance

Pension

Trusts/Estate & Gift
Expatriation
Transportation & Shipping
Insurance Excise

Branch Profits Tax

Information Gathering &
Procedural Group

Treaty Summons

Foreign document
requests

Treaty collection

Central Withholding
Agreements

Procedural Matters

Tax Information Exchange
Agreements



Branch 2

Withholding - 1441 (nonresident aliens) and 1442
(foreign corporations)

Anti-deferral regimes
— Subpart F - 951-964

— Passive Foreign Investment Companies (PFIC) - 1291-1298
— Foreign Personal Holding Companies (FPHC) - 551-558

Conduit rules of 7701(1)
Contract manufacturing
Taxation of US citizens/residents living abroad - 911-913

International boycott factor - 999
Related information returns - 6038, 6041-6050P



Branch 3

Foreign tax credits

Earnings and profits

Allocation & apportionment of expenses —1.861-8
Source rules for personal property sales - 865

Source rules for income wholly within or without
U.S. under 861-862

Foreign government & international organizations

Definition of resident alien and nonresident alien
under 7701(b)



Branch 4

Corporations — Subch. C including 1504(d)

Partnerships & foreign partner’s share of
effectively connected income under 864(c)

Business trusts - including 1057, 1491

Dual consolidated losses - 1503(d)

US real property interests — 897 disposition &
1445 withholding

Related information returns - 6031, 6038B, 6046 A



Branch 5

Banking - including effectively connected income
under 864 (¢) & 163(j) debt interest

Financial products

Insurance

Currency

Debt equity

Sham, economic substance, step transaction

Related information returns - 6038B



Branch 6

Transfer pricing & 6662(¢), (h) documentation penalties

Special transfer pricing regimes
— 936 possession corporation tax credit
— FSC/DISC

— Extraterritorial income exclusion
Related information reporting - section 6038A
Split sourcing - 863

E commerce



Branch 6 & APA
Partnership

« APA assistance to Branch 6
 Branch 6 assistance to APA



Sample of Section 482-Related
Projects

Litigation
Field Service Advice

Regulations



Compaq Computer Corp. v. Commissioner,
T.C. Memo 1999-220

Issue: Transfer price for printed circuit assemblies (PCAs)
produced by Singapore subsidiary

T/P Position: Inexact CUP, based on prices paid to
unrelated U.S. producers, under consignment contracts;
Disputed adjustments for:

-- turnkey vs. consignment transactions

-- differences 1n physical characteristics, volume

-- other terms 1n uncontrolled transactions

-- time lag (declining component prices)



Compaq Computer (cont’d)

IRS Position: too many adjustments for inexact CUP;
most significant input 1n “turnkey-equivalents” was
standard costs of Compaqg-Houston (circular analysis)

IRS determined Singapore mark-up based on U.S.
contract mfgrs.: mark-up of 7.5% on Singapore costs

Tax Court: T/p methodology was a valid inexact CUP,
IRS determination was arbitrary and capricious



FSA 200036015: Section 1059A

Customs Tax
Royalty ————— E—
. Royal
%, | Roy
Non-dutiable 4 o I
RETURN (1059A limit)
“Below-
the-line”
Royalty
-
Dutiable m A Royalty
1059A 1imit??

EXAMINATION ( ) I
“Below-
the-line”

Royalty Royalty
(post-voluntary tender - _ i
to Customs) 74 fnventoriable 1 pisattow

TAX COURT (1059A limit)




FSA 199945011:
Antidumping Duties and Comparable
Profits Method

“No dumping” Dumping, no A/D Duties A/D Duties imposed A/D Duties imposed
Year 1 Year 2 Year3 (Scenario One) Year3 (Scenario Two)
resale price 170 resale price 150 resale price 150 resale price 170
transfer price 100 transfer price 80 transfer price 60 transfer price 80
expenses 20 expenses 20 expenses 20 expenses 20
A/D duty n/a A/D duty n/a A/D duty 20 A/D duty 20
net income 50 net income 50 net income 50 net income 50

For each year, assume that net income of 50 constitutes arm’s-length income under CPM analysis, independent of A/D duty
considerations.



FSA 200019026: “Umbrella Marketing”

FACTS:

Foreign parent purchased U.S. corporation with existing,
recognized intangibles, and successful products.

USSub required to use FP trademark in conjunction with
its own sales and marketing (no royalty paid),

In subsequent year, FP trademark had become recognized,
FP required a royalty payment.



FSA 200019026 (cont’d)

ISSUES:

Marketing intangible under 1968/1994 regulations?
Who owned the U.S. intangible?

USSub entitled to compensation as an assister?
Impact of U.S. registration of trade name (transfer)?

Imputed contract?



Marketing Intangibles Regulation Project

Update/revision of Treas. Reg. 1.482-4(f)(3), and
related provisions

On this year’s Business Plan



Transfer Pricing for Services

Regulatory Project to Update
Treas. Req. § 1.482-2(b)(2)



Two Main Issues

* Has a service been rendered by one
member of a controlled group to another
member for which a charge is
appropriate?

* How should the appropriate arm’s
length charge be determined?



Whether a Service has been
Rendered

* The Benefit Test

(Treas. Reg. § 1.482-2(b)(2)(1))
* Duplicate Service

(Treas. Reg. § 1.482-2(b)(2)(ii))
« Stewardship Activities

(Treas. Reg. § 1.861-8(e)(4))



Arm’s Length Charge

* Integral Services - - Arm’s length charge

* Non-integral Services - - Arm’s length
charge deemed equal to the costs or
deductions incurred with respect to such
services (the “cost safe harbor”)



Background of Present Rule

Multinational companies were U.S.-based
Support activities at cost an established practice
Services rendered primarily by individuals

Cost approximated value of routine services
Ease of administration

Lack of comparable uncontrolled transactions
Some services viewed as unrelated to profits



Services are integral if - -

Renderer or recipient provides same or similar
services to unrelated parties as trade or business

Providing services to related parties a principal
activity of Renderer

Renderer peculiarly capable of providing services

Recipient receives substantial amount of services
from related parties



Changes Since 1968

Multinational activity both inbound and outbound

Large part of economy now based on services
provided for profit

Services often involve use of technology or other
kinds of valuable tangible and intangible property

Many kinds of services may contribute to profits

Value of services may vary significantly from the
costs or deductions incurred to provide them
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