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(2) Three classes of income. 
(3) More than one class in a foreign tax 

base. 
(4) Allocation of tax within a base. 
(5) Modified gross income. 
(6) Allocation of tax credits. 
(7) Withholding taxes. 
(b) Dividends. 
(1) In general. 
(2) Section 78 dividend. 
(c) Includable amounts under section 

951(a). 
(d) Partnerships. 
(e) Illustrations.

§ 1.907(d)–1 Disregard of posted prices for pur-
poses of chapter 1 of the Code (for taxable 
years beginning after December 31, 1982).

(a) In general. 
(1) Scope. 
(2) Initial computation requirement. 
(3) Burden of proof. 
(4) Related parties. 
(b) Adjustments. 
(c) Definitions. 
(1) Foreign government. 
(2) Minerals. 
(3) Posted price. 
(4) Other pricing arrangement. 
(5) Fair market value.

§ 1.907(f)–1 Carryback and carryover of credits 
disallowed by section 907(a) (for amounts car-
ried between taxable years that each begin 
after December 31, 1982).

(a) In general. 
(b) Unused FOGEI. 
(1) In general. 
(2) Year of origin. 
(c) Tax deemed paid or accrued. 
(d) Excess extraction limitation. 
(e) Excess general section 904 limitation. 
(f) Section 907(f) priority. 
(g) Cross-reference. 
(h) Example.

[T.D. 8338, 56 FR 11063, Mar. 15, 1991; 56 FR 
21926, May 13, 1991; T.D. 8655, 61 FR 516, Jan. 
8, 1996]

§ 1.907(a)–0 Introduction (for taxable 
years beginning after December 31, 
1982). 

(a) Effective dates. The provisions of 
§§ 1.907(a)–0 through 1.907(f)–1 apply to 
taxable years beginning after Decem-
ber 31, 1982. For provisions that apply 
to taxable years beginning before Janu-
ary 1, 1983, see §§ 1.907(a)–0A through 
1.907(f)–1A. 

(b) Key terms. For purposes of the reg-
ulations under section 907— 

(1) FOGEI means foreign oil and gas 
extraction income. 

(2) FORI means foreign oil related in-
come. 

(3) FOGEI taxes mean foreign oil and 
gas extraction taxes as defined in sec-
tion 907(c)(5). 

(4) FORI taxes means foreign taxes on 
foreign oil related income. See 
§ 1.907(c)–3. 

(c) FOGEI tax limitation. Section 
907(a) limits the foreign tax credit for 
taxes paid or accrued on FOGEI. See 
§ 1.907(a)–1. 

(d) Reduction of creditable FORI taxes. 
Section 907(b) recharacterizes FORI 
taxes as non-creditable deductible ex-
penses to the extent that the foreign 
law imposing the FORI taxes is struc-
tured, or in fact operates, so that the 
amount of tax imposed with respect to 
FORI will be materially greater, over a 
reasonable period of time, than the 
amount generally imposed on income 
that is neither FOGEI nor FORI. See 
§ 1.907(b)–1. 

(e) FOGEI and FORI. FOGEI includes 
the taxable income from the extraction 
of minerals from oil or gas wells by a 
taxpayer (or another person) and from 
the sale or exchange of assets used in 
the extraction business. FORI includes 
taxable income from the activities of 
processing oil and gas into their pri-
mary products, transporting or distrib-
uting oil and gas and their primary 
products, and from the disposition of 
assets used in these activities. For this 
purpose, a disposition includes only a 
sale or exchange. FOGEI and FORI 
may also include taxable income from 
the performance of related services or 
from the lease of related property and 
certain dividends, interest, or amounts 
described in section 951(a). See 
§§ 1.907(c)–1 through 1.907(c)–3. 

(f) Posted prices. Certain sales prices 
are disregarded when computing 
FOGEI for purposes of chapter 1 of the 
Code. See § 1.907(d)–1. 

(g) Transitional rules. Section 907(e) 
provides rules for the carryover of un-
used FOGEI taxes from taxable years 
beginning before January 1, 1983, and 
carryback of FOGEI taxes arising in 
taxable years beginning after Decem-
ber 31, 1982. See § 1.907(e)–1. 

(h) Section 907(f) carrybacks and 
carryovers. FOGEI taxes disallowed 
under section 907(a) may be carried 
back or forward to other taxable years. 
These FOGEI taxes may be absorbed in 
another taxable year to the extent of 
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the lesser of the separate excess extrac-
tion limitation or the excess limitation 
in the general limitation category (sec-
tion 904(d)(1)(I)) for the carryback or 
carryover year. See § 1.907(f)–1. 

(i) Statutes covered. The regulations 
under section 907 are issued as a result 
of the enactment of section 601 of the 
Tax Reduction Act of 1975, of section 
1035 of the Tax Reform Act of 1976, of 
section 301(b)(14) of the Revenue Act of 
1978, of section 211 of the Tax Equity 
and Fiscal Responsibility Act of 1982 
and of section 1012(g)(6) (A)–(B) of the 
Technical and Miscellaneous Revenue 
Act of 1988. 

[T.D. 8338, 56 FR 11065, Mar. 15, 1991]

§ 1.907(a)–1 Reduction in taxes paid on 
FOGEI (for taxable years beginning 
after December 31, 1982). 

(a) Amount of reduction. FOGEI taxes 
are reduced by the amount by which 
they exceed a limitation level (as de-
fined in paragraph (c) of this section). 

(b) Foreign taxes paid or accrued. For 
purposes of the regulations under sec-
tion 907— 

(1) Foreign taxes. The term ‘‘foreign 
taxes’’ means income, war profits, or 
excess profits taxes of foreign countries 
or possessions of the United States oth-
erwise creditable under section 901 (in-
cluding those creditable by reason of 
section 903). 

(2) Foreign taxes paid or accrued. The 
terms ‘‘foreign taxes paid or accrued,’’ 
‘‘FOGEI taxes paid or accrued,’’ and 
‘‘FORI taxes paid or accrued’’ include 
foreign taxes deemed paid under sec-
tions 902 and 960. Unless otherwise ex-
pressly provided, these terms do not in-
clude foreign taxes deemed paid by rea-
son of sections 904(c) and 907(f). 

(c) Limitation level—(1) In general. The 
limitation level is FOGEI for the tax-
able year multiplied by the limitation 
percentage for that year. 

(2) Limitation percentage for corpora-
tions. A corporation’s limitation per-
centage is the highest rate of tax speci-
fied in section 11(b) for the particular 
year. 

(3) Limitation percentage for individ-
uals. Section 907(a)(2)(B) provides that 
the limitation percentage for indi-
vidual taxpayers is the effective rate of 
tax for those taxpayers. The effective 
rate of tax is computed by dividing the 

entire tax, before the credit under sec-
tion 901(a) is taken, by the taxpayer’s 
entire taxable income. 

(4) Losses. (i) For purposes of deter-
mining whether income is FOGEI, a 
taxpayer’s FOGEI will be recharacter-
ized as foreign source non-FOGEI to 
the extent that FOGEI losses for pre-
ceding taxable years beginning after 
December 31, 1982, exceed the amount 
of FOGEI already recharacterized. See 
§ 1.907(c)–1(c). However, taxes that were 
paid or accrued on the recharacterized 
FOGEI will remain FOGEI taxes. 

(ii) Taxes paid or accrued by a person 
to a foreign country may be FOGEI 
taxes even though that person has 
under U.S. law a net operating loss 
from sources within that country. 

(iii) For purposes of determining 
whether income is FOGEI, a taxpayer’s 
income will be treated as income from 
sources outside the United States even 
though all or a portion of that income 
may be resourced as income from 
sources within the United States under 
section 904(f) (1) and (4). 

(5) Priority. (i) Section 907(a) applies 
before section 908, relating to reduction 
of credit for participation in or co-
operation with an international boy-
cott. 

(ii) Section 901(f) (relating to certain 
payments with respect to oil and gas 
not considered as taxes) applies before 
section 907. 

(d) Illustrations. Paragraphs (a) 
through (c) of this section are illus-
trated by the following examples.

Example 1. M, a U.S. corporation, uses the 
accrual method of accounting and the cal-
endar year as its taxable year. For 1984, M 
has $20,000 of FOGEI, derived from oper-
ations in foreign countries X and Y, and has 
accrued $11,500 of foreign taxes with respect 
to FOGEI. The highest tax rate specified in 
section 11(b) for M’s 1984 taxable year is 46 
percent. Pursuant to section 907(a), M’s 
FOGEI taxes limitation level for 1984 is $9,200 
(46%×$20,000). The foreign taxes in excess of 
this limitation level ($2,300) may be carried 
back or forward. See section 907(f) and 
§ 1.907(f)–1 and section 907(e) and § 1.907(e)–1.

Example 2. The facts are the same as in Ex-
ample 1 except that M is a partnership owned 
equally by U.S. citizens A and B who each 
file as unmarried individuals and do not 
itemize deductions. Pursuant to section 
905(a), A and B have elected to credit foreign 
taxes in the year accrued. The total amount 
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