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Amount paid in 1966 to retire qualified indebtedness ......................................................... .................. .................. $300,000 
Less the sum of: 

(a) Depreciation deductions allowed for 1964 through 1966 (3×$50,000) .................. $150,000 
Reduction of deductions in preceding taxable years (1964) ......................... 25,000 $125,000 

(b) Deduction allowed under section 545(b)(5) (relating to long-term capital gains) 
for 1964 through 1966 .............................................................................................. 100,000 

Reduction of deductions in preceding taxable years (1964) ......................... 25,000 75,000 200,000 

Deduction after reduction ............................................................................... .................. .................. 100,000 
(iv) If, in the year 1966, Q Corporation’s depreciation deduction had been limited for purposes of computing undistributed per-

sonal holding company income to $25,000 by reason of section 545(b)(8), then Q Corporation’s deduction for payment of 
qualified indebtedness would be $125,000, computed as follows: 

Amounts paid in 1966 to retire qualified indebtedness ....................................................... .................. .................. $300,000 
Less the sum of: 

(a) Depreciation deductions allowed for 1964 through 1966 ....................................... $125,000 
Reduction of deductions in preceding taxable year (1964) ........................... 25,000 

$100,000 
(b) Deduction allowed under section 545(b)(5) (relating to long-term capital gains) 

for 1964 through 1966 .............................................................................................. 100,000 
Reduction of deductions in preceding taxable years (1964) ......................... 25,000 75,000 175,000 

Deduction after reduction ............................................................................... .................. .................. 125,000 

(g) Burden of proof. The burden of 
proof rests upon the taxpayer to sus-
tain the deduction claimed under this 
section. In addition to any information 
required by this section, the taxpayer 
must furnish the information required 
by the return, and such other informa-
tion as the district director may re-
quire in substantiation of the deduc-
tion claimed. 

(h) Application of section 381(c)(15). 
Under section 381(c)(15), if an acquiring 
corporation assumes liability for quali-
fied indebtedness in a transaction to 
which section 381(a) applies, then the 
acquiring corporation is considered to 
be the distributor or transferor cor-
poration for purposes of section 545(c). 
Paragraph (c)(2) of this section reflects 
the application of section 381(c)(15) by 
including an acquiring corporation 
within the definition of corporation to 
which this section applies. Thus, the 
acquiring corporation is not required 
to meet the requirements of paragraph 
(c)(1) or paragraph (d)(1) of this section 
with respect to such acquired qualified 
indebtedness to which section 381(c)(15) 
is applicable. All the other provisions 
of this section apply in full to the ac-
quiring corporation with respect to 
such acquired indebtedness. 

[T.D. 6949, 33 FR 5526, Apr. 9, 1968; 33 FR 6091, 
Apr. 20, 1968] 

§ 1.547–1 General rule. 
Section 547 provides a method under 

which, by virtue of dividend distribu-

tions, a corporation may be relieved 
from the payment of a deficiency in the 
personal holding company tax imposed 
by section 541 (or by a corresponding 
provision of a prior income tax law), or 
may be entitled to a credit or refund of 
a part or all of any such deficiency 
which has been paid. The method pro-
vided by section 547 is to allow an addi-
tional deduction for a dividend dis-
tribution (which meets the require-
ments of this section) in computing un-
distributed personal holding company 
income for the taxable year for which a 
deficiency in personal holding company 
tax is determined. The additional de-
duction for deficiency dividends will 
not, however, be allowed for the pur-
pose of determining interest, addi-
tional amounts, or assessable pen-
alties, computed with respect to the 
personal holding company tax prior to 
the allowance of the additional deduc-
tion for deficiency dividends. Such 
amounts remain payable as if section 
547 had not been enacted. 

§ 1.547–2 Requirements for deficiency 
dividends. 

(a) In general. There are certain re-
quirements which must be fulfilled be-
fore a deduction is allowed for a defi-
ciency dividend under section 547 and 
this section. These are: 

(1) The taxpayer’s liability for per-
sonal holding company tax shall be de-
termined only in the manner provided 
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