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DEPARTMENT OF THE TREASURY
I nternal Revenue Service
26 CFR Part 1

[ REG- 102144- 98]

RI'N 1545- AV90

Source and Grouping Rules for Foreign Sal es Corporation Transfer
Pricing

AGENCY: Internal Revenue Service (IRS), Treasury.

ACTION:  Notice of proposed rul emaking by cross-reference to
tenporary regul ati ons and notice of public hearing.

SUMVARY: In the Rules and Regul ati ons section of this issue of
the Federal Register, the IRS is issuing tenporary regulations

t hat provi de guidance to taxpayers who have nade an el ection to
be treated as a foreign sales corporation (FSC). The regul ations
provide rules clarifying the special sourcing rules under section
927(e)(1) and provide a deadline for the election to group
transactions. This docunent al so provides notice of a public
heari ng on these proposed regul ations. The text of the tenporary
regul ati ons al so serves as the text of the proposed regul ations.
DATES: Witten coments nust be received by June 1, 1998.
Requests to speak (wth outlines of oral coments) to be

di scussed at the public hearing schedul ed for June 24, 1998, at
10 a.m, nust be received by June 3, 1998.

ADDRESSES: Send subm ssions to: CC DOM CORP: R (REG 102144-98),
room 5226, Internal Revenue Service, POB 7604, Ben Franklin

Station, Washi ngton, DC 20044. Subm ssions nmay be hand
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delivered between the hours of 8 aam and 5 p.m to:
CC. DOM CORP: R (REG 102144-98), Courier’s Desk, Internal Revenue
Service, 1111 Constitution Avenue, NW, Washington, DC.
Al ternatively, taxpayers may submt comments electronically via
the Internet by selecting the "Tax Regs" option on the I RS Hone
Page, or by submtting coments directly to the IRS Internet site
at http://ww. irs.ustreas.gov/prod/tax_regs/comments. htm . The
public hearing will be held in Room 2615, Internal Revenue
Service, 1111 Constitution Avenue, NW, Washington, DC.
FOR FURTHER | NFORMATI ON CONTACT: Concerning the regul ati ons,
El i zabet h Beck (202) 622-3880; concerning subm ssions and the
hearing, M chael Slaughter, (202) 622-7190 (not toll-free
nunbers) .
SUPPLEMENTARY | NFORMATI ON:
Backgr ound

Tenporary regulations in the Rules and Regul ati ons portion
of this issue of the Federal Register anend the |Incone Tax
Regul ations (26 CFR part 1) relating to sections 925 and 927.
The tenporary regul ations contain rules relating to the grouping
of transactions under the FSC transfer pricing rules and the
speci al source rules under section 927(e)(1). The preanble to
the tenporary regul ations explains the tenporary regul ations.
Speci al Anal yses

It has been determined that this notice of proposed
rul emaking is not a significant regulatory action as defined in

Executive Order 12866. Therefore, a regulatory assessnent is not
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required. It has also been determ ned that section 553(b) of the
Adm ni strative Procedure Act (5 U. S.C. chapter 5) does not apply
to these regul ati ons, and because the regul ati on does not i npose
a collection of information on small entities, the Regul atory
Flexibility Act (5 U.S.C. chapter 6) does not apply. Pursuant to
section 7805(f) of the Internal Revenue Code, this notice of
proposed rul emaking will be submtted to the Chief Counsel for
Advocacy of the Small Business Adm nistration for coment on its
I npact on small busi ness.
Comment s and Public Hearing

Bef ore these proposed regul ati ons are adopted as fi nal
regul ati ons, consideration will be given to any witten coments
(preferably a signed original and eight (8) copies) that are
submtted tinely to the IRS. Al comments will be available for
public inspection and copyi ng.

A public hearing has been schedul ed for June 24, 1998, at 10
a.m, in room2615, Internal Revenue Building, 1111 Constitution
Avenue, NW, Washi ngton, DC. Because of access restrictions,
visitors will not be admtted beyond the Internal Revenue | obby
nore than 15 m nutes before the hearing starts.

The rules of 26 CFR 601.601(a)(3) apply to the hearing.

Persons that wsh to present oral comments at the hearing
must submt witten comments by June 1, 1998, and subnmit an
outline of the topics to be discussed and the tine to be devoted
to each topic (preferably a signed original and eight (8) copies)

by June 3, 1998.
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A period of 10 minutes will be allotted to each person for
maki ng conments.

An agenda showi ng the schedul e of speakers will be prepared
after the deadline for receiving outlines has passed. Copies of
the agenda will be available free of charge at the hearing.
Drafting Information

The principal author of the proposed regulations is
El i zabeth Beck, of the Ofice of the Associate Chief Counsel
(International). Oher personnel fromthe IRS and Treasury
Departnent also participated in the devel opnment of these
regul ati ons.

Li st of Subjects in 26 CFR Part |

I ncone taxes, reporting and recordkeepi ng requirenents.
Proposed Amendnents to the Regul ations

Accordingly, 26 CFR part 1 is proposed to be anended as
fol | ows:

PART 1--1NCOVE TAXES

Paragraph 1. The authority citation for part 1 is anmended
by adding the follow ng entries to the table in numerical order
to read as foll ows:

Authority: 26 U S.C. 7805 * * *

Section 1.925(a)-1 is also issued under 26 U. S.C. 925(b) (1)
and (2) and 927(d)(2)(B).

Section 1.925(b)-1 is also issued under 26 U. S.C. 925(b) (1)
and (2) and 927(d)(2)(B). * * =



Par. 2. Section 1.925(a)-1 is added as foll ows:
[The text of proposed §1.925(a)-1 consisting of paragraphs
(c)(8)(i) and (e)(4) is the same as the text of §1.925(a)-
1T(c)(8)(i) and (e)(4) as amended elsewhere in this issue of the
Federal Register].
Par. 3. Section 1.925(b)-1 is added as follows:
[The text of proposed §1.925(b)-1 consisting of paragraph
(b)(3)(i) is the same as the text of 81.925(b)-1T(b)(3)(i) as
amended elsewhere in this issue of the Federal Register].
Par. 4. Section 1.927(e)-1 is amended as follows:
[The text of proposed §1.927(e)-1 is the same as the text of
81.927(e)-1T published elsewhere in this issue of the Feder al

Regi ster].

Michael P. Dolan

Deputy Commissioner of Internal Revenue



