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(i) Individuals. An individual,
whether or not a citizen or resident of
the United States, who controls the
controlled foreign corporation.

(ii) Other persons. A foreign or
domestic corporation, partnership, trust
or estate that controls or is controlled by
the controlled foreign corporation, or is
controlled by the same person or
persons that control the controlled
foreign corporation.

(2) Control—(i) Corporations. With
respect to a corporation, control means
the ownership, directly or indirectly, of
stock possessing more than 50 percent
of the total voting power of all classes
of stock entitled to vote or of the total
value of the stock of the corporation.

(ii) Partnerships. With respect to a
partnership, control means the
ownership, directly or indirectly, of
more than 50 percent (by value) of the
capital or profits interest in the
partnership.

(iii) Trusts and estates. With respect
to a trust or estate, control means the
ownership, directly or indirectly, of
more than 50 percent (by value) of the
beneficial interest in the trust or estate.

(iv) Direct or indirect ownership. For
purposes of this paragraph (f), to
determine direct or indirect ownership,
the principles of section 958(a) shall be
applied without regard to whether a
corporation, partnership, trust or estate
is foreign or domestic or whether or not
an individual is a citizen or resident of
the United States.

§1.954-2 Foreign personal holding
company income.

(a) Computation of foreign personal
holding company income—(1)
Categories of foreign personal holding
company income. For purposes of
subpart F and the regulations under that
subpart, foreign personal holding
company income consists of the
following categories of income—

(i) Dividends, interest, rents, royalties,
and annuities as described in paragraph
(b) of this section;

(ii) Gain from certain property
transactions as described in paragraph
(e) of this section;

(iii) Gain from commodities
transactions as described in paragraph
(f) of this section;

(iv) Foreign currency gain as
described in paragraph (g) of this
section; and

(v) Income equivalent to interest as
described in paragraph (h) of this
section.

(2) Coordination of overlapping
categories under foreign personal
holding company provisions—(i) In
general. If any portion of income, gain
or loss from a transaction is described

in more than one category of foreign
personal holding company income (as
described in paragraph (a)(2)(ii) of this
section), that portion of income, gain or
loss is treated solely as income, gain or
loss from the category of foreign
personal holding company income with
the highest priority.

(i) Priority of categories. The
categories of foreign personal holding
company income, listed from highest
priority (paragraph (a)(2)(ii)(A) of this
section) to lowest priority (paragraph
(a)(2)(ii)(E) of this section), are—

(A) Dividends, interest, rents,
royalties, and annuities, as described in
paragraph (b) of this section;

(B) Income equivalent to interest, as
described in paragraph (h) of this
section without regard to the exceptions
in paragraph (h)(1)(ii)(A) of this section;

(C) Foreign currency gain or loss, as
described in paragraph (g) of this
section without regard to the exclusion
in paragraph (g)(2)(ii) of this section;

(D) Gain or loss from commodities
transactions, as described in paragraph
(f) of this section without regard to the
exclusion in paragraph (f)(1)(ii) of this
section; and

(E) Gain or loss from certain property
transactions, as described in paragraph
(e) of this section without regard to the
exceptions in paragraph (e)(1)(ii) of this
section.

(3) Changes in the use or purpose for
which property is held—(i) In general.
Under paragraphs (e), (f), (9) and (h) of
this section, transactions in certain
property give rise to gain or loss
included in the computation of foreign
personal holding company income if the
controlled foreign corporation holds
that property for a particular use or
purpose. The use or purpose for which
property is held is that use or purpose
for which it was held for more than one-
half of the period during which the
controlled foreign corporation held the
property prior to the disposition.

(ii) Special rules—(A) Anti-abuse rule.
If a principal purpose of a change in use
or purpose of property was to avoid
including gain or loss in the
computation of foreign personal holding
company income, all the gain or loss
from the disposition of the property is
treated as foreign personal holding
company income. A purpose may be a
principal purpose even though it is
outweighed by other purposes (taken
together or separately).

(B) Hedging transactions. The
provisions of paragraph (a)(3)(i) of this
section shall not apply to bona fide
hedging transactions, as defined in
paragraph (a)(4)(ii) of this section. A
transaction will be treated as a bona fide
hedging transaction only so long as it

satisfies the requirements of paragraph
(a)(4)(ii) of this section.

(iit) Example. The following example
illustrates the application of this
paragraph (a)(3).

Example. At the beginning of taxable year
1, CFC, a controlled foreign corporation,
purchases a building for investment. During
taxable years 1 and 2, CFC derives rents from
the building that are included in the
computation of foreign personal holding
company income under paragraph (b)(1)(iii)
of this section. At the beginning of taxable
year 3, CFC changes the use of the building
by terminating all leases and using it in an
active trade or business. At the beginning of
taxable year 4, CFC sells the building at a
gain. The building was not used in an active
trade or business of CFC for more than one-
half of the period during which it was held
by CFC. Therefore, the building is considered
to be property that gives rise to rents, as
described in paragraph (e)(2) of this section,
and gain from the sale is included in the
computation of CFC’s foreign personal
holding company income under paragraph
(e) of this section.

(4) Definitions and special rules. The
following definitions and special rules
apply for purposes of computing foreign
personal holding company income
under this section.

(i) Interest. The term interest includes
all amounts that are treated as interest
income (including interest on a tax-
exempt obligation) by reason of the
Internal Revenue Code or Income Tax
Regulations or any other provision of
law. For example, interest includes
stated interest, acquisition discount,
original issue discount, de minimis
original issue discount, market
discount, de minimis market discount,
and unstated interest, as adjusted by any
amortizable bond premium or
acquisition premium.

(ii) Bona fide hedging transaction—
(A) Definition. The term bona fide
hedging transaction means a transaction
that meets the requirements of §1.1221—
2 (a) through (c) and that is identified
in accordance with the requirements of
paragraph (a)(4)(ii)(B) of this section,
except that in applying §1.1221-2(b)(1),
the risk being hedged may be with
respect to ordinary property, section
1231 property, or a section 988
transaction. A transaction that hedges
the liabilities, inventory or other assets
of a related person (as defined in section
954(d)(3)), that is entered into to assume
or reduce risks of a related person, or
that is entered into by a person other
than a person acting in its capacity as
a regular dealer (as defined in paragraph
(a)(4)(iv) of this section) to reduce risks
assumed from a related person, will not
be treated as a bona fide hedging
transaction. For an illustration of how
this rule applies with respect to foreign



