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TAX DEPOSITION QUESTIONS: 10. PRA, APA, and REGULATIONS

10. PRA - APA - REGULATIONS

I ntroduction

Although explicitly mandated by the PRA, the IRSwill not, or can not, citeitslegal authority for
Form 1040 and implicitly, the authority for the income tax itself.

Form 1040 has never been approved by the OMB (Office of Management and Budget) asthe
proper form to filean " Individual Income Tax Return."

Findings and Conclusions

With the assistance of the following series of questions, we will show that the laws of the U.S.
government relating to administrative procedures, privacy, and paperwork reduction clearly
point to the fact that theincometax isvoluntary, and that thereisno requirement to file tax

returns. Wewill also show that:

. Per the PRA, all government Formsrequiring information from the general public must
have an OMB number, bereferenced in the regulations and be approved by OMB.

. Form 1040 has never been approved asthe proper form to file an individual " income tax
return.” In 1994, the reference to From 1040 was DELETED from thetablein the CFR
that linked it to theincome tax.

. Form 2555, " Foreign Earned Income" isthe form specified in theregulationsasthe form
to collect the infor mation described in 26 CFR 1.1-1 (the income tax section).

Bottom Line: Even when required to comply with the laws of the U.S,, the IRS refuses, or can not, citeitslegal
authority for Form 1040 and implicitly, the authority for the income tax itself.

Section Summary

T Acrobat version of this section including questions and evidence (large: 2.20 Mbytes)

Further Study On Our Website:

. Penalty Protester (OFFSITE LINK)
. Why Penalties are lllegal for Anything But Federal Employees, Contractors, and Agents, Form #05.010

(OFFSITE LINK) -SEDM
. Great IRS Hoax book:

o Section 5.5.7: 1040 and Especially 1040NR Tax Forms Violate the Privacy Act and Therefore Need Not
Be Submitted
. Paperwork Reduction Act (PRA)

10.1. Admit that the Paperwork Reduction Act, 44 U.S.C. 8 3501, et seq., mandates that forms and regulations of federal
agencies that require the provision of information must bear and display OMB control numbers. (WTP #192)
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. T Click here for 44 U.S.C. §3501 (WTP Exhibit 113)

10.2. Admit that 1 C.F.R. § 21.35 requires that OMB control numbers shall be placed parenthetically at the end of a
regulation or displayed in atable or codified section. (WTP #193)

. Click herefor 1 C.F.R. 8§ 21.35 (WTP Exhibit 114)

10.3. Admit that the following tax regulations contain OMB control numbers at the end of these regulations. (WTP
#194)

26 C.F.R. §1.860-2 (WTP Exhibit 115)

26 C.F.R. §1.860-4 (WTP Exhibit 116)

26 C.F.R. §1.897-1 (WTP Exhibit 117)

26 C.F.R. §1.901-2 (WTP Exhibit 118)

26 C.F.R. §1.1445-7 (WTP Exhibit 119)

26 C.F.R. §1.6046-1 (WTP Exhibit 122)

26 C.F.R. §1.6151-1 (WTP Exhibit 124)

26 C.F.R. §1.6152-1 (WTP Exhibit 125)

26 C.F.R. §1.9200-2 (WTP Exhibit 126)

26 C.F.R. §31.3401(a)(8)(A)-1 (WTP Exhibit 127)
26 C.F.R. §31.3501(a)-1T (WTP Exhibit 128)
26 C.F.R. §301.6324A-1 (WTP Exhibit 129)
26 C.F.R. §301.7477-1 (WTP Exhibit 130)

10.4. Admit that 26 U.S.C. 8 6012 does not specify wheretax returns are to befiled. (WTP #195)

. B Click here for 26 U.S.C. 86012 (WTP Exhibit 020)

10.5. Admit that 26 U.S.C. 8§ 6091 governs the matter of where tax returns areto befiled. (WTP #196)

. Click here for 26 CFR. §1.860-2 (WTP Exhibit 115)
. B Click here for 26 U.S.C. 86091 (WTP Exhibit 115)

10.6. Admit that by the plain language of 86091, regulations must be promulgated to implement this statute. (WTP
#197)

. B Click here for 26 U.S.C. 86091 (WTP Exhibit 115)

10.7. Admit that in 5 U.S.C. § 551, a"rule" isdefined as:. (WTP #198)

"(4) 'rule’ means the whole or a part of an agency statement of general or particular applicability and
future effect designed to implement, interpret, or prescribe law or policy or describing the
organization, procedure, or practice requirements of an agency . . . ."

. T Click herefor 5 U.S.C. §551
. Click herefor 5 U.S.C. §551 (WTP Exhibit 133)
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10.8. Admit that 5 U.S.C. 8552 describes in particular detail various items which must be published by federal agencies
in the Federal Register, asfollows. (WTP #199)

"(1) Each agency shall separately state and currently publish in the Federal Register for the guidance
of the public--

(A) descriptions of its central and field organization and the established places at which, the
employees (and in the case of a uniformed service, the members) from whom, and the methods
whereby, the public may obtain information, make submittals or requests, or obtain decisions;

(B) statements of the general course and method by which its functions are channeled and determined,
including the nature and requirements of all formal and informal procedures available;

(C) rules of procedure, descriptions of forms available or the places at which forms may be obtained,
and instructions as to the scope and content of all papers, reports, or examinations;

(D) substantive rules of general applicability adopted as authorized by law, and statements of general
policy or interpretations of general applicability formulated and adopted by the agency; and

(E) each amendment, revision or repeal of the foregoing.”

. T click herefor 5 U.S.C. §552
. Click herefor 5 U.S.C. §552 (WTP Exhibit 003)

10.9. Admit that the Department of the Treasury as well as the IRS acknowledge the publication requirements of the
Administrative Procedure Act in 31 C.F.R. 8§ 1.3 and 26 C.F.R. 8 601.702. (WTP #200)

. T Click herefor 31 CFR §1.3 (WTP Exhibit 134)
. B Click here for 26 CFR §601.702 (WTP Exhibit 135)

10.10. Admit that the Commissioner of Internal Revenue promulgated the Treasury Regulation set out at 26 C.F.R. 8
602.101 to collect and display the control numbers assigned to collections of information in Internal Revenue Service
regulations by the Office of Management and Budget (OMB) under the Paperwork Reduction Act of 1980. (WTP #201)

. T Click here for 26 CFR §602.101 (WTP Exhibit 006)

10.11. Admit that the Internal Revenue Service intended that 26 C.F.R. § 602.101 comply with the requirements of
OMB regulations implementing the Paperwork Reduction Act of 1980, for the display of control numbers assigned by
OMB to collections of information in Internal Revenue Service regulations. (See 26 C.F.R. 8 602.101.) (WTP #202)

. B Click here for 26 CFR §602.101 (WTP Exhibit 006)

10.12. Admit that 26 C.F.R. § 602.101(c) displays atable (the "Table") which on the left side lists the CFR part or
section where the information to be collected by the Internal Revenue Service is identified and described, and on the
right side, lists the OMB control number assigned to the OMB-approved form to be used to collect the information so
identified and described. (WTP #203)

. B Click here for 26 CFR §602.101(c) (WTP Exhibit 006)
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10.13. Admit that the Table displayed at 26 C.F.R. § 602.101 in the 1994 version of the Code of Federal Regulations
lists 1.1-1 asa CFR part or section that identifies and describes information to be collected by the Internal Revenue
Service. (WTP #204)

. Click herefor 26 CFR 8602.101 (1994) (WTP Exhibit 136)

10.14. Admit that 26 C.F.R. 8§ 1.1-1 relates to the income tax imposed on individualsby 26 U.S.C. 81. (WTP #205)

. Click herefor 26 CFR 81.1 (WTP Exhibit 021)
. Click herefor 26 U.S.C. 81 (WTP Exhibit 002)

10.15. Admit that the OMB control number assigned to the form to be used to collect the information identified and
described at 26 C.F.R. 8 1.1-1is1545-0067. (WTP #206)

. Click herefor 26 CFR 8602.101(c) (WTP Exhibit 136)

10.16. Admit that the OMB control number 1545-0067 is assigned to the IRS Form 2555. (WTP #207)

. T Click herefor IRS Form 2555 (WTP Exhibit 137)

10.17. Admit that the IRS Form 2555 istitled "Foreign Earned Income”. (WTP #208)

. T Click here for IRS Form 2555 (WTP Exhibit 137)

10.18. Admit that the IRS Form 2555 is used to collect information regarding foreign earned income. (WTP #209)

. B Click here for IRS Form 2555 (WTP Exhibit 136)

10.19. Admit that the OMB control number assigned to the IRS Form 1040 Individual Income Tax Return is 1545-
0074. (WTP#210)

. Click herefor IRS Form 1040 U.S. Individual Income Tax Return (WTP Exhibit 138)

10.20. Admit that the Table set out at 26 C.F.R. § 602.101 has never displayed the OMB control number 1545-0074 as
being assigned to the collection of individual income tax information identified and described by 26 C.F.R. § 1.1-1.
(WTP#211)

. Click herefor 26 CFR 8602.101(c) (WTP Exhibit 006) ver. 1
. Click herefor 26 CFR 8602.101(c) (WTP Exhibit 136) ver. 2
. Click herefor 26 CFR 8602.101(c) (WTP Exhibit 139) ver. 3

10.21. Admit that the OMB has not approved the IRS Form 1040 U.S. Individual Income Tax Return as the proper form
on which to make the return of individual income tax information identified and described at 26 C.F.R. 8§1.1-1. (WTP
#212)

. Click herefor 26 CFR 8602.101(c) (WTP Exhibit 006) ver. 1
. Click herefor 26 CFR 8602.101(c) (WTP Exhibit 136) ver. 2
. Click herefor 26 CFR 8602.101(c) (WTP Exhibit 139) ver. 3
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10.22. Admit that the Table displayed at 26 C.F.R. § 602.101 in the 1995 version of the Code of Federal Regulations
doesnot list 1.1-1 asa CFR part or section that identifies and describes information to be collected by the Internal
Revenue Service. (WTP #213)

. Click herefor 26 CFR 8602.101(c) (WTP Exhibit 139) ver. 3
. Click herefor 26 CFR 8602.101(c) (WTP Exhibit 006) ver. 1

10.23. Further admit that the Internal Revenue Service caused the entry for 1.1-1 to be deleted from 26 C.F.R. §
602.101, by publishing the deletion at 59 FR 27235, on May 26, 1994. (WTP #214)

. Click herefor 26 CFR 8602.101 (WTP Exhibit 006)
. Click hereto see 59 FR 27235 (WTP Exhibit 140)

10.24. Further admit that the published del etion was accomplished under the supervision of Internal Revenue Service
employee Cynthia E. Grigsby, Chief, Regulations Unit, Assistant Chief Counsel (Corporate). (WTP #215)

. Click herefor 26 CFR 8602.101 (WTP Exhibit 006)
. Click hereto see 59 FR 27235 (WTP Exhibit 140)
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SECTION 10-PRA AND APA AND REGULATIONS SUMMARY

The federal Paperwork Reduction Act (PRA) was enacted to force government agencies to document conclusively what
forms the government requires the People to fill out and what legal authority establishes that requirement.

The Administrative Procedures Act requires that each government agency must then publish publicly those
requirements and other informational tidbits about the agency in the Federal Register and inform the People of the legal
basis for requiring the submission of information to the government.

In addition, the PRA law required that every federal form that demanded information from the public must have an
OMB (Office of Management and Budget) control number associated with it and have it so identified both on the form
and cross-referenced in the actual CFR regulations.

Although most government agencies complied readily with the Act, the IRS has had particular problems complying with
this law.

This section of inquiry will examine some of the particulars and ask why asimple legal requirement such asthe PRA is
such a problem for the IRS.

The BIG question: Isthe failure to specifically link Form 1040 to the income tax regulations a mere “oversight” or isit
because the tax is not compulsory under the law for most Americans?

Isthiswhy Form 1040 has never been “approved” by the OMB for the income tax?
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SEDM FORM INDEX

Sovereignty Education and Defense Ministry (SEDM)

FORM INDEX

TABLE OF CONTENTS:

1. SEQUENTIAL CATEGORIZED INDEX OF SEDM FORMS
1 General
2 Affidavits
3 Discovery
4. Tax withholding, collection, and reporting
5. Memorandums of Law
6. Emancipation
7. Response Letters
7.1 General
7.2 Federal
7.3 State
2. SITUATIONAL INDEX OF FORMS
2.1 Applying for a job and dealing with employers
2.2 Changing your citizenship and domicile with state and federal governments
2.3 General purpose
2.4 Litigation
2.5 Opening financial accounts or making investments without withholding or a number
2.6 Responding to federal and state collection notices
2.7 Withdrawing cash from financial institutions
2.8 Quitting Social Security and Functioning Without an SSN
3. ELECTRONIC FORMS COMPILATIONS
4. OTHER FORMS SITES
4.1 General Forms
4.2 Tax Forms

4.3 Legal Forms

This page contains a listing of all the free forms available on our website that may prove useful in various situations
relating to sovereignty and taxes. The forms are arranged either by form number or by their use, to make finding
them easier. The forms are provided in Adobe Acrobat format and may be viewed by downloading and installing the
latest FREE Adobe Acrobat Reader from the link below:

http://www.adobe.com/products/acrobat/readstep2.html

Most of our forms are also FILLABLE from within the Acrobat Reader as well! Simply click on the fill-in box provided for
each field, fill in the data, and save your copy of the form as a completed template. Then you can reuse the completed
form again in the future so as to save you time in responding to tax collection notices. This is a very handy feature.

1. SEQUENTIAL CATEGORIZED INDEX OF SEDM FORMS

Section 5, the Memorandums of Law section, contains memorandums of law that you can attach to your pleadings

and correspondence with opposing counsel during a legal dispute. Most of these memorandums of law end with a series
of admissions relating to the subjects discussed in the memorandum, making them ideal for use as a discovery device
during litigation as well.
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SEDM FORM INDEX
Form # |Format Title Circumstances where used Related Resources/Information Date of Last
Revision
1. GENERAL
01.001 PDF SEDM Articles of Mission Our Mission Statement 11/29/2005
01.002 PDFE SEDM Member Agreement Use this form to join the organization. You cannot use or view or obtain our |[Member Agreement 11/11/2005
materials without being a Member.
01.003 PDF ﬂ Fax Cover Sheet Use this sheet to record your questions for comments to SEDM and then fax it 4/13/2005
to us.
01.004 PDFIE Famous Quotes about Rights and Liberty [Useful on any occasion 10/25/2005
01.005 HTML Proof of Mailing Useful to provide proof of what you mailed and when. OFFSITE LINK 10/15/2005
2. AFFIDAVITS
02.001 PDFIE |Affidavit of Citizenship, Domicile, and IAttach to an application for a financial account or job withholding form. 1. Why you are a "national” or a "state national” and 4/12/2006
Tax Status Establishes and explains your status as a "national" and not a "citizen" under not a "U.S. citizen"
federal law. 2. Why "domicile” and income taxes are voluntary
02.002 PDF ﬂ |Affidavit of Material Facts Use this enclosure with a state response letter to establish citizenship and 1. Federal Response Letters 9/25/2005
taxpayer status in a narrative format. Includes check marks in front of each  [2. State Response Letters
item so that it can be reused again and made into a "Notice of Default"
against a tax collection agency.
02.003 PDF ﬂ |Affidavit of Duress: Member Deposition [Members may use this if government attempts to compel them to attend a 10/13/2006
deposition which might either incriminate them or the SEDM ministry.
02.004 PDF E |Affidavit of Corporate Denial Use this form to remove or destroy the jurisdiction of federal courts and the 1. Federal Jurisdiction 1/29/2006
IRS to enforce any federal law against you. 2. Why your Government is Either A Thief or You Are a
Federal Employee for Federal Income Tax Purposes
3. DISCOVERY
03.001 ZIP file ET IAmplified Deposition Transcript Use this transcript as a way to provide an amplified deposition transcript if the 2/20/2006
opposing U.S. Attorney insists that you did not answer some of the questions
at a previous deposition. Scan in the original transcript, convert to text, and
past into chapter 4 of this document.
03.002 HTML Handling and Getting a Due Process This article shows how to fill out IRS form 12153 to maximize your chances of NA
Hearing getting an in-person due process hearing.
03.003 PDF E IJAdmissions relating to alleged liability Use this in your response to IRS notices as a way to establish what your Master File Decoder 9/30/2005
liability is. Can be used in conjunction with Form 0001 above. Correcting Erroneous IRS form W-2's
03.004 PDF ﬂ Deposition Agreement Use this agreement when the government is attempting to depose an SEDM Member Agreement (requires use of this form) 4/12/2006
member. It ensures a fair hearing and equal opportunity to ask questions or
each other.
03.005 PDF 'E Deposition Handout Members may use this form to give to any government attorney or employee Federal Rule of Civil Procedure Rule 30 (OFFSITE LINK) }4/12/2006
\who has subpoenad them to give oral testimony under Federal Rule of Civil
Procedure Rule 30 in relation to their involvement in this Ministry.
03.006 PDF E SSA Form SSA-L996: Social Security Use this form to obtain a copy of any Social Security records that the SSA is 1. Socialism: The new American Civil Religion 4/12/2006
Number Request for Extract or maintaining connected to your all caps name. 2. Social Security: Mark of the Beast (OFFSITE LINK)
Photocopy
03.007 PDF 'E Bureau of Public Debt FOIA Use this form to obtain records of public debt issued in the name of an SSN, 11/17/2006
ITIN, or SS Card Number. This constitutes proof that your application to SSA
makes you into surety for federal debt.
03.008 PDF E IRS Due Process Meeting Handout Mail this form in advance of an IRS Audit or meeting and demand proof of Nontaxpayer's Audit Defense Manual 12/13/2006
authority on the record from the agent. Also bring it along with you to the
due process meeting and demand that proof of jurisdiction be provided on the
record using this form.
4. TAX WITHHOLDING, COLLECTION, AND REPORTING (Please read 'E Federal and State
Tax Withholding Options for Private Employers)
04.001 HTML IRS form W-8BEN Provide to financial institutions and private employers to stop withholding and [About IRS form W-8BEN 4/13/2005
reporting of earnings.
04.002 HTML IRS form 56 Send this in to change your IRS status so that you aren't a fiduciary for an lAbout IRS form 56 4/13/2005
artificial entity or business
04.003 HTML IRS form 1098 Send in a corrected version of this report to zero out erroneous reports of Correcting Erroneous IRS form 1098's 4/13/2005
mortgage interest payments "effectively connected with a trade or business".
04.004 HTML IRS form 1099 Send in a corrected version of this report to zero out erroneous reports of Correcting Erroneous IRS form 1099's 4/13/2005
income "effectively connected with a trade or business".
04.005 HTML IRS form W-2 Send in to correct erroneous W-2 reports sent in by private employs with Correcting Erroneous IRS form W-2's 4/13/2005

whom you have a W-8 on file and/or did not authorize withholding.
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http://sedm.org/SEDMArticlesPublic.pdf
http://sedm.org/MemberAgreement/MemberAgreement.pdf
http://sedm.org/MemberAgreement/MemberAgreement.htm
http://sedm.org/Forms/General/FaxCoverSheet.pdf
http://sedm.org/Forms/General/FamousQuotes.pdf
http://famguardian.org/TaxFreedom/Forms/General/ProofOfSvcViaMail.htm
http://sedm.org/Forms/Affidavits/AffCitDomTax.pdf
http://sedm.org/Forms/MemLaw/WhyANational.pdf
http://sedm.org/Forms/MemLaw/WhyANational.pdf
http://sedm.org/Forms/MemLaw/Domicile.pdf
http://sedm.org/Forms/Affidavits/AffMatFacts.pdf
http://sedm.org/SampleLetters/Federal/FedLetterAndNoticeIndex.htm
http://sedm.org/SampleLetters/States/StateRespLtrIndex.htm
http://sedm.org/Forms/Affidavits/AffOfDuress-MbrDepo.pdf
http://sedm.org/Forms/Affidavits/AffCorpDenial.pdf
http://sedm.org/Forms/MemLaw/FederalJurisdiction.pdf
http://sedm.org/Forms/MemLaw/WhyThiefOrEmployee.pdf
http://sedm.org/Forms/MemLaw/WhyThiefOrEmployee.pdf
http://sedm.org/Litigation/Discovery/DepoTranscript-Amplified.zip
http://sedm.org/ItemInfo/RespLtrs/GettingDueProcess/GettingDueProcess.htm
http://sedm.org/Forms/Discovery/Admissions.pdf
http://sedm.org/ItemInfo/Programs/MFDecoder/MFDecoder.htm
http://sedm.org/Forms/Tax/FormW2/CorrectingIRSFormW2.htm
http://sedm.org/Forms/Discovery/DepositionAgreement.pdf
http://sedm.org/MemberAgreement/MemberAgreement.htm
http://sedm.org/Forms/Discovery/DepoHandout.pdf
http://www.law.cornell.edu/rules/frcp/Rule30.htm
http://www.law.cornell.edu/rules/frcp/Rule30.htm
http://www.law.cornell.edu/rules/frcp/Rule30.htm
http://sedm.org/Forms/Discovery/SSA-L996.pdf
http://sedm.org/Forms/MemLaw/SocialismCivilReligion.pdf
http://famguardian.org/Publications/SocialSecurity/TOC.htm
http://sedm.org/Forms/Discovery/BPDFOIA.pdf
http://sedm.org/Forms/Discovery/IRSDueProcMtgHandout.pdf
http://sedm.org/ItemInfo/Ebooks/NTAuditDefenseManual/NTAuditDefenseManual.htm
http://famguardian.org/Publications/FedStateWHOptions/FedStateWHOptions.pdf
http://famguardian.org/Publications/FedStateWHOptions/FedStateWHOptions.pdf
http://sedm.org/Forms/Tax/W-8BEN/AboutIRSFormW-8BEN.htm
http://sedm.org/Forms/Tax/W-8BEN/AboutIRSFormW-8BEN.htm
http://sedm.org/Forms/Tax/Form56/AboutIRSForm56.htm
http://sedm.org/Forms/Tax/Form56/AboutIRSForm56.htm
http://sedm.org/Forms/Tax/Form1098/CorrectingIRSForm1098.htm
http://sedm.org/Forms/Tax/Form1098/CorrectingIRSForm1098.htm
http://sedm.org/Forms/Tax/Form1099/CorrectingIRSForm1099.htm
http://sedm.org/Forms/Tax/Form1099/CorrectingIRSForm1099.htm
http://sedm.org/Forms/Tax/FormW2/CorrectingIRSFormW2.htm
http://sedm.org/Forms/Tax/FormW2/CorrectingIRSFormW2.htm
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PDF

Returns are lllegal Under the I.R.C.
lAgainst Natural Persons

IAssessment” or 90-day letter to show that the proposed assessment is illegal.
Make sure you also attach IRS form 4852's and corrected 1099's to zero out
illegal reports of taxable income using the links provided at the beginning of
|the memorandum.

"assessments” (OFFSITE LINK)

04.006 PDF 'E Demand for Verified Evidence of "Trade [Use this form in the case where someone you work for or with is trying wants The "Trade or Business" Scam 3/17/2006
or Business" Activity: Information Return|to fill out an Information Return against you, and you are not engaged in a
"trade or business". This prevents you from having false or erroneous
Information Returns filed against you by educating companies and financial
institutions about their proper use.
04.007 PDF ﬂ Certification of Federally Privileged Use this form with your private employer to get certification that you are not a [The "Trade or Business" Scam 3/17/2006
Status federal "employee" or privileged "public official™
04.008 PDF E Demand for Verified Evidence of "Trade [Use this form in the case where you are trying to withdraw $10,000 or more |The "Trade or Business" scam 1/23/2006
or Business" Activity: Currency from a financial institution in cash, and they want to fill out a Currency
Transaction Report (CTR) ITransaction Report (CTR), Treasury form 8300, on the transaction. Typically,
banks are not subject to federal legislative jurisdiction AND the CTR's can only
be completed on those who are engaged in a "trade or business", which few
IAmericans are.
04.009 PDF ﬂ Tax Withholding and Reporting: What Present this form to private companies who you work for as a private 1. Federal and State Withholding Options for Private 4/30/2006
the Law Says employee, in order to educate them about what the law requires in the case of Employers (OFFSITE LINK)
payroll withholding. 2. Federal Tax Withholding
04.010 PDF ﬂ IRS Form 1042 Send in a corrected version of this report to zero out erroneous reports of Correcting Erroneous IRS form 1042's 11/15/2006
gross income for those nonresident aliens who are not engaged in a "trade or
business".
04.011 PDF E IRS Form 1098 Lender Letter Send this form to lenders and mortgage companies who are wrongfully filing Correcting Erroneous IRS form 1098's 11/15/2006
IRS form 1098's against you as a nonresident alien not engaged in a "trade or
business” to get them to stop filing the false reports so that you don't have to
correct them later.
5. MEMORANDUMS OF LAW
05.001 PDF E The Trade or Business Scam IAttach to your letters and correspondence to explain why you have no 1. Demand for Verified Evidence of Trade or Business  |9/4/2006
reportable income Activity: CTR
2. Demand for Verified Evidence of Trade or Business
Activity: Information Return
05.002 PDF 'E IWhy Domicile and Income Taxes are IAttach to your letters and correspondence to explain why you have no Sovereignty Forms and Instructions: Cites by Topic, 10/9/2005
IVoluntary reportable income "Domicile” (OFFSITE LINK)
05.003 PDF E Requirement for Consent IAttach to your letters and correspondence to explain why you aren't obligated Declaration of Independence (OFFSITE LINK) 9/6/2006
to follow the 1.R.C. because it isn't "law" for you
05.004 PDF 'E Political Jurisdiction IAttach to legal pleadings in order to ensure that the court does not challenge 9/25/2006
or undermine your choice of citizenship or domicile. Establishes that any
court which attempts to do this is involving itself in "political questions"”, which
is a violation of the separation of powers doctrine.
05.005 PDF 'E Federal Tax Withholding For use in those seeking new employment or who wish to terminate Federal and State Tax Withholding Options for Private 3/23/2006
employment tax withholding. Use in conjunction with the Federal and State Employers (OFFSITE LINK)
[Tax Withholding Options for Private Employers book. This is an abbreviated Income Tax Withholding and Reporting
lversion of what appears in chapter 16 for management types who have little
patience and a short attention span, which is most bosses.
05.006 PDF 'E Why you are a "national” or "state For use in obtaining a passport, for job applications, and to attach to court Citizenship and Sovereignty Seminar 8/23/2006
national" and not a "U.S. citizen" pleadings in which you are declaring yourself to be a "national” and a Developing Evidence of Citizenship Seminar
"nonresident alien".
05.007 PDF ﬂ Reasonable Belief About Tax Liability For use by those: Great IRS Hoax 9/6/2006
1. Establishing a reasonable belief about liability. Federal and State Tax Withholding Options for Private
2. Corresponding with the IRS. Employers (OFFSITE LINK)
3. Being criminally prosecuted for failure to file or tax evasion.
05.008 PDF ﬂ IWhy Your Government is Either A Thief [Use this as an attachment to prove why Subtitle A of the Internal Revenue 3/23/2006
or You are a "Public Official" for Income [Code, in context of employment withholding and earnings on a 1040, are
[Tax Purposes connected mainly with federal employment.
05.009 PDF 'E Legal Requirement to File Federal Use this as an attachment in response to a CP-518 IRS letter, or as part of a Reasonable Belief About Tax Liability 3/4/2006
Income Tax Returns brief in response to criminal prosecution for "Willful Failure to File" under 26 _
USC §7203.
05.010 PDF E Why Penalties are lllegal for Anything Use this as an attachment in response to an IRS penalty collection notice to 26 U.S.C. 86671(b) (OFFSITE LINK) 1/26/2006
But Federal Employees, Contractors, prove that you aren't responsible to pay the assessed penalty. Make sure you Sovereignty Forms and Instructions, Cites by Topic, "Bill
and Agents also follow the guidelines relating to SSNs in our article entitled "About SSNs/ of Attainder" (OFFSITE LINK)
ITINs on Tax Correspondence”
05.011 Why Assessments and Substitute for Use this as an attachment in response to an IRS or state "Notice of Proposed Sovereignty Forms and Instructions, Cites by Topic, 1/8/2006
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http://sedm.org/Forms/Tax/DmdVerEvOfTradeOrBusiness-IR.pdf
http://sedm.org/Forms/MemLaw/TradeOrBusScam.pdf
http://sedm.org/Forms/Tax/w0.pdf
http://sedm.org/Forms/MemLaw/TradeOrBusScam.pdf
http://sedm.org/Forms/Tax/DmdVerEvOfTradeOrBusiness-CTR.pdf
http://sedm.org/Forms/MemLaw/TradeOrBusScam.pdf
http://sedm.org/Forms/Tax/TaxWHRptg.pdf
http://famguardian.org/Publications/FedStateWHOptions/FedStateWHOptions.pdf
http://famguardian.org/Publications/FedStateWHOptions/FedStateWHOptions.pdf
http://sedm.org/Forms/MemLaw/FedTaxWithholding.pdf
http://sedm.org/Forms/Tax/Form1042/CorrectingIRSForm1042.htm
http://sedm.org/Forms/MemLaw/TradeOrBusScam.pdf
http://sedm.org/Forms/MemLaw/TradeOrBusScam.pdf
http://sedm.org/Forms/Tax/Form1042/CorrectingIRSForm1042.htm
http://sedm.org/Forms/Tax/Form1098LenderLetter.pdf
http://sedm.org/Forms/MemLaw/TradeOrBusScam.pdf
http://sedm.org/Forms/MemLaw/TradeOrBusScam.pdf
http://sedm.org/Forms/Tax/Form1098/CorrectingIRSForm1098.htm
http://sedm.org/Forms/MemLaw/TradeOrBusScam.pdf
http://sedm.org/Forms/Tax/DmdVerEvOfTradeOrBusiness-CTR.pdf
http://sedm.org/Forms/Tax/DmdVerEvOfTradeOrBusiness-CTR.pdf
http://sedm.org/Forms/Tax/DmdVerEvOfTradeOrBusiness-IR.pdf
http://sedm.org/Forms/Tax/DmdVerEvOfTradeOrBusiness-IR.pdf
http://sedm.org/Forms/MemLaw/Domicile.pdf
http://famguardian.org/TaxFreedom/CitesByTopic/domicile.htm
http://famguardian.org/TaxFreedom/CitesByTopic/domicile.htm
http://sedm.org/Forms/MemLaw/Consent.pdf
http://www.archives.gov/national-archives-experience/charters/declaration.html
http://sedm.org/Forms/MemLaw/PoliticalJurisdiction.pdf
http://sedm.org/Forms/MemLaw/FedTaxWithholding.pdf
http://famguardian.org/Publications/FedStateWHOptions/FedStateWHOptions.pdf
http://famguardian.org/Publications/FedStateWHOptions/FedStateWHOptions.pdf
http://famguardian.org/Publications/FedStateWHOptions/FedStateWHOptions.pdf
http://famguardian.org/Publications/FedStateWHOptions/FedStateWHOptions.pdf
http://sedm.org/LibertyU/WithngAndRptng.pdf
http://sedm.org/Forms/MemLaw/WhyANational.pdf
http://sedm.org/LibertyU/CitAndSovereignty.pdf
http://sedm.org/LibertyU/DevEvidenceOfCitizenship.pdf
http://sedm.org/Forms/MemLaw/ReasonableBelief.pdf
http://famguardian.org/Publications/FedStateWHOptions/FedStateWHOptions.pdf
http://famguardian.org/Publications/FedStateWHOptions/FedStateWHOptions.pdf
http://sedm.org/Forms/MemLaw/WhyThiefOrEmployee.pdf
http://sedm.org/Forms/MemLaw/ReqToFileReturns.pdf
http://www4.law.cornell.edu/uscode/html/uscode26/usc_sec_26_00007203----000-.html
http://www4.law.cornell.edu/uscode/html/uscode26/usc_sec_26_00007203----000-.html
http://sedm.org/Forms/MemLaw/ReasonableBelief.pdf
http://sedm.org/Forms/MemLaw/PenaltiesIllegal.pdf
http://sedm.org/Forms/Tax/AboutSSNs/AboutSSNs.htm
http://sedm.org/Forms/Tax/AboutSSNs/AboutSSNs.htm
http://www4.law.cornell.edu/uscode/html/uscode26/usc_sec_26_00006671----000-.html
http://famguardian.org/TaxFreedom/CitesByTopic/BillOfAttainder.htm
http://famguardian.org/TaxFreedom/CitesByTopic/BillOfAttainder.htm
http://sedm.org/Forms/MemLaw/SFRsAssmtsIllegal.pdf
http://famguardian.org/TaxFreedom/CitesByTopic/assessment.htm
http://famguardian.org/TaxFreedom/CitesByTopic/assessment.htm
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05.012 PDF ﬂ JAbout SSNs and TINs on Government Use this form whenever you are filling out paperwork that asks for an SSN and |[Wrong Party Notice 3/4/2006
Forms and Correspondence the recipient won't accept the paperwork because you said "None" on the SSN |About IRS form W-8BEN
block. The questions at the end will stop all such frivolous challenges by
recipients of the forms you submit, if they have even half a brain.
05.013 PDF ﬂ Who are "taxpayers" and who Needs a  |Attach this to financial account applications, job applications, etc. Shows why "Taxpayer" v. "Nontaxpayer"”, Which One are You? 10/9/2005
"Taxpayer ldentification Number"? lyou don't need SSNs or TINs on government correspondence. (OFFSITE LINK)
05.014 PDF ﬂ The Meaning of the Words "includes" Rebuttal to the most popular IRS lie and deception. Attach to response letters 1. Rebutted Version of IRS The Truth About Frivolous 10/8/2006
and “including” or legal pleading. Tax Arguments
2. Statutory Interpretation: General Principles and
Recent Trends (OFFSITE LINK)
05.015 PDF E Commercial Speech Helpful to those facing injunctions. Freedom of Speech and Press: Exceptions to the First |7/24/2006
Amendment (OFFSITE LINK)
05.016 PDF ﬂ Socialism: The New American Civil Proves that government has become a false god and an idol in modern society 1. Family Guardian: Communism and Socialism 7/29/2006
Religion in violation of the First Amendment. (OFFSITE LINK)
2. Social Security: Mark of the Beast (OFFSITE LINK)
3. The Law (OFFSITE LINK)
05.017 PDF ﬂ Presumption: Chief Weapon for Explains how federal agencies, courts, and the law profession unlawfully use Sovereignty Forms and Instructions, Cites by Topic, 6/30/2006
Unlawfully Enlarging Federal Jurisdiction ['presumption” as a means to enlarge federal or government jurisdiction. "presumption” (OFFSITE LINK)
05.018 PDF E Federal Jurisdiction Explains choice of law in deciding federal jurisdiction in the context of federal 9/25/2006
income tax trials.
05.019 PDF 'E Court Sanctions, Contempts, and Describes circumstances under which court sanctions and contempt of court 1. Federal Rule of Civil Procedure Rule 11 (OFFSITE 2/17/2006
Defaults may lawfully be imposed in federal court. LINK)
2. Federal Rule of Civil Procedure Rule 37(b) (OFFSITE
LINK)
05.020 PDF ﬂ Nonresident Alien Position Describes and defends the Nonresident Alien Position that is the foundation of |About IRS Form W-8BEN 10/26/2006
this website.
05.021 PDF @ Silence as a Weapon and a Defense in Describes how to use your constitutional rights to prevent incriminating Federal Rule of Civil Procedure Rule 8(d) (OFFSITE LINK)|7/17/2006
Legal Discovery lyourself or prejudicing your Constitutional rights. Also describes how to
respond to such tactic.
05.022 PDF IE Requirement for Reasonable Notice Describes the requirement for reasonable notice and how you can find out Federal Register Act (OFFSITE LINK) 8/15/2006
\what laws you are required to obey based on how they are noticed by the Administrative Procedures Act (OFFSITE LINK)
government.
05.023 PDF 'E Government Conspiracy to Destroy the [Describes historical efforts by the government to break down the separation of |Separation of Powers Doctrine 9/5/2006
Separation of Powers powers and destroy our God-given rights.
05.024 PDF 'E |Apostille of Documents Describes how to get your documents apostilled by the Secretary of State of State legal resources (OFFSITE LINK. find a state 8/18/2006
lyour State for international use. This is useful for form 06.005 below. secretary of state)
05.025 PDF IE Government Burden of Proof Describes the burden of proof imposed upon the government whenever 8/28/2006
enforcement actions are employed.
05.026 PDF E How the Government Defrauds You Out [Describes how to lawfully and legally deduct the entire market value of your Is the Income Tax a Form of Slavery? (OFFSITE LINK) |10/14/2006
of Legitimate Deductions for the Market [labor from your earnings on a federal or state tax return.
IValue of Your Labor
05.027 PDF 'E Meaning of the word "Frivolous" Describes the meaning of the word "frivolous”, how it is abused by the 10/3/2006
government and legal profession, and how to prevent such abuses
05.028 PDF E Laws of the Bible Index and authorities on all the moral laws of the Bible, and how to apply Holy Bible (OFFSITE LINK) 10/13/2006
them to the practical affairs of daily secular life.
05.029 PDF E Unlicensed Practice of Law IThose wishing to lawfully help or assist others in the practice of law, including Litigation Tool 3.003: Motion for Non-Bar Counsel 12/14/2006
in arguing before courts of law, may attach this to Litigation Tool 3.003 in
order to prove that they have authority to do so.
6. EMANCIPATION
06.001 PDF E Why You Aren't Eligible for Social Use this form to apply for a driver's license without a Slave Surveillance Social Security: Mark of the Beast (OFFSITE LINK) 9/22/2005
Security Number. Most states require applications who are eligible for Social Security
to provide a number. This pamphlet proves you aren't eligible and therefore
don't need one.
06.002 PDF E Resignation of Compelled Social Security |Allows a person to legally and permanently quit Social Security. Used with 1. Social Security: Mark of the Beast (OFFSITE LINK) 9/24/2005
Trustee permission from original author. 2. Socialism: The New American Civil Religion
3. About IRS form 56
06.003 PDF E Sovereignty Forms and Instructions Book|Free forms and instructions which help you achieve and defend personal Online version of this book (OFFSITE LINK) 2/21/2006
isovereignty and the sovereignty of God in the practical affairs of your life. Also
available in online version. This is an OFFSITE resource and we are not
responsible for the content.
06.004 PDF E Enumeration of Inalienable Rights Use this form to litigate in court to defend your rights. Gives you standing Constitution Annotated 4/24/2006
\without the need to quote federal statutes that you are not subject to anyway
as a nonresident alien.
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http://sedm.org/Forms/MemLaw/AboutSSNsAndTINs.pdf
http://sedm.org/Forms/ResponseLetters/General/WrongParty.pdf
http://sedm.org/Forms/Tax/W-8BEN/AboutIRSFormW-8BEN.htm
http://sedm.org/Forms/MemLaw/WhoAreTaxpayers.pdf
http://famguardian.org/Subjects/Taxes/Articles/TaxpayerVNontaxpayer.htm
http://sedm.org/Forms/MemLaw/Includes.pdf
http://sedm.org/LibertyU/friv_tax_rebuts.pdf
http://sedm.org/LibertyU/friv_tax_rebuts.pdf
http://famguardian.org/PublishedAuthors/Govt/CRS/Statutory%20Interpretation.General.Principles.MARCH.30.2006.CRS97-589.pdf
http://famguardian.org/PublishedAuthors/Govt/CRS/Statutory%20Interpretation.General.Principles.MARCH.30.2006.CRS97-589.pdf
http://sedm.org/Forms/MemLaw/CommercialSpeech.pdf
http://famguardian.org/PublishedAuthors/Govt/CRS/95-815.pdf
http://famguardian.org/PublishedAuthors/Govt/CRS/95-815.pdf
http://sedm.org/Forms/MemLaw/SocialismCivilReligion.pdf
http://famguardian.org/Subjects/Communism/Communism.htm
http://famguardian.org/Publications/SocialSecurity/TOC.htm
http://famguardian.org/Publications/TheLaw/TheLaw.htm
http://sedm.org/Forms/MemLaw/Presumption.pdf
http://famguardian.org/TaxFreedom/CitesByTopic/presumption.htm
http://famguardian.org/TaxFreedom/CitesByTopic/presumption.htm
http://sedm.org/Forms/MemLaw/FederalJurisdiction.pdf
http://sedm.org/Forms/MemLaw/CourtSanctions.pdf
http://www.law.cornell.edu/rules/frcp/Rule8.htm
http://www.law.cornell.edu/rules/frcp/Rule37.htm
http://sedm.org/Forms/MemLaw/NonresidentAlienPosition.pdf
http://sedm.org/Forms/Tax/W-8BEN/AboutIRSFormW-8BEN.htm
http://sedm.org/Forms/MemLaw/Silence.pdf
http://www.law.cornell.edu/rules/frcp/Rule8.htm
http://sedm.org/Forms/MemLaw/ReasonableNotice.pdf
http://www4.law.cornell.edu/uscode/html/uscode44/usc_sup_01_44_10_15.html
http://www4.law.cornell.edu/uscode/html/uscode05/usc_sup_01_5_10_I_30_5_40_II.html
http://sedm.org/Forms/MemLaw/SeparationOfPowers.pdf
http://famguardian.org/Subjects/LawAndGovt/Articles/SeparationOfPowersDoctrine.htm
http://sedm.org/Forms/MemLaw/Apostille-20060818.pdf
http://famguardian.org/TaxFreedom/LegalRef/StateLegalResources.htm
http://sedm.org/Forms/MemLaw/BurdenOfProof.pdf
http://sedm.org/Forms/MemLaw/DefraudLabor.pdf
http://famguardian.org/Subjects/Freedom/Articles/IncomeTaxSlavery.htm
http://sedm.org/Forms/MemLaw/Frivolous.pdf
http://sedm.org/Litigation/Reference/LawsOfTheBible.pdf
http://biblegateway.com/
http://sedm.org/Forms/MemLaw/UnlicPractLaw.pdf
http://sedm.org/Litigation/Motions/MotionForNonBar.zip
http://sedm.org/Forms/Emancipation/SSNotEligible.pdf
http://famguardian.org/Publications/SocialSecurity/TOC.htm
http://sedm.org/Forms/Emancipation/SSTrustIndenture.pdf
http://famguardian.org/Publications/SocialSecurity/TOC.htm
http://sedm.org/Forms/MemLaw/SocialismCivilReligion.pdf
http://sedm.org/Forms/Tax/Form56/AboutIRSForm56.htm
http://famguardian.org/Publications/SovFormsInstr/SovFormsInstr.pdf
http://famguardian.org/TaxFreedom/FormsInstr.htm
http://sedm.org/Forms/Emancipation/InalienableRights.pdf
http://www.findlaw.com/casecode/constitution/
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06.005 VAL =1] Legal Notice of Change in Domicile/ IThis form completely divorces the government and changes your status to 1. Why you are a "national” or a "state national" and 8/6/2006
Citizenship Records and Divorce from that of a "stateless person" and a "transient foreigner" not subject to civil not a "U.S. citizen"
the United States f:ourt jurisdiction and. a "noqtaxpayer". After filing this form, you can also use 2. Why Domicile and Income Taxes are Voluntary
it to rebut tax collection notices.
7. RESPONSE LETTERS
7.1 GENERAL
07.011 PDF ﬂ Payment Delinquency and Copyright Use this form to respond to state or federal tax collection notices. It can be 9/8/2005
\Violation Notice used in connection with the Change of Address Attachment Affidavit.
07.012 PDF ﬂ Wrong Party Notice Send this notice if the state or IRS collection notice you received was About SSNs and TINs on Government Forms and 10/4/2005
delivered to a person with an all caps name or with any kind of identifying Correspondence
number.
07.013 PDF 'E 1098 Interest: Request for Filing Send this form attached to a letter in which you respond to a state or IRS The "trade or business" scam 1/20/2006
Response notice requesting you to file based on their receipt of an IRS form 1098, which
is the form used by mortgage companies to report receipt of payments on a
mortgage.
07.014 PDF 'E Legal notice to cease and desist illegal Use this form to officially notify the government collection agency that they 8/1/2006
enforcement activities are engaging in unlawful activity, are personally liable, and may not impose
any provision of law against you without first proving you are a "taxpayer"
with other than information hearsay returns.
07.015 PDF 'E Third Party Tax Debt Collector Use this form as an attachment to any correspondence you send a private 11/1/2006
IAttachment debt collector in connection with any tax collection activity they are
undertaking against you.
7.2 FEDERAL
07.021 PDF ﬂ Demand for Verified Evidence of Lawful |Used in response to an IRS collection notice to request verified evidence . Master File Decoder 4/12/2006
Federal Assessment lvalidating the assessment connected to the amounts alleged to be owed. 2. Why Penalties are lllegal for Anything But Federal
Employees, Contractors, and Agents
07.022 PDF ﬂ IJAssessment Response: Federal Systematic way to respond to a federal penalty or tax assessment notice that 1. Why Assessments and Substitute for Returns are 7/28/2006
is improper or illegal. Illegal Under the I.R.C. Against Natural Persons
2. Why Penalties are lllegal for Anything But Federal
Employees, Contractors, and Agents
07.023 PDF Substitute for Federal Form 1040NR Use this to respond to an IRS demand for a return to be filed. 10/5/2006
7.3 STATE
07.031 PDF E Demand for Verified Evidence of Lawful |Used in response to an State collection notice to request verified evidence . Master File Decoder 4/12/2006
State Assessment lvalidating the assessment connected to the amounts alleged to be owed. 2. Why Penalties are lllegal for Anything But Federal
Employees, Contractors, and Agents
07.032 PDF E IJAssessment Response: State Systematic way to respond to a state penalty or tax assessment notice that is 1. Why Assessments and Substitute for Returns are 4/13/2006
improper or illegal. lllegal Under the I.R.C. Against Natural Persons
2. Why Penalties are lllegal for Anything But Federal
Employees, Contractors, and Agents
07.033 PDF ﬂ Substitute for State Nonresident Tax Use this to respond to a state demand for a return to be filed. 8/11/2006
Return

2. SITUATIONAL INDEX OF FORMS

Locate the situation you are in and then find forms relative to that specific situation in the subsections below. For
further information pertinent to each situation, see:

. Our Situational References Page in the Liberty University, item 5.1.
. Subject Index (OFFSITE LINK)- Family Guardian

2.1. Applying for ajob and Dealing with Employers

About IRS form W-8BEN: FORM 04.001 - this is the ONLY withholding form a nontaxpayer can use. The W-4 leads to
BIG trouble and violation of law
Affidavit of Citizenship, Domicile, and Tax Status: FORM 02.001

Demand for Verified Evidence of "Trade or Business" Activity: Information Return: FORM 04.006- Use this form in the

case where someone you work for or with may or definitely will file a fraudulent Information Return against you, and you
are not engaged in a "trade or business". This prevents you from having false or erroneous Information Returns filed
against you by educating companies and financial institutions about their proper use. Information Returns include
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http://sedm.org/Forms/Emancipation/NotDivorce.zip
http://sedm.org/Forms/MemLaw/WhyANational.pdf
http://sedm.org/Forms/MemLaw/WhyANational.pdf
http://sedm.org/Forms/MemLaw/Domicile.pdf
http://sedm.org/Forms/ResponseLetters/General/PmtDelinquency.pdf
http://famguardian.org/TaxFreedom/Forms/Emancipation/ChangeOfAddressAttachment.htm
http://sedm.org/Forms/ResponseLetters/General/WrongParty.pdf
http://sedm.org/Forms/MemLaw/AboutSSNsAndTINs.pdf
http://sedm.org/Forms/MemLaw/AboutSSNsAndTINs.pdf
http://sedm.org/Forms/ResponseLetters/General/1098InterestResponse.pdf
http://sedm.org/Forms/MemLaw/TradeOrBusScam.pdf
http://sedm.org/Forms/ResponseLetters/General/LegalNotice.pdf
http://sedm.org/Forms/ResponseLetters/General/DebtCollAttachment.pdf
http://sedm.org/Forms/ResponseLetters/Federal/DmdForVerEvOfLawfulAssmnt-Fed.pdf
http://sedm.org/ItemInfo/Programs/MFDecoder/MFDecoder.htm
http://sedm.org/Forms/MemLaw/PenaltiesIllegal.pdf
http://sedm.org/Forms/MemLaw/PenaltiesIllegal.pdf
http://sedm.org/Forms/ResponseLetters/Federal/AssessmtResp-Federal.pdf
http://sedm.org/Forms/MemLaw/SFRsAssmtsIllegal.pdf
http://sedm.org/Forms/MemLaw/SFRsAssmtsIllegal.pdf
http://sedm.org/Forms/MemLaw/PenaltiesIllegal.pdf
http://sedm.org/Forms/MemLaw/PenaltiesIllegal.pdf
http://sedm.org/Forms/ResponseLetters/Federal/SubstForReturn-1040NRFed.pdf
http://sedm.org/Forms/ResponseLetters/State/DmdForVerEvOfLawfulAssmnt-State.pdf
http://sedm.org/ItemInfo/Programs/MFDecoder/MFDecoder.htm
http://sedm.org/Forms/MemLaw/PenaltiesIllegal.pdf
http://sedm.org/Forms/MemLaw/PenaltiesIllegal.pdf
http://sedm.org/Forms/ResponseLetters/State/AssessmtResp-State.pdf
http://sedm.org/Forms/MemLaw/SFRsAssmtsIllegal.pdf
http://sedm.org/Forms/MemLaw/SFRsAssmtsIllegal.pdf
http://sedm.org/Forms/MemLaw/PenaltiesIllegal.pdf
http://sedm.org/Forms/MemLaw/PenaltiesIllegal.pdf
http://sedm.org/Forms/ResponseLetters/State/SubstForReturn-NRState.pdf
http://sedm.org/LibertyU/SituationalRefs.htm
http://sedm.org/LibertyU/LibertyU.htm#5.1.__SITUATIONAL_REFERENCES
http://famguardian.org/Subjects/Taxes/SubjectIndex.htm
http://sedm.org/Forms/Tax/W-8BEN/AboutIRSFormW-8BEN.htm
http://sedm.org/Forms/Affidavits/AffCitDomTax.pdf
http://sedm.org/Forms/Tax/DmdVerEvOfTradeOrBusiness-IR.pdf
http://sedm.org/Forms/Tax/DmdVerEvOfTradeOrBusiness-IR.pdf

SEDM FORM INDEX

Federal Forms W-2, 1042-S, 1098, and 1099.

Federal Tax Withholding: FORM 05.005-brief pamphlet to hand to private employer to educate him about his
withholding duties

Federal and State Withholding Options for Private Employers-lots of useful forms at the end of the document. Mainly
for employees. Too long and may scare away private employers. Section 23.13, FORM 13 in that book is very useful
to attach to your job application

Letter to Government Employer Stopping Withholding (OFFSITE LINK)

Letter to Commercial Employer Stopping Withholding (OFFSITE LINK)

Payroll Withholding Attachment (OFFSITE LINK)

Substitute IRS Form W-8BEN (OFFSITE LINK)

Who are "taxpayers" and who needs a "Taxpayer Identification Number": FORM 05.013 - short pamphlet you can attach to
a job application to prove that you don't need to deduct or withhold and aren't a "taxpayer"”

2.2. Changing your Citizenship and Domicile with State and Federal Governments

Change of Address Form Attachment (OFFSITE LINK)

Legal Notice of Change in Domicile/Citizenship Records and Divorce from the United States (OFFSITE LINK)
Passport Amendment Request (OFFSITE LINK)

Voter Registration Attachment (OFFSITE LINK)

2.3. General purpose

Attachment to Government Form that Asks for Social Security Number (OFFSITE LINK)
Famous Quotes About Rights and Liberty: FORM 01.003

Proof of Mailing: FORM 01.005 (OFFSITE LINK)

SEDM Fax Cover Sheet: FORM 01.004

SEDM Member Agreement: FORM 01.001

2.4. Litigation

SEDM Litigation Tools Page, Section 2

2.5. Opening financial accounts or making investments without withholding or a number

About SSNs/TINs on Government Forms and Correspondence: FORM 05.012- attach to account application to prove
why you don't need a number

Affidavit of Citizenship, Domicile, and Tax Status: FORM 02.001

IRS Form W-8BEN: FORM 04.001

IRA Rollover Attachment (OFFSITE LINK)

Letter to remove SSN and tax withholding from account (OFFSITE LINK)

Legal Address Inquiry Letter Response (OFFSITE LINK)

Substitute IRS Form W-9 (OFFSITE LINK)

Who are "taxpayers" and who needs a "Taxpayer Identification Number": FORM 05.013-attach to account application
to prove why you don't need a number

2.6. Responding to federal and state collection notices

Federal letter and notice index -index of all federal tax collection notices and letters and their responses
State letter and notice index - index of all state tax collection notices and letters and their reponses
Admissions relating to alleged liability: FORM 03.004

Affidavit of Material Facts: FORM 02.002

Demand for Verified Evidence of Lawful Federal Assessment: FORM 03.001
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http://sedm.org/Forms/MemLaw/FedTaxWithholding.pdf
http://famguardian.org/Publications/FedStateWHOptions/FedStateWHOptions.pdf
http://famguardian.org/TaxFreedom/Forms/Employers/LtrGovEmplStopWithholding.htm
http://famguardian.org/TaxFreedom/Forms/Employers/LtrCommEmplStopWithholding.htm
http://famguardian.org/TaxFreedom/Forms/Employers/WithhAttachment.htm
http://famguardian.org/TaxFreedom/Forms/IRS/IRSFormW8BENAmendeds.pdf
http://sedm.org/Forms/MemLaw/WhoAreTaxpayers.pdf
http://famguardian.org/TaxFreedom/Forms/Emancipation/ChangeOfAddressAttachment.htm
http://famguardian.org/TaxFreedom/Forms/Emancipation/AmendCitizenship.htm
http://famguardian.org/TaxFreedom/Forms/Emancipation/PassportAmendReq.htm
http://famguardian.org/TaxFreedom/Forms/Emancipation/VoterRegAttachment.htm
http://famguardian.org/TaxFreedom/Forms/Emancipation/GovtApplAttachment.htm
http://sedm.org/Forms/General/FamousQuotes.pdf
http://famguardian.org/TaxFreedom/Forms/General/ProofOfSvcViaMail.htm
http://sedm.org/Forms/General/FaxCoverSheet.pdf
http://sedm.org/MemberAgreement/MemberAgreement.pdf
http://sedm.org/Litigation/LitIndex.htm#2.__SEQUENTIAL_CATEGORIZED_INDEX_OF_SEDM_PLEADINGS
http://sedm.org/Forms/MemLaw/AboutSSNsAndTINs.pdf
http://sedm.org/Forms/Affidavits/AffCitDomTax.pdf
http://sedm.org/Forms/Tax/W-8BEN/AboutIRSFormW-8BEN.htm
http://famguardian.org/TaxFreedom/Forms/FinInst/IRARolloverAttachment.htm
http://famguardian.org/TaxFreedom/Forms/FinInst/BankRemoveSSN.htm
http://famguardian.org/TaxFreedom/Forms/FinInst/LegalAddressInq.htm
http://famguardian.org/TaxFreedom/Forms/Emancipation/FormW-9SubstituteNoSSNProvided.pdf
http://sedm.org/Forms/MemLaw/WhoAreTaxpayers.pdf
http://sedm.org/SampleLetters/Federal/FedLetterAndNoticeIndex.htm
http://sedm.org/SampleLetters/States/StateRespLtrIndex.htm
http://sedm.org/Forms/Discovery/Admissions.pdf
http://sedm.org/Forms/Affidavits/AffMatFacts.pdf
http://sedm.org/Forms/ResponseLetters/Federal/DmdForVerEvOfLawfulAssmnt-Fed.pdf

SEDM FORM INDEX

Demand for Verified Evidence of Lawful State Assessment: FORM 03.002

IRS Form W-8BEN: FORM 04.001

IRS Form 4852: FORM 04.002

IRS Form 1098: FORM 04.003

IRS Form 1099: FORM 04.004

IRS Form 56: FORM 04.004

Legal Requirement to File Federal Income Tax Returns: FORM 05.009

Test for Federal Tax Professionals (OFFSITE LINK)

Test for State Tax Professionals (OFFSITE LINK)

The Meaning of the Words "includes" and "including": FORM 05.014 - attach responses to prove the IRS is lying about
the use of the word "includes” in determining the meaning of definitions within the I.R.C.

Who are "taxpayers" and who needs a "Taxpayer Identification Number": FORM 05.013-attach to account application

to prove why you don't need a number
Why Penalties are lllegal for Anything But Federal Employees, Contractors, and Agents: FORM 05.010

Why Assessments and Substitute for Returns are lllegal Under the I.R.C. Against Natural Persons: FORM 05.011
Writing Effective Response Letters-SEDM article

Wrong Party Notice: FORM 07.002 - use this form to explain why the TIN or SSN or the name on a collection notice
are wrong. IRS cannot use any SSN, TIN, or all caps name to address you without assuming that you are a
federal "employee"

2.7. Withdrawing cash from financial institutions

Demand for Verified Evidence of "Trade or Business" Activity: CTR: FORM 03.003 -use this if they try to violate the law
by preparing a Currency Transaction Report for your withdrawal

2.8. Quitting Social Security and Functioning Without an SSN

Resignation of Compelled Social Security Trustee: FORM 06.002 - quit Social Security completely and get all your

money back
Why You Aren't Eligible for Social Security: FORM 06.001 -use this to get a state driver's license without a Social

Security Number
Wrong Party Notice: FORM 07.002 - use this form to explain why the TIN or SSN or the name on a collection notice

are wrong. IRS cannot use any SSN, TIN, or all caps name to address you without assuming that you are a
federal "employee"

3. ELECTRONIC FORMS COMPILATIONS

1. American Jurisprudence Pleading and Practice CD-ROM (OFFSITE LINK)-Excellent!
2. American Jurisprudence Legal Forms 2d CD (OFFSITE LINK)-Excellent!
3. Superforms- tax forms

4. OTHER FORMS SITES

NOTE: All of the links below are offsite links. We have no relationship with any of these parties.
4.1 General Forms

1. Sovereignty Forms and Instructions: Forms- Family Guardian
2. Common Law Venue: Forms Page

4.2 Tax Forms
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http://sedm.org/Forms/ResponseLetters/State/DmdForVerEvOfLawfulAssmnt-State.pdf
http://sedm.org/Forms/Tax/W-8BEN/AboutIRSFormW-8BEN.htm
http://sedm.org/Forms/Tax/FormW2/CorrectingIRSFormW2.htm
http://sedm.org/Forms/Tax/Form1098/CorrectingIRSForm1098.htm
http://sedm.org/Forms/Tax/Form1099/CorrectingIRSForm1099.htm
http://sedm.org/Forms/Tax/Form56/AboutIRSForm56.htm
http://sedm.org/Forms/MemLaw/ReqToFileReturns.pdf
http://famguardian.org/TaxFreedom/Forms/TestForTaxProf/TestForFedTaxProfessionals.htm
http://famguardian.org/TaxFreedom/Forms/TestForTaxProf/TestForCAStateTaxProfessionals.htm
http://sedm.org/Forms/MemLaw/Includes.pdf
http://sedm.org/Forms/MemLaw/WhoAreTaxpayers.pdf
http://sedm.org/Forms/MemLaw/PenaltiesIllegal.pdf
http://sedm.org/Forms/MemLaw/SFRsAssmtsIllegal.pdf
http://sedm.org/ItemInfo/RespLtrs/ResponseGuidance.htm
http://sedm.org/Forms/ResponseLetters/General/WrongParty.pdf
http://sedm.org/Forms/Tax/DmdVerEvOfTradeOrBusiness-CTR.pdf
http://sedm.org/Forms/Emancipation/SSTrustIndenture.pdf
http://sedm.org/Forms/Emancipation/SSNotEligible.pdf
http://sedm.org/Forms/ResponseLetters/General/WrongParty.pdf
http://west.thomson.com/product/13504107/product.asp
http://west.thomson.com/product/13504115/product.asp
http://superforms.com/
http://famguardian.org/TaxFreedom/FormsInstr-Forms.htm
http://commonlawvenue.com/Forms/000-FormsIndex.htm

SEDM FORM INDEX

I

. Federal Forms and Publications- Family Guardian. Includes modified versions of most Federal Forms
2. Internal Revenue Service: Forms and Publications- WARNING: The forms from the IRS are designed to prejudice your

rights and destroy your privacy. They ask for information that you aren't obligated by law to provide. You are much better
off using the altered and "improved" versions of their forms posted on the Family Guardian website in link #2 above.
3. State Tax Forms

. State Income Taxes
5. 1040.com-tax forms

I

4.3 Legal Forms

. ContractStore

. CourtTV Legal Forms

E-Z Legal forms

. FindForms.com

. Free Legal Forms -Pre-Paid Legal Services
HotDocs -legal forms preparation software
Law Forms USA

. Law Guru -legal forms archive

. Lectric Law Library: General Forms

. Legal Forms On Demand

. Legal Kits

. LegalZoom

. LexisOne Free Legal Forms -requires HotDocs installed, in most cases
. U.S. Court Forms

. U.S. Legal Forms
. Versus Law U.S. Legal forms
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http://famguardian.org/TaxFreedom/Forms/IRS/IRSFormsPubs.htm
http://www.irs.gov/formspubs/index.html
http://www.taxadmin.org/fta/link/forms.html
http://famguardian.org/Subjects/Taxes/Research/StateIncomeTaxes.htm
http://www.1040.com/
http://www.contractstore.com/
http://courttv.uslegalforms.com/
http://www.socrates.com/
http://www.findforms.com/
http://209.123.207.112/c-free-legal-forms-free-legal-documents-free-legal-advice-f.htm
http://www.hotdocs.com/
http://www.starbay.com/leg/index.html
http://www.lawguru.com/legalforms/
http://www.lectlaw.com/formb.htm
http://www.legal-forms-on-demand.com/
http://www.legal-kits.net/
http://www.legalzoom.com/
http://www.lexisone.com/store/catalog?action=rootFreeCategory
http://www.uscourtforms.com/
http://www.uslegalforms.com/
http://forms.versuslaw.com/
http://sedm.org/
http://sedm.org/AboutUs.htm
http://www.sedm.org/cgi-bin/cp-app.cgi?usr=&rnd=&rrc=N&affl=&cip=&act=&aff=&pg=contact

The Great IRS Hoax: Why We Don't Owe Income Tax

THE GREAT IRS HOAX: WHY WE DON'T OWE INCOME TAX
% Go to Home Page

X _GO TO THE TAX AREA ON THE FAMILY GUARDIAN WEBSITE
ZTTX_GO TO SOVEREIGNTY FORMSAND INSTRUCTIONS AREA

WATCH OUR FREE MOVIE ONLINE! CLICK HERE!

"Who is John Galt?"

Welcome to our free download page. The Great IRSHoax: Why We Don't Owe Income Tax isaan amazing
documentary that exposes the lie that the IRS and our tyrannical government "servants' have foisted upon us al these
years:

"That we are liable for IRC Subtitle A income tax as American Nationals living in the 50 states of the
Union with earnings from within the 50 states of the Union that does not originate from the
government.”

Through a detailed and very thorough analysis of both enacted law and IRS behavior unrefuted by any of the 100,000
people who have downloaded the book, including present and former (after they learn the truth!) employees of the
Treasury and IRS, it reveals why Subtitle A of the Internal Revenue Code is private law/special |aw that one only

becomes subject to by engaging in an excise taxable activity such as a"trade or business’, which is atype of federal

employment and agency that puts people under federal jurisdiction who would not otherwise be subject. It proves using
the government's own laws and publications and court rulings that for everyone in states of the Union who has not
availed themselves of this excise taxable privilege of federal employment/agency, Subtitle A of the |.R.C. isnot "law"

and does not require the average American domiciled in states of the Union to pay a"tax" to the federal government.
The book also explains how Social Security is the de facto mechanism by which "taxpayers" are recruited, and that the

programisillegally administered in order to illegally expand federal jurisdiction into the states using private law. This
book does not challenge or criticize the constitutionality of any part of the Internal Revenue Code nor any state revenue

code, but simply proves that these codes are being misrepresented and illegally enforced by the IRS and state revenue

agencies against persons who are not their proper subject. This book might just aswell be called The Emperor Who Had
No Clothes because of the massive and blatant fraud that it exposes on the part of our public servants.

" But Dad, the emperor isnaked!"
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http://famguardian.org/index.htm
http://famguardian.org/index.htm
http://famguardian.org/Subjects/Taxes/taxes.htm
http://famguardian.org/Subjects/Taxes/taxes.htm
http://famguardian.org/TaxFreedom/FormsInstr.htm
http://famguardian.org/TaxFreedom/FormsInstr.htm
http://famguardian.org/Media/movie.htm
http://famguardian.org/Subjects/Taxes/JohnGalt/JohnGalt.htm
http://www4.law.cornell.edu/uscode/html/uscode26/usc_sup_01_26_10_A.html
http://famguardian.org/TaxFreedom/CitesByTopic/SpecialLaw.htm
http://famguardian.org/TaxFreedom/CitesByTopic/TradeOrBusiness.htm
http://www4.law.cornell.edu/uscode/html/uscode26/usc_sup_01_26_10_A.html
http://famguardian.org/TaxFreedom/CitesByTopic/law.htm
http://famguardian.org/TaxFreedom/CitesByTopic/taxes.htm
http://famguardian.org/TaxFreedom/Forms/Emancipation/SSTrustIndenture.pdf
http://famguardian.org/TaxFreedom/CitesByTopic/taxpayer.htm
http://www4.law.cornell.edu/uscode/html/uscode26/usc_sup_01_26.html
http://famguardian.org/TaxFreedom/LegalRef/StateLegalResources.htm
http://famguardian.org/TaxFreedom/LegalRef/StateLegalResources.htm
http://famguardian.org/TaxFreedom/CitesByTopic/fraud.htm

The Great IRS Hoax: Why We Don't Owe Income Tax

Five years of continuous research by the author(s) and their readers went into writing this very significant and incredible
book. This book is very different from most other tax books because:

1. Thebook iswritten in part by our tens of thousands of readers and growing.. THAT'S YOU! Weinvite and
frequently receive good new ideas and materials from legal researchers and ordinary people like YOU, and when
we get them, we add them to the book after we research and verify them for ourselves to ensure their accuracy.
Please keep your excellent ideas coming, because thisis ateam effort, guys!

2. We use words right out of the government's own mouth, in most cases, as evidence of most assertions we make. |f
the government calls the research and processes found in this book frivolous, they would have to call the
Supreme Court, the Statutes at Large, the Treasury Regulations (26 C.F.R.) and the U.S. Code frivolous, because
everything derives from these sources.

3. Ever sincethefirst version was published back in Nov. 2000, we have invited, and even begged, the government
continually and repeatedly, both on our website and in our book and in correspondence with the IRS and the
Senate Finance Committee (click here to read our letter to Senator Grassley under "Political Activism™), and in
the We The People Truth in Taxation Hearings to provide a signed affidavit on government stationary along with
supporting evidence that disproves anything in this book . We have even promised to post the government's
rebuttal on our web site unedited because we are more interested in the truth than in our own agenda. Y et, some
criminal public servants have consistently and steadfastly refused their legal duty under the First
Amendment Petition Clause to answer our concerns and questions, thereby hiding from the truth and obstructing
justice in violation of 18 U.S.C. Chapter 73. By their failure to answer they have defaulted and admitted to the
compl ete truthfulness of this book pursuant to Federal Rule of Civil Procedure 8(d). If the "court of public
opinion"” really were a court, and if the public really were fully educated about the law asit is the purpose of this
book to bring about, the IRS and our federal government would have been convicted long ago of the following
crimes by their own treasonous words and actions thoroughly documented in this book (click here for more
details):

o Establishment of the U.S. government as a "religion” in violation of First Amendment (see
section 4.3.2 of this book and our article entitled: Our Government has Become Idolatry and
aFalse Religion)

Obstruction of justice under 18 U.S.C. Chapter 73

Conspiracy against rights under 18 U.S.C. 8241

Extortion under 18 U.S.C. 8872 .

Wrongful actions of Revenue Officers under 26 U.S.C. 87214

Engaging in monetary transactions derived from unlawful activity under 18 U.S.C. 81957
Mailing threatening communications under 18 U.S.C. 8876

False writings and fraud under 18 U.S.C. 81018

Taking of property without due process of law under 26 CFR 8601.106(f)(1)

Fraud under 18 U.S.C. 81341

Continuing financia crimes enterprise (RICO) under 18 U.S.C. 8225

Conflict of interest of federal judges under 28 U.S.C. 8455

Treason under Article 111, Section 3, Clause 1 of the U.S. Constitution

Breach of fiduciary duty in violation of 26 CFR 2635.101, Executive order order 12731, and

Public Law 96-303
o Peonage and obstructing enforcement under Thirteenth Amendment, 18 U.S.C. 81581 and

42 U.S.C. 81994
o Bank robbery under 18 U.S.C. §2113 ( in the case of fraudulent notice of levies)

a ] [} ) [} [} O [} ] [} ] a ]

4. We keep the level of the writing to where a person of average intelligence and no legal background can
understand and substantiate the claims we are making for himself.

5. We show you how and where to go to substantiate every claim we make and we encourage you to check the facts
for yourself so you will believe what we say is absolutely accurate and truthful.

6. All inferences made are backed up by extensive legal research and justification, and therefore tend to be more
convincing and authoritative and understandable than most other tax books. We assume up front that you will

http://famguardian.org/Publications/Greatl RSHoax/Greatl RSHoax.htm (2 of 26) [1/8/2007 8:16:45 AM]


http://famguardian.org/TaxFreedom/CitesByTopic/frivolous.htm
http://famguardian.org/Subjects/Taxes/CaseStudies/ChrisH/Chrish.htm
http://famguardian.org/TaxFreedom/Forms/Discovery/Deposition/Deposition.htm
http://caselaw.lp.findlaw.com/data/constitution/amendment01/
http://caselaw.lp.findlaw.com/data/constitution/amendment01/
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question absolutely every assertion that we make because we encourage you to do exactly that, so wetry to
defend every assertion in advance by answering the most important questions that we think will come up. Wetry
to reach no unsubstantiated conclusions whatsoever and we avoid the use of personal opinions or anecdotes or
misleading IRS publications. Instead, we alwaystry to back up our conclusions with evidence or an authoritative
government source such as a court cite or aregulation or statute or quotes from the authors of the law themselves,
and we verify every cite so we don't destroy our credibility with irrelevant or erroneous data or conclusions.
Frequent corrections and feedback from our 100,000 readers (and growing) also helps considerably to ensure
continual improvements in the accuracy and authority and credibility of the document.

7. Absolutely everything in the book is consistent with itself and we try very hard not to put the reader into a state of
"cognitive dissonance”, which is afavorite obfuscation technique of our public dis-servants and legal profession.
No part of this book conflicts with any other part and there is complete "cognitive unity". Every point made
supports and enhances every other point. If the book is truthful, then this must be the case. A true statement
cannot conflict with itself or it ssimply can't be truthful.

8. With every point we make, we try to answer the question of "why" things are the way they are so you can
understand our reasoning. We don't flood you with a bunch of rote facts to memorize without explaining why
they are important and how they fit in the big picture so you can decide for yourself whether you think it isworth
your timeto learn them. That way you can learn to think strategically, like most lawyers do.

9. We practice exactly what we preach and what we put in the book is based on lessons learned actually doing what
isdescribed. That way you will believe what we say and see by our example that we are very sincere about
everything that we are telling you. Since we aren't trying to sell you anything, then there can't be any other
agendathan to help you learn the truth and achieve personal freedom.

10. Thisisasothe ONLY book that explains and compares all the major theories and tax honesty groups and sifts
the wheat from the chaff to extract the "best of breed" approach from each advocate which has the best
foundation in law and can most easily be defended in court.

11. The entire book, we believe, completely, truthfully, and convincingly answers the following very important
question:

"How can we interpret and explain the Internal Revenue Code in a way that makes it completely
lawful and Constitutional, both from the standpoint of current law and from a historical perspective?"

If you don't have alot of timeto read EVERY THING, we recommend reading at least the following chaptersin the
order listed: 1, 3, 4, 5 (these are mandatory).

TESTIMONIALS: Click hereto hear what people are saying about this book!

If you are from the government and think that this book might be encouraging some kind of illegal activity, click here to

find arebuttal of such an accusation and detailed research on why we are not subject to state or federal jurisdiction for
anything related to this website or our ministry.

Please don't call or email usto ask to purchase a hardcopy of the book because we aren't in the publishing business
and we DON'T sell ANYTHING, including this book. We emphasize that thisis a non-profit CHRISTIAN
MINISTRY and NOT a business of any kind. Absolutely no commercial or business activity may be linked to this
website or our materials. We don't ever want any of our writings to be classified as commercial speech and thereby

subjected to government censorship.

You can easily and inexpensively make your own copy of the book at any Kinkos or printing store if you follow the
instructions on its cover sheet or at the beginning of the Table of Contents.

Our sincere thanks go to our volunteersfor offering server space for our Fast Mirror Sites!
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The Great IRS Hoax book draws on works from several prominent sources and authors, such as:
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10.
11
12.
13.
14.

The U.S. Constitution.

The Family Constitution

Amendments to the U.S. Constitution.

The Declaration of Independence.

The United States Code (U.S.C.), Title 26 (Internal Revenue Code), both the current version and amended past
Versions.

U.S. Supreme Court Cases.

U.S. Tax Court findings.

The Code of Federal Regulations (CFR), Title 26, both the current version and amended past versions.
IRS Forms and Publications (directly from the IRS Website at http://www.irs.gov).

U.S. Treasury Department Decisions.

Federal District Court cases.

Federal Appellate (circuit) court cases.

Several websites.

A book entitled Losing Your Illusions by Gordon Phillips of Private Arena (http://privatearena.com/).
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15. A book entitled IRS Humbug, by Frank Kowalik.

16. A book entitled Federal Mafia, by Irwin Schiff (http://paynoincometax.com).

17. A book entitled Constitutional Income, by Phil Hart (http://constitutionalincome.com/).
18. Case studies of IRS enforcement tactics (http://www.neo-tech.com/irs-class-action/).

19. Case studies of various tax protester groups.
20. TheIRS own publications about Tax Protesters.

21. A book entitled Why No One is Required to File Tax Returns by William Conklin (http://www.anti-irs.com)
22. Writings of Thomas Jefferson, the author of the Declaration of |ndependence.

23. Department of Justice, Tax Division, Criminal Tax Manual

24. Severa other books mentioned on our Recommended Reading page.

Below is acomplete outline of the content of this very extensive work:
T PREFACE

Testimonials

Preface

Conventions Used Consistently Throughout This Book
Table of Contents

Table of Authorities

Cases

Statutes
Regulations
Other Authorities

I ndex
Revision History

T 1. INTRODUCTION

1.1 Help! Wherecan | get help with my tax problem?
1.2 Summary of the Purpose of this document
1.3Who Is This Document Intended To Help?
1.4 Why Should | Believe ThisBook or Your Website?

1.4.1 Mission statement

1.4.2 Motivation and Inspiration

1.4.3 Ministry

1.4.4 Schooling

1.4.5 Criticism

1.4.6 Pricing

1.3.7 Freguently Asked Questions About Us

1.4.7.1 Question 1. Do you file 1040 forms?

1.4.7.2 Question 2: Do you have any court cites favorable to your position?
1.4.7.3 Question 3: Isn't it a contradiction for you to be working for the
government on the one hand and criticizing the government on the other hand.
1.4.7.4 Question 4. Isn't it acontradiction to be paid by the very tax dollars from
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the government that you tell people not to pay?

1.4.7.5 Question 5: Do you have to quote the Bible so much?

1.4.7.6 Question 6: Aren't you endangering yourself by criticizing government?
1.4.7.7 Question 7: How come | can't select or copy text from the electronic version
of this document?

1.4.7.8 Question 8: I'm afraid to act on the contents of this book. What should | do?

1.5Who IsReally Liablefor theIncome Tax?

1.6 Amazing Facts About the Income Tax

1.7 Soif citizensdon't need to pay income tax, how could so many people be fooled for so long?
1.8 Our Own Ignorance, Laziness, Arrogance, Disorganization, and Apathy: Public Enemy #1
1.9 Political " Tax" Prisoners

1.10 What Attitude are Christians Expected to Have About This Document?

1.10.1 Jesus Christ, Son of God, was atax protester!

1.10.2 The Fifth Apostle Jesus Called and the first "Sinner" Called to Repentance Were Tax
Collectors

1.10.3 The FIRST to Be Judged By God Will Be Those Who Took the Mark of the Beast: The
Socialist (Social) Security Number

1.10.4 Our obligations as Christians

1.10.5 Civil Disobedience to Corrupt Governments is a Biblical Mandate

1.10.6 Why you can't trust Lawyers and Most Politicians

1.10.7 How can | wake up fellow Christians to the truths in this book?

1.11 Common Objectionsto the Recommendations In This Document

1.11.1 Why can't you just pay your taxes like everyone else?

1.11.2 What do you mean my question isirrelevant?

1.11.3 How Come my Accountant or Tax Attorney Doesn't Know This?
1.11.4 Why Doesn't the Media Blow the Whistle on This?

1.11.5 Why Won't the IRS and the US Congress Tell Us The Truth?

1.11.6 But how will government function if we don't pay?

1.11.7 What kind of benefits could the government provide without taxes?
1.11.81 Believe You But I'm Too Afraid to Confront the IRS

1.11.9 The Views Expressed in This Book are Overly Dogmatic or Extreme

1.12 Analysis of financial impact of ending federal income taxes

T 2. U.S. GOVERNMENT BACKGROUND

2.1 Code of Ethicsfor Government Service

2.2 The Limited Powersand Sovereignty of the United States Gover nment

2.3 Thomas Jefferson on Property Rights and the Foundations of Gover nment
2.4 The Freedom Test

2.4.1 AreYou Freeor Do You Just Think You Are?
2.4.2 Key to Answers
2.4.3 Do You Still Think You Are Free?

2.5 14 Signpoststo Slavery
2.6 TheMind-Boggling Burden to Society of Slavery to the Income Tax
2.7 America: Home of the Slave and Hazard to the Brave

2.7.1 Karl Marx's Communist Manifesto: Alive and Well In America
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2.7.2 Public (Government) Schooling
2.7.3 The Socialist Plan to Make America Communist
2.7.4 RS Secret Police/lKGB in Action!

2.8 Sour ces of Government Tyranny and Oppression

2.8.1 Deception: The religion of Satan and our government
2.8.2 Presumption

2.8.3 lllegal Acts and Legal Obfuscation

2.8.4 Propaganda, and Political Warfare

2.8.5 Compelled Income Taxes on Labor (slavery!)

2.8.6 The Socialist (Social) Security Number: Mark of the Beast

2.8.6.1 Coercion: The Enumeration At Birth Program
2.8.6.2 Coercion: Denying Benefits for Those who Refuse to Provide Socialist
Security Numbers

2.8.7 Nationa ID Cards
2.8.8 Paper Money

2.8.8.1 What is Money?

2.8.8.2 The Founders Rejected Paper Currency

2.8.8.3 War of Independence Fought Over Paper Money

2.8.8.4 President Thomas Jefferson: Foe of Paper Money

2.8.8.5 Weslth confiscation through inflation

2.8.8.6 The Most Dangerous Man in the Mid South

2.8.8.7 What Type of "Money" Do Y ou Pay Y our Taxes With To the IRS?

2.8.9 The Federal Reserve

2.8.9.1 The Federal Reserve System Explained
2.8.9.2 Lewisv. United States Ruling
2.8.9.3 Federal Reserve Never Audited

2.8.10 Debt
2.8.11 Surrendering Freedoms in the Name of Government-Induced Crises
2.8.12 Judicia Tyranny

2.8.12.1 Conflict of Interest and Bias of Federal Judges
2.8.12.2 Sovereign Immunity

2.8.12.3 Cases Tried Without Jury

2.8.12.4 Attorney Licensing

2.8.12.5 Protective Orders

2.8.12.6 "Frivolous' Penalties

2.8.12.7 Non-publication of Court Rulings

2.8.12.7.1 Background

2.8.12.7.2 Publication Procedures Have Been Changed Unilaterally
2.8.12.7.3 Publication is Essential to aLega System Based on
Precedent

2.8.12.7.4 Citizens in a Democracy are Entitled to Consistent
Treatment From the Courts

2.8.12.7.5 Operational Realities of Non-publication

2.8.12.7.6 Impact of Non-publication Inside the Courts

2.8.12.7.7 Openness
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2.8.12.7.8 Constitutional Considerations

2.8.12.7.9 Opinions Are Necessary, Even in "Insignificant Matters'
2.8.12.7.10 Impact on the Legal System in Society

2.8.12.7.11 Questions to Ponder

2.9 The Social Security Fraud

2.9.1 Socia Security isNOT a Contract!

2.9.2 Socia Security is Voluntary Not Mandatory

2.9.3 A Lega Con Game (Forbes Magazine, March 27, 1995)

2.9.4 The Lega Ponzi Scheme (Forbes Magazine, October 9, 1995)

2.9.5The Socia Security Mess: A Way Out, (Reader's Digest, December 1995)

2.10 They Told The Truth!: Amazing Quotes About the U.S. Gover nment

2.10.1 ...About The Internal Revenue Service

2.10.2 ...About Socia Security

2.10.3 ...About The Law

2.10.4 ...About Money, Banking & The Federal Reserve
2.10.5 ...About the New World Order

2.10.6 ...About the "Watchdog Media’

2.10.7 ...About Republic v. Democracy

2.10.8 ...About Citizens, Politicians and Government
2.10.9 ...About Liberty, Slavery, Truth, Rights & Courage

2.11 Bill of No Rights|

2.12 Am | A Bad American?-Absolutely Not!
2.13 How to Teach Your Child About Politics
2.14 1f Noah Were Alive Today

2.15 Prayer at the Opening of the Kansas Senate
2.16 The Ghost of Valley Forge

2.17 Last Will and Testament of Jesse Cornish
2.18 America?

2.19 Grateful Slave

2.20 Economics 101

T)3. LEGAL AUTHORITY FOR INCOME TAXESIN THE UNITED STATES

3.1 Quotesfrom Thomas Jeffer son on the Foundations of Law and Government
3.2 Biblical Law: The Foundation of ALL Law

3.3 The Purpose of Law

3.4 Natural Law

3.5 TheLaw of Tyrants

3.6 Basics of Federal Laws

3.6.1 Precedence of Law

3.6.2 Legal Language: Rules of Statutory Construction

3.6.3How Laws Are Made

3.6.4 Positive Law

3.6.5 Discerning Legidlative Intent and Resolving conflicts between the U.S. Code and the Statutes
At Large (SAL)

3.7 Declaration of Independence
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3.7.1 Dysfunctional Government
3.7.2 God Given Rights
3.7.3 Taxation Without Consent

3.8 U.S. Constitution

3.8.1 Constitutional Government

3.8.2 Enumerated Powers, Four Taxes & Two Rules

3.8.3 Constitutional Taxation Protection

3.8.4 Colonia Taxation Light

3.8.5 Taxation Recapitulation

3.8.6 Direct vs. Indirect Taxes

3.8.7 Article |, Section 8, Clauses 1 and 3: The Power to Tax and Regulate Commerce
3.8.8 Bill of Rights

3.8.8.1 1st Amendment: The Right to Petitioner the Government for Redress of
Grievances

3.8.8.2 4th Amendment: Prohibition Against Unreasonable Search and Seizure
Without Probable Cause

3.8.8.3 5th Amendment: Compelling Citizens to Witness Against Themselves

3.8.8.3.1 Introduction

3.8.8.3.2 More IRS Double-Speak/Illogic

3.8.8.3.3 The Privacy Act Notice

3.8.8.3.4 IRS Deception in the Privacy Act Notice
3.8.8.3.5IRS Fear Tacticsto Keep You "Volunteering”
3.8.8.3.6 Jesus' Approach to the 5th Amendment Issue
3.8.8.3.7 Conclusion

3.8.8.4 6th Amendment: Rights of Accused in Criminal Prosecutions
3.8.8.5 10th Amendment: Reservation of State’s Rights

3.8.9 13th Amendment: Abolition of Slavery
3.8.10 14th Amendment: Requirement for Due Process to Deprive Of Property
3.8.11 16th Amendment: Income Taxes

3.8.11.1 Legidative Intent of the 16th Amendment According to President William
H. Taft

3.8.11.2 Understanding the 16th Amendment

3.8.11.3 History of the 16th Amendment

3.8.11.4 Fraud Shown in Passage of 16th Amendment

3.8.11.5 What Tax Is Parent To The Income Tax?

3.8.11.6 Income Tax DNA - Government Lying, But Not Perjury?
3.8.11.7 More Government Lying, Still Not Perjury?

3.8.11.8 There Can Be No Unapportioned Direct Tax

3.8.11.9 The Four Constitutional Taxes

3.8.11.10 Oh, What Tangled Webs We Weave...

3.8.11.11 Enabling Clauses

3.9U.S. Code (U.S.C.) Title 26: Internal Revenue Code (IRC)
3.9.1 Word Games:. Deception Using Definitions

3.9.1.1 "citizen" (undefined)
3.9.1.2 "Compliance" (undefined)
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3.9.1.3 "Domestic corporation” (in 26 U.S.C. §7701(a)(4))
3.9.1.4" Employee" (in 26 U.S.C. 87701)

3.9.1.5 "Foreign corporation” (in 26 U.S.C. §7701(a)(5))
3.9.1.6 " Employer" (in 26 U.S.C. §3401)

3.9.1.7 "Gross Income" (26 U.S.C. Sec. 71-86)

3.9.1.8 "Includes’ and "Including" (26 U.S.C. §7701(c))
3.9.1.9 "Income"

3.9.1.10 "Individual" (never defined)

3.9.1.11 “Levy” (in 26 U.S.C. §7701(a)(21))

3.9.1.12 "Liable" (undefined)

3.9.1.13 "Must" means "May"

3.9.1.14 "Nonresident alien” (26 U.S.C. . 87701(b)(1)(B))
3.9.1.15"Person" (26 U.S.C. . §7701(a)1)

3.9.1.16 "Personal services' (not defined)

3.9.1.17 "Reguired"

3.9.1.18 "Shall" actualy means "May"

3.9.1.19 "State" (in 26 U.S.C. §7701)

3.9.1.20 "Tax" (not defined)

3.9.1.21 "Taxpayer" (in 26 U.S.C. §7701)

3.9.1.22 "Taxpayer" (in 26 U.S.C. §7701)

3.9.1.23 "United States' (in 26 U.S.C. §7701)
3.9.1.24"U.S. Citizen"

3.9.1.25 "Voluntary" (undefined)

3.9.1.26 "Wages"' (in 26 U.S.C. . §3401(a))

3.9.1.27 "Withholding agent" (in 26 U.S.C. §7701)

3.9.2 26 USC Sec. 1: Tax Imposed

3.9.3 26 USC Sec. 61: Gross Income

3.9.4 26 USC Sec. 63: Taxable Income Defined

3.9.5 26 USC Sec. 861: Source Rules and Other Rules Relating to FOREIGN INCOME
3.9.6 26 USC Sec. 871: Tax on nonresident adien individuals

3.9.7 26 USC Sec. 872: Grossincome

3.9.8 26 USC Sec. 3405: Employer Withholding

3.9.9 26 USC Sec. 6702: Frivolous Income Tax Return

3.9.10 26 USC Sec. 7201: Attempt to Evade or Defeat Tax

3.9.11 26 USC Sec. 7203: Willful Failure to File Return, Supply Information, or Pay Tax
3.9.12 26 USC Sec. 7206: Fraud and False Statements

3.10U.S. CodeTitle 18: Crimesand Criminal Procedure
3.10.1 18 U.S.C. 6002-6003

3.11 U.S. CodeTTitle 5, Sections 551 through 559: Administrative Procedures Act
3.12 Code of Federal Regulations (CFR) Title 26

3.12.1 How to Read the Income Tax Regulations
3.12.2 Types of Federal Tax Regulations

3.12.2.1 Treasury Regulations
3.12.2.2 "Legidative' and "interpretive" Regulations
3.12.2.3 Procedural Regulations

3.12.3 You Cannot Be Prosecuted for Violating an Act Unless Y ou Violate It’s Implementing
Regulations

3.12.4 Part 1, Subchapter N of the 26 Code of Federal Regulations

3.12.5 26 CFR Sec. 1.861-8(a): Taxable Income
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3.12.6 26 CF
3.12.7 26 CF
3.12.8 26 CF
3.12.9 26 CF

3.12.10 26 CFR Sec. 31: Employment Taxes and Collection of Income Taxes at the Source

ncome Tax

R Sec. 1.861-8T(d)(2)(ii)(A): Exempt income

R Sec. 1.861-8T(d)(2)(iii): Income Not Exempt from Taxation
R Sec. 1.861-8(f)1: Determination of Taxable Income

R Sec. 1.863-1: Determination of Taxable Income

3.12.11 26 CFR Sec. 31.3401(c)-1: Employee

3.13 Treasury Decisionsand Orders

3.13.1 Treasury Delegation of Authority Order 150-37: Always Question Authority!
3.13.2 Treasury Decision Number 2313: March 21, 1916

3.14.1 1818:
3.14.2 1883:
3.14.3 189%4:
3.14.4 1895:
3.14.5 1900:
3.14.6 1901:
3.14.7 1906:
3.14.8 1911:

3.14 Supreme Court Cases Related To Income Taxesin the United States

U.S. v. Bevans (16 U.S. 336)
Butchers Union Co. v. Crescent City Co. (111 U.S. 746)
Cahav. United States (152 U.S. 211)

Pollack v. Farmer's Loan and Trust Company (157 U.S. 429, 158 U.S. 601)

Knowlton v. Moore (178 U.S. 41)
Downesv. Bidwell (182 U.S. 244)
Halev. Henkel (201 U.S> 43)

Flint v. Stone Tracy Co. (220 U.S 107)

3.14.9 1914: Weeksv. U.S. (232 U.S 383)

3.14.10 1916:
3.14.11 1916:
3.14.12 1918:
3.14.13 1920:
3.14.14 1920:
3.14.15 1922:
3.14.16 1924:
3.14.17 1930:
3.14.18 1935:
3.14.19 1938:
3.14.20 1945:
3.14.21 1959:
3.14.22 1960:
3.14.23 1961
3.14.24 1970:
3.14.251974:
3.14.26 1975:
3.14.27 1976:
3.14.28 1978:
3.14.29 1985:
3.14.30 1991
3.14.31 1992:

3.14.32 1995

Brushaber vs. Union Pacific Railroad (240 U.S. 1)

Stanton v. Baltic Mining (240 U.S. 103)

Peck v. Lowe (247 U.S. 165)

Evensv. Gore (253 U.S. 245)

Eisner v. Macomber (252 U.S. 189)

Bailey v. Drexel Furniture Co. (259 U.S. 20)

Cook v. Tait (265 U.S. 47)

Lucasv. Earl (281 U.S. 111)

Railroad Retirement Board v. Alton Railroad Company (295 U.S. 330)
Hassett v. Welch (303 U.S. 303)

Hooven & Allison Co. v. Evatt (324 U.S. 652)

Florav. U.S. (362 U.S. 145)

U.S. v. Mersky (361 U.S. 431)

James v. United States (366 US 213, p. 213, 6L Ed 2d 246)
Brady v. U.S. (379 U.S. 742)

California Bankers Association v. Shultz (416 U.S. 25)

Garner v. U.S. (424 U.S. 648)

Fisher v. United States (425 U.S. 391)

Central Illinois Public Service Co. v. United States (435 U.S. 21)
U.S. v. Doe (465 U.S. 605)

Cheek v. United States (498 U.S. 192)

United States v. Burke (504 U.S. 229, 119 L Ed 2d 34, 112 S Ct. 1867)
: U.S. v. Lopez (000 U.S. U10287)

3.15 Federal District and Circuit Court Cases

3.15.1 Commercial League Assoc. v. The People, 90 111. 166
3.15.2 Jack Cole Co. vs. Alfred McFarland, Sup. Ct. Tenn 337 S.W. 2d 453

3.15.31916
3.15.4 1925
3.15.51937
3.15.6 1937
3.15.7 1939

http://famguardian.org/Publications/GreatI R

Edwardsv. Keith 231 F 110, 113

Simsv. Ahrens, 271 SW 720

Stapler v. U.S., 21 F. Supp. AT 739

White Packing Co. v. Robertson, 89 F.2d 775, 779 the 4th Circuit Court
Gravesv. People of State of New Y ork (306 S.Ct. 466)
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3.15.8 1943: Helvering v. Edison Brothers Stores, 8 Cir. 133 F2d 575

3.15.9 1946: Lauderdale Cemetary Assoc. v. Mathews, 345 PA 239, 47 A. 2d 277, 280
3.15.10 1947: McCutchin v. Commissioner of IRS, 159 F2d 472 5th Cir. 02/07/1947
3.15.11 1952: Anderson Oldsmobile, Inc. vs Hofferbert, 102 F. Supp. 902

3.15.12 1955: Oliver v. Halstead, 196 VA 992, 86 S.E. 2d 858

3.15.13 1958: Lyddon Co. vs. U.S,, 158 Fed. Supp 951

3.15.14 1960: Commissioner of IRSv. Duberstein, 80 5. Ct. 1190

3.15.151962: Simmonsv. United States, 303 F.2d 160

3.15.16 1969: Conner v. U.S. 303 F. Supp. 1187 Federal District Court, Houston
3.15.17 1986: U.S. v. Stahl, 792 F.2d 1438

3.16 IRS Publications
3.17 Topical Legal Discussions

3.17.1 Uncertainty of the Federal Tax Laws
3.17.2 Reasonable Cause

3.17.3 The Collective Entity Rule

3.17.4 Due Process

3.17.4.1 What is Due Process of Law?
3.17.4.2 Due process principles and tax collection
3.17.4.3 Substantive Rights and Essentials of Due Process

3.17.5 There's No Duty To Convert Money Into Income
3.17.6 What's Income and Why Does It Matter?

3.17.7 The President's Role In Income Taxation

3.17.8 A Historical Perspective on Income Taxes

T 4. KNOW YOUR CITIZENSHIP STATUSAND RIGHTS!

4.1 Natural Order
4.2 Rightsv. Privileges

4.2.1 Rights Defined and Explained

4.2.2 What is the Difference Between a“Right” and a“Privilege”?

4.2.3 Fundamental Rights: Granted by God and Cannot be Regulated by the Government
4.2.4 The Two Classes of Rights: Civil and Political

4.2.5 Why we MUST know and assert our rights and can't depend on anyoneto help us
4.2.6 Why you shouldn't cite federal statutes as authority for protecting your rights

4.3 Gover nment

4.3.1 What is government?

4.3.2 Biblical view of taxation and government

4.3.3 The purpose of government: Protection of the weak from harm and evil

4.3.4 Equal protection

4.3.5 How government and God compete to provide "protection”

4.3.6 Separation of powers doctrine

4.3.7 "Sovereign"="Foreign"="Alien"

4.3.8 The purpose of income taxes: government protection of the assets of the wealthy
4.3.9 Why al man-made law is religious in nature

4.3.10 The Unlimited Liability Universe

4.3.11 The result of following government's laws instead of God's lawsis slavery, servitude, and
captivity

4.3.12 Government-instituted slavery using "privileges'
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4.3.13 Our Government has become idolatry and afalse religion

4.3.14 Socialism is Incompatible with Christianity

4.3.15 All Governments are Corporations

4.3.16 How public servants eliminate or hide the requirement for "consent" to become "Masters'

4.3.16.1 Rigging government forms to prejudice our rights

4.3.16.2 Misrepresenting the law in government publications

4.3.16.3 Automation

4.3.16.4 Concealing the real identities of government wrongdoers

4.3.16.5 Making it difficult, inconvenient, or costly to obtain information about
illegal government activities

4.3.16.6 Ignoring correspondence and/or forcing all complaints through an
unresponsive legal support staff that exasperates and terrorizes "customers”
4.3.16.7 Deliberately dumbing down and propagandizing government support
personnel who have to implement the law

4.3.16.8 Creating or blaming a scapegoat beyond their control

4.3.16.9 Terrorizing and threatening, rather than helping, the ignorant

4.3.17 Why good government demands more than just "obeying the law"
4.4 The Congtitution is Supposed to Make Y ou the SOVEREIGN and the Government Your Servant

4.4.1 The Constitution does not bind citizens

4.4.2 The Constitution as aLegal Contract

4.4.3 How the Constitution is Administered by the Government

4.4.4 If the Constitution is a Contract, why don't we have to sign it and how can our predecessors
bind usto it without our signature?

4.4.5 Authority delegated by the Constitution to Public Servants

4.4.6 Voting by Congressman

447 Our Government is a band of robbers and thieves, and murderers!

4.4.8 Oaths of Public Office

4.4.9 Tax Collectors

4.4.10 Oaths of naturalization given to aliens

4.4.11 Oaths given to secessionists and corporations

4.4.12 Oaths of soldiers and servicemen

4.4.13 Treaties

4.4.14 Government Debts

4.4.15 Our rulers are a secret society!

4.4.16 The agenda of our public servantsis murder, robbery, slavery, despotism, and oppression

4.5 The U.S.A. isa Republic, Not a Democracy

4.5.1 Republican mystery

4.5.2 Military Intelligence

4.5.3 Sovereign power

4.5.4 Government's purpose

4.5.5 Who holds the sovereign power?

4.5.6 Individualy-held God-given unalienable Rights
4.5.7 A republic's covenant

4.5.8 Divine endowment

4.5.9 Democracies must by nature be deceptive to maintain their power
4.5.10 Democratic disabilities

4.5.11 Collective self-destruction

4.5.12 The "First" Bill of Rights

4.5.13 The mandate remains

4.5.14 What shall we do?
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4.5.15 Sorry, Mr. Franklin, "We're All Democrats Now"

4.5.15.1 Introduction

4.5.15.2 Transition to Democracy

4.5.15.3 Current Understanding

4.5.15.4 Democracy Subverts Liberty and Undermines Prosperity
4.5.15.5 Foreign Affairs and Democracy

4.5.15.6 Foreign Policy, Welfare, and 9/11

4.5.15.7 Paying for Democracy

4.5.15.8 Confusion Regarding Democracy

4.5.15.9 The Way Out

4.5.16 Summary

4.6 The Three Definitions of " United States"

4.7 Two Palitical Jurisdictions: “National government” vs “Gener al/federal gover nment”
4.8 The Federal Zone

4.9 Police Powers

4,10 " Resident" , " Residence" and " Domicile"

4.11 Citizenship

4.11.1 Introduction

4.11.2 Sovereignty

4.11.3"Citizens' v. "Nationals"

4.11.4 Two Classes and Four Types of American Citizens
4.11.5 Federd citizens

4.11.5.1 Types of citizenship under federal law

4.11.5.2 History of federal citizenship

4.11.5.3 Constitutional Basis of federal citizenship

4.11.5.4 The voluntary nature of citizenship: Requirement for "consent" and "intent"
4.11.5.5 How you unknowingly volunteered to become a "citizen of the United
States" under federal statutes

4.11.5.6 Presumptions about "citizen of the United States" status

4.11.5.7 Privileges and Immunities of U.S. citizens

4.11.5.8 Definitions of federal citizenship terms

4.11.5.9 Further study

4.11.6 State Citizens/Nationals
4.11.7 Citizenship and all political rights are exercised are INVOLUNTARILY exercised and
therefore CANNOT be taxable and cannot be called "privileges"

4.11.7.1Voating
4.11.7.2 Paying taxes
4.11.7.3 Jury Service
4.11.7.4 Citizenship

4.11.8 "Nationals' and "U.S. Nationals

4.11.8.1 Legal Foundations of "national" Status

4.11.8.2 Voting asa"nationa" or "state nationa”

4.11.8.3 Serving on Jury Duty asa"national" or "state national"

4.11.8.4 Summary of Constraints Applying to "national" status

4.11.8.5 Rebutted arguments against those who believe people born in the states of
the Union are not "national s
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4.11.8.6 Sovereign Immunity of American Nationals

4.11.9 Rights Lost by Becoming a Federal Citizen
4.11.10 How do we lose our sovereignty and become U.S. citizens?
4.11.11 Expatriation

4.11.11.1 Definition

4.11.11.2 Right of expatriation

4.11.11.3 Compelled expatriation as a punishment for acrime

4.11.11.4 Amending your citizenship status to regain your rights: Don't expatriate!

4.11.12 How the Government Has Obfuscated the Citizenship I ssue to Unwittingly Make Us All "U.
S. citizens®

4.11.13 Duties and Responsihilities of Citizens

4.11.14 Citizenship Summary

4,12 Two of You
4.13 Contracts
4.14 Our rights

4.14.1 No forced participation in Labor Unions or Occupational Licenses
4.14.2 Property Rights

4.14.3 No IRS Taxes

4.14.4 No Gun Control

4.14.5 Motor Vehicle Driving

4.14.6 Church Rights

4.14.7 No Marriage Licenses

4.14.7.1 REASON #1. The Definition of Marriage License Demands that we not
Obtain One To Marry

4.14.7.2 REASON #2: When You Marry With aMarriage License, Y ou Grant the
State Jurisdiction Over Y our Marriage

4.14.7.3 REASON #3: When Y ou Marry With aMarriage License, You Place

Y ourself Under aBody of Law Which is Immoral

4.14.7.4 REASON #4: The Marriage License Invades and Removes God-Given
Parental Authority

4.14.7.5 REASON #5: When Y ou Marry with aMarriage License, You Are Likea
Polygamist

4.14.7.6 When does the State Have Jurisdiction Over a Marriage?

4.14.7.7 History of Marriage Licensesin America

4.14.7.8 What Should We Do?

4.15 Sour ces of government authority to interfere with your rights
4.16 A Citizens Guide to Jury Duty

4.16.1 Jury Power in the System of Checks and Balances:
4.16.2 A Jury's Rights, Powers, and Duties:

4.16.3 Jurors Must Know Their Rights:

4.16.4 Our Defense - Jury Power:

4.17 The Buck Act of 1940

4.17.1 The united States of America
4.17.2 The"SHADOW" States of the Buck Act
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4.18 Conflictsof Law: Violations of God'sLawsby Man'sLaws

4.19 How Do We Assert Our First Amendment Rights and How Does the Gover nment Undermine
Them?

4.20 The Solution

5. THE EVIDENCE: WHY WE AREN'T LIABLE TO FILE RETURNS OR PAY INCOME TAX

5.1 Introduction to Federal Taxation

5.1.1 The Power to Create is the Power to Tax

5.1.2 You Don't Pay "Taxes' to the IRS: Y ou are instead subsidizing socialism
5.1.3 Lawful Subjects of Constitutional Taxation within States of the Union
5.1.4 Direct Taxes Defined

5.1.5 TheInternal Revenue Code subtitle A isan indirect excise tax

5.1.6 What type of Tax Are Y ou Paying the IRS--Direct or Indirect?

5.1.7 The Income Tax: Constitutional or Unconstitutional ?

5.1.8 Taxable persons and objects within the I.R.C. Subtitle A

5.1.9 The"Dual" nature of the Internal Revenue Code

5.1.10 Brief History of Court Rulings Which Establish Income Taxes on Citizens outside the
"federal zone" as"Direct Taxes'

5.1.11 The "Elevator Speech" version of the federal income tax fraud

5.2 Federal Jurisdiction to Tax

5.2.1 Territorial Jurisdiction

5.2.2 Sovereignty: Key to Understanding Federal Jurisdiction

5.2.3 Dua Sovereignty

5.2.4 The TWO sources of federal jurisdiction: "Domicile" and "Contract"

5.2.5 "Public" v. "Private" employment: Y ou really work for Uncle Sam and not Y our Private
Employer If You Receive Federal Benefits

5.2.6 Socia Security: The legal vehicle for extending Federal Jurisdiction into the states using
Private/contract law

5.2.7 Oaths of Allegiance: Source of ALL government jurisdiction over people

5.2.8 How Does the Federal Government Acquire Jurisdiction Over an Area?

5.2.9 Limitations on Federal Taxation Jurisdiction

5.2.10 "United States' in the Internal Revenue Code means "federa zone"

5.2.11 "State" in the Internal Revenue Code mans a"federal State” and not a Union State
5.2.12 "foreign" means outside the federal zone and “foreign income” means outside the country in
the context of the Internal Revenue Code

5.2.13 Background on State v. Federal Jurisdiction

5.2.14 Constitutional Federal Taxes under the I.R.C. apply to Imports (duties), Foreign Income of
Aliens and Corporations, and Domiciliaries Living Abroad

5.2.15 "Employee" in the Internal Revenue Code mans appointed or elected government officers
5.2.16 The 50 States are "Foreign Countries* and "foreign states” with Respect to the Federa
Government

5.2.17 You're not a"citizen" under the Internal Revenue Code

5.2.19 Rebutted DOJ and Judicial Lies Regarding Federal Jurisdiction

5.3 Know Your Proper Filing Status by Citizenship and Residency!

5.3.1"Taxpayer" v. "Nontaxpayer"

5.3.2 A "return” isNOT a piece of paper within the |.R.C., it's a kickback of afederal payment
5.3.3 Summary of Federal Income Tax Filing Status by Citizenship and Residency.

5.3.4 What's Y our Proper Federal Income Tax Filing Status?

5.3.5 Summary of State and Federal Income Tax Liability by Domicile and Citizenship
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5.3.6 How to Revoke Y our Election to be Treated as a U.S. Resident and Become a Nonresident
5.3.7 What Are the Advantages and Consequences of Filing asaNonresident Citizen?
5.3.8 Tactics Useful for Employees of the U.S. Government

5.4 The Truth About " Voluntary" Aspect of Income Taxes

5.4.1 The true meaning of "voluntary"
5.4.2 "Law" or "Contract"?

5.4.2.1 Publicv. Private law

5.4.2.2 Why and how the government deceives you into believing that "private law"
is"public law" in order to PLUNDER and ENSLAVE you unlawfully

5.4.2.3 Comity

5.4.2.4 Positive Law

5.4.2.5 Justice

5.4.2.6 Invisible consent: The Tool of Tyrants

5.4.3 Understanding Administrative Law

5.4.4 The three methods for exercising our Constitutional right to contract

5.4.5 Federalism

5.4.6 The Internal Revenue Codeis not Public or Positive Law, but Private Law

5.4.6.2 Proof that the l.R.C. is not Positive Law

5.4.6.3 The"Tax Code" is a state-sponsored Religion, not alaw

5.4.6.4 How you were duped into signing up to the contract and joining the state-
sponsored religion and what the contract says

5.4.6.5 Modern tax trials are religious "inquisitions" and not valid legal processes
5.4.6.6 How to skip out of "government church worship services'

5.4.7 No Taxation Without Consent
5.4.8 Why "domicile" and income taxes are voluntary

5.4.8.1 Definition

5.4.8.2 "Domicile"="allegiance" and "protection"

5.4.8.3 DomicileisaFirst Amendment choice of political affiliation

5.4.8.4 "Domicile" and "residence” compared

5.4.8.5 Choice of Domicileisavoluntary choice

5.4.8.6 Divorcing the "state": Persons with no domicile

5.4.8.7 You can only have one Domicile and that place and government becomes
your main source of protection

5.4.8.8 Affect of domicile on citizenship and synonyms for domicile

5.4.8.9 ltisidolatry for Christians to have an earthly domicile

5.4.8.10 Legal presumptions about domicile

5.4.8.11 How the government interferes with your ability to voluntarily choose a
domicile

5.4.8.12 Domicile on government forms

5.4.8.13 The Driver's License Trap: How the state manufactures privileged
"residents’

5.4.9 The IRSis NOT authorized to perform enforcement actions

5.4.10 I.R.C. Subtitle A isvoluntary for those with no domicilein the District of Columbia and no
federal employment

5.4.11 The money you send to the IRS is a Gift to the U.S. government

5.4.12 Taxes paid on One's Own Labor are Slavery

5.4.13 The word "shall" in the tax code actually means "may"

5.4.14 Constitutional Due Process Rights in the Context of Income Taxes
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5.4.14.1 What is Due Process of Law?

5.4.14.2 Violation of Due Process using "Presumptions’

5.4.14.3 Substantive Rights and Essentials of Due Process Background
5.4.14.4 Due Process principles and tax collection

5.4.15 RS has NO Legal Authority to Assess Y ou With an Income Tax Liability

5.4.16 IRS Has No Legal Authority to Assess Penalties on Subtitle A Income Taxes

5.4.17 No Implementing Regulations Authorizing Collection of Subtitles A through C income
Taxes on Natural Persons

5.4.18 No Implementing Regulations for "Tax Evasion™" or "Willful Failureto File" Under 26 U.S.
C. 887201 or 7203!

5.4.19 The "person" addressed by criminal provisions of the IRC isn't you!

5.4.20 The Secretary of the Treasury Has NO delegated Authority to Collect Income Taxes in the
50 States!

5.4.21 The Department of Justice has NO Authority to Prosecute IRC Subtitle A Income Tax
Crimes!

5.4.22 The federal courts can't sentence you to federal prison for Tax crimesif you area"U.S.
citizen" and the crime was committed outside the federal zone

5.4.23 You Don't Have to Provide a Social Security Number on Y our Tax Return

5.4.24 Y our private employer Isn't authorized by law to act as afederal "withholding agent”
5.4.25 The money you pay to government isanillegal bribe to public officials

5.4.26 How a person can "volunteer” to become liable for paying income tax?

5.4.27 Popular illegal government techniques for coercing "consent”

5.4.27.1 Deceptive language and words of art

5.4.27.2 Fraudulent forms and publications

5.4.27.3 Political propaganda

5.4.27.4 Deception of private companies and financial ingtitutions

5.4.27.5 Legal terrorism

5.4.27.6 Coercion of federal judges

5.4.27.7 Manipulation, licensing, and coercion of CPA's, Payroll clerks, Tax
Preparers, and Lawyers

55Why WeAren't Liableto File Tax Returnsor Keep Records

5.5.1 It'sillegal and impossible to "file" your own tax return

5.5.2 Why God says you can't file tax returns

5.5.3 You'reNot a"U.S. citizen" If You File Form 1040, You're an "Alien"!

5.5.4 You're NOT the "individual" mentioned at the top of the 1040 form if you area"U.S. citizen"
Residing in the "United States"**!

5.5.5 No Law Requires Y ou to Keep Records

5.5.6 Federal courts have NO statutory authority to enforce criminal provisions of the Internal
Revenue Code outside the federal zone

5.5.7 Objections to filing based on Rights

5.5.8 Do We Have to Sign the 1040 Form Under Penalty of Perjury?

5.5.8.1 Definitions
5.5.8.2 Exegesis

5.5.8.3 Conclusion
5.5.8.4 Social Comment

5.5.9 1040 and Especialy 1040NR Tax Forms Violate the Privacy Act and Therefore Need Not Be
Submitted

5.5.9.1 IRS Form 1040
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5.5.9.2 IRS Form 1040NR
5.5.9.3 Analysis and Conclusions

5.5.10 If You Don't File, the IRS Can't File a Substitute for Return for Y ou Under 26 U.S.C. 86020
(b)

5.6 Why We Aren't Liableto Pay Income Tax

5.6.1 There's No Statute Making Anyone Liable to Pay Subtitle A Income Taxes!

5.6.2 Your income isn't taxable because it is "notes” and "obligations" of the U.S. government
5.6.3 Constitutional Constraints on Federal Taxing Power

5.6.4 Exempt Income

5.6.5 The Definition of "income" for the purposes of the Internal Revenue Code

5.6.6 Gross Income

5.6.7 You Don't Earn "Wages' So Y our Earnings Can't be Taxed

5.6.8 Employment Withholding Taxes are Giftsto the U.S. Government!

5.6.9 The Deficiency Notices the IRS Sends to Individuals are Actually Intended for Businesses!
5.6.10 The Irwin Schiff Position

5.6.11 The Federal Employee Kickback Position

5.6.12 You don't have any taxable sources of income

5.6.13 The "trade or business' scam

5.6.13.1 Introduction

5.6.13.2 Proof IRC Subtitle A is an Excise tax only on activities in connection with
a"trade or business"

5.6.13.3 Synonyms for "trade or business'

5.6.13.4 1.R.C. requirements for the exercise of a"trade or business"

5.6.13.5 Willful IRS deception in connection with a"trade or business"

5.6.13.6 Proving the government deception yourself

5.6.13.7 How the "scheme" is perpetuated

5.6.13.8 False IRS presumptions that must be rebutted

5.6.13.9 Why I.R.C. Subtitle A income taxes are "indirect" and Constitutional
5.6.13.10 The scam isthe basis for al income reporting used to enforce income tax
collection

5.6.13.11 How the scam affects you and some things to do about it

5.6.13.12 Other important implications of the scam

5.6.13.13 Further study

5.6.14 The Nonresident Alien Position

5.6.14.1 Why all people born in states of the Union are "nonresident aliens" under
the tax code

5.6.14.2 Tax Liability and Responsihilities of Nonresident Aliens

5.6.14.3 How "Nonresident Alien Nontaxpayers' are tricked into becoming
"Resident Alien Taxpayers'

5.6.14.4 Withholding on Nonresident Aliens

5.6.14.5 Overcoming Deliberate Roadblocks to Using the Nonresident Alien Position

5.6.14.5.1 The deception that scares people away from claiming
nonresident alien status

5.6.14.5.2 Tricks Congress Pulled to Undermine the Nonresident
Alien Position

5.6.14.5.3 How to Avoid Jeopardizing Y our Nonresident Citizen or
Nonresident Alien Status

5.6.14.5.4 "Will | Lose My Military Security Clearance or Social
Security Benefits by Becoming a Nonresident Alien or a'U.S.
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national'?"
5.6.14.6 Rebutted Objections to the Nonresident Alien Position

5.6.14.6.1 Tax, Accounting, and Legal Profession Objections
5.6.14.6.2 Objections of friends and family

5.6.14.6 How To Correct Government Records to Reflect Y our True Status as a
Nonresident Alien

5.6.15 All compensation for your personal labor is deductible from "gross income" on your tax
return

5.6.15.1 Why One's Own Labor is not an article of Commerce and cannot produce
"profit" in the Context of oneself

5.6.15.2 Why Labor is Property

5.6.15.3 Why the Cost of Labor is Deductible from Gross Receipts in Computing
Tax

5.6.16 IRS Has no Authority to Convert a Tax Class 5 "gift" into a Tax Class 2 liability
5.6.17 The "Constitutional Rights Position"

5.6.18 The Internal Revenue Code was Repealed in 1939 and we have no tax law

5.6.19 Use of the term "State" in Defining State Taxing Jurisdiction

5.6.20 Why you aren't an "exempt" individual

5.7 Flawed Tax Argumentsto Avoid

5.7.1 Summary of Flawed Arguments

5.7.2 Rebutted Version of the IRS Pamphlet "The Truth About Frivolous Tax Arguments”
5.7.3 Rebutter Version of Congressional Research Service Report 97-59A entitled "Frequently
Asked Questions Concerning the Federal Income Tax"

5.7.4 Rebutter Version of Dan Evans "Tax Resister FAQ"

5.7.5 The "861 Source" Position

5.7.5.1 Introduction and definitions
5.7.5.2 The Basics of the Law
5.7.5.3 English vs. Legalese

5.7.5.4 Sources of Income

5.7.5.5 Determining Taxable Income
5.7.5.6 Specific Taxable Sources

5.7.5.6.1 Sources "within" the United States: Income Originating
Inside the District of Columbia

5.7.5.6.2 Sources "without" the United States: |ncome Originating
Inside the 50 states, territories and possessions, and Foreign Nations

5.7.5.7 Operative Sections

5.7.5.8 Summary of the 861 position

5.7.5.9 Why Hasn't The 861 Issue Been Challenged in Court Already?

5.7.5.10 Common IRS (and DOJ) objections to the 861/source issue with rebuttal

5.7.5.10.1 "We are all taxpayers. You can't get out of paying income
tax because the law saysyou are liable."

5.7.5.10.2 IRC Section 861 falls under Subchapter N, Part I, which
deals only with FOREIGN Income
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5.7.5.10.3 " Section 861 says al incomeis taxable"

5.7.5.10.4 The Sixteenth Amendment says “from whatever source
derived”...this means the source doesn’t matter!

5.7.5.10.5 “The courts have consistently ruled against th 861 issue”
5.7.5.10.6 “Y ou are misunderstanding and misapplying the law and
you’re headed for harm”

5.7.5.10.7 "Commissioner v. Glenshaw Glass Co. case makes the
source of income irrelevant and taxes all ‘sources”

5.7.5.10.8 Frivolous Return Penalty Assessed by the IRS for those
Using the 861 Position

5.7.5.10.9 Theincometax is a direct, unapportioned tax on income,
not an excisetax, so you still are liable for it

5.7.5.11 Why the 861 argument is subordinate to the jurisdictional argument

5.8 Considerations I nvolving Gover nment Employment Income
5.9 So What Would Haveto Be Done To the Constitution To Make Direct |ncome Taxes L egal?
5.10 Abuse of L egal Ignorance and Presumption: Weapons of tyrants

5.10.1 Application of "innocent until proven guilty”" maxim of American Law

5.10.2 Role of Law and Presumption in Proving Guilt

5.10.3 Statutory Presumptions that Injure Rights are Unconstitutional

5.10.4 Purpose of Due Process: To completely remove "presumption” from legal proceedings
5.10.5 Application of "Expressio unius est exclusio alterius' rule

5.10.6 Scams with the Word "includes’

5.10.7 Guilty Until Proven Innocent: False Presumptions of Liability Based on Treacherous
Definitions

5.10.8 Purpose of Vague Lawsisto Chain you to IRS Control

5.10.9 Why the “Void for Vagueness Doctrine” of the U.S. Supreme Court Should be Invoked By
The Courts to Render the Internal Revenue Code Unconstitutional

5.11 Other Cluesand Hints At The Correct Application of the IRC

5.11.1 On the Record

5.11.2 Section 306

5.11.3 Strange Links

5.11.4 Following I nstructions

5.11.5 Treasury Decision 2313

5.11.6 Other Clues

5.11.7 5 U.S.C., Section 8422: Deductions of OASDI for Federal Employees

5.12 How Can | Know When |'ve Discovered the Truth About Income Taxes?

5.13 How the Gover nment exploits our weaknessesto manufacture " taxpayer s’

5.14 Federal income taxes within territories and possessions of the United States

5.15 Congress has made you a Political " tax prisoner” and a " feudal serf" in your own country!
5.16 The Government's Real Approach Towards Tax Law

T 6. HISTORY OF FEDERAL GOVERNMENT INCOME TAX FRAUD, RACKETEERING AND

EXTORTION IN THE U.S.A.

6.1 How Scoundrels Corrupted Our Republican Form of Gover nment
6.2 General Evolution

6.3 The Laws of Tyranny

6.4 Presidential Scandals Related to Income Taxes and Socialism
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6.4.1 1925: William H. Taft's Certiorari Act of 1925
6.4.2 1933: FDR's Great American Gold Robbery

6.4.2.1 Money Background

6.4.2.2 The Trading With the Enemy Act: Day the President Declared War on His
Own People!

6.4.2.3 FDR's Gold Robbery Scam

6.4.2.4 FDR Defends the Federal Damn Reserve

6.4.31935: FDR's Socialist (Social) Security Act of 1935

6.4.3.1 FDR's Pep-Tak to Congress, January 17, 1935
6.4.3.2 FDR and the Birth of Social Security: Destroying Rugged Individuality

6.4.4 1937: FDR's Stacking of the Supreme Court
6.4.5 1943: FDR's Executive Order 9397: Bye-Bye Privacy and Fourth Amendment!

6.5 History of Congressional Cover-Ups and Tax Code Obfuscation

6.5.1 No Taxation Without Representation!

6.5.2 The Corruption of Our Tax System by the Courts and the Congress: Downes v. Bidwell, 182
U.S. 244, 1901

6.5.3 Why the Lawyersin Congress Just Love the Tax Code

6.5.4 Elements of the IRS Cover-Up/Conspiracy to Watch For

6.5.5 IRS Form 1040: Conspiracy by Congressto Violate Rights

6.5.6 Whistleblower Retaliation, Indifference, and Censorship

6.3.6.1 We the People Truth In Taxation Hearing, February 27-28, 2002
6.3.6.2 We the People Efforts: April 5, 2001 Senate Hearing

6.3.6.3 Cover-Up of Jan. 20, 2002: CongresyDOJIRS/ Renege on a Written
Agreement to Hold a Truth in Taxation Hearing with We The People Under First
Amendment

6.5.7 Cover-Up of 2002: 40 U.S.C. §255 Obfuscated

6.5.8 Cover-Up of 1988: Changed Title of Part I, Subchapter N to Make it Refer Only to Foreign
Income

6.5.9 Cover-Up of 1986: Obfuscation of 26 U.S.C. 8931

6.5.10 Cover-Up of 1982: Footnotes Removed from IRC Section 61 Pointing to Section 861
6.5.11 Cover-Up of 1978: Confused IRS Regulations on “Sources”

6.5.12 Cover-Up of 1954: Hiding of Constitutional Limitations On Congress’ Right To Tax
6.5.131952: Office of Collector of Internal Revenue Eliminated

6.5.14 Cover-Up of 1939: Removed References to Nonresident Aliens from the Definition of
“Gross Income

6.5.15 1932: Revenue Act of 1932 imposes first excise income tax on federal judges and public
officers

6.5.16 1918: "Grossincome" first defined in the Revenue Act of 1918

6.5.17 1911: Judicia Code or 1911

6.5.18 1909: Corporate Excise Tax of 1909

6.5.19 1872: Office of the Assessor of Internal Revenue Eliminated

6.5.20 1862: First Tax on "Officers" of the U.S. Government

6.6 Treasury/IRS Cover-Ups, Obfuscation, and Scandals

6.6.1 Elements of the IRS Cover-Up/Conspiracy to Watch For
6.6.2 26 CFR 1.0-1: Publication of Internal Revenue Code WITHOUT Index
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6.6.3 Official/Qualified Immunity and Anonymity
6.6.4 Church Censorship, Manipulation, and Castration by the IRS
6.6.5 IRS Form W-4 Scandals

6.5.5.1 Fraud on the W-4 Form
6.5.5.2 Unconstitutional IRS/Treasury Regulations

6.6.6 Illegal Treasury Regulation 26 CFR 301.6331-1
6.6.7 IRS Form 1040: Irrational Conspiracy to Violate Rights
6.6.8 IRS Form W-4 Scandals

6.6.8.1 Fraud on the W-4 Form
6.6.8.2 Unconstitutional IRS/Treasury Regulations Relating to the W-4
6.6.8.3 Line 3a of W-4 modifies and obfuscates 26 U.S.C. 3402(n)

6.6.9 Whistleblower Retaliation

6.6.9.1 IRS Historian Quits-Then Gets Audited
6.6.9.2 IRS Raided the Save-A-Patriot Fellowship

6.6.10 IRS has NO Delegated Authority to Impose Penalties or Levies or Seizures for Nonpayment
of Subtitle A Personal Income Taxes

6.6.10.1 What Particular Type of Tax is Part 301 of IRS Regulations?
6.6.10.2 Parallel Table of Authorities 26 CFR to 26 U.S.C.

6.6.11 Service of Illegal Summons

6.6.12 IRS Publication 1: Taxpayer rights...Oh really?

6.6.13 Cover-Up of March 2004: IRS Removed List of Return Types Authorized for SFR from
IRM Section 5.1.11.9

6.6.14 Cover-Up of Jan. 2002: IRS Removed the Internal Revenue Manua (IRM) from their
Website Search Engine

6.6.15 W-8 Certificate of Foreign Status Form Removed from the IRS Website December 2000
and replaced with W-8 BEN

6.6.16 Cover-Up of 1999: IRS CID Agent Joe Banister Terminated by IRS For Discovering the
Truth About Voluntary Nature of Income Taxes

6.6.17 Cover-Up of 1995: Modified Regulations to Remove Pointers to Form 2555 for IRC Section
1 Liability for Federal Income Tax

6.6.18 Cover-Up of 1993--HOT!!: IRS Removed Referencesin IRS Publication 515 to Citizens
Not Being Liable for Tax and Confused New Language

6.7 Department of State (DOS) Scandals Related to Income Taxes
6.8 Department of Justice Scandals Related to Income Taxes

6.8.1 Prosecution of Dr. Phil Roberts: Political "Tax" Prisoner
6.8.2 Fraud on The Court: Demjanuk v. Petrovsky, 10 F.3d 338

6.9 Judicial Conspiracy to Protect the Income Tax

6.9.1 Abuse of "Case Law"

6.9.2 The Federal Mafia Courts Stole Y our Seventh Amendment Right to Trial by Jury!

6.9.3 You Cannot Obtain Declaratory Judgments in Federal Income Tax Trials Held In Federal
Courts

6.9.4 The Changing Definition of “Direct, Indirect, and Excise Taxes”
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6.9.4.1 Definition of terms and legal framework

6.9.4.2 The Early Supreme Court View of Direct vs. Indirect/Excise Taxes Prior to
Passage of the 16th Amendment 1913

6.9.4.3 Common Manifestations of the Judicial Conspiracy

6.9.4.4 Judicial Conspiracy Following Passage of 16th Amendment in 1913
6.9.4.5 The Federal District Court Conspiracy to Protect the Income Tax

6.9.4.6 State Court Rulings

6.9.5 2003: Federal Court Ban's Irwin Schiff's Federal Mafia Tax book

6.9.6 2002: Definition for "Acts of Congress' removed from Federal Rules of Criminal Procedure
6.9.7 1992: William Conklin v. United States

6.9.8 1986: 16th Amendment: U.S.v. Stahl, 792 F.2d 1438 (1986)

6.9.91938: O'Malley v. Woodrough, 307 U.S. 277

6.9.10 1924: Milesv. Graham, 268 U.S. 601

6.9.11 1915: Brushaber v. Union Pacific Railroad, 240 U.S. 1

6.9.12 Conclusions

6.10 L egal Profession Scandals

6.10.1 Lega Dictionary Definitions of "United States"
6.10.2 The Taxability of Wages and Income Derived from "Labor" Rather than "Profit" as
Described in CLE Materias

6.11 Social Security Chronology
6.12 Conclusion: The Duck Test

T 7. CASE STUDIES

7.1 An Epidemic of Non-Filers
7.2 Individuals

7.2.1 Joseph Banister: Former IRS Criminal Investigative Division (CID) Agent
7.2.2 Gaylon Harrell

7.2.5 Fred Allnut

7.2.6 Lloyd Long

7.3 Employers

7.3.1 Arrow Custom Plastics Ends Withholding

T 8. RESOURCES FOR TAX FRAUD FIGHTERS

8.1 Websites
8.2 Books and Publications
8.3 Legal Resources

T 9. DEFINITIONS
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TITLE 44 > CHAPTER 35 > SUBCHAPTER | > § 3501 Prev | Next
8§ 3501. Purposes

How Current is This?

The purposes of this subchapter are to— Search this title:

(1) minimize the paperwork burden for individuals, small businesses,
educational and nonprofit institutions, Federal contractors, State, local and
tribal governments, and other persons resulting from the collection of
information by or for the Federal Government;

Search Title 44

Notes

(2) ensure the greatest possible public benefit from and maximize the utility |Updates
of information created, collected, maintained, used, shared and disseminated |Parallel authorities (CFR)
by or for the Federal Government; Your comments

(3) coordinate, integrate, and to the extent practicable and appropriate,
make uniform Federal information resources management policies and
practices as a means to improve the productivity, efficiency, and
effectiveness of Government programs, including the reduction of information
collection burdens on the public and the improvement of service delivery to
the pubilic;

(4) improve the quality and use of Federal information to strengthen
decisionmaking, accountability, and openness in Government and society;

(5) minimize the cost to the Federal Government of the creation, collection,
maintenance, use, dissemination, and disposition of information;

(6) strengthen the partnership between the Federal Government and State,

local, and tribal governments by minimizing the burden and maximizing the

utility of information created, collected, maintained, used, disseminated, and
retained by or for the Federal Government;

(7) provide for the dissemination of public information on a timely basis, on
equitable terms, and in a manner that promotes the utility of the information
to the public and makes effective use of information technology;
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(8) ensure that the creation, collection, maintenance, use, dissemination,
and disposition of information by or for the Federal Government is consistent
with applicable laws, including laws relating to—

(A) privacy and confidentiality, including section 552a of title 5;
(B) security of information, including section 11332 of title 40 [11; and

(C) access to information, including section 552 of title 5;

(9) ensure the integrity, quality, and utility of the Federal statistical system;

(10) ensure that information technology is acquired, used, and managed to
improve performance of agency missions, including the reduction of
information collection burdens on the public; and

(11) improve the responsibility and accountability of the Office of
Management and Budget and all other Federal agencies to Congress and to
the public for implementing the information collection review process,
information resources management, and related policies and guidelines
established under this subchapter.

[1] See References in Text note below.

| Next
LIl has no control over and does not endorse any external Internet site that contains links to or references Study law abroad
L. Cornell Paris Institute
. about us
. help

. © copyright

Vi
A

http://www4.law.cornell.edu/uscode/html/uscoded4/usc_sec_44 00003501----000-.html (2 of 2) [1/8/2007 8:16:49 AM]


http://www4.law.cornell.edu/uscode/html/uscode05/usc_sec_05_00000552---a000-.html
http://www4.law.cornell.edu/uscode/html/uscode05/usc_sup_01_5.html
http://www4.law.cornell.edu/uscode/html/uscode40/usc_sec_40_00011332----000-.html
http://www4.law.cornell.edu/uscode/html/uscode40/usc_sup_01_40.html
http://www4.law.cornell.edu/uscode/html/uscode05/usc_sup_01_5.html
http://www4.law.cornell.edu/uscode/html/uscode44/usc_sec_44_00003502----000-.html
http://www.lawschool.cornell.edu/international/study_abroad/
http://www4.law.cornell.edu/lii.html
http://www4.law.cornell.edu/help/
http://www4.law.cornell.edu/comments/credits.html

TITLE 44, CHAPTER 35, Sec. 3501.

LII

legal information institute US CODE COLLECTION

TITLE 44 = CHAPTER 35 = Sec. 3501.

Sec. 3501. - Purposes

The purposes of this chapter are to -

€

minimize the paperwork burden for individuals, small
businesses, educational and nonprofit institutions, Federal
contractors, State, local and tribal governments, and
other persons resulting from the collection of information
by or for the Federal Government;

>

ensure the greatest possible public benefit from and
maximize the utility of information created, collected,
maintained, used, shared and disseminated by or for the
Federal Government;

€))

coordinate, integrate, and to the extent practicable
and appropriate, make uniform Federal information
resources management policies and practices as a means
to improve the productivity, efficiency, and effectiveness
of Government programs, including the reduction of
information collection burdens on the public and the
improvement of service delivery to the public;

®

improve the quality and use of Federal information to
strengthen decisionmaking, accountability, and openness
in Government and society;

)

minimize the cost to the Federal Government of the
creation, collection, maintenance, use, dissemination, and
disposition of information;

C))
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strengthen the partnership between the Federal
Government and State, local, and tribal governments by
minimizing the burden and maximizing the utility of
information created, collected, maintained, used,
disseminated, and retained by or for the Federal
Government;

€))

provide for the dissemination of public information on
a timely basis, on equitable terms, and in a manner that
promotes the utility of the information to the public and
makes effective use of information technology;

)

ensure that the creation, collection, maintenance,
use, dissemination, and disposition of information by or
for the Federal Government is consistent with applicable
laws, including laws relating to -

QY
privacy and confidentiality, including section 552a
of title 5;
(B

security of information, including the Computer
Security Act of 1987 (Public Law 100-235); and

©

access to information, including section 552 of
title 5;

€))

ensure the integrity, quality, and utility of the Federal
statistical system;

(10)

ensure that information technology is acquired, used,
and managed to improve performance of agency
missions, including the reduction of information collection
burdens on the public; and

(11)

improve the responsibility and accountability of the
Office of Management and Budget and all other Federal
agencies to Congress and to the public for implementing
the information collection review process, information
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44 U.S.C.A. 83501 UNITED STATES CODE ANNOTATED
TITLE 44. PUBLIC PRINTING AND DOCUMENTS
CHAPTER 35--COORDINATION OF FEDERAL INFORMATION POLICY
SUBCHAPTER I--FEDERAL INFORMATION POLICY
Copr. © West Group 2001. No claimto Orig. U.S. Govt. Works.
Current through P.L. 107-11, approved 5-28-01

§ 3501. Purposes
The purposes of this subchapter are to--

(1) minimize the paperwork burden for individuals, small businesses, educational and nonprofit institutions,
Federal contractors, State, local and tribal governments, and other persons resulting from the collection of
information by or for the Federal Government;

(2) ensure the greatest possible public benefit from and maximize the utility of information created,
collected, maintained, used, shared and disseminated by or for the Federal Government;

(3) coordinate, integrate, and to the extent practicable and appropriate, make uniform Federal information
resources management policies and practices as a means to improve the productivity, efficiency, and
effectiveness of Government programs, including the reduction of information collection burdens on the
public and the improvement of service delivery to the public;

(4) improve the quality and use of Federal information to strengthen decisionmaking, accountability, and
openness in Government and society;

(5) minimize the cost to the Federal Government of the creation, collection, maintenance, use,
dissemination, and disposition of information;
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(6) strengthen the partnership between the Federal Government and State, local, and tribal governments by
minimizing the burden and maximizing the utility of information created, collected, maintained, used,
disseminated, and retained by or for the Federal Government;

(7) provide for the dissemination of public information on atimely basis, on equitable terms, and in a
manner that promotes the utility of the information to the public and makes effective use of information
technol ogy;

(8) ensure that the creation, collection, maintenance, use, dissemination, and disposition of information by
or for the Federal Government is consistent with applicable laws, including laws relating to--

(A) privacy and confidentiality, including section 552a of title 5;

(B) security of information, including the Computer Security Act of 1987 (Public Law 100-235); and
(C) access to information, including section 552 of title 5;

(9) ensure the integrity, quality, and utility of the Federal statistical system;

(10) ensure that information technology is acquired, used, and managed to improve performance of agency
missions, including the reduction of information collection burdens on the public; and

(11) improve the responsibility and accountability of the Office of Management and Budget and all other
Federal agenciesto Congress and to the public for implementing the information collection review process,
information resources management, and related policies and guidelines established under this subchapter.

CREDIT(S)
2001 Electronic Update

(Added Pub.L. 104-13, § 2, May 22, 1995, 109 Stat. 163, and amended Pub.L. 106- 398, § 1 [Div.
A, Title X, § 1064(b)], Oct. 30, 2000, 114 Stat. 1654, 1654- )

http://famguardian.org/TaxFreedom/Forms/Discovery/Deposition/Evidence/Q10.002.htm (2 of 2) [1/8/2007 8:16:51 AM]



Date of Download: Jan 14, 2002

26 C.F.R. § 1.860-2

§ 1.860-2 Requirements for deficiency dividends.

(@) In general--(1) Determination, etc. A qualified investment entity is allowed a deduction for a deficiency
divided only if there is a determination (as defined in section 860(e) and paragraph (b)(1) of this section) that
results in an adjustment (as defined in section 860(d)(1) or (2)) for the taxable year for which the deficiency
dividend ispaid. An adjustment does not include an increase in the excess of (i) the taxpayer's interest
income excludable from gross income under section 103(a) over (ii) its deductions disallowed under sections
265 and 171(a)(2).

(2) Payment date and claim. The deficiency dividend must be paid on, or within 90 days after, the date of the
determination and before the filing of a claim under section 860(g) and paragraph (b)(2) of this section. This
claim must be filed within 120 days after the date of the determination.

(3) Nature and amount of distribution. (i) The deficiency dividend must be a distribution of property
(including money) that would have been properly taken into account in computing the dividends paid
deduction under section 561 for the taxable year for which tax liability resulting from the determination exists
if the property had been distributed during that year. Thus, if the distribution would have been adividend
under section 316(a) if it had been made during the taxable year for which the determination applies, and the
distribution may qualify under sections 316(b)(3), 562(a), and 860(f)(1), even though the distributing
corporation, trust, or association has no current or accumulated earnings and profits for the taxable year in
which the distribution is actually made. The amount of the distribution is determined under section 301 as of
the date of the distribution.

The amount of the deduction is subject to the applicable limitations under sections 562 and 860(f)(2). Thus,
if the entity distributes to an individual shareholder property (other than money) which on the date of the
distribution has afair market value in excess of its adjusted basis in the hands of the entity, the amount of the
deficiency dividend in the individual's hands for purposes of section 316(b)(3) is determined by using the
property's fair market value on that date. Nevertheless, the amount of the deficiency dividend the entity may
deduct islimited, under 8 1.562-1(a), to the adjusted basis of the property and the amount taxable to the
individual as a dividend is determined by reference to the current and accumulated earnings and profits for
the year to which the determination applies.

(if) The qualified investment entity does not have to distribute the full amount of the adjustment in order to
pay adeficiency dividend. For example, assume that in 1983 a determination with respect to a calendar year
regulated investment company resultsin an increase of $100 in investment company taxable income
(computed without the dividends paid deduction) for 1981 and no other change. The regulated investment
company may choose to pay a deficiency dividend of $100 or of any lesser amount and be allowed a
dividends paid deduction for 1981 for the amount of that deficiency dividend.

(4) Status of distributor. The corporation, trust, or association that pays the deficiency dividend does not have
to be aqualified investment entity at the time of payment.
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(5) Certain definitionsto apply. For purposes of sections 860(d) (defining adjustment) and (f)(2) (limitations)
the definitions of the terms "investment company taxable income," "real estate investment trust taxable
income," and "capital gains dividends" in sections 852(b)(2), 857(b)(2), 852(b)(3)(C), and 857(b)(3)(C)
apply, as appropriate to the particular entity.

(b) Determination and claim for deduction--(1) Determination. For purposes of applying section 860(e), the
following rules apply:

(i) The date of determination by a decision of the United States Tax Court, the date upon which a judgment of
acourt becomes final, and the date of determination by a closing agreement shall be determined under the
rulesin § 1.547-2(b)(2)(ii), (iii), and (iv).

(if) A determination under section 860(e)(3) may be made by an agreement signed by the district director or
another official to whom authority to sign the agreement is delegated, and by or on behalf of the taxpayer.
The agreement shall set forth the amount, if any, of each adjustment described in subparagraphs (A), (B), and
(C) of section 860(d)(1) or (2) (as appropriate) for the taxable year and the amount of the liability for any tax
imposed by section 11(a), 56(a), 852(b)(1), 852(b)(3)(A), 857(b)(1), 857(b)(3)(A), or 1201(a) for the taxable
year. The agreement shall also set forth the amount of the limitation (determined under section 860(f)(2)) on
the amount of deficiency dividends that can qualify as capital gain dividends and ordinary dividends,
respectively, for the taxable year. An agreement under this subdivision (ii) which is signed by the district
director (or other delegate) shall be sent to the taxpayer at its last known address by either registered or
certified mail. For further guidance regarding the definition of last known address, see § 301.6212-2 of this
chapter. If registered mail is used, the date of registration is the date of determination. If certified mail is
used, the date of the postmark on the sender's receipt is the date of determination. However, if adividend is
paid by the taxpayer before the registration or postmark date, but on or after the date the agreement is signed
by the district director (or other delegate), the date of determination is the date of signing.

(2) Claim for deduction. A claim for deduction for a deficiency dividend shall be made, with the requisite
declaration, on Form 976 and shall contain the following information and have the following attachments:

(i) The name, address, and taxpayer identification number of the corporation, trust, or association;
(if) The amount of the deficiency and the taxable year or years involved;

(iii) The amount of the unpaid deficiency or, if the deficiency has been paid in whole or in part, the date of
payment and the amount thereof;

(iv) A statement as to how the deficiency was established (i.e., by an agreement under section 860(e)(3), by a
closing agreement under section 7121, or by a decision of the Tax Court or court judgment);

(v) Any date or other information with respect to the determination that is required by Form 976;
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(vi) The amount and date of payment of the dividend with respect to which the claim for the deduction for
deficiency dividendsisfiled;

(vii) The amount claimed as a deduction for deficiency dividends;

(viii) If the amount claimed as a deduction for deficiency dividends includes any amount designated (or to be
designated) as capital gain dividends, the amount of capital gain dividends for which a deficiency dividend
deduction is claimed:;

(ix) Any other information required by the claim form;

(x) A certified copy of the resolution of the trustees, directors, or other authority authorizing the payment of
the dividend with respect to which the claim isfiled; and

(xi) A copy of any court decision, judgment, agreement, or other document required by Form 976.

(3) Filing claim. The claim, together with the accompanying documents, shall be filed with the district
director, or director of the internal revenue service center, with whom the income tax return for the taxable
year for which the determination applies wasfiled. In the event that the determination is an agreement with
the district director (or other delegate) described in section 860(€)(3) and paragraph (b)(1)(ii) of this section,
the claim may be filed with the district director with whom (or pursuant to whose del egation) the agreement
was made.

The reporting requirements of this section were approved by the Office of Management and Budget under
control number 1545-0045.
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26 C.F.R. § 1.860-4

§ 1.860-4 Claim for credit or refund.

If the allowance of adeduction for a deficiency dividend results in an overpayment of tax, the taxpayer, in
order to secure credit or refund of the overpayment, must file aclaim on Form 1120X in addition to the claim
for the deficiency dividend deduction required under section 860(g). The credit or refund will be allowed as
if on the date of the determination (as defined in section 860(e)) two years remained before the expiration of
the period of limitations on the filing of claim for refund for the taxable year to which the overpayment
relates.

The reporting requirements of this section were approved by the Office of Management and Budget under
control number 1545-0045.
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26 C.F.R. §1.897-1

§ 1.897-1 Taxation of foreign investment in United States real property interests, definition of terms.

(a) In general--(1) Purpose and scope of regulations. These regulations provide guidance with respect to the
taxation of foreign investmentsin U.S. real property interests and related matters. This section defines
various terms for purposes of sections 897, 1445, and 6039C and the regulations thereunder. Section 1.897-2
provides rules regarding the definition of, and consequences of, U.S. real property holding corporation status.
Section 1.897- 3 sets forth rules pursuant to which certain foreign corporations may elect under section 897(i)
to be treated as domestic corporations for purposes of sections 897 and 6039C. Finally, 8§ 1.987-4 provides
rules concerning the similar election under section 897(Kk) for certain foreign corporationsin the process of
liquidation.

(2) Effective date. The regulations set forth in 88 1.897-1 through 1.897-4 are effective for transactions
occurring after June 18, 1980. However, with respect to all transactions occurring after June 18, 1980 and
before January 30, 1985, taxpayers may at their option choose to apply the Temporary Regulations under
section 897 (in their entirety). The Temporary Regulations are located at 26 CFR 88 6a.897-1 through
6a.897-4 (Revised as of April 1, 1983), and were originally published in the Federal Register for September
21, 1982 (47 FR 41532) and amended by T.D. 7890, published in the Federal Register on April 28, 1983 (48
FR 19163).

(b) Real property--(1) In general. Theterm "real property” includes the following three categories of
property: Land and unserved natural products of the land, improvements, and personal property associated
with the use of real property. The three categories of real property are defined in subparagraphs (2), (3), and
(4) of this paragraph (b). Local law definitions will not be controlling for purposes of determining the
meaning of the term "real property" asit is used in sections 897, 1445, and 6039C and the regulations
thereunder.

(2) Land and unserved natural products of the land. The term "real property" includes land, growing crops
and timber, and mines, wells, and other natural deposits. Crops and timber cease to be real property at the
time that they are served from the land. Ores, minerals, and other natural deposits cease to be real property
when they are extracted from the ground. The storage of severed or extracted crops, timber, or mineralsin or
upon real property will not cause such property to be recharacterized as real property.

(3) Improvements--(i) In general. The term "real property" includes improvements on land. Animprovement
isabuilding, any other inherently permanent structure, or the structural components of either, as defined in
subdivisions (ii) through (iv) of this paragraph (b)(3).

(i) Building. Theterm "building" generally means any structure or edifice enclosing a space within itswalls,
and usually covered by aroof, the purpose of whichis, for example, to provide shelter or housing or to
provide working, office, parking, display, or sales space. The term includes, for example, structures such as
apartment houses, factory and office buildings, warehouses, barns, garages, railway or bus stations, and
stores. Any structure that is classified as a building for purposes of section 48(a)(1)(B) and 8§ 1.48-1 shall be
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treated as such for purposes of this section.

(iii) Inherently permanent structure--(A) In general. The term "inherently permanent structure” means any
property not otherwise described in this paragraph (b)(3) that is affixed to real property and that will
ordinarily remain affixed for an indefinite period of time. Property that is not classified as a building for
purposes of section 48(a)(1)(B) and § 1.48-1 may nevertheless constitute an inherently permanent structure.
For purposes of this section, affixation to real property may be accomplished by weight alone.

(B) Use of precedents under section 48. Any property not otherwise described in this paragraph (b)(3) that
constitutes "other tangible property” under the principles of section 48(a)(1)(B) and 8§ 1.48-1(c) and (d) shall
be treated for purposes of this section as an inherently permanent structure. Thus, for example, the term
includes swimming pools, paved parking areas and other pavements, specia foundations for heavy

egui pment, wharves and docks, bridges, fences, inherently permanent advertising displays, inherently
permanent outdoor lighting facilities, railroad tracks and signals, telephone poles, permanently installed
telephone and television cables, broadcasting towers, oil derricks, oil and gas pipelines, oil and gas storage
tanks, grain storage bins, and silos. However, property that is determined to be either property in the nature
of machinery under § 1.48-1(c) or property which is essentially an item of machinery or equipment under 8
1.48-1(e)(1)(i) shal not be treated as an inherently permanent structure.

(C) Absence of precedents under section 48. Where precedents developed under the principles of section 48
fail to provide adequate guidance with respect to the classification of particular property, the determination of
whether such property constitutes an inherently permanent structure shall be made in view of al the facts and
circumstances. In particular, the following factors must be taken into account:

(1) The manner in which the property is affixed to real property;
(2) Whether the property was designed to be easily removable or to remain in place indefinitely;
(3) Whether the property has been moved since itsinitia installation;

(4) Any circumstances that suggest the expected period of affixation (e.g., alease that requires removal of the
property upon its expiration);

(5) The amount of damage that removal of the property would cause to the property itself or to the real
property to which it is affixed; and

(6) The extent of the effort that would be required to remove the property, in terms of time and expense.

(iv) Structural components of buildings and other inherently permanent structures. Structural components of
buildings and other inherently permanent structures, as defined in 8 1.48-1(e)(2), themselves constitute
improvements. Structural components include walls, partitions, floors, ceilings, windows, doors, wiring,
plumbing, central heating and central air conditioning systems, lighting fixtures, pipes, ducts, elevators,
escalators, sprinkler systems, fire escapes and other components relating to the operation or maintenance of a
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building. However, the term "structural components" does not include machinery the sole justification for the
installation of which isthe fact that such machinery is required to meet temperature or humidity requirements
which are essential for the operation of other machinery or the processing of materials or foodstuffs.
Machinery may meet the "sole justification" test provided by the preceding sentence even though it
incidentally provides for the comfort of employees or servesto an insubstantial degree areas where such
temperature or humidity requirements are not essential.

(4) Personal property associated with the use of the real property--(i) In general. Theterm "real property"
includes movable walls, furnishings, and other personal property associated with the use of the real property.
Personal property is associated with the use of real property only if it is described in one of the categories set
forth in subdivisions (A) through (D) of this paragraph (b)(4)(i). "Personal property" for purposes of this
section means any property that constitutes, "tangible personal property” under the principles of 8 1.48-1(c),
without regard to whether such property qualifies as section 38 property. Such property will be associated
with the use of the real property only where both the personal property and the United Statesreal property
interest with which it is associated are held by the same person or by related persons within the meaning of 8
1.897-1(i). For purposes of this paragraph (b)(4)(i), property isused "predominantly” in a named activity if it
is devoted to that activity during at least half of the time in which it isin use during a calendar year.

(A) Property used in mining, farming, and forestry. Personal property is associated with the use of real
property if it is predominantly used to exploit unsevered natural productsin or upon the land. Such property
includes mining equipment used to extract ores, minerals, and other natural deposits from the ground. It also
includes any property used to cultivate the soil and harvest its products, such as farm machinery, draft
animals, and equipment used in the growing and cutting of timber. However, personal property used to
process or transport minerals, crops, or timber after they are severed from the land is not associated personal

property.

(B) Property used in the improvement of real property. Personal property is associated with the use of redl
property if it is predominantly used to construct or otherwise carry out improvements to real property. Such
property includes equipment used to alter the natural contours of the land, equipment used to clear and
prepare raw land for construction, and equipment used to carry out the construction of improvements.

(C) Property used in the operation of alodging facility. Personal property is associated with the use of real
property if it is predominantly used in connection with the operation of alodging facility. Property that is
used in connection with the operation of alodging facility includes property used in the living quarters of
such facility, such as beds and other furniture, refrigerators, ranges and other equipment, as well as property
used in the common areas of such facility, such as lobby furniture and laundry equipment. Such property
constitutes personal property associated with the use of real property in the hands of the owner or operator of
the facility, not of the tenant or guest. A lodging facility is an apartment house or apartment, hotel, motel,
dormitory, residence, or any other facility (or part of afacility) predominantly used to provide, at a charge,
living and/or sleeping accommodations, whether on daily, weekly, monthly, annual, or other basis. The term
"lodging facility" does not include a personal residence occupied solely by its owner, or afacility used
primarily as a means of transportation (such as an aircraft, vessel, or arailroad car) or used primarily to
provide medical or convalescent services, even though sleeping accommaodeations are provided. Nor does the
term include temporary living quarters provided by an employer due to the unavailability of lodgings within a
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reasonable distance of aworksite (such as amine or construction project). The term "lodging facility" does
not include any portion of afacility that constitutes a nonlodging commercial facility and that is available to
persons not using the lodging facility on the same basis that it is available to tenants of the lodging facility.
Examples of nonlodging commercia facilities include restaurants, drug stores, and grocery stores located in a
lodging facility.

(D) Property used in the rental of furnished office and other work space. Personal property is associated with

the use of real property if it is predominantly used by alessor to provide furnished office or other work space

to lessees. Property that is so used includes office furniture and equipment included in the rental of furnished

space. Such property constitutes personal property associated with the use of real property in the hands of the
lessor, not of the lessee.

(ii) Dispositions of associated personal property--(A) In general. Personal property that has become
associated with the use of areal property interest shall itself be treated as areal property interest upon its
disposition, unless either:

(1) The personal property is disposed of more than one year before the disposition of any present right to use
or occupy the real property with which it was associated (and subject to the provisions of subdivision (B) of

this paragraph (b)(4)(ii));

(2) The personal property is disposed of more than one year after the disposition of all present rights to use or
occupy the real property with which it was associated (and subject to the provisions of subdivision (C) of this

paragraph (b)(4)(i1)); or

(3) The personal property and the real property with which it was associated are separately sold to persons
that are related neither to the transferor nor to one another (and subject to the provisions of subdivision (D) of

this paragraph (b)(4)(ii)).

(B) Personalty property disposed of one year before realty. A transferor of personal property associated with
the use of real property need not treat such property as areal property interest upon disposition if on the date
of disposition the transferor does not expect or intend to dispose of the real property until more than one year
later.

However, if the real property isin fact disposed of within the following year, the transferor must treat the
personal property as having been areal property interest as of the date on which the personalty was disposed
of. If the transferor had not previoudly filed an income tax return, a return must be filed and tax paid,
together with any interest due thereon, by the later of the date on which atax return or payment is actually
due (with extensions), or the 60th day following the date of disposition. If the transferor had previously filed
an income tax return, an amended return must be filed and tax paid, together with any interest due thereon, by
the later of the dates specified above. Such atransferor may be liable to penalties for failureto file, for late
payment of tax, or for understatement of liability, but only if the transferor knew or had reason to anticipate
that the real property would be disposed of within one year of the disposition of the associated personal

property.
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(C) Personalty disposed of one year after realty. A disposition of real property shall be disregarded for
purposes of subdivision (A)(2) of this paragraph (b)(4)(ii) if any right to use or occupy the real property is
reacquired within the one-year period referred to in that subdivision. However, the disposition shall not be
disregarded if such reacquisition is made in foreclosure of a mortgage or other security interest, in the
exercise of acontractual remedy, or in the enforcement of ajudgment. If, however, the reacquisition of the
property is made pursuant to a plan the principal purpose of which is the avoidance of the provisions of
section 897, 1445, or 6039C and the regulations thereunder, then theinitial disposition shall be disregarded
for purposes of subdivision (A)(2) of this paragraph (b)(4)(ii).

(D) Separate dispositions of personalty and realty. A transferor of personal property associated with the use
of real property need not treat such property as areal property interest upon disposition if within 90 days
before or after such disposition the transferor separately disposes of the real property interest to persons that
are related neither to the transferor nor to the purchaser of the personal property. A transferor may rely upon
this rule unless the transferor knows or has reason to know that the purchasers of the real property and the
personal property--

(1) Arerelated persons; or

(2) Intend to reassociate the personal property with the use of the real property within one year of the date of
disposition of the personal property.

(E) Status of property in hands of transferee. Personal property that has been associated with the use of real
property and that is sold to an unrelated party will be treated as real property in the hands of the transferee
only if the personal property becomes associated with the use of real property held or acquired by the
transferee, in the manner described in paragraph (b)(4)(i) of this section.

(iii) Determination dates. The determination of whether personal property is personal property associated
with the use of real property as defined in this paragraph (b)(4) is to be made on the date the personal
property is disposed of and on each applicable determination date. See § 1.897-2(c).

(c) United Statesreal property interest--(1) In general. The term "United Statesreal property interest” means
any interest, other than an interest solely as a creditor, in either:

() Real property located in the United States or the Virgin Islands, or

(ii) A domestic corporation unlessit is established that the corporation was not a U.S. real property holding
corporation within the period described in section 897(c)(1)(A)(ii).

In addition, for the limited purpose of determining whether any corporationisaU.S. real property holding
corporation, the term "United States real property interest" means an interest, other than an interest solely asa
creditor, in aforeign corporation unless it is established that the foreign corporation isnot aU.S. real property
holding corporation within the period prescribed in section 897(c)(1)(A)(ii). See 8§ 1.897-2 for rules
regarding the manner of establishing that a corporation is not a United States real property holding
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corporation.

(2) Exceptions and special rules--(i) Domestically-controlled REIT. An interest in adomestically-controlled
real estate investment trust (REIT) isnot aU.S. real property interest. A domestically-controlled REIT isone
in which less than 50 percent of the fair market value of the outstanding stock was directly or indirectly held
by foreign persons during the five-year period ending on the applicable determination date (or the period
since June 18, 1980, if shorter). For purposes of this determination the actual owners of stock, as determined
under 8§ 1.857-8, must be taken into account.

(i) Corporation that has disposed of all U.S. real property interests. The term "United States real property
interest" does not include an interest in a corporation which has disposed of all its U.S. real property interests
in transactions in which the full amount of gain, if any, was recognized, as provided as section 897(c)(1)(B).
See § 1.897-2(f) for rules regarding the requirements of section 897(c)(1)(B).

(iii) Publicly-traded corporations. If, at any time during the calendar year, any class of stock of a domestic
corporation is regularly traded on an established securities market, an interest in such corporation shall be
treated asa U.S. real property interest only in the case of:

(A) A regularly traded interest owned by a person who beneficially owned more than 5 percent of the total
fair market value of that class of interests at any time during the five-year period ending either on the date of
disposition of such interest or other applicable determination date (or the period since June 18, 1980, if
shorter), or

(B) [Reserved]

Separate non-regularly traded interests that were acquired in transactions more than three years apart shall not
be cumulated pursuant to thisrule. In determining whether a shareholder holds 5 percent of a class of stock
in a corporation (or any other interest of an equivalent fair market value), section 318(a) shall apply (except
that sections 318(a)(2)(C) and (3)(C) are applied by substituting the phrase "5 percent” for "50 percent").

(iv) Publicly traded partnerships and trusts. If any class of interestsin a partnership or trust is, within the
meaning of § 1.897-1(m) and (n), regularly traded on an established securities market, then for purposes of
sections 897(g) and 1445 and 8§ 1.897-2(d) and (e) an interest in the entity shall not be treated as an interest in
apartnership or trust. Instead, such an interest shall be subject to the rules applicable to interests in publicly
traded corporations pursuant to paragraph (c)(2)(iii) of this section. Such interests can be real property
interests in the hands of a person that holds a greater than 5 percent interest. Therefore, solely for purposes of
determining whether greater than 5 percent interests in such an entity constitute U.S. real property interests
the disposition of which is subject to tax, the entity is required to determine pursuant to the provisions of 8
1.897-2 whether the assets it holds would cause it to be classified asa U.S. real property holding corporation
if it were a corporation. The treatment of dispositions of U.S. real property interests by publicly traded
partnerships and trusts is not affected by the rules of this paragraph (c)(2)(iv); by reason of the operation of
section 897(a), foreign partners or beneficiaries are subject to tax upon their distributive share of any gain
recognized upon such dispositions by the partnership or trust. The rules of this paragraph (c)(2)(iv) are
illustrated by the following example.
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Example. PTP isa partnership one class of interestsin which isregularly traded on an established securities
market. A isanonresident alien individual who owns 1 percent of aclass of limited partnership interestsin
PTP. B isanonresident alien individual who owns 10 percent of the same class of limited partnership
interestsin PTP. On July 1, 1986, A and B sell their interests in PTP. Pursuant to the rules of this paragraph
(©)(2)(iv), neither disposition is treated as the disposition of a partnership interest subject to the provisions of
section 897(g). Instead, A and B are treated as having disposed of interests in a publicly traded corporation.
Therefore, pursuant to the rule of paragraph (c)(2)(iii) of this section, A's disposition of a 1 percent interest
has no consequences under section 897. However, B's disposition of a 10 percent interest will constitute the
disposition of aU.S. real property interest subject to tax by reason of the operation of section 897 unlessitis
established pursuant to the rules of 8 1.897-2 that the interest isnot aU.S. real property interest.

(d) Interest other than an interest solely as a creditor--(1) In general. This paragraph defines an interest other
than an interest solely as a creditor, with respect to real property, and with respect to corporations,
partnerships, trusts, and estates. An interest solely as a creditor either in real property or in adomestic
corporation does not constitute a United States real property interest. Similarly, where one corporation holds
an interest solely as a creditor in a second corporation or in a partnership, trust, or estate, that interest will be
disregarded for purposes of determining whether the first corporation isaU.S. real property holding
corporation (except to the extent that such interest constitutes an asset used or held for use in atrade or
business, in accordance with rules of § 1.897-1(f)). In addition, the disposition of an interest solely asa
creditor in a partnership, trust, or estate is not subject to sections 897, 1445, and 6039C. Whether an interest
is considered debt under any provisions of the Code is not determinative of whether it constitutes an interest
solely as a creditor for purpose of sections 897, 1445, and 6039C and the regulations thereunder.

(2) Interestsin real property other than solely as creditor--(i) In general. Aninterest in real property other
than an interest solely as a creditor includes afee ownership, co-ownership, or leasehold interest in real
property, atime sharing interest in real property, and alife estate, remainder, or reversionary interest in such
property. Theterm also includes any direct or indirect right to share in the appreciation in the value, or in the
gross or net proceeds or profits generated by, the real property.

A loan to an individual or entity under the terms of which a holder of the indebtedness has any direct or
indirect right to share in the appreciation in value of, or the gross or net proceeds or profits generated by, an
interest in real property of the debtor or of arelated personis, inits entirety, an interest in real property other
than solely asacreditor. Aninterest in production payments described in section 636 does not generally
constitute an interest in real property other than solely as a creditor. However, aright to production payments
shall constitute an interest in real property other than solely as a creditor if it conveys aright to sharein the
appreciation in value of the mineral property. A production payment that is limited to a quantum of minera
(including a percentage of recoverable reserves produced) or a period of time will be considered to convey a
right to share in the appreciation in value of the mineral property. The rules of this paragraph (d)(2)(i) are
illustrated by the following example.

Example. A, aU.S. citizen, purchases a condominium unit located in the United States for $500,000. A
makes a $100,000 down payment and borrows $400,000 from B, aforeign person, to pay the balance of the
purchase price. Under the terms of the loan, A isto pay B 13 percent annual interest each year for 10 years
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and 35 percent of the appreciation in the fair market value of the condominium at the end of the 10-year
period. Because B has aright to share in the appreciation in value of the condominium, B has an interest
other than solely as a creditor in the condominium. B's entire interest in the obligation from A, therefore, isa
United States real property interest.

(i) Special rule--(A) Installment obligations. A right to installment or other deferred payments from the
disposition of an interest in real property will constitute an interest solely as a creditor if the transferor elects
not to have the installment method of section 453(a) apply, any gain or lossis recognized in the year of
disposition, and al tax dueistimely paid. See section 1445 and regulations thereunder for further guidance
concerning the availability of installment sale treatment under section 453. If an agreement for the payment
of tax with respect to an installment sale is entered into with the Internal Revenue Service pursuant to section
1445, that agreement may specify whether or not the installment obligation will constitute an interest solely
asacreditor. If aninstallment obligation constitutes an interest other than solely as a creditor then the receipt
of each payment shall be treated as the disposition of an interest in real property that is subject to section 897
(a) to the extent of any gain required to be taken into account pursuant to section 453.

If the original holder of an installment obligation that constitutes an interest other than solely as a creditor
subsequently disposes of the obligation to an unrelated party and recognizes gain or 10ss pursuant to section
453B, the obligation will constitute an interest in real property solely as a creditor in the hands of the
subsequent holder. However, if the obligation is disposed of to arelated person and the full amount of gain
realized upon the disposition of the real property has not been recognized upon such disposition of the
installment obligation, then the obligation shall continue to be an interest in real property other than solely as
acreditor in the hands of the subsequent holder subject to the rules of this paragraph (d)(2)(ii)(A).

In addition, if the obligation is disposed of to any person for aprincipal purpose of avoiding the provisions of
sections 897, 1445, or 6039C, then the obligation shall continue to be an interest in rea property other than
solely as a creditor in the hands of the subsequent holder subject to the rules of this paragraph (d)(2)(ii)(A).
However, rights to payments arising from dispositions that took place before June 19, 1980, shall in no event
constitute interestsin real property other than solely as a creditor, even if such payments are received after
June 18, 1980. In addition, rights to payments arising from dispositions to unrelated parties that took place
before January 1, 1985, and that were not subject to U.S. tax pursuant to the provisions of a U.S. income tax
treaty, shall not constitute interestsin real property other than solely as a creditor, even if such payments are
received after December 31, 1984.

(B) Options. An option, acontract or aright of first refusal to acquire any interest in real property (other than
an interest solely as a creditor) will itself constitute an interest in real property other than solely as a creditor.

(C) Security interests. A right to repossess or foreclose on real property under a mortgage, security
agreement, financing statement, or other collateral instrument securing a debt will not be considered a
reversionary interest in, or aright to share in the appreciation in value of or gross or net proceeds or profits
generated by, an interest in real property. Thus, no such right of repossession or foreclosure will of itself
cause an interest in real property which is otherwise an interest solely as a creditor to become an interest other
than solely asacreditor. In addition, a person acting as mortgagee in possession shall not be considered to
hold an interest in real property other than solely as a creditor, if the mortgagee's interest in the property
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otherwise consgtitutes an interest solely as a creditor.

(D) Indexed interest rates. An interest will not constitute aright to share in the appreciation in the value of,
or gross or net proceeds or profits generated by, real property solely because it bears arate of interest that is
tied to an index of any kind that is intended to reflect general inflation or deflation of prices and interest rates
(e.g., the Consumer Price Index). However, where an interest in real property bears arate of interest that is
tied to an index the principal purpose of which isto reflect changesin real property values, the real property
interest will be considered an indirect right to share in the appreciation in value of, or gross or net proceeds or
profits generated by, real property. Such an indirect right constitutes an interest in real property other than
solely as a creditor.

(E) Commissions. A right to payment of a commission, brokerage fee, or similar charge for professional
services rendered in connection with the arrangement or financing of a purchase, sale, or lease of real
property does not constitute aright to share in the appreciation in value of, or gross or net proceeds or profits
of, real property solely because it is based upon a percentage of the purchase price or rent. Thus, aright to a
commission earned by areal estate agent based on a percentage of the sales price does not constitute an
interest in real property other than solely as a creditor.

However, aright to acommission, brokerage fee, or similar charge will constitute an interest other than solely
asacreditor if the total amount of the payment is contingent upon appreciation, proceeds, or profits of the

real property occurring or arising after the date of the transaction with respect to which the professiona
services were rendered. For example, acommission earned in connection with the purchase of areal property
interest that is contingent upon the amount of gain ultimately realized by the purchaser will constitute an
interest in real property other than solely as a creditor.

(F) Trustees fees, etc. A right to payment of reasonable compensation for services rendered as atrustee, as
an administrator of an estate, or in asimilar capacity does not constitute aright to share in the appreciation in
the value of, or gross or net proceeds or profits of, real property solely because the assets of the trust or estate
include U.S. real property interests.

(3) Interest in an entity other than solely as a creditor--(i) In general. For purposes of sections 897, 1445, and
6039C, an interest in an entity other than an interest solely as a creditor is--

(A) Stock of acorporation;

(B) Aninterest in a partnership as a partner within the meaning of section 761(b) and the regulations
thereunder;

(C) Aninterest in atrust or estate as a beneficiary within the meaning of section 643(c) and the regulations
thereunder or an ownership interest in any portion of atrust as provided in section 671 through 679 and the
regulations thereunder;

(D) Aninterest which is, in whole or in part, adirect or indirect right to share in the appreciation in value of
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an interest in an entity described in subdivision (A), (B), or (C) of this paragraph (d)(3)(i) or adirect or
indirect right to share in the appreciation in value of assets of, or gross or net proceeds or profits derived by,
the entity; or

(E) A right (whether or not presently exercisable) directly or indirectly to acquire, by purchase, conversion,
exchange, or in any other manner, an interest described in subdivision (A), (B), (C), or (D) of this paragraph
(@G)).

(i) Specia rules--(A) Installment obligations. A right to installment or other deferred payments from the
disposition of an interest in an entity will constitute an interest solely as a creditor if the transferor elects not
to have the installment method of section 453(a) apply, any gain or loss is recognized in the year of
disposition, and tax dueistimely paid. See section 1445 and regulations thereunder for further guidance
concerning the availability of installment sale treatment under section 453. |f an agreement for the payment
of tax with respect to an installment sale is entered into with the Internal Revenue Service pursuant to section
1445, that agreement may specify whether or not the installment obligation will constitute an interest solely
asacreditor. If aninstallment obligation constitutes an interest other than solely as a creditor then the receipt
of each payment shall be treated as the disposition of such an interest and shall be subject to section 897(a) to
the extent that:

(2) It constitutes the disposition of aU.S. real property interest and

(2) Gain or lossis required to be taken into account pursuant to section 453. Such treatment shall apply to
payments arising from dispositions of interestsin a corporation any class of the stock of which isregularly
traded on an established securities market, but only in the case of adisposition of any portion of an interest
described in paragraph (c)(2)(iii)(A) or (B) of this section. If the original holder of an installment obligation
that constitutes an interest other than solely as a creditor subsequently disposes of the obligation to an
unrelated party and recognizes gain or loss pursuant to section 453B, the obligation will constitute an interest
in the entity solely as a creditor in the hands of the subsequent holder. However, if the obligation is disposed
of to arelated person and the full amount of gain realized upon the disposition of the interest in the entity has
not been recognized upon such disposition of the installment obligation, then the obligation shall continue to
be an interest in the entity other than solely as a creditor in the hands of the subsequent holder subject to the
rules of this paragraph (d)(3)(ii)(A). In addition, if the obligation is disposed of to any person for a principal
purpose of avoiding the provisions of section 897, 1445, or 6039C, then the obligation shall continue to be an
interest in the entity other than solely as a creditor in the hands of the subsequent holder subject to the rules of
this paragraph (d)(3)(ii)(A). However, rights to payments arising from dispositions that took place before
June 19, 1980, shall in no event constitute interestsin an entity other than solely as a creditor, even if such
payments are received after June 18, 1980. In addition, such treatment shall not apply to payments arising
from dispositions to unrelated parties that took place before January 1, 1985, and that were not subject to U.S.
tax pursuant to the provisions of a U.S. income tax treaty, regardless of when such payments are received.

(B) Contingent interests. The interests described in subdivision (D) of paragraph (d)(3)(i) of this section
include any right to a payment from an entity the amount of which is contingent on the appreciation in value
of aninterest described in subdivision (A), (B), or (C) of paragraph (d)(3)(i) of this section or whichis
contingent on the appreciation in value of assets of, or the general gross or net proceeds or profits derived by,
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such entity. Theright to such a payment isitself an interest in the entity other than solely as a creditor,
regardless of whether the holder of such right actually holds an interest in the entity described in subdivision
(A), (B), or (C) of paragraph (d)(3)(i) of this section. For example, a stock appreciation right constitutes an
interest in a corporation other than solely as a creditor even if the holder of such right actually holds no stock
in the corporation. However, the interests described in subdivision (D) of paragraph (d)(3)(i) of this section
do not include any right to a payment that is (1) exclusively contingent upon and exclusively paid out of
revenues from sales of personal property (whether tangible or intangible) or from services, or (2) exclusively
contingent upon the resolution of a claim asserted against the entity by a person related neither to the entity
nor to the holder of the interest.

(C) Security interests. A right to repossess or foreclose on an interest in an entity under a mortgage, security
agreement, financing statement, or other collateral instrument securing a debt will not of itself cause an
interest in an entity which is otherwise an interest solely as a creditor to become an interest other than solely
asacreditor.

(D) Royalties. Theinterests described in subdivision (D) of paragraph (d)(3)(i) of this section do not include
rights to payments representing royalties, license fees, or similar charges for the use of patents, inventions,
formulas, copyrights, literary, musical or artistic compositions, trademarks, trade names, franchises, licenses,
or similar intangible property.

(E) Commissions. The interests described in subdivision (D) of paragraph (d)(3)(i) of this section do not
include aright to a commission, brokerage fee or similar charge for professional services rendered in
connection with the purchase or sale of an interest in an entity. However, aright to such a payment will
constitute an interest other than solely as a creditor if the total amount of the payment is contingent upon
appreciation in value of assets of, or proceeds or profits derived by, the entity after the date of the transaction
with respect to which the payment was earned.

(F) Trustee'sfees. Theinterests described in subdivision (D) of paragraph (d)(3)(i) of this section do not
include aright to payment representing reasonable compensation for services rendered as atrustee, as an
administrator of an estate, or in asimilar capacity.

(4) Aggregation of interests. If a person holds both interests solely as a creditor and interests other than
solely as acreditor in real property or in an entity, those interests will generally be treated as separate and
distinct interests. However, such interests shall be aggregated and treated as interests other than solely asa
creditor in their entirety if the interest solely as a creditor has been separated from, or acquired separately
from, the interest other than solely as a creditor, for a principal purpose of avoiding the provisions of section
897, 1445, or 6039C by causing one or more of such intereststo be an interest solely asacreditor. The
existence of such a purpose will be determined with reference to al the facts and circumstances. Where an
interest solely as a creditor has arm's-length interest and repayment terms it shall in no event be aggregated
with and treated as an interest other than solely as a creditor. For purposes of this paragraph (d)(4), an
interest rate that does not exceed 120 percent of the applicable Federal rate (as defined in section 1274(d))
shall be presumed to be an arm's-length interest rate. For purposes of applying the rules of this paragraph (d)
(4), aperson shall be treated as holding any interests held by arelated person within the meaning of 8 1.897-1

).
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(5) "Interest” means "interest other than solely as a creditor.” Unless otherwise stated, the term "interest” as
used with regard to real property or with regard to an entity hereafter in the regulations under sections 897,
1445, and 6039C, means an interest in such real property or entity other than an interest solely as a creditor.

(e) Proportionate share of assets held by an entity--(1) In general. A person that holds an interest in an entity
isfor certain purposes treated as holding a proportionate or pro rata share of the assets held by the entity.
Such proportionate share must be calculated, in accordance with the rules of this paragraph, for the following
purposes.

(i) In determining whether a corporationisaU.S. real property holding corporation--

(A) A person holding an interest in a partnership, trust, or estate is treated as holding a proportionate share of
the assets held by the partnership, trust, or estate (see § 897-2(e)(2)), and

(B) A corporation that holds a controlling interest in a second corporation istreated as holding a
proportionate share of the assets held by the second corporation (see 8§ 1.897-2(e)(3)).

(i) In determining reporting obligations that may be imposed under section 6039C, the holder of an interest
in apartnership, trust, or estate is treated as owning a proportionate share of the U.S. real property interests
held by the partnership, trust, or estate.

(2) Proportionate share of assets held by a corporation or partnership--(i) In general. A person's proportionate
or pro rata share of assets held by a corporation or partnership is determined by multiplying--

(A) The person's percentage ownership interest in the entity, by

(B) Thefair market value of the assets held by the entity (or the book value of such assets, in the case of a
determination pursuant to 8 1.897-2(b)(2)).

(i) Percentage ownership interest. A person's percentage ownership interest in a corporation or partnership is
the percentage equal to theratio of (A) the sum of the liquidation values of all interests in the entity held by
the person to (B) the sum of the liquidation values of all outstanding interest in the entity. The liquidation
value of an interest in an entity isthe amount of cash and the fair market value of any property that would be
distributed with respect to such interest upon the liquidation of the entity after satisfaction of liabilitiesto
persons having interests in the entity solely as creditors. With respect to an entity that has interests
outstanding that grant a presently-exercisable option to acquire or right to convert into or otherwise acquire
an interest in the entity other than solely as a creditor, the liquidation value of all interestsin such entity shall
be calculated as though such option or right had been exercised, giving effect both to the payment of any
consideration required to exercise the option or right and to the issuance of the additional interest.

The fair market value of the assets of the entity, the amount of cash held by the entity, and the amount of
liabilities to persons having interests solely as creditorsif determined for this purpose on the date with respect
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to which the percentage ownership interest is determined.
(iii) Examples. The rules of this paragraph (€)(2) areillustrated by the following examples.

Example 1. Corporation K's only assets are stock and securities with a fair market value as of the applicable
determination date of $20,000,000 K's assets are subject to liabilities of $10,000,000. Among K'sliabilities
are a $1,000,000 loan from L, under the terms of which L is entitled, upon payment of the loan principal, to a
profit share equal to 10 percent of the excess of the fair market value of K's assets over $18,000,000, but only
if al other corporate liabilities have been paid. K has two classes of stock, common and preferred. PS1 and
PS2 each own 100 of the 200 outstanding shares of preferred stock. CS1 and CS2 each own 500 of the 1,000
outstanding shares of common stock. Each preferred shareholder is entitled to $10,000 per share of preferred
stock upon liquidation, subject to payment of all corporate liabilities and to any amount owed to L, but before
any common shareholder ispaid. The liquidation value of L'sinterest in K, which constitutes an interest
other than an interest solely as a creditor, is $1,200 ($1,000,000 principal of the loan to K plus $200,000 (10
percent of the excess of $20,000,000 over $18,000,000). The liquidation value of each of PS1's and PS2's
blocks of preferred stock is $1,000,000 ($10,000 times 100 shares each). The liquidation value of each of
CSl'sand CS2's blocks of common stock is $3,900,000 [$20,000,000 (the total fair market value of K's
assets)-- $9,000,000 (liahilities to creditors other than L)--$1,200,000 (L's liquidation value)--$2,000,000
(PS1's and PS2's liquidation value) times 50 percent (the percentage of common stock owned by each)]. The
sum of the liquidation values of all of the outstanding interestsin K (i.e., interests other than solely asa
creditor) is $11,000,000 [$1,200,000 (L's liquidation value) + $2,000,000 (PS1's and PS2's liquidation values)
+ $7,800,000 (CS1's and CS2's liquidation values)]. Each of CS1's and CS2's percentage ownership interests
in K is 35.5 percent ($3,900,000 divided by $11,000,000). Each of PS1's and PS2's percentage ownership
interestsin K is9 percent ($1,000,000 divided by $11,000,000). L's percentage ownership interestin K is11
percent ($1,200,000 divided by $11,000,000).

Example 2. A, aU.S. person, and B, aforeign person are partnersin a partnership the only asset of whichisa
parcel of undeveloped land located in the United States that was purchased by the partnership in 1980 for
$300,000. The partnership has no liabilities, and its capital is $300,000. A's and B'sinterestsin the capital of
the partnership are 25 percent and 75 percent, respectively, and A and B each has a 50 percent profit interest
in the partnership. The partnership agreement provides that upon liquidation any unrealized gain will be
distributed in accordance with the partners profit interest. In 1984 the partnership has no items of income or
deduction, and the fair market value of its parcel of undeveloped land is $500,000. In 1984 the percentage
ownership interest of A in the partnership is 35 percent [the ratio of $100,000 (the liquidation value of A's
profit interest in 1984) plus $75,000 (the liquidation value of A's 25 percent interest in the partnership's
$300,000 capital) to $500,000 (the sum of the liquidation values of all outstanding interestsin the
partnership)]. The percentage ownership interest of B in the partnership in 1984 is 65 percent [the ratio of
$325,000 (B's $100,000 profit interest plus his $225,000 capital interest) to $500,000].

(3) Proportionate share of assets held by trusts and estates--(i) In general. A person's proportionate or pro rata
share of assets held by atrust or estate is determined by multiplying--

(A) The person's percentage ownership interest in the trust or estate, by
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(B) The fair market value of the assets held by the trust or estate (or the book value of such assets, in the case
of adetermination pursuant to § 1.897- 2(b)(2)).

(i) Percentage ownership interest--(A) General rule. A person's percentage ownership interest in atrust or an
estate--is the percentage equal to theratio of:

(1) The sum of the actuarial values of such person's interests in the cash and other assets held by the trust or
estate after satisfaction of the liabilities of the trust or estate to persons holding interests in the trust or estate
solely as creditors, to (2) the entire amount of such cash and other assets after satisfaction of liabilities to
persons holding interests in the trust or estate solely as creditors. For purposes of calculating thisratio, the
fair market value of the trust's or estate's assets, the amount of cash held by the trust or estate, and the amount
of the liabilities to persons having interests solely as creditors is determined on the date with respect to which
the percentage ownership interest is determined. With respect to atrust or estate that has interests
outstanding that grant a presently-exercisable option to acquire or right to convert into or otherwise acquire
an interest in the trust or estate other than solely as a creditor, the liquidation value of all interests in such
entity shall be calculated as though such option or right had been exercised, giving effect both to the payment
of any consideration required to exercise the option or right and to the issuance of the additional interest.
With respect to atrust or estate that has interests outstanding that entitle any person to a distribution of U.S.
real property interests upon liquidation that is disproportionate to such person's interest in the total assets of
the trust or estate, such disproportionate right shall be disregarded in the calculation of the interest-holders
proportionate share of the U.S. real property interests held by the entity. For purposes of determining his own
percentage ownership interest in atrust, agrantor or other person will be treated as owning any portion of the
trust's cash and other assets which such person is treated as owning under sections 671 through 679.

(B) Discretionary trusts and estates. In determining percentage ownership interest in atrust or an estate, the
sum of the definitely ascertainable actuarial values of interests in the cash and the other assets of the trust or
estate held by persons in existence on the date with respect to which such determination is made must equal
the amount in paragraph (e)(3)(ii)(A)(2) of this section. If the amount in paragraph (€)(3)(ii)(A)(2) of this
section exceeds the sum of the definitely ascertainable actuarial values of the interests held by personsin
existence on the determination date, the excess will be considered to be owned in total by each beneficiary
who isin existence on such date, whose interest in the excess is not definitely ascertainable and who is
potentially entitled to such excess. However, such excess shall not be considered to be owned in total by
each beneficiary if the discretionary terms of the trust or estate were included for a principal purpose of
avoiding the provisions of section 897, 1445, or 6039C by causing assets other than U.S. real property
interests to be attributed in total to each beneficiary. The rules of this paragraph (e)(3) areillustrated by the
following example.

Example. A, aU.S. person, established atrust on December 31, 1984, and contributed real property with a
fair market value of $10,000 to the trust. The terms of that trust provided that the trustee, a bank that is
unrelated to A, at its discretion may retain trust income or may distribute it to X, aforeign person, or to the
head of state of any country other than the United States. The remainder upon the death of X isto go in equal
shares to such of Y and Z, both foreign persons, as survive X. On December 31, 1984, the total value of the
trust's assets is $10,000. On the same date, the actuarial values of the remainder interests of Y and Z in the
corpus of the trust are definitely ascertainable. They are $1,000 and $500, respectively. Neither the income
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interest of X nor of the head of state of any country other than the United States has a definitely ascertainable
actuarial value on December 31, 1984. The interests of Y and Z in the income portion of the trust similarly
have no definitely ascertainable actuarial values on such date since the income may be distributed rather than
retained by the trust. Since the sum of the actuarial values of definitely ascertainable interests of personsin
existence ($1,500) isless than $10,000, the difference ($8,500) is treated as owned by each beneficiary who
isin existence on December 31, 1984, and who is potentially entitled to such excess. Therefore, X, Y, Z, and
the head of state of any country other than the United States are each considered as owning the entire $8,500
income interest in the trust. On December 31, 1984, the total actuarial value of X'sinterest is $8,500, and his
percentage ownership interest is 85 percent. Thetotal actuarial value of Y'sinterest in the trust is $9,500
($1,000 plus $8,500), and his percentage ownership interest is 95 percent. The total actuarial value of Z's
interest is $9,000 ($500 plus $8,500), and his percentage ownership interest is 90 percent. The actuarial value
of theinterest of the head of state of each country other than the United States is $8,500, and his percentage
ownership interest is 85 percent.

(4) Dates with respect to which percentage ownership interests are determined. The dates with respect to
which percentage ownership interests are determined are the applicable determination dates outlined in §
1.897-2 or in regulations under section 6039C.

(f) Asset used or held for use in atrade or business--(1) In general. Theterm "asset used or held for useina
trade or business' means--

(i) Property, other than a U.S. real property interest, that is--

(A) Stock in trade of an entity or other property of akind which would properly be included in the inventory
of the entity if on hand at the close of the taxable year, or property held by the entity primarily for sale to
customersin the ordinary course of its trade or business, or

(B) Depreciable property used or held for use in the trade or business, as described in section 1231(b)(1) but
without regard to the holding period limitations of section 1231(b), or

(C) Livestock, including poultry, used or held for use in atrade or business for draft, breeding, dairy, or
sporting purposes, and

(it) Goodwill and going concern value, patents, inventions, formulas copyrights, literary, musical, or artistic
compositions, trademarks, trade names, franchises, licenses, customer lists, and similar intangible property,
but only to the extent that such property is used or held for use in the entity's trade or business and subject to
the valuation rules of § 1.897- 1(0)(4), and

(i) Cash, stock, securities, receivables of all kinds, options or contracts to acquire any of the foregoing, and
options or contracts to acquire commodities, but only to the extent that such assets are used or held for use in
the corporation's trade or business and do not constitute U.S. real property interests.

(2) Used or held for use in atrade or business. An asset isused or held for use in an entity's trade or business
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if itis, under the principles of § 1.864- 4(c)(2)--
(i) Held for the principa purpose of promoting the present conduct of the trade or business,

(if) Acquired and held in the ordinary course of the trade or business, as, for example, in the case of an
account or note receivable arising from that trade or business (including the performance of services), or

(iii) Otherwise held in a direct relationship to the trade or business.

In determining whether an asset is held in a direct relationship to the trade or business, consideration shall be
given to whether the asset is needed in that trade or business. An asset shall be considered to be needed in a
trade or business only if the asset is held to meet the present needs of that trade or business and not its
anticipated future needs. An asset shall be considered as needed in the trade or businessiif, for example, the
asset is held to meet the operating expenses of that trade or business. Conversely, an asset shall be
considered as not needed in the trade or business if, for example, the asset is held for the purpose of providing
for future diversification into a new trade or business, future expansion of trade or business activities, future
plant replacement, or future business contingencies. An asset that is held to meet reserve or capitalization
requirements imposed by applicable law shall be presumed to be held in a direct relationship to the trade or
business.

(3) Specia rules concerning liquid assets--(i) Safe harbor amount. Assets described in paragraph (f)(2)(iii) of
this section shall be presumed to be used or held for use in atrade or business, in an amount up to 5 percent
of the fair market value of other assets used or held for use in the trade or business. However, the rule of this
paragraph (f)(3)(i) shall not apply with respect to any assets described in paragraph (f)(1)(iii) of this section
that are held or acquired for the principal purpose of avoiding the provisions of section 897 or 1445.

(i) Investment companies. Assets described in paragraph (f)(1)(iii) of this section shall be presumed to be
used or held for use in an entity's trade or businessiif the principal business of the entity is trading or investing
in such assets for its own account. An entity's principal business shall be presumed to be trading or investing
in assets described in paragraph (f)(1)(iii) of this section if the fair market value of such assets held by the
entity equals or exceeds 90 percent of the sum of the fair market values of the entity's U.S. real property
interests, interestsin real property located outside the United States, assets otherwise used or held for usein
trade or business, and assets described in paragraph (f)(1)(iii) of this section.

(4) Examples. The application of this paragraph (f) may beillustrated by the following examples:

Example 1. M, adomestic corporation engaged in industrial manufacturing, isrequired to hold alarge
current cash balance for the purposes of purchasing materials and meeting its payroll. The amount of the
cash balance so required varies because of the fluctuating seasonal nature of the corporation's business. In
months when large cash balances are not required, the corporation invests the surplus amount in U.S.
Treasury bills. Since both the cash and the Treasury bills are held to meet the present needs of the business,
they are held in adirect relationship to that business, and, therefore, constitute assets used or held for use in
the trade or business.
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Example 2. R, adomestic corporation engaged in the manufacture of goods, engages a stock brokerage firm
to manage securities which were purchased with funds from R's general surplusreserves. The funds invested
in these securities are intended to provide for the future expansion of R into a new trade or business. Thus,
the funds are not necessary for the present needs of the business; they are accordingly not held in adirect
relationship to the business and do not constitute assets used or held for use in the trade or business.

Example 3. B, afederally chartered and regulated bank, is required by law to hold substantial reserves of
cash, stock, and securities. Pursuant to the rule of paragraph (f)(2) of this section, such assets are presumed
to be held in adirect relationship to B's business, and thus constitute assets used or held for use in the trade or
business. In addition, B holds substantial loan receivables which are acquired and held in the ordinary course
of its banking business. Pursuant to the rule of paragraph (f)(1)(iii) of this section, such receivables constitute
assets used or held for use in the trade or business.

(g) Disposition. For purposes of sections 897, 1445, and 6039C, the term "disposition” means any transfer
that would constitute a disposition by the transferor for any purpose of the Internal Revenue Code and
regulations thereunder. The severance of crops or timber and the extraction of minerals do not alone
constitute the disposition of aU.S. real property interest.

(h) Gain or loss. The amount of gain or loss arising from the disposition of the U.S. real property interest
shall be determined as provided in section 1001(a) and (b). Such gain or loss shall be subject to the
provisions of section 897(a) and (b), unless a nonrecognition provision is applicable pursuant to section 897
(d) or (e) and regulations thereunder. Amounts otherwise treated for Federal income tax purposes as
principal and interest payments on debt obligations of al kinds (including obligations that are interests other
than solely as a creditor) do not give rise to gain or loss that is subject to section 897(a). However, principal
payments on installment obligations described in 88 1.897-1(d)(2)(ii)(A) and 1.897-1(d)(3)(ii)(A) do giverise
to gain or loss that is subject to section 897(a), to the extent such gain or lossis required to be recognized
pursuant to section 453. The rules of paragraphs (g) and (h) areillustrated by the following examples.

Example 1. Foreignindividual C has an undivided fee interest in a parcel of real property located in the
United States. The fair market value of C'sinterest is $70,000, and C's basisin such interest is $50,000. The
only liability to which the real property is subject isthe liability of $65,000 secured by a mortgage in the
same amount. C transfers his fee interest in the property subject to the mortgage by gift to D. C realizes
$15,000 of gain upon such transfer. As atransfer by gift constitutes a disposition for purposes of the Code,
and as gain is realized upon that transfer, the gift is adisposition for purposes of sections 897, 1445, and
6039C and is subject to section 897(a) to the extent of the gain realized. However, section 897(a) would not
be applicable to the transfer if the mortgage on the U.S. real property were equal to or less than C's $50,000
basis, since the transfer then would not give rise to the realization of gain or loss under the Internal Revenue
Code.

Example 2. Foreign corporation Y makes aloan of $1 million to domestic individual Z, secured by a
mortgage on residential real property purchased with the loan proceeds. The loan agreement providesthat Y
is entitled to receive fixed monthly payments from Z, constituting repayment of principal plusinterest at a
fixed rate. In addition, the agreement providesthat Y is entitled to receive a percentage of the appreciation
value of thereal property as of the time that the loan isretired. The obligation in its entirety is considered
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debt for Federal income tax purposes. However, because of Y'sright to share in the appreciation in value of
the real property, the debt obligation givesY an interest in the real property other than solely as a creditor.
Nevertheless, as principa and interest payments do not constitute gain under section 1001 and paragraph (h)
of this section, and both the monthly and final payments received by Y are considered to consist solely of
principal and interest for Federal income tax purposes, section 897(a) shall not apply to Y's receipt of such
payments. However, Y's sale of the debt obligation to foreign corporation A would giveriseto gainthat is
subject to section 897(a).

(i) Related person. For purposes of sections 897, 1445, and 6039C, persons are considered to be related if
they are partners or partnerships described in section 707(b)(1) of the Code or if they are related within the
meaning of section 267(b) and (c) of the Code (except that section 267(f) shall apply without regard to
section 1563(b)(2)).

(j) Domestic corporation. The term "domestic corporation” has the same meaning as set forth in section 7701
(&(3) and (4) and § 301.7701-5. For purposes of sections 897 and 6039C, it also includes aforeign
corporation with respect to which an election under section 897(i) and 8§ 1.897-3 or section 897(k) and 8§
1.897-4 to be treated as domestic corporation isin effect.

(K) [Reserved]

(I') Foreign corporation. Theterm "foreign corporation” has the meaning ascribed to such term in section
7701(a)(3) and (5) and 8 301.7701-5. For purposes of sections 897 and 6039C, however, the term does not
include aforeign corporation with respect to which thereisin effect an election under section 897(i) and §
1.897-3 or section 897(k) and 8§ 1.897-4 to be treated as a domestic corporation.

(m) Established securities market. For purposes of sections 897, 1445, and 6039C, the term "established
securities market" means--

(1) A national securities exchange which is registered under section 6 of the Securities Exchange Act of 1934
(15 U.S.C. 78f),

(2) A foreign national securities exchange which is officialy recognized, sanctioned, or supervised by
governmental authority, and

(3) Any over-the-counter market. An over-the-counter market is any market reflected by the existence of an
interdealer quotation system. An interdealer quotation system is any system of general circulation to brokers
and dealers which regularly disseminates quotations of stocks and securities by identified brokers or dealers,
other than by quotation sheets which are prepared and distributed by a broker or dealer in the regular course
of business and which contain only quotations of such broker or dealer.

(n) [Reserved]
(o) Fair market value--(1) In general. For purposes of sections 897, 1445, and 6039C only, the term "fair
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market value" means the value of the property determined in accordance with the rules, contained in this
paragraph (0). The definition of fair market value provided herein is not to be used in the calculation of gain
or loss from the disposition of a U.S. real property interest pursuant to section 1001. An independent
professional appraisal of the value of property must be submitted only if such an appraisal is specifically
requested in connection with the negotiation of a security agreement pursuant to section 1445.

(2) Method of calculating fair market value--(i) In general. The fair market value of property isits gross
value (as defined in paragraph (0)(2)(ii) of this section) reduced by the outstanding balance of any debts
secured by the property which are described in paragraph (0)(2)(iii) of this section. See § 1.897-2(b) for the
alternative use of book valuesin certain limited circumstances.

(if) Grossvalue. Gross valueisthe price at which the property would change hands between an unrelated
willing buyer and willing seller, neither being under any compulsion to buy or to sell and both having
reasonable knowledge of all relevant facts. Generally, with respect to trade or business assets, going concern
value should be used asit will provide the most accurate reflection of such aprice. However, taxpayers may
use other methods of valuation if they can establish that such method will provide a more accurate
determination of gross value and if they consistently apply such method to all assetsto be valued. See
subdivisions (3) and (4) of this paragraph (o) for special rules with respect to the valuation of leases and of
intangible assets.

(iii) Debts secured by the property. The gross value of property shall be reduced by the outstanding balance
of debtsthat are:

(A) Secured by a mortgage or other security interest in the property that is valid and enforceable under the
law of the jurisdiction in which the property islocated, and

(B) Either (1) incurred to acquire the property (including long-term financing obtained in replacement of
construction loans or other short-term debt within one year of the acquisition or completion of the property),
or (2) otherwise incurred in direct connection with the property, such as property tax liens upon real property
or debts incurred to maintain or improve property.

In addition, if any debt described in this paragraph (0)(2)(iii) is refinanced for a valid business purpose (such
as obtaining a more favorable rate of interest), the principal amount of the replacement debt does not exceed
the outstanding balance of the original debt, and the replacement debt is secured by the property, then the
gross value of the property shall be reduced by the replacement debt. Obligations to related persons shall not
be taken into account for purposes of this paragraph (0)(2)(iii) unless such obligations constitute interests
solely as a creditor pursuant to the provisions of paragraph (d)(4) of this section and unless the related person
has made similar loans to unrelated persons on similar terms and conditions.

(iv) Anti-abuse rule. The gross value of real property located outside the United States and of assets used or
held for use in atrade or business shall be reduced by the outstanding balance of any debt that was entered
into for the principal purpose of avoiding the provisions of section 897, 1445, or 6039C by enabling the
corporation to acquire such assets. The existence of such a purpose shall be determined with reference to all
the facts and circumstances. Debts that a particular corporation routinely entersinto in the ordinary course of
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its acquisition of assets used or held for use in itstrade or business will not be considered to be entered into
for the principal purpose of avoiding the provisions of section 897, 1445, or 6039C.

(3) Fair market value of leases and options. For purposes of sections 897, 1445, and 6039C, the fair market
value of aleasehold interest in real property isthe price at which the lease could be assigned or the property
sublet, neither party to such transaction being under any compulsion to enter into the transaction and both
having reasonable knowledge of al relevant facts. Thus, the value of aleasehold interest will generally
consist of the present value, over the period of the lease remaining, of the difference between the rental
provided for in the lease and the current rental value of the real property. A leasehold interest bearing
restrictions on its assignment or sublease has afair market value of zero, but only if those restrictionsin
practical effect preclude (rather than merely condition) the lessee's ability to transfer, at a gain, the benefits of
afavorable lease. The normal commercial practice of lessors may be used to determine whether restrictions
in alease have the practical effect of precluding transfer at again. The fair market value of an option to
purchase any property is, smilarly, the price at which the option could be sold, consisting generally of the
difference between the option price and the fair market value of the property, taking proper account of any
restrictions upon the transfer of the option.

(4) Fair market value of intangible assets. For purposes of determining whether a corporationisaU.S. real
property holding corporation, the fair market value of intangible assets described in 8 1.897-1(f)(1)(ii) may be
determined in accordance with the following rules.

() Purchase price. Intangible assets described in § 1.897-1(f)(1)(ii) that were acquired by purchase from a
person not related to the purchaser within the meaning of § 1.897-1(i) may be valued at their purchase price.
However, such purchase price must be adjusted to reflect any amortization required by generally accepted
accounting principles applied in the United States. I ntangible assets acquired by purchase shall include any
amounts allocated to goodwill or going concern valued pursuant to section 338(b)(3) and regulations
thereunder. Intangible assets acquired by purchase shall not include assets that were acquired indirectly
through an acquisition of stock to which section 338 does not apply. Such assets must be valued pursuant to
amethod described in subdivision (ii) or (iii) of this paragraph (0)(4).

(ii) Book value. Intangible assets described in 8§ 1.897-1(f)(1)(ii) (other than good will and going concern
value) may be valued at the amount at which such assets are carried on the financial accounting records of the
holder of such assets, provided that such amount is determined in accordance with generally accepted
accounting principles applied in the United States. However, this method may not be used with respect to
assets acquired by purchase from arelated person within the meaning of § 1.897-1(i).

(i) Other methods. Intangible assets described in § 1.897-1(f)(2)(ii) may be valued pursuant to any other
reasonable method at an amount reflecting the price at which the asset would change hands between an
unrelated willing buyer and willing seller, neither being under any compulsion to buy or to sell and both
having reasonable knowledge of all relevant facts. However, a corporation that uses a method of valuation
other than the purchase price or book value methods may be required to comply with the special notification
requirements of 8 1.897-2(h)(1)(iii)(A).

(p) Identifying number. The "identifying number" of an individual is the individual's United States social
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security number. The "identifying number" of any other person isits United States employer identification
number.

Approved by the Office of Management and Budget under control number 1545-0123.
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26 C.F.R. §1.901-2

8 1.901-2 Income, war profits, or excess profitstax paid or accrued.

(a) Definition of income, war profits, or excess profits tax--(1) In general. Section 901 allows a credit for the
amount of income, war profits or excess profits tax (referred to as "income tax" for purposes of this section
and 88 1.901-2A and 1.903-1) paid to any foreign country. Whether aforeign levy isanincometax is
determined independently for each separate foreign levy. A foreign levy isan incometax if and only if--

(i) Itisatax; and
(ii) The predominant character of that tax isthat of an income tax in the U.S. sense.

Except to the extent otherwise provided in paragraphs (a)(3)(ii) and (c) of this section, atax either isor is not
an incometax, in its entirety, for all persons subject to the tax. Paragraphs (a), (b) and (c) of this section
define an income tax for purposes of section 901. Paragraph (d) of this section contains rules describing what
constitutes a separate foreign levy. Paragraph (e) of this section contains rules for determining the amount of
tax paid by aperson. Paragraph (f) of this section contains rules for determining by whom foreign tax is
paid. Paragraph (g) of this section contains definitions of the terms"paid by," "foreign country,” and "foreign
levy." Paragraph (h) of this section states the effective date of this section.

(2) Tax--(i) Ingenera. A foreignlevy isatax if it requires acompulsory payment pursuant to the authority
of aforeign country to levy taxes. A penalty, fine, interest, or similar obligation is not atax, nor is a customs
duty atax. Whether aforeign levy requires a compulsory payment pursuant to a foreign country's authority
to levy taxes is determined by principles of U.S law and not by principles of law of the foreign country.
Therefore, the assertion by aforeign country that alevy is pursuant to the foreign country's authority to levy
taxesis not determinative that, under U.S. principles, it is pursuant thereto. Notwithstanding any assertion of
aforeign country to the contrary, aforeign levy is not pursuant to aforeign country's authority to levy taxes,
and thus is not atax, to the extent a person subject to the levy receives (or will receive), directly or indirectly,
a specific economic benefit (as defined in paragraph (a)(2)(ii)(B) of this section) from the foreign country in
exchange for payment pursuant to the levy. Rather, to that extent, such levy requires a compulsory payment
in exchange for such specific economic benefit. If, applying U.S. principles, aforeign levy requires a
compulsory payment pursuant to the authority of aforeign country to levy taxes and also requires a
compulsory payment in exchange for a specific economic benefit, the levy is considered to have two distinct
elements. atax and arequirement of compulsory payment in exchange for such specific economic benefit.
In such a situation, these two distinct elements of the foreign levy (and the amount paid pursuant to each such
element) must be separated. No credit is allowable for a payment pursuant to aforeign levy by a dual
capacity taxpayer (as defined in paragraph (a)(2)(ii)(A) of this section) unless the person claiming such credit
establishes the amount that is paid pursuant to the distinct element of the foreign levy that isatax. See
paragraph (a)(2)(ii) of this section and 8§ 1.901-2A.

(i1) Dual capacity taxpayers--(A) In general. For purposes of this section and 88 1.901-2A and 1.903-1, a
person who is subject to alevy of aforeign state or of a possession of the United States or of a political
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subdivision of such a state or possession and who also, directly or indirectly (within the meaning of paragraph
(@) (2)(i1)(E) of this section) receives (or will receive) a specific economic benefit from the state or possession
or from apolitical subdivision of such state or possession or from an agency or instrumentality of any of the
foregoing isreferred to as a"dual capacity taxpayer." Dual capacity taxpayers are subject to the specia rules
of § 1.901-2A.

(B) Specific economic benefit. For purposes of this section and 88 1.901-2A and 1.903-1, the term "specific
economic benefit" means an economic benefit that is not made available on substantially the same terms to
substantially all persons who are subject to the income tax that is generally imposed by the foreign country,
or, if thereis no such generally imposed income tax, an economic benefit that is not made available on
substantially the same terms to the population of the country in general. Thus, a concession to extract
government-owned petroleum is a specific economic benefit, but the right to travel or to ship freight on a
government-owned airline is not, because the latter, but not the former, is made generally available on
substantially the same terms. An economic benefit includes property; aservice;, afee or other payment; a
right to use, acquire or extract resources, patents or other property that aforeign country owns or controls
(within the meaning of paragraph (a)(2)(ii)(D) of this section); or areduction or discharge of a contractual
obligation. It does not include the right or privilege merely to engage in business generaly or to engagein
businessin a particular form.

(C) Pension, unemployment, and disability fund payments. A foreign levy imposed on individuals to finance
retirement, old-age, death, survivor, unemployment, illness, or disability benefits, or for some substantially
similar purpose, is not a requirement of compulsory payment in exchange for a specific economic benefit, as
long as the amounts required to be paid by the individuals subject to the levy are not computed on a basis
reflecting the respective ages, life expectancies or similar characteristics of such individuals.

(D) Control of property. A foreign country controls property that it does not own if the country exhibits
substantial indicia of ownership with respect to the property, for example, by both regulating the quantity of
property that may be extracted and establishing the minimum price at which it may be disposed of.

(E) Indirect receipt of abenefit. A person isconsidered to receive a specific economic benefit indirectly if
another person receives a specific economic benefit and that other person--

(1) Owns or controls, directly or indirectly, the first person or is owned or controlled, directly or indirectly, by
the first person or by the same persons that own or control, directly or indirectly, the first person; or

(2) Engages in atransaction with the first person under terms and conditions such that the first person
receives, directly or indirectly, all or part of the value of the specific economic benefit.

(3) Predominant character. The predominant character of aforeign tax isthat of an income tax in the U.S.
sense--

(i) If, within the meaning of paragraph (b)(1) of this section, the foreign tax islikely to reach net gain in the
normal circumstances in which it applies,

http://famguardian.org/TaxFreedom/Forms/Discovery/Deposition/Evidence/Q10.003d.htm (2 of 21) [1/8/2007 8:17:13 AM]



Date of Download: Jan 14, 2002

(if) But only to the extent that liability for the tax is not dependent, within the meaning of paragraph (c) of
this section, by itsterms or otherwise, on the availability of a credit for the tax against income tax liability to
another country.

(b) Net gain--(1) In general. A foreign tax islikely to reach net gain in the normal circumstancesin which it
appliesif and only if the tax, judged on the basis of its predominant character, satisfies each of the realization,
gross receipts, and net income requirements set forth in paragraphs (b)(2), (b)(3) and (b)(4), respectively, of
this section.

(2) Redlization--(i) In general. A foreign tax satisfies the realization requirement if, judged on the basis of its
predominant character, it isimposed--

(A) Upon or subsequent to the occurrence of events ("realization events') that would result in the realization
of income under the income tax provisions of the Internal Revenue Code;

(B) Upon the occurrence of an event prior to arealization event ("a prerealization event™) provided the
consequence of such event is the recapture (in whole or part) of atax deduction, tax credit or other tax
allowance previously accorded to the taxpayer; or

(C) Upon the occurrence of a prerealization event, other than one described in paragraph (b)(2)(i)(B) of this
section, but only if the foreign country does not, upon the occurrence of alater event (other than a distribution
or adeemed distribution of the income), impose tax ("second tax") with respect to the income on which tax is
imposed by reason of such prerealization event (or, if it does impose a second tax, a credit or other
comparablerelief is available against the liability of such a second tax for tax paid on the occurrence of the
prerealization event) and--

(1) Theimposition of the tax upon such prerealization event is based on the difference in the values of
property at the beginning and end of a period; or

(2) The prereadlization event is the physical transfer, processing, or export of readily marketable property (as
defined in paragraph (b)(2)(iii) of this section).

A foreign tax that, judged on the basis of its predominant character, isimposed upon the occurrence of events
described in this paragraph (b)(2)(i) satisfies the realization requirement even if it is also imposed in some
situations upon the occurrence of events not described in this paragraph (b)(2)(i). For example, aforeign tax
that, judged on the basis of its predominant character, isimposed upon the occurrence of events described in
this paragraph (b)(2)(i) satisfies the realization requirement even though the base of that tax also includes
imputed rental income from a personal residence used by the owner and receipt of stock dividends of atype
described in section 305(a) of the Internal Revenue Code. As provided in paragraph (a)(1) of this section, a
tax either isor isnot an incometax, in its entirety, for al persons subject to thetax; therefore, aforeign tax
described in the immediately preceding sentence satisfies the realization requirement even though some
persons subject to the tax will on some occasions not be subject to the tax except with respect to such imputed
rental income and such stock dividends. However, aforeign tax based only or predominantly on such
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imputed rental income or only or predominantly on receipt of such stock dividends does not satisfy the
realization requirement.

(i1) Certain deemed distributions. A foreign tax that does not satisfy the realization requirement under
paragraph (b)(2)(i) of this section is neverthel ess considered to meet the realization requirement if it is
imposed with respect to a deemed distribution (e.g., by a corporation to a shareholder) of amounts that meet
the realization requirement in the hands of the person that, under foreign law, is deemed to distribute such
amount, but only if the foreign country does not, upon the occurrence of alater event (e.g., an actual
distribution), impose tax ("second tax") with respect to the income on which tax was imposed by reason of
such deemed distribution (or, if it does impose a second tax, a credit or other comparable relief isavailable
against the liability for such a second tax for tax paid with respect to the deemed distribution).

(i) Readily marketable property. Property isreadily marketable if--

(A) Itisstock in trade or other property of akind that properly would be included in inventory if on hand at
the close of the taxable year or if it isheld primarily for sale to customers in the ordinary course of business,
and

(B) It can be sold on the open market without further processing or it is exported from the foreign country.

(iv) Examples. The provisions of paragraph (b)(2) of this section may beillustrated by the following
examples:

Example 1. Residents of country X are subject to atax of 10 percent on the aggregate net appreciation in fair
market value during the calendar year of all shares of stock held by them at the end of the year. In addition,
all such residents are subject to a country X tax that qualifies as an income tax within the meaning of
paragraph (a)(1) of this section. Included in the base of the income tax are gains and losses realized on the
sale of stock, and the basis of stock for purposes of determining such gain or lossisits cost. The operation of
the stock appreciation tax and the income tax as applied to sales of stock is exemplified asfollows. A, a
resident of country X, purchases stock in June, 1983 for 100u (units of country X currency) and sellsit in
May, 1985 for 160u. On December 31, 1983, the stock isworth 120u and on December 31, 1984, it isworth
155u. Pursuant to the stock appreciation tax, A pays 2u for 1983 (10 percent of (120u-100u)), 3.5u for 1984
(20 percent of (155u-120u)), and nothing in 1985 because no stock was held at the end of that year. For
purposes of the income tax, A must include 60u (160u-100u) in hisincome for 1985, the year of sale.
Pursuant to paragraph (b)(2)(i)(C) of this section, the stock appreciation tax does not satisfy the realization
requirement because country X imposes a second tax upon the occurrence of alater event (i.e., the sale of
stock) with respect to the income that was taxed by the stock appreciation tax and no credit or comparable
relief isavailable against such second tax for the stock appreciation tax paid.

Example 2. The facts are the same asin example (1) except that if stock was held on the December 31 last
preceding the date of its sale, the basis of such stock for purposes of computing gain or loss under the income
tax isthe value of the stock on such December 31. Thus, in 1985, A includes only 5u (160u- 155u) asincome
from the sale for purposes of the income tax. Because the income tax imposed upon the occurrence of alater
event (the sale) does not impose a tax with respect to the income that was taxed by the stock appreciation tax,
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the stock appreciation tax satisfies the realization requirement. The result would be the same if, instead of a
basis adjustment to reflect taxation pursuant to the stock appreciation tax, the country X income tax allowed a
credit (or other comparable relief) to take account of the stock appreciation tax. If acredit mechanismis
used, see also paragraph (e)(4)(i) of this section.

Example 3. Country X imposes atax on the realized net income of corporations that do businessin country
X. Country X aso imposes a branch profits tax on corporations organized under the law of a country other
than country X that do businessin country X. The branch profits tax isimposed when realized net income is
remitted or deemed to be remitted by branches in country X to home offices outside of country X. The
branch profits tax isimposed subsequent to the occurrence of events that would result in realization of
income (i.e., by corporations subject to such tax) under the income tax provisions of the Internal Revenue
Code; thus, in accordance with paragraph (b)(2)(i)(A) of this section, the branch profits tax satisfies the
realization requirement.

Example 4. Country X imposes atax on the realized net income of corporations that do businessin country
X (the "country X corporate tax"). Country X also imposes a separate tax on shareholders of such
corporations (the "country X shareholder tax"). The country X shareholder tax isimposed on the sum of the
actual distributions received during the taxable year by such a shareholder from the corporation's realized net
income for that year (i.e., income from past yearsis not taxed in alater year when it is actually distributed)

plus the distributions deemed to be received by such a shareholder. Deemed distributions are defined as (A) a
shareholder's pro rata share of the corporation's realized net income for the taxable year, less (B) such
shareholder's pro rata share of the corporation's country X corporate tax for that year, less (C) actual
distributions made by such corporation to such shareholder from such net income. A shareholder's receipt of
actual distributionsis arealization event within the meaning of paragraph (b)(2)(i)(A) of this section. The
deemed distributions are not realization events, but they are described in paragraph (b)(2)(ii) of this section.
Accordingly, the country X shareholder tax satisfies the realization requirement.

(3) Grossreceipts--(i) In general. A foreign tax satisfies the gross receipts requirement if, judged on the basis
of its predominant character, it isimposed on the basis of --

(A) Gross receipts, or

(B) Gross recelpts computed under a method that is likely to produce an amount that is not greater than fair
market value.

A foreign tax that, judged on the basis of its predominant character, isimposed on the basis of amounts
described in this paragraph (b)(3)(i) satisfies the gross receipts requirement even if it is also imposed on the
basis of some amounts not described in this paragraph (b)(3)(i).

(ii) Examples. The provisions of paragraph (b)(3)(i) of this section may be illustrated by the following
examples:

Example 1. Country X imposes a "headquarters company tax" on country X corporations that serve as
regional headquarters for affiliated nonresident corporations, and this tax is a separate tax within the meaning
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of paragraph (d) of this section. A headquarters company for purposes of thistax is a corporation that
performs administrative, management or coordination functions solely for nonresident affiliated entities. Due
to the difficulty of determining on a case-by-case basis the arm's length gross receipts that headquarters
companies would charge affiliates for such services, gross receipts of a headquarters company are deemed,
for purposes of this tax, to equal 110 percent of the business expenses incurred by the headquarters company.
It is established that this formulaislikely to produce an amount that is not greater than the fair market value
of arm'slength gross receipts from such transactions with affiliates. Pursuant to paragraph (b)(3)(i)(B) of this
section, the headquarters company tax satisfies the gross receipts requirement.

Example 2. Thefacts are the same asin Example (1), with the added fact that in the case of a particular
taxpayer, A, the formula actually produces an amount that is substantially greater than the fair market value
of arm's length gross receipts from transactions with affiliates. As provided in paragraph (a)(1) of this
section, the headquarters company tax either is or is not an income tax, in its entirety, for all persons subject
to thetax. Accordingly, the result isthe same as in example (1) for all persons subject to the headquarters
company tax, including A.

Example 3. Country X imposes a separate tax (within the meaning of paragraph (d) of this section) on
income from the extraction of petroleum. Under that tax, gross receipts from extraction income are deemed
to equal 105 percent of the fair market value of petroleum extracted. This computation is designed to
produce an amount that is greater than the fair market value of actual grossreceipts; therefore, the tax on
extraction income is not likely to produce an amount that is not greater than fair market value. Accordingly,
the tax on extraction income does not satisfy the gross receipts requirement. However, if the tax satisfies the
criteriaof 8 1.903-1(a), itisatax in lieu of an income tax.

(4) Net income--(i) In general. A foreign tax satisfies the net income requirement if, judged on the basis of its
predominant character, the base of the tax is computed by reducing gross receipts (including gross receipts as
computed under paragraph (b)(3)(i)(B) of this section) to permit--

(A) Recovery of the significant costs and expenses (including significant capital expenditures) attributable,
under reasonable principles, to such gross receipts; or

(B) Recovery of such significant costs and expenses computed under a method that is likely to produce an
amount that approximates, or is greater than, recovery of such significant costs and expenses.

A foreign tax law permits recovery of significant costs and expenses even if such costs and expenses are
recovered at a different time than they would be if the Internal Revenue Code applied, unless the time of
recovery is such that under the circumstances there is effectively adenial of such recovery. For example,
unless the time of recovery is such that under the circumstances there is effectively a denial of such recovery,
the net income requirement is satisfied where items deductible under the Internal Revenue Code are
capitalized under the foreign tax system and recovered either on arecurring basis over time or upon the
occurrence of some future event or where the recovery of items capitalized under the Internal Revenue Code
occurs less rapidly under the foreign tax system. A foreign tax law that does not permit recovery of one or
more significant costs or expenses, but that provides allowances that effectively compensate for nonrecovery
of such significant costs or expenses, is considered to permit recovery of such costs or expenses. Principles
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used in the foreign tax law to attribute costs and expenses to gross receipts may be reasonable even if they
differ from principles that apply under the Internal Revenue Code (e.g., principles that apply under section
265, 465 or 861(b) of the Internal Revenue Code). A foreign tax whose base, judged on the basis of its
predominant character, is computed by reducing gross receipts by items described in paragraph (b)(4)(i)(A)

or (B) of this section satisfied the net income requirement even if gross receipts are not reduced by some such
items. A foreign tax whose base is gross receipts or gross income does not satisfy the net income requirement
except in the rare situation where that tax is almost certain to reach some net gain in the normal

circumstances in which it applies because costs and expenses will almost never be so high asto offset gross
receipts or gross income, respectively, and the rate of the tax is such that after the tax is paid persons subject
to the tax are almost certain to have net gain. Thus, atax on the gross receipts or gross income of businesses
can satisfy the net income requirement only if businesses subject to the tax are almost certain never to incur a
loss (after payment of the tax). In determining whether aforeign tax satisfied the net income requirement, it is
immaterial whether gross receipts are reduced, in the base of the tax, by another tax, provided that other tax
satisfies the realization, gross receipts and net income reguirements.

(i) Consolidation of profits and losses. In determining whether aforeign tax satisfies the net income
requirement, one of the factors to be taken into account is whether, in computing the base of the tax, aloss
incurred in one activity (e.g., a contract areain the case of oil and gas exploration) in atrade or businessis
allowed to offset profit earned by the same person in another activity (e.g., a separate contract area) in the
same trade or business. |If such an offset isalowed, it isimmaterial whether the offset may be made in the
taxable period in which the lossisincurred or only in a different taxable period, unless the period is such that
under the circumstances there is effectively a denial of the ability to offset the loss against profit. In
determining whether aforeign tax satisfies the net income requirement, it isimmaterial that no such offset is
allowed if aloss incurred in one such activity may be applied to offset profit earned in that activity in a
different taxable period, unless the period is such that under the circumstances there is effectively a denial of
the ability to offset such loss against profit. In determining whether aforeign tax satisfies the net income
requirement, it isimmaterial whether a person's profits and losses from one trade or business (e.g., oil and gas
extraction) are allowed to offset its profits and losses from another trade or business (e.g., oil and gas refining
and processing), or whether a person’s business profits and losses and its passive investment profits and |osses
are allowed to offset each other in computing the base of the foreign tax. Moreover, it isimmaterial whether
foreign law permits or prohibits consolidation of profits and losses of related persons, unless foreign law
requires separate entities to be used to carry on separate activities in the same trade or business. If foreign
law requires that separate entities carry on such separate activities, the determination whether the net income
requirement is satisfied is made by applying the same considerations as if such separate activities were
carried on by asingle entity.

(iii) Carryovers. In determining whether aforeign tax satisfies the net income requirement, it isimmaterial,
except as otherwise provided in paragraph (b)(4)(ii) of this section, whether losses incurred during one
taxable period may be carried over to offset profitsincurred in different taxable periods.

(iv) Examples. The provisions of this paragraph (b)(4) may be illustrated by the following examples:

Example 1. Country X imposes an income tax on corporations engaged in businessin country X; however,
that income tax is not applicable to banks. Country X also imposes atax (the "bank tax") of 1 percent on the
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gross amount of interest income derived by banks from branches in country X; no deductions are allowed.
Banks doing business in country X incur very substantial costs and expenses (e.g., interest expense)
attributable to their interest income. The bank tax neither provides for recovery of significant costs and
expenses nor provides any allowance that significantly compensates for the lack of such recovery. Since such
banks are not almost certain never to incur aloss on their interest income from branches in country X, the
bank tax does not satisfy the net income requirement. However, if the tax on corporationsis generally
imposed, the bank tax satisfies the criteria of 8 1.903-1(a) and therefore isatax in lieu of an income tax.

Example 2. Country X law imposes an income tax on persons engaged in business in country X. The base of
that tax is realized net income attributable under reasonable principles to such business. Under the tax law of
country X, abank is not considered to be engaged in business in country X unlessit has a branch in country
X and interest income earned by a bank from aloan to aresident of country X is not considered attributable
to business conducted by the bank in country X unless a branch of the bank in country X performs certain
significant enumerated activities, such as negotiating the loan. Country X also imposes atax (the "bank tax™)
of 1 percent on the gross amount of interest income earned by banks from loans to residents of country X if
such banks do not engage in businessin country X or if such interest income is not considered attributable to
business conducted in country X. For the same reasons as are set forth in example (1), the bank tax does not
satisfy the net income requirement. However, if the tax on persons engaged in businessin country X is
generally imposed, the bank tax satisfies the criteria of 8 1.903-1(a) and thereforeisatax in lieu of an income
tax.

Example 3. A foreign tax isimposed at the rate of 40 percent on the amount of gross wages realized by an
employee; no deductions are alowed. Thus, the tax law neither provides for recovery of costs and expenses
nor provides any allowance that effectively compensates for the lack of such recovery. Because costs and
expenses of employees attributable to wage income are amost always insignificant compared to the gross
wages realized, such costs and expenses will almost always not be so high as to offset the gross wages and
the rate of the tax is such that, under the circumstances, after the tax is paid, employees subject to the tax are
almost certain to have net gain. Accordingly, the tax satisfies the net income requirement.

Example 4. Country X imposes atax at the rate of 48 percent of the "taxable income" of nonresidents of
country X who furnish specified types of services to customers who are residents of country X. "Taxable
income" for purposes of the tax is defined as gross recei pts received from residents of country X (regardless
of whether the services to which the receipts relate are performed within or outside country X) less
deductions that permit recovery of the significant costs and expenses (including significant capital
expenditures) attributable under reasonable principles to such gross receipts. The country X tax satisfiesthe
net income requirement.

Example 5. Each of country X and province Y (apolitical subdivision of country X) imposes atax on
corporations, called the "country X income tax" and the "province Y income tax," respectively. Each tax has
an identical base, which is computed by reducing a corporation's gross recei pts by deductions that, based on
the predominant character of the tax, permit recovery of the significant costs and expenses (including
significant capital expenditures) attributable under reasonable principles to such gross receipts. The country
X income tax does not allow a deduction for the province Y income tax for which ataxpayer isliable, nor
does the province Y income tax allow a deduction for the country X income tax for which ataxpayer is
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liable. Asprovided in paragraph (d)(1) of this section, each of the country X income tax and the province Y
incometax isaseparate levy. Both of these levies satisfy the net income requirement; the fact that neither
levy's base allows a deduction for the other levy isimmaterial in reaching that determination.

(c) Soak-up taxes--(1) In general. Pursuant to paragraph (a)(3)(ii) of this section, the predominant character
of aforeign tax that satisfies the requirement of paragraph (a)(3)(i) of this section is that of an income tax in
the U.S. sense only to the extent that liability for the foreign tax is not dependent (by its terms or otherwise)
on the availability of acredit for the tax against income tax liability to another country. Liability for foreign
tax is dependent on the availability of a credit for the foreign tax against income tax liability to another
country only if and to the extent that the foreign tax would not be imposed on the taxpayer but for the
availability of such acredit. Seealso § 1.903-1(b)(2).

(2) Examples. The provisions of paragraph (c)(1) of this section may beillustrated by the following
examples:

Example 1. Country X imposes atax on the receipt of royalties from sources in country X by nonresidents of
country X. Thetax is 15 percent of the gross amount of such royalties unless the recipient is aresident of the
United States or of country A, B, C, or D, in which case the tax is 20 percent of the gross amount of such
royalties. Like the United States, each of countries A, B, C, and D alowsits residents a credit against the
income tax otherwise payable to it for income taxes paid to other countries. Because the 20 percent rate
applies only to residents of countries which allow a credit for taxes paid to other countries and the 15 percent
rate appliesto residents of countries which do not alow such a credit, one-fourth of the country X tax would
not be imposed on residents of the United States but for the availability of such acredit. Accordingly, one-
fourth of the country X tax imposed on residents of the United States who receive royalties from sourcesin
country X is dependent on the availability of a credit for the country X tax against income tax liability to
another country.

Example 2. Country X imposes atax on the realized net income derived by al nonresidents from carrying on
atrade or businessin country X. Although country X law does not prohibit other nonresidents from carrying
on businessin country X, United States persons are the only nonresidents of country X that carry on business
in country X in 1984. The country X tax would be imposed in its entirety on a nonresident of country X
irrespective of the availability of acredit for country X tax against income tax liability to another country.
Accordingly, no portion of that tax is dependent on the availability of such a credit.

Example 3. Country X imposes tax on the realized net income of all corporations incorporated in country X.
Country X alows atax holiday to qualifying corporations incorporated in country X that are owned by
nonresidents of country X, pursuant to which no country X tax isimposed on the net income of a qualifying
corporation for the first ten years of its operationsin country X. A corporation qualifies for the tax holiday if
it meets certain minimum investment criteriaand if the development office of country X certifiesthat inits
opinion the operations of the corporation will be consistent with specified development goals of country X.
The development office will not so certify to any corporation owned by persons resident in countries that
allow a credit (such as that available under section 902 of the Internal Revenue Code) for country X tax paid
by a corporation incorporated in country X. In practice, tax holidays are granted to alarge number of
corporations, but country X tax isimposed on a significant number of other corporations incorporated in
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country X (e.g., those owned by country X persons and those which have had operations for more than 10
years) in addition to corporations denied atax holiday because their shareholders qualify for a credit for the
country X tax against income tax liability to another country. In the case of corporations denied atax holiday
because they have U.S. shareholders, no portion of the country X tax during the period of the denied 10-year
tax holiday is dependent on the availability of acredit for the country X tax against income tax liability to
another country.

Example 4. Thefacts are the same asin example (3), except that corporations owned by personsresident in
countries that will allow a credit for country X tax at the time when dividends are distributed by the
corporations are granted a provisional tax holiday. Under the provisional tax holiday, instead of relieving
such a corporation from country X tax for 10 years, liability for such tax is deferred until the corporation
distributes dividends. The result isthe same asin example (3).

(d) Separate levies--(1) In general. For purposes of sections 901 and 903, whether asingle levy or separate
levies are imposed by aforeign country depends on U.S. principles and not on whether foreign law imposes
thelevy or leviesin asingle or separate statute. A levy imposed by one taxing authority (e.g., the national
government of aforeign country) is always separate for purposes of sections 901 and 903 from alevy
imposed by another taxing authority (e.g., apolitical subdivision of that foreign country). Levies are not
separate merely because different rates apply to different taxpayers. For example, aforeign levy identical to
the tax imposed on U.S. citizens and resident alien individuals by section 1 of the Internal Revenue Codeisa
single levy notwithstanding the levy has graduated rates and applies different rate schedules to unmarried
individuals, married individuals who file separate returns and married individuals who file joint returns. In
general, levies are not separate merely because some provisions determining the base of the levy apply, by
their terms or in practice, to some, but not all, persons subject to the levy. For example, aforeign levy
identical to the tax imposed by section 11 of the Internal Revenue Code is asingle levy even though some
provisions apply by their terms to some but not all corporations subject to the section 11 tax (e.g., section 465
is by its terms applicable to corporations described in sections 465(a)(1)(B) and 465(a)(1)(C), but not to other
corporations), and even though some provisions apply in practice to some but not all corporations subject to
the section 11 tax (e.g., section 611 does not, in practice, apply to any corporation that does not have a
qgualifying interest in the type of property described in section 611(a)). However, where the base of alevy is
different in kind, and not merely in degree, for different classes of persons subject to the levy, the levy is
considered for purposes of sections 901 and 903 to impose separate levies for such classes of persons. For
example, regardless of whether they are contained in asingle or separate foreign statute, aforeign levy
identical to the tax imposed by section 871(b) of the Internal Revenue Code is a separate levy from aforeign
levy identical to the tax imposed by section 1 of the Internal Revenue Code as it appliesto persons other than
those described in section 871(b), and foreign leviesidentical to the taxes imposed by sections 11, 541, 881,
882, 1491 and 3111 of the Internal Revenue Code are each separate levies, because the base of each of those
levies differsin kind, and not merely in degree, from the base of each of the others. Accordingly, each such
levy must be analyzed separately to determine whether it is an income tax within the meaning of paragraph (a)
(2) of this section and whether it isatax in lieu of an income tax within the meaning of paragraph (a) of 8
1.903-1. Where foreign law imposes alevy that is the sum of two or more separately computed amounts, and
each such amount is computed by reference to a separate base, separate levies are considered, for purposes of
sections 901 and 903, to be imposed. A separate base may consist, for example, of a particular type of
income or of an amount unrelated to income, e.g., wages paid. Amounts are not separately computed if they
are computed separately merely for purposes of a preliminary computation and are then combined as a single
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base. In the case of leviesthat apply to dual capacity taxpayers, see also § 1.901-2A ().

(2) Contractual modifications. Notwithstanding paragraph (d)(1) of this section, if foreign law imposing a
levy is modified for one or more persons subject to the levy by a contract entered into by such person or
persons and the foreign country, then foreign law is considered for purposes of sections 901 and 903 to
impose a separate levy for all persons to whom such contractual modification of the levy applies, as
contrasted to the levy as applied to all persons to whom such contractual modification does not apply. In
applying the provisions of paragraph (c) of this section to atax as modified by such a contract, the provisions
of 8§ 1.903-1(b)(2) shall apply.

(3) Examples. The provisions of paragraph (d)(1) of this section may beillustrated by the following
examples:

Example 1. A foreign statute imposes alevy on corporations equal to the sum of 15% of the corporation's

realized net income plus 3% of its net worth. Asthe levy isthe sum of two separately computed amounts,

each of which is computed by reference to a separate base, each of the portion of the levy based on income
and the portion of the levy based on net worth is considered, for purposes of sections 901 and 903, to be a

separate levy.

Example 2. A foreign statute imposes a levy on nonresident alien individuals analogous to the taxes imposed
by section 871 of the Internal Revenue Code. For the same reasons as set forth in example (1), each of the
portion of the foreign levy analogous to the tax imposed by section 871(a) and the portion of the foreign levy
analogous to the tax imposed by sections 871(b) and 1, is considered, for purposes of sections 901 and 903, to
be a separate levy.

Example 3. A singleforeign statute or separate foreign statutes impose aforeign levy that is the sum of the
products of specified rates applied to specified bases, as follows:

Base Rate (percent)

Net income frommining .................... 45
Net income from manufacturing ............. 50
Net income from technical services........ 50
Net income from other services............. 45
Net income from investments ............... 15
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In computing each such base, deductible expenditures are allocated to the type of income they generate. |If
allocated deductible expenditures exceed the gross amount of a specified type of income, the excess may not
be applied against income of adifferent specified type. Accordingly, the levy isthe sum of several separately
computed amounts, each of which is computed by reference to a separate base. Each of the levies on mining
net income, manufacturing net income, technical services net income, other services net income, investment
net income and other net income is, therefore, considered, for purposes of sections 901 and 903, to be a

separate levy.

Example 4. Thefacts are the same asin example (3), except that excess deductible expenditures allocated to
one type of income are applied against other types of income to which the same rate applies. The levieson
mining net income and other services net income together are considered, for purposes of sections 901 and
903, to be asingle levy since, despite a separate preliminary computation of the bases, by reason of the
permitted application of excess allocated deductible expenditures, the bases are not separately computed. For
the same reason, the levies on manufacturing net income, technical services net income and other net income
together are considered, for purposes of sections 901 and 903, to be asingle levy. Thelevy on investment net
income is considered, for purposes of sections 901 and 903, to be a separate levy. These results are not
dependent on whether the application of excess allocated deductible expenditures to a different type of
income, as described above, is permitted in the same taxable period in which the expenditures are taken into
account for purposes of the preliminary computation, or only in adifferent (e.g., later) taxable period.

Example 5. The facts are the same asin example (3), except that excess deductible expenditures allocated to
any type of income other than investment income are applied against the other types of income (including
investment income) according to a specified set of priorities of application. Excess deductible expenditures
alocated to investment income are not applied against any other type of income. For the reason expressed in
example (4), all of the levies are together considered, for purposes of sections 901 and 903, to be asingle
levy.

(e) Amount of income tax that is creditable--(1) In general. Credit is allowed under section 901 for the
amount of income tax (within the meaning of paragraph (a)(1) of this section) that is paid to aforeign country
by the taxpayer. The amount of income tax paid by the taxpayer is determined separately for each taxpayer.

(2) Refunds and credits--(i) In general. An amount is not tax paid to aforeign country to the extent that it is
reasonably certain that the amount will be refunded, credited, rebated, abated, or forgiven. It isnot
reasonably certain that an amount will be refunded, credited, rebated, abated, or forgiven if the amount is not
greater than areasonable approximation of final tax liability to the foreign country.

(i1) Examples. The provisions of paragraph (e)(2)(i) of this section may beillustrated by the following
examples:
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Example 1. Theinternal law of country X imposes a 25 percent tax on the gross amount of interest from
sourcesin country X that is received by a nonresident of country X. Country X law imposes the tax on the
nonresident recipient and requires any resident of country X that pays such interest to a nonresident to
withhold and pay over to country X 25 percent of such interest, which is applied to offset the recipient's
liability for the 25 percent tax. A tax treaty between the United States and country X overrides internal law

of country X and provides that country X may not tax interest received by aresident of the United States from
aresident of country X at arate in excess of 10 percent of the gross amount of such interest. A resident of the
United States may claim the benefit of the treaty only by applying for arefund of the excess withheld amount
(15 percent of the gross amount of interest income) after the end of the taxable year. A, aresident of the
United States, receives a gross amount of 100u (units of country X currency) of interest income from a
resident of country X, from sources in country X in the taxable year 1984, from which 25u of country X tax is
withheld. A filesatimely claim for refund of the 15u excess withheld amount, 15u of the amount withheld
(25u- 10u) is reasonably certain to be refunded; therefore 15u is not considered an amount of tax paid to
country X.

Example 2. A'sinitial income tax liability under country X law is 100u (units of country X currency).
However, under country X law A'sinitial income tax liability isreduced in order to compute itsfinal tax
liability by an investment credit of 15u and a credit for charitable contributions of 5u. The amount of income
tax paid by A is 80u.

Example 3. A computes hisincome tax liability in country X for the taxable year 1984 as 100u (units of
country X currency), filesatax return on that basis, and pays 100u of tax. The day after A filesthat return, A
filesaclaim for refund of 90u. The difference between the 100u of liability reflected in A's original return
and the 10u of liability reflected in A's refund claim depends on whether a particular expenditure made by A
is nondeductible or deductible, respectively. Based on an analysis of the country X tax law, A's country X tax
advisors have advised A that it is not clear whether or not that expenditure is deductible. In view of the
uncertainty asto the proper treatment of the item in question under country X tax law, no portion of the 100u
paid by A isreasonably certain to be refunded. If A receives arefund, A must treat the refund as required by
section 905(c) of the Internal Revenue Code.

Example 4. A levy of country X, which qualifies as an income tax within the meaning of paragraph (a)(1) of
this section, provides that each person who makes payment to country X pursuant to the levy will receive a
bond to be issued by country X with an amount payable at maturity equal to 10 percent of the amount paid
pursuant to the levy. A pays 38,000u (units of country X currency) to country X and is entitled to receive a
bond with an amount payable at maturity of 3800u. It isreasonably certain that arefund in the form of
property (the bond) will be made. The amount of that refund is equal to the fair market value of the bond.
Therefore, only the portion of the 38,000u payment in excess of the fair market value of the bond is an
amount of tax paid.

(3) Subsidies--(i) General rule. Anamount of foreign income tax is not an amount of income tax paid or
accrued by ataxpayer to aforeign country to the extent that--

(A) The amount is used, directly or indirectly, by the foreign country imposing the tax to provide a subsidy
by any means (including, but not limited to, arebate, arefund, a credit, a deduction, a payment, a discharge

http://famguardian.org/TaxFreedom/Forms/Discovery/Deposition/Evidence/Q10.003d.htm (13 of 21) [1/8/2007 8:17:13 AM]



Date of Download: Jan 14, 2002

of an obligation, or any other method) to the taxpayer, to arelated person (within the meaning of section
482), to any party to the transaction, or to any party to arelated transaction; and

(B) The subsidy is determined, directly or indirectly, by reference to the amount of the tax or by reference to
the base used to compute the amount of the tax.

(if) Subsidy. Theterm "subsidy" includes any benefit conferred, directly or indirectly, by aforeign country to
one of the parties enumerated in paragraph (e)(3)(i)(A) of this section. Substance and not form shall govern
in determining whether a subsidy exists. The fact that the U.S. taxpayer may derive no demonstrable benefit
from the subsidy isirrelevant in determining whether a subsidy exists.

(iii) Official exchangerate. A subsidy described in paragraph (e)(3)(i)(B) of this section does not include the
actual use of an official foreign government exchange rate converting foreign currency into dollars where a
free exchange rate also exists if--

(A) The economic benefit represented by the use of the official exchange rate is not targeted to or tied to
transactions that giveriseto aclaim for aforeign tax credit;

(B) The economic benefit of the official exchange rate appliesto a broad range of international transactions,
in all cases based on the total payment to be made without regard to whether the payment is areturn of
principal, gross income, or net income, and without regard to whether it is subject to tax; and

(C) Any reduction in the overall cost of the transaction is merely coincidental to the broad structure and
operation of the official exchange rate.

In regard to foreign taxes paid or accrued in taxable years beginning before January 1, 1987, to which the
Mexican Exchange Control Decree, effective as of December 20, 1982, applies, see Rev. Rul. 84-143, 1984-2
C.B. 127.

(iv) Examples. The provisions of this paragraph (e)(3) may beillustrated by the following examples:

Example 1. (i) Country X imposes a 30 percent tax on nonresident lenders with respect to interest which the
nonresident lenders receive from borrowers who are residents of Country X, and it is established that this tax
isatax in lieu of an income tax within the meaning of 8 1.903-1(a). Country X provides the nonresident
lenders with receipts upon their payment of the 30 percent tax. Country X remits to resident borrowers an
incentive payment for engaging in foreign loans, which payment is an amount equal to 20 percent of the
interest paid to nonresident lenders.

(i) Because the incentive payment is based on the interest paid, it is determined by reference to the base used
to compute the tax that isimposed on the nonresident lender. The incentive payment is considered a subsidy
under this paragraph (e)(3) sinceit is provided to a party (the borrower) to the transaction and is based on the
amount of tax that isimposed on the lender with respect to the transaction. Therefore, two-thirds (20
percent/30 percent) of the amount withheld by the resident borrower from interest payments to the
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nonresidential lender is not an amount of income tax paid or accrued for purposes of section 901(b).

Example 2. (i) A U.S. bank lends money to a development bank in Country X. The development bank
relends the money to companies resident in Country X. A withholding tax isimposed by Country X on the U.
S. bank with respect to the interest that the development bank pays to the U.S. bank, and appropriate receipts
are provided. On the date that the tax is withheld, fifty percent of the tax is credited by Country X to an
account of the development bank. Country X requires the development bank to transfer the amount credited
to the borrowing companies.

(if) The amount successively credited to the account of the development bank and then to the account of the
borrowing companies is determined by reference to the amount of the tax and the tax base. Since the amount
credited to the borrowing companiesis a subsidy provided to a party (the borrowing companies) to arelated
transaction and is based on the amount of tax and the tax base, it is not an amount paid or accrued as an
income tax for purposes of section 901(b).

Example 3. (i) A U.S. bank lends dollars to a Country X borrower. Country X imposes a withholding tax on
the lender with respect to the interest. Thetax isto be paid in Country X currency, although the interest is
payablein dollars. Country X has adual exchange rate system, comprised of a controlled official exchange
rate and a free exchange rate. Priority transactions such as exports of merchandise, imports of merchandise,
and payments of principal and interest on foreign currency loans payable abroad to foreign lenders are
governed by the official exchange rate which yields more dollars per unit of Country X currency than the free
exchangerate. The Country X borrower remits the net amount of dollar interest due to the U.S. bank (interest
due less withholding tax), pays the tax withheld in Country X currency to the Country X government, and
providesto the U.S. bank areceipt for payment of the Country X taxes.

(if) The use of the official exchange rate by the U.S. bank to determine foreign taxes with respect to interest is
not a subsidy described in paragraph (e)(3)(i)(B) of thissection. The official exchange rate is not targeted to
or tied to transactions that give riseto aclaim for aforeign tax credit. The use of the official exchange rate
appliesto the interest paid and to the principal paid. Any benefit derived by the U.S. bank through the use of
the official exchange rate is merely coincidental to the broad structure and operation of the official exchange
rate.

Example 4. (i) B, aU.S. corporation, is engaged in the production of oil and gasin Country X pursuant to a
production sharing agreement between B, Country X, and the state petroleum authority of Country X. The
agreement is approved and enacted into law by the Legidlature of Country X. Both B and the petroleum
authority are subject to the Country X income tax. Each entity files an annual income tax return and pays, to
the tax authority of Country X, the amount of income tax due on its annual income. B isadual capacity
taxpayer as defined in 8§ 1.901-2(a)(2)(ii)(A). Country X has agreed to return to the petroleum authority one-
half of the income taxes paid by B by allowing it a credit in calculating its own tax liability to Country X.

(i) The petroleum authority is a party to atransaction with B and the amount returned by Country X to the
petroleum authority is determined by reference to the amount of the tax imposed on B. Therefore, the amount
returned is a subsidy as described in this paragraph (e€)(3) and one-half the tax imposed on B is not an amount
of incometax paid or accrued.
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Example 5. Assume the same facts as in Example 4, except that the state petroleum authority of Country X
does not receive amounts from Country X related to tax paid by B. Instead, the authority of Country X
receives a general appropriation from Country X which is not calculated with reference to the amount of tax
paid by B. The general appropriation is therefore not a subsidy described in this paragraph (€)(3).

(v) Effective Date. This paragraph (e)(3) shall apply to foreign taxes paid or accrued in taxable years
beginning after December 31, 1986.

(4) Multiple levies--(i) In general. If, under foreign law, ataxpayer's tentative liability for one levy (the "first
levy") is or can be reduced by the amount of the taxpayer's liability for adifferent levy (the "second levy"),
then the amount considered paid by the taxpayer to the foreign country pursuant to the second levy is an
amount equal to its entire liability for that levy, and the remainder of the amount paid is considered paid
pursuant to the first levy. Thisrule applies regardiess of whether itisor isnot likely that liability for one
such levy will always exceed liability for the other such levy. For an example of the application of thisrule,
see example (5) of 8 1.903-1(b)(3). If, under foreign law, the amount of ataxpayer's liability is the greater or
lesser of amounts computed pursuant to two levies, then the entire amount paid to the foreign country by the
taxpayer is considered paid pursuant to the levy that imposes such greater or lesser amount, respectively, and
no amount is considered paid pursuant to such other levy.

(i) Integrated tax systems. [Reserved]

(5) Noncompulsory amounts--(i) In general. An amount paid is not a compulsory payment, and thusis not an
amount of tax paid, to the extent that the amount paid exceeds the amount of liability under foreign law for
tax. An amount paid does not exceed the amount of such liability if the amount paid is determined by the
taxpayer in amanner that is consistent with a reasonable interpretation and application of the substantive and
procedural provisions of foreign law (including applicable tax treaties) in such away asto reduce, over time,
the taxpayer's reasonably expected liability under foreign law for tax, and if the taxpayer exhausts al
effective and practical remedies, including invocation of competent authority procedures available under
applicable tax treaties, to reduce, over time, the taxpayer's liability for foreign tax (including liability pursuant
to aforeign tax audit adjustment). Where foreign tax law includes options or elections whereby a taxpayer's
tax liability may be shifted, in whole or part, to adifferent year or years, the taxpayer's use or failure to use
such options or elections does not result in a payment in excess of the taxpayer's liability for foreigntax. An
interpretation or application of foreign law is not reasonable if there is actual notice or constructive notice (e.
g., apublished court decision) to the taxpayer that the interpretation or application is likely to be erroneous.
In interpreting foreign tax law, ataxpayer may generally rely on advice obtained in good faith from
competent foreign tax advisors to whom the taxpayer has disclosed the relevant facts. A remedy is effective
and practical only if the cost thereof (including the risk of offsetting additional tax liability) isreasonablein
light of the amount at issue and the likelihood of success. A settlement by ataxpayer of two or more issues
will be evaluated on an overall basis, not on an issue-by-issue basis, in determining whether an amount isa
compulsory amount. A taxpayer is not required to alter its form of doing business, its business conduct, or the
form of any business transaction in order to reduce its liability under foreign law for tax.

(ii) Examples. The provisions of paragraph (e)(5)(i) of this section may beillustrated by the following
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examples:

Example 1. A, acorporation organized and doing business solely in the United States, owns all of the stock
of B, acorporation organized in country X. In 1984 A buys merchandise from unrelated persons for
$1,000,000, shortly thereafter resells that merchandise to B for $600,000, and B later in 1984 resells the
merchandise to unrelated persons for $1,200,000. Under the country X income tax, which is an income tax
within the meaning of paragraph (a)(1) of this section, all corporations organized in country X are subject to a
tax equal to 3 percent of their net income. In computing its 1984 country X income tax liability B reports
$600,000 ($1,200,000-$600,000) of profit from the purchase and resale of the merchandise referred to above.
The country X income tax law requires that transactions between related persons be reported at arm's length
prices, and a reasonable interpretation of this requirement, asit has been applied in country X, would consider
B's arm’s length purchase price of the merchandise purchased from A to be $1,050,000. When it computes its
country X tax liability B is aware that $600,000 is not an arm's length price (by country X standards). B's
knowing use of a non-arm's length price (by country X standards) of $600,000, instead of a price of
$1,050,000 (an arm's length price under country X's law), is not consistent with a reasonable interpretation
and application of the law of country X, determined in such away as to reduce over time B's reasonably
expected liability for country X incometax. Accordingly, $13,500 (3 percent of $450,000 ($1,050,000-
$600,000)), the amount of country X income tax paid by B to country X that is attributable to the purchase of
the merchandise from B's parent at |ess than an arm's length price, isin excess of the amount of B's liability
for country X tax, and thusis not an amount of tax.

Example 2. A, acorporation organized and doing business solely in the United States, owns all of the stock
of B, acorporation organized in country X. Country X hasin force an income tax treaty with the United
States. The treaty provides that the profits of related persons shall be determined as if the persons were not
related. A and B deal extensively with each other. A and B, with respect to a series of transactions involving
both of them, treat A as having $300,000 of income and B as having $700,000 of income for purposes of A's
United States income tax and B's country X income tax, respectively. B has no actual or constructive notice
that its treatment of these transactions under country X law islikely to be erroneous. Subsequently, the
Internal Revenue Service reallocates $200,000 of thisincome from B to A under the authority of section 482
and the treaty. Thisreallocation constitutes actual notice to A and constructive notice to B that B's
interpretation and application of country X's law and the tax treaty is likely to be erroneous. B does not
exhaust all effective and practical remedies to obtain arefund of the amount of country X income tax paid by
B to country X that is attributable to the reallocated $200,000 of income. This amount isin excess of the
amount of B'sliability for country X tax and thusis not an amount of tax.

Example 3. The facts are the same asin example (2), except that B files aclaim for refund (an administrative
proceeding) of country X tax and A or B invokes the competent authority procedures of the treaty, the cost of
which isreasonablein view of the amount at issue and the likelihood of success. Nevertheless, B does not
obtain any refund of country X tax. The cost of pursuing any judicial remedy in country X would be
unreasonable in light of the amount at issue and the likelihood of B's success, and B does not pursue any such
remedy. The entire amount paid by B to country X isacompulsory payment and thus is an amount of tax
paid by B.

Example 4. The facts are the same asin example (2), except that, when the Internal Revenue Service makes
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the reallocation, the country X statute of limitations on refunds has expired; and neither the internal law of
the country X nor the treaty authorizes the country X tax authorities to pay arefund that is barred by the
statute of limitations. B does not file aclaim for refund, and neither A nor B invokes the competent authority
procedures of the treaty. Because the country X tax authorities would be barred by the statute of limitations
from paying arefund, B has no effective and practicable remedies. The entire amount paid by B to country X
isacompulsory payment and thus is an amount of tax paid by B.

Example 5. A isaU.S. person doing business in the country X. In computing itsincome tax liability to the
country X, A is permitted, at its election, to recover the cost of machinery used in its business either by
deducting that cost in the year of acquisition or by depreciating that cost on the straight line method over a
period of 2, 4, 6 or 10 years. A electsto depreciate machinery over 10 years. This election merely shiftsA's
tax liability to different years (compared to the timing of A'stax liability under a different depreciation
period); it does not result in a payment in excess of the amount of A'sliability for country X incometax in
any year since the amount of country X tax paid by A is consistent with areasonable interpretation of country
X law in such away asto reduce over time A's reasonably expected liability for country X tax. Becausethe
standard of paragraph (€)(5)(i) of this section refersto A's reasonably expected liability, not its actual
liability, events actually occurring in subsequent years (e.g., whether A has sufficient profit in such years so
that such depreciation deductions actually reduce A's country X tax liability or whether country X tax rates
change) are immaterial.

Example 6. Theinternal law of country X imposes a 25 percent tax on the gross amount of interest from
sources in country X that is received by a nonresident of country X. Country X law imposes the tax on the
nonresident recipient and requires any resident of country X that pays such interest to a nonresident to
withhold and pay over to country X 25 percent of such interest, which is applied to offset the recipient's
liability for the 25 percent tax. A tax treaty between the United States and country X overridesinterna law
of country X and provides that country X may not tax interest received by aresident of the United States from
aresident of country X at arate in excess of 10 percent of the gross amount of such interest. A resident of the
United States may claim the benefit of the treaty only by applying for arefund of the excess withheld amount
(15 percent of the gross amount of interest income) after the end of the taxable year. A, aresident of the
United States, receives a gross amount of 100u (units of country X currency) of interest income from a
resident of country X from sourcesin country X in the taxable year 1984, from which 25u of country X tax is
withheld. A does not file atimely claim for refund. 15u of the amount withheld (25u-10u) is not a
compulsory payment and hence is not an amount of tax.

(f) Taxpayer--(1) In general. The person by whom tax is considered paid for purposes of sections 901 and
903 is the person on whom foreign law imposes legal liability for such tax, even if another person (e.g., a
withholding agent) remits such tax. For purposes of this section, § 1.901-2A and § 1.903- 1, the person on
whom foreign law imposes such liability isreferred to as the "taxpayer." A foreign tax of atype described in
paragraph (a)(2)(ii)(C) of this section is considered to be imposed on the recipients of wages if such tax is
deducted from such wages under provisions that are comparable to section 3102(a) and (b) of the Internal
Revenue Code.

(2) Party undertaking tax obligation as part of transaction--(i) In general. Tax isconsidered paid by the
taxpayer even if another party to adirect or indirect transaction with the taxpayer agrees, as a part of the
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transaction, to assume the taxpayer's foreign tax liability. The rules of the foregoing sentence apply
notwithstanding anything to the contrary in paragraph (e)(3) of this section. See § 1.901-2A for additional
rules regarding dual capacity taxpayers.

(i1) Examples. The provisions of paragraphs (f)(1) and (f)(2)(i) of this section may beillustrated by the
following examples:

Example 1. Under aloan agreement between A, aresident of country X, and B, a United States person, A
agrees to pay B a certain amount of interest net of any tax that country X may impose on B with respect to its
interest income. Country X imposes a 10 percent tax on the gross amount of interest income received by
nonresidents of country X from sources in country X, and it is established that thistax isatax in lieu of an
income tax within the meaning of 8 1.903-1(a). Under the law of country X thistax isimposed on the
nonresident recipient, and any resident of country X that pays such interest to a nonresident is required to
withhold and pay over to country X 10 percent of the amount of such interest, which is applied to offset the
recipient's liability for the tax. Because legal liability for the tax isimposed on the recipient of such interest
income, B is the taxpayer with respect to the country X tax imposed on B's interest income from B's loan to
A. Accordingly, B'sinterest income for federal income tax purposes includes the amount of country X tax
that isimposed on B with respect to such interest income and that is paid on B's behalf by A pursuant to the
loan agreement, and, under paragraph (f)(2)(i) of this section, such tax is considered for purposes of section
903 to be paid by B.

Example 2. The facts are the same asin example (1), except that in collecting and receiving the interest B is
acting as anominee for, or agent of, C, who is a United States person. Because C (not B) is the beneficial
owner of the interest, legal liability for the tax isimposed on C, not B (C's nominee or agent). Thus, Cisthe
taxpayer with respect to the country X tax imposed on C's interest income from C'sloanto A. Accordingly,
C'sinterest income for federal income tax purposes includes the amount of country X tax that isimposed on
C with respect to such interest income and that is paid on C's behalf by A pursuant to the loan agreement.
Under paragraph (f)(2)(i) of this section, such tax is considered for purposes of section 903 to be paid by C.
No such tax is considered paid by B.

Example 3. Country X imposes atax called the "country X incometax." A, aUnited States person engaged
in construction activities in country X, is subject to that tax. Country X has contracted with A for A to
construct anaval base. A isadual capacity taxpayer (as defined in paragraph (a)(2)(ii)(A) of this section)
and, in accordance with paragraphs (a)(1) and (c)(1) of 8 1.901-2A, A has established that the country X
income tax as applied to dual capacity persons and the country X income tax as applied to persons other than
dual capacity personstogether constitute asingle levy. A has also established that that levy is an income tax
within the meaning of paragraph (a)(1) of this section. Pursuant to the terms of the contract, country X has
agreed to assume any country X tax liability that A may incur with respect to A's income from the contract.
For federal income tax purposes, A's income from the contract includes the amount of tax liability that is
imposed by country X on A with respect to its income from the contract and that is assumed by country X;
and for purposes of section 901 the amount of such tax liability assumed by country X is considered to be
paid by A. By reason of paragraph (f)(2)(i) of this section, country X is not considered to provide a subsidy,
within the meaning of paragraph (e)(3) of this section, to A.
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(3) Taxes paid on combined income. If foreign income tax isimposed on the combined income of two or
more related persons (for example, a husband and wife or a corporation and one or more of its subsidiaries)
and they are jointly and severally liable for the income tax under foreign law, foreign law is considered to
impose legal liability on each such person for the amount of the foreign income tax that is attributable to its
portion of the base of the tax, regardless of which person actually pays the tax.

(g) Definitions. For purposes of this section and 88 1.901-2A and 1.903-1, the following definitions apply:

(1) Theterm "paid* means "paid or accrued"; the term "payment” means “payment or accrual”; and the term
"paid by" means "paid or accrued by or on behalf of."

(2) The term "foreign country" means any foreign state, any possession of the United States, and any political
subdivision of any foreign state or of any possession of the United States. The term "possession of the United
States" includes Puerto Rico, the Virgin Islands, Guam, the Northern Mariana | slands and American Samoa.

(3) Theterm "foreign levy" means alevy imposed by aforeign country.

(h) Effective date--(1) In general. Thissection, 8 1.901-2A, and § 1.903-1 apply to taxable years beginning
after November 14, 1983. In addition, a person may elect to apply the provisions of this section, § 1.901-2A,
and 8§ 1.903-1 to earlier years. See paragraph (h)(2) of this section.

(2) Election to apply regulations to earlier years--(i) Scope of election. An election to apply the provisions of
this section, 8 1.901-2A, and 8§ 1.903-1 to taxable years beginning on or before November 14, 1983, is made
with respect to one or more foreign states and possessions of the United States with respect to a taxable year
of the person making the election beginning on or before November 14, 1983. Such election requires all of
the provisions of this section, 8 1.901-2A, and 8§ 1.903-1 to be applied to such taxable year and to al
subsequent taxable years of the person making the election ("elected years"). If an election appliesto a
foreign state or to a possession of the United States ("election country”), it appliesto all taxes of the election
country and to all taxes of all political subdivisions of the election country. An election does not apply to
foreign taxes carried forward to any elected year from any taxable year to which the election does not apply.
Such election does apply to foreign taxes carried back or forward from any elected year to any taxable year.

(i) Effect of election. An election to apply the regulationsto earlier years has no effect on the limitations on
assessment and collection or on the limitations on credit or refund (see Chapter 66 of the Internal Revenue
Code).

(iii) Manner of making election. An election to apply the regulations to one or more earlier taxable yearsis
made by attaching a statement to a return, amended return, or claim for refund for the earliest taxable year to
which the election relates. Such statement shall state that the election is made and, unless the electionisto
apply to al foreign countries, the statement shall designate the election countries. In the absence of such a
designation of the election countries, all foreign countries shall be election countries.

(iv) Time for making election. An election to apply the regulations to earlier taxable years must be made by
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October 12, 1984, except that if a person who has deducted (instead of credited) foreign taxesin its United
States income tax return for such an earlier taxable year validly makes an election to credit (instead of deduct)
such taxes in atimely filed amended return for such earlier taxable year and such amended return isfiled after
such date, an election to apply the regulations to such earlier taxable year must be made in such amended
return.

(v) Revocation of election. An election to apply the regulations to earlier taxable years may not be revoked.

(vi) Affiliated groups. A member of an affiliated group that files a consolidated United States income tax
return may apply the regulations to earlier yearsonly if an election to so apply them has been made by the
common parent of such affiliated group on behalf of all members of the group.

Approved by the Office of Management and Budget under control number 1545-0746.
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26 C.F.R. §1.1445-7

§ 1.1445-7 Treatment of foreign corporation that has made an election under section 897(i) to be treated asa
domestic corporation.

(a) In general. Pursuant to section 897(i) aforeign corporation may elect to be treated as a domestic
corporation for purposes of sections 897 and 6039C. A foreign corporation that has made such an election
shall also be treated as a domestic corporation for purposes of the withholding required under section 1445, in
accordance with the provisions of this section.

(b) Withholding under section 1445(a)--(1) Dispositions by corporation. A foreign corporation that has made
an election under section 897(i) may provide a transferee with a certification of non-foreign statusin
connection with the corporation's disposition of aU.S. real property interest. However, in accordance with
the provisions of 88 1.1445-2(b)(2)(ii) and 1.1445- 5(b)(3)(ii)(C), such an electing foreign corporation must
attach to such certification a copy of the acknowledgment of the election provided to the corporation by the
Internal Revenue Service pursuant to § 1.897-3(d)(4) which states that the information required by § 1.897-3
has been determined to be complete.

(2) Dispositions of interests in corporation. Dispositions of interests in electing foreign corporations shall be
subject to the withholding requirements of section 1445(a) and the rules of 88 1.1445-1 through 1.1445-4.
Therefore, if aforeign person disposes of an interest in such a corporation, and that interestisa U.S. real
property interest under the provisions of section 897 and regulations thereunder, then the transfereeis
required to withhold under section 1445(a).

(c) Withholding under section 1445(e). Because aforeign corporation that has made an election under
section 897(i) is treated as a domestic corporation for purposes of determining withholding obligations under
section 1445, such a corporation is not subject to the requirement of section 1445(e)(2) that aforeign
corporation withhold at the corporate capital gain rate from the gain recognized upon the distribution of a U.
S. real property interest. Such a corporation is subject to the provisions of section 1445(e)(3). Thus, if
interests in an electing corporation constitute U.S. real property interests, then the corporation is required to
withhold with respect to the non-dividend distribution of any property to an interest-holder that isaforeign
person. See § 1.1445-5(e). Dividend distributions (distributions that are described in section 301) shall be
treated as provided in sections 897(f), 1441 and 1442. In addition, if interests in an electing foreign
corporation do not constitute U.S. real property interests, then distributions by such corporation shall be
treated as provided in sections 897(f) (if applicable), 1441 and 1442.

Approved by the Office of Management and Budget under control number 1545-0902.
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26 C.F.R. § 1.6046-1

8 1.6046-1 Returns as to organization or reorganization of foreign corporations and as to acquisitions of their
stock, on or after January 1, 1963.

(a) Officers or directors--(1) When liability arises on January 1, 1963. Each U.S. citizen or resident who ison
January 1, 1963, an officer or director of aforeign corporation shall make a return on Form 959 showing the
name, address, and identifying number of each U.S. person who, on January 1, 1963, owns 5 percent or more
in value of the outstanding stock of such foreign corporation.

(2) When liability arises after January 1, 1963--(i) Requirement of return. Each U.S. citizen or resident who
isat any time after January 1, 1963, an officer or director of aforeign corporation shall make a return on
Form 959 setting forth the information described in subdivision (ii) of this subparagraph with respect to each
U.S. person who, during the time such citizen or resident is such an officer or director:

(a) Acquires (whether in one or more transactions) outstanding stock of such corporation which has, or which
when added to any such stock then owned by him (excluding any stock owned by him on January 1, 1963, if
on that date he owned 5 percent or more in value of such stock) has, avalue equal to 5 percent or morein
value of the outstanding stock of such foreign corporation, or

(b) Acquires (whether in one or more transactions) an additional 5 percent or more in value of the outstanding
stock of such foreign corporation.

(i) Information required to be shown on return. The return required under subdivision (i) of this
subparagraph shall contain the following information:

(a) Name, address, and identifying number of each shareholder with respect to whom the returnisfiled;

(b) A statement showing that the shareholder is either described in subdivision (i)(a) or (i)(b) of this
subparagraph; and

(c) The date on which the shareholder became a person described in subdivision (i)(a) or (i)(b) of this
subparagraph.

(3) Application of rules. The provisions of this paragraph may be illustrated by the following examples:

Example (1). A, aUnited States citizen, is, on January 1, 1963, adirector of M, aforeign corporation. X, on
January 1, 1963, is a United States person owning 5 percent in value of the outstanding stock of M
Corporation. A must file areturn under the provisions of subparagraph (1) of this paragraph.

Example (2). The facts are the same asin Example (1) except that X owns only 2 percent in value of the
outstanding stock of M Corporation on January 1, 1963. On July 1, 1963, X acquires 2 percent in value of
the outstanding stock of M Corporation and on September 1, 1963, he acquires an additional 2 percent in
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value of such stock. The July 1, 1963, transaction does not giveriseto liability to file areturn; however, A
must file areturn as aresult of the September 1, 1963, transaction because X's holdings now exceed 5
percent.

Example (3). The facts are the same as in Example (2) and, on September 15, 1963, X acquires an additional
4 percent in value of the outstanding stock of M Corporation (X's total holdings are now 10 percent). On
November 1, 1963, X acquires an additional 2 percent in value of the outstanding stock of M Corporation.
The September 15, 1963, transaction does not give rise to liability to file areturn since X has not acquired 5
percent in value of the outstanding stock of M Corporation since A last became liable to file areturn.
However, A must file areturn as aresult of the November 1, 1963, transaction because X has not acquired an
additional 5 percent in value of the outstanding stock of M Corporation.

Example (4). Thefacts are the same asin examples (2) and (3) and, in addition, B, a United States citizen,
becomes an officer of M Corporation on October 1, 1963. B isnot required to file areturn either as aresult
of the facts set forth in Example (2) or as aresult of the September 15, 1963, transaction described in
Example (3). However, B isrequired to file areturn as aresult of the November 1, 1963, transaction
described in Example (3) because X has acquired an additional 5 percent in value of the outstanding stock of
M Corporation while B is an officer or director.

(b) Returns required of U.S. persons when liability to file arises on January 1, 1963. Each U.S. person who,
on January 1, 1963, owns 5 percent or more in value of the outstanding stock of aforeign corporation, shall
make areturn on Form 959 with respect to such foreign corporation setting forth the following information:

(1) The name, address, and identifying number of the shareholder (or shareholders) filing the return, and the
internal revenue district in which such shareholder filed his most recent United States income tax return;

(2) The name, business address, and employer identification number, if any, of the foreign corporation, the
name of the country under the laws of which it isincorporated, and the name of the country in whichis
located its principal place of business,

(3) The date of organization and, if any, of each reorganization of the foreign corporation if such
reorganization occurred on or after January 1, 1960, while the shareholder owned 5 percent or more in value
of the outstanding stock of such corporation;

(4) The name and address of the foreign corporation's statutory or resident agent in the country of
incorporation;

(5) The name, address, and identifying number of any branch office or agent of the foreign corporation
located in the United States,

(6) If the foreign corporation has filed a United States income tax return, or participated in the filing of a
consolidated return, for any of itslast three calendar or fiscal yearsimmediately preceding January 1, 1963,
state each year for which areturn was filed (including, in the case of a consolidated return, the name of the

http://famguardian.org/TaxFreedom/Forms/Discovery/Deposition/Evidence/Q10.003f.htm (2 of 11) [1/8/2007 8:17:19 AM]



Date of Download: Jan 14, 2002

corporation filing such return), the type of form used, the internal revenue office to which it was sent, and the
amount of tax, if any, paid;

(7) The name and address of the person (or persons) having custody of the books of account and records of
the foreign corporation, and the location of such books and recordsiif different from such address,

(8) The names, addresses, and identifying numbers of all United States persons who are principal officers (for
example, president, vice president, secretary, treasurer, and comptroller) or members of the board of directors
of the foreign corporation as of January 1, 1963;

(9) A complete description of the principal business activities in which the foreign corporation is actually
engaged and, if the foreign corporation is a member of a group constituting a chain of ownership with respect
to each unit of which the shareholder owns 5 percent or more in value of the outstanding stock, a chart
showing the foreign corporation's position in the chain of ownership and the percentages of ownership;

(10) The following information prepared in accordance with generally accepted accounting principles and in
such detail asis customary for the corporation's accounting records:

(i) The corporation's profit and loss statement for the most recent complete annual accounting period; and
(if) The corporation’s balance sheet as of the end of the most recent complete annual accounting period;

(11) A statement showing as of January 1, 1963, the amount and type of any indebtedness of the foreign
corporation:

(i) To any United States person owning 5 percent or more in value of its stock, or

(i) To any other foreign corporation owning 5 percent or more in value of the outstanding stock of the
foreign corporation with respect to which the return is filed provided that the shareholder filing the return
owns 5 percent or more in value of the outstanding stock of such other foreign corporation,

together with the name, address, and identifying number, if any, of each such shareholder or entity;

(12) A statement, as of January 1, 1963, showing the name, address, and identifying number, if any, of each
person who is, on January 1, 1963, a subscriber to the stock of the foreign corporation, and the number of
shares subscribed to by each;

(13) A statement showing the number of shares of each class of stock of the foreign corporation owned by
each shareholder filing the return and:

(i) If such stock was acquired after December 31, 1953, the dates of acquisition, the amounts paid or value
given therefor, the method of acquisition, i.e., by original issue, purchase on open market, direct purchase,
gift, inheritance, etc., and from whom acquired; or
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(i1) If such stock was acquired before January 1, 1954, a statement that such stock was acquired before such
date, and the value at which such stock is carried on the books of such shareholder;

(14) A statement showing as of January 1, 1963, the name, address, and identifying number of each United
States person who owns 5 percent or more in value of the outstanding stock of the foreign corporation, the
classes of stock held, the number of shares of each class held, including the name, address, and identifying
number, if any, of each actual owner if such person is different from the shareholder of record and a
statement of the nature and amount of the interests of each such actual owner; and

(15) The total number of shares of each class of outstanding stock of the foreign corporation (or other data
indicating the shareholder's percentage of ownership).

(c) Returnsrequired of U.S. persons when liability to file arises after January 1, 1963--(1) U.S. persons
required to file. A return on Form 959, containing the information required by subparagraph (3) of this
paragraph, shall be made by each U.S. person when at any time after January 1, 1963:

() Such person acquires (whether in one or more transactions) outstanding stock of such foreign corporation
which has, or which when added to any such stock then owned by him (excluding any stock owned by him on
January 1, 1963, if on that date he owned 5 percent or more in value of such stock) has, avalue equal to 5
percent or more in value of the outstanding stock of such foreign corporation, or

(i1) Such person, having already acquired the interest referred to in paragraph (b) of this section or in
subdivision (i) of this subparagraph--

(a) Acquires (whether in one or more transactions) an additional 5 percent or more in value of the outstanding
stock of such foreign corporation,

(b) Owns 5 percent or more in value of the outstanding stock of such foreign corporation when such foreign
corporation is reorganized (as defined in paragraph (f)), or

(c) Disposes of sufficient stock in such foreign corporation to reduce hisinterest to lessthan 5 percent in
value of the outstanding stock of such foreign corporation.

The provisions of this subparagraph may beillustrated by the following examples:

Example (1). On January 15, 1963, A, a United States person, acquires 5 percent in value of the outstanding
stock of M, aforeign corporation. A must file areturn under the provisions of this subparagraph.

Example (2). On January 1, 1963, B, a United States person, owns 2 percent in value of the outstanding stock
of M, aforeign corporation. B isnot required to file areturn under the provisions of this section because he
does not own 5 percent or more in value of the outstanding stock of M Corporation. On February 1, 1963, B
acquires an additional 3 percent in value of the outstanding stock of M Corporation. B must file areturn
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under the provisions of this subparagraph.

Example (3). On January 1, 1963, C, a United States person, owns 6 percent in value of the outstanding stock
of M, aforeign corporation. C must file areturn under the provisions of paragraph (b) of this section. On
February 1, 1963, C acquires an additional 2 percent in value of the outstanding stock of M Corporationin a
transaction not involving areorganization. C is not required to file areturn under the provisions of this

subparagraph.

Example (4). Thefacts are the same asin Example (3) except that, in addition, on April 1, 1963, C acquires 2
percent in value of the outstanding stock of M Corporation in atransaction not involving a reorganization.
(C'stota holdings are now 10 percent.) C isnot required to file areturn under the provisions of this
subparagraph because he has not acquired 5 percent or more in value of the outstanding stock of M
Corporation since he last became liable to file areturn. On May 1, 1963, C acquires 1 percent in value of the
outstanding stock of M Corporation. C must file areturn under the provisions of this subparagraph.

Example (5). OnJune 1, 1963, D, a United States person, owns 12 percent in value of the outstanding stock
of M, aforeign corporation. Also, on June 1, 1963, M Corporation is reorganized and, as aresult of such
reorganization, D owns only 6 percent of the outstanding stock of such foreign corporation. D must file a
return under the provisions of this subparagraph.

Example (6). The facts are the same asin Example (5) except that, in addition, on November 1, 1970, D
donates 2 percent of the outstanding stock of M Corporation to acharity. Since D has disposed of sufficient
stock to reduce hisinterest in M Corporation to less than 5 percent in value of the outstanding stock of such
corporation, D must file areturn under the provisions of this subparagraph.

(2) Shareholders who become U.S. persons. A return on Form 959, containing the information required by
subparagraph (3) of this paragraph, shall be made by each person who at any time after January 1, 1963,
becomes aU.S. person while owning 5 percent or more in value of the outstanding stock of such foreign
corporation.

(3) Information required to be shown on return--(i) In general. The return on Form 959, required to befiled
by persons described in subparagraph (1) or (2) of this paragraph, shall set forth the same information asis
required by the provisions of paragraph (b) of this section except that where such provisions require
information with respect to January 1, 1963, such information shall be furnished with respect to the date on
which liability arisesto file the return required under this paragraph.

(if) Additional information. In addition to the information required under subdivision (i) of this
subparagraph, the following information shall also be furnished in the return required under this paragraph:

(a) The date on or after January 1, 1963, if any, on which such shareholder (or shareholders) last filed a
return under this section with respect to the corporation;

(b) If areturnisfiled by reason of becoming a United States person, the date the shareholder became a United
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States person;

(c) If areturn isfiled by reason of the disposition of stock, the date and method of such disposition and the
person to whom such disposition was made; and

(d) If areturn isfiled by reason of the organization or reorganization of the foreign corporation on or after
January 1, 1963, the following information with respect to such organization or reorganization:

(1) A statement showing adetailed list of the classes and kinds of assets transferred to the foreign corporation
including a description of the assets (such asalist of patents, copyrights, stock, securities, etc.), the fair
market value of each asset transferred (and, if such asset istransferred by a United States person, its adjusted
basis), the date of transfer, the name, address, and identifying number, if any, of the owner immediately prior
to the transfer, and the consideration paid by the foreign corporation for such transfer;

(2) A statement showing the assets transferred and the notes or securities issued by the foreign corporation,
the name, address, and identifying number, if any, of each person to whom such transfer or issue was made,
and the consideration paid to the foreign corporation for such transfer or issue; and

(3) An analysis of the changesin the corporation's surplus accounts occurring on or after January 1, 1963.

(iii) Exclusion of information previously furnished. In any case where any identical item of information
required to be filed under this paragraph by a shareholder with respect to aforeign corporation has previously
been furnished by such shareholder in any return made in accordance with the provisions of this section, such
shareholder may satisfy the requirements of this paragraph by filing Form 959, identifying such item of
information, the date furnished, and stating that it is unchanged.

(d) Associations, etc. Returns are required to be filed in accordance with the provisions of this section with
respect to any foreign association, foreign joint-stock company, or foreign insurance company, etc., which
would be considered to be a corporation under § 301.7701-2 of this chapter (Regulations on Procedure and
Administration). Personswho would qualify by the nature of their functions and ownership in such
associations, etc., as officers, directors, or shareholders thereof will be treated as such for purposes of this
section without regard to their designations under local law.

(e) Specia provisions--(1) Return jointly made. Any two or more persons required under paragraph (a) of
this section to make a return with respect to one or more shareholders of the same corporation, or under
paragraph (b) or (c) of this section to make a return with respect to the same corporation, may in lieu of
making several returns, jointly make one return.

(2) Separate return for each corporation. When returns are required with respect to more than one foreign
corporation, a separate return must be made for each corporation.

(3) Use of power of attorney by officers or directors--(i) In general. Any two or more persons required under
paragraph (a) of this section to make a return with respect to one or more shareholders of the same
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corporation may, by means of one or more duly executed powers of attorney, constitute one of their number
as attorney in fact for the purpose of making such returns or for the purpose of making ajoint return under
subparagraph (1) of this paragraph.

(ii) Nature of power of attorney. The power of attorney referred to in subdivision (i) of this subparagraph
shall be limited to the making of returns required under paragraph (a) of this section and shall be limited to a
single calendar year with respect to which such returns are required.

(iif) Manner of execution of power of attorney. The use of technical language in the preparation of the power
of attorney referred to in subdivision (i) of this subparagraph is not necessary. Such power of attorney shall
be signed by the individual United States citizen or resident required to file areturn or returns under
paragraph (a) of this section. Such power of attorney must be acknowledged before a notary public or, in lieu
thereof, witnessed by two disinterested persons. The notarial seal must be affixed unless such seal is not
required under the laws of the state or country wherein such power of attorney is executed.

(iv) Manner of execution of return under authority of power of attorney. A return made under authority of
one or more powers of attorney referred to in subdivision (i) of this subparagraph shall be signed by the
attorney in fact for each principal for which such attorney in fact isacting. A copy of such one or more
powers of attorney shall be kept at a convenient and safe |ocation accessible to internal revenue officers, and
shall at all times be available for inspection by such officers.

(v) Effect on penalties. The fact that areturn is made under authority of a power of attorney referred to in
subdivision (i) of this subparagraph shall not affect the principal's liability for penalties provided for failure to
file areturn required under paragraph (a) of this section or for filing afalse or fraudulent return.

(4) Persons excepted from filing returns--(i) Return required of officer or director under paragraph (a)(1).
Notwithstanding paragraph (a)(1) of this section, any U.S. citizen or resident required to make a return under
such paragraph with respect to shareholders of aforeign corporation, need not make such return if, on
January 1, 1963, three or fewer U.S. persons own 95 percent or more in value of the outstanding stock of such
foreign corporation and file areturn or returns with respect to such corporation under paragraph (b) of this
section.

(i1) Return required of officer or director under paragraph (a)(2). Notwithstanding paragraph (a)(2) of this
section, any U.S. citizen or resident required to make a return under such paragraph with respect to a person
acquiring stock of aforeign corporation in an acquisition described in subdivision (i)(a) or (b) of such
paragraph need not make such return, if:

() Asaresult of such acquisition of stock of such foreign corporation, aU.S. person filesareturn asa
shareholder under paragraph (c)(1) of this section, and

(b) Immediately after such acqu