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IRS provides FAQs about “transition tax” on foreign
earnings (new Code section 965)

The IRS today released a list of “frequently asked questions” (FAQs) about return
filing and tax payment obligations relating to the “transition tax” under new Code
section 965.

The new tax law (Pub. L. No. 115-97, enacted December 22, 2017) added section 965
to the Code. In general, section 965 requires United States shareholders to pay a
transition tax on the untaxed foreign earnings of certain specified foreign corporations
as if those earnings had been repatriated to the United States.

The list of FAQs is to be used by taxpayers in filing 2017 tax returns that report
amounts under section 965. The FAQs (and related indices) provide guidance
concerning the following questions:

e Who is required to report amounts under section 965 on a 2017 tax return?

e How are amounts under section 965 reported on a 2017 tax return?

e Is there any other reporting in connection with section 965 required on a 2017 tax
return?

¢ What elections are available with respect to section 965 on a 2017 tax return?
¢ Who can make an election with respect to section 965 on a 2017 tax return?
¢ When must an election with respect to section 965 be made?

e How is an election with respect to section 965 made on a 2017 tax return?
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Is a Form 5471 with respect to all specified foreign corporations with respect to
which a person is a United States shareholder required to be filed with the person’s
2017 tax return, regardless of whether the specified foreign corporations are
CFCs?

Are domestic partnerships, S corporations, or other passthrough entities required
to report any additional information to their partners, shareholders, or beneficiaries
in connection with section 965?

How should a taxpayer pay the tax resulting from section 965 for a 2017 tax
return?

If not already filed, when should an individual taxpayer electronically file a 2017 tax
return?

If a person has already filed a 2017 tax return, what should the person do?

KPMG observation

Initial impressions of today's FAQs on section 965 reveal the following:

The FAQs confirm that domestic partnerships, domestic trusts, and S corporations
cannot make any section 965-related election for their investors.

The IRS will issue additional guidance on or by April 2, 2018, to address elections
to be made by individuals.

For corporate taxpayers with section 965 liabilities, the IRS appears to want these
taxpayers to include the net section 965 inclusion, 965(c) DRD (dividends received
deduction), and associated foreign tax credits on a separate schedule, and not to
report those amounts on Form 1120 or Form 1118.

The IRS is requesting that taxpayers make the payments for their section 965
liabilities separate from their regular tax liabilities.

Earlier guidance

A related IRS release—I|R-2018-53—notes that the IRS has already released Notice
2018-7, Notice 2018-13, and Rev. Proc. 2018-17 concerning section 965, and that
future additional guidance will be released “in the weeks ahead.”

Read TaxNewsFlash that describes Rev. Proc. 2018-17

Read TaxNewsFlash about Notice 2018-13

Read TaxNewsFlash about Notice 2018-7

© 2018 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member firms affiliated with KPMG International
Cooperative (“KPMG International”), a Swiss entity. All rights reserved. Printed in the U.S.A

The KPMG name and logo are registered trademarks or trademarks of KPMG International


https://www.irs.gov/newsroom/irs-provides-additional-details-on-section-965-transition-tax-deadlines-approach-for-some-2017-filers
https://home.kpmg.com/us/en/home/insights/2018/02/tnf-rev-proc-2018-17-effects-of-prohibited-tax-year-changes-for-specified-foreign-corporations.html
https://home.kpmg.com/us/en/home/insights/2018/01/tnf-more-guidance-about-transition-tax-on-foreign-earnings-new-code-section-965.html
https://home.kpmg.com/us/en/home/insights/2017/12/tnf-notice-2018-07-transition-tax-section-965.html

The information contained in TaxNewsFlash is not intended to be "written advice concerning one or more Federal tax matters"
subject to the requirements of section 10.37(a)(2) of Treasury Department Circular 230, as the content of this document is issued
for general informational purposes only, is intended to enhance the reader’'s knowledge on the matters addressed therein, and is
not intended to be applied to any specific reader’s particular set of facts. Although we endeavor to provide accurate and timely
information, there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be
accurate in the future. Applicability of the information to specific situations should be determined through consultation with your
tax adviser.

KPMG International is a Swiss cooperative that serves as a coordinating entity for a network of independent member firms.
KPMG International provides no audit or other client services. Such services are provided solely by member firms in their
respective geographic areas. KPMG International and its member firms are legally distinct and separate entities. They are not
and nothing contained herein shall be construed to place these entities in the relationship of parents, subsidiaries, agents,
partners, or joint venturers. No member firm has any authority (actual, apparent, implied or otherwise) to obligate or bind KPMG
International or any member firm in any manner whatsoever.

Direct comments, including requests for subscriptions, to Washington National Tax. For more information, contact KPMG'’s
Federal Tax Legislative and Regulatory Services Group at + 1 202.533.4366, 1801 K Street NW, Washington, DC 20006-1301.

To unsubscribe from TaxNewsFlash-United States, reply to Washington National Tax.

Privacy | Legal

© 2018 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member firms affiliated with KPMG International
Cooperative (“KPMG International”), a Swiss entity. All rights reserved. Printed in the U.S.A

The KPMG name and logo are registered trademarks or trademarks of KPMG International


mailto:US-KPMGWNT@kpmg.com?subject=Comments%20and%20requests
mailto:US-KPMGWNT@kpmg.com?subject=Unsubscribe:%20TaxNewsFlash
https://home.kpmg.com/us/en/home/misc/privacy.html
https://home.kpmg.com/us/en/home/misc/legal.html

