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FOREICH TAX

1. F Sub Corpora

ion is idncorporated in Carada. It buvs footballs from
m1unre‘a ed Caradian manufacturer and sells tha footballs on a wholesale
‘4" YT pragesy T v )
basis in Canad GL}‘-.:&H'{’ and the United States. All sales are shipped
FOB. buyer wi a S::&lppln": point of Victoria Iritish Columbia--except for
the German sale:—; which are shipped I'OF. destinzstion buyer. F Sub Corpo-
ration has a United States sales office that supervises the selling ac-
tivities in all three countries but all sales orders must ke approved at
the Caradian home office of the company. All shipping arrangements are
made at the Canadian home office together with the approval of prices
fixed.
F Sub Corporation's selling activities have been exactly the same
for the last 48 month period:
GER. Sales All, Sales [ S‘l Addition to  CAN. GER.
Gross Income Gross Inconme Gross Inco Accum. E&P Tax Tax
25 25 50 20% 30 10

% (Gross income minus expenses of 307
including any U.S. taxes).

of gross and minus all taxes

F Sub Corporation is owned entirely by P Co. Corporation, a U.S.
Corporation. 1In 1972, P Company's only income was a $23, uL') cl:LVldefld re-
ceived from F Sub Cecrporation. Compute P Co. Corporation's U.S. tax 1li-
ability for 1972.

(a) What change would result in F Sub Corporation’s income,

subject to U.S. tax, if F Sub Corporaticn manufactured
the footballs in Canada but could show an independent
factory price tct:li e $25,000 for the balls s6ld in
the U.S. in 13727 Assume for purposes cf the problem
that U.S. office expenses ran 20. of the wholesale
price. (510,300 for U.S. sales)

2. Throuczhout 1972, domestic corporation P ovms all of the one class of
stock of A, a2 foreign corpeocation but not a less developed country cor-
poration. A in turn ovms 1U% of Corporation b, a foreign corporztion
which is a lese developed country corporation. All corporations use the
calendar year as the taxable year.

In 1872, 5 Corporation had gains, profits, and incomsz of $150,000
and paid foreion income taxes of 545,000 on those gains. On December 31,
1972, B paid a dividend of $19,500 to A Cerporation.

In 1972, A Corporaticn has $200, eains, profits, and incceme
made up of $139,503_ from its ovm busin $10,500 froum di"%den%s ra-
ceived from B Corporation. A Corporatiocn ’;ﬁ15;')>f‘=1~:-‘3 of fo:?:-;;n ivjco*eq
tax on those gainz and urofits and on Lecd 3, X '7%.‘ A paid a vs2,U%
dividend to P. A Corporatiom withheld 2 $20,000 on the payment
of the dividend to P vO:f")l_S.t]\)n.

Assuming P Corporation had no other inconme, what is P Corporation €
taxable income and net 17.S. tax liability?




<

The X Corporation has annual

1 divi ceipts in the amount of $50,000
and another $20,C00 <n ,f;ains fron ine ale of securities. Exactly one
half of these dividends for the \.c:\'z.bMe year were from U.S. corporations
and one half of the sales receipts resulted frem sales in U.S. of U.S.
securities. All U.S. scurce di e les were bandled entirely
by a U.S. broker. What are th S nsequences as a result of the
above transaction? Suppose X Corporatcicn had no receipts from sales in
the U.S. and no div*dends from U.S. Corporations, L._- that in the middle
of the taxable year A tecamz a resident of the U.S5.7 '»I‘rat if both A and
F became residents of the U.S. in the middle of the taxable year?
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