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W»r̂ linfT Party on Border Tax Adjustments Original : English 

OUTLINE FOR EXAMINATION OF BORDER TAX PRACTICES 

Replies by Delegations 

Addendum 

The Working Party agreed at its fifth meeting from 11 to 14 November 1968 
that there was a need to dispose, as quickly as possible, of those questions not 
already discussed at previous meetings; short answers should therefore be 
prepared and, if delegations so wished, these could be submitted in writing in 
advance of its next meeting. 

A further reply which is attached hereto has been received from the 
delegation of the United States. 
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I.B. SELECTIVE EXCISE TAXES 

UNITED STATES 

1.8.1. Are there any selective excise taxes? To which goods do they apply? 
What is the tax base? 

I. FEDERAL EXCISE TAXES ON THE TRANSFER OF GOODS AND SERVICES 

Type of tax 

A. Retailers' excise taxes; 

Diesel and special fuels 

B. Manufacturers' excise taxes: 

1, Passenger automobiles 

2,. Trucks, buses, trailers 
.3. Trucks parts and accessories 
4* Tyres, etc, 

highway type 
other 
inner tubes 
tread rubber 

5. Gasoline 
6. Lubricating oil 
7. Pistols and revolvers 
8. Other firearms, shells, cart

ridges 
9. Fishing equipment 

C. Services 

1. Telephone and teletype
writer service 

2. Domestic air transport of 
persons 

D. Miscellaneous taxes 

1. Sugar 
2. Imported oleomargarine 

3. Machine guns 

E. Alcohol and tobacco taxes 

Alcoholic beverages s 
1. Distilled spirits 
2. Beer 
3. Still wines 
4« Sparkling wines 
5. Cordials and liquors 

Rate and basis 

4/ per gallon 

1% of manufacturing price 
10$ of manufacturing price 
8/6 of manufacturing price 

10/ per pound 
5/ per pound 
10/S per pound 
5/ per pound 

A4 per gallon 
6/ per gallon 
10/6 of manufacturing price 

11% of manufacturing price 
10$ of manufacturing price 

10$ of amount billed 

5% of amount paid 

.53/ per pound 
15/6 per pound 
$200 per firearm 

$10.50 per proof gallon 
$9 per barrel (31 gallons) 
17/Tto $10.50 per wine gallon 
$2.40 or $3.40 per wine gallon 
$1.92 per wine gallon 
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Tobacco products: 

1. Cigarettes 
2. Cigars 
3. Snuff, smoking and chewing 

tobacco 
4. Cigarette paper 

F. Regulatory taxes 

1. Opium 
2. Opium for smoking 
3 . Marihuana 

4. White phosphorus matches 
5. Adulterated butter 

6. Filled cheese 

8/£ per pack 
$2.50 - $20.00 per thousand 

10/̂  per pound 
y, per 50 

Ifi per ounce 
$300 per pound 
$100 per oz., except 
$1 per oz. to 
occupational users 

2fé per 100 
10/̂  per pound domestic 
15/̂  per pound imported 
1/ per pound domestic 
Sfi per pound imported 

II. STATE EXCISE TAXES 

The most important State excises, are those on motor fuels, 
alcoholic beverages and tobacco products. They are normally imposed at the 
wholesale level. There are also State taxes on insurance, public utilities, 
amusements and motor vehicles. 

A. MOTOR FUELS 

Motor fuels are taxed in all fifty States and the District of Columbia. 
Seven States also tax motor fuels under a general retail tax. The frequency 
distribution of rates is as follows: 

Cents per gallon Number of States 

5 
6 
6.5 
7 
7.5 
8-
9 

4 
10 

5 
28 

2... 
1 
1 

Diesel fuel is subject to tax in forty-nine States and the District of 
Columbia. In forty States the rates are the same as for gasoline, and in 
ten States the rates are roughly 1 cent per gallon more than for gasoline. 
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B. ALCOHOLIC BEVERAGES 

Many States tax various forms of alcoholic beverages. In a number of 
cases these taxes are imposed in addition to a general retail tax. 

1. Distilled spirits 

Distilled spirits are taxed in thirty-three States and the District of 
Columbia. The frequency distribution of rates is as follows: 

Dollars per gallon Number of States 

$1.00 - 1.50 
1.50 - 2.00 
2.00 - 2.50 
2.50 - 3.00 
3.00 and over 
20$ of wholesale price 

6 
11 
6 
7 
3 
1 

• 

2. Beer 

Beef is taxed in all fifty States and the District of Columbia. The 
frequency distribution of rates is as follows: 

; Dollars per barrel Number of States 

Less than $1 3 
1 - 2 . 1 1 
2 - 3 12 
3 - A 6 . . 
4 - 6 5 
6 - 8 A 
8 - 1 0 2 

1 0 - 1 2 A 
1 2 - 1 4 3 
20J6 of wholesale pr ice 1 

3» Light vines 

Light wines are taxed in thirty-seven States and the District of Columbia, 
The frequency distribution of rates is as follows: 

Cents per gallon Number of States 

' y 1 
10 - 30 19 
30-50 6 

'; 50 - 80 5 
80 and over 6 
2056 of wholesale pr ice 1 
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4.. Fortified vines 

Fortified wines are taxed in thirty-six States and the District of Columbia, 
The frequency distribution of rates is as follows: 

Cents per gallon Number of States 

24 1 
10-30 9 
30-50 8 
50-80 12 
80 and over . 6 
20$ of wholesale price 1 

C. TOBACCO PRODUCTS 

Cigarettes are taxed in forty-nine States and the District of Columbia. 
See below for frequency distribution of rates. 

Cigars are taxed in seventeen States at rates which vary by weight and . . . 
retail price. Specific rates vary from $1.00 to $40.00 per thousand. Ad valorem 
rates vary from 10 per cent to 4-0 per cent of wholesale price. 

Smoking tobacco is taxed in sixteen States, chewing tobacco in fifteen 
States and snuff in thirteen States. 

20 cigarettes Number of States 

2,5/£ 
3 
A 
5 
6 
7 
8 
9 

10 
11 
13 

r e t a i l pr ice 
wholesale price 

2 
1 
2 
2 
3 
5 

18 
2 
9 
3 
1 
1 
1 

D. OTHER STATE EXCISE TAXES 

Motor vehicles are subject to selective excise taxes in ten States and the 
District of Columbia. They are generally imposed at rates similar to those of 
general State sales taxes (i.e. 2 per cent to 5 per cent). Selected public 
utilities are subject to tax in thirty-eight States. Twenty-seven States tax 
admissions to selected amusements. Insurance premiums of one or more types are 
taxed in all States. Other State excises include pari-mutual betting, 
restaurant meals and soft drinks. 

Cents p 

I 

30$ of 
U0% of 

it' 
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III. LOCAL EXCISE TAXES 

Local excise taxes, where imposed, are generally on alcoholic beverages, 
motor fuels, public utilities, tobacco products and amusement admissions. They 
are generally similar in form to the corresponding State taxes, but at lower 
rates. 

In 1964., local governments in eight States imposed cigarette taxes. The 
most common rate was 2 cents per twenty cigarettes. Selected municipalities in 
five States impose excises on one or more types of alcoholic beverages. 
Municipalities in eleven States may tax amusement admissions, but such taxes are 
widely used only in three States. Municipal gasoline taxes are imposed in seven 
States, but only in two States, Alabama and New Mexico, is the practice wide
spread, with these two States accounting for two-thirds of the municipal 
governments imposing the tax. 

Local excises are of minor importance, accounting for about 6 per cent of 
local tax revenues and less than 3 per cent of total local revenues. 

I.B.2. Are there selective excises imposed on products not produced in 
economically meaningful quantities domestically? Are there products 
which are not produced domestically, which are, nevertheless, subject 
to an import border tax? 

All products subject to selective excises in the United States are produced 
domestically in economically meaningful quantities. All products subject to 
border taxes are produced domestically. 

I.B.3. Where excise taxes are imposed on goods used in connexion with the 
production or transport of other goods, or are imposed on goods used as 
raw materials or components of other goods, is there any adjustment at 
the border for these taxes with respect to final products which may or 
may not, themselves, be subject to these taxes? 

In general, Federal excise taxes are not imposed on purchases by firms of 
otherwise taxable goods if the purchases are to be used in further production, 
though there are exceptions (see I.B.5., below). In cases where taxes are 
imposed on goods used in connexion with or as a material or component in the 
production of an exported good no adjustment is made at the border for those 
taxes. 

State and local excises are generally wholesale level taxes and, therefore, pur
chases of taxable commodities by manufacturers will often not be subject to tax. If, 
however, a manufacturer does pay State or local excise taxes on purchases of goods 
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used in the production of exports, no adjustment is made at the border for these 
taxes when the final products are exported. 

I.B.4. What is the valuation used for border adjustments on imports and on 
exports? Does the valuation for imports include the insurance freight 
and duty? Do the bases and rates applicable to specific duties on 
imported goods differ from those applicable to similar home-produced 
goods and if so, in what circumstances and to what extent? 

The border tax adjustment on exports generally takes the form of an 
exemption from tax. The valuation basis for the export adjustment, therefore, is 
the same as the basis for the imposition of tax, generally the manufacturer's 
selling price, in the case of Federal excises, and the wholesaler's selling price 
in the case of most State and local excises. 

The Federal tax on imports, as a general rule, is imposed at the time that 
the importer sells the product domestically. The tax is based on the domestic 
selling price, which generally-covers all costs including customs duties, ocean 
freight and insurance. When the importer uses the product himself this use is a 
taxable event, and the base is-thé total acquisition cost including freight, 
insurance and customs duties. 

When the importer sells the product at retail the tax is imposed on the 
established retail selling price reduced by 25 per cent, to reflect the fact 
that the retail price is higher than the price normally charged by a manufacturer. 
This reduction also applies in the case of sales at retail by domestic producers. 

Bases and rates on imported goods are the same as those on home-produced 
goods, with the minor exceptions noted under I.B.I. 

Taxable goods imported into a State or locality imposing a wholesale excise 
tax will be subject to the tax at the time of importation if the product is 
Imported by a retailer, or at the time of the first sale in the State at wholes-
sale if imported by a manufacturer or wholesaler. The base of the tax is the 
wholesale sales price, the same as for a domestic good. 

I.B.5. Are the selective excises collected in the case of purchases by firms? 
By what mechanism can the firm avoid payment of these taxes? Does the 
mechanism exist at the import stage? 

With respect to the Federal taxes, the general rule is that sales by a 
manufacturer for use by the purchaser for further manufacture or for resale to a 
second purchaser for further manufacture are exempt from manufacturer's excises. 
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The purchase of goods not used in further production is subject to tax. The 
same rules apply whether the product is produced domestically or imported. 

An article is generally treated as sold for use in further production if the 
purchaser uses the article as a material or component in the production of -, . 
another article which is subject to Federal excise tax. Thus, for example, 
automobiles or trucks purchased by a firm for transportation of goods in the 
course of production would be subject to tax, but lubricating oil purchased by 
a firm for use as a material in th6 production of another taxable product, say, 
a pistol, would be exempt. Automotive parts, gasoline and tyres are treated 
differently. 

Automotive parts and accessories used by the purchaser as a material or 
component in the production of any other article, whether or not taxable, is 
considered as "used in further manufacture" and may be sold free of tax. As 
a practical matter, the second product will generally be taxable, since 
automobiles, trucks and buses are subject to Federal excise taxes. 

Gasoline used by a purchaser for non-fuel purposes, as a material in the 
manufacture or production of another article is treated as "used in further 
manufacture" and is exempt from Federal excise tax. 

Tyres may be purchased tax fre6 if the purchaser uses the tyres on or 
in connexion with the sale of another article manufactured by the purchaser 
and if the other article is sold free of tax either because it is exported 
or because it is used as supplies for vessels or aircraft, or sold to a 
State or local government or a non-profit organization. 

In order to receive exemption on the sale of an otherwise taxable 
product to another producer for use in further manufacture, an exemption 
certificate must be filed by the manufacturer certifying that the product 
will be used in the further manufacture of a taxable article. In the case 
of sales for further manufacture through an intermediate dealer, proof of 
resale for further manufacture must be supplied to the original manufacturer 
within six months of the time of his sale. In the absence of such proof, the 
original manufacturer becomes subject to tax on the sale. 

The rules regarding State excise taxes vary widely from State to State.-
Purchases by businesses of goods for direct resale or of goods which become 
physical ingredients in other goods produced by the purchaser are generally 
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exempt. A number of States provide exemptions for sales of gasoline for US6 in 
agriculture and, in some cases, for other non-highway uses. 

I.B.5. In what circumstances are exported goods relieved from tax and in what 
circumstanaes is tax repaid? 

The Federal automobile excise must be distinguished from the other Federal 
excises in this respect. The general rule, not applicable in the case of 
automobiles, is that if the manufacturer sells directly for export or to an 
intermediate seller who certifies that the product will be exported, no excise 
tax is charged. If, however, the tax has been paid and then a product is 
exported, a refund or credit is allowed for the tax already paid. 

In the case of the auto excise, an automobile may be exported free of tax 
only if there is certification, prior to the manufacturer's sale, that it will be 
exported. There are circumstances in which the tax is paid, even where there has 
been prior certification. In these cases a refund of the tax may be made. If 
the decision to export is made after the manufacturer's sale, however, and 
therefore without prior certification, no refund or credit is allowed for the tax 
which has been paid. 

State and local excises are not levied on sales to out of State purchasers. 
Manufacturers' sales are not normally subject to these taxes in any event, since 
they are mostly wholesale taxes. Exports by wholesalers are exempt. There is, 
however, no provision in State laws for the repayment of taxes which have 
previously been paid in cases where exporting occurs at the retail level. 

I.B.7. If adjustment for imported goods are not made at the border but 
subsequently, at what stage are they made? 

The border tax adjustment for Federal excises on imported goods is not made 
at the border. In the general case, where an importer imports a product for sale 
to another person, the tax liability arises at the time of the sale by the 
importer. In the case of an importer who uses the imported product himself, the 
tax liability arises when the product is first used. The tax must be paid on or 
before the last day of the month following the calendar quarter in which the tax 
liability was incurred. 

State excises are generally imposed at the wholesale level, so that if a 
commodity enters the State at the retail level, the retailer is taxed at the time 
of importation. This would also be true of importations by a final consumer, in 

» 
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those cases where a use tax is enforced. If taxable goods are imported at the 
wholesale or manufacturer's stage, the tax will be charged when the good is sold 
at wholesale in the State. For retail excises, imported goods will be taxed 
subsequently on retail sales by exporters. 

Use taxes are generally not enforced on final consumers who bring gasoline, 
tobacco or alcoholic beverages in from another State. Automobiles are subject to 
a use tax at the time of registration in those States which impose a selective 
excise on automobiles.. 

I.B.ft. Where regional differences exist in such taxation, is special compensation 
afforded in respect of them at the inter-regional borders? What 
mechanisms are provided for this purpose? In this respect, is there any 
difference in the tax treatment of foreign products, on the one hand, and 
domestic products, on the other hand? If there is no inter-regional 
border compensation, how is equal treatment ensured for domestic and 
foreign products? 

The general United States rules applicable to international transactions in 
goods subject to State excise taxes also apply to inter-State transactions in 
these goods. There is no differentiation between a sale to another State and a 
sale to another country or between a purchase from another State or another 
country. 

. Exports to another State or another country are exempt, but where tax has 
been imposed at a stage prior to exportation no refund is made. Imports from 
another State or another country are subj ect to tax if imported at or prior to 
the taxable stage. If imported subsequent to the taxable stage, i.e., by a final 
consumer, tax is imposed only if a use tax is enforced. The treatment, however, 
does not differ according to the ,source of the import. 

I.B.9. Is there a system of minimum exemptions from the adjustment for tourist 
purchases, small mail shipments, etc., on exports and imports? 

There is no formal system of minimum exemptions. However, as a practical 
matter small imports by individuals of taxable commodities are not taxed because 
there is no administrative structure to handle such cases. 

I.C. OVERLAPPING INDIRECT TAX SYSTEMS 

I.C.I. Are there selective excise or other indirect taxes which apply to goods 
also subject at the same or another stage to a general broad-based 
indirect tax, including single stage, cascade and value added taxes? The 
description should include taxes on raw materials, components and final 
products, on the one hand, and auxiliary materials, capital goods and 
services on the other hand. 
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There is no general broad-bas6d indirect tax at the Federal level. General 
sales taxes in a number of States and localities, however, do cover sales of good 
and services subject to Federal selective excises. There are also State and 
local excise taxes imposed on certain goods which are subject to Federal excise 
taxation, and, in some cases, to general State sales taxes. 

Passenger automobiles, for example, are subject to a 7 per cent Federal 
manufacturers' excise tax. In thirty-seven States they are subject to a general 
State sales tax, and in nine of these thirty-S6ven States they may also be 
subject to local sales taxes. In eleven States, automobile purchases are subjsct 
to a selective State tax, and in one State only a local tax is imposed. There
fore, in only two States is there no State or local tax overlapping th6 Federal 
excise tax on automobiles. 

Gasoline is taxed at a rat6 of A cents per gallon under a Federal 
manufacturers' excise. It is also subject to an excise tax in all fifty States 
and th6 District of Columbia. In seven of these States it is subject to general 
sales tax, in addition to selective excises. Some localities may also tax 
gasoline. 

Tyres, lubricating oil, firearms and fishing equipment are subject to 
Federal excise taxes and, in general, to sales taxes in those States which 
impose them. 

Tobacco products and alcoholic beverages are generally subject to Stat6 
and sometimes local excise taxes in addition to the Federal excises. In some 
States these products are also subject to a general sales tax. 

General State retail sales taxes do not generally apply to raw materials 
and components of other products, but they may apply to auxiliary materials, 
capital goods, and components. Federal excise taxes do not generally apply to 
components and raw materials either, but they too apply to certain auxiliary 
materials such as gasoline and lubricating oil, and on services, such as 
telephone. On the purchase of such goods and services, there may be an over
lapping of general and selective taxes. It is even possible, particularly in 
the cas6 of gasoline to find three excise taxes, Federal, State and local imposed 
in addition to a general State sales tax4 There are no Federal or ,Stat6 excise 
taxes on capital goods. 

I.C.2. For which of these taxes are border tax adjustments made and how are 
• they made? 

When a product is exported it is not generally subject to any tax, regard
less of whether on6 or more taxes normally apply domestically, except in some 
cases where a tax has already b6en paid at a stage prior to the export stage. 



Spec(69)4/Add.4 
Page 12 

Imported goods are normally subject to all taxes imposed domestically on th6 
goods by all levels of Government. 

When one or more taxes have been imposed on a raw material, component, 
auxiliary material, capital good or service, in connexion with the production 
of an export, there is normally no border adjustment mad6 for these taxes. 
There is also no compensating tax on imports to equalize the burden on imports 
with that of domestic goods. 

II. CHANGES IN BORDER TAX ADJUSTMENTS 

The specific questions under this heading are not applicable to the 
United States. There have /been no major changes in the indirect tax system 
in the United States in recent years, nor is any structural change contemplated. 
Any changes which have been made in the level of border adjustments have been 
directly related to changes in domestic tax rates or coverage. These changes 
include the elimination in recent years of th.6 bulk of the Federal excise taxes 
and th6 reduction in rates of some of th6 remaining Federal excises. It also 
includes the increases over th6 years in many States sales taxes, for which the 
change in border adjustments is automatic. 

III. MTfir.TCT.T.AiranTTfi 

General 

111.1. Is the revenue obtained from border tax adjustments intended to compensate 
in whol6, or in part for Government expenditure on social security? 

No. 

111.2. What is the importance of such taxes as property taxes, inventory taxes, 
licence fees, stamp taxes, not referred to in Chapter I and not being taxes 
on income or capital, which have an effect on production and distribution 
costs? 

There are very few taxes of th6 type noted in the question imposed at the 
Federal level. Including customs duties they amount to 1.4 per C6nt of Federal 
revenues. Excluding customs duties, they amount to less than 0.1 per cent. 

At the State level these taxes account for 9 per cent of total revenues • 
and 17 per C6nt of tax revenues. Licence taxes are about two thirds of this 
amount but property taxes and severance taxes are also of some significance. 
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At the local level, these taxes are 6.1 per cent of total revenues and 
37 per cent of tax revenues. Eighty-five per cent of these taxes are property-
taxes . 

For the three levels of Government taken together, these taxes, including 
customs duties, account for 6.7 per cent of total revenues and 8.3 per cent of 
tax revenues. Excluding customs duties the figures are 5.8 per cent and 
7.3 per cent respectively. The total revenue figure includes some double 
counting since a substantial portion of State and local revenues come from 
intergovernmental grants. 

III.3* Are there border tax adjustments for taxes on transportation costs on 
goods in transit? 

There are no border adjustments for transportation taxes in the 
United States. There are no Federal taxes on the transportation of goods. 
Most States tax highway carriers and, in some cases, air carriers as well. 
These taxes may be flat rate, they may be based on weight, or on mileage or on 
some combination. These taxes generally apply to intra-State carriers and to 
inter-State carriers using the State roads. The source or destination of the 
goods being carried has no bearing on the tax liability of the carrier. 

III.4- Is there a special basis for valuation of goods when the buyer is the 
final consumer? 

Under the Federal manufacturers' excise taxes, when a manufacturer or an 
importer sells directly at retail the tax is imposed on the established selling 
price reduced by 25 per cent. Available information does not indicate that 
there are similar rules for State excise taxes. 

111.5. What proportion of total taxation (including local taxes and social 
security contributions) is collected through taxes which are the subject 
of border tax adjustments? 

Revenues from taxes on which border adjustments are made, at all levels of 
Government, are 17.3 per cent of total tax revenues. These include general 
sales taxes of U>9 per cent, selective excise taxes of 11.4 per cent and 
customs duties of 1 per cent. 

Other tax-related border adjustments and export rebate schemes 

111.6. through 10. - Not applicable to the United States. 

III.11. What investment incentives are provided in the corporate income tax 
system? 

A credit against tax is allowed equal to 7 per cent of the value of 
machinery and equipment put into place in the United States by the taxpayer. 
It applies to imported as well as domestic property. Where the property has a 
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useful life of eight years or more, the full value of the property is used as 
the basis for computing the credit. Where the useful life is from six to 
eight years, two thirds of the value is used. One third is used where the useful 
life is four to six years and no credit is allowed for property with a useful life 
of less than four years. 

The investment credit allowed may not exceed $25,000 plus 50 per cent of 
any tax liability in excess of $25,000, nor may it exceed the tax liability if 
that is less than $25,000. Any credits in excess of this limitation may be 
carried back for three years and carried forward for seven years. 

The credit does not reduce the basis for depreciation of the property, 
i.e., 100 per cent depreciation may be taken in addition to the investment 
credit. 

Another more specialized investment incentive is found in the Western 
Hemisphere trade corporation provisions. These rules allow a special income tax 
deduction to domestic corporations all of whose business (other than incidental 
purchases) is done in the Western Hemisphere, if (l) 95 per cent of its gross 
income is from sources outside the United States and (2) 90 per cent of its 
income is from the active conduct of a trade or business (as distinguished from 
passive investment income). The special deduction has the effect of reducing 
the rate of tax on the income of such a corporation by 14 percentage points. 

111.12. What possibilities are provided for spreading losses in the corporate 
income tax system? 

Net operating losses from a trade or business (i.e., the excess of allowable 
deductions over gross income) may be carried back for three years as a deduction 
against income for those years or carried forward for five years as a deduction 
from the succeeding years' income. The loss must first be carried back and any 
unabsorbed loss may then be carried forward. 

111.13. What provisions apply to appreciation of assets in the corporate income 
tax system? 

Gains accruing on capital assets are taxed only when realized through 
the sale or exchange of the property. Short-term gains (those realized on the 
sale or exchange of capital assets held less than six months) less short-term 
losses are treated as ordinary income and are fully taxable. Net long-term 
gains (the excess of gains over Tosses realize!!"on"property held more than 
six months) in excess of net short-term losses for the same year are taxed at a 
maximum rate of 25 per cent, or, in the case of individuals, at one half of 
the normal rate, whichever is lower. 

The excess of capital losses over gains for a taxable year may, in the case 
of a corporation, be carried forward for up to five years as a short-term capital 
loss. In the case of non-corporate taxpayers, excess capital losses may be 
carried forward indefinitely, and set off against capital gains and up to $1,000 
of ordinary income, but they retain their character as short- or long-term losses. 
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III.14.. What possibilities are there for offsetting against corporate income 
tax any taxes paid abroad and any losses incurred by establishments or 
subsidiaries in other countries? 

United States taxpayers may claim either a credit against tax or a deduction 
from income for foreign income taxes paid with respect to foreign source income. 
The credit generally gives a more favourable result. The credit may be claimed 
in an amount not exceeding the United States tax on the income. 

In addition to a credit for foreign taxes actually paid by the United States 
taxpayer, a United States corporation receiving dividends from a foreign 
corporation in which the recipient owns a 10 per cent or more interest may credit 
a pro rata share of the foreign corporate tax paid on the income out of which 
the dividends have been paid. 

The income of a foreign branch of a United States corporation is lumped 
together with the United States income of the corporation for United States 
tax purposes. Any losses in overseas branches would reduce income of the company 
for United States tax purposes. The United States does not generally tax the 
income of foreign subsidiaries, except as this income is remitted to the parent. 
Losses of these foreign corporations, therefore, are not allowed as an offset 
against United States income or tax of the parent. 

III.15. through 18. - Not applicable to the United States. 


