NOVEMBER 2018

Proposed Treasury Regulations Permit Foreign Subsidiary Credit
Support for U.S. Multinational Financings

The proposed regulations, released October 31, 2018, generally provide tax-free
treatment to a U.S. corporate parent of a controlled foreign corporate subsidiary ("CFC")
for deemed dividends triggered when the CFC provides credit support for the U.S.
corporate parent's debt.

These regulations under Code section 956 will become applicable in taxable years beginning on
or after the date the regulations are finalized, and they may be relied upon in proposed form in
taxable years beginning after December 31, 2017.

U.S. multinational borrowers potentially can expand their borrowing capacity and gain flexibility
on investments in foreign subsidiaries. Lenders potentially can expand their collateral and
guarantee packages by including guarantees by, and full pledges over the stock and assets of,
CFCs or by incurring joint and several liability.

Critical Questions to Ask
Did the CFC's taxable year begin after December 31, 2017? The proposed regulations may
not be relied upon for earlier taxable years.

Is the U.S. shareholder a corporation? Tax-free dividend treatment is not available to U.S.
individuals owning CFC stock directly or indirectly through flow-through entities (such as funds),
nor to real estate investment trusts or regulated investment companies.

Will the U.S. corporate shareholder meet the one-year holding period requirement?
Generally U.S. multinationals with wholly owned CFCs will qualify, but beware of short-term
holdings.

Does the U.S. corporate shareholder own multiple tiers of CFCs? Special look-through rules
apply for U.S. corporate parents with multiple tiers of CFCs.

Do existing financing documents require CFC guarantees and pledges upon a change in
law? Existing financing documents should be reviewed to determine whether the borrower is
or may be required to add CFC guarantees and pledges once there is no longer a material tax
consequence to doing so.

Have the parties consulted non-U.S. laws governing CFC guarantees and pledges? Local law
obstacles to implementing CFC guarantees and pledges need to be overcome.
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