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For Assistance During the Live Program: 

-On the web, use the chat box at the bottom left of the screen 
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Notice 
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THE SPEAKERS’ FIRMS TO BE USED, AND CANNOT BE USED, BY A CLIENT OR ANY 

OTHER PERSON OR ENTITY FOR THE PURPOSE OF (i) AVOIDING PENALTIES THAT 

MAY BE IMPOSED ON ANY TAXPAYER OR (ii) PROMOTING, MARKETING OR 

RECOMMENDING TO ANOTHER PARTY ANY MATTERS ADDRESSED HEREIN.  

  

You (and your employees, representatives, or agents) may disclose to any and all persons, 

without limitation, the tax treatment or tax structure, or both, of any transaction 

described in the associated materials we provide to you, including, but not limited to, 

any tax opinions, memoranda, or other tax analyses contained in those materials. 

 

The information contained herein is of a general nature and based on authorities that are 

subject to change.  Applicability of the information to specific situations should be 

determined through consultation with your tax adviser. 
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Agenda 

Definitions and applications of section 987 

- Identifying a section 989 QBU 

- Statutory framework of section 987 

- Prior proposed guidance  

- Current developments 

Final and temporary regulations 

- Limitation on recognizing loss upon termination 

- “Fresh start” transition and impact on existing section 987 losses 

- Final regulations including sourcing and character of section 987 losses 

Other Considerations 

- Financial accounting impact 

- Planning and implementation of transition 
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Section 989 – Qualified business unit 
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Qualified Business Unit (QBU) 

What is a QBU?  

• There are two types of QBU’s – A per se QBU and a trade or business QBU. 

- A per se QBU is a QBU because of the entity’s form. A corporation, a partnership, a 
trust, or an estate is a per se QBU. Sec. 1.989(a)-1(b)(2)(i). 

- A trade or business QBU is any separate and clearly identified unit of a taxpayer’s 
trade or business that maintains separate books and records the expenses of which 
are deductible under sections 162 or 212. Sec. 1.989(a)-1(b)(2)(ii). A disregarded 
entity or branch meeting this test is a QBU under the final regulations. 
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Qualified Business Unit (QBU) (continued) 

Trade or Business QBU 

• A separate and clearly identified unit 

• A specific unified group of activities that constitutes an independent economic enterprise carried 
on for profit 

• Must engage in a trade or business (unclear as to what constitutes a trade or business for this 
purpose. In practice we usually use the standard under the USTB authorities) 

• Expenses must be deductible under sections 162 0r 212 

• Must maintain separate books and records  

• An individual cannot be a QBU (but can have a QBU) 

9 



Qualified Business Unit (QBU) (continued) 

When do “separate activities” rise to the level of QBU status? 

• Ultimately dependent on facts and circumstances 

• Requires “trade or business” 

- Independent economic enterprise  

- Expenses are deductible under §162 or §212 

• Regular and continuous activities carried on for profit should constitute a trade or business. See for 
example, De Amodio v. Commissioner, 34 T.C. 894 (1960), aff’d 299 F.2d 623 (3rd Cir. 1962); 
Lewenhaupt v. Commissioner, 20 T.C. 151 (1953), aff’d 221 F.2d 227 (9th Cir. 1955). See also, 
Commissioner v. Groetzinger, 480 U.S. 23, 35, (1987). 

• Holding companies are not treated as engaging in a trade or business.  Whipple v. 
Commissioner, 373 U.S. 193 (1963); Higgins v. Commissioner, 312 U.S. 212 (1941). 

• A vertical, functional, or geographic division of the same trade or business may be a separate 
trade or business 
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Section 985 – Functional currency 
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The U.S. Dollar is the Functional Currency (FC) for 

1. A taxpayer that is not a QBU; 

2. A QBU that conducts it activities primarily in dollars; 

3. A QBU that has the U.S. as its residence; 

4. A QBU that does not keep books and records in the currency of any environment; and 

5. A QBU that produces income or loss that is, or treated as, effectively connected to the conduct of a 
US trade or business 
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Functional Currency where a QBU is not required 
to use the U.S. Dollar 

For QBUs that are not required to use the U.S. dollar as the functional currency, a QBU’s 
FC is the currency of the economic environment in which it conducts a significant part 
of its business activities.  This a facts and circumstances test. 

• Facts & circumstances generally taken into account: 

- Currency in which QBU is a resident 

- Currency in which QBU generates revenues/expenses 

- Currency of QBU’s cash flows 

- Currency in which QBU borrows/lends 

- Currency of QBU’s sales markets 

- Currency in which QBU’s pricing/financial decisions are made 

- Durations of QBU’s business operations 

- Significance/volume of QBU’s independent activities 

• Presumptions:  

- Books and records are presumed to be kept in the currency of the economic environment 
of the QBU. 
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Foreign Currency (FC) example 
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Company X 
(U.S.) 

Company A 
(France) 

Company B 
(U.K.) 

Company C 
(Switzerland) 



Section 987 
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Background 

To whom does section 987 apply? 

• Section 987 applies to most multinational corporations. 

• Section 987 applies where a US corporation or controlled foreign corporation owns a 
branch, disregarded entity or partnership interest where the functional currency of 
that entity is different than that of the corporation. 

 

Example 1 - QBU owned by US Corp.  US Corp owns disregarded entities in Mexico and 
China that have the peso and yuan, respectively, as their functional currencies.  The 
disregarded entities are operating companies that produce Product X.   

Analysis.  The disregarded entities are section 987 QBUs to US Corp.  

 

Example 2.  The facts are the same as in Example 1 except US Corp owns CFC that owns 
disregarded entities in Mexico and China.   

Analysis. The disregarded entities are section 987 QBUs of CFC.  CFC is not a section 987 
QBU of US Corp. 
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Background 

What does section 987 do when it applies? 

 

1.  It requires the income of any section 987 QBU to be properly translated into the 
functional currency of the owner. 

 

2.  It requires an amount of currency gain or loss to be recognized when a section 987 
QBU remits property or cash to its owners. 
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Section 987 – Prior Frameworks 
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Treasury has issued two sets of proposed regulations and has indicated that the earnings 
only method is a reasonable method: 

1. 1991 proposed regulations.   

• Adopted the equity pool/ basis pool paradigm.   

• Net income of a section 987 QBU is determined in the functional currency of 
the QBU and translated into dollars at the average exchange rate for the year.   

• Section 987 currency gain or loss is imputed to the net asset position on the 
balance sheet and included in income upon a remittance. 

• Section 987 gain can be subpart F income. 

2. Earnings only method.  Many corporations currently use an “earnings only” 
method to comply with section 987.  Under this method, the paradigm of the 1991 
proposed regulations is modified to impute section 987 currency gain or loss to 
earnings and not capital.  

 

1991 Proposed Section 987 Regulations and the 
Earnings Only Approach 



2006 proposed regulations. The 2006 proposed regulations replaced the 1991 
proposed regulations due to concerns that excessive amounts of currency gains and losses 
were being taken into account for tax purposes.  

• The 2006 proposed regulations adopted a different paradigm referred to as the 
“foreign exchange exposure pool” paradigm (FEEP paradigm).  

• Items of income and expense are translated into the owner’s functional currency 
and included in net income.   

• Most items of income and expense are translated at the average rate for the 
current year but cost recovery deductions are translated at the historic rate for 
the property to which the deductions are attributable.  In addition, the basis of 
historic assets is translated at a historic exchange rate when such assets are sold.  

• Section 987 currency gain or loss is imputed only with respect to “marked items” 
on the balance sheet (items on the QBU’s balance sheet that would be section 
988 transactions if such items were held or entered into directly by the owner of 
the section 987 QBU).    Items that are not “marked items” are referred to as 
“historic items.”  Historic items, such as real property, plant, equipment and 
inventory do not generate section 987 gain or loss.   
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2006 Proposed Section 987 Regulations 



2006 Proposed Section 987 Regulations (Continued) 

• Examples of marked items are: 

• Cash denominated in the functional currency of the QBU 

• Debt denominated in the functional currency of the QBU 

• Payables and receivables denominated in the functional currency of the QBU, 
and  

• Certain foreign currency derivatives 

• Section 987 gain or loss is included in income upon a remittance. 

• Like the 1991 regulations, section 987 gain is subpart F income under an 
allocation determined with reference to the QBU’s assets. 
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Current Developments 
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Current Developments 

• On December 7, 2016, final and temporary section 987 regulations were issued 

• On April 21, 2017, Executive Order 13789 requiring a review of all “significant tax 
regulations” issued on or after January 1, 2016 was issued 

• On October 2, 2017, Treasury issued its Second Report to the President (in response to 
EO 13789) stating it would “substantially revise” the final section 987 regulations to 
permit taxpayers: 1) to elect to adopt a simplified method to comply with section 987, 
subject to loss deferral rules; and 2) to elect an alternative transition method to the 
final regulations. 

•  On October 2, 2017, Notice 2017-57 was issued which defers the effective date of the 
final section 987 regulations to 2019.  Note it does not change the effective date with 
respect to Treas. Reg. § 1.987-12T. 
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Section 987 – Temp. Reg. §1.987-12T 
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Temp. Reg. §1.987-12T 
Deferral of certain section 987 gains and losses 

1. Scope. Temp. Reg. §1.987-12T applies to any gain or loss realized under section 987(3) including 
the section 987 gain or loss of an excluded entity under Treas. Reg. §1.987-1(b)(1)(ii). 

a.Exceptions. The following section 987 QBUs are exempt from the rules under Temp. Reg. 
§1.987-12T: (i) a section 987 QBU with respect to which the annual deemed termination election 
described in Temp. Reg. §1.987-8T(d) is in effect, and (ii) a section 987 QBU if the amount that 
would not be recognized under Temp. Reg. §1.987-12T does not exceed $5 million in the taxable 
year.  

2. Temp. Reg. §1.987-12T applies to two categories of transactions: 

a. Deferral events, and 

b. Outbound loss events 

3.Effective date. Temp. Reg. §1.987-12T applies to a deferral event or outbound loss event that 
occurs on or after January 6, 2017. However, the rules apply to a deferral event or outbound loss 
event that occurs on or after December 7, 2016 (i.e., immediately upon publication) if the deferral 
event or outbound loss event is undertaken with a principal purpose of recognizing section 987 
loss. 

Note there is a general anti-abuse rule in Temp. Reg. §1.987-12T(g) that denies a section 987 loss with 
respect to a transaction or series of transactions undertaken with a principal purpose of avoiding the 
rules of Temp. Reg. §1.987-12T. 
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Deferral events 

What is a deferral event?  

• To generalize, a deferral event involves either (i) a technical termination (under Treas. 
Reg. §1.987-8) of a section 987 QBU or (ii) certain dispositions of an interest in a 
section 987 aggregate partnership or DE that holds a section 987 QBU in a transfer 
between members of the same controlled group where the QBU survives in the hands 
of the transferee.   

• The surviving QBU in the hands of the transferee is referred to as a “successor QBU.” 

a. There are a number of exceptions to the definition of a deferral event including 
transfers described in Treas. Reg. §1.987-8(b) and (c). 
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What happens when there is a deferral event? 

Consequences of a deferral event: 

1. The section 987 gain or loss of the original owner of the transferred QBU 
(referred to in Temp. Treas. Reg. §1.987-12T(c)(1)(ii) as the “deferral QBU owner”) that 
would otherwise be triggered by the transfer of the QBU (deferred section 987 gain or 
loss) is taken into account when the successor QBU makes remittances to the new 
owner of the successor QBU.   That is, when the transferred QBU makes a remittance 
to its new owner, section 987 gain or loss that was attributable to the period the 
transferor held the QBU is triggered in the same proportion as the remittance to the 
new owner. 

2. How is the subsequent amount determined?  

a. The amount is determined by multiplying the deferred section 987 gain or loss by 
the remittance proportion of the successor QBU that ends with or within the 
taxable year of the original owner (or using the terminology of the regulations, the 
“deferral QBU owner.”) 

3. There are a number of special rules regarding successor QBUs but these are beyond 
the scope of this presentation. 
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Example - Domestic to Domestic Section 351 
Transfer of a Section 987 QBU 

Facts:  US Corp owns French DE and US Corp 2.  
DE is a section 987 QBU and has an unrecognized 
section 987 loss of $100x.  US Corp transfers QBU 
to US Corp 2 in a section 351 transaction. 

 

Analysis:  The transfer of DE to US Corp 2 results 
in a termination under Treas. Reg. §1.987-8(b)(2) 
in which section 987 loss would be recognized 
absent Temp. Treas. Reg. §1.987-12T(b).  The 
section 351 transfer to US Corp 2 is a deferral event 
because DE is transferred to a member of the 
controlled group and new QBU is a successor QBU. 
The $100x of net unrecognized section 987 loss is 
deferred until French DE successor QBU makes a 
future remittance to US Corp 2 or French DE 
successor QBU ceases to be owned by a member of 
US Corp’s controlled group. 
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US Corp 
 

French  
DE/QBU 
   € FC 

 
US Corp 2 
 

 
US Corp 
 

French 
Successor   
DE/QBU 
   € FC 

 
US Corp 2 
 



Outbound loss events 

What is an outbound loss event?  

• Generally, a transaction resulting in a termination of a section 987 QBU where the 
QBU’s assets (or part of an interest in a section 987 aggregate partnership or DE that 
holds a section 987 QBU) are transferred, or deemed transferred, by a U.S. owner to a 
foreign corporation that is a member of the same controlled group. 

Consequences of an outbound loss event: 

• Section 987 losses are disallowed but section 987 gains are recognized. 

• If the outbound loss event is described in section 351 or 361, the basis of the stock 
received in the transaction is increased by the disallowed section 987 loss. 

• If the outbound loss event is not described in section 351 or 361, the loss is recognized 
by the owner of the outbound loss QBU in the first taxable year in which the owner or 
any qualified successor of the owner ceases to be a member of a controlled group that 
includes the related foreign person to which the assets and liabilities were transferred, 
or any qualified successor of such person. 
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Example - Outbound loss event (Incorporation of a 
Section 987 QBU) 

Facts:  US Corp owns French DE.  DE is a section 987 
QBU and has an unrecognized section 987 loss of $100x.  
DE elects to be classified as a corporation.  As a result of 
the election, US Corp is treated as transferring DE to a 
newly formed CFC, which has the Euro as its functional 
currency in an outbound section 351 transaction. 

Analysis:  The transfer of DE to French CFC results in a 
termination under Treas. Reg. §1.987-8(b)(2) in which 
section 987 loss would be recognized absent Temp. Treas. 
Reg. §1.987-12T(d).  The outbound section 351 transfer to 
French CFC is an outbound loss event because DE is 
transferred to a foreign person that is a member of US 
Corp’s controlled group and the transfer would result in 
recognition of section 987 loss but for Temp. Treas. Reg. 
§1.987-12T(d). (We note that because there is no successor 
QBU in this example, it cannot be a deferral event.)  

US Corp will increase its basis in its French CFC shares by 
the $100x of the outbound section 987 loss. 
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US Corp 

 

French  
DE/QBU 

€ FC 

 
US Corp 

 

French  
CFC 
€ FC 



Source and character of deferred section 987 gain 
or loss 

1. The source and character of section 987 gain or loss that is deferred as a result of a 
deferral event or outbound loss event is determined as if such deferred amount were 
recognized pursuant to Treas. Reg. §1.987-5 on the date of the related deferral event of 
outbound loss event without regard to Temp Treas. Reg. §1.987-12T. 

 

2. If the outbound loss event results in section 987 loss increasing the basis of stock and 
the stock is sold or exchanged within two years of the outbound loss event, the amount 
of the section 987 loss built into the basis of the stock is sourced and characterized on 
the sale or exchange as if the loss were section 987 loss recognized under Treas. Reg. 
§1.987-5 on the date of the outbound loss event. 
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Transition Rule 
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Transition rule 

Fresh start method.  

• On the transition date (first day the final regs are effective for the taxpayer), all QBUs subject to section 987 are 
deemed to terminate (solely for purposes of section 987) and re-form into a new section 987 QBU; section 987 
gain or loss is NOT taken into account under the taxpayer’s prior method on the deemed termination; rather, 
historic exchange rates (generally, the average rate for the year of acquisition by the QBU) are used in 
determining the amount of assets and liabilities deemed transferred to the new section 987 QBU.  

 NOTE: This means all assets and liabilities (marked and historic) take a historic basis. 

• The effect of this rule is twofold.  

1) Economic currency gain or loss on “historic assets” (e.g., plant, property, equipment, inventory, intangibles) 
is recognized through income when the assets are sold.  (Translation loss relating to depreciation deducted in 
years prior to the transition date is lost.) 

2) At the end of the first year to which the final regulations apply, the marked items, having a historic basis, will 
generate section 987 gain or loss for the period between the time the asset was acquired by the old QBU (not 
the new QBU) and the last day of the first year. Note this amount is not recognized unless there is a 
remittance.  

3) Translation gain or loss related to assets or liabilities that have been disposed of in prior years will never be 
recognized. 

NOTE:  taxpayers may not have access to historical data.   Treas. Reg. §1.987-10(b)(3) (last sentence) allows 
taxpayers to make reasonable assumptions regarding the historic exchange rate. 
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Section 987 – final regulations 
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Scope of the final section 987 regulations 

1. The final Section 987 regulations generally apply to section 987 QBUs of an individual, a 
corporation and certain partnerships.  

2. They do not apply to banks, insurance companies, leasing companies, certain finance 
coordination centers, regulated investment companies, real estate trusts, trusts, estates, S 
corporations and certain partnerships (see below).  

3. The regulations apply only to “aggregate partnerships,” labelled this way because the 
regulations treat them as an aggregate, not an entity.  An “aggregate partnership” is a 
partnership (a) where all partners are related under sections 267(b) or 707(b) and (b) the 
partnership has one or more eligible QBUs at least one of which would be a section 987 QBU 
with respect to a partner if the partner owned the QBU directly.  Partnerships that are not 
“aggregate partnerships” are excluded from the final regulations and must comply with the 
section 987 statute using a reasonable method.   

4. The preamble to the final regulations provides that all excluded entities must use a 
reasonable method to comply with Section 987 and cannot rely on the final regulations. See, 
Preamble Section B.  Note that excluded entities may still be subject to anti-abuse and other 
rules set forth in the temporary section 987 regulations. 

5. Section 987 QBUs that today are mere holding companies will disappear.   See Treas. Reg. 
§1.987-2(b)(2). 
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Effective date  

• Generally taxable years beginning on or after two years after the first day 
of the first taxable year following December 7, 2016. For calendar year 
taxpayers, January 1, 2019. 

 

• Taxpayers can elect to apply the regulations to taxable years beginning 
after December 7, 2016. There is a conformity rule with respect to all QBUs 
owned by taxpayer (directly or indirectly), for QBUs owned by consolidated 
group members and CFCs. 
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Paradigm of the final section 987 regulations 

1. Adopts the general framework of the 2006 proposed section 987 regulations 

2. Determination of the income of a section 987 QBU.  

a. For purposes of translating a section 987 QBU’s income, each item of income, gain, 
deduction or loss is determined in the functional currency of the section 987 QBU 
and translated into the functional currency of the owner at exchange rates set forth 
in Treas. Reg. §1.987-3(c).  

b. The default translation rate for an item of income, gain, deduction or loss is the 
average rate for the year or, if the owner elects, the spot rate for each day an item is 
properly taken into account for tax purposes under the owner’s method of tax 
accounting.  

c. However, the basis of “Historic Items” (i.e., tangible property and depreciation 
deductions associated with such assets) is translated at an historic exchange rate 
(generally, the average rate for the year acquired). 

NOTE: Section 988 transactions of a section 987 QBU are generally considered 
“Historic Items” as well. 

d. The regulations provide special rules for determining cost of goods sold. 
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Paradigm of the final section 987 
regulations (continued) 

Determination of Unrecognized Section 987 Gain or Loss Under a Balance Sheet Approach: 

a. Section 987 QBU’s owner first determines the current year’s net value of the QBU in the owner’s functional 
currency by translating “marked items” (cash, payables/receivables, debt and FX derivatives denominated in 
the QBU’s functional currency) on the QBU’s tax balance sheet at the year-end exchange rate and “historic 
items” (items that are not marked items) at the historic exchange rate (generally, the average rate when the 
QBU acquired the item).  

b. The owner then subtracts from the amount determined in a. above, the net value of the QBU at the end of 
the prior year, giving rise to an amount which reflects the change in net value from the prior year.  

c. The change in net value in a taxable year is generally composed of three classes of items:  

1) A change in net value due to a change in exchange rates with respect to the marked items for the year;  

2) A change in net value due to contributions and distributions of assets and liabilities to or from the QBU 
during the year; and  

3) A change in net value due to profit or loss for the year.  

d. The eight-step process described in Treas. Reg. §1.987-4(d) essentially determines the section 987 gain or 
loss on the marked items for a taxable year by backing out from the total change in net value, the change in 
net value due to (c)(2) and (3) above. The amount so determined for a taxable year is added to the pool of 
unrecognized section 987 gain or loss and becomes a component of the “net unrecognized section 987 gain 
or loss.” Net unrecognized section 987 gain or loss is taken into the income of the QBU’s owner as described 
in below. 
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When section 987 gain or loss is recognized 

1. Section 987 gain or loss is taken into income by the owner of a section 987 QBU when 
the QBU makes a remittance of cash or property to the owner or the QBU terminates 
(subject to Temp.  
Treas. Reg. §1.987-12T).  

 Note: a remittance is not subject to Temp. Treas. Reg. §1.987-12T. 

2. A remittance is determined in the owner’s functional currency on the last day of the 
taxable year (or when the QBU terminates), with reference to the basis of property and 
is the excess of distributions from the QBU to the owner for the taxable year over the 
contributions from the owner to the QBU for the taxable year.  For this purpose, the 
basis of remitted property is translated into the owner’s functional currency as follows:  
(1) Historic assets--at the historic exchange rate; (2) Marked assets--translated at the 
spot rate on the day remitted.  

3. Note:  the amount of liabilities transferred by the owner to a section 987 QBU is 
treated as a   distribution of assets by the QBU to the owner.  Conversely, the amount 
of liabilities transferred from QBU to the owner is treated as a contribution by the 
owner to the QBU. 
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When section 987 gain or loss is recognized 
(continued) 

4.  The amount of section 987 gain or loss residing in the pool of net unrecognized section 
987 gain or loss that is taken into account for a taxable year is determined under the 
following formula: 

 

Remittance (in FC of the owner)     x      Net unrecognized §987 gain/loss on last day of taxable year 

Adjusted basis of QBU assets 

(in FC of the owner) plus the  

remittance 

 

Section 987 gain or loss is also taken into account if a QBU terminates.  In the case of a 
QBU termination, the remittance fraction set forth above is deemed to be 1/1 and 
accordingly, the entire amount of net unrecognized section 987 gain or loss is taken into 
account. 

Treas. Reg. §1.987-5(a) and (b). 
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Character and source of section 987 gain or loss  

• Section 987 gain or loss is ordinary gain or loss 

• The character and source of section 987 gain or loss is determined in the year of a remittance 
or termination under Treas. Reg. §1.987-6 for all purposes of Code including sections 
904(d), 907 and 954.  Note: under this method, section 987 gain/loss can be 
characterized as subpart F income in the year of remittance based on the 
percentage of QBU assets that generate subpart F income to the QBU. 

• The owner must use the asset method of Treas. Reg. §1.861-9T(g) to characterize and source 
section 987 gain or loss taking into account only the assets of the section 987 QBU. 

 NOTE: Only the asset method can be used. If a CFC owns a Section 987 QBU and uses the 
“gross income” method of apportionment, the CFC must nevertheless use the tax book 
value method for apportioning section 987 gain or loss. 

• Solely for purposes of section 954(c)(1)(D), section 987 gain or loss that is characterized by 
reference to assets that give rise to subpart F income is treated as section 988 gain or loss 
that does not meet the business needs test of section 954(c)(1)(D)--i.e., as foreign personal 
holding company income.  A section 987 loss so characterized can offset section 988 gain 
characterized as subpart F income of the owner in the year of remittance. 

 

43 



Example 

US Corp provides engineering services. US Corp owns an entity in the United Kingdom that 
provides engineering services to businesses in London. The UK entity is a disregarded entity for 
Federal income tax purposes, has the pound as its functional currency and is a “section 987 
QBU.” The QBU was established in Year 0, has no debt, and purchased the following in Year 0: 

1. A building with a basis of £100,000. Assume that depreciation is properly £3,000/year;  

2. A painting with a purchase price of £1,000; and  

3. £5,000 purchased. 

These items were purchased when the average rate for the year was £1 = $1. 

In year 1, QBU earns £5,000 from providing engineering services. It also sells the painting for 
£1,200. 

The exchange rate at the beginning of the year is £1 = $1; at the end of the year is £1 = $2 and 
the average exchange rate is £1 = $1.50. 

Assume that QBU terminates at the end of year 1 triggering all section 987 gain or loss. 
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Final Regulations - Calculation of Net Income 

Determination of net income.  

                                                

             Pounds  Dollars 

Income from services:   £5,000  $7,500  (Ave.) 

Depreciation                                           (£3,000)            ($3,000) (Hist.) 

Income from sale of painting 

     Sales price:     £1,200 x   $1.50 (Ave.)  $1,800 

     Basis:             (£1,000) x $1.00 (Hist.)           ($1,000) 

     Gain:           £   200     $   800  

 

Net income                                   $5,300 
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Final Regulations - Calculation of section 987 gain 
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Opening Year 1 Balance Sheet 

Cash              £5,000        $5,000              Debt               £0          

Building  £100,000    $100,000 

Painting        £1,000        $1,000 

Net value                       $106,000 

 

 

 

Closing Year 1 Balance Sheet 

Cash (opening)  £5,000       $10,000                Debt     £0           

Cash (services)   £5,000       $10,000 

Cash (painting)   £1,200       $  2,400 

Building             £97,000       $97,000 

Net value                          $119,400 

The exchange rate at the beginning of the year is £1 = $1; at the end of the year is £1 = $2  and the average 
exchange rate is £1 = $1.50. 

Calculation of §987 gain 

a.  Closing net value  $119,400 

b.  Less: opening net value                        ($106,000) 

c.  Less: profit    ($5,300) 

d.  Section 987 gain      $8,100 

Proof:  the only marked items are the three pools of cash.  The cash 
changed in value as follows: 

 Item                              £ amount          Change in value 

Cash (opening)            £5,000             $5,000  ($10,000 - $5,000) 

Cash (services)            £5,000              $2,500  ($10,000 - $7,500) 

Cash (painting)           £1,200                  $600  ($2400 - $1,800) 

                                                                   $8,100 



Other Considerations 
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Other Considerations 

• Financial statement considerations 

• Impact on deferred taxes currently provided 

• Impact on indefinite reinvestment assertion 

 

• Planning and Implementation Considerations 

• Planning is critical to obtaining the best results under the transition rule. 

• An evaluation of the section 987 structures is critical to proper planning. 

• Section 987 QBU holding companies will not be considered as section 987 QBUs 
after the effective date of the final regulations.   
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Thank You! 

This publication has been prepared for general guidance on matters of interest only, and does 

not constitute professional advice. You should not act upon the information contained in this 

publication without obtaining specific professional advice. No representation or warranty 

(express or implied) is given as to the accuracy or completeness of the information contained 

in this publication, and, to the extent permitted by law, PricewaterhouseCoopers LLP, its 

members, employees and agents do not accept or assume any liability, responsibility or duty of 

care for any consequences of you or anyone else acting, or refraining to act, in reliance on the 

information contained in this publication or for any decision based on it.  

 

© 2017 PricewaterhouseCoopers LLP. All rights reserved. In this document, “PwC” refers to 

PricewaterhouseCoopers LLP which is a member firm of PricewaterhouseCoopers 

International Limited, each member firm of which is a separate legal entity.  

 



► This presentation is provided solely for the purpose of enhancing knowledge 

on tax matters. It does not provide tax advice to any taxpayer because it does 

not take into account any specific taxpayer’s facts and circumstances. 

► These slides are for educational purposes only and are not intended, and 

should not be relied upon, as accounting advice. 

► The views expressed by the presenters are not necessarily those of 

Ernst & Young LLP. 

► This presentation is © 2017 Ernst & Young LLP. All Rights Reserved. 

EY is a global leader in assurance, tax, transaction and advisory services. The insights and quality 

services we deliver help build trust and confidence in the capital markets and in economies the world 

over. We develop outstanding leaders who team to deliver on our promises to all of our stakeholders.  

In so doing, we play a critical role in building a better working world for our people, for our clients and  

for our communities.  

EY refers to the global organization, and may refer to one or more, of the member firms, of Ernst & Young 

Global Limited, each of which is a separate legal entity. Ernst & Young Global Limited, a UK company 

limited by guarantee, does not provide services to clients. For more information about our organization, 

please visit ey.com. 

Ernst & Young LLP is a client-serving member firm of Ernst & Young Global Limited operating in the US. 
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