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Before We Get Started:

How to ask a question:
 Lines are muted

« We will answer questions throughout the
presentation

* Please use the question or chat feature to
ask a question

* You may raise your hand if you would like
to participate in the discussion

*Close down other programs
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Discussion Highlights

* New Book Minimum Tax
« AMT FTC
 Plans for VantagePoint

 FTC Regulations Update — including TD corrections
« Attribution
* Net gain requirement
» Cost Recovery

* Allocation and Apportionment of Foreign Income Taxes
* Treas. Reg. 1.861-20
* Treas. Reg. 1.904-6

* Q&A
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Polling Question #1

Does you company and/or your clients claim foreign tax credits or
more often deduct foreign income taxes?

Most often take foreign tax credits
Most often deduct foreign income taxes

Not sure



Book Minimum Tax
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Book Minimum Tax

Inflation Reduction Act imposes a corporate alternative minimum tax
(AMT) based on financial statement income, effective for tax years
beginning after December 31, 2022.

This provision imposes a 15% minimum tax on adjusted financial
statement income (AFSI) for corporations with average annual AFSI over
a three-tax year period in excess of $1 billion. However, t

BMT increases a taxpayer’s tax only to the extent that the tentative

minimum tax exceeds regular tax plus base erosion and anti-abuse tax
(BEAT).
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Book Minimum Tax

To evaluate the impact of the BMT on its overall tax liability, a taxpayer
must determine:

(1) Is the company an applicable corporation?
(2) What is the company’s AFSI?

(3) Which is greater: AMT or regular tax plus BEAT)?
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Applicable Corporation

A corporation (other than an S corporation, regulated investment
company, or real estate investment trust) that meets an AFSI test in one
or more tax years before the current tax year and ending after December
31, 2021. A corporation meets the AFSI test if its average AFSI over the
three tax years ending with the relevant tax year exceeds $1 billion.

A corporation tests whether it is an applicable corporation based on
whether it meets the AFSI test in the tax year prior to the current tax year.

Once a taxpayer is an applicable corporation, it remains an applicable

corporation for all tax years in the future (unless Treasury provides an
exemption).
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Corporation with a Foreign Parent

A foreign-parented multinational group must apply a two-part test.

(1)the three-year average AFSI of all members of the group exceeds $1
billion and

(2)the three-year average AFSI of US members of the group (and
disregarded entities owned by members of the group), US trades or
business of foreign group members that are not subsidiaries of US

members, and foreign subsidiaries of US members exceeds $100
million.
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Aggregation Rule

A corporation’s AFSI is aggregated with the AFSI of all persons treated as
a single employer under Section 52(a) or 52(b).

Therefore, a corporation’s AFSI includes the AFSI of all members of the
corporation’s controlled group and the AFSI of all trades or businesses
(including partnerships) under common control with the corporation.

Exception may apply if
(1) has a change in ownership or (2) does not meet the AFSI test for the

most recent tax year and an additional number (to be determined by
Treasury) of consecutive tax years.
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Polling Question #2

Is your company or any of your clients in scope for the new Book
Minimum Tax?

1)
2)
3) N/A
4)
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Adjusted Financial Statement Income (AFSI)

“Adjusted financial statement income” is defined as the net
income or loss on a taxpayer’'s AFS for a tax year, with certain
adjustments.

“FORTE .



Adjustments: Members of a Consolidated Group

The group’s applicable financial statement is treated as the taxpayer’s
applicable financial statement.

Must be adjusted to

(1) take into account items allocable to members of the consolidated group
and

(2) exclude income items of any non-member affiliates that are included on the
applicable financial statement but not on the consolidated return.

If the taxpayer receives dividends from a non-member affiliate, or otherwise
takes into account income or deductions with respect to the non-member
affiliate, the dividends and other amounts are taken into account in computing
its adjusted financial statement income.
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Adjustments: Income and Loss of Flow-through Entities

If the taxpayer is a partner in a partnership, only its distributive share of the
partnership’s net income or loss is taken into account. If the taxpayer is the
sole owner of a disregarded entity, the disregarded entity’s adjusted financial

statement income is taken into account.
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Adjustments: Pro Rata Share of CFC Income or Loss

If the taxpayer is a US shareholder of one or more CFCs, the taxpayer’s
adjusted financial statement income is adjusted to take into account its pro
rata share of the CFC’s net income or loss set forth on their applicable financial
statements (CFC Adjustment).

The pro rata share for this purpose is determined under rules similar to section
951(a)(2).

In the event a CFC Adjustment is negative for a taxable year, the current year
adjusted financial statement income does not take into account such negative
CFC Adjustment. Instead, the negative amount is carried forward and may
reduce the CFC Adjustment in a succeeding taxable year.

“FORTE .



Adjustments: Effectively Connected Income

If the taxpayer is a foreign corporation, the principles of section 882 regarding
effectively connected income apply for purposes of determining the foreign
corporation’s adjusted financial statement income.
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Adjustments: Taxes

US federal income taxes and foreign income taxes are not taken into account in
determining a taxpayer’s adjusted financial statement income. The treatment
of US and foreign taxes is discussed in further detail below.

However, if not claiming the FTC, then AFSl is reduced for foreign and US
Federal income taxes, effectively allowing the deduction vs. credit.
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Adjustments: Depreciation

Significantly, the Act allows taxpayers to reduce their adjusted financial
statement income by taking into account depreciation deductions with respect
to tangible property under section 167, including bonus depreciation.

In contrast, taxpayers cannot adjust for amortization deductions under section
197, with a limited exception for certain qualified wireless spectrum used in a
telecommunications business.

In each case, the amount of depreciation or amortization is adjusted to take

into account amounts that are already included in the taxpayer’s applicable
financial statement.
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Book NOLs

AFSI also is decreased by the lesser of (1) the aggregate amount of
financial statement NOL carryovers to the tax year or (2) 80% of AFSI
computed without regard to financial statement NOLs.

A financial statement NOL for any tax year may be carried over
indefinitely to each tax year following the tax year of loss. “Financial
statement NOL" is defined as the amount of net loss on the

corporation’s AFS after applying the AFSI adjustments, for tax years
ending after December 31, 2019.
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AMT FTC for taxpayers claiming FTC (First Amount “960")

The sum of— (A) and (B)
(A) the lesser of:
(i) the US Shareholder’s pro rata share of all the foreign taxes paid

(1) taken into account on the applicable financial statement of each controlled
foreign corporation, and

(1) paid or accrued (for Federal income tax purposes) by each such controlled
foreign corporation, or

(ii) 15% of net income determined under section 56A(c)(3) of controlled foreign
corporation, and
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AMT FTC for taxpayers claiming FTC (Second Amount “901")

(B) in the case of an applicable corporation that is a domestic corporation, all taxes
imposed directly on such domestic corporation to the extent such taxes are—

(i) taken into account on the applicable corporation's applicable financial
statement, and

(ii) paid or accrued (for Federal income tax purposes) by the applicable
corporation.
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Book Minimum Tax AMT FTC — Key Points

1. AFSI is determined on a pre-Federal and Foreign tax basis —
unless not claiming an FTC for regular tax purposes

2. Apparently, Domestic Corporation S.901 Credits are allowed
without limitation

3. CFC Deemed Paid FTCs are allowed but subject a 15%
limitation

4. No basketing requirement

No OFL/ODL rules
6. Let's see what Treasury comes with
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AMT FTC Carryovers

A taxpayer may carry over the excess of the amount in (1)(A) over
(1)(B), above, for five succeeding tax years.

The carryover increases the amount in (1)(A), in a tax year in which

the taxpayer claims the AMT FTC to the extent not previously taken
iInto account.
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Is it really a tax on book income?

« Accelerated depreciation deductions for tangible personal property,
general business credits and pension deductions are all deductible from
book income.

« But other tax items are carved out (e.g., goodwill amortization, stock
compensation expenses, and the section 250 deduction).
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OECD Pillar 2 Impacts

* The scope of application of Pillar 2 may shrink with respect to
domestic corporations.

* Because it isn't determined on a country-by-country basis, the
law does nothing to limit the scope of Pillar 2 to CFCs and
foreign branches.
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Forte VantagePoint™ Development Plans

* AFSI will be a specified “Book” of Accounts similar to Financial
Statement, Local Country and U.S. Tax Books

» Separate Adjustments will be made for AFSI/BMT purposes

 BMT Tax Rate will be addressed in the Tax Rate Table similar to
foreign income tax rates, Section 11 Rate, BEAT, etc.

« Section 901 and 960 Credits allowable for regular tax purposes
will be available for AMT FTC purposes

 Deduction vs. Credit based on the Tax Law Parameter selected
by the User

 Calculation will factor in the appropriate limitations 901/960
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Polling Question #3

Which of these provisions are you most interested in modeling for
your company or clients?

1) The New Book Minimum Tax
2) Pillar Il aka GloBE

3) GILTI Country-by-Country
4) Section 962 Election for Pass-through shareholders

5) N/A or Not Sure
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FTC Regulation Corrections
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Review of Attribution Rules

1. Attribution based on activity

reasonable principles includes rules similar to those for determining
effectively connected income under section 864(c) but does not include
rules that take into account as a significant factor the mere location of
customers, users, or any other similar destination-based criterion, or the
mere location of persons from whom the nonresident makes purchases in

the foreign country. Treas. Reg. 1.901-2(b)(5)(i)(A).
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Review of Attribution Rules

2. Attribution based on source

the sourcing rules of the foreign tax law are reasonably similar to the
sourcing rules that apply under the Internal Revenue Code. A foreign tax
law’s application of such sourcing rules need not conform in all respects to
the application of those sourcing rules for Federal income tax purposes.
Treas. Reg. 1.901-2(b)(5)(i)(B)
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Review of Attribution Rules

3. Attribution based on situs of property

disposition of real property situated in the foreign country imposing the
foreign tax (or an interest in a resident corporation or other entity that owns
such real property) under rules reasonably similar to the rules in section 897
property forming part of the business property of a taxable presence in the
foreign country imposing the foreign tax under rules that are reasonably
similar to the rules in section 864(c) Treas. Reg. 1.901-2(b)(5)(i)(C)
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Section 903

« Shall include taxes paid in lieu of a tax on income, war profits,
and excess profits taxes otherwise generally imposed by any
foreign country or by any possession of the US

But now all three attribution tests also apply
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Correction to 1.901-2(b)(4)(A)(i) — Removal of “Significant”

(4) Cost recovery requirement —(i) Costs and expenses that must be recovered —
(A) In general. A foreign tax satisfies the cost recovery requirement if the base of

the tax is computed by reducing gross receipts (as described in paragraph (b)(3) of
this section) to permit recovery of the costs and expenses (including [delete:

significant] capital expenditures) described in paragraph (b)(4)(i)(C) of this section
attributable, under reasonable principles, to such gross receipts.
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Corrections to 1.901-2(b)(4)(i)(C)(1)

Foreign tax law is considered to permit recovery of significant costs and expenses even if recovery
of all or a portion of certain costs or expenses is disallowed, if such disallowance is consistent with
[“the” replaced with “any”] principles underlying the disallowances required under the Internal
Revenue Code, including disallowances intended to limit base erosion or profit shifting [“and public
policy concerns”]. For example, a foreign tax is considered to permit recovery of significant costs
and expenses if the foreign tax law limits interest deductions so as not to exceed 10 percent of [ “a
reasonable” replaced with “any”] measure of taxable income (determined either before or after
depreciation and amortization) [“based on principles similar to those underlying section 163(j),
disallows interest and royalty deductions in connection with hybrid transactions based on
principles similar to those underlying section 267A,” replaced with “a measure of taxable income,”]
disallows deductions [“in connection with hybrid transactions, disallows deductions”] attributable
to gross receipts that in whole or in part are excluded, exempt or eliminated from taxable income,
or disallows certain expenses based on public policy considerations similar to those disallowances
contained in section 162.
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Corrections to 1.901-2(b)(4)(i)(C)(3)

( 3) Timing of recovery. A foreign tax law permits recovery of significant costs and expenses even if such
costs and expenses are recovered earlier or later than they are recovered under the Internal Revenue
Code, unless the time of recovery is so much later [Stricken: (for example, after the property becomes
worthless or is disposed of)] as effectively to constitute a denial of such recovery. The amount of costs
and expenses that is recovered under the foreign tax law is neither discounted nor augmented by taking
into account the time value of money attributable to any acceleration or deferral of a tax benefit
resulting from the foreign law cost recovery method compared to when tax would be paid under the
Internal Revenue Code. Therefore, a foreign tax satisfies the cost recovery requirement if items
deductible under the Internal Revenue Code are capitalized under the foreign tax law and recovered
either immediately, on a recurring basis over time, or upon the occurrence of some future event
[inserted: (for example, upon the property becoming worthless or being disposed of)], or if the
recovery of items capitalized under the Internal Revenue Code occurs more or less rapidly than under
the foreign tax law.

“FORTE
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Corrections to § 1.901-2(a)(1 )Xiii)

[newly added]

(iii) Coordination with treaties. A foreign levy that is treated as an income tax under the relief
from double taxation article of an income tax treaty entered into by the United States and
the foreign country imposing the levy is a foreign income tax if the levy is, as determined
under such income tax treaty, paid by a citizen or resident of the United States that elects
benefits under the treaty. In addition, a foreign levy (including a foreign levy paid by a
controlled foreign corporation) that is modified by an applicable income tax treaty to which
the foreign country imposing the levy is a party may qualify as a foreign income tax
notwithstanding that the unmodified foreign levy does not satisfy the requirements in
paragraph (b) of this section or the requirements of § 1.903— 1(b) if the levy, as modified by
such treaty, satisfies the requirements of paragraph (b) of this section or the requirements of
$ 1.903-1(b). See paragraph (d)(1)(iv) of this section for rules treating as a separate levy a
foreign tax that is limited in its application or otherwise modified by the terms of an income
tax treaty to which the foreign country imposing the tax is a party.
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Example -- US - France

Article 24

(e) For the purposes of this Article, the term "French income tax" means the taxes referred to in
subparagraph (b) (i) or (ii) of paragraph 1 of Article 2 (Taxes Covered), and any identical or
substantially similar taxes that are imposed after the date of signature of the Convention in addition
to, or in place of, the existing taxes.

Article 2

(b) in the case of France, all taxes imposed on behalf of the State, irrespective of the manner in which
they are levied, on total income, on total capital, or on elements of income or of capital, including
taxes on gains from the alienation of movable or immovable property, as well as taxes on capital
appreciation, in particular:

(i) the income tax (1’ impot sur le revenu);

(ii) the company tax (I'impot sur les sociétés);

(iii) the tax on salaries (la taxe sur les salaires) governed by the provisions

of the Convention applicable, as the case may be, to business profits or to income from independent
personal services; and

(iv) the wealth tax (I'imp6t de solidarité sur la fortune) (hereinafter referred to as "French tax").

“FORTE
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Polling Question #4

Have the corrections recently made to the final foreign tax credit
regulations made a significant difference in the amount of foreign
tax credits allowable for your company or clients?

1)
2)
3) N/A
4)
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Allocation and Apportionment of Foreign Income Taxes

* Treasury Regulations 1.861-20 and 1.904-6
« 1.861-20(c) — 3 Step Process

1. Allocate Foreign Source Gross Income — Statutory & Residual
Groupings
» Corresponding U.S. Item - same transaction or realization event

* Non-Corresponding Gl situations - including timing and base differences
» Base differences -> Residual grouping, either U.S. or 245A, = zero FTC
» Special Rules, including ownership changes and disregarded payments

2. Allocate and Apportion Foreign Deductions
» Foreign law otherwise U.S. principles
3. Allocate and Apportion Foreign Income Taxes

« 1.861-20(g) — Examples
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1.861-20

Overview
Flowchart

1-861-20(c)(1)

1-861-20(c)(2)

1-861-20(c)(3)

Assignment of Foreign
Gross Income to
Groupings

Corresponding
U.S. Item
Y/N

Yes

l

A&A of
Foreign Deductions

* NO

l

Take (d)(2) or (d)(3)
Detour

i

A&A of
Income Taxes

A
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1.861-20(d)(2) — No Corresponding U.S. ltem Detour

1-861-20(d)(2)
Ordinary Path

General Rule
Corresponding
U.S. Item
Example 1

Non-Recognition
or Timing
Example 2

Recognized
But Excluded
by U.S.

BASE
Difference
Residual Group
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(d)(2)(i)

(d)(2)(ii)

(d)(2)(iii)

(d)(2)(iii)(B)
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1.861-20(g)(2) — Example 1 Corresponding U.S. ltem

e USP conducts business in Country A giving rise to a Foreign Branch
* Year 1 transfer of $1,000 of Assets to US2

* Country A — Gross income = $600, Tax = $80

* U.S. — Gross Income = S800 foreign branch category

1. Corresponding U.S. item — the transaction treated as occurring in
the same year even though the amounts are different

2. S80 of foreign income taxes are assigned to the branch category

* No apportionment is necessary
» 1.861-20(d)(2(i) — General rule
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1.861-20(g)(3) — Example 2 Foreign Disposition

USP owns 100% of CFC in Country A

CFC Sells an Asset for $1,000 — Foreign Gl must be allocated
Country A (Year 1 Sale) — Tax Basis = $S600, G| = S400, Tax = S80
U.S. (Year 2 Sale) —Tax Basis = S500, Gl = $500

Item of foreign gross income = $400x is characterized and assigned to the
groupings to which the corresponding U.S. item would be assigned if for U.S.
purposes in the same year.

* Accordingly, the S400x of Country A gross income is assigned to the general category.

* Because all the Country A taxable income is assigned to a single separate category, the $80x
of Country A tax is also allocated to the general category. No apportionment of the S80x is
necessary.

» 1.861-20(d)(2(ii)(C) — Non-recognition or Timing
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1.861-20(g)(4) — Example 3 Foreign Gl Excluded from U.S. Gl

* USP conducts business in Country A
e USP earns $200 of excluded U.S. Gl (State bonds)
* Country A — Imposes $10 foreign income tax

1. Item of foreign gross income = $200x is characterized and assigned
to the Passive category as if it were taxed by the U.S. —
Hypothetical Corresponding U.S. Item

2. S10X is allocated to the Passive category and no apportionment is
required

. 1.861-20(d)(2(iii)
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Q

Polling Question #5

Has your company lost foreign tax credits as a result of foreign
law tax base differences?

Yes

No

Not sure
N/A

N N N N’

1
2
3
4
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APPENDIX 1

Corporate AMT Foreign Tax Credit

59(1)(1) In General — For purposes of this part, if an applicable corporation chooses to have the benefits of
subpart A of part lll of subchapter N for any taxable year, the corporate AMT foreign tax credit for the
taxable year of the applicable corporation is an amount equal to sum of—

(A) the lesser of

(i) the aggregate of the applicable corporation's pro rata share (as determined under section 56A(c)(3)) of
the amount of income, war profits, and excess profits taxes (within the meaning of section 901) imposed by
any foreign country or possession of the United States which are—

(1) taken into account on the applicable financial statement of each controlled foreign corporation with
respect to which the applicable corporation is a United States shareholder, and

(1) paid or accrued (for Federal income tax purposes) by each such controlled foreign corporation, or

(ii) the product of the amount of the adjustment under section 56A(c)(3) and the percentage specified in
section 55(b)(2)(A)(i), and

(B) in the case of an applicable corporation that is a domestic corporation, the amount of income, war
profits, and excess profits taxes (within the meaning of section 901) imposed by any foreign country or
possession of the United States to the extent such taxes are—

(i) taken into account on the applicable corporation's applicable financial statement, and

(ii)paid or accrued (for Federal income tax purposes) by the applicable corporation.
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56A(c)(3)

Adjustments To Take Into Account Certain Items Of Foreign Income

(A) In General — If, for any taxable year, a taxpayer is a United States shareholder of one or more
controlled foreign corporations, the adjusted financial statement income of such taxpayer with respect to
such controlled foreign corporation (as determined under paragraph (2)(C)) shall be adjusted to also take
into account such taxpayer's pro rata share (determined under rules similar to the rules under section
951(a)(2)) of items taken into account in computing the net income or loss set forth on the applicable
financial statement (as adjusted under rules similar to those that apply in determining adjusted financial
statement income) of each such controlled foreign corporation with respect to which such taxpayer is a
United States shareholder.

(B) Negative Adjustments — In any case in which the adjustment determined under subparagraph (A)
would result in a negative adjustment for such taxable year—

(i) no adjustment shall be made under this paragraph for such taxable year, and

(ii)the amount of the adjustment determined under this paragraph for the succeeding taxable year
(determined without regard to this paragraph) shall be reduced by an amount equal to the negative
adjustment for such taxable year.
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55(b)(2)(A)
Applicable Corporations — In the case of an applicable corporation, the tentative minimum tax for the
taxable year shall be the excess of—

(i) 15 percent of the adjusted financial statement income for the taxable year (as determined under section
56A), over

(ii) the corporate AMT foreign tax credit for the taxable year.
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SAVE THE DATE

October 19t
2:00-3:15 CT

GloBE Meets GILTI
Pillar Two Update

FORTEINTAX.COM/EVENTS

Overview
A — Latest OECD Guidance and Timeline

B — European Union Perspectives — Pillar [l and DSTs
C — USA Landscape

D - Practical Modeling Solutions

Learning Objectives

» The participants will understand the latest OECD Pillar
Guidance including the revised implementation timeline.

The participants will understand the status of the EU’s
acceptance of Pillar Il as well as various DSTs.

The participants will understand how various USA international
tax rules interplay with Pillar Il and gain practical insights on
potential modeling scenarios.



We appreciate the opportunity to
spend time with you today and
hope you found the presentation
interesting and informative.

Questions &
Answers

SAVE THE DATE

October 19. 2-3:15 CT For additional questions, please contact:

Mark C. Gasbarra, CPA Allison M. Lavigne
NATIONAL MANAGING DIRECTOR DIRECTOR

Forte International Tax, LLC Forte International Tax, LLC

GloBE Meets GILTI —
Pillar Two Update

1OVINOD ® SNOILSINO

FORTEINTAX.COM/EVENTS

mgasbarra@forteintax.com alavigne@forteintax.com
(847) 733-0645 (847) 733-3900
FORTEINTAX.COM FORTEINTAX.COM
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With over 30 years of industry experience, Mark has
helped many of the country’s most successful enterprises
implement all aspects of international taxation. A hallmark
of Mark’s career has been leveraging technology to
improve tax department performance.

Prior to founding Forte International Tax, Mark held
leadership positions at PwC, Ernst & Young, and
CliftonLarsonAllen. Mark leads the firm on its mission of
achieving global tax minimization through process
efficiency.

Mark C. Gasbarra, CPA

NATIONAL MANGING DIRECTOR

Forte International Tax, LLC
mgasbarra@forteintax.com
847.733.0645
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David Merrick, JD

Forte International Tax, LLC
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David Merrick is an international tax attorney with experience in
government, industry, and the Big 4. He began his career with

the IRS Office of Chief Counsel and was the principal author of
the expense allocation regulations issued under section 864(e).

David then joined the Washington office of Baker & McKenzie,
where he worked on international tax controversies. After
moving to New York, he worked on technology companies, with
regard to the to US tax deferral planning.

David was in-house with IBM for seven years, where he worked
on repatriation planning and FTC utilization.
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Allison is a Director with Forte. She is responsible for client
relations and training, marketing, and business development, as
well as client projects.

Allison has over 15 years of experience in international business,
working at J. Crew and Abercrombie & Fitch prior to joining Forte
in 20009.

Allison has a bachelor’s degree in Economics and International
Relations from Bucknell University, a design degree from the
Parsons School of Design and a Masters in Taxation from
Northeastern University in Boston.

Allison Lavigne, MST

DIRECTOR

FORTE INTERNATIONAL TAX, LLC
alavigne@forteintax.com
847.922.8432
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