
The raw materials are manufactured (under the prin-
ciples of paragraph (a)(4)(ii) or (a)(4)(iii) of this sec-
tion) into Product X by CM, an unrelated corporation,
pursuant to a contract manufacturing arrangement.
CM physically performs the substantial transforma-
tion, assembly, or conversion required to manufacture
Product X outside of FS’s country of organization.
FS manages the manufacturing costs and capacities
with respect to the manufacture of Product X through
employees located in Country M. Further, employees
of FS located in Country M oversee the coordination
between the branches. Branch A, through the activi-
ties of employees of FS located in Country A, designs
Product X, controls manufacturing related logistics,
and controls the raw materials and work-in-process
during the manufacturing process. Branch B, through
the activities of employees of FS located in Country
B, provides quality control. Branch C, through the
activities of employees of FS located in Country C,
provides oversight and direction during the manufac-
turing process. Employees of FS located in Country
M sell Product X to unrelated persons for use outside
of Country M. Country M imposes an effective rate
of tax on sales income of 10%. Country A imposes an
effective rate of tax on sales income of 12%, Country
B imposes an effective rate of tax on sales income of
24%, and Country C imposes an effective rate of tax
on sales income of 25%. None of the remainder of
FS, Branch A, Branch B, or Branch C independently
satisfies paragraph (a)(4)(i) of this section. However,
under the facts and circumstances of the business,
FS, as a whole, provides a substantial contribution to
the manufacture of Product X within the meaning of
paragraph (a)(4)(iv) of this section. Under the facts
and circumstances of the business, the activities of the
remainder of FS and Branch A, if considered together,
would not provide a greater contribution to the man-
ufacture of Product X than the activities of Branch B
and Branch C, if considered together. Under the facts
and circumstances of the business, however, the ac-
tivities of the employees of the remainder of FS and
Branch A, if considered together, would constitute a
substantial contribution to the manufacture of Prod-
uct X.

(ii) Result. Based on the facts, neither the re-
mainder of FS (through activities of its employees in
Country M) nor any branch of FS independently satis-
fies paragraph (a)(4)(i) of this section with respect to
Product X, but FS, as a whole, provides a substantial
contribution through the activities of its employees
to the manufacture of Product X. The remainder of
FS, Branch A, Branch B, and Branch C each provide
a contribution through the activities of employees to
the manufacture of Product X. Therefore, FS must de-
termine the location of manufacture under paragraph
(b)(1)(ii)(c)(3)(iii) of this section. The tested sales lo-
cation is Country M because the selling activities with
respect to Product X are carried on by the remainder
of FS. The location of Branch B is the tested man-
ufacturing location because the effective rate of tax
imposed on FS’s sales income by Country M (10%)
is less than 90% of, and at least 5 percentage points
less than, the effective rate of tax that would apply
to such income in Country B (24%), and Country B
has the lowest effective rate of tax among the man-
ufacturing branches that would, after applying para-
graph (b)(1)(ii)(b) of this section, be treated as a sep-
arate corporation. The manufacturing activities per-
formed in Country A by Branch A will be included

in the contribution of the remainder of FS for pur-
poses of determining the location of manufacture of
Product X because the effective rate of tax imposed
on the sales income by Country M (10%) is not less
than 90% of, and at least 5 percentage points less than,
the effective rate of tax that would apply to such in-
come in Country A (12%). The manufacturing ac-
tivities performed in Country C by Branch C will be
included in the contribution of Branch B for purposes
of determining the location of manufacture of Prod-
uct X because the effective rate of tax imposed on the
sales income by Country M (10%) is less than 90%
of, and at least 5 percentage points less than, the ef-
fective rate of tax that would apply to such income
in Country C (25%). Under the facts and circum-
stances of the business, the manufacturing activities
of the remainder of FS and Branch A, considered to-
gether, would not provide a greater contribution to
the manufacture of Product X than the activities of
Branch B and Branch C, considered together. There-
fore, the location of manufacture is Country B, the
location of Branch B. In determining that Country B
is the location of manufacture, it was determined that
after applying paragraph (b)(1)(ii)(b) of this section
Branch B would be treated as a separate corporation
under paragraph (b)(1)(ii)(a) of this section for pur-
poses of determining foreign base company sales in-
come. To determine whether income from the sale
of Product X is foreign base company sales income,
the remainder of FS takes into account the activities
of Branch A because, under paragraph (b)(2)(ii)(a)
of this section, Branch A would not be treated as a
separate corporation apart from FS. The remainder
of FS is considered to have manufactured Product X
under paragraph (a)(4)(i) of this section because the
manufacturing activities of the remainder of FS and
Branch A, considered together, would make a sub-
stantial contribution to the manufacture of Product
X within the meaning of paragraph (a)(4)(iv) of this
section. Therefore, income derived from the sale of
Product X by the remainder of FS does not constitute
foreign base company sales income.

(c) Effective/applicability date. Para-
graphs (a)(1)(i), (a)(1)(iii) Example 1,
(a)(1)(iii) Example 2, (a)(2), (a)(4)(i),
(a)(4)(ii), (a)(4)(iii), (a)(4)(iv), (a)(6)(i),
(b)(1)(i)(c), (b)(1)(ii)(a), (b)(1)(ii)(c),
(b)(2)(i)(b), (b)(2)(ii)(a), (b)(2)(ii)(b),
(b)(2)(ii)(e), and (b)(4) Example 3, (b)(4)
Example 8, and (b)(4) Example 9 of this
section shall apply to taxable years of
controlled foreign corporations beginning
after June 30, 2009, and for taxable years
of United States shareholders in which
or with which such taxable years of the
controlled foreign corporations end.

(d) Application of regulations to earlier
taxable years. A taxpayer may choose to
apply these regulations retroactively with
respect to its open taxable years that began
prior to July 1, 2009. The taxpayer may so
choose if and only if the taxpayer and all
members of the taxpayer’s affiliated group
(within the meaning of section 1504(a))

apply these regulations, in their entirety,
to the earliest taxable year of each con-
trolled foreign corporation that ends with
or within an open taxable year of the tax-
payer and to all subsequent taxable years.

§1.954–3T [Removed]

Par. 3. Section 1.954–3T is removed.

Steven T. Miller,
Deputy Commissioner for
Services and Enforcement.

Approved December 6, 2011.

Emily S. McMahon,
Acting Assistant Secretary

of the Treasury (Tax Policy).

(Filed by the Office of the Federal Register on December 15,
2011, 11:15 a.m., and published in the issue of the Federal
Register for December 19, 2011, 76 F.R. 78545)

Section 1274.—Determi-
nation of Issue Price in the
Case of Certain Debt Instru-
ments Issued for Property
(Also Sections 42, 280G, 382, 412, 467, 468, 482,
483, 642, 807, 846, 1288, 7520, 7872.)

Federal rates; adjusted federal rates;
adjusted federal long-term rate and the
long-term exempt rate. For purposes of
sections 382, 642, 1274, 1288, and other
sections of the Code, tables set forth the
rates for February 2012.

Rev. Rul. 2012–7

This revenue ruling provides various
prescribed rates for federal income tax
purposes for February 2012 (the current
month). Table 1 contains the short-term,
mid-term, and long-term applicable fed-
eral rates (AFR) for the current month
for purposes of section 1274(d) of the
Internal Revenue Code. Table 2 contains
the short-term, mid-term, and long-term
adjusted applicable federal rates (ad-
justed AFR) for the current month for
purposes of section 1288(b). Table 3 sets
forth the adjusted federal long-term rate
and the long-term tax-exempt rate de-
scribed in section 382(f). Table 4 contains
the appropriate percentages for deter-
mining the low-income housing credit
described in section 42(b)(1) for build-
ings placed in service during the current
month. However, under section 42(b)(2),
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the applicable percentage for non-feder-
ally subsidized new buildings placed in
service after July 30, 2008, and before

December 31, 2013, shall not be less than
9%. Finally, Table 5 contains the federal
rate for determining the present value of

an annuity, an interest for life or for a term
of years, or a remainder or a reversionary
interest for purposes of section 7520.

REV. RUL. 2012–7 TABLE 1

Applicable Federal Rates (AFR) for February 2012

Period for Compounding

Annual Semiannual Quarterly Monthly

Short-term

AFR .19% .19% .19% .19%
110% AFR .21% .21% .21% .21%
120% AFR .23% .23% .23% .23%
130% AFR .25% .25% .25% .25%

Mid-term

AFR 1.12% 1.12% 1.12% 1.12%
110% AFR 1.23% 1.23% 1.23% 1.23%
120% AFR 1.34% 1.34% 1.34% 1.34%
130% AFR 1.47% 1.46% 1.46% 1.46%
150% AFR 1.69% 1.68% 1.68% 1.67%
175% AFR 1.97% 1.96% 1.96% 1.95%

Long-term

AFR 2.58% 2.56% 2.55% 2.55%
110% AFR 2.84% 2.82% 2.81% 2.80%
120% AFR 3.09% 3.07% 3.06% 3.05%
130% AFR 3.36% 3.33% 3.32% 3.31%

REV. RUL. 2012–7 TABLE 2

Adjusted AFR for February 2012

Period for Compounding

Annual Semiannual Quarterly Monthly

Short-term adjusted
AFR

.35% .35% .35% .35%

Mid-term adjusted AFR 1.24% 1.24% 1.24% 1.24%

Long-term adjusted
AFR

3.26% 3.23% 3.22% 3.21%

REV. RUL. 2012–7 TABLE 3

Rates Under Section 382 for February 2012

Adjusted federal long-term rate for the current month 3.26%

Long-term tax-exempt rate for ownership changes during the current month (the highest of the adjusted
federal long-term rates for the current month and the prior two months.) 3.55%
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REV. RUL. 2012–7 TABLE 4

Appropriate Percentages Under Section 42(b)(1) for February 2012

Note: Under Section 42(b)(2), the applicable percentage for non-federally subsidized new buildings placed in service after
July 30, 2008, and before December 31, 2013, shall not be less than 9%.

Appropriate percentage for the 70% present value low-income housing credit 7.42%

Appropriate percentage for the 30% present value low-income housing credit 3.18%

REV. RUL. 2012–7 TABLE 5

Rate Under Section 7520 for February 2012

Applicable federal rate for determining the present value of an annuity, an interest for life or a term of years,
or a remainder or reversionary interest 1.4%

Section 1288.—Treatment
of Original Issue Discount
on Tax-Exempt Obligations

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of February 2012. See Rev. Rul. 2012-7, page 362.

Section 7520.—Valuation
Tables

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of February 2012. See Rev. Rul. 2012-7, page 362.

Section 7872.—Treatment
of Loans With Below-Market
Interest Rates

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of February 2012. See Rev. Rul. 2012-7, page 362.
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