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SECTION 1. PURPOSE 

     This notice announces that the Department of the Treasury (Treasury Department) 

and the Internal Revenue Service (IRS) intend to issue proposed regulations 

(forthcoming proposed regulations) under section 987.  The Treasury Department and 

IRS expect the forthcoming proposed regulations to include proposed rules that are 

consistent with the rules described in sections 3 through 5 of this notice.  These rules 

are intended to simplify the operation of the regulations under section 987, reduce 

compliance burdens, and refine the scope of certain rules under section 987 to limit 

their effect on ordinary course transactions.   

     In particular, the rules described in section 3 of this notice would permit taxpayers to 

determine taxable income or loss and foreign currency gain or loss with respect to a 

qualified business unit (QBU) using a method that is substantially similar to the method 

provided in regulations proposed in 1991.  In addition, the rules described in section 4 of 

this notice would (i) narrow the scope of the loss suspension rules; (ii) simplify the loss-

to-the-extent-of-gain rule under which suspended section 987 loss is recognized; (iii) 

clarify the definition of a successor for purposes of the deferral rules; and (iv) expand 

the definition of a section 987 hedging transaction.  
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     Additionally, the rules described in section 5 of this notice would provide an election 

under which controlled foreign corporations (within the meaning of section 957(a)) 

(CFCs) would not compute or recognize foreign currency gain or loss under section 

987(3), except in connection with certain inbound transactions.  The rules relating to this 

election will be described more fully in future guidance.  The Treasury Department and 

the IRS also intend to issue additional guidance relating to the treatment of frequently 

recurring disregarded transactions and net investment hedges for purposes of section 

987. 

SECTION 2. BACKGROUND 

     .01 Section 987. 

      Section 987 generally applies to taxpayers that own a QBU with a functional 

currency other than the functional currency of the QBU’s owner (section 987 QBU).  

Section 987(1) and (2) provide rules for determining and translating taxable income or 

loss with respect to a section 987 QBU (section 987 taxable income or loss).  In 

addition, under section 987(3), taxpayers must make proper adjustments (as prescribed 

by the Secretary) for transfers of property between QBUs of the taxpayer having 

different functional currencies. 

     Under section 987(3), the owner of a section 987 QBU recognizes foreign currency 

gain or loss (section 987 gain or loss) when the section 987 QBU makes a remittance.  

Section 989(c) provides that the Secretary shall prescribe such regulations as may be 

necessary or appropriate to carry out the purposes of subpart J of subchapter N of 

Chapter 1 of Subtitle A of the Code (which includes section 987), including regulations 

limiting the recognition of foreign currency loss on certain remittances from QBUs. 
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     .02 The 1991 proposed regulations. 

     On September 25, 1991, the Treasury Department and the IRS published proposed 

regulations under section 987 in the Federal Register (56 FR 48457) (1991 proposed 

regulations).  Under the 1991 proposed regulations, section 987 taxable income or loss 

would generally be translated into the taxpayer’s functional currency at the average 

exchange rate for the taxable year.  See § 1.987-1(b) of the 1991 proposed regulations. 

Taxpayers would determine section 987 gain or loss by maintaining an equity pool in the 

QBU’s functional currency and a basis pool in the taxpayer’s functional currency.  The 

equity and basis pools would be adjusted for taxable income or loss of the QBU as well 

as for contributions and remittances.  See § 1.987-2(c) of the 1991 proposed 

regulations. 

     The 1991 proposed regulations used a daily netting convention to determine the 

amount of a remittance.  See § 1.987-2(b)(2)(i) and (b)(4) of the 1991 proposed 

regulations.  Thus, the remittance amount would be separately computed on each day 

of the taxable year in which the QBU made a net transfer to the taxpayer.  Upon each 

remittance, the taxpayer would recognize section 987 gain or loss equal to the 

difference between the value of the remittance in the taxpayer’s functional currency 

(translated at the spot rate on the date of the remittance) and the portion of the basis 

pool attributable to the remittance.  See § 1.987-2(d)(1) of the 1991 proposed 

regulations. 

     .03 The 2006 proposed regulations and the 2016 final regulations. 

     On September 7, 2006, the Treasury Department and the IRS withdrew the 1991 

proposed regulations and published new proposed regulations (2006 proposed 
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regulations) in the Federal Register (71 FR 52876).  The 2006 proposed regulations 

were finalized, with modifications (2016 final regulations), on December 8, 2016 (TD 

9794, 81 FR 88806).  

     .04 The 2024 final regulations. 

(1) Overview.  On November 14, 2023, the Treasury Department and the IRS 

published proposed regulations (REG-132422-17) under sections 861, 985, 987, 988, 

989, and 1502 (2023 proposed regulations) in the Federal Register (88 FR 78134).  The 

2023 proposed regulations proposed to modify the 2016 final regulations.  On 

December 10, 2024, the Treasury Department and the IRS published Treasury Decision 

10016 in the Federal Register (89 FR 100138), which finalized the 2023 proposed 

regulations, with modifications (2024 final regulations).  The 2024 final regulations 

generally apply to taxable years beginning after December 31, 2024, but taxpayers can 

choose to apply the 2024 final regulations to earlier taxable years ending after 

November 9, 2023.  See § 1.987-15.  The 2024 final regulations are applicable to 

individuals, domestic corporations, and foreign corporations that are CFCs.  Only 

certain provisions of the 2024 final regulations are applicable to partnerships and S 

corporations.  See § 1.987-7.   

(2) Section 987 taxable income or loss and section 987 gain or loss.  The 2024 

final regulations provide rules for determining section 987 taxable income or loss and 

section 987 gain or loss recognized with respect to a section 987 QBU.  Under § 1.987-

3, the owner of a section 987 QBU must determine each item of income, gain, 

deduction, or loss attributable to the section 987 QBU in the section 987 QBU's 

functional currency under Federal income tax principles and then translate these items 
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into the owner’s functional currency at the appropriate exchange rate.  Under § 1.987-4, 

the owner of a section 987 QBU must determine its net unrecognized section 987 gain 

or loss with respect to a section 987 QBU for each taxable year.  The net unrecognized 

section 987 gain or loss for a taxable year is equal to the sum of (i) the net accumulated 

unrecognized section 987 gain or loss for all prior taxable years and (ii) the 

unrecognized section 987 gain or loss for the current taxable year, computed under the 

ten-step method provided in § 1.987-4(d).  Under § 1.987-5, in the taxable year of a 

remittance, the owner recognizes a portion of the net unrecognized section 987 gain or 

loss computed under § 1.987-4.     

(3) Current rate election.  Under the default methodology of the 2024 final 

regulations, certain items of a section 987 QBU (historic items) must be translated using 

historic exchange rates for purposes of computing section 987 taxable income or loss 

and net unrecognized section 987 gain or loss.  See § 1.987-1(c)(3) and (e).  However, 

the 2024 final regulations provide an election (current rate election or CRE) under which 

all items of a section 987 QBU are translated at the current spot rate or yearly average 

exchange rate.  See § 1.987-1(d)(2). 

     In general, in a taxable year in which a current rate election is in effect, any section 

987 loss that would otherwise be recognized as a result of a remittance is treated as 

suspended section 987 loss (CRE loss suspension rule).  See § 1.987-11(c)(1).  A 

similar rule applies to partnerships and S corporations under § 1.987-7(d)(1)(ii) 

(partnership loss suspension rule).  However, under a de minimis exception, these loss 

suspension rules do not apply in a taxable year in which the amount of section 987 loss 

that would otherwise be recognized is less than the lesser of (i) $3 million; or (ii) 2 
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percent of gross income.  See § 1.987-11(c)(2).  The de minimis exception is applied 

collectively to all members of the same controlled group.  

(4) Recognition of suspended section 987 loss.  Suspended section 987 loss is 

recognized by the owner of a section 987 QBU only to the extent that the owner 

recognizes section 987 gain in the same taxable year or during a three-year lookback 

period (loss-to-the-extent-of-gain rule).  See § 1.987-11(e).  The loss-to-the-extent-of-

gain rule is applied separately to the section 987 gain and suspended section 987 loss 

in each recognition grouping.  See § 1.987-11(e)(2).  Thus, suspended section 987 loss 

is not recognized until section 987 gain in the same recognition grouping has been 

recognized. 

(5) Recognition groupings.  In general, suspended section 987 loss and section 

987 gain are in the same recognition grouping if they have the same source and, in the 

case of foreign source income, are assigned to the same section 904 category.  See 

§ 1.987-11(f)(1).  If the owner of a section 987 QBU is a CFC, the recognition groupings 

are further divided between the following subcategories: (i) tentative tested income; (ii) 

each separate subpart F income group; (iii) income effectively connected with a U.S. 

trade or business (ECI) described in section 952(b); and (iv) other income.  See 

§ 1.987-11(f)(2).   

(6) Section 987 hedging transactions.  An owner’s unrecognized section 987 gain 

or loss with respect to a section 987 QBU is adjusted by the amount of the owner’s 

hedging gain or loss attributable to a section 987 hedging transaction.  See § 1.987-14.  

A section 987 hedging transaction is defined under § 1.987-14(b) as a net investment 

hedge with respect to a section 987 QBU for which certain requirements are met.  In 
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particular, in order to qualify as a section 987 hedging transaction, the hedge must be 

timely identified under § 1.987-14(c), and foreign currency gain or loss on the hedge 

must be properly accounted for under generally accepted accounting principles (GAAP) 

as a cumulative foreign currency translation adjustment to shareholders’ equity (the 

GAAP hedging requirement).  See § 1.987-14(b)(2)(i) and (iv).   

(7) Termination and deferral rules.  In a taxable year in which a section 987 QBU 

terminates, the section 987 QBU is treated as though it remitted all of its gross assets to 

its owner, which generally results in the recognition of section 987 gain or loss.  See 

§ 1.987-8(e).  However, section 987 gain or loss that would otherwise be recognized 

upon a termination may be deferred under § 1.987-12 if the termination is attributable to 

a transaction in which the assets of the terminated section 987 QBU are transferred to 

another section 987 QBU (successor deferral QBU) that is owned by a member of the 

same controlled group.  Deferred gain or loss generally is recognized when the 

successor deferral QBU makes a remittance to its owner.  See § 1.987-12(c).  A 

termination also may cause suspended section 987 loss to be recognized or attributed 

to a successor suspended loss QBU.  See § 1.987-13. 

(8) Transition rules.  The 2024 final regulations contain transition rules, including 

rules for determining and recognizing section 987 gain or loss that arose before the 

applicability date of the 2024 final regulations (pretransition gain or loss).  See § 1.987-

10.  Taxpayers can elect to recognize pretransition gain or loss ratably over a transition 

period of 120 months.  See § 1.987-10(e)(5)(ii)(A) and Notice 2025-72, 2025-51 I.R.B. 

840. 

     .05 The 2024 proposed regulations.   
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     Concurrently with the publication of the 2024 final regulations, the Treasury 

Department and the IRS published a notice of proposed rulemaking (REG-117213-24) 

under section 987 addressing the treatment of frequently recurring disregarded 

transactions (2024 proposed regulations) in the Federal Register (89 FR 99782).  The 

Treasury Department and the IRS are working to develop final regulations providing for 

the recurring transfer group election, taking into account comments received in 

response to the 2024 proposed regulations.  The preamble to the 2024 proposed 

regulations stated that the Treasury Department and the IRS were exploring the 

possibility of modifying the 2024 final regulations to provide that section 987(3) does not 

apply to CFCs and requested comments on this issue.  

SECTION 3. PROPOSED REGULATIONS TO BE ISSUED PROVIDING AN 

ELECTION TO USE THE EQUITY AND BASIS POOL METHOD 

     .01 In general. 

     Following the publication of the 2024 final regulations, the Treasury Department and 

the IRS received comments recommending that taxpayers be permitted to apply section 

987 using the methodology set forth in the 1991 proposed regulations.  The comments 

explained that this would reduce the compliance burden on taxpayers because the 1991 

proposed regulations provided a simpler framework with which many taxpayers are 

already familiar.  

     In response to these comments, the forthcoming proposed regulations are expected 

to include rules consistent with the rules described in this section 3, which would 

provide an election to use the equity and basis pool method to determine section 987 

gain or loss and section 987 taxable income or loss.  Like the 1991 proposed 
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regulations, the equity and basis pool method would utilize an equity pool and a basis 

pool to track section 987 gain or loss.  However, unlike the daily netting convention 

provided in the 1991 proposed regulations, the equity and basis pool method would 

provide for a single annual computation of the net remittance from a section 987 QBU to 

its owner.  This approach is intended to reduce the compliance and administrative 

burden of tracking daily remittances.  Taxpayers that elect to use the equity and basis 

pool method also would translate section 987 taxable income or loss at the yearly 

average exchange rate, in a manner similar to the rules of the 1991 proposed 

regulations. 

     The election to use the equity and basis pool method would be provided in lieu of the 

rules for calculating QBU net value under the alternative method provided in § 1.987-

4(e)(2)(iii). 

     .02 Proposed election to use the equity and basis pool method.   

(1) In general. Taxpayers may elect to use the equity and basis pool method, as 

described in this section 3.  The equity and basis pool method may be used only in a 

taxable year for which a current rate election is in effect.  In the case of a QBU 

described in § 1.987-7(c)(1) (that is, a QBU that is owned by or through a partnership or 

S corporation, or a partnership that is itself treated as a QBU subject to section 987), 

the rules of this section 3 do not apply.  However, a method that is consistent with these 

rules (or a similar method, such as the method described in the 1991 proposed 

regulations) is treated as a reasonable method of applying section 987 that meets the 

requirements of § 1.987-7(b). 

(2) Election requirements.  An election to use the equity and basis pool method is 
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a section 987 election subject to the requirements of § 1.987-1(g), including the 

requirement to file an election statement under § 1.987-1(g)(3)(i).  The authorized 

person makes this election by attaching the election statement to its original, timely filed 

(including extensions) return for the taxable year for which the election is made, without 

obtaining the consent of the Commissioner under § 1.987-1(g)(3)(ii)(A). 

(3) Applicability of the 2024 final regulations.  If an election to use the equity and 

basis pool method is in effect— 

(a) The rules of this section 3 apply in place of the rules provided in §§ 1.987-3 

through 1.987-5, except as otherwise provided in this section 3; and 

(b) The other rules of the 2024 final regulations apply (and the 2024 proposed 

regulations can be relied on to the extent provided in the preamble to the 2024 

proposed regulations), except as otherwise provided in this section 3 or in section 4 of 

this notice.   

(4) Definitions.  Except as otherwise provided, terms used in this section 3 have 

the meaning provided in §§ 1.987-1 through 1.987-15.  

     .03 Proposed calculation of section 987 taxable income or loss.   

(1) In general.  If an election to use the equity and basis pool method is in effect, 

the owner of a section 987 QBU must determine its section 987 taxable income or loss 

by computing each item of income, gain, deduction or loss attributable to the section 

987 QBU in the section 987 QBU's functional currency.  The net amount of section 987 

taxable income or loss for a taxable year is translated into the owner’s functional 

currency at the yearly average exchange rate.  However, the owner must make the 

adjustments described in § 1.987-3(c)(2)(v) (relating to foreign income taxes attributable 
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to a section 987 QBU), if applicable.   

(2) Section 988 mark-to-market method of accounting.  A taxpayer may elect to 

apply the section 988 mark-to-market method of accounting described in § 1.987-

3(b)(4)(ii) for a taxable year in which an election to use the equity and basis pool 

method is in effect. 

     .04 Proposed computation of net unrecognized section 987 gain or loss.   

(1) In general. For a taxable year of an owner of a section 987 QBU in which an 

election to use the equity and basis pool method is in effect, net unrecognized section 

987 gain or loss with respect to the section 987 QBU is equal to— 

(a) The equity pool on the last day of the taxable year, translated into the 

owner’s functional currency at the spot rate on the last day of the taxable year; minus 

(b) The basis pool on the last day of the taxable year. 

(2) Taxable year in which a section 987 QBU is terminated.  In a taxable year in 

which a section 987 QBU is terminated, the termination date is treated as the last day of 

the taxable year for purposes of this section 3. 

(3) Section 987 hedging transactions.  If the owner of a section 987 QBU has 

entered into a section 987 hedging transaction in a taxable year in which an election to 

use the equity and basis pool method is in effect, the net unrecognized section 987 gain 

or loss determined under section 3.04(1) of this notice is adjusted by the amount of the 

adjustment to unrecognized section 987 gain or loss for the taxable year described in 

§ 1.987-14(d)(2).  For purposes of applying § 1.987-14(d)(2), unrecognized section 987 

gain or loss with respect to a section 987 QBU for a taxable year is equal to— 

(a) Net unrecognized section 987 gain or loss (determined without regard to 
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§ 1.987-14) for the current taxable year; minus 

(b) Net unrecognized section 987 gain or loss for the preceding taxable year, 

net of section 987 gain or loss that was recognized or suspended in the preceding 

taxable year. 

     .05 Equity pool.   

(1) In general.  The equity pool is maintained in the functional currency of the 

section 987 QBU. 

(2) Opening balance of the equity pool. In the first taxable year of a section 987 

QBU, the opening balance of the equity pool is zero.  See sections 3.08 and 3.09 of this 

notice for rules relating to the determination of the opening balance of the equity pool in 

the taxable year beginning on the transition date or the first taxable year in which an 

election to use the equity and basis pool method is in effect. 

(3) Increases to the equity pool.  In a taxable year of the owner of a section 987 

QBU, the equity pool is increased by the following amounts, determined in the functional 

currency of the section 987 QBU: 

(a) The amount of each item of income and gain (including tax-exempt 

income described in § 1.987-4(d)(8)) attributable to the section 987 QBU for the taxable 

year, other than items of income or gain described in § 1.987-4(d)(9). 

(b) The amount of each transfer from the owner to the section 987 QBU 

during the taxable year, determined under section 3.07 of this notice. 

(4) Decreases to the equity pool.  In a taxable year of the owner of a section 987 

QBU, the equity pool is decreased by the following amounts, determined in the 

functional currency of the section 987 QBU: 
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(a) The amount of each item of deduction or loss (including non-deductible 

expenses described in § 1.987-4(d)(7)) attributable to the section 987 QBU for the 

taxable year, other than items of deduction or loss described in § 1.987-4(d)(9). 

(b) The amount of each transfer from the section 987 QBU to the owner 

during the taxable year, determined under section 3.07 of this notice. 

     .06 Basis pool.   

(1) In general.  The basis pool is maintained in the functional currency of the 

owner. 

(2) Opening balance of the basis pool.  In the first taxable year of a section 987 

QBU, the opening balance of the basis pool is zero.  See sections 3.08 and 3.09 for 

rules relating to the determination of the opening balance of the basis pool in the 

taxable year beginning on the transition date or the first taxable year in which an 

election to use the equity and basis pool method is in effect. 

(3) Increases to the basis pool.  In a taxable year of the owner of a section 987 

QBU, the basis pool is increased by the following amounts, determined in the functional 

currency of the owner: 

(a) The amount of each item of income and gain (including tax-exempt 

income described in § 1.987-4(d)(8)) attributable to the section 987 QBU for the taxable 

year, other than items of income or gain described in § 1.987-4(d)(9).  For this purpose, 

items of income or gain are translated into the owner’s functional currency at the yearly 

average exchange rate.   

(b) The amount of each transfer from the owner to the section 987 QBU, 

determined under section 3.07 of this notice. 
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(c) The amount of section 987 gain that was recognized under section 3.10 of 

this notice in the previous taxable year.  An adjustment is made under this section 

3.06(3)(c) only if an election to use the equity and basis pool method was in effect in the 

previous taxable year. 

(4) Decreases to the basis pool.  In a taxable year of the owner of a section 987 

QBU, the basis pool is decreased by the following amounts, determined in the functional 

currency of the owner: 

(a) The amount of each item of deduction or loss (including non-deductible 

expenses described in § 1.987-4(d)(7)) attributable to the section 987 QBU for the 

taxable year, other than items of deduction or loss described in § 1.987-4(d)(9).  For this 

purpose, items of deduction or loss are translated into the owner’s functional currency at 

the yearly average exchange rate. 

(b) The amount of each transfer from the section 987 QBU to its owner, 

determined under section 3.07 of this notice. 

(c) The amount of section 987 loss that was recognized under section 3.10 of 

this notice or was suspended in the previous taxable year.  An adjustment is made 

under this section 3.06(4)(c) only if an election to use the equity and basis pool method 

was in effect in the previous taxable year. 

     .07 Determination of transferred amounts.  

(1) Assets.  In the case of a transfer of an asset, the amount of the transfer is 

equal to the amount of functional currency transferred or the adjusted basis of other 

property transferred (determined immediately before the transfer and adjusted for any 

gain or loss recognized under § 1.988-1(a)(10)).  The amount of the transfer is 
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translated (if necessary) at the spot rate applicable on the date of the transfer. 

(2) Liabilities.  The transfer of a liability from an owner to its section 987 QBU is 

treated as a transfer of an asset from the section 987 QBU to its owner with an adjusted 

basis equal to the amount of the liability (determined immediately before the transfer 

and adjusted for any gain or loss recognized under § 1.988-1(a)(10)).  The transfer of a 

liability from a section 987 QBU to its owner is treated as a transfer of an asset from the 

owner to the section 987 QBU with an adjusted basis equal to the amount of the liability 

(determined immediately before the transfer and adjusted for any gain or loss 

recognized under § 1.988-1(a)(10)).  In each case, the amount of the transfer is 

translated (if necessary) at the spot rate applicable on the date of the transfer.  This 

section 3.07(2) applies solely for purposes of this section 3.   

(3) Determination of the basis of transferred assets and the amount of transferred 

liabilities in the hands of the transferee.  The basis of an asset or the amount of a 

liability that is transferred from an owner to its section 987 QBU is translated (after 

taking into account any gain or loss recognized under § 1.988-1(a)(10)) into the section 

987 QBU’s functional currency at the spot rate applicable on the date of the transfer.  

The basis of an asset or the amount of a liability that is transferred from a section 987 

QBU to its owner is translated (after taking into account any gain or loss recognized 

under § 1.988-1(a)(10)) into the owner’s functional currency at the spot rate applicable 

on the date of the transfer.  

(4) Transfers, including disregarded transactions.  For purposes of applying the 

equity and basis pool method described in this section 3, the rules of § 1.987-2 apply in 

determining whether a transfer is made between a section 987 QBU and its owner, 
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including the rules relating to transfers made in connection with disregarded 

transactions.  If a recurring transfer group election is in effect under proposed § 1.987-

2(f), recurring transfers between a section 987 QBU and its owner are translated under 

the rules of proposed § 1.987-2(f)(4).  However, proposed § 1.987-2(f)(5) (under which 

certain transfers are disregarded for purposes of determining net unrecognized section 

987 gain or loss) does not apply if an election to use the equity and basis pool method 

is in effect. 

     .08 Opening balance of the equity and basis pools in the taxable year beginning on 

the transition date. 

(1) Transition rules.  In the taxable year beginning on the transition date, the 

owner of a section 987 QBU must compute pretransition gain or loss under § 1.987-10.  

For purposes of this section 3, the term transition date means the transition date 

described in § 1.987-10(c)(1). 

(2) Equity pool. In the taxable year beginning on the transition date, the opening 

balance of the equity pool equals the aggregate adjusted basis of the section 987 

QBU’s assets on the day before the transition date, less the aggregate amount of the 

section 987 QBU’s liabilities on the day before the transition date, determined in the 

section 987 QBU’s functional currency.  Alternatively, the owner of a section 987 QBU 

may determine the opening balance of the equity pool by making the adjustments 

described in section 3.05 of this notice for all taxable years beginning with the first 

taxable year in which the section 987 QBU existed.  

(3) Basis pool. In the taxable year beginning on the transition date, the opening 

balance of the basis pool equals the opening balance of the equity pool, translated into 
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the owner’s functional currency at the spot rate on the day before the transition date, 

reduced by the amount of any pretransition gain that is treated as net accumulated 

unrecognized section 987 gain with respect to the section 987 QBU, or increased by the 

amount of any pretransition loss that is treated as net accumulated unrecognized 

section 987 loss with respect to the section 987 QBU under § 1.987-10(e)(5)(i).  Thus, 

no adjustment is made for pretransition gain or loss under this section 3.08(3) if a 

taxpayer elects to recognize pretransition gain or loss ratably over the transition period 

under § 1.987-10(e)(5)(ii).  In the case of a section 987 QBU described in § 1.987-

10(f)(1), the opening balance of the basis pool is determined under section 3.09(2) of 

this notice. 

     .09 Opening balance of the equity and basis pools in the first taxable year in which 

an election to use the equity and basis pool method is in effect.  

(1) Equity pool.  Except as provided in section 3.08 of this notice with respect to 

the taxable year beginning on the transition date, in the first taxable year in which an 

election to use the equity and basis pool method is in effect, the opening balance of the 

equity pool equals the aggregate adjusted basis of the section 987 QBU's assets on the 

last day of the preceding taxable year, less the aggregate amount of the section 987 

QBU's liabilities on the last day of the preceding taxable year, determined in the section 

987 QBU’s functional currency.   

(2) Basis pool.  Except as provided in section 3.08 of this notice with respect to 

the taxable year beginning on the transition date, in the first taxable year in which an 

election to use the equity and basis pool method is in effect, the opening balance of the 

basis pool equals the owner functional currency net value of the section 987 QBU on 
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the last day of the preceding taxable year (as determined under § 1.987-4(e) based on 

the elections in effect in the preceding taxable year), adjusted as follows-- 

(a) The basis pool is reduced by the amount of net accumulated 

unrecognized section 987 gain for all prior taxable years, as determined under § 1.987-

4(c) for the first taxable year in which the election to use the equity and basis pool 

method is in effect; or 

(b) The basis pool is increased by the amount of net accumulated 

unrecognized section 987 loss for all prior taxable years, as determined under § 1.987-

4(c) for the first taxable year in which the election to use the equity and basis pool 

method is in effect. 

     .10 Recognition of section 987 gain or loss. Except as otherwise provided in 

§§ 1.987-11 through 1.987-13 (as modified by the rules described in section 4 of this 

notice), the amount of section 987 gain or loss recognized by an owner of a section 987 

QBU for a taxable year is equal to the owner’s net unrecognized section 987 gain or 

loss (determined under section 3.04 of this notice) multiplied by the remittance 

proportion described in section 3.10(1) of this notice.  For purposes of applying the 2024 

final regulations (including the rules of §§ 1.987-11 through 1.987-13), amounts 

recognized under this section 3.10 are treated as recognized under § 1.987-5. 

(1) Remittance proportion.   

(a) Except as provided in section 3.10(1)(b) of this notice, the remittance 

proportion with respect to a section 987 QBU for a taxable year is equal to the amount 

of the remittance (determined under section 3.10(2) of this notice) divided by the sum of 

the following amounts (each determined in the section 987 QBU’s functional 
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currency)— 

(i) The equity pool on the last day of the taxable year; 

(ii) The aggregate amount of the section 987 QBU’s liabilities on the last 

day of the taxable year (expressed as a positive number); and 

(iii) The amount of the remittance. 

(b) An annual recognition election can be made under § 1.987-5(b)(2) for a 

taxable year in which an election to use the equity and basis pool method is in effect.  In 

a taxable year in which an annual recognition election is in effect, the remittance 

proportion with respect to the section 987 QBU is one.  See § 1.987-11(d)(1) for 

adjustments required in the first taxable year in which an annual recognition election is 

in effect. 

(2) Remittance.  The amount of the remittance for a taxable year is equal to the 

excess (if any) of the aggregate of all amounts transferred by the section 987 QBU to its 

owner for the taxable year over the aggregate of all amounts transferred by the owner to 

the section 987 QBU for the taxable year, each determined in the functional currency of 

the section 987 QBU under section 3.07 of this notice.    

     .11 Example.   

     The following example illustrates the application of this section 3, as proposed. 

(1) Facts.  U.S. Corp is a domestic corporation that uses the calendar year as its 

taxable year and has the dollar as its functional currency.  U.S. Corp makes a current 

rate election under § 1.987-1(d)(2) and an election to use the equity and basis pool 

method under section 3.02 of this notice.  On July 1, year 1, U.S. Corp establishes 

Japan Branch, a section 987 QBU that has the yen as its functional currency, and U.S. 
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Corp transfers to Japan Branch ¥100,000 with a basis of $1,000 and land with a basis 

of $500. On the same day, Japan Branch borrows ¥10,000 from a bank. In year 1, 

Japan Branch earns ¥12,000 for providing services and incurs ¥2,000 of related 

deductible expenses. The spot rate on July 1, year 1, is $1 = ¥100; the spot rate on 

December 31, year 1, is $1 = ¥120; and the average rate for the period of July 1, year 1, 

to December 31, year 1, is $1 = ¥110.  

(2) Analysis--(a) Section 987 taxable income or loss.  Under section 3.03 of this 

notice, U.S. Corp must determine each item of income, gain, deduction, or loss 

attributable to Japan Branch in yen.  In year 1, Japan Branch earns ¥12,000 of income 

and incurs ¥2,000 of related deductible expenses. Japan Branch thus earns ¥10,000 of 

net income in year 1.  This amount is translated into dollars at the yearly average 

exchange rate ($1 = ¥110), resulting in $90.91 of section 987 taxable income. 

(b) Net unrecognized section 987 gain or loss.  In order to compute net 

unrecognized section 987 gain or loss with respect to Japan Branch under the equity 

and basis pool method, U.S. Corp must maintain an equity pool in yen and a basis pool 

in dollars.  

(i) Equity pool.  Under section 3.05(2) of this notice, the opening balance 

of the equity pool is zero.  Under sections 3.05(3) and 3.05(4) of this notice, the equity 

pool is increased by Japan Branch’s net income of ¥10,000 and by amounts transferred 

from U.S. Corp to Japan Branch in year 1.  The total amount transferred to Japan 

Branch in year 1 is ¥150,000: ¥100,000 cash, and land with a yen basis of ¥50,000 

(equal to U.S. Corp’s basis of $500, translated at the spot rate on July 1, year 1, of $1 = 

¥100).  Therefore, Japan Branch’s equity pool at the end of year 1 is equal to ¥160,000. 
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(ii) Basis pool.  Under section 3.06(2) of this notice, the opening balance 

of the basis pool is zero.  Under sections 3.06(3) and 3.06(4) of this notice, the basis 

pool is increased by Japan Branch’s section 987 taxable income of $90.91 and by 

amounts transferred from U.S. Corp to Japan Branch in year 1.  The total amount 

transferred to Japan Branch in year 1 is $1,500:  ¥100,000 cash with a basis of $1,000, 

and land with a basis of $500.  Therefore, Japan Branch’s basis pool at the end of year 

1 is equal to $1,590.91. 

(iii) Net unrecognized section 987 gain or loss.  Under section 3.04 of this 

notice, U.S. Corp’s net unrecognized section 987 gain or loss with respect to Japan 

Branch for year 1 is equal to the equity pool on the last day of year 1, translated into 

dollars at the spot rate on the last day of year 1, minus the basis pool on the last day of 

year 1.  The equity pool on the last day of year 1 is equal to ¥160,000. The translated 

value of the equity pool is $1,333.33 (¥160,000 translated at the spot rate on December 

31, year 1, of $1 = ¥120).  The basis pool at the end of year 1 is $1,590.91.  Therefore, 

U.S. Corp has $257.58 of net unrecognized section 987 loss ($1,333.33 - $1,590.91) 

with respect to Japan Branch for year 1. 

SECTION 4. OTHER PROPOSED REGULATIONS TO BE ISSUED UNDER SECTION 

987 

     .01 In general.   

     Following the publication of the 2024 final regulations, the Treasury Department and 

the IRS received feedback requesting modifications to the loss limitation rules under 

§ 1.987-11 in order to provide taxpayers with additional flexibility to recognize section 

987 losses and to reduce the compliance burden of tracking suspended section 987 
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losses.  In response to these comments, the forthcoming proposed regulations are 

expected to provide the rules described in this section 4, which generally would permit 

taxpayers to recognize section 987 loss in connection with certain ordinary course 

remittances and would limit the number of recognition groupings for purposes of the 

loss-to-the-extent-of-gain rule.   

     Additionally, in response to comments, the definition of a section 987 hedging 

transaction would be expanded to cover certain hedges that do not meet the GAAP 

hedging requirement of § 1.987-14(b)(2)(iv).  The Treasury Department and the IRS are 

continuing to study other comments received with respect to section 987 hedging 

transactions and expect to address these comments in future guidance. 

     Except as otherwise provided, terms used in this section 4 have the meaning 

provided in §§ 1.987-1 through 1.987-15. 

     .02 Proposed modification to loss suspension rules.  

      Sections 1.987-11(c)(1) (the CRE loss suspension rule) and 1.987-7(d)(1)(ii) (the 

partnership loss suspension rule) apply to a section 987 QBU or a successor deferral 

QBU only in a taxable year in which either— 

(1) The remittance proportion (determined under § 1.987-5(b)(1), or, if an election 

to use the equity and basis pool method is in effect, under section 3.10(1) of this notice) 

with respect to the section 987 QBU or successor deferral QBU exceeds five percent; or  

(2) The total amount of net unrecognized section 987 loss or deferred section 

987 loss with respect to the section 987 QBU or successor deferral QBU that would 

become suspended section 987 loss under § 1.987-11(c)(1) or § 1.987-7(d)(1)(ii) (in 

each case, applied without regard to this section 4.02) exceeds $5 million.  
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     .03 Proposed modification to the recognition grouping requirement. 

(1) In general.  Except as provided in section 4.03(2) of this notice, all of an 

owner’s section 987 gain or loss is treated as being in a single recognition grouping for 

purposes of the loss-to-the-extent-of-gain rule in § 1.987-11(e).  Thus, for example, a 

domestic corporation may recognize suspended section 987 loss due to the recognition 

of section 987 gain that is assigned to any section 904 category.   

(2) Application to CFCs.  If the owner of a section 987 QBU is a CFC (or a 

partnership in which a partner is a CFC), a recognition grouping for purposes of the 

loss-to-the-extent-of-gain rule includes section 987 gain or loss that is initially assigned 

to one of the four groupings described in this section 4.03(2).  Thus, for example, 

section 987 gain or loss assigned to separate subpart F income groups is part of a 

single recognition grouping, but section 987 gain or loss assigned to a subpart F income 

group is not part of the same recognition grouping as section 987 gain or loss assigned 

to a tentative tested income group. The groupings described in this section 4.03(2) 

are— 

(a) Tentative tested income (without regard to section 904 category);  

(b) A subpart F income group (as defined in § 1.960-1(d)(2)(ii)(B));  

(c) Income described in section 952(b) (ECI that is excluded from subpart F 

income); and  

(d) Other income.   

     .04 Proposed modification to the definition of successor deferral QBU.   

     A section 987 QBU is treated as a successor deferral QBU only if the requirements 

of § 1.987-12(g)(2) are met and a significant portion of the assets of the terminated 
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section 987 QBU described in § 1.987-12(g)(1)(i) are reflected on the books and 

records of the potential successor deferral QBU immediately after the termination.  For 

this purpose, the term significant portion has the meaning provided in § 1.987-13(l)(5). 

     .05 Proposed modification to the definition of a section 987 hedging transaction.   

(1) In general.  A hedge described in § 1.987-14(b)(1) may qualify as a section 

987 hedging transaction even if the GAAP hedging requirement of § 1.987-14(b)(2)(iv) 

is not met, provided that the other requirements of § 1.987-14(b) are met and the hedge 

is entered into primarily to manage exchange rate risk with respect to an interest in the 

section 987 QBU that would be treated as either debt or stock held by the owner if the 

section 987 QBU were treated as a separate corporation. 

(2) Identification.  If a hedge does not meet the GAAP hedging requirement and 

qualifies as a section 987 hedging transaction due to the application of section 4.05(1) 

of this notice, and the hedge was entered into before April 26, 2026, the hedge will be 

treated as timely identified under § 1.987-14(c) if— 

(a) The hedge is identified under § 1.987-14(c) before April 26, 2026; and 

(b) The owner of the hedged QBU identifies substantially all of the hedges 

with respect to the hedged QBU for the taxable year (including hedges that meet the 

GAAP hedging requirement) as section 987 hedging transactions. 

SECTION 5. PROPOSED REGULATIONS TO BE ISSUED RELATED TO THE 

APPLICATION OF SECTION 987(3) TO CFCS 

     .01 In general. 

      As noted in section 2.05 of this notice, the preamble to the 2024 proposed 

regulations stated that the Treasury Department and the IRS are considering special 
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rules relating to the application of section 987(3) to CFCs.  The Treasury Department 

and the IRS received two comments recommending that section 987(3) should not 

apply to CFCs.  In response to these comments, the Treasury Department and the IRS 

intend to issue future guidance that would provide an election under which CFCs 

generally would not be required to compute or recognize foreign currency gain or loss 

under section 987(3) (the CFC election) as described in this section 5.  The Treasury 

Department and the IRS intend to issue this guidance in the near future to provide 

taxpayers with sufficient time to determine whether to make the CFC election for the 

2025 taxable year on an originally filed return (with extension).  Accordingly, comments 

are requested on all aspects of the rules described in this section 5. 

     Except as otherwise provided, terms used in this section 5 have the meaning 

provided in §§ 1.987-1 through 1.987-15. 

     .02 Effect of the proposed CFC election. 

     For taxable years in which the CFC election is in effect with respect to a CFC, the 

CFC generally would not be required to recognize foreign currency gain or loss under 

section 987(3) with respect to its section 987 QBUs (except to the extent provided in 

section 5.05 of this notice).  However, the rules of section 987(1) and (2) would continue 

to apply, for example, for purposes of computing the taxable income and earnings and 

profits of the CFC.  In addition, the basis of assets and the amount of liabilities 

transferred between a section 987 QBU and its owner would be translated as described 

in section 3.07(3) of this notice.   

     .03 Rules for making the CFC election. 
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     Taxpayers would be permitted to make the CFC election on an originally filed return 

(including extensions) for any taxable year in which the rules described in this section 5 

are applicable.  Once made, the CFC election could be revoked only with the consent of 

the Commissioner.  A taxpayer would be required to make the CFC election consistently 

for all CFCs controlled by the taxpayer and its related parties.  For instance, a 

consistency requirement might apply to all CFCs in which the taxpayer and the 

members of its controlled group own a majority of the stock (by vote or value), 

determined at the end of the taxpayer’s taxable year in which the CFC election is made.  

Special consistency rules would be provided to address situations in which a CFC is 

acquired from an unrelated person (for example, where an electing taxpayer acquires a 

CFC that is not subject to the CFC election immediately before the acquisition).  

     .04 Transition rules. 

      Transition rules would be provided to account for unrecognized section 987 gain or 

loss that arose before the taxable year of the taxpayer in which the CFC election is 

made.  Under the transition rules, the unrecognized section 987 gain or loss would be 

recognized pro rata over a period of 120 months beginning with the first month of the 

taxable year in which the CFC election is made.  

     .05 Special rules for inbound transactions. 

     In the case of an inbound asset reorganization or liquidation described in § 1.367(b)-

3(a) of a CFC (transferor CFC) that is subject to the CFC election, rules would be 

provided to account for foreign currency gain (but not loss) that, as a result of the CFC 

election, has not been recognized under section 987(3).  This gain would be accounted 

for by computing the amount of the transferor CFC’s “section 987 basis increase.” 
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     In principle, a transferor CFC’s section 987 basis increase would represent the net 

amount by which the basis in the transferor CFC’s assets increased due to currency 

fluctuations that would have been accounted for under section 987(3) had the CFC 

election not been made.  In order to simplify the application of section 987 in this 

context, the amount of the section 987 basis increase would be computed under one of 

several proxies using information that is expected to be readily available to taxpayers. 

      The Treasury Department and the IRS are considering a framework in which a 

taxpayer may choose to compute a transferor CFC’s section 987 basis increase under 

one of two options: (1) the transferor CFC’s aggregate net unrecognized section 987 

gain computed for a period of ten taxable years preceding the inbound transaction, 

using the simplified method provided in § 1.987-10(e)(3) (which could potentially be 

applied based on financial statement balance sheets instead of tax-basis balance 

sheets); or (2) excess asset basis with respect to the transferor CFC, as determined 

under § 1.367(b)-3(g)(2)(i).   

    The Treasury Department and the IRS are also evaluating whether the cumulative 

translation adjustment (as computed for U.S. GAAP purposes with respect to the 

activities of the transferor CFC’s section 987 QBUs for all taxable years in which the 

CFC election is in effect) could be used as a reasonable proxy for the section 987 basis 

increase.  For this purpose, the Treasury Department and the IRS are studying several 

issues, including whether the relevant portion of the cumulative translation adjustment 

can be accurately determined and can be adjusted to eliminate amounts that are not 

properly taken into account under section 987(3) (for example, foreign currency gain or 

loss on net investment hedges). 
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     These methodologies would be relevant only for purposes of computing the section 

987 basis increase and would not affect the application of any other provisions that may 

also apply to the inbound transaction, such as section 367(b) (including existing rules 

under section 367(b) and any rules that may be provided under section 367(b) in future 

guidance or by statute).  

     The rules described in this section 5.05 and section 5.06 of this notice would apply 

only if a de minimis threshold were met (for example, based on the aggregate gross 

basis in all of the transferor CFC’s assets in the hands of the domestic acquiring 

corporation immediately after the inbound transaction).  This de minimis rule is intended 

to reduce taxpayers’ compliance burden in cases in which the section 987 basis 

increase is expected to be minimal. 

     .06 Manner in which the section 987 basis increase is taken into account. 

     The forthcoming guidance would provide rules requiring the amount of any section 

987 basis increase to be recognized at the time of the inbound transaction or to be 

preserved for future recognition.  The Treasury Department and the IRS are considering 

the following three options: (1) the transferor CFC would recognize the amount of 

section 987 basis increase as section 987 gain immediately before the inbound 

transaction; (2) the domestic acquiring corporation would reduce its basis in assets 

acquired from the transferor CFC in the inbound transaction; or (3) if the inbound 

transaction causes the domestic acquiring corporation to become the owner of a section 

987 QBU, the section 987 QBU’s unrecognized section 987 gain or loss following the 

transaction would be adjusted to include the amount of the section 987 basis increase 

attributable to the activities of the section 987 QBU (such that the gain would be 
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deferred and recognized by the domestic acquiring corporation under the rules of the 

2024 final regulations, as modified by this notice). 

SECTION 6. PROPOSED APPLICABILITY DATES AND RELIANCE  

     The forthcoming proposed regulations, when finalized, are expected to apply to 

taxable years ending on or after the date final regulations adopting these rules are 

published in the Federal Register.  A taxpayer may rely on the rules described in 

sections 3 and 4 of this notice (but not the rules described in section 5 of this notice) for 

a taxable year ending before the proposed regulations are published in the Federal 

Register and to which the 2024 final regulations apply, provided the taxpayer and all 

members of its section 987 electing group apply the rules described in sections 3 and 4 

of this notice in their entirety and in a consistent manner for the taxable year and each 

subsequent taxable year ending before the proposed regulations are published in the 

Federal Register.  The Treasury Department and the IRS expect that taxpayers will 

similarly be permitted to rely on the rules relating to the application of section 987(3) to 

CFCs that will be included in the future guidance referenced in section 5.01 of this 

notice. 

SECTION 7. REQUEST FOR COMMENTS 

     The Treasury Department and the IRS request comments on the rules described in 

sections 3, 4, and 5 of this notice.  The Treasury Department and the IRS specifically 

request comments on the following issues: (1) whether the cumulative translation 

adjustment is an appropriate proxy for foreign currency gain that would otherwise be 

recognized under section 987(3) for purposes of determining the amount of the section 

987 basis increase, and what adjustments would be needed to avoid material distortions 
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(for example, to avoid duplication or omission of foreign currency gain or loss when a 

section 987 QBU owns other foreign entities); (2) how the section 987 basis increase 

rules should interact with other provisions that may apply to inbound reorganizations 

and liquidations (such as sections 362(e)(1) and 367(b)); (3) what de minimis threshold 

should apply for purposes of the section 987 basis increase rules; (4) whether stock of a 

lower-tier CFC owned by the transferor CFC should be taken into account as an asset 

of the transferor CFC for purposes of the de minimis rule (for example, in cases in which 

the basis of the lower-tier CFC stock may be affected by the section 987 basis increase 

due to a contribution of the assets of a section 987 QBU); (5) whether and how the 

hedging rules of § 1.987-14 should apply if the CFC election is in effect; and (6) how the 

rules described in section 5 of this notice should apply, if at all, in the case of a 

partnership in which one or more of the partners is a CFC. 

     Written comments should be submitted by April 26, 2026.  The subject line for 

comments should include a reference to Notice 2026-17. Comments may be submitted 

electronically via the Federal eRulemaking Portal at https://www.regulations.gov (type 

IRS-2026-0199 in the search field on the regulations.gov homepage to find this notice 

and submit comments).  Written comments may be mailed to Internal Revenue Service, 

CC:PA:01:PR (Notice 2026-17), Room 5203, P.O. Box 7604, Ben Franklin Station, 

Washington, D.C., 20044.  All commenters are strongly encouraged to submit 

comments electronically.   

     The Treasury Department and the IRS will publish for public availability any comment 

submitted electronically and on paper to its public docket on 

https://www.regulations.gov. 

https://www.regulations.gov/
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SECTION 8. PAPERWORK REDUCTION ACT  

    The Paperwork Reduction Act of 1995 (44 U.S.C. 3501–3520) (PRA) requires that a 

Federal agency obtain the approval of the Office of Management and Budget (OMB) 

before collecting information from the public, whether such collection of information is 

mandatory, voluntary, or required to obtain or retain a benefit.  An agency may not 

conduct or sponsor, and a person is not required to respond to, a collection of 

information unless it displays a valid control number assigned by the OMB. 

     The collections of information in this notice are in section 3.02(2) of this notice (and 

the related election rules in § 1.987-1(g) of the final regulations).  The likely respondents 

are individuals who file a Form 1040 and businesses that file a Form 1065 or Form 

1120. 

     The collection of information in section 3.02(2) of this notice is required only when a 

taxpayer makes or revokes an election to use the equity and basis pool method.  The 

Treasury Department and the IRS intend that the information required by § 1.987-1(g) 

with respect to an election to use the equity and basis pool method will be collected by 

attaching a statement to a taxpayer’s return (such as the appropriate Form 1040, Form 

1120, Form 1065, or other appropriate forms).  For purposes of the PRA, the reporting 

burden associated with those collections of information will be reflected in the PRA 

submissions associated with those forms.  The OMB Control Numbers for the forms will 

be approved under 1545–0074 for individuals and under 1545–0123 for business 

entities. 

     To the extent that a taxpayer revokes an election by obtaining a private letter ruling, 

the reporting burden associated with those collections of information will be reflected in 
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the PRA submissions associated with revenue procedures governing private letter 

rulings.  The OMB Control Number for those revenue procedures is control number 

1545-1522.  The proposed regulations would only require taxpayers to follow the 

procedures under Revenue Procedure 2026-1, IRB 2026-1 (or future revenue 

procedures governing private letter rulings) and would not change the collection 

requirements of the Revenue Procedure. 

     Books or records relating to a collection of information must be retained as long as 

their contents may become material in the administration of any Internal Revenue law.  

Generally, tax returns and tax return information are confidential, as required by 26 

U.S.C. 6103.  

SECTION 9. DRAFTING AND CONTACT INFORMATION  

     The principal authors of this notice are Mark Terrell, Adam G. Province, and Raphael 

J. Cohen of the Office of Associate Chief Counsel (International).  However, other 

personnel from the Treasury Department and the IRS participated in its development.  

For further information regarding the modification of the section 987 regulations, contact 

Mark Terrell at 646-259-8431 (not a toll-free number). 
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	(3) Increases to the equity pool.  In a taxable year of the owner of a section 987 QBU, the equity pool is increased by the following amounts, determined in the functional currency of the section 987 QBU:
	(a) The amount of each item of income and gain (including tax-exempt income described in § 1.987-4(d)(8)) attributable to the section 987 QBU for the taxable year, other than items of income or gain described in § 1.987-4(d)(9).
	(b) The amount of each transfer from the owner to the section 987 QBU during the taxable year, determined under section 3.07 of this notice.

	(4) Decreases to the equity pool.  In a taxable year of the owner of a section 987 QBU, the equity pool is decreased by the following amounts, determined in the functional currency of the section 987 QBU:
	(a) The amount of each item of deduction or loss (including non-deductible expenses described in § 1.987-4(d)(7)) attributable to the section 987 QBU for the taxable year, other than items of deduction or loss described in § 1.987-4(d)(9).
	(b) The amount of each transfer from the section 987 QBU to the owner during the taxable year, determined under section 3.07 of this notice.


	.06 Basis pool.
	(1) In general.  The basis pool is maintained in the functional currency of the owner.
	(2) Opening balance of the basis pool.  In the first taxable year of a section 987 QBU, the opening balance of the basis pool is zero.  See sections 3.08 and 3.09 for rules relating to the determination of the opening balance of the basis pool in the ...
	(3) Increases to the basis pool.  In a taxable year of the owner of a section 987 QBU, the basis pool is increased by the following amounts, determined in the functional currency of the owner:
	(a) The amount of each item of income and gain (including tax-exempt income described in § 1.987-4(d)(8)) attributable to the section 987 QBU for the taxable year, other than items of income or gain described in § 1.987-4(d)(9).  For this purpose, ite...
	(b) The amount of each transfer from the owner to the section 987 QBU, determined under section 3.07 of this notice.
	(c) The amount of section 987 gain that was recognized under section 3.10 of this notice in the previous taxable year.  An adjustment is made under this section 3.06(3)(c) only if an election to use the equity and basis pool method was in effect in th...

	(4) Decreases to the basis pool.  In a taxable year of the owner of a section 987 QBU, the basis pool is decreased by the following amounts, determined in the functional currency of the owner:
	(a) The amount of each item of deduction or loss (including non-deductible expenses described in § 1.987-4(d)(7)) attributable to the section 987 QBU for the taxable year, other than items of deduction or loss described in § 1.987-4(d)(9).  For this p...
	(b) The amount of each transfer from the section 987 QBU to its owner, determined under section 3.07 of this notice.
	(c) The amount of section 987 loss that was recognized under section 3.10 of this notice or was suspended in the previous taxable year.  An adjustment is made under this section 3.06(4)(c) only if an election to use the equity and basis pool method wa...


	.07 Determination of transferred amounts.
	(1) Assets.  In the case of a transfer of an asset, the amount of the transfer is equal to the amount of functional currency transferred or the adjusted basis of other property transferred (determined immediately before the transfer and adjusted for a...
	(2) Liabilities.  The transfer of a liability from an owner to its section 987 QBU is treated as a transfer of an asset from the section 987 QBU to its owner with an adjusted basis equal to the amount of the liability (determined immediately before th...
	(3) Determination of the basis of transferred assets and the amount of transferred liabilities in the hands of the transferee.  The basis of an asset or the amount of a liability that is transferred from an owner to its section 987 QBU is translated (...
	(4) Transfers, including disregarded transactions.  For purposes of applying the equity and basis pool method described in this section 3, the rules of § 1.987-2 apply in determining whether a transfer is made between a section 987 QBU and its owner, ...

	.08 Opening balance of the equity and basis pools in the taxable year beginning on the transition date.
	(1) Transition rules.  In the taxable year beginning on the transition date, the owner of a section 987 QBU must compute pretransition gain or loss under § 1.987-10.  For purposes of this section 3, the term transition date means the transition date d...
	(2) Equity pool. In the taxable year beginning on the transition date, the opening balance of the equity pool equals the aggregate adjusted basis of the section 987 QBU’s assets on the day before the transition date, less the aggregate amount of the s...
	(3) Basis pool. In the taxable year beginning on the transition date, the opening balance of the basis pool equals the opening balance of the equity pool, translated into the owner’s functional currency at the spot rate on the day before the transitio...

	.09 Opening balance of the equity and basis pools in the first taxable year in which an election to use the equity and basis pool method is in effect.
	(1) Equity pool.  Except as provided in section 3.08 of this notice with respect to the taxable year beginning on the transition date, in the first taxable year in which an election to use the equity and basis pool method is in effect, the opening bal...
	(2) Basis pool.  Except as provided in section 3.08 of this notice with respect to the taxable year beginning on the transition date, in the first taxable year in which an election to use the equity and basis pool method is in effect, the opening bala...
	(a) The basis pool is reduced by the amount of net accumulated unrecognized section 987 gain for all prior taxable years, as determined under § 1.987-4(c) for the first taxable year in which the election to use the equity and basis pool method is in e...
	(b) The basis pool is increased by the amount of net accumulated unrecognized section 987 loss for all prior taxable years, as determined under § 1.987-4(c) for the first taxable year in which the election to use the equity and basis pool method is in...


	.10 Recognition of section 987 gain or loss. Except as otherwise provided in §§ 1.987-11 through 1.987-13 (as modified by the rules described in section 4 of this notice), the amount of section 987 gain or loss recognized by an owner of a section...
	(1) Remittance proportion.
	(a) Except as provided in section 3.10(1)(b) of this notice, the remittance proportion with respect to a section 987 QBU for a taxable year is equal to the amount of the remittance (determined under section 3.10(2) of this notice) divided by the sum o...
	(i) The equity pool on the last day of the taxable year;
	(ii) The aggregate amount of the section 987 QBU’s liabilities on the last day of the taxable year (expressed as a positive number); and
	(iii) The amount of the remittance.

	(b) An annual recognition election can be made under § 1.987-5(b)(2) for a taxable year in which an election to use the equity and basis pool method is in effect.  In a taxable year in which an annual recognition election is in effect, the remittance ...
	(2) Remittance.  The amount of the remittance for a taxable year is equal to the excess (if any) of the aggregate of all amounts transferred by the section 987 QBU to its owner for the taxable year over the aggregate of all amounts transferred by the ...

	.11 Example.
	The following example illustrates the application of this section 3, as proposed.
	(1) Facts.  U.S. Corp is a domestic corporation that uses the calendar year as its taxable year and has the dollar as its functional currency.  U.S. Corp makes a current rate election under § 1.987-1(d)(2) and an election to use the equity and basis p...
	(2) Analysis--(a) Section 987 taxable income or loss.  Under section 3.03 of this notice, U.S. Corp must determine each item of income, gain, deduction, or loss attributable to Japan Branch in yen.  In year 1, Japan Branch earns ¥12,000 of income and ...
	(b) Net unrecognized section 987 gain or loss.  In order to compute net unrecognized section 987 gain or loss with respect to Japan Branch under the equity and basis pool method, U.S. Corp must maintain an equity pool in yen and a basis pool in dollars.
	(i) Equity pool.  Under section 3.05(2) of this notice, the opening balance of the equity pool is zero.  Under sections 3.05(3) and 3.05(4) of this notice, the equity pool is increased by Japan Branch’s net income of ¥10,000 and by amounts transferred...
	(ii) Basis pool.  Under section 3.06(2) of this notice, the opening balance of the basis pool is zero.  Under sections 3.06(3) and 3.06(4) of this notice, the basis pool is increased by Japan Branch’s section 987 taxable income of $90.91 and by amount...
	(iii) Net unrecognized section 987 gain or loss.  Under section 3.04 of this notice, U.S. Corp’s net unrecognized section 987 gain or loss with respect to Japan Branch for year 1 is equal to the equity pool on the last day of year 1, translated into d...




	SECTION 4. OTHER PROPOSED REGULATIONS TO BE ISSUED UNDER SECTION 987
	.01 In general.
	Following the publication of the 2024 final regulations, the Treasury Department and the IRS received feedback requesting modifications to the loss limitation rules under § 1.987-11 in order to provide taxpayers with additional flexibility to rec...
	Additionally, in response to comments, the definition of a section 987 hedging transaction would be expanded to cover certain hedges that do not meet the GAAP hedging requirement of § 1.987-14(b)(2)(iv).  The Treasury Department and the IRS are c...
	Except as otherwise provided, terms used in this section 4 have the meaning provided in §§ 1.987-1 through 1.987-15.
	.02 Proposed modification to loss suspension rules.
	Sections 1.987-11(c)(1) (the CRE loss suspension rule) and 1.987-7(d)(1)(ii) (the partnership loss suspension rule) apply to a section 987 QBU or a successor deferral QBU only in a taxable year in which either—
	(1) The remittance proportion (determined under § 1.987-5(b)(1), or, if an election to use the equity and basis pool method is in effect, under section 3.10(1) of this notice) with respect to the section 987 QBU or successor deferral QBU exceeds five ...
	(2) The total amount of net unrecognized section 987 loss or deferred section 987 loss with respect to the section 987 QBU or successor deferral QBU that would become suspended section 987 loss under § 1.987-11(c)(1) or § 1.987-7(d)(1)(ii) (in each ca...

	.03 Proposed modification to the recognition grouping requirement.
	.04 Proposed modification to the definition of successor deferral QBU.
	A section 987 QBU is treated as a successor deferral QBU only if the requirements of § 1.987-12(g)(2) are met and a significant portion of the assets of the terminated section 987 QBU described in § 1.987-12(g)(1)(i) are reflected on the books an...
	.05 Proposed modification to the definition of a section 987 hedging transaction.
	(1) In general.  A hedge described in § 1.987-14(b)(1) may qualify as a section 987 hedging transaction even if the GAAP hedging requirement of § 1.987-14(b)(2)(iv) is not met, provided that the other requirements of § 1.987-14(b) are met and the hedg...
	(2) Identification.  If a hedge does not meet the GAAP hedging requirement and qualifies as a section 987 hedging transaction due to the application of section 4.05(1) of this notice, and the hedge was entered into before April 26, 2026, the hedge wil...
	(a) The hedge is identified under § 1.987-14(c) before April 26, 2026; and
	(b) The owner of the hedged QBU identifies substantially all of the hedges with respect to the hedged QBU for the taxable year (including hedges that meet the GAAP hedging requirement) as section 987 hedging transactions.
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