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Disclaimer

▪ This material has been prepared for general informational and 

educational purposes only and is not intended, and should not be 

relied upon, as accounting, tax, legal or other professional advice. 

Please refer to your advisors for specific advice.

▪ The diagrams set forth in this presentation are for illustrative 

purposes only and for ease of explanation. Please note that the facts 

and circumstances for any taxpayer will vary and it is essential that 

business purposes and specific facts and circumstances are 

independently assessed.

▪ Neither the EY organization nor any of its member firms thereof 

shall bear any responsibility whatsoever for the content, accuracy or 

security of any third-party websites that are either linked (by way of 

hyperlink or otherwise) or referred to in this presentation.

▪ The views of third parties set out in this event are not necessarily 

the views of the global EY organization or its member firms. 

Moreover, they should be seen in the context of the time they were 

made.
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Objectives

▪ Recognize how the US taxes income of non-US subsidiaries and how it has changed with the enactment 

of the Tax Cuts and Jobs Act (TCJA) and the One Big Beautiful Bill Act (OBBBA).

▪ Identify the changes in taxation of export income earned by a US company pre-TCJA through OBBBA.

▪ Discuss the latest updates with respect to the Organisation for Economic Co-operation and

Development’s (OECD’s) Base Erosion and Profit Shifting (BEPS) Pillar 2 initiative
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2
▪ Taxation of 

export 

income 

earned by US 

companies

3
▪ Update on 

the OECD’s 

BEPS Pillar 2 

initiative

Agenda

1
▪ US taxation 

of non-US 

subsidiaries’ 

earnings 

(post-TCJA 

and OBBBA)
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US taxation of
non-US subsidiaries’
earnings
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US taxation of earnings of foreign subsidiaries owned by US person: 
overview

Pre-TCJA and OBBB

▪ Subpart F income (§951)

▪ Dividend income

TCJA

▪ Subpart F income (§951)

▪ Global intangible low-taxed 

income (GILTI) (§951A)

▪ Qualified business asset

investment (QBAI)

▪ Dividend income

▪ 100% dividend received 

deduction (§245A)

OBBBA

▪ Subpart F income (§951)

▪ GILTI (§951A)

▪ Dividend income

▪ 100% dividend received

deduction (§245A)

Not included: passive foreign investment company, Foreign Investment in Real Property
Tax Act, income effectively connected with a US trade or business
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US taxation of earnings of foreign subsidiaries owned by US person: 
Subpart F income –  consistency since 1962

▪ Impact: Foreign subsidiaries’ earnings are 

immediately included in the taxable income of US 

shareholders (defined in §951(b)) and subject to 

full US federal income tax.

▪ Requirements:

▪ Controlled foreign corporation (CFC) - §957

▪ US shareholder - §951(b)

▪ Subpart F income earned by CFC - §952

US Corporation

CFC
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Earnings and profits: $800 

Taxes: $200

Subpart F income: If CFC earns $800 
of Subpart F income, then its earnings 
and profits are included in US 
Corporation’s taxable income.



US taxation of earnings of foreign subsidiaries owned by US person: 
Subpart F income –  foreign base company income

Foreign personal holding 

company income (§954(a)(1))

▪ Dividends, interest, rents, 

royalties and gains on certain 

types of property (among 

other types of income)

Foreign base company sales 

income (§954(a)(2))

▪ Income earned by a CFC where 

there is a related-party sale or 

purchase and the (i) product is 

not manufactured in the CFC’s 

country, (ii) the product is not 

sold to a customer in the CFC’s 

country and (iii) the CFC does 

not manufacture the product

Foreign base company services 

income (§954(a)(3))

▪ Income earned by a CFC from 

a related party for services 

performed outside of the 

CFC’s country of incorporation

US

CFC
US

CFC (UK)

Bank
Interest Product 

sale

Product 
sale

Customer 
(Ireland)

US

CFC (UK)
Customer 
(Ireland)
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US Corporation

Foreign
Corporation

US taxation of earnings of foreign subsidiaries owned by US person: 
Pre-TCJA considerations

▪ Full $800 of earnings and profits (E&P) eventually taxed in US

▪ Immediate taxation to the extent of Subpart F income (§951)

▪ Eventual taxation to the extent of dividend income or sale of 

foreign corporation stock (§1248)

▪ Foreign tax credits

▪ Direct credits for individuals and US corporations (§901)

▪ Indirect credits for corporations (§902/§960)

▪ Previously taxed income (PTI) to prevent double taxation

Earnings and profits: $800 

Taxes: $200

US person

Foreign 
Corporation

Earnings and profits: $800 

Taxes: $200
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US Corporation

Foreign
Corporation

US taxation of earnings of foreign subsidiaries owned by US person: 
Pre-TCJA example

▪ Assume $200 of Subpart F income

▪ Assume $300 of dividends to US Corporation

FORM 1120

▪ Subpart F income ………………… $200

▪ Dividend income …………………… $100 (PTI of $200)

▪ Section 78 gross-up ……………… $60 

▪ Total income ………………………….. $360

▪ Tax rate ………………………………… 35% 

▪ US federal tax before credit. $12

▪ Foreign tax credit ………………… $(60) 

▪ US federal tax ……………………… $66

Earnings and profits: $800 

Taxes: $200

Dividend: $300
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Deferral of taxation: remaining $500 of foreign corporation earnings not subject to tax until repatriated as a dividend



US Corporation

US taxation of earnings of foreign subsidiaries owned by US person: 
Post-TCJA overview

▪ Taxation of E&P:

▪ Partially immediately taxed in US

▪ Remainder recognized as income upon a dividend distribution

▪ Immediate taxation:

▪ Immediate taxation to the extent of Subpart F income (§951) – practically the same as 

pre-TCJA, but definition of US shareholder expanded

▪ Immediate taxation for GILTI:

▪ Aggregate all CFC’s tested income and tested losses

▪ Applies to the extent aggregate CFC’s tested income > 10% of QBAI

▪ Remainder recognized as income upon payment as a dividend or a sale of foreign 

corporation stock (§1248)

▪ Consider application of 100% dividend received deduction (§250)

▪ Foreign tax credits

▪ Direct credits for individuals and US corporations (§901)

▪ Indirect credits for corporations if attributable to income subject to US tax (§960)

▪ Expense apportionment – significant impact on tax arising from GILTI

CFC 1

Earnings and profits: $800 

QBAI = $1,000

Taxes: $200

CFC 2

Earnings and profits: ($200) 

QBAI = $2,000

Taxes: $50
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US taxation of earnings of foreign subsidiaries owned by US person: 
GILTI –  what you need to know

Controlled foreign corporations, 

US shareholders

▪ Only applies to net tested

income of CFCs (as defined in

§957), determined on an 

aggregate basis

▪ Only US shareholders (as 

defined in §951(b)) have a 

GILTI inclusion

Deemed tangible income return 

and Section 250 deduction

▪ Only net tested income that 

exceeds the net deemed 

tangible income return is 

included as a GILTI inclusion to 

US shareholders

▪ US shareholders that are US 

corporations may be eligible 

for a 50% deduction against 

their GILTI inclusion

Foreign tax credits

▪ A US shareholder that is a US 

corporation may be eligible for 

a foreign tax credit for foreign 

taxes attributable to a CFC’s 

tested income

▪ A 20% haircut is applied 

against eligible foreign taxes

▪ A US shareholder must 

apportion expenses to the 

GILTI basket

Net CFC  
tested income

Net deemed tangible 
income return-

US shareholder’s share of tested income -
- US shareholder’s share of tested loss

Net deemed tangible income return - Specified interest expense10% X QBAI
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US taxation of earnings of foreign subsidiaries owned by US person: 
Post-TCJA example

▪ Assume CFC 1 earns Subpart F income of $200

▪ Assume $300 dividend to US Corporation from CFC 1

FORM 1120

▪ Subpart F inclusion ………………. $200

▪ GILTI inclusion ………………………. $400 ($600 - $100 tested loss - $100 NDTI)

▪ Section 78 gross-up ……………… $150 ($50 from Sub F and $100 from GILTI)

▪ Section 250 deduction …………  ($250) ([$400 GILTI + $100 GILTI §78 G/U]* 50%)

▪ Total income ………………………….. $500

▪ Tax rate …………………………………

▪ US federal tax before credit.

▪ Foreign tax credit …………………

▪ US federal tax ……………………

21% 

$105

$(105) (assumes no expense apportionment)

$0

No tax on dividends: dividend of $300 is previously taxed E&P (PTEP) - not taxed by US upon repatriation. 
Remaining $500 can be repatriated as PTEP or a dividend eligible for 100% DRD

US Corporation

CFC 1

Earnings and profits: $800 

QBAI = $1,000

Taxes: $200

CFC 2

Earnings and Profits: ($100) 

QBAI = $2,000

Taxes: $25

Dividend: $300
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GILTI without foreign tax credit expense

apportionment

GILTI with foreign tax credit expense

apportionment

US taxation of earnings of foreign subsidiaries owned by US person: 
Post-TCJA example with expense apportionment

US Corporation

CFC 1

Earnings and profits: $800 

QBAI = $1,000

Taxes: $200

CFC 2

Earnings and profits: ($100) 

QBAI = $2,000

Taxes: $25

Dividend: $300

▪ Assume CFC 1 earns Subpart F income of $200

▪ Assume US Corporation has $2,000 of interest 

expense, of which 150 is allocated to the GILTI 

foreign tax credit basket

U S  T a x  C a l c u l a t i o n

N e t  G I L T I  I n c l u s i o n 4 0 0

S e c t i o n  7 8  G r o s s  U p 1 0 0

T o t a l  G I L T I  +  7 8  G U 5 0 0

S e c .  2 5 0  D e d u c t i o n - 2 5 0

T o t a l  G I L T I  I n c o m e 2 5 0

U S  T a x  R a t e 2 1 %

U S  T a x  B e f o r e  C r e d i t 5 3

F o r e i g n  T a x  C r e d i t 5 3

U S  T a x  A f t e r  C r e d i t 0

F o r e i g n  T a x  C r e d i t  L i m i t

G I L T I  I n c o m e 2 5 0

E x p e n s e  A p p t 0

G I L T I  F T C  B a s k e t 2 5 0

F T C  L i m i t 5 3

E l i g i b l e  F o r e i g n  T a x e s 8 0

F o r e i g n  T a x  C r e d i t 5 3

U S  T a x  C a l c u l a t i o n

N e t  G ILT I  I n c l u s i o n 4 0 0

S e c t i o n  7 8  G r o s s  U p 1 0 0

To ta l  G ILT I  +  7 8  G U 5 0 0

S e c .  2 5 0  D e d u c t i o n -2 5 0

To ta l  G ILT I  I n c o m e 2 5 0

U S  T a x  R a t e 2 1 %

U S  T a x  B e f o r e  Cred i t 5 3

F o r e i g n  T a x  Cred i t -2 1

U S  T a x  A f t e r  Cred i t 3 2

F o r e i g n  T a x  C r e d i t  L i m i t

GILT I  I n c o m e 2 5 0

E x p e n s e  A p p t -1 5 0

GILT I  F T C  B a s k e t 1 0 0

F T C  L im i t 2 1

E l i g i b l e  F o r e i g n  T a x e s 8 0

F o r e i g n  T a x  Cred i t 2 1
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US Corporation

US taxation of earnings of foreign subsidiaries owned by US person: 
Post-OBBBA overview

▪ Taxation of E&P:

▪ Partially immediately taxed in US

▪ Remainder recognized as income upon a dividend distribution

▪ Immediate taxation

▪ Immediate taxation to the extent of Subpart F income (§951) – practically the same as 

pre-TCJA, but pro rata share of income definition changed

▪ Immediate taxation for GILTI net CFC tested income (NCTI):

▪ Aggregate all CFC’s tested income and tested losses

▪ Aggregate CFC’s tested income > 10% of QBAI

▪ Remainder recognized as income upon payment as a dividend or a sale of foreign 

corporation stock (§1248)

▪ Consider application of 100% dividend received deduction (§250)

▪ Foreign tax credits

▪ Direct credits for individuals and US corporations (§901)

▪ Indirect credits for corporations if attributable to income subject to US tax (§960)

▪ Expenses apportionment – significant impact on tax arising GILTI

CFC 1

Earnings and profits: $800 

QBAI = $1,000

Taxes: $200

CFC 2

Earnings and profits: ($200) 

QBAI = $2,000

Taxes: $50
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US taxation of earnings of foreign subsidiaries owned by US person: 
NCTI –  what you need to know

Controlled foreign corporations, 

US shareholders

▪ STILL: Only applies to net 

tested income of CFCs (as 

defined in §957), determined 

on an aggregate basis

▪ STILL: Only US shareholders 

(as defined in §951(b)) have a 

NCTI income inclusion

Deemed tangible income return 

and Section 250 deduction

▪ Only net tested income that 

exceeds the net deemed 

tangible income return is 

included as a GILTI inclusion to 

US shareholders

▪ US shareholders that are US 

corporations may be eligible 

for a 50% 40% deduction 

against their GILTI NCTI 

inclusion

Foreign tax credits

▪ A US shareholder that is a US 

corporation may be eligible for 

a foreign tax credit for foreign 

taxes attributable to a CFC’s 

tested income

▪ A 20% 10% haircut is applied 

against eligible foreign taxes

▪ A US shareholder must 

apportion limited expenses to 

GILTI NCTI basket

Net CFC  
tested income

US shareholder’s share of tested income -
- US shareholder’s share of tested loss
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US taxation of earnings of foreign subsidiaries owned by US person: 
Post-OBBBA example

▪ Assume CFC 1 earns Subpart F income of $200

▪ Assume $300 dividend to US Corporation from CFC 1

FORM 1120

▪ Subpart F inclusion ………………. $200

▪ GILTI inclusion ………………………. $500 ($600 - $100 tested loss - $100 NDTI)

▪ Section 78 gross-up ……………… $175 ($50 from Sub F and $125 from GILTI)

▪ Section 250 deduction …………  ($250) ([$500 GILTI + $125 GILTI §78 G/U] *  40%)

▪ Total income ………………………….. $625

▪ Tax rate …………………………………

▪ US federal tax before credit.

▪ Foreign tax credit …………………

▪ US federal tax ………………………

21% 

$131

$(131) (assumes no expense apportionment)

$0

No tax on dividends: dividend of $300 is PTEP - not taxed by US upon repatriation. Remaining $500 can be 
repatriated as PTEP or a dividend eligible for 100% DRD

US Corporation

CFC 1

Earnings and profits: $800 

QBAI = $1,000

Taxes: $200

CFC 2

Earnings and profits: ($100) 

QBAI = $2,000

Taxes: $25

Dividend: $300
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GILTI with foreign tax credit expense

apportionment

NCTI with foreign tax credit expense

apportionment

US taxation of earnings of foreign subsidiaries owned by US person: 
Post-OBBBA example with expense apportionment

US Corporation

CFC 1

Earnings and profits: $800 

QBAI = $1,000

Taxes: $200

CFC 2

Earnings and profits: ($100) 

QBAI = $2,000

Taxes: $25

Dividend: $300

▪ Assume CFC 1 earns Subpart F income of $200

▪ Assume US Corporation has $2,000 of interest 

expense, of which 150 is allocated to the GILTI 

foreign tax credit basket

U S  T a x  C a l c u l a t i o n

N e t  G ILT I  I n c l u s i o n 4 0 0

S e c t i o n  7 8  G r o s s  U p 1 0 0

To ta l  G ILT I  +  7 8  G U 5 0 0

S e c .  2 5 0  D e d u c t i o n -2 5 0

To ta l  G ILT I  I n c o m e 2 5 0

U S  T a x  R a t e 2 1 %

U S  T a x  B e f o r e  Cred i t 5 3

F o r e i g n  T a x  Cred i t -2 1

U S  T a x  A f t e r  C red i t 3 2

F o r e i g n  T a x  C r e d i t  L i m i t

GILT I  I n c o m e 2 5 0

E x p e n s e  A p p t -1 5 0

GILT I  F T C  B a s k e t 1 0 0

F T C  L im i t 2 1

E l i g i b l e  F o r e i g n  T a x e s 8 0

F o r e i g n  T a x  Cred i t 2 1

U S  T a x  C a l c u l a t i o n

N e t  GILT I  Inc l us i on 500

S e c t i o n  7 8  G r o s s  U p 125

Tota l  GILT I  +  7 8  G U 625

S e c .  2 5 0  D e d u c t i o n -2 5 0

Tota l  GILT I  I n c o m e 375

U S  T a x  R a t e 2 1 %

U S  T a x  B e f o r e  Cred i t 79

F o r e i g n  T a x  Cred i t 79

U S  T a x  A f te r  Cred i t 0

F o r e i g n  T a x  C r e d i t  L i m i t

GILTI  I n c o m e 375

E x p e n s e  A p p t 0

GILT I  F T C  B a s k e t 375

F T C  L im i t 79

E l i g i b le  F o r e i g n  T a x e s 113

F o r e i g n  T a x  Cred i t 79
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Taxation of export 
income by US 
companies
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US taxation of export income: overview

Pre-TCJA and OBBB

▪ Domestic international 

sales corporations (DISCs)

▪ Pre-2018: deduction for 

domestic production 

income (DPAD)

▪ Pre-2007: extraterritorial 

income (ETI)

▪ Pre-2001: foreign sales

corporations (FSCs)

TCJA

▪ Foreign-derived intangible 

income (FDII) (§250)

▪ Qualified business asset 

investment (QBAI)

OBBBA

▪ FDII (§250)

The US has historically used income tax benefits to incentivize US companies to keep export 
functions in the US (rather than moving people and assets offshore).
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US Corporation

CFC

US taxation of export income: post-TCJA considerations

▪ FDII eligible for a 37.5% deduction under §250

▪ Export income is considered to be foreign-derived deduction

eligible income (FDDEI), which includes:

▪ Export sales

▪ Export services

▪ Gains from the sale of IP/royalty income from licensing

intangible property outside of the US

▪ Transportation income

▪ The benefit is reduced by the deemed tangible income return: 

10% of QBAI

▪ Expenses must be apportioned against FDDEI (for interest 

expense, the amount is apportioned before the Section 163(j) 

limitation applies)

Earnings and profits: $800 

Taxes: $200

Foreign 
Corporation

$2,000

payment for 
services 
performed for 
CFC

$1,000

payment for 
goods sold for 
use outside the 
US
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US taxation of export income: post-TCJA example

▪ Assume US Corporation earns $10,000 of total taxable income

▪ Inclusive in the $10,000 is $2,000 of gross income from the export of goods and

$1,000 of gross income from export services

▪ Assume included in the $10,000 is $4,000 of interest expense, of which $1,200 is 

allocated to FDDEI

FORM 1120

▪ FDDEI ………………………………………………................... $1,800 ($3,000 - $1,200 interest)

▪ Deduction eligible income (DEI) ………………………….. $10,000

▪ Ration of FDDEI to DEI…………………………………………. 18% ($1,800 FDDEI/$10,000 DEI)

▪ Deemed tangible income return (DTIR) …………….. $2,500 ($25,000 QBAI *  10%)

▪ Deemed intangible income (DII) ………………………….. $7,500 (DEI – DTIR)

▪ Foreign-derived intangible income …………… $1,350 ($7,500 DII *  18%)

▪ Section 250 deduction ..................................... $506 ($1,350 *  37.5%)

Export incentive: US Corporation received a deduction against taxable income for $506 related to its export of goods 
($1,000) and services ($2,000).

Foreign 
Corporation

$2,000

payment for 
services 
performed for 
CFC

$1,000

payment for 
goods sold for 
use outside the 
US
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US Corporation

CFC

US taxation of export income: post-OBBBA considerations

▪ FDII FDDEI eligible for a 37.5% 40% deduction

▪ Export income is considered to be FDDEI – which includes:

▪ Export sales

▪ Export services

▪ Gains from the sale of IP/royalty income from licensing 

intangible property outside of the US

▪ Transportation income

▪ The benefit was reduced by the deemed tangible income return; 

effectively 10% of QBAI

▪ Certain expenses must be apportioned against FDDEI (in the case 

of interest expense, the amount was apportioned before the 

Section 163(j) limit)

Earnings and profits: $800 

Taxes: $200

Foreign 
Corporation

$2,000

payment for 
services 
performed for 
CFC

$1,000

payment for 
goods sold for 
use outside the 
US
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US taxation of export income: post-TCJA example

▪ Assume US Corporation earns $10,000 of total income

▪ Inclusive in the $10,000 is $2,000 of gross income from export services and $1,000 of

gross income from export services

▪ Assume included in the $10,000 is $4,000 of interest expense, of which $1,200 is 

allocated to FDDEI

FORM 1120

▪ FDDEI ………………………………………………................... $3,000

▪ Section 250 deduction ..................................... $1,200 ($3,000 *  40%)

Export incentive: US Corporation received a deduction against taxable income for $1,200 related to its export of goods 
($1,000) and services ($2,000).

Foreign 
Corporation

$2,000

payment for 
services 
performed for 
CFC

$1,000

payment for 
goods sold for 
use outside the 
US
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Taxable inco
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CFC
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000



Update on OECD’s 
BEPS project 
(Pillar Two)
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Global minimum tax (Pillar 2): background

UTPR

UPE (Country X)

Subsidiary C 

(developing 

country)

Subsidiary B

(Country Z)

Subsidiary A

(Country Y)

IIR

RTTSQDMTT

▪ Primary rule: A top-up tax is imposed at 

the level of the ultimate parent entity 

(UPE) or intermediate parent entity for 

low-taxed constituent entities.

▪ Minimum ETR is 15%

2 | GloBE: IIR

▪ Backstop to IIR — applies if no IIR imposed.

▪ Top-up tax is allocated to countries with constituent 

entities based on tangible assets/employees. Imposed by 

limiting or denying deductions or requiring an equivalent 

adjustment.

▪ Minimum ETR is 15%.

3 | GloBE: UTPR

▪ Applies before IIR and UTPR.

▪ Top-up tax is assessed by the low-tax jurisdiction itself 

under a computation consistent with Pillar Two top-up tax 

computation.

▪ Minimum ETR is 15%.

1 | GloBE: QDMTT

IIR = Income Inclusion Rule, UTPR = Undertaxed Profits Rule, QDMTT = Qualified Domestic Minimum Top-up Tax
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Global minimum Tax (Pillar 2) status

Public statements

▪ June 2025: G7 shared understanding:

▪ Side-by-side system

▪ Material simplification to administration/compliance

▪ Changes to Pillar 2 treatment of substance based non-refundable 

credits

▪ June 2025: OECD Secretary-GenIenratlesrtnataemtieonnt a– l“wtaarxmllyawnedlcsocmaepde:
the statement”

▪ July 2025: German Chancellor call for suspension of EU’s rollout

▪ July 2025: Bloomberg reports: OECD exploring a range of options

▪ Post-July: OECD/G20 framework and EU meetings

Impacts

▪ Potential changes and impact remain to be seen

▪ QDMTT – likely to remain in many countries

▪ Implementation through safe harbor a possibility, at least in the

short term

▪ What about other tax systems: China? Brazil?

▪ What will impact be on compliance?

▪ More to come …
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