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wife by application of the option rule, then
such constructive ownership by A is regarded
as actual ownership for the purpose of applying the family and partnership rule so as to
make another member of A’s family, for example, B, the constructive owner of the
stock. Hence, since A may be considered as
owning his wife’s stock by applying either
the family-partnership rule or the option
rule, the provisions of section 544(a)(6) apply
and accordingly A must be considered the
constructive owner of his wife’s stock under
the option rule rather than the family-partnership rule. B thus becomes the constructive owner of 30 percent of the stock of the
M corporation, namely, his own 10 percent,
A’s 10 percent, and AW’s 10 percent constructively owned by A as the holder of an option
on the stock.
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Definition.

(a) Undistributed personal holding
company income is the amount which
is subject to the personal holding company tax imposed under section 541.
Undistributed personal holding company income is the taxable income of
the corporation adjusted in the manner
described in section 545(b) and § 1.545–2,
and section 545(c) and § 1.545–3, less the
deduction for dividends paid. See part
IV (section 561 and following), subchapter G, chapter 1 of the Code, and
the regulations thereunder, relating to
the dividends paid deduction.
(b) For purposes of the imposition of
the personal holding company tax on a
foreign corporation, resident or nonresident, which files or causes to be
filed a return, the undistributed personal holding company income shall be
computed on the basis of the taxable
income from sources within the United
States, and such income shall be adjusted in accordance with the principles of section 545(b) and § 1.545–2, and
section 545(c) and § 1.545–3. For purposes
of the imposition of such tax on a foreign corporation, resident or nonresident, which files no return, the undistributed personal holding company
income shall be computed on the basis
of the gross income from sources within the United States without allowance
of any deductions. For purposes of this
paragraph, a nonresident foreign corporation will be considered to have
filed a return for any taxable year ending before September 9, 1958, if the re-

turn for any such taxable year is filed
on or before February 5, 1960.
[T.D. 6949, 33 FR 5525, Apr. 9, 1968]

§ 1.545–2 Adjustments to taxable income.
(a) Taxes—(1) General rule. (i) In computing undistributed personal holding
company income for any taxable year,
there shall be allowed as a deduction
the amount by which Federal income
and excess profits taxes accrued during
the taxable year exceed the credit provided by section 33 (relating to taxes of
foreign countries and possessions of the
United States), and the income, war
profits, and excess profits taxes of foreign countries and possessions of the
United States accrued during the taxable year (to the extent provided by
subparagraph (3) of this paragraph), except that no deduction shall be allowed
for (a) the accumulated earnings tax
imposed by section 531 (or a corresponding section of a prior law), (b)
the personal holding company tax imposed by section 541 (or a corresponding section of a prior law), and
(c) the excess profits tax imposed by
subchapter E, chapter 2 of the Internal
Revenue Code of 1939, for taxable years
beginning after December 31, 1940. The
deduction is for taxes for the taxable
year, determined under the accrual
method of accounting, regardless of
whether the corporation uses an accrual method of accounting, the cash
receipts and disbursement method, or
any other allowable method of accounting. In computing the amount of
taxes accrued, an unpaid tax which is
being contested is not considered accrued until the contest is resolved.
(ii) However, the taxpayer shall deduct taxes paid, rather than taxes accrued, if it used that method with respect to Federal taxes for each taxable
year for which it was subject to the tax
imposed by section 500 of the Internal
Revenue Code of 1939, unless an election is made under subparagraph (2) of
this paragraph to deduct taxes accrued.
(2) Election by taxpayer which deducted
taxes paid. (i) If the corporation was
subject to the personal holding company tax imposed by section 500 of the
Internal Revenue Code of 1939 and, for
the purpose of that tax, deducted Federal taxes paid rather than such taxes
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