8780. What is the corporate dividend exclusion?

A corporation, as a legal entity, may own shares in other corporations in the same manner as individuals, and is entitled to receive any dividends on such shares. 

However, in computing its taxable income, a corporation, unlike an individual, may deduct 80 percent of dividends received from domestic corporations if it owns at least 20 percent but less than 80 percent of the stock.
 For corporations that own less than 20 percent of the distributing corporation the deduction is limited to 70 percent of the dividends received.
 Dividends received are 100 percent deductible if the recipient is a small business investment company operating under the Small Business Investment Act, or, subject to certain conditions, if the recipient is a member of the same affiliated group of corporations as the issuer of the dividends (generally meaning 80 percent or more common ownership).
 

In order to prevent abuse of the dividends-received deduction through extremely short-term investments designed only to capture imminent dividends on a tax-free basis, the deduction is available only if the stock is held for a minimum period, depending on the type of stock involved.

Dividends from Foreign Corporations

Dividends received by a domestic corporation which owns at least 10 percent of a foreign corporation are subject to a domestic corporation deduction only to the extent that the dividends are deemed attributable to U.S. source income of the foreign corporation. This is computed by applying to the dividends received a ratio equal to the ratio of U.S. source income to total income of the foreign corporation. Once the U.S.-source portion is determined, the deduction is then limited, depending on the percentage ownership of the foreign corporation. If the domestic corporation owns at least 10 percent, but less than 20 percent, the deduction is 70 percent of the U.S.-source portion of the dividends received. If the percentage ownership is at least 20 percent, the portion deductible increases to 80 percent of the U.S.-source dividends received.

A 100 percent deduction is allowed for dividends received from a foreign wholly-owned subsidiary of a domestic corporation, provided that all of the subsidiary’s income is effectively connected with a U.S. trade or business. Special rules apply in the case of dividends received from certain foreign sales corporations (FSCs).

Debt-Financed Portfolio Stock

The dividends-received deduction is further limited with respect to dividends received from debt-financed portfolio stock. In general, the otherwise allowable deduction (after applying the other limitations) must be reduced by a percentage equal to the percentage of the cost of the dividend-yielding stock which was debt-financed.
 

�	.	IRC Sec. 243(c).


�	.	IRC Sec. 243(a)(1).


�	.	IRC Sec. 243(a)(3).


�	.	IRC Secs. 245 and 922.


�	.	IRC Sec. 246(a).





