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Disclaimer

 The views expressed by the presenters are not necessarily those of Ernst & Young LLP (EY US) or other members of 
the global EY organization.

 This presentation is provided solely for the purpose of enhancing knowledge of tax matters. It does not provide 
accounting, tax, legal or other professional advice because it does not take into account any specific taxpayer’s facts 
and circumstances. Please refer to your advisors for specific advice. 

 Neither EY nor any member firm thereof shall bear any responsibility whatsoever for the content, accuracy or security 
of any third-party websites that are linked (by way of hyperlink or otherwise) in this presentation.

 EY refers to the global organization, and may refer to one or more, of the member firms of Ernst & Young Global 
Limited, each of which is a separate legal entity. Ernst & Young LLP is a client-serving member firm of Ernst & Young 
Global Limited operating in the US.

 This presentation is © 2026 Ernst & Young LLP. All Rights Reserved. No part of this document may be reproduced, 
transmitted or otherwise distributed in any form or by any means, electronic or mechanical, including by 
photocopying, facsimile transmission, recording, rekeying or using any information storage and retrieval system, 
without written permission from Ernst & Young LLP (EY US). Any reproduction, transmission or distribution of this 
form or any of the material herein is prohibited and is in violation of US and international law. Ernst & Young LLP 
(EY US) expressly disclaims any liability in connection with use of this presentation or its contents by any third party.
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 We will launch at least three polls per CPE 
credit.

 Participants must attend the full session and 
must answer at least three polls per CPE credit 
to receive full credit.

CPE eligibility
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Welcome
Compliance update and 
controversy

Neelu Mehrotra
EY Americas International Tax and Transaction 
Services (ITTS) Tax Compliance Lead
Ernst & Young U.S. LLP
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 Changes to Section 958(b)(4) and new Section 951B

 Form updates for tax year 2025

 Section 987 reporting

 Current state of the IRS and controversy implications

 Controversy trends

Topics
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 Describe changes to Section 958(b)(4) and new 
Section 951B

 Discuss form updates for tax year 2025

 Discuss Section 987 reporting

 Describe current state of the IRS and controversy 
implications

 Update on controversy trends

Objectives
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Changes to Section 958(b)(4) 
and new Section 951B

01
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How much time does your team spend 
determining filing requirements for 
Form 5471?

Polling 1

A. None — we roll over prior year

B. Less than 10 hours

C. More than 10 hours

D. N/A (EY associate, faculty, etc.)
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Changes to downward attribution

 The One Big Beautiful Bill Act (OBBBA) reinstated Section 958(b)(4) (repealed as part of Tax Cuts and 
Jobs Act (TCJA)), limiting downward attribution of stock ownership when applying the constructive 
ownership rules. 

 This change eliminated Controlled Foreign Corporation (CFC) status for many foreign corporations that 
are not controlled (directly or indirectly) by US shareholders.

 However, new Section 951B applies downward attribution from foreign persons in certain circumstances 
to apply subpart F and Net CFC Tested Income (NCTI) inclusion rules to foreign corporations that would 
not otherwise be CFCs:

 Applies to “foreign-controlled US shareholders” (FCUSS) of “foreign-controlled foreign corporations” 
(FCFC).

 A FCUSS is a US person that is a US shareholder of a foreign corporation if (i) downward attribution 
from foreign persons applied and (ii) the definition of US shareholder applied with a threshold of more 
than 50%.

 A FCFC is a foreign corporation that is not a CFC but would be a CFC if (i) the definition of CFC is 
applied to FCUSS instead of US shareholders and (ii) downward attribution from foreign persons 
applied.

11



21st Annual EY International Tax Quantitative and Reporting Conference

Current law of Section 958(b)(4) example

Page 1212
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Non-US
feeder

 Prior to reinstatement of Section 958(b)(4), non-US sub and non-US blocker each would have been characterized 
as CFCs under the Internal Revenue Code.

 Rev. Proc. 2019-40 provided relief from filing obligations.

 Following enactment of OBBBA, CFC status is no longer met and no Form 5471 filing obligations should arise.

The diagram is 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 client specific facts and 
circumstances are independently assessed.
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New Section 951B example

Page 1313
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FCUSS/foreign-controlled CFC illustrationNo CFC or Form 5471 filing obligations

The diagram is 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 client specific facts and 
circumstances are independently assessed.
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Form updates for 
tax year 2025

02



21st Annual EY International Tax Quantitative and Reporting Conference21st Annual EY International Tax Quantitative and Reporting Conference15

Do you outsource, co-source or do your 
international compliance internally?

Polling 2

A. Outsource

B. Co-source

C. In-house

D. N/A (EY associate, faculty, etc.)
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Summary of changes to international forms

Page 16

IRS form Form status Instruction status Material changes
FORM 5471 Final Form 5471 released on 

January 9, 2026
Final Form 5471 instructions 
posted on January 30, 2026

 Page 1 — new address text box indicating the filer’s room or studio number 
(aligns with draft Form 1120, etc.).

 Sch. E — draft instructions provide guidance on the allocation of taxes in 
connection with the repeal of the one-month deferral election.

 Sch. G — new Q3b regarding Section 987 qualified business units (QBUs), 
referencing the new Form 8964-TRA.

 Sch. G — updated Q8 regarding triangular reorganizations.
 Sch. G — new line 14, Q22 regarding dividends paid/deemed paid by a CFC 

that are potentially subject to the pro rata share transition rule.
 Sch. G — new Q21 regarding earnings and profits (E&P) adjustments 

attributable to Section 304 transactions.

16
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Form 5471, category of filer update

 Instructions clarify Category 5b and 5c filers cannot file a joint Form 5471 because they do 
not have the same filing requirements. 

17

Source: Instructions for Form 5471 (Rev. December 2025))

https://eur01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.irs.gov%2Fpub%2Firs-pdf%2Fi5471.pdf&data=05%7C02%7CThara.Nair1%40gds.ey.com%7C756f667081594c6a047508de85c5d641%7C5b973f9977df4bebb27daa0c70b8482c%7C0%7C0%7C639095282028475131%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=4KVKJMg0%2BizmYszV21n%2BAzHBfBK2NdiqB4c4coLt81g%3D&reserved=0
https://eur01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.irs.gov%2Fpub%2Firs-pdf%2Fi5471.pdf&data=05%7C02%7CThara.Nair1%40gds.ey.com%7C756f667081594c6a047508de85c5d641%7C5b973f9977df4bebb27daa0c70b8482c%7C0%7C0%7C639095282028475131%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=4KVKJMg0%2BizmYszV21n%2BAzHBfBK2NdiqB4c4coLt81g%3D&reserved=0
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Form 5471, category of filer update (cont.)

 Instructions also include example to illustrate Notice 2018-13 applicability.

 Instructions highlight that if taxpayer files on behalf of other persons, pursuant to the joint 
filers’ exception, taxpayer should only check the category or categories that apply to them. 

18Page 18

Source: Instructions for Form 5471 (Rev. December 2025))

https://eur01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.irs.gov%2Fpub%2Firs-pdf%2Fi5471.pdf&data=05%7C02%7CThara.Nair1%40gds.ey.com%7C756f667081594c6a047508de85c5d641%7C5b973f9977df4bebb27daa0c70b8482c%7C0%7C0%7C639095282028475131%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=4KVKJMg0%2BizmYszV21n%2BAzHBfBK2NdiqB4c4coLt81g%3D&reserved=0
https://eur01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.irs.gov%2Fpub%2Firs-pdf%2Fi5471.pdf&data=05%7C02%7CThara.Nair1%40gds.ey.com%7C756f667081594c6a047508de85c5d641%7C5b973f9977df4bebb27daa0c70b8482c%7C0%7C0%7C639095282028475131%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=4KVKJMg0%2BizmYszV21n%2BAzHBfBK2NdiqB4c4coLt81g%3D&reserved=0
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Summary of changes to international forms

Page 19

IRS form Form status Instruction status Material changes

Form 8865 Final Form 8865 released on 
January 6, 2026

Final instructions released on 
January 6, 2026

 Page 1 — filer’s address changed from one text box to multiple and Q8 broken 
out into 8a and 8b with prior Q8 on line 8a and 8b reserved for future use.

Form 1065 K-2/K-3

Final Schedule K-2 released on 
January 12, 2026
Final Schedule K-3 released on 
December 17, 2025

Final instructions released on 
January 12, 2026

 Schedule K-2 page 1 now includes an amended return checkbox.
 Part IV, Section 1 (Foreign-Derived Intangible Income (FDII) information) 

includes new lines 3a and 3b to reflect the new deduction eligible income (DEI) 
exclusions for income/gain from the disposition of intangible property (as 
defined in Section 367(d)(4)) and any other property of a type that is subject 
to depreciation, amortization or depletion by the seller. These new DEI 
exclusions apply to sales or other dispositions occurring after June 16, 2025.

 Part X, Section 1 — lines 15 and 16 revised to specify other gains.
 Part X, Section 1 — lines 19 and 20 revised to specify other income.

Form 8865 K-2/K-3

Final Schedule K-2 released on 
January 7, 2026
Final Schedule K-3 released on 
January 6, 2026

Final instructions released on 
January 12, 2026

 Schedule K-2 page 1 now includes an amended return checkbox.
 Part IV, Section 1 (FDII information) includes new lines 3a and 3b to reflect 

the new DEI exclusions for income/gain from the disposition of intangible 
property (as defined in Section 367(d)(4)) and any other property of a type 
that is subject to depreciation, amortization or depletion by the seller. These 
new DEI exclusions apply to sales or other dispositions occurring after June 
16, 2025.
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Summary of changes to international forms (cont.)

Page 20

IRS form Form status Instruction status Material changes
Form 4626 (corporate 
alternative minimum tax 
(CAMT))

Final Form 4626 posted on January 
8, 2026

Final instructions posted on 
February 2, 2026

 Page 1 — New question asking if the corporation filing the Form 4626 has 
determined it is an applicable corporation in current or prior years. If so, the 
corporation is not required to complete Form 4616 Part I.  

Form 8621 (passive 
foreign investment 
company (PFIC))

Final Form 8621 posted on 
November 26, 2025

Final Form 8621 instructions 
posted on January 13, 2026

 Part V — filers now required to enter a currency code above line 15a.
 Part V — new guidance in instructions regarding determination of excess 

distribution in a single currency.
 Part V — new line 15e(2) requesting filers to report the line 15e(1) amount in 

USD .

Form 1120-F Final Form 1120-F posted on 
January 8, 2026

Final instructions posted on 
January 26, 2026

 Page 3 — Line GG 2 updated annual gross receipts amount from $30m to 
$31m.

Form 1118 (foreign tax 
credit (FTC))

Final Form 1118 posted on 
December 22, 2025

Final Form 1118 instructions 
posted on December 22, 2025

 Sch. A — new column 1(b) for codes previously included in column 1 (e.g., 
Section 951A, High-Tax Kick-Out (HTKO), Section 863(b)).

 Sch. B, pt 1 — taxes on Previously Taxed Earnings and Profits (PTEP) 
distributions broken out into two columns, including the PTEP group code.

 Sch. B, pt 3 — Line 8 was added to clarify calculation. Past year lines 8 and 9 
were renumbered to 9 and 10, respectively.

 Sch. E — now required to include both Section 901 credits on distributions of 
PTEP and Section 960(b) deemed paid credits (previously just Section 960(b) 
credits were reported).

 Sch. E, pt 1 — includes new lines 12–16 breaking out disallowed FTCs.
 Sch. G — new line H for reduction for disallowed taxes under Section 960(d)(4) 

(i.e., 10% haircut on FTCs with respect to distributions of Section 951A PTEP).  

Form 1118, Schedule L
(FTC redeterminations)

Final Form 1118 Schedule L posted 
on December 9, 2025

Final Form 1118 Schedule L 
instructions posted on December 
9, 2025

 Part V (contested taxes) — previous column 9 has been split into separate 
columns for refunds and additional taxes paid. 

20
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Summary of changes to international forms (cont.)

Page 21

IRS form Form status Instruction status Material changes

Form 8990 (Section 163(j)) Final Form 8990 posted on 
January 8, 2026

Final Form 8990 instructions 
posted on January 21, 2026

 Part I, line 11 has been revised to reinstate the adjustment to add back 
deductions allowable for depreciation, amortization or depletion attributable 
to a trade or business for purposes of computing adjusted taxable income 
(ATI).

Form 8991 (Base Erosion 
and Anti-Abuse Tax (BEAT))

Final Form 8991 instructions 
suggest no new Form 8991 is 
anticipated for TY2025

Final Form 8991 instructions 
posted on January 16, 2026

 No significant changes — the “background” section in the instructions has 
been revised to include a brief discussion of the OBBBA and recent guidance 
under Section 59A for determining and reporting qualified derivative 
payments (QDPs) for securities lending transactions. 

Form 8993 (FDII) Final Form 8993 posted on 
January 7, 2026

Final Form 8993 instructions 
posted on January 8, 2026

 Part I (deduction eligible income, or DEI) includes new lines 2g and 2h to 
reflect the new DEI exclusions for income/gain from the disposition of 
intangible property (as defined in Section 367(d)(4)) and any other property 
of a type that is subject to depreciation, amortization or depletion by the 
seller. These new DEI exclusions apply to sales or other dispositions occurring 
after June 16, 2025.

21
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Section 987 reporting
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Will the new Forms 8964-TRA and 
8964-ELE be impactful to your tax return 
preparation?

Polling 3

A. Yes

B.  No

C.  Have not yet assessed impact

D.  N/A (EY associate, faculty, etc.)
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New Section 987 forms

Page 24

IRS form Form status Instruction status Material changes
Form 8964-TRA
(Section 987 transitional 
information)

Final form released on January 
12, 2026

Final instructions released on 
January 12, 2026

 New form to report the Section 987 transition information required under the 
Section 987 regulations.

 The instructions indicate that partnerships and S corporations are not 
required to complete the forms.

 A separate Form 8964-TRA is required to be completed for each applicable 
QBU.

Form 8964-ELE
(Section 987 elections)

Final form released on January 
12, 2026

Final instructions released on 
January 12, 2026

 New Form 8964-ELE to make or revoke elections under the Section 987 
regulations (e.g., current rate election, annual recognition election).

24

 Form 8964-ELE and Form 8964-TRA should be used, as applicable, for 2025 tax years.

 Reporting of foreign currency gain or loss under Section 987.

 Form 8964 under development — expected draft release for comment in 2026 — not expected to be applicable until 2027.

 Until Form 8964 takes effect, continue to use Form 8858, Schedule C-1.
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Section 987 reporting obligations
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Post-OBBBA profile considerations

26
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Source: Researcher of the Day - Community Home

https://eur01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fsites.ey.com%2Fsites%2Frotd_one%2FSitePages%2FCommunity%2520Home.aspx&data=05%7C02%7CThara.Nair1%40gds.ey.com%7C4bb8c0fc7d0c46c2e45a08de85c40cfd%7C5b973f9977df4bebb27daa0c70b8482c%7C0%7C0%7C639095275163783439%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=e8M2A8t213R1gvLxVbFXJZs0PxJdm%2FRoHpzl4ECrAdQ%3D&reserved=0
https://eur01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fsites.ey.com%2Fsites%2Frotd_one%2FSitePages%2FCommunity%2520Home.aspx&data=05%7C02%7CThara.Nair1%40gds.ey.com%7C4bb8c0fc7d0c46c2e45a08de85c40cfd%7C5b973f9977df4bebb27daa0c70b8482c%7C0%7C0%7C639095275163783439%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=e8M2A8t213R1gvLxVbFXJZs0PxJdm%2FRoHpzl4ECrAdQ%3D&reserved=0
https://eur01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fsites.ey.com%2Fsites%2Frotd_one%2FSitePages%2FCommunity%2520Home.aspx&data=05%7C02%7CThara.Nair1%40gds.ey.com%7C4bb8c0fc7d0c46c2e45a08de85c40cfd%7C5b973f9977df4bebb27daa0c70b8482c%7C0%7C0%7C639095275163783439%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=e8M2A8t213R1gvLxVbFXJZs0PxJdm%2FRoHpzl4ECrAdQ%3D&reserved=0
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Current state of the IRS 
and controversy 
implications
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Potential impacts from current IRS environment

 Hiring freeze
 Optional buyout
 Uncertainty on probationary employees
 Leadership changes

Page 2828

 Exam
 Counsel
 Appeals
 Taxpayer services

Environment remains active Potential impact to IRS
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Timeline of IRS headcount reduction

Page 2929

Source: Snapshot Report: IRS Workforce Reductions as of May 2025, tigta.gov.

http://www.tigta.gov/sites/default/files/reports/2025-08/2025ier027fr.pdf


21st Annual EY International Tax Quantitative and Reporting Conference

IRS headcount reduction efforts as of May 2025

Page 3030

Source: Snapshot Report: IRS Workforce Reductions as of May 2025, tigta.gov.

http://www.tigta.gov/sites/default/files/reports/2025-08/2025ier027fr.pdf
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IRS Commissioner turnover

Page 3131

Elected/acting Name Term start Term end

Elected Daniel Werfel March 13, 2023 January 20, 2025

Acting Doug O’Donnell January 20, 2025 February 28, 2025

Acting Melanie Krause February 28, 2025 April 16, 2025

Acting Gary Shapley April 16, 2025 April 18, 2025

Acting Michael Faulkender April 18, 2025 June 16, 2025

Elected Billy Long June 16, 2025 August 8, 2025

Acting Scott Bessent August 8, 2025 Present

Source: Previous IRS commissioners, irs.gov.

https://www.irs.gov/about-irs/previous-irs-commissioners.
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IRS upper-level organization as of August 2025

Page 3232

 12 “acting” leaders
 6 vacant positions

Source: Department of the Treasury Internal Revenue Service, Organization and Top Officials, irs.gov.

https://www.irs.gov/pub/newsroom/marketing/internet/irs-organization-chart.pdf.
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LB&I positions as of August 2025

Page 3333

Note: Large Business & International Division (LB&I).
Source: LB&I Organization Chart, IRS.gov.

https://www.irs.gov/pub/irs-pdf/p6021.pdf
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Is your company under audit for tax years 
2023 and/or 2024?

Polling 4

A. Yes, currently under IRS audit

B.  Yes, anticipating an IRS audit soon

C.  No

D.  N/A (EY associate, faculty, etc.)
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Controversy trends
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2026 audit considerations

Audit considerations
 More liberal use of the economic substance doctrine:
 Particularly in transactions involving losses

 Heightened expectations for substantiation
 Interest expense and Section 163(j) limitations
 Penalties asserted for substantial understatements as a matter of course, requiring the 

taxpayer to provide a reasonable cause statement
 Transfer pricing:
 Focus on “high-return” matters and “high-value” cases
 Provision of services
 Assertion of penalties on transfer pricing (TP) documentation
 Use of economic substance doctrine or its contents by any third party

Page 3636
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One year after Loper Bright Enterprises v. Raimondo

 Tax Court considerations is grappling with the issue:
 Tax Cuts and Jobs Act (TCJA) cases
 Theft loss under Treas. Reg. 1.165-1(d)(3)
 Partnership matters under Treas. Reg. 301.6223-1T
 Section 6330 challenges
 Hobby loss challenges

 Compliance implications:
 How comfortable are taxpayers with reliance positions?
 How comfortable are taxpayers with challenges to regulations?

Page 3737
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 Describe changes to Section 958(b)(4) and new 
Section 951B

 Discuss form updates for tax year 2025
 Discuss Section 987 reporting
 Discuss the current operating state of the IRS
 Describe current state of the IRS and controversy 

considerations
 Update on controversy trends

Key takeaways
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Thank you and questions
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