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Cost plus 5% contract
manufacturing agreement
to produce pipe connectors
(specifications provided
by Vetco)

license agreement to
manufacture and sell 
oil drilling equipment

Contract manufacturing agreement 
to produce pipe connectors
(specifications provided by Vetco)

management fees

Vetco, Inc.
(U.S.)

VIAG
(Switzerland)

VOL
(U.K.)

ITAG
(Germany)

- Swiss Holding company
- no employees
- held title and risk of loss for inventory

Vetco
Management
(Switzerland)

12-18 employees
(the case did not specify the owner
of this entity - it may be owned by
VIAG)

ITAG was an unrelated 
party that produced pipe 
connectors on behalf of 
VIAG.

VOL stored VIAG's pipe 
connectors & welded the 
connectors to the pipe; in 1975 
VOL began producing pipe 
connectors on behalf of VIAG.  
VOL also arranged for the sale of 
the pipe assembly to VIAG's 
customers.

Vetco
(London)
Limited
(U.K.)

Arranged for the sale
of the pipe assembly
to customers.

Vetco, Inc. v. Commissioner
95 T.C. 579 (1990)

The Tax Court stated in Vetco that “Respondent did not 
argue that section 954(d)(1) by itself applied . . . , and 
we leave the question of that section’s applicability to 
another day.”  

The Tax Court held that section 954(d)(2) did not apply 
to Vetco’s facts.  However, the Tax Court’s statement 
above leaves one wondering whether the Tax Court 
thought that section 954(d)(1) might have applied to 
Vetco.

Section 954(d)(1) provides:
. . . the term "foreign base company sales income" 
means . . . profits . . . derived in connection with . . . the 
sale of personal property . . . on behalf of a related 
person, . . . where . . . the property . . . is manufactured . 
. . outside the country . . . of which the controlled foreign 
corporation is created . . . , and . . . the property is sold 
for use . . . outside such foreign country [Profits related 
to purchases on behalf of a related party are also 
FBCSI].

Is it possible that VIAG was acting on behalf of VOL, 
rather than VOL acting on behalf of VIAG?

VIAG (1) had the license to produce the connectors, (2) 
held title to the connectors, and (3) held inventory risk of 
loss.  These factors favor VIAG as the principal and 
VOL as the agent.

On the other hand, VIAG had no employees and 
performed no activities thru its own employees.  VOL 
produced the connectors, stored the inventory, and 
arranged for the sale to customers.  VIAG's lack of 
employees and VOL's abundance of activities may tend 
to indicate that VIAG was acting on behalf of VOL.

Section 954 Branch Rule
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