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Department of the Treasury
Internal Revenue ServiceInstructions for Form 8621

(Rev. December 2004)
Return by a Shareholder of a Passive Foreign Investment Company or Qualified
Electing Fund
Section references are to the Internal Revenue Code unless otherwise noted.

in 3 above must file Form 8621 if the 25% (by value) of another corporation is aWhat’s New pass-through entity fails to file such form PFIC, the foreign corporation is treated as
or the U.S. person is required to if it held a proportionate share of theFinal regulations have been issued under
recognize any income under either assets and received directly itssection 1296 and coordinating changes
section 1291 or section 1293. proportionate share of the income of thehave been made to the regulations under

25%-or-more owned corporation.Chain of ownership. If the shareholdersections 1291 and 1295. These new rules
owns one PFIC and through that PFICare reflected throughout the instructions CFC overlap rule. A 10% U.S.
owns one or more other PFICs, theand are generally effective for tax years shareholder (defined in section 951(b))
shareholder must either:beginning on or after May 3, 2004. See that includes in income its pro rata share

T.D. 9123, 2004-20 I.R.B. 907, for details. 1. File a Form 8621 for each PFIC in of subpart F income for stock of a CFC
the chain or that is also a PFIC, generally will not be

2. Complete Form 8621 for the first subject to the PFIC provisions for theGeneral Instructions
PFIC and, in an attachment, provide the same stock during the qualified portion of
information required on Form 8621 for the shareholder’s holding period of theWho Must File each of the other PFICs in the chain. stock in the PFIC. This exception does

Generally, a U.S. person that is a direct or not apply to option holders. For more
indirect shareholder of a PFIC must file information, see section 1297(e).When and Where To FileForm 8621 for each tax year in which that

Note. The attribution rules of sectionAttach Form 8621 to the shareholder’s taxU.S. person:
1298(a)(2)(B) will continue to apply evenreturn and file both by the due date,• Recognizes gain on a direct or indirect
if the foreign corporation is not a PFICincluding extensions, of the return.disposition of PFIC stock,
under the CFC overlap rule.• Receives certain direct or indirect If you are not required to file an
.distributions from a PFIC, or income tax return or other return for the

• Is making an election reportable in Part tax year, file Form 8621 directly with the
Qualified Electing Fund (QEF)I of the form. Internal Revenue Service Center, P.O.
A PFIC is a QEF if the U.S. person who isBox 21086, Philadelphia, PA 19114. A separate Form 8621 must be filed
a direct or indirect shareholder of thefor each PFIC in which stock is held. See
PFIC elects (under section 1295) to treatDefinitions and SpecialChain of ownership below for specific
the PFIC as a QEF. See the instructionsfiling requirements. Rules for Election A on page 2 for informationIndirect shareholder.  Generally, a U.S.
on making this election.person is an indirect shareholder of a Passive Foreign Investment

PFIC if it is: Company (PFIC) Tax Consequences for
1. A direct or indirect owner of a Shareholders of a QEFA foreign corporation is a PFIC if it meets

pass-through entity that is a direct or either the income or asset test described • A shareholder of a QEF must annuallyindirect shareholder of a PFIC, below. include in gross income as ordinary2. A shareholder of a PFIC that is a
income its pro rata share of the ordinary1. Income test. 75% or more of theshareholder of another PFIC, or
earnings and as long-term capital gain thecorporation’s gross income for its taxable3. A 50%-or-more shareholder of a
net capital gain of the QEF.year is passive income (as defined inforeign corporation that is not a PFIC and

section 1297(b)). • The shareholder may elect to extendthat directly or indirectly owns stock of a
2. Asset test. At least 50% of the the time for payment of tax on its share ofPFIC.

average percentage of assets the undistributed earnings of the QEF
(determined under section 1297(f)) held (Election D) until the QEF election isInterest holder of pass-through
by the foreign corporation during the terminated.entities. The following interest holders
taxable year are assets that producemust file Form 8621 under the • The shareholder may make a deemed
passive income or that are held for thecircumstances described above: sale election (Election B) or a deemed
production of passive income. dividend election (Election C) to purge the1. A U.S. person that is an interest

section 1291 fund years from its holdingholder of a foreign pass-through entity Basis for measuring assets. When period.that is a direct or indirect shareholder of a determining PFIC status using the asset
PFIC, Note. A shareholder that receives atest, a foreign corporation may use

2. A U.S. person that is considered distribution from an unpedigreed QEFadjusted basis if:
(under sections 671 through 679) the (defined in Regulations section1. The corporation is not publiclyshareholder of PFIC stock held in trust, 1.1291-9(j)(2)(iii)) is also subject to thetraded for the taxable year andand rules applicable to a shareholder of a2. The corporation is (a) a CFC or (b)3. A U.S. partnership, S corporation, section 1291 fund (see page 2).makes an election to use adjusted basis.trust (other than a trust that is subject to

Basis adjustments. A shareholder’ssections 671 through 679 for the PFIC Publicly traded corporations must use basis in the stock of a QEF is increasedstock), or estate that is a direct or indirect fair market value when determining PFIC by the earnings included in gross incomeshareholder of a PFIC. status using the asset test. and decreased by a distribution from the
Note.  U.S. persons that are interest Look-thru rule. When determining if a QEF to the extent of previously taxed
holders of pass-through entities described foreign corporation that owns at least amounts.
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1. A national securities exchange thatSection 1291 Fund
is registered with the Securities and Specific InstructionsA PFIC is a section 1291 fund if:
Exchange Commission (SEC),

1. The shareholder did not elect to Important: All line references to Form2. The national market systemtreat the PFIC as a QEF or 1120 and Form 1040 are to the 2004established under section 11A of the2. It is an unpedigreed QEF (as forms. Other entities should use theSecurities and Exchange Act of 1934, ordefined in Regulations section comparable line on their tax return.3. A foreign securities exchange that1.1291-9(j)(2)(iii)).
is regulated or supervised by a Address and Identifyinggovernmental authority of the country inTax Consequences for
which the market is located and has the NumberShareholders of a Section 1291
characteristics described in RegulationsFund Address. Include the suite, room, orsection 1.1296-2(c)(1)(ii).

other unit number after the streetShareholders of a section 1291 fund are • Stock in certain PFIC’s described in address. If the Post Office does notsubject to special rules when they receive Regulations section 1.1296-2. deliver mail to the street address and thean excess distribution (defined below)
• Any option on marketable stock shareholder has a P.O. box, enter the boxfrom, or dispose of the stock of, a section
described above to the extent provided in number instead.1291 fund. A distribution may be partly or
Regulations section 1.1296-2(e).wholly an excess distribution. The entire Identifying number. Individuals should

amount of gain from the disposition of a enter a social security number or aFor additional information, includingsection 1291 fund is treated as an excess taxpayer identification number issued byspecial rules for RICs that own PFICdistribution. the IRS. All other entities, enter employerstock, see Regulations section 1.1296-2.Excess distributions. An excess identification number.
distribution is the part of the distribution Tax Consequencesreceived from a section 1291 fund in the

If the PFIC shareholder elects to mark thecurrent tax year that is greater than 125% Part I. Electionsstock to market, the shareholder either:of the average distributions received in
respect to such stock by the shareholder 1. Includes in income each year an A. Election To Treat the PFIC as
during the 3 preceding tax years (or, if amount equal to the excess, if any, of the a QEF (Section 1295 Election)shorter, the portion of the shareholder’s fair market value of the PFIC stock as of
holding period before the current tax the close of the taxable year over the Who May Make the Election
year). No part of a distribution received or shareholder’s adjusted basis in such Generally, a U.S. person that owns stockdeemed received during the first tax year stock or in a PFIC, directly or indirectly, may makeof the shareholder’s holding period of the 2. Is allowed a deduction equal to the Election A to treat the PFIC as a QEF.stock will be treated as an excess lesser of:

Note. A separate election must be madedistribution.
a. The excess, if any, of the adjusted for each PFIC that the shareholder wantsThe excess distribution is determined basis of the PFIC stock over its fair to treat as a QEF.on a per share basis and is allocated to market value as of the close of the tax

Exception. A tax-exempt organizationeach day in the shareholder’s holding year or
that is not taxable under section 1291period of the stock. See section b. The excess, if any, of the amount of may not make the election. In addition, a1291(b)(3) for adjustments that are made mark-to-market gain included in the gross tax-exempt organization that is a memberwhen determining if a distribution is an income of the PFIC shareholder for prior of a domestic pass-through entity is notexcess distribution. taxable years over the amount allowed subject to a QEF election made by the Portions of an excess distribution are such PFIC shareholder as a deduction for pass-through entity.treated differently. The portions allocated a loss with respect to such stock for prior
Chain of ownership. In a chain ofto the days in the current tax year and the taxable years.
ownership, only the first U.S. person thatshareholder’s tax years in its holding
is a direct or indirect shareholder of theperiod before the foreign corporation

See the instructions for Part III on PFIC may make the election.qualified as a PFIC (pre-PFIC years) are
page 5 for more information.taxed as ordinary income. The portions Pass-through entities. A QEF election

allocated to the days in the shareholder’s made by a domestic partnership, SBasis adjustment. If the stock is heldtax years (other than the current tax year) corporation, or estate is made in thedirectly, the shareholder’s adjusted basisin its holding period when the foreign pass-through entity’s capacity as ain the PFIC stock is increased by thecorporation was a PFIC are not included shareholder of a PFIC. The entity willamount included in income andin income, but are subject to the deferred include the QEF earnings as income fordecreased by any deductions allowed. Iftax amount, as defined in section 1291(c). the year in which the PFIC’s taxable yearthe stock is owned indirectly through
ends. The interest holder in theSee the instructions for Part IV on foreign entities, see Regulations section
pass-through entity takes the income intopage 6. 1.1296-1(d)(2).
account under the rules applicable toExempt organizations. If a shareholder
inclusions of income from a pass-throughof a PFIC is a tax exempt organization,
entity.Additional Informationthe tax and interest rules of section 1291
Affiliated groups. The common parentwill apply only if the dividend from the Required
of an affiliated group of corporations thatPFIC will be taxable to the shareholder

A shareholder of a PFIC must attach joins in filing a consolidated income taxunder subchapter F.
certain information to Form 8621. This return makes the QEF election for allMark-to-Market Election for information includes: members of the affiliated group that are

PFIC Stock • The number of shares in each class of shareholders in the PFIC. An election by
stock owned by the shareholder at the a common parent is effective for allA U.S. shareholder of a PFIC may elect to
beginning of its tax year; members of the group that own stock inmark the PFIC stock to market if the stock

the PFIC at the time the election is madeis “marketable stock.” • Any changes in the number of shares
or any time thereafter.in each class of stock during its tax yearMarketable stock. Marketable stock is:

and the dates of such changes; and• PFIC stock that is regularly traded (as  For more information on who may
• The number of shares in each class ofdefined in Regulations section make the election, see Regulations
stock at the end of its tax year.1.1296-2(b)) on: section 1.1295-1(d).
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3. The shareholder requests consent its shareholders with a PFIC AnnualWhen To Make the Election
before the PFIC status issue is raised on Information Statement in which itGenerally, a shareholder must make the
audit; and combines its own required informationelection to be treated as a QEF by the

4. The shareholder satisfies the and representations with the informationdue date, including extensions, for filing
procedural requirements under and representations of any lower-tierthe shareholder’s income tax return for
Regulations section 1.1295-3(f)(4). PFIC. Similarly, an intermediary throughthe first tax year to which the election will

which a shareholder indirectly holds stockapply (the “election due date”). See
in more than one PFIC may provide theSpecial RulesRetroactive election below for exceptions.
shareholder a combined AnnualFor rules relating to the invalidation,The foreign corporation will be treated as
Intermediary Statement. For moretermination, or revocation of a sectiona QEF with respect to the shareholder for
information, see Regulations section1295 election, see Regulations sectionthe tax year in which the election is made
1.1295-1(g)(4).1295-1(i). Also see Regulations sectionand for each subsequent tax year of the

1.1295-1(c)(2) for rules relating to theforeign corporation ending with or within a Documentation. For all taxable years
years to which a section 1295 electiontaxable year of the shareholder for which subject to the section 1295 election, the
applies.the election is effective. For more shareholder must keep copies of all

information on making a retroactive Forms 8621, attachments, and all PFICHow To Make the Electionelection, see Regulations section Annual Information Statements or AnnualFor the tax year in which the section 12951.1295-3. Intermediary Statements. Failure toelection is made, the shareholder must do
produce these documents at the requestRetroactive election. A shareholder the following.
of the IRS may result in invalidation ormay make a QEF election for a taxable 1. Check box A in Part I of Form termination of the section 1295 election.year after the election due date (a 8621. See Regulations section 1.1295-1(f)(2)(ii).retroactive election), only if: 2. Complete the applicable lines of In rare and unusual circumstances, the• The shareholder has preserved its right Part II. Include the information provided in IRS will consider requests for alternativeto make a retroactive election under the the PFIC Annual Information Statement, documentation to verify the ordinaryprotective statement regime (described the Annual Intermediary Statement, or a earnings and net capital gain of the PFIC.below) or combined statement (see below) received For more information, see Regulations• The shareholder obtains the permission from the PFIC. section 1.1295-1(g)(2).of the IRS to make a retroactive election 3. Attach Form 8621 to a timely filedunder the consent regime (described tax return. B. Deemed Sale Electionbelow).

For each subsequent tax year in whichProtective statement regime. Under Who May Make the Electionthe election applies and the corporation isthe protective statement regime, a This election may be made by a U.S.treated as a QEF, the shareholder must:shareholder may preserve the ability to person that elects to treat a PFIC as amake a retroactive election if the 1. Complete the applicable lines of QEF for a foreign corporation’s tax yearshareholder: Part II and following its first tax year as a PFIC2. Attach Form 8621 to a timely filed1. Reasonably believed, as of the due included in the shareholder’s holdingtax return.date for making the QEF election, that the period (an unpedigreed QEF). A
foreign corporation was not a PFIC for its shareholder making this election isAnnual Election Requirements oftaxable year that ended during that year deemed to have sold the PFIC stock as of

the PFIC or Intermediary(retroactive election year); the first day of the PFIC’s first tax year as
2. Filed a Protective Statement (see a QEF (the qualification date) for its fairPFIC Annual Information Statement.below) with respect to the foreign market value.For each year of the PFIC ending in acorporation, applicable to the retroactive taxable year of a shareholder to which theelection year, in which the shareholder Special Rulessection 1295 election applies, the PFICdescribes the basis for its reasonable For purposes of this election, themust provide the shareholders with abelief; following apply.PFIC Annual Information Statement. The3. Extended, in the Protective statement must contain certain • The gain from the deemed sale is taxedStatement, the periods of limitations on information, including: as an excess distribution received on thethe assessment of taxes under the PFIC qualification date.1. The shareholder’s pro rata share ofrules for all taxable years to which the • The basis of the stock is increased bythe PFIC’s ordinary earnings and netprotective statement applies; and the gain recognized. The manner in whichcapital gain for that taxable year or4. Complied with the other terms and the basis adjustment is made depends on2. Sufficient information to enable theconditions of the protective statements. whether the shareholder is a direct orshareholder to calculate its pro rata share

indirect shareholder. See Regulationsof the PFIC’s ordinary earnings and netThe Protective Statement must be section 1291-10(f).capital gain for that taxable year. Forattached to the shareholder’s tax return • The new holding period of the stockother information required to be includedfor the shareholder’s first taxable year to begins on the qualification date.in the PFIC Annual Information Statementwhich the statement will apply. For • The election may be made for stock onsee Regulations section 1.1295-1(g).required content of the statement and which the shareholder will realize a loss,other information, see Regulations Annual Intermediary Statement. If the but that loss cannot be recognized. Insection 1.1295-3(c). shareholder holds stock in a PFIC addition, there is no basis adjustment for
Consent regime. Under the consent through an intermediary, an Annual a loss.

regime, a shareholder that has not Intermediary Statement may be issued in • After the deemed sale, the PFIC
satisfied the requirements of the lieu of the PFIC Annual Information becomes a pedigreed QEF with respect
protective regime may request that the Statement. For the definition of an to the shareholder.
IRS permit a retroactive election. The intermediary, see Regulations section
consent regime applies only if: 1.1295-1(j). For details on the information When To Make the Election

that should be included in the Annual1. The shareholder reasonably relied This election must be made by the due
Intermediary Statement, see Regulationson tax advice of a competent and date, including extensions, of the
section 1.1295-1(g)(3).qualified tax professional; shareholder’s original tax return (or by

2. The interest of the U.S. government Combined statements. A PFIC that filing an amended return within 3 years of
will not be prejudiced if the consent is owns directly or indirectly any shares of the due date) for the tax year that
granted; stock in one or more PFICs may provide includes the qualification date.
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Attachments. The shareholder mustHow To Make the Election E. Election To Recognize Gain
attach a statement to Form 8621 thatTo make this election: on Deemed Sale of PFIC Stock
demonstrates the calculation of its pro1. Check box B in Part I, rata share of the post-1986 earnings and Who May Make the Election2. Enter the gain or loss on line 10f of profits of the PFIC that are treated as This election may be made by:Part IV, and distributed to the shareholder on the • A U.S. person that is a shareholder of a3. If a gain is entered, complete line qualification date. The post-1986 earnings foreign corporation that no longer11 to report the tax and interest due on and profits may be reduced (but not qualifies as a PFIC under either thethe excess distribution. below zero) by the amount that the income or asset test of section 1297(a) orshareholder satisfactorily demonstrates For more information regarding • A U.S. shareholder (as defined inwas previously included in its income or inmaking Election B, see Regulations section 951(b)) that owns stock in athe income of another U.S. person. Thesection 1.1291-10. foreign corporation that is a CFC and isshareholder demonstrates this by not treated as a PFIC with respect to theC. Deemed Dividend Election including in the statement mentioned U.S. shareholder under section 1297(e).above the following information:

Such persons may elect to treat theWho May Make the Election • The name, address, and identifying
stock of the foreign corporation as sold onnumber of the U.S. person and theThis election may be made by a U.S.
the last day of the last tax year of theamount that was included in income;person that elects to treat a PFIC that is
foreign corporation in which it was treated• The tax year in which the amount wasalso a CFC as a QEF for the foreign
as a PFIC (termination date) for its fairpreviously included in income;corporation’s tax year following its first tax
market value on that date.• The provision of law under which theyear as a PFIC included in the

amount was previously included inshareholder’s holding period (an Special Rules
income;unpedigreed QEF). • The gain from the deemed sale is taxed• A description of the transaction in A shareholder making this election is as an excess distribution.which the shareholder acquired the stocktreated as receiving a dividend of its pro • Any shareholder who owns stock in aof the PFIC from the other U.S. person;rata share of the post-1986 earnings and CFC during its last taxable year as aandprofits (defined below) of the PFIC on the PFIC, may, alternatively, apply the• The provision of law under which thequalification date (defined under the deemed dividend election rules undershareholder’s holding period includes theinstructions for Election B on page 3). The Election C. The deemed dividend is taxedholding period of the other U.S. person.deemed dividend is taxed as an excess as an excess distribution.

For more information on makingdistribution, allocated only to the days in • The basis in the stock is increased by
Election C, see Regulations sectionthe shareholder’s holding period during the amount of the excess distribution
1.1291-9.which the foreign corporation qualified as taxed to the shareholder making

a PFIC. For this purpose, the Election E.D. Election To Extend Time forshareholder’s holding period ends on the • The new holding period of the stockPayment of Taxday before the qualification date. begins on the date after the deemed sale.
• Election E may be made for stock onSpecial Rules Who May Make the Election which there would be a loss, but the loss

For purposes of this election, the A shareholder of a QEF may make is not recognized.
following apply. Election D to extend the time for payment For more information on making this• The term “post-1986 earnings and of the tax on its share of the undistributed election, see Temporary Regulationsprofits” means the undistributed earnings earnings of the fund for the current tax sections 1.1297-3T(a) and (b).and profits of the PFIC (as of the day year. If a U.S. partnership is a
before the qualification date) accumulated shareholder of a QEF, the election is When To Make the Election
in tax years beginning after 1986 during made at the partner level. This election is made either:
which the CFC was a PFIC and while the

1. With the original return for the taxSpecial Rulesshareholder held the stock.
year of the shareholder that includes the• If this election is made, interest will be• The basis of the shareholder’s stock is
last day of the last year of the foreignimposed on the amount of the deferredincreased by the amount of the deemed
corporation during which it qualified as atax.dividend. The manner in which the basis
PFIC or• The election cannot be made for anyadjustment is made depends on whether

2. By filing an amended return for theearnings on shares disposed of during thethe shareholder is a direct or indirect
tax year that includes the date of thetax year or for a tax year that any portionshareholder. See Regulations section
deemed sale.of the shareholder’s pro rata share of the1.1291-9(f).

fund’s earnings is included in income• The shareholder’s holding period
How To Make the Electionunder section 551 (relating to foreign(solely for purposes of applying the PFIC
To make this election:personal holding companies) or sectionrules after the deemed dividend election)

951 (relating to CFCs).begins on the qualification date. 1. Check box E in Part I and
2. Enter the gain or loss on line 10f ofWhen To Make the Election When To Make the Election Part IV. If a gain, complete the rest of Part

This election must be made by the due Generally, this election must be made by IV.
date (including extensions), of the the due date, including extensions, of the
shareholder’s original tax return (or by shareholder’s tax return for the tax year See Part V for annual reporting
filing an amended return within 3 years of for which the shareholder reports the requirements for outstanding section
the due date) for the tax year that income related to the deferred tax. 1294 elections.
includes the qualification date.

How To Make the Election F. Election To Mark-to-Market
How To Make the Election PFIC StockTo make this election:
To make this election: 1. Check box D in Part I and

Who May Make the Election1. Check box C in Part I, 2. Complete lines 3a through 4c of
2. Enter the dividend on line 10e of  Election F may be made by:Part II.

Part IV as an excess distribution, and • A U.S. person who owns (or is treated
3. Complete line 11 to figure the tax For more information on making as owning) “marketable stock” (defined on

and interest due on the excess Election D, see Temporary Regulations page 2) in a PFIC at the close of such
distribution. section 1.1294-1T. person’s tax year or
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• A RIC that meets the requirements of the ordinary earnings and net capital gain Line 4b. Calculate your total tax as if
section 1296(e)(2). your total taxable income did not includeof the QEF. The PFIC should provide

your share of the undistributed earningsthese amounts or information that will
For more information, see section of the QEF (line 3e). Enter this amount onhelp you determine your pro rata share.1296 and Regulations section 1.1296-1. line 4b.See Annual Election Requirements of theSee sections 1296(f) and (g) and

PFIC or Intermediary on page 3.Regulations sections 1.1296-1(e) and
Line 4c. For corporations, enter this tax(h)(1)(ii) for information regarding stock Lines 1b and 2b. Your share of the on Form 1120, Schedule J, in brackets toowned through certain foreign entities. ordinary earnings and net capital gain of the left of the entry space for line 11.

the QEF is reduced by the amounts you Subtract that amount from the total ofWhen To Make the Election
include in income under section 551 or lines 8 through 10 and enter theThis election must be made on or before 951 for the tax year with respect to the difference on line 11.the due date (including extensions) of the QEF. Your share of these amounts mayU.S. person’s income tax return for the also be reduced as provided in sectiontax year in which the stock is marked to For individuals, enter this tax on Form1293(g).market. A section 1296 election by a CFC 1040 in brackets to the left of the entry

is made by its controlling shareholders. space for line 62. Subtract that amountLine 1c. This amount is treated as an
For more information, see Regulations from the total of lines 56 through 61, andordinary dividend on your tax return.section 1.1296-1(h)(1)(ii). Once made, the enter the difference on line 62.
election applies to all subsequent tax For individuals, include this amount in
years unless the election is revoked or the total on Form 1040, line 9a. For
terminated pursuant to Regulations corporations, include this amount in the
section 1.1296-1(h)(3). total on Form 1120, Schedule C, line 13.

Part III. Gain or (Loss)How To Make the Election Line 2c.  See the instructions for the From Mark-to-MarketTo make the election: Schedule D used for your tax return.
1. Check box F in Part I, Portions of the net capital gain may have Election
2. Complete Part III to report the gain to be reported on different lines of

or loss, and Lines 7 Through 9Schedule D, depending upon the
3. Complete Part IV if the tax and information provided by the QEF If the fair market value of the PFIC stock

interest rules of section 1291 (explained concerning the section 1(h) categories of as of the close of the tax year is more
on page 6) apply. net capital gains and amounts thereof, than the U.S. person’s adjusted basis in

derived by the QEF. See Regulations the stock, the excess is a gain and is
Coordination of Election F with section section 1.1293-1(a)(2) for 3 options a treated as ordinary income.
1291. If Election F is made for any tax QEF may use to report and calculate
year, then, except as provided in capital gain. If the adjusted basis of the stock isCoordination rules for first year of election

more than the fair market value, thebelow, do not complete Part IV of Form Line 3 excess is allowed as a deduction, but only8621 with respect to any stock for which
to the extent of the lesser of: If you receive a distribution from the QEFthat election is made.

during the current tax year, the 1. The amount of the excess (line 7)
Coordination rules for first year of distribution is first treated as a distribution or

election. See section 1296(j) and out of the earnings and profits of the QEF 2. The excess of the amounts thatRegulations section 1.1296-1(i) for accumulated during the year. If the total were included in income under thecoordination rules that apply for the first amount distributed (line 3b) exceeds the mark-to-market rules for prior tax yearsyear that election F is made. amount included in income (line 3a), the over the amounts allowed as a deduction
excess is treated as distributed out of theCoordination of other mark-to-market under the mark-to-market rules for prior
most recently accumulated earnings andrules under chapter 1 of the Code with tax years (line 8). See section 1296(d)
profits and is taxable to you unless yousection 1291. See Regulations section and Regulations sections 1.1296-1(c)(3)
satisfactorily demonstrate that the excess1.1291-1(c)(4). and (4).
was previously included in the income of
another U.S. person. To satisfactorily

This amount is treated as an ordinarydemonstrate this, the QEF shareholder
loss.must attach a statement to Form 8621

that includes the information listed underPart II. Income From a QEF
Attachments on page 4. Line 9.  Corporations and individuals

For any tax year in which the foreign should include the gain or (loss) on the
corporation is not treated as a QEF “other income” line of their tax returns.Line 4because it is not a PFIC under section Other entities should include this amount1297(a), the shareholder is not required Line 4a. Enter the total tax on your total on the comparable line of their tax return.to complete Part II. However, the section taxable income (including your share of
1295 election is not terminated. If the undistributed earnings of the QEF) for the

 If a CFC makes a mark-to-marketforeign corporation is treated as a PFIC in tax year (e.g., from Form 1120, Schedule
election with respect to a PFIC in which itany subsequent tax year, the original J, line 11, or Form 1040, line 62).
owns stock, any line 9 gain is treated aselection continues to apply and the
foreign personal holding company incomeshareholder must include in Part II its pro For this purpose, “undistributed
and any line 9 loss is treated as arata share of ordinary earnings and net earnings” is the excess, if any, of the
deduction that is allocable to foreigncapital gain and also must comply with amount included in gross income under

the section 1295 annual reporting personal holding company income.section 1293(a) over the sum of the
requirements. amount of any distribution and the portion

of the amount attributable to stock in the For more information relating to
Lines 1 and 2 QEF that you transferred or otherwise mark-to-market elections under section

1296, see Regulations sections 1.1296-1disposed of before the end of the QEF’sLines 1a and 2a. Enter on lines 1a and
and 1.1296-2.tax year.2a, respectively, your pro rata share of
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the extent that section 301(c)(1) is paid by the shareholder on the distribution
applicable, include the amount as a (for example, withholding taxes) and, forPart IV. Distributions From dividend on your income tax return. For 10% or greater corporate shareholders,
corporations, include this amount on any taxes deemed paid under sectionand Dispositions of Stock
Form 1120, Schedule C, line 13. For 902. Both the direct and indirect foreign

of a Section 1291 Fund individuals, include this amount on Form taxes must be creditable under general
1040, line 9a (and, if applicable, on foreign tax credit principles and theSee Section 1291 Fund on page 2 for the
Schedule B (Form 1040), line 5). shareholder must choose to claim thedefinition of section 1291 fund and for a

foreign tax credit for the current tax year.brief summary of the tax consequences Excess distributions. If you received
for shareholders of a section 1291 fund. more than one distribution during the tax The excess distribution taxes (the

year with respect to the applicable stock, creditable foreign taxes attributable to anComplete a separate Part IV for each
the excess distribution is apportioned excess distribution) are determined byexcess distribution. That is, if you receive
among all actual distributions. Each apportioning the total creditable foreigna distribution from a section 1291 fund
apportioned amount is treated as a taxes between the part of the distributionwith respect to shares for which you have
separate excess distribution. that is an excess distribution and the partdifferent holding periods, complete lines

that is not.10a through 10e separately for each Line 10f
block of shares that has the same holding The excess distribution taxes areGain recognized on the disposition ofperiod (“applicable stock”). If you dispose allocated in the same manner as thestock of a section 1291 fund is treated asof stock in a section 1291 fund for which excess distribution is allocated. Seean excess distribution. Losses are notyou have different holding periods, Excess distributions on page 2. Thoserecognized. Stock of a section 1291 fundcomplete line 10f for each block of shares taxes allocated to pre-PFIC tax years andis considered disposed of if it is sold,that has the same holding period. the current tax year are taken intotransferred, or pledged.

account for the current tax year under theLine 10 Line 11 general rules of the foreign tax credit.
The excess distribution taxes allocatedLines 10a and 10b Lines 11a and 11b to a PFIC year only reduce the increaseEnter your total distributions from the Determine the taxation of the excess in tax figured for that tax year (but notsection 1291 fund with respect to the distribution on a separate sheet and below zero). No carryover of any unusedapplicable stock for the periods indicated. attach it to Form 8621. Divide the amount excess distribution taxes is allowed.

Note. A distribution to a corporation on line 10e or 10f, whichever applies, by When you dispose of PFIC stock, theclaiming the foreign tax credit for deemed the number of days in your holding above foreign tax credit rules apply onlypaid foreign taxes includes foreign taxes period. The holding period of the stock is to the part of the gain that, without regarddeemed paid. See Form 1118, Foreign treated as ending on the date of the to section 1291, would be treated underTax Credits–Corporations, Schedule C, distribution or disposition. section 1248 as a dividend.Part I, column 10, and Parts II and III, Special rules apply to the holdingcolumn 8, for the gross-up amount. Line 11eperiod if:
Line 10a. If the holding period of the • The deemed dividend election (Election This amount is the aggregate increase in
applicable stock began in the current C) is made (see the instructions for tax and is included on your tax return as
year, there is no excess distribution and Election C on page 4) or additional taxes.
Part IV should be completed as follows: • The mark-to-market election (Election For individuals, enter this amount onEnter on line 10a the total distributions F) is made or was made in a prior year Form 1040 to the left of the line 43 entryyou received from the section 1291 fund (see section 1291(a)(3)(A)(ii)). space. Enter “Sec. 1291” next to thewith respect to that stock during the  Determine the amount allocable to amount and include the amount as part ofcurrent tax year. If you did not dispose of each tax year in your holding period by the total for line 43.that stock during the tax year, do not adding the amounts allocated to the days  For corporations, enter this amount oncomplete the rest of Part IV. If you did in each such tax year. Add the amounts Form 1120, Schedule J, to the left of thedispose of that stock during the tax year, allocated to the pre-PFIC and current tax entry space for line 3. Enter “Sec. 1291”skip lines 10b through 10e and complete years. Enter the sum on line 11b. next to the amount and include it as partlines 10f and 11.

This amount is treated as ordinary of the total for line 3. Other entities shouldIf the holding period of the applicable income (e.g., individuals and corporations use the comparable line on their incomestock began in the current tax year, the should enter this amount on the “other tax return.line 10a amount is taxed according to the income” line of their tax return).
rules of section 301. To the extent that Line 11f

Line 11csection 301(c)(1) is applicable, include Interest is charged on each net increase
the amount as a dividend on your income Determine the increase in tax for each tax in tax for the period beginning on the due
tax return. For corporations, include this year in your holding period (other than the date (without regard to extensions) of
amount on Form 1120, Schedule C, line current tax year and pre-PFIC years). An your income tax return for the tax year to
13. For individuals, include this line 10a increase in tax is determined for each which an increase in tax is attributable
amount on Form 1040, line 9a (and, if PFIC year by multiplying the part of the and ending with the due date (without
applicable, on Schedule B (Form 1040), excess distribution allocated to each year regard to extensions) of your income tax
line 5). (as determined on line 11a) by the return for the tax year of the excess

highest rate of tax under section 1 or distribution.Line 10c
section 11, whichever applies, in effect for For individuals, enter the interest at theDivide the amount on line 10b by 3. If the that tax year. Add the increases in tax bottom right margin of Form 1040, page 1number of tax years in your holding computed for all years. Enter the and label it as “Sec. 1291 interest.”period preceding the current tax year is aggregate increases in tax (before Include this amount in your check orless than 3, divide the amount on line 10b credits) on line 11c. money order payable to the United Statesby that number.

Treasury. If you would otherwise receiveLine 11d
Line 10e a refund, reduce the refund by the interestTo figure the foreign tax credit, the

due.Nonexcess distribution.  The shareholder of a section 1291 fund
nonexcess distribution is the lesser of the figures the total creditable foreign taxes For corporations, enter this interest at
line 10a or line 10d. This amount is taxed attributable to the distribution. This the bottom right margin of Form 1120,
according to the rules of section 301. To amount includes the direct foreign taxes page 1, and label it as “Sec. 1291
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interest.” Include this amount in your events described on line 5. Earnings are payable to the United States Treasury. If
check or money order payable to the treated as distributed out of the most you would otherwise receive a refund,
United States Treasury. If you would recently accumulated earnings and reduce the refund by the interest due.
otherwise receive a refund, reduce the profits. Accordingly, an event will first For individuals, enter the interest from
refund by the interest due. terminate the most recently made line 8 at the bottom right margin of Form

election. 1040, page 1, and label it as “Sec. 1294
An election may be terminated in interest.” Also include this amount in yourPart V. Status of Prior Year whole or in part depending on the event check or money order payable to the

causing the termination. Examples are as United States Treasury. If you wouldSection 1294 Elections and
follows. otherwise receive a refund, reduce the

Termination of Section • A distribution of earnings will terminate amount of the refund by the amount of
an election to the extent the election is interest due.1294 Elections attributable to the earnings distributed. Lines 9 and 10. Complete lines 9 and 10
• A loan, pledge, or guarantee by the only if you have partially terminated yourEach person who has made a section QEF made directly or indirectly to the section 1294 election. Enter on line 9 the1294 election must (1) annually report the electing shareholder or related person will part of the deferred tax outstanding afterstatus of that election and (2) report the terminate an election to the extent of the the partial termination of the section 1294termination of any section 1294 election undistributed earnings equal to the election. This amount should equal line 3that occurred during the tax year. See amount loaned, secured, or guaranteed. minus line 7.Temporary Regulations section • A disposition of stock will terminate all Enter on line 10 the accrued interest1.1294-1T(h). elections with respect to the undistributed remaining after the partial termination ofLine 1. Enter the last day of each tax earnings attributable to that stock. the section 1294 election. This amountyear for which you made a section 1294 • A change in status of the QEF will should equal line 4 minus line 8.election that is outstanding. Do not terminate all elections.

include an election made in the current For more information, see Regulationstax year. Paperwork Reduction Act Notice. Wesection 1.1294-1T(e).
ask for the information on this form toLine 2. Enter the undistributed earnings Line 7. Enter the deferred tax due from carry out the Internal Revenue laws of theof the QEF for which the payment of tax the termination of the section 1294 United States. You are required to give uswas extended by the section 1294 election. The deferred tax entered on line the information. We need it to ensure thatelection entered on line 1. If the election 3 is due if the election was completely you are complying with these laws and towas partially terminated in a prior year, terminated. If the election was only allow us to figure and collect the rightenter the remaining undistributed partially terminated, a proportionate amount of tax.earnings. amount of the deferred tax is due. That

Line 3. Enter the tax for which payment You are not required to provide theamount is determined by multiplying the
was extended by the section 1294 information requested on a form that isamount entered on line 3 by a fraction, of
election entered on line 1. If the election subject to the Paperwork Reduction Actwhich the numerator is the amount
was partially terminated in a previous tax unless the form displays a valid OMBentered on line 6 and the denominator is
year, enter the balance of the deferred control number. Books or records relatingthe amount entered on line 2. The
tax. to a form or its instructions must bedeferred tax is due by the due date of the

retained as long as their contents mayLine 4. Enter the accrued interest shareholder’s income tax return (without
become material in the administration of(determined under section 6621) on the regard to extensions) for the year of
any Internal Revenue law. Generally, taxdeferred tax. This is the interest accrued termination.
returns and return information arefrom the due date (not including When the election is terminated, confidential as required by section 6103.extensions) of the return for the year for corporations include the deferred tax as

which the section 1294 election was The time needed to complete and filepart of the total for Form 1120, Schedule
made until the date the current year’s this form will vary depending on individualJ, line 11. Also enter the deferred tax to
return is filed. circumstances. The estimated averagethe left of line 11 and label it as “Sec.

time is:Line 5. Enter the event(s) that occurred 1294 deferred tax.”
during the tax year that terminated one or For individuals, enter the deferred tax Recordkeeping . . . . . . . . . . 13 hr., 38 min.more of the section 1294 elections as part of the total for Form 1040, line 62.
reported on line 1. A section 1294 Learning about the law or theAlso enter the deferred tax to the left of
election may be terminated voluntarily. form . . . . . . . . . . . . . . . . . . 6 hr., 27 min.line 62, and label it as “Sec. 1294
However, an election will terminate deferred tax.” Preparing and sending theautomatically, in whole or in part, when

form to the IRS . . . . . . . . . . . 6 hr., 57 min.Line 8. Enter the interest accrued on theany of the following events occur:
deferred tax. Interest accrues beginning• An actual or deemed distribution of If you have comments concerning theon the due date (without regard toearnings to which the election is accuracy of these time estimates orextensions) of your tax return for the taxattributable (a loan, pledge, or guarantee suggestions for making this form simpler,year in which the section 1294 election isby the QEF to or for the benefit of the we would be happy to hear from you. Youmade, and ending with the due datetaxpayer may cause a deemed can write to the Internal Revenue Service,(without regard to extensions) of your taxdistribution of the earnings); Tax Products Coordinating Committee,return for the tax year of the termination.• A disposition of stock in the QEF, SE:W:CAR:MP:T:T:SP, 1111 ConstitutionInterest is computed using the rates andincluding a pledge by the taxpayer of Ave. NW, IR-6406, Washington, DCmethods under section 6621.stock as security for a loan; or 20224. Do not send the tax form to this

 For corporations, enter the amount of• A change of status of the QEF (that is, office. Instead, see When and Where To
section 1294 interest at the bottom righta foreign corporation that is no longer a File on page 1.
margin of Form 1120, page 1 and label itQEF or PFIC).
as “Sec. 1294 interest.” Also include thisLine 6. Enter the earnings distributed or
amount in your check or money orderdeemed distributed as a result of the
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