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Certain Passive Foreign Investment
Companies

AGENCY: Intemal Revenue Sewice
(IRS), Treasury

ACTION: Find ard temporay regula-
tions.

SUMMARY: This documem contairs fi-
nd regulatiors tha provide rules for
making the deeme sak and deemed
dividend- electionsm unde- sectin
1291(d)(2) Thes regulatiors reflect
change to the law mack by the Tax
Reform Act of 198 ard the Technical
and Miscdlaneous Revenue Act of
1988 ard appl to a shareholde of a
passve foreign investmat company
(PFIQ) tha eleck unde sectim 12% to
trea the PFIC as a qualified electing
fund (QEF for a taxabk yea after the
first taxabk yea during the sharehold-
er's holding period tha the foreign
corporatio was aPFIC.

DATES Thes regulatiors are effective
Decembe 27, 1996.

Applicability: For the specifc dates
of applicability, see 8§ 1.1291-9(k and
1.1291-10(i).

FOR- FURTHER- INFORMATION
CONTACT: Gayle Novig, (202 622-
3880 (nat a toll-free number).

SUPPLEMENARY INFORMATION:

Paperwok Reductio Act

The collectiors of information con-
tained in thes final regulatiors have
been reviewal and approvel by the
Office of Managemenh ard Budgé in
accordane with the Paperwok Reduc-
tion Act (44 U.S.C 3507 unde control
numbes 1545-108 ard 1545 1304.
All of thee paperwok requirements
will be consolidatd unde contrd num-
ber 1545-1507 Responsg to thes col-
lectiors of information are mandatoy.

An ageng may not condud or spon-
sa, and a persa is not requiral to
respom to, a collection of information
unles the collection of information dis-
plays a valid contrd numbe.

The estimatel annu& burden pe re-
spondenvaries from .75 hour to 1 hour,
dependig on individud circumstances,
with an estimaté averag@ of .76 hou.

Commens concernig the accurag of
this burden estimaé and suggestion for
reducirg this burden shout be sern to
the Internal Revenwe Service Attn:
IRS Repors Clearane Officer, T:FP,
Washington DC 20224 ard to the Of-
fice of Managemert and Budget, Attn:
Desk Officer for the Departmenh of the
Treasuy, Office of Information and
Regulatoy Affairs, Washington DC
20503.

Books or record relating to this col-
lection of information mug be retained
as long as their contens may become
materid in the administratim of any
internd revene law. General, tax re-
turns ard tax retum information are
confidential as required by 26 U.S.C.
6103.

Backgound

This documen contairs final regula-
tions to be addel to the Income Tax
Regulatios (26 CFR pat 1) under
sectin 1291(d)(9 of the Internd Rev-
ente Code The final regulatiors provide
rules for making a deeme sak or
deemd dividend election to purge a
shareholdes holding periad of stok of
a PFIC of thos taxabk yeas during
which the PFIC was naot a QEF. The Tax
Reform Act of 198 addel section
1291(d)(2)(A) relating to the deemed
sak election effective for taxabk years
of foreign corporatiors beginnirg after
Decembe 31, 1986 The Technicd and
Miscellaneos Revene Act of 1988
amendd section 1291(d)(3 to add new
section 1291(d)(2)(B) relating to the
deemd dividend election effective for
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taxabke yeas of foreign corporations
beginnirg after Decembe 31, 1986.

On March 2, 1988 temporay regula-
tions (T.D. 8178 [1988-1 C.B. 313)])
relatig to the deemeé sak election
unde section 1291(d)(2)(A) in addition
to electiors unde sectiors 1294 1295,
ard 1297, were publishal in the Federal
Registe (53 FR 6770) A notice of
proposd rulemaking (INTL-941-&
[1988-1 C.B. 916]) cross-referencing
the temporay regulatiors was also pub-
lished in the Federd Regista for the
same day (53 FR 6781).

On April 1, 1992 temporay regula-
tions (T.D. 8404 [1992-1 C.B. 296])
relating to both the deemé sak and
deemd dividend electiors unde section
1291(d)(2)(A ard (B), were published
in the Federd Registe (57 FR 10992).
A notice of proposd rulemaking
(INTL-941-88 INTL—656-87 INTL—
704-& [199241 C.B. 1124]) cross-
referencigy the temporay regulations
was publishal in the Federd Register
for the sane day (57 FR 11024).

Written commens respondig to these
notices were received No public hearing
was held for the notice of proposed
rulemakirg publishe on March 2, 1988.
A public hearig was held November
23, 1992 for the notice of proposed
rulemakirg publishal April 1, 1992.
After consideratia of all the comments,
the proposeé regulatiors unde section
1291(d)(3 are adoptel as revisal by
this Treasuy decision and the corre-
spondirg temporay regulatiors are re-
moved Substantie revisiors are dis-
cussé belov. All othe revisiors are
stylistic, and are primarily intendel to
conform- the~ regulations~ under
§ 1.1291-D to those unde § 1.1291-9.

Explanation of Provisiors and Revisions
and Summay of Comments

1. Introduction

A shareholdeof a foreign corporation
tha qualifies as a PFIC unde the
income or assé teg of section 12% is
subje¢ to the specid interes chage
regime of section 1291 with respet to
certan distributiors by the PFIC and
dispositiors of the stok of the PFIC.
Providal the PFIC complies with certain
electian requirementsa shareholdemay
eled unde sectiom 12% to tred the
PFIC as a QEF. If the electin is made,
the shareholde is subje¢ to the current
inclusian regime of sectiln 1293 If the
shareholde makes the sectiom 1295
election for the first yea of its holding
periad for the foreign corporatian during



which year the foreign corporation is aa. Qualification Date b. Elections made with respect to

PFIC, the shareholder is only subject to The 1088 t ati q former PFICs

PFIC taxation under the current inclu- e eémporary regulations unaer ,

sion regime. Such a PFIC isgedigreed 8 1.1291-10T provided that, in general, Section 1.1291-9(h) of the proposed

ulations provides that a shareholder
QEF with respect to the shareholder(h® date of the deemed sale, referred ﬁ%not 2pply the deemed dividend rules

Hovv_ever, if the sh_areholder makes thé&s the quallflcatlon date, is the first da of section 1291(d)(2)(B) to purge PFIC
section 1295 election for a later yearOf the first taxable year of the corpora-.. & pursuant to section 1297(b)(1)
the shareholder is subject to both thdon that it is treated as a QEF unde#rom' the stock of a foreign corporation
interest charge regime of section 129 €ction 1295 (first QEF year). However,, longer is a PFIC under either the
and the current inclusion regime ofthe temporary and proposed amendjqqet or jincome test of section 1296(a),
section 1293. Such a PFIC is arfnents to 8 1.1291-10T published in, i whose stock nevertheless is treated
unpedigreed QEFwith respect to the 1992 changed the qualification date for,g giock of a PFIC with respect to a
shareholder. To limit its PFIC taxation€lections made after May 1, 1992, to thghareholder pursuant to section
to the current inclusion regime of secfirst day of the taxable year for which 1297(b)(1) (former PFIC). In addition,
tion 1293, a shareholder that makes thi® shareholder made the QEF electioghe proposed regulations provide that the
section 1295 election may also make &Shareholder’s election year). Similarly,section 1291(d)(2)(B) election cannot be
section 1291(d)(2) election to purge jtgunder the temporary and DY_QDO_Sedn'ade with respect to a corporation that
holding period of the years, or parts of8 1.1291-9 regulations, the qualificationwill not qualify as a PFIC under section
years, before the effective date of th&late is the first day of the shareholder'sl296(a)(1) or (2) in the first QEF year.
QEF election during which the foreigneleCt'on year. Severgl commenters disagreed with
corporation was a PFIC (nonQEF years). Commenters described a potentialhe position taken in § 1.1291-9(h) of
Thereafter, the PFIC will be treated as ®roblem with the designation of the firstthe proposed regulations. ~Section
pedigreed QEF with respect to theday of the shareholder’s election year aé.1291- 9(i)(1) of the final regulations
shareholder. the qualification date where the corporadoes not accept these comments and

) . tion and the shareholder have differeng@dopts the rule of the proposed regula-
Section 1291(d)(2) provides twoayaple vears. In this circumstance, théion denying application of the rules of

methods to purge the nonQEF yearsrging election would not avoid appli- section 1291(d)(2)(B) for purposes of a
from a shareholder’s holding period ofcation of the interest charge regime tgection 1297(b)(1) election. In addition,
PFIC stock. A shareholder may elecijistributions and dispositions during the§ 1.1291-9())(2) modifies the rule of
under section 1291(d)(2)(A) to beperiod between the first day of theproposed regulation § 1.1291-9(h)(2) to
treated as having sold the stock of theorporation’s first QEF year and the firstclarify that the section 1295 and 1291-
PFIC. The gain on the deemed sale iglay of the shareholder’s election year(d)(2)(B) elections cannot be made with
subject to the interest charge regime and |n response to comments, the finafeSPect to a former PFIC. Section
therefore taxed as an excess distributiofegulations adopt the definition of quali-1-1291-10(h) of the final regulations
under section 1291. Alternatively, if thefication date used in the 1988 temporarﬁdopts a similar rule, clarifying that a
PFIC is a controlled foreign corporationregulations for purposes of both theShareholder of a former PFIC cannot
(CFC), any U.S. person that is a sharedeemed sale and deemed dividend elefake the section 1295 and 1291(d)-
holder of the PFIC may elect undertions made on or after January 27, 199742)(A) elections. Thus, section 1295 and
section 1291(d)(2)(B) to be treated agor the period after March 31, 1995, tos€ction 1291(d)(2) elections may only
receiving a dividend in the amount of itsJanuary 26, 1997, the final regulations’® made with respect to a foreign
pro rata share of the post-1986 undisadopt the definition of qualification dateco:jporatlon_that is a PFIC bz’j_der'”'“%”
tributed earnings and profits of theof the 1992 temporary regulations. mgn er dsecnlon |12?.6' A?cor Itngy,lztgi
PFIC. The deemed dividend is taxed tdddition, the final regulations permit a %‘?{‘;‘ienf;rfs the on meane b which.
the shareholder as an excess distributiothareholder that made the deemed Sa(eshareholder ma u); e a form)ér PEIC
under the interest charge regime. I€F deemed dividend election after Mayaf_ " may purg
its PFIC taint.
either election is made, the shareholder’&' 1992 and on or before January 277

holding period is treated, for purposes of-297; t0 amend its election and treat the

P eemed sale or deemed dividend aS
g;ethF;FLCeéﬂgz g;eb%?g?\;?dgeﬁg Egﬁa?iﬁfgccurring on the first day of the PFIC's The final regulations, in response to

cation date) first QEF year, provided the periods ofcomments, clarify that a shareholder
' limitations on assessment for the taxablenay make the deemed dividend election
year that includes that date and for thgrovided the PFIC qualifies as a CFC
shareholder’s election year have not exfor its first QEF year.
Section 1.1291-9 provides the rulegired.
for making the deemed dividend elec- In response to comments, the fina
tion under section 1291(d)(2)(B) withregulations also clarify that if the share- In response to comments, the final
respect to a PFIC that is a CFC. Sectioholder’s holding period under sectionregulations clarify the time for making
1.1291-10 provides the rules for makingl223 includes the first day of the firstthe deemed sale and dividend elections.
the deemed sale election under sectioQEF year, the shareholder will beThe regulations provide that if the
1291(d)(2)(A). The final regulations treated as holding the stock on that dateshareholder and the PFIC have the same
generally follow the proposed regula-Therefore, the shareholder may make taxable year, and therefore the first day
tions with the exceptions described besection 1291(d)(2) election for the firstof the shareholder’s election year and
low. QEF year. the qualification date are the same, the
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Quialification as a CFC

2. Revisions to the Regulations

p. Time for making the elections



shareholder may make the election irRevenue Code, the notices of proposed (B) Reduction for previously taxed
the same return in which it makes theulemaking preceding these regulationamounts.

section 1295 election or in an amendedvere submitted to the Small Business (b) Who may make the election.
return. The regulations also provide thafdministration for comment on their (c) Time for making the election.

if the shareholder and the PFIC havempact on small business. (d) Manner of making the election.
different taxable years and therefore the _ (1) In general.
qualification date precedes the first dayPrafting Information (2) Attachment to Form 8621

(e) Qualification date.

(1) In general.

(2) Elections made after March 31,
995, and before January 27, 1997.

(i) In general.

(i) Exception.

(3) Examples.

of the shareholder’s election year, the | incinal auth f th la-
shareholder must make the deemed sa{%nseigrlgggiae a,\lljov% ooﬁiggeorfegtlﬁ:

or deemed dividend election in @NAssociate Chief Counsel (International).

amended return. If the shareholder iy, ever, other personnel from the IRS!
making the section 1291(d)(2) election,y Treasury Department participated in
in an amended return, the amende

) o eir development.
return must be filed within three years P

* * * * *

of the due date, as extended under () Adjustment to basis.
section 6081, for_ the return for_'ghe26 CFR Part 602 (9) Treatrr_\en'g of h(_)lding pferiod.
taxable year that includes the qualifica- . _ _ (h) Coordination with section 959(e).
tion date. Reporting and recordkeeping require- (i) Election inapplicable to share-
ments. holder of former PFIC.
e. Post-1986 accumulated earnings and (1) Coordination with  section
profits Adoption of Amendments to the Regula;297(p)(1).
tions
The proposed regulations provide that ] (.2) DFOf.m?t?f PFIC.
the shareholder’s old holding period for Accordingly, 26 CFR parts 1 and 602 8) Pea'sns'."’ensfbre.  investment. com.
purposes of the PFIC rules ends on thare amended as follows: oany (PFICI;/ 'gn v
lificati I i h '
qualification date, but also provide t atPART 1—INCOME TAXES (2) Types of PFICs.

its new holding period begins on the : e X
P . L (i) Qualified electing fund (QEF).
qualification date. These rules may have paragraph 1. The authority citation (if) Pedigreed QEF.

caused confusion concerning the lasfor part 1 is amended by removing the i X

day of the holding period for purposesentry for section 1.1291-9T and the E:U)) ggfrﬁglrg;elzengEF'
of determining post-1986 accumulatetentry for sections 1.1291-10T, 1.1294— (3) Shareholder.
earnings and profits. The final regula-1T, 1.1295-1T, and 1.1297-3T, and by (k) Effective date
tions revise the holding period rules toadding entries in numerical order to read '

proyide that the shareholder’'s holdinggs follows: § 1.1291-10 Deemed sale election.
period ends on the day before the Authority: 26 U.S.C. 7805 ***

qualification date for purposes of calcu-  Section 1.1291-9 also issued under 26 (8) Deemed sale election.

lating the amount of the deemed divi-y.s.Cc. 1291(d)(2). (b) Who may make the election.
dend. Section 1.1291-10 also issued under (€) Time for making the election.
26 U.S.C. 1291(d)(2). (d) Manner of making the election.

Special Analyses (e) Qualification date.

Section 1.1294-1T also issued under
(1) In general.

It has been determined that this Trea26 U.S.C. 1294. -
sury Decision is not a significant regula- Section 1.1297-3T also issued undeg[g(;% ifgt'boer}zrem?gfu;ﬂezr7Mfgg? 31,
tory action as defined in EO 12866.26 U.S.C. 1297(b)(1).*** () In ceneral y el '
Therefore, a regulatory assessment is not Par. 2. Section 1.1291-0 is added to (i) Ex?:eption.
required. It also has been determinedead as follows: ) Adjustmen.ts to basis
that section 553(b) of the Administrative (1) In general. '

Procedure Act (5 U.S.C. chapter 5) doe§ 1.1291-0 Treatment of shareholders > . .
not apply to th(ese regmaﬁoﬁs, agd beof certain passive foreign investment (2) Adjustment to basis for section

: : aae 1293 inclusion with respect to deemed
cause the notice of proposed rulemakin§ompanies; table of contents. sale election made after March 31,

preceding the regulations was issued Thjs section contains a listing of the1995, and before January 27, 1997.
prior to March 29, 1996, the Regulatoryheadings for §§ 1.1291-9 and 1.1291— (g) Treatment of holding period.
not apply. These regulations, which have holder of former PEIC

a retroactive effective date, satisfy thes 1.1291-9 Deemed dividend election. (i) Effective date.

Administrative Procedure Act's require- o )

ment in section 553(d) for good cause (&) Deemed dividend election. § 1.1291-0T [Amended]

because they provide necessary guidance(1) In general. '

for the period after March 31, 1995, and (2) Post-1986 earnings and profits de- Par. 3. Section 1.1291-0T is amended
because they are not detrimental tdined. as follows:

taxpayers. These regulations are neces- (i) In general. 1. Remove from the introductory text
sary because they provide taxpayers (ii) Pro rata share of post-1986 earnthe language “1.1291-9T, 1.1291-
with the rules needed to make thengs and profits attributable to share-10T,".

elections under section 1291(d)(2). Purholder’s stock. 2. Remove the entries for § 1.1291—
suant to section 7805(f) of the Internal (A) In general. 9T and § 1.1291-10T from the table.
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Par. 4. Section 1.1291-9 is added tits of the PFIC accumulated during anyunder section 6081, of the original re-
read as follows: portion of the shareholder’s holding pe-turn for the taxable year that includes
riod ending at the close of the daythe qualification date.
§ 1.1291-9 Deemed dividend electionbefore the qualification date and attrib- (d) Manner of making the electien
. . utable, under the principles of section(1) In general. A shareholder makes the
(a) Deemed dividend electien(1) In 1548 ang the regulations under thatleemed dividend election by filing Form
?ne;ﬁ:]a;'-rmz Sgglcotri]oﬁroxlr(\jc?:r rué‘aesct‘;g:]section, to the PFIC stock held on the8621 and the attachment to Form 8621
o qualification date. described in paragraph (d)(2) of this
1291(d)(2)(B) (deemed dividend elec-" gy peqyction for previously taxedsection with the return for the taxable
tion). Under that section, a shareholdegn,nts A shareholder’s pro rata shareyear of the shareholder that includes the
(as defined in paragraph (j)(3) of thisq¢ ihe host-1986 earnings and profits ofjualification date, reporting the deemed
section) of a PFIC that is an unpedy,e pFIC does not include any amountividend as an excess distribution pursu-
igreed QEF may elect to include iny,a+ the shareholder demonstrates to thent to section 1291(a)(1), and paying the
income as a dividend the shareholder§gyistaction of the Commissioner (in thetax and interest due on the excess
pro rata §hare of the post-1986 €arniNgmanner provided in paragraph (d)(2) ofdistribution. A shareholder that makes
and profits of the PFIC attributable 10,5 section) was, pursuant to anothethe deemed dividend election after the
the stock held on the qualification dat€yqyision of the law, previously included due date of the return (determined with-
(@s defined in paragraph (e) of this, the income of the shareholder, or ofout regard to extensions) for the taxable
section), provided the PFIC is a CoNyngiher U.S. person if the shareholderyear that includes the qualification date
trolled foreign corporation (CFC) within p,4ing period of the PFIC stock in- must pay additional interest, pursuant to
the meaning of section 957(a) for theg) qes the period during which the stocksection 6601, on the amount of the
taxable year for which the shareholdef,,q heig by that other U.S. person.  underpayment of tax for that year.
elects under section 1295 to treat the ) \who ‘may make the electio’d  (2) Attachment to Form 8621The
PFIC as a QEF (section 1295 election)spareholder of an unpedigreed QEF thathareholder must attach a schedule to
If the shareholder makes the deemef 5 CFEC for the taxable year of theForm 8621 that demonstrates the calcu-
dividend election, the PFIC will becomepp|c for which the shareholder makedation of the shareholder’s pro rata share
a pedigreed QEF with respect 10 thgne section 1295 election may make thef the post-1986 earnings and profits of
shareholder. The deemed dividend igeemed dividend election provided thehe PFIC that is treated as distributed to
taxed under section 1291 as an exceg§areholder held stock of that PFIC orthe shareholder on the qualification date
distribution recelveq on th? quallflcat!ont e qualification date. A shareholder ispursuant to this section. If the share-
date. The excess distribution determ'”e(s{’eated as holding stock of the PFIC orholder is claiming an exclusion from its
under this paragraph (a) is allocateqye gyalification date if its holding pe- pro rata share of the post-1986 earnings
under section 1291(a)(1)(A) only 105y \yith respect to that stock underand profits for an amount previously
those days in the shareholder’s holdingetion 1223 includes the qualificationincluded in its income or the income of
period during which the foreign corpora-qate - A shareholder may make thenother U.S. person, the shareholder
tion qualified as a PFIC. For purposegyeemeq dividend election without regardnust include the following information:
of the preceding sentence, the holding, \yhether the shareholder is a United (i) The name, address, and taxpayer
period of the PFIC stock with respect 05165 shareholder within the meaning diflentification number of each U.S. per-
which the election is made ends on thggcion 951(b). A deemed dividend elecson that previously included an amount
day before the qualification date. For thgjo may be” made by a shareholdemn income, the amount previously in-
definitions of PFIC, QEF, unpedigreed, yose pro rata share of the post-1986luded in income by each such U.S.
QEF, and pedigreed QEF, see paragrap{lmings and profits of the PFIC attrib-person, the provision of the law pursu-
()(1) and (2) of this section.  utable to the PFIC stock held on theant to which the amount was previously
(2) Post-1986 earnings and profits qualification date is zero. included in income, and the taxable year
defined—(i) In general.For purposes of  (¢) Time for making the electiothe of inclusion of each amount; and
this section, the term post-1986 earningshareholder makes the deemed dividend (i) A description of the transaction
and profits means the undistributecelection in the shareholder’s return forpursuant to which the shareholder ac-
earnings and profits, within the meaninghe taxable year that includes the qualiquired, directly or indirectly, the stock
of section 902(c)(1), as of the dayfication date. If the shareholder and theof the PFIC from another U.S. person,
before the qualification date, that werepFIC have the same taxable year, thand the provisions of law pursuant to
accumulated and not distributed in taXshareholder makes the deemed dividenghich the shareholder’s holding period
able years of the PFIC beginning aftelglection in either the original return forincludes the period the other U.S. per-
1986 and during which it was a PFIC,the taxable year for which the shareson held the CFC stock.
but without regard to whether the earnholder makes the section 1295 election, (e) Qualification date—(1) In gen-
ings relate to a period during which theor in an amended return for that year. lferal. Except as otherwise provided in
PFIC was a CFC. the shareholder and the PFIC have difthis paragraph (e), the qualification date
(i) Pro rata share of post-1986 earn-ferent taxable years, the deemed diviis the first day of the PFIC's first
ings and profits attributable to share-dend election must be made in artaxable year as a QEF (first QEF year).
holder’s stock—(A) In general.A share- amended return for the taxable year that (2) Elections made after March 31,
holder’s pro rata share of the post-1986ncludes the qualification date. If the1995, and before January 27, 1994i)
earnings and profits of the PFIC attrib-deemed dividend election is made in ahn general. The qualification date for
utable to the stock held by the shareamended return, the amended returdeemed dividend elections made after
holder on the qualification date is themust be filed by a date that is withinMarch 31, 1995, and before January 27,
amount of post-1986 earnings and profthree years of the due date, as extendek®97, is the first day of the sharehold-
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er's election year. The shareholder’urposes, and no gain was recognized on theegarding the election by a shareholder
election year is the taxable year of théragﬁgegeéseeinRe%‘gggoq Project 112955 870f a former PFIC, see § 1.1297-3T.
shareholder for which it made the secgu601.601(d)(2)(”)(b) of this chapten. As pro- () Definitions—(1) Passive foreign
tion 1295 election. vided in section 1223(2), Y's holding period investment company (PFICA passive
(i) Exception. A shareholder who includes the period that X held the FC stock. Yforeign investment company (PFIC) is a
made the deemed dividend election afte?gg'gers tton’qakter thteFSCeC“O” 12%5: ?'?C_‘t'oq in Qleforeign corporation that satisfies either
May 1, 1992, and before January 27y, bzgui:minc;] Jeualy 1, iSQg.QHowec\)/elr,sb:():(:usihe income test of section 1296(a)(1) or
1997, may elect to change its qualifica’s holding period includes the period that X heldthe asset test of section 1296(a)(2). A
tion date to the first day of the first the FC stock, and FC was a PFIC but not a QEREOrporation will not be treated as a
QEF vyear, provided the periods of limi-during that period, FC will be an unpedigreedPF|C with respect to a shareholder for
tations on assessment for the taxablf with respect to ¥ unless ¥ makes a sectioynse days included in the shareholder’s
. (d)(2) election. Although Y did not actually . .
year that includes that date and for th@wn the stock of FC on the qualification date0lding period when the shareholder, or
shareholder’s election year have not exguly 1, 1995), Y's holding period includes that& person whose holding period of the
pired. A shareholder changes the qualifidate. Therefore, provided FC is a CFC for itsstock is included in the shareholder’s
caton date. by fling amended reums(ehle Yo besiing W L 1955, ¥ ey mekelcing period, was ot a Unied States
with revised Forms 8621 and the attach-eoligreed QEF. aperson within the meaning of section
ments described in paragraph (d)(2) o? 7701(a)(30).
this section, for the shareholder’'s elec- (f) Adjustment to basisA shareholder  (2) Types of PFICs-(i) Qualified
tion year and the shareholder’s taxabléhat makes the deemed dividend electioglecting fund (QEF)A PFIC is a quali-
year that includes the first day of theincreases its adjusted basis of the stodied electing fund (QEF) with respect to
first QEF year, and making all appropri-of the PFIC owned directly by thea shareholder that has elected, under
ate adjustments and payments. shareholder by the amount of thesection 1295, to be taxed currently on
(3) Examples.The rules of this para- deemed dividend. If th(_—z shareholdelrts _share of the PF|Q'S earnings and
graph (e) are illustrated by the followingMakes the deemed dividend electioprofits pursuant to section 1293.
examples: yvlth respect to a PFIC of which it is an (i) Pedigreed QEF.A PFIC is a
Example 1—(i) Eligibility to make deemed divi- indirect shareholder, the shareholder'pedigreed QEF with respect to a share-
dend electionA is a U.S. person who files its adjusted basis of the stock or otheholder if the PFIC has been a QEF with
f]ncome tgx 1rgegzjlrnAon ahcalegdar year ba_':»is.f ft)]property owned directly by th? share-respect to the shareholder for all taxable
s{aoncukargf >, 19 Pﬁlcpvl:/irtch E;Sfiaxgglz pyeg;?nenzmgﬁolder_, through which ownership of theyears during which the corporation was
November 30. M was both a CFC and a PFIC, buP FIC 1S attributed to the shareholder, i; PFIC that are included wholly or
not a QEF, for all of its taxable years. onincreased by the amount of the deemegartly in the shareholder’s holding pe-
December 3, 1996, M made a distribution to itsdividend. In addition, solely for pur- riod of the PFIC stock.
fgr?(;?tg?jlcﬁrsit.sAlgrgefwcerlz\e/teu?ns;;sogna(i(c?efsgvzlig?ritf\-Oses of determining the subsequent (iii) Unpedigreed QEFA PFIC is an
tion as provided in section 1291(a)(1). A decides.reatment under the Code and |’99U|ajnpedigreed Q_EF for a taxab_le year if__
to make the section 1295 election in As 1997tions of a shareholder of the stock of the (A) An election under section 1295 is
taxable year to treat M as a QEF effective for MsPFIC, the adjusted basis of the direcin effect for that year;
taxable year beginning December 1, 1996. Beowner of the stock of the PFIC is (B) The PFIC has been a QEF with
e 94 ot nake e seon 129 0250 pcreasea by the amount of he deemerbspect 1o the_shareholder fo at least
stock that M qualified as a PFIC, M would be andividend. ] ) one, but not all, of the taxable years
unpedigreed QEF and A would be subject to both (9) Treatment of holding periodFor during which the corporation was a
sections 1_291 and 1293. A, however, may elechurposes of applying sections 1291PFIC that are included WhOlly or partly
under section 1291(d)(2) to purge the years M waghrough 1297 to the shareholder aftein the shareholder’s holding period of
ot QEF from As 20 pero. 1A ek e’ doemed dividend, the shareholderfhe PFIC stock: and
distribution will not be taxable under sectionholding period of the stock of the PFIC (C) The shareholder has not made an
1291(a). Because M is a CFC, even though A idegins on the qualification date. Forelection under section 1291(d)(2) and
not a U.S. shareholder within the meaning ofother purposes of the Code and regulahis section or § 1.1291-10 with respect
Zfecéifo"n%ild(sz'sgc’t?;{ lrgg‘;‘? d‘)r(‘ze)(%‘fmed dividendions, this holding period rule does notto the PFIC to purge the nonQEF years
(ii) Making the electionUnder paragraph (e)(1) apply. . . . . fror_n the shareholder’s h?'d'”g pe”Od'
of this section, the qualification date, and therefore () Coordination with section 959(e). (iv) Former PFIC.A foreign corpora-
the date of the deemed dividend, is December 1-0r purposes of section 959(e), th&ion is a former PFIC with respect to a
1996. Accordingly, to make the deemed dividendentire deemed dividend is treated ashareholder if the corporation satisfies

election, A must file an amended return for 1996; ; i ; : : :
and include the deemed dividend in income in thamC|Uded Ingross income under sectiomeither the income test of section

year. As a result, M will be a pedigreed QEF as 0,&2{18(a). _ _ _ 1296(a)(1) nor the asset test of section
December 1, 1996, and the December 3, 1996, (i) Election inapplicable to share- 1296(a)(2), but whose stock, held by
distribution will not be taxable as an excessholder of former PFIG—(1) Coordina- that shareholder, is treated as stock of a
d'St”bUt'On-t mere;ore, n 'tssanigggEddTit!Jb’”{, Ation with section 1297(b)(1)The rules PFIC, pursuant to section 1297(b)(1),
b seaton 1903 and the'ger'fe:'alurgfggf this section do not apply to anbecause at any time during the share-
applicable to corporate distributions. election made under section 1297(b)(1)holder’s holding period of the stock the
Example 2.X, a U.S. person, owned a five (2) Former PFIC.A shareholder may corporation was a PFIC that was not a
percent interest in the stock of FC, a PFIC with anot make the section 1295 and deemeQEF.
tsaei?gs ylezagser;?éré%oiunviitﬁo're);pre]?:;/e[omﬁdce thelividend elections if the foreign corpo- (3) Shareholder. A shareholder is a
transferred her interest in FC to her granddaughteFation iS & former PFIC (as defined inU.S. person that is a direct or indirect
Y, a U.S. person, on February 14, 1996. Thdaragraph (j)(2)(iv) of this section) with shareholder as defined in Regulation

transfer qualified as a gift for federal income taxrespect to the shareholder. For the ruleBroject INTL-656-87 published in

27



1992-1 C.B. 1124; see § 601.601(d)taxable year that includes the qualificawith revised Forms 8621, for the share-
(2)(ii)(b) of this chapter. tion date. If the shareholder and theholder’s election year and the sharehold-

(k) Effective date.The rules of this PFIC have the same taxable year, ther's taxable year that includes the first
section are applicable as of April 1,shareholder makes the deemed sale elegay of the first QEF year, and making

1995. tion in either the original return for the all appropriate adjustments and pay-
taxable year for which the shareholdements.
§ 1.1291-9T [Removed] makes the section 1295 election, or in (f) Adjustments to basis(1) In gen-

: ; ‘an amended return for that year. If theeral. A shareholder that makes the

Par. 5. Section 1.1291-9T Is re shareholder and the PFIC have differenteemed sale election increases its ad-
m%Vaerd'B Section 1.1291-10 is added t6axab|e years, the deemed sale electignsted basis of the PFIC stock owned
S ' must be made in an amended return fodirectly by the amount of gain recog-
the taxable year that includes the qualinized on the deemed sale. If the share-
§ 1.1291-10 Deemed sale election. fication dat.e. If the deemed sale electiorlnc_)lder makes the deemed s_ale_ellection

made in an amended return, thevith respect to a PFIC of which it is an

(@) Deemed sale electionThis sec- amended return must be filed by a daténdirect shareholder, the shareholder’s
tion provides rules for making the elec-that is within three years of the dueadjusted basis of the stock or other
tion under section 1291(d)(2)(A)date, as extended under section 6081, pioperty owned directly by the share-
(deemed sale election). Under that seche original return for the taxable yearholder, through which ownership of the
tion, a shareholder (as defined inthat includes the qualification date. PFIC is attributed to the shareholder, is
§ 1.1291-9(j)(3)) of a PFIC that is an (d) Manner of making the electio®s increased by the amount of gain recog-
unpedigreed QEF may elect to recognizehareholder makes the deemed sale eletized by the shareholder. In addition,
gain with respect to the stock of thetion by filing Form 8621 with the return solely for purposes of determining the
unpedigreed QEF held on the qualificafor the taxable year of the shareholdesubsequent treatment under the Code
tion date (as defined in paragraph (e) ofhat includes the qualification date, re-and regulations of a shareholder of the
this section). If the shareholder makesgorting the gain as an excess distribustock of the PFIC, the adjusted basis of
the deemed sale election, the PFIC wiltion pursuant to section 1291(a), andhe direct owner of the stock of the
become a pedigreed QEF with respect tpaying the tax and interest due on thdFIC is increased by the amount of gain
the shareholder. A shareholder thagxcess distribution. A shareholder thatecognized on the deemed sale. A share-
makes the deemed sale election imakes the deemed sale election after theolder shall not adjust the basis of any
treated as having sold, for its fair markedue date of the return (determined withstock with respect to which the share-
value, the stock of the PFIC that theout regard to extensions) for the taxabldolder realized a loss on the deemed
shareholder held on the qualificationyear that includes the qualification datesale.
date. The gain recognized on thenust pay additional interest, pursuant to (2) Adjustment of basis for section
deemed sale is taxed under section 12%ection 6601, on the amount of thel293 inclusion with respect to deemed
as an excess distribution received on thenderpayment of tax for that year. Asale election made after March 31,
qualification date. In the case of anshareholder that realizes a loss on th&995, and before January 27, 199%or
election made by an indirect sharedeemed sale reports the loss on Formurposes of determining the amount of
holder, the amount of gain to be recog8621, but does not recognize the losggain recognized with respect to a
nized and taxed as an excess distribution (e) Qualification date—(1) In gen- deemed sale election made after March
is the amount of gain that the directeral. Except as otherwise provided in31, 1995, and before January 27, 1997,
owner of the stock of the PFIC wouldthis paragraph (e), the qualification datéby a shareholder that treats the first day
have realized on an actual sale or othgs the first day of the PFIC's first of the shareholder’s election year as the
disposition of the stock of the PFICtaxable year as a QEF (first QEF year)qualification date, the adjusted basis of
indirectly owned by the shareholder. (2) Elections made after March 31,the stock deemed sold includes the
Any loss realized on the deemed sale 8995, and before January 27, 199%i) shareholder’s section 1293(a) inclusion
not recognized. For the definitions ofin general. The qualification date for attributable to the period beginning with
PFIC, QEF, unpedigreed QEF, and pedideemed sale elections made after Marcthe first day of the PFIC's first QEF
greed QEF, see § 1.1291-9(j)(1) and1, 1995, and before January 27, 199%ear and ending on the day before the
(2). is the first day of the shareholder’'squalification date.

(b) Who may make the electiod election year. The shareholder’s election (g) Treatment of holding periodFor
shareholder of an unpedigreed QEF mayear is the taxable year of the sharepurposes of applying sections 1291
make the deemed sale election providetolder for which it made the sectionthrough 1297 to the shareholder after
the shareholder held stock of that PFIQ1295 election. the deemed sale, the shareholder’s hold-
on the qualification date. A shareholder (ii) Exception. A shareholder who ing period of the stock of the PFIC
is treated as holding stock of the PFICmade the deemed sale election aftavegins on the qualification date, without
on the qualification date if its holding May 1, 1992, and before January 27regard to whether the shareholder recog-
period with respect to that stock underl997, may elect to change its qualifica-nized gain on the deemed sale. For other
section 1223 includes the qualificationtion date to the first day of the first purposes of the Code and regulations,
date. A deemed sale election may b&EF year, provided the periods of limi-this holding period rule does not apply.
made by a shareholder that would realtations on assessment for the taxable (h) Election inapplicable to share-
ize a loss on the deemed sale. year that includes that date and for théolder of former PFIC.A shareholder

(c) Time for making the electiomhe shareholder’s election year have not exmay not make the section 1295 and
shareholder makes the deemed sale elegired. A shareholder changes the qualifideemed sale elections if the foreign
tion in the shareholder’s return for thecation date by filing amended returnscorporation is a former PFIC (as defined
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read as follows:



in 8 1.1291-9(j)(2)(iv)) with respect to
the shareholder. For the rules regardir
the election by a shareholder of
former PFIC, see 1.1297-3T.

(i) Effective date.The rules of this
section are applicable as of April 1
1995.

§ 1.1291-10T [Removed]

Par. 7. Section 1.1291-10T is re
moved.

PART 602—0OMB CONTROL
NUMBERS UNDER THE
PAPERWORK REDUCTION ACT

Par. 8. The authority citation for part
602 continues to read as follows:
Authority: 26 U.S.C. 7805.

§ 602.101 [Amended]

Par. 9. In § 602.101, paragraph (c) i
amended by removing the entries fc
1.1291-9T and 1.1291-10T from the
table and adding entries in numerice
order to the table to read as follows

8 602.101 OMB Control numbers.

* * * * *
(C) * k% %
CFR part or section where Current OMB
identified and described control No.
* * * * *
11291-9 ... 1545-1507
1.1291-10. .. ..o 1545-1507
* * * * *

Margaret Milner Richardson,
Commissioner of Internal Revenue

Approved December 12, 1996.

Donald C. Lubick,
Assistant Secretary of the Treasun

(Filed by the Office of the Federal Register or
December 26, 1996, 8:45 a.m., and published
the issue of the Federal Register for December 2
1996, 61 F.R. 68149)




