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'SSUMMARY: This document contains
(E]roposed regulations for dealers in com
odities and traders in securities or com
modities regarding the election to use th
mark-to-market method of accounting fol
O%heir businesses. Section 1001(b) of th
Taxpayer Relief Act of 1997 amended the
applicable tax law for these taxpayers
»f This document also contains propose
in "egulations providing guidance on statu
,glory changes to section 475 contained i
the Internal Revenue Service Restructul
ing and Reform Act of 1998 (IRS Re-
structuring Act). This guidance is neces
,a_sary because section 7003 of the IR
estructuring Act generally prohibited the

. application of mark-to-market accounting
to nonfinancial customer paper. Amonc
other things, the proposed regulation
provide guidance to taxpayers who ar

ol



using mark-to-market accounting for nonDC 20224. Comments concerning the For purposes of section 475, a security
financial customer pape This documentcollection of information must be receivedncludes any note, bond, debenture, or
also provides notice of a public hearinpy March 29, 1999. other evidence of indebtedness. Revenue
on these proposed regulations. The first collection of information in Ruling 97-37 (1997-39 I.R.B. 4), clari-
. ] this proposed regulation is described ified that “other evidence of indebtedness”

DATES Wfitten comments and outlines the Explanation of Provisions section ofncludes customer pape commonly re-
of topics to be discussed at the publigyis gocument (rather than being includeterred to as trade accounts receivable.
hearing scheduled for June 3, 1999, at 3§ e text of the proposed regulations)The IRS provided procedures for a tax-
a.m. must be received by May 13, 1999. 1, description indicates that the ete payer to change its method of accounting
ADDRESSES: Send submissions tdions under section _475(e)(1) and (f)(1¥or customer paper in Revenue Procedure
CC:DOM:CORP'R (REG—104924—98),and (2) may be required to be made_ ongy-43 (1997-39 I.R.B. .12), 3
room 5226, Internal Revenue Servicel?'™ 0 be developed by the IRSThis — The IRS RestructurqiAct modified
POB 7604, Ben Franklin Statiomash- burden will be reﬂectgd on t.hat new-forr.nthe qefmmon of security for purposes of
ington, DC 20044. Submissions may be The second collection of information insection 475 to exclude nonfinancial cus-
hand delivered Monday through FridayniS Proposed regulation is in 881.475(e)tomer pape For this purpose, nonfinan-
between the hours of 8 a.m. and 5 p.m. td: "?‘”d 1.475(f)-2 The information re-cial customer paper is any receivable aris-
CC:DOM:CORP:R (REG-104924-98),duired to be recorded under §81.475(e)-ihg out of the sale of nonfinancial goods
Courig’s Desk, Internal Revenue Serand 1.475(f)-2 is required by the IRS t@r services by a person the principal activ-
vice, 1111 Constitution Avenue, N, determine whether an exemption fromty of which is the selling or providing of
Washington, DCAlternativey, taxpayers Mmark- to-market accounting is properlynonfinancial goods or services if the re-
may submit comments electronically vigclaimed This information will be used to ceivable is held by that person (or a related
the Internet by selecting the Tax Regs” Make that determination upon audit operson) at all times since its issuance.
option on the IRS Home Page, or by sudaxpayersbooks and records The likely Section 475(c)(4), added by the IRSeR
mitting comments directly to the IRS In-recordkeepers are businesses or otherf@tructuring Act, precludes a taxpayer from
ternet site at http://wwh.irs.ustreas.gov/ profit institutions. using mark-to-market accounting under
prod/tax_regs/comments.htm|The pub-  Estimated total annual recordkeepingection 475 for nonfinancial customer
lic hearing will be held in room 2615, In-burden: 1,000 hours. papa. In addition, the legislative history
ternal Revenue Building]l111 Constitu-  The estimated annual burden pepf the IRS RestructurgnAct indicates that
tion Avenue, NV, Washington, DC. recordkeeper varies from 15 minutes to gaxpayers may not account for nonfinan-
hours, depending on individual circum-ia| customer paper using a mark-to-mar-
FOR FRIHER INFORIMON CON- stances, with an estimated average of et or Iower-offjcorfst-d-ma?ket method of
TACT: Concerning the regulations about . accountin d .

. » g under other sections of the
elec_:'qons by commod_|_t|es dealers and se- stimated number of recordkeeperscode. See H.R. Conf. Rep. No. 599,
curities and commodities traders, dynn 1.000 105th Cong., 2d Sess. 353-54 (1998).

RIiCk.S’ 202-522-3920%_conce_rr;ing the 1€9-" An agency may not conduct o SPOMSOCongress, howeveauthorized the Secre-
ulations about nonfinancial customel,q 5 person is not required to respond try to issue regulations describing situa-
pape, Pamela L&, 202-622-3950; con-

a collection of information unless it & tions where taxpayers must use mark-to-

cerning submissions and the hearin ; : ; : .
Michael L. Slaughte . 202_622_719090|ay5 a valid control number assigned byharket accounting for nonfinancial

(not toll-free numbers). the Gfice of Management and Budget.  cystomer paper in order to prevent taxpay-
~ Books or records relating to a collecers from using the exclusion in section
SUPPLEMENRY INFORKTION: tion of mfolrmatlon must be retained 3&75(0)(4) to avoid marking to market re-
_ long as their contents may become mateggijyables that are inventory in the hands of
Paperwork ReductimAct ial in the administration of any internalhe taxpayer or a related person.

. . . . __revenue lav. Generaly, tax returns and i ;
The collection of information contalnedta)\: re;Jurn informationU;re éonfigenstial a Secton 475(¢) and (1), addeq by secfion
in this notice of proposed rulemaking ha » 83.001(b) of the Taxpayer Relié Act of

S .
been submitted to the fice of Manage- required by 26 U.S.C. 6103. 1997, allows securities traders and ao-
with the Paperwork ReductivAct of to-market accounting similar to that cur-

1995 (44 U.S.C. 3507(d)). Comments on Section 475 provides that dealers imently required for securities dealers.
the collection of information should besecurities generally must use mark-toThese provisions are feective for all tax-
sent to tleOffice of Management and market accounting for all securities. Exable years ending afteAugust 5, 1997, the
Budget, Attn: Desk @icer for the De- ceptions from the mark-to-market re-date of enactment of thdaxpayer Relief
partment & Treasuy, Cifice of Informa- quirement are generally provided forAct The proposed regulations clarify sev-
tion and Regulator Affairs, Washington, securities not held for sale to customersral issues relating to these elections, in-
DC, 20503, with copies to teinternal and certain securities held as a hedgeluding the identification of securities and
Revenue ServiceAttn: IRS Reports provided that the securities are identifiedommodities as exempt from mark-to-mar-
Clearance ®icer, OP:FS# Washington, as exempt in a proper and timely marme ket accounting, the character of marked se-
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curities and commodities, and the time anenact section 475(b)(4) The IRS and thebut selectively to identify other securities
manner for making the elections. Treasury Department welcome commentas exempt from this treatment. Congress
on whethe, and under what circum-addressed this concern by establishing a
stances, it may be appropriate for a dealéigher burden of proof for electing securi-
in physical commodities to identify com-ties traders to identify securities as not
modity derivatives as held for investmentsubject to section 475 than is applicable to
Sections 1.446-1(c)(2)(iii), 1.471-12, The proposed regulations also provideecurities dealers The IRS and # Trea-
and 1.475(c)-2(d) of the proposed regulahat, in all cases, if a dealer in commodisury Department share this concern, par-
tions provide that taxpayers may not usties identifies a commodity as exempticularly because it traditionally has been
mark-to-market or loweof-cost-a-mar- from mark-to-market accounting unde€asier to distinguish investment securities
ket accounting for any nonfinancial cussection 475(b)(2), the identification is in-from dealer securities than to distinguish
tomer paper unless a regulation affirmaeffective unless it is made before the clos@vestment securities from trading securi-
tively provides that the nonfinancialof the day on which the commodity wadies. Accordingy, the proposed regula-
customer paper is to be marked to marketcquired, originated, or entered intotions provide that in no event is theet
as inventoy. Thus, a rule similar to the 30-day identifi-quirement of section 475(f)(1)(B)(i)
The remaining proposed regulationgation rule for certain securities in Hold-satisfied unless the electing trader demon-
pertaining to section 475(c)(4) are crosig 8 of Re. Rul. 97-39 (1997-39 |.R.B. strates by clear and convincing evidence
references or minor technical changes re), does not apply to commodities dealeréhat a security has no connection to its

Explanation of lPovisions

Nonfinancial Customer Paper

quired by the addition of §1.475(c)—2(d). _ N N trading activities The IRS ad Treasury
Traders in Securities or Commodities  Department request comments on whether
Dealers in Commodities any trader of securities could meet this

The proposed regulations provide th

The proposed regulations generallyhe principles underlying the rules and ad- In addition, the IRS and thTreasury
provide that, except as provided in guidministrative interpretations applicable toDepartment éeek comments on the ma
ance prescribed by the Commissian¢he securities dealers also apply to eIectinger in which securities are identified as
rules for mark-to-market accounting fortraders, unless the proposed regulations A6t held in connection with trading activi-
securities dealers apply to commoditiethe Commissioner provides otherwiseties and, in particula, comments that
dealers that make an election under sethe IRS and #Treasury Department re- focus on the administrability of rules in
tion 475(e)(1) (electing commoditiesquest comments on whether there are Cifis area.
dealers). Comments are requestecimstances under which a specific rule gocause of the fungible nature of cer-
whether there are circumstances whemgpplicable to securities dealers should ngt;, securities, the proposed regulations
the specific rules applicable to securitieapply to electing securities traders. provide a special rule for identifying se-
dealers should not be applied to electing The proposed regulations provide ruleg, rities held other than in connection with
commodities dealers. for the identification of investment securi-he glecting trade’s trading business

Under the proposed regulations, unlesses as exempt from mark-to-market acyhen the electing trader also trades other
the Commissioner otherwise provides in aounting The proposed regulations claryf the same or substantially similar secu-
revenue ruling, revenue procedure, or letfy that a trader in securities who elect$jiies. |n this circumstance, the electing
ter ruling, the exemption from mark-to-mark-to-market accounting under sectiogader does not satisfy section 475
market accounting for assets held for in475(f)(1) for its trading business (an1)(B)(i) unless the security is held in a
vestment does not apply to a commoditglecting trader) must identif in accor- separate, nontrading account maintained
derivative held by an electing dealer irdance with section 475(f)(1)(B)(ii), anywith a third pary. The IRS and thTrea-
commodities. If the rule described in thesecurity held other than in connectionyyry Department are considering extend-
preceding sentence applies (and conseith the trading business. If the electingng this special identification rule to all
quently requires a commodity derivativetrader is also a dealer in securities, thgecurities, rather than solely to those that
to be marked to market), the gain or lossader need only identify under sectiorgre fungible, and request comments on
is ordinary. The IRS and #hTreasury De- 475(f)(1)(B)(ii) securities that are notthe advisability of doing so.
partment believe that it would bee held in connection with the trading busi- Under the proposed regulations, all
tremely rare for a commodity derivativeness and that are also described in sectiffentifications under section 475(f)(J-
held by a commodities derivative deale475(b)(1) (without regard to section(B)(ii) must be made on the same day the
to be acquired other than in a dealer c&75(b)(2)). That is, the trader need noglecting trader acquires, originates, or en-
pacity. See §1.475(c)-1(a)(2). Moreove identify securities that could not properlyters into the securig. Thus, a rule similar
the IRS and th Treasury Department be-be identified as being exempt from secto the 30-day identification rule for cer-
lieve that a dealer in physical commodition 475(a). tain securities in Holding 8 of Re Rul.
ties generally engages in derivatives ac- The IRS and # Treasury Department 97—-39 does not apply to electing traders.
tivities that are virtually indistinguishablebelieve that in making the section 475 Because the principles of the rules and
from its dealings in physical commodi-election available to securities tradersadministrative interpretations applicable
ties. This situation invokes many of theCongress did not want taxpayers selet¢e securities dealers apply to electing
practical concerns that led Congress tively to mark to market some securitiesraders, if an electing trader improperly

urden and under what circumstances.
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identifies as exempt a security that is acecurities or commodities must be mad€omments and Public Hearing

tually held in connection with that busi-in the time and manner prescribed by the i

ness, the gain or loss with respect to theommissione The IRS and Treasury ~ Before these proposed regulations are
security is ordinay, and the consequence®epartment anticipate requiring taxpayerddopted as final regulations, considar
described in section 475(d)(2) apply tao make the election by filing a form, totion Will be given to any written com-
the security (i.e., the security is marked toe developed by the IRS, not later than 2Ments (a signed original and eight (8)
market and any losses realized with remonths after the beginning of the taxabl€0Pies) that are submitted timely to the
spect to the security prior to its dispds year for which the election is made. (SelRS The IRS and # Treasury Depart-
tion are recognized only to the extent ofne Paperwork ReductivAct section of ment specifically request comments on
gain previously recognized with respecthis preamble, which requests commentée clarity of the proposed regulations and
to the security). Similan, under the pro- on the burden that may be imposed by thizow they can be made easier to under-
posed regulations, if an electing tradefequirement.) Interim procedures arétand All comments will be available for
fails to identify a security that is not heldbeing provided in a revenue procedure. public inspection and copying.

in connection with its trading business, Apublic hearing has been scheduled for
the consequences of section 475(d)(#jroposed Effective Dates June 3, 1999, beginning at 10 a.m. in room
o £ e ek S0 951 85 e s atons n .47 2555 f e ernal Revene Buldng
Moreove, in the event of this failure thez(d)(l) apply to every taxpayer who is re: DC. Duetob '|d'e : it :

v ot ruired by section 475(c)(4) to cease using’n’ - DUe 1o building security proce-
Commissioner may nevertheless treat thmark-to-market accounting for nonfinan-dures, visitors must enter at the 10th Street
security as if the requirements for exemp_,  ° .~ pape These regulationsentrance, located between Constitution
tion from mark-to-market accounting_ . applicable for all taxable years endingnd Pennsylvaei Avenues, NV In addi-
were satisfied. _ after July 22, 1998. Proposed §§1.446l0n, all visitors must present photo identi-

_The propose(_j regulanor_\s further pro: (c)(2)(iii) 1 471_'12 and 1 475ic)_fication to enter the building. Because of

vide that the gain or loss with respect to ?31 o ’ ) i . ; )

. ” 2(d)(2) are applicable for all taxable yeargccess restrictions, visitors will not be ad
security that is marked to market undef\"”/. : . :

: . : ending on or after January 28, 1999The Mitted beyond the immediate entrance
section 475(f)(1)(A) is ordinay. Under ' i rea more than 15 minutes before the
this rule, if an electing trader disposes of BroPosed regulations in §81.475(e)-1 and'ea For inf on about h
security before the close of the taxablé-47>(1)~2 generally apply to securities ohearing starts. For information about hav-
year, proposed §1.475(a)-2 applies, angommodities acquired on or after Marchng your name placed on the building ac-
the gain or loss is ordinary income or lossh: 1999 The rules concerning the timé€ss list to attend the hearing, see the
See sections 475(f)(1)(D) and 475(d)(3fnd manner for making the mark-to-mar*FOR FETHER INFORWON CON-
and the legislative history to sectionket elections for commodities dealers andACT"” section of this preamble.

475(f). H.R. Rep. No. 148, 105th Cong.’securities and commodities traders are The rules of 26 CFR 601.601(a)(3)

1st Sess. 445 (1997). generally applicable for taxable yearsipply to the hearing. Persons who wish to
Under the proposed regulations, th&nding on or after January 28, 1999. present oral comments at the hearing must
above rules for electing securities traderg . ioi Analvses submit written comments and an outline

traders. In addition, the proposed regula- It has been determined that this noticl® b€ devoted to each topic (signed origi-
tions provide a special character rule fosf proposed rulemaking is not a signifin@l and eight (8) copies) by May 13,
traders in section 1256 commodity concant regulatory action as defined in E3999. Aperiod of 10 minutes will be al-
tracts who elect mark-to-market accounti2866. Therefore, a regulatory impacllotted to each person for making com-
ing for their businesses. For these tradergnalysis is not required. It is hereby certiMents An agenda showing the schedul-
the proposed regulations clarify that theied that the collection of information in ing of the speakers will be prepared after
capital character rule of section 1256 doagese regulations will not have a signifithe deadline for receiving outlines has
not apply to these contracts and, thus, th&int economic impact on a substantiftassed. Copies of the agenda will be
gain or loss with respect to such contractsumber of small entities As previously available free of chage at the hearing.
is ordinaty. noted, in those instances where a small
entity elects to apply the rules in these
regulations, the burden of the collection The principal authors of these regula-
The proposed regulations clarify that ifof information is not significant Accord-  tions are Jolynn Ricks and Pamela Lew
a dealer in securities also has a securitiéwgly, a Regulatory Flexibilit Analysis is  of the Gfice of Assistant Chief Counsel
or commodities trading business or @ot required. Pursuant to section 7805(fkrinancial Institutions & Products).
commodities dealing business, the dealdhis notice of proposed rulemaking will beHoweve, other personnel from the IRS
may make an election for that business. submitted to the Chief Counselrfédvo-
The proposed regulations also provideacy of the Small BusinesAdministra-
that the mark-to-market elections fottion for comment on its impact on small
dealers in commodities and for traders ibusiness. *okox ok

rafting Information
Making the Elections

and tre Treasury Department participated
in their development.
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Proposed Amendments to the Regulations ok ok ok ok mark-to-market method of accounting

. . d the lower-of-cost-or-market method
Accordingly, 26 CFR part 1 is pro- Par. 3. Section 1.471-12 is added aasn

T1ob ded as foll . follows: of accounting are not permissible meth-
posed to be amenaded as follows: ods of accounting. See 881.446-

PART 1—INCOME TAXES §1.471-12 Nonfinancial customer paper. 1(c)(2)(iii) and 1.471-12.
Nonfi ial i d (3) Nonfinancial customer paper
Paragraph 1. The authority citation for, onfinancial customer paper, as o504 g5 inventoryReserved].

part 1 is amended by removing the entrieféned in section 475(c)(4)(B), may not be

eated as inventory except as provided i§1.475(e)-1 [Redesignated as
for 881.475(a)-3 through 1.475(e)-1 an . : ;
adding the following entries in numerical 1.475(c)-2(d). Thls section applies 1®1.475(g)-1]
der t d as follows: taxable years ending on or after January _ _ _
orAertho r'(taa ZZSUOSOCWS7'805 . xx 28, 1999. Par. 6. Section 1.475(e)-1 is redesig-
uthority: .S.C.
Sectiony1.475(a)—3 also issued und Par. 4. In §1.475(c)-1, paragraph§ated as $1.475(a)-1.

)(3)(i) and (b)(4)(ii) are revised to read Par. 7. New §1.475(e)-1 and

26 U.S.C. 475(9). : §81.475(f)-1 and 1.475(f)-2 are added to
Section 1.475(b)-1 also issued under 2%5 follows: read as g))uows; 0

U.S.C. 475(b)(4) and 26 U.S.C. 475(g). §1.475(c)-1 Definitions—dealer in
Section 1.475(b)-2 also issued undefecurities. 81.475(e)-1 Election of mark-to-market
26 U.S.C. 475(b)(2) and 26 U.S.C. accounting for dealers in commodities.

475(g). . .
Section 1.475(b)-4 also issued under ®) *** (a) Time and manner of making elec-

26 U.S.C. 475(b)(2), 26 U.S.C. 475(g) (3) *** tion. An election under section 475(e)(1)
and 26 U.S.C. 6001 o " (i) For purposes of section 471, thenust be made in the time and manner pre-

Section 1.475(c)-1 also issued unddfXxpayer accounts for any security (as decribed by the Commissioner.
26 U.S.C. 475(g). fined in section 475(c)) as inventory; (b) Application of securities dealer

Section 1.475(c)-2 also issued under % ok ok % rules to electing commodities dealers.

26 U.S.C. 475(g) and 26 U.S.C. 860G(e) Except as otherwise provided in this sec-
Section 1.475(d)-1 also issued under (4) *** tion or in other guidance prescribed by the

26 U.S.C. 475(g). (i) Continued applicability of an elec- (_:om_missionerZ the rules and .administra-
Section 1.475(e)-1 also issued undéion_(A) In general.Except as provided tive mter.pretatlon.s under section 475 fqr
26 U.S.C. 475(q). in paragraph (b)(4)(ii)(B) of this section,dealers in securities apply to dealers in
Section 1.475(f)-1 also issued under 28" election under this paragraph (b)(4gommod|t|es that make an election under
U.S.C. 475(g). continues in effect for subsequent taxablgection 475(e)(1).
Section 1.475(f)—2 also issued under 2¢ears until revoked. The election may be (c) Commodity derivatives deemed not
U.S.C. 475(g). = revoked only with the consent of theheld for investmert(1) In general. Ex-
Par. 2. In §1.446-1, paragraprpommiSSiO”er- ce_pt as othng|se determlneq by the Com-
()(2)iii) is added to read as follows: (B) Taxable years ending after July 22missioner in a revenue ruling, revenue
1998. An election under this paragraphprocedure, or letter ruling, if a dealer in
§1.446-1 General rule for methods of  (b)(4) is ineffective for taxable years endcommodities that made an election under
accounting. ing after July 22, 1998. section 475(e)(1) holds a commodity de-
scribed in section 475(e)(2)(B) or (C) (de-
scribing certain notional principal con-

* * *x * %

(c) *** Par. 5. In §1.475(c)-2, paragraph (d) i§acts and commodity derivatives),
(2) *** added to read as follows: section 475(b)(1)(A) (exempting from
(iii) Section 475 is the exclusive au- mark-to-market accounting certain posi-
thority on which a taxpayer may rely t081.475(c)—2 Definitions—security. tions that are held for investment) does
use the mark-to-market method of ac- v ox % % % not apply to that commodity.
counting for nonfinancial customer paper, (2) Character of commodity derivatives

as defined in section 475(c)(4)(B). Thus, (d) Inventory—(1) Nonfinancial cus- required to be marked to marketf a
except to the extent provided intomer paper is generally not marked t&ommodity is required to be marked to
§1.475(c)-2(d), the mark-to-marketmarket under section 47%&xcept as pro- market because of the application of para-
method of accounting is not a permissibleided in paragraph (d)(3) of this sectiongraph (c)(1) of this section, the gain or
method of accounting for nonfinancialnonfinancial customer paper (as definetbss with respect to that commodity is
customer paper. In addition, the lower-ofin section 475(c)(4)(B)) is not a securityordinary.

cost-or-market method of accounting igven if it is inventory. (d) Same day identificationAn identi-
not a permissible method of accounting (2) Treatment of nonfinancial customeffication of a commodity as exempt from
for these assets. See §1.471-12. Thimper under other sections of the Internaiark-to-market accounting under section
paragraph (c)(2)(iii) applies to all taxRevenue CodeFor nonfinancial cus- 475(b)(2) is not effective unless it is made
years ending on or after January 28, 19980omer paper that is not a security, théefore the close of the day on which the

1999-10 |.R.B. 51 March 8, 1999



commodity was acquired, originated, otion 475(d)(2) apply to the security; and (i) Except as otherwise provided in this
entered into. (ii) The character of the gain or losparagraph (h)(2), 81.475(c)-1(b) applies
. with respect to the security is ordingr  to taxable years ending on or aftereb
81.475(f)-1 Pocedues for electing (5) Commissioner identification of in- cember 31, 1993.
mark-to-market accounting for traders. estment securitiesNotwithstanding (i) Section 1.475(c)-1(b)(4)(ii)(B) ap-
(a) Time and manner of making elecParagraph (a)(4) of this section, the Conmplies to taxable years ending after July 22,
tion. An election under section 475(f)(1)Missioner may treat a security described99s.
or (2) must be made in the time and mari? that paragraph as meeting the require-  x % ok %
ner prescribed by the Commissione ments of section 475()(1)(B)(i) and (ii).
(b) Coadination with section 475(ayf ~_ (P) Character of securities marked to () Section 1.475(c)-2 (concerning the
a dealer in securities also has a securities @2"ket The gain or loss with respect to gjefinition of security) applies as follows:
commodities trading business or a conecurity that is marked to market under (1) section 1.475(c)-2(a), (b), and (c)
modities dealing business, the dealer maFction 475(N(1)(A) is ordinay. (concerning the definition of security) ap-
make an election under section 475(e)(1), (¢) Application of securities dealer pjies 1o taxable years ending on or after
(f)(1), or (A(2) for that business. fules to electing tradersexcept as other- pecemper 31, 1993. By its terms, how-

wise provided in this section or in othery, o §1.475(c)—-2(a)(3) applies only to
§1.475(f)-2 Election of mark-to-market guidance prescribed by the Com®i (oqiqual interests or to interests or

accountir_‘l_g for traders in securities or Si(_)n_er, th_e p_rinciples o_f the rules and ‘T"dérrangements acquired on or after January
commodities. ministrative interpretations under sectiory 1995. and the integrated transactions
(9 Seces ot ld i comectonyan i sopios o e Ser g ST 0 SLATSIO-200
with trading activities—(1) Taxpayer ,nder section 475(f)(1). o éﬁ) S dony éfl EAugust 1o,
identification of investment securitidba  (4) Same day identificationAn identi- (the efective date of §1.1275-6).
tra(cj;ler in securities(r?(al;t(as)a(n IE|ECti°ﬂcation of a security as exempt fromfc)l%avjecuon 1.475(c)-2(d) applies as
under section 475(f)(1)(A) (electing _to- ; i OWs. .
trader) and holds a security other than ia"l?rcgl((f)t(c)l)rz;rlzgtna:)ctcg?ené;ir:/ge uunndlggss eltc E;On (i) Section 1.475(c)—2(d)(1) applies to
connection with that trading business, thgade before the close of the day on whiciexable years ending after July 22, 1998.
electing trader must identify that securityne security was acquired, originated, o (i) Section 1.47_5(0)—2(d)(2) applies to
in accordance with section 475(f)(1)(B entered into. axable years ending on or after January
(ii). If the electing trader is also a dealer (g) Application to traders in commodi- 28, 1999.
in securities, howeve, the preceding SéNnties (1) General rule If a trader in com- X ok ok ok ow
tence applies only to securities describeghodities makes an election under section _ _
in section 475(b)(1) (without regard t0475(f)(2), paragraphs (a), (b), (c), and (d (k)_ Section 1.475(e)—1(a).(concernmg
section 475(b)(2)). of this section apply to the trader in th he time and manner for makmg the marl'<-
(2) Satisfaction of Commissiondn N0 gsame manner that they apply to a trader [q-market election for dealers in commodi-
event is the requirement of sectiorecyrities who makes an election unddi€s) applies to taxable years ending on or
475(f)(1)(B)(i) satisfied unless the elee gection 475(f)(1). after January 28, 1999. Section 1.475(e)-
ing trader demonstrates by clear and con- 2y Coardination with section 12561f  1(P), (¢) and (d) applies to commodities ac-
vincing evidence that a security has n@ trader in commodities makes an electiofiuired on or after March 1, 1999.
connection to its trading activities. under section 475(f)(2) and trades section (I) Section 1.475(f)-1 (procedures for
(3) Substantially similar securities held 1256 contracts that are commodities a&lecting mark-to-market accounting for
for trading and investmentAn electing defined in section 475(e)(2), then thdraders in securities or commodities) ap-
trader that holds a security other than ipyjes of section 475(f) and paragrapiplies to taxable years ending on or after
connection with its trading business ange)(1) of this section apply to those conJanuary 28, 1999.
also trades the same or substantially simiracts, and not the capital character rules (M) Section 1.475(f)-2 (concerning the
lar securities in no event satisfies the resf section 1256. mark-to-market rules for traders in securi-
quirement of section 475())(1)(B)(i) un-  pa. 8. Newly designated §1.475(g)-1ies or commodities) applies to securities
less the security is held in a separatgs amended by revising paragraphs (h)(®r commodities acquired on or after
nontrading account maintained with gng (i) and adding paragraphs (k), (I), antftarch 1, 1999.

third party. (m) to read as follows:

(4) Consequences of faikl to identify Robert EWenzel,
investment securities!f an electing 81.475(g)-1 Effective dates. Deputy Commissioner of
trader holds a security that is not held in r % o % % Internal Revenue.

connection with its trading business and (Filed by the Gice of the Federal Regi ;

- : - P % % iled by the @ice of the Federal Register on Janu-
fﬁ'lls to !d]?ntlfyhthe Se(.;umy n a :c‘nanm_ar (2) . b . ary 27,1999, 8:45 a.m., and published in the issue of
that satis |e§_t e requirements of section (2) Section 1..475((.:)—1( ) (concerningy. regeral Register for January 28, 1999, 67R.
475(f)(1)(B)(ii)— sellers of nonfinancial goods and sers37s)

(i) The consequences described in sewices) applies as follows:

March 8, 1999 1999-10 |.R.B.



