Notice of Proposed Rulemaking SUPPLEMENTARY INFORMATION: estimated annual burden per responder
and Notice of Public Hearing . varies from 21 minutes to 8.3 hours,
N ) ) Paperwork Reduction Act depending on individual circumstances,
Qualified Electing Fund Elections The collection of information con- with an estimated average of 35 min-
tained in this notice of proposedutes.

REG-209040-88 rulemaking has been submitted to thé&stimated number of respondents: 1030
AGENCY: Internal Revenue ServiceOffice of Management and Budget forEstimated annual frequency of re-
(IRS), Treasury review in ac_:cordance with the Papersponses: On occasion.

_ . work Reduction Act of 1995 (44 U.S.C. An agency may not conduct or spon-
ACTION: Notice of proposed rulemak- 3507(d)). Comments on the collection ofsor, and a person is not required to
ing and notice of public hearing. information should be sent to theffice respond to, a collection of information

SUMMARY: This document contains ©f Management and Budget Attn: unless the collection of information dis-
proposed regulations permitting certairPesk Officer for the Department of theplays a valid control number assigned
shareholders to make a special electiopreéasury, Office of Information and py the Office of Management and Bud-
under section 1295, in lieu of the elec:Regulatory Affairs, Washington, DC get.

tion currently provided for under that20503, with copies to thénternal Rev- Books or records relating to a collec-
section, with respect to certain preferre@nue Service Attn: IRS Reports Clear- tion of information must be retained as
shares of a passive foreign investmer@nce Officer, T:FP, Washington, DCiong as their contents may become ma:
company (PFIC). A shareholder that20224. Comments on the collection Oferial in the administration of any inter-
makes a special election must accourifformation should be received by Febnal revenue law. Generally, tax returns
for dividend income on the shares subtuary 24, 1997. Comments are specifiand tax return information are confiden-
ject to the special election under speciafally requested concerning: _ tial, as required by 26 U.S.C. 6103.
income inclusion rules, rather than undefVhether the proposed collection of in-

the general income inclusion rules oformation is necessary for the propeBackground

section 1293. This document also proPerformance of the functions of the rpig yocument contains proposed In-
vides notice of a public hearing on theséntérnal Revenue Service, including,q e 145 Regulations (26 CFR part 1)
proposed regulations. whether the information will have prac-,qer sections 1293 and 1295 of the

) tical utility; ; .
DATES: Written comments must be re-The accuracy of the estimated burdellanrfgmlazlgsRe\,\ég?gea d%%%e'bf?ﬁgo'?leégt

ceived by March 24, 1997. Requests t@ssociated with the proposed collectio

ek a7 Sines 3 o e 6 o e ory o A f 580 (e S e
be discussed at the public hearingjow the quality, utility, and clarity of oo s Revenue Act of 1988 (TAMRA)

scheduled f%r May 8, d19§7, :’E _lloligothe information to be collected may berp. sections. as amended. were effec
am. must be receive y Apr -enhanced, tive for taxable years of foreign corpora-

1997. How the burden of complying with the ;- beginning after December 31,

ADDRESSES: Send submissions toP'oPosed collection of information may,ggg gection 1293 also was amendec
CC:DOM:CORP:R (REG—209040—88),be minimized, including through theby the Omnibus Reconciliation Act of
room 5226, Internal Revenue Service2PPlication of automated collection tech-j 993 (ogRA). Guidance for making the
POB 7604, Ben Franklin Station, Washiques or other forms of information so tion 1295 election was provided in
ington, DC 20044. Submissions may b echnology, and . roposed regulation § 1.1295-1 and No-
hand delivered between the hours of &Simates of cap|_tal or start-up costs angé:e 88-125, 1988-2 C.B. 535. Guidance
am. and 5 p.m. to: CC:DOM:CORP:RCOSIS Of operation, maintenance, angsyarding the annual income inclusion
REG-209040-88), Courier's Desk, In-PUrchase of services to provide informag e ‘for shareholders making a section
ternal Revenue Service, 1111 Constituto": 1295 election was provided in proposed

tion Avenue, NW, Washington, DC. Al- pr(-)rg(?secgnreecgijcljgtig; iigfci)r:rgfgggsiend Tei;uregulation § 1.1293-1.

ternatively, taxpayers may submit] - . -
commentsyelectrc?ni?:/ally via t%’e Interne{at'on .§ 1.1295-2(c)(3) and proposetExplanatlon of Provisions

bv selecting the “Tax Reqs” option on regulation § 1.1295-2(e) and (f). This ) . .
y g g p information will notify the Commis- Special Preferred Section 1295 Election

the IRS Home Page, or by submitting_. h h harehold h
comments directly to the IRS InternetS/ON€r that certain shareholders havg
ade the special election. In addition,

ts;)c(e rgt http.//www.ws.ustreas.gov/proqmis information will enable the IRS to The passive foreign investment com-
_regs/comments.html. The public e o

hearing will be held in room 3313, determm_e if a s_harehold_er qu_allfl_es forpan_y (PFIC) (ules of the _Code are
Internal Revenue Buiding, 1111 Consti % 2GR BECOT S0 - o8 S el opportunitics. associated wih eq-
tution Avenue, NW, Washington, I:)C'posed regulation 8§ 1.1293-2. The coluity investments by United States per-
FOR FURTHER INFORMATION CON- lection of information is mandatory. Thesons in foreign corporations that have
TACT: Concerning the regulations,likely respondents are individuals, busisubstantial levels of passive income or
Judith Cavell Cohen, (202) 622-3880nesses, and other for-profit organizaassets. The PFIC rules eliminate tax
concerning submissions and the hearingions. deferral opportunities by applying the
Evangelista Lee, (202) 622-7190 (nokEstimated total annual reporting/section 1291 interest charge regime to
toll-free numbers). recordkeeping burden: 600 hours. Th&FIC shareholders that fail to make a

Introduction



section 1295 annual income inclusiortion regarding the PFIC in order toUnited States persons that are pass:
election (section 1295 election). In genmake the special section 1295 electiorthrough entities, including partnerships,
eral, the section 1291 interest charge The proposed regulations are issue& corporations, trusts and estates, may
regime applies to the “extraordinary” under two sections of the Code. Sectiomualify as shareholders.
portion of any distribution received by 1.1295-2 of the proposed regulations The special preferred QEF election
the shareholder, and any gain recognizegrovides rules for making a QEF elecregime is narrowly targeted to eliminate
on a disposition of shares. tion under the special proposed sectiopertain of the information reporting and
The PFIC rules apply to investmentsl295 election regime (special preferreatollection requirements associated with
in both common and preferred shares 0QEF election). Section 1.1293-2 dethe existing section 1295 election and
a PFIC. Preferred shares, unlike comscribes the annual income inclusiorannual inclusion rules for U.S. retall
mon shares, generally provide for lim-rules for shareholders that have madmvestors in preferred shares of PFICs.
ited dividend and liquidation or redemp-the special preferred QEF election. Treasury and the Service believe that the
tion rights, and thus do not participate The proposed regulations would applyspecial preferred QEF election regime
significantly in corporate growth. Ac- only with respect to qualifying preferredshould only apply with respect to for-
cordingly, preferred shares of a PFICshares issued after the date the proposeign corporations that are not expected
generally do not afford U.S. investorsregulations are finalized. to be in a position to provide U.S. tax
with the same potential for U.S. tax . . accounting information to shareholders.
deferral as common shares of a PFI érrzglg'géogergﬁghng the special pre'Accordingly, proposed regulation
Preferred shareholders, like common § 1.1295-2(c)(2) provides that the spe-
shareholders, may make the section Under proposed regulation § 1.1295<ial preferred QEF election does not
1295 election to avoid the interest2(a), the special preferred QEF electiorapply to holders of preferred shares in a
charge regime of section 1291. Sharemay be made in lieu of the section 1295PFIC that is a controlled foreign corpo-
holders that make the section 129%lection described in proposed regularation. Further, proposed regulation
election are required under section 1298on § 1.1295-1 and Notice 88-1258 1.1295-2(c)(3) provides that the spe-
to include in income annually, as ordi-1988-2 C.B. 535 (regular section 129%ial preferred QEF election does not
nary income, their pro rata share of theslection), with respect to certain types ofapply to holders that own 5 percent or
PFIC's ordinary earnings and, as longpreferred shares (qualified preferrednore of the vote or value of any class
term capital gain, their pro rata share oshares) by certain holders satisfying preef shares of the PFIC. Holders of five
the PFIC’s net capital gain for the yearscribed ownership requirements. percent or more of the vote or value of
In order to determine their pro rata The special preferred QEF electionany class of shares generally are not the
share of ordinary earnings and net capimay only be made with respect totype of retail investor that the proposed
tal gain, shareholders that have made qualified preferred shares as defined imegulations are designed to assist. Suct
section 1295 election must obtain cerproposed regulation § 1.1295-2(b). Tdolders may only make the section 1295
tain U.S. tax accounting informationensure that the special preferred QEElection provided under current rules.
from the PFIC regarding the PFIC'selection cannot be used for tax avoid- Proposed regulation § 1.1295-2(c)(3)
earnings. If this information is not avail- ance purposes and to reduce complexityequires the corporation to provide to
able, the shareholders cannot make thithe proposed regulations define qualifieatlecting shareholders a statement, di-
section 1295 election. If the requisitepreferred shares narrowly to includerectly or in a disclosure document gen-
information is available, the annual in-only a limited class of preferred sharesrally available to all U.S. shareholders,
formation reporting and collection re-likely to be marketed to U.S. retail either that it is or that it reasonably
quirements associated with the sectiomvestors. Although the definition of believes that it is a PFIC and that it is
1295 election may render the electiomualified preferred shares includes botmot a controlled foreign corporation.
impractical for smaller investors. Be-cumulative and non-cumulative pre-Shareholders that fail to receive such a
cause preferred shares often do nderred shares, the definition excludestatement are not permitted to make a
afford investors with significant tax- various types of preferred shares, includspecial preferred QEF election
deferral opportunity, commenters haveng preferred shares denominated in a Proposed regulation 8§ 1.1295-2(d)
suggested that the current section 129%wreign currency and preferred shareslescribes the effect of the special pre-
election regime should be simplified forissued at a significant discount to theiferred QEF election. Proposed regulation
certain types of preferred shares. liquidation or redemption amounts. The§ 1.1295-2(d)(1) provides that shares
The proposed regulations adopt a spePFIC issuing the preferred shares musubject to a special preferred QEF elec-
cial section 1295 election regime thatrepresent that it intends to pay dividendsion will be treated as shares of a
would require holders of certain pre-currently. Proposed regulationpedigreed QEF (as defined in proposed
ferred shares of a PFIC that elect to b& 1.1295-2(b) provides additional re-regulation § 1.1291-1(b)(2)(ii)) for all
subject to the regime to accrue annuallgtrictions with respect to preferredtaxable years of the foreign corporation
ordinary dividend income with respectshares acquired in secondary markehat are included wholly or partly in the
to the preferred shares regardless of thieansactions. shareholder’s holding period of the
holder’s pro rata share of ordinary earn- Proposed regulation § 1.1295-2(ckhares. Under the proposed regulations
ings or net capital gain of the PFIC fordescribes shareholders who may makie election will apply to all qualified
the year. Because shareholders woulthe election. Under proposed regulatiopreferred shares of a foreign corporation
accrue income regardless of the earning$ 1.1295-2(c)(1), any United States perewned directly by the shareholder that
and net capital gain of the PFIC, shareson that acquires qualified preferredare acquired in the taxable year with
holders that elect to be subject to theshares for cash or in certain nonrecognirespect to which the election is made.
regime would not have to report andtion transactions and that holds suclAlthough a special preferred QEF elec-
collect any U.S. tax accounting informa-shares directly may make the electiontion will not apply automatically to



qualified preferred shares acquired irtime during the period that the share2(a). Under § 1.1293-2(c)(1), annual
subsequent taxable years of a shardiolder owns qualified preferred shareamounts are included in income by
holder, the proposed regulations permisubject to the election. A shareholdeshareholders irrespective of the PFIC's
the shareholder to make separate speciaday not itself terminate a special pre-earnings and profits. In this regard, the
preferred QEF elections with respect tderred QEF election. special preferred QEF election differs
qualified preferred shares acquired i from the regular section 1295 election in
later years. that shareholders making the special
Proposed regulation § 1.1295-2(d)(2 preferred QEF election must accrue the
provides that the special preferred QEF Under proposed regulation 8 1.1293-annual amount as ordinary income even
election regime applies whether or no2(a), a shareholder that has made # the amount exceeds the shareholder’s
the foreign corporation is a PFIC in anyspecial preferred QEF election muspro rata share of the foreign corpora-
year subsequent to the year of thenake annual income inclusions withtion’s earnings and profits. Proposed
election. Accordingly, shareholders thatrespect to qualified preferred shares sulregulation § 1.1293-2(c)(3) requires the
make the special preferred QEF electiofect to the election. Unlike the annualshareholder to include the annual divi-
must make annual § 1.1293-2 incoméncome inclusions provided under secdend amount as ordinary income regard-
inclusions, as provided in proposedion 1293 and proposed regulationess of whether any portion of the
regulation § 1.1295-2(d)(3), even if the§ 1.1293-1, the annual inclusions undePFIC’s earnings for the year represents
foreign corporation does not qualify as ahe special preferred QEF election renet capital gain. Proposed regulation
PFIC for a particular year. gime are determined without regard to8 1.1293-2(c)(4) provides rules for the
Proposed regulation 8§ 1.1295-2(ejhe shareholder’'s pro rata share of théx-free distribution of previously taxed
specifies the time and manner of makindoreign corporation’s ordinary earningsamounts. Proposed regulation § 1.1293—
the special preferred QEF election. Inor net capital gains. 2(c)(5) provides certain basis adjustment
order to make the special preferred QEF Proposed regulation § 1.1293-2(byules similar to the basis adjustment rule
election, a shareholder files Form 862Jrovides rules for determining theof section 1293(d). Finally, proposed
(Return by a Shareholder of a Passivamount that a shareholder must includeegulation § 1.1293-2(c)(6) provides
Foreign Investment Company or Qualiin income annually under the speciakules intended to limit the effect of a
fied Electing Fund), for the taxable yearpreferred QEF election regime. Underspecial preferred QEF election to the
of the election, checking the appropriatéhe proposed regulations, this annuathareholder making the election. Ac-
box in Form 8621, Part I, for making amount consists of two components. Theordingly, a special preferred QEF elec-
the section 1295 election, and indicatindirst component is an annual inclusiontion will not affect the foreign corpora-
in the margin of Part | that the share-amount based on a ratable daily portiottion’s calculation of its earnings and
holder is making a special preferredof dividend income that accrues on theprofits, and will have no consequences
QEF election with respect to certainqualified preferred shares (annual divifor shareholders that have not made a
specified shares. In addition, the sharedend amount). This ratable inclusionspecial preferred QEF election.
holder must attach to Form 8621 a briefule for the annual dividend amount is
statement containing the information andinalogous to the rule for inclusion of
representations contained in proposethcome with respect to periodic pay- It has been determined that this notice
regulation 8§ 1.1295-2(e)(2)(ii). Underments on notional principal contractsof proposed rulemaking is not a signifi-
proposed regulation § 1.1295-2(f), inunder § 1.446-3. The second compoeant regulatory action as defined in
subsequent years, the shareholder musent of the preferred QEF amount ariseExecutive Order 12866. Therefore, a
file Form 8621 with respect to theonly in respect of fixed term preferredregulatory assessment is not required. It
foreign corporation but need not attactshares, as described proposed regulatios hereby certified that these regulations
any statement to the form. For all§ 1.1295-2(b)(vii), acquired in a sec-do not have a significant economic
taxable years covered by the electionpndary market transaction, and is calcuimpact on a substantial number of small
the shareholder must report on Line 6dated based on the ratable inclusion oéntities. This certification is based on
of Part 1l of Form 8621 the amountthe excess, if any, of the redemptiorthe fact that these regulations represent
includible under proposed regulationprice of the shares over the acquisitiora wholly elective simpler alternative to
§ 1.1293-2 with respect to qualifiedcost of the shares (preferred discounthe section 1295 election described in
preferred shares subject to a speci@mount). This ratable inclusion rule for§ 1.1295-1 and Notice 88-125, 1988-2
preferred QEF election. the preferred discount amount is analo€.B. 535, and impose a lighter collec-
Proposed regulation § 1.1293-2(gpous to the rule for the ratable inclusiortion of information burden. Further, the
states that a sale, exchange or othaf market discount on certain debt underequirement that electing shareholders
disposition of shares subject to a speciadection 1276(b)(1). The Service andndicate their special election on Form
preferred QEF election terminates thdéreasury solicit comments regarding thé8621 annually and attach a statement,
election with respect to those sharesncome inclusion rules of the proposedoroviding certain information in the first
Also, the Commissioner may terminateregulations, including comments as tosear of the election only, is minimal and
or invalidate an election if a shareholdemwhether foreign corporations and theiwill not impose a significant economic
fails to satisfy the initial or ongoing agents could effectively assist holders inmpact on electing shareholders. There-
requirements of the election. For ex-complying with the income inclusion fore, a Regulatory Flexibility Analysis
ample, the Commissioner may terminateules applicable to preferred discountunder the Regulatory Flexibility Act (5
or invalidate a special preferred QEF Proposed regulation 8§ 1.1293-2(cJ.S.C. chapter 6) is not required. Pursu-
election if the shareholder owns fiveprovides certain special rules regardingnt to section 7805(f) of the Internal
percent or more of the vote or value ofthe annual income inclusion requiredRevenue Code, this notice of proposed
any class of shares of the PFIC at anynder proposed regulation § 1.1293+ulemaking will be submitted to the

3. Annual inclusion rules for electing
)shareholders

Special Analyses



Chief Counsel for Advocacy of the Par. 2. Section 1.1293-2 is added tdor a period (wholly or partly within the

Small Business Administration for com-read as follows: shareholder’s taxable year) for which
ment on its impact on small business. dividends on the share are calculated

i i § 1.1293-2 Special Inclusion Rules fobased upon the redemption or liquida-
Comments and Public Hearing Special Preferred QEF Election tion price of the share multiplied by a

fixed percentage rate.
(c) Special rules of applicatior(1)
arnings and profits disregardedThe

Before these proposed regulations are (a) In general.A shareholder (includ-

adopteq as fi_nal regulation;, ConSider|'ng a shareholder that is a pass-througpg

ation will be given to any written COm- optivy aq described in § 1.1295-2(c)(1) mounts to be included in income pur-

ments (2 signed ofiginal and eight (8knai” makes a special preferred QE suant to this section are determ?ned

copies) that are submitted timely t0 e ociion under § 1.1295-2 must, regard: ithout regard to the earninas and prof-

IRS. All comments will be available for |, of the shareholder’s method g(tvs of thegforei i orati(?n o pre-

public Inspection and copying. ccounting, include in income in respectpact 1o whicr? the ps ecial preferred
A public hearing has been schedule(gf each share subject to the election, aprF election applics p p

for May 8, 1997, at 10:00 a.m. in ro0M4nn a1 amount (preferred QEF amount - -
3313, Internal Revenue Building, 1111 etermined accgeding o %e rules of-) (2) Year of inclusionThe shareholder

Gt i ludes th ferred QEF ti
Constitution Avenue, NW, WaSh'ngton,paragraph (b) of this section. A shareiigcu es the preferred Q amount In

DC. Because of access restrictions, Visig|der that makes a special preferre-ls taxable year without regard to the

i i . . xable year of the foreign corporation
tors will not be admitted beyond the g glection must include the preferre ith resgect to which thg specpial iy

Internal Revenue Building lobby more g amount in income under this SeCtorred QEF election applies
g:ggs 15 minutes before the hearingjon for each year in which the taxpayer (3) Character of F?ﬁcluéions The
’ continues to hold a share that is subje ; :
The rules of 26 CFR 601.601(a)(3)tg the election. The rules of this sectio%ﬂ%ﬁzgdﬁrir:gg#iezsﬂlrd?;gfrerf;n%zg
apply to the hearing. apply in lieu of the general rules of = (4) Treatment of distributiorE/sDistri-g .
Persons  that wish to present oOrabection 1293 and § 1.1293+1. butions received by a shareholder on
comments at the hearing must sUbMit ) preferred QEF amourt(1) In shares subject to a special preferred
written comments by March 24, 1997,g0nara) The preferred QEF amount for OEF election that are paid out of earn-
and submit an outline of the topics t0 by, spare subject to a special preferre gs and profits of the foreign corpora-
dlscusseq an.d the tlme to be deyOted K EF e|eCtiOI’l iS the sum Of the ratablqion are not inc|uded in gross income Of
each topic (signed original and eight (8)y4jly portion of each periodic dividend the shareholder to the extent the distri-
copies) by April 17, 1997, amount (as described in paragraph (b)(Qutions do not exceed the preferred QEF
A perIOd of 10 minutes will t.)e allot- of this SeCtion) on the share for theamounts (other than any portion of
l[:Te]ganSo eaCh person for maklng Com-taxable year Of the Shareholder to WhiC;referred QEF amounts Consisting Of
’ . that portion relates, plus the preferre i i
An agenda showing the schedule Ofiscount amount (as defined below), fagiudisle 1 meome. Poreuant. 1o T

speakers will be prepared after the deady,y for the taxable year. For purposesection. These distributions will, how-

line for receiving outlines has passedof this section, the preferred discounkyver, be treated as dividends for all

Copies of the agenda WI” be availableamount for a taxable year is the amounéther purposes of the Code and regu'a_
free of charge at the hearing. that bears the same ratio to the totafions. Amounts distributed to a share-

Drafting Information amount of preferred discount (as dehg|der with respect to shares subject to

o scribed in § 1.1295-2(b)(2)(i)) on they special preferred QEF election that
The principal author of these regulashare as the number of days that thexceed amounts previously included in

tions is Judith Cavell Cohen of thetaxpayer held the share in the taxablghcome under this section with respect
Office of Associate Chief Counsel (In-year bears to the number of days aftefy such shares are treated for all pur-
ternational). However, other personnethe date the taxpayer acquired the shaisoses of the Code and regulations as a
from the IRS and Treasury Departmenaind up to (and including) the share’jistribution of property subject to the
participated in their development. redemption date as established under thgles of section 301.

s s x principles of § 1.305-5(b). Notwith- (5) Basis adjustment rulesThe ad-

standing the preceding sentence, the prssted basis of a shareholder in shares
Proposed Amendments to the Regulderred discount amount for a taxablehat are subject to a special preferred

tions year is zero if the preferred discount OMQEF election shall be—

the share at the time of its acquisition () Increased by any amount that is
by the shareholder was less than amcluded in the gross income of the
amount equal to 1/4 of 1 percent of theshareholder under paragraph (a) of this
PART 1—INCOME TAXES redemption price of the stock, multipliedsection: and

o by the number of complete years from (jj) Decreased by any dividends (not
Paragraph 1. The authority citation forthe date of acquisition of the stock toig exceed the amount included in gross

part 1 is amended by adding an entry inhe redemption date of the stock. income under paragraph (a) of this sec-
numerical order to read as follows: (2) Periodic dividend amountA peri- tion) actually paid to the shareholder in
Authority: 26 U.S.C. 7805 * * * odic dividend amount is the amountrespect of such shares.
Section 1.1293-2 also issued under 2payable with respect to a share, whether (6) Effect limited to electing share-
U.S.C. 1297(f). on a cumulative or noncumulative basisholder. This section does not apply to
Section 1.1295-2 also issued under 26this proposed regulation was published on Aprithe foreign corporation with respect to
U.S.C. 1297(f). * * * 1, 1992, at 57 Fed. Reg. 11024. which a special preferred QEF election

Accordingly, 26 CFR part 1 is pro-
posed to be amended as follows:



applies. Accordingly, the provisions ofDecember 1, 1999. FC had sufficient earnings anthately $3.75 (150/180 multiplied by $4.50). Peri-
this section will not affect the foreign profits, within the_meamng of section 312, for its odic dividend amount 2 in respect of each share
iy : : .~ _taxable year ending on March 31, 2000, so thapwned by A is $5 (1/2 multiplied by the applicable
corporatl_ons calculation of its €arningS,ciyal distributions to all shareholders of Class Aannual LIBOR of 10 percent set on June 1, 1999,
and profits for any purpose of the Codestock in that year were treated as paid out ofyltiplied by $100). Because A owned the share
or regulations. In addition, the rules ofearnings and profits of FC. for the entire period associated with periodic
this section apply only for purposes of (i) Tax consequences to A for As taxable yeagividend amount 2, As ratable portion of periodic
determining the tax consequences fo‘?g?am?a%eczmgfrth:igsl’se]-cgti‘cZ)sr?SArergﬁlsrte?ncTSg:rindiVidend amount 2 for 1999 is the full $5.
holders of shares subject to the electiorbreod sL (%) 21 {18 SEion AL ITOUeh Cperiodic dvidend amount 3 i respect of each
Thus, the election shall have no effec are owned by A s $4.50 (1/2 multiplied by the

referred QEF amount. The preferred QE aopli
L 3 applicable annual LIBOR of 9 percent set on
on the application of the Code or regu-amount, as determined under paragraph (b) of th'Becember 1, 1999, multiplied by $100). Because

lations with respect to the tax consesection, for As 1998 taxable year is the ratable, " 14'co 0 share of Class A Stock for one month

: ti f h iodic dividend t for that
quences of the ownership of shares thiﬁ;:)r::; fggc&ptﬁg?e Izrelvt%gé paer:}gélir(l: d(i)\:ide%. 1999 for the period associated with periodic

are not subject to the election, includingymounts: The periodic dividend amount for thedividend amount 3, As ratable portion of periodic
for purposes of determining whether anyeriod from December 1, 1997, to June 1, 199glividend amount 3 for 1999 is approximately $.75
distributions from the foreign corpora-(periodic dividend amount 1), the periodic divi- (30;180dmu|t|p||ed by ?4-50)- Accordingly, ASI
: ; end amount for the period from June 1, 1998, t@Preferred QEF amount for 1998 is approximately
tt;on with éespe(;[ to Su%h Sha.'ref Shgu!gecember 1, 1998 (periodic dividend amount 2)$9.50 ($3.75 + $5 + $.75). A must include
e t'reate as avmg. een Included g the periodic dividend amount for the periodapproximately $950 ($9.50 per share, multiplied
the income of any United States persoftom December 1, 1998, to June 1, 1999 (periodidy 100 shares) in income as ordinary income for
pursuant to section 1293((:) or sectiomlividend amount 3). Periodic dividend amount lits 1999 taxable year even though FC was not a
959. in respect of each share owned by A is $4 (1/2PFIC for FC’s taxable year ending in 2000. The
i _ multiplied by the applicable annual LIBOR of 8 current distributions and arrearages actually paid
(d) E)gamples. The following ex- norcent set on December 1, 1997, multiplied byt A with respect to the Class A Stock are not
amples illustrate the_ rules _Of paragraphe $100 amount payable on redemption). Becausgciudible in income by A under paragraph (c)(4)
(@), (b) and (c) of this section. AlthoughA acquired the shares on May 1, 1998, As ratable) ihis section because they constitute amounts
these examples assume a 30-day montigrtion of periodic dividend amount 1 for 1998 is previously included in income.

; roximately $.67 (30/180 multiplied by $4) per
360-day year, any reasonable Coummgﬁgre. Periogi/ic$ diviéend amountpz in yegpécg of Example 2. Preferred Discount(i) Facts. The

method may be used to compute th@,ch share owned by A is $3.50 (1/2 multiplied byfacts are the same as Example lexcept that A
length of accrual periods. For purposese applicable annual LIBOR of 7 percent set orAcquired the 100 shares of Class A Stock for
of simplicity, the relevant amounts aslune 1, 1998, multiplied by $100). Because A$9000.

stated are rounded to two decimaPwned the shares for the entire period associated (i) Tax Consequences to A for As taxable year
places. However, the computations d ith periodic dividend amount 2, As ratable ending December 31, 19984) Because the Class

- ortion of periodic dividend amount 2 for 1998 is A stock is fixed term preferred stock (as described
not reflect any such rounding convenshe full $3.50 per share. Periodic dividend amoun, § 1.1295—2(b)(1)(\F/)ii)) and A aC((quired each

O amile & Bretoted GEF amoue) Eacis, (15 mulberac by e apptcae saneal LIBom of Share of the Class A stook with $10 of preerted
(A) On May 1, 1998, A, an individual who files 9 percent set on December 1, 1998, multiplied bd|sc0unt, as described in § 1.1295-2(b)(2), As
his returns on a calendar year basis, purchased f$100). Because the portion of 1998 associate?
$10,000 in a single secondary market transactiowith periodic dividend amount 3 is only the month
100 shares of nonconvertible Class A $100 paof December, 1998, As ratable portion of periodic
value preferred stock (the Class A Stock) of FC, alividend amount 3 for 1998 is approximately $.75 : ;
foreign corporation with a taxable year ending on(30/180 multiplied by $4.50). Accordingly, As section, plus the preferred discount amount de-
March 31. preferred QEF amount for 1998 is approximately'sc"'be‘j in paragraph (_b)(l) of this Sec“?”-

(B) The terms of the Class A Stock provide for$4.92 ($.67 + $3.5 + $.75) per share. A must (B) The preferred discount amount with respect
a mandatory redemption of the Class A Stock bynclude approximately $492 (approximately $4.92t0 each share is approximately $.47 ($10 multi-
the issuer at par on June 1, 2012. The Class fer share, multiplied by 100 shares) in income aglied by 240 days/5070 days to maturity). A must
Stock is not redeemable pursuant to an issuer catirdinary earnings for its 1998 tax year eveninclude approximately $47 ($.47 per share, multi-
or holder put on any other date. Each share ofhough FC paid no actual dividend to shareholderBlied by 100 shares), together with the amount
Class A Stock provides for a semi-annual cumulaof Class A Stock for the period in 1998 during calculated in paragraph (d)(ii) dixample 1of this
tive distribution payable in dollars on June 1 andwhich A held the Class A Stock. section, in income as ordinary earnings for its
December 1 equal to one-half the product of the (iii) Tax consequences to A for A's taxable year1998 tax year even though FC paid no actual
par value of the Class A Stock and the applicablending December 31, 1999. As required undeflividend to shareholders of Class A Shares for the
annual dollar LIBOR in effect on the distribution paragraph (a) of this section, A includes in gros€riod in 1998 during which A held the Class A
date immediately prior to the relevant distributionincome for its 1999 taxable year its preferred QEFStOCk-
date. The shares of the Class A stock are qualifiedmount for 1999. The preferred QEF amount, as (iii) Tax consequences to A for A's taxable year
preferred shares in the hands of A. A purchases ndetermined under paragraph (b) of this section, foending December 31, 1999The portion of the
other qualified preferred shares of FC during itsA's 1999 taxable year is the ratable portion ofpreferred discount on each share includible under
1998 or 1999 taxable years. each periodic dividend amount for that year. Fomparagraph (a) of this section is approximately $.71

(C) A made a special preferred QEF election1999, there are three periodic dividend amounts($10 multiplied by 360 days/5070 days to matu-
for As taxable year ended December 31, 1998The periodic dividend amount for the period fromrity). A must include this amount, together with
which applies to the Class A Stock acquired by ADecember 1, 1998, to June 1, 1999 (periodi¢ghe amount calculated in paragraph (d)(iii) of
on May 1, 1998. FC is a PFIC under section 129@lividend amount 1), the periodic dividend amountExample 1of this section, in income as ordinary
for its taxable year ending March 31, 1999, butfor the period from June 1, 1999, to December 1garnings for its 1999 tax year even though FC was
FC is not a PFIC for its taxable year ending1999 (periodic dividend amount 2), and the peri-not a PFIC for FC’s taxable year ending in 2000.
March 31, 2000. FC paid no current dividends orodic dividend amount for the period from Decem-The current distributions and arrearages actually
June 1, 1998, and December 1, 1998, paid thber 1, 1999, to June 1, 2000 (periodic dividendpaid to A in 1999 with respect to the Class A
June 1, 1999, dividend currently on June 1, 1999%mount 3). Periodic dividend amount 1 in respecftock are not includible in income by A under
together with accumulated distributions from Juneof each share owned by A is $4.50 (1/2 multipliedparagraph (c)(4) of this section, because they
1, 1998, and December 1, 1998, and paid th&y the applicable annual LIBOR of 9 percent setconstitute amounts previously included in income.
Gecember 1. 1999, diadend curenty on Decemon December 1. 199 mulipled by $100, 8. (c) Effective date.The rules under
percent on December 1, 1997, 7 percent on Jurraonths in 1999 for the period associated Witr?t,hls section apply with r,esDeCt to qual,l'
1, 1998, 9 percent on December 1, 1998, 1@eriodic dividend amount 1, A's ratable portion of fi€d preferred stock _SUbJeCt to a special
percent on June 1, 1999, and 9 percent operiodic dividend amount 1 for 1999 is approxi-preferred QEF election made after the
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referred QEF amount to be included by A for the
axable year consists of the sum of the ratable
daily portion of each periodic dividend amount, as
calculated in paragraph (d)(ii) dxample 1of this



date that is 30 days after the date ofion. For the applicability date of this (ix) If redeemable, the share is re-
publication of this document as a finalsection, see paragraph (h) of this seadeemable only in whole and not in part

regulation. tion. and is not subject to mandatory redemp-
Par. 3. Section 1.1295-2 is added to (P) Qualified preferred share de- tion within five years of the issue date
read as follows: fined—(1) In general. For purposes of of the share. Further, the share is not

this section, a share of a foreign corposubject to a holder put or issuer call
§ 1.1295-2 Special Preferred QEI:_ration is a qualified preferred share onlythat, based on aII_the facts and circum-

if— stances as of the issue date of the share,
(i) The share was originally issuedis more likely than not to be exercised
(a) In general. This section provides for cash or in exchange for qualifiedat a time within five years of the issue

rules permitting certain shareholders t(prefe_rred shares o_f the forei_gn corppradate; _ _
make a special election under sectiofOn in a transaction to which section (x) If convertible, the share is not

1295 (special preferred QEF election) in354(a)(1) applied; . convertible into a share other than a
lieu of the election described in (i) If the share were to constitute ashare meeting all the conditions set forth

§ 1.1295-2 and Notice 88—125, 1988—2debt obligation, the share would be inin paragraphs (b)(1)(i) through (b)(1)(ix)
C.B. 535 (see § 601.601(d)(2)(i) of redistered form within the meaning ofof this section; and o
this chapter), with respect to certaind 5f.103-1(c) of this chapter; (xi) The issuer of the share has indi-
preferred shares (qualified preferred (ii)) All amounts payable with respect cated in an offering document relating
shares) of a foreign corporation thaf® the share are denominated in U.So the original issuance of the share or
certifies either that it is a PFIC (asdollars and are not determined by referin a written statement available to U.S.
defined in § 1.1291-1(b)(1)(®)or that €nce to the value of a currency otheholders that the issuer has no current
it reasonably believes that it is a pricthan the U.S. dollar; intention or belief that it will not pay
In order to make a special preferred (iv) The share is limited and pre-dividends on the share on a current
QEF election, a shareholder must Satisf{prred as to dividends and does nobasis and that the share meets the
the stock ownership requirement ofParticipate in corporate growth to anyconditions set forth in paragraphs
paragraph (c)(2) of this section. A spesignificant extent within the meaning of (b)(1)(i) through (b)(1)(x) of this section

Election.

cial preferred QEF election of a shareSection 1504(a)(4)(B); ~and this paragraph (b)(1)(xi). _
holder applies only to those qualified (v) The share has a fixed redemption (2) Special rules for shares acquired
preferred shares acquired and held dRr liquidation price; in secondary market transactionsi)

rectly by the shareholder in the taxable (Vi) The share provides for cumula-Fixed term preferred stockA share of
year of the shareholder for which thefiveé or noncumulative dividend rightsfixed term preferred stock (as described
election is made. A shareholder makindhat are limited to an annual (or shortein paragraph (b)(1)(vii) of this section)
a special preferred QEF election musPeriod) amount computed by multiply-that satisfies the conditions set forth in
account for dividend income on sharednd either the redemption or liquidationparagraph (b)(1) of this section and that
subject to the election under the specidprice of the share by a specified indexs acquired in a transaction other than in
income inclusion rules described indescribed in § 1.446-3(c)(2)(i), (iii), or connection with the initial issuance of
§ 1.1293-2, rather than under the ger@V) (specified index), or by a specifiedthe share (a secondary market transac-
eral income inclusion rules of sectionindex periodically re-established pursution), shall constitute a qualified pre-
1293 and § 1.1293-1. In addition, forant to an auction reset mechanism, set iferred share with respect to a share-
purposes of determining the tax conse@dvance of the period with respect tcholder, but only if the shareholder
guences of owning shares subject to th@hich the specified index applies; acquires the share for cash and the share
special preferred QEF election, an elect- (Vi) If the share may be redeemedhas preferred discount (as defined be-
ing shareholder must treat the foreig,pnder circumstances described idow) that is less than or equal to an
corporation as a PFIC for the entire§ 1.305-5(b) such that redemption preamount equal to 1 percent of the re-
period during which the shareholderMium (as described in § 1.305-5(b)demption price, multiplied by the num-
continues to hold any of such sharesgould be treated under section 305(c) aker of complete years from the date of
Paragraph (b) of this section define® constructive distribution (fixed termacquisition of the share to the redemp-
qualified preferred share. Paragraph (djreferred stock), the share was not istion date as established under the prin-
of this section provides rules for deter-Sued with redemption premium exceedeiples of § 1.305-5(b). Sales of shares
mining who may make the special prejng the de minimis amount described into bond houses, brokers, or similar per-
ferred QEF election. Paragraph (d) off€ction 305(c)(1) and § 1.305-5(b)(1)sons or organizations acting in the ca-
this section provides rules concerning (Viil) If the share may not be re- pacity as underwriters, placement
the effect of the election. Paragraph (efleemed under circumstances describeaents, or wholesalers are ignored for
of this section provides rules for theln & 1.305-5(b) such that redemptiorpurposes of determining whether a share
time and manner of making the electionPréemium would not be treated undetis acquired in connection with the initial
Paragraph (f) of this section sets fortisection 305 as a constructive distributionssuance of the share. For purposes of
the annual reporting requirement for thdPerpetual preferred stock), the sharéhis section, the preferred discount for a
election. Paragraph (g) of this sectiorfloes not provide shareholders with thehare is the excess of the redemption
provides rules concerning the possibldight to receive an amount upon liquida-price of the share payable on the re-
termination or invalidation of the elec-tion or redemption that exceeds thedemption date over the shareholder’s

T —— ) ) issue price of the share (as determinedcquisition cost for the share.
This proposed regulation was published on April

1 1992 at 57 Fed Re under the principles of section 1273(b)) (ii) Perpetual preferred stocld share

, , . Reg. 11024, . >
3This proposed regulation was published on AprilPy @n amount in excess of 5 percent obf perpetual preferred stock, within the
1, 1992, at 57 Fed. Reg. 11024. such liquidation or redemption amount;meaning of paragraph (b)(1)(viii) of this
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section, that satisfies the conditions sah § 1.1291-6(&) (nonrecognition trans- that it reasonably believes that it is, a
forth in paragraph (b)(1) of this sectionaction) and that holds such shares diPFIC, and that it is not a controlled
and that is acquired in a secondaryectly may make a special preferredoreign corporation within the meaning
market transaction, shall constitute aEF election, provided that, in the casef section 957(a) for such taxable year
qualified preferred share with respect tf shares acquired in a nonrecognitiorof the corporation. The statement must
the shareholder, but only if the sharetransaction, either the qualified preferredbe provided directly to the electing
holder acquires the share for cash anghares are treated as stock of a pedshareholder or in a disclosure or other
the amount payable upon liquidation Ofyreeq QEF, as defined in § 1.1291-document generally available to all U.S.
the share exceeds the shareholder's agiyy 2y i), immediately prior to the non- holders. Electing shareholders must re-
QUISItIOHI COSth for the slharel by anrecognition transaction, or the gain, iftain a copy of the statement for their
g;ns?uucnr;[ "esusi dtat?onnoz:n”?glfr?t to 10 percehﬁny, realized on the transaction wouldecords.

(i) Ex?;tmples. The foliowing ex. Perecognized under § 1.1291-6(b) with (d) Effect of electior~(1) In general.
amples illustrate the rules of this paral/ESPECt to the nonrecognition transactnless terminated or invalidated pursu-
graph (b)(2). tion. A special preferred QEF electionant to paragraph (g) of this section,

Example 3—(i) Facts.On May 1, 1998, A, an will not apply to any shares with respectshares subject to a special preferred
individual who files her return on a calendar yeat0 Which the electing shareholder is arQEF election will be treated as shares of
basis, purchases for $9000 cash in a singlendirect shareholder, within the meaninga pedigreed QEF (as defined in
secondary market transaction (as defined in pargyf g 1.1291-1(b)(8). Solely for purposes§ 1.1291-1(b)(2)(ii)) for all taxable
gaen 0G0 of e secon) 100 snares o s secton, parinerships, S corporayears of fhe foreign corporation that are
stock (Class A Stock) of FC, a foreign corporationtions, trusts and estates (pass-throughcluded wholly or partly in the share-
with a taxable year ending March 31. The terms oentities) that directly own qualified pre-holder’s holding period of the shares. A
the Class A Stock satisfy all the conditionsferred shares are treated as shareholdespecial preferred QEF election applies to
desrbed n pragrh ()1 f 1 ecten &nat may make a specil preferted QERl qualed prefrred shares owned d
gtock by the issuer in yU.S. doIFI)ars at par on Jun&lection. A shareholder may not make aectly by the shareholder that are ac-
1, 2012. The Class A Stock is not redeemabl&pecial preferred QEF election if at anyquired in the taxable year of the elec-
pursuant to an issuer call or holder put on antime the shareholder made a sectiotion. Separate special preferred QEF
o e, e for A to mak ., 1295 election (other than a special preelections may be made for qualified
prgfl()arrerc]laégli.er}egtrioirw(i)trh res(,)per'?:?tg tﬁesréelglsi §err¢d QEF elec,tion) with respect to thepreferred shares acquired in other tax-
Stock acquired by A, the Class A Stock acquiredOr€ign corporation. A shareholder mayable years of the taxpayer. A special
must constitute qualified preferred shares. AlNOt make a special preferred QEF elecpreferred QEF election is personal to the
though the Class A Stock meets the requirement§on unless the shareholder satisfies thehareholder that made the election and
o, e B, S, L., PAtock ownershi reaurements et fotioes not appy 10 2 wansieree of the
gatips)fy the requirements described in paragrapll! Paragraph (c)(2) of this section, andshares. A shareholder that has made a
(b)(2) because A acquired the stock in a secondadhe shareholder receives from the forspecial preferred QEF election may not
market transaction. Because the terms of the Classign corporation the statement describethake, with respect to the foreign corpo-

A Stock provide that the stock will be redeemedin pnaragraph (c)(3) of this section. ; ; ; _
by the issuer on June 1, 2012, the stock constitutes paragraph (c)(3) ration, any other election permitted un

fixed term preferred stock within the meaning of (2) Ownership requirementA holder der sections 1291 through 1297 and the
paragraph (b)(1)(vii) of this section. A purchasedof qualified preferred shares of a foreignregulations under those sections, includ-
the Class A Stock for $90 per share, representing gorporation may make a special preing a section 1295 election as described
o 0 e i, P tferted QEF election only if, at all tmesn 8 11295-1 and Notice 88-125
causepthis glo discount, Whigh constitutes' predurmg the taxable year of the sharel988-2 CB 535 (See
ferred discount within the meaning of paragraptholder, the shareholder does not own§ 601.601(d)(2)(ii)(b) of this chapter),
(b)(2)(i) of this section, is less than $14 (1 percendirectly, indirectly, or constructively, for any period during which the special
of the redemption price multiplied by 14 (theyjthin the meaning of section 958, fivepreferred QEF election remains in effect

number of complete years until the mandatory, i -
redemption date)), the Class A Stock acquired b ercent or more of the vote or value ofwith respect to any shares of the share

A satisfies the conditions of paragraph (b)(2)(i) of@ny class of _StOCk of the foreign corpo-holder.
this section and therefore constitutes qualifiedation. The five percent vote or value (2) Continued PFIC Characteriza-
prfzfigr?\g;hzalg)sﬁacts The facts are the same asIimitation must be satisfied for eachtion. By making the special preferred
in Example 1 except.that A acquires the 100tax_able year of the SharehOIder durlnggEF electlon,' the Shareh.OIder agrees to
shares of Class A Stock for $8000. which the shareholder continues to holdreat the foreign corporation as a PFIC
(i) Analysis.In this case, A purchased the ClasssShares subject to the special preferredith respect to qualified preferred shares
A Stock for $80 per share, representing a $2QEF election. subject to the election at all times
discount ($1OO June 1, 2012, redempt|on price less (3) Statement from corporationA during its holding period for such
$80 acquisition cost). Because this $20 of pri};hareholder may make the special preshares without regard to whether the
ferred discount is greater than $14 (1 percent ] ! . A . .
the redemption price multiplied by 14 (the numberferred QEF election only if the foreign foreign corporation is a PFIC for any
of complete years until the mandatory redemptiorcorporation has provided a written statetaxable year of the foreign corporation
date)), the Class A Stock fails to satisfy theant relating to the taxable year of theduring which the preferred QEF election

condions f pareenn D0 o 115 S Corporaton that ends wilh o wilhin theremains in effct

shares. taxable year of the shareholder for (3) Section 1293 inclusionszor each
(c) Who may make the electier(1) which the election is made certifyingtaxable year of the shareholder to which

In general. A U.S. person that acquireseither that the foreign corporation is, oran election under this section applies,

qualified preferred shares for cash or i This proposed regulation was published on Aprithe€ shareholder must include in income

a nonrecognition transaction described, 1992, at 57 Fed. Reg. 11024. the preferred QEF amount, as defined in
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§ 1.1293-2 in the manne and under
the rules providel in tha section.

(e) Time for and manne of making
the specia preferred QEF election—(1)
Time for makirg the election A special
preferrel QEF election mug be made on
or before the due date as extended for
fiing the shareholdes retum for the
taxabke yea during which the share-
holder acquirel the qualified preferred
share for which the election is being
made A specid preferrel QEF election
may not be mack for thoe share at any
othe time pursuan to ary othe provi-
sion of the Coce or regulations.

(2) Manneg of makirg the election—
(i) In general A shareholde makes the
specid preferrel QEF election under
this sectiom for all qualified preferred
shares of a foreign corporation acquired
during the shareholdgs taxabk yea by
checkirg the appropria¢ box in Form
8621 (Retun by a Shareholde of a
Passie Foreign Investmemn Compaly or
Qualified Electing Fund) Pat 1, for
making the sectim 12% election and
indicating in the margin of Pat | that
the shareholde is making a special
preferrel QEF election with respet to
certan specified shares The shareholder
alo mud repot the preferrel QEF
amoun for the taxabke yea of the
electimn on Line 6a of Pat Il of Form
8621 In addition the shareholde must
attat to Form 8621 the statemen (pre-
ferred QEF statementdescribé in para-
grarh (e)(2)(ii) of this section signeal by
the shareholde unde penalties of per-
jury, stating tha the information and
representatiamprovided in the preferred
QEF statemeh are true correct and
complet to the beg of the shareholdes
knowledge ard belief.

(i) Prefered QEF statemenh con-
tents The preferrel QEF statemehmust
include the following information and
representations:

(A) The first taxabk yea of the
shareholde for which the specia pre-
ferred QEF electian is made;

(B) The numbe of shares subjec¢ to
the election their acquisition date(3 and
acquisition price(s) and the clas desig-
nation(9 of the shares;

(C) A representatio by the share-
holde tha it did not at any time during
its taxabk yea own directly, indirectly,
or constructivey, within the meaniry of
section 958 five percem or more of the
vote or value of ary clas of stok of
the foreign corporation with respet to
which the electian applies;

(D) A representatio by the share-
holde tha it has obtainel the written
statemen describé in paragrap (c)(3)
of this section and

(E) A representatio by the share-
holde tha it has neve made: a section
12% electin othe than a specid pre-
ferred QEF electin with respet to the
foreign corporation.

(f) Annud reporting requrement For
ead taxabk yea of a shareholde dur-
ing which the shareholde holds shares
of a foreign corporation subje¢ to one
or more speci preferrel QEF elections,
the shareholde mug file Form 8621
with respet to the foreign corporation
regardles of whethe the foreign corpo-
ration is or is nat a PFIC unde section
12% during ary portion of the taxable
yea. The shareholde mug indicak in
the margin of Pat | of Form 8621 the
numbe of specid preferral QEF elec-
tions of the shareholde that reman in
effect with respet to the foreign corpo-
ration In addition the shareholde must
report on Line 6a of Pat Il of Form
8621, the aggregae of the preferred
QEF amouns for all relevan special
preferrel QEF electiors in effect for the
taxabk yea.

(g) Terminatin or invalidation of
election—(1) In general A sale ex-
chang or othe dispositim of a share
that is subje¢ to a specid preferred
QEF election will terminae the special
preferrel QEF election with respet to
tha share In addition the Commis-
siong may, in the Commissiongs dis-
cretion terminat or invalidae aspecial
preferrel QEF electin if a shareholder
tha mace the electian fails to satisfy the
initial or ongoirg requiremerg of the
election Once made a speci preferred
QEF electilm may not be terminatel or
invalidated by the shareholde

(2) Effed of terminatian or invalida-
tion. Termination of a speci& preferred
QEF electin by the Commissione will
be effective on the first day of the
shareholdes first taxabk yea follow-
ing the lag taxabk yea of the share-
holde for which the requiremers of the
electim are satisfied For purposs of
sectiors 1291 throudh 1297 ard the
regulatiors thereundge the holding pe-
riod of qualified preferral share subject
to an electim tha has been terminated
will be treatel as beginnirg on the
effective dat of the termination A
shareholde tha has macde an election
that is invalidated by the Commissioner
will be treatel for purpose of sections
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1291 throuch 1297 and the regulations
thereunde as if the shareholde never
mack the election.

(h) Effective date An election under
this sectimm may only be macde with
respet to qualified preferrel share that
are issual after the dak tha is 30 days
after the dae of publicatim of this
documen as afinal regulation.

Margareé Milner Richardson,
Commissioneof Internd Revenue.

(Filed by the Office of the Federa Registe on
Decembe 23, 1996 8:45 a.m, ard publish& in
the isste of the Federh Registe for Decembe 24,
1996 F.R. 67752)




