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tax accounting principles and to
calculate the shareholder’s pro rata
shares of the PFIC’s ordinary earnings
and net capital gain;

(iii) The amount of cash and the fair
market value of other property
distributed or deemed distributed to the
shareholder during the taxable year of
the PFIC to which the PFIC Annual
Information Statement pertains; and

(iv) Either—

(A) A statement that the PFIC will
permit the shareholder to inspect and
copy the PFIC’s permanent books of
account, records, and such other
documents as may be maintained by the
PFIC to establish that the PFIC’s
ordinary earnings and net capital gain
are computed in accordance with U.S.
income tax principles, and to verify
these amounts and the shareholder’s pro
rata shares thereof; or

(B) In lieu of the statement required
in paragraph (g)(1)(iv)(A) of this section,
a description of the alternative
documentation requirements approved
by the Commissioner, with a copy of the
private letter ruling and the closing
agreement entered into by the
Commissioner and the PFIC pursuant to
paragraph (g)(2) of this section.

(2) Alternative documentation. In rare
and unusual circumstances, the
Commissioner will consider alternative
documentation requirements necessary
to verify the ordinary earnings and net
capital gain of a PFIC other than the
documentation requirements described
in paragraph (g)(1)(iv)(A) of this section.
Alternative documentation
requirements will be allowed only
pursuant to a private letter ruling and a
closing agreement entered into by the
Commissioner and the PFIC describing
an alternative method of verifying the
PFIC’s ordinary earnings and net capital
gain. If the PFIC has not obtained a
private letter ruling from the
Commissioner approving an alternative
method of verifying the PFIC’s ordinary
earnings and net capital gain by the time
a shareholder is required to make a
section 1295 election, the shareholder
may not use an alternative method for
that taxable year.

(3) Annual Intermediary Statement. In
the case of a U.S. person that is a
shareholder of a PFIC through an
intermediary, as defined in paragraph (j)
of this section, an Annual Intermediary
Statement issued by an intermediary
containing the information described in
paragraph (g)(1) of this section and
reporting the indirect owner’s pro rata
shares of the ordinary earnings and net
capital gain of the QEF as described in
paragraph (g)(1)(i)(A) of this section,
may be provided to the indirect owner
in lieu of the PFIC Annual Information

Statement if the following conditions
are satisfied—

(i) The intermediary receives a copy
of the PFIC Annual Information
Statement or the intermediary receives
an annual intermediary statement from
another intermediary which contains a
statement that the other intermediary
has received a copy of the PFIC Annual
Information Statement and represents
that the conditions of paragraphs
(9)(3)(ii) and (g)(3)(iii) of this section are
met;

(if) The representations and
information contained in the Annual
Intermediary Statement reflect the
representations and information
contained in the PFIC Annual
Information Statement; and

(iii) The PFIC Annual Information
Statement issued to the intermediary
contains either the representation set
forth in paragraph (g)(1)(iv)(A) of this
section, or, if alternative documentation
requirements were approved by the
Commissioner pursuant to paragraph
(9)(2) of this section, a copy of the
private letter ruling and closing
agreement between the Commissioner
and the PFIC, agreeing to an alternative
method of verifying PFIC ordinary
earnings and net capital gain as
described in paragraph (g)(2) of this
section;

(4) Combined statements—(i) PFIC
Annual Information Statement. A PFIC
that owns directly or indirectly any
stock of one or more PFICs with respect
to which a shareholder may make the
section 1295 election may prepare a
PFIC Annual Information Statement that
combines with its own information and
representations the information and
representations of all the PFICs. The
PFIC may use any format for a combined
PFIC Annual Information Statement
provided the required information and
representations are separately stated and
identified with the respective
corporations.

(if) Annual Intermediary Statement.
An intermediary described in paragraph
(9)(3) of this section that owns directly
or indirectly stock of one or more PFICs
with respect to which an indirect
shareholder may make the section 1295
election may prepare an Annual
Intermediary Statement that combines
with its own information and
representations the information and
representations with respect to all the
PFICs. The intermediary may use any
format for a combined Annual
Intermediary Statement provided the
required information and
representations are separately stated and
identified with the intermediary and the
respective corporations.

(h) Transition rules. The rules of
Notice 88-125, 1988-2 C.B. 535 (see
§601.601(d)(2)(ii)(b) of this chapter),
apply for making elections and
maintaining elections for taxable years
beginning after December 31, 1986, and
before January 1, 1998. Elections made
under Notice 88—125 must be
maintained as provided in §1.1295-1T
for taxable years beginning after
December 31, 1997. A section 1295
election made prior to February 2, 1998
that was intended to be effective for the
taxable year of the PFIC that began
during the shareholder’s election year
will be effective for that taxable year of
the foreign corporation provided that it
is clear from all the facts and
circumstances that the shareholder
intended the election to be effective for
that taxable year of the foreign
corporation.

(i) Invalidation, termination, or
revocation of section 1295 election—(1)
Invalidation or termination of election
at the discretion of the Commissioner—
(i) In general. The Commissioner, in the
Commissioner’s discretion, may
invalidate or terminate a section 1295
election applicable to a shareholder if
the shareholder, the PFIC, or any
intermediary fails to satisfy the
requirements for making a section 1295
election or the annual election
requirements of this section to which
the shareholder, PFIC, or intermediary
is subject, including the requirement to
provide, on request, copies of the books
and records of the PFIC or other
documentation substantiating the
ordinary earnings and net capital gain of
the PFIC.

(ii) Deferral of section 1293 inclusion.
The Commissioner may invalidate any
pass through entity section 1295
election with respect to an interest
holder or beneficiary if the section 1293
inclusion with respect to that interest
holder or beneficiary is not included in
the gross income of either the pass
through entity, an intermediate pass
through entity, or the interest holder or
beneficiary within two years of the end
of the PFIC’s taxable year due to
nonconforming taxable years of the
interest holder and the pass through
entity or any intermediate pass through
entity.

(iii) When effective. Termination of a
shareholder’s section 1295 election will
be effective for the taxable year of the
PFIC determined by the Commissioner
in the Commissioner’s discretion. An
invalidation of a shareholder’s section
1295 election will be effective for the
first taxable year to which the section
1295 election applied, and the
shareholder whose election is



