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this section [enacting this section and sections 1293 to 
1297 of this title and amending sections 532, 542, 551, 851, 
904, 951, 1246, and 6503 of this title] shall apply to tax-
able years of foreign corporations beginning after De-
cember 31, 1986.’’ 

SUBPART B—TREATMENT OF QUALIFIED 
ELECTING FUNDS 

Sec. 

1293. Current taxation of income from qualified 
electing funds. 

1294. Election to extend time for payment of tax on 
undistributed earnings. 

1295. Qualified electing fund. 

§ 1293. Current taxation of income from qualified 
electing funds 

(a) Inclusion 

(1) In general 

Every United States person who owns (or is 
treated under section 1298(a) as owning) stock 
of a qualified electing fund at any time during 
the taxable year of such fund shall include in 
gross income— 

(A) as ordinary income, such shareholder’s 
pro rata share of the ordinary earnings of 
such fund for such year, and 

(B) as long-term capital gain, such share-
holder’s pro rata share of the net capital 
gain of such fund for such year. 

(2) Year of inclusion 

The inclusion under paragraph (1) shall be 
for the taxable year of the shareholder in 
which or with which the taxable year of the 
fund ends. 

(b) Pro rata share 

The pro rata share referred to in subsection (a) 
in the case of any shareholder is the amount 
which would have been distributed with respect 
to the shareholder’s stock if, on each day during 
the taxable year of the fund, the fund had dis-
tributed to each shareholder a pro rata share of 
that day’s ratable share of the fund’s ordinary 
earnings and net capital gain for such year. To 
the extent provided in regulations, if the fund 
establishes to the satisfaction of the Secretary 
that it uses a shorter period than the taxable 
year to determine shareholders’ interests in the 
earnings of such fund, pro rata shares may be 
determined by using such shorter period. 

(c) Previously taxed amounts distributed tax free 

If the taxpayer establishes to the satisfaction 
of the Secretary that any amount distributed by 
a passive foreign investment company is paid 
out of earnings and profits of the company 
which were included under subsection (a) in the 
income of any United States person, such 
amount shall be treated, for purposes of this 
chapter, as a distribution which is not a divi-
dend; except that such distribution shall imme-
diately reduce earnings and profits. If the pas-
sive foreign investment company is a controlled 
foreign corporation (as defined in section 957(a)), 
the preceding sentence shall not apply to any 
United States shareholder (as defined in section 
951(b)) in such corporation, and, in applying sec-
tion 959 to any such shareholder, any inclusion 
under this section shall be treated as an inclu-
sion under section 951(a)(1)(A). 

(d) Basis adjustments 

The basis of the taxpayer’s stock in a passive 
foreign investment company shall be— 

(1) increased by any amount which is in-
cluded in the income of the taxpayer under 
subsection (a) with respect to such stock, and 

(2) decreased by any amount distributed 
with respect to such stock which is not includ-
ible in the income of the taxpayer by reason of 
subsection (c). 

A similar rule shall apply also in the case of any 
property if by reason of holding such property 
the taxpayer is treated under section 1298(a) as 
owning stock in a qualified electing fund. 

(e) Ordinary earnings 

For purposes of this section— 

(1) Ordinary earnings 

The term ‘‘ordinary earnings’’ means the ex-
cess of the earnings and profits of the qualified 
electing fund for the taxable year over its net 
capital gain for such taxable year. 

(2) Limitation on net capital gain 

A qualified electing fund’s net capital gain 
for any taxable year shall not exceed its earn-
ings and profits for such taxable year. 

(3) Determination of earnings and profits 

The earnings and profits of any qualified 
electing fund shall be determined without re-
gard to paragraphs (4), (5), and (6) of section 
312(n). Under regulations, the preceding sen-
tence shall not apply to the extent it would in-
crease earnings and profits by an amount 
which was previously distributed by the quali-
fied electing fund. 

(f) Foreign tax credit allowed in the case of 10- 
percent corporate shareholder 

For purposes of section 960— 
(1) any amount included in the gross income 

under subsection (a) shall be treated as if it 
were included under section 951(a), and 

(2) any amount excluded from gross income 
under subsection (c) shall be treated in the 
same manner as amounts excluded from gross 
income under section 959. 

(g) Other special rules 

(1) Exception for certain income 

For purposes of determining the amount in-
cluded in the gross income of any person under 
this section, the ordinary earnings and net 
capital gain of a qualified electing fund shall 
not include any item of income received by 
such fund if— 

(A) such fund is a controlled foreign cor-
poration (as defined in section 957(a)) and 
such person is a United States shareholder 
(as defined in section 951(b)) in such fund, 
and 

(B) such person establishes to the satisfac-
tion of the Secretary that— 

(i) such income was subject to an effec-
tive rate of income tax imposed by a for-
eign country greater than 90 percent of the 
maximum rate of tax specified in section 
11, or 

(ii) such income is— 
(I) from sources within the United 

States, 
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