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SUMMARY: This document contains
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proposed regulations concerning when a
currency will be considered hyperinfla-
tionary for purposes of section 988.
These regulations are intended to prevent
distortions associated with the computa-
tion of income and expense arising from
section 988 transactions denominated in
hyperinflationary currencies.  This docu-
ment also provides  notice of a public
hearing on these regulations.

DATES: Written and electronic comments
must be received by April 20, 2000.  Re-
quests to speak (with outlines of oral
comments) at the public hearing sched-
uled for May 17, 2000 at 10 a.m. must be
submitted by April 20, 2000.

ADDRESSES:  Send submissions to
CC:DOM:CORP:R (REG–116567–99),
room 5226, Internal Revenue Service,
POB 7604, Ben Franklin Station, Wash-
ington, DC.  20044.  Submissions may be
hand delivered Monday through Friday
between the hours of 8 a.m. and 5 p.m. to
CC:DOM:CORP:R (REG–116567–99),
Courier’s Desk, Internal Revenue Ser-
vice, 1111 Constitution Avenue, NW.,
Washington, DC.  Alternatively, taxpayers
may submit comments electronically via
the Internet by selecting the “Tax Regs”
option on the IRS Home Page, or by sub-
mitting comments directly to the IRS site
at http://www.irs.ustreas.gov/tax-
regs/regslist.html. The public hearing is in
room 2615, Internal Revenue Building,
1111 Constitution Avenue, NW., Wash-
ington, DC.

FOR FURTHER INFORMATION CON-
TACT: Concerning the proposed regula-
tions, Roger M. Brown at (202) 622-3830;
concerning submissions of comments, the
hearing, and/or requests to be placed on
the building access list to attend the hear-
ing, contact Guy R. Traynor at (202)-622-
7180 (not toll-free numbers) .

SUPPLEMENTARY INFORMATION:

Background

This document contains a proposed
amendment to the Income Tax Regula-
tions (26 CFR part 1) under section 988 of
the Internal Revenue Code (Code).  On
March 17, 1992, the IRS and Treasury
published final regulations in theFederal
Register at 57 FR 9172 relating to the
taxation of section 988 transactions, in-
cluding, inter alia, transactions denomi-

nated in hyperinflationary currencies.
Also on March 17, 1992, proposed regu-
lations were published in the Federal
Register at (57 FR 9217 [INTL–15–91,
1992–1 C.B. 1202]) relating to the treat-
ment of certain financial instruments de-
nominated in hyperinflationary curren-
cies.  The proposed regulations did not
separately define hyperinflationary cur-
rency.  Rather, they simply made refer-
ence to the definition in the final regula-
tions, §1.988–1(f).  

Further, T.D. 8860 on page 437 final-
ized the proposed regulations issued in
1992.  This notice of proposed rulemak-
ing is intended to accompany the publica-
tion of these final regulations and propose
a change in the period of years that are
considered in determining whether a cur-
rency is hyperinflationary for purposes of
section 988.  

Explanation of Provisions

For purposes of section 988, the term
hyperinflationary currencyis defined in
§1.988– 1(f), which utilizes the definition
in §1.985–1(b)(2)(ii)(D).  This definition
was developed in the context of the Dollar
Approximate Separate Transactions
Method (DASTM) regulations, §1.985–3,
and generally considers the cumulative
effects of inflation over the base period in
determining whether a currency is hyper-
inflationary.  The base period consists of
the thirty-six calendar month period im-
mediately preceding the first day of the
current calendar year.  Use of this base
period is generally appropriate in the con-
text of DASTM because a qualified busi-
ness unit needs to know in advance if it is
subject to §1.985–3 calculations.  In part,
this is because of the translation period re-
quirements of §1.985–3(c)(7).

However, failure to take the current
year’s inflation into account for purposes
of computing foreign currency gain or
loss under section 988 may lead to distor-
tions in income and expense arising from
certain items whose cash flows reflect hy-
perinflationary conditions because infla-
tion may rise dramatically in single year.
Accordingly, the IRS and Treasury be-
lieve that for purposes of section 988, it is
more appropriate to consider the cumula-
tive inflation rate over the thirty-six
month period ending on the last day of the
taxpayer’s (or the qualified business

unit’s) current taxable year.  See also
§1.905–3T(d)(4)(i) (including current
year inflation in determining whether a
currency is hyperinflationary for purposes
of section 905).  The change in the base
period in this notice of proposed rulemak-
ing, however, applies only for the pur-
poses of section 988 and not for the pur-
pose of determining whether a taxpayer
(or QBU) is subject to the provisions of
§1.985–3.  However, other Code provi-
sions may be affected by this change, due
to the relationship of their substantive rule
to section 988.  See, e.g., §1.267(f)–1(e)
(relating to the application of the loss dis-
allowance rule of section 267(a)(1) as ap-
plied to related party, nonfunctional cur-
rency loans).

Proposed Effective Date

These regulations are proposed to
apply to transactions entered into after
February 14, 2000. Until these proposed
regulations are finalized, the existing final
regulations under §1.988–1(f) shall re-
main in effect.

Special Analyses

It has been determined that this notice
of proposed rulemaking is not a signifi-
cant regulatory action as defined in Exec-
utive Order 12866.  Therefore, a regula-
tory assessment is not required.  It has
also been determined that section 553(b)
of the Administrative Procedure Act (5
U.S.C. chapter 5) does not apply to these
regulations, and, because these regula-
tions do not impose a collection of infor-
mation on small entities, the provisions of
the Regulatory Flexibility Act (5 U.S.C.
chapter 6) do not apply.  Pursuant to sec-
tion 7805(f) of the Internal Revenue
Code, this notice of proposed rulemaking
will be submitted to the Small Business
Administration for comment on its impact
on small businesses. 

Comments and Requests for a Public
Hearing

Before these proposed regulations are
adopted as final regulations, considera-
tion will be given to any electronic and
written comments (a signed original and
eight (8) copies, if written) that are sub-
mitted timely to the IRS.  In particular,
the IRS and Treasury are interested in
comments relating to the change in the
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measurement of the base period, and sug-
gesting other standards that may be ap-
plied in determining whether a currency
should be considered hyperinflationary
for purposes of section 988.  Examples of
the latter category of comments would be
suggestions of alternative time periods
(base periods) and hyperinflationary
thresholds (e.g., different from the current
100% cumulative inflation rate) which
may be used in determining whether a
currency is hyperinflationary. All com-
ments will be available for public inspec-
tion and copying.

A public hearing has been scheduled
for May 17, 2000, beginning at 10 a.m. in
room 2615, Internal Revenue Building,
1111 Constitution Avenue, NW., Wash-
ington, DC.  Due to building security pro-
cedures, visitors must enter at the Consti-
tution Avenue entrance, located 1111
Constitution Avenue.  In addition, all visi-
tors must present photo identification to
enter the building.  Because of access re-
strictions, visitors will not be admitted be-
yond the immediate entrance area more
than 15 minutes before the hearing starts.
For information about having your name
placed on the building access list to attend
the hearing, see the FOR FURTHER IN-
FORMATION CONTACT section of this
preamble.

The rules of 26 CFR 601.601(a)(3)
apply to the hearing.

Persons who wish to present oral com-

ments at the hearing must submit written
comments by April 20, 2000, and submit
an outline of the topics to be discussed
and the time to be devoted to each topic
(signed original and eight (8) copies) by
April 20, 2000.  A period of ten (10)  min-
utes will be allotted to each person for
making comments.  An agenda showing
the scheduling of speakers will be pre-
pared after the deadline for receiving out-
lines has passed. Copies of the agenda
will be available free of charge at the
hearing.

Drafting Information

The principal author of these regula-
tions is Roger M. Brown of the Office of
the Associate Chief Counsel (Interna-
tional).  However, other personnel from
the IRS and Treasury Department also
participated in their development.

*   *   *   *   *

Proposed Amendments to the
Regulations

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

PART 1 — INCOME TAXES

Paragraph 1.  The authority citation for
part 1 continues to read in part as follows:

Authority: 26 U.S.C. 7805 * * *
Par. 2. In §1.988–1 paragraph (f) is re-

vised to read as follows:

§1.988–1  Certain definitions and special
rules.
*   *   *   *   *

(f)  Hyperinflationary currency—(1)
Definition. For purposes of section 988, a
hyperinflationary currency means a cur-
rency described in §1.985–1(b)(2)(ii)(D).
However, the base period means the
thirty-six calendar month period ending
on the last day of the taxpayer’s (or quali-
fied business unit’s) current taxable year.
Thus, for example, if for 1996, 1997, and
1998, a country’s annual inflation rates
are 6 percent, 11 percent, and 90 percent,
respectively, the cumulative inflation rate
for the three-year base period is 124%
[((1.06 x 1.11 x 1.90) - 1.0 = 1.24) x 100
= 124%].  Accordingly, assuming the
QBU has a calendar year as its taxable
year, the currency of the country is hyper-
inflationary for the 1998 taxable year.

(2) Effective date. Paragraph (f)(1)
shall apply to transactions entered into
after February 14, 2000.  
*   *   *   *   *

Robert E. Wenzel,
Deputy Commissioner 

of Internal Revenue.

(Filed by the Office of the Federal Register on Janu-
ary 12, 2000, 8:45 a.m., and published in the issue of
the Federal Register for January 13, 2000, 65 F.R.
2084)
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