
States person shall, in lieu of the rules of
paragraphs (c) and (d) of this section—

(i) Apply the rules of section 1291 to
any distributions with respect to, or dispo-
sition of, section 1296 stock;

(ii) Apply section 1291 to the amount of
the excess, if any, of the fair market value
of such section 1296 stock on the last day
of the United States person’s taxable year
over its adjusted basis, as if such amount
were gain recognized from the disposition
of stock on the last day of the taxpayer’s
taxable year; and

(iii) Increase its adjusted basis in the
section 1296 stock by the amount of ex-
cess, if any, subject to section 1291 under
paragraph (i)(2)(ii) of this section.

(3) Shareholders that are regulated in-
vestment companies. For the first taxable
year of a regulated investment company
for which a section 1296 election is in ef-
fect with respect to the stock of a PFIC,
such regulated investment company shall
increase its tax under section 852 by the
amount of interest that would have been
imposed under section 1291(c)(3) for such
taxable year if such regulated investment
company were subject to the rules of para-
graph (i)(2) of this section, and not this
paragraph (i)(3). No deduction or increase
in basis shall be allowed for the increase in
tax imposed under this paragraph (i)(3).

(4) The operation of the rules of this
paragraph (i) is illustrated by the following
examples:

Example (1). A, a United States person and a cal-
endar year taxpayer, owns marketable stock in FX,
a PFIC that it acquired on January 1, 1992. At all
times, A’s FX stock was a nonqualified fund subject
to taxation under section 1291. A made a timely sec-
tion 1296 election effective for taxable year 2005. At
the close of taxable year 2005, the fair market value
of A’s FX stock exceeded its adjusted basis by $10.
Pursuant to paragraph (i)(2)(ii) of this section, A must
treat the $10 gain under section 1291 as if the FX
stock were disposed of on December 31, 2005. Fur-
ther, A increases its adjusted basis in the FX stock by
the $10 in accordance with paragraph (i)(2)(iii) of this
section.

Example (2). Assume the same facts as in Ex-
ample (1), except that A is a RIC that had not made
an election prior to 2005 to mark to market the PFIC
stock. In taxable year 2005, A includes $10 of ordi-
nary income under paragraph (c)(1) of this section,
and such amount is not subject to section 1291. A
also increases its tax imposed under section 852 by
the amount of interest that would have been deter-
mined under section 1291(c)(3), and no deduction is
permitted for such amount. Finally, under paragraph
(d)(1) of this section, A increases its adjusted basis in
the FX stock by $10.

(j) Effective date. The provisions in
this section are applicable for taxable years
beginning on or after May 3, 2004.

Par. 7. Section 1.1296(e)–1 is redesig-
nated as §1.1296–2 and amended by:

1. Revising paragraph (b)(2).
2. Adding paragraph (b)(3).
3. Revising both references to “sections

958(a)(1) and (2)” in paragraph (f)(1) to
read “section 1298(a)”.

The revisions and addition read as fol-
lows:

§1.1296–2 Definition of marketable stock.

* * * * *
(b) * * *
(2) Special rule for year of initial public

offering. For the calendar year in which a
corporation initiates a public offering of a
class of stock for trading on one or more
qualified exchanges or other markets, as
defined in paragraph (c) of this section,
such class of stock meets the requirements
of paragraph (b)(1) of this section for such
year if the stock is regularly traded on such
exchanges or markets, other than in de
minimis quantities, on 1/6 of the days re-
maining in the quarter in which the offer-
ing occurs, and on at least 15 days during
each remaining quarter of the taxpayer’s
calendar year. In cases where a corpora-
tion initiates a public offering of a class of
stock in the fourth quarter of the calendar
year, such class of stock meets the require-
ments of paragraph (b)(1) of this section in
the calendar year of the offering if the stock
is regularly traded on such exchanges or
markets, other than in de minimis quanti-
ties, on the greater of 1/6 of the days re-
maining in the quarter in which the offer-
ing occurs, or 5 days.

(3) Anti-abuse rule. Trades that have as
one of their principal purposes the meeting
of the trading requirements of paragraph
(b)(1) or (2) of this section shall be dis-
regarded. Further, a class of stock shall
not be treated as meeting the trading re-
quirement of paragraph (b)(1) or (2) of this
section if there is a pattern of trades con-
ducted to meet the requirement of para-
graph (b)(1) or (2) of this section. Simi-
larly, paragraph (b)(2) of this section shall
not apply to a public offering of stock
that has as one of its principal purposes
to avail itself of the reduced trading re-
quirements under the special rule for the
calendar year of an initial public offering.

For purposes of applying the immediately
preceding sentence, consideration will be
given to whether the trading requirements
of paragraph (b)(1) of this section are sat-
isfied in the subsequent calendar year.

* * * * *
Par. 8. Section 1.6031(a)–1 is amended

by:
1. Redesignating the text of paragraph

(b)(1) as (b)(1)(i).
2. Adding a heading to newly desig-

nated paragraph (b)(1)(i).
3. Adding paragraph (b)(1)(ii).
The additions read as follows:

§1.6031(a)–1 Return of Partnership
income.

* * * * *
(b) * * * (1) * * * (i) Filing requirement.

* * *
(ii) Special rule. For purposes of this

paragraph (b)(1) and paragraph (b)(3)(iii)
of this section, a foreign partnership will
not be considered to have derived income
from sources within the United States
solely because a U.S. partner marks to
market his pro rata share of PFIC stock
held by the foreign partnership pursuant to
an election under section 1296.

* * * * *

Mark E. Matthews,
Deputy Commissioner for
Services and Enforcement.

Approved April 7, 2004.

Gregory F. Jenner,
Acting Assistant Secretary of the Treasury.

(Filed by the Office of the Federal Register on April 30, 2004,
8:45 a.m., and published in the issue of the Federal Register
for May 3, 2004, 69 F.R. 24071)

Section 6050N.—Returns
Regarding Payments
of Royalties
26 CFR 1.6050N–1: Statements to recipients of roy-
alties.
(Also: 6041, 1.6041–1.)

Royalties; information reporting.
This ruling provides guidance concern-
ing the reporting requirements of sections
6041 and 6050N of the Code for payments
by publishers to literary agents on behalf
of an author.
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ISSUES

What is the correct information report-
ing for royalty payments made by a pub-
lisher for the rights to an author’s book or
other literary composition if such royalties
are paid to the author’s literary agent who
then forwards all or part of such payments
to the author?

FACTS

A publisher enters into a contract for the
license to use an author’s literary works.
The author is an individual. Pursuant to the
contract, the publisher pays the author’s
royalties directly to the author’s literary
agent. The literary agent, upon receiving
the royalties, subtracts his commission and
expenses and then forwards the balance to
the author pursuant to a contract between
the literary agent and the author. During
calendar year 2004, the royalties paid by
the publisher exceeded $10.

LAW AND ANALYSIS

Section 6041 of the Internal Revenue
Code provides that all persons engaged in
a trade or business who make a payment in
the course of such trade or business to an-
other person of rent, salaries, wages, pre-
miums, annuities, compensations, remu-
nerations, emoluments, or other fixed or
determinable gains, profits, and income of
$600 or more in any taxable year shall ren-
der a true and accurate return setting forth
the amount of such gains, profits, and in-
come, and the name and address of the re-
cipient of such payment.

Section 1.6041–1(a)(1)(i) of the In-
come Tax Regulations provides that the
payments required to be reported under
section 6041 include the following: (1)
salaries, wages, commissions, fees, and
other forms of compensation for services
rendered aggregating $600 or more; and
(2) interest, rents, royalties, annuities,
pensions, and other gains, profits, and
income aggregating $600 or more. The
return of information required by section
1.6041–1(a)(1)(i) must be made on Form
1099. See section 1.6041–1(a)(2).

Sections 6041(a) and 1.6041–1(a)(ii)
provide that payments for which an infor-
mation return is required by, or under the
authority of, section 6050N(a) (relating

to royalties), are not subject to reporting
under section 1.6041–1(a)(1)(i).

Section 6050N(a) provides that every
person who: (1) makes payments of royal-
ties (or similar amounts) aggregating $10
or more to any other person during any
calendar year, or (2) receives payments of
royalties (or similar amounts) as a nominee
and who makes payments aggregating $10
or more during any calendar year to any
other person with respect to the royalties
(or similar amounts) so received, shall file
a return setting forth the aggregate amount
of such payments and the name and ad-
dress of the recipient of such payment.
Section 6050N(b) provides that every per-
son required to make a return under sec-
tion 6050N(a) must furnish a statement to
each person whose name is required to be
set forth in such return. Form 1099–MISC
is used for this reporting requirement.

The legislative history to section 6050N
provides that section 6050N applies to
royalty payments for the right to exploit
intangible property, such as copyrights,
trade names, trademarks, books and other
literary compositions. See H.R. Conf.
Rep. No. 99–841, 99th Cong., 2nd Sess.
II–788–789 (1986), 1986–3 (Vol. 4) C.B.
788–789.

Section 6050N(c) provides that sec-
tion 6050N does not apply to any amount
paid to a person described in section
6049(b)(4)(A) through (F). Section
6049(b)(4)(A) describes a corporation
as such a person.

Section 1.6050N–1(c)(2) provides that
the term payor shall have the meaning
ascribed to it under section 1.6049–4(a).
Section 1.6049–4(a)(2) defines a payor
as a person who: (1) makes a payment
of the type and of the amount subject to
reporting under section 6049 (or under
an applicable section of 26 CFR chapter
1) to any other person during a calendar
year; or (2) collects on behalf of another
person payments of the type and of the
amount subject to reporting under section
6049 (or under an applicable section of
26 CFR chapter 1), or who otherwise acts
as a middleman (as defined in paragraph
(f)(4) of section 6049) with respect to such
payment.

Based on the facts described above,
both the publisher and the literary agent
are payors of royalties for purposes of sec-
tion 6050N. The royalty payments made
by the publisher to the literary agent and

the royalty payments made by the literary
agent to the author thus are not reportable
under section 6041 and the regulations
thereunder because such payments are
payments to which 6050N applies. The
publisher must file Form 1099–MISC
reporting payments of royalties to the lit-
erary agent pursuant to section 6050N. If
the literary agent is a corporation, no Form
1099–MISC is required pursuant to sec-
tions 6050N(c) and 6049(b)(4)(A). The lit-
erary agent must file a Form 1099–MISC
for the royalties paid to the author regard-
less of whether the literary agent receives
a Form 1099–MISC from the publisher.

Section 301.6011–1(b) provides that
the Internal Revenue Service may pre-
scribe in forms, instructions, or other
appropriate guidance the information or
documentation required to be included
with any return. The instructions to Form
1099–MISC provide that gross royalties
(before reduction for fees, commissions,
or expenses) paid by a publisher directly to
an author or literary agent or paid by a lit-
erary agent to an author must be reported
on Form 1099–MISC. Thus, although
the literary agent may have subtracted
commissions and expenses before mak-
ing the payment to the author, the Form
1099–MISC required to be filed by the lit-
erary agent must report the gross amount
of royalties received from the publisher
pursuant to section 6050N.

Payments by a publisher to a liter-
ary agent for an author’s services (e.g.,
speaker fees) that do not constitute roy-
alties are not reportable under section
6050N. The information reporting for
such payments is governed by section
6041 and the regulations thereunder. In
such case, section 1.6041–1(e) would ap-
ply to determine whether the literary agent
or the publisher must report the fees to the
author. See sections 1.6041–1(e)(i) and
1.6041–1(e)(5), Example 6.

HOLDING

Pursuant to section 6050N, a publisher
who makes royalty payments to a literary
agent for the rights to an author’s book or
other literary composition must file an in-
formation return with respect to the pay-
ments to the literary agent unless the liter-
ary agent is a corporation. In addition, the
literary agent (whether or not a corpora-
tion) who receives such payments and for-
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wards all or part of such payments to the
author must file an information return re-
porting the gross amount of royalty pay-
ments pursuant to section 6050N.

DRAFTING INFORMATION

The principal author of this revenue
ruling is Tiffany P. Smith of the Office
of Associate Chief Counsel (Procedure

and Administration). For further informa-
tion regarding this revenue ruling, contact
Tiffany P. Smith at (202) 622–4910 (not a
toll-free call).
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