Internal Revenue

oulletin

HIGHLIGHTS
OF THIS ISSUE

These synopses are intended only as aids to the reader in
identifying the subject matter covered. They may not be
relied upon as authoritative interpretations.

INCOME TAX

Rev. Rul. 98-19, page 5.

Relocation payments; Housing and Community Devel-
opment Act. A relocation payment, authorized by section
105(a)(11) of the Housing and Community Development Act
and funded under the 1997 Emergency Supplemental Appro-
priations Act for Recovery From Natural Disasters, made by
a local jurisdiction to an individual moving from a flood-dam-
aged residence to another residence, is not includible in the
individual's gross income.

Rev. Rul. 98-20, page 8.

LIFO; price indexes; department stores. The February
1998 Bureau of Labor Statistics price indexes are accepted
for use by department stores employing the retail inventory
and last-in, first-out inventory methods for valuing inventories
for tax years ended on, or with reference to, February 28,
1998.

T.D. 8763, page 5.

Final regulations under section 166 of the Code deem a
charge-off and allow a deduction for a partially worthless
debt when the terms of a debt instrument have been modi-
fied.

T.D. 8764, page 9.

REG-102144-98, page 25.

Temporary and proposed regulations under sections 925
and 927 of the Code provide guidance to taxpayers who
have made an election to be treated as a foreign sales cor-
poration (FSC). A public hearing on the proposed regula-
tions will be held on June 24, 1998.

Finding Lists begin on page 35.

g’ Department of the Treasury
Internal Revenue Service

Bulletin No. 1998-15
April 13, 1998

EXEMPT ORGANIZATIONS

Announcement 98-28, page 30.
A list is given of organizations now classified as private foun-
dations.

ADMINISTRATIVE

REG-209322-82, page 26.

Proposed regulations under sections 6031 and 6063 of the
Code revise the partnership filing requirement to reflect
changes to the law made by the Taxpayer Relief Act of 1997
(TRA). LR-198-82, 1986-1 C.B. 778 is withdrawn. A public
hearing will be held on May 19, 1998.

Rev. Proc. 98-27, page 15.

This procedure provides guidance to foreign financial insti-
tutions that desire to enter into a withholding agreement
with the Service in order to be treated as qualified interme-
diaries under new section 1.1441-1(e)(5) of the Income Tax
Regulations. It describes the application procedures for be-
coming a qualified intermediary and the terms that the Ser-
vice will ordinarily require in a withholding agreement.

Rev. Proc. 98-28, page 14.

Qualified mortgage bonds; mortgage credit certifi-
cates; national median gross income. Guidance is pro-
vided concerning the use of the national and area median
gross income figures by issuers of qualified mortgage
bonds and mortgage credit certificates in determining the
housing cost/income ratio described in section 143(f)(5) of
the Code. Rev. Proc. 97-26 is obsolete except as provided
in section 5.02 of this revenue procedure.

Continued on page 4



Mission of the Service

The purpose of the Internal Revenue Service is to collect
the proper amount of tax revenue at the least cost; serve
the public by continually improving the quality of our prod-

Statement of Principles
of Internal Revenue
Tax Administration

The function of the Internal Revenue Service is to adminis-
ter the Internal Revenue Code. Tax policy for raising revenue
is determined by Congress.

With this in mind, it is the duty of the Service to carry out that
policy by correctly applying the laws enacted by Congress;
to determine the reasonable meaning of various Code provi-
sions in light of the Congressional purpose in enacting them;
and to perform this work in a fair and impartial manner, with
neither a government nor a taxpayer point of view.

At the heart of administration is interpretation of the Code. It
is the responsibility of each person in the Service, charged
with the duty of interpreting the law, to try to find the true
meaning of the statutory provision and not to adopt a
strained construction in the belief that he or she is “protect-
ing the revenue.” The revenue is properly protected only
when we ascertain and apply the true meaning of the statute.

ucts and services; and perform in a manner warranting
the highest degree of public confidence in our integrity, effi-
ciency, and fairness.

The Service also has the responsibility of applying and
administering the law in a reasonable, practical manner.
Issues should only be raised by examining officers when
they have merit, never arbitrarily or for trading purposes.
At the same time, the examining officer should never hesi-
tate to raise a meritorious issue. It is also important that
care be exercised not to raise an issue or to ask a court to
adopt a position inconsistent with an established Service
position.

Administration should be both reasonable and vigorous. It
should be conducted with as little delay as possible and
with great courtesy and considerateness. It should never
try to overreach, and should be reasonable within the
bounds of law and sound administration. It should, howev-
er, be vigorous in requiring compliance with law and it
should be relentless in its attack on unreal tax devices and
fraud.



Introduction

The Internal Revenue Bulletin is the authoritative instrument
of the Commissioner of Internal Revenue for announcing offi-
cial rulings and procedures of the Internal Revenue Service
and for publishing Treasury Decisions, Executive Orders, Tax
Conventions, legislation, court decisions, and other items of
general interest. It is published weekly and may be obtained
from the Superintendent of Documents on a subscription
basis. Bulletin contents of a permanent nature are consoli-
dated semiannually into Cumulative Bulletins, which are sold
on a single-copy basis.

It is the policy of the Service to publish in the Bulletin all sub-
stantive rulings necessary to promote a uniform application
of the tax laws, including all rulings that supersede, revoke,
modify, or amend any of those previously published in the
Bulletin. All published rulings apply retroactively unless other-
wise indicated. Procedures relating solely to matters of in-
ternal management are not published; however, statements
of internal practices and procedures that affect the rights
and duties of taxpayers are published.

Revenue rulings represent the conclusions of the Service on
the application of the law to the pivotal facts stated in the
revenue ruling. In those based on positions taken in rulings
to taxpayers or technical advice to Service field offices,
identifying details and information of a confidential nature
are deleted to prevent unwarranted invasions of privacy and
to comply with statutory requirements.

Rulings and procedures reported in the Bulletin do not have
the force and effect of Treasury Department Regulations,
but they may be used as precedents. Unpublished rulings
will not be relied on, used, or cited as precedents by Service
personnel in the disposition of other cases. In applying pub-
lished rulings and procedures, the effect of subsequent leg-
islation, regulations, court decisions, rulings, and proce-

dures must be considered, and Service personnel and oth-
ers concerned are cautioned against reaching the same con-
clusions in other cases unless the facts and circumstances
are substantially the same.

The Bulletin is divided into four parts as follows:

Part .—1986 Code.
This part includes rulings and decisions based on provisions
of the Internal Revenue Code of 1986.

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows: Subpart A,
Tax Conventions, and Subpart B, Legislation and Related
Committee Reports.

Part lll.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and Sub-
parts. Also included in this part are Bank Secrecy Act Admin-
istrative Rulings. Bank Secrecy Act Administrative Rulings
are issued by the Department of the Treasury's Office of the
Assistant Secretary (Enforcement).

Part IV.—Items of General Interest.

With the exception of the Notice of Proposed Rulemaking
and the disbarment and suspension list included in this part,
none of these announcements are consolidated in the Cumu-
lative Bulletins.

The first Bulletin for each month includes a cumulative index
for the matters published during the preceding months.
These monthly indexes are cumulated on a semiannual basis
and are published in the first Bulletin of the succeeding semi-
annual period, respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402.



HIGHLIGHTS
OF THIS ISSUE—Continued

ADMINISTRATIVE—Continued

Rev. Proc. 98-29, page 22.

Inventory shrinkage estimates. Guidance, including a “re-
tail safe harbor method,” is provided for a taxpayer that
wants to change to a method of accounting for estimating
inventory “shrinkage” in computing ending inventory.

Notice 98-16, page 12.

This notice announces that the Service will amend the effec-
tive date of the section 1441 withholding regulations to
apply to payments made after December 31, 1999.

April 13, 1998

Notice 98-21, page 14.

Extension of the effective date of the Classification
Settlement Program. The Service is extending the Classi-
fication Settlement Program or “CSP” until further notice.

Announcement 98-27, page 30.
The Service announces that Forms W-9 and W-9S can be
filed electronically.

1998-15 |.R.B.



Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 25.—Interest on Certain ing from the resident’s flood-damagedf Assistant Chief Counsel (Income Tax

Home Mortgages residence to another residence. and Accounting). For further information

According to section 101(c) of the Act,regarding this revenue ruling, contact Mr.
26 CFR 1.25-4T: Qualified mortgage credit the primary objective of Title | “is the de-Iskow on (202) 622-4920 (not a toll-free
certificate program (temporary). velopment of viable urban communitiescall).

Guidance is provided for the use of the nationalpy providing decent housing and a suitable
and area median gross income figures by issuers b¥ing environment and expanding eco-
qualified mortgage bonds and mortgage credit cemomic opportunities, principally for per- Section 103.—State and Local
tificates in determining the housing cost/incom i "
ratio described in sectiogn 143(f)(5) ofg the Code. S%Ogscoglosvéoal?g) mgii:ifs ;_%%O(r;;?ll) i?onds
Rev. Proc. 98-28, page 14. T . . . o

the Act provides, in part, that a community6 CFR 1.103-1: Interest upon obligations of a
development program may provide relocastate, Teritory, etc.
tion payments and assistance for diSpIacedGuidance is provided for the use of the national
individuals and families as authorizedhnd area median gross income figures by issuers of
under the Act. 42 U.S.C. § 5305(a)(11). qualified mortgage bonds and mortgage credit cer-

The Supplemental Act provides funddificates in determining the housing cost/income
ing, for displaced individuals and fam”iesratio described in section 143(f)(5) of the Code. See
. . . . . Rev. Proc. 98-28, page 14.

Relocation payments; Housing and as authorized under the Act, to certain
Community Development Act.Areloca- communities affected by the flooding in
tion payment, authorized by sectiorthe upper Midwest and other Presiden- .
105(a)(11) of the Housing and Commutially-declared disasters occurring durinugecuon 143.—Mortggge
nity Development Act and funded undethe federal governments fiscal year endX€VeNnue Bonds: Qualified
the 1997 Emergency Supplemental Aping September 30, 1997. Mortgage Bond and Qualified
propriations Act for Recovery From Nat- Veterans’ Mortgage Bond
ural Disasters, made by a local jurisdic—'-AWA’\'DANALYSIS

26 CFR 6a.103A-2: Qualified mortgage bond.

tion to an individual moving from a  gection 61 and the Income Tax Regula-
flood-damaged residence to another resjyyng thereunder provide that, except as Guidance is provided for the use of the national
dence, is not includible in the individual's yinepwise provided by law, gross incom@nd area median gross income figures by issuers of
gross income. : ualified mortgage bonds and mortgage credit cer-
. ficates in determining the housing cost/income
Rev. Rul. 98-19 derived. ) ratio described in section 143(f)(5) of the Code. See
: : The Service has held that paymentgev. Proc. 98-28, page 14.

ISSUE made_ under legislatively provi(_jed social
benefit programs for the promotion of gen-
Is a relocation payment authorized pureral welfare are not includible in a recipi-Section 166.—Bad Debts
suant to section 105(a)(11) of Title | ofént’s gross income. See Rev. Rul. 76-373,
the Housing and Community Develop-1976_2 C.B. 16, which holds that reloca26 CFR 1.166-3: Partial or total worthlessness.

ment Act of 1974 (Act), 42 uU.s.c.tion payment.s received by individuals pur- D. 8763

§ 5305(a)(11), funded under the 199guant to section 105(a)(11) of the Act are_ﬂ' :

Emergency Supplemental Appropriationd nature of general welfare and are not ifyepARTMENT OF THE TREASURY

Act for Recovery From Natural Disaster<ludible in the gross incomes of remmentsmn:)mal Revenue Service

(Supplemental Act), Pub. L. No. 105-18 0| DING 26 CFR Part 1

111 Stat. 158, 198-199, and made by a

local jurisdiction to an individual moving A relocation payment authorized pur-Modifications of Bad Debts and

from a flood-damaged residence to ansuant to section 105(a)(11) of the ActDealer Assignments of Notional

other residence, includible in the individfunded under the Supplemental Act, angrincipal Contracts

ual’s gross income under § 61 of the Intemade by a local jurisdiction to an individ-

nal Revenue Code? ual moving from a flood-damaged resiAGENCY: Internal Revenue Service
dence to another residence, is in the ngRS), Treasury.

ture of general welfare and s nOtACTION' Final and temporary regula
Pursuant to the Act and the Sur>p|emer§[“3|UdibIe in the individual's gross in- . ' porary reg

tions.
tal Act, a resident of a local jurisdiction,cCOmMe under § 61.
Within_ a Presidentia_lly—declared_ disastepRAETING INFORMATION SUMMARY: This document contains
area in the upper Midwest, received a re- regulations that deem a charge-off and
location payment from the local jurisdic- The principal author of this revenueallow a deduction for a partially worthless
tion to help defray the expenses of mowuling is Sheldon A. Iskow of the Office debt when the terms of a debt instrument

Section 61.—Gross Income
Defined

26 CFR 1.61-1: Gross income.

means all income from whatever sourc

FACTS
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have been modified. The regulations prao deduct an amount on account of a pated by the terms of the contract, the as-
vide guidance to certain taxpayers thatally worthless debt even though arsignment is not treated as a deemed ex-
have claimed a deduction for a partialllamount has not been charged off withichange by the nonassigning party of the
worthless debt and then modified thahe taxable year. original contract for a new contract that
terms of the debt instrument. This docu- Section 166(a)(2) and 81.166—3(a) prodiffers materially either in kind or in ex-
ment also contains regulations relating twide that a deduction for a partially worthtent. Thus, an assignment to which the
certain assignments of notional principaless debt is allowed only to the extent theule applies does not trigger gain or loss
contracts by dealers in those contractslebt is charged off in the taxable yearto the dealer’s counterparty.
The regulations provide guidance to taxThe charge-off requirement is satisfied Three comments were received on the
payers relating to the consequences ®fhen a portion of the debt is removed1.166-3T regulations. The first com-
these assignments. from the taxpayer’'s books and recordament requests a deemed charge-off for a
) This generally is accomplished by reductaxpayer that purchased at a discount debt
DATES: Effective date: These regula- jng the debt's book basis. Thus, when afor which a previous deduction for partial
tions are effective January 29, 1998.  amount has been deducted for partiatorthlessness was claimed, and then sig-
Applicability date: These regulations \yorthlessness, there is generally a reducificantly modified the debt under
apply to significant modifications of debttion of both the book basis and the ta§1.1001-3 and recognized gain on the
instruments and assignments of interegfasis of a debt. modification. Whenever debt is pur-
rate swaps, commodity swaps, and other when a taxpayer is required to recogehased for less than the stated redemption
notional principal contracts occurring omize gain under §1.1001-1 because ofpice, recognized gain from a significant
or after September 23, 1996. modification of a debt instrument, the taxmodification is attributable to market dis-
FOR FURTHER INFORMATION CON- payer’s tax basis in .the debt _is increaserbunt as defined_in section 1278(a)(2)(A)
TACT: Concerning the modifications 0fby the amount of gain recognized. Ho_vvand not_ to a previously claimed d_e_ductlon
bad debts, Craig Wojay, (202) 622-3920EVer regulatory and general accountlng)r partial worthlesgness. In addition, the
and conce,rning dealer a’lssignments of ng_rmmples gengrally woqld not permit atemporary regulatlons_ refer to §l_.166—
tional principal contracts, Thomas M_correspondmg increase in the book bas&(_a)(l) and (2) for gwdancg relating to
Preston, (202) 622-3940 (not toII-freeOf the debt. Becausg the prior charg_e-oﬁrlor charge-offs and dedugtlons for par-
numbers’) is not restored (that is, the book basis dfal worthlessness. Extending the tempo-
' the debt is not increased), there is no opary regulations to cover a discount pur-
SUPPLEMENTARY INFORMATION: portunity for the taxpayer to take a newchase would significantly expand the
charge-off for pre-existing worthlessnessregulations beyond their intended scope
Background The purpose of the temporary regulaand create a situation that would be ex-
tions is to preserve a portion of a taxtremely difficult to administer. The regu-
tio(n)sn (ZIJ_an egé? 6 ?1999966_fg%org]r)yréi?tiur:gbayer’s bad debt deduction with respect ttations do not adopt the request to extend
I o a partially worthless debt. The portiorthe regulations to cover such a purchase.
to modifications of bad debts and dealer
assignments of notional principal Con_preserved corresponds to the amount theThe second comment requests a
tracts under sections 166 and 1001 of thtaxpayer Woulld have been entltl.ed tanlegmed charge-off for a member of a con-
Internal Revenue Code (Code) were pu o?educt for partial \_/v_orthlessn(_ass with resol!dated group that purchased debt,_for
lished in theFederal Register (61 F.R spe'ct to the m0.d.|f|ed debt if the boolwhich a previous ded'uct|on for partial
32653). A notice of proposed rulem.ak'in basis of the modified debt were mpreasedorthlessness was claimed, fr_om gnother
(REG—-209743—94 formerly Fl-59-94 o the same extent as the tax basis of thatember of the group, then significantly
' X debt. Thus, if all the conditions of themodified the debt under §1.1001-3 and
[1996-2 C.B. 442].) cross—referen.cmg th_?emporary regulations are satisfied, then@ecognized gain on the modification.
temporary regulgtlons was published "odified debt is deemed to have beeWhenever debt is purchased for less than
the Federal Registerfor the same day charged off in the year in which gain ighe stated redemption price, subsequently
(61 F.R. 32728). No public hearing Waﬁecognized. The amount of the deemeikcognized gain from a significant modi-
requgsted or held. . charge-off, however, is limited to the dif-fication is attributable to market discount
ertten comm.ents respondlng to t,heference between the tax basis of the debs defined in section 1278(a)(2)(A) and
notice were received. After conslderatlorénd the greater of the book basis or theot to a previously claimed deduction for
of the comments, the regulations PrOfair market value of the debt. The tempopartial worthlessness. Extending the tem-
poseq by REG_209,743_94 are adopte'%ry regulations also address debt thatorary regulations to cover a purchase
by this Treasury decision, and the corresq\qyitytes transferred basis propertfrom another member of the consolidated

sponding temporary regulations are regnqer section 7701(a)(43). group would significantly expand the reg-
moved. In addition, the temporary regulationsulations beyond their intended scope. The
Explanation of Provisions provide a limited rule dealing with aregulations do not adopt the request to ex-

dealer’s assignment of its position in arend the regulations to cover an intercom-

The preamble to the temporary regulainterest rate swap, commodity swap, opany transaction.
tions sets forth limited circumstancether notional principal contract to an- The third comment requests expanding
under which a taxpayer will be permittedbther dealer. If the assignment is permithe temporary regulations to include other

April 13, 1998 6 1998-15 |.R.B.



situations in which a taxpayer has tax basis Par. 2. In §1.166-3, paragraph (a)(3) iparty on an interest rate or commodity

in a debt but no corresponding book basiadded to read as follows: swap, or other notional principal contract
The first situation involves the accrual of i (as defined in §1.446-3(c)(1)), is not
interest income on loans that have beett-166-3 Partial or total worthlessness. yeateq as a deemed exchange by the

placed on non-accrual status for book pur- () *** nonassigning party of the original con-
poses. The second situation involves the (3) significantly modified debt() tract for a modified contract that differs
requirement to accrue interest on origingheemed charge-offf a significant modi- Materially either in kind or in extent if—
issue discount obligations even if the loafcation of a debt instrument (within the (1) The party assigning its rights and
has become uncollectible. This commenheaning of §1.1001-3) during a taxabl@bligations under the contract and the
deals with situations other than the modifiyear results in the recognition of gain by #aty to which the rights and obligations
cation of a debt instrument and is beyonghxpayer under §1.1001-1(a), and if th@® assigned are both dealers in notional
the scope of this regulation project. requirements of paragraph (a)(3)(ii) orincipal contracts, as defined in

this section are met, there is a deeméit-446-3(c)(4)(iii); and _
charge-off of the debt during that taxable (2) The terms of the contract permit the

It has been determined that this Trea¢€ar in the amount specified in paragrapfubstitution. . . .
sury decision is not a significant regula{2)(3)(ii)) of this section. (b) Effective date.This section applies
tory action as defined in EO 12866. (i) Requirements for deemed chargel® assignments of interest rate swaps,
Therefore, a regulatory assessment is n8ff- A debt is deemed to have beeifommodity swaps, and other notional
required. It also has been determined thgfarged off only if— principal contracts occurring on or after
section 553(b) of the Administrative Pro- (A) The taxpayer (or, in the case of aseptember 23, 1996.

cedure Act (5 U.S.C. chapter 5) does ndebt that constitutes transferred baSi§1.1001—4T [Removed]

apply to these regulations, and because tRECPErty within the meaning of section
regu|ati0n does not impose a collection 0?701(a)(43)1 a transferor taXpayer) has Par. 5. Section 1.1001-4T is removed.

information on small entities, the Regu|a_cla|med a deduction for partial worthless-

tory Flexibility Act (5 U.S.C. chapter 6) €SS of the debt in any prior taxable year; Michael P. Dolan,

does not apply. Pursuant to sectioﬁlnd ) Deputy Commissioner of
7805(f) of the Internal Revenue Code, the (B) Each prior charge-off and deduc- Internal Revenue.

notice of proposed rulemaking precedingon for partial worthlessness satisfied the

these regulations was submitted to thigduirements of paragraphs (a)(1) and (Zypproved January 14, 1998.

. . . of this section.
Small Business Administration for com-—" . i
ment on its impact on small business (iii) Amount of deemed charge-ofthe ponald ©. Lubick,

amount of the deemed charge-off, if any, Assistant Secretary of
Drafting Information is the amount by which the tax basis of the Treasury.
L . the debt exceeds the greater of the fa{ﬁiled by the Office of the Federal Register on

The principal author of the regulationsmarket value of the debt or the amount Qfanuary 28, 1998, 8:45 a.m., and published in the

concerning the modifications of bad debtghe debt recorded on the taxpayer’s book&sue of the Federal Register for January 29, 1998,

is Craig Wojay, Office of the Assistantand records reduced as appropriate for®3 ~R 43%)

Chief Counsel (Financial Institutions andspecific allowance for loan losses. The

Products), IRS. The principal author ohmount of the deemed charge-off, how- ]

the regulations concerning the dealer agver, may not exceed the amount of rec€Ction 471.—General Rule for

signments of notional principal contractsgnized gain described in paragraphiventories

is Thomas M. Preston, Office of the Assis{a)(3)(i) of this section.

tant Chief Counsel (Financial Institutions (iv) Effective date. This paragraph

and Products), IRS. However, other pera)(3) applies to significant modifications Guidance, including a “retail safe harbor

sonnel from the IRS and Treasury Deparbf debt instruments occurring on or aftemethod,” is provided for a taxpayer that wants to

Special Analyses

26 CFR 1.471-2: Valuation of inventories.

ment participated in their development. September 23, 1996. change to a method of accounting for estimating in-
ventory “shrinkage” in computing ending inventory.
o+ o+ % % * % *  x % See Rev. Proc. 98-29, page 22.
Adoption of Amendments to the §1.166-3T [Removed]
Regulations Par. 3. Section 1.166-3T is removed. S€ction 472.—Last-in, First-out
. read as follows:
as follows: 26 CFR 1.472-1: Last-in, first-out inventories.
PART 1—INCOME TAXES §1.1001-4 Modifications of certain . . . .
o notional principal contracts. LIFO; price indexes; department
Paragraph 1. The authority citation for stores. The February 1998 Bureau of
part 1 continues to read in part as follows: (a) Dealer assignmentsFor purposes Labor Statistics price indexes are ac-
Authority: 26 U.S.C. 7805 * * * of §1.1001-1(a), the substitution of a neweepted for use by department stores em-

1998-15 |.R.B. 7 April 13, 1998



ploying the retail inventory and last-in,tistics. The indexes are accepted by tHedexes are prepared on a national basis
first-out inventory methods for valuing Internal Revenue Service, under § 1.472and include (a) 23 major groups of de-
inventories for tax years ended on, or witA(k) of the Income Tax Regulations angartments, (b) three special combinations
Rev. Proc. 86—46, 1986—-2 C.B. 739, foof the major groups - soft goods, durable
appropriate application to inventories ofjoods, and miscellaneous goods, and (c)
department stores employing the retail ina store total, which covers all depart-
ventory and last-in, first-out inventoryments, including some not listed sepa-
The following Department Store Inven-methods for tax years ended on, or withately, except for the following: candy,
tory Price Indexes for February 199&eference to, February 28, 1998. food, liquor, tobacco, and contract de-

reference to, February 28, 1998.

Rev. Rul. 98-20

were issued by the Bureau of Labor Sta- The Department Store Inventory Pricgoartments.

BUREAU OF LABOR STATISTICS, DEPARTMENT STORE

INVENTORY PRICE INDEXES BY DEPARTMENT GROUPS

(January 1941 = 100, unless otherwise noted)

Percent Change

Groups Feb. Feb. from Feb. 1997
1997 1998 to Feb. 1998
1. Piece GOOOS . . ..o e 526.4 535.8 1.8
2. Domestics and Draperi€s . . ...ttt e 650.4 639.3 -1.7
3. Women’s and Children's Shoes . ............ ... ... ... 640.2 656.9 2.6
4, MeN's SNOES . ... 897.7 886.5 -1.2
5. Infants’Wear ... ... 617.7 612.6 -0.8
6. Women's Underwear . ...... ...ttt 534.2 565.2 5.8
7. WoMeEN'S HOSIEIY . ... e e e e 296.5 308.1 3.9
8. Women's and GirlS’ ACCESSOMES . .. ..o e 546.9 548.2 0.2
9. Women'’s Outerwear and Girls"Wear .............. ... ..., 417.6 408.9 2.1
10. Men's Clothing ... .ot 615.4 624.0 1.4
11. Men's FUMIshings . .. ... i e e 585.1 590.4 0.9
12. Boys'Clothing and Furnishings ........... ... .. .. . ... .. 469.9 499.3 6.3
13, JeWelry o 1004.9 0 1001. -0.4
14, NOLONS ... e 772.0 802.0 .9 3
15. ToiletArticlesand Drugs . . ... ..ot 912.3 926.5 1.6
16. Furnitureand Bedding .. ......... . e 662.0 668.3 1.0
17, FIOOr COVEINNGS .« v v v vttt et e e e 581.2 583.7 0.4
18, HOUSEWAIES . .. .. e e e e 817.0 810.3 -0.8
19. Major Appliances . ... . i e 246.1 242.0 -1.7
20. Radioand Television . . ... e 78.6 73.6 -6.4
21. Recreation and EAUCAtfON . . .. ... ..ottt 111.1 107.7 -3.1
22. Home IMprovemerms. . . ... ..ottt e e e e 133.3 134.0 0.5
23. AULO ACCESSONIBS. . .\ ottt et e e e e e e e e 107.9 107.7 -0.2
Groups 1 —15: SOft GOOAS . . ..ottt 598.9 601.1 04
Groups 16 — 20: Durable Goods .. ... ..ot 470.0 462.4 -1.6
Groups 21 —23: MISC. GOOHS. . . . . o oo ettt 113.3 111.0 -2.0
Store Total . . ..o 554.2 552.3 -0.3

1Absence of a minus sign before percentage change in this column signifies price increase.
2Indexes on a January 1986=100 base.
3The store total index covers all departments, including some not listed separately, except for the following: candypfotat, lig

bacco, and contract departments.
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DRAFTING INFORMATION added by the Deficit Reduction Act ofof the FSC’s timely filed U.S. income tax
o . 1984, applicable for taxable years of forreturn (including extensions thereof) for
The principal author of this revenu€gign sales corporations beginning aftethe taxable year. No untimely or
ruling is Stan Michaels of the Office 0f pgcember 31, 1984. Temporary regulaamended returns will be allowed to elect
Assistant Chief Counsel (Income Tax anlons were published in tHeederal Reg-  to group, to change a grouping basis, or to
Accounting). For further information re-jgter (52 F.R. 6468) as a Treasury Decichange from a grouping basis to a transac-
garding this revenue ruling, contact Mrgjsn (T.D, 8126 [1987-1 C.B. 184]) ontion-by-transaction basis for such year.
Michaels on (202) 622-4970 (not a tollyarch 3, 1987. Treasury and IRS believe Conforming changes and cross-refer-

free call). that immediate guidance in the form ofnces are reflected in §1.925(a)-1T(e)(4)
these temporary regulations is necessaand §81.925(b)-1T(b)(3).

] o for the reasons stated below. The regulations apply to taxable years
Section 925.—Transfer Pricing ) o beginning after December 31, 1997.
Rules Explanation of Provisions There is also a transition rule providing

T — These regulations set a deadline for dffat the regulations also apply to taxable

romaier ;ﬁ:?r?ée?ulézf(-)rre?ggrséry reoulatonsi . lection to group transactions for purY€ars beginning before January 1, 1998.
poses of the foreign sales corporatioﬁor these taxable years, the tran.smon rgle

T.D. 8764 (FSC) administrative pricing methods an@!0WS taxpayers to redetermine their

clarify that the foreign source limit for a9rouping of transactions with respect to
DEPARTMENT OF THE TREASURY FSCst related supgplier extends to alfuch years provided such redetermination

Internal Revenue Service transactions giving rise to foreign tradindg® made no later than the due date of the

26 CFR Part 1 gross receipts. SC’s timely filed U.S. income tax return
) (including extensions thereof) for its first

Source and Grouping Rules for I. Grouping Election Deadline. taxable year beginning after December

Foreign Sales Corporation _ 31, 1997.

Transfer Pricing A. Current temporary regulations.

Current 81.925(a)-1T(c)(8) andll. Scope of Related Supplier Foreign
AGENCY: Internal Revenue Service§1.925(b)-1T(b)(3) permit taxpayers an-  Source Limit
(IRS), Treasury. nually to group transactions in applying ,
the administrative pricing (including the- Current temporary regulations and
marginal costing) rules to determine FSC TRA_ 7. _
SUMMARY: This document contains Penefits. Current 81.925(a)-1T(c)(8)(), Section S27(e)(%) provides that
temporary regulations that provide guidf€duires an election to group to be evi_[u]nder re_guda_tmns, ,: © LTBCSTe © atper-
ance to taxpayers who have made an eldé€nced on the FSC income tax return fO?Otr-] eoErivec stecflon. i rg.m a frans-
tion to be treated as a foreign sales corp1€ taxable year. Current §1.925(a)2¢ |qntg|V|fng ;lgec ohprﬁ_grlt rat w(;g grfoss
ration (FSC). The regulations providel T(€)(4) authorizes taxpayers to fillSCEIPS © ta_d thwdc -tlsd ;etate as |r|0mt
rules that clarify the special sourcing rule@mended returns subsequently (within thEOUTCes OLISICE e VNTIeE > aes Shat no

under section 927(e)(1) and provide gtatute of limitations period) to re_deter-excfzd th? amount which would bed
deadline for the election to group transadNin€ FSC benefits based on a d'ﬁer_e_’{éea © has orelg_? ;}ourcg _mcomle ea:jne
tions. The text of the temporary reguladrOUPIng of transactions than that origi- y ?uc 93?8(:-] Ih o prICIH% ntj etrl]m e|r
tions also serves as the text of the proposB8@!ly elected. Pursuant to this prOV'S'9n§ecéon d W |ct_ cor;gzporjths ome :ute
regulations on this subject in REG@XPayers may change their g_m“p'”élseh tun er iec 'on lied tWI rﬁstpec ©
102144-98, page 25 of this Bulletin.  Pasis, or change from a grouping to g1°7 aNSAcHoN apRIec o SUEh fransac:

transaction-by-transaction basis. The IREON." Transactions giving rise to foreign
DATES: Effective date: These regula- and the Treasury have become increaliading gross receipts include qualifying
tions are effective March 3, 1998. ingly aware of taxpayers who, through th§2/€s, leases, licenses and services. Cur-
Applicability: For dates of applicabil- use of sophisticated computer program$€nt §1.927(e)-1T restates the“ section
ity, see §§1.925(a)-1T(c)(8)(i) andsubstantially revise their transactior?2/(€)(1) rule as ?ppllcgble on ‘the sale
1.927(e)-1T(c). groupings just prior to the expiration ofof €xport property.” While the statute is

the statute of limitations and many yearEOt limited to export sale transactions in
FOR FURTHER INFORMATION CON- 4fter the original returns were fileg.that it applies to any transaction giving

TACT: Elizabeth Beck (202) 622-3880These revised groupings typically emplo;Fise to foreign trading gross receipts of a
(not a toll-free number). complex estimating techniques. The re=SC, the current regulation might be in-
cent rise in this practice is placing a sigté’Preted to apply the special foreign
nificant burden on the auditing proces§0urcing limit only to sales of export

ACTION: Temporary regulations.

SUPPLEMENTARY INFORMATION:

Background and is creating a potential for abuse. ~ ProPerty. _
Section 1171 of the Taxpayer Relief
This document contains amendments tB. Revised temporary regulations. Act of 1997 (TRA 97) amended section

the Income Tax Regulations (26 CFR part Under §1.925(a)-1T(c)(8)(i), the elec927(a)(2)(B) (without any inference in-
1) under sections 925 and 927 which werton to group must be made on Scheduletended regarding prior law) to provide
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that computer software licensed for reprobrafting Information 1997. For any taxable year beginning be-
duction abroad is included within the def- L fore January 1, 1998, for which a redeter-
inition of export property for purposes of 11€ Principal author of these regulay,ination is otherwise permissible under
the FSC provisions. The amendment aplons is Elizabeth Beck of the Office of 5 a4ranh (e)(4) of this section as in ef-
plies to gross receipts from computer soft€ Associate Chief Counsel (Intermage 4 o taxable years beginning before
ware licenses attributable to periods aftdfonal)- Other personnel from the IRS and, 21 1 1998, a redetermination of
December 31, 1997, in tax years endingeasury Department also participated "Brouping of transactions cannot be made

after such date. e development of these regulations. |10 than the due date of the FSC's timely

In_ light of TRA 97, it is important _to x  x % % % filed U.S. income tax return (including
clarify the scope of the related supplier’s . extensions thereof) for the FSC'’s first tax-
foreign source limit under the regulationsAdoption of Amendments to the able year beginning after December 31,
This clarification needs to be imple-Regulations 1997. The language “or grouping of
mented immediately in order to provide Accordingly, 26 CFR part 1 is amendedransactions” is removed from the fourth
clear guidance to taxpayers, including ¢ . sentence of paragraph (e)(4) of this sec-
tho;e utilizing the TRA 97 amendment to tion, applicable to taxable years begin-
section 927(a)(2)(B). PART 1—INCOME TAXES ning after December 31, 1997.

B. Revised temporary regulations. Paragraph 1. The authority citation for ok x % x

Under 81.927(e)-1T(a)(1), the relateghart 1 is amended by revising the entries

supplier’s foreign source limit applies tofor sections 1.925(a)-1T and 1.925(b)-1T
any transaction, including but not limitedig read as follows:

to any sale, lease, license or service, giv- Authority: 26 U.S.C. 7805 * * * dministrati - thod

ing rise to foreign trading gross receipts Section 1.925(a)-1T is also issued. m'r?ls rative pfru;]l'ng methods, see para-

of a FSC. No inference is intended regnder 26 U.S.C. 925(b)(1) and (2) and o (c)(8)(i) of this section.

garding the scope of application of th&27(d)(2)(B). * ok x * %

prior regulation. Section 1.925(b)-1T is also issued
Conforming changes are reflected iminder 26 U.S.C.(Q%S(b)(l) and (2) ang, /3" 3. In §1.925(b)-1T, paragraph

§1.927(e)-1T(a)(2) and (3). Special ruleg27(d)(2)(B) * * * b)(3)(1) is amended by adding at the end

are added in §1.927(e)-1T(a)(3)(i) to par. 2. Section 1.925(a)-1T iSof the paragraph the following sentence:

clarify how the corresponding DISCamended by: §1.925(b)-1T Temporary regulations;

transfer pricing rules are to be applied for 1. Removing the last sentence of Paranarginal costing rules. '

purposes of the foreign source limitgraph (c)(8)(i) and adding five sentences

Three examples set forth in §1.927(e)n its place. * ok ok * %

1T(b) illustrate how the limit is applled 2. Paragraph (e)(4) is amended by

under different transfer pricing methods a. Remo\/ing the |anguage “or group-

and for different types of transactions.  ing of transactions” from the fourth sen-

(e) * * *
(4) *** For the election to group
transactions for purposes of applying the

(b) * % *
(3) *** (i) *** For the election to

The regulations apply to taxable yeargence. group transactions for purposes of apply-
beginning after December 31, 1997. b. Adding a sentence to the end of the 9 the administrative pricing methods,
paragraph. see §1.925(a)-1T(c)(8)(i).

Special Analyses The additions read as follows: ok x % x

sulrt hs:c?s?gr? igerg(ca):n;ms?dngi]g;r:?:‘se TJ;a_§_1.925(a)—1T Temporary Regulations; Par. 4. Section 1.927(e)-1T is revised
y e : S19 1t TeQUiar o nsfer pricing rules for FSCs. to read as follows:
tory action as defined in Executive Order

12866. Therefore, a regulatory assess- ok ok x % §1.927(e)-1T Temporary regulations;
ment is not required. It has also been de- special sourcing rule.

termined that section 553(b) of the Ad- (c) ***

ministrative Procedure Act (5 U.S.C. (8) *** (i) *** The election to (&) Source rules for related persens
chapter 5) does not apply to these regularoup transactions shall be evidenced di) In general. The income of a person
tions, and because the regulation does nSthedule P of the FSC'’s timely filed U.Sdescribed in section 482 from a transac-
impose a collection of information onincome tax return (including extensiondion giving rise to foreign trading gross
small entities, the Regulatory Flexibility thereof) for the taxable year. No untimelyeceipts of a FSC which is treated as from
Act (5 U.S.C. chapter 6) does not applyor amended returns will be allowed tcsources outside the United States shall not
Pursuant to section 7805(f) of the Internatlect to group, to change a grouping basiexceed the amount which would be
Revenue Code, these temporary regular to change from a grouping basis to tteated as foreign source income earned
tions will be submitted to the Chief Countransaction-by-transaction basis. Thé&y such person if the pricing rule under
sel for Advocacy of the Small Businessules of the previous two sentences of thisection 994 which corresponds to the rule
Administration for comment on their im- paragraph (c)(8)(i) are applicable to taxused under section 925 with respect to
pact on small business. able years beginning after December 3bkuch transaction applied to such transac-
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tion. This section applies to any transac- (b) Examples. The provisions of this pricing rule of section 925(a)(1). In addition, for the
tion, including but not limited to any sale,section may be illustrated by the follow-@xable year foreign trading gross receipts derived
lease, license or service, giving rise to foring examples: from the sale of the export property are $2,000.

eian tradin r0SS receints of a FSC. Thi (ii) Under section 925(a)(1), 1.83 percent of the
19 INg gross Ipts - 1his Example 1.() R and F are calendar year taxpay-$2,000 foreign trading gross receipts, that is $36.60,

SpECi_al SOl.JrCing rule alsc_’ a_pplies if the R, a domestic manufacturing company, owns af allocated to F and the $63.40 remaining combined
FSC is acting as a commission agent fQke stock of F, which is a FSC acting as a commidaxable income ($100 - $3_6.60) is allocated to_R.
the related supplier with respect to theion agent for R. For the taxable year, R and F uséPsent the special sourcing rule, under section
transaction described above which givele combined taxable income pricing rule of sectiof63(b) the $63.40 income allocated to R would be
. . . . 5(a)(2). For the taxable year, the combined tagourced $31.70 U.S. source and $31.70 foreign
rise to foreign t rgdlng gross rece_| pts anaile income of R and F is $100 from the sale of exsource. Under the special sourcing rule, the amount
the transfer pricing r_UIeS of SeCtlor_] 9_2€ort property, as defined in section 927(a), manufa®f foreign source income earned by a related sup-
are used to determine the commissiofired by R using production assets located in thglier of a FSC shall not exceed the amount that
payable to the FSC. No limitation resultsnited States. Title to the export property passedould result if the corresponding DISC pricing rule
under this section with respect to a trangutside of the United States. applied. The DISC gross receipts pricing rule of
- ; : ‘i (i) Under section 925(a)(2), 23 percent of thesection 994(a)(1) corresponds to the gross receipts
acltlon (tjo Whlch thezsectlon 48?. p”cmg&SlOO combined taxable income of R and F, that ipricing rule of section 925(a)(1). Under section
rule under Se.Ct'cm 9 5(3)(3). applies. $23, is allocated to F and the remaining $77 is all®94(a)(1), $80 ($2,000 x .04) would be allocated to
(2) Grouping of transactions.If, for  cated to R. Absent the special sourcing rule, undefie DISC and the $20 remaining combined taxable
purposes of determining the FSC’s profitsection 863(b) the $77 income allocated to R woulthcome would be allocated to the related supplier.
under the administrative pricing rules o€ sourced $38.50 U.S. source and $38.50 foreigmder section 863(b), the $20 income allocated to
sections 925(a)(1) and (2), grouping of°u"c®: Under the special sourcing rule, the amouiie DISC's related supplier would be sourced $10
. ' f foreign source income earned by a related sups.S. source and $10 foreign source. Accordingly,
transactions under §1'925(a‘_)_1T(C)(8§”er of a FSC shall not exceed the amount thajinder the special sourcing rule, the foreign source
was e|eCt9d,.the Same grouping shall hﬁ)u!d result if the corresponding DISC pricing rulejncome of R shall not exceed $10.

e T e O e e of section 504(a)(2) comrespond to the com: () Effective Date. The rules of this
thl(SgS)peé:IOa:rSeosurgl:girr:.lle.DISC ricin bined taxable income pricing rule of sectionS?Cti.on are applicable to taxable years be-
. P 9 P 9 925(a)(2). Under section 994(a)(2), $50 of the cor@inning after December 31, 1997.

rules—(i) In general. For purposes of pined taxable income ($100 x .50) would be allo-

this section— cated to the DISC and the remaining $50 would be Michael P. Dolan,
(A) The DISC gross receipts pricingallocated to the related supplier. Under section Deputy Commissioner of
rule of section 994(a)(1) corresponds t§83(b). the $50 income allocated to the DISC's re- Internal Revenue.

éﬁted supplier would be sourced $25 U.S. source and
25 foreign source. Accordingly, under the specia‘h\
925(a)(1); ] _sourcing rule, the foreign source income of R shall pproved February 20, 1998.
(B) The DISC combined taxable in-not exceed $25. .

L : E le 2.(i) A th facts asSR- Donald C. Lubick,
come pricing rule of section 994(a)(2) Example 2.(i) Assume the same facts astr Acting Assistant S . ¢
corresponds to the combined taxable ITE 1excen hl he conbned e roone FAng Assistalt Secreren o

- : K ury.
come pricing rule of section 925(a)(z)’computer software for use outside of the United
and States and that R developed the computer softwaEiled by the Office of the Federal Register on

(C) The DISC section 482 pricing rulein the United States. March 2, 1998, 8:45 a.m., and published in the issue
of section 994(8)(3) Corresponds to the (i) Under section 925(a)(2), 23 percent of theof the Federal Register for March 3, 1998, 63 F.R.

. I . i i i40305

section 482 pricing rule of SeCtlon$100_comb|ned taxable income of ‘R_ and F, _that id )
925 3 $23, is allocated to F and the remaining $77 is allo-

(a)é )- il rules.  thi cated to R. Absent the special sourcing rule, under

1l eclal rules.For purposes of this i i . . .

( ) p purp section 862(a)(4) the $77‘ income allocated to %eCtIOI’l 1441 .—Withholding of
section— would be sourced $77 foreign source in its entlret)ﬁ_

rlax

(A) The DISC pricing rules of sectionUnder the special sourcing rule, the amount of fo

: ign source income earned by a related supplier of a
994(a)(1) and (2) shall be determme‘ggc shall not exceed the amc))/unt that Woulzpresult if This notice announces that the Department of the

without regard to export promotion eX-,e corresponding DISC pricing rule applied. Thereasury and the Internal Revenue Service will
penses; DISC combined taxable income pricing rule of sec@mend the effective date of the section 1441 with-
(B) Qualified export receipts undertion 994(a)(2) corresponds to the combined taxabl@0!ding regulations to apply to payments made after
scton S840 i (2 Sl b e e o i S0 e o % 0, et s s
- ion a)(2), of the combined taxable incom
_to be an amo“_m eq”_a'_to the foreign trac!f_liloo X .(52)() 3vou|d be allocated to the DISC and theonsistent with the later effective date of those regu-
ing gross receipts arising from the traNSemaining $50 would be allocated to the related supations. This Notice also amends the related transi-
action; and plier. Under section 862(a)(4), the $50 income allgtion rule of Notice 97-66, 1997-48 I.R.B. 8, to be
(C) Combined taxable income for pur<ated to the DISC's related supplier would be:onsistgnt with the Iatgr effeptive date of the 1441
poses of section 994(a)(2) shall be deeméaulrced 350 fr‘]’reign source in its e”f"e“r’]- ﬁccqrd:e?”'at'logs' F'”a"é this N.Otlce i that tgel
. ingly, under the special sourcing rule, the foreigrinternal Revenue Service intends to develop mode
to be an_ amount equal to the Comblr_]eéqource income of R shall not exceed $50. withholding agreements for qualified intermediaries
taxable income for purposes of section Example 3.(i) Assume the same facts asbrR- on a country by country basis. See Notice 98-16,
925(a)(2) arising from the transaction.  ample lexcept that R and F used the gross receippage 12.

the gross receipts pricing rule of sectio
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Part lll. Administrative, Procedural, and Miscellaneous

Effective Date of Regulations ing agents. These changes come at a timdl also take into account whether or not
Under Section 1441 and when many of these entities are also a& withholding agent (whether U.S. or for-
Qualified Intermediary tempting to make significant changes teign) effectively implements the final
business practices and information syswithholding regulations beginning on

Procedures
tems to conform to the Year 2000 datdanuary 1, 2000.
Notice 98-16 change and the European Monetar . » N
' Union currency conversion. gectlon 4. Modified Transition Rules
Section . Scope Treasury and the IRS also must ensure The final withholding regulations pro-

This notice announces that the Deparf—hat qualified intermediary withholding yjge transition rules for obtaining new
ment of the Treasury (“Treasury”) and theagre_em_ents are_a\{allable to a-S many lethholdlng certificates and statements
Internal Revenue Service (the “IRS”) willhancial intermediaries as possible for thgontaining the necessary information and
extend the effective date of the sectiofj @} Withholding regulations to be effec-representations required by those regula-
1441 withholding regulations. As ex-UVely implemented. As described morgjons. The IRS released and requested
tended, those regulations will apply tduly Pelow, Treasury and the IRS expechyplic comments on draft new withhold-
certain payments made to foreign persongat the process for making qualified ining certificates in Announcement 98-15,
after December 31, 1999. This noticdSMediary withholding agreementsyplished in 1998-10 I.R.B. 36. The new
also provides new transition rules for satlde!y available will take several monthsyithholding certificates would replace
isfying the withholding certificate or oM the date the process begins. current Forms W-8, 1001, 4224, 8709,
statement requirements under the with: Accordingly, Treasury and the IRS beand 1078, and statements described in
holding regulations. Finally, this notice! V€ ILiS in the best interest of tax adming) 1441-5 of the regulations in effect be-
describes the general procedure the IR&ration to extend the date of applicabilitifore January 1, 1999 (the “existing certifi-
will follow in entering into qualified in- © the final withholding regulations to en-cates or statements”).
termediary withholding agreements irct'€ that both taxpayers and the govern- Generally, under the transition rules
order to expedite the process of makin§J!€"t ¢an complete the changes necessaiytained in the final withholding regula-

9 implement the new withholdingtions, a withholding agent holding a valid
regime. As extended by this notice, thexisting certificate or statement on De-
final withholding regulations will apply to cember 31, 1998, may treat that certificate
Section 2. BaCkgrOUnd payments made after December 31, 199%{ statement as valid until the earlier of its

. In addition, the IRS will regard the expiration or December 31, 1999. In ad-

On October 14, 1997, final Income Tax 999 calendar year as a transition perioﬁitlioon, the transition rules provide that
Regulations (the "final withholding regu-for the administration of the withholdingany existing withholding certificate or
lations”) substantially revising and re-tax system. Accordingly, in enforcingstatement that is valid on January 1, 1998,
placing existing regulations regarding th¢.ompjiance with current withholding and that expires during 1998, remains
withholding of tax under chapter 3 (SéCryjes for calendar year 1999, the IRS wiljalid until December 31, 1998. (These
tions 1441-1464) of the Internal Revenugyye into account the extent to which aules cannot operate together, however, to
Code (the “Code”) were published in theyithholding agent makes a good faith efextend beyond December 31, 1998, the
Federal Register as T.D. 8734. Those Iegsyt gyring that period to transform itsvalidity of a certificate that, without the
ulations also significantly revise existing, siness practices and information sysransition rule, would expire in 1998.)
mforlmatlon reporting and backup with-tems to comply with the final withholding  The IRS intends to modify the with-
holdl_ng regulations under chapter 61 anﬁagulations_ For example, the IRS wilholding certificate and statement transi-
section 3406 of the Code. As promuliaye into account whether a U.S. withtion rules of the final withholding regula-
ggted, the final withholding regulatlonshmding agent makes reasonable effortsons to provide that a withholding agent
will apply to all payments made after De'during 1999 to modify its account openholding a valid existing certificate or
cember 31, 1998. ing practices to conform to the new docustatement on December 31, 1999, may
Section 3. Extended Effective Date mentation requirements, obtain new doareat that certificate or statement as valid

umentation on existing accounts whemnntil the earlier of its expiration or De-

Treasury and the IRS will amend thenew withholding certificates becomecember 31, 2000. No existing certificates
final withholding regulations to extendavailable, and make appropriate systems statements will be effective after De-
the date of applicability of those regulachanges to comply with the final with-cember 31, 2000. As under the final regu-
tions to payments made after Decembédrolding regulations and, if appropriate)ations, existing certificates and state-
31, 1999. Treasury and the IRS recogniZRev. Proc. 98-27 (relating to qualified in-ments that expire in 1999 will not be
that the final withholding regulations con-termediary withholding agreements). Foeffective after expiration. The existing
tain substantial changes to existing rule®reign withholding agents, the IRS willtransition rule providing that any existing
and will likely require significant changesalso take into account whether or not theithholding certificate or statement that is
to business practices and information sysvithholding agent makes an effort to seekalid on January 1, 1998, and that expires
tems for many U.S. and foreign withhold-qualified intermediary status. The IRSduring 1998 remains valid until Decem-
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ber 31, 1998, will be retained. This rulegguirement of section 871(h)(5) will beticipated that the qualified intermediary
should ensure that withholding agentsatisfied with respect to substitute interesegime will reduce the collection of infor-
will be able to replace existing withhold-payments made after November 13, 199ation and reporting required of with-
ing certificates or statements that expirand before January 1, 1999, if any writholding agents under the current rules.
in 1998 with new certificates that will beten, electronic, or oral statement that rea- Simultaneously with this notice, Trea-
valid under the final withholding regula-sonably establishes that the payee is a faury and the IRS are releasing Revenue
tions when those regulations take effeceign person is given or made to the payd@rocedure 98-27, which provides guid-
The IRS anticipates that new withholdingoefore, or within a reasonable periodnce on entering into a qualified interme-
certificates will be available before De-after, the payment. diary withholding agreement with the
cember 31, 1998. Because the IRS intends to maké¢RS. Although the revenue procedure is
New withholding certificates that are81.871-14(c) of the final withholding designed to provide specific guidance on
valid under the final withholding regula-regulations effective for payments madehe application process for persons de-
tions will be deemed to satisfy the requireafter December 31, 1999, as announcegtribed in §1.1441-1(e)(5)(ii)(A) and (B)
ments under the regulations in effect bdierein, the transition rule in Notice 97-64i.e., foreign financial institutions, foreign
fore January 1, 2000, to obtain Formss extended to apply to substitute interegflearing organizations, and foreign
W-8, 1001, 4224, 8709, or a statemerftayments made after November 13, 199ranches of U.S. financial institutions and
under section 1.1441-5. Therefore, in sitor after December 31, 1998, if elected).S. clearing organizations), any person
uations where existing certificates andnd before January 1, 2000. The remaintesiring a qualified intermediary with-
statements are not outstanding, or neder of Notice 97-66 remains unchanged.holding agreement may submit a draft
certificates or statements must be obtained On January 26, 1998, a notice of proagreement in the general manner de-
because of a change in circumstances,p@sed rulemaking (REG-209322-82) wascribed in the revenue procedure.
withholding agent may obtain new with-published in the=ederal Registerthat  This notice announces that, although
holding certificates. New withholding would amend regulations under sectionany person is permitted to apply for and
certificates will be valid for the period 6031 and 6063 regarding the filing of renegotiate an individual qualified interme-
specified in section 1.1441-1(e)(4)(ii) ofturns of partnership income (a “partnerdiary withholding agreement with the
the final withholding regulations, regard-ship return”). Under §1.6031(a)-1(b)(2)RS, the IRS intends to issue a series of
less of when they are obtained. of the proposed regulations, a partnershipodel agreements of broad applicability
Notice 97-66 (1997-48 I.R.B. 1) pro-feturn is not required of a foreign partnerto make qualified withholding agreements
vides a related transition rule that is afship if it meets certain conditions andas widely available as possible. It is con-
fected by the extended effective date dforms 1042 and 1042-S are filed undagmplated that, upon release of one of
the final withholding regulations. Notice81.1461-1(b) and (c), as amended by th@ese model agreements, any person
97-66 relates to final Income Tax Regufinal withholding regulations, either by fa|ling within the class of persons covered
lations on the source and character d¢he partnership or by another withholdingy the model agreement would be able to
substitute interest and dividend payment@gent (or agents). The proposed date gtcept, sign, and submit the agreement to
published in théederal Registeron Oc- applicability for the exception is taxablethe |RS, without the need for individual
tober 14, 1997 as T.D. 8735 (the “finayears of a partnership that begin on ofegotiations. The IRS currently contem-
substitute payment regulations”). Thefter January 1, 1999. If §1.6031(a)plates that each model agreement will be
notice provides guidance on complyingt(b)(2) is finalized, Treasury and IRS in-specific to a particular country, or group
with the statement requirement of sectiofend to amend the date of applicability fopf countries with similar laws and prac-
871(h)(5) for substitute interest payment&at section to reflect the extended date @es, and will be specific to a class of per-
made after November 13, 1997, or, if aRPplicability of §1.1461-1(b) and (c) ofsons conducting similar intermediary

election is made under section 6 of théhe final withholding regulations. businesses in a similar manner. Such an
notice, for substitute interest paymentgection 5. Qualified Intermediary approach enables each model agreement
made after December 31, 1998. SUbSth'rocedures to cover as broad a class of persons as
tute interest payments made by a foreign possible, while allowing uniform applica-

person that are U.S. source interest mustAs indicated above, for the final with-tion of all material provisions among all
satisfy the statement requirement of setwolding regulations to be most effectivelypersons in the identified class.
tion 871(h)(5) to qualify as portfolio implemented, it is desirable for qualified Because of its intent to issue a series of
interest. intermediary withholding agreements tanodel agreements of broad applicability,
The final substitute payment regulabe available to as many foreign financiathe IRS invites submissions of proposed
tions referred taxpayers to 81.871-14(dhtermediaries as possible. A qualified inmodel agreements by groups or associa-
of the final withholding regulations for termediary is a foreign person, or a fortions of potential qualified intermediaries.
guidance on the statement requirement efgn branch of a U.S. person, that agreéss part of the submission, the IRS re-
section 871(h)(5). Because §1.871-14(ayith the IRS in a qualified intermediaryquests a description of the class of per-
of the final withholding regulations waswithholding agreement to collect infor-sons the proposed model agreement is in-
not to be effective before January 1, 199%9nation regarding its account holders antended to cover and why that class of
however, Notice 97-66 provides a transito make that information available as mapersons could operate under a single
tion rule providing that the statement rebe required under the agreement. It is amodel agreement.
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In the interest of ensuring that as mangram or “CSP” until further notice. Thelocal bond. Section 103(b)(1) provides
financial intermediaries as possible caf€SP is an optional settlement program thathat § 103(a) shall not apply to any private
become qualified intermediaries well inallows businesses and tax examiners to raetivity bond that is not a “qualified
advance of the effective date of the finasolve worker classification cases as earlyond” within the meaning of § 141. Sec-
withholding regulations, the IRS intendsn the administrative process as possibléion 141(e) provides that the term “quali-
to give submissions of proposed modehereby reducing taxpayer burden. In théied bond” includes any private activity
agreements of broad applicability firstCSP, examiners can offer a business undeond that (1) is a qualified mortgage
consideration. Consequently, except iaudit a worker classification settlemenbond, (2) meets the volume cap require-
unusual circumstances, proposed agregsing a standard closing agreement devehents under § 146, and (3) meets the ap-
ments by individual intermediaries, whileoped for this purpose. The CSP proceplicable requirements under § 147.
also invited, will not likely lead to negoti- dures also ensure that the taxpayer relief .02 Section 143(a)(1) provides that the
ations with the IRS until sufficient provisions under section 530 of the Revterm “qualified mortgage bond” means a
progress has been made in the processeifue Act of 1978 are properly applied. bond that is issued as part of a “qualified
issuing model agreements. Moreover, The Service implemented the CSP imortgage issue”. Section 143(a)(2)(A)
persons who are clearly within a class afjarch 1996 on a two-year trial basis. Reprovides that the term “qualified mort-
persons covered by an existing modsjiew of the program and feedback frongage issue” means an issue of one or more
agreement will not be permitted to negotithe public have indicated that the prograrhonds by a state or political subdivision
ate an individual agreement absent uns successful in facilitating early resolu-thereof, but only if (i) all proceeds of the
usual circumstances. tion of cases. issue (exclusive of issuance costs and a

The IRS currently contemplates releas- Taxpayer participation in the CSP is enreasonably required reserve) are to be
ing a group of model agreements simultajrely voluntary. A taxpayer declining toused to finance owner-occupied resi-
neously, rather than iSSUi”Q them One'b}éccept a settlement offer retains all rightdences; (ii) the issue meets the require-
one, and expects that this release with agministrative appeal that exist undements of subsections (c),(d),(e),(f).(q),
occur before December 31, 1998. Addie Service’s current IRS procedures angh),(i), and (m)(7) of § 143; (iii) the issue

tional model agreements and individualy| existing rights to judicial review. does not meet the private business tests of
agreements may be issued after that first paragraphs (1) and (2) of § 141(b); and
release of model agreements. Due to tinleRAFTING INFORMATION (iv) with respect to amounts received
constraints, however, groups or associa- smore than 10 years after the date of is-

; : - e . The principal author of this notice i
tions of intermediaries desiring to submit
a proposed model agreementgon behalf €9 Christensen of the Office of Em-Sance, repayments of $250.000 or more

a class of persons should make suchPioyment Tax Administration and Com-Of principal on financing provided by the
submission on or before July 3, 1998 «gliance. For further information regard-SSue are used not later than the close of

the first semi-annual period beginning
ensure that such model agreement can

fg this notice, please contact Mr.
released and individual agreements can ['ristensen at 202-622-3650 (not a to@fter the date the prepayment (or com-
concluded prior to December 31, 1998, free number).

plete repayment) is received to redeem
Persons submitting proposed model

bonds that are part of the issue.
. . .03 Section 143(f) imposes eligibilit
agreements are advised that these submis- (f) imp N y
sions will be made available to the public26 CFR 601.201: Rulings and determination

requirements concerning the maximum

letters. income of mortgagors for whom financ-
Section 6. Contact Information ﬁ%%ff’%g fggiﬂgs)zs' 103, 143; 1.25-4T, ing may be provided by qualified mort-
The principal author of this Notice is | o . gage.ct;ondsh. Sectlpq 25(0)(2f)(A)('”)(|V)
Carl Cooper of the Office of the Associatd?€V- Proc. 98-28 Errgc\i?[ Ceesrtitﬁ Cz;tterse %zgnrfegt t?eoz:]%glg;
Chief Counsel (International) within thegecrioN 1. PURPOSE requirements of § 143(f). Generally,
Office of the Chief Counsel, Internal Rev- under §§ 143(f)(1) and 25(c)(2)(A)(iii)-

enue Service, 1111 Constitution Avenue, This revenue procedure provides guidUV)’ these income requirements are met
N.W., Washington, D.C. 20224. For fur-ance concerning the United States a”&hly if all owner-financing under a quali-
ther information regarding this Noticearea median gross income figures that agg,§ mortgage bond and all certified in-
contact Mr. Cooper at 202-622-3840 (noto be used by issuers of qualified Mortyeptedness amounts under a mortgage
a toll-ree call). gage bonds, as defined in § 143(a) of thgeit certificate program are provided to

Internal Revenue Code, and issuers %ortgagors whose family income is 115

_ _ mortgage credit certificates, as defined iBercent or less of the applicable median
Extension of the Effective Date § 25(c), in computing the housing cost/infam”y income. Under § 143(f)(6), the in-

of the Classification Settlement  come ratio described in § 143(f)(5). come limitation is reduced to 100 percent

Program SECTION 2. BACKGROUND of the applicable median farrllily.in.come i_f

Notice 98-21 . . there are fewer than three individuals in
.01 Section 103(a) provides that, exceghe family of the mortgagor.

The Internal Revenue Service is exas provided in 8§ 103(b), gross income .04 Section 143(f)(4) provides that the

tending the Classification Settlement Prodoes not include interest on any state aerm “applicable median family income”
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means the greater of (A) the area median .02 When computing the housingRev. Proc. 98-27

gross income for the area in which theost/income ratio under § 143(f)(5), is-

residence is located or (B) the statewidsuers of qualified mortgage bonds an§ONTENTS

median gross income for the state imortgage credit certificates must use tthCTION 1

which the residence is located. area median gross income figures reSECTION 2'
.05 Section 143(f)(5) provides for anleased by HUD on January 7, 1998. Se§ECTION 3'

upward adjustment of the income limita-section 2.06 of this revenue procedure. SECTION 4'

tions in certain high housing cost areas. '

Under § 143(f)(5)(C), a high housing cosPECTION 4. EFFECT ON OTHER

area is a statistical area for which th&EVENUE PROCEDURES

housing cost/income ratio is greater than 31 nay Proc. 97-26, 1997-17 I.R.BSECTION 5.

1.2. The housing cost/income ratio is del : ; ;

. > =17, is obsolete except as provided in sec-
termined under 8§ 143())(5)(D) by divid- tion 5.02 of this revenue procedure.
ing (a) the applicable housing price ratio

SECTION 6.
.02 This revenue procedure does not aSECTION 7.

PURPOSE AND SCOPE
BACKGROUND
DEFINITIONS
APPLICATION PROCE-
DURES FOR QI STA-
TUS AND WITHHOLD-
ING AGREEMENT

Ql WITHHOLDING
AGREEMENT
EFFECTIVE DATE
RPERWORK REDUC-

by (b) ths ratio tha: the Zr_ea median grosg .t ihe effective date provisions of Rev. TION ACT
:(ncotrrr:e Ueg:s(;ostt et me I_?E grossl_mcglrlsul. 86-124, 1986-2 C.B. 27. Those efsECcTIONS. FURHER INFORMA-
orthe Lnited states. The applicabl§q e gate provisions will remain opera- TION

housing price ratio is the new housmqive at least until the Service publishes a

price ratio (new housing average purchase,  royenye ruling that conforms the apSECTION 1. PURPOSE AND SCOPE

price for the area divided by_ the neV\f)roach to effective dates set forth in Rev. .
housing average purchase price for th ul. 86-124 to the general approach .01 Purpose. This revenue procedure

Urjited $tate§) or the e.xisting housinqaken in this revenue procedure. give_s guidance for e_ntering into a with-
price ratio (existing housing average area holding agreement with the Internal Rev-
purchase price divided by the existingSECTION 5. EFFECTIVE DATES enue Service (IRS) to be treated as a
housing average purchase price for the Qualified Intermediary (Ql) under
United States), whichever results in the -01 Issuers must use the United States 1441-1(e)(5) of the Income Tax Regu-
housing cost/income ratio being closer t@nd area median gross income figuregtions. It describes the application pro-
1. This income adjustment applies onlypPecified in section 3 of this revenue procedures for becoming a QI and the terms
to bonds issued and nonissued bongedure for commitments to provide fi-that the IRS will ordinarily require in a QI
amounts elected after December 31, 1988ancing that are made, or (if the purchasgjthnholding agreement. The objective of
.06 The Department of Housing andrecedes the financing commitment) fog Q| withholding agreement is to simplify
Urban Development (HUD) has com-esidences that are purchased, in the ARithholding and reporting obligations
puted the median gross income for théod that begins on January 7, 1998, thgith respect to payments of income (in-
United States, the states, and statisticdrte HUD released the income figuressjyding interest, dividends, royalties, and
areas within the states. The income info@nd ends on the date when these Uniteftoss proceeds) made to an account
mation was released to the HUD regiongbtates and area median gross income fifip|der through one or more foreign inter-
offices on January 7, 1998, and may beres are rendered obsolete by a new repyediaries.
obtained by calling the HUD referenceenue procedure. .02 Scope. This revenue procedure ap-
service at 1-800-245-2691, or, in the .02 Notwithstanding section 5.01 Ofplies to persons described in §1.1441—
Washington, D.C., area, at 301-251-5154his revenue procedure, issuers may coRye)(5)(ii)(A) and (B)—foreign financial
The Internal Revenue Service annualljinue to rely on the United States and ar&@stitutions, foreign clearing organiza-
publishes only the median gross incomgedian gross income figures specified ifjons, and foreign branches of U.S. finan-
for the United States. Rev. Proc. 97-26 with respect to bondgig| institutions and U.S. clearing organi-
.07 The most recent nationwide averoriginally sold and nonissued bondations. It does not apply to foreign
age purchase prices and average area pamounts elected not later than May 1%,orporations seeking to become a QI to
chase price safe harbor limitations weré998, if the commitments or purchase}gresent claims of benefits under an in-
published on September 6, 1994, in Revescribed in section 5.01 are made Nelyme tax treaty on behalf of shareholders.
Proc. 94-55, 1994-2 C.B. 716. later than July 13, 1998. See §81.1441-1(e)(5)(i)(C) and 1.1441—

6(b)(4)(ii)(B). It does not apply to a for-
eign partnership seeking to qualify as a
.01 When computing the housing The principal author of this revenuewithholding foreign partnership. See
cost/income ratio under § 143(f)(5), isprocedure is Patricia M. Monahan of th&1.1441-5(c)(2)(ii). It also does not
suers of qualified mortgage bonds an@®ffice of Assistant Chief Counsel (Finan-apply to other persons that the IRS may
mortgage credit certificates must useial Institutions and Products). For fur-accept to be qualified intermediaries as
$45,300 as the median gross income faher information regarding this revenueauthorized under 81.1441-1(e)(5)(ii)(D).
the United States. See section 2.06 of thipocedure contact Ms. Monahan at (202)\ person that is not within the scope of
revenue procedure. 622-4122 (not a toll-free call). this revenue procedure but may seek QI

SECTION 3. APPLICATION DRAFTING INFORMATION
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status under §1.1441-1(e)(5)(ii)(C) orvidence for payments made outside thhe Code, unless specifically indicated
(D), or 81.1441-5(c)(2)(ii) should contactUnited States to an offshore account or, iatherwise.
the Office of the Assistant Commissionethe case of broker proceeds, a sale ef-.07 Any reference to “chapter 61 of the
(International) at the address or telephorfected outside the United States. Code” means sections 6041, 6041A,
number in section 4.01 of this revenue In addition, a payor or withholding 6042, 6044, 6045, 6049, and 6050N of the
procedure. agent may rely on a QI’s certifications (aode.
described in §1.1441-1(e)(3)(ii) and sec- .08 A “reportable amount” means an

SECTION 2. BACKGROUND tion 5.02 of this revenue procedure) to deamount subject to withholding under

.01 Withholding and reporting on pay- termin(_e whelther a beneficial owner ochapter 3 of the Code (within the meaning
ments to foreign persondJnder sections Payee is foreign, a}nd to Qetermlne the apf §1.1441-2(a)), U.S. source deposit in-
1441 and 1442 of the Internal RevenuBlicable rate of withholding and the ap+erest (including original issue discount)
Code (Code), a person that makes a pag_[oprlqte type _of reporting. The QI pro-described in section 871(i)(2)(A) of the
ment of U.S. source interest, dividendsvides its certifications on a Form W-8.Code, and U.S. source interest or original
royalties, and certain other types of inBy furnishing its own Form W-8 to aissue discount on short-term obligations
come to a foreign person must generall§2yor or withholding agent, a QI may, fordescribed in section 871(g)(1)(B) of the
deduct and withhold 30 percent from th&*ample, act on behalf of its foreign acCode. The term does not include pay-
payment. A lower rate of withholding cOUNt holdersf to clglm a reduf:tlon of thenents on deposits with banks and other fi-
may apply under the Code (e.g., sectioRo-Percent withholding rate without hav-nancial institutions that remain on deposit
1443), the regulations, or an income ta¥'d {0 document or identify to the with-for two weeks or less. It also does not in-
treaty. Generally, a payor of these typedC!ding agent each foreign account holdeglude amounts of original issue discount

of income must also report the payment&dividually. arising from a sale and repurchase trans-
on Form 1042_3_ See §1.1461-1(C).  SECTION 3. DEFINITIONS action completed within a period qf two
Under sections 6042, 6045, 6049, and weeks or less, or amounts described in

6050N of the Code (the Form 1099 re- For purposes of this revenue procedurg&1.6049-5(b)(7), (10), or (11) (relating to
porting provisions), payors of dividendsthe terms listed below are defined as folcertain obligations issued in bearer form).
gross proceeds, interest, and royaltiesws. See §1.1441-1(e)(3)(vi).

must report the payments on Form 1099 .01 A “QI” is an eligible person as de- -09 A*“withholding agent” has the same
unless an exception applies. If a payascribed in §1.1441-1(e)(5)(ii)(A) or (B) meaning as set forth in §1.1441-7(a) and
must report a payment on Form 1099, itand paragraph .10 of this section) thdficludes a payor, as defined in
must obtain a Form W-9 from the payeeenters into a withholding agreement (de81.6049-4(a)(2). As used in this revenue
If the payor does not receive the Fornscribed in section 5 of this revenue procerrocedure, the term generally refers to the
W-9, it must backup withhold at a 31-dure) with the IRS. A person acting in itsoerson making a payment to a QI.
percent rate under section 3406 of theapacity as a QI does not act as an agent.10 An “eligible person” means, as de-
Code. One exception to the Form 1096f the IRS, nor does it have the authoritgcribed in 8§1.1441-1(e)(5)(ii)(A) or (B),
reporting provisions applies if the payedo hold itself out as an agent of the IRS. any foreign financial institution, foreign
is a foreign person. A payor can treat a .02 A “QI-Form W—8" means a with- clearing organization, or foreign branch
person as foreign if the payor can reliablyiolding certificate described in §1.1441-0f a U.S. financial institution or U.S.
associate the payment with documentak(e)(3)(ii). clearing organization.

tion that establishes that the person is a.03 An “account holder” means any .11 A*branch”includes an office.
foreign beneficial owner of the income omperson that has an account with a QI. It .12 A “financial institution” means a
a foreign payee. See §81.6042-3(b)(1)acludes a person that is the beneficiglerson described in §1.165-12(c)(1)(iv)
(iii), 1.6045-1(g)(1)(i), 1.6049-5(b)(12), owner of the account or a person th&inot including a person providing pension
and 1.6050N-1(c)(1)(i). Moreover, aholds the account as an intermediary (e.q@| other similar benefits or a regulated in-
payor does not have to backup withholdustodian, nominee or agent). vestment company or other mutual fund,
on payments to foreign beneficial owners .04 An “exempt recipient” means, forunless otherwise indicated).

or foreign payees because backup withnterest, dividends, and royalties, a person .13 A “clearing organization” means a
holding applies only to amounts that thelescribed in §1.6049-4(c)(1)(ii). For broperson described in 8§1.163-5(c)(2)(i)-
payor must report on Form 1099. ker proceeds, it is a person described i{)(8).

.02 Proof of foreign statusThe regula- 85f.6045-1(c)(3)(i)(B) or in 81.6045— .14 “Class of assets” and “withholding
tions under section 1441 and the Forr@(b)(2)(i). pool,” have the meanings given to the
1099 reporting provisions of the Code .05 A “non-exempt recipient” or “non- terms in section 5.02(4)(c) of this revenue
prescribe the manner in which a benefiexempt payee” means a person that is nptocedure.
cial owner or payee certifies to a payoan exempt recipient under the definition .15 Any reference to “payments to a QI
that it is a foreign or U.S. person and, ifn paragraph .04 of this section. or an account holder” includes crediting
foreign, whether a reduced rate of with- .06 Any reference to “chapter 3 of thean amount to the account of the QI or ac-
holding applies. For proof of foreign sta-Code” means sections 1441, 1442, ancbunt holder.
tus, a payor or a withholding agent may443 of the Code, and shall not include .16 An “acceptance agent” is a person,
rely on a Form W-8 or on documentaryeferences to sections 1445 and 1446 ek described in 8301.6109-1(d)(3)(iv)(B),
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that is authorized to assist persons in ob- (8) An explanation of the applicant'sor Form W-9 from each of its account
taining individual taxpayer identification “know-your-customer” practices and pro-holders to such withholding agents.
numbers or employer identification num-cedures (under its local money-laundering (2) Designation of primary withholding
bers from the IRS. See Rev. Proc. 96-58ws) for opening accounts, and identifyresponsibility.A Ql is a withholding agent
1996-2 C.B. 372. ing and communicating with customers atinder chapter 3 of the Code and a payor
each location covered by the agreemeninder chapter 61 and section 3406 of the
The explanation should include whetheCode for reportable amounts that it pays to
STATUS AND WITHHOLDING local law mandates the “know-your-cusits account holders. Generally, a with-
AGREEMENT tomer” procedures and the manner imolding agent that makes a payment to the
.01Where to Apply and Pre-submissioff’hich Iocgl authorities verify compl_iance.Ql, ho.wever,. will be responsible for actu-
ConferencesTo apply for QI status and a | € @pplicant should also describe thelly withholding under chapter 3 and sec-
withholding agreement, an eligible perso@Overnmental or other supervisory authortion 3406 of the Code. Thus, if the with-
must submit a written request to: ities that regulate the “know-your-cus-holding agent has withheld and reported
Assistant Commissioner (Interna-omer” procedures, and the sanctions thah the reportable amounts paid to the Ql,
tional), CP:IN:00:WT 950 L'Enfant @PPly under local law for failing to com-the QI is not required to withhold except
Plaza South, SW ply with the procedures. The applicanto the extent required to correct any under-
Washington DC 20024 must inclgde supporting documgntation. withholding. See §1.1441-1(b)(6). The
FAX: (202) 874-1797 9 A'|IS'[ of assets in the United State®)l may, however, agree in its withholding
An eligible person may request one off©M which amounts owed to the IRS camgreement to assume primary withholding
more pre-submission conferences by coi€ collected, if necessary. _ responsibility for payments to foreign ac-
tacting the Office of the Assistant Com- (10) A completed Form SS—4 (Appli-count holders. See §1.1441-1(e)(5)(iv).
missioner (International) at (202) g74-<ation for Employer Identification Num- Generally, the IRS will not allow a QI to
1800 (not a toll-free number). ber) to apply for a QI Employer Identifi- assume primary withholding or reporting
.02 Content of Application.The appli- C¢&tion Number (QI-EIN) to be used solelyesponsibility for payments to U.S. per-
cation must establish to the satisfaction dP" Q! reporting and filing purposes. Ansons unless the QI is a foreign branch of a
the IRS that the app”cant has adequate rgpplicant must apply fora QI'ElN even |fUS financial institution, or the Ql has a
sources and procedures to Comp|y WitH already has another EI_N- ] branch in the United States and establishes
the terms of a withholding agreement. An (11) Aproposed QI withholding agree-that its U.S. branch can adequately com-
application must include the informationMent drafted in accordance with section ply with the provisions under chapter 61

SECTION 4. APPLICATION FOR QI

specified in this section 4.02, and any ac?f this revenue procedure. and section 3406 of the Code.

ditional information and documentationgecTiON 5. QI WITHHOLDING (3) Disclosure of identity of beneficial

requested by the IRS. AGREEMENT owner or payee by' QI Except as other-
(1) A statement that the applicant is an wise provided in this subparagraph (3), a

eligible person and that it requests a QI .01 Scope of the agreemenin agree- QI is not required to disclose the identity

withholding agreement with the IRS.  ment may not cover U.S. branches of aff its account holders covered by a QI-

(2) The applicant’s name, address, aneligible person. An eligible person is nofForm W-8 to a withholding agent. Fur-
employer identification number (EIN), if required to include all of its foreignther, the documentation given by an ac-
any. branches in the agreement. The IRS ma&punt holder to a QI supporting the

(3) The country in which the applicantrequire, however, that an eligible persoaccount holder’s claim of foreign status
was created or organized and a descripgree to include certain of its branches tand, if applicable, entitlement to a re-
tion of the applicant’s business. insure the disclosure of certain U.S. acduced rate of withholding does not need

(4) Alist of the applicant’s officers andcount holders. See §1.1441-1(e)(5)(iiijo be attached to the QI-Form W-8. The
directors and a list of the employees whand section 5.02(3), below. In appropriQl must, however, furnish a Form W-9
are responsible parties for performancate cases, an eligible person may reque$tr an acceptable substitute form) for each
under the agreement. that the agreement cover its related no®f its account holders (or those of another

(5) A list of the branches that theU.S. affiliates or unrelated account holdintermediary or of a foreign partnership)
agreement will cover and their location. ers that act as nominees, custodians, #rat is a U.S. payee that is not an exempt

(6) An explanation and sample of thegents of beneficial owners. If the IRSecipient. The identity of U.S. payees
account opening agreements and othgrants the request, each related non-U.®ho are exempt recipients is not required
documents used to open and maintain traffiliate or unrelated account holder musto be disclosed to the withholding agent.
accounts at each location covered by thegree to be a signatory to the agreementlf the QI does not hold a Form W-9 for a
agreement. .02Terms and procedures regarding innon-exempt U.S. payee, it must furnish to

(7) The type of account holders (e.gtermediary withholding certificate.(1) the withholding agent any information the
U.S., foreign, treaty benefit claimant, orfSubmission of QI-Form W-8he agree- QI has regarding the payee’s name, ad-
intermediary), the approximate number ofment must specify that a QI will furnishdress, and taxpayer identifying number.
account holders within each type, and thigs QI-Form W-8, with its QI-EIN, to The requirement to disclose the identity
estimated value of U.S. investments thavithholding agents for reportableof non-exempt U.S. payees will apply de-
the QI-Form W-8 will cover. amounts in lieu of furnishing a Form W-8spite local bank secrecy laws.
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(4) Information to withholding agent. stitute a separate class. A QI paying raéng in a non-treaty country (a withholding
(&) In general. A QI must agree to iden- portable amounts (other than U.S. sourgeool of dividends - 30% rate);
tify the classes of assets covered by tHeank deposit interest or short-term OID) (4) assets producing interest income
QI-Form W-8 by following 81.1441— must presume that undocumented payeearned by each U.S. account holder (a
1(e)(5)(v) and subparagraph (4)(c) of thisf those amounts are foreign unless the @ithholding pool per account holder of
section. In addition, the QI must state thbas actual knowledge that the payee isiaterest reportable on a Form 1099 - zero
rate of withholding for each class. U.S. non-exempt recipient. For re~ate);

(b) Application of presumptionsTo portable amounts that are bank deposit in- (5) assets producing dividends earned
identify the relevant classes of assets, tarest from a U.S. branch of a U.S. banky each U.S. account holder (a withhold-
QI may determine the status of its, or amer similar financial institution or short- ing pool per account holder for dividends
other intermediary’s, account holders byerm original issue discount, the QI musteportable on a Form 1099 - zero rate);
following the presumptions in 881.1441-presume that the undocumented payee is a(6) assets producing dividends and in-
1(b)(3), 1.1441-5(d) and (e), and 1.60494.S. non-exempt recipient. terest income earned by account holders
5(d)(2) through (d)(5). (D) QI assuming primary withholding for whom the QI1 does not hold all of the

(c) Class of assets and withholdingresponsibility. Assets for which a QI as-required documentation as specified
pool. (i) Definition. Generally, a class of sumes primary withholding responsibilityunder the agreement (a withholding pool
assets is a group of assets that produca a separate class. The QI does not haee undocumented payees - 30% rate (pre-
the same type of income (e.g., interest do identify separate classes of assets witsumed foreign)—Note: QI1 could divide
dividends), is subject to the same rate of that class if the assumption of with-this class of assets into one for dividends
withholding, and is associated with thenolding responsibility makes such a disand another for interest income); and
same type of payee or beneficial ownetlosure unnecessary. The QI withholding (7) assets producing dividends and in-
(e.g., foreign, U.S., or undocumenteagreement may, however, require a QI tterest payable to QI2 for its foreign ac-
(i.e., a payee for whom the QI holds no oidentify the assets with respect to which itount holders (a withholding pool for
unreliable documentation)). Notwith-assumes primary withholding responsibilwhich QI2 assumes withholding).
standing the general rule that a class dfy on a country-by-country basis. .03 Documentation requirements(1)
asset should produce the same type of in-(iii) Example. (A) Facts. A QI In general. The agreement must contain
come, a Ql-Form W-8 may state that af“QI1”) has foreign account holders. Theprovisions covering the type of documen-
assets held in a particular account am®lI1 also has account holders that are U.&tion a QI will obtain from its account
within a single class of assets if all the innon-exempt recipients. Another accountolders. Generally, the QI must agree to
come from the assets in such account i®lder is a QI (“QI2”) that has assumedhe same documentation requirements
subject to the same rate of withholdingrimary withholding responsibility. Fi- that apply to withholding agents under
and the same type of information reportrally, QI1 has some account holders fochapters 3 and 61 of the Code. The QI
ing. See, for example, subparagraptvhom it does not have the required docunay use any substitute form for a Form
(4)(c)(i)(C) of this section. The QI with- mentation. QI1 has not assumed primarywv—8 or Form W-9 that is acceptable to
holding agreement must require the QI tavithholding responsibility for any assets. the IRS. The QI may include a substitute
identify classes of assets on a country-by- All account holders earn U.S. sourcdorm in an account opening form. If a QI
country basis. The income from eaclnterest that would qualify as portfolio in-relies on documentary evidence in place
class of assets is a separate “withholdingrest if they gave the documentation reaf a Form W-8, the agreement must spec-
pool.” See section 5.07(3) for more inforquired by 81.871-14(c)(2). They alsdfy the type of documentary evidence
mation on withholding pools. earn U.S. source dividends. Some of thepon which the QI may rely.

(i) Application. (A) Foreign payees. foreign account holders can benefit from (2) Documentary evidence from bene-
Assets that are associated with foreiga 15-percent reduced withholding ratdicial owners. Beneficial owner docu-
payees, that produce a specific type of intnder a tax treaty on dividend incomenentary evidence is acceptable if the QI
come, and are subject to a particular withwhile others cannot. complies with the provisions of §1.6049—
holding rate are a class of assets. Thus,(B) Analysis. QI1 has the following 5(c)(1). Generally, a QI will be permitted
there may be numerous classes of asselasses of U.S. source assets and witke rely on the “know-your-customer” pro-
for the same type of income paid to forholding pools: cedures (as submitted for review pur-
eign payees because of different with- (1) assets producing interest earned suant to section 4.02(8) of this revenue
holding rates under the Code or an applidereign account holders claiming the portprocedure) if such procedures are accept-
able treaty. folio interest exemption at source (a withable to the IRS.

(B) U.S. payees.Assets associatedholding pool of interest - zero rate); (3) Documentation supporting claim of
with each U.S. payee that is a non-ex- (2) assets producing dividend incomeeduced rate. A QI may not reduce the
empt recipient are a separate class. Asarned by foreign account holders claimrate of withholding, or instruct a with-
sets associated with all U.S. payees thatg the 15-percent reduced rate at sourd¢®lding agent to reduce the rate, unless it
are exempt recipients are a single sepander an income tax treaty (a withholdingan associate the payment with valid doc-
rate class. pool of dividends - 15% rate); umentation described in the section 1441

(C) Undocumented payeesssets as-  (3) assets producing dividend incomeegulations or in the QI withholding
sociated with undocumented payees corearned by foreign account holders resicagreement. If an account holder is not an
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individual, the QI must obtain a certifica-Form W-8 to certify to the withholding with the requirements for a certified TIN
tion that the account holder meets thagent the withholding status of the secondnder §1.1441-6(b). Only account hold-
Limitations on Benefits article containedtier QI's account holders, then the firsers claiming a reduced rate under an in-
in any treaty the account holder invokegier QI must agree to allocate the assetome tax treaty for certain payments (e.g.,
See §1.1441-6(c)(5). If an accounassociated with the second tier QI's Qlincome from non-publicly traded securi-
holder, other than an individual, is acting~orm W-8 to the classes that the first tieties) are required to obtain a certified TIN.
for its own account, the QI must also obQIl has established for its own accounfee §1.1441-6(b)(1) and (2)(i).
tain a representation that the accourtolders as if the account holders of the .05 Recordkeeping obligationsThe
holder is not a partnership for U.S. taxsecond tier QI were the first tier QI's ownagreement must provide that the QI will
purposes. If the account holder is a pargccount holders. maintain a record of the documentation
nership for U.S. tax purposes, then the QI (c) Assumption of primary withholding obtained and reviewed under the agree-
must obtain a Form W-9 as described iresponsibility. If a QI has assumed pri-ment. The QI must maintain the docu-
81.1441-1(d)(2) (if the partnership is anary withholding responsibility, it must mentation for any account holder for a pe-
domestic partnership) or a Form W-8 agenerally assume that responsibility foriod of three years after its validity
described in §1.1441-5(c) (if the partnerall other intermediaries, whether or noexpires. The documentation must also be
ship is a foreign partnership). In additionthey are Qls, that are before it in the chaiavailable for inspection by the IRS or, if
if an account holder, other than an individef payment. If a second tier QI haspplicable, an approved external auditor.
ual, claims the benefit of a reduced rate aGigreed to assume primary withholding re- .06 Withholding obligations. (1) QI
withholding under a tax treaty, the Qlsponsibility, then a first tier QI that hasassumes primary withholding responsibil-
must obtain the representations set forth mlso assumed primary withholding reity. A QI that assumes primary withhold-
881.1441-6(b)(4)(i) and 1.894-1T(d).  sponsibility does not have to withhold oring responsibility must agree to withhold
(4) Documentation from intermedi- income paid to the second tier Ql. If theny amount due under section 1441,
aries. When the QI receives a payment ofecond tier QI has assumed primary witht442, or 1443 of the Code in accordance
a reportable amount for an account holdérolding responsibility but the first tier Ql with 81.1441-1(b)(1) and 81.1443-1(b).
that is an intermediary (e.g., nomineehas not, the first tier QI must agree tdf applicable, the QI must also agree to
custodian, or agent), the QI must obtairdentify for the withholding agent thosewithhold any amount due under section
beneficial owner documentation in theassets associated with the second tier Q106 of the Code. In addition, the QI
following manner: QI-Form W-8 and on which there shouldnust agree to deposit the withheld
(a) Intermediary that is not a QIlf the be no withholding (other than under secamounts following 81.1461-1(a) and all
intermediary is not a Ql, then the intermetion 3406 of the Code, if applicable). Seether relevant deposit obligations. Under
diary must give the QI a Form W-8 acexample under paragraph .02(4)(c)(iii)the agreement, the IRS may agree to spe-
cording to 81.1441-1(e)(3)(iii), including above. cial deposit procedures to facilitate remit-
a statement described in §1.1441— (5) Standards of reliability and due tances from a foreign country.
1(e)(3)(iv) regarding the allocation ofdiligence. A QI must agree to follow the (2) QI that does not assume primary
payments. A QI that receives a non-Ql indue diligence obligations of §1.1441-withholding responsibilityA QI that does
termediary Form W—8 may either give the&/(b)(2)(ii). The reliability of any docu- not assume primary withholding responsi-
non-Ql intermediary Form W-8, with all mentation will be evaluated by the type obility nevertheless must agree to withhold
the accompanying documentation, to thimformation contained in the documentsif it knows that an amount should have
withholding agent or may use the non-Qthe procedures under which the docuseen withheld from the payment and the
intermediary Form W-8 as the basis foments are issued, and the ease with whi¢hll amount was not withheld. The QI
the certifications that the QI includes inthe documents could be falsified. must also agree to comply with withhold-
its own QI-Form W-8 regarding the sta- (6) Renewal of documentatiotunless ing and deposit procedures in the same
tus of, and entitlement to benefits by, thepecified otherwise in the agreement, a @hanner as described in paragraph .06(1)
non-Ql intermediary’s account holders. must agree to follow the provisions ofof this section for amounts that it with-
(b) Intermediary that is a QI.If the 81.1441-1(e)(4)(ii) regarding the renewaholds.
intermediary is a QI (i.e., a second tieof the Forms W—-8 and documentary evi- .07 Reporting obligations.(1) In gen-
Ql), the second tier QI must give the firsdence provided by its account holders. eral. The regulations under section 1461
tier Ql a Ql-Form W-8. The first tier QI .04 Assistance regarding taxpayerof the Code require a QI to make returns
may give the second tier QI's Ql-Formidentification numbers.(1) Acceptance on a Form 1042 and to provide informa-
W-8, and accompanying documentatiomgents. A QI may agree to act as an action to the IRS and beneficial owners or
to the withholding agent. Alternatively,ceptance agent, including a certifying acpayees on a Form 1042-S on a calendar
the first tier QI may use the second tier'septance agent, for purposes of sectiorear basis under the provisions of
QI-Form W-8 as the basis for the certifi6109 of the Code and the regulation§1.1461-1(b), subject to the following
cations that the first tier QI includes in itshereunder. See Rev. Proc. 96-52, 199@rodifications to which the IRS may agree.
own QIl-Form W-8 regarding the statu® C.B. 372, for the duties and obligations (2) Form 1042 reporting. Generally,
of, and entitlement to benefits by, the semf an acceptance agent. every QI shall file an annual Form 1042
ond tier QI's account holders. If the first (2) TIN certifications.A QI may agree and the form must include the following
tier QI relies on the second tier QI's Ql4o assist its account holders in complyingdditional information:
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(@) A schedule providing information (a) Type of income; scribe) if an adjustment under 8§1.1461—

on reportable amounts of income subject (b) Withholding rate; 2(a) cannot be made.

to withholding under chapter 3 of the (c) Country of residence of account (3) Underwithholding determined after
Code that the QI received during the calolder; and filing a QI's Form 1042.A QI, including a
endar year. The schedule should list the (d) Type of recipients (e.g., undocu-Ql that does not assume primary withhold-
name, address, and EIN of each withholdnented payees, U.S. payees). ing responsibility, must agree to file an

ing agent from whom the reportable (4) Furnishing a Form 1042-S to theamended Form 1042 to report any under-
amounts were received and the incomieeneficial owner or paye@&@he agreement withheld tax which is determined after the
type and rate of withholding; may modify or waive the obligation underfiling of the QI's Form 1042 for the calen-
(b) Information regarding overpay-81.1461-1(c)(1)(i) that the QI furnish adar year in which the tax was underwith-
ments or balances due, adjustments undgatement to a beneficial owner or payekeld. In addition, the QI must agree to pay
81.1461-2 and an explanation for then a Form 1042-S and provide for alterthe tax due (including interest and penal-
over- or underwithholding; native reporting procedures. ties). This includes, but is not limited to,
(c) A statement regarding the audit (5) Reports related to claims of a re-instances where the underwithholding is
conducted by the QlI's internal auditorduced rate under a tax treatyThe QI determined as a result of an audit by the
under the audit guidelines specified in thenust agree to give the IRS, on request @I’s internal or external auditors.
agreement (i.e., that the QI is complyingpn an annual basis, the names and ad-.09 Verification procedures.(1) In
with the agreement in all material respectdresses of its account holders that regeneral. Unless the QI agreement allows
or a description of the irregularities unceived a reduced rate of withholdindgfor verification by an external auditor, a
covered by the internal auditors and thander a tax treaty and that have certifie@| must agree to make records and ac-
actions undertaken to correct such irreguhat they meet the Limitation on Benefitcount information specified in the QI
larities); and provision and that they derive, within thewithholding agreement available to the
(d) Astatement that an approved extemeaning of 81.894-1T(d), the income relRS for audit, and must agree to proce-
nal auditor conducted an audit, when receiving the benefit. The QI must alsadures for carrying out an audit of those
quired, with a copy of the report of auditagree to disclose the names and addressesords and information. The IRS must
findings (see paragraph .09 of this sectioaf account holders of any non-Ql intermebe able to verify that the QI has adequate
regarding verification procedures). diary that has given the QI a Form W-8 osystems and control procedures in effect
(3) Form 1042-S reporting.The other documentation if the account holdto comply with the agreement. In addi-
agreement may waive the obligation for &rs have certified that they meet the Limition, the IRS may require specific proce-
QI to report beneficial owner informationtation on Benefits provision of a treatydures to allow it to verify compliance
to the IRS on Forms 1042-S in appropriand derive the income receiving the benavith the QI withholding agreement for
ate cases. In place of beneficial owner irfit. Generally, the IRS will agree to limit specific accounts.
formation, the IRS may require the QI taisclosure to account holders that receive (2) Verification of specific account in-
report by country and withholding pools.more than an agreed upon amount (ndormation. If a QI is not subject to audit
An appropriate case may exist if benefiless than $100,000) of treaty-benefited inander the approved external auditor pro-
cial owner information is otherwise avail-come in their QI account. cedure, described in paragraph .10(3) of
able to the IRS, for example, pursuant to .08 Adjustments for under- and over-this section, then the QI withholding
treaty exchange of information provi-withholding, refund procedures, and unagreement will contain procedures for
sions, or the IRS decides that access terwithholding determined after the filingIRS audits of account information. Gen-
beneficial owner information is not necesof Form 1042.(1) Adjustments.If a QI erally, a QI that complies with the filing
sary for compliance. Similarly, reportinghas not assumed primary withholding rerequirements on Forms 1042 and 1042-S
by withholding pools may be sufficientsponsibility, it must agree that it will pro- (or otherwise makes account holder in-
for compliance purposes if the QI hawide sufficient information to a withhold- formation available to the IRS) may be
agreed to adequate verification proceing agent so that the withholding ageneéxempted from IRS audits or be subject
dures as described in paragraph .09 of thimn make the adjustments for over- ant abbreviated IRS audits. If a QI has
section. The QI may provide the informaunder-withholding described in §1.1461-agreed to certify tax residence to the IRS
tion on a Form 1042-S, as modified by(a) and (b). If a QI has assumed primarynder §81.1441-6(c)(2)(iii) based upon
the IRS to adapt to the withholding poolwithholding responsibility, it may make documentation the QI has obtained and
reporting requirements, on magnetithe adjustments itself in the manner dereviewed, it must also agree to give the
media, by electronic means, or on angcribed under §1.1461-2(a) and (b). documentation to the IRS upon written
form to which the IRS and the QI agree. (2) Refunds.A QI withholding agree- request in the manner agreed. To conduct
The information must include the numbement may allow any net amount of overperiodic compliance checks, the IRS may
of account holders in each pool. The typwithholding for a calendar year on a Ql'sely on sampling techniques to assure re-
of withholding pool subdivisions the IRSaccount holders which remains outstandiability of the examination without
may require for the payment of reportabléng after the due date for filing the QI'sundue disruption to the QI. The agree-
amounts under chapter 3 of the CodEorm 1042 (not including extensions) tanent will specify the manner in which
(within the meaning of §1.1441-2(a)) in-be refunded to the QI for its account holdiRS compliance checks will take place.
cludes the following: ers (under procedures as the IRS may pri appropriate cases, assistance may be
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obtained from the tax authorities of théo report non-compliance findings undeapproval by the Associate Chief Counsel
countries where the QI activities arghe agreement. (International). To the extent an agree-
located. (d) Upon completion of the audit, thement covers a QI's related non-U.S. affili-
(3) Approved external auditorslf, external auditors must issue a report cdte or unrelated account holder, that affili-
given local enforcement of know-your-audit findings (or incorporate their auditate or account holder must be a signatory
customer procedures and local oversigliindings as a separate part of a larger auda the agreement.
and controls over the QI and its externaleport) and provide the report to the IRS .12 Expiration, Termination and De-
auditors, the IRS determines it is approin English (and using U.S. dollars). Thdault. (1) Term and events of termination.
priate, the following procedures will gen-report must explain the scope and objedrhe period of the agreement will be be-
erally apply under the agreement. tives of the audit, state the methodologjween three and six years. The agreement
(a) The QI must establish that it has imused, and certify that the audit was cormmay be renewed for further periods as
plemented adequate internal procedurehicted in accordance with applicable lawspecified in paragraph .13 of this section.
and accounting systems to comply witland regulatory requirements. The repoiither the IRS or the QI may terminate
the QI withholding agreement and to vermust express the auditor’s opinion on théhe agreement prior to its term by deliver-
ify its compliance with those proceduresQl’'s compliance with the terms of theing a 30-day notice of termination to the
Internal auditors must review those proceagreement. The QI and the approved ewxther party. The IRS will not give notice
dures and accounting systems on an aternal auditor must agree to allow the IR®f termination until thirty days after it has
nual basis as a regular part of their audib communicate with the external auditorslelivered a notice of default to the QI.
program. Their conclusions must be inand review their workpapers, if necessaryrhe IRS may deliver a notice of default at
cluded in their annual audit report. Alf the external auditor’s report identifiesany time after an event of default under
statement certifying that the annual reeompliance issues or if, based on a reviethe agreement has occurred or after a sig-
view has taken place and the results aff the external auditor’s report, the IRSiificant change in the circumstances of
that review (including a notation of all ir-determines that further checks are necetfie QI has occurred such as a merger,
regularities observed and actions taken tary, then the IRS may request that the eghanges in the business or operations of
address those irregularities) must be aternal auditor perform additional auditthe QI, or bankruptcy.
tached to the QI's annual Form 1042 fileghrocedures. (2) Events of defaultEvents of default
with the IRS. (4) Special rules for foreign branchesinclude the determination upon audit or
(b) Verification must also be per-of U.S. financial institutionsGenerally, a otherwise that the QI has failed to comply
formed by external auditors. The QI mus@I that is a foreign branch of a U.S. finanwith the procedures required by the agree-
agree to an external auditor’s review aftecial institution will be subject to the samement in a way that (1) causes, or may
the first year of operation as a QI. TherelRS audit procedures that apply to angause, significant underwithholding, ex-
after, the frequency and scope of complit).S. taxpayer. cessive refunds, or an excessive number of
ance checks by external auditors will .10 Guarantee of paymentTo insure undocumented payees, or (2) impedes, or
occur only at the request of the IRS, gereollection of payments for underwithheldmay impede, the disclosure of the identity
erally based upon a review of the QI'|smounts, the agreement may require @ persons who are required to be dis-
Form 1042 or indicators that the QI mayuarantee to be furnished by the QI to thelosed under the agreement. An event of
have compliance problems (e.g., large réRS. The guarantee may include a lettatefault also includes the lack of coopera-
fund requests, large pool of undocuef credit, bond, or other surety in artion by the QI or an approved external au-
mented payees). The scope of review bymount to which the QI and the IRSditor in connection with an audit of the QI
external auditors may be limited based oagree. The amount of the bond or letter afr with inquiries by the IRS related to ver-
the scope of annual internal audits. leredit must be commensurate with the apfying compliance by the QI. The agree-
order for the external auditors to perfornproximate risk of underwithholding. Fac-ment will define when underwithholding
their audit effectively, the QI must agredors to be considered in this regard iner inadequate reporting is deemed to be
to allow external auditors to have accesslude the amount of U.S. investmentsignificant. A QI will also be in default if
to all of its relevant records for purposesnade through the QI, the number of benat makes material misrepresentations on its
of performing the audits. ficial owners making U.S. investmentsfForm W-8; it has actual knowledge at the
(c) The external auditor must be apthe type of investment and the charactetime a payment is made that documenta-
proved by the IRS and designated in thistics of the beneficial owners, and the deion regarding a significant number of ac-
QI withholding agreement. Subsequengree of reporting by the QI to the IRScount holders is lacking, incorrect, or un-
changes of external auditors must also &enerally, a QI that has substantial assetsliable; or it fails to perform any other
approved by the IRS. To be approved, an the United States will be considered tonaterial duty or obligation required of it
auditor must be subject to regulatory suhave adequately guaranteed its withholdinder the agreement. The QI may respond
pervision under the laws of the country ommg obligations. to the notice of default by making an offer
countries in which the Ql's activities .11Approval and ExecutionAn agree- to cure within thirty days. The IRS will
under the agreement are expected toent must be signed by the authorizedccept or reject the offer to cure, or make a
occur. The external auditor’s proceduresepresentative of the QI and by the IRScounter-proposal, within ten days.
must require it to verify that the QI com-The Assistant Commissioner (Interna- .13 Renewal. A QI may renew a QI
plies with the terms of the agreement antional) will sign on behalf of the IRS uponwithholding agreement by submitting an
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application for renewal to the IRS no ear- The collections of information are con-breakage, and bookkeeping errors. In ad-
lier than one year and no later than sitained in sections 4 and 5 of this revenueition, section 4 of this revenue procedure
months prior to the expiration of theprocedure regarding (1) the applicatioprovides interim guidance that describes
agreement. In the application for reprocedures for QI status and withholdinghe “retail safe harbor method” for a tax-
newal, the QI will update the informationagreements, and (2) the provisions of thgayer that wants to change to the retalil
it provided in the original application. QI withholding agreement requiringsafe harbor method for estimating inven-
Before approval of any renewal of theecord retention or maintenance, and angry shrinkage. The procedures for a tax-
agreement, the IRS will require an audicommunication or contact with the IRS opayer within the scope of this revenue
of the Ql. the account holders. This informatiomprocedure to automatically change to a
.14 Effective date of agreement3he will be used to enable the IRS to determethod of accounting for estimating in-
agreements entered into under §1.144Imine whether to enter into a withholdingventory shrinkage are provided in Rev.
1(e)(5) will be effective for all accountsagreement with the QI applicant and, iProc. 97-37, 1997-33 I.R.B. 18, as modi-
opened on or after the date specified iaccepted, to verify the QI's compliancefied by section 5.02 of this revenue proce-
the agreement. For accounts existing amith the agreement. The collection of indure. This revenue procedure also re-
the effective date of the agreement, thiarmation is required to obtain a QI with-quests comments on issues that should be
requirements to obtain documentatiomolding agreement. The likely responaddressed in forthcoming regulations
generally will not apply until the expira-dents are business or other for-profitinder § 471 regarding proper methods of
tion of the one-year period beginning onnstitutions. estimating inventory shrinkage for tax-
the agreement’s effective date. Until the The estimated total annual reportingible years ending after August 5, 1997.
documentation is obtained for these aand/or recordkeeping burden is 301,393
counts, the QI generally will be permittechours. SECTION 2. BACKGROUND
tp re_Iy on any Fiocumentathn or informa- Thg estimated average annual burden IS 01 section 471(a) of the Internal Rev-
tion in an existing account file. In the ab30 minutes for a QI account holder, an% , .
. . . .~ .enue Code provides that whenever, in the
sence of any documentation or indica2,093 hours for a QI, depending on indi-___. . '
: . . . . pinion of the Secretary, the use of inven-
tion, or actual knowledge, the QI will bevidual circumstances. The estimated_ . . .
ories is necessary in order to clearly de-
allowed to presume that an accountumber of respondents and/or record-. . : .
) . : ermine the income of any taxpayer, in-
holder is a foreign person based on thieeepers is 88,504. .
Lo : : . : ventories must be taken by such taxpayer
indicia of foreign status described in The estimated annual frequency of re- ;
. . on such basis as the Secretary may pre-
81.1441-1(b)(3)(iii)(A). The presump-sponses is on occasion. . .
. : . scribe as conforming as nearly as may be
tion shall not be effective for purposes of Books or records relating to a collec- , C 7
- X oo . . . to the best accounting practice in the trade
obtaining the benefit of the portfolio in-tion of information must be retained as : :
. ! . or business and as most clearly reflecting
terest exemption under section 871(h) dong as their contents may become mater-

. e - ) ) income.
881(c) of the Code or the benefit of a taxal in the administration of any internal 02 Section 1.471-2(d) of the Income

treaty. revenue law. Generally tax returns anc} . .
i . . . ax Regulations provides that when a tax-
tax return information are confidential, as N . .

SECTION 6. EFFECTIVE DATE required by 26 U.S.C. 6103 payer maintains book inventories in ac-
_ . _ B ' cordance with a sound accounting system,

This revenue procedure is effective orsecTi0N 8. FURTHER the net value of the inventory will be
the date of its .publlcatlon in the '”tema|NFORMATION deemed to be the cost basis of the inven-
Revenue Bulletin. The IRS may conclude tory, provided that such book inventories

agreements under this revenue procedureFor further information regarding thisare verified by physical inventories at rea-
at any time after that date, but such agreeevenue procedure, telephone the Officgonaple intervals and adjusted to conform
ments will not have effect before the datef Assistant Commissioner (Internationaliherewith. Physical inventories are used
specified in the agreement. at (202) 874-1800 (not a toll-free number), getermine and adjust book inventories

for shrinkage.
.03 Section 961 of the Taxpayer Relief

SECTION 7. PAPERWORK

REDUCTION ACT 26 CFR 601.204: Changes in accounting periods Act of 1997 (Act) amended § 471(b) to

The collections of information con-?,Qgc',”ggﬁt[j°§§C§Lﬁ§°§;*ﬂ“{‘_%7l_2_) permit, under certain circumstances, ad-
tained in this revenue procedure have justments to ending inventory for esti-
been reviewed and approved by the ORev. Proc. 98-29 mates of inventory shrinkage. Section
fice of Management and Budget in accor- 961(b) of the Act provides that, in the
dance with the Paperwork Reduction ACkEcTION 1. PURPOSE case of any taxpayer permitted by
(44 U.S.C. 3507) under control number 8 471(b) to change its method of account-
1545-1597. This revenue procedure provides guiding to a permissible method for any tax-

An agency may not conduct or sponsognce for a taxpayer that wants to changeble year, the change is treated as made
and a person is not required to respond ttm a method of accounting for estimatingvith the consent of the Secretary and the
a collection of information unless the colinventory “shrinkage” in computing end-period for taking into account the adjust-
lection of information displays a validing inventory. “Shrinkage” refers collec-ments under § 481 by reason of such
OMB control number. tively to such items as undetected thefghange is four years.
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.04 The legislative history (Conference3115, Application for Change in Account-cal ratio for each store or each department
Report and House Report) accompanyingng Method, with the Commissioner inin a store by its sales for the period be-
the Act provides that a taxpayer is permitaccordance with the requirements ofween the date of the last physical inven-
ted by § 471(b) to change its method 0§1.446-1(e)(3)(i) and Rev. Proc. 97-27%ory and the end of the taxable year.
accounting if the taxpayer is currentlyl997-21 |.R.B. 10. .05 Taxpayers using the last-in first-out
using a method that does not utilize esti- (LIFO) inventory method must allocate
mates of inventory shrinkage and wants gECTION 4. RETAIL SAFE HARBOR shrinkage among their various LIFO in-
change to a method that includes inverMETHOD ventory pools in a reasonable and consis-
tory shrinkage estimates based on physical 31 The retail safe harbor method ofeNt manner.
inventories taken at other than year'e”%stimating inventory shrinkage, as de- .06 Estimated shrinkage determined in
H.R. Rep. No. 220 (Conference Report)yqrined in sections 4.02 through 4.07 grccordance with consistent application of
105th Cong., 1st Sess. 466, at 467-685 revenue procedure, may be used ihe retail safe harbor method may not be
(1997); H.R. Rep No. 2014 (House Re'computing ending store inventory by taxJecalculated, through a look-back adjust-
port), 105th Cong., 1st Sess. 408, at 41;9ayers that are primarily engaged in retaflent or otherwise, to reflect the results of
(1997). In addition, the Conference Ref e (the resale of personal property tghysical inventories taken after year-end.
port provides a safe harbor method appligpe general public), where physical inven- .07 A taxpayer that changes to the re-
able to taxpayers primarily engaged in régries are normally taken at each locatiolfil safe harbor method must use the retail
tail trade (the “retail safe harbor method”) 5 |east annually. safe harbor method consistently to deter-
The Conference Report further provides o The retail safe harbor method usé@ine the ending inventory for all stores
that the conferees expect that the Secretatyyistorical ratio of shrinkage to sales tdhat comprise a separate trade or business
will provide procedures allowing a tax-gqgtimate the inventory shrinkage that o2f the taxpayer. Use of the retail safe har-
payer to automatically change to the retall -4 petween the date of the last physl?-or method for estimating inventory
safe harbor method. Pursuant to the Copg, inventory and the end of the taxabl§hrinkage results in the clear reflection of
ference Report, use of the retail safe ha{/'ear. This historical ratio is based on thi'come, provided this method is used
bor method will be deemed to result in &4 shrinkage established by all physponsistently and the taxpayer’s inventory
clear reflection of income, provided such.g inventories taken during the most remethods otherwise satisfy the clear reflec-
safe harbor method is consistently appliedant three taxable years and the sales #ion of income standard.
and the taxpayer’s inventory methods oth|5teq
erwise satisfy the clear reflection of in+5yapje
come standard.

periods. The most recent thre@ecT|0N 5. CHANGING TO THE
years include the taxable year fgse 1AL SAFE HARBOR METHOD OR
which the shrinkage estimate is to b&yTHER METHOD OF ESTIMATING

SECTION 3. SCOPE made and the two prior taxable year§yyeNTORY SHRINKAGE
The historical ratio, or estimated shrink-

.01 Applicability. This revenue proce- age determined using the historical ratio, .01 In general. Any change in a tax-
dure applies to a taxpayer requesting theannot be adjusted by judgmental or othgrayer’'s computation of ending inventory
Commissioner’s consent to change to factors (for example, floors or caps). to estimate inventory shrinkage, or any
method of accounting for estimating in- .03 For stores with departments, a taxchange in the computation of such esti-
ventory shrinkage in computing endingpayer must determine the historical rationate, is a change in method of accounting
inventory, using: separately for each store or each depatt which the provisions of 88§ 446 and 481

(1) the retail safe harbor method, rement in a store. This determination musdnd the regulations thereunder apply.
gardless of whether the taxpayer’s presebe done in the same manner for all stores.02 Automatic change.A taxpayer
method of accounting estimates inventorwith departments that are in the samwithin the scope of this revenue proce-
shrinkage; or trade or business of the taxpayer. Fature that wants to change to a method of

(2) a method other than the retaibtores without departments, a taxpayeaccounting for estimating inventory
safe harbor method, provided (a) the taxmust determine the historical ratio sepashrinkage in computing ending inventory
payer’s present method of accounting doeately for each store. If a taxpayer has must follow the automatic change in ac-
not estimate inventory shrinkage, and (lnew store (or a new department in a storepunting method provisions of Rev. Proc.
the taxpayer’s new method of accountinfor which the taxpayer has not verifiedd7—-37, with the following modifications:
(that estimates inventory shrinkage}yhrinkage by a physical inventory in each (1) The scope limitations in section
clearly reflects income under § 446(b). of the most recent three taxable years, t#e02 of Rev. Proc. 97-37, as well as the

.02 Inapplicability. This revenue pro- historical ratio is the average of the historapplication procedures in sections 6.03,
cedure does not apply to a taxpayer réeal ratios of the taxpayer’s other store$.04, and 6.05 of Rev. Proc. 97-37, do not
guesting to change to a method other thgor other departments in the store wherapply. However, if the taxpayer is under
the retail safe harbor method of accounthe taxpayer computes the historical ratiexamination, before an appeals office, or
ing for estimating inventory shrinkage inon a department basis) during the most réefore a federal court with respect to any
computing ending inventory, if the tax-cent three taxable years. income tax issue, the taxpayer must pro-
payer’s present method of accounting es- .04 The estimated inventory shrinkageide a copy of the Form 3115 to the ex-
timates inventory shrinkage. A taxpayepermitted by the retail safe harbor methodmining agent(s), appeals officer, or
requesting such a change must file a Formm determined by multiplying the histori-counsel for the government, as appropri-
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ate, at the same time that it files the coptaxpayers, the method of determining inputing ending inventory for taxable years
of the Form 3115 with the national office.ventory shrinkage for, or allocating inven-ending after August 5, 1997. Comments
The Form 3115 must contain the name($dpry shrinkage to, each LIFO pool) in theare requested regarding safe harbor meth-
and telephone number(s) of the examirFForm 3115 filed by the taxpayer for such ads for estimating inventory shrinkage
ing agent(s), appeals officer, or counsaethange. The District Director or nationalincluding the retail safe harbor method),
for the government, as appropriate. office subsequently may review whetheand any other issues that these regulations

(2) A taxpayer that, on or beforethe new method clearly reflects the taxshould address. Written comments
June 12, 1998, files its original federal inpayer’s income under 8§ 446(b). If the Disshould be submitted by August 11, 1998,
come tax return for its first taxable yeatrict Director or the national office deter-to: Internal Revenue Service, P.O. Box
ending on or after August 5, 1997, is nomines that the new method of accounting604, Ben Franklin Station, Washington,
subject to the filing requirement in sectiordoes not clearly reflect the taxpayer’'s inDC 20044, Attn: CC:DOM:CORP:R
6.02(2)(a) of Rev. Proc. 97-37, providedome, the taxpayer will be treated as hafiT&A BRANCH 7, Room 5226). Sub-
the taxpayer complies with the followinging made a change in method of accountnissions may be hand-delivered between
filing requirement. The taxpayer musting without obtaining the consent of thehe hours of 8 a.m. and 5 p.m. to:
complete and file a Form 3115 in dupli-Commissioner as required by § 446(e)Courier’s Desk, Internal Revenue Ser-
cate. The original must be attached to th&eesection 6.06 of Rev. Proc. 97-37. vice, 1111 Constitution Avenue, NW,
taxpayer’s amended federal income tax (5) For a change in method of acWashington DC, Attn: CC:DOM:CORP:
return for the taxpayer’s first taxable yeacounting within the scope of this revenud® (IT&A Branch 7, Room 5226). Alter-
ending on or after August 5, 1997. Thiprocedure, the provisions of Rev. Procatively, taxpayers may submit comments
amended return must be filed no later tha®7—37 are effective for taxable years encelectronically at
August 11, 1998. A copy of the Forming after August 5, 1997. http://www.irs.ustreas.gov/prod/tax_re
3115 must be filed with the national office  (6) The transition rules in section gs/comments.html
(see section 6.02(6) of Rev. Proc. 97-3¥3.02 of Rev. Proc. 97-37 do not apply t o .
for the address) no later than when thany change in method of accountinc}it.lhe Serwce_s mte_rnet S't?)- All com-

) L 7 - ents submitted will be available for pub-

taxpayer’s amended return is filed. within the scope of this revenue procey . inspection and copying
(3) A taxpayer, whose presentdure. The Service will return any Form '
method of accounting estimates inven3115 if it is filed with the national office secTiON 7. EFFECTIVE DATE
tory shrinkage, does not receive audit prgpursuant to the Code, regulations, or ad-
tection under section 7 of Rev. Proc. 97inistrative guidance other than Rev. Thjs revenue procedure is effective for
37 in connection with a change to the reProc. 97-37 and the change in method @xable years ending after August 5, 1997.
tail safe harbor method if, on the date thaccounting is within the scope of this rev-
taxpayer files a copy of the Form 311%nue procedure. SECTION 8. EFFECT ON OTHER
with the national office, the taxpayer’s .03 Future change.A taxpayer that DOCUMENTS
present method of estimating inventorghanges to the retail safe harbor method
shrinkage is an issue under consideratiafescribed in this revenue procedure will Rev. Proc. 97-37 is modified and am-
within the meaning of section 3.09 ofnot be precluded, solely by reason of sudplified to include this automatic account-
Rev. Proc. 97-37. change, from changing to another safég method change in the Appendix.

(4) In addition to all the require- harbor method for estimating inventory
ments and procedures in Rev. Proc. 97-38hrinkage in computing ending inventor)PRAFTlNG INFORMATION
as modified by this revenue procedure, thi@a the first year that such other safe harbor
following rules apply to a taxpayer withinmethod is available.
the scope of this revenue procedure that
changes to a method other than the ret8ECTION 6. REGULATIONS AND and Accounting). For further information
safe harbor method of accounting for estREQUEST FOR PUBLIC COMMENT : Lo
mating inventory shrinkage. The taxpayer regarding this revenue procedure, contact
must provide a detailed description of all The Service intends to issue regulatior;%/‘s‘ Skelton at (202) 622-4970 (not a toll-
aspects of the new method of estimatingnder 8 471 regarding proper methods f ree call).
inventory shrinkage (including, for LIFO estimating inventory shrinkage in com-

The principal author of this revenue
procedure is Jan L. Skelton of the Office
of Assistant Chief Counsel (Income Tax
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Part IV. Items of General Interest

Notice of Proposed Rulemaking Constitution Avenue, NW., Washington,Constitution Avenue, NW, Washington,
and Notice of Public Hearing DC. DC. Because of access restrictions, visi-

tors will not be admitted beyond the Inter-
Source and Grouping Rules for ~ FOR FURTHER INFORMATION CON- 5| Revenue lobby more than 15 minutes
Foreign Sales Corporation TACT: Concerning the regulations,pafore the hearing starts.

ing submissions and the hearing, Michaedppw to the hearing.

REG-102144-98 Slaughter, (202) 622-7190 (not toll-free " pgrsons that wish to present oral com-
AGENCY: Internal Revenue ServicenumberS). ments at the hearing must submit written
(IRS) Treésury SUPPLEMENTARY INFORMATION: comments by Jung 1, 1998, gnd submit an

’ : outline of the topics to be discussed and
ACTION: Notice of proposed rulemak-Background the time to be devoted to each topic

STty T repons 0 70 2 )

lic hzariné. g PUPamend the Income Tax Regulations (26 A period of 10 minutes will be allotted
CFR part 1) relating to sections 925 angly aach person for making comments.

SUMMARY: In T.D. 8764, page 9 of this 927- The temporary regulations contain an agenda showing the schedule of

Bulletin, the IRS is issuing temporaryules relating to the grouping of transacgpeakers will be prepared after the dead-

regulations that provide guidance to taxtions under the FSC transfer pricing ru'?ﬁne for receiving outlines has passed.

payers who have made an election to & the special source rules under sectigfypies of the agenda will be available

treated as a foreign sales corporatiof27(€)(1). The preamble to the temporanee of charge at the hearing.

(FSC). The regulations provide ru|ege(‘_:1ulat|ons explains the temporary regu- _ _

clarifying the special sourcing rules undefations. Drafting Information

section 927(e)(1) and provide a dead“”%pecial Analyses The principal author of the proposed

for the election to group transactions. regulations is Elizabeth Beck, of the Of-
This document also provides notice of a It has been determined that this notic§ce of the Associate Chief Counsel (Inter-

public hearing on these proposed regulaf proposed rulemaking is not a Signiﬁ'national). Other personnel from the IRS
tions. The text of the temporary regulacant regulatory action as defined in Execang Treasury Department also partici-
tions also serves as the text of the prastive Order 12866. Therefore, a regulapated in the development of these regula-
posed regulations. tory assessment is not required. It hagns.

also been determined that section 553(b)

DATES: Written comments must be re¢ i administrative Procedure Act 5 O

ceived by June 1, 1998. Requests {g g ¢ cha
; . .S.C. pter 5) does not apply to the :
speak (with outlines of oral comments) tq¢ o 1ations, and because the regulatic?ﬁmposed Amendments to the Regulations

be discussed at the public hearing scheffgeg gy impose a collection of informa- Accordingly, 26 CFR part 1 is pro-
uled for June 24, 1998, at 10 am., Mug{yn on small entities, the Regulatoryposed to be amended as follows:

be received by June 3, 1998. Flexibility Act (5 U.S.C. chapter 6) does

ADDRESSES: Send submissions tofOt apply. Pursuant to section 7805(f) of ART 1—INCOME TAXES

CC:DOM:CORP:R (REG_102144_98)’the Internal Rever?ue C.ode, this nptlce of Paragraph 1. The authority citation for
room 5226, Internal Revenue ServiceProposed rulemaking will be submitted 9,5+ 1 j5 amended by adding the following
POB 7604, Ben Franklin Station, Wash{h€ Chief Counsel for Advocacy of thegiias to the table in numerical order to
ington, DC 20044. Submissions may pemall Business Administration for COM-rod as follows:

hand delivered between the hours of B1€nton its impact on small business. A thority: 26 U.S.C. 7805 * * *
a.m. and 5 p.m. to: CC:DOM:CORP:R~q - ments and Public Hearing Section 1.925(a)-1 is also issued under
(REG-102144-98), Courier’s Desk, Inter- 26 U.S.C. 925(b)(1) and (2) and

nal Revenue Service, 1111 Constitution Before these proposed regulations ar@27(d)(2)(B).

Avenue, NW, Washington, DC. Alterna-adopted as final regulations, considera- Section 1.925(b)-1 is also issued under
tively, taxpayers may submit commentsion will be given to any written com-26 U.S.C. 925(b)(1) and (2) and
electronically via the Internet by selectingnents (preferably a signed original an®27(d)(2)(B). * * *

the “Tax Regs” option on the IRS Homeeight (8) copies) that are submitted timely Par. 2. Section 1.925(a)-1 is added as
Page, or by submitting comments directlyo the IRS. All comments will be avail- follows:

to the IRS Internet site at http://www.irs.able for public inspection and copying. [The text of proposed §1.925(a)-1 con-
ustreas.gov/prod/tax_regs/comments.html. A public hearing has been scheduledisting of paragraphs (c)(8)(i) and (e)(4) is
The public hearing will be held in Roomfor June 24, 1998, at 10 a.m., in roonthe same as the text of §1.925(a)— 1T(c)-
2615, Internal Revenue Service, 1112615, Internal Revenue Building, 1111(8)(i) and (e)(4) as amended in T.D. 8764.]
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Par. 3. Section 1.925(b)-1 is added a®om 5226, Internal Revenue Servicethe information to be collected may be en-
follows: POB 7604, Ben Franklin Station, Washhanced;

[The text of proposed §1.925(b)-1 conington, DC 20044. Submissions may be How the burden of complying with the
sisting of paragraph (b)(3)(i) is the saméand delivered between the hours of Broposed collection of information may
as the text of §1.925(b)-1T(b)(3)(i) asa.m. and 5 p.m. to: CC:DOM:CORP:Rbe minimized, including through the ap-

amended in T.D. 8764.] (REG-209322-82), Courier's Desk, Inplication of automated collection tech-
Par. 4. Section 1.927(e)-1 is amendeegrnal Revenue Service, 1111 Constitutioniques or other forms of information tech-
as follows: Avenue NW, Washington, DC. Alterna-nology; and

[The text of proposed §1.927(e)-1 idively, taxpayers may submit comments Estimates of the capital or start-up
the same as the text of §1.927(e)-1T pulelectronically via the Internet by selectingosts and costs of operation, maintenance,
lished in T.D. 8764.] the “Tax Regs” option of the IRS Homeand purchase of services to provide infor-

Page, or by submitting comments directlynation.
Michael P. Dolan, to the IRS Internet site at: http://www.irs. The collection of information in this
Deputy Commissioner of ystreas.gov/prod/tax_regs/comments.htmproposed regulation is in §1.6031(a)-1.
Internal Revenue. The public hearing will be held in the IRSThis information is required to enable the
(Filed by the Office of the Federal Register onAUditoriu.mf . Corrido.r, “f]temal Rev-IRS to Verify that a taxpayer is reporting
March 2, 1998, 8:45 a.m., and published in the issf@NU€ Building,1111 Constitution Avenue the correct amount of income or gain or
of the Federal Register for March 3, 1998, 63 F.RNW, Washington, DC. claiming the correct amount of losses, de-
10351) ductions, or credits from that taxpayer’s
interest in the partnership. The collection
of information is mandatory. The likely

FOR FURTHER INFORMATION CON-
TACT: Concerning the regulations, Martin
Notice of Proposed Rulemaking  Schaffer or Christopher Kelley, 2@22- respondents are businesses and other for-
and Notice of Public Hearing 3080; concern'ing foreign partnershipsprofit institutions.
R . Ronald Gootzeit, 202-622-3860; concern=" o 4o is reflected in the burden of
eturn of Partnership Income ing submissions and the hearing, Michagl "/~

Slaughter, 202-622-7190 (not toll-free )

REG-209322-82 numbers).

An agency may not conduct or sponsor,
and a person is not required to respond to,
AGENCY: Internal Revenue Servicegpp. EMENTARY INFORMATION: a collection of information unless it dis-
(IRS), Treasury. _ plays a valid control number assigned by
ACTION: Withdrawal of notice of pro- Paperwork Reduction Act the Office of Management_ and Budget.
posed rulemaking; notice of proposed The collection of information con- Books or records relating to a collec-

rulemaking and notice of public hearing. tained in this notice of proposed rulemakt-Ion of information must be retained as

ing has been submitted to the Office OPng as their cc_)n_tents_ may beco”_‘e mater-
SUMMARY: This document withdraws Management and Budget for review in a ial in the administration of any internal

C_
the notice of proposed rulemaking re|atf:ordance with the Paperwork Reductioh®VENue law. Generally, tax returns and
ing to partnership returns. The proposed . of 1995 (44 U.S.C. 3507(d)). Com-{@x return information are confidential, as

regulations were published in thederal 045 on the collection of information€duired by 26 U.S.C. 6103.

Registeron January 23, 1986 [LR—gh4iq pe sent to thBffice of Manage- Background

198-82, 1986-1 C.B. 778]. These regulgnent and BudgetAttn: Desk Officer for

tions revise the partnership filing requireipe Department of the Treasury, Office of This document contains proposed
ment to reflect changes to the law madﬁformation and Regulatory Affairs, amendments to the Income Tax Regula-
by the Taxpayer Relief Act of 1997\y55hington, DC 20503, with copies tdions (26 CFR Part 1) under sections 6031
(TRA). Al partnerships required 1o file i |ntarnal Revenue ServiceAttn: IRS  and 6063 of the Internal Revenue Code of
pgrtnersmp returns, including certain forReports Clearance Officer, T:FP, Wash1986 (Code). These amendments are de-
eign partnerships, are affected by thesggion pC 20224. Comments on the colsigned, in part, to reflect changes made to
regulations. This document also containg (ion of information must be receivedsection 6031 by section 1141 of TRA,
a notice of a public hearing on the propy \arch 27, 1998. Comments aréublic Law 105-34, 111 Stat. 788 (1997).
posed regulations. specifically requested on: Section 6031 contains rules regarding the
DATES: Written comments must be re- Whe_the_r the proposed collection of infiling of returns of partnership income
ceived by April 27, 1998. Requests tJormation is necessary for the proper pef(partnership returns).

speak and outlines of oral comments to ggrmance of thg fgnctlons of theternal . On J_anuary 23, 1986., the IRS pub-
discussed at the public hearing scheduld&evenue Servicejncluding whether the lished in theFederal Register(51 F.R.

for May 19, 1998, at 10 a.m., must be rei_m‘ormation will have practical utility; 3075) proposed regulations under section

ceived by April 28, 1998. The accuracy of the estimated burdef031 of the Internal Revenue Code (exist-
associated with the proposed collection dhg proposed regulations). Section

ADDRESSES: Send submissions toinformation (see below); 1.6031-1 of the existing proposed regula-

CC:DOM:CORP:R (REG-209322-82), How the quality, utility, and clarity of tions provides rules that, if finalized,
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would implement the partnership filingally must file a partnership return only ifquired to file a partnership return under
requirements of section 404 of the Tax has either United States source incomsection 6031 but fails to do so, the period
Equity and Fiscal Responsibility Act ofor income effectively connected (orof limitations on assessment of tax attrib-
1982 (TEFRA), Public Law 97-248, 96treated as effectively connected) with thatable to items of that partnership remains
Stat. 669 (1982). Because section 1141 obnduct of a trade or business within thepen indefinitely under section 6229(a).
TRA supersedes the partnership filing reUnited States. However, under the profhe failure of a partnership to file a return
quirements of section 404 of TEFRA, theposed regulations, a foreign partnershipequired by section 6031 might also result
IRS and Treasury consider it appropriatthat has no gross income that is effedn disallowance under section 6231(f) of
to reissue proposed regulations reflectingvely connected with the conduct of athe deductions, losses, and credits flowing
recent changes to the law, while givindrade or business within the United Stateshrough to the partners and could subject
taxpayers another opportunity to comand that would be required to file a partthe partnership to penalties under section
ment. Accordingly, this document with-nership return only because it has gro€698 and/or section 7203.
draws §1.6031-1 of the existing proposethcome derived from sources within the : .
regulations published in tHéederal Reg- United States, will be exempt from the relnformation To Be Furnished to Partners
ister on January 23, 1986 (51 F.R. 3075)quirement to file a partnership return if (i) | jnger section 6031(b), every partner-
A partnership that has followed the rule$i0 United States person has a direct or Ig‘h|p that is required by section 6031(a) to
contained in §1.6031-1 of the existinglirect interest in the partnership; (ii) th&jie 5 partnership return must furnish in-
final regulations for all taxable years prioigross income derived from sources withifymation to its partners as required by
to the taxable year for which these newhe United States is either fixed or detelzoqjations. The rules governing partner-
regulations will become effective will be minable annual or periOdical income de'sh|p statements to partners and nominees
treated as fully complying with the part-scribed in §1.1441-2(b) or other amountgye jn §1.6031(b)-1T.
nership filing requirements with respecsubject to withholding described in
to such taxable years. 81.1441-2(c); (iii) Forms 1042 and 1042-Partnership Elections

Section 6063 provides that a partnerS are filed with respect to all such gross . hi otherwi
ship return shall be signed by any one dhcome in accordance with §1-1461—1(b2 Aforeign partnership otherwise exempt
the partners. The proposed regulatior@nd (c); and (iv) the tax liability of the ™0™ the filing requirement that wants to
clarify who must sign a partnership returpartners with respect to such gross inconf@iake a partnership-level election under
filed solely for the purpose of making cerhas been fully satisfied by the withholding>ection 703(b) must file a partnership re-

tain partnership-level elections. of tax at the source, if applicable, undefn for the year of the election. The pro-

chapter 3. The foreign partnership’é’osed regulations provide rules similar to
Explanation of Provisions obligation to file Forms 1042 and 1042-gh0se contained in §1.7701-3(c)(2) of the

is generally eliminated by the regulation€ntity classification regulations with re-

under section 1461 published in thed- spect to who has the authority to file such
Section 6031(a) requires every partneeral Registeron October 14, 1997 (62 returns. Generally, the return must be

ship to file a partnership return. New secE-R. 53387) if those returns are filed bylgned by all partners or by an authorized

tion 6031(e), as added by section 1141 @he withholding agent (or agents) makmé)artner.
TRA, exempts certain foreign partnerihe payments of United States source ifpygnosed Effective Dates

ships from the filing requirement of seccome to the partnership and the partners’
tion 6031(a). Section 6031(e) providedaX liability with respect to United States These regulations are proposed to be

that a foreign partnership is not require§ource income has been fully satisfied bgipplicable to partnership tax years ending
to file a return for a tax year unless duringVithholding.  See §1.1461-1(b)(2) ancbn or after the 90th day after final regula-
that year it derives gross income fron¢)(4). The IRS and Treasury invite comtions on this subject are published in the
sources within the United States or ha@ents addressing other ways to reduce dbederal Register. However, the excep-
gross income that is effectively connecteglicative information filing. tions for certain foreign partnerships con-
with the conduct of a trade or business Any domestic or foreign partnership thatained in §1.6031(a)-1(b)(2) will not be
within the United States. Further excep€lects to be excluded from subchapter K afpplicable to any partnership taxable
tions to the filing requirement for foreigncwlaptert)l of thg Céjodef_tlmder sectionh761(a)ears beginning before January 1, 1999.
i i ill not be required to file a partnership re- ,
Eg;t;ershlps may be provided by regula}tAllJrn, except that where a partnershipPecial Analyses
The proposed regulations separatelfp@kes an election under 81.761-2(b)(2)(I), |t has been determined that this notice
describe the filing requirements for do{he partnership must timely file a partneryt nronosed rulemaking is not a signifi-
mestic and foreign partnerships. In accogiP return that contains the information,gn; regulatory action as defined in EO
dance with section 6031(a), the propose@auired by 81.761-2(b)(2)(}) for the tax-1 2866, Therefore, a regulatory assess-
regulations provide that, except in certaiP!e year for which the election is made. mean s not required. It also has been de-
limited ci_rcumsta_nces, every d_omestiq:a”ure to Meet Filing Requirement termined _that section 553(b) of the Ad-
partnership must file a partnership return. ministrative Procedure Act (5 U.S.C.
Under section 6031 and the proposed If a partnership that is not a small partehapter 5) does not apply to these pro-
regulations, a foreign partnership genemership under section 6231(a)(1)(B) is reposed regulations. It is hereby certified
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that the collection of information con-an outline of the topics to be discussedhip must file a return of partnership in-
tained in these proposed regulations withnd the time to be devoted to each topiwome under section 6031 (partnership re-
not have a significant economic impact oifsigned original and eight (8) copies) byurn) for each taxable year on the form
a substantial number of small entitiesApril 28, 1998. prescribed for the partnership return. The
This certification is based on the fact that A period of 10 minutes will be allotted partnership return must be filed for the
the regulations would reduce (rather thato each person for making comments. taxable year of the partnership regardless
increase) the number of small entities that An agenda showing the scheduling oéf the taxable years of the partners. For
are required to file a partnership returnthe speakers will be prepared after thtaxable years of a partnership and of a
Specifically, the proposed regulationsieadline for receiving outlines haspartner, see section 706 and §1.706-1.
would eliminate the filing requirementspassed. Copies of the agenda will bEor the rules governing partnership state-
for certain foreign partnerships that arevailable free of charge at the hearing. ments to partners and nominees, see
fully subject to withholding in order to ) ) §1.6031(b)-1T.

prevent duplicative filing requirements.Prafting Information (2) Content of return.The partnership

In addition to eliminating the filing re- The principal authors of these regula[eturn must contain the information re-
quirements in these circumstances, fOtlrons are Martin Schéffer and ChristophegUired by the prescribed form and the ac-
ease of reference the proposed regulatioRse”ey Office of Assistant Chief Counselcompanying instructions.

update and restate the general requirj- ass:[hrou hs and Special Industries) (3) Special rule.A partnership that has
ments to file a partnership return as s F 9 P 2\

; -~ : and Ronald Gootzeit, Office of the Asso-'© N¢OME, deductions, or credits for fed-
forth in existing regulations. Because the. eral income tax purposes for a taxable

roposed reaulations would not im OSmate Chief Counsel (International). X ¢ ired 1o fil ; hi
gnypnew rep?)rting requirements thari ar%owever, other personnel from the IR?[:eetirrr:Sfor:c;h;f?/:g? o e 7 PATnErsap
. - . and Treasury Department participated i _ :
not imposed by the existing regulations y Dep P P (4) Failure to file. For the conse-
guences of a failure to comply with the re-

and the only significant modification offheIr development.

the existing regulations is to eliminate the x  x  * %+ % quirements of section 6031(a) and this
filing requirement for certain foreign part- paragraph (a), see sections 6229(a),
nerships, the regulations will not have avithdrawal of Proposed Amendments to 6231(f), 6698, and 7203.

significant economic impact on a substarnthe Regulations (b) Foreign partnerships-(1) Return
tial number of small entities. Accord- required. A foreign partnership must file

ingly, a Regulatory Flexibility Analysis _Accordingly, under the authority of 26 , partnership return for a partnership tax-
under the Regulatory Flexibility Act (5 Y-S-C. 7805, the notice of proposed rulezp o vear only if it has gross income de-
U.S.C. chapter 6) is not required. Purtaking that was published in thederal 04" from sources within the United
suant to section 7805(f) of the Code, thed@egister on January 23, 1986 (51 F.R.gatas or it has gross income that is (or is
proposed regulations will be submitted t3075) is withdrawn. treated as) effectively connected with the
the Chief Counsel for Advocacy of theProposed Amendments to the Regulatioff@nduct of a trade or business within the
Small Business Administration for com- United States for the taxable year. Cer-
ment on their impact on small business.  Accordingly, 26 CFR part 1 is pro-tain exceptions to this requirement are
posed to be amended as follows: provided in paragraphs (b)(2) and (c) of
this section. A foreign partnership that is
Before these proposed regulations ard \RT 1—INCOME TAXES required to file a partnership return must
adopted as final regulations, considera- paragraph 1. The authority citation foffil® the partnership return in accordance
tion will be given to any written com- part 1 is amended by adding an entry iWIth the rules provided for domestic part-

Comments and Public Hearing

ments (preferably a signed original angyumerical order to read as follows: nerships in paragraph (@) of this section.
eight (8) copies) that are submitted timely Authority: 26 U.S.C. 7805. * * * (2) Exception to partnership return re-
to the IRS. All comments will be avail-  Section 1.6031(a)-1 also issued undé&uirement for certain foreign partner-
able for public inspection and copying. 26 U.S.C. 6031, * * * ships investing in the United States.

A public hearing has been scheduled foreign partnership that has no gross in-
for Tuesday, May 19, 1998, at 10 a.m., i81.6031-1 [Removed] come that is effectively connected with
the IRS Auditorium, 7400 Corridor, Inter- the conduct of a trade or business within

nal Revenue Building, 1111 Constitution © & 1& Section 1.6031-1 is removedye ynjted States, and that would be re-
Avenue NW, Washington, DC. Because & 2: Sec“‘_’” 1.6031(a)-1 is added {Q,ireq to file a partnership return only be-
of access restrictions, visitors will not bd €ad as follows: cause it has gross income derived from
admitted beyond the building lobby Moreg1 6031(a)-1 Return of partnership sources within the United States, is not re-

than 15 minutes before the hearing start§pcome. quired to file a partnership return under
The rules of 26 CFR 601.601(a)(3) section 6031 if—
apply to the hearing. (a) Domestic partnerships(1) Return (i) No United States person has a direct

Persons that wish to present oral conrequired. Except as provided in para-or indirect interest in the partnership;
ments at the hearing must submit writtegraphs (a)(3) and (c) of this section, every (ii)) The gross income derived from
comments by April 27, 1998, and submitiomestic organization that is a partnersources within the United States is either
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fixed or determinable annual or periodicatespect to the partnership under sectioships. The return of a domestic partner-
income described in §1.1441-2(b) 06038. ship that is required to file under para-
other amounts subject to withholding de- (4) Exclusion for certain organizations. graph (a) of this section must be filed with
scribed in §1.1441-2(c); The return requirement of section 6031he service center for the internal revenue

(i) Forms 1042 and 1042-S are filedand this section does not apply to the Indistrict in which the partnership has its
with respect to all such gross income iternational Telecommunications Satellitgorincipal office or principal place of busi-
accordance with §1.1461-1(b) and (c). I@rganization, the International Maritimeness in the United States.
order to satisfy this requirement, Form$atellite Organization, or any organiza- (ii) Foreign partnerships with United
1042 and 1042-S must be filed by th&on that is a successor of either. States business or incom&he return of
partnership unless the partnership is not (c) Partnerships excluded from the ap-a foreign partnership that is required to
required to file such returns undeplication of subchapter &-(1) Wholly ex- file under paragraph (b)(1) of this section
§1.1461-1(b)(2) and (c)(4), in whichcluded—(i) Year of election.An eligible must be filed—
case, Forms 1042 and 1042-S must tpartnership as described in §1.761-2(a) (A) With the service center for the inter-
filed by another withholding agent (orthat elects to be excluded from all the proaal revenue district in which the partner-
agents); and visions of subchapter K of chapter 1 of thehip has its principal office or principal

(iv) The tax liability of the partners Internal Revenue Code in the manneplace of business in the United States; or
with respect to such gross income haspecified by §1.761-2(b)(2)(i) must (B) With the Internal Revenue Service
been fully satisfied by the withholding oftimely file the form prescribed for the Center, Philadelphia, PA 19255-0011 if
tax at the source, if applicable, undepartnership return for the taxable year fothe partnership has no office or place of
chapter 3 of the Internal Revenue Code. which the election is made. In lieu of thdusiness in the United States.

(3) Partnership information or returns information otherwise required, the return (iii) Foreign partnerships without
required of partners who are Unitedmust contain or be accompanied by the ifJnited States business or inconiéne re-
States persons-(i) In general. If a formation required by §1.761-2(b)(2)(i). turn of a foreign partnership filed under
United States person is a partner in a part- (i) Subsequent year€Except as other- paragraph (b)(3)(ii) of this section (re-
nership that is not required to file a partwise provided in paragraph (c)(1)(i) ofgarding partnerships for which an election
nership return, the district director or dithis section, an eligible partnership tha@nder section 703 is made) must be filed
rector of the service center may requirelects to be wholly excluded from the apwith the Internal Revenue Service Center,
that person to render the statements gfication of subchapter K is not required”hiladelphia, PA 19255-0011. A state-
provide the information necessary to verto file a partnership return. ment must be attached to the partnership
ify the accuracy of the reporting by that (2) Deemed excludedn eligible part- return indicating that the return is being
person of any items of partnership innership that is deemed to have elected efiled pursuant to paragraph (b)(3)(ii) of
come, gain, loss, deduction, or credit.  clusion from the application of subchaptethis section solely to make one or more

(i) Certain partnership electionsFor K beginning with its first taxable year, aselections under section 703.

a partnership that is not otherwise respecified in §1.761-2(b)(2)(ii), is not re- (2) Time for filing. The return of a part-
quired to file a partnership return, if anquired to file a partnership return. nership must be filed on or before the fif-
election that can only be made by the (d) Definitions—(1) Partnership. For teenth day of the fourth month following
partnership under section 703 (affectinghe meaning of the tenpartnership,see the close of the taxable year of the part-
the computation of taxable income de§1.761-1(a). nership.

rived from a partnership) is to be made by (2) United States personin applying  (3) Magnetic media filing. For mag-

or for the partnership, a return on the forrthis sectionUnited States persameans a Netic media filing requirements with re-
prescribed for the partnership return musterson described in section 7701(a)(30fP€ct to partnerships, see section
be filed for the partnership. The returrthe government of the United States, §011(e)(2) and the regulations thereunder.
must be signed by— State, or the District of Columbia (includ- () Effective date.This section applies

(A) Each partner that is a partner in théng an agency or instrumentality thereof)i0 taxable years of a partnership ending
partnership at the time the election i®r a corporation created or organized RN Or after the 90th day after the date final
made; or Guam, the Commonwealth of Norther€gulations on this subject are published

(B) Any partner of the partnership whoMariana Islands, the U.S. Virgin Islandsin the Federal Register. However, in no
is authorized (under local law or the partand American Samoa, if the requirement@vent will paragraph (b)(2) of this section
nership’s organizational documents) tof sections 881(b)(1)(A), (B), and (C) are?PPly to taxable years of a partnership
make the election and who represents taet for such corporation. The term doef1at begin before January 1, 1999.
having such authorization under penaltiesot include an alien individual who is a Par- 3. Section 1.6063-1 is amended
of perjury. resident of Puerto Rico, Guam, thdy adding paragraph (c) to read as fol-

(iii) Controlled foreign partnerships. Commonwealth of Northern MarianalOWs:

Certain U_nited Sta_ltes persons \{vho arlsslan_ds, the U.S. Virgin Isl_ands, Org1.6063-1 Signing of returns,

partners ina foreign pa_rtnershlp c_onAmerlcan Samoa, as (_jetermmed ””desrtatements, and other documents made by
trolled (within the meaning of section8301.7701(b)-1(d) of this chapter.
6038(e)(1)) by United States persons may (e) Procedural requirements-(1)
be required to provide information withPlace for filing—(i) Domestic partner- *ok ok ox ok
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(c) Certain partnership electiors(1) provisions of this announcement. In genForm W-9. The instructions and the lan-
In general. For rules regarding the au-eral, the electronic system must meet thguage of the perjury statement must im-
thority of a partner to sign a partnershipequirements described in paragraphs (Inediately follow the payee’s certifying
return filed solely for the purpose of mak{2), (4), and (5) below. Further, if an elecstatements and immediately precede the
ing certain partnership-level elections, seonic Form W-9S is used to certify thaklectronic signature.
81.6031(a)—1(b)(3)(ii). the borrower will use the loan proceeds to (4) Copies of electronic Forms W-9 or

(2) Effective date.The provisions of pay for qualified higher education ex-W-9S.Upon request by the Internal Rev-
paragraph (c) of this section apply for taxpenses, the lending institution’s electronienue Service, the payer or educational or
able years of a partnership ending on @ystem must also meet the requirementsnding institution must supply a hard
after the 90th day after the date final regudescribed in paragraph (3)(A) below. copy of the electronic Form W-9 or
lations on this subject are published in the W-9S and a statement that, to the best of
Federal Register Requirements the payer’s or educational or lending in-
Michael P. Dolan. (1) In general. The electronic system St't““\%"sg kno"v‘cegge' the eblec_:t'ir%ni)c
Deputy Commissioner ogmust ensure that the information re.cen{etﬁhorm _d or W= t v;astsu ”E)' ead by

nternal Revenue. Y the payer or educational or lending in> € named payee, student, or borrower.
" stitution is the information sent by the! N€ hard copy of the electronic Form

(Filed by the Office of the Federal Register orpayee, student, or borrower. The systeM{—9 or W-9S must provide exactly the
January 23, 1998, 8:45 am., and published in theyust document all occasions of user ag@Me information as, but need not be a
issue of the Federal Register for January 26, 1998ess that result in the submission. In aé_acsmlle of, the paper Form W-9 or

63 F.R. 3677
) dition, the design and operation of theV-9S.

electronic system, including access proce- (5) Effective date.This announcement

. . . dures, must make it reasonably certaifiPPlies to Forms W-9 and W-9S submit-
The IRS Will Permit Electroni ' ;
€ IRS € ectronic that the person accessing the system afffl €lectronically by payees, students, or

Submission of Forms W-9 submitting the Form W-9 or W-9S is the?0rrowers on or after April 13, 1998.

and W-9S person identified in the form. For further information regarding this
(2) Same information as paper Form@nnouncement, contact Donna Welch of

W=9 or W—9SThe electronic submission the Office of the Assistant Chief Counsel

Form W-9 must provide the payer or educational ofin"come Tax and Accounting) at (202)
lending institution with exactly the same822-4910 (not a toll-free call).

The Internal Revenue Service Willintormation as the paper Form W—=9 or
allow payers to establish a system to elegy_gg

tronically receive Forms W-9, Request (3) Signature requirements and perjuryFoundations Status of Certain
for Taxpayer Identification Number andgiatement. The electronic submissionOrganizations
Certification. In general, the electronic st pe signed with an electronic signa-
system must meet the requirements de; o by the payee whose name is on tH%nnouncement 98-28
scribed in paragraphs (1) through (Skqrm \W_g or by the borrower whose The following organizations have
below. However, for Forms W-9 that arg yme s on the Form W—-9S. failed to establish or have been unable to
not required to be signed, the electronic Ay Ejectronic signature. The elec- maintain their status as public charities or
system need not meet the requiremen(s,ic signature must identify the payee oas operating foundations. Accordingly,
described in paragraph (3). The IRS will,rqwer submitting the electronic formgrantors and contributors may not, after
revise the “Instructions for the Requestegny myst authenticate and verify the sulihis date, rely on previous rulings or des-
of Form W-9" to reflect the provisions of ission. For this purpose, the terms “atignations in the Cumulative List of Orga-
this announcement. thenticate” and “verify” have the samenizations (Publication 78), or on the pre-
For purposes of this announcemeniyganings as they do when applied to sumption arising from the filing of notices
“payer” refers to a person required 1o fil§y itten signature on a paper Form W—9 ounder section 508(b) of the Code. This
an information return. “Payee” refers ty_gs. An electronic signature can be ifisting doesnotindicate that the organiza-
the person required to submit Form W-9 ¢ torm that satisfies the foregoing retions have lost their status as organiza-
to the payer. quirements. The electronic signaturdions described in section 501(c)(3), eligi-
Form W—9S must be the final entry in the submissionble to receive deductible contributions.
(B) Perjury statement.The elec-  Former Public CharitiesThe following
The Internal Revenue Service will alsdronic signature on Form W-9 must berganizations (which have been treated as
allow educational and lending institutionsunder penalties of perjury. The perjuryorganizations that are not private founda-
to establish a system for students and baogtatement must contain the language thtibns described in section 509(a) of the
rowers to electronically submit Formappears on the paper Form W-9. Th€ode) are now classified as private foun-
W-9S, Request for Student’s or Borelectronic system must inform the payedations:
rower’s Social Security Number and Certhat he or she makes the declaration coAdams House, San Rafael, CA
tification. The IRS will revise the instruc-tained in the perjury statement and thahdelaide Hollander Scholarship
tions for Form W-9S to reflect thethe declaration is made by signing the Foundation, Inc., Pomona, NJ

Announcement 98-27
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Alliance for a SAFER Greater Detroit,
Detroit, Ml

Educate America First Foundation,
Littleton, CO

American Homeowners Resource CentefEducation and Auditory Resource

San Juan Capistrano, CA

Services, Jackson, MS

Foundation for Nager and Miller
Syndromes, Glenview, IL

Foundation for Northern Thailand
Scholarship, Humble, TX

Bradley Creek Extension Homemakers Education First Foundation Inc., Palm  Fund 2000, Gastonia, NC

Club, Wilmington, NC

Central Pittsburgh Amateur Hockey
Assaociation, Pittsburgh, PA

Chautauqua Group, Boulder, CO

Chemical People of Charles County Inc.,
LaPlata, MD

Cheniere Hurricane Centennial, Cut Off,
LA

Cherokee Chief Indian Ministry Inc., Hot
Springs, AR

Cherokee Strip Centennial Corporation,
Perry, OK

Chevra Kadisha of Houston Inc.,
Houston, TX

Chicago Black Horse Troop Association
Inc., Rockford, IL

Chicago Breakthrough Foundation,
Chicago, IL

Chicago Printing Ink Production Club,
Inc., Hickory Hills, IL

Chief Frank Fools Crow Memorial
Foundation and Humanitarian Fund,
Pine Ridge, SD

Community Chiropractic Health Clinics
of California, Inc., Oroville, CA

Delray Beach Community Development
Corporation, Delray Beach, FL

Delta Axis Inc., Memphis, TN

Delta Blues Educational Fund,
Clarksdale, MS

Deming Youth Center Incorporated,
Deming, NM

Dendron Volunteer Fire Dept Inc.,
Dendron, VA

Denim & Lace Inc., Lamar, CO

Denton Youth Football Association Inc.,
Denton, TX

District of Columbia Comprehensive
Aids Resources & Education,
Washington, DC

Divorce Center Inc., New Orleans, LA

Dixie Manor Resident Management,
Pinson, AL

DMC-Midwives Inc., Detroit, Ml

DMC-OBGYN Inc., Detroit, Ml

Economic Services Inc., Madison, FL

Ecorse Resident Council, Ecorse, Ml

Ed U Care Child Development Center
Inc., Kansas City, MO

Edu-Quest Education Foundation Inc.,
Virginia Beach, VA

Educaring Inc., Tucson, AZ

1998-15 |.R.B.

Beach Gardens, FL

Edwards County Heathcare Foundation,

Kinsley, KS

Egg Harbor Township Community
Playground, Pleasantville, NJ

El Paso Metro Police Activities League
Inc., El Paso, TX

El Paso Music Teachers Association, El

Paso, TX

Emporia Basketball Club Inc., Emporia,
KS

Engine House No. 5 Foundation,
Allendale, MI

Gordon Junior Sandhills Wrestling
Association, Gordon, NE

Goshen Community Theatre Inc.,
Goshen, IN

Gospel Light Ministries Inc., Madison,
TN

Gospel Music Workshop of America New
Orleans Chapter, New Orleans, LA

Gospel Singers Inc., Dallas, TX

Governors Commission on Educational
Choice, Akron, OH

Grace Emory Foundation Inc., Doraville,
GA

Environmental Concerns Inc., Lafayette, Grace House Deborah M. Barker,

LA
Envision Inc., New Orleans, LA
Extended Health Care Services Inc.,
Montclair, NJ

Marion, IN

Grace Ministries International, Rochester,
MN

Grace Pavilion Foundation, Northbrook,

Fayette County Crisis Pregnancy Chapter L

Inc., Fayetteville, GA

Grove Outreach Inc., Coconut Grove, FL

Federation for Civic Action Incorporated, Guardian Ad Litem Advisory Board of

Milwaukee, WI

Feener Family Ministries, Olive Branch,

MS

Charlotte County Inc., Punta Gorda, FL
Gwinnett County Childrens Association,
Inc., Lawrenceville, GA

Fellowship Christian Center, Omaha, NEHabersham County Council on Child

Fellowship Foundation, New Orleans,
LA

Financial Responsibility Advocacy
Project, Washington, DC

Fire Instructors Association of North
Texas Inc., Bedford, TX

Fire Museum of Texas Association Inc.,
Beaumont, TX

First Christian Church Early Childhood
Development Center, Beckley, WV

First Coast Chapter of Tuskegee Airmen

Inc., Jacksonville, FL
First Impressions, Cleveland, TN

Abuse Inc., Clarkesville, GA

Habilitation Concepts Inc., Fort Worth,
TX

Haitian Relie’ AD | G Inc., Boynton
Beach, FL

Hamblen Adults Working for Kids Inc.,
Morristown, TN

Hamblen County Recreational Flag
Football Association, Russellville, TN

Hamblen Museum of Glass and Antiques,
Lebanon, TN

Hamilton Housing Development
Corporation, Cincinnati, OH

First Trees for the World Foundation Inc.,Hampton Apple Tree Club House Inc.,

Washington, DC
Fisher Community Foundation for
Educational, Champaign, IL

Foster Children of Johnson County Inc.,

Leawood, KS

Foundation for Abused and Neglected
Children, Dallas, TX

Foundation for Advanced Studies Inc.,
Coralville, 1A

Foundation for Allied Conservative
Therapies Research, Lawrence, KS

Foundation for Homecare Inc.,
Wilmington, NC

31

Hampton, VA

Hancock County Food Pantry Inc., Bay
St. Louis, MS

Handicapped Transportation Inc.,
Oklahoma City, OK

Handicapped Veterans Society Inc.,
North Miami Beach, FL

Hands for Humanity Inc., Frenchburg,
KY

Hands Healing Hearts, Miami, FL

Hands on Battle Creek Museum, Battle
Creek, Ml

Hannahs House Inc., Louisville, KY
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Hanner Summer Camp Inc.,
Chattanooga, TN
Happy Birthday Jesus Foundation,

Lawndale Apartments Inc. Non Profit

Lawrence County Minority Economic

Bellbrook, OH Trade and Development Association,
Happy Christian Homes Inc., Tempe, Ironton, OH
AZ Lawrence-Douglas County Coalition for

Harborside Performers Inc., Punta Gorda, the Homeless Inc., Lawrence, KS

FL Lawton Education Foundation Inc.,
Harc IV Housing Inc., Birmingham, AL Mattawan, Ml

Hardcore Evangelistic Ministries Inc., Laynor Foundation, Scottsdale, AZ

Dallas, TX Leann J Hauptman Foundation Inc.,
Harrah Senior Housing Corporation Il, Bethesda, MD

Harrah, OK Learning Disabilities Association of
Harris County Friends of the Library, McLennan County, Waco, TX

Katy, TX Learning for Everyone Inc., Americus,

Harrison County Conservation Society
Inc., Marshall, TX

Harvard Club of San Antonio, San
Antonio, TX

Harvest Hands, Grand Blanc, Ml

Harvest Homes Inc., Kokomo, IN

Harvey Oilers Booster Club Inc., Harvey,
LA

Help Inc., Baltimore, MD

GA

MO
Ledbetter Community Development
Corporation, Dallas, TX
L W G Family Ministries Inc., Many, LA
L Y Dean lll Foundation Inc., Eufaula, AL
L Y O A Cancer Support Group,

. Houston, TX
H 1M Incorporated, Raleigh, NC M A D Dads of Martin County Inc.,
H O M E, Washington, DC Stuart. FL

H O P ECenter Inc., Abilene, KS

House of Prayer Ministries, Efland, NC

House of Prayer Ministry Inc., Gonzalez,
LA

House of Ruth Inc., Louisville, KY

Institute for Biodynamic Shelter, Inc.,
Waldoboro, ME

Institute for International Initiatives Inc.,

Mac House Inc., Houston, TX

MacGregor Area Community
Development Corporation, Houston,
X

Macon County Role Model Association,
Tuskegee, AL

Madison Brown Scholarship Fund Inc.,
Gibsonville, NC

Austin, TX Madi C ity Housi
J & M Therapeutic Foster Group Home, ? ISon otm(;nuLnl 3& ougllqg
Houston, TX ncorporated, London,

J and M Moore Foundation, Duluth, MN Madisqn Curling Foundation Inc.,
J C Bubb Rudd Foundation Inc., Mz_idlson, Wi .
Beaumont, TX Madisonville Hopkins County Labor-

Jacksonville Area Caring for Kids Inc., Management Committee, Inc.,
Jacksonville, FL Madisonville, KY

Jesus Christ Evangelistic Ministries, Magalit, Bedford, TX o
Delaware, OH Magdalena Youth Athletics Association,

Kairos Center for Spiritual Renewal Inc., Magdalena, NM o
Mason, TX Maggie Valley Police Association,

Kakapo Rescue, Salt Lake City, UT Maggie Valley, NC .

Kalamazoo Alternative Housing Inc., Main Street Clarksville Inc., Clarksville,
Kalamazoo, Ml ™

Korean American Heritage Foundation, Main Street Ozark Inc., Ozark, AR
Inc., San Francisco, CA Make It Live Productions, Chicago, IL

LA Federation of Families, Covington’ Malinis Dances of India, Ann Arbor, Ml

LA Mallard Bryant Smith Inc., Alliance, OH
La Maison De Beaux Arts Co., New Man-Environment Relations Research,
Orleans, LA Chesapeake Beach, MD

Laurinburg Homework Center Inc.,

Laurinburg, NC Coalition, Mancelona, Ml
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Housing Corporation, Mt. Pleasant, Ml

Mandalay Community Center Inc.,
Westminster, CO

Mandt Community Center Inc.,
Stoughton, WI

Manhattan Marlins Inc., Manhattan, KS

Marathon County Crime Stoppers,
Weston, WI

Marbled Ball Kids Inc., Houston, TX

Margil House of Studies, Houston, TX

Marin City Childrens Church, San
Francisco, CA

Marion County Alliance of
Neighborhood Associations, Inc.,
Indianapolis, IN

Marion County Community
Development Corporation, Ocala, FL

Lebanon Girls Softball League, LebanonMarion County Historical Society, Buena

Vista, GA

Mark Wanker Ministries Inc., Jackson,
MS

Marquette Fine Arts Council Inc.,
Marquette, KS

Marriage Impact Ministries Inc., Phoenix,
AZ

Mars Mission International, Houston,
X

Martha Mary House for Women &
Children, Berryville, AR

Meadows Healthcare Resources, Inc.,
Vidalia, GA

Mid-South Transportation Management,
Memphis, TN

Middle East Medievalists, Northbrooke,
IL

Middletown Athletic Association,
Levittown, PA

Midland Area Aids Support Inc.,
Midland, TX

Midwest Center for Arts, Minneapolis,
MN

Midwest Civic Council, Detroit, Ml

Midwest Regional Space Center, Cedar
Rapids, 1A

Midwest YMCA of America, Chicago, IL

Militant Church of the Fields, Big Horn,
wy

National Association of Black
Communications Professionals,
Columbia, MD

National Association of Planning
Councils, Oklahoma City, OK

National Association of Resident
Management Corps, Washington, DC

National Association of Sportsman
Legislators, Knoxville, TN

Mancelona Area Resource ConservationNational Black Music Caucus,

Philadelphia, PA
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National Center for Mood Disorders,

Houston, TX

National Childrens Assistance
Association, Searcy, AR

National Church Residences of
Charleston, WV, Columbus, OH

National Coalition of 100 Black
Children, Inc., Jackson, MS

National Computer Society of the Deaf,

Woodridge, IL

The National Dorymens Association,
Mission Viejo, CA
Nazareth Communications, Inc.,

Greenville, SC

Nellys Puppet Theatre Company,

Lexington, KY

North Penn Improvement Association,

Hatfield, PA
Royalton, OH
1998-15 |.R.B.

North Woods Fishing Club, Mishawaka, Society for Cinephiles-Cinecon, Inc., Los

IN

Angeles, CA

Northeast Denver Learning and Resourc&outhern Burn Foundation, Inc., Augusta,

Center, Inc., Denver, CO
Northeast Neighborhood House Inc.,

Washington, DC

Northern Business Aids Project,

Woodstock, IL

Northern New Jersey Christian Life
Coalition, Inc., Wyckoff, NJ
Office of Croatian Affairs, South San

Francisco, CA

Resident Association Members, Johnson

City, TN

GA
Visual Pen Pals Inc., Atlanta, GA
Voices Past Inc., Tulsa, OK

If an organization listed above submits
information that warrants the renewal of its
classification as a public charity or as a pri-
vate operating foundation, the Internal
Revenue Service will issue a ruling or de-
termination letter with the revised classifi-
cation as to foundation status. Grantors and
contributors may thereafter rely upon such
ruling or determination letter as provided

San Diego Family Day Care Association,jn section 1.509(a)~7 of the Income Tax

Inc., Escondido, CA
Sash Inc., Glendale, MD
North Royalton Playground Fund, North Seagoville Area Soccer Association,

Seagoville, TX
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Regulations. It is not the practice of the
Service to announce such revised classifi-
cation of foundation status in the Internal
Revenue Bulletin.
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Definition of Terms

Revenue rulings and revenue procedurgdies to both A and B, the prior ruling isnew ruling does more than restate the
(hereinafter referred to as “rulings”) that modified because it corrects a publishedubstance of a prior ruling, a combination
have an effect on previous rulings use thgosition. (Compare wittamplifiedand of terms is used. For examplaodified
following defined terms to describe theclarified, above). and supersededlescribes a situation
effect: Obsoleteddescribes a previously pub-where the substance of a previously pub-
Amplified describes a situation wherelished ruling that is not considered detertished ruling is being changed in part and
no change is being made in a prior pubminative with respect to future transacis continued without change in part and it
lished position, but the prior position istions. This term is most commonly useds desired to restate the valid portion of
being extended to apply to a variation oin a ruling that lists previously publishedthe previously published ruling in a new
the fact situation set forth therein. Thustulings that are obsoleted because afiling that is self contained. In this case
if an earlier ruling held that a principlechanges in law or regulations. A rulingthe previously published ruling is first
applied to A, and the new ruling holdsmay also be obsoleted because the sutmodified and then, as modified, is super-
that the same principle also applies to Bstance has been included in regulatiorseded.
the earlier ruling is amplified. (Comparesubsequently adopted. Supplementeds used in situations in
with modified below). Revokedlescribes situations where thavhich a list, such as a list of the names of
Clarified is used in those instancegosition in the previously published rul-countries, is published in a ruling and
where the language in a prior ruling isng is not correct and the correct positiothat list is expanded by adding further
being made clear because the languagebeing stated in the new ruling. names in subsequent rulings. After the
has caused, or may cause, some confu-Supersededescribes a situation whereoriginal ruling has been supplemented
sion. It is not used where a position in éhe new ruling does nothing more tharmseveral times, a new ruling may be pub-
prior ruling is being changed. restate the substance and situation oflshed that includes the list in the original
Distinguisheddescribes a situation previously published ruling (or rulings).ruling and the additions, and supersedes
where a ruling mentions a previouslyThus, the term is used to republish undel prior rulings in the series.
published ruling and points out an esserthe 1986 Code and regulations the same Suspendeds used in rare situations to
tial difference between them. position published under the 1939 Codshow that the previous published rulings
Modified is used where the substancand regulations. The term is also usedill not be applied pending some future
of a previously published position iswhen it is desired to republish in a singlaction such as the issuance of new or
being changed. Thus, if a prior rulingruling a series of situations, names, etcamended regulations, the outcome of
held that a principle applied to A but nothat were previously published over a pecases in litigation, or the outcome of a
to B, and the new ruling holds that it apfiod of time in separate rulings. If theService study.

H H E.O—Executive Order. PHC—Personal Holding Company.
AbbreV|at|0nS ER—Employer. PO—Possession of the U.S.
ThelfoIIow(ijng_ﬁlbbreviati‘ons in C'UrlrenthL'jSI'e] ?jn_d f?{'ERISA—Emponee Retirement Income Security Act.PR—Partner.
réwue”r;i::se will appear in material published in t C e Executor. PRS—Partnership.

F—Fiduciary. PTE—Prohibited Transaction Exemption.
A—Individual. . :

) FC—Foreign Country. Pub. L—Public Law.
gflifc.gwelscence. FICA—Federal Insurance Contribution Act. REIT—Real Estate Investment Trust.
BE nBIVI ;J_a_' FISC—Foreign International Sales Company. Rev. Proc—Revenue Procedure.
BK_BenE clary. FPH—Foreign Personal Holding Company. Rev. Ruk—Revenue Ruling.

—Bank. . .
F.R—Federal Register. S—Subsidiary.
B.T.A—Board of Tax Appeals.
C —individual FUTA—Federal Unemployment Tax Act. S.P.R—Statements of Procedral Rules.
N y . FX—Foreign Corporation. Stat—Statutes at Large.
C.B—Cumulative Bulletin. GCM CQ:]_ pr 's M d T ‘C i 9
CFR—Code of Federal Regulations. .C.M—Chief Counsel’s Memorandum. —Target Corporation.
Cl—City. GE—Grantee. T.C—Tax Court.
COOP—Cooperative. GP—General Partner. T.D—Treasury Decision.
Ct.D—Court Decision. GR—Grantor. TFE—Transferee.
CY—County. IC—Insurance Company. TFR—Transferor.
D—Decedent I.R.B—Internal Revenue Bulletin. T.I.R—Technical Information Release.
DC—Dummy Corporation. LE—Lessee. TP—Taxpayer.
DE—Donee. LP—Limited Partner. TR—Trust.
Del. Order—Delegation Order. LR—Lessor. TT—Trustee.
DISG—Domestic International Sales Corporation. M—Minor. U.S.C—United States Code.
DR—Donor. Nonacg—Nonacquiescence. X—Corporation.
E—Estate. O—Organization. Y—Corporation.
EE—Employee. P—Parent Corporation. Z—Corporation.
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