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I nternal Revenue Service

26 CFR Parts 1 and 301

[ TD 8772]

RI'N 1545- AUO8

Magnetic Media Filing Requirenents for Information Returns
AGENCY: Internal Revenue Service (IRS), Treasury.

ACTION:  Final and tenporary regul ati ons.

SUMVARY: This docunent contains final and tenporary regul ations
relating to the requirenents for filing information returns on
magneti c nedia or in other machi ne-readabl e form under section
6011(e) of the Internal Revenue Code (Code). These regul ations
affect persons filing information returns. These regul ations
prescri be magnetic nmedia filing requirenments for enployers filing
wage and tax statenents for enployees in Puerto Rico, US. Virgin
I sl ands, Guam and Anerican Sanpa. |In addition, these
regul ati ons provi de taxpayers with the guidance to conply with

t he changes made to the Code and to the adm nistrative practices
wWith respect to filing on nmagnetic nedia or in other machine-
readabl e form

DATES: Effective date: These regulations are effective June 30,

1998.

Applicability date: These regulations apply to information
returns required to be filed on or after January 1, 1997.
FOR FURTHER | NFORMATI ON CONTACT: Donna Joy Wl ch, (202) 622-4910

(not atoll-free call), if the inquiry relates to provisions of
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these regul ations. For further information, see the tel ephone
nunbers listed at the begi nning of SUPPLEMENTARY | NFORVATI ON.
SUPPLEMENTARY | NFORMATION:  If the inquiry relates to magnetic
media filing and nmagnetic nmedi a specifications for Form W2, Form
499R- 2/ W 2PR, Form W2VI, Form W2Q&J, and Form W 2AS, persons
residing in the follow ng |ocations should contact the
correspondi ng Soci al Security Adm nistration office (not a toll-
free call):

Al abama (404) 562-1314 (Atlanta),

Al aska (206) 615-2125 (Seattle),

Anmeri can Sanpa (415) 744-4559 (San Francisco),
Arizona (415) 744-4559 (San Franci sco),
Arkansas (501) 324-5466 (Little Rock),
California (415) 744-4559 (San Francisco),
Col orado (303) 844-2364 (Denver),
Connecticut (617) 565-2895 (Boston),

Del aware (215) 597-4632 (Phil adel phia),
District of Colunbia (215) 597-4632 (Phil adel phia),
Fl orida (404) 562-1314 (Atlanta),
Georgia (404) 562-1314 (Atlanta),

GQuam (415) 744-4559 (San Franci sco),
Hawai i (415) 744-4559 (San Franci sco),

| daho (206) 615-2125 (Seattle),

[1linois (312) 575-4244 (Chicago),

I ndi ana (312) 575-4244 (Chicago),

lowa (816) 936-5649 (Kansas City),
Kansas (816) 936-5649 (Kansas City),
Kentucky (404) 562-1314 (Atlanta),
Loui si ana (504) 389-0426 (Baton Rouge),
Mai ne (617) 565-2895 (Boston),

Maryl and (215) 597-4632 (Phil adel phi a),
Massachusetts (617) 565-2895 (Boston),
M chi gan (312) 575-4244 (Chicago),

M nnesota (312) 575-4244 (Chicago),

M ssi ssi ppi (404) 562-1314 (Atlanta),

M ssouri (816) 936-5649 (Kansas City),
Mont ana (303) 844-2364 (Denver),
Nebraska (816) 936-5649 (Kansas City),
Nevada (415) 744-4559 (San Francisco),
New Hanpshire (617) 565-2895 (Boston),
New Jersey (212) 264-5643 (New York),
New Mexi co (505) 262-6048 (Al buquerque),
New York (212) 264-5643 (New YorKk),
North Carolina (404) 562-1314 (Atlanta),
North Dakota (303) 844-2364 (Denver),
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Ohi o (312) 575-4244 (Chicago),

&l ahoma (405) 951-3007 (Cklahoma City),
Oregon (206) 615-2125 (Seattle),

Pennsyl vani a (215) 597-4632 (Phil adel phi a),
Puerto Rico (787) 766-5574 (San Juan),

Rhode |sland (617) 565-2895 (Boston),

South Carolina (404) 562-1314 (Atlanta),
Sout h Dakota (303) 844-2364 (Denver),
Tennessee (404) 562-1314 (Atlanta),
Texas-Central / South (210) 229-6433 (San Antoni o),
Texas-Dal | as County (214) 767-6777 (Dall as),
Texas-North (817) 978-3123 (Forth Worth),
Texas- Sout heast (713) 718-3015 (Houston),
Texas- West (505) 262-6048 (Al buquer que),
Utah (303) 844-2364 (Denver),

Vernmont (617) 565-2895 (Boston),

Virgin Islands (787) 766-5574 (San Juan),
Virginia (215) 597-4632 (Phil adel phi a),
Washi ngton (206) 615-2125 (Seattle),

West Virginia (215) 597-4632 (Phil adel phi a),
W sconsin (312) 575-4244 (Chi cago), and
Wom ng (303) 844-2364 (Denver).

If the inquiry relates to either the wai ver procedure for
all fornms described in these regulations or the magnetic nedia
specifications for Forns 1042-S, 1098, 1099 series, 5498, 8027,
or W2G, persons should contact the Internal Revenue Service,
Martinsburg Conputing Center, P.O Box 1359, Martinsburg, West
Virginia 25402-1359; tel ephone (304) 263-8700 (not a toll-free
call).
Backgr ound

Section 6011(e) authorizes the Secretary to prescribe
regul ati ons providing the standards for determ ning which returns
must be filed on magnetic nmedia or in other nmachine-readable
form Section 6011(e) was added to the Internal Revenue Code
(Code) by section 319 of the Tax Equity and Fiscal Responsibility
Act of 1982, Public Law 97-248, 96 Stat. 610; and was anended by

section 109 of the Interest and Dividend Tax Conpliance Act of
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1983, Public Law 98-67, 97 Stat. 383; and section 7713 of the
Revenue Reconciliation Act of 1989 (1989 Act), Public Law 101-
239, 103 Stat. 2394. As anended by the 1989 Act, section
6011(e)(2)(A) provides that the Secretary shall not require any
person to file returns on nmagnetic nmedia unless the person is
required to file at |least 250 returns during the cal endar year.

On Cctober 10, 1996, final and tenporary regulations (TD
8683) anending the existing regulations relating to the
requirenents for filing information returns on magnetic nedia or
I n other machi ne-readabl e formunder section 6011(e) were
publ i shed in the Federal Register (61 FR 53056). A notice of
proposed rul emaki ng ( REG 209803-95) cross-referencing the
tenporary regul ati ons was published in the Federal Register for
the same day (61 FR 53161). These regulations were issued at the
request of the Social Security Admi nistration (the SSA) that
regul ati ons be issued to require enployers required to file 250
or nore Fornms 499R-2/ W2PR (Wthhol ding Statenent (Puerto Rico)),
Forms W2Vl (U. S. Virgin |Islands Wage and Tax Statenent), Forns
W2QJ (Guam Wage and Tax Statenent), and Fornms W2AS (Anmerican
Sanba Wage and Tax Statenment) to file these forns wth the SSA on
magnetic nedia. Filing these fornms on magnetic nedia wll reduce
adm ni strative burdens and will increase accurate processing of
informati on. These regulations also reflect the changes nmade to
the Code and to the adm nistrative practices with respect to
filing on magnetic nedia or in other machi ne-readable form

One witten conment responding to this notice was received.

No public hearing was requested or held. After consideration of
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the comment, the proposed regul ations are adopted as nodified and
the corresponding tenporary regul ations are renoved. The comment
I s di scussed bel ow.
Summary of Comment

The conmment at or suggests that the definition of magnetic
nmedia is too restrictive and that it does not enconpass the use
of additional technology that would facilitate the underlying
reporting requirements. The commentator suggests that the
definition is not broad enough to include the use of digital
filing, specifically 2D barcode. Neither the IRS nor the SSA
utilize digital filing technology at this tine. However, the IRS
and the SSA are commtted to utilizing avail able technol ogy that
woul d facilitate the purpose of information reporting.
Therefore, the regul ati ons make clear that the use of other nedia
may be permtted in the future as provided in applicable
regul ati ons, revenue procedures, or publications.

Rel ati onship to Treasury Decision 8734

Treasury Decision 8734 was published in the Federal Register
on October 14, 1997 (62 FR 53387) and removed 881.6045-1T and
1.6045-2T effective January 1, 1999. This document removes
§81.6045-1T amd 1.6045-2T effective June 30, 1998. Because this
document removes these sections at an earlier date, a document
will be published later to amend TD 8734 to take this into
account.
Speci al Anal yses
It is hereby certified that the regulations in this document

will not have a significant economic impact on a substantial
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nunber of small entities. This certification is based on a
determ nation that these regul ations inpose no additional
reporting or recordkeeping requirenment and prescribe only the
met hod of filing information returns that are already required to
be filed. Further, these regulations are consistent with the
requirenents inposed by statute. Section 6011(e)(2)(A) provides
that, in prescribing regulations providing standards for
determ ning which returns nust be filed on magnetic nedia or in
ot her machi ne-readable form the Secretary shall not require any
person to file returns on nmagnetic nmedia unless the person is
required to file at |least 250 returns during the cal endar year.
Consi stent with the statutory provision, these regul ations do not
require information returns to be filed on magnetic nedi a unl ess
250 or nore returns are required to be filed. Further, the
econom ¢ i npact caused by filing on nmagnetic nedia should be
mnimal. |f a taxpayer’s operations are conputerized, reporting
I n accordance with the regul ati ons should be |less costly than
filing on paper. |If the taxpayer’s operations are not
conmputerized, the incremental cost of magnetic nmedia reporting
shoul d be mnimal in nost cases because of the availability of
conputer service bureaus. In addition, the regulations provide
that the RS may wai ve the magnetic nedia filing requirenents
upon a show ng of hardship. It is anticipated that the waiver
authority will be exercised so as not to unduly burden taxpayers
| acki ng both the necessary data processing facilities and access

at a reasonable cost to conputer service bureaus. Accordingly, a
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Regul atory Flexibility Analysis under the Regulatory Flexibility
Act (5 U.S.C. chapter 6) is not required.

It has been determined that this Treasury decision is not a
significant regulatory action as defined in EO 12866. Therefore,
a regul atory assessnent is not required.

Pursuant to section 7805(f) of the Internal Revenue Code,
the notice of proposed rul emaki ng precedi ng these regul ati ons was
submtted to the Chief Counsel for Advocacy of the Small Business
Adm ni stration for comment on its inpact on small business.
Drafting Information

The principal author of these regulations is Donna Joy
Wl ch, Ofice of Assistant Chief Counsel (lIncone Tax and
Accounting). However, other personnel fromthe IRS and the
Treasury Departnent participated in the devel opnent of the
regul ati ons.

Li st of Subjects
26 CFR Part 1

I ncone taxes, Reporting and recordkeeping requirenents.
26 CFR Part 301

Enpl oynent taxes, Estate taxes, Excise taxes, Gft taxes,

I ncome taxes, Penalties, Reporting and recordkeeping
requirenents.
Adopti on of Anmendnents to the Regul ations

Accordingly, 26 CFR parts 1 and 301 are anmended as foll ows:
PART 1--1NCOVE TAXES

Paragraph 1. The authority citation for part 1 continues to

read in part as follows:
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Authority: 26 U S.C. 7805 * * *
881.6045-1T and 1.6045-2T [Removed]

Par. 2. Sections 1.6045-1T and 1.6045-2T, currently in
effect, are renoved.

Par. 3. Section 1.6045-1, currently in effect, is anmended
by:

1. Revising paragraph (I).

2. Removing the language "81.6045-1T(l)" and adding
"paragraph (I) of this section” in its place in paragraph (q).

The revision reads as follows:

§1.6045-1 Returns of information of brokers and barter exchanges

* *k *k k%

(I) Use of magnetic media . For information returns filed

after December 31, 1996, see §301.6011-2 of this chapter for
rules relating to filing information returns on magnetic media

and for rules relating to waivers granted for undue hardship. A
broker or barter exchange that fails to file a Form 1099 on
magnetic media, when required, may be subject to a penalty under
section 6721 for each such failure. See paragraph (j) of this
section.

* *k *x k%

Par. 4. Section 1.6045-2, currently in effect, is amended
by:

1. Revising paragraph (g)(2).

2. Removing the language "81.6045-2T(g)(2)" and adding
"paragraph (g)(2) of this section" in its place in paragraph (i).

The revision reads as follows:
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81.6045-2 Furnishing statement required with respect to certain

substitute payments

* k k k%

(g)***

(2) Use of magnetic media . For information returns filed

after December 31, 1996, see §301.6011-2 of this chapter for
rules relating to filing information returns on magnetic media
and for rules relating to waivers granted for undue hardship. A
broker or barter exchange that fails to file a Form 1099 on
magnetic media, when required, may be subject to a penalty under
section 6721 for each such failure. See paragraph (g)(4) of this
section.
PART 301--PROCEDURE AND ADMINISTRATION

Par. 5. The authority citation for part 301 continues to
read in part as follows:

Authority: 26 U.S.C. 7805 * * *

Par. 6. Section 301.6011-2 is amended by:

1. Revising paragraphs (a)(1), (b)(1), (b)(2), (c)(2)
heading, (c)(1)(i), (c)(1)(iii), (c)(2), (d), (f), (9) heading,
and (9)(2).

2. Adding paragraph (c)(1)(iv).

3. Removing paragraphs (c)(3) and (c)(4) and the last
sentence of paragraph (e).

The revisions and addition read as follows:

8§301.6011-2 Required use of magnetic media

(a)***
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(1) Magnetic nedia. The term nmagnetic nedia nmeans any nedi a

perm tted under applicable regul ati ons, revenue procedures or
publications, or, in the case of returns filed with the Soci al
Security Adm nistration, Social Security Adm nistration
publications. These generally include nmagnetic tape, tape
cartridge, and diskette, as well as other nedia (such as
electronic filing) specifically permtted under the applicable
regul ati ons, procedures, or publications.

* * % * *

(b) Returns required on magnetic nedia. (1) If the use of

Form 1042-S, 1098, 1099 series, 5498, 8027, W2G or other form
treated as a formspecified in this paragraph (b)(1) is required
by the applicable regulations or revenue procedures for the
pur pose of making an information return, the information required
by the formnust be submitted on nmagnetic nedia, except as
ot herwi se provided in paragraph (c) of this section. Returns on
magneti c nedia nust be nmade in accordance with applicable revenue
procedures or publications (see §601.601(d)(2)(ii)(b _) of this
chapter). Pursuant to these procedures, the consent of the
Commissioner of Internal Revenue (or other authorized officer or
employee of the Internal Revenue Service) to a magnetic medium
must be obtained by submitting Form 4419 (Application for Filing
Information Returns Magnetically/Electronically) prior to
submitting a return described in this paragraph (b)(1) on the
magnetic medium.

(2) If the use of Form W-2 (Wage and Tax Statement), Form
499R-2/W-2PR (Withholding Statement (Puerto Rico)), Form W-2VI
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(U.S. Virgin Islands Wage and Tax Statenent), Form W2GUJ (Guam
Wage and Tax Statenent), Form W2AS (Anmerican Sanpa Wage and Tax
Statement), or other formtreated as a formspecified in this
paragraph (b)(2) is required for the purpose of nmeking an
i nformation return, the information required by the form nust be
submtted on magnetic nedia, except as otherw se provided in
paragraph (c) of this section. Returns described in this
par agraph (b)(2) nmust be made in accordance with applicable
Soci al Security Adm nistration procedures or publications (which
may be obtained fromthe |ocal office of the Social Security
Adm ni stration).

* * % * *

(c) Exceptions--(1) Lowvolune filers/250-threshold--(i) In

general. No person is required to file information returns on
magneti c nedia unless the person is required to file 250 or nore
returns during the calendar year. Persons filing fewer than 250
returns during the cal endar year may nake the returns on the
prescri bed paper form or, alternatively, such persons nmay make
returns on magnetic nedia in accordance with paragraph (b) of
this section.

* * % * *

(ii1) No aggregation. Each type of information return

described in paragraphs (b)(1) and (2) of this section is
consi dered a separate return for purposes of this paragraph
(c)(1). Therefore, the 250-threshold applies separately to each

type of formrequired to be fil ed.
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(iv) Exanples. The provisions of paragraph (c)(1)(iii) of
this section are illustrated by the foll owi ng exanpl es:

Exanple 1. For the cal endar year ending Decenber 31, 1998,
Conmpany X is required to file 200 returns on Form 1099-1NT and
350 returns on Form 1099-M SC. Conpany X is not required to file
Forms 1099-1NT on magnetic nedia but is required to file Forns
1099- M SC on magneti c nedi a.

Exanple 2. During the cal endar year endi ng Decenber 31,
1998, Conpany Y has 275 enployees in Puerto Rico and 50 enpl oyees
In Arerican Sanmpa. Conpany Y is required to file
Forms 499R- 2/ W 2PR on magnetic nmedia but is not required to file
Forms W 2AS on magnetic nedi a.

Exanple 3. For the cal endar year ending Decenber 31, 1998,
Conmpany Z files 300 original returns on Form 1099-DIV and | ater
files 70 corrected returns on Form 1099-DIV. Conpany Z is
required to file the original returns on magnetic nedi a.

However, Conpany Z is not required to file the corrected returns
on magneti c nedi a because the corrected returns fall under the
250-threshold. See 8301.6721-1(a)(2)(ii).

(2) Waiver . (i) The Commissioner may waive the requirements
of this section if hardship is shown in a request for waiver
filed in accordance with this paragraph (c)(2)(i). The
principal factor in determining hardship will be the amount, if
any, by which the cost of filing the information returns in
accordance with this section exceeds the cost of filing the
returns on other media. Notwithstanding the foregoing, if an
employer is required to make a final return on Form 941, or a
variation thereof, and expedited filing of Forms W-2,

Forms 499R-2/W-2PR, Forms W-2VI, Forms W-2GU, or Form W-2AS is
required, the unavailability of the specifications for magnetic

media filing will be treated as creating a hardship (see
§31.6071(a)-1(a)(3)(ii) of this chapter). A request for waiver

must be made in accordance with applicable revenue procedures or

publications (see §601.601(d)(2)(ii)(b _) of this chapter).
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Pursuant to these procedures, a request for waiver should be
filed at | east 45 days before the due date of the information
return in order for the Service to have adequate tine to respond
to the request for waiver. The waiver will specify the type of
i nformation return and the period to which it applies and wll be
subject to such terns and conditions regardi ng the nmethod of
reporting as may be prescribed by the Conm ssioner.

(i1) The Comm ssioner may prescribe rules that suppl enent
the provisions of paragraph (c)(2)(i) of this section.

(d) Paper formreturns. Returns submitted on paper forns

(whet her or not nmachi ne-readable) permtted under paragraph (c)
of this section shall be in accordance with applicable Internal
Revenue Service or Social Security Adm nistration procedures.

* * % * *

(f) Failure to file. |If a person fails to file an

i nformati on return on nmagnetic nedia when required to do so by
this section, the person is deened to have failed to file the
return. In addition, if a person nmaking returns on a paper form
under paragraph (c) of this section fails to file a return on
machi ne-r eadabl e paper formwhen required to do so by this
section, the person is deened to have failed to file the return.
See sections 6652, 6693, and 6721 for penalties for failure to
file certain returns. See also section 6724 and the regul ati ons
under section 6721 for the specific rules and limtations
regardi ng the penalty inposed under section 6721 for failure to

file on magnetic nedia.

(g) Effective dates. * * *



(2) Paragraphs (a)(1), (b)(1), (b)(2), (c)(1)(i), (c)(1)(iii),
(c)(1)(iv), (c)(2), (d), (e), and (f) of this section are effective
for information returns required to be filed after Decenber 31
1996. For information returns required to be filed
after Decenber 31, 1989, and before January 1, 1997, see section
6011(e).

§301.6011-2T [Removed]

Par. 7. Section 301.6011-2T is renoved.

M chael P. Dol an

Deputy Conm ssioner of Internal Revenue

Approved: May 22, 1998
Donal d C. Lubick

Assi stant Secretary of the Treasury



