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| nformati on Reporting and Backup W thhol ding for Paynent Card
Transacti ons

AGENCY: Internal Revenue Service (IRS), Treasury.

ACTION:  Final and tenporary regul ations.

SUMVARY: This docunent contains final regulations relating to
the information reporting requirenents, information reporting
penal ties, and backup w thhol ding requirements for paynent
card transactions. This docunent also contains final

regul ations relating to the IRS TIN Matching Program The
regul ations in this docunent affect payors (and their

aut hori zed agents) and payees of certain reportable paynments
and provi de gui dance necessary to conply with the | aw.

DATES: Effective date: These regulations are effective July

13, 2004.

Applicability dates: The anmendnents to "31.3406(g)-1 are

appl i cable for paynents nade on or after January 1, 2005. The
anendnments to "301.6724-1 are applicable for information

returns required to be filed, and information statenents
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required to be furnished, after December 31, 2005. Section
31.3406(j)-1(a) and (f) are applicable January 31, 2003.
FOR FURTHER | NFORMATI ON CONTACT: Concerning the regul ations,
Donna Wel ch, (202) 622-4910 (not a toll-free nunber).
SUPPLEMENTARY | NFORMATI ON
Paperwor k Reducti on Act

The col l ection of information contained in these final
regul ati ons has been submtted to the O fice of Managenent and
Budget for review in accordance with the Paperwork Reduction
Act of 1995 (44 U.S.C. 3507(d)) under control nunber 1545-
18109.

The collection of information is in "31.3406(Qg)-1(f)(3).
This information is necessary to notify a cardhol der/ payor
t hat a nmerchant/payee is not a qualified payee for purposes of
the regulations. This information will alert a
cardhol der/ payor that backup w thhol ding under section 3406
may apply for future reportable payments. The collection of
information is voluntary to obtain a benefit. The |ikely
respondents are business or other for-profit institutions.

Esti mated total annual reporting burden: 11,750, 000

hours.
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Esti mat ed average annual burden per respondent: 5,875
hours.

Esti mat ed number of respondents: 2, 000.

Esti mat ed annual frequency of responses: nonthly.

Comrent s concerning the accuracy of this burden and
suggestions for reducing this burden should be sent to the
| nternal Revenue Service, Attn: |RS Reports Cl earance
O ficer, SE:W CAR: MP: T: T: SP, Washi ngton, DC 20224, and to the
O fice of Managenent and Budget, Attn: Desk Oficer for the
Departnment of the Treasury, O fice of Information and
Regul atory Affairs, Washington, DC 20503.

An agency may not conduct or sponsor, and a person is not
required to respond to, a collection of information unless it
di splays a valid control nunber assigned by the Ofice of
Managenent and Budget .

Books or records relating to a collection of information
must be retained as long as their contents may becone materi al
in the adm nistration of any internal revenue |law. GCenerally,
tax returns and tax return information are confidential, as
required by 26 U S.C. 6103.

Backgr ound
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Thi s docunent contains amendnents to 26 CFR part 31
relating to backup w thholding and the IRS TIN Mt chi ng
Program under section 3406 of the Internal Revenue Code
(Code). It also contains anendnments to 26 Part 301 relating
to wai vers under section 6724 of information reporting
penal ti es under sections 6721 and 6722.

Section 6041(a) requires persons engaged in a trade or
busi ness and maki ng paynent in the course of such trade or
busi ness to another person of rent, salaries, wages, prem uns,
annui ties, conpensations, renunerations, enolunents, or other
fi xed or determ nable gains, profits, and i ncome of $600 or
more in any one taxable year to file information returns with
the RS and to furnish information statenments to payees.

Anong ot her itens, the payor nust include the payee:s nanme and
t axpayer identification nunber (TIN) on the information return
and the information statenment.

In general, section 6721(a)(1) inposes a $50 penalty for
each failure to file an information return on or before the
required filing date, for any failure to include all of the
information required to be shown on the return, or for the
i nclusion of incorrect information. Section 6724(a) provides

that no penalty will be inposed under section 6721 if it is
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shown that the failure is due to reasonable cause and not to
wi || ful neglect.

Section 3406(a)(1) requires a payor to withhold on any
reportabl e paynent (as defined in section 3406(b)(1)) if (1)
the payee fails to furnish the payee’s TIN to the payor as
required or (2) the Secretary notifies the payor that the TIN
furni shed by the payee is incorrect. Section 3406(a)(1l) also
requires withholding in certain other situations that are not
addressed in these regulations. Section 3406(i) provides that
the Secretary shall prescribe the regul ations necessary or
appropriate to carry out the purposes of section 3406.

A paynent card transaction is a transaction in which a
cardhol der/ payor uses a paynment card to purchase goods or
services and a nmerchant agrees to accept a paynent card as a
means of obtaining paynent. A paynent card is a card (or an
account) that (1) is issued by a paynent card organi zation or
one of its nenbers, affiliates, or licensees to a
cardhol der/ payor and (2) represents, upon presentation to a
mer chant/ payee, an agreenent of the cardholder to pay the
mer chant through the paynment card organi zation. A paynent
card organi zation is an entity that sets the standards and

provi des the nmechanism acting directly or indirectly through
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its menbers, affiliates, or |licensees, for effectuating
paynent between a purchaser and a nerchant in a paynent card
transacti on.

| nformation reporting conpliance is difficult in paynment
card transacti ons because an invoice my not be issued, and
t he enpl oyee representing the cardhol der/payor in the
transaction may not request and obtain the nanme/ TIN
conmbi nati on of the nerchant/payee at the tinme of the
transaction. In addition, backup w thhol ding may be difficult
because a nerchant receives paynent fromthe paynent card
organi zation within a few days after the transaction, but the
cardhol der does not pay the paynment card organi zation until
after it receives a paynent card nonthly billing statenment.
The Tenporary and Proposed Regul ati ons

On January 31, 2003, tenporary regulations relating to
the RS TIN Matching Program were published in the Federal
Regi ster (TD 9041; 68 FR 4922). The tenporary regulations
permt a payor’s authorized agent to participate in the IRS
TIN Matchi ng Program on behal f of the payor. Under the
authority of these tenporary regulations, the IRS issued Rev.

Proc. 2003-9 (2003-1 C.B. 516) that all ows payors’ authorized
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agents, as well as all payors, to participate in the RS TIN
Mat chi ng Program
A notice of proposed rul emaking (REG 116641-01) cross-
referencing the tenporary regul ations was al so published in
t he Federal Register (68 FR 4970) for January 31, 2003. The
notice of proposed rul emaki ng contai ned additional proposed
rules relating to the information reporting and backup
wi t hhol di ng requi renents for paynment card transactions
ef fectuated through a Qualified Paynent Card Agent (QPCA).

The proposed regul ations provide limted exceptions to
t he backup wi t hhol ding requirenments for paynent card
transactions. The principal exception applies if the paynent
is made through a QPCA and the payee is a qualified payee.

A payee is qualified for this purpose if, at the time of
t he paynment, the QPCA has validated the payee:s TIN through the
RS TIN Matching Programor if the paynment is made during the
six-month period following the date on which the QPCA first
obt ai ned the payeess TIN (six-nonth grace period). Under the
proposed regul ati ons, a QPCA nust notify a cardhol der/payor of
any nmerchant/ payees that are not qualified payees. The notice

must appear on the billing information for the paynent.
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The proposed regul ati ons provide a second exception for
paynments to persons other than qualified payees. Under this
exception, reportable paynents made through a QPCA are exenpt
from backup withholding if the paynment is nade within 60 days
after the date of the first payment with respect to which the
QPCA is required to provide notification to the payor that the
payee is not a qualified payee.

I n addition, the proposed regul ations provide that
cardhol der/ payors nmay establish reasonable cause for a failure
to include all of the information required to be shown on
their information returns, or for the inclusion of incorrect
i nformation, based on reliance on nerchant/payee TINs supplied
t hrough a QPCA.

The proposed regul ations provide that the rules relating
to backup wi thholding and i nformati on reporting for payment
card transacti ons apply during 2004. The tenporary rule
permtting agents to participate in the TIN nmatching program
was effective January 31, 2003.

A public hearing was held on the proposed regul ati ons
on May 2, 2003. The IRS also received witten and el ectronic
comments responding to the notice of proposed rul emaking.

Expl anati on of Provisions and Summary of Conments
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After consideration of all the coments, the proposed
regul ations relating to the backup w thhol ding requirenents
for paynment card transactions effectuated through a QPCA and
t he reasonabl e cause exception to information reporting
penalties are adopted as revised by this Treasury deci sion.
The revisions are discussed below. The tenporary anmendnents
to the regulations relating to the IRS TIN Matchi ng Program
are al so adopted as final regulations and the correspondi ng
tenporary regul ations are renoved.

1. Backup Wt hhol di nqg

Several comentators recommended that the final
regul ations elimnate the qualified payee requirenent and
provi de a conpl ete exenption from backup wi thhol ding for
paynment card transactions made through a QPCA. One
comrent at or noted that 831.3406(g)-2(e) of the regul ations
provides that a real estate reporting person is not required
to backup withhold on a real estate transaction subject to
reporting under section 6045. As an alternative to backup
wi t hhol di ng, this commentator suggested that the QPCA should
provide a list to the IRS of the merchant/payees for whomthe
QPCA cannot obtain valid TINs. The commentator further

suggested that the IRS should inpose penalties on the
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nmer chant / payees who fail to furnish valid TINs, rather than
requi re backup w t hhol di ng.

The regul atory exception for real estate transactions is
based on section 3406(h)(5) (D), which provides that, except as
ot herwi se provided in regulations, a real estate broker (as
defined in section 6045(e)(2)) is not a broker for purposes of
section 3406. The Code also includes limted grants of
regul atory authority to except otherw se reportable paynents
from backup withholding in section 3406(b)(5) (relating to
payments that do not exceed $10) and in section 3406(9)
(relating to paynments to specified payees). The IRS and the
Treasury Departnent do not view these |limted grants of
regul atory authority as authorizing a regulatory exenption for
a broad class of transactions, which according to the comments
i nvol ve paynents of over $100 billion per year, regardl ess of
the payee’s identity or conpliance with its tax obligations.
Therefore, the final regulations do not adopt the
recommendation for a conplete exenption from backup
wi t hhol di ng for paynment card transacti ons nade t hrough a QPCA.

Several comments criticized the specific rules for
det erm ni ng whet her a payee is a qualified payee and when

backup withholding is required with respect to a payee who is
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not qualified. 1In general, the commentators viewed these
rules as inconpatible with current business practice because
they require QPCAs to evaluate the status of payees at the
time of each transaction and to communi cate to cardhol ders
t hrough the billing process. The commentators suggested
vari ous changes to conformthe rules to current business
practi ces.

The IRS and the Treasury Departnent agree that the rules
shoul d accommpdate current busi ness practices to the extent
practicabl e but believe some of the suggestions in the
comments go beyond what is necessary and provi de excessive
peri ods of exenption from backup w thhol di ng for nonconpli ant
payees. Accordingly, the final regulations include a nunber
of new rules to address the commentators’ concerns but do not
adopt all of the specific changes suggested in the coments.

As suggested in the coments, the final regulations
elimnate the requirenment that QPCAs include information
regardi ng payee status with the billing statenment furnished to
t he payor. Instead, the final regulations require that the
i nformation be furnished within four nonths of the date of the
payment and permt the information to be furnished as part of

a quarterly or other regular report of payee data to the
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cardholder. To elimnate the need to eval uate the status of
payees at the time of each paynent, the final regul ations
permt QPCAs to treat all paynents made during a cal endar
gquarter or any shorter reporting period as being made on the

| ast day of the period. Thus, for a QPCA choosing this
treatment, a payee will be treated as a qualified payee with
respect to all paynents during the period if the QPCA obtains
and verifies the payee’s TIN at any tinme before the end of the
period. Simlarly, paynents will be treated as bei ng made on
the | ast day of the reporting period for purposes of

det erm ni ng whet her they are nade within the six-nmonth grace
period. In this case, however, the regul ations al so provide
that the grace period with respect to a payee will be treated
as beginning not on the date of the first paynment to the payee
but on the first day of the reporting period in which the QPCA
makes the paynent.

The 60-day exception from backup wi t hhol di ng for paynents
made to persons that are not qualified payees is also nodified
to reflect the new rules for determ ning payee status and
notifying cardhol ders. The exception in the final regulations

applies to purchases made no |ater than two nonths after the
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| ast date for providing the first notice informng the
cardhol der that the payee is not a qualified payee.

One comment at or suggested that a QPCA shoul d be all owed
to furnish information regardi ng payee status electronically
on a secure website. The IRS and the Treasury Departnment are
continuing to consider this comment and may issue further
gui dance on this issue.

Several commentators requested that the final regulations
clarify that the individual to whomthe card is issued is not
t he cardhol der/ payor if another person is responsible for
payi ng the charges on the card. The commentators were
concerned that enpl oyees m ght be treated as cardhol ders in
situations where paynment cards are issued to enployees of the
person responsi ble for paying charges on the card. The final
regul ati ons provide the requested clarification.

Several commentators requested that the final regulations
clarify that a QPCA may act directly or indirectly through its
menbers, affiliates, or licensees. The final regulations also
provide this clarification.

Several comentators requested clarification of the
cardhol der/ payor’s obligations if the payor receives

notification that a payee is not a qualified payee. Under the
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final regul ati ons, backup w thhol ding may be required for
purchases made nore than two nonths after the | ast date for
furnishing the first notification that the payee is not a
qual i fied payee. For purchases after that date, the payor
must backup wi thhold on any reportable payment unless it has
obt ai ned the payee’s TIN in accordance with the generally
appl i cabl e rul es under section 3406 or the QPCA has renedied
the failure that caused the disqualification by obtaining and
verifying the payee’s TIN. |f the payor is required to backup
wi t hhol d and ordinarily uses a paynent nethod inconpatible
with backup wi thhol ding, the continued use of that paynent

met hod will not relieve the payor of its backup w thhol di ng
obligation. (See section 3406(h)(10), which provides paynents
subj ect to backup w thholding are treated

as wages paid by an enployer to an enployee; and section 3403,
whi ch provides that an enployer is liable for taxes required
to be withheld and deducted.)

2. Ef fecti ve Dat es

Because the proposed rules relating to backup w t hhol di ng
and information reporting for paynment card transacti ons were
not finalized before the beginning of 2004, their effective

dates have been del ayed. The final rules relating to backup
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withholding will apply to paynents nmade after 2004 and fi nal
rules relating to information reporting will apply to returns
due after 2005. The tenporary rule permtting agents to
participate in the TIN matching programis adopted as a fina
regulation with no change to its effective date of January 31,
2003.

One paynent card organi zation suggested that the I RS
repropose the regulations or issue themwth an effective date
of not less than two years after publication. The comment
noted that reproposing the regulations would provide an
opportunity for further study and conment and woul d provide
time to test the rules in a pilot program This suggestion
was not adopted. The IRS and the Treasury Depart nent
recogni ze that providing an opportunity for further comrent
may result in inmproved rules, but there is no assurance that
this will be the case. The IRS and the Treasury Depart ment
believe that the indeterm nate benefit suggested in the
comment does not outweigh the certainty that the suggested
del ay woul d deny payors any benefit fromthe backup
wi t hhol di ng exception and penalty relief contained in the
final regulations during the period of the del ay.

O her Gui dance
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The RS is also issuing two revenue procedures to
i mpl ement the rules contained in the final regulations. The
first of these revenue procedures sets forth the requirenments
that a paynment card organi zation nust satisfy to obtain an IRS
determnation that it is a QPCA. The revenue procedure al so
provi des that a QPCA may act on behalf of a cardhol der/ payor
for purposes of soliciting, collecting, and validating the
names/ TI Ns of the nerchant/payees and on behalf of a
mer chant / payee for purposes of furnishing the payee’s nane and
TIN to the cardhol der/ payor.

The second revenue procedure provides an optional
procedure for payors and their authorized agents to use in
det erm ni ng whet her paynent card transactions are reportable
under section 6041 or section 6041A and are reportable
payments for purposes of the RS TIN Matching Program In
general, this revenue procedure classifies businesses by
Mer chant Category Codes (MCCs), or other equival ent |Industry
Codes, according to whether they predom nantly furnish
services (for which paynments are reportable) or predom nantly
provi de goods (for which paynents are not reportable). Under
t he revenue procedure, paynent card organi zati ons woul d be

permtted to assign MCCs, or other equivalent |Industry Codes,
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to payees and payors would be permtted to rely on the
assi gned codes for information reporting and TIN matching
pur poses.

Speci al Anal yses

It has been determ ned that this Treasury decision is not
a significant regulatory action as defined in Executive Order
12866. Therefore, a regulatory assessnent is not required.
It has al so been determ ned that section 553(b) of the
Adm ni strative Procedure Act (5 U.S.C. chapter 5) does not
apply to these regul ati ons.

It is hereby certified pursuant to the Regul atory
Flexibility Act (5 U.S.C. chapter 6) that the collection of
information contained in these regulations will not have a
significant econom c inpact on a substantial nunber of small
entities. The reporting burden affects paynment card
organi zations and financial institutions that issue paynent
cards. Most paynment card organi zati ons and paynent card
issuers are | arge businesses. To the extent that smal
financial institutions have a reporting burden, the burden is
expected to be insignificant. Accordingly, a Regulatory

Flexibility Analysis is not required.
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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
Busi ness Admi ni stration for coment on its inpact on small
busi ness.

Drafting Informtion

The principal author of the regulations is Donna Wl ch,
O fice of Associate Chief Counsel (Procedure and
Adm ni stration), Adm nistrative Provisions and Judi ci al
Practice Division. However, other personnel fromthe IRS and
the Treasury Departnent participated in the devel opnment of the
regul ati ons.

Li st of Subjects

26 CFR Part 31

Enmpl oynent taxes, |Incone taxes, Penalties, Pensions,
Railroad retirement, Reporting and recordkeepi ng requirenents,
Soci al security, Unenployment conpensati on.

26 CFR Part 301

Enmpl oynent taxes, Estate taxes, Excise taxes, G ft taxes,
I ncome taxes, Penalties, Reporting and recordkeeping
requi renents.

26 CFR Part 602
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Reporting and recordkeepi ng.
Adoption of Amendnents to the Regul ations

Accordingly, 26 CFR parts 31, 301, and 602 are anended as
fol | ows:
PART 31-- EMPLOYMENT TAXES AND COLLECTI ON OF | NCOME TAX AT THE
SOURCE

Paragraph 1. The authority citation for part 31 is
amended by renoving the entry for section 31.3406())-1T to
read in part as follows:

Aut hority: 26 U.S.C. 7805. * * *

Par. 2. Section 31.3406(g)-1 is anended by adding
paragraph (f) to read as foll ows:

"31.3406(qg)-1 Exceptions for paynents to certain payees and

certain other paynents.

* * *x k% %

(f) Special rule for certain paynent card transactions--

(1) In general. No withholding under section 3406 is required

for a reportable paynent nade through a paynent card
organi zation if the paynent is made on or after January 1,
2005, the organization is a Qualified Paynment Card Agent

(QPCA), and--
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(i) The payee is a qualified payee (as defined in
paragraph (f)(2)(vi) of this section) with respect to the
paynment; or

(ii) The cardhol der/ payor made the purchase to which the
payment relates no later than two nonths after the | ast date
prescri bed under paragraph (f)(3) of this section for
furnishing the QPCA's first notification to the
cardhol der/ payor that the payee is not a qualified payee.

(2) Definitions--(i) Paynment card defined. For purposes

of this section, a paynent card is a card (or an account)

i ssued by a paynment card organi zation, or one of its menbers,
affiliates, or licensees, to a cardhol der/payor which, upon
presentation to a nerchant/payee, represents an agreenent of
t he cardhol der to pay the nerchant through the paynent card
organi zati on.

(ii) Paynment card organization defined. For purposes of

this section, a paynent card organi zation is an entity that

sets the standards and provides the mechanism either directly
or indirectly through nmenbers, affiliates, or |icensees, for
effectuati ng paynent between a purchaser and a nerchant in a
payment card transaction. A paynent card organi zation acting

directly or indirectly through its nmenbers, affiliates, or
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i censees generally provides such a paynent nechani sm by
i ssui ng paynent cards, enrolling nmerchants as authorized
acceptors of paynent cards for paynent for goods or services,
and ensuring the system conducts the transactions in
accordance with prescri bed standards for paynment card
transacti ons.

(ii1) Paynment card transaction defined. For purposes of

this section, a paynent card transaction is a transaction in

whi ch a cardhol der/ payor uses a paynment card to purchase goods
or services and a nerchant agrees to accept a paynent card as
a neans of obtaining paynent.

(iv) Cardhol der/payor defined. For purposes of this

section, a cardhol der/payor is the person that agrees to nake

paynments through the paynent card organization. Thus, in the
case of a paynent card issued to an enpl oyee of a person that
agrees to make paynents through the paynment card organi zation,
t he enmpl oyer rather than the enployee is the cardhol der/ payor.

(v) Qualified Paynent Card Agent (OPCA) defined. For

pur poses of this section, a Qualified Payment Card Agent

(QPCA) is a paynment card organization that has a current QPCA
determ nation fromthe Internal Revenue Service (IRS) under

appl i cabl e procedures (see "601.601(d)(2) of this chapter).
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(vi) Qualified payee defined. For purposes of this

section, a payee is a gqualified payee with respect to a

reportabl e payment if--

(A) At the time the QPCA nmakes the paynent, the QPCA has
obt ai ned the payee:ss TIN and the payee:s TIN has been vali dated
t hrough the RS TIN Matchi ng Progran or

(B) The QPCA nmakes the payment during the six-nonth
peri od beginning on the date on which the QPCA first nmakes a
payment to the payee.

(3) Notification of payee status. |In the case of a

payment to a payee other than a qualified payee as defined in
paragraph (f)(2)(vi) of this section with respect to the
payment, the QPCA acting directly or indirectly through its
menbers, affiliates, or |licensees nust notify the payor that
the payee is not a qualified payee. The notification nust be
furni shed during the four-nonth period beginning on the date
on which the QPCA nakes the payment. Notification nmay be
provided in a quarterly or other regular report of payee data
to the cardhol der/payor and may consi st of an asteri sk,
footnote, or other mark next to the payeess nane, with the text
of the notification at the bottom of the page or at the end of

the list of payee data. Notification by the QPCA that a payee
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is not a qualified payee does not constitute notice by the IRS
that the payeess TIN is incorrect for purposes of section
3406(a) (1) (B) and "31.3406(d)-5.

(4) Tinme of paynent. A QPCA that nmakes reports to

cardhol ders on the basis of a cal endar quarter or any shorter
period (the reporting period) my choose to treat all paynents
made during the reporting period as being made on the |ast day
of the period for purposes of paragraphs (f)(2)(vi) and (f)(3)
of this section. |If the QPCA treats paynents as bei ng made on
the | ast day of a reporting period, the six-nmonth period in
paragraph (f)(2)(vi) of this section and the four-nonth period
in paragraph (f)(3) of this section are treated as begi nni ng
on the first day of the reporting period in which the QPCA
makes the paynment that would otherw se begin the six-nonth or
four-nmont h peri od.

(5) Exanples. The follow ng exanples illustrate the
rules of this section. For purposes of the exanples, assune
that Q neets all requirements and fulfills all duties
necessary to obtain a QPCA determ nation fromthe IRS. The
exanpl es are as foll ows:

Exanple 1. (i) Q a QPCA, enrolls Merchant X on January
20, 2005, to accept the Q paynent card as a neans for

obt ai ning paynent. (The results in this exanple are the sane
whet her the acts attributed to Q are perforned by Qitself or
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by a nmenber, affiliate, or licensee of Q) At the tinme of
enrol Il ment, Q obtains Merchant X s taxpayer identification
number (TIN). Merchant X is a sole proprietor engaged in the
trade or business of repairing autonobiles and trucks. Qs
first paynent to Merchant X for purchases through the paynent
card is made on January 31, 2005.

(ii) On March 1, 2005, Q issues a Q paynent card to
Custonmer A to use for the purchase of goods or services in the
course of its trade or business from nmerchants that accept the
Q paynent card. During 2005, Custoner A uses Q paynent card
to purchase repairs to A's vehicles from Merchant X on Apri
29, 2005, July 29, 2005, and Decenber 19, 2005. Q nmkes
paynents for the repairs on May 2, 2005, August 1, 2005, and
Decenmber 20, 2005. Q provides reports of payee data to each
of its cardhol ders, including Customer A, on the 15'" of April,
July, Cctober, and January for the quarter ending on the |ast
day of the preceding nonth, but does not choose to treat
payments as being made on the | ast day of the quarter for
pur poses of paragraphs (f)(2)(vi) and (f)(3) of this section.

(ii1) On March 15, 2005, Q attenpts to validate Merchant
X's name/ TIN through the RS TIN Matching Program On March
20, 2005, the IRS notifies Q that the nanme/ TIN furni shed by
Merchant X does not match IRS data. On June 15, 2005, and
Sept enber 15, 2005, Q makes further unsuccessful attenpts to
val i date Merchant X' s name/ TIN through the RS TIN Matching
Program

(iv) Under paragraph (f)(2)(vi)(B) of this section,
Merchant X is treated as a qualified payee for the six-nonth
period begi nning on January 31, 2005 (the date of Qs first
payment to Merchant X), and ending on July 30, 2005.
Accordingly, the paynment on May 2, 2005, is a paynent to a
qual i fi ed payee and, under paragraph (f)(1)(i) of this
section, is not subject to backup w thhol di ng.

(v) Q has not validated Merchant X's TIN at the tinme of
t he paynments on August 1, 2005, and Decenber 20, 2005.
Accordi ngly, under paragraph (f)(3) of this section, Q must
notify Custoner A within four nonths of each of these paynents
that Merchant X is not a qualified payee with respect to the
paynments. In the case of the August 1 paynent, the
notification nust be furnished no | ater than Novenber 30,



- 25 —

2005. Q may provide the notification in its quarterly report
of payee data for the July-Septenmber quarter furnished on
Cct ober 15, 2005.

(vi) Although Merchant X is not a qualified payee with
respect to the paynents on August 1, 2005, and Decenber 20,
2005, paragraph (f)(1)(ii) of this section provides that
backup wi thholding is not required for purchases nade no | ater
than two nonths after the |ast date prescribed for furnishing
the first notification that Merchant X is not a qualified
payee. The |ast date for furnishing the first notification is
Novenmber 30, 2005, and the two-nonth period expires on January
30, 2006. Because the paynents relate to purchases on July
29, 2005, and Decenber 19, 2005, backup w thholding is not
required with respect to either paynment. Backup w thhol di ng
may be required with respect to any paynent Custoner A nakes
t hrough the Q paynment card for purchases from Merchant X after
January 30, 2006, unless Q has previously succeeded in
validating Merchant X's TIN

Exanple 2. (i) Assume the sanme facts as in exanple (1)
except that Q chooses to treat paynents as being made on the
| ast day of the quarter for purposes of paragraphs (f)(2)(vi)
and (f)(3) of this section.

(i1) The paynment Q makes on January 31, 2005, is treated
under paragraph (f)(4) of this section as being made on March
31, 2005. Simlarly, the paynents nade on May 2, 2005, August
1, 2005, and Decenber 20, 2005, are treated as bei ng nade on
June 30, 2005, Septenmber 30, 2005, and Decenber 31, 2005.

(ii1) Under paragraphs (f)(2)(vi)(B) and (f)(4) of this
section, Merchant X is treated as a qualified payee for the
si x-nmont h period begi nning on January 1, 2005 (the begi nning
of the reporting period during which Q makes the first paynment
to Merchant X), and ending on June 30, 2005. Accordingly, the
payment treated as made on June 30, 2005, is a paynent to a
qualified payee and, under paragraph (f)(1)(i) of this
section, is not subject to backup w thhol di ng.

(iv) Q has not validated Merchant X's TIN at the tine of
the paynents that are treated as being made on Septenber 30,
2005, and Decenber 31, 2005. Accordingly, under paragraphs
(f)(3) and (f)(4) of this section, Q nust notify Customer A
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within four nmonths of the beginning of each reporting period
during which Q makes these paynents that Merchant X is not a
qualified payee with respect to the paynents. 1In the case of
t he Septenber 30 paynent, the notification must be furnished
no later than October 31, 2005. Q may provide the
notification in its quarterly report of payee data for the
Jul y- Sept enber quarter furnished on October 15, 2005.

(v) Although Merchant X is not a qualified payee with
respect to the paynents that are treated as bei ng made on
Sept enber 30, 2005, and Decenber 31, 2005, paragraph
(f)(1)(i1) of this section provides that backup withholding is
not required for purchases nmade no | ater than two nonths after
the | ast date prescribed for furnishing the first notification
that Merchant X is not a qualified payee. The |ast date for
furnishing the first notification is October 31, 2005, and the
t wo- nont h period expires on Decenber 31, 2005. Because the
paynents relate to purchases on July 29, 2005, and Decenber
19, 2005, backup withholding is not required with respect to
ei ther paynent. Backup wi thhol ding may be required with
respect to any paynent Custoner A nakes through the Q paynent
card for purchases from Merchant X after Decenber 31, 2005,
unl ess Q has previously succeeded in validating Merchant X s
TI'N.

"31.3406(j)-1T [ Renpved]

Par. 3. Section 31.3406(j)-1T is renoved.

Par. 4. Section 31.3406(j)-1 is anended by revising
par agraphs (a) and (f) to read as foll ows:

"31.3406(j)-1 Taxpavyer ldentificati on Number (TIN) matchi ng

program

(a) The matching program Under section 3406(i), the

Comm ssi oner has the authority to establish Taxpayer

| dentification Nunber (TIN) matching progranms. The



- 27 —
Comm ssi oner may prescribe in a revenue procedure (see
8601.601(d)(2) of this chapter) or other appropriate guidance
the scope and the terns and conditions of participating in any
TIN matching program In general, under a matching program
prior to filing information returns with respect to reportable
paynments as defined in section 3406(b)(1), a payor of those
reportable payments who is entitled to participate in the

mat chi ng program nmay contact the Internal Revenue Service
(IRS) with respect to the TIN furnished by a payee who has
received or is likely to receive a reportable paynment. The
IRS will informthe payor whether or not a name/TIN

conbi nati on furnished by the payee matches a nane/ TIN

combi nati on maintained in the data base utilized for the
particul ar matching program For purposes of this section,

t he term payor includes an agent designated by the payor to

participate in TIN matchi ng on the payor's behal f.

* * *x k% %

(f) Effective date. The | ast sentence in paragraph (a) of

this section is applicable on January 31, 2003. All other
provi sions of this section are applicable on and after June
18, 1997.

PART 301- - PROCEDURE AND ADM NI STRATI ON
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Par. 5. The authority citation for part 301 continues to
read in part as follows:

Aut hority: 26 U.S.C. 7805. * * *

Par. 6. Section 301.6724-1 is anmended by:

1. Revising the introductory |anguage of paragraph
(c)(6).

2. Addi ng paragraphs (e)(1)(vi)(H and (f)(5)(vii).

The revision and additions read as foll ows:

"301.6724-1 Reasonabl e cause.

*x * * * *

(C)* * %

(6) Actions of the payee or any other person. |In order

to establish reasonabl e cause under paragraph (c)(1) of this
section due to the actions of the payee or any other person,
such as a broker as defined in section 6045(c) or a Qualified
Payment Card Agent (QPCA) as defined in "31.3406(g)-1(f)(2)(v)
of this chapter, providing information with respect to the
return or payee statenment, the filer nust show either--
ok ok * %

(e) * * * (1) * * *

(Vl) * k* %



- 29 _—

(H In the case of information returns required to be
filed, and information statenents required to be furnished,
after Decenber 31, 2005, the filer--

(1) Satisfies the solicitation requirenents of paragraphs
(e)(1)(i) and (ii) of this section with respect to a paynent
made through a QPCA if the filer relies in good faith on the
QPCA to solicit, record, validate, and furnish the payees TIN;
and

(2) Satisfies the solicitation requirenent of paragraph
(e)(1)(iti) of this section with respect to such a paynent if,
on or before Decenber 31 of the year imrediately succeedi ng
the cal endar year in which the paynent is nade, the filer
undertakes a solicitation of the payees TIN or receives from
the QPCA a TIN that the filer believes in good faith to be the
payee:s correct TIN

(F) * * *

(5) * * *

(vii) In the case of information returns required to be
filed, and information statenents required to be furnished,

after Decenber 31, 2005, the filer--
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(A) Satisfies the solicitation requirenment of paragraph
(f)(1)(i) of this section with respect to a paynent made
through a QPCA if the filer relies in good faith on the QPCA
to solicit, record, validate, and furnish the payeess TIN, and

(B) Satisfies the solicitation requirenment of paragraph
(f)(1)(it) or (iii) of this section, whichever is applicable,
with respect to such a paynent if, after the date the filer is
notified that the account of the payee contains an incorrect
TIN and on or before the date by which the applicable
requi rement nust be satisfied, the filer solicits the payee:s
correct TIN in a manner that satisfies the applicable
requi rement or receives fromthe QPCA a TIN that the filer
believes in good faith to be the payee:ss correct TIN
ok ok * %
PART 602-- OVB CONTROL NUMBERS UNDER THE PAPERWORK REDUCTI ON
ACT

Par. 7. The authority citation for part 602 continues to
read as follows:

Aut hority: 26 U.S.C. 7805.

Par. 8. In "602.101, paragraph (b) is amended by
revising the entry for 31.3406(g)-1 in the table to read as

foll ows:



*602.101 OvVB Control nunbers.

*x * * * *

(b) * k%

CFR part or section where Current OVB

identified and descri bed Contr ol
No.

31.3406(Qg)-1 . e« . . . . . . . . . . . . . 1b545-0096

.o Coe e 1545- 0112

1545-1819

Mark E. Matt hews,

Deputy Commi ssioner for Services and

Enf or cenent.

Approved by: July 1, 2004.

G egory Jenner,

Acting Assistant Secretary of the Treasury.



