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- AGENCY: Internal Revenue Service
1 (IRS), Treasury.

ACTION: Notice of proposed rulemak-
ing and notice of public hearing.

SUMMARY: This document contains
proposed rules for the application of th
communications excise tax to prepai
telephone cards (PTCs). The regulatior



implement certain changes made by thiénelnternal Revenue ServiceAttn: IRS Backgound

Taxpayer Relid Act of 1997 They affect Reports Clearance Office, OP:FS:FP, . .

certain telecommunications carriers, reWashington, DC 20224. Comments on_S€cCtion 4251 imposes a 3 percent ex-
sellers, and purchasers of PTCs This the collection of information should be re-ciS€ tax on amounts paid for three com-
document also provides notice of a publiceived ty, February 16, 1998. Comment&nunications services: local telephone

hearing on these proposed regulations. are specifically requested concerning: ~ S€rvice, toll telephone service, and tele-
Whether the proposed collection of intYPEWriter exchange service The tax is

DATES: Written comments must be reformation is  necessary for the propepaid,by _the person paying for those com-
ceived by, March 17, 1998. Outlines ofperformance of the functions of theter-  Munications services and, under section
topics to be discussed at the public heafal Revenue Serviceincluding whether 4291, is collected by the person receiving
ing scheduled for May 5, 1999, must behe information will have practical utility; that payment. .
received by April 14, 1999. The accuracy of the estimated burden S€ction 1034 of tie Taxpayer Relief

o associated with the proposed collection dict ©f 1997 added section 4251(d)ffec-
ADDRESSES: Send submissions tojformation (see below); tive November 1, 1997, which provides

CC:DOM:CORP:R (REG-118620-97), How the quality, utility, and clarity of special rult_es for the treatmen'_[ of PTCs.
room 5226, Internal Revenue Servicepe information to be collected may be enYnder section 4251(d), a PTC is any card
POB 7604, Ben Franklin Station,Wash-hgnced: or similar arrangement that permits its
ington, DC 20044. Submissions may be How the burden of complying with the holder to obtain communications services
hand delivered Monday through Fridayyroposed collection of information maya”d to pay for such services in advance.
between the hours of 8 a.m. and 5 p.m. t@e minimized, including through the ap_The face amount of the PTC_ls t_reated as
CC:DOM:CORP:R (REG-118620-97) plication of automated collection teq- " @mount paid for communications ser-
Courier’s Desk, Internal Revenue Sefiques or other forms of information techCes and that amount is treated as paid
vice, 1111 Constitution Avenue, NV, npology: and when the PTC is transferred by any
Washington, DG Alternatively, taxpayers  Estimates of capital or start-up costs anf§/€communications carrier to any person
may submit comments electronically Vigcosts of operation, maintenance, and pef'at is not a carrier.

the Internet by selecting the Tax Regs’chase of service to provide information.
option on the IRS Home Page, or by sub- The collection of information in this
mitting comments directly to the IRS In-proposed regulation is in §49.4251— These proposed regulations provide
ternet site at http://www.irs.ustreas.govi(d)(2). This information is required to rules relating to the imposition of tax, the
prod/tax_regs/comments.html The pub-document the status of certain purchasedetermination of the face amount upon
lic hearing will be held in room 2615, In-of PTCs. The collection of information is which tax is imposed, and the identifica-
ternal Revenue Building, 1111 Constitu- required to obtain a benefit The likelytion of the person liable for tax and the

Explanation of RPvisions

tion Avenue NV, Washington, DC. respondents and recordkeepers are bisperson responsible for collecting tax The
nesses and small businesses. purpose of the rules for determining the
FOR FURTHER .”\”:ORM AT_|ON CONf Estimated total annual reporting burface amount is to implement Congres-
TACT: Concerning the hearing, submisgen: 24 hours. sional intent that the tax be imposed on a
sion of written comments, and t0 be Egtimated average burden per respePTC’s retail value, whether a carrier sells
placed on the building access list to attengent: .25 hou. a PTC at retail or at wholesale to a trans-

the hearing, LaNita VanDyke, (202) 622- Estimated number of respondents: 96feree reselle. In certain limited circum-
7180; concerning the regulations, Bernard stimated annual frequency of - stances, these rules permit the use of a

H. Weberman (202) 622-3130 (not tollsponses: On occasion. safe harbor under which the face amount
free numbers). Estimated total annual recordkeepings equal to $0.30 per minute of service
~ burden: 10 hours. provided. Because the IRS ah Treasury
SUPPLEMENTARY INFORM ATION: Estimated average annual burden pexpect the retail value of PTCs to change
Paperwork ReductivAct recordkeeper: 1.2 hours. over time and intend to review the pe-

Estimated number of recordkeepers: 8ninute rate at regular intervals, this safe
The collection of information con-  An agency may not conduct or sponsgharbor expires on December 31, 2001.

tained in this notice of proposed rulemakand a person is not required to respond to, For purposes of determining whether a
ing has been submitted to the @ice of a collection of information unless it ds transferor is a carrier and whether a trans-
Management and Budget for review in acplays a valid control number assigned bferee is a person that is not a carrig the
cordance with the Paperwork Reductiothe Office of Management and Budget. proposed regulations adopt the definition
Act of 1995 (44 U.S.C. 3507(d)). Com- Books or records relating to a collecof telecommunications carrier used by the
ments on the collection of informationtion of information must be retained asederal Communications Commission.
should be sent to teOffice of Manage- long as their contents may become mateln general, this definition treats any
ment and Budget,Attn: Desk Officer ial in the administration of any internalprovider of telecommunications service
for the Department of the Treasury, Officerevenue lav. Generally, tax returns andas a telecommunications carrie In addi-
of Information and Regulatory Affairs,tax return information are confidential, agion, the proposed regulations provide
Washington, DC 20503, with copies taequired by 26 U.S.C. 6103. that a transferor carrier is not responsible
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for collecting the tax if it has been noti-U.S.C. chapter 6) is not required. Pu-partment participated in their develop-
fied, in writing, by the purchaser of thesuant to section 7805(f) of the Internament.
purchase’s status as a carrier and has Revenue Code, this notice of proposed

reason to believe otherwise. Providingulemaking will be submitted to the Chief
that notification does not relieve the purCounsel fa Advocacy of the Small Busi-

o : o . >"Proposal Amendments to the Regulations
chaser from liability for tax if the pur-ness Administration for comment on its

chaser is not, in fact, a carrie. Furtherimpact on small business. Accordingly, 26 CFR part 49 is pro-
more, the rules in the Excige Tax ] ) posed to be amended as follows:
Procedural Regulations (26 CFR part 40fomments and Public Hearing

relating to collectors of tax under chapter PART 49—FACILITIES AND

Before these proposed regulations ar€ery|CES EXCISE TAXES
33 of the Internal Revenue Code do nOatldopted as final regulations, considex

apply to noncarrier purchasers. tion will be given to any written com- Paragraph 1 The authority citation for

During the development of the pro- . - . ; : i
posed regulations, the IRS andl'reasuryments (a signed original and eight (8part 49 is revised to read as follows:

: S . copies) that are submitted timely to the Authority: 26 U.S.C. 7805, unless oth-
received inquiries concerning the tre& . . .
! IRS. All comments will be available for erwise noted.
ment of multi-use cards and enhanced ser- | .. . . ; . .
. ; ublic inspection and copying. Section 49.4251—4 also issued under 26
vices cards. Multi-use cards are PTC

that can also be used to purchase ite SA public hearing has been scheduled.S.C. 4251(d).
>ed o p : rrf]ﬁ)r Wednesdg, May 5, 1999, at 10 a.m. in Par. 2. Section 49.4251-4 is added to

other than communications services, suc - i

room 2615, Internal Revenue Buildingread as follows:

as gas, groceries, etc. Enhanced servic Do .
11 Constitution Avenue NW, Washing-
cards are PTCs that can also be used - - - i
ton, DC. Due to building security proce-349-4251-4 Repaid telephone cals.

purchase nontaxable informational se- -

vices such as stock quotations or accessgblres’ visitors must enter at the 10th ) |y general In the case of communi-

a 900 numbe. The proposed regulationS €€t éntrance, located between Constiytions services acquired by means of a

do not include special rules for multi-usd4ton and PennsylvanaAvenues, NV. In yrenaid telephone card (PTC), the face

or enhanced services cards. Howerethe2ddition, all visitors must present photeymoynt of the PTC is treated as an

IRS and Treasury request comments olffentification to enter the building. Be- amount paid for communications services

this issue. cause of access restrictions, visitors Wilkng that amount is treated as paid when
The regulations are proposed to be eftot be admitted beyond the immediate eqpe pTC is transferred by any carrier to

fective at the beginning of the first caleni/ance area more than 15 minutes befotg,y nerson that is not a carrie. This sec-

dar quarter after they are published a&'® hearing starts. For information aboyfon provides rules for the application of

final regulations. Carriers and transfered3@Ving a visitor’s name placed on theng gection 4251 tax to PTCs.

may, howeve, rely on the proposed ruleuilding access list to attend the hearing, () pefinitions.

in determining the treatment of PTCSee the FOR FIRTHER INFORM ATION  carrig means a telecommunications

transferred before the dfective date. CONTACT caption. _ carrier as defined in 47 U.S.C. 153.
An outline of the topics to be discussed Comparable PC means a currently
Special Analyses and the time to be devoted to each topic &ajlaple dollar card or tariffed unit card

. . . signed original and eight (8) copies) mu ;
It has been determined that this noncSg b 'ttg db ght ( )th ? ')h Slother than a PTC transferred in bulk or
of proposed rulemaking is not a signifi- ©su T' © | y any pe{sont tha vxs es Bnder special circumstances, such as for
. ! . resent oral comments at the hearin ; ;
romotional purposes) that provides the
cant regulatory action as defined in E utlines must be received b April 14, b . F; p t) . p nad
12866 Therefore, a regulatory asses same type and amount of communications

. . 1999. : PRI :
ment is not required. It also has been dé- services as the PTC to which it is being
termined that section 553(b) of tle Ad- a Tret(;l:r!(eeshgfariz: CA'\:Rereisgdl.()?‘ollo(%(r?—)compamd'
ministrative Procedure Act (5 U.S.C.2PPY g AP Dollar cad means a PTC the value of

chapter 5) does not apply to these reguls-cS will be allotted to each person fofpich js designated by the carrier in dol-
tions. It is hereby certified that the collecMaking comments. _ lars (even if also designated in units of
tion of information in these regulations An agenda showing the scheduling ofeyice), provided that the designated
will not have a significant economic im-(he speakers will be prepared after thgaye s not less than the amount for
pact on a substantial number of small erﬁeadllne for receiving requests to speafpich the PTC is expected to be sold to a

tities. This certification is based on the'@S Passed. Copies of the agenda will Bgy|er.

fact that the time required to prepare ofvailable free of chage atthe hearing.  jo|dg means a person that purchases
retain the notification is minimal and will Drafting Information other than for resale.
not have a significant impact on those Prepaid telephone ced (PTG means a

small entities that are required to provide The principal author of these regub-card or similar arrangement that permits
notification. Furthermore, notification istions is Bernard H. Weberman, Ofice ofits holder to obtain a fixed amount of

provided only once to each selte Ac- Assistant Chief Counsel (Passthroughsommunications services by means of a
cordingly, a Regulatory Flexibility Analy- and Special Industries). Howeve othercode (such as a personal identification
sis under the Regulatory Flexibility Act (5 personnel from the IRS am Treasury Denumber (PIN)) or other access device pro-
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vided by the carrier and to pay for thosgent amount per unit multiplied by thetion to the carrier that transfers a PTC, the
services in advance. designated number of units on the PTCpurchaser remains liable for the tax m-

Tariff means a schedule of rates andr posed on the transfer of the PTC.
regulations filed by a carrier with the Fed- (3) If the PTC is transferred before Jan- (3) Exemptions Any exemptions avail-
eral Communications Commission. uary 1, 2002, and is of a type that ordina@ble under section 4253 apply to the

Tariffed unit cad means a unit card ily is used entirely for domestic commu-transfer of a PTC from a carrier to a
that is transferred by a carrier— nications service, $0.30 multiplied by théholder. Section 4253 does not apply to

(1) To a holder at a price that does nanaximum number of minutes of domestid¢he transfer of a PTC from a carrier to a
exceed the designated number of units @ommunications service on the PTC.  transferee reselle.
the PTC multiplied by the carrier’s tar- (B) Sales not at arrs length In the (e) Examples The following examples
iffed price per unit; or case of a transfer of an untarifed unitillustrate the provisions of this section:

(2) To a transferee reseller subject to eard by a carrier to a transferee reseller Example 1 Unit card: sold to individual (i On
contractual or other arrangement undestherwise than through an armis-lengthrepary 1, 2000 A, a carrier, sellsprepaid tele-
which the price at which the PTC is soldransaction, the fair market retail value ophone cadat A's retail store toP, an individual, for
to a holder will not exceed the designatethe PTC shall be substituted for thé's use in making telephone callsA provides P with
number of units on the PTC multiplied byamount determined in paragraph (c)(3)2 PIN-_The face of the card is marked *400 min-
the carrier’s tariffed price per unit. (i))(A)(2) of this section. utes: The sales price IS $100A tarif has not been

. . filed for the units on the card The toll telephone

Transfaee means the first person that (4) Exclusion Any separately stated serice acquired by purchasing the card will be ob-

is not a carrier to whom a PTC is transstate or local tax imposed on the furnishwined by entering the PIN and the telephone number

ferred by a carrier. ing or sale of communications service be called. _
Transfeee reseller means a transfereeand any separately stated section 4251 t?x(“) BecauseP purchased from a carrier other than
that h PTC f | di ded in det L. f or resale, P is a holdea. The card provides its
at purchases a or resale. are disregarded in determining, for pu ;e p with a fixed amount of communications
Unit card means a PTC other than goses of this paragraph (c), the amouRkrvices (400 minutes of toll telephone service) to be
dollar card. for which a PTC is sold. obtained by means of a PIN, for whictP pays in ad-
Untariffed unit cad means a unit card  (d) Liability for tax—(1) In general. Vvance of obtaining service; therefore, the card is a

other than a tariffed unit card. Under section 4251(d), the sectiorf < Because the value of the PTC is not desi
nated in dollars and a tarif has not been filed for the

(c) Determination of face amotn-(1) 4251(a) tax is .|mposed on the transfer of g on the PTC, the PTC is an untarffed unit card.
Dollar cad. The face amount of a dollarPTC by a carrier to a transferee The persecause it is transferred by the carrier to the holde
card is the designated dollar value. son liable for the tax is the transferee. Exhe face amount is the sales price ($100). _

(2) Tariffed unit cad. The face amount cept as provided in paragraph (d)(2) of (iii) The card is a PTC; thus, under section
of a tariffed unit card is the designatethis section, the person responsible fof?>1(d): the face amount is treated as an amount

) T ] . ! paid for communications services and that amount is
numbgr of units on the I?TC multiplied byc_ollectmg the tax is the carrier transferygated as paid when the PTC is transferred fren A
the tariffed price per unit. ring the PTC to the transferee. If a holdep p. Accordingly, at the time of transfe, P is liable

(3) Untariffed unit cad—(i) Transfer purchases a PTC from a transferee réor the 3 percent tax imposed by section 4251(a).
to holde. The face amount of an untar-selle, the amount the holder pays for th;e:rfT‘eC)t;"‘th% Er;%f ;$1|oo _((;hs fsc_e g:g%”r;;"f;fgo
. . . . . . us, the total paid byP is , the
iffed unit card transferred by a carrier to RTC is not t_reated as an amount paid f% les price plus $3 tax A is responsible for collect-
holder is the amount for which the carriecommunications services and thus tax igg the tax from P,
sells the PTC to the holde not imposed on that payment. Example 2 Unit card; given to individual. (i)

(i) Transfer to transfese reseller—(A) (2) Effect of statement that pahaser is The facts are the same asgixample 1except that
In general The face amount of an untar-a carrier—(i) On transfeor. A carrier nstead of selling a cardA gives a 40 minute card to
iffed unit card trans_ferred by a carrier to #hat tran_sfers a PTC t_o a purchaser is not (i) Although the card provides P with a fixed
transferee reseller is, at the option of theesponsible for collecting the tax if, at th&mount of communications services (40 minutes of
carrier,— time of transfer, the transferor carrier hasll telephone service) to be obtained by means of a

(1) The highest amount for which thereceived written notification from the pur-PIN. P does not pay for the service Therefore, the
carrier sells an identical PTC to a holdechaser that the purchaser is a carrig, an?eiiﬁoﬁ??ar;%/iven though itis called a *prepaid
that ordinarily would not be expect_ed td_he trapsferor has no reason to believe (iii) Because the card is not a PTC, section
buy more than one such PTC at a time (fftherwise. The notification to be pro- 4251(d) does not appt Furthermore, no tax is im-
the carrier makes such sales on a reguleided by the purchaser is a statemenppsed by section 4251(a) because no amount is paid
and arm’s-length basis) or the facsigned under penalties of perjury by a pefor the communications services.

- : : - Example 3 Unit card; adding value. (i) After
amount of a comparable PTC (if the carson with authority to bind the purchase

. . . ~ Using the card described Example 2 P arranges
rier does not make such sales on a reguldmat the purchaser is a carrier (as definggfi, a by telephone to have 400 minutes of toll tele-

and arm’s-length basis); in paragraph (b) of this section). Th@&hone service added to the card The sales price is
(2) 165 percent of the amount forstatement is not required to take any pa$100. Pis told to continue using the PIN provided
which the carrier sells the PTC to theicular form. with the card.

. L " . (i) BecauseP purchased f ier other th
transferee reseller (including in that (i) On puchase. If a purchaser that is , () BecausePpurchased from a carrier other than
for resale, P is a holde. The arrangement provides

amount, in addition to any sum certaimot a carrier provides the notification dess noider, P, with a fixed amount of communications
fixed at the time of the sale, any continscribed in paragraph (d)(2)(i) of this secservices (400 minutes of toll telephone service) to be
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obtained by means of a PIN, for whictP pays in ad-tomers will purchase other than for resale they wilservice acquired by purchasing the card will be ob-
vance of obtaining service; therefore, the arrang be holders. Each card sold by R provides its holdgtained by entering the PIN and the telephone number
ment is a PTC. Because the value of the PTC is nBfs custome, with a fixed amount of communica-to be called.
designated in dollars and a tarfif has not been filedions services (400 minutes of toll telephone service) (ii) Because S purchased from a carrier for resale,
for the units on the PTC, the PTC is an untariffedo be obtained by means of a PIN, for which R cus-S is a transferee reselle Because $ customers will
unit card. Because it is transferred by the carrier tomer pays in advance of obtaining service; thergaurchase other than for resale they will be holders.
the holder, the face amount is the sales price ($100fore, each card is a PTC. Because the value of eaglach card sold by S provides its holde S's cus-
(iii) The arrangement is a PTC; thus, under sed®TC is not designated in dollars and a taff has notomer, with a fixed amount of communications ser-
tion 4251(d), the face amount is treated as abeen filed for the units on the PTC, each PTC is avices (100 minutes of toll telephone service) to be
amount paid for communications services and thamntari ffed unit card. obtained by means of a PIN, for which $ customer
amount is treated as paid when the PTC is trans- (iii) The PTCs are untariffed unit cards transpays in advance of obtaining service; therefore each
ferred from A to P. Accordingly, at the time of trans<ferred by the carrier to a transferee reselle. Thuscard is a PTC. Because the value of each PTC is not
fer, Pis liable for the 3 percent tax imposed by se¢he face amount is determined under paragrapfesignated in dollars and D sells the PTCs to S sub-
tion 4251(a) The tax is $3 (36X $100 (the face (c)(3)(ii) of this section, which permits C to choosgect to an arrangement under which the price at
amount of the PTC)). Thus, the total paid byP isfrom three alternative methods. Under paragrapfyhich the PTCs are sold to holders will not exceed
$103, the $100 sales price plus $3 takis responsi- (c)(3)(i))(A)(1) of this section, the face amount ofthe designated number of units on the PTC muit
ble for collecting the tax fromP. each PTC would be %10, the highest amount forp|ied by D's tariffed price per unit, each PTC is an
Example 4 Dollar card; sold other than for re- which C sells to customers purchasing a single PTGgri ffed unit card. Because the PTCs are taffied unit
sale. (i) On February 1, 2000, B, a carrig sellsAlternatively, under paragraph (c)(3)(ii)(A)(2) of cards, the face amount of each PTC is $33, the des-
100,000 prepaid telephone cards to Q, an autbis section, a face amount of $99 per PTC may hgnated number of units on the PTC multiplied by
deale. Q will give away a card to each person thatsed This face amount is computed as followsihe tariffed price per unit (108 $0.33 = $33), even
visits Q's dealership. B provides Q with a PIN forl65% X $600,000 (the $40,000 sum certain plus thenough the actual retail sale price of the cards is $30.
each card The face of each card is marked “$2.$560,000 contingent amount (10,000 PR 400 (iii) The cards are PTCs; thus, under section
The sales price for the 100,000 cards is $50,000nits = 4,000,000 uni$X $0.14 per unit)) = 4251(d), the face amount is treated as an amount
The toll telephone service acquired by purchasin§990,0® + 10,000 (the total number of PTCs soId).paid for communications services and that amount is
the card will be obtained by entering the PIN and thEinally, under paragraph (c)(3)(ii)(A)(3) of this secreated as paid when the PTC is transferred from D
telephone number to be called. tion (assuming the PTCs are of a type that ordinarily, 5 Accordingly, at the time of transfe, S is liable
(i) Because Q purchased from a carrier otheis used entirely for domestic communications sefor the 3 percent tax imposed by section 4251(a).
than for resale, Q is a holde. Each card provides itsices), a face amount of $120 ($0.30 per #1400  The tax is $990 (36X $33,000 (1,000 PTCs multi-
holder, Q, with a fixed amount of communicationsunits) may be used. plied by the $33 face amount of each PTC))Thus,
services ($2 of toll telephone service) to be obtained (iv) The cards are PTCs; thus, under sectiofhe total paid by S is $25,990, the $25,000 sales
by means of a PIN, for which Q pays in advance o4251(d), the face amount is treated as an amoualtice plus $990 tax. D is responsible for collecting
obtaining service; therefore, each card is a PTC evemaid for communications services and that amount ¢ tax from S.
though Q's visitors do not pay for the cards Thetreated as paid when the PTCs are transferred from Example 7 Transfer of card that is not a PTC. (i)
value of each PTC is designated in dollars; ther C to R. Accordingly, at the time of transfe, R is li- o February 1, 2000, E, a carrie, provides a tele-
fore, each PTC is a dollar card. Because the PTCadble for the 3 percent tax imposed by sectiorahone card T, an individual, for T's use in making
a dollar card, the face amount is the designated del251(a) The amount of the tax is computed as f°|1e|ephone calls. E provideT with a PIN. The card
lar value ($2). lows (assuming that C chooses to determine the fafﬁ?ovides access to an unlimited amount of commu-
(iii) The cards are PTCs; thus, under sectioamount as provided in paragraph (c)(3)(ii)(A)(2) ofications services. E chayes T $0.25 per minute of
4251(d), the face amount is treated as an amouititis section): 26X $99 (the face amount of the service, and bils T monthly for services used The
paid for communications services and that amount BTC) = $2.97 per PTXx 10,000 PTCs = $29,700 communications services acquired by using the card
treated as paid when the PTCs are transferred frotax. Thus, the total paid by R at the time of transfef;; ;o obtained by entering the PIN and the tes-
B to Q. Accordingly, at the time of transfe, Q is li- is $69,700, the $40,000 sum certain plus $29’708none number to be called.
able for the 3 percent tax imposed by sectiotex. C is responsible for collecting the tax from R. (il) Although the communications services will
4251(a) The amount of the tax is computed as fol- (v) In 2000 and 2001, R sells PTCs to its cus;

- be obtained by means of a PINT does not receive a
lows: 3% X $2 (the face amount of the PTC) =tomers for varying amounts. Because any amouy

$0.06 per PTCX 100,000 PTCs = $6,000 taxThus, paid for a PTC purchased from a transferee resellggé(i?] Oatirzg;r::] cgdc\:/c;r:cn;usr::::;ct):; z;r(\)/:fr?; &A,Izoégy_
the total paid by Q is $56,000, the $50,000 saleis not an amount paid for communications servicesrhent obligation depends upon the number of min-
price plus $6,000 tax. B is responsible for collectingno tax is imposed on Rs sale of a PTC. utes used Therefore. the card is not a PTC.
the tax from Q. (vi) On February 15, 2001, C informs R that (iii) Because thé card is not a PTC. section
Example 5 Unit card; sold to transferee reselle. 3,000,000 minutes were used during the 12-mont£|251(d) does not apgl Howeve, the tax i’mposed
(i) On February 1, 2000, C, a carrie, sells 10,00Qeriod. R pays C $420,000 ($04x 3,000,000), the section 4251(a) applies to the, amounts paicytT
prepaid telephone cards to R, a convenience stotentingent amount agreed to when R purchased ﬂ%E for communications services Accordingly, at
owner. R will sell the cards to individuals for theirPTCs. No tax is imposed on this paymentTax was the time an amount is paid for communicationé ser-
own use. C provides R with a PIN for each cardmposed when the PTCs were transferred to RThevices T is liable for tax. E is responsible for collect-
The face of each card is marked “400 minutes. A contingent amount paid in 2001, based on the num- ’
tari ff has not been filed for the units on the card. Bber of minutes used, does not change &tax liability. Ing the tax from T.
sales price to R is $40,000 to be paid at the time of Example 6 Tariffed unit card; sold to transferee (f) Effective date This section is ap-
sale, plus a contingent amount equal to $0.14 faeselle. (i) On February 1, 2000, D, a carrig, sells . .
each minute of service used within 12 months to b&,000 prepaid telephone cards to S, a convenienpé'cabIe with respect to PTCs transferred
paid at the end of the 12-month period. C also seligore owne, for $25,000 The value of the cards isby a carrier on or after the first day of the
the identical card at its retail store for $110 to cusnot denominated in dollars, but the face of the carfirst calendar quarter beginning after the
tomers purchasing one card, or for $90 each to cus marked “100 minutes” and a tariff of $0.33 perdate of publication of the final regulations
tomers purchasing five or more cards The toll tele-minute has been filed for the units on the card. ISn theFederal Registe
phone service acquired by purchasing the card wiligrees that it will sell the cards to individuals for ’

be obtained by entering the PIN and the telephortbeir own use and at a price that does not exceed Michael P. Dolan,

number to be called. $0.33 per minute. S actually sells the cards for $30 L
(ii) Because R purchased from a carrier for e-each (i.e., at a price of $0.30 per minute). D pro- Deputy Commissioner of
sale, R is a transferee reselte Because Rs cus-vides S with a PIN for each card The toll telephone Internal Revenue.
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(Filed by the Office of the Federal Register on D¢
cember 16, 1998, 8:45 a.m., and published in t
issue of the Federal Register for December 17, 19
63 F.R. 69585)




