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This document contains proposed regulanent and Budget for review in accordancgnr and a person is not required to re
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purposes if a check or other instrument ig1€ collection of information should be,ggigned by the Office of Management
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and clarify that the amount to be reported0503, with copies to the Internal ReVinterig| in the administration of any in-
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This document also contains propose@fficer, W.CAR:MP:FP:S:0, Washington, 4 tax return information are confiden-
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move investment advisers from the list opf information should be received by De-

exempt recipients. In addition, this docucember 19, 2000. Comments are specifBackground and Explanation of

ment provides notice of a public hearingally requested concerning: Provisions

on these proposed regulations. Whether the proposed collection of in-

DATES: Written or electronic comments];?tirgr]]agg ?hles fnuencceti)sr?sryoﬁrhtehfn?é?ﬁ;rIggsf[- Proposed Regulations Under Section
must be received by January 17, 200, e service, including whether the

Requests to speak (with outlines of ordhtqrmation will have practical utilty; Section 6041 provides that all persons
comments) at a public hearing scheduled 1,4 accuracy of the estimated burdesngaged in a trade or business that mak
for February 7, 2001, at 10 a.m. must bgssqciated with the proposed collection afertain payments in the course of tha
submitted by January 24, 2001. information (see below); trade or business to another person o
ADDRESSES: Send submissions to: How the quality, utility, and clarity of $600 or more in a taxable year must re
CC:M&SP:RU (REG-246249-96), roomthe information to be collected may be enport the amount of the payments and the
5226, Internal Revenue Service, POBanced; name and address of the recipient.

7604, Ben Franklin Station, Washington, How the burden of complying with  Section 3406(a) provides that a payol
DC 20044. In the alternative, submisthe proposed collection of informationmust withhold tax from reportable pay-
sions may be hand delivered Mondaynay be minimized, including throughments under certain circumstances, fol
through Friday between the hours of 8he application of automated collectiorexample, if the payee has failed to furnish



a valid taxpayer identification number toperson that makes a payment on behalf tindlords are payors and continue to be
the payor in the manner required. “Reanother person and performs a managsubject to the general requirements of
portable payments” include payments thahent or oversight function in connectior§1.6041-1. The proposed regulations
are required to be reported under sectiongth, or has a significant economic interalso remove §1.6041-3(n), which pro-
6041 and 6045. Section 3406(b)(3)(AEst in, the payment must report under segides an exception to the information re-
and (C). The party that is responsible fation 6041. A management or oversighporting requirements of section 6041 for
reporting the payments under sectionfinction is an activity that is more thanamounts that a bank or similar institution
6041 and 6045 is also responsible for anyerely administrative or ministerial. Forcollects on behalf of, and pays over or
backup withholding required under secexample, a person that merely writesredits to the account of, the actual owner
tion 3406. checks at the direction of others in conef the funds, but only if it does not collect
These proposed regulations addregsection with a transaction, sometimes rethe items on a regular and continuing
certain issues identified by the Commisferred to as a paying agent, is performingasis. Rev. Rul. 77-53 (1977-1 C.B.
sioner’s Information Reporting Programonly an administrative or ministerial func-368) further restricted this limitation to
Advisory Committee (IRPAC) and taketion and is not a payor. In contrast, a pebanks that collect items on a regular and
into account comments and informatiorson that exercises discretion or supervicontinuing basis and also assume a man
provided by IRPAC members representsion in connection with a payment isagement function or perform more than
ing the banking, real estate, insurancgerforming a management or oversighthe mere collection and payment or cred-

and securities industries. function and is a payor. A significant ecoiting of funds to a customer’s account.
. nomic interest in a payment is an ecofhis holding is consistent with the “man-
a. Payments to Joint Payees nomic interest that would be compro-agement and oversight” standard of the

The proposed regulations clarify themised if the payment were no_t _made. Fagrroposed regulations. According&x-
definition of fixed and determinable in_examp_le a ba_nk has a significant ecoample 11of the p_roposed regulations pre-
come in §1.6041—1(c) when a payment aomic interest in a payment to a contracserves the holding of Rev. Rul. 77-53.
. ) Ment & when damage occurs to property sesection 1.6041-3(n) is removed to avoid

made payable to joint payees. This issug . ; : .
was discussed in papers presented %#rmg a mortgag_e held by the k_)ank. Wltmonfu3|on _and redundancy. Hovyever, its
IRPAC meetings in May 1994 and May is standard, which was also discussed nemoval WI|| change f:urrent r_equwements
1995. The regulations provide that a pa the IRPAC papers of May 1_994 and Mayy imposing a reporting requirement ona
ment.made jointly to two or more payeeélg%’ the_proposed regulaﬂon; attempt toank that collects and pays or Cr_edlts
may be fixed and determinable income t(r)epla_ce disparate revenue _rqlmgs with &unds on pehalf of a cu_sto_m_er on an infre-
one payee even though the payment is nc?n3|stent and _eaS|Iy adml_nlstrable rulguent or isolated ba§|s if it p_erfo_rms a
fixed and determinable income to anothe%at can b_e app!|ed tq a variety of factuahan_agem_ent or oversight function in con-
payee. For example, when a payment I_?1|tuat|0_ns involving middlemen. nectl_on with the payment, a transaction
consiaeration for ’services is made Sectl_on 1.604_1—1(e)(2) of the _proposethat |s_currently within the §1.6041-3(n)
payable to joint payees, one of whom igegulatlons provides an exception to thexception. _
the service provider ar,1 information re_gen_eral rule of §1.604_1—1(e)(1) by refer- The proposed regulations also remove
turn must be made ’showing the servic&ncing the procedures in Re\_/. Proc. 84—3%aragraphs (b) and (c) _of §31.3406(a)-2.
provider as the payee if the payment i§984_1 C.B. 502_) for an optlo_nal methoqrhese p_aragraph_s provide a standarql fo
fixed and determinable income to the sefo’ P&Yors to designate a paying agent teformation reporting by a so-called mid-

: . . . ile information returns and backup with-dleman that is inconsistent with the stan-
vice provider, even if the payment is no

. . : old. dard in the proposed regulations. As
fixed and determinable income to the . . .
L The proposed regulations include examended, 831.3406(a)-2 reiterates the
other payee. See, e.g., Situation 2 of Rev. . ; . )
Rul. 70-608 (1970-2 C.B. 286). amples, denve_d primarily fr(_)m reverjuegeneral rule of section 3406(h) (also
rulings and private letter rulings, whichstated in 835a.9999-3, Q & A 1) that the
b. Identification of Payor are intended to be all-inclusive. Rulingslefinition of payor for information report-
that are factually encompassed by the pring purposes determines who is the payor
A payment reportable under sectiorposed regulations will be obsoletedfor backup withholding purposes as well.
6041 may be made by a person on behalfomments are requested identifying other
of another person that is the actual sourdactually relevant rulings or suggestin
of the funds. Under certain circumstanceappropriate additional examples.
this so-called middleman, and not the per- The proposed regulations make tw& oM a Payment
son that provided the funds, is the payarhanges to §1.6041-3 (to be effective Jan- The proposed regulations add a new
obligated to report the payment under secrary 1, 2001). They revise §1.6041-3(d)aragraph (f) to §1.6041— 1 that clarifies
tion 6041. See, e.g., Rev. Rul. 93—-7@0 conform the cross-reference tqnat the amount to be reported as paid to :
(1993-2 C.B. 294). §1.6041-1 to the language effective Janysyee is the gross amount of the paymen
Consistent with Rev. Rul. 93-70, theary 1, 2001, and to clarify the current rulgyr hayments before fees, commissions,
proposed regulations add a new paragraphat real estate agents who manage ren@lpenses, or other amounts owed by the
(e)(1) to §1.6041-1 that provides that aroperty and make payments of rent tgayee to another person have been de

. Amount to be Reported When Fees,
xpenses or Commissions are Deducted



ducted. See, e.g., Rev. Rul. 67-19Rev. Rul. 59-328 (1959-2 C.B. 379)  deliver the securities to the broker/dealel
(1967-1 C.B. 319); Rev. Rul. 54-571Rev. Rul. 55-606 (1955-2 C.B. 489) against delivery of the proceeds of the
(1954-2 C.B. 235). The rule, which apRev. Rul. 54-571 (1954-2 C.B. 235) sale. The investment adviser, and not th
plies whether the payment is made jointly . . broker/dealer or the custodian bank, is
or separately to the payee and anothé&r Proposed Regulations Under Section required to report the payment of the pro-
person, is also cross-referencedexam- 6045 ceeds of the sale to the investment ad
ple 6andExample &f §1.6041-1(e)(3). Section 6045 provides that a brokeYiser's customer, because (1) the
The rule of §1.6041-1(f) is illustrated st file an information return showingbroker/dealer paid the gross proceeds o
by two examples involving payment ofyo hame and address of the broker’s cull€ sale to the custodian bank against de
taxable damages by a defendant to a plaifs mer and other details, such as thivery of the securities sold, and (2) the
tiff. These examples, read witxample 8 , ount of the gross proceeds of th&ustodian bank’s customer was the invest
of 81.6041— 1(e)(3), are, in part, inconSiSfransaction, as the Secretary may requir@em adviser, an exempt recipient.
tent withExample 2of the proposed regu- gqction 6045(c) defines a broker as a Commentators on the proposed regula
lations at §1.6045-5(f), published on Ma)ﬁealer, a barter exchange, or any othdipns objected to the imposition of the re-
21,1999 (64 FR 27730FExample Xtates person who, for a consideration, reguporting obligation under section 6045(a)
that a defendant that pays a settlement thrIy acts as a middleman with respect t8" investment advisers because (1) in
plaintiff and knows the amount of theproperty or services. vestment advisers generally do not have
plaintiff’s attorney fees included in the' ggction 1.6045-1(a)(2) provides that first-hand knowledge that a sale has bee
payment is required to report the payment,,ciomer is the person who makes a saf@mpleted, and (2) investment adviser:
of the attorney fees under section 6044 cted by a broker, if the broker acts agenerally do not handle the proceeds of :
and not the gross proceeds under secti i an agent for the customer in the sa|es’ale and, consequently, cannot comply
6045(f). However, under §1.6041-1(e) O(fii) a principal in the sale, or (iii) the with the backup withholding require-
these regulations, the defendant is not ®¥arty in the sale responsible for paying ogments of section 3406. Investment ad-
ercising management or oversight in COMkrediting the proceeds to the customeViser reporting issues were also the sub
nection with, and therefore is not requiregqer §1.6045-1(h), a broker must tred€ct of IRPAC papers presented at
to make an information return under seGg,q person whose name appears on tReetings in November 1995 and Octobel
tion 6041 for, the payment to the attorney, .. or's books and records as the princh997'
The plaintiff, not the defendant, is re- 5. These proposed regulations withdraw
quired to report the payment of attorney gqction 5f.6045-1(c)(3), also pub_the 1984 proposed regulations. In gen
fees to plaintiff's attorney under sectionighed as proposed regulations (49 F.(eral, they propose to incorporate the
6041 (assuming that the payment is mad232343)' provides that no return of inforProvisions of §5f.6045-1 into
in the course of the plaintiff's trade oryation is required with respect to a sal81-6045-1(c)(3) and (4). The proposec
business and that the other requirement$tacted for a customer that is an eXermg{egulations also remove investment advis
of section 6041 apply). Accordingli#x- ers from the list of exempt recipients and

. - ' recipient. Among the categories of ex~'>,
ample 2in the final regulations under sec- gpvise current §5f.6045-1(c)(Examples

! ) ' . empt recipients is a person registere ; A
tion 6045(f) will be revised to provide that,,qer the Investment Advisers Act oft @nd5 to clarify that, under the revised
the defendant is not required to make afig40 who regularly acts as a broker (aHJIes, an investment adviser that initiates
information return under section 6041 buf,estment adviser). a sale on behalf of a customer is require
is required to make an information return  ggaction 5f.6045-1(c)(3)(iii) providesto make a return of information only if the
under section 6045(f), even if the defenfhat’ in a cash on delivery or similar transSale relates to an investment account i

dant knows the amount of plaintiff’s attor'action, only the broker that receives théhe investment adviser_’s name (i.e., the
ney fees. gross proceeds against delivery of the sidentity of the customer is not disclosed to

d. Revenue Rulings to Become Obsolet8Urities sold is required to report a saldhe account custodian).
unless the broker’s customer is anothqj;roposed Effective Date
As discussed above, the proposed refproker (a second-party broker) that is an
ulations apply to the factual situations adexempt recipient. In that case, only the The provisions of these regulations
dressed in the following revenue rulingssecond-party broker is required to reportunder sections 6041 and 3406 are pro

which will become obsolete: One effect of these provisions is to shifposed to be applicable for payments mad
Rev. Rul. 93—-70 (1993-2 C.B. 294) the reporting requirement in a cash on den or after the beginning of the first calen-
Rev. Rul. 85-50 (1985-1 C.B. 345) livery transaction from the broker that re-dar year that begins after these regulation

Rev. Rul. 77-53 (1977-1 C.B. 368) ceives the gross proceeds against deliveaye published in thEederal Registeras
Rev. Rul. 73-232 (1973-1 C.B. 541)  of the securities to an investment advisefinal regulations. The provisions of these
Rev. Rul. 70-608, Situations 1, 2, and 5or example, in 85f.6045-1(c)(Exam- regulations under section 6045 are pro
(1970-2 C.B. 286) ple (4) an investment adviser instructs g@osed to be applicable for sales effectet
Rev. Rul. 69-595 (1969-2 C.B. 242)  broker/dealer to sell securities owned bgn or after the beginning of the first calen-
Rev. Rul. 67-197 (1967-1 C.B. 319) the investment adviser’s customer and tdar year that begins after the date thes
Rev. Rul. 65-129 (1965-1 C.B. 519)  pay the proceeds of the sale to a custodiaagulations are published in tifederal
Rev. Rul. 64-36 (1964-1 C.B. 446) bank. The custodian bank is instructed tRegisteras final regulations.



Special Analyses small entities of all alternatives considwill be available free of charge at the

. . _ered. hearing.
It has been determined that this notice The collection of information in pro-

of proposed rulemaking is not a signifi—posed §1.6045-1(c)(3) will not have Prafting Information

cant regulatory action as defined in Execsignificant economic impact on a substan- The principal author of these requla-
utive Order 12866. Therefore, a regulaal number of small entities. The prosjong ispDonr?a M. Crisalli, Office ofgthe
tory assessment is not required. It has algpysed regulations will relieve investmenixceociate Chief Counsel ’(Income Tax &
been determined that section 553(b) of thgqyyisers of the requirement to make inforaceounting).  However, other personnel
Administrative Procedure Act (5 U.S.C.mation returns under section 6045(a), adlom the IQI]?S and Trea{sur D(Fa) artment
chapter 5) does not apply to these regulgy, if any, financial custodians that may, articipated in their develop)ll”nent?

tions. An initial regulatory flexibility pe affected by the regulations are small %k ok ok
analysis has been prepared for the collegptitjes.

tion of informat_ion in this notice of pro- . _ Proposed Amendments to the
posed rulemaking under 5 U.S.C. sectio@omments and Public Hearing Regulations

603. The analysis is set forth in this pre- .
amble under the heading “Initial Regula- Before these proposed regulations are aceorgingly, under the authority of 26
tory Flexibility Analysis.” Pursuant to adopted as final regulations, considerqy g ¢ 7805, the notice of proposed rule-
section 7805(f) of the Internal Revenud'©" will be given to any electronic of yaying (LR-62-84) amending 26 CFR
Code, this notice of proposed rulemakinél.rltten comments (a signed original a”i{art 1 that was published in tiF@deral
will be submitted to the Chief Counsel for.Ight (3) copies) that are .Sme'tte egisteron May 29, 1984 (49 F.R.
Advocacy of the Small Business AdminiMmely (in the manner described in theyy343) is withdrawn. In addition, 26

istration for comment on its impact on/*DDRESSES caption) to the IRS. The-pp parts 1, 5f, and 31 are proposed to be
small business. IRS and Treasury Department requestnended as follows:
comments on the clarity of the proposed

Initial Regulatory Flexibility Analysis ~ rules and how they may be made easier RART 1—INCOME TAXES
understand. All comments will be avail- o

The collection of information pro- able for public inspection and copying. Parqgraph 1. The authority citation for
posed in §1.6041-1(e) is needed to clar- A public hearing has been schedule@a't 1 is amended - _
ify the requirements for filing an infor- for February 7, 2001, beginning at 1¢°Y @dding an entry in numerical order to
mation return under section 6041 when a.m. in the IRS Auditorium, Seventhéad in part as follows:
person makes a payment on behalf of afoor, Internal Revenue Building, 1111 Authority: 26 U.S.C. 7805 * * *
other person or to joint payees. The obConstitution Avenue, NW.. Washington,SecnO” 1.6041-1 also issued under 26
jectives of the proposed regulations arBC. Due to building security procedures,U'S'C' 6041(3)'_* o .
to provide uniform, practicable, and adwvisitors must enter at the 10th Street en- Par- 2. Section 1.6041-1 is amended
ministrable rules under section 6041 fotrance, located between Constitution anBY: _
persons making payments on behalf gbennsylvania Avenues, NW. In addition, 1- Reémoving the language “paragraph
another person or to joint payees. Thall visitors must present photo identifica{9)” in the second sentence of paragrapk
types of small entities to which the protion to enter the building. Because of adP)(1) and adding the language “para-
posed regulations may apply are smalless restrictions, visitors will not be ad9raph (i)" in its place.
businesses. An estimate of the numbenitted beyond the immediate entrance 2: Adding two sentences after the
of small entities affected is not feasiblearea more than 15 minutes before thfUrth sentence of paragraph (c).
because of the large variety of entitietearing starts. For information about 3: Redesignating paragraphs (e)
and transactions to which the proposeHaving your name placed on the building"0ugh (9) as paragraphs (g) through ().
regulations may apply. However, inaccess list to attend the hearing, see the#- Adding new paragraphs () and (f),
1997 a total of 73,273,621 Forms 1099FOR FURTHER INFORMATION and (). .
MISC were filed with the IRS. The CONTACT” section of the preamble. The additions and revisions read as
number of 1997 Forms 1099-MISC that The rules of 26 CFR 601.601(a)(3)°!lows:
related to transactions that involved payapply to the hearing.Persons who WiSh. 81 .6041-1 Return of information as to
ments made on behalf of another persqsresent oral comments at the hea””ﬁayments of $600 or more.
or to joint payees cannot be determineanust submit written comments and an
The current estimated reporting burdeoutline of the topics to be discussed anti* * * *
relating to Form 1099-MISC is 14 min-the time to be devoted to each topic (c) * * * A payment made jointly to
utes per form. No special professionafsigned original and eight (8) copies) bywo or more payees may be fixed and de-
skills are necessary for preparation of thganuary 24, 2001. A period of 10 minuteserminable income to one payee even
reports or records. There are no knowwill be allotted to each person for makinghough the payment is not fixed and deter-
Federal rules that duplicate, overlap, ocomments. An agenda showing theninable income to another payee. For ex-
conflict with these proposed regulationsscheduling of the speakers will be preample, property insurance proceeds paic
The regulations proposed are considergshred after the deadline for receiving outjointly to the owner of damaged property
to have the least economic impact ofines has passed. Copies of the agendad to a contractor that repairs the prop-



erty may be fixed and determinable inescrow account and makes disbursements accordingExample 7 Attorney P deposits into a client
come to the contractor but not fixed andP E's instructions to contractors and subcontractottsust fund a settlement payment from R, the defen
. . « % « performing repairs on the property. D is not perdant in a breach of contract action for lost profits
determinable income to the owner. forming management or oversight functions, but Dn which P represented plaintiff Q. P makes pay-
has a significant economic interest in the paymentaents from the client trust fund to service

(e) Payment made on behalf of anothepbecause the purpose of the arrangement is to enspreviders such as expert witnesses and private in
persor-]—(l) In general A person that that property on which D holds a mortgage is revestigators for expenses incurred in the litigation.
makes a payment in the course of its trad)@ireq or repla_lced. D isfsubj(_ect té)othe ir_]fsrmatiorP decides Wh(;)rg to hir_e, neghotiatre]s the qmourr:t 0

. porting requirements of section 6041 with respeqgiayment, and determines that the services hav
or business on behalf of another person jgthe payments to contractors. been satisfactorily performed. In the event of a
the payor that must make a return of in- Example 3 Settlement agent F provides real esdispute with a service provider, P withholds pay-
formation under this section with respectate closing services to real estate brokers andent until the dispute is settled. With respect to
to that payment if the payment is deagents. F deposits money received from the buypayments to the service providers P is performing
scribed in paragraph (a) of this sectiof' Ierl(rj]er in an etstcrow T\cctt)utnt and inakebs psymean;xs-altr;]aggrpent (:r oversigrt1_t functions andtis sfubjec
. om the account to real estate agents or brokers, e information reporting requirements of sec-
and, under all the facts and ClrcumStanceér‘aisers, land surveyors, building inspectors, or sintion 6041.
that person— ilar service providers according to the provisions of Example 8 Assume the same facts asEixam-

(i) Performs management or oversighthe real estate contract and written instructions fromple 7, except that after paying the service
functions (i.e., performs more than merg¢he lender. F may also make disbursements pursuarbviders and deducting his legal fee, P pays Q the
administrative or ministerial functions) intc|> verbal instructionsf of the seller or purchaser itﬂtemaining fr:mds thz:]t P had receir:/ed from the set-

. . . closing. F is not performing management or overlement with R. With respect to the payment to Q,
conpectlon Wl_th t_h_e payment; 0!’ . sight functions and does not have a significant ecd is not performing management or oversight

(if) Has a significant economic interest,omic interest in the payments, and is not subject fainctions and does not have a significant eco-
in the payment. the information reporting requirements of sectiomomic interest in the payment, and is not subject tc

(2) Optional method to reportA per- 6041. For the rules relating to F's obligation to rethe information reporting requirements of section
son that makes a payment on behalf of aﬁgrt Eh)e g;jo;s eE)Oroceeds of the sale, see sectiﬁﬁ41.h For the rulesfrer!ating tlo R’s obligatior:jto re-

. . 45(e) and §1.6045-4. port the payment of the settlement proceeds to F
Oth?r persor? but is not reqUIred to makg Example 4 Assume the same facts aExample see section 6045(f) and §1.6045-5. For the rule:
an information return under paragraph except that the seller instructs F to hire a contracelating to R’s obligation to report the payment of
(e)(1) of this section may elect to do Saor to perform repairs on the property. F selects thine settlement proceeds to Q, see paragraph
pursuant to the procedures established fantractor, negotiates the cost, monitors the progreé&s)(1)(i) and (f) of this section. For the rules relat-
Rev. Proc. 84—33 (1984—1 C.B. 502) (Opr the project, and inspects the work to ensure ihg to Q’s obligation to report the payment of at-

. . omplies with the contract. With respect to the paytorney fees to P, see paragraphs (a)(1)(i) and (d)(2
tional method for a paying agent to reporﬁwents to the contractor, F is performing managesf this section.

and deposit amounts withheld for payorgent or oversight functions and is subject to the in- Example 9 Medical insurer S operates as the ad-
under the statutory provisions of backuformation reporting requirements of section 6041. ministrator of a health care program under a contrac
withholding) (see 8601.601(d)(2) of this Example 5 Real estate agent G manages certainith a state. S makes payments of governmen
chapter). rgntal property on behalf of property owner H. In_ adfupds to hgalth care prqviders who_provide‘ care tc
(3) Examples The provisions of this d|t|orj to collecting the rent G arranges for vanousall_glble patlen_ts. S receives and reviews claims sub
. services that are needed to maintain the propertyitted by patients or health care providers, deter-
paragraph (e) are illustrated by the folie g painting, repairs, lawn mowing, etc.), determines if the claims meet all the requirements of the
lowing examples: mines that the services have been satisfactorily pgrrogram (e.g., that the care is authorized and that th
Example 1 Bank B provides financing to C, a formed, and pays the service providers. G is pepatients are eligible beneficiaries), and determines
real estate developer, for a construction project. Brming management or oversight functions and ithe amount of payment. S is performing manage-
puts the funds in an escrow account and makes disubject to the information reporting requirements ofnent or oversight functions and is subject to the in-
bursements from the account for labor, materialssection 6041 with respect to the payments to the seformation reporting requirements of section 6041
services, and other expenses related to the construiece providers. With respect to the payments of renwith respect to the payments.
tion project. In connection with the payments, Bo H, see §1.6041-3(d). Example 10 Race track employee T holds de-
performs the following functions on behalf of C: ap- Example 6 Literary agent J receives a paymenposits made by horse owner U in a special escrov
proves payments to the general contractor or sulrom publisher L of fees earned by J's client, authoaccount in U’'s name. U enters into a contract with
contractors; ensures that loan proceeds are propeRy J deposits the payment into a bank account in Jsckey V to ride U’s horse in a race at the track. As
applied and that all approved bills are properly paidame and pays K the net amount after subtracting Hirected by U, T pays V the fee for riding U’s horse
to avoid mechanics or materialmen’s liens; conductsommission. From time to time and as directed bfrom U’s escrow account. T is not performing man-
site inspections to determine whether work has beéq, J also makes payments to attorneys, manageegement or oversight functions and does not have
completed (but does not check the quality of thend other third parties from these funds for servicesignificant economic interest in the payment, and is
work); evaluates and assesses the cost of the projeeindered to K. J does not order or direct the provirot subject to the information reporting require-
including costs of changes; and communicates raion of services by the third parties to K, and J exements of section 6041. For the rules relating to U's
sulting concerns to C or to the general contractor ssises no discretion in making the payments to thenobligation to report the payment of the fee to V, see
that modifications can be made or additional fund3 is not performing management or oversight fungearagraph (a)(1)(i) of this section.
ing obtained. B is performing management or ovettions and does not have a significant economic inter- Example 11 Bank W collects payments from
sight functions in connection with the payment aneést in the payments, and is not subject to the infornortgagors and remits the amounts to the mort:
is subject to the information reporting requirementsnation reporting requirements of section 6041 ilgagees or credits their accounts. W performs nc
of section 6041 with respect to payments from theonnection with the payments to K or to the thircdbther task with respect to the mortgage payment:
escrow fund. parties. For the rules relating to L's obligation to reand has no other interest in the accounts. Al-
Example 2 Mortgage company D holds a mort-port the payment of the fees to K, see paragraphisough W collects payments on a regular and con
gage on business property owned by E. When ti{g)(1)(i) and (f) of this section. For the rules relatinginuing basis, W is not performing management or
property is damaged by a storm E’s insurance conte K’s obligation to report the payment of the com-oversight functions and does not have a significan
pany issues a check payable to both D and E in sehission to J and the payments to the third parties f@conomic interest in the payments, and is not sub
tlement of E's claim. Pursuant to the contract beservices, see paragraphs (a)(1)(i) and (d)(2) of thject to the information reporting requirements of
tween D and E, D holds the insurance proceeds in aection. section 6041 with respect to the payments.

* k ok ok Kk



() Amount to be reported when fees, The revisions read as follows: ciation, cooperative bank, homestead as-
expenses or commissions are dedueted ) ) sociation, credit union, industrial loan as-
(1) In general The amount to be re- 31.6045-1 Returns of information of - gqciation or bank, or other similar organi-

ported as paid to a payee is the grod¥okers and barter exchanges zation.

amount of the payment or payments be- (a) Definitions The following defini- (C) Exemption certificate A broker
fore fees, commissions, expenses, Qfyns apply for purposes of this sectiofn@y treat a person described in paragrapl
other amounts owed by the payee to an; §1.6045-2: (©)(3)())(B) of this section as an exempt
other person have been deducted, whethex « « « recipient based on a properly completed
the payment is made jointly or separately (c) *** exemption certificate (as provided in
to the payee and the other person. (3) Exceptions—(i) Sales effected for §31.3406(h)-3) of this chapter or on the

(2) Examples The provisions of this exempt recipients- (A) In general No broker’s actual knowledge that the payee
paragraph (f) are illustrated by the folloW+gtyurn of information is required with re-1S a person described in paragraph
ing examples: . _ spect to a sale effected for a customer thed)(3)(i)(B) of this section. A broker may

Example 1 Attorney P represents client Q in aiS an exempt recipient under paragrap??qu"e an exempt recipient to file a prop-

breach of contract action for lost profits against de- . . . . .
fendant R. R settles the case for $100,000 damag®(3)(i)(B) of this section. erly completed exemption certificate and

and $40,000 for attorney fees. R issues a check (B) Exempt recipient definedThe May treat an exempt rec?pient that fails to
payable to P and Q in the amount of $140,000. R t&rmexempt recipienineans— do so as a recipient that is not exempt.
required to make an information return reporting a (1) A corporation as defined in section (i) Excepted salesNo return of infor-

payment to Q in the amount of $140,000. i i4n- Mation is required with respect to a sale
Example 2 Assume the same facts a&xample 7701(a)(3), whether domestic or foreign; 9 P

1, except that R issues a check to Q for $100,000 (2) An organization exempt from taxa'EﬁeCj[ed by a broker for a CUStO_mer if the
and a separate check to P for $40,000. R is requiréion under section 501(a) or an individuafale is an excepted sale. For this purpose

to make an information return reporting a paymentetirement plan; a sale is an excepted sale if it is so desig
to Q in the amount of $140,000. (3) The United States or a State, th@ated by the Internal Revenue Service in &
* k k k%

, _ o District of Columbia, a possession of théevenue ruling or revenue procedure (see
(i) Effective date The provisions of niteq States, a political subdivision 0f§601.601(d)(2) of this chapter).

paragraphs (b), (c), (e), and (f) apply tny of the foregoing, a wholly-owned (iii) Multiple brokers If a broker is in-
payments made on or after the beginningyency or instrumentality of any one oftructed to initiate a sale by a person tha
of the first calendar year that begins aft§f,qre of the foregoing, or a pool or partiS an exempt recipient described in para-
these regulations are published in thgeshin composed exclusively of any ofiraph (€)(3)()(B)6), (7), or (11) of this
Federal Registeras final regulations. g foregoing: section, no return of information is re-
§1.6041-3 [Amended] (4). A.foreign goverqment, a political quired with respect'to the sale by that pro—
subdivision thereof, an international orgaker. In a redemption of stock or retire-
Par. 3. Section 1.6041-3, as in effect onization, or any wholly-owned agency oment of securities, only the broker
January 1, 2001, is amended as follows: instrumentality of the foregoing; responsible for paying the holder re-
1. In paragraph (d), removing the lan- (5) A foreign central bank of issue agleemed or retired, or crediting the gross
guage “(but the agent is subject to the redefined in §1.895-1(b)(1) (i.e., a bankroceeds on the sale to that holder’s ac-
quirements of paragraph (a)(1)(ii) andhat is by law or government sanction th€ount, is required to report the sale.
(2)(ii) of §1.6041-1)” and adding the lan-principal authority, other than the govern- (iv) Cash on delivery transactiondn
guage “(but the agent is required to reporhent itself, issuing instruments intendedhe case of a sale of securities through e
payments of rent to the landlord in accorto circulate as currency); cash on delivery account, a delivery ver-
dance with §1.6041-1)(a)(1)(i)(B) and (6) A dealer in securities or commodi-sus payment account, or other similar ac-
(2)” in its place. ties registered as such under the laws ebunt or transaction, only the broker that
2. Removing paragraph (n) and redeshe United States or a State; receives the gross proceeds from the sal
ignating paragraphs (o) through (q) as (7) A futures commission merchantagainst delivery of the securities sold is
paragraphs (n) through (p). registered as such with the Commodityequired to report the sale. If, however,
Par. 4. Section 1.6045-1, as in effect oRutures Trading Commission; the broker’s customer is another broker
January 1, 2001, is amended as follows: (8) A real estate investment trust (agsecond-party broker) that is an exempt
1. Revising paragraph (a) introductorydefined in section 856); recipient, then only the second-party bro-
text. (9) An entity registered at all timesker is required to report the sale.
2. Revising paragraphs (c)(3) andluring the taxable year under the Invest- (v) Fiduciaries and partnershipsNo
(c)(4). ment Company Act of 1940 (15 U.S.Creturn of information is required with re-
3. Removing the language “5f.6045-B0a-1,et seq); spect to a sale effected by a custodian o
(c)(3)(ii) of this chapter” and adding the (10) A common trust fund (as definedtrustee in its capacity as such or a redemp
language “paragraph (c)(3)(iii) of thisin section 584(a)); or tion of a partnership interest by a partner-
section” in its place in each place it ap- (11) A financial institution such as aship provided the sale is otherwise re-
pears in paragraph (g)(®xamples 14, bank, mutual savings bank, savings angorted by the custodian or trustee on a
5, 6, and7(i). loan association, building and loan ass@roperly filed Form 1041, or the redemp-



tion is otherwise reported by the partnerties and certificates issued by the Comgraph (c)(3)(iv) of this section, K is not required to
ship on a properly filed Form 1065, andnodity Credit Corporation after January™ake a return of information with respect to the sale

) . . . ecause K will pay the gross proceeds to L against
all Schedule K-1 reporting requirementd, 1993, see paragraph (c)(7) of this segelivery of the securities sold. L is required to make

are ?atiSﬁed- _ _ tion-___ _ o a return of information with respect to the sale be-
(vi) Sales atissue priceNo return of  (xiii) Effective date The provisions of cause D is L's customer and is not an exempt recipi-

information is required with respect to ahis paragraph (c)(3) apply for sales efent.

sale of an interest in a regulated invesfected on or after the beginning of the first Example 5 Assume the same facts asHxam-

ment company (within the meaning ofcalendar year that begins after the dafi® 4€*Cept that the records of both K and L with
réspect to the transaction show an account in the

se_ction 851) that computes its qurr_enﬂhese regulfitions are published iN thRame of E. Pursuant to paragraph (h)(1) of this
price per share for purposes of distribuFederal Registeras final regulations. section, E is considered the customer of K and L.
tions, redemptions, and purchases so as(4) Examples The following examples Under paragraph (c)(3)(iv) of this section, K is not
to stabilize the price per share at a corilustrate the application of the rules infequired to make a return of information with re-

. N . . spect to the sale because K will pay the gross pro-
stant amount that approximates its issugaragraph (c)(3) of this section: ceeds to L against delivery of the securities sold. L

price or the price at which it was origi- Example 1 P, anindividual who is not an exempt;

o . ,s required to make a return of information with re-
nally sold to the public recipient, places an order with B, a person generaly . 1, e sale because E is L's customer and is
iy Obli ) t tai known in the investment community to be a federhgt an exempt recipient. E is required to make a re-
(vii) 'gor payments on certain ally registered broker/dealer, to sell P’s stock in )

; ; ; ; ; furn of information with respect to the sale because
obligations No return of information is pyplicly traded corporation. B, in turn, places a P

- - ) 'b is E's customer and is not an exempt recipient.
required with respect to payments represrder to sell the stock with C, a second broker, L by P
Example 6 F, an individual who is not an ex-

senting obligor payments on— which will execute the sale. B discloses to C th%mpt recipient, owns bonds that are held by G, a

(A) Nontransferable obligations (ihC|ud-'dem_Ity of the customer placing the order. C is N%gerally registered broker/dealer, in an account for
. . bonds. savinas account required to make a return of information with e with G designated as nominee for F. Upon the re-
o S(tivmgs ; J %pect to the sale because C was instructed by B, filbment of the bonds, the gross proceeds are auto-
checking a_ccognts, and NOV.V accounts); exempt recipient as defined ‘in paragraphmatica” credited tolthe gccour?t of F. G is re-
(B) Obligations as to which the entire(c)(3)(i)(B)(6) of this section, to initiate the sale. B " y ; o
) ired K t £ inf i ith _qwred to make a return of information with respect
gross proceeds are reported by the brokerrequired to make a return of information wi "0 the retirement because G is the broker responsi-

on Form 1099 under provisions of the |n§$]e:)t<é%tphterescai§:ricause Pis B's customer and is pot ¢ making payments of the gross proceeds to F.
1 ' * %k % %
ternal Revenue Code other than section Example 2 Assume the same facts aEkample

6045 (including stripped coupons iSsued except that B has an omnibus account with C sg
prior to July 1, 1982); or that B does not disclose to C whether the transactichl-6045—2 [Amended]
C) Retirement of short-term obligationgs for a customer of B or for B's own account. C is
(i e( )obligations with a fixed maturi?y daten©t required to make a return of information with re- Par. 5. In §1.6045-2, paragraph
o . . spect to the sale because C was instructed by B, @n)(2)(ii), is amended by removing the
?hOt er:(ceedlrjg_ 1y_ear from the date of IS_SU% empt recipient as defined in paragrapf]anguage “85f.6045-1(c)(3)(i)(B) of the
at have original issue discount, as definggs)(i)B)(6) of this section, to initiate the sale. B :
. . ) 4 . } : Temporary Income Tax Regulations
in section 1273(a)(1). is required to make a return of information with re- . .
(viii) Callable obligations No return of spectto the sale because P is B’s customer and is tlrgt]der the Tax Equlty and FI?C&l Respon-
information is required with respect to pay2" €xempt recipient. sibility Act of 1982” and adding the lan-
¢ e bli ¢ Example 3 D, an individual who is not an ex- guage “81.6045— 1(c)(3)(i)(B)” in its
ments repr_ese_n Ing obligor payments OQmpt recipient, enters into a cash on delivery stock|gce.
demand obligations that also are callable kyansaction by instructing K, a federally registere Par. 6. In §1.6049-4. as in effect on
the obligor and that have no premium obroker/dealer, to sell stock owned by D, and to de: e : ’ .
discount. liver the proceeds to L, a custodian bank. Concurlanuary 1, 2001, paragraph (a)(2) is re-

(ix) Foreign currency No retumn of in- rently with the above instructions, D instructs L tovised to read as follows:

f fi . ired with tt IdeIiver D’s stock to K (or K's designee) against de- ) )
ormation IS required with reéspect 10 a Salfg oy of the proceeds from K. The records of bott§1.6049—4 Return of information as to

of foreign currency other than a sale purk ang L with respect to this transaction show an adnterest paid and original issue discount
;suant to a; for;/vtzri]rol contr_act (()jr rl_egulatefdf fLZ?)l(T)t I?tthhe narpe olfjp. Pur_sduané tt(r)1 para?rapfhdudime in gross income after

ures contract that requires delivery of for of this section, D is considered the custom

eign currency of K and L. Under paragraph (c)(3)(iv) of this sece-}f)ecember 31,1982.

. . tion, K is not required to make a return of informa- .
(x) Fractional share No return of infor- tion with respect to the sale because K will pay the (a)

mation is required with respect to a sale of goss proceeds to L against delivery of the securities (2) Payor. For payments made on or
fractional share of stock if the gross prosold. L is required to make a return of informatiorafter the beginning of the first calendar
ceeds on the sale of the fractional share aréh respect to the sale because D is L's customgiegr that begins after the date these regu-
less than $20. and is not an exempt recipient. lations are published in theederal Reg-

) Certai fi ts N t f Example 4 Assume the same facts a&xample . final lati -
(xi) Certain retiremen o return © 3 except that E, a federally registered investment adSter as final regulations, a payor is a

information is required from an issuer or its;ser, instructs K to sell stock owned by D and to dePerson described in paragraph (a)(2)(i) or
agent with respect to the retirement of booliver the proceeds to L. Concurrently with the abovéii) of this section.
entry or registered form obligations as ténstructions, E instructs L to deliver D's stock to K (j) Every person who makes a payment

which the relevant books and records indf°" K's designee) against delivery of the proceedgs yhe tyne and of the amount subject to
te that no interim transfers have occurre{fm K. The records of both K and L with respect tq ti der thi ti d
ca e transaction show an account in the name of HEPOIING UNder tnis section (or under an

(xii) Cross referenceFor an exception pyrsuant to paragraph (h)(1) of this section, D i@pplicable section under this chapter) to
for certain sales of agricultural commodi-<onsidered the customer of K and L. Under paraany other person during a calendar year.

200044 I.R.B. 445 October 30, 2000



(i) Every person who collects on be-son that is required to make an informa831.3406(b)(3)—-2 [Amended]
half of another person payments of th&on return under section 6041, 6041A(a),
type and of the amount subject to repor6042, 6044, 6045, 6049, 6050A, or Par 13. In 831.3406(b)(3)-2, para-
ing under this section (or under an applic050N, with respect to any reportabl@'@Ph (0)(5) is amended by removing the
able section under this chapter), or whpayment (as described in sectiof@nguage “85f.6045-1(c)(3)(ix)" and
otherwise acts as a middleman (as d@406(b)), or that is described in para@dding the language “§1.6045-1

fined in paragraph (f)(4) of this section)graph (b) of this section. (©)B)(x)" in its place.
with respect to such payment. (b) Persons treated as payor3he fol- §31.3406(d)—4 [Amended]
*okok oKk lowing persons are treated as payors for
purposes of section 3406— Par. 14. In 831.3406(d)—4, paragraph

PART 5f—TEMPORARY INCOME
TAX REGULATIONS UNDER THE
TAX EQUITY AND FISCAL
RESPONSIBILITY ACT OF 1982

(1) A grantor trust established after De{a)(1) introductory text is amended by re-
cember 31, 1995, all of which is ownednoving the language “the payor of the in-
by two or more grantors, and for this purstrument (as defined in §31.3406(a)
pose spouses filing a joint return are con-2(b)(3)),” and adding the language “a

Par. 7. The authority citation for partsidered to be one grantor; broker holding a security (including
5f is amended by removing the authority (2) A grantor trust with ten or morestock) for a customer in street name,” in

citation for Sec. 5f.6045—1 to read in pargrantors established on or after Januais place.

as follows: 1, 1984 but before January 1, 1996;
Authority: 26 U.S.C. 7805 * * * (3) Acommon trust fund; and 531.3406(n)~1 [Amended]

(4) A partnership or an S corporation pg4r 15 |n §31.3406(h)-1, paragraph
85f.6045-1 [Removed] that makes a reportable payment. (c), second sentence, is amended by re

) . (c) Persons not treated as payor$he \\qving the language “§5f.6045-1
Par. 8. Section 5.6045-1 is removed g|iowing persons are not treated as pa)('c)(S)(ii% and (iii)“gandgadding the lan-

PART 31—EMPLOYMENT TAXES ors for purposes of section 3406 if they 546 “§1.6045-1(c)(3)(iii) and (iv)” in

AND COLLECTION OF INCOME TAX Person does not have a reporting obliggeg piace,
AT SOURCE tion under the section on information re-

porting to which the payment relates— 831.3406(h)-2 [Amended]
Par. 9. The authority citation for part (1) Atrust (other than a grantor trust as , ,
31 continues to read in part as follows: described in paragraph (b)(1) or (2) of Par- 16. Section 31.3406(h)-2 is
Authority: 26 U.S.C. 7805 * * * this section) that files a Form 1041 con@mended as follows:

Par. 10. Section 31.3406-0 igaining information required to be shown 1- In paragraph (c), third sentence, re-
moving the language “with two or more

amended by: on an information return, including : :
1. Revising the entry for amounts withheld under section 3406; odrantors described in §31.3406(a)
§31.3406(a)-2, paragraph (b). (2) A partnership making a payment of‘z(b)(f')' which is treated as a mlddle“man
2. Adding an entry for §31.3406(a)-2a distributive share or an S corporatioR@Y0r” and adding the language “de-
paragraph (d). making a similar distribution. scribed in §31.3406(a)-2(b)(1) or (2),
The revision and addition read as fol- (d) Effective date The provisions of Which is treated as a payor”in its place.

lows: this section apply to payments made on 2 In paragraph (d), first sentence, re-

, or after the beginning of the first calendaf°Ving the language “A middleman
§31.3406-0 Outline of the backup year that begins after these regulatiorR2Y0r (as defined in §31.3406(a)-2(b)”

withholding regulations. are published in thEederal Registeras and adding the language “A middleman

.k final regulations. payor (as defined in 831.3406(a)—2(b) or
in the section on information reporting to
§31.3406(a)—2 Definition of payors §31.3406(a)—4 [Amended] which the payment relates)” in its place.

3. In paragraph (f)(6), removing the

obligated to backup withhold. Par. 12. Section 31.3406(a)-4 ii}anguage “§31.3406(a)— 2(a)” and adding

Xk kK amended as follows: _ the language “§31.3406(a)-2" in its

(b) Persons treated as payors. 1. In paragraph (c)(1), first sentencep|ace.

* ok ok Kk removing the language “Any middleman

(d) Effective date. (as defined in 831.3406(a)-2(b))” and Robert E. Wenzel,

* ok ok Kk adding the language “A middleman payor Deputy Commissioner
Par. 11. Section 31.3406(a)-2 is re(@s defined in §31.3406(a)-2(b) or in the of Internal Revenue.

; . section on information reporting to which
vised to read as follows: the payment relates)” in ifs pIacge. (Filed by the Office of the Federal Register on Octo-
L . ber 16, 2000, 8:45 a.m., and published in the issue of
§31.3406(a)-2 Definition of payors 2. In paragraph (c)(3), first sentence, . reeral Register for October 17, 2000, 65 F.R.
obligated to backup withhold. removing the language “831.3406(a)k1297 ’ '
’ )
-2(b)(4)” and adding the language

(2)In general Payormeans the per- «g3; 3406(a)-2(b)(1) or (2)" in its place.




