Proposed Audit Guidance for scribed further below, whether a particuproblem was attributable to deficient ac-

External Auditors of Qualified lar QI's audit will progress through all count opening procedures in one of the
Intermediaries three parts generally will depend upon th®I's branches. If the IRS is satisfied that

results of each part. IRS expects that, ifthe QI had taken corrective steps to en-
Notice 2001-66 QI demonstrates a satisfactory level ofure that the branch was appropriately

. . compliance with the QI agreement in th@pening new accounts, and if the QI has
This notice requests comments on the &ftst part of the audit process, the QI willotherwise shown a high level of compli-
tached proposed audit guidelines for qualliot pe required to complete any furtheance with the QI agreement, then there
fied intermediaries (QI). QI's are a keyparts in the process during that auditvould be no need to proceed to Part 3 of
component of the withholding and reportgycje, the audit process. Under other circum-

ing regulations that became effective on . o stances, however, the IRS may determine
January 1, 2001 (T.D. 8734, 19972 C.BA. PART 1: Basic Fact Finding that further work must be done to resolve

109 and T.D. 8881, 200023 |.R.B. 1158). ) ) . i i i i
) Part 1 consists of basic fact findingh€ issues raised in Part 1 of the audit

|. BACKGROUND The external auditor performs the taskB'0C€ss-
. _ . detailed in the at_tac_hed aqd_it_ guideliness  pART 3: Audit Meeting with QI
Generally, a QI is a non-U.S. financialFrom these fact finding activities, the au-

institution that has entered into a contradditor will develop a report of numerical If the concerns arising from the numer-
tual agreement with the Internal Revenugesults. The attached audit guidelineial results reported in Part 1 of the audit
Service (IRS). Under the agreement, theontain precise directions on what numemprocess cannot be resolved by directec
QI generally agrees to report annuallycal information must be included in thefact finding in Part 2, then the IRS will
certain aggregate information concerninguditor’s report. The auditor will send apropose to meet with the QI to attempt
the beneficial owners of U.S. source payhard copy of this initial report to the IRS.mutually to clarify and resolve those con-
ments and to make any necessary tax payhe IRS intends to develop a standarderns. This part is designed specifically
ments to the IRS. Additionally, the Qlelectronic report form. to provide a forum where a productive di-
agrees to engage an external auditor toIf the numerical results of a particularalogue between the IRS and the QI can
verify that it is in compliance with the QI QI's audit demonstrate a high level occur. Treasury and the IRS continue to
agreement. In return, the QI avoids theompliance with the QI agreement, then ibelieve that the QI system, which allows
expense and burden of forwarding docus expected that the IRS generally will nothe IRS’s compliance goals to be met
mentation with respect to each beneficialfy the QI that its audit is complete andwhile minimizing the administrative bur-
owner to a U.S. withholding agent inthat no additional steps need to be takedens on financial institutions, is a critical
order to claim reductions in U.S. with-If, however, the numerical results suggestomponent of the withholding regula-
holding tax. The QI also enjoys other sigthat the QI has experienced some difficutions. Accordingly, the IRS will seek to
nificant benefits under the new rules, inties in meeting its obligations under thelevelop mutually acceptable solutions to
cluding the ability to rely on a collective agreement, then the IRS will notify the Qlthe issues that arise in the course of ad

refund procedure for its customers. that it is proceeding to Part 2 of the auditinistering the QI agreements so that it
The IRS and Treasury have workegrocess. will not become necessary to terminate a

closely with the financial community in o QI agreement.

developing the QI system. The audiB- PART 2: Follow Up Fact Finding _

guidelines attached to this notice are lll. Key Concepts for Comment in the

T . . In Part 2 of the audit process, the IRQ@ttached Audit Guidelines
belllngt |ssu?_d n tp;]rorépsled forrﬁhsi)hec;flwi” contact the auditor and ask about cer- o
cally to continue the dialogue with tN€ T~ i merical results in the auditor’s re- The IRS and Treasury invite comments

nancial community on how to implement, .+ ¢ o ggitional information is needed,on all sections of both this Notice and the
the audit procedures of the QI agreementRy o5 iy girect the auditor to performattached proposed audit guidelines. This
in a way that minimizes costs 1o the QIS iiiona) procedures and to report on theection is intended to draw attention to
while preserving the compliance goals Ofyq s The goal of this step of the audRarticularly important aspects of the audit

the withholding regulations. The IRS and) .. il be to identify the cause foguidelines that are designed to lessen bur

Treasury recognize that achieving thesg, ", erical results and to determingens on financial institutions serving as
goals requires that the audit process pr

. Whether corrective actions are readily disQls.
serves the cooperative nature and effeE—

ernible. . ;
i ) A. Submission of Audit Plans.
tiveness of the QI system. For example, an audit report may show

II. THE PROPOSED THREE PART that the auditor was unable to associate Under the proposed audit guidelines,
QI AUDIT PROCESS beneficial owner information with a specthe submission of an audit plan to the
ified percentage of the QI's accounts. BYRS prior to performing the audit is not

The guidelines attached to this noticeliscussing the facts with the auditor, th@ecessary if the external auditor plans to
reflect a three part audit process. As deRS may be able to determine that théollow the audit guidelines. If, however,



the external auditor plans to modify orcal sampling will be permitted in thislV. Comments.

deviate from the audit guidelines, thertase. ) )

an audit plan should be submitted to the Whether the IRS will waive the exter-  Writien comments must be received by
IRS for prior approval. For example,nal audit in any case is discretionary, IfP€ceémber 12, 2001. Send comments t
the external auditor may propose to usthe second and third cases, the IRS wift C:DOM:CORP:R (NOT_151112_01)'
multistage, cluster, stratification ornot waive the external audit for more thaft®0m 5228, Internal Revenue Service,
some other sampling methodology irone audit year during any one term of thB€n Franklin Station, Washington, DC

conducting its audit. In such cases, th@! agreement. 20224. Alternatively, comments may l.)e
external auditor should submit a written hand delivered between the hours of 8:0(

audit plan and should identify, and exC- External Auditor’s Reliance on AM and 5:00 PM to: CC:DOM:CORP:R
plain the reasons for, any propt'Jsed modrjternal Auditors. (NOT-151112-01), Courier’s Desk, In-

, o ternal Revenue Servicél11l Mnstititu-
The proposed audit guidelines allow;y ave. NW. Washington, DC.
the external auditor to use a Ql's internal ' '

B. Discretionary Waivers of External audit staff and internal audit reports taContact Information
Audit. any extent the external auditor chooses. ) ] ] )
Nevertheless, the external auditor remains FOF further information regarding this

The proposed audit guidelines allowpersonally responsible for the conduct o©tice, contact Carl Cooper or Laurie
Qls to request that the IRS waive the pethe audit. The external auditor must disHatten-Boyd of the Office of the Associ-
formance of an audit by an external audielose in the audit report specifically how?t€ Chief Counsel (International), Internal
tor in three cases. In the first case, a @ind when it has used internal audit staff€venue Servicel1ll Constitution Av-
may request a waiver of the external audénd reports. Further, the external auditdi"U€, N-W., Washington, D.C. 20224.
if it has received not more than $250,00enust certify that the use of the internaMr- Cooper and Ms. Hatten-Boyd may be
in reportable payments during the year taudit personnel and reports has not afontacted by telephone at 202-622-384(
be audited. Instead of an external audit ifected the accuracy of the external aud(0t & toll-free call).

ifications or deviations from the audit
guidelines.

this case, the QI must supmit copies of iter’s report. APPENDIX
Forms 1042 and 945, copies of the Forms o ) )
1042-S issued to it and filed by it, and®: Projection of Underwithholding. (PROPOSED) GUIDANCE

copies of its Forms W-8IMY provided 10 rhe 31 agreement provides that if sta- FOR EXTERNAL AUDITORS OF
its withholding agents, along with infor-yistical sampling has been used and the QUALIFIED INTERMEDIARIES
mation about the number of its accountgitor determines that underwithholding
holders of various classes. has occurred with respect to the sampled Section 4 of Rev. Proc. 2000-12
In the second case, a QI may requestg qnts, the IRS will determine the tota{2000—4 I.R.B. 387, 388) provides the
waiver of the external audit if it has madey 4t of underwithheld tax by projectfinal text of the Qualified Intermediary
reportable payments to no more than 204 the underwithholding over the entireAgreement (“QI Agreement”) between
direct and indirect account holders duringy,njation of similar accounts. the Internal Revenue Service (“IRS”) and
the year to be audited. Instead of an ex- ynger the proposed audit guidelinesa qualified intermediary (“QI”). Section
ternal audit in this case, the QI must itself he auditor uses a sample and ha0 of the QI Agreement provides external
perform the audit procedures and report t, ,nq that underwithholding has oc-audit procedures. In section 10, the IRS
the IRS in accordance with the audifreq with respect to an account in thagrees not to conduct an on-site audit o
guidelines. Statistical sampling will notsampie the auditor must report the urthe QI provided the QI engages an exter
be permitted in this case. The IRS Wwilleryithholding in the report for step 1 ofnal auditor to conduct an audit in accor-
not agree to waive the external audit fofe gy dit. In step 2 of the audit, the IR8lance with the procedures detailed
the first audit year of the first term of the 4,14 direct the external auditor to pertherein. Under those procedures, the ex
QI Agreement in this case. The IRS wilky, 1y any additional procedures necesternal auditor examines the QI to verify
not agree to waive the performance of 881y tg collect any information requiredwhether it is in compliance with the QI
external audit for a Private Arrangemenfy, getermine whether it is appropriate té\greement and makes a report to the IRS
Intermediary (PAI). project the underwithholding and anySection 10 of the QI Agreement is repro-
In the third case, a QI may request gyormation required to make a projecduced below in bolded text for reference.
waiver of the external audit if it has a Subgio, * The |RS will employ a projection Following each paragraph of section 10,
stantial and independent internal audit dgqethod that is consistent with the samprocedural guidance on audit issues i
partment and its internal audit departmentjing methodology used. In step 3 oprovided under the heading Audit Guid-
has audited the QI's compliance under thge 5y dit, the QI may address whetheance numbered to correspond to the Q
QI agreement for each of the three yealgsiaction is appropriate and may proAgreement. The audit guidance under
preceding the year to be audited. Instegghqe 5 projection using another amoursections 10.01 to 10.03 includes proce:
of an external audit in this case, the QI'%¢ ynderwithholding based on a morelures that a QI may follow to request ar
internal audit department must performy.q,rate population, a more accuratlRS audit or a waiver of audit. Section

the audit and report to the IRS in accoryygiection technique, or an examinatiori0.03(A), (B), (C), and (D) describe Part

dance with the audit guidelines. Statistipf 5| similar accounts. 1 of the audit process. This section in-



cludes the procedures that an external athe QI must send the request to the fol-
ditor should follow in examining the QI lowing address:

and the information to be included in the
external auditor’s report to the IRS. Sec-
tion 10.04 provides guidance on the use
of statistical sampling and projection of
underwithholding. Section 10.05 pro-
vides further guidance on the form, con-
tent and submission of the external audif the IRS agrees to conduct an audit of
tor’s report. Section 10.06 provideghe QlI, the IRS will send the QI a writ-
guidance on Parts 2 and 3 of the audien response within 90 days of the date
process. The audit guidance does ndlhe IRS received the request. In some
amend, modify, or interpret the QI Agreecases, the IRS will conduct an audit by

Internal Revenue Service
LMSB:FS:QI

290 Broadway

New York, NY 10007-1867
USA

QI's application for a QI Agreement
(“responsible party”) that:
1. States

(i) The number of the QI's direct
account holders during the
audit year;

(i) The number of the QlI's indi-
rect account holders during
the audit year; and

(i) Within each category, the
number of account holders
that were U.S. exempt recipi-
ents, U.S. non-exempt recipi-

ment.

QI Agreement Sec. 10.01. In General.
Unless QI requests an IRS audit in lieu
of an external audit, the IRS agrees not
to conduct an on-site audit of Ql, or
any PAI with which QI has an agree-
ment, with respect to withholding and
reporting obligations covered by this
Agreement provided that an external
auditor designated in Appendix B of
this Agreement conducts an audit of
QIl, and any PAI, in accordance with
this section 10. QI shall permit the ex-
ternal auditor to have access to all rele-
vant records of QI for purposes of per-
forming the external audit, including
information regarding specific account
holders. QI shall permit the IRS to
communicate directly with the external
auditor and to review the audit proce-
dures followed by the external auditor.
QI represents that there are no legal
prohibitions that prevent the external
auditor from examining any informa-
tion relevant to the external audit to be
performed under this section 10 and
that there are no legal prohibitions that
prevent the IRS from communicating
directly with the auditor. QI shall per-
mit the IRS to examine the external au-
ditor's work papers and reports. How-
ever, the external auditor is not
required to divulge the identity of QI's
account holders to the IRS

Audit Guidance Sec. 10.01:

10.01.1. IRS Audit A QI that is not pro-
hibited by law from disclosing account

The QI should include in its request:

correspondence. For instance, in the
case of a QI that has made reportable
payments to no more than 50 accounts
covered by the QI Agreement, the IRS
may conduct an audit by correspon-
dence. For purposes of this guidance,
“accounts covered by the QI Agree-
ment” are accounts maintained by the
QI for its direct account holders (which
include intermediaries and flow-through
entities) to which the QI has made re-
portable payments during the audit year
from the QI's accounts with withholding
agents that the QI has designated as QI
accounts.

10.01.2. External Audit Waiver
($250,000 Threshold)A QI may request
that the IRS waive the performance of the
audit by an external auditor for an audiThe IRS may contact the QI to request ad-

ents, intermediaries, flow-
through entities, and undoc-
umented account holders;

(2) States the total amount of any un-
derwithholding or collective re-
fund for the audit year;

(3) States that no event of default
under section 11 of the QI Agree-
ment has occurred during the
audit year;

(4) States that the QI does not refer
account holders to an affiliated
entity with the effect of circum-
venting the $250,000 threshold;
and

(5) Certifies that the QI was in com-
pliance with the QI Agreement
during the audit year.

year if the QI has received reportable payditional information. If the IRS agrees to

ments during that year that do not exceeglaive the performance of the audit for the

$250,000. To calculate the $250,00@udit year, the IRS will send the QI a writ-
threshold, the QI must aggregate all reten response within 90 days of the date

portable payments (including paymentshe IRS received the request. The IRS
beneficially owned by the QI) made to itswill not agree to waive the performance
accounts with withholding agents that thef an audit for a Private Arrangement In-
QI has designated as QI accounts. The @rmediary (“PAI").

must submit its request for a waiver to the

IRS in accordance with Audit Guidancel0.01.3. External Audit Waiver (2000
10.01.1 (AG10.01.1). Account Holder Threshold)A QI may re-

guest that the IRS waive the performance

of the audit by an external auditor for an

(a) Copies (for the audit year) of its Formg,qit year if, during the audit year, the QI
1042 and 945, the Forms 1042-$,535 made reportable payments to no more
issued to it, the Forms 1042-S anghan 2000 direct and indirect account
1099 issued by it, and the Formgo|ders covered by the QI Agreement.
W-8IMY (including summaries of The QI must submit its request for a
withholding statements) provided by ityajver to the IRS in accordance with AG
to its withholding agents; 10.01.1. The QI must include in its re-

onsite audit instead of an external audit.
To request an IRS audit, the QI must sub- issued by the QI; and

states:

mit a written request to the IRS beforgc) A statement made under penalties of
March 31 of the year following the spe-

cific year to be audited (“audit year”). sible party for performance in the

perjury by a person named as a respof@) The number of account holders to
which the QI has made such payments;



(b) The aggregate amount of reportabléh) The aggregate amount of reportablen its sole discretion, reasonably be-
payments (including payments benefi- payments (including payments benefilieves that the auditor is not indepen-
cially owned by the QI) made to its cially owned by the Ql) made to itsdent or cannot perform an effective
accounts with withholding agents that accounts with withholding agents thaaudit under this Agreement.
the QI has designated as QI accounts; the QI has designated as QI accounts; . . ]

(c) The QI does not refer account holder&) How the internal audit staff is orga-AUOIIt Guidance Sec. 10.02:
to an affiliated entity with the effect of  nized, including position descriptions,10.02.1. Auditor Approval To obtain as-
circumventing the 2000 account hold- the number of individuals in eachsyrance that an external auditor will be
er threshold; and position, the names of the individualacceptable to the IRS, the QI or the exter

(d) That, in lieu of the external audit, the or individuals with overall responsibil- nal auditor may submit a written request
Ql itself will apply the procedures set ity for internal audit, the routine func- explaining the qualifications of the exter-
forth in section 10 of the QI Agree- tions of the internal auditors within theng| auditor to the IRS at any time. The QI
ment. In doing so, the QI agrees to Ql, and the persons to whom the intergr the external auditor should send the re
examine each account holder and to nal auditors report; quest to the address provided in AG
submit a report to the IRS signed byd) In brief summaries, the proceduregp.01.1. The IRS will send the QI or the

the responsible party. performed, the findings, and the conexternal auditor a written response within

clusions or recommendations of eachp days of the date the IRS receives th

The IRS may contact the QI to request -4 audit of the Ql's compliancerequest.

additional ipformation. The QI must. with the QI Agreement conducted by .
agree that its performance of the audit o Ql's internal auditors in each Of10.02.2. Auditor Independenc_eA Ql
WI|| be governed in all respect§ by sec-  ihe three years preceding the aud@nd its externgl auditor must disclose tc
tion 10 of the QI Agreement as if the per- year; and the IRS any circumstances that compro:
sons copductlng the audl't were the e'xteE-e) That, in lieu of the external audit, thdMise or reasonab[y appear to compromist
nal audltor referred 'Fo in that secthn. QI itself will apply the procedures Setthe_.external auditor’s mdgpendepce o]
The IRS Wl]l not permit the use of stat!s— forth in section 10 of the QI Agree_ablllty to perform an effective audit. To
tical sampling by the Ql. The IRS ywll ment to those accounts. make a dlsclosure,.the QI. or the externa
not agree to waive the external audit for auditor must submit a written statement
more than one audit year during any on&he IRS may contact the QI to request a@éxplaining the circumstances and any
term of the QI Agreement. If the IRSditional information. The QI must agreesteps taken to address them as soon :
agrees to waive the performance of ththat its performance of the audit will besuch circumstances are discovered. Th
audit for the audit year, the IRS will sendyoverned in all respects by section 10 afisclosure must be sent to the address pre
the QI a written response within 90 dayghe QI Agreement as if the persons consided in AG 10.01.1. If the IRS deter-
of the date the IRS receives the requesiucting the audit were the external auditamines that the external auditor is not ac-
The IRS will not agree to waive the per+eferred to in that section. The IRS willceptable, it will send the QI and the
formance of an audit for a PAl. The IRS10t agree to waive the external audit foexternal auditor a written notice to that ef-
will not agree to waive the external auditnore than one audit year during any onfect within 90 days of the date the IRS re-
for the first audit year of the first term ofterm of the QI Agreement. If the IRSceives the disclosure.

the QI Agreement. agrees to waive the performance of th

. ) audit for the audit year, the IRS will sen | Agreement Sec. 10'03' Timing and
10.01.4. External Audit Waiver (Annual the QI a written response within 90 dayjcope of External Audits. QI shall

Internal Audits) A QI may request that of the date the IRS receives the requedi2Ve the extermal auditor conduct an
the IRS waive the performance of therhe |RS will not agree to waive the per2udit of the second full calendar year
audit by an external auditor for an auditgymance of an audit for a PAI. and the fifth full calendar year that this

year if the QI maintains a substantial and Agreement is in effect, subject to sec-
independent internal audit staff, and th&! Agreement Sec. 10.02. Designationtion 10.06 of this Agreement. The ex-

Ql's internal auditors have conducted aff External Auditor. QI's external au- ternal auditor shall verify whether QI
audit of the QI's compliance with the QIditor must be one of the auditors listed is in compliance with this Agreement
Agreement each year for the three yeat8 Appendix B of this Agreement, un- by conducting an audit that meets the
preceding the audit year. The QI mug€ss QI and the IRS agree, prior to the requirements of this section 10.03. The
submit its request for a waiver to the IRQudit, to substitute another auditor. QI external auditor shall verify whether
in accordance with AG 10.01.1. The Qshall not propose an external auditor QI is in compliance with its QI agree-
must include in its request a statementinless it has a reasonable belief that the ment by providing a report to the IRS.
made under penalties of perjury by th@uditor is subject to laws, regulations, The report must be received by the
responsible party, that states: or rules that impose sanctions for fail- IRS, at the address set forth in section
ure to exercise its independence and to 12.06 of this Agreement, no later than
(a) The number of direct account holdergerform the audit competently. The June 30 of the year following the year
and the number of indirect accoun{RS has the right to reject a proposed being audited. The IRS may, however,
holders to which the QI has made sucBxternal auditor, or to revoke its accep- upon request by the external auditor,
payments; tance of an external auditor, if the IRS, extend the due date of the audit report



upon good cause. The report must dis- ports has not affected the accuracy of th&udit Guidelines 10.03(A)(2)

close that the external auditor has, at a external auditor’s report.
minimum, performed the following
checks listed in this paragraph 10.03,
and set forth how each of those checks
was performed and the results of the
checks. QI's (or a PAI's) external audi-
tor is encouraged to contact the IRS at
the address set forth in section 12.06 of
this Agreement and submit an audit
plan (which includes, if relevant, the
extent to which the external auditor
proposes to rely on QI's internal audit QI Agreement 10.03(A). Documenta-
procedures) prior to performing the tion. The external auditor must—
audit so that the audit may be con- (1) Verify that QI has training materi-
ducted in the most efficient and least als, manuals, and directives that in-
costly manner possible. struct the appropriate QI employees
how to request, collect, review, and
maintain documentation in accordance

10.03.1. Specifications of Audit Report With this Agreement;
For guidance on Fhe form and conte.nt_s A ,dit Guidance 10.03(A)(L):
the external auditor’s report, submitting

copies of any account records or written

less, the QI must permit the external audi-
tor to have access to the complete and un-
altered account holder records in the
original, if the external auditor deems it
necessary to examine originals.

Audit Guidance Sec. 10.03:

_ - 10.03(A)(2).1. Review of Account Open-
10.03.4. Use of Copies In conducting ing Procedures The external auditor
the audit, the external auditor may usenyst:

materials provided by the QI. NevertheStep 1:ldentify the QI employees re-

sponsible for opening and main-
taining customer accounts and se-
lect representative employees for
interview.

Step 2: Ask the selected employees how

accounts covered by the QI
Agreement are opened, what doc-
umentation is requested, how the
documentation is obtained, and
how the documentation is re-
viewed and maintained.

10.03(A)(2).2. Account Opening Proce-
dures Report.The external auditor must
specifically report:

the report to the IRS, the due date of th#0.03(A)(1).1.Review of Documentation Report 1: The number of employees inter-

report and extensions of the due date, s@eaining. The external auditor must:
AG 10.05.

are responsible for opening and
maintaining customer accounts.

10.03.2. Submission of Audit Plan
Submission of an audit plan to the IRS

prior to performing the audit is not nec_Step 2: Collect any written training mate-

essary unless the external auditor plans . L
. . rials, manuals, and directives used
to modify or deviate from the procedures
by those employees.

described in AG 10.03 and 10.04. In
such circumstances, the external audit@tep 3: Inspect the written training mate-
should submit a written plan, identifying rials, manuals, and directives to
and explaining the reasons for any determine whether they contain
planned modifications or deviations instructions specific to accounts
from those procedures, prior to perform- covered by the QI Agreement on
ing the audit. The external auditor should how to request, collect, review,
submit the audit plan to the address pro- and maintain documentation.

vided in AG 10.01.1. The IRS will send
the external auditor a written respons
within 90 days of the date the IRS re- i
ceives the audit plan. ically report.

viewed.

Step liddentify the QI's employees thatReport 2The number of employee re-

sponses that indicate that Forms
W-8 and documents listed in the
Attachment to the QI Agree-
ment are not routinely re-
quested, reviewed, cross
checked against other account
information, or maintained in
accordance with section 5.12 of
the QI Agreement.

QI Agreement Sec. 10.03(A)(3). Verify
that QI follows procedures designed
to inform account holders that claim
a reduced rate of withholding under
0.03(A)(1).2. Documentation Training an income tax treaty about any ap-
eport The external auditor must specifplicable limitation on benefits proce-
dures;

10.03.3. Use of Internal Audit The ex- RePort1Whether the QI has written aygit Guidance 10.03(A)(3):

ternal auditor is required to perform the training materials, manuals, and

audit itself. The external auditor may use
the QI's internal audit personnel and in-
ternal audit reports to any extent the ex-
ternal auditor chooses to do so. In that
case, the external auditor remains respon-
sible for the conduct of the audit as if the
external auditor had personally performe®I| Agreement Sec. 10.03(A)(2). Review
the audit. In its report to the IRS, the exQl's account opening procedures and in-
ternal auditor must disclose specificallyterview Ql's employees, to determine if
when and how it has used the QI's interappropriate documentation is requested

how to request, collect, review,

mentation.

directives that contain instruc-10.03(A)(3).1. Review Limitation on
tions specific to accounts cov-Benefits (LOB) Procedure The external
ered by the QI Agreement onauditor must:

and maintain customer docu-Step 1: Ask the QI employees selected for

interview under AG 10.03(A)(2)
Step 1 how account holders that
are not individuals claim a re-
duced rate of withholding under
an income tax treaty.

nal audit personnel and reports in confrom account holders and, if obtained, 10.03(A)(3).2. LOB Procedure Report.
ducting the audit and must certify that thehat it is reviewed and maintained in ac- The external auditor must specifically re-

use of the internal audit personnel and resordance with this Agreement; port:



Report 1:The number of employee re-
sponses that indicate that such
customers are not informed
about any applicable limitation
on benefits provisions.

QI Agreement 10.03(A)(4). Review
QI's accounts, using a valid sample of
accounts for which treaty benefits are
claimed, to ensure that QI is obtaining
the treaty statements required by sec-
tion 5.03(B);

Audit Guidance 10.03(A)(4):

10.03(A)(4).1. Review of Treaty State-
ments The external auditor must:

Step 7: (a) For purposes of Step 7 and the

Step lidentify all accounts covered by
the QI Agreement that are held by
direct account holders that are not
U.S. non-exempt recipients, or se-
lect a valid sample of such ac-
counts in accordance with AG
10.04.

Step 2From the accounts identified or
selected in Step 1, segregate the
accounts for which treaty benefits
are claimed.

Step 3From the accounts for which
treaty benefits are claimed, segre-
gate the accounts for which docu-
mentary evidence has been ob-
tained.

Step 4: From the accounts for which doc-
umentary evidence has been ob-
tained, segregate those accounts
held by account holders that are
not individuals or governments.

Step 5For the accounts segregated in
Step 4, inspect each account
holder’s documentation to deter-
mine whether it contains a valid
treaty statement described in sec-
tion 5.03(B) of the QI Agreement.
A valid treaty statement must be
signed by the beneficial owner. A

porting is required under sec-
tion 8.02(B) and (C) or section

8.04 of the QI Agreement. -
. Report 3: The number of indirect account
(b) The number in Step 6(a) that holders determined under Step

are intermediaries.
(c) The number in Step 6(a) that 6(2) through (€).

are flow through entities
(d) The number of indirect ac-

described in section 5.03(B) of
the QI Agreement.

Report 4: The number of indirect account

holders identified, selected (if
count holders holding through sampling is used), and segre-
intermediaries that are direct gated under Step 7 (a) through
account holders; and (c).

(e)The number of indirect ac- _ Lo
count holders holding through Report 5: The number of indirect account

holders whose documentation
does not contain a valid treaty
statement described in section
5.03(B) of the QI Agreement.

each flow through entity that is
a direct account holder.

following sections, the exter- )
nal auditor must identify the QI Agreement Sec. 10.03(A)(5Review
indirect account holders for information, using a valid sample, con-

which recipient specific re- tained in account holder files to deter-
porting is required or select amine if the documentation validity
valid sample of such accountStandards of section 5.10 of this Agree-
holders in accordance with AGMent are being met. For example, the
10.04. From the indirect ac-€xternal auditor must verify that
count holders identified or se-c¢hanges in account holder information
lected, segregate the indirecf€.9. a change of address to a U.S. ad-
account holders for which dress or change of account holder sta-
treaty benefits are claimed. ~ tUs from foreign to U.S.) are being con-

(b) From the indirect accountveyed to QI's withholding agent, or, if
holders segregated in (a), segQ! assumes primary NRA withholding
regate the indirect accountresponsibility or primary Form 1099
holders for which documen- reporting and backup withholding re-

tary evidence has been obsponsibility, that QI is applying the ap-
tained. propriate withholding rate;

(c)From the indirect account . . )
holders segregated in (b), Seg,_Audlt Guidance 10.03(A)(5):

regate indirect account holders]0.03(A)(5).1. Review of Documentation
that are not individuals or gov- validity (Foreign Persons and U.S. Ex-

ernments. empt Recipients) The external auditor
(d) For the indirect account hold-myst:

ers segregated in (c), inspect .

each indirect account holder’sStep 1ldentify all accounts covered by
documentation to determine the QI Agreement that are held by
whether it contains a valid direct account holders that are not
treaty statement described in U.S. non-exempt recipients, or
section 5.03(B) of the QI use the same sample selected i
Agreement. AG 10.03(A)(4).1 Step 1.

treaty statement may be incorpo410.03(A)(4).2. Treaty Statements Report.Step 2: Sort those accounts according t

rated into another document thatrhe external auditor must specifically re-
is signed by the beneficial owner. port:

Step 6:For the accounts segregated iReport 1: The number of accounts deter-

Step 4, identify:

(a) All accounts covered by the QI

Agreement held by intermedi- Report 2: The number of accounts segre-

aries or flow through entities
for which recipient specific re-

whether they contain the follow-
ing types of documentation:

(a) Form W-8BEN;

(b) Form W-8EXP;

(c) Form W-8ECI;

(d) Form W-8IMY;

(e) Form W-9;

(f) Documentary Evidence; and
(9) no documentation.

mined under each of Steps 1, 2,
3, and 4.

gated in Step 4 that do not con-
tain a valid treaty statement



Step 4: FORM W-8EXP.

Step 3: FORM W-8BEN:

(a) For accounts documented with
a Form W-8BEN, inspect Part
| of the Form W-8BEN. Deter-
mine that the following lines
are completed and consistent
with each other:

(i) Line 1 (name of individual
or organization that is the
beneficial owner);

(i) Line 2 (country of incorpo-
ration or organization), for
non-individuals;

(iii) Line 3 (type of beneficial
owner);

(iv) Line 4 (permanent resi-
dence address, including
country) A permanent res-
idence address cannot be a
P.O. Box, in-care-of add-
ress or an address at a
financial institution, in-
cluding a hold mail address
(except when the benefi-
cial owner is a financial
institution); and

(v) Signature and date.

(A) Determine that Decem-
ber 31 of the audit year
was within three full
calendar years follow-
ing the year of sigha-
ture; and

(B) Determine that the certi-
fications attested under
penalties of perjury
have not been modified.

(b) For a Form W-8BEN for
which the beneficial owner has
claimed treaty benefits, inspect
Part 1l of the Form W-8BEN.
Determine that the following
lines are completed and con-
sistent with each other and
with Part | of the Form:

(i) Line 9a (residence certifica-
tion, including name of
country); and

(ii) Line 9c (section 894 and
LOB certification), but only
for non-individuals.

For accounts
documented with Form W-8EXP,
inspect Form W-8EXP. Deter-
mine that the following lines are
completed and consistent with
each other:

(a) Line 1 (name of organization);

(b) Line 2 (country of incorpora-
tion or organization);

(c) Line 3 (type of entity);

(d) Line 4 (permanent residence
address, including country), A
permanent residence address
cannot be a P.O. Box, in-care-
of address or an address at a fi-
nancial institution, including a
hold mail address (except
when the beneficial owner is a
financial institution);

(e) Either:

(i) Line 9a and 9b or 9c; or

(i) Line 10 (and organization

is designated by executive
order under 22 U.S.C. 288
through 288(f)); or

(iii) Line 11; or

(iv) Line 12a (including date) or

12b (including attached
opinion from U.S. counsel),
and, for section 501(c)(3)
organizations, Linel2c
(including affidavit) or 12d,
and Line 6; or

(v) Line 13; and

(f) Signature and date.

(i) Determine that the certifica-
tions attested under penal-
ties of perjury have not been
modified.

Step 5FORM W-8ECI. For accounts

documented with Form W-8ECI,

inspect the Form W-8ECI. Deter-

mine that the following lines are

completed and consistent with

each other:

(a) Line 1 (name of organization);

(b) Line 2 (country of incorpora-
tion or organization);

(c) Line 3 (type of entity);

(d) Line 4 (permanent residence
address, including country). A

permanent residence address

cannot be a P.O. Box, in-care-

of address, or an address at a

financial institution, including
a hold mail address (except
when the beneficial owner is a
financial institution);

(e) Line 5 (business address in the
United States);

(f) Line 6 (U.S. taxpayer identifi-
cation number);

(9) Line 9 (list of items of income
that are effectively connected
with the conduct of a trade or

business in the United States);
and
(h) Signature and date.

(i) Determine that December
31 of the audit year was
within three full calendar
years following the year of
signature; and

(ii) Determine that the certifi-
cations attested under pen-
alties of perjury have not
been modified.

Step 6FORM W-8IMY. For accounts

documented with Form W-8IMY,

inspect the Form W-8IMY. Deter-

mine that the following lines are
completed and consistent with
each other:
(a) Line 1 (name of individual or
organization);
(b) Line 2 (country of incorpora-
tion or organization), for non-
individuals;
(c) Line 3 (type of entity);
(d) Line 4 (permanent residence
address, including country). A
permanent residence address
cannot be a P.O. Box, in-care-
of address or an address at a fi-
nancial institution, including a
hold mail address (except
when the beneficial owner is a
financial institution).
(e) Either:
(i) Line 9a and Line 6 (QI-
EIN);

(i) Line 10a;

(iii) Line 11 and Line 6 (EIN),
and Line 12 or Line 13;

(iv) Line 14 and Line 6; or

(v) Line 15 (and, if line 3
(nonwithholding foreign
grantor trust) is checked,
Line 6 (EIN)); and

(f) Signature and date.

(i) Determine that the certifica-
tions attested under penal-
ties of perjury have not been
modified.

Step 7FORM W-9. For accounts docu-

mented with Form W-9, inspect

the Form W-9. Determine that the

following lines are completed and

consistent with each other:

(a) Name;

(b) U.S. taxpayer identification
number;



(c)Part Il (For U.S. payees ex-
empt from backup withhold-
ing); and

(d) Signature and date.

(i) Determine that the certifica-
tions attested under penal-
ties of perjury have not been
modified.

Step 8DOCUMENTARY EVIDENCE.

For accounts documented with
documentary evidence, inspect the
documentary evidence. Deter-
mine:

(a) Whether the documentary evi-
dence is one of the types listed
in the applicable Attachment to
the QI Agreement,

(b) Whether it appears to be in
proper form when compared to
documents of the same type
listed in the Attachment,

(c) Whether it:

(i) Supports the account hold-
er’s foreign status and, for an
account holder that claims
treaty benefits, supports the
account holder’s residence in
the treaty country, or

(ii) Supports the account hold-
er’s status as a U.S. exempt
recipient.

(d) In the case of an international
organization, whether the or-
ganization is designated by ex-
ecutive order under 22 U.S.C.
288 through 288(f).

(e) In the case of a foreign govern-
ment or foreign central bank of
issue, whether the documen-
tary evidence supports the ac-
count holder’s status as such.

Step 9: For each account determined to be

documented under Steps 3

through 8, examine the account

opening statement, any other ac-
count documents or memoranda
and any correspondence associ-
ated with the account (for pur-
poses of this section, “the account
holder’s file”). Determine:

(a) Whether the identifying infor-
mation in the documentation
matches the identifying infor-
mation in the account holder’s
file (taking into account any
updated information that links
the identifying information in

the documentation to the iden-
tifying information in the ac-
count holder’s file),

(b) Whether, in the case of an ac-
count documented with docu-
mentary evidence, the docu-
mentary evidence and the
account holder’s file contains
only: an address at a financial
institution, including a hold
mail instruction (except when
the financial institution is the
beneficial owner), an in-care-
of address, or a P.O. Box, and
if so, whether the QI has satis-
fied the additional require-
ments of section 5.10(B)(2)(i)
of the QI Agreement.

(c) Whether the documentation or
the account holder’s file shows
a U.S. mailing or residence ad-
dress for the account holder or
standing instructions to pay
from the account to a U.S. ad-
dress or to an account main-
tained in the United States, and
if so, whether:

(i) In the case of documentary
evidence, the QI has satis-
fied the additional require-
ments of section 5.10(B)(3)
of the QI Agreement; or

(ii) In the case of Forms W-8,
the QI has satisfied the
additional requirements of
section 1.1441-7(b)(6) of
the regulations.

(e) Include in the category of ac-
counts with no documentation
(AG 10.03(A)(5).1 Step 2(9))
all accounts:

(i) That are not documented
with  Forms  W-8BEN,
W-8EXP, W-8IMY, W-8ECI,
W-9 or documentary evi-
dence that is listed in the
applicable Attachment to the
QI Agreement, and

(i) That are documented with
Forms W-8 or documentary
evidence that is inadequate
after applying the additional
requirements of AG
10.03(A)(5).1 Step 9(b)—(d).

(i) The account holder is a gep 10(a)Identify all indirect account

U.S. person, or

(i) In the case of documentary
evidence, the QI has satis-
fied the additional require-
ments of section 5.10
(B)(2)(i), (ii), and (iii) of
the QI Agreement or, in the
case of Forms W-8, the QI
has satisfied the additional
requirements of section
1.1441-7(b)(5) of the regu-
lations.

(d) For accounts where the benefi-
cial owner has claimed treaty
benefits, whether the documen-
tation or the account holder’s
file shows a residence address
or mailing address, or a P.O.
Box, in-care-of address or an
address at a financial institution,
including a hold mail instruc-
tion (except when the financial
institution is the beneficial
owner), that is not in the applic-
able treaty country, or standing
instructions to pay from the ac-
count to an address outside the
treaty country or to an account
maintained outside the treaty
country, and if so, whether:

holders for which recipient

specific reporting is required

under section 8.02(B) and (C)
or section 8.04 of the QI

Agreement, or use the same
sample of indirect account

holders selected under AG
10.03(A)(4).1 Step 7.

(b) From those indirect account
holders, segregate the indirect
account holders that are not
U.S. non-exempt recipients.

(c) Inspect the documentation for
each indirect account holder
segregated in Step 10(b) to de-
termine whether the documen-
tation validity standards of
section 5.03(C) of the QI
Agreement are satisfied by
performing the procedures
under AG 10.03(A)(5) with the
following modifications:

(i) Part Il of the Form W-8BEN
is not complete unless line
9b and line 6 are completed,
except in the case of a claim
of treaty benefits for income
from a marketable security.

(i) Documentary evidence est-
ablishing entitlement to



treaty benefits must be number of Forms W-9 that did reportable amounts and, if applicable,

documentary evidence de- not satisfy the criteria underdesignated broker proceeds;
scribed in section 5.03(A) that section. ) . _
3) of the QI Agreement. Audit Guidance 10.03(A)(6):

Report 9: The number of accounts:
(a) Documented with documen-1003(A)(6)l Review of Documentation

tary evidence inspected un.Va”dity (DiSC'OSGd Uu.S. Non-exempt Re-
der Step 8; cipients) The external auditor must:

(b) Reviewed under Step 8 thaTS
did not satisfy criteria (a) or
(b) of that section;

(c) Reviewed under Step 8 that
satisfy the criteria of either
section (c)(i) or (ii);

(d) Reviewed under Step 8 that

Also, except in the case of
income from a marketable
security, a TIN is required.
(iif) Documentary evidence for
purposes other than estab-
lishing entitlement to
treaty benefits must be
documentary  evidence
described in Treas. Reg.
1.1441-1(c)(17).

tep 1:ddentify all accounts covered by
the QI Agreement that are held by
direct account holders that are
U.S. non-exempt recipients, or se-
lect a valid sample of such ac-
counts in accordance with AG

- : . - 10.04.
Step 11: For indirect account holders, the did not satisfy the criteria of
external auditor must apply either (c)(i) or (ii); and Step 2From those accounts, segregate
Steps 1 through 9. (e) Described in each of (d) and the accounts of those U.S. non-ex-
, o (e) of Step 8 and the number empt recipients whose identity is
10'03(A)(5)'2,' Documentation Validity of accounts that did not sat- not prohibited by law from disclo-
Report (Foreign Persons and U.S. Ex- isfy the criteria of (d) and (e) sure, including the accounts of

empt Recipients).The external auditor of Step 8.

' U.S. non-exempt recipients that
must specifically report:

Report 10The number of accounts: have waived the prohibitions

Report 1: The number of accounts identi- (a) That did not satisfy the cri- against disclosure.
fied or selected under Step 1. teria of Step 9(a); Step 3:0btain copies of the QI's Forms
Report 2: The number of accounts segre- (b) Described in Step 9(b) and W-8IMY and inspect them to de-
the number of accounts that termine whether the QI has as-
gated under Step 2. . . o :
did not satisfy the addition- sumed primary Form 1099 and
Report 3: The number of Forms W-8BEN al criteria of that step; backup withholding responsibility.
inspected under Step 3(a) and (c) Described in Step 9(c), the From the accounts segregated in
the number of Forms W-8BEN number of accounts de- Step 2, segregate the accounts of
that did not satisfy the criteria scribed in (c)(i) of that step, U.S. non-exempt recipients for
under that section. and the number of accounts which the QI has not assumed pri-
that did not satisfy (c)(ii) of mary Form 1099 reporting and
Report 4: The number of Forms W-8BEN that step; and backup withholding responsibility.
inspected under Step 3(b) and (d) Described in Step 9(d) and
the number of Forms W-8BEN the number of accounts thatSteP 4: Fronmthe accounts segregated in
that did not satisfy the criteria did not satisfy the criteria Step 3, segregate the accounts
under that section. of (d)(l) or (”) of that step. documented with Form W-9 and
determine that each Form W-9
Report 5: The number of Forms W-8EXFReport 11: The number of accounts de- satisfies the criteria of AG
inspected under Step 4 and the scribed in each of (i) and (ii) of 10.03(A)(5).1 Step 7.
number of Forms W-8EXP that Step 9(e).
did not satisfy the criteria under . Step 5: Fronthe accounts segregated in
that section. Report 12: For indirect account holders, Step 3, segregate the accounts tha
the external auditor must sepa- are not documented with Form
Report 6: The number of Forms W-8ECI rately complete Report 1 W-9 and the accounts for which
inspected under Step 5 and the through 11. the Forms W-9 did not satisfy the
number of Forms W-8ECI that o Agreement Sec. 10.03(A)(6). Review criteria of AG 10.03(A)(5).1 Step
did not satisfy the criteria under ;... nts, using a valid sample of U.S. 7.

that section. -
non-exempt recipient account holders, g0 6. Optain the withholding statements

Report 7: The number of Forms W-gIMY!0 determine if QI is obtaining Forms associated with QI's Forms
inspected under Step 6 and th¥V-9 from those customers whose iden- W-8IMY.

number of Forms W-8IMY that tity is not prohibited by law from dis-
did not satisfy the criteria underclosure, and that QI is transmitting Step 7: For each Form W-9 that satisfies

that section. those forms to a withholding agent to the criteria of AG 10.03(A)(5).1
the extent QI does not assume primary Step 7, match the name and TIN
Report 8: The number of Forms W-9 in+orm 1099 reporting and backup with- on the Form W-9 to the name and

spected under Step 7 and théolding responsibility with respect to TIN on the withholding statement.



Step 8For each account segregated ifii) The procedures of section 6.04 have Step 1:Obtain copies of the QI Agree-

Step 5, match the name, and (ibeen, and are being, followed.
provided) address, and TIN of the | ) _
U.S. non-exempt recipient to the/udit Guidance 10.03(A)(7):

name, address, and TIN on the g 53(a)(7).1. Account Review of U.S.
withholding statement. Non-exempt Recipients (Disclosure Pro-

Step 9: (a) Identify all accounts coveredpibited) The external auditor must:

by the QI Agreement for giep 1;dentify all accounts covered by
which recipient specific re- the QI Agreement that are held by
porting is required under sec- direct account holders that are
tion 8.02(B) and (C) or section U.S. non-exempt recipients, or

8.04 of the QI Agreement. use the same sample selected for
(b) Identify the indirect account AG 10.03(A)(6).

holders holding through those
accounts, or use the same santep 2From those accounts, segregate
ple selected under AG the accounts of those U.S. non-ex-
10.03(A)(4).1 Step 7. empt recipients whose identity is
(c) Segregate the indirect account prohibited by law from disclosure,
holders that are U.S. non-ex- excluding the accounts of U.S.
empt recipients. non-exempt recipients that have
(d) Apply Steps 2 through 8. waived the prohibitions against

10.03(A)(6).2. Documentation Validity disclosure.

(U.S. Non-exempt Recipients) ReporStep 3:FFrom the accounts segregated in
The external auditor must specifically re- Step 2, segregate the accounts
port: opened by U.S. non-exempt recip-

Report 1: The number of accounts segre- lents on or after January 1, 2001,

gated under each of Steps 1, 25tep 4: Obtain a letter from the responsi-
3,4, and 5. ble party explaining why the ac-

counts in section 10.07(A)(7).1

Step 2 exist and how the proce-
dures of section 6.04 of the QI

Agreement have been and are
being applied.

Report 2The number of accounts that
did not satisfy the criteria of
Steps 7 and 8.

Report 3: For indirect account holders,

the external auditor must report: ,
(@) The number of indirect 10.03(A)(7).2. Account Review of U.S.

account holders identified Non-exempt Recipients (Disclosure Pro-
and segregated under Step dribited) Report The external auditor
(b) The number of indirect Must specifically:

account holders identified Report 1: Report the number of accounts

and segregated under Steps segregated under Steps 1, 2, and
2 through 5; and 3: and
(c) The number of indirect ’

account holders that did notReport 2: Include a copy of the letter ob-

satisfy the criteria of Steps 7 tained under Step 4.

and 8.

QI Agreement Sec. 10.03(A)(8)Review

QI Agreement Sec. 10.03(A)(7). Review g|'s agreements with its PAIs to ensure
accounts, using a valid sample of U.S.
non-exempt recipient account holders pp|s are identical to the obligations im-
whose identity and account information posed on QI under this Agreement, ex-

is prohibited by law, including by con-  cept as otherwise provided in section
tract, from disclosure, to verify that— 4.02.

(i) Such accounts exist in only rare and a,qit Guidance 10.03(A)(8):
unusual circumstances (and detailing

in the audit report the nature of such
circumstances); and

10.03(A)(8).1. Review PAI Obligations
The external auditor must:

ment and all PAl agreements.

Step 2: Inspect each PAIl agreement to de

termine whether:

(a) The PAI agreement covers all
offices of the PAI located in a
country listed in Appendix A
of the QI Agreement;

(b) The PAI agreement provides
that the QI include all re-
portable payments made by
the PAI in the QI's Forms 945
and 1099 and 1042 and 1042-
S;

(c) The PAl agreement requires
the PAI to provide the QI with
all information necessary for
the QI to meet its obligations
under the QI Agreement;

(d) There are not any provisions
limiting the PAI's liability for
underwithholding or reporting
due to the PAI's failure to per-
form its obligations under the
PAl agreement;

(e)The PAI agreement requires
the PAI to disclose U.S. non-
exempt recipients to the same
extent as the QI Agreement;

(f) The PAI agreement permits the
PAI to assume primary with-
holding responsibility or pri-
mary Form 1099 reporting and
backup withholding responsi-
bility;

(g) The PAl is subject to audit pro-
cedures that are identical to
those applicable to the QI
under the QI Agreement and
that the PAI's designated audi-
tor is listed in Appendix B of
the QI Agreement or has been
approved by the IRS for that
PAI; and

(h) The PAI is subject to all other
obligations of the QI under the
Ql Agreement.

that the obligations imposed on the step 3: Obtain a copy of the notice identi-

fying each PAI filed by the QI
with the IRS described in section
4.01(B) of the QI Agreement and
determine that the date of filing
for each notice precedes the date
of the first payment received by
the PAI from the QI pursuant to
the PAI agreement.



Step 40Obtain a copy of the PAl's

W-8IMY provided to the QI and
determine that it satisfies the crite-

(@) A copy of the letter de-
scribed in Step 1.

cipient, and if so, the number of
accounts to which such trans-
fers were made.

. QI Agreement Sec. 10.03(A)(10)State

fia of AG 10.03(A)(5).1 Step 6. in its external audit report if the audi- Report 4: Whether the external auditor is
10.03(A)(8).2. PAI Obligations Report. tor is aware that QI removes U.S. non- aware that the QI removes U.S.
The external auditor must specifically reexempt recipients from accounts cov- non-exempt recipients from ac-
port: ered by this Agreement for the purpose counts covered by the QI

Report 1: The number of PAI agreementsqf circumventing the Form 1099 re- A.greement' for the purpose of
circumventing the Form 1099

porting and backup withholding provi-
Report 2: The number of PAl agreementsions of this Agreement. reporting and backup withhold-
ing provisions of the QI Agree-

that did not satisfy the criteria i i _
of each of Step 2(a) through”udit Guidance 10.03(A)(10): ment.

(h); and 10.03(A)(10).1. Review for Removal of o Agreement Sec. 10.03(B)(1). With-
Report 3: The number of PAI agreement¥)-S. Non-exempt Recipientdhe exter- po|ging Rate Pools. The external audi-

that did not satisfy the criteria nal auditor must: tor must—

of Step 3.

Report 4: The number of Forms W-8IMY
obtained in Step 4 and the num-
ber of Forms W-8IMY that did
not satisfy the criteria of Step 6.

QI Agreement Sec. 10.03(A)(9). State

in its external audit report if the audi-  step 2: Inspect account closing records taudit Guidance 10.03(B)(L):

tion or is under investigation for viola- was closed during the audit year. 10-03(B)(1).1. Review of Withholding
tion of any of the know-your-customer Rate Pool Training Materials The exter-
rules, practices, or procedures applica- Step 3: Inspect account transfer records teal auditor must:

ble to the offices audited. determine whether any assets ) '

o have been transferred to anothert€P 1ldentify the QI's employees that
Audit Guidance 10.03(A)(9): account held by the same account arifhrrlizp?r?n?;tt)lee Loorlsdetermmlng
10.03(A)(9).1. Knowledge of KYC Inves- holder during the audit year. 9 POOIS.
tigations The external auditor must:

10.03(A)(10).2. Removal of U.S. Non- Step 2: Collect any written training mate-

Step 1: Olnin a letter signed by the re-exempt Recipients Reporfhe external galfﬁorr;:neurﬁlslbaggsdlrectlves used
sponsible party and by the QI’'sauditor must specifically report: y ployees.

legal counsel stating whether e"Report 1The number of accounts cov-

ther is aware that the QI is in ma- ered by the QI Agreement held

te;;z:nw%?t\'/?;;ir; g?i?]r ”:)\:(etshtg by U.S. non-exempt recipients
g y that were closed during the

k_now—your—customer ruIe;, prac- audit year.
tices, or procedures applicable to
all branches of the QI located inReport 2: Whether the external auditor is

countries named in the Attach- aware of any accounts with the . .
ments to the QI Agreement. Ql not covered by the QI 10.03(B)(1).2.Withholding Rate Pool

Training Materials Report The external
10.03(A)(9).2. KYC Investigations Re-

Agreement held by the SAME Lditor must specifically report:
port. The external auditor must specifi-
cally report:

Step lidentify all accounts covered by(1) Verify that QI has training materi-
the QI Agreement that are held byals, manuals, and directives that in-
direct account holders that arestryct the appropriate QI employees
U.S. non-exempt recipients, orhow to determine withholding rate
use the sample selected in AGools based on documentation and the
10.03(A)(6).1 Step 1. presumption rules;

Step 3: Inspect the written training mate-
rials, manuals, and directives to
determine whether they contain
specific instructions on how to de-
termine withholding rate pools

based on documentation and the
presumption rules.

U.S. non-exempt recipients that
were opened during the auditReport 1Whether the QI has written
year, and if so, the number of training materials, manuals, and
such accounts. directives that contain specific
instructions on how to deter-
mine withholding rate pools
based on documentation and the
presumption rules.

Report 1: Whether, based on the informa-
tion in the letter described in
Step 1 and on its own informa-
tion, the external auditor is
aware of any such material vio-
lations or investigations and, if
so, identify them.

Report 3: Whether the external auditor is
aware of any transfers of assets
from an account covered by the
QI Agreement held by a U.S.
non-exempt recipient to anotherQl Agreement Sec. 10.03(B)(2). Inter-
account with the QI not coveredview employees responsible for deter-
by the QI Agreement held by mining withholding rate pools to ascer-
the same U.S. non-exempt retain if they are adequately trained to

Report 2: The external auditor must at-
tach to its report:



determine those pools and that they fol- Step 1l:1dentify the QI's employees thattation provided by, or presumption

low adequate procedures for determin-
ing those pools;

are responsible for preparingrules that apply to, the account holder,
withholding statements and pro-the type of income earned, and the

viding them to withholding withholding rate applied;

Audit Guidance 10.03(B)(2): agents, and select representative

10.03(B)(2).1. Review of Personnel employees for interview.

Audit Guidance:

Training (Withholding Rate Poal)The Step 2: Ask the selected employees howQ-03(B)(4).1.Review Withholding Rate

external auditor must: withholding statements are pre-

pared and provided to withholding

Step lidentify the QI's employees that
agents.

are responsible for determining

withholding rate pools and selecCigten, 3: Obtain copies of the withholding
representative employees for in- statements provided to withhold-
terview. ing agents and records of pay-
ments from the withholding

Step 2Ask the selected employees
agents to the QI.

whether they have received any

formal or informal training on de- Step 4inspect the withholding state-

termining withholding rate pools ments to determine whether they
and if so, ask the selected employ- are consistent with the payment
ees to describe the training, when records.

it occurred, and how much time
was devoted to it. Step 5inspect the withholding state-

ments to determine whether the
withholding statement informa-

tion was updated and provided to

the withholding agent before the

Step 3: Ask the selected employees how
an account is assigned to with-
holding rate pools.

10.03(B)(2).2. Personnel Training
(Withholding Rate Pool) Reporthe ex-
ternal auditor must report:

ments.

10.03(B)(3).2. Withholding Statement
Report 1: The number of employees intefReport The external auditor must report:

iewed. )
viewe Report 1: The number of employees inter-
Report 2;The number of employee re- viewed.

sponses that indicate that theR >Th b f |
employee has not received eport 2The number of employee re-

training on how to determine SPONSes that indica.te that V‘,’ith'
withholding rate pools. holding statement information
was not routinely reviewed, up-
Report 3The number of employee re-
sponses that indicate that ac-
counts are assigned to with-
holding rate pools without
routinely referring to documen-
tation, presumptions, the type
of income earned, and the with-
holding rate applied.

QI Agreement Sec. 10.03(B)(3). Review Report 4The number of payments with
QI's procedures for preparing the with- respect to which the withhold-
holding statements associated with QI's ing statement information was
Forms W-8IMY and verify that the not updated or provided to the
withholding statements provided to withholding agent before pay-
withholding agents convey complete and ment.

correct information on a timely basis; QI Agreement Sec. 10.03(B)(4). Per-
form test checks, using a valid sample
of account holders assigned to each
10.03(B)(3).1. Review of Withholding withholding rate pool, and cross check
StatementsThe external auditor must:  that assignment against the documen-

holding agent before the with-
holding agent made payments.

Report 3The number of payments with
respect to which the withhold-
ing statements were inconsis-
tent.

Audit Guidance 10.03(B)(3):

must:

Pool Classification. The external auditor

Step 1: Identify all accounts covered by

the QI Agreement that are held by
direct account holders that are not
U.S. non-exempt recipients, or
use the same sample selectec
under AG 10.03(A)(4).1 Step 1.

Step 2:0btain copies of the QI's Forms

W-8IMY and inspect them to de-
termine whether the QI has as-
sumed primary NRA withholding

responsibility. For accounts cov-
ered by the QI Agreement for
which the QI has not assumed
such responsibility, the external
auditor must perform the proce-
dures described below.

withholding agent made pay-go, 3. opajn:

(&) The account statements and
records that show the invest-
ment and the type of income
earned and the amounts of
withholding; and

(b) The account records that show
how the QI has classified the
type of income and withhold-
ing rate for purposes of its
withholding rate pools.

dated and provided to the with-Step 4: (aBased on the records describec

in Step 3(a), classify the ac-
counts according to the type of
income paid to each account.
An account to which more than
one type of income has been
paid must be placed into multi-
ple income classifications.

(b) Based on the documentation
for the account (after the de-
terminations under AG
10.03(A)(4) and (5) have
been made) and applicable
presumptions under section
5.13 of the QI Agreement, de-
termine the withholding rate
and further classify the ac-
counts within an income clas-
sification according to with-
holding rate. An account



within an income classifica- Audit Guidance 10.03(B)(5): holding statements described in

tion to which more than one _ ) ) Step 4(b).
WItth'dlng rate has been ap_1003(B)(5)1 Review of WItth'dlng o
plied must be placed into Rate Pool Classification (U.S. Non-ex-Step 7: For indirect account holders:

multiple withholding rate empt Recipients) The external auditor (a) ldentify all accounts covered

classifications. must: by the QI Agreement for which

. recipient specific reporting is

Step 5: Determine whether the classifica>t€P 11dentify all accounts covered by reqlﬁred unpder secti(l)Dn 8.0%(8)

tions under Step 4(a) and (b) the QI Agreement that are held by and (C) or section 8.04 of the
match the QI's classifications in direct account holders that are QI Agreement;

the account records described in U.S. non-exempt recipients, or (b) Identify the indirect account

Step 3(b). use the same sample selected holders holding through those

under AG 10.03(A)(6).1 Step 1.

Step 6: (a)dentify all accounts covered accounts, or use the same sam-

Step 2:From those accounts, segregate ple selected under AG
\k/)v}rlwiéuere%ilpiég'cres?::i?i:: ];gt the accounts of those U.S. non-ex- 10.03(A)(4).1 Step 7.
porting is required under sec- empt regipients whose identity is (c)From th_e m_d_lrect account
tion 8.02(B) and (C) or section not prqh|b|teq by law from disclo- _holders identified or s_ele_cted
8.04 of the QI Agreement; sure, including the apt;ounts of in (b), segregate the indirect

(b) Identify the indirect account u.S. non-exempt recipients that account holder_s _that are U.S.
holders holding through those have waived the prohibitions non-exempt recipients.
accounts, or use the same sam- against disclosure. (d) Apply Steps 2 through 6 to the
ple selected under AG step 3: Obtain copies of the QI's Forms mdtlric_t account holders segre-
10.03(A)(4).1 Step 7. W-8IMY and inspect them to de- gated in (¢)

(c) Segregate the indirect account termine whether the QI has as10.03(B)(5).2. Withholding Rate Pool
holders that are not U.S. non- sumed primary Form 1099 andClassification (U.S. Non-exempt Recipi-
exempt recipients. backup withholding responsibility. ent) ReportThe external auditor must

(d) Apply Steps 2 through 5 to From the accounts segregated ispecifically report:
those indirect account holders. Step 2, segregate the accounts ?Qf CLTh . f t

. eport 1: The number of accounts segre-
10.03(B)(4).2. Withholding Rate Pool DS non O hae ot acsumed for P gated under Steps 1, 2, and 3,
Classification Report The external audi- . P
tor must specifically report: mary Form 1099 reporting andgenort 2:The number of accounts for

backup withholding responsibility. which the classifications and

Report 1: The number of accounts identi:

_ “Step 4: Obtain: amounts do not match the clas-
fied or selected as a sample in (a)The account statements and sifications and amounts in the
Step 1. records that show the invest- QI's withholding statements.
Report 2: The number of accounts in Re- ment and the type of inComepq 1 3: For indirect account holders,
port 1 classified under Step 4(a) earned and the amounts (a) The number of indirect ac-
and (b). backup withheld (if any); and count holders under Step
. (b) The withholding statements 7(a) through (c):
Report 3: The number of accounts in Re- associated with the Eorms .
port 1 for which the QI's classi- W-8IMY. (b) The number of indirect ac-
fications do not match the ac- count holders under Step 2;
count records under Step 5. Step 5: Based on the records described in and
Step 4(a), classify the pools (c) The number of indirect ac-
Report 4: For indirect account holders, within each account according to count holders for which the
(@) The number of indirect the type of reportable payment classifications and amounts
account holders under Step made to each account. The exter- do not match the classifica-
6(a) through (c); and nal auditor must apply this Step 5 tions and amounts in the QI's
(b) The number of indirect and Step 6 whether or not the QI withholding statements.
account holders under Step is using the alternative procedure .
4(a) and (b) and Step 5. contained in section 6.03(B) of_QI Agree”_‘e”‘ Sec. 10'03’.(8)(6)' verity,
the QI Agreement. if QI is using the alternatlv_e _procedure
QI Agreement Sec. 10.03(B)(5). Per- for U.S. non-exempt recipients con-
form test checks, using a valid sample Step 6: Determine whether the classificaained in section 6.03(B) of this Agree-
of accounts of U.S. non-exempt recipi- tions and amounts of income andnent, that QI is providing sufficient
ents, to verify that appropriate with- amounts backup withheld (if any)and timely information to withholding
holding rate pools are established for under Step 5 match classifica-agents that allocates reportable pay-

U.S. non-exempt recipients; and tions and amounts in the with-ments to U.S. non-exempt recipients.



Audit Guidance 10.03(B)(6): and the type of income earned and

the amounts of withholding.

(e)Complete Steps 4(a) through

) ) (c) and Step 5.
10.03(B)(6).1. Review of Alternative

Procedure The external auditor must:  Step 4: (a)Based on the records described0.03(C)(1).2. Withholding (NRA With-
in Step 3, classify the accountsholding Assumed) Report.The external
according to the type of incomeauditor must report:

paid to each account. An ac- ,
count to which more than oneR€Port 1: The amount of underwithhold-

type of income has been paid ing for each account examined
must be placed into multiple within each withholding rate
income classifications. classification in Step 1.

(b) Based on the documentatiorhenort 2: The amount of underwithhold-
for the account (after the deter- ing for each indirect account
minations under AG 10.03 holder examined within each

(A)(4) and (5) have been withholding rate classification.
made), determine the with-

holding rate and further clas-QI Agreement 10.03(C)(2).To the ex-
sify the accounts within an in-tent QI has not assumed primary
come classification accordingNRA withholding responsibility, ver-
to withholding rate. An ac- ify that QI has fulfilled its responsibil-
count within an income classi-ities under section 3.02 of this Agree-
fication to which more than ment;

one withholding rate has been

applied must be placed intoAudit Guidance 10.03(C)(2):

th:ét;\p:ilgn\;vnhholdlng rate clas- 10.03(C)(2).1.Review of Responsibilities
' under Section 3.02The external auditor
Step 5For each account, determine thenust:

amount (if any) by which the
amount of withholding based on
the classifications under Step 4(a)
and Step 4(b) exceeds the amount

withheld by the QI.

Step 6: (a)dentify all accounts covered
by the QI Agreement for
which recipient specific re-
porting is required under sec-

Step linspect the withholding state-
ments associated with the Forms
W-8IMY to determine whether the
allocation information for each
account was provided to the with-
holding agent no later than Janu-
ary 15 of the year following the
year of payment.

10.03(B)(6).2. Alternative Procedure
Report The external auditor must specif-
ically report:

Report 1The number of accounts for
which allocation information
was not provided to the with-
holding agent by January 15 of
the year following the year of
payment.

QI Agreement Sec. 10.03(C)(1). With-
holding Responsibilities. The external
auditor must—

(1) To the extent QI has assumed pri-
mary NRA withholding responsibility,
perform test checks, using a valid sam-
ple of foreign account holders, to verify
that QI is withholding the proper
amounts;

Step 1For each account required to be
reported under AG 10.03(B)(4).2
Report 3 and each indirect ac-
count holder required to be re-
ported under AG 10.03(B)(4).2

Report 4(b), determine the
amount (if any) by which the

amount of withholding based on
the classifications under AG

tion 8.02(B) and (C) or section 10.03(B)(4).1 Step 4(a) and Step

8.04 of the QI Agreement; 4(b) exceeds the amount with-
(b) Identify the indirect account held.

holders holding through those

Audit Guidance 10.03(C)(1):

10.03(C)(1).1. Review of Withholding
(NRA Withholding Assumed) The exter-
nal auditor must:

Step lidentify all accounts covered by
the QI Agreement that are held

by direct account holders that
are not U.S. non-exempt recipi-
ents, or use the same sample se-

ple selected under AG Section 3.02 ReporThe external auditor

10.03(A)(4).1 Step 7. must report:

lected under AG 10.03(A)(4).1 (c)From the indirect account

Step 1. holders identified or selected
in (c), segregate the indirect
account holders that are not
U.S. non-exempt recipients.

(d) Obtain copies of the QI's QI Agreement 10.03(C)(3) To the ex-
Forms W-8IMY and inspect tent QI has assumed primary Form
them to determine whether the1099 reporting and backup withhold-
QI has assumed primary NRAing responsibility, perform test checks
withholding. For accounts using a valid sample of U.S. non-ex-
covered by the QI Agreementempt recipient account holders to ver-
for which the QI has assumedify that QI backup withheld when re-
such responsibility, the exter-quired;
nal auditor must perform the
procedures described below. Audit Guidance 10.03(C)(3):

Report 1: The amount of underwithhold-
ing for each account and each
indirect account holder within
each withholding classification.

Step 2:0btain copies of the QI's Forms
W-8IMY and inspect them to de-
termine whether the QI has as-
sumed primary NRA withholding
responsibility. For accounts cov-
ered by the QI Agreement for
which the QI has assumed such
responsibility, the external auditor
must perform the procedures de-
scribed below.

Step 3: Obtain the account statements and
records that show the investment



10.03(C)(3).1. Review of Backup With-
holding (Responsibilities Assumed)he
external auditor must:

ple selected under AG
10.03(A)(4).1 Step 7;

(c)From the indirect account
holders in (b), segregate the in
direct account holders that ar
U.S. non-exempt recipients.

(d) Apply Steps 2 through 6 to

those indirect account holders.

Step lidentify all accounts covered by
the QI Agreement that are held by
direct account holders that are
U.S. non-exempt recipients, or
use the same sample selected
under AG 10.03(A)(6).1 Step 1. 10.03(B)(5).2. Backup Withholding Re-

) . . port (Responsibilities Assumed)he ex-
Step 2:From the_ accounts identified OTternal auditor must specifically report:
selected in Step 1, segregate the

Audit Guidance 10.03(C)(5):

10.03(C)(5).1. Review of Backup With-
holding on Reportable Payments (Disclo-

csure Prohibited) The external auditor

must:

Step 1For each account required to be
reported under AG 10.03(A)(7).2
Report 2, determine whether
backup withholding was imposed
at the correct amount.

accounts of those U.S. non-exReport 1: The amount of underwithhold-10-03(C)(5)-2Backup Withholding on Re-

empt recipients whose identity is
not prohibited by law from disclo-
sure, including the accounts of
U.S. non-exempt recipients that
have waived the prohibitions
against disclosure.

indirect account holder that

holder’s TIN.

QI Agreement Sec. 10.03(C)(4)To the

extent QI has not assumed primary

Step 3:0btain copies of the QI's FormsForm 1099 reporting and backup with-
W-8IMY and inspect them to de-holding responsibility, perform test
termine whether the QI has asc€hecks using a valid sample of U.S.
sumed primary Form 1099 andnon-exempt account holders to verify
backup withholding responsibil- that QI has fulfilled its backup with-

ing for each account and eactportable Payments (Disclosure Prohibited)

Report The external auditor must report:

does not contain the accounReport 1: The amount of underwithhold-

ing for each account for which
backup withholding is required.

QI Agreement Sec. 10.03(C)(6)Review

a valid sample of accounts of U.S. non-
exempt recipient account holders and
determine if assets that generate or
could generate reportable payments
are held in an account of any U.S. non-

ity. From the accounts segregatediolding responsibilities under sections exempt recipient account holders
in Step 2, segregate the account3.04, 3.05, and 3.06 of this Agreement; \yhose identity is prohibited by law,

of U.S. non-exempt recipients for including by contract, from disclosure,
which the QI has assumed pri and ascertain the reason why such
mary Form 1099 reporting andy0.03(C)(4).1.Backup Withholding Re- assets have not been disposed of or the
backup withholding responsibil- yiew (Responsibilities Not Assumedhe account holder disclosed

ity. external auditor must: ) )
] Audit Guidance 10.03(C)(6):
Step 4: Obta|n the account statements a@iep l:For each account required to be
records that show the investment reported under AG 10.03(B)(5).210.03(C)(6).1 Review of Assets Held by

and the type of income earned and Report 2 and each indirect acJ.S. Non-exempt Recipients (Disclosure
the amounts backup withheld (if count holder required to be re-Prohibited) The external auditor must:

any).
) ported under AG 10'O?’(B)(5)'28tep 1:For each account required to be

Step 5: Based on the records described in bRepkort 3(-(2;'1 (jlgj[ermine .Whethedr reported under AG 10.03(A)
AG 10.03(A)(6).1, determine ?’fh up wit to Ing \;vas impose (7).2 Report 2, obtain a letter
whether account holder’s file con- attne correct amount. from the responsible party
tains the account holder’'s TIN.  10.03(C)(4).2. Backup Withholding Re- explaining the reason why assets

. ibiliti that generate or could generate

< Ifth holder’s fil port (Respor_1$|bll|t|es Not Assumethe

Step 6: Ifthe account holder's file doesexternal auditor must report: reportable payments have not

not contain the account holder’s been disposed of or the account
TIN, determine whether the QIReport 1: The amount of underwithhold- holder disclosed.

imposed backup withholding on ing for each account and each

reportable payments at the correct indirect account holder for 10.03(C)(6).2. Assets Held by U.S. Non-
rate. which backup withholding is exempt Recipients (Disclosure Prohib-
required. ited) Report The external auditor must:

Audit Guidance 10.03(C)(4):

Step 7: (a) Identify all accounts covered
by the QI Agreement for QI Agreement Sec. 10.03(C)(5)Review Report 1: Includg a copy 01_‘ th.e letter ob-
which recipient specific re- the accounts of U.S. non-exempt recipi- tained in Step 1 with its report.
porting is required under sec-ent account holders whose identity is ;
tion 8.02(B) and (C) or sectionprohibited by law, including by con- Ql Agreement Sec. 10.03(C)(r).Verfy
8.04 of the QI Agreement; tract, from disclosure and verify that

(b) Identify the indirect account QI or another payor is backup with-
holders holding through thoseholding on reportable payments made
accounts, or use the same same such account holders;

that amounts withheld were timely de-
posited in accordance with section 3.08
of this Agreement.

Audit Guidance 10.03(C)(7):



10.03(C)(7).1. Review of Timely De-
posits The external auditor must:

Step 1: Obtain the Ql'secords of pay-
ments covered by the QI Agree-
ment, the QI's Form 1042 and the
QlI's records of tax deposits.

Step 2: Determine that the payment dates
timely correspond with the de-
posit dates for any required de-
posits.

10.03(C)(7).2.Timely Deposits Report.
The external auditor must report:

Report 1: Any payment dates that do not
timely correspond with deposit
dates.

and the Forms 1042-S issued to

the QI and the Forms 1042-S
filed by the QI (for PAI's, ob-
tain the reporting pool informa-
tion provided to its Ql); and

of payments from withholding

agents and of payments to the

QI's reporting pools, other QI's

(g) The total amounts withheld
by the QI; and

(h) The total amounts withheld
by others.

. The copies of the QlI's reCOrdSReport 2The aggregate amount of any

adjustments under section 9 of
the QI agreement incorporated
in each amount in Report 1.

and withholding foreign part- Report 3The aggregate amount of any

nerships and trusts, other recipi-
ents for which recipient specific
reporting is required under sec-
tion 8.02 of the QI Agreement,
U.S. non-exempt recipients,

other adjustments that were in-
corporated in the amounts re-
ported under Report 1 in per-
forming the reconciliation
under Step 2.

and U.S. exempt recipients as a
class. Report 4: Attach a copy of the QI's Form

1042.

QI Agreement Sec. 10.03(D)(LReturn Step 2:Reconcile the amounts reported

Filing and Information Reporting.
The external auditor must—

(1) Obtain copies of original and
amended Forms 1042 and Forms 945,
and any schedules, statements, or at-
tachments required to be filed with
those forms, and determine whether
the amounts of income, taxes, and other
information reported on those forms
are accurate by—

(i) Reviewing work papers;

(i) Reviewing Forms W-8IMY, to-

gether with the associated withholding
statements, that QI has provided to
withholding agents;

(iii) Reviewing copies of Forms 1042-S
that withholding agents have provided
Ql;

(iv) Reviewing account statements from
withholding agents;

(v) Reviewing correspondence between
QI and withholding agents; and

(vi) Interviewing personnel responsible
for preparing the Forms 1042 and 945
and the work papers used to prepare
those forms.

Audit Guidance 10.03(D)(1):

10.03(D)(1).1. Review of Forms 1042
and 945.The external auditor must:

Step 1: Obtain copies of:
a. The QI's Forms W-8IMY and
associated withholding state-
ments, Forms 1042 and 945,

10.03(D)(1).2. Forms 1042 and 945 Re-
port. The external auditor must report:  (iii) Reviewing a valid sample of ac-

Report 1: (afhe aggregate amount re-

S issued to the QI, the amounts recopies of original and corrected Forms

Forms 1042-S filed by the QI, thethe work papers used to prepare those

amounts shown paid by the QI tforms and determine whether the

U.S. non-exempt recipients on jts@mounts reported on those forms are

withholding statements and in theAccurate by—

QI's records of payments, and the;y peyiewing the Forms 1042-S re-
amounts shown paid by the QI t::() g

o ceived from withholding agents;

U.S. exempt recipients as a class

in the QI's records of payments,(ii) Reviewing the Forms W-8IMY, and
and the amounts reported on thene associated withholding statements,
QlI's Forms 1042 and 945. that QI has provided withholding

agents;

count statements issued by QI to ac-

t holders; and
ported paid to the QI on the 01 OCers: an

Forms 1042-S issued to the(iv) Interviewing QI's personnel re-
Ql; sponsible for preparing the Forms
(b) The aggregate amount1042-S and, if applicable, Forms 1099,
reported paid by the QI onand the work papers used to prepare
Forms 1042-S to eachthose forms.
reporting pool; ) )
(c)The aggregate amountAudit Guidance 10.03(D)(2):

reported paid by the QI on 14 o3 5y0y 1. Review of Forms 1042-S

Forms 1042-S to other QI's and 1099.The external auditor must:
as a class;

(d) The aggregate amountStep 1: Obtain copies of:
reported paid by the QI on (a) The QI's records of payments

Forms 1042-S to indirect
account holders;

(e)The aggregate amount
shown paid by the QI to
U.S. non-exempt recipients
as a class;

(f) The aggregate amount
shown paid by the QI to U.S.
exempt recipients as a class;

from withholding agents and

the QI's records of payments
to the QI's reporting pools and

to any other Qls (or PAIs) con-

tained in the sample selected
for AG 10.03(A)(4), and

(b) The Forms 1042-S filed by the

QI for each reporting pool and
any such Qls.



Step 2.Match the Ql's records of pay-

ments to the amounts reported for

each reporting pool and any Ql’s

described in Step 1(a) on the Ql’éQ

Forms 1042-S.

Step 3: Identify:

(a) All accounts covered by the QI
Agreement for which recipient
specific reporting is required
under section 8.02(B) and (C)

or section 8.04 of the QI Report 3The number of indirect ac-

Agreement; and
(b) The indirect account holders
holding through those ac-

counts, or use the same sample

selected under AG
10.03(A)(4).1 Step 7.

Step 4: Obtain copies of:

(a) The Forms 1042-S and Forms
1099 filed by the QI for each
indirect account holder;

(b) The Forms W-8IMY and asso-
ciated withholding statements
applicable to each indirect ac-
count holder;

(c) The QI's records of payments
to each indirect account
holder; and

(d) The documentation for eachQ| Agreement Sec. 10.03(D)(3)Thor-
oughly review the statements attached Report 2:The amounts of overwithhold-
to amended Forms 1042 filed to claim a
dfefund, ascertain their veracity, and de-
termine the causes of any overwith- Report 3: The number of account holders

indirect account holder.

Step 5:Match the QI's records of pay-
ments to the amounts reporte
for each indirect account holder

, holding reported and ensure QI did not
on the QI's Forms 1042-S and. .
1099 Q issue Forms 1042-S to persons whom it

included as part of its collective credit
Step 6: (a) Inthe case of a QI that as-or refund.

sumed primary Form 1099 and

backup withholding responsi- Audit Guidance 10.03(D)(3):

bility, identify all accounts
covered by the QI Agreement
that are held by U.S. non-ex-

empt recipients, or use theStep 1: Obtain:

same sample as in AG
10.03(A)(6).1 Step 1.

(b) Match the QI's records of pay-
ments to the amounts reported
on each Form 1099 filed by
the Ql.

10.03(D)(2).2. Forms 1042-S and 1099
Report The external auditor must report:

Report 1: For each pool or QI for which
the amounts paid and the
amounts reported do not match,
the amounts of income reported
on each Form 1042-S under

eport 2: The number of:

Report 4: The number of non-exempt re-

(c) The QI's records of payments

Step 2, and the amounts paid t&tep 2iInspect the Ql's records of pay-
each pool or QI. ments to determine whether
overwithholding occurred and

e . the amount of the overwithhold-
(a) Nonqualified intermediaries ing.
and flow through entities
that are direct account hold-Step 3: Match themount of income,
ers under Step 3(a); withholding, and overwithholding
(b) Indirect account holders with the QI's Form 1042.

under Step 3(b); Step 41dentify the reporting pool or

pools to which the overwithhold-

ing is attributable and the amount
of overwithholding attributable to

each pool.

count holders for which the
payments made do not match
the payments reported on

Forms 1042-S and on Forms .
Step 5: Identify the account holders who

1099, and for those account . .
holders the amounts reported received a refund of the overwith-
holding from the QI.

on each form and the amounts

paid to each indirect accountstep 6: Identify all Forms 1042-S filed by
holder. the QI on a recipient specific
basis.

cipients for which the paymentsstep 7: Match the account holders identi-
made do not match the pay- fied under Step 5 with the Forms
ments reported on Forms 1099, 1042-S identified under Step 6.
and for those accounts the

amounts reported on each formt0-03(D)(3).2. Refund Report The ex-
and the amounts paid to eacternal auditor must report:

non-exempt recipient. Report 1The total amount of overwith-

holding under Step 2.
ing by each pool under Step 4.

identified under Step 5.

Report 4: The number of account holders
that do not match with Forms
1042-S under Step 7.

QI Agreement Sec. 10.03(D)(4)Deter-

10.03(D)(3).1. Review of RefundsThe mine, in the case of collective credits or
external auditor must:

refunds, that QI repaid the appropriate
account holders prior to requesting a
collective refund or credit.

() The QI's amended Form 1042

(including the attached state-Audit Guidance 10.03(D)(4):

ments), the Forms 1042-S f'led10.03(D)(4).1. Review of Account Holder

tS)y_ the %l’ta?r? thel.Forms 1042'Repayment Prior to Refundrhe external
issued to the QI; auditor must:

(b) The QI's records of payments

from withholding agents and Step 1: Obtain:

the QI's records of payments (a) The QI's amended Form 1042

to the QI's reporting pools; (including attached state-

and ments); and

(b) The QI's records of payments
to the account holders who re-
ceived a refund of overwith-
holding from the QI.

to the account holders who re-
ceived a refund of overwith-
holding from the QI.



Step 2iInspect the QI's Form 1042 and10.03(E).2. Change in Circumstance Re-

by making a return under section 6020

records of payments to determingort. The external auditor must report af the Code.

that the dates of payments of overehange in circumstances by:
withholding made to each accoun
holder were prior to the date of fil-
ing the Form 1042.

10.03(D)(4).2. Account Holder Repay- QI Agreement Sec. 10.04Use of Statis-

ment Prior to Refund ReporfThe exter- tical Sampling. If the external auditor
nal auditor must report: is required to make a determination

based on a valid sample of accounts, it
Report 1: The amount of overwithholdingshall use a statistical sampling when-
paid to each account holder thakver an examination of all of accounts
occurred after the date of filing within a particular class of accounts
the Form 1042. would be prohibitive in terms of time

QI Agreement Sec. 10.03(E)Change in and expense. If it is reasonable to ex-

Circumstances. The external auditor @Mine all accounts in connection with
must verify that in the course of the & particular issue, statistical sampling

audit it has not discovered any signifi- (€chniques shall not be used. If statis-
cant change in circumstances, as de-tical sampling techniques are required,

scribed in section 11.03(A), (D), or (E) the extemal auditor must determine a
of this Agreement. sample size that provides a 95 percent

confidence level. If statistical sam-
Audit Guidance 10.03(E):

pling has been used and the auditor
10.03(E).1.Review of Change in Circum_determlnes that underwithholding has
stance.The external auditor must:

keport 1: Ataching a copy of the letter
under Step 1.

occurred with respect to the sampled
accounts, the IRS will determine the
Step 1: Olain a letter signed by the re-total amount of underwithheld tax by
sponsible party and by the QI'sprojecting the underwithholding over
legal counsel stating: the entire population of similar ac-
(a) Whether there has been an acounts. For this purpose, QI agrees to
quisition of all, or substantially provide the IRS with the information
all, of the Ql's assets in any(e.g, number of accounts and
transaction in which the QI is amounts) required to project the un-
not the surviving legal entity; derwithholding. QI shall either report
(b) Any material changes in theand pay, in accordance with section
know-your-customer rules and9.06 of this Agreement, the underwith-
procedures set forth in the At-held tax determined under the IRS
tachments to the QI Agree-projection or propose another amount
ment; and of underwithholding based on a more
(c) Any significant changes in theaccurate population, a more accurate
QI's business practices that afprojection technique, or an examina-
fect the QlI's ability to meet its tion of all similar accounts. If the IRS
obligations under the QI does not agree with the amount pro-

Audit Guidance 10.04:

10.04.1. When to Use Statistical Sam-
pling. The external auditor is permitted to

select three statistical samples for use i

performing the procedures in AG 10.03.

These are the samples permitted to be s

lected in:

(2) AG 10.03(A)(4).1 Step 1 (a
sample of all accounts covered
by the QI Agreement that are
held by direct account holders
that are not U.S. non-exempt
recipients);

(b) AG 10.03(A)(6).1 Step 1 (a
sample of all accounts covered
by the QI Agreement that are
held by direct account holders
that are U.S. non-exempt re-
cipients); and

(c) AG 10.03(A)(4).1 Step 7 (a
sample of the indirect account
holders for which recipient
specific reporting is required).

The external auditor may always elect to
conduct a 100 percent review instead o
selecting a statistical sample. The statisti
cal sampling methodology used in these
guidelines cannot be used for any othe
tax purpose.

10.04.2.Sample Size The external audi-
tor is permitted to select a sample only if
there are more than 50 accounts from
which to select a sample in 10.04.1(a) ol
(b) or more than 50 indirect account hold-
ers from which to select a sample in
10.04.1(c).

10.04.3.Sample Formula The external
auditor must determine the sample size b

Agreement. posed by QI, the IRS shall assess a taxusing the following formula:
2
t PQ
2
d
Sample Size = s
1+ (=L2—-1)
H 2




where t=1.96 (confidence coefficient at
95 percent two sided)
P=5 percent (error rate)
Q=1-P
d=2 percent (precision level)
N=total population

The sample size will not exceed 456 (as
determined by the formula above) or 50
percent of the population, whichever is
smaller. In no event may the sample size
be lower than 50.

10.04.4. Number Generator The exter-
nal auditor must select the sample by
using a random number generator.

10.04.5. Records of Sampling Methodol-

ogy. The external auditor is required to

record its statistical sampling procedures
and to maintain the ability to reconstruct
the sample.

10.04.6.Alternative Sampling Methods
Multistage, cluster, stratification or other
sampling methodology may be used with
the consent of the IRS. The sample size
may be adjusted to achieve a 5 percent
error rate, a 2 percent precision level and
a 95 percent two sided confidence level.
See AG 10.03.2 (Submission of Audit
Plan).

10.04.7.Projection If the external auditor
has used a sample and has determined that
underwithholding under AG 10.03(C)(1),
(2), (3), (4), or (5) has occurred, then the
IRS will determine the total amount of un-
derwithheld tax by projecting the under-
withholding over the entire population of
similar accounts using a projection method
that is consistent with the sampling method
used. For example, if a simple unrestricted
random sample as provided in these guide-
lines has been used, then the IRS may de-
termine the total amount of underwithheld
tax by projecting the underwitholding over
the entire population of similar accounts as
follows:

(a) Dividing the amount of under-
withholding for the sample by
the number of accounts (or in-
direct account holders) in the
sample; and

(b) Multiplying the result in (a) by
the total number of accounts in
the population.

(c) If the external auditor has used
a sample and has determined

that overwithholding has oc-
curred, the QI may not project
the amount of overwithholding

in order to claim a refund. ForSec
samples of direct account
holders, the IRS will offset any
underwithholding in the sam-
ple against any overwithhold-

in AG 10.06 Step 3 for procedures
for making such proposals.

. 10.05. External Auditor's Report.
Upon completion of the audit of QI and
any PAI, the external auditor shall
issue a report, or reports, of audit find-
ings directly to the IRS by sending the
ing in the sample. provided original report to the IRS at the ad-
9 b€, p .~ dress set forth in section 12.06 of this
that the QI enters into a closing .
Agreement by June 30 following the
agreement (Form 906) that QI . . .
X i . calendar year being audited, or if that
will not file a claim for refund
. . date falls on a Saturday or Sunday, the
for any overwithholding that )
) - next U.S. business day. The report
the external auditor has dis- ; B :
must be in writing, in English, and cur-
covered. :
rency amounts must be stated in U.S.

(d) The IRS will determine dollars. The report must fully describe

whether it is appropriate tothe scope of the audit, the methodolo-

project an amount of under-9ies (including sampling techniques)
withholding when the facts Used to determine whether QI is in
show that: compliance with the provisions of this
(i) The amount ighe conse- Agreement, and the result of each such
quence of an identified error; determination. The report must also
and specifically address each of the items in

(i) The error was not repeatedsection 10.03 of this Agreement.
throughout the population Audit Guidance 10.05:

over which it would be pro-
jected.

10.05.1. Auditor’s Report Requirements

The external auditor’s report must:

(e) The QI may propose that it is
not appropriate to project an
amount of underwithholding
when the QI shows that:

(i) The underwithholding was
the consequence of an iden-
tified error,

(i) The QI has corrected the
error in the sample in which
it was discovered,

(iii) The QI has corrected the
error throughout the popu-
lation from which the sam-
ple was drawn,

(iv) The QI has established
safeguards to prevent repe-
tition of the error in the
future, and

(v) As a consequence of the
correction, the facts as cor-
rected show that there was
actually no underwithhold-
ing during the audit year.
(Penalties and interest may
nevertheless be imposed.)

The QI may also propose an alter-
native projected underwithholding

tax adjustment based on facts and
circumstances. See Audit meeting

(a)List the external auditor’s
name, address, contact person
and contact person’s telephone
number.

(b) List the QI's name, address,
QI-EIN, responsible party and
responsible party’s telephone
number.

(c) List each procedure required
under these Audit Guidelines
in the order listed in the Audit
Guidelines with a notation that
the procedure was performed.

(d) Identify the audit year.

(e) List, under each procedure, the
items required to be reported
under these Audit Guidelines
in the order listed in the Audit
Guidelines.

(f) Include any items required to
be attached to the report as Ap-
pendix 1. These items should
be cross-referenced in the re-
port with footnotes.

(9) Include any information that
requires a narrative response
and any other information that
the external auditor wishes to
include as Appendix 2. These



items should be cross-refer-request, and QI agrees to permit, the tional procedures under this section until
enced in the report with foot- external auditor to perform an audit the IRS determines that the facts have
notes. for one or more calendar years not been sufficiently developed. If the IRS

(h) Contain a certification signedscheduled for audit under section 10.03 determines that the audit is complete, the
by the external auditor that theof this Agreement. IRS will notify the external auditor and
required procedures have been , the QI in writing of the completion of the
competently performed angAudit Guidance 10.06: audit and of any actions that it will take as
that the information reported is15 0.1 |RS Review of Audit Report.2 result of the audit.

accurate and complete. Within 90 days after the IRS receives thgg 06.3. Audit Part 3: Audit Meeting At

10.05.2. Electronic Report The IRS in- external auditor’s report, the IRS will re-3ny time after the external auditor has
tends to develop a standard electronic r¥i€w the report and, if the IRS determinegpmitted its report on the initial IRS di-

port form. For audit reports due after théhat no further action is necessary, thefected procedures and before the IRS no
publication date of that form, the externafh® IRS will send a written notice to theifies the QI and the external auditor of
auditor must also complete that form an@! and the external auditor informingthe completion of the audit, either the IRS
send it to the IRS in the manner requirefiem of this determination. or the QI may request an audit meeting
by the form. 10.06.2. Audit Part 2: IRS Directed Pro- between the IRS and the QI to accelerate

10.05.3. Report Due DatesThe external c€dures The IRS may determine that agfact f|nd|ng,Tand 0 clatrlfy gnd rr]esdol\lle .
auditor must send the hard copy audit rélitional fact finding is necessary. In sucﬁ:om_emsé1 ICF)QSreq'ILIJeS an FS;C el’ ule :
port to the IRS at the address set forth iF2S€S: the IRS will contact the externdpeet”?gl' the ¢ bWIt (lzon:]actt e Ql's ri_
section 12.06 of the QI Agreement byRuditor and the QI by telephone or in writ?‘pons'd?hparly y ee;; Otrlﬁ Oer'g V\;r':h
June 30 of the year following the audifNd Within 90 days after the IRS recelveén(?é anat eA% Tgyo‘iog a;: I eh attne
year. The external auditor and the QI mal'® €xtérnal auditor’s report. The IRS .tlress ;ph IRS will 4 ?epthotnhe orlm
jointly request an extension of the dudvill d.ir.ect thg external auditor to perform'W.r'lr']f‘g-go de fV\;Ih mdei V\tllh IReSQ
date of the report by submitting a requesiPecific audit procedures and to report Ipévéiv:ans or m?I/(Ses theere augst eor at srjc_:l
for extension in writing signed by the ex Writing thg results of those proce'dures.th , the IRS q q th |
ternal auditor and by the QI's responsibld N€ IRS directed procedures may includ€™"e! ;fn:ﬁ all;s © dth anl © C%[h may
party to the IRS at the address in Adnstructing the external auditor to foryvaroa?ree' feth a? ?Q jgt;ree, " eem
10.01.1 by June 30 of the year followind® the IRS certain of the external auditor®'0y€es of Ithe external auditor who are

the audit year. The request should statiork papers and reports or instructing thacting in the capacity of external auditors

the date to which the extension is re€xternal auditor to perform specific pro-under the QI Agreement may attend the

o audit meeting in that capacity, and other
quested, explain the reason for the extef€dures (or perform an audit in accor® molovees o?the same ﬁF;m rr>1/a attend ir
sion and include telephone numbers fdiance with these Audit Guidelines) for th&Mployees ot y aten

i i pther capacities. The IRS may continue
the external auditor's contact person angudit year or for years other than the audit ™ -

p et do direct the external auditor to perform
the QI's responsible party. The IRS willyear The IRS will stipulate a due dat ecific audit procedures under AG
send the external auditor and the QI 30t more than 90 days from the date of itSP : p
written response as soon as practicablBSiructions to the external auditor for thet0-06.2 without regard to whether an
after receiving the request. external auditor’s report on the results ofudit meeting has been scheduled or helc

any IRS directed procedures. The externAllter the first audit meeting, either the
Sec. 10.06. Expanding Scope and Tim-auditor may request an extension of thiRS Or the QI may request further audit
ing of External Audit. Upon review of due date in accordance with AG 10.05 4P'€€tings at any time before the IRS noti-
the external auditor's report, the IRS any time before the due date. Within 9@€S the external auditor and the QI of the
may request, and QI must permit, the days after receiving the external auditor’§°mMpletion of the audit.
external auditor to perform additional report on the results of the initial IRS di-
audit procedures, or to expand the ex- rected procedures, the IRS will contact
ternal audit to cover some or all of the the external auditor and the QI. If the IRS
calendar years for which the period of determines that additional fact finding is
limitations for assessment of taxes has necessary, then the IRS may direct the ex-
not expired. In addition, the IRS may ternal auditor to perform further addi-



