Effective Date of Regulations ing agents These changes come at a tim@ill also take into account whether or not
Under Section 1441 and when many of these entities are also a& withholding agent (whether U.S. or for-
Qualified Intermediary tempting to make significant changes teign) dfectively implements the final

business practices and information syswithholding regulations beginning on
tems to conform to the Year 2000 dateJanuary 1, 2000.

Notice 98-16 Ejf;l?or:]gfur?enr?c;iinl\ilgrrs?gﬁan I\/|C)r](:"tar§ection 4. Modifie Transition Rules

Section 1. Scope Treasury and the IRS also must ensure The final withholding regulations pro-

This notice announces that the Deparf &t dualified intermediary withholding yige transition rules for obtaining new
ment of the Treasury (“Treasury”) and th&'9"€ements are available to as many Rgjthholding certificates and statements
Internal Revenue Service (the “IRS”) wilihancial intermediaries as possible for thgontaining the necessary information and
extend the dfective date of the sectionji"al Withholding regulations to be @fec- rgpresentations required by those regula-
1441 withholding regulations As ex- tively implemented As described moretions, The IRS released and requested
tended, those regulations will apply tgully below, Treasury and the IRS expechplic comments on draft new withhold-
certain payments made to foreign persofa2.t the process for making qualified ining certificates in Announcement 98-15,
after December 31, 1999 This notice (€Mediary withholding agreementsy pjished in 1998-10 I.R.B. 36 The new
also provides new transition rules for satt/!de!y available will take several monthsyithholding certificates would replace
isfying the withholding certificate or from the date the process begins. current Forms W-8, 1001, 4224, 8709,
statement requirements under the wib- ACCOrdingly, Treasury and the IRS beand 1078, and statements described in
holding regulations. Finally, this notice V& It IS In the best interest of tax adming 14415 of the regulations inféect be-
describes the general procedure the |Fé§"a“°r.‘ to extend the date of applicabilitfore January 1, 1999 (the “existing certifi-
will follow in entering into qualified in- ©' (€ final withholding regulations to en-cates or statements”).
termediary withholding agreements irot'€ that both taxpayers and the govern- Generally, under the transition rules
order to expedite the process of makinf‘er_]t can complete the changes necessahtained in the final withholding regula-
such agreements as widely available 48 MPlement the new withholdingtions, a withholding agent holding a valid
regime. As extended by this notice, thesxisting certificate or statement on -
final withholding regulations will apply to cember 31, 1998, may treat that certificate
Section 2. Background payments made after December 31, 1999y statement as valid until the earlier of its

. In addition, the IRS will regard the expiration or December 31, 1999. In ad-
On October 14, 1997, final Incore Tax 1999 calendar year as a transition periagition, the transition rules provide that

Regulations (the “final withholding regu-for the administration of the withholdingany existing withholding certificate or
lations”) substantially revising and ré-tax system Accordingly, in enforcing statement that is valid on January 1, 1998,
placing existing regulations regarding thg.ompliance with current withholding and that expires during 1998, remains
withholding of tax under chapter 3 (seCyyles for calendar year 1999, the IRS willalid until December 31, 1998. (These
tions 1441:1464)” of the Interr_lal Revenugyke into account the extent to which @ules cannot operate togethe howeve, to
Code (the "Code”) were published in theyjthholding agent makes a good faith efextend beyond December 31, 1998, the
Federal Register T.D. 8734 Those reg-fort quring that period to transform itsvalidity of a certificate that, without the
ylatlons _also S|gn|f|cantly revise eX'S'F'”gbusiness practices and information sysransition rule, would expire in 1998.)
information reporting and backup withyems to comply with the final withholding  The IRS intends to modify the with-
holding regulations under chapter 61 anghgyjations. For example, the IRS willholding certificate and statement trang-
section 3406 of the Code As promul- ake into account whether a U.S. wit- tion rules of the final withholding regula-
gated, the final withholding regulations,gging agent makes reasonablefforts tions to provide that a withholding agent
will apply to all payments made after Dejring 1999 to modify its account openholding a valid existing certificate or
cember 31, 1998. ing practices to conform to the new docustatement on December 31, 1999, may
mentation requirements, obtain new dodteat that certificate or statement as valid
umentation on existing accounts whemnintil the earlier of its expiration or De-
Treasury and the IRS will amend thenew withholding certificates becomecember 31, 2000. No existing certificates
final withholding regulations to extendavailable, and make appropriate systems statements will be éfective after De-
the date of applicability of those reguh- changes to comply with the final with-cember 31, 2000As under the final regu-
tions to payments made after Decembdrolding regulations and, if appropriatejations, existing certificates and state-
31, 1999 Treasury and the IRS recognizéRev. Proc. 98-27 (relating to qualified in-ments that expire in 1999 will not be
that the final withholding regulations con-termediary withholding agreements). Foeffective after expiration. The existing
tain substantial changes to existing rulefreign withholding agents, the IRS willtransition rule providing that any existing
and will likely require significant changesalso take into account whether or not theithholding certificate or statement that is
to business practices and information sysvithholding agent makes an &ort to seekvalid on January 1, 1998, and that expires
tems for many U.S. and foreign withhold-qualified intermediary status. The IRSduring 1998 remains valid until Decem-
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Procedures

possible.

Section 3. Extended Hective Date



ber 31, 1998, will be retained. This rulegguirement of section 871(h)(5) will beticipated that the qualified intermediary
should ensure that withholding agentsatisfied with respect to substitute interesegime will reduce the collection of infor-
will be able to replace existing withhold-payments made after November 13, 199fation and reporting required of with-
ing certificates or statements that expirand before January 1, 1999, if any writholding agents under the current rules.
in 1998 with new certificates that will beten, electronic, or oral statement that rea- Simultaneously with this notice, Trea-
valid under the final withholding regula-sonably establishes that the payee is a faury and the IRS are releasing Revenue
tions when those regulations take effeceign person is given or made to the pay@®rocedure 98-27, which provides guid-
The IRS anticipates that new withholdingoefore, or within a reasonable periodnce on entering into a qualified interme-
certificates will be available before De-after, the payment. diary withholding agreement with the
cember 31, 1998. Because the IRS intends to mak¢RS. Although the revenue procedure is
New withholding certificates that are81.871-14(c) of the final withholding designed to provide specific guidance on
valid under the final withholding regula-regulations effective for payments madehe application process for persons de-
tions will be deemed to satisfy the requireafter December 31, 1999, as announcestribed in §1.1441-1(e)(5)(ii)(A) and (B)
ments under the regulations in effect beierein, the transition rule in Notice 97-64.e., foreign financial institutions, foreign
fore January 1, 2000, to obtain Formss extended to apply to substitute interesilearing organizations, and foreign
W-8, 1001, 4224, 8709, or a statemertayments made after November 13, 199ranches of U.S. financial institutions and
under section 1.1441-5. Therefore, in sitor after December 31, 1998, if elected).S. clearing organizations), any person
uations where existing certificates andnd before January 1, 2000. The remairtesiring a qualified intermediary with-
statements are not outstanding, or neder of Notice 97-66 remains unchanged.holding agreement may submit a draft
certificates or statements must be obtained On January 26, 1998, a notice of proagreement in the general manner de-
because of a change in circumstances,p@sed rulemaking (REG-209322-82) wascribed in the revenue procedure.
withholding agent may obtain new with-published in the=ederal Registerthat  This notice announces that, although
holding certificates. New withholding would amend regulations under sectionany person is permitted to apply for and
certificates will be valid for the period 6031 and 6063 regarding the filing of renegotiate an individual qualified interme-
specified in section 1.1441-1(e)(4)(ii) ofturns of partnership income (a “partnerdiary withholding agreement with the
the final withholding regulations, regard-ship return”). Under 81.6031(a)-1(b)(2)RS, the IRS intends to issue a series of
less of when they are obtained. of the proposed regulations, a partnershipodel agreements of broad applicability
Notice 97-66 (1997-48 I.R.B. 1) pro-return is not required of a foreign partnerto make qualified withholding agreements
vides a related transition rule that is afship if it meets certain conditions andys widely available as possible. It is con-
fected by the extended effective date dforms 1042 and 1042-S are filed undagmplated that, upon release of one of
the final withholding regulations. Notice81.1461-1(b) and (c), as amended by th@ese model agreements, any person
97-66 relates to final Income Tax Regufinal withholding regulations, either by fa|ling within the class of persons covered
lations on the source and character ¢he partnership or by another withholdingy the model agreement would be able to
substitute interest and dividend payment@gent (or agents). The proposed date gtcept, sign, and submit the agreement to
published in théederal Registeron Oc- applicability for the exception is taxablethe |RS, without the need for individual
tober 14, 1997 as T.D. 8735 (the “finapears of a partnership that begin on oOfegotiations. The IRS currently contem-
substitute payment regulations”). Thefter January 1, 1999. If §1.6031(a)plates that each model agreement will be
notice provides guidance on complyingt(b)(2) is finalized, Treasury and IRS in-specific to a particular country, or group
with the statement requirement of sectiofend to amend the date of applicability fopf countries with similar laws and prac-
871(h)(5) for substitute interest paymenttat section to reflect the extended date @tes, and will be specific to a class of per-
made after November 13, 1997, or, if agPplicability of §1.1461-1(b) and (c) ofsons conducting similar intermediary
election is made under section 6 of théhe final withholding regulations. businesses in a similar manner. Such an
notice, for substitute interest paymentgection 5. Qualified Intermediary approach enables each model agreement
made after December 31, 1998. SUbStbrocedures to cover as broad a class of persons as
tute interest payments made by a foreign possible, while allowing uniform applica-
person that are U.S. source interest mustAs indicated above, for the final with-tion of all material provisions among all
satisfy the statement requirement of setolding regulations to be most effectivelypersons in the identified class.
tion 871(h)(5) to qualify as portfolio implemented, it is desirable for qualified Because of its intent to issue a series of
interest. intermediary withholding agreements tanodel agreements of broad applicability,
The final substitute payment regulabe available to as many foreign financiathe IRS invites submissions of proposed
tions referred taxpayers to §1.871-14(dpntermediaries as possible. A qualified inmodel agreements by groups or associa-
of the final withholding regulations for termediary is a foreign person, or a fortions of potential qualified intermediaries.
guidance on the statement requirement efgn branch of a U.S. person, that agreéss part of the submission, the IRS re-
section 871(h)(5). Because §1.871-14(wyith the IRS in a qualified intermediaryquests a description of the class of per-
of the final withholding regulations waswithholding agreement to collect infor-sons the proposed model agreement is in-
not to be effective before January 1, 199%nation regarding its account holders antended to cover and why that class of
however, Notice 97-66 provides a transito make that information available as mapersons could operate under a single
tion rule providing that the statement rebe required under the agreement. It is amodel agreement.
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In the interest of ensuring that as mar
financial intermediaries as possible ca
become qualified intermediaries well ir
advance of the effective date of the fin:
withholding regulations, the IRS intend:
to give submissions of proposed mod
agreements of broad applicability firs
consideration. Consequently, except
unusual circumstances, proposed agre
ments by individual intermediaries, while
also invited, will not likely lead to negoti-
ations with the IRS until sufficient
progress has been made in the process
issuing model agreements. Moreove
persons who are clearly within a class
persons covered by an existing mod
agreement will not be permitted to negot
ate an individual agreement absent u
usual circumstances.

The IRS currently contemplates relea:
ing a group of model agreements simult:
neously, rather than issuing them one-b
one, and expects that this release w
occur before December 31, 1998. Add
tional model agreements and individue
agreements may be issued after that fi
release of model agreements. Due to tir
constraints, however, groups or associ
tions of intermediaries desiring to subm
a proposed model agreement on behalf
a class of persons should make suct
submission on or before July 3, 1998, f
ensure that such model agreement can
released and individual agreements can
concluded prior to December 31, 1998.

Persons submitting proposed mod
agreements are advised that these subn
sions will be made available to the public

Section 6. Contact Information

The principal author of this Notice is
Carl Cooper of the Office of the Associat
Chief Counsel (International) within the
Office of the Chief Counsel, Internal Rev
enue Service, 1111 Constitution Avenu
N.W., Washington, D.C. 20224. For fur
ther information regarding this Notice
contact Mr. Cooper at 202-622-3840 (N
a toll-free call).



