BACKGROUND disregarded entitg employees for federal
employment tax purposesThus, the

Payment of Employment Taxes Under § 1361 of the Internal Revenug, o, generally is responsible for com-
with Respect to Disregarded Code (as amended by § 1308 of the Smaljinq \yith all the employment tax oblig-
Entities Business Job Protectié\ct of 1996, Pub. iions related to those employees.

. L. No. 104-188,110 Stat. 1755 and  gjnce enactment of the QSub statute
Notice 99-6 § 1601 of tle Taxpayer RelieAct of promulgation of the disregarded en-

PURPOSE 1997, Public ng 105-3411 Stat. 78?’)' tity provision of the regulations, howaye
an S corporation may own a qualifiedyany taxpayers have mistakenly inter-
This notice solicits comments from tax- Subchapter S subsidiaiSection 1361(b)- reteq § 1361(b)(3) and § 301.7701—
payers and practitioners regarding issue$3)(B) defines the term “qualified sub-5¢y2) as applying only for federaf-i
related to employment tax reporting andcnapter S subsidiary” (QSub) as a domegy me tax purposes. In addition, the
payment by qualified subchapter S sub-iC corporation that is not an ineligibleggice has received numerous comments
sidiaries and other entities that are disreSorporation (as defined in § 1361(b)(2))ang questions from other taxpayers that
garded as entities separate from theifl (1) @an S corporation holds 100 percenf e properly interpreted the statute con-
owners for federal tax purposeBhis no-  Of the stock of the corporation, and (2kening the diiculties that arise from ap-
tice also discusses two methods of emiNat S corporation elects to treat the subyjication of these provisions. Some of
ployment tax compliance that will be ac- Sidiary as a QSub. Except as otherwisgese taxpayers have expressed a strong
cepted by the Service until such time agProvided in regulations, a corporation fofyeference for the continued recognition
formal reporting procedures are provided/ich @ QSub election is made is noFor employment tax purposes of the sepa-
in other guidance. treated as a separate corporation for fegse siate law entities. Other taxpayers
Since the recent enactment of legisla-£7! 18X purposes, and all assets, liabilpaye expressed a preference for a literal
tion and promulgation of regulations pro- 1€S: @nd items of income, deduction, angyyication of the provisions, resulting in
viding that certain wholly owned entities Cre,c,"_t of the Q,S“b are _treated as asse_ts,ﬂ,l]-e treatment of the owner of the disre-
will be disregarded as entities separatéClities. and items of income, deductiong,geq entity as the emplaye
from their owners, the Service has r apd_ credit of the parent”S corporation.” prior to issuing formal guidance, the
ceived many questions from taxpayerss,m,“l"’_‘r rules apply to gua“f'Ed REISUb-  gepyice is requesting comments concern-
concerning the treatment of disregardeos‘Idlarles u_nder_§ 856(). ing employment tax and certain reporting
entities for federal employment tax pur- _ regulations issued under 8 7701 of thg e relating to disregarded entities that
poses To help employers comply with CCd€ provide for another type of disregyq 1 e addressed in future guidance.
the employment tax requirements, the De J2rded entit - Section 301.7701-2(c)(2) s notice solicits comments from tax-
partment of tk Treasury and the Internal of the Procedure @dministration Reg- ayers and practitioners regarding the fol-
Revenue Service intend to issue guidanc%,ljr:atlonS provides that a business entitiying jssyes:
illustrating the proper method for report- at has a single owner and that is not a 1) aAny increase or decrease in the ad-
ing employment taxes with respect to corPoration under § 301.7701-2(b) is dismjnistrative burden on taxpayers created
these entities. regarded as an entity separate from %/ a system of filing employment tax re-
owner for all federal tax purposes. _ turns under the owmes name and tax-
_In general, employment tax respens ayer identification number where em-
bilities rest with an employe For federal ployees are actually employed by a state
employment tax purposes, the commop, entity that is disregarded as an entity

law rules for deter_mini_ng the identity Ofseparate from its owner for federal tax
the employer ordinarily app! Under pUrpOSes;

these rules, the person for whom services 2) Whether diferent rules should
are performed as an employee is general%pw to newly formed disregarded enti-
considered the employer for purposes Qfeg with no previous employment tax his-
the employment tax provisionsiAn em- 41y a5 opposed to entities in existence
ployer generally is required to withholdy,ior 1 the time when they became disre-
and pay over applicable taxes from ems,,qed:

ployees wages, pay employer taxes,” 3) pifferent results (both in amount of
make timely tax deposits, file employ-iay "type of tax, and time and method of
ment tax returns, and issue wage stat@gposits) that arise from filing as one em-

ments to employees (collectiyel'em-  iover as compared to filing as separate
ployment tax obligations”). employers:

REQUES FOR COMMENTS 4) Appropriate methods for notifying
the service center about changes in em-

Section 1361(b)(3) and § 301.7701-ployment tax obligations when an entity
2(c)(2) cause the owner of a disregardestatus as a disregarded entity changes;
entity to be treated as the employer of the 5) Possible issues arising in situations



where the owner or the disregarded entity 1) Calculation, reporting, and paymenDRAFTING INFORMATION
is formed or domiciled in a country otherof all employment tax obligations with re- o . )
than the United States; spect to employees of a disregarded entity 1"€ Principal authors of this notice are
6) Additional issues relating tone by its owner (as though the employees d¥e§mraWalton of the @fice of Assistant
ployment taxes and disregarded entitiethe disregarded entity are employed dichief Counsel (Passthroughs and Special
including, but not limited to, confusionrectly by the owner) and under thdndustries) and John Richards of the Of-
for employees, employers, and state amvna’s name and taxpayer identificatior{iC€ Of Associate Chief Counsel (Em-
federal agencies resulting from a singl@aumber; or ployee Benefits and Exempirganiza-
entity reporting structure for employment 2) Separate calculation, reporting, andions). For further information regarding
tax purposes; and payment of all employment tax obliga-this notice contact MsWalton at (202)
7) Whether any guidance issuedions by each state law entity with respec®22-3050 or M Richards at (202) 622-
should also apply to qualified REkub- to its employees under its own name an@040 (not toll-free calls).
sidiaries (as defined in § 856(i)). taxpayer identification numine
Comments are also requested concern-If the second method is chosen, the
ing issues related to disregarded entitiedvner retains ultimate responsibility for
but outside the employment tax areathe employment tax obligations incurred
Those issues include but are not limited twith respect to employees of the disr
the following: garded entit This method merely per-
1) Information reporting on IRS FormMits the employment tax obligations of
1099s issuedyb or with respect to, disre- the owner incurred with respect to the dis-
garded entities and their owners; and regarded entity to be fulfilled through the
2) Issues related to qualified or nonSeparate calculation, reporting, and pay-
qualified deferred compensation plansfent of employment taxes by the eisr
fringe benefit and welfare plans, andarded entit Accordingl, the Service

other compensation arrangements. will not proceed against the owner for
Written comments should be sent to thMPloyment tax obligations relating to

following address: employees of a disregarded entity if those
Internal Revenue Service obligations are fulfilled by the disre-
CC:DOM:CORP (NT 99-6; garded entity using its own name and tax-
CC:DOM:P&SI:1) payer identification numbeeven if there
PO. Box 7604, Ben Franklin Station &/ diferences in the timing or amount of
Washington, DC 20044 payments or deposits as calculated under

In the alternative, comments may be haril® Sécond method. If the first method is
delivered between the hours of 8:00 a.ntelected, a final employment tax return
and 5:00 p.m. to the courle desk at111 Should be filed with respect to a disr
ConstitutionAvenue NW, Washington, garded entity tha_t fqrmerly calculated, re-
DC, or submitted electronically via thepor.ted.’ and paid its emplqyment tax
IRS Internet site at http://wwirs.us- obligations on a separate basis.

treas.gov/prod/tax_regs/comments.html i An ownehr of mLtJrI]tlpr_e cilsregt]ﬁrzed_tehntl-
Because the Service direasury I€S may choose the Tirst method with re-

spect to some disregarded entities and the

would like to receive comments early in ) ;
. second method with respect to its other
the developmental stages of potentlai.

guidance, comments should be forwardedIsregarde<j entities The fact that an

to one of the addresses above prior Qwner of a disregarded entity chooses to

April 20, 1999. Howeve to the extent calculate, report, and pay its employment

. . . . : tax obligations under the second method
possible, consideration will be given to . . : .

. with respect to a given disregarded entity
comments received after that date.

for one taxable year will not preclude the
TEMPORARY EMPLOYMENT TAX owner from switching to the first method
PROCEDURES in a subsequent taxable yeddoweve, if
the owner uses the first method of calcu-

Until additional guidance is issued, thdating, reporting, and paying employment
Service generally will accept reportingtax obligations with respect to a given dis-
and payment of employment taxes withregarded entity for a return period that be-
respect to the employees of a QSub or ajins on or afte April 20, 1999, the tax-
entity disregarded as an entity separagayer must continue to use the first
from its owner under § 301.7701-2(c)(2method unless and until otherwise permit-
if made in one of two ways: ted by the Commissione



