
FSCs filing aggregate Schedules P in
accordance with this paragraph should
enter “FILED UNDER NOTICE 99–23”
across the top of the schedule.

SECTION III.  REQUEST FOR
COMMENTS

The Service is exploring alternatives
for amending Schedule P and its instruc-
tions to require FSCs to present all Sched-
ule P information in the form of a sum-
mary schedule in spreadsheet or similar
format in lieu of filing a separate Sched-
ule P for each transaction or group of
transactions.  Exceptions to this require-
ment may be provided in the case of small
FSCs or those FSCs with de minimis
amounts of foreign trading gross receipts.
Moreover, with respect to transactions
that are not subject to an election to group
but rather are reported on a transaction-
by-transaction basis, the Service expects
to permit a FSC, in lieu of filing a sum-
mary schedule for such transactions, to
aggregate on a single Schedule P those
transactions within a product or product
line to which the same administrative
pricing method is applied, provided that a
supporting schedule is maintained for
each transaction.

Treasury and the Service invite public
comments on these proposed changes to
Schedule P.  Comments should be submit-
ted in writing by June 30, 1999.  Com-
ments may be mailed to:

Internal Revenue Service 
P.O. Box 7604
Ben Franklin Station
Attn: CC:CORP:T:R (Notice 99-23)
Room 5228
Washington, DC  20044

or may be hand-delivered between the
hours of 6 a.m. and 5 p.m. to CC:DOM:
CORP:R (Notice 99–23), Courier’s Desk,
Internal Revenue Building, 1111 Consti-
tution Avenue, NW, Washington, DC.  Al-
ternatively, comments may be submitted
via the Internet at:  http://www.irs.us-
treas.gov/prod/tax_regs/comments.htm1

The comments submitted will be avail-
able for public inspection and copying.

SECTION IV.  DRAFTING
INFORMATION

The principal author of this notice is
Douglas Giblen of the Office of Associate
Chief Counsel (International).  For further

Extension of Time to File FSC
Grouping Redeterminations
Under Transition Rule to be
Included in Final Regulations

Notice 99–24

SECTION I.  PURPOSE

This notice informs taxpayers of the in-
tent of the Department of the Treasury
(“Treasury”) and the Internal Revenue
Service (the “Service”) to include in final
regulations under section 925 of the Inter-
nal Revenue Code addressing foreign
sales corporations (“FSCs”) and their re-
lated suppliers a one-year extension of the
time for filing grouping redeterminations
under the transition rule of Temp. Treas.
Reg. § 1.925(a)–1T(c)(8)(i), as amended
by T.D. 8764, 1998–15 I.R.B. 9 (63 F.R.
10305). 

SECTION II.  BACKGROUND

Section 927(d)(2)(B) of the Code pro-
vides generally that FSCs and their re-
lated suppliers may, to the extent pro-
vided in regulations, elect to apply the
FSC transfer pricing provisions under
section 925 on the basis of groups of
transactions based on product lines, rather
than on a transaction-by-transaction basis.
Prior to the amendments made by T.D.
8764, Temp. Treas. Reg. § 1.925(a)–
1T(c)(8)(i) permitted such a grouping of
transactions to be elected on the FSC in-
come tax return for the applicable taxable
year.  Further, Temp. Treas. Reg. 
§ 1.925(a)–1T(e)(4) permitted FSCs and
their related suppliers, upon determining
that a different transfer pricing method or
grouping of transactions may be more
beneficial, to file amended returns to ef-
fect a redetermination of the transfer price
payable by the FSC or the commission
payable to the FSC.  Such a redetermina-
tion could be made if the taxable years of
the FSC and its related supplier were open
under the statute of limitations for making
claims for refund under section 6511 and
if the redetermination affected both the
FSC and the related supplier. 

The temporary regulations were
amended by T.D. 8764 to address an in-
creasing number of situations in which
taxpayers, assisted by sophisticated com-
puter programs and typically employing
complex estimating techniques, substan-
tially revised their transaction grouping
elections just prior to the expiration of the
statute of limitations and many years after
the original returns were filed.  This prac-
tice placed a significant burden on the
audit process and created a potential for
abuse. 

Effective March 3, 1998, for taxable
years beginning after December 31, 1997,
Temp. Treas. Reg. § 1.925(a)–1T(c)(8)(i),
as amended by T.D. 8764, provides that
an election to group transactions must be
made on a timely filed (including exten-
sions) FSC return and cannot be changed
thereafter, and that no untimely or
amended returns will be allowed to elect
to group, to change a grouping basis, or to
change from a grouping basis to a transac-
tion-by-transaction basis (collectively
“grouping redeterminations”).  Thus, for
example, for FSCs reporting on a calen-
dar-year basis, the temporary regulations,
as amended, apply to 1998 returns due
March 15, 1999, or, as extended, Septem-
ber 15, 1999.  

Temp. Treas. Reg. § 1.925(a)–1T(c)-
(8)(i) also contains a transition rule which
requires grouping redeterminations for
any taxable year beginning before Janu-
ary 1, 1998, to be made no later than the
due date of the FSC’s timely filed (includ-
ing extensions) return for the FSC’s first
taxable year beginning after December
31, 1997.  Thus, for example, for a calen-
dar-year taxpayer, the time for filing
grouping redeterminations for all taxable
years prior to the 1998 calendar year is
March 15, 1999, or, as extended, Septem-
ber 15, 1999.

A notice of proposed rulemaking cross-
referencing T.D. 8764 and inviting public
comments was published on March 3,
1998, as REG–102144–98, 63 F.R.
10351, 1998–15 I.R.B. 25.  On June 24,
1998, a public hearing was held regarding
the proposed changes to the grouping re-
determination rules.  Written comments
were also received by Treasury and the
Service.  Commentators generally ex-
pressed the view that the time for filing
grouping redeterminations for taxable
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years beginning before January 1, 1998
under the transition rule should be ex-
tended to allow taxpayers an appropriate
amount of time to make the necessary cal-
culations.  They pointed out that many
FSCs and their related suppliers are hav-
ing difficulty assembling the data neces-
sary to determine for each open taxable
year whether a grouping redetermination
would be advantageous and to calculate
accurate amounts to be reported for such a
redetermination.  This data assembly may
be especially difficult for taxpayers using
computer software where data was not
originally maintained in electronic form.

SECTION III.  INTENT TO EXTEND
TIME TO FILE UNDER THE
TRANSITION RULE IN FINAL
REGULATIONS

After considering these comments,
Treasury and the Service have determined
that the time for filing grouping redeter-
minations for taxable years beginning be-
fore January 1, 1998, under the transition
rule will be extended by one year.  Ac-
cordingly, the final regulations under sec-
tion 925 will provide that for taxable
years beginning before January 1, 1998,
the time for filing a grouping redetermi-
nation is the due date (including exten-
sions) of the FSC’s timely filed return for
the FSC’s first taxable year beginning on
or after January 1, 1999.

SECTION IV.  DRAFTING
INFORMATION

The principal author of this notice is
Douglas Giblen of the Office of Associate
Chief Counsel (International).  For further
information regarding this notice, contact
Mr. Giblen at (202) 874-1490 (not a toll-
free call).

Effective Date of Regulations
Under Section 1441 and
Qualified Intermediary
Procedures

Notice 99–25

The Department of the Treasury (Trea-
sury) and the Internal Revenue Service
(IRS) intend to extend the date of applica-
bility of the regulations under section
1441 and related provisions to payments
made after December 31, 2000.  The rea-

sons for this delay and its consequences
are explained in this notice.

Section 1.  Background

In Treasury Decision 8734 (62 F.R.
53387 [1997–2 C.B. 109]), as modified
by T.D. 8804 (63 F.R. 72183 [1999–12
I.R.B. 5]) (the “new withholding regula-
tions”), the Department of the Treasury
and the Internal Revenue Service issued
comprehensive regulations under chapter
3 (sections 1441–1464) and subpart G of
subchapter A of chapter 61 (sections
6041–6050S) of the Internal Revenue
Code (the “Code”).  Qualified intermedi-
aries are a key component of those regula-
tions.  A qualified intermediary is a for-
eign entity, or foreign branch of a U.S.
entity, that obtains the benefit of establish-
ing the foreign status of its account hold-
ers, and their entitlement to reduced rates
of withholding, by using a single with-
holding certificate rather than having to
provide documentation for each customer
to a U.S. withholding agent.  In addition,
the qualified intermediary can report most
of its payments to the IRS on a pooled
basis, rather than having to provide a
Form 1042-S for each of its foreign ac-
count holders or investors.  In exchange
for these benefits, the qualified intermedi-
ary assumes certain compliance and infor-
mation reporting responsibilities.

To be a qualified intermediary, an en-
tity must enter an agreement with the IRS.
The IRS has provided information on
qualified intermediary agreements first in
Rev. Proc. 98–27, 1998–15 I.R.B. 30, and
Notice 98–16, 1998–15 I.R.B. 12, and
subsequently in Notice 99–8, 1999–5
I.R.B. 26.  The final provisions of quali-
fied intermediary agreements have not yet
been determined.  Notice 99–8 also an-
nounced certain changes that Treasury
and IRS are proposing to make to T.D.
8734.

Section 2.  Delayed Effective Date

Commentators to Notice 99–8 stated
that financial institutions are involved in
substantial information systems changes
that are required for their systems to be-
come year 2000 compliant.  To meet their
objectives, financial institutions are im-
posing restrictions on systems changes to
ensure a smooth year 2000 transition.
Commentators also indicated that certain

aspects of the qualified intermediary
regime were not apparent to some finan-
cial institutions when the new withhold-
ing regulations were first issued and that
implementation of the regulations would
require more time and effort from many
institutions than had initially been ex-
pected.  Further, because the terms of the
qualified intermediary agreements have
not been finalized, potential qualified in-
termediaries are not yet certain of all of
their documentation, withholding, and re-
porting obligations.  Therefore, commen-
tators have stated that full compliance
with the regulations cannot be achieved if
the 1441 regulations become effective on
January 1, 2000.  

Treasury and the IRS have concluded
that it is in the best interest of tax admin-
istration to extend the date of applicability
of the final withholding regulations to
permit taxpayers to make the computer
system modifications necessary to com-
ply with the new withholding regulations
without the impediments caused by year
2000 concerns.   Therefore, T.D. 8734, as
modified by T.D. 8804, will be amended
to apply to payments made after Decem-
ber 31, 2000.

In Notice 98–16, the IRS stated that it
would regard the 1999 calendar year as a
transition period in enforcing compliance
for the administration of the withholding
tax system.  The year 2000 will similarly
be regarded as a transition period.  Ac-
cordingly,  in enforcing compliance with
current withholding rules for calendar
years 1999 and 2000, the IRS will take
into account the extent to which a with-
holding agent makes a good faith effort to
transform its business practices and infor-
mation systems to comply with the final
withholding regulations.  For example,
the IRS will take into account whether a
U.S. withholding agent makes reasonable
efforts during 1999 and 2000 to modify
its account opening practices to conform
to the new documentation requirements,
obtain new withholding certificates on ex-
isting accounts, and make appropriate
systems changes to comply with the final
withholding regulations.  For foreign
withholding agents, the IRS will take into
account whether or not the withholding
agent makes a good faith effort to seek
qualified intermediary status.  The IRS
will also take into account whether or not
a withholding agent (whether U.S. or for-
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